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HEADQUARTERS AND PRINCIPAL PLACE OF BUSINESS IN THE PRC
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OFFICE
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CHAIRMAN’'S STATEMENT
FEHRE




On behalf of the board of directors (the “Board")
of Zhou Hei Ya International Holdings Company
Limited (the “Company” or “Zhouheiya"), |
am pleased to present the annual report of the
Company and its subsidiaries (the “Group”) for
the year ended December 31, 2018.
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Chairman’s Statement

ERE|E

Dear Shareholders,

On behalf of the board of directors (the “Board") of Zhou Hei Ya International Holdings
Company Limited (the “"Company” or “Zhouheiya”), | am pleased to present the annual
report of the Company and its subsidiaries (the “Group”) for the year ended December
31,2018.

The year of 2018 proved to be a year with ample opportunities and challenges, the
upgrade and downgrade of consumption pattern took place simultaneously and the
polarization became increasingly fierce. Consumers’ consumption concepts have gradually
changed, they tend to choose the most suitable products for themselves within the
limited budgets, focus on the quality, keen on new things, seek for a sense of experience,
and advocate a personalized shopping experience. The competition in the casual braised
food industry is also becoming increasingly fierce, cross-border participants and emerging
business are pouring into both the online and offline markets, different brands share a
similar and centralized store layout, and the competition for resources is intensified in
certain areas. In order to maintain long-term competitiveness in a highly competitive
environment, enterprises must focus on innovation ability and supply-chain management

ability of the entire industry-chain.

Facing the fierce industrial competition and ever-changing market trend, while focusing
on the brand image and consolidating the product quality, Zhouheiya always takes its
products as the core and its members as the link, to actively launch new production
capacity and expand the store network. By enhancing the customer experience, and
grasping opportunities within the casual braised food industry, we strive to enhance the

brand value and build the most popular brand for casual braised food in China.

Over the past year, we have actively deployed new production capacity and continued to
promote the expansion of self-operated stores nationwide, laying a solid foundation for
the next stage of business expansion. While strengthening the penetration of the existing
market, we vigorously entered into new market areas, opened-up the provincial market of
Fujian and Shaanxi, and entered into 30 cities nationwide. In April 2018, our new factory in
Hebei was officially put into operation, thus mitigating the issue of short shelf life in North
China. Customers were greeted with “fresh and delicious” products, which improved the

customer satisfaction level of our products.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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Zhouheiya always adheres to its “quality first” principle, putting quality management and
food safety in the first place. and is committed to providing consumers with safer, more
delicious, and fresher products. Through the newly launched SAP system and MES system,
we strengthened the management of product processing's procedures and materials in
process, created a matrix-based food safety protection network to provide intelligent
and systematic quality assurance. We maintain long-term and rigorous cooperation
with suppliers, implement strict quality control, monitor every aspect of production,
distribution and sales, introduce senior talents in the field of food production, continuously
optimize production facilities, improve the level of automation, adopt new processes and

procedurals to improve product quality and increase production efficiency.

We continued to concern about membership benefits by focusing on improving our
member experience and the designing of a forward-looking layout of membership system
based on big-data analytics. Through the collection of consumption data, together with
accurate profile analysis of consumer behavior and preferences, precise marketing plans
were tailor made to correspond with consumers’ different shopping scenarios. In 2018,
we deepened the construction of our big-data system, completed the strategical upgrade
of the system in June 2018 and launched the SAP system in selected areas. This formed an
organizational and business system with a “light front-end, sensitive middle-end, important
back-end and stable bottom-ground”, which improved the overall operational efficiency
of the Group. Moreover, we have integrated the online and offline member database to
implement a precise marketing strategy through the consolidated member database to

provide members with better value-added services and the best consumer experience.

We have also made various innovations and attempts in new retail, and have achieved
impressive results. In March 2018, we launched the Zhouheiya takeaway APP nationwide
to provide customers with quality and convenient home delivery service by cooperating
with local delivery teams. In addition, through our analysis of the big-data, we have set
up a number of theme stores such as unmanned smart store, member-joy store, finless
porpoise protection store, e-sports store and “Zhouheiya & Ele Me" joint theme store
to improve the customer experience when they shopping with us. Zhouheiya's series of

action continues to shape a young and fashion brand image.

Chairman’s Statement
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Chairman’s Statement
FEHRE

Zhouheiya also highly concerns about the Company's ESG governance work and
actively fulfills its corporate social responsibility. In 2018, we constantly improved the
environmental management system, improved the environmental performance of
production equipment to promote energy-use efficiency, and carried out the recycling
of spare production parts and packaging materials to promote the circular economy to
improve the overall green production operation level of the Company. At the same time,
we are committed to providing employees with a healthy and safe working environment,
and spare no effort to organize various employee activities to enhance team cohesion. In
addition, we actively responded to the national “precise poverty alleviation” call, carried
out condolence donation activities in the countryside, and created the first member
store with the theme of finless porpoise protection to promote the public's awareness of
endangered animals protection, all for the Company and the society marching towards

sustainable development.

Looking forward to 2019, we feel an even greater challenge. The market environment is
becoming more uncertain and we still face pressure from rising raw material prices and
labor costs. At the same time, the production capacity release of our new factory and
demand side development will take time to run-in and optimize, which also pose certain
challenges on our cost. In the rapidly changing market environment, we will actively
grasp the development opportunities under the new retail and consumption upgrades
and find breakthroughs in the fierce market competition. We will always be consumer-
centric, optimize the customer experience, deepen product and model innovation, and
strengthen brand building. We will recruit talents to continuously improve the Company's
competitiveness, and continue to lead the transformation and upgrading of the casual
braised food industry with the spirit of excellence in craftsmanship. It is believed that 2019
is the new starting point of the Group. Zhouheiya will not forget its original purpose and
continue to seize opportunities and encounter challenges in the ever-evolving market

trend with high-quality products and high-quality customer experience.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Chairman’s Statement
FERE

On behalf of the Board, my gratitude goes to our customers, all of our employees for their % HEAREFEROZINARBES
excellent work and contribution, as well as the business partners and the Shareholders of ~ FI{Z#8 - ARB2BEIMNFHTEREY
Zhouheiya for their consistent trust and support in the past. We will strive to achieve our ~ EEf - ARBEBAERERBERE—FIUK
objective to build a casual braised food brand that lasts at least 100 years, and pass our NENSTEHES DAY - EERMANERZE
“More Entertainment, More Fun” brand concept onto every customer of us, Nz BERBITENARFEERNA
FRENHRME - WIB REF RE |1
mERRERAEG TP

Zhou Fuyu FE
Chairman BAE®
Hong Kong, March 27, 2019 BE —_T-NE=A=++H
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The post-00 and post-90 generations
have become the major consumer group
of casual food in China. Young customers
applaud personalized shopping experience
and are willing to try new things and
products, which requires the market
participants to quickly innovate and adapt.
Along with the accelerated Internet
development and the strong influence

of new media, more and more snack
food brands have entered into the casual
food market, which further increases the
competition.
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Business Review and Outlook
EXOEREE

MARKET OVERVIEW

In 2018, the casual food industry in China faced increasing competition. The post-00 and
the post-90 generations have become the major consumer group of casual food in China.
Young customers applaud personalized shopping experience and are willing to try new
things and products, which requires the market participants to quickly innovate and adapt.
Along with the accelerated Internet development and the strong influence of new media,
more and more snack food brands have entered into the casual food market, which
further increases the competition. Moreover, the deepening consumption upgrade in
China and the “new retail” trends have raised the awareness to consumers about quality,
variety and customer experience. Customers have exhibited more specific preference and
will pick the most suitable products within their budgets. As such, the market participants
are urged to respond to the evolving customer demands and to create more consumption
solutions with multi-perspective coverage, convenience and alternative consumption

scenarios.

Meanwhile, as a result of the tense supply-demand relationship in the industry in China,
and the continuous expansions of its store network and the production capacities at the
same time, the Group faced significant pressure from the increasing raw material costs,

rental and labor costs in 2018,

In 2018, in response to the increasing competition in the casual food industry in China, the
Group has continued its consumer-oriented strategy. The Group continued to optimize
its online and offline channels and continued to expand its store network and improve
production capacity. In addition, the Group has also enhanced branding and marketing
efforts. The Group strived for fitting in and capturing the opportunities brought by the
trend of “new retail”, in order to achieve a breakthrough during the intense competition

in the retail food industry in China.

OVERALL BUSINESS AND FINANCIAL PERFORMANCE

Store Network Expansion

In 2018, the Group continued to implement the store network expansion strategy that
would geographically match its production capacities and accelerated the establishment of
its presence in new regional markets. It further penetrated in existing market and entering
into new regions in 2018, such as Fujian and Shaanxi Provinces. It newly opened 392 self-
operated retail stores and closed |31 stores during 2018. As a result, as of December 31,
2018, the total number of the Group's self-operated retail stores reached 1,288, covering

90 cities in |7 provinces and municipalities in China.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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Business Review and Outlook

Geographically, central China region remained the major regional market of the Group
in 2018, contributing approximately 60.2% of total revenue derived from self-operated
retail stores for the year ended December 31, 2018. As a result of the commencement
of operation of its northern China processing facility, the Group speeded up the store
opening process in northern China. In 2018, it newly opened 89 stores in northem China

region, increasing its penetration in such region.

Transport infrastructures remain a strategic focus of the Group's store network expansion,
such as airports, railway stations and subway stations, or the ancillary facilities surrounding
the transport infrastructure. As of December 31, 2018, among all the Group's self-
operated retail stores, approximately 390 were transport hub stores and revenue derived
from such stores accounted for approximately 42.5% of total revenue for the year ended

December 31, 2018.

The table below sets forth a breakdown of the number and revenue contribution of self-

EBOERRE
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MEBBETS  HBE-2—\ET A
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=
operated retail store network by geographic location for the periods indicated. FIE44 88 ki B RIAAA
Number of Self-operated Retail Stores HEPIEEZE
Year Ended December 31,
BE+-A=1+—-HLEE
2018 2017
—E-N\E “E—+F
# % # %
EE Egs
Central China (" RO 562 43.6 448 436
Southem China @ ERFO 230 17.9 185 18.0
Eastern China @ ERO 225 17.5 199 19.4
Northem China =S 196 15.2 132 12.9
Southwestern China © e 74 5.8 63 6.1
Northwestern China © i © I 0.0 — —
Total st 1,288 100.0 1,027 100.0
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Business Review and Outlook
EXOEREE

Revenue from Self-operated Retail Stores

HEFIERA

Year Ended December 31,
BE+T-A=1t—-HLEE

2018 2017
—E-N\F —Tt#
RMB’ 000 % RMB'000 %
AR¥ETR ARET T

Central China " O 1,671,845 60.2 1,704,153 62.0
Southern China @ Q) 405,151 14.5 372,964 135
Eastern China © ERO 335,447 12.1 359,253 130
Northem China © FEbo 311,797 1.2 268287 9.7
Southwestern China © TR © 51,843 2.0 50,173 1.8
Northwestern China® it Al 314 0.0 — —
Total st 2,776,397 100.0 2,754,830 100.0

(h Comprises Hubei Province, Hunan Province, Henan Province, Jiangxi Province and Anhui Province.

N

AA,_\AA
O IR

Comprises Guangdong Province and Fujian Province.

Comprises Shanghai, Jiangsu Province and Zhejiang Province.
Comeprises Beijing, Tianjin, Hebei Province and Shandong Province.
Comprises Chongging and Sichuan Province.

Comprises Shaanxi Province.

Production Capacity Improvements

The Group continued to optimize its production arrangements to increase its capacity

and efficiency. It has been upgrading the production equipment and enhancing the level

of automation. The Group currently has two processing facilities located in Hebei and

Hubei, and it is in the process of constructing four additional processing facilities located

in Guangdong, Jiangsu, Sichuan and Hubei. Due to the relatively short shelf-life of its

products, the Group plans and allocates the production capacities among its facilities, to

ensure the demands from all the regional markets are adequately served.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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Business Review and Outlook

n June 2018, the Group closed its Shanghai processing facility. The northern China
processing facility located in Hebei commenced full operation in April 2018 to serve the
demands arising from northem and eastern China. The northern China processing facility
helps to address the previous bottleneck of long transportation distance and short shelf-
life of products. The Phase | of central China processing facility located in Hubei has also
commenced operation since October 2018, which mainly produce vacuum packaged

products.

In addition, the southern China processing facility located in Guangdong is currently under
construction, which is expected to commence operation in 2019 to serve the demands
arising from cities in southern China. The Group is also planning the construction of the
new eastern and southwestern China facilities in Jiangsu and Sichuan Provinces and a new

facility in Qianjiang, Hubei Province.

The Group believes that, with its current and new production facilities under development,
it is able to enhance production capacities nationwide which would match its production
capacities and support the Group to further penetrate into regional markets, and meet

the needs arising from most parts of the nation in the future.

Product Upgrades

The Group is devoted to improving product quality. In 2018, it leveraged the newly
launched SAP system and MES system to strengthen the controls over procedures,
material management, product traceability during its product processing processes. It
continuously upgraded the production equipment and enhanced the level of automation,

aiming at improving the product quality.

In 2018, it has been continuously upgrading existing products and developing new products
to enhance its product portfolio, particularly focusing on innovative and trending products
which appeal to young customers. The Group has always been willing and determined in
trying new product development. For example, to cater the current consumption trend of
pursuing for a health, green and fresh lifestyle among the young generation, the Group's
product research team released the unique new vegetable flavor of the Zhou Hei Ya
Crayfish after careful and repeated testing. It upgraded and reformulated its “Zhou Hei Ya
Crayfish (32—4R)", through the continuous improvements in processing technologies to

solve the seasonal availability of the key raw material of crayfish.
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Business Review and Outlook
EXOEREE

Through the cooperation with business partners, the Group launched the “Zhou Xiao Ban
(JB/IME)" sparkling water and beer in the summer of 2018, which are offered in the form
of a specific Zhouheiya set meal and available in the Group's retail stores and contributed

to the enhancement of customer experience.

In addition, the Group launched new mutti-product packs and upgraded its gift boxes in
2018, which further expanded its product portfolio and enhanced its brand image among

customers.

Marketing, Branding Campaigns and Membership Strategy
In 2018, the Group further implemented its customer-oriented marketing strategy and
continued to design creative entertainment marketing campaigns featured with music,

e-sport and tourism elements, to promote its brand awareness among young customers.

The Group continued to leverage the large amount of member data it accumulated as
well as its big-data analytics capabilities to constantly develop and improve its marketing
decisions. On one hand, it actively enhanced its brand influence in China through new
media channels. It is adept in utilizing popular Intemnet language and leveraging various new
media channels to promote itself, and to exchange or acquire traffic from those channels.
On the other hand, it further implemented its precision marketing strategy by designing
various promoting events, targeting different customer groups. For example, targeting
young music lovers, it organized the Northemn China Campus Rock Music Festival in 2018
which covered over 70 universities and colleges in China. It sponsored local e-sport game
competitions in Guangdong Province. It also cooperated with popular self-media accounts
and invited online celebrities and young public figures to promote the brand. Meanwhile,
it continued to utilize traditional advertisement channels, such as placing advertisements in

airports, subways, and traffic radio stations to enhance brand awareness.
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Business Review and Outlook

The Group continued its membership strategy and launched a variety of marketing events
in 2018, including member-exclusive coupons, accumulated point redemptions, offline
tasting events. Among other things, the Group sponsored 40 members to participate in
the third trip of its “Zhouheiya membership foodies’ world tour” (JAEIEIZE Z 1K) to
Russia in this year of the World Cup. Such events were aiming at increasing the number
of repeated customers and improving the customer loyalty. By maintaining attractive
online contents and engaging online interaction, the Group's official WeChat account had

attracted over |12 million followers by the end of 2018.

Furthermore, in 2018, the Group continued to upgrade its retail stores in phases by
renovating the uniform visual designs and continued to design and establish creative theme

retail stores, so as to enhance the brand image of Zhouheiya.

New Retail, E-Commerce and Online Ordering and Delivering Operation

The era of “new retail” has swiftly emerged across China in recent years, in which
offline, online and logistics merge to create a dynamic new way of retailing, on the back
of prevalence of various digital technologies, such as wireless Internet, mobile payment,
artificial intelligence, and big-data analysis. To embrace the “new retail” revolution, the
Group upholds its consumer-oriented strategy as it believes that the key success of a new

retail operation is largely driven by customer experience and customer satisfaction.

The Group has endeavored to protect customer rights and enhance membership benefits.
The Group's first flagship member store was opened in Wuhan in 2018 to showcase retail
business innovations, which is featured with different appealing benefits and privileges, with
an aim for a superior shopping experience for its loyal members. Unlike the traditional
ones, the flagship member store is featured with its open exhibition of products. Other
privileged customer experiences oriented features include clip doll machines, coffee

machines and 24-hour vending machines and customized gift redemption.
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Business Review and Outlook
EXOEREE

The Group also introduced the first “smart store” with self-checkout in Shenzhen in
2018. Leveraging the advanced payment technologies supported by WeChat, customers
are able to pay with facial recognition conveniently. The Group expects to explore and
leverage more advanced technologies and measures in order to provide its customers

with a unique shopping experience and to further carry out its smart retail strategy.

Moreover, the Group has established several other creative theme retail stores, including
the Finless Porpoise Protection theme store in Wuhan, the E-sports theme store in
Shenzhen, as well as the Zhouheiya-Ele.me Takeaway Experience store in Shanghai. These
theme stores create particular consumption scenarios that link to the Group's products

among particular customer groups and help quickly establish the Group's brand awareness.

In addition to these theme retail stores, the Group continued to expand its online
ordering and delivering operations. It has established strong presence on approximately
22 domestic online marketplaces and local food ordering and delivery services platforms,

currently available in 90 cities.

In addition to the local food ordering and delivery platforms, in 2018, the Group also
developed its in-app mini-programs on WeChat to offer local food ordering and delivery
services and deepened its cooperation with major domestic logistics service providers.
Since the launch of those mini-programs in early 2018 till the end of the year, this mini-

programs had fulfilled convenient delivery services for over 330,000 orders.

In 2018, the Group optimized its product mix distributed through online channels to
increase the offering of vacuum packaged products, which enabled the Group to better
control the transportation expenses, including the transportation expenses for packing

materials.
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Business Review and Outlook

System Upgrades and Big Data Strategies

The Group endeavored to strengthen its big-data strategy and establish a centralized
information technology platform with collective and systematic procedural control and
accounting functions to support the sustainable long-term growth. In 2018, certain
regional subsidiaries of the Group have commenced to implement the SAP system, which
enabled the front operations to be more flexible and adaptive to meet the challenges
and opportunities arising from the new business environment in the future. Meanwhile,
the Group also leveraged the advanced information technology system to reshape its
digitalized operations. Moreover, the Group has consolidated the online and offline
member databases which established the effective customer experience evaluation system,
and allowed centralized management of a variety of members' privileged functions, such
as membership benefits, prepayments, coupons and customer profiles and tags. Enhanced
digital operation and management have provided a solid data support to facilitate the

Group to achieve its precision marketing.

Industry and Business Outlook for 2019
The Group expects to continue to take advantage of its current leading market position in
the casual braised food industry and to further strengthen and advance its leadership and

market share in China. In 2019, it intends to:

. Further penetrate existing markets and strategically expand into new regions, to
improve operating efficiency by better allocating production capacity to match the

needs from regional markets;
. Further enhance product innovation;

. Leverage big-data technologies to realize precision marketing strategy, and establish

a effective membership system focusing on stickiness;

. Develop the result-driven incentive programs; and
. Enhance digital operations and data analysis, and further optimize organization and
process.
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The Group’s total revenue decreased by
approximately 1.2% from RMB3,248.9
million for the year ended December 31,
2017 to RMB3,21 | million for the year
ended December 31, 2018, which was
primarily due to decrease of RMB41.8

million in revenue derived from online
channels, and a decrease of RMB23.0
million in revenue derived from
distributors, each result of intensified
— competition the Group encountered.

.t _.~-. The decreases we partially offset by

g " an increase of RMB21.6 million in
% i revenue derived from self-operated
retail stores.
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Management Discussion and Analysis
EEENWED

TREJIAEENGAREREMEENE
FoERERIMTEREHBARAAE
BRaREnA N - T—tFE-F
—NFHEBHARDLIIT) o

The following table sets forth the Group's consolidated statements of profits or loss and
other comprehensive income in absolute amounts and as a percentage of the Group's
total revenue for the periods indicated, together with the change from 2017 to 2018

(expressed in percentages).

Year Ended December 31,
BZ+-A=1t-HILEFE

24

Year-on-year

2018 2017 Change
—B-N\§ “TtF At &
RMB’000 % RMB'000 % %
ARETR % ARETR % %

Revenue e 3,211,521 100.0 3,248,943 100.0 (12)
Cost of sales HEKAK (1,364,089) 425 (1269220) (39.) 75
Gross profit E| 1,847,432 57.5 1,979,723 60.9 6.7)
Other income and gains, net Hil A R e 55 147,143 46 109,737 34 34|
Selling and distribution expenses HERDHERX (1,081,576) (337) (947990) (292) 14.]
Administrative expenses TR (178,707) (5.6) (142,056) (44) 258
Share of losses of an associate AEMERRER (7321) 02) — — NA,
Profit before tax BRBL AR 726971 26 999,414 307 (273)
Income tax expense FrighiFx (186,878) (58) (237,786) (7.3) 214)
Profit for the year FEER 540,093 16.8 761,628 234 (29.1)
Other comprehensive income Hitt2EBA
Other comprehensive income to be RRERRERS T

reclassified to profit or loss in ZEHH

subsequent periods; Htt2EBA -
Available-for-sale investments: AEHERE
Changes in fair value, net of tax AHEZE (BRH%) — — 1,425 00 —
Redlassification adjustments for gainsand &t A& AME KB BER

losses included in the profit or loss - HEAE

gains on disposal, net of tax HE W (RR) — — (1425) 00) —
Exchange differences on translation of BINEBAEN

foreign operations EHER 84363 26 (149,693) (4.6) (1564)
Other comprehensive income for the year, FEEMZEUA

net of tax (BRBi1R) 84363 26 (149,693) (46) (1564)
Total comprehensive income FE2E

for the year LNt 624,456 194 611,935 188 20
Basic and diluted earnings per share SREFRBERA 023 NA. 032 NA. (28.1)

(RMB) (AR¥7) NEH ek
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Management Discussion and Analysis

Revenue

The Group's total revenue decreased by approximately 1.2% from RMB3,248.9 million for
the year ended December 31, 2017 to RMB3,21 1.5 million for the year ended December
31, 2018, which was primarily due to a decrease of RMB41.8 million in revenue derived
from online channels, and a decrease of RMB23.0 million in revenue derived from
distributors, each a result of intensified market competition the Group encountered. The

revenue derived from self-operated retail stores increased RMB2 1.6 million.

Revenue contributed by the Group's self-operated retail stores amounted to RMB2,776.4
million, representing approximately 86.5% of total revenue for the year ended December
31, 2018, compared with RMB2,754.8 million, representing approximately 84.8% for the
year ended December 31, 2017.

Sales through delivery services platforms increased significantly by approximately 34.3%
from 2017 to 2018, which accounted for approximately 13.7% of revenue derived
from self-operated retail stores for the year ended December 31, 2018, compared with

approximately 10.3% for the year ended December 31, 2017.

In 2018, the Group's e-commerce experienced intensified competition, which resulted
in a decrease of revenue derived from the online channels by approximately 12.1% from
RMB344.5 million for the year ended December 31, 2017 to RMB302.7 million for the
year ended December 31, 2018.

Cost of Sales

Cost of sales increased by approximately 7.5% from RMBI,269.2 million for the year
ended December 31, 2017 to RMB1,364.1 million for the year ended December 31,
2018, which was mainly attributable to the increase in the cost of raw materials, including
packaging materials, the increases in depreciation of equipment and facilities and utilities, in
particular in connection with the northem China processing facility located in Hebei, and

the overall increase in labor cost.
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Management Discussion and Analysis
EEENWED

Gross Profit and Gross Profit Margin
As a result of the foregoing, the Group's gross profit decreased by 6.7% from RMB1,979.7
million for the year ended December 31, 2017 to RMBI,847.4 million for the year ended

December 31, 2018.

Due to the continuous increases in cost of raw materials, the Group's gross profit margin

decreased from 60.9% for the year ended December 31, 2017 to 57.5% for the year
ended December 31, 2018.
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Management Discussion and Analysis

Other Income and Gains, Net

The Group's other income and gains, net increased by approximately 34.1% from
RMBI109.7 million for the year ended December 31, 2017 to RMBI47.1 million for the
year ended December 31, 2018. The increase was primarily due to: (i) an increase of
RMB25.0 million in interest income from bank deposits, other interest income from
financial assets at FVPL and other interest income from structure deposits measured at
FVPL, (i) an increase of RMBI3.3 million in government grants, and (iii) a decrease of
RMB8.8 million of a loss on disposal of property, plant and equipment, partially offset
by (i) a decrease of RMB8.4 million in foreign exchange gain, and (i) a fair value loss on

derivative instruments of RMB4.0 million in 2018.

The Group established and had strictly followed the capital and investment policies to

monitor and control the risks relating to its investment activities.

Selling and Distribution Expenses

The Group's selling and distribution expenses increased by approximately 14.1% from
RMB948.0 million for the year ended December 31, 2017 to RMBI,081.6 million for the
year ended December 31, 2018, primarily due to the significant expansion of retail store
network, which resulted in the increases in the associated rental expenses, increasing
advertising and promoting related expenses, as well as the transportation expense

resulting from geographic expansion.

Administrative Expenses

The Group's administrative expenses increased by approximately 25.8% from RMBI42.1
million for the year ended December 31, 2017 to RMBI78.7 million for the year ended
December 31, 2018, primarily due to (i) an increase in salary and welfare for the Group's
general and administrative personnel as the Group's increased headcounts to support its
business growth, (i) the increase in expenses of relating to the hardware and software
due to the launch of SAP system, and (iii) an increase in the management expenses of in
connection with the commencement of operation of Hebei Zhou Hei Ya Foods Industrial
Park Co,, Ltd. in April 2018.
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Management Discussion and Analysis
EEENWED

Shares of Losses of an Associate

In 2018, the Group incurred shares of losses of an associate resulting from the
management related expenses at its early stage of RMB7.3 million in connection with
the 50% equity interest in Shenzhen Tiantu Xingnan Investment Partnership (Limited
YIMREEEREEHELE (ARER)) (the “Tiantu Partnership”),
which was jointly established with two subsidiaries of Shenzhen Tiantu Investment Co.,,

Ltd. CRYIDRERAEERAERAR),

Partnership) (%

Profit Before Tax

As a result of the foregoing, the Group recorded profit before tax of RMB727.0 million for
the year ended December 31, 2018, decreased by approximately 27.3% from RMB999.4
million for the year ended December 31, 2017.

Income Tax Expense
Income tax expense decreased by approximately 21.4% from RMB237.8 million for the
year ended December 31, 2017 to RMBI186.9 million for the year ended December 31,

2018, primarily due to the decrease in profit before tax.

Profit for the Year

As a result of the foregoing, especially due to the higher cost of sales, in particular
increasing raw material cost, and the decrease in total revenue, the Group's net profit
decreased by approximately 29.1% from RMB761.6 million for the year ended December
31, 2017 to RMB540.1 million for the year ended December 31, 2018. As a result of the
above-mentioned rising cost of sales, the increasing expenses mainly in connection with
the significant expansion of retail store network, the launch of the SAP system and the
commencement of operation of Hebei Zhou Hei Ya Foods Industrial Park Co., Ltd, net
profit margin decreased from 23.4% in the year ended December 31, 2017 to 16.8% in
the year ended December 31, 2018.
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Management Discussion and Analysis

Exchange Differences on Translation of Foreign Operations

Exchange differences on translation of foreign operations changed from other
comprehensive loss of RMB149.7 million for the year ended December 31, 2017 to other
comprehensive gain of RMB84.4 million for the year ended December 31, 2018, primarily
represented the foreign exchange gain of cash and bank denominated in Hong Kong
dollars and U.S. dollars held by overseas entities of which functional currencies are Hong

Kong dollars.

Total Comprehensive Income for the Year

As a result of the foregoing, the Group's total comprehensive income for the year ended
December 31, 2018 increased by 2.0% to RMB624.5 million from RMB611.9 million for
the year ended December 31, 2017.

Liquidity and Capital Resources

In the year ended December 31, 2018, the Group financed its operations primarily
through cash generated from its business operations and the net proceeds received
from its Initial Public Offering (including the exercise of the over-allotment options on
November 30, 2016) (the “IPO"). The Group intends to finance its expansion and
business development by internal resources and through organic and sustainable growth,

as well as to use the net proceeds received from its IPO.

Capital Structure

As of December 31, 2018, the Group had net assets of approximately RMB4,125.7 million,
as compared to RMB4,000.7 million as of December 31, 2017, primarily comprising
current assets of RMB2,880.0 million, non-current assets of approximately RMB1,776.1
million, current liability of RMB482.2 million and non-current liability of approximately

RMB48.2 million.
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Cash and Bank

As compared with RMB2,039.2 million as of December 31, 2017, which was consisted
of cash and cash equivalents of approximately RMB98.7 million and term deposits
approximately RMBI,940.5 million (which was consisted of cash and cash equivalents
of approximately RMB64.0 million and term deposits with maturity over three months
of approximately RMBI,876.5 million), the Group had cash and bank of approximately
RMBI,671.1 million as of December 31, 2018, which was consisted of unrestricted cash
and bank balances of approximately RMB106.0 million and term deposits of RMBI,565.1

million.

Financial Risks

The Group is not subject to significant credit risk and liquidity risk. The Group had cash at
banks denominated in foreign currencies, which exposed the Group to foreign exchange
risk. The Group has adopted related policies to hedge part of its foreign exchange risk.
The management manages its currency risk by closely monitoring the movement of the
foreign currency rates and will take prudent measures to minimize the currency translation

risk.

Use of Proceeds from the IPO

Net proceeds from the IPO, after deducting the underwriting commission and other
estimated expenses in connection with the Global Offering which the Company received
amounted to approximately HK$2,792.3 million, comprising HK$2,428.1 million raised
from the Global Offering and HK$364.2 million from the issue of shares pursuant to
the exercise of the over-allotment options, respectively. The remaining balance of the
proceeds from the IPO as of December 31, 2017 was RMB2,001.2 million.
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TREJINAEBEBE-_T-N\F+_A
=+ —HNAEFERE

The table below sets forth the use of proceeds by the Group as of December 31, 2018:

Amount that
had been Remaining
utilized as of balance as of
December 31, December 31,
2018 2018
S S
—E-N\F —E-N\F
Budget T=A=+—-H +=BA=+-H
BE CBRER ok 23
(In RMB million)  (In RMB million)
(AR%EER) (AR¥BEER)
Construction and improvement of B kE
processing facilities MLEE 858.3 765.2 93.1
Development of retail store network FEFTEAER 367.8 717 296.1
Brand image campaigns, including miE R E 8
the e-commerce marketing campaigns (BEEREHED) 2943 738 2205
Improvement of research and development DR B 2452 1.5 2337
Acquisition and strategic alliances o B I B Bt R 245.2 17.9 2273
Upgrades of information technology F RS BB R AT
systems, including the enterprise (BREEEER
resource planning system REIZSR) 196.2 38.7 157.5
General replenishment of working capital r—REEES 2452 138.0 107.2
Total A&t 2,4522 1168 13354

As of December 31, 2018, net proceeds not utilized had been deposited into short-term
deposits and money market instruments, including structured deposits. There has been
no change to the intended use of net proceeds as previously disclosed in the prospectus
of the Company. The proceeds were used and are proposed to be used as and when

appropriate based on the Group's business needs according to the intentions previously

disclosed in the prospectus of the Company dated November |, 2016.
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Indebtedness

As of December 31, 2018, the Group did not have any outstanding indebtedness or any
loan capital issued and outstanding or agreed to be issued, bank overdrafts, loans or similar
indebtedness, liabilities under acceptances (other than normal trade bills), acceptance
credits, debentures, mortgages, charges or hire purchase commitments, guarantees or

other contingent liabilities or any covenant in connection thereof.

As such, as of December 31, 2018, the Group had no interest-bearing bank borrowings
and thus no gearing ratio (which is calculated as interest-bearing bank borrowings less cash

and cash equivalent divided by the total equity) was calculated.

Cash Flows

For the year ended December 31, 2018, net cash generated from operating activities
decreased to approximately RMB308.4 million from RMB640.7 million for the year ended
December 31, 2017, which was mainly attributable to profit before tax of RMB730.5
million, adjusted for certain non-cash items such as depreciation and amortization, interest
income from bank deposits and interest income from structured deposits. Additional
factors that affected net cash generated from operating activities included (i) income tax
paid of RMB225.8 million, (ii) an increase of RMB95.3 million in inventories mainly resulting
from the overall price increase of raw materials and the increase of inventory reserves
of certain major raw materials, (iii) an decrease of RMB33.5 million in other payables and
accruals, and (iv) an increase in pre-payments, deposits and other receivables of RMB50.3

million.

For the year ended December 31, 2018, net cash generated from investing activities was
approximately RMB5 1.3 million, compared with net cash used in investing activities of
RMB320.9 million for the year ended December 31, 2017, which was mainly attributable
to proceeds from disposal of structured deposits of RMB2,745.2 million, and the decrease
of term deposits of maturity over three months of RMB3 1.4 million, and the interests
received from bank deposits of RMB46.5 million partially offset by purchases of structured
deposits of RMB2,408.2 million, purchases of financial assets as fair value through profit or
loss of RMB380.0 million, and the contribution to investments in Shenzhen Tiantu Xingnan
Investment Partnership (Limited Partnership) (&I T ABEEHREGE T (BRE
%)) of RMB250.0 million
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Management Discussion and Analysis

For the year ended December 31, 2018, net cash used in financing activities was
to approximately RMB499.4 million, which was mainly attributable the purchase of
65,412,000 issued Shares for the purpose of the Company's restricted share unit scheme
in the amount of RMB263.5 million the Company paid to a designated trustee, and the
dividends paid of RMB235.9 million compared with the cash used in financing activities of
RMB219.3 million for the year ended December 31, 2017.

Structured Deposits

The Group from time to time invests in asset management products, primarily structured
deposits, in order to better facilitate its cash management. Structured deposits were
principal-protected products which typically had a fixed short term and may be redeemed
upon had their respective expiry dates. As of December 31, 2018, the Group had a
balance of structured deposits in the amount of approximately RMB626.8 million. Up
to the date of this report, approximately RMB345.4 million out of the RMB626.8 million
had been settled and redeemed upon their maturity with the remaining not yet fallen
due. The underlying investments of the structured deposits were primarily short-term
sovereign bonds, financial bonds and central bank bills, and other investment products
issued by commercial banks in the inter-bank market in China, which were very liquid with
a relatively short term of maturity, and which were considered to akin to placing deposits
with banks whilst enabling the Group to eam a relatively higher rate of return. In the
year ended December 31, 2018, interest income from structured deposits amounted to
RMB45.4 million (December 31, 2017: approximately RMB26.9 million).

The Group has implemented capital and investment policies to monitor and control the
risks relating to its investment activities. The Group may only make investments in asset
management products when it has surplus cash. Only investments in low-risk products
issued by qualified commercial banks or other financial institutions are allowed and
investments should be non-speculative in nature. The Group's capital and investment
policies also specify the criteria for selecting investments to be considered and the detailed

review procedures each proposed investment shall go through.
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In view of an upside of earning a relatively higher return than current saving or fixed
deposit rate under the low interest rate trend, as well as the principal-protected nature
and a relatively short term of maturity of the structured deposits, the directors of the
Company (the "Directors”) are of the view that the structured deposits pose little risk to
the Group and the terms and conditions of each of the structured deposits are fair and

reasonable and are in the interests of the Company and its shareholders as a whole.

Capital Expenditure

The Group's capital expenditures amounted to RMB492.0 million as of December 31,
2018, mainly in connection with the upgrades of its production lines, the improvement of
its processing facilities, and the establishment and launch of the SAP system. The Group
financed its capital expenditures primarily with cash generated from operations and the

proceeds from the IPO.

Contingent Liabilities and Guarantees
As of December 31, 2018, the Group did not have any significant unrecorded contingent

liabilities, guarantees or any litigation against it.

Major Investment

In March 2018, one of the Group's indirect wholly-owned subsidiary entered into a
partnership agreement with two subsidiaries of Shenzhen Tiantu Investment Co., Ltd.
(RYITREREE RN AR A ) to jointly establish Shenzhen Tiantu Xingnan
Investment Partnership (Limited Partnership) (R IITT KRB EERES ¥ EE (AR
&%) (the “Partnership”) with a total size of RMB3.0 billion in Shenzhen, of which the
Group subscribed for RMB500.0 million. As of the date of this report, the Group had
made the full payment for its initial capital contribution of RMB250.0 million, which were
funded from its operations. The Partnership is expected to serve an investment platform
to primarily explore investment opportunities related to consumption upgrade and new
retail. Please refer to the announcement of the Company dated March 12, 2018 for more

details.

Other than the Partnership, for the year ended December 31, 2018 and up to March
27, 2019, being the date of this report, the Group did not conduct any other material

investments, acquisitions or disposals.
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Management Discussion and Analysis

Restricted Share Unit Scheme

The Company adopted its Restricted Share Unit Scheme (the “RSU Scheme”) on July 25,
2018. The purpose of the RSU Scheme is to incentivize Directors, senior management
and employees of the Group for their contribution to the Group, to attract, motivate
and retain skilled and experienced personnel to strive for the future development and
expansion of the Group by providing them with the opportunity to own equity interests
of the Company. The Board has the power to administer the RSU Scheme. The Board
may, from time to time and at its sole discretion, select any eligible person, as defined
in the RSU Scheme, to participate in the RSU Scheme and determine the number of
ordinary shares of the Company (“Shares”) to be granted and the terms and conditions

of the grant.

The Company utilized a total consideration of approximately HK$300.0 million and
instructed a trustee to purchase its shares on market. The Shares so purchased will be
used as awards for the participants in the RSU Scheme. During the period from August
31,2018 to October 24, 2018, a total number of 65,412,000 Shares were purchased and
held by the designated trustee.

As of the date of this report, no RSU has been awarded to any participant pursuant to the
RSU Scheme.

Please refer to the Company's announcements dated July 25, July 31 and October 24,
2018 for a detailed summary of its RSU Scheme.

Turnover Ratios
Average inventory tumover days increased from 64.5 days in 2017 to 78.1 days in 2018,
primarily because the Group increased the inventory reserves of certain major raw

materials.

Average trade receivables turnover days increased from 1.8 days in 2017 to 3.2 days
in 2018, primarily because certain retail stores, mainly certain transport hub stores,
and certain distributors retained a relatively longer payment settlement terms after the

contract renewal in 2018.

Average trade payables turnover days slightly decreased from 23.9 days in 2017 to 22.6
days in 2018.
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Employee and Labor Cost
As of December 31, 2018, the Group had a total of 5,148 employees, among which
approximately 55.8% were retail store operations and sales staff and 16.2% were

manufacturing staff at its processing facilities.

The Group has developed a performance evaluation system to assess the performance
of its employees annually, which forms the basis for determining the salary levels, bonuses
and promotions an employee may receive. Sales and marketing personnel may also
receive bonuses based on the sales targets they accomplished, by taking into account the

overall sales performance of the stores in the same regional market in the relevant period.

In the year ended December 31, 2018, the Group incurred total labor costs of RMB464.0

million, representing approximately 14.4% of total revenue of the Group.

“

The Company adopted its RSU Scheme on July 25, 2018, please refer to " —Restricted

Share Unit Scheme” for more detalils.

Top Suppliers and Top Customers

For the year ended December 31, 2018, purchases from the Group's largest duck supplier
in terms of dollar amount accounted for approximately 9.5% of total purchase cost and
the aggregate purchases from its top five duck suppliers in terms of dollar amount in

aggregate accounted for approximately 24.7% of total purchase cost.

Due to the nature of the Group's business, for the year ended December 31, 2018,

revenue derived from its top five customers accounted for less than 30% of total revenue.

Reserves
As of December 31, 2018, the Group's reserves available for distribution to shareholders

of the Company (“Shareholders”) amounted to approximately RMB2,214.8 million.

Subsequent Events
Subsequent to December 31, 2018 and up to the date of this report, no material events

were undertaken by the Group.
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Biographies of the Directors and Senior Management

Directors
Executive Directors

Mr. ZHOU Fuyu (B & #), aged 44, is the Chairman and an executive Director. Mr.
Zhou founded our business with his wife, Ms. Tang Jianfang, in 2002 and established our
previous holding company, Zhou Hei Ya Foods Joint Stock Limited Company (B RI5E
mix P AR F]) (“Wuhan ZHY Holdco"), on June 13, 2006. He was appointed as our
executive Director on June 8, 2016 and is primarily responsible for formulating the overall
Group's strategies and leading the product development. With approximately 17 years of
experience in casual braised food industry, he is the key driver of our business strategies
and achievements to date and continues to oversee the management of our operations,

business, and the Group's sales network.

Mr. HAO Lixiao (# 3 B), aged 43, is an executive Director and the Chief Executive
Officer. Mr. Hao was appointed as an executive Director on June 8, 2016 and the Chief
Executive Officer on March 22, 2017. He is primarily responsible for developing the
business strategies and plans of the Group and overseeing the Group's operations and
performance. He was the deputy general manager of Wuhan ZHY Holdco from October
2007 to July 2015 and is a deputy general manager of our wholly owned subsidiary,
Hubei Zhou Hei Ya Enterprise Development Co, Ltd. (1L AR EEEBRA
A]) (“ZHY Development”) from July 2015 to March 2017. Prior to joining our Group, he
worked at Wusheng Sanjiaolu Shopping Centre (E\2% = AEEHEYIH L)) as a salesman
from September 1994 to September 1997, Wushang Baisheng Hypermarket (% B &%
E/RIE) as a manager from September 1997 to March 2000 and Wushang Hypermarket
Company (B & £ Bk 22 7)), from April 2000 to September 2007 as a buyer of its

procurement department.

Mr. Hao graduated from Hubei Economics School (#3E48EEFT ) majoring in business
administration on June 30, 2005. He obtained the certificate of secretary to the board of
directors awarded by Shenzhen Stock Exchange on July 30, 2012.
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Mr. WEN Yong (X ), aged 36, was appointed as an executive Director on June 8,
2016 and is primarily responsible for the supply chain management of the Group. He
was the deputy general manager of Wuhan ZHY Holdco from March 2015 to July 2015
and is a deputy general manager of ZHY Development. Mr. Wen was the manager of
procurement and supply department and the manager of supply chain center of Wuhan
ZHY Holdco from June 2006 to April 2011 and from April 201 | to August 201 I,
respectively, where he was primarily responsible for the overall operation of the respective
departments. Mr. Wen was also the general manager of Shenzhen Zhou Hei Ya Foods
Co, Ltd. (FYITI A RIERMAR A F]) from August 201 | to March 2015.

Mr. HU Jiaging (# 1= B), aged 47, was appointed as an executive Director on June
8, 2016 and is primarily responsible for production management, quality control and
research and development of our Group. He was the deputy general manager of Wuhan
ZHY Holdco from January 2007 to July 2015 and is a deputy general manager of ZHY
Development. Prior to joining our Group, he was the manager of Wuhan Xinguangdian
Property Management Co, Ltd. (FUZZBEEMEEBEER AR F]) from March 2003 to
October 2006, a real estate company, where he was primarily responsible for the overall

management of the company.

Mr. Hu graduated from Wuhan University (E.2X2) majoring in economic and trade
law in June 2000.

Mr. HU will retire as an executive Director in the forthcoming annual meeting and resign

all his positions with the Company.

Ms. LI Ying ( 2= # ), aged 4!, was appointed as an executive Director on April 23,
2018 and is primarily responsible for managing human resources matters and training
programs of our Group. She held various positions at Zhou Hei Ya Foods Joint Stock
Limited Company (AERISRmRMDBRAR]) from September 2008 to July 2015 in
relation to human resources management, and was the chief human resources officer
of Wuhan ZHY Holdco from May 2014 to July 2015. She has been the chief human
resources officer of Hubei Zhou Hei Ya Enterprise Development Co., Ltd. (#iit /A2
BWEEBRREA
resources manager of Shanlv Agricultural Products Group Joint Stock Company ( LLi4%
EEREERMARAR) (“Shanlv’) from June 2005 to January 2007, where she

was primarily responsible for managing human resources of Shanlv.

a]) since July 2015. Prior to joining our Group, she worked as human
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Biographies of the Directors and Senior Management

Ms. Li obtained a master's degree in management science and engineering from Wuhan
University of Science and Technology in 2016. She was awarded the PRC bar by
the Ministry of Justice of the PRC in Hubei Province in August 2010 and the Human
Resources Administrator (Class Il) (A 71 & JREI(=4%)) by Occupational Skill Testing
Authority of the Ministry of Human Resources and Social Security of the PRC in March
2005.

Non-executive Director

Mr. PAN Pan (7B #), aged 39, was appointed as a non-executive Director on June 8,
2016. He has been the non-executive director of Wuhan ZHY Holdco from March 25,
2014 to November 24, 2017 and a director representative of Shenzhen Tiantu Investment
Management Co, Ltd. (RYITT REIREERER A
Capital Co, Ltd. (RIN T REREEBERHERA

ZHY Holdco at the same time. He is also a director representative of Tiantu Investments

&) (currently known as Tian Tu

1)), a shareholder of Wuhan

Limited, a shareholder of the Company. He is primarily responsible for giving strategic
advice and making recommendation on the operation of the Group. He was the managing
YJIXKBEAERFL (BRE
#)) from February 2014 to January 2016 and has been the partner since February 2016,

director of Tiantu Capital Management Center LLP (&

Mr. Pan also worked at Guoxin Hongsheng Venture Investment Co,, Ltd. (BI{Z5A8% A2
HEBRARF]), an investment company.

Mr. Pan obtained a bachelor's degree in currency banking from Hunan University (57
ARE) in July 2003 and a master's degree in finance from Hunan University in December
2004.
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Independent Non-executive Directors

Mr. WU Chi Keung (8 & ), aged 62, was appointed as an independent non-
executive Director on October 24, 2016 and is the chairman of the audit committee.
Mr. Wu has more than 30 years of experience in financial audit and specializes in
providing auditing and assurance services, financial due diligence reviews, support
services for merger and acquisitions, corporate restructuring and fund raising
engagements. Mr. Wu was a partner of Deloitte Touche Tohmatsu until he retired in
December 2008. Mr. Wu is currently a director of a family-owned private company,
Born Best Company Limited, engaging in property and investment business. He is also
an independent non-executive director of China Medical System Holdings Limited
(stock code: 867), Jinchuan Group International Resources Co. Ltd. (stock code: 2362),
Zhong Fa Zhan Holdings Limited (stock code: 475), Huabao International Holdings
Limited (stock code: 336), and Huajin International Holding Limited (stock code: 2738),
all of which are companies listed on the Stock Exchange. Mr. Wu also served as an
independent non-executive director for COFCO Meat Holdings Limited (Stock code:
1610) from June 23, 2016 to December 12, 2017, and YuanShengTai Dairy Farm
Limited (stock code: 1431) from November 7, 2013 to September 28, 2018, both

companies are listed on the Stock Exchange.

Mr. Wu graduated from Hong Kong Polytechnic (now known as Hong Kong Polytechnic
University) on November 20, 1980 with a high diploma in accountancy. Mr. Wu has been
an associate of Hong Kong Institute of Certified Public Accountants since March 20, 1984
and a fellow of Association of Chartered Certified Accountants in the United Kingdom
since September |5, 1988.
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Biographies of the Directors and Senior Management

Mr. CHAN Kam Ching, Paul (R #8 #2), aged 64, was appointed as an independent
non-executive Director on October 24, 2016. He is the proprietor of Paul K. C. Chan
& Partners, Solicitors, and is now practicing laws in Hong Kong. Mr. Chan was an
independent non-executive director of PetroAsian Energy Holdings Limited (stock code:
850), a company listed on the Stock Exchange, from October 21, 2002 to September | 1,
2015.

He obtained his Juris Doctor Degree from University of Toronto in June 1979. He was
admitted to practice as a barrister and solicitor in Ontario, Canada in April 1981, and
as a solicitor in Hong Kong in January 1984 and in England and Wales in July 1988, and
as a barrister and solicitor of the Australian Capital Territory in October 1991, and an
advocate and solicitor of Singapore in February 1995. He is currently a China Appointed
Attesting Officer, a Fellow of the Chartered Institute of Arbitrators, a Member of Hong
Kong Society of Notaries, HKIAC Accredited Mediator, a Civil Celebrant of Marriages and
Certified Tax Adviser.
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Mr. LU Weidong (& # 3 ), aged 56, was appointed as an independent non-executive
Director on October 24, 2016. He has been the managing director of Shenzhen Junfu
N = EBR A E]) (“Shenzhen Junfu”), an investment
company, since January 2015. Prior to joining Shenzhen Junfu, Mr. Lu was the non-
2 &t 6= % AT
(formerly known as Jingdu Tianhua Accountant Firm (FREBKZE € 51AI E 75 FT)) from
January 2010 to August 201 1. From January 2008 to January 2010, he worked at Shanghai
LEREERREZSFEEBMN) and

successively held positions as Junfu PRC partner and secretary-general of the partners’

Investment Co, Ltd. (/&

auditing business partner of Grant Thomton Accounting Firm (B [7] &

Junfu Panchenzhangjiahua Accounting Firm (

meeting, managing partner of Shenzhen Branch. Mr. Lu worked as the managing partner
from March 1997 to January 2008 and the legal representative from May 1994 to March
1997 of Shenzhen Licheng Accounting Firm (& JIl 71 7 3 & 5 B0 E 7 F7) (formerly
AT ET RIS H5FT)). From July
1991 to March 1994, he served as the assistant to the head, the manager of the audit
YT L B & AT RD =5
FfT). From December 1987 to July 1991, he successively held the positions as auditor

known as Shenzhen Licheng Accounting Firm (7

department of Shenzhen Guangming Accounting Firm (&

assistant, assistant to the manager and manager of Shekou Zhonghua Accounting
Firm (32O ZESEHAIEEAT). From September 1985 to December 1987, he held
positions as accounting assistant and accounting manager of China Electronic System

Project Co,, Ltd. (REIEFZR LTI A7), an electronic construction company.

Mr. Lu obtained a bachelor's degree in economics from Hangzhou Dianzi University (#7
MEFEHZKE) (formerly known as Hangzhou Institute of Electronic Engineering (47T

MEFITEELT)) in July 1985. He is a Chinese Certified Public Accountant (# EIFEff
@AM certified by The Chinese Institute of Certified Public Accountants (# Iz &
EHRDIHE ) in May 1990.
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Biographies of the Directors and Senior Management

Senior Management

Ms. TONG Yingxiang (E # &), aged 42, is the chief financial officer of our
Group. She was appointed to the current position on April |1, 2016 and is
primarily responsible for the overall financial management of our Group. Ms.
Tong joined our Group in February 2012 and was the chief financial officer of
Wuhan ZHY Holdco from May 2014 to July 2015. From February 2012 to April
2014, Ms. Tong held the position as the assistant to the chairman of the board
of directors of Wuhan ZHY Holdco, where she was primarily responsible for
assisting the chairman with the financial management of the Group. She has been
the financial controller of ZHY Development since July 2015. Prior to joining
our Group, she was the financial manager of Wuhan Huarun Gas Co., Ltd. (&
EEBRRERA

supplier, where she was primarily responsible for financial management. Ms.

A]) from December 2009 to October 2011, an infrastructure

Tong worked as an audit manager of Zhonggin Wanxin Accounting Firm, Hubei

sub-branch (R & EE 5 M EBKAER QAL D 2 7)) from December
2006 to October 2009.

Ms. Tong passed the self-study examination of higher education in accounting from
Zhongnan University of Economics and Law (R BB &S BUEARZ ) in June 2003. She also
passed the unified national exam of certified public accountants in December 2006. She
has been a non-practising member of Hubei Institute of Certified Public Accountants since
January 10,2011,

Mr. BAl Dongsheng (H R #), aged 40, is the head of the market
development center of ZHY Development. Mr. Bai was appointed to the
current position on April I'l, 2016 and is primarily responsible for managing
market development related affairs. From November 2012 to July 2015,
he worked as a deputy general manager in Wuhan ZHY Holdco, where he
was responsible for the development of retail stores and overseeing the
construction of the retail stores. Prior to joining our Group, he served as a
general manager in Wuhan Shiji Jiansheng Foods Co., Ltd. (R A ER G
BBRA7]), a casual braised food company, from October 2007 to November

2012, where he was responsible for the overall operation of the company.

Mr. Bai obtained a certificate in ideological and political education from Hubei University
of Nationalities (3L RF&ZF) in June 2001, and an EMBA from Wuhan University in
June 2015.
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Directors’ Report
EEEHRE

PRINCIPAL ACTIVITIES
The Company is an investment holding company. The principal activity of the Group is to

produce and retail casual braised food.

BUSINESS REVIEW

General

A review of the business of the Group during the year and a discussion on the Group's
future business development are set out in the Chairman’s Statement, Business Review
and Outlook as well as the Management Discussion and Analysis on pages 6 to | |, pages
12 to 21 and pages 22 to 36, respectively, of this annual report. An analysis of the Group's
performance during the year using financial key performance indicators is set out in the
Management Discussion and Analysis on pages 22 to 36 of this annual report. Subsequent
to December 31, 2018 and up to the date of this annual report, no material events were
undertaken by the Company. The details of above are set out in the section headed
"“Director’s Report — Subsequent Events”. Save as disclosed above, the Group has no
other significant events after the end of the financial year ended December 31, 2018 and

up to the date of this annual report.

Principal risks and uncertainties the Group faces include (i) uncertainty as to the opening
and profitable operation of new retail stores; (i) uncertainty as to the expansion into new
geographical markets; (iii) uncertainty as to the performance of the Group's current retail
stores; (iv) risks related to site selection for new stores; (v) risks related to quality control
and food safety; and (vi) risks related to increasing food price, labor costs and commercial

real estate rent.

The financial risks of the Group include foreign currency risk, credit risk and liquidity risk.
These financial risks, and the related risk management policies and practices used by
the Group are discussed in note 36 headed “Financial Risk Management Objectives and

Policies” to the consolidated financial statements of this annual report.
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Environmental policies and performance

The Group strictly complies with the laws and regulations in respect of environmental
protection in the place where it operates, and continuously improves the level of
sustainable development management. It is committed to reducing the impact of
production and business activities on the environment and undertaking corporate social
responsibility on environmental protection. During the reporting period, we constantly
improved the environmental management system, improved the environmental
performance of production equipment to promote energy-use efficiency, and carried out
the recycling of spare production parts and packaging materials to promote the circular
economy. At the same time, we continued to carry out the renovation of wastewater
treatment facilities and installed an online wastewater monitoring system and fume
purification equipment to ensure emission in compliance, and managed to improve the

overall green production operation level of the Company.

Compliance with Laws and Regulations

The Group continues to update the requirement of the relevant laws and regulations in
the PRC applicable to it to ensure compliance in the process of production and business
activities. The Group had complied with all relevant PRC laws and regulations in all
material respects and have obtained all material licenses, approvals and permits from
relevant regulatory authorities. During the year ended December 31, 2018, there is no

violation of relevant laws and regulations by the Group that has a material impact.

Relationship with Employees

The Group offers a comprehensive range of staff facilities and fringe benefits to attract,
retain and motivate employees, including competitive salaries and benefits, a fair and
just promotion channel, rich and varied training programs and safe and healthy working
environment. Our management team personnel has been maintaining high stability since

the inception of business.

For further details regarding employees and staff costs and the emolument policy of
the Group, please refer to the sections headed “Management Discussion and Analysis
— Employee and Labor Cost” and “Directors’ Report — Employees and Remuneration

Policies”.
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Relationship with Suppliers
The Group is dedicated to develop good relationship with suppliers as long-term business
partners to ensure stability of the Group's businesses. We reinforce business relationship

with suppliers by ongoing communication in a proactive and effective manner.

For further details regarding our major customers, please refer to the section headed

"Directors’ Report — Major Customers and Suppliers”.

Relationship with Customers

As a retail business operator, the Group has advocated and cultivated a customer-focused
corporate culture to understand customer preferences and meet their evolving demands
and expectations. The Group has established its presence on popular Internet social media
platforms and engages in active interaction with our customers. The Group also reinforces
customer loyalty by launching tailored marketing initiatives and offering various innovative

in-store events.

For further details regarding our major customers, please refer to the sections headed

"Directors' Report — Major Customers and Suppliers”.

Subsequent Events
Subsequent to December 31, 2018 and up to the date of this annual report, no material

events were undertaken by the Company.
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CONSOLIDATED FINANCIAL STATEMENTS
The results of the Group for the year ended December 31, 2018 and the state of the
Company's and the Group's financial affairs as at that date are set out in the consolidated

financial statements on pages 82 to 90.

FINAL DIVIDEND

The Board recommends the payment of a final dividend of HKDO.16 per share (adopting
an exchange rate of HK$1=RMB0.8554, equivalent to RMBO.14 per share) and payable
in Hong Kong dollars, amounting to approximately a total of RMB326.17 million for the
year ended December 31, 2018 (the “2018 Final Dividend"), representing approximately
60% of our net profit for the year ended December 31, 2018. The 2018 Final Dividend is
subject to the approval of the Company's shareholders at the forthcoming annual general

meeting (the “AGM") to be held on May 31, 2019.

DIVIDEND POLICY

Pursuant to the dividend policy adopted by the Company with effect from January 1, 2019,
distributions of dividends are determined at the discretion of the Board. In determining
whether any distribution shall be made and the amount of dividends, the Board shall take
into account the Company's results of operations, cash flow, financial conditions, statutory
and regulatory restrictions, capital, future business plans and prospects, and any other
conditions which the Board deems relevant. Any declaration and payment as well as the
amount of dividends will be subject to compliance with the Company's constitutional

documents and companies law of the Cayman Islands.

The Company will evaluate its dividend policy and distributions made from time to time.
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CLOSURE OF REGISTER OF MEMBERS

For the purpose of determination of eligibility to attend and vote at the AGM, the register
of members of the Company will be closed from Monday, May 27, 2019 to Friday, May
31,2019 (both days inclusive), during which period no transfer of shares of the Company
will be registered. In order to be entitled to attend and vote at the forthcoming AGM
to be held on Friday, May 31, 2019, all transfer of shares accompanied by the relevant
share certificates must be lodged with the Company's Hong Kong share registrar,
Computershare Hong Kong Investor Services Limited, at Shops 712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, no later than 4:30 p.m.
(Hong Kong time) on Friday, May 24, 2019.

Subject to the approval of the declaration of the 2018 Final Dividend at the forthcoming
AGM, the register of members of the Company will also be closed from Thursday, June
6, 2019 to Monday, June 10, 2019 (both days inclusive), during which period no transfer
of shares of the Company will be registered. In order to qualify for the proposed 2018
Final Dividend, all transfer of shares accompanied by the relevant share certificates
must be lodged with the Company's Hong Kong share registrar, Computershare Hong
Kong Investor Services Limited, at Shops 712-1716, 17th Floor, Hopewell Centre, 183
Queen's Road East, Wanchai, Hong Kong, no later than 4:30 p.m. (Hong Kong time)
on Wednesday, June 5, 2019. The 2018 Final Dividend, if approved by the Company's
shareholders at the forthcoming AGM, will be paid on or about Monday, June 24, 2019 to
those shareholders whose name appear on the register of member of the Company on

Thursday, June 6, 2019.
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RESERVES
Changes to the reserves of the Group during the year ended December 31, 2018 are set

out in the consolidated statements of changes in equity.

PROPERTY, PLANT AND EQUIPMENT
Changes to the property, plant and equipment of the Group and the Company during the

year are set out in note 12 to the consolidated financial statements.

SUBSIDIARIES
Particulars of the Company's subsidiaries as at December 31, 2018 are set out in note |

to the consolidated financial statements.

DONATIONS
Donations made by the Group during the year ended December 31, 2018 amounted to
RMB541,697.03 (2017: RMB100,000).

FINANCIAL SUMMARY
A summary of the published results and of the assets and liabilities of the Group for the

last five financial years is set out on pages 204 of this annual report.

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

Other than the purchase of Shares through a designated trustee which will be used as
awards under the Company's RSU Scheme, the Company and its subsidiaries did not
purchase, sell or redeem any of the listed securities of the Company during the year
ended December 31, 2018. The Company adopted its RSU Scheme on July 25, 2018,

please refer to “—Restricted Share Unit Scheme” for more details.

SHARES ISSUED
Details of the shares of the Company (the “Shares”) issued as at December 31, 2018 are

disclosed in note 27 to the consolidated financial statement.
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DIRECTORS EE

The Directors of the Company during the year and up to the date of this annual report REENBHEAFERZABNALNTESS !
were:

Name Position

& Bz

Mr. ZHOU Fuyu Chairman of the Board and Executive Director

BAEREE EXQIERNTESF

Mr. HAO Lixiao Executive Director and Chief Executive Officer

A7 e 5 A WITEERITRAEE

Mr. WEN Yong Executive Director

XBEEE WITESE

Mr. HU Jiaging Executive Director

HEERE WITEZ

Ms. LI Ying Executive Director (appointed as Executive Director on April 23, 2018)
FEIL HWITEZ(R T \FNA-T=BEZEANTES)

Mr. ZHU Yulong Executive Director (resigned as Executive Director on April 23, 2018)
RATHEE HATEEN T /\FOA-T=ABERTES)

Mr. PAN Pan Non-executive Director

ik idad FRTES

Mr. WU Chi Keung Independent Non-executive Director

TRk E BIUFATES

Mr. CHAN Kam Ching, Paul Independent Non-executive Director

BRépiE L BUFNTESF

Mr. LU Weidong Independent Non-executive Director

EfREE BUFNTES

In accordance with the articles of association of the Company, Mr. HU Jiaging, Mr. CHAN
Kam Ching, Paul and Mr. LU Weidong shall retire by rotation at the forthcoming annual
general meeting of the Company. Mr. CHAN Kam Ching, Paul and Mr. LU Weidong are

eligible and offer themselves for re-election.

None of Mr. HU Jiaging, Mr. CHAN Kam Ching, Paul and Mr. LU Weidong has an
unexpired service contract which is not determinable by the Company or any of its
subsidiaries within one year without payment of compensation, other than under normal

statutory obligations.

The biographical details of the Directors and senior management of the Company are set

out in “Biographies of the Directors and Senior Management” in this annual report.
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DIRECTORS’ INTERESTS IN TRANSACTIONS, ARRANGEMENTS AND
CONTRACTS

Save as the related party transactions disclosed in note 33 to the consolidated financial
statements and the connected transactions as disclosed in the section headed “Connected
Transactions” in this Directors’ Report, no transactions, arrangements or contracts of
significance to which the Company or any of its subsidiaries was a party and in which a
Director had a material interest, whether directly or indirectly, subsisted at the end of the

year or at any time during the year.

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT
POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2018, the interests and short positions of the Directors or the chief
executive of the Company in the shares, underlying shares or debentures of the Company
and its associated corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (the “SFO")) as recorded in the register required to be kept by the
Company pursuant to section 352 of the SFO or as notified to the Company and the
Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of

Listed Issuers (“Model Code") were as follows:

Name of Group member/

Name of Director/ associated corporation  Capacity/
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Approximate

Number of percentage of

Chief Executive rEERE Nature of interest underlying Shares(" shareholding
EE BRTBRABHE MEEEE 8 5/ EREME HEARGEBE " BORETIL
Mr. ZHOU Fuyu The Company Interest of spouse® 1,473,893,500? 61.85%
BEEwEE ARF] ALiEHEa O

Healthy Origin Holdings

Limited Interest of spouse® 100%
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Notes:

All interests stated are long positions.

These 1,473,893,500 Shares represent 1,468,000 Shares held by Ms. Tang Jianfang,
[,191,018,000 Shares held by Healthy Origin Holdings Limited, 32,480,300 Shares held
by ZHY Holdings Il Company Limited and 248,927,200 Shares held by ZHY Holdings IV
Company Limited.

The entire issued share capital of Healthy Origin Holdings Limited and ZHY Holdings I
Company Limited are held by Ms. Tang Jianfang, therefore Ms. Tang Jianfang is deemed
to be interested in 1,191,018,000 Shares and 32,480,300 Shares held by Healthy Origin
Holdings Limited and ZHY Holdings II Company Limited, respectively. Since Ms. Tang
Jianfang owns 67.083% of ZHY Holdings IV Company Limited, Ms. Tang Jianfang is also
deemed to be interested in 248,927,200 Shares held by ZHY Holdings IV Company
Limited.

Mr. Zhou is the spouse of Ms. Tang Jianfang and is deemed to be interested in the Shares

which are interested by Ms. Tang Jianfang under the SFO.

Save as disclosed above, as at December 31, 2018, none of the Directors nor the

chief executive of the Company had any interests or short positions in any of the

shares, underlying shares or debentures of the Company or any of its associated

corporations (within the meaning of Part XV of the SFO) as recorded in the

register required to be kept by the Company pursuant to section 352 of the SFO

or as notified to the Company and the Stock Exchange pursuant to the Model

Code.
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SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS
AND SHORT POSITIONS IN SHARES AND UNDERLYING SHARES

As at December 31, 2018, the following persons (other than the Directors or the chief
executive of the Company) have interests or short positions in the Shares or underlying

Shares as recorded in the register required to be kept by the Company under section 336

of the SFO:

Name of shareholder

BRR#EH

Nature of interest

EEME
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RO HERE KR

RZE-NF+ZA=+t—H UTAL
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Approximate

percentage of
or securities held" interest

FERHHESHE O BAREEIL

Number of Shares

Ms. TANG Jianfang
EEFLL

Cantrust (Far East) Limited®
Cantrust (Far East) Limited®

ZHY X Holdings Co., Limited®
ZHY X Holdings Co., Limited®

Healthy Origin Holdings Limited
fERIERAR AR

ZHY Holdings IV Company Limited
ZHY Holdings IV Company Limited
Ms. ZHOU Pingt

Bttt o

ZHY Holdings Il Company Limited
ZHY Holdings Il Company Limited
Mr. WANG Yonghua®
FXRERES

Shenzhen Tiantu Investment
Management Co.,, Ltd.®)

AT REREEERNERLEO

Tiantu Advisory Company Limited®
REHBDERLDEO

Tiantu Investments Limited®
Tiantu Investments Limited®

UBS Group AG
UBS Group AG

Interest in controlled corporations®
R EBER O

Beneficial owner

EGBEAA

Trustee

RFEA

Interest in a controlled corporation
REHEEERS

Beneficial owner
EnBEA

Beneficial owner

BalEEA

Interest in a controlled corporation
F A

Beneficial owner

ExlAA

Interest in a controlled corporation
REHEEER

Interest in a controlled corporation

REHEEES

Interest in a controlled corporation
REHEE S

Beneficial owner

BalEEA

Interest in a controlled corporation
REHEE S

| 472,425,500 (L) 61.79%
1,468,000 (L) 0.06%
1223498300 (L) 51.34%
1223498300 (L) 51.34%
1,191018,000 (L) 4997%
248,927,200 (L) 1045%
136,440,000 (L) 5.73%
136,440,000 (L) 5.73%
182,886,450 (L) 7.67%
182,886,450 (L) 7.67%
182,886,450 (L) 7.67%
182,886,450 (L) 7.67%
116,417,564(L) 489%
3565,300(S) 0.15%
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Notes:

The Letter “S” denotes the person's short position in such Shares. The letter “L" denotes the

person’s long position in such Shares.

These 1,472,425,500 Shares represent |,191,018,000 Shares held by Healthy Origin Holdings
Limited, 32,480,300 Shares held by ZHY Holdings II Company Limited and 248,927,200 Shares
held by ZHY Holdings IV Company Limited.

The entire issued share capital of Healthy Origin Holdings Limited and ZHY Holdings Il Company
Limited are indirectly held by Ms. Tang Jianfang, therefore Ms. Tang Jianfang is deemed to be
interested in 1,191,018,000 Shares and 32,480,300 Shares held by Healthy Origin Holdings Limited
and ZHY Holdings Il Company Limited, respectively. Since Ms. Tang Jianfang owns 67.083% of ZHY
Holdings IV Company Limited, Ms. Tang Jianfang is also deemed to be interested in 248,927,200
Shares held by ZHY Holdings IV Company Limited.

Cantrust (Far East) Limited (the “Trustee”) is the Trustee of Fuyu Family Trust established by
Ms. Tang Jianfang. The Trustee through indirect interest in each of ZHY Holdings Il Company
Limited and Healthy Origin Holdings Limited holds 32,480,300 Shares and 1,191,018,000 Shares
respectively. ZHY X Holdings Co., Limited, which is wholly-owned by the Trustee, through direct
interest in each of ZHY Holdings Il Company Limited and Healthy Origin Holdings Limited holds
32,480,300 Shares and 1,191,018,000 Shares respectively.

Since Ms. Zhou Ping owns 72.22% of ZHY Holdings Il Company Limited, Ms. Zhou Ping is deemed
to be interested in 136,440,000 Shares held by ZHY Holdings Il Company Limited.

Tiantu Investments Limited, a company incorporated in the BVI, holds 182,886,450 Shares,
representing 7.67% of the total issued share capital of the Company. Tiantu Advisory Company
Limited holds 91.70% of Tiantu Investments Limited and is wholly owned by Shenzhen Tiantu
Investment Management Co,, Ltd. (“Shenzhen Tiantu"), a company listed on the National Equities
Exchange and Quotations (NEEQ: 833979) in the PRC. Mr. Wang Yonghua holds 59.80%
shareholding interest in Shenzhen Tiantu. Therefore, under Part XV of the SFO, each of Tiantu
Investments Limited, Tiantu Advisory Company Limited, Shenzhen Tiantu and Mr. Wang Yonghua
is deemed to be interested in 182,886,450 Shares held by Tiantu Investments Limited, representing
7.67% of the total issued share capital of the Company.
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Save as disclosed above, as at December 31, 2018, our Directors of chief executive are
not aware of any other person, not being a Director or chief executive of our Company,
who has an interest or short position in the Shares or the underlying Shares of the
Company as recorded in the register required to be kept by the Company under section

336 of the SFO.

MANAGEMENT CONTRACTS
No contracts concerning the management and administration of the whole or any
substantial part of the business of the Company were entered into or existed during the

year.

MAJOR CUSTOMERS AND SUPPLIERS

In 2018, purchases from the Group's largest duck supplier in terms of dollar amount
accounted for approximately 9.5% of total purchase cost and the aggregate purchases
from its top five duck suppliers in terms of dollar amount in aggregate accounted for

approximately 24.7% of total purchase cost.

None of our Directors, any of their close associates or any shareholders that, to the
knowledge of our Directors, own more than 5% of the issued share capital of our
Company had any interest in any of our five largest suppliers during the year ended
December 31,2018,

In 2018, due to the nature of the Group's business, revenue derived from its top five

customers accounted for less than 30% of total revenue.

AUDIT COMMITTEE

The audit committee of the Company (the “Audit Committee”) has reviewed the
accounting principles and policies adopted by the Group and discussed the Group's risk
management, internal controls and financial reporting matters with the management.
The Audit Committee has reviewed the audited consolidated financial statements of the

Group for the year ended 3| December 2018.

PRE-EMPTIVE RIGHTS
There is no provision for pre-emptive rights under the articles of association of the
Company, although there are no restrictions against such rights under the laws in the

Cayman Islands.
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EMPLOYEES AND REMUNERATION POLICIES
As at December 31, 2018, the Group employed a total of 5,148 full-time employees
(December 31,2017: 4,651). The increase in the number of employees was mainly due to

the increase in the scale of the Group's business.

We currently recruit our employees primarily through on-campus recurring programs and
posting advertisements on recruitment websites. Our success, to a considerable extent,
depends upon our ability to attract, motivate and retain a sufficient number of qualified
employees, including research and development personal, sales personal and management.
Therefore, we place strong emphasis on providing training to our employees in order to
enhance their professional skills and we design and offer different training programs for

employees at various positions.

We enter into labor contracts with all of our employees. We have developed a
performance evaluation system to assess the performance of our employees annually,
which forms the basis for determining the salary levels, bonuses and promotions
employees may receive. Our sales and marketing personnel may also receive bonuses
based on the sales targets they accomplish, by taking into account the overall sales
performance of the stores in the same regional market in the relevant period. Under the

applicable PRC laws and regulations, we are subject to social insurance contribution plans.

EMPLOYEE RETIREMENT BENEFITS
Particulars of the employee retirement benefits of the Group are set out in note 6 to the

consolidated financial statements.

PUBLIC FLOAT

As at the date of this annual report and based on the information that is publicly available
to the Company and to the knowledge of the Directors, the Company has maintained
the minimum public float of 25% as required under the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”).

AUDITOR
The consolidated financial statements have been audited by Emnst & Young who shall
retire at the forthcoming AGM and, being eligible, offer themselves for re-appointment.

There is no change in the auditor since the Company's listing date.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018

EERFMBE
RZBE-NFF+ZRA=+—H AEEH
ERSI48E2BEE(ZZE—+F+ A
=t+—B:4651%) EEABEMEER
RN BEBRRBEATE -

KB AT 2RBRERE RAERRBRELE
mEREHREAMNES - ZANKINERE
ABRELERBERRFARS - BB R E RS
HENREREEB(ERMEAR - HEA
BREBAG)NEN - At HABRAE
RARMOESRMBINERALERRK
e AR BAL Y (B B AT RAR TR Ay 55
BlESE

RMEMARERERTSHAN - RASEL
— AR GRS SFFGEEINEN
ERETREBAERESNFEKT B2 R

BTTEER - EET RARBRE R TS
PEROERBEERAR  AANKHERE
HABTARBEREERNHE B IRESE
2 - RBERNTBERRER - RPIAH
MEERBREHRR -

BERKER

AEERBEABEANNFHBHENES HER
RIEEE

NBERE

RAFEREY  REARFFERENLE
EEMAE  ARRARBERAEBHARIME

BARER LR ERRE )R
REARFRELYS ©

BB

A Wﬁﬁﬁ%§ﬂﬁﬁﬁ$$ﬁﬁv'*
KEHFERA G ERERRBEAS

o 1%§§%%%LE°$LﬂW%@%

RALE FgakEE



DISTRIBUTABLE RESERVES

As at December 31, 2018, the reserves of the Company available for distribution to
shareholders of the Company amounted to approximately RMB2,214.8 million (2017:
RMB2,407.1 million).

BANK AND OTHER LOANS
The Group did not have any short-term or long-term bank borrowings or other loans as
at December 31, 2018.

RIGHTS TO ACQUIRE THE COMPANY’S SECURITIES AND EQUITY-
LINKED AGREEMENTS

At no time during the year was the Company, or any of its holding companies or
subsidiaries, or any of its fellow subsidiaries, a party to any arrangement to enable the
Directors or chief executive of the Company or their respective associates (as defined
under the Listing Rules) to have any right to subscribe for securities of the Company or
any of its associated corporations as defined in the SFO or to acquire benefits by means
of acquisition of shares in, or debentures of, the Company or any other body corporate,

nor did the Company enter into any equity-linked agreement.

DIRECTORS’ INTERESTS IN COMPETING BUSINESS

As at the date of this annual report, none of the Directors and directors of the Company's
subsidiaries, or their respective associates had interests in businesses, which compete or
are likely to compete either directly or indirectly, with the businesses of the Company and

its subsidiaries as required to be disclosed pursuant to the Listing Rules.

CHANGES IN DIRECTOR’S BIOGRAPHICAL DETAILS UNDER RULE
[3.51B(1) OF THE LISTING RULES

Mr. Wu Chi Keung, our independent non-executive Director, ceased to be an
independent non-executive director of YuanShengTai Dairy Farm Limited (stock code:
[431), a company listed on the Stock Exchange, from September 28, 2018. Save as
disclosed above, there is no other change in the Directors’ biographical details which is
required to be disclosed pursuant to rule 13.51B(l) of the Listing Rules since the date of
2017 annual report of the Company.
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NON-COMPETITION UNDERTAKING BY CONTROLLING
SHAREHOLDERS

In order to restrict competition activities with the Company, our controlling shareholders,
namely Mr. Zhou Fuyu, Ms. Tang Jianfang, Healthy Origin Holdings Limited, ZHY
Holdings I Company Limited and ZHY Holdings IV Company Limited (the “Controlling
Shareholders™), entered into a deed of non-competition in favor of the Company on
October 24, 2016 (the “"Deed"”). Pursuant to the Deed, the Controlling Shareholders have
undertaken, among others, not to compete with the business of the Group, and details of
the Deed are set out in the sub-section headed “Non-competition Undertaking” in the
section headed “Relationship with our Controlling Shareholders” of the prospectus of the

Company dated November I, 2016.

Each of the Controlling Shareholders has made a written confirmation to the Board in
respect of their compliance with the undertakings in the Deed (the “Undertakings”)
during the year ended December 31, 2018 (the “Relevant Period").

Upon receiving the confirmations from the Controlling Shareholders, the independent
non-executive Directors had reviewed the same as part of the annual review process.
In determining whether the Controlling Shareholder had fully complied with the
Undertakings in the Relevant Period for the annual assessment, the independent non-
executive Directors noted that: (a) the Controlling Shareholders declared that they had
fully complied with the Undertakings in the Relevant Period; (b) no new competing
business was reported by the Controlling Shareholders during the Relevant Period; and (c)
there was no particular situation rendering the full compliance of the Undertakings being
questionable. In view of the above, the independent non-executive Directors confirmed
that, as far as they can ascertain, all of the Undertakings were complied with by the

Controlling Shareholders in the Relevant Period.

PERMITTED INDEMNITY PROVISION

Subject to applicable laws, the Directors of the Company shall be indemnified and secured
harmless out of the assets and profits of the Company from and against all actions, costs,
charges, losses, damages and expenses which they or any of them may incur or sustain by
or by reason of any act done, concurred in or omitted in or about the execution of their
duty, or supposed duty, in their respective offices, pursuant to the articles of association
of the Company. Such provisions were in force throughout the year ended December
31,2018 and are currently in force. The Company has arranged for appropriate insurance
cover for Directors' liabilities in respect of legal actions that may be brought against the

Directors.
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ISSUE OF SHARES AND USE OF PROCEEDS FROM THE GLOBAL
OFFERING

On November |1, 2016, the Company's Shares were listed on the Main Board of
the Stock Exchange. A total of 488,140,500 ordinary shares with nominal value of
US$0.000001 each of the Company were issued at HK$5.88 per Share for a total
of approximately HK$2,870.3 million under the global offering of the Company. The
net proceeds raised by the Company from the abovementioned global offering, after
deducting the underwriting commission and related expenses, amounted to approximately
HK$2,792.3 million.

During the year ended December 31, 2018, the Group had utilized approximately
RMBI,116.8 million of the proceed from the IPO, comprising approximately RMBI17.9
million in strategic acquisitions and further develop strategic alliance (acquisition of
the entire interest in Heibei Industrial Park From Zhou Hei Ya Foods Joint Stock
Limited Company (&l &85 & a7 B R 22 7)) (the details of which are set out in
the announcement of the Company dated June 19, 2017)), RMB765.2 million in the
construction and improvement of processing facilities, logistics and storage centers,
RMB71.7 million in the development of retail store network, RMB73.8 million in brand
image campaigns, including the e-commerce marketing campaigns, and RMB38.7 million
in upgrading its ERP system. As of December 31, 2018, net proceeds of RMBI,335.4
million (December 31, 2017: RMB2,001.2 million) not utilized had been deposited into
short-term deposits and money market instruments, including structured deposits. The
unutilized portion of the net proceeds from the global offering is intended to be applied in
the manner as disclosed in the section headed “Future Plans and Use of Proceeds” in the

prospectus of the Company dated November 1, 2016.

CONNECTED TRANSACTIONS
Mr. Zhou Fuyu, being our executive Director and controlling shareholder, and Ms. Tang
Jianfang, being our controlling shareholder, are connected persons of the Company under

the Listing Rules.

Directors’ Report
EEEHRE

BRITRORZRBENAEREA

RZZ-—R"E+—A+—8  AREARGHRH
BRERLET - ARREEHBEEETA
# LA 5 IR AR 17 5.88 7 T 8 17 488,140,500 %
BIREE0.000001 ETH EEK - BEAL
28703 B&E BT - MEBHEAE LEARX
% ARER ER R RBEBSNAMETE
FENBLINIEEETL -

BE_Z-\F+-_A=+—HLEE &
SEEHAEAAREEMERENAR
Billle8ABTL BREOARKITIES
7T P P B W B % HE — 20 B R BB B R (1)
FEBERMRNERARWKETIL TR
E2HREFBEIRNALABHA=ZT—+
FRATNAENRE))  ARETS2EE
TTARER KRS MIERE - R REFT
b ARE7TI\7TEBTARRAEMERE
ARBSEETARMERREB(BE
ETEBEHEEY) URARKIBTIES
TTARARERP RS - BEZT—N\F+=
A=+—B RPAMEBREFEARE
1335488 T(R=E—tF+=ZA=1+—
B AR®200288T)EFARSHER
REEMSTA  BEEABIEER - 2R
EMEFEFENAP BB RIRAARA
MAE_Z—R"E+-A—HNBERERSD
[RREIRFGHIERE |- S REN S
HEM °

REXS
RELTHRA - RANRITES RIZBBER
BAEMEERERRRERT KL RARF
ZEAL -

EEQ’%WTQE%\%@% | 59



60

Directors’ Report
EEEHRE

The Company entered into a master property lease agreement (for itself and on behalf
of its subsidiaries) with Mr. Zhou Fuyu and Ms. Tang Jianfang on October 24, 2016 to
govern the leases of several commercial premises owned by Mr. Zhou Fuyu and Ms. Tang
Jianfang. These premises are located in Wuhan, Hubei Province, PRC with an aggregate
of approximately 400 square meters and are used as retail stores and offices. The term of
the master property lease agreement is three years commencing on November | I, 2016.
The maximum annual rental under the master property lease agreement is RMB2.06
million, RMB2.16 million and RMB2.27 million for the year ended December 31, 2016 and
year ending December 31, 2017 and 2018, respectively, which shall constitute de minimis
continuing connected transactions under [4A.76(1) of the Listing Rules. The transactions
contemplated under the master property lease agreement also constitute related party
transactions of the Company under HKFRS, details of which are set out in Note 33 to the

financial statements.

For the year ended December 31, 2018, our independent non-executive Directors have
reviewed and confirmed that the transactions have been entered into in the ordinary and
usual course of business of the Group, and it was conducted on normal commercial terms.
Our independent non-executive Directors are also of the view that transaction agreement

terms are fair and reasonable and in the interests of the Shareholders as a whole.

Save as disclosed above, the other related party transactions as disclosed in Note 33 to
the consolidated financial statements do not constitute connected transactions required to

be disclosed under the Listing Rules.

All references above to other sections, reports or notes in this annual report form part of

this report.

By order of the Board

ZHOU Fuyu

Chairman

Hong Kong, March 27,2019
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Corporate Governance Report

The Company is committed to achieving high standards of corporate governance by
focusing on principles of integrity, accountability, transparency, independence, responsibility
and faimess. The Company has developed and implemented sound governance policies
and measures, and the Board is responsible for performing such corporate governance
duties. The Board will continue to review and monitor the corporate governance of the
Company with reference to the Corporate Governance Code and Corporate Govemance
Report (the “Code") set out in Appendix 14 to the Listing Rules so as to maintain a high

standard of corporate goverance of the Company.

During the year ended December 31, 2018, the Company has complied with the
applicable code provisions of the Code as set out in Appendix 14 to the Listing Rules.

BOARD OF DIRECTORS

The Board is charged with promoting the success of the Company by directing and
supervising its affairs. The Board has general powers for the management and conduct
of the Company's business. The day-to-day operations and management are delegated
by the Board to the management of the Company, who will implement the strategy and

direction as determined by the Board.

As requested under Code provision A2.1 the roles the of chairman and Cheif executive
officer should be separate and should not be performed by the same individual. The
Company has fully complied with this provision by appointing Mr. Zhou Fuyu as the
Chairman and Mr. Hao Lixiao as the Chief Executive Officer of the Company for the year
ended December 31, 2018.

The Board will nevertheless review the structure and composition of the Board from
time to time in light of prevailing circumstances, in order to maintain a high standard of

corporate governance practices of the Company.

The Board has a balance of skills and experience appropriate for the requirements of the
business of the Company. The Company has also adopted a board diversity policy to set
out the approach adopted by the Board regarding diversity of Board members.
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No Board member has the relationship with the other Board members and the chief
executive officers of the Company. The biographies of the Directors are set out on pages

37 to 43 of this annual report.

Except for Ms. Li Ying, who entered the service contract with the Company on April
23, 2018, each of the other executive Directors has entered into a service contract with
the Company on October 24, 2016 and the Company has issued letters of appointment
to each of the non-executive Director and independent non-executive Directors. The
principal particulars of these service contracts and letters of appointment are (a) for a
term of 3 years commencing from the date the service contract is entered and (b) are
subject to termination in accordance with their respective terms. The term of the service
contracts and the letters of appointment may be renewed in accordance with our articles

of association of the Company and the applicable Listing Rules.

The aggregate remuneration (including fees, salaries, contributions to pension schemes,
share-based compensation expenses, discretionary bonuses, housing and other allowances
and other benefits in kind) payable to the Directors for the year ended December 31,
2018 was approximately RMB6 million.

The remuneration of the Directors is determined with reference to salaries paid by
comparable companies, time commitment and responsibilities of the Directors and
performance of the Group. Details of the remuneration of the Directors and senior
management for 2018 are set out in note 7 to the consolidated financial statements.
In addition, pursuant to code provision B.1.5 of the Code, the annual remuneration of
members of the senior management by band for the year ended December 31, 2018 is

set out below:
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During the year ended December 31, 2018, the Company has three independent non-
executive Directors, which meets the requirement of the Listing Rules that the number of
independent non-executive directors must represent at least one-third of the Board and

should not be less than three.

The Company has received a written confirmation of independence from each of the
independent non-executive Directors pursuant to Rule 3.13 of the Listing Rules, and

considers them to be independent.

Directors have access to the services of the company secretary to ensure that the Board
procedures are followed. During the year ended December 31, 2018, the company
secretary of the Company was Mr. Cheung Kai Cheong Willie (“Mr. Cheung"). Mr.
Cheung is a manager of SWCS Corporate Service Group (Hong Kong) Limited (formerly
known as SW Corporate Services Group Limited), and has more than 20 years of
professional experience in company secretarial, accounting and finance matters. His
primary corporate contact person at the Company was Mr. Hao Lixiao (“Mr. Hao"), the
executive Director of the Company. In compliance with Rule 3.29 of the Listing Rules, Mr.
Cheung has undertaken no less than |5 hours of relevant professional training during the
year ended December 31, 2018.

Each of the Directors attended various trainings in 2018, including the trainings for
connected transactions, for the amendment of the Listing Rules, for the directors’ duties,
responsibilities and continuous obligations, for the model code for securities transactions
by the directors, etc. The Company will arrange suitable training for all Directors in order
to develop and refresh their knowledge and skills as part of their continuous professional

development.

During the year ended December 31, 2018, the Board held six meetings, at which
the Board discussed and approved the proposals of Company’ s overall strategy and
connected transaction issue, considered and approved the proposals of Company' s 2017
annual report, 2017 annual results announcement, the payment of 2017 final dividend,
2018 interim report, 2018 interim results announcement and etc,, fund formation, change

of director and change of composition of board committees, and the RSU Scheme.
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The table below sets out the details of Board meetings attendance of each Director

during the year ended 31 December 2018.

TREJNSEEFNBE_T-N\F+-A
ST RALFREFEESEEERH5 -

Number of Board

meetings requiring Number of Board
attendance meetings attended
AHEESE BEHE
Director = e A4 PN
Mr. ZHOU Fuyu BEHEE 6 6
Mr. HAO Lixiao MR E 6 6
Mr. WEN Yong NBEE 6 6
Mr. HU Jiaqing TREE 4 6 6
Ms. LI Ying X Y
(Appointed on April 23, 2018) (RZF—-NNFHHA =+ =HEZHT) 3 3
Mr. PAN Pan EREE 6 6
Mr. WU Chi Keung TGRS 6 6
Mr. CHAN Kam Ching, Paul PRERIZSE & 6 6
Mr. LU Weidong EREREE 6 6
Mr. ZHU Yulong KTREEE
(Resjgned on April 23, 2018) (RZF—-NNFMH=+=HFHT) 4 4

In 2018, the Company convened and held one general meeting, being the 2017 annual
general meeting held on May 31, 2018. All of the Directors, namely Mr. ZHOU Fuyu,
Mr. HAO Lixiao, Mr. WEN Yong, Mr. HU Jiaging, Ms. LI Ying, Mr. PAN Pan, Mr. WU Chi
Keung, Mr. CHAN Kam Ching, Paul, Mr. LU Weidong, attended the general meeting.
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BOARD DIVERSITY POLICY

The Board continuously seeks to enhance its effectiveness and to maintain the highest
standards of corporate governance and recognizes diversity at Board level as an essential
element in maintaining competitive advantage and sustainable development. In designing
the Board's composition, Board diversity has been considered from a number of
perspectives, including but not limited to gender, age, cultural and educational background,
industry experience, technical and professional skills and/or qualifications, knowledge,
length of services and time to be devoted as a director. The Company will also take into
account factors relating to its own business model and specific needs from time to time.
The ultimate decision will be based on merit and contribution that the selected candidates

will bring to the Board.

The Board strives to ensure that it has the appropriate balance of skills, experience
and diversity of perspectives that are required to support the execution of its business

strategies and in order for the Board to be effective.

The Nomination Committee of the Company will report annually on the Board's
composition under diversified perspectives, and monitor the implementation of the policy.
The Nomination Committee will discuss any policy's revisions that may be required, and

recommend any such revisions to the Board for consideration and approval.

CORPORATE GOVERNANCE FUNCTIONS

The Board is responsible for performing the functions set out in the code provision D.3.1
of the Corporate Governance Code. The Board reviewed the Company's corporate
governance policies and practices, training and continuous professional development of
Directors and senior management, the Company's policies and practices on compliance
with legal and regulatory requirements, the compliance of the Model Code and written
employee guidelines, and the Company's compliance with the Corporate Governance

Code and disclosure in this Corporate Governance Report.
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BOARD COMMITTEES

The Company has four principal Board committees, namely the Audit Committee, the
Nomination Committee, the Remuneration Committee and the Strategic Development
Committee. Each of the Board committees operates under its terms of reference. The
terms of reference of the Board committees are available on the website of the Company

and that of the Stock Exchange.

Audit Committee

The Company established an Audit Committee with written terms of reference in
compliance with Rule 321 of the Listing Rules and the Corporate Governance Code
as set out in Appendix 14 to the Listing Rules. The Audit Committee consists of three
members, namely Mr. WU Chi Keung, Mr. CHAN Kam Ching, Paul and Mr. LU Weidong,
our independent non-executive Directors. Mr. WU Chi Keung has been appointed as
the chairman of the Audit Committee, and is our independent non-executive Director
possessing the appropriate professional qualifications. The primary duties of the Audit
Committee are to assist the Board in providing an independent review and supervision of
the effectiveness of the Group's financial and accounting policies, to review the financial
controls, risk management and internal control systems of the Company, to oversee the

audit process, and to perform other duties and responsibilities as delegated by the Board.

During the year ended December 31, 2018, the Audit Committee held 3 meetings, at
which the Audit Committee considered and approved the proposals of Company' s 2017
annual report, 2017 annual results announcement, 2018 interim report, 2018 interim
results announcement and the report on audit plan for the year of 2018 by Ernst &
Young, the external auditor of the Company. The Audit Committee also assessed the risk

management and internal control measures of the Company.
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The table below sets out the details of meetings attendance of each member of the Audit

Committee during the year ended December 31, 2018.

BEEARE
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Number of meetings Number of

requiring attendance meetings attended

Director E=s AHESBRE BELREIRY
Mr. WU Chi Keung Fibt: e 3 3
Mr. CHAN Kam Ching, Paul BREBIZSAE 3 3
Mr. LU Weidong ERFRLE 3 3
Nomination Committee REZEE

The Company established a Nomination Committee with written terms of reference AREEKUREEZE S HERBESE

in compliance with the Corporate Govemance Code as set out in Appendix 14 to the
Listing Rules. The Nomination Committee consists of two independent non-executive
Directors, being Mr. WU Chi Keung and Mr. LU Weidong, and one executive Director,
being Mr. ZHOU Fuyu, who is the chairman of the Nomination Committee. The primary
duties of the Nomination Committee are to make recommendations to our Board on the

appointment and removal of Directors.

During the year ended December 31, 2018, the Nomination Committee held 2 meeting,
at which the Nomination Committee reviewed the proposals of the Board structure, the
diversity policy of the Board members, the independence of the non-executive Directors

and the recommendation of re-election of the retiring Directors.

The table below sets out the details of meeting attendance of each member of the

Nomination Committee during the year ended December 31, 2018.
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The Nomination Committee is responsible for reviewing and assessing the composition
of the Board and the independence of the independent non-executive Directors and
making recommendations to the Board on appointment and removal of Directors. In
recommending candidates for appointment to the Board, the Nomination Committee
will consider candidates on merit against objective criteria and with due regards to the
benefits of diversity on the Board. The Company has adopted a nomination policy (the
“Nomination Policy”), which sets out the approach to guide the Nomination Committee
in relation to the selection, appointment and re-appointment, and diversification of the
directors of the Company. Diversity of the Board will be considered from a number of
perspectives, including but not limited to gender, age, cultural and educational background,
industry experience, technical and professional skills and/or qualifications, knowledge,
length of services and time to be devoted as a director. The Company will also take into
account factors relating to its own business model and specific needs from time to time.
The ultimate decision will be based on merit and contribution that the selected candidates

will bring to the Board.

With effect from April 23, 2018, Mr. Zhu Yulong (“Mr. Zhu") has resigned as an executive
Director. Upon his resignation, he ceased to be the chairman of the strategic development
committee of the Company (the “Strategic Development Committee”') and a member

of the remuneration committee of the Company (the “Remuneration Committee”).

Ms. Li Ying has been appointed as an executive director of the Company on April
23, 2018. Ms. Li Ying was nominated to be appointed as an executive Director of the
Company by the Nomination Committee at the meeting held on April 23, 2018. The
Nomination Committee considered her skills, perspectives and experience she acquired
and possessed from past work experience, which is considered to be suitable as an
executive director of the Company and her appointment was approved by the Board
on April 23, 2018. Ms. Li Ying has entered into a service agreement with the Company
for a term of 3 years commencing from April 23, 2018 and is subject to retirement by
rotation and re-election in the next general meeting in accordance with the Listing Rules
and the articles of association of the Company. The service agreement may be terminated
by either party by giving 2 months’ written notice, and may be renewed in accordance
with the articles of association of the Company, the Listing Rules and any other applicable
laws and regulations. Ms. Li Ying's basic salary is RMB360,000 per annum and she is
also entitled to a discretionary bonus as may be determined by the Board and the
Remuneration Committee based on the performance of her duties and the Company's
earnings. The remuneration of Ms. Li Ying has been determined with reference to her
duties, responsibilities and experience, and the prevailing market conditions. For detailed

information, please refer to the Company’s announcement dated April 23, 2018.
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NOMINATION POLICY

This nomination policy adopted by the Company that has become effective on January |,

2019, aims to set out the approach to guide the nomination committee of the Company

in relation to the election, appointment and re-appointment of the Directors. It aims

to ensure that the Board has a balance of skills, experience, knowledge and diversity of

perspectives appropriate to the requirements of the Company's business.

NOMINATION PROCESS

The Nomination Committee will recommend to the Board for the appointment of a

Director in accordance with the following procedures and process:

@)

C)

The Nomination Committee will, giving the consideration to the current
composition and size of the Board, develop a list of desirable skills, perspectives and

experience at the outset to focus the search effort on suitable candidates;

The Nomination committee may consult any source it deems appropriate in
identifying or selecting suitable candidates, such as referrals from existing Directors,
advertisements, recommendations from an independent agency firm and proposals

from shareholders of the Company with due consideration given to the Criteria;

The Nomination Committee may adopt any process it deems appropriate
in evaluating the suitability of the candidates, such as conducting interviews,

background checks, presentations and third-party reference checks;

Upon considering a candidate suitable for the directorship, the Nomination
Committee will hold a meeting and/or by way of written resolutions to, if thought

fit, approve the recommendation to the Board for appointment.

The Nomination Committee will thereafter make the recommendation to the
Board in relation to the proposed appointment and the proposed remuneration

package; and

The Board will have the final authority on determining the selection of nominees
and all appointment of Directors will be confirmed by the filing of the consent to
act as Director of the relevant Director (or any other similar filings requiring the
relevant Director to acknowledge or accept the appointment as Director, as the

case may be).
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Remuneration Committee

The Company established a Remuneration Committee with written terms of reference
in compliance with Rule 3.25 of the Listing Rules and the Corporate Governance Code
as set out in Appendix 14 to the Listing Rules. The Remuneration Committee has three
members, being two independent non-executive Directors, namely Mr. CHAN Kam
Ching, Paul and Mr. LU Weidong, and one executive Director, namely Ms. Li Ying. Mr.
CHAN Kam Ching, Paul, our independent non-executive Director, has been appointed as
the chairman of the Remuneration Committee. The primary duties of the Remuneration
Committee are to establish and review the policy and structure of the remuneration for
the Directors and senior management and make recommendations on employee benefit

arrangement.

The Remuneration Committee has adopted the model described in code provision B.1.2(c)

(ii) of the Code in its terms of reference.

During the year ended December 31, 2018, the Remuneration Committee held two
meeting, at which the Remuneration Committee reviewed and approved the proposals
of remuneration of the Directors and senior management, the policy and structure of the

remuneration for the Directors and senior management, etc.

The table below sets out the details of meeting attendance of each member of the

Remuneration Committee during the year ended December 31, 2018,
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Number of meetings Number of

requiring attendance meetings attended

Director EE EHEERERE BEHEERRE
Mr. CHAN Kam Ching, Paul PRERIZSE 4 2 2
Mr. LU Weidong BEREE 2 2
Ms. Li Ying FEut

(Appointed on April 23, 2018) (R=F—NFHA=+=HEZHF)
Mr. ZHU Yulong RTELRE

(Resigned on April 23, 2018) (RZFE-NNEMH =+ =HET)
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Strategic Development Committee

The Company also established a Strategic Development Committee and the Board has
adopted the terms of reference for the Strategic Development Committee. The Strategic
Development Committee has three members, namely Mr. HAO Lixiao Mr. HU Jiaging
and Mr. WEN Yong, our executive Directors. Mr. HAO Lixiao has been appointed as the
chairman of the Strategic Development Committee. The primary duties of the Strategic
Development Committee are to review and advise on the mid to long term Strategic
positioning, development plans and investment decisions of the Company and make
recommendations to the Board, to monitor and review the implementations of strategic
plans, to advise on major investment projects, merger and acquisitions, brand strategies or

any other material matters which will affect the Company's long term development.

During the year ended December 31, 2018, the Strategic Development Committee held
two meeting, at which the Strategic Development Committee considered proposals for
mid to long term strategic positioning, development plans and investment decisions of the

Company, major investment projects, mergers and acquisitions, brand strategies, etc.

The table below sets out the details of meeting attendance of each member of the

Strategic Development Committee during the year ended December 31, 2018.
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Director ) EXESE CHESEH
Mr. HAO Lixiao iRV 2 2
Mr. HU Jiaging HEE L E 2 2
Mr. WEN Yong NERE 2 2

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code as set out in Appendix 10 to the Listing
Rules as its code of conduct regarding directors’ securities transactions. All Directors have
confirmed, following specific enquiry by the Company, that they have complied with the
Model Code during the year ended December 31, 2018.
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EXTERNAL AUDITOR
Emst & Young is appointed as the external auditor of the Company.

For the year ended December 31, 2018, the remuneration paid to Ernst & Young
in respect of audit services and non-audit services amounted to RMB2,180,000 and
RMB294,000 respectively. The main non-audit services provided by the external
auditors include advisory service related to environment, social and governance, and tax

consultation.

ACCOUNTABILITY AND AUDIT

The Directors are responsible for overseeing the preparation of the consolidated financial
statements which give a true and fair view of the state of affairs of the Group and of the
results and cash flow during the reporting period. A statement from the auditor about
its reporting responsibilities on the consolidated financial statements is set out on pages
79 to 81 of this annual report. In preparing the consolidated financial statements for the
year ended December 31, 2018, the Directors have selected suitable accounting policies
and applied them consistently, made judgments and estimates that are prudent, fair and

reasonable and prepared the consolidated financial statements on a going concem basis.

INTERNAL CONTROLS AND RISK MANAGEMENT

The Board is responsible for maintaining sound and effective internal control and risk
management systems in order to safeguard the Group's assets and its shareholders’
interests and reviewing the effectiveness of the Company's internal control and risk
management systems on an annual basis so as to ensure that internal control and risk
management systems in place are adequate. The Company also has an internal audit
function which primarily carries out the analysis and independent appraisal of the adequacy
and effectiveness of the issuer’s risk management and internal control systems, and reports

their findings to the Board on, at least, an annual basis.
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The Group's internal control system includes a well-established organizational structure
with clearly defined lines of responsibility and authority. The day-to-day departmental
operations are entrusted to individual department which is accountable for its own
conduct and performance and is required to operate its own department's business
within the scope of the delegated authority and to implement and strictly adhere to the
strategies and policies set by the Company from time to time. Each department is also
required to keep the Board informed of material developments of the department's
business and implementation of the policies and strategies set by the Board on a regular

basis.

During the year ended December 31, 2018, the Board has reviewed the effectiveness of
the interal control and risk management systems of the Group to ensure that a sound
system is maintained and operated by the management in compliance with the agreed
procedures and standards. The review covered all material controls, including financial,
operational and compliance controls and risk management functions. In particular, the
Board considered the adequacy of resources, staff qualifications and experience, training
programs and budget of the Company's accounting, internal audit and financial reporting
functions. The review was made by discussions with the management of the Company,
its external and internal auditors and the assessment conducted by the Audit Committee.
The Board believes that the existing internal control system is adequate and effective, in

particular, for financial reporting and Listing Rules compliance.

INSIDE INFORMATION

With respect to procedures and internal controls for the handling and dissemination of
inside information, the Company takes seriously of its obligations under the new Part
XIVA of the Securities and Futures Ordinance and the Listing Rules. The Company
has adopted a Continuous Disclosure Compliance Policy which sets out guidelines and
procedures to the Directors and officers of the Group to ensure inside information of the
Group is to be disseminated to the public in equal and timely manner. Briefing session is

held regularly for officers to facilitate their understanding and compliance with the policy.
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SHAREHOLDERS’ RIGHT

The Company is incorporated in the Cayman Islands. The Board may whenever it thinks
fit call general meetings. Pursuant to the articles of association of the Company, general
meetings shall also be convened on the written requisition to the Board or the secretary
of the Company of any one or more members of the Company holding at the date of
deposit of the requisition not less than one-tenth of the paid up capital of the Company
carrying the right of voting at general meetings of the Company. Such meeting shall be
held within two (2) months after the deposit of such requisition. If within 21 days of such
deposit the Board fails to proceed to convene such meeting, the requisitionist(s) himself
(themselves) may convene the general meeting in the same manner, and all reasonable
expenses incurred by the requisitionist(s) as a result of the failure of the Board shall be

reimbursed to them by the Company.

To safeguard Shareholders’ interests and rights, separate resolutions are and will be
proposed at general meetings on each substantial issue, including the election of individual

Directors.

The procedures for Shareholder to propose a person for election as a director is available
on the Company's website (www.zhouheiya.cn). Shareholders may lodge written proposal
to the company secretary of the Company at 40th Floor, Sunlight Tower No. 248 Queen'’s
Road East Wanchai Hong Kong, provided that the minimum length of the period, during
which such written notice is given, shall be at least seven days and that the lodgment of
such notice shall commence no earlier than the day after the dispatch of the notice of
the general meeting appointed for such election and end no later than seven days prior
to the date of such general meeting. In order to ensure that other Shareholders would
have sufficient time to receive and consider the information of the person proposed for
election as a Director, Shareholders are urged to lodge their written notice of his intention
to propose a person for election as a Director as early as practicable in advance of the
relevant general meeting and, in any case, not less than |2 business days (as defined in
the Listing Rules, i.e. day(s) on which The Stock Exchange of Hong Kong Limited is open
for business of dealing in securities) before the date scheduled for holding the relevant
general meeting, so that the Company can complete the verification procedure with the
Company's share registrar, and procure the publication of an announcement and/or the
dispatch of a supplementary circular to Shareholders in compliance with the applicable
requirements under the Listing Rules. In the event that any such written notice is received
by the Company later than the |2th business day before the date of holding the relevant
general meeting, the Company will need to consider whether to adjourn the relevant
meeting so as to give Shareholders a notice of at least |0 business days of the proposal in

accordance with the Listing Rules.
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Enquiries about the Company may be put to the Board by contacting the Company or
directly by raising the questions at an annual general meeting or extraordinary general
meeting of the Company. The contact details of the Company are set out in the
Company's website (www.zhouheiya.cn). Shareholders can also direct their enquiries
about their shareholdings to the Company's Hong Kong share registrar, Computershare
Hong Kong Investor Services Limited, whose address is Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen's Road East, Wanchai, Hong Kong.

CONSTITUTIONAL DOCUMENTS

During the year ended December 31, 2018 and up to the date of this annual report,
there is no any change in the Company's memorandum and articles of association. The
Company's memorandum and articles of association are available on the website of the

Company (www.zhouheiya.cn) and that of the Stock Exchange.
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Ernst & Young AW A TelRE © +852 2846 0888
22/F, CITIC Tower Ao R R Faxf@l : +852 2868 4432
i 1 Tim Mei Avenue P22 EY.C0m
‘ ﬁi Central, Hong Kong
Independent auditor’s report BIRHMRE

To the shareholders of Zhou Hei Ya International Holdings Company Limited

(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of Zhou Hei Ya International
Holdings Company Limited (the “Company") and its subsidiaries (the “Group”) set
out on pages 82 to 203, which comprise the consolidated statement of financial
position as at 31 December 2018, and the consolidated statement of profit or loss and
other comprehensive income, 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 2018, and of its
consolidated financial performance and its consolidated cash flows for the year then ended
in accordance with Hong Kong Financial Reporting Standards (“HKFRSs") issued by the
Hong Kong Institute of Certified Public Accountants (“HKICPA™) and have been properly
prepared in compliance with the disclosure requirements of the Hong Kong Companies

Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs")
issued by the HKICPA. Our responsibilities under those standards are further described in
the Audiitor'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 Codle
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.
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KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were of most
significance in our audit of the consolidated financial statements of the current period.
These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters. For each matter below, our description of how our
audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the
audit of the consolidated financial statements section of our report, including in relation to
these matters. Accordingly, our audit included the performance of procedures designed
to respond to our assessment of the risks of material misstatement of the consolidated
financial statements. The results of our audit procedures, including the procedures
performed to address the matters below, provide the basis for our audit opinion on the
accompanying consolidated financial statements.

Key audit matter

HRELER

How our audit addressed the key audit matter

EERECRNMEEARERER

Revenue recognition

Wozs HER

The Group is principally engaged in the production and retailing
of casual braised food. The timing of revenue recognition
of the sale of retail food is when the performance obligation
of sales and delivery of goods are satisfied at a point in time.
There is risk inherently around revenue recorded based on the
fact that the Group eams revenue primarily through extensive
self-operated retail store network. For the year ended 31
December 2018, the Group's consolidated revenue amounted
to RMB 3211,521,000. Revenue was of the most significance in
our audit of the consolidated financial statements of the current
year.
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Please refer to note 2.4 to the financial statements for summary
of significant accounting policies relating to revenue recognition,
and note 5 for the related disclosure of revenue for the Group.

FLUMBRRM T 24 BRARARROERNGTBRER
£ UERHES EREREMNKREREER -

We have reviewed and assessed the Group's revenue recognition policy
across various sales channels. We have also understood the transaction
process of revenue recognition and tested relevant controls relating to
the process to substantiate our reliance of internal controls for revenue
recognition. We have performed analytical procedures on the Group's
revenue by different channels, by types of retailing stores, by major
categories of products and by months. We have performed revenue cut-
off procedures as well as test of details on sampling basis as part of our

substantive audit procedures.
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OTHER INFORMATION INCLUDED 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 THE DIRECTORS FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

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

to fraud or error.

In preparing the consolidated financial statements, the directors of the Company are
responsible for assessing the Group's ability to continue as a going concern, disclosing,
as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors of the Company either intend to liquidate the Group or to

cease operations or have no realistic alternative but to do so.

The directors of the Company are assisted by the Audit Committee in discharging their

responsibilities for overseeing the Group's financial reporting process.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Independent auditor’s report

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, 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 scepticism throughout the audit. We also:

. 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 interal control.

0 Obtain an understanding of intemal 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.

. Evaluate the appropriateness of accounting policies used and the reasonableness of

accounting estimates and related disclosures made by the directors.

B 2B
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (Contd)

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 concem. 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 concem.

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.

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 the 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 the 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.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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Independent auditor’s report
B 2B

AUDITOR'’S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED BB BRGEMBERRNEE
FINANCIAL STATEMENTS (Contd) (&)

From the matters communicated with the Audit Committee, we determine those matters TENRERETESERNEED - SREWP
that were of most significance in the audit of the consolidated financial statements of ~ LLEFHANPGESHBRERNELIERA
the current period and are therefore the key audit matters. We describe these matters HFZ AMEKEREZSEE  BRIEEEK
in our auditor's report unless law or regulation precludes public disclosure about the FHARTARBRENEEE W\ BEES

matter or when, in extremely rare circumstances, we determine that a matter should not HNBERLT  BEERAEWBHESESBIE
be communicated in our report because the adverse consequences of doing so would HOTREARBBEARABLEZEEENT
reasonably be expected to outweigh the public interest benefits of such communication. HMAERNREREE  BEEZ2RN %

MRSttt EEE -

The engagement partner on the audit resulting in this independent auditor’s report is Siu HERNB IR ENEZIBEESE AR

Fung Terence Ho. fAJkE -

Certified Public Accountants HEDF A

Hong Kong BB

27 March 2019 —E-NF=A=++tH
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

REREkEMEZERER

Year ended 31 December 2018
Hz-2/\f+=-A=t—-HILFE

2018 2017
—E-N\E T
Notes RMB’000 RMB'000
BisE ARET T ARETT
REVENUE I 5 3211521 3248943
Cost of sales HERAR (1,364,089) (1,269,220)
Gross profit EN 1,847,432 1979,723
Other income and gains, net Hi WA R %8 5 147,143 109,737
Selling and distribution expenses HERDHAX (1,081,576) (947,990)
Administrative expenses THRAX (178,707) (142,056)
Share of losses of an associate AIEEE R REE (7,321) —
PROFIT BEFORE TAX BREBADEF 6 726,971 999414
Income tax expense FT{S M 9 (186,878) (237,786)
PROFIT FOR THE YEAR EERF 540,093 761,628
Attributable to: AT
Owners of the parent BRAEEAA 540,093 761,628
OTHER COMPREHENSIVE INCOME H2mEBA
Other comprehensive income that may be reclassifiedto ~ RNIREHRAIREET D EEEER
profit or loss in subsequent periods Hi 2 ERA
Available-for-sale investments: AHHERE -
Changes in fair value, net of tax ATEEEH(RTIE) — 425
Reclassification adjustments for gains and losses incuded T ABZ A RBEEH H HEAE
in profit or loss — gains on disposal, net of tax —HEE(REE) — (1.425)
Exchange differences: BHER
Exchange differences on translation of foreign operations /B4 7S AEKE =5 84,363 (149,693)
OTHER COMPREHENSIVE INCOME FEHMZERA
FOR THE YEAR, NET OF TAX C3ix3) 84,363 (149,693)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR ~ EE2EIMA AL 624,456 611935
Attributable to: AT
Owners of the parent BRAIEAA 624,456 611935
EARNINGS PER SHARE ATTRIBUTABLE TO BARAEERREA
ORDINARY EQUITY HOLDERS OF THE PARENT EEERERN [
Basic and diluted (RMB) EAREE(ARE) 0.23 032

82 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Consolidated Statement of Financial Position

e MBRRR

31 December 2018
RZZE—\$+=ZA=+—H

2018 2017
—E-N\E§ “T—+F
Notes RMB’ 000 RMB'000
Btz ARETR AR®ETFT
NON-CURRENT ASSETS kRBEE

Property, plant and equipment mE - BERE 12 1,189,966 839,028
Prepaid land lease payments BN T AEHE 13 128,898 11467
Prepayments ENFE 14 49,404 40,288
Rental deposits HERS 83221 70459
Other intangible assets Hitmy &E 15 35,184 7.962
Investments in an associate K- R AIMEE 16 242,679 —
Deferred tax assets EIEHIBEE 25 46,726 31,410
Total non-current assets FRBEELAE 1,776,078 [,100,614

CURRENT ASSETS RBEE
Inventories BE 17 343,734 248435
Trade receivables B SENGR 18 30,866 25,506
Prepayments, other receivables and other assets BNFTE - HRRFEREMEE 19 200,524 1,108512
Due from the Controlling Shareholders JE W AR AR R 3K 08 32(0) 2294 1,801
Structured deposits HREIHER 20 626,756 =
Available-for-sale investments AHHERE = 30,000
Restricted cash ZRHR 2 4,000 14911
Cash in transit ERB4 21 760 3,489
Cash and bank B e RFTER N 1,671,093 2,039,166
Total current assets hBEEARE 2,880,027 3,471,820

CURRENT LIABILITIES REEE
Trade payables BHRNTE 3 85,066 86,301
Other payables and accruals HiEARIE R E R 24 328,826 347,281
Government grants, current RFTHEB) - R 26 | 455 902
Income tax payable AR 66,874 96,263
Total current liabilities FBAEAE 482,221 530,747
NET CURRENT ASSETS RBEERE 2,397,806 2941073
TOTAL ASSETS LESS CURRENT LIABILITIES REERRBEE 4,173,884 4,041 687

E?‘%@%EHQ?&%%‘E?& | 83



Consolidated Statement of Financial Position

e RBRR R

31 December 2018
RZZ—/\$+=ZA=+—8

2018 2017
—%-NF “F-tF
Notes RMB’000 RMB'000

Mt ARBT R ARETT

NON-CURRENT LIABILITIES IkRBEE
Deferred tax liabilities EREFIEAE 25 9,821 4076
Govemment grants, non-current RS - FERE 26 38,356 36,938
Total non-current liabilities FRBeELAE 48,177 41014
NET ASSETS EEFE 4,125,707 4,000,673
EQUITY R
Equity attributable to owners of the parent BRARBEEARLER
Share Capital ELZN 27 16 16
Treasury shares EERH 27 (263,525) —
Reserves e 28 4389216 4000657
TOTAL EQUITY g 4,125,707 4,000,673
Director Director
EZ -
Zhou Fuyu Hao Lixiao
BAE# L B
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Consolidated Statement of Changes in Equity

mERBEHR

Year ended 31 December 2018
Bz-2\fFt-A=t-HILFE

Attributable to owners of the parent

ISINGE LN
Exchange
Share Treasury Share Merger  Statutory  fluctuation Retained Total
capital shares  premium* reserve* reserve® reserve® profits* equity
EX
BRE  ERERO ROBE SHRE ZERE RIBR REEN  LEH
RMB’000 RMB'000  RMB000  RMB'000  RMB'000  RMB'000 RMB'000  RMB'000
ARBTT ARBTRT ARBTT ARBTT ARMTR ARMTR ARMTR ARMTR
At | January 2018 R=Z-N\¥-HF—-H 16 — 2384336 12,500 73,675 (91,399) 1,621,545 4,000,673
Profit for the year ERRT — — — — — — 540093 540,093
Exchange differences related to EINEBRERNER
foreign operations bt} = = = = = 84,363 = 84,363
Total comprehensive income FEZEKAEE
for the year = = = = = 84,363 540,093 624,456
Final 2017 dividend declared BEER-Z—tERERE — —  (235:897) — — — —  (235897)
Repurchase of shares BRI M —  (263525) — — — — —  (263,525)
Transfer from retained profits BREARRBRET — — — — 6,572 — (6,572) =
At 31 December 2018 R=B-NF+=A=+-A 16 (263525) 2,148439 12,500 80,247 (7,036)  2,155066 4,125,707
& These reserve accounts comprise the consolidated reserves of RMB4,389,216,000 (2017: ke ZERBREER_Z-N\F+_A=+—

RMB4,000,657,000) in the consolidated statement of financial position as at 31 December 2018.

HR&RE B ik = A R 4,389,216,000
T(ZE—tF: AR¥4000657,0007C)H
A -
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mERBEHR

Year ended 31 December 2018
BE_Z-\$+-A=1t-HIEE

Attributable to owners of the parent

SYNSE 2PN
Exchange
Share Share Merger Statutory fluctuation Retained Total
capital premium® reserve* reserve* reserve® profits* equity
EX
BA RiDEE* ARG EERE*  RBREE  REEN* BiEn
RMB000 RMB'000 RMB'000 RMB'000 RMB000 RMB000 RMB000
ARETT ARBTT ARETT ARBTE ARETT ARETT ARETR
At | January 2017 R-Z-t%-HF—-H 16 2591,169 12,500 71,161 58294 862431 3595571
Profit for the year FERA — — — — — 761,628 761,628
Exchange differences related to BN ERESL
foreign operations =5 — = — — (149,693) — (149,693)
Total comprehensive income FEXHKALH
for the year = = = = (149,693 761,628 611,935
Final 2016 dividend declared EER-ZZ-RERGAKRS — (206,833) — — — — (206,833)
Transfer from retained profits ERBRBEM — — — 2514 — (2514) =
At 31 December 2017 RZB-tE+ZA=+-H 16 2,384,336 12,500 73,675 (91399) 1,621,545 4,000,673

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Consolidated Statement of Cash Flows
GERERER

Year ended 31 December 2018
Bz-2\fFt-A=t-HILFE

2018 2017
—%-NF “F-tF
Notes RMB’000 RMB'000

Mt ARBT R ARETT

CASH FLOWS FROM OPERATING ACTIVITIES K& ZEFEHERE

Profit before tax BREL AL S F 726971 999,414
Adjustments for: RATEERE
Depreciation of property, plant and equipment W - REREEITE 12 80,630 56,526
Amortisation of prepaid land lease payments FART T30 & FRIA 8 I3 1,052 1,229
Amortisation of other intangible assets Hoph f A 8 15 4,119 2,371
Interest income from bank deposits RITIE A EHA 5 (49,791) (42,402)
Interest income from available-for-sale investments  A] {it B &R EHF EUA 5 = (1,900)
Interest income from structured deposits EREERON WA 5 — (26,860)
Other interest income from Hiiz A FEFABRN
financial assets at FVPL TR EENNBRA 5 (962) —
Other interest income from structure HAR A AT AR B
deposits measured at FVPL EEMEETREFEHA 5 (45,444) —
Share of losses of an associate DIGEE AR EE 7,321 =
Loss on disposal of items of property, HEME BERZEEEEBR
plant and equipment 5 6,316 15,092
Gain on foreign exchange HINE Wz 5 (2,732) (1'1,147)
Fair value loss on derivative instruments THET AN A TEEE 5 4,032 —
Government grants B B 26 (1,059) (996)
730,453 991,327

E?‘%@%EHQ?&%%% | 87
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Consolidated Statement of Cash Flows

HEREREBR

Year ended 31 December 2018
Hz-2/\f+=-A=t—-HILFE

2018 2017
—E-N\F “E+tF
Notes RMB’000 RMB'000
i3 ARBT R ARETT
CASH FLOWS FROM OPERATING ACTIVITIES & ZBfBRERE
Decrease in restricted cash X EREM — 60
Decrease in cash in transit ErRER D 2,729 3958
Increase in trade receivables 5 W R IBE N (5,360) (17,624)
Increase in prepayments, other receivables FERNRIE - E b EURIE R
and other assets HAth & EIL N (50,299) (36,786)
Increase in amounts due from FEUS 12 AR A 3R 5RO
the Controlling Shareholders M (493) (1,641)
Increase in rental deposits MEZESEM (12,762) (22418)
Increase in inventories FEEM (95,299) 42211)
(Decrease)/increase in trade payables B SEAZIECRD), /L (1,235) 4,320
(Decrease)/increase in other payables Hi NSO R
and accruals FEEtERORD), /1 (33,451) 21,110
Cash generated from operations REEFNHE 534,283 900,095
Income tax paid =ENPSIRETH (225,838) (259,408)
NET CASH FLOWS FROM REZHRERERE
OPERATING ACTIVITIES 28 308,445 640,687

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Consolidated Statement of Cash Flows
GERERER

Year ended 31 December 2018
Bz-2\fFt-A=t-HILFE

2018 2017
—%-NF “F-tF
Notes RMB’000 RMB'000

Mt ARBT R ARETT

CASH FLOWS FROM INVESTING ACTIVITIES REZEFIEHERE

Purchases of items of property, plant and equipment B8 B #1% « 5 R & @IE B (454,954) (269,262)
Purchases of land use rights FEE b Ak (24,309) (40,698)
Increase of deposits for potential purchase of EEEE T A ETIEN

land lease payments g ] — (6,537)
Decrease/(Increase) of restricted cash for purchase  fE B #13 B M A& fE X R I

of property, plant and equipment Bemd,/(gm) 10,911 (14911)
Proceeds from disposal of items of property, HEME - BFERRFEEE G

plant and equipment ;A 2,403 98|
Additions to other intangible assets HitmLEERE (5,377) (3399)
Contribution to investments in an associate REREH - E A RIEE (250,000) =
Interest income from available-for-sale investments ~ AJ i i 18 & B EUA 5 — 1,900
Interest income from structured deposits B RE R EMA 5 = 26,860
Other interest income from Hi RN FEFTABRD

financial assets at FVPL TREENN A 5 962 —
Other interest income from structured HiE N FEET ARt 260

deposits measured at FVPL REEMERAEWA 43,688 =
Purchase of financial assets at fair value BERATETABRH

through profit or loss ERMEE (380,000) —
Purchase of available-for-sale investments BEERHLERE — (550,000)
Purchase of structured deposits BEARBILER (2,408,190) (2,578,770)
Decrease of term deposits of maturity R =1{E A LA 2|

over three months E I FOR 311,416 384,071
Interest received from bank deposits B IRITERBEB A R 46,487 40956
Acquisition of a subsidiary, net of cash WEEHIB AR - MRS = (13,901)
Repayment of amounts due to a related party 18 12 FE T REES 5 318 — (149,843)
Receipt of government grants Y ER B 6 B 26 3,030 19,600
Proceeds from disposal of items of financial assets HERATET ABRN

at fair value through profit or loss EMABEEB NS HRIE 410,000 =
Proceeds from disposal of items of HERHEEREBEENMRE

available-for-sale investments A — 530,000
Proceeds from disposal of structured deposits HE BT RNAMEHIEA 2,745,190 2,302,087
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Consolidated Statement of Cash Flows

RERERER

Year ended 31 December 2018
HEZZ—\fT-A=t—HILEE

2018 2017
—E-N\F “E—+tF
Notes RMB’000 RMB'000
(i3 ARBT T ARETT
NET CASH FLOWS FROM/(USED IN) REZTBHRE/(FTA)

INVESTING ACTIVITIES BREREFH 51,257 (320,866)
CASH FLOWS FROM FINANCING ACTIVITIES BEZBFERERE
Dividends paid BRI S (235,897) (206,833)
Repurchases of the Company's shares BRARRRN (263,525) =
Payment of listing expenses AR — (12,465)
NET CASH FLOWS USED IN METBHRARERERE

FINANCING ACTIVITIES (499,422) (219.298)
NET (DECREASE)/INCREASE IN fﬁﬁ&ﬁﬁ%ﬁ’ /]

CASH AND CASH EQUIVALENTS WA,/ # R (139,720 100,523
Cash and cash equivalents at beginning of year i?ﬂﬂ’\]fﬁﬁ &iﬁé%%#@ 162,686 200,709
Effect of foreign exchange rate changes, net EXZHHNTE  F 83,063 (138,546)
CASH AND CASH EQUIVALENTS FRNRERALZEY

AT END OF YEAR 106,029 162,686
ANALYSIS OF BALANCES OF CASH RERASEBYERIN

AND CASH EQUIVALENTS
Cash and cash in bank Be RRMERER 106,029 98,712
Short-term deposits ySEEIER N — 63974

106,029 162,686

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Notes to Financial Statements

CORPORATE AND GROUP INFORMATION

The Company is an exempted company incorporated in the Cayman Islands with
limited liability under the Companies Law of the Cayman Islands on |3 May 2015.
The registered and correspondence office of the Company is located at the offices
of Intertrust Corporate Services (Cayman) Limited, 190 Elgin Avenue, George
Town, Grand Cayman KY[-9005, Cayman Islands. The Company was listed on the
Main Board of The Stock Exchange of Hong Kong Limited (the “Stock Exchange™)
on || November 2016 (the “Listing”).

The Company is an investment holding company. The Company and its subsidiaries
(collectively referred to as the “Group”) are principally engaged in the business of
casual braised duck related food production, marketing and retailing (“Zhou Hei Ya

Business") in the mainland of the People’s Republic of China (the “PRC").

In the opinion of the directors of the Company (the “Directors"), the ultimate
controlling shareholders of the Company are Mr. Zhou Fuyu and Ms. Tang Jianfang

(together known as the “Controlling Shareholders").

In the opinion of the Directors, the ultimate holding company of the Company is

Healthy Origin Holdings Limited, which is incorporated in the British Virgin Islands.

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

REAREEER
ARARPR-_ZE-—RAFAA+T=HR
BRENEBAREEHSESEM
RIUNBERRERAA - KRAIH
7 ffft % = BE i B Intertrust Corporate
Services (Cayman) Limited iR E -
MBEHACA 190 Elgin Avenue, George
Town , Grand Cayman KY[-9005,
Cayman Islands ° RARIRZE—RF
T—A+-—BEBEBEXZAER
AE([BRADEREM(T LMD -

ARAR—HRERKRDR > AAHE
FEMBAR(REARE]) TEE
REARLAME(HE ] RBIEER
BARRERLEE ZHETERH
(TARBEHK]) -

ARRIEXR(EFDRR - ARAH
REERBERAAENAERERY
L (R ERBER]) -

EXZRR ARANREERRAR
BRERERDA  ZARARRER
KRS EMMAL
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|.  CORPORATE AND GROUP INFORMATION (Contd) . REAREBER®E)
Information about subsidiaries EEMEARZER
Particulars of the Company’s principal subsidiaries are as follows: RAREEEHBRRFBAOT

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect Principal activities
=1 AfREREY BEARFNEE Hi M TEEK
MLt AR R ERR A A PRC/ RMB — 100 Food retailing
Hubei Shiji Yuanjing Mainland China 5 million
Commerce & Trade Co,, Ltd.
(“Hubei Shiji Yuanjing™)
ML CRREEER AR hE,/ ARESBET EmTE
(Dbt Ras 1) o B A
MItERSRmIXE PRC/ RMB — 100 Food manufacturing
AR AT Mainland China 62.5 million
Hubei Zhou Hei Ya
Foods Industrial
Park Co,, Ltd.
HILERBRRTEER hE ARE6SEBT RmEE
ARAIE B A3t
AL ERBERRAG  PRC/ RMB — 100 Foodretailing
Shenzhen Shiji Mainland China 5 million
Development
Commerce& Trade Co.,, Ltd.
A LEREEFR A hE,/ ARBSBEET EmTE
B A

92 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal su

Name

L

bsidiaries are as follows: (Cont d)

Place of Nominal

incorporation/ value of

registration issued shares/

BB mR M
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REAREEER (&)

AFRREAR2EN(E)

ARTNEEHBEATRBET : ()

Percentage of
equity interest
attributable to

the Company

ARFEIERA
EZED
Direct Indirect  Principal activities
BEE HiE IEXK

HERARBRRERAR
Shanghai Zhou Hei Ya
Foods Co, Ltd.

LERARBRRARAF

BN EREZEEERAR
Guangzhou Fuxin
Xianghe Commerce & Trade
Co, Ltd.
BNTEEEZAEERAT

LERREEEERAR
Shanghai Zhouheiya
Commerce & Trade Co,, Ltd.

LERARKEERRAR

MEEERRERRAR
Hunan Quanfuyu
Commerce & Trade Co,, Ltd.

MEEEREAERRAR

and business paid-in capital
AL, BRTR?R,
AR e BHRANEE
PRC/ RMB
Mainland China [0 million
FRE, AREI0EET
B i

PRC/ RMB
Mainland China 5 million
RE ARBESBHETT
H B At

PRC/ RMB
Mainland China 5 million
RE ARBSHETT
H B At

PRC/ RMB
Mainland China 5 million
RE ARBSHETT
H B it

100 Food manufacturing

pius
So
HF
T

100  Food retailing

s
So
Al

I

100 Food retailing

s
So
Al

I

100 Food retailing

s
So
Al

I
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. CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

AAREEER ()
ABKEARZ RN ()
ARTNEEHBEATRBET : ()

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect Principal activities
=1 Ak EX LY BARANEE Hi M TEEK
IRRSEEARAR PRC/ RMB — 100 Food retailing
Jiangxi Yuanjing Mainland China 5 million
Commerce & Trade Co,, Ltd.
TRRREERROA R, ARBSEETL EmTE
B A3t
ItREREHEERAR] PRC/ RMB — 100 Food retailing
Beijing Zhou Hei Ya Mainland China 5 million
Commerce & Trade Co,, Ltd.
ItREREHERRAA R, ARBSBEET EmTE
B A3t
MUABERAEFABAERAR  PRC RMB — 100 Online business
Hubei Huanle Shike Mainland China [ million
E-commerce Co, Ltd.
MULBRBAEFHBEERAR  HE/ ARBIBET T
B A3t
A EREEEER AR PRC/ RMB — 100 Food retailing
Henan Zhou Hei Ya Mainland China 5 million
Commerce & Trade Co,, Ltd.
AEEAREEERRAR R, ARBSEETL EmTE
B A3t

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal su

bsidiaries are as follows: (Cont d)

BB mR M
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. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect Principal activities
=1 AfREREY BEARFINEE E# M TEEK
FERBEEXARAR] PRC/ RMB — 100 Property holdings
(Formerly known as Mainland China 20 million
LEEREXARAA]
Shanghai Suo Lei Industrial Co., Ltd.
(Formerly knownas Shanghai
Dewei Industrial Co., Ltd.)
LBRBEXERAA hE, ARB20BET MEER
(RIEBEREXRERAR]) SEAM
EREARBHEEGRAR] PRC/ RMB — 100 Food retailing
(Formerly known as Mainland China 5 million
"REBHERBEERAT")
Guangdong Zhou Hei Ya
Commerce & Trade Co., Ltd.
(Formerly known as Dongguan
Pengyu Foods Commerce & Trade
Co, Ltd)
BRAZRBHEARLF([R e,/ ARBSEET RmTE
REBHERAEEARAR])  FEAM
REEREHEFRAA] PRC/ RMB — 100 Food retailing
Tianjin Zhou Hei Ya Mainland China 20.5 million
Commerce & Trade Co., Ltd.
REFARBHERRAR e,/ ARE05BET RmTE
B A3
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. CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFNEE E# M TEEK
MIEREEREERAR] PRC/ RMB — 100 Food retailing
Zhejiang Zhou Hei Ya Mainland China 2.8 million
Commerce & Trade Co,, Ltd.
HIEARKEERRAR hE, ARB28BETT EmTE
Bl
TEHECRKEHERAR] PRC/ RMB — 100 Food retailing
Jiangsu Dashike Mainland China 2.6 million
Commerce & Trade Co,, Ltd.
THETRESHBRAF hE, ARB2L6BET EmTE
Bl
ERRARBRMAERAR] PRC/ RMB — 100 Food retailing
Chongging Zhouheiya Mainland China 5 million
Foods Co, Ltd.
EERARBRRARAF R, ARBSBEET EmTE
Bl
R ER (B BRAF Hong Kong HKD _— 100 Investment holding
Zhou Hei Ya Holdings |
(Hong Kong) Limited
BRBER(BE)ERAT BB | BT REER

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

BB mR M
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. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFINEE E# M TEEK
BRI ERAR AR British Virgin usD 100 —  Investment holding
Zhou Hei Ya Holdings Islands 5,000
Company Limited
AEBERARAT EBELHS 500027 REIER
IR RS ERER AR PRC/ RMB — 100 Investment holding
Hubei Zhou Hei Ya Mainland China [0 million
Management Co., Ltd.
MILARBEEFR AR e,/ AREI0BET REER
B A3
BB EEERBRAT PRC/ RMB — 100 Investmentholding
Hubei Zhou Hei Ya Enterprise Mainland China [50 million
Development Co., Ltd.
MILARBERERER AR R, AR IS0BET REZR
B A3
BERAEHRRMIZRARAR  PRC RMB — 100 Foodmanufacturing
Guangdong Zhou Hei Ya Mainland China 28.1 million
Foods Industrial Park Co., Ltd.
ERARBRATIXRERLA B/ ARB28.I BB RmEE
B A3
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. CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFNEE Hi M TEEK
ERERERHEERAR PRC/ RMB — 100 Foodretailing
Ningbo Shiji Yuanjing Mainland China 0.3 million
Commerce & Trade Co,, Ltd.
BRELCRSEBEARAA R, ARBOIBEET EmTE
B A3t
I EAREEERRAR PRC/ RMB — 100 Food retailing
Sichuan Zhou Hei Ya Mainland China 0.3 million
Commerce & Trade Co,, Ltd.
M EREHMEER LR R, ARBOIBEET EmTE
B A3t
mIEAREERARAR PRC/ RMB — 100 Food manufacturing
Sichuan Zhouheiya Mainland China 0.1 million
Foods Co, Ltd.
mIERERRERLR R, ARBOIBET BEmEE
B A3t
il AREEEERAA PRC/ RMB — 100 Orline business
Hubei Zhou Hei Ya Mainland China [ million
E-Commerce Co,, Ltd.
LA REEEAR AR R, ARBIBET T
B A3t

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

BB mR M
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RZZE—\$+=ZA=+—H

. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFINEE E# M TEEK
THBERBERAIERAR PRC/ RMB — 100 Food manufacturing
Jiangsu Zhou Hei Ya Mainland China [45 million
Foods Industrial Park Co., Ltd.
THARBRRIRERR R, AR 14588 RmAE
Bl
ALERERAIERERAR  PRC RMB — 100 Food manufacturing
Hebei Zhouheiya Foods Industrial ~ Mainland China 50 million
Park Co,, Ltd.
ALARBRMIXERRAR  HE/ ARESOBEETL RmAE
Bl
LM ERRHREER AR PRC/ RMB — 100 Food retailing
Foshan Zhou Hei Ya Mainland China 0.31 million
Commerce & Trade Co,, Ltd.
BT ARBREERAF hE ARB03IBET RMTE
Bl
IR —RRmARATA] PRC/ RMB — 100 Food manufacturing
Qianjiang Ju Yi Xia Mainland China 20 million
Foods Co. Ltd.
BB BREMBRAR R, ARB20B8ET RmAE
B A3
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. CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

AAREEER ()
ABKEARZ RN ()
ARTNEEHBEATRBET : ()

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFNEE E# M TEEK
HIALBERR AR AT PRC/ RMB — 100 Research &
Hubei Ya Ku Technology Co.Ltd.  Mainland China 0.6 million development
AL ERR AR AR R, ARK06EET f 2%
B A3
LR EERARAR PRC/ RMB — 100  Property Management
Hubei Bo Yu Property Mainland China 0.01 million
Management Co., Ltd.
AL ERNXERERAF e,/ ARB00I BB MEER
B A3
BEBHMARKEMBRATE PRC/ RMB — 100 Food retailing
Qingdao Peng Yu Zhouheiya Mainland China [.3 million
Foods Co,, Ltd.
EEBRARBREARAA e,/ AREI3EET RmTE
B A3
TR LEREERRAR PRC/ RMB — 100 Food retailing
Anhui Shiji Yuanjing Mainland China Nil*
Commerce & Trade Co., Ltd.
ZRELERREEERAA R, ARBZT L RmTE
B A3

100
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CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal su

bsidiaries are as follows: (Cont d)
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. RARKEEERE)
AFRREAR2EN(E)
ARFNEEMBLARFENAT : (8)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFINEE Hi M TEEK
BMNTEREAEERAR PRC/ RMB — 100 Food retailing
Huizhou Zhouheiya Mainland China 0.09 million
Commerce & Trade Co,, Ltd.
BNmEREEEERAA hE/ AREB009BET RMTE
B A3t
WRAREEERRAR PRC/ RMB — 100 Food retailing
Shandong Zhouheiya Mainland China Nil*
Commerce & Trade Co,, Ltd.
WREREHEERLA hE, ARBZT* EmTE
B A3t
AL EREEERR AR PRC/ RMB — 100 Food retailing
Hebei Zhouheiya Mainland China Nil*
Commerce & Trade Co,, Ltd.
A EREEHERRAA R, ARBZT* EmTE
B A3t
MR R T EREARAT] PRC/ RMB — 100 Investment
Hubei Chu Si Fang Da Mainland China 0.1 million
Investment Co. Ltd.
MILE BT ERBEERAF hE, AR®OIBETL RE
B A3t
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. CORPORATE AND GROUP INFORMATION (Contd)

Information about subsidiaries (Cont d)

Particulars of the Company's principal subsidiaries are as follows: (Contd)

RAREEER (Z)
AFRREAR2EN(E)

ARTNEEHBEATRBET : ()

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
=1 AfREREY BEARFNEE E# M TEEK
EFmEREREERAR PRC/ RMB — 100 Food retailing
Xiamen Zhou Hei Ya Mainland China NiP*
Commerce & Trade Co,, Ltd.
EFmERGEEERAT hE, ARBZ T EmTE
Bl
NERKRERERERAT PRC/ RMB — 100 Food retailing
Wuhan Daowei Catering Mainland China 0.05 million
Management Co., Ltd.
RERKRERERERAA hE, AREOGSEET RMTE
Bl
HRERmERAR PRC/ RMB — 100 Food manufacturing
Hubei Dwelling Foods Co., Ltd. Mainland China 5 million
MILRERMARAR R, ARESBET RmAE
B A3

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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|.  CORPORATE AND GROUP INFORMATION (Contd) . ARREEERE)
Information about subsidiaries (Cont d) ERMBARIZER(E)
Particulars of the Company’s principal subsidiaries are as follows: (Cont d) KATNEEWNBARZEZNT : (&)

Percentage of

equity interest

Place of Nominal attributable to
incorporation/ value of the Company
registration issued shares/ EREEERE
and business paid-in capital BEEDL
Name 3T AV BRITRG, Direct Indirect  Principal activities
&% AR EX LY BARANEE Hi Mg FEXER
REEARBEHEERAR] PRC/ RMB — 100 Food retailing
Fujian Zhouheiya Mainland China Nil*
Commerce & Trade Co,, Ltd.
RERARBEERRAR R, ARBZ T EmTE
B A3t
AREREHEER AR PRC/ RMB — 100 Food retailing
Xi'an Zhouheiya Mainland China Nil*
Commerce & Trade Co,, Ltd.
AREARKEERRAR R, ARBZT* EmTE
B A3t
* These subsidiaries were at early stage since their incorporation and hence their respective * E M B A B B i A 3 LA KR & R A
authorised share capital had not been paid up as of 3| December 2018. HEER  AESBEERARERE
ZE-N\FEFTZA=T—BHERI -
The above table lists the subsidiaries of the Company which, in the opinion of EERELRFAVAANGTHBAGF A
the Directors, principally affected the results for the year or formed a substantial TEYERERFRNEESBEKEE
portion of the net assets of the Group. EETBEILHE o
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2.1

104

BASIS OF PREPARATION

These financial statements have been prepared in accordance with Hong
Kong Financial Reporting Standards ("HKFRSs") (which include all Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards (“HKASs") and
Interpretations) issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA™), accounting principles generally accepted in Hong Kong and the
disclosure requirements of the Hong Kong Companies Ordinance. They have been
prepared under the historical cost convention, except for financial assets at fair
value through profit or loss and structured deposits which have been measured at
fair value. These financial statements are presented in Renminbi (“RMB") and all
values are rounded to the nearest thousand (RMB'000) except when otherwise

indicated.

Basis of consolidation

The consolidated financial statements include the financial statements of the
Company and its subsidiaries (collectively referred to as the "Group”) for the year
ended 31 December 2018. A subsidiary is an entity (including a structured entity),
directly or indirectly, controlled by the Company. Control is achieved when the
Group is exposed, or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the
investee (i, existing rights that give the Group the current ability to direct the

relevant activities of the investee).

When the Company has, directly or indirectly, less than a majority of the voting or
similar rights of an investee, the Group considers all relevant facts and circumstances

in assessing whether it has power over an investee, including:

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

(b)  rights arising from other contractual arrangements; and

(c)  the Group's voting rights and potential voting rights.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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2.1

Notes to Financial Statements

BASIS OF PREPARATION (Contd)

Basis of consolidation (Contd)

The financial statements of the subsidiaries are prepared for the same reporting
period as the Company, using consistent accounting policies. The results of
subsidiaries are consolidated from the date on which the Group obtains control,

and continue to be consolidated until the date that such control ceases.

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

between members of the Group are eliminated in full on consolidation.

The Group reassesses whether or not it controls an investee if facts and
circumstances indicate that there are changes to one or more of the three
elements of control described above. A change in the ownership interest of a

subsidiary, without a loss of control, is accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises (i) the assets (including
goodwill) and liabilities of the subsidiary, (i) the carrying amount of any non-
controlling interest and (iii) the cumulative translation differences recorded in equity;
and recognises (i) the fair value of the consideration received, (i) the fair value of
any investment retained and (iii) any resulting surplus or deficit in profit or loss.
The Group's share of components previously recognised in other comprehensive
income is reclassified to profit or loss or retained profits, as appropriate, on the
same basis as would be required if the Group had directly disposed of the related

assets or liabilities.
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2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES 2.2
The Group has adopted the following new and revised HKFRSs for the first time

for the current year's financial statements

Amendments to HKFRS 2 Classification and Measurement of

Amendments to HKFRS 4 Applying HKFRS 9 Financial Instruments

HKFRS 9

HKFRS 15

Amendments to
HKFRS 15

Amendments to
HKAS 40

HK(IFRIC)-Int 22

Annual Improvements

2014-2016 Cycle

Share-based Fayment Transactions

with HKFRS 4 Insurance Contracts

Financial Instruments

Revenue from Contracts
with Customers

Clarffications to HKFRS 15 Revenue
from Contracts with Customers

Transfers of Investment Property

Foreign Currency Transactions and

Advance Consideration

Amendments to HKFRS |
and HKAS 28

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED

ANNUAL REPORT 2018
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Notes to Financial Statements

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)
Except for the Amendments to HKFRS 4 and Annual Improvements 2014-2016

Cycle, which are not relevant to the preparation of the Group's financial statements,

the nature and the impact of the new and revised HKFRSs are described below:

Amendments to HKFRS 2 address three main areas: the effects of vesting
conditions on the measurement of a cash-settled share-based payment
transaction; the classification of a share-based payment transaction with net
settlement features for withholding a certain amount in order to meet an
employee's tax obligation associated with the share-based payment; and
accounting where a modification to the terms and conditions of a share-
based payment transaction changes its classification from cash-settled to
equity-settled. The amendments clarify that the approach used to account
for vesting conditions when measuring equity-settled share-based payments
also applies to cash-settled share-based payments. The amendments
introduce an exception so that a share-based payment transaction with
net share settlement features for withholding a certain amount in order to
meet the employee's tax obligation is classified in its entirety as an equity-
settled share-based payment transaction when certain conditions are met.
Furthermore, the amendments clarify that if the terms and conditions of a
cash-settled share-based payment transaction are modified, with the result
that it becomes an equity-settled share-based payment transaction, the
transaction is accounted for as an equity-settled transaction from the date
of the modification. The amendments have had no impact on the financial
position or performance of the Group as the Group does not have any cash-
settled share-based payment transactions and has no share-based payment

transactions with net settlement features for withholding tax.
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2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)

(b)

HKFRS 9 Financial Instruments replaces HKAS 39 Financial Instruments:
Recognition and Measurement for annual periods beginning on or after
| January 2018, bringing together all three aspects of the accounting for
financial instruments: classification and measurement, impairment and hedge

accounting.

With the exception of hedge accounting, which the Group has applied,
the Group has recognised the transition adjustments against the applicable
opening balances in equity at | January 2018. Therefore, the comparative

information was not restated and continues to be reported under HKAS 39.

Classification and measurement

The following information sets out the impacts of adopting HKFRS 9 on
the statement of financial position, including the effect of replacing HKAS
39's incurred credit loss calculations with HKFRS 9's expected credit losses
(“ECLs").
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Notes to Financial Statements

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)

(b)

2.2
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B BRRKERE (D)

(Contd) (b) (4)
Classification and measurement (Cont d) MG E ()
A reconciliation between the carrying amounts of financial instruments under R-ZZE—NE—F—Q8 " BESE
HKAS 39 and the balances reported under HKFRS 9 as at | January 2018 is BeEEFEEMERNS
as follows: AT AREBERRERENER
FHERAF WA 2 WA AR 2 B
BT
HKAS 39 HKFRS 9
measurement measurement
RERGTENEIHTE RERUBEERAEIRHE
Notes Category Amount  Re-classification ECL Other Amount Category
i3 pik | ENSE RAREEE At &8 pik
Financial assets SREE
Structured deposits EREIER N/A
TER = 962,000 = = 962,000 FVPL
From: RE
Financial assets included STABNEE - Eft
in prepayments, RUFERAL
other receivables and RENSHEE
other asets 0) L&R? 962000 (962000) — ~ AC
Financial assets at fair value BATE AR N/A
hrough profit or loss MepEE TER = 30000 - 30000 FvPL
From: XA :
Available-for-sale investments AHHERE NIA
(i) AFS! 30000 (30000) — - TR
FVPL: Financial assets at fair value through profit or loss FVPL: BRATEFAERZN S
MEE
2 L&R: Loans and receivables 2 L&R : B R FEMGRIE
3 AC: Financial assets or financial liabilities at amortised cost 3 AC: REHERAGTENEME
EXeRARE
4 AFS: Available-for-sale investments 4 AFS : ATHERE
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2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)
(b) (Conta)
Classification and measurement (Cont d)

Notes:

(i) The Group has classified its structured deposits included in prepayments, other
receivables and other assets as structured deposits measured at fair value through
profit or loss as these structured deposits did not pass the contractual cash flow

characteristics test in HKFRS 9.

(if) The Group has classified its available-for-sale investments as financial assets
measured at fair value through profit or loss as these investments did not pass the

contractual cash flow characteristics test in HKFRS 9.

Impairment

The adoption of HKFRS 9 has fundamentally changed the Group's accounting
for impairment loss for financial assets by replacing HKAS 39's incurred
approach with a forward-looking expected credit loss (ECL) approach.
HKFRS 9 requires the Group to recognise an allowance for ECLs for all debt
instruments not held at fair value through profit or loss and contract assets.
The adoption of the ECL approach requirements of HKFRS 9 has had no

impact on the Group's financial statements.
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Notes to Financial Statements

2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)

©

HKFRS 15 and its amendments replace HKAS || Construction Contracts,
HKAS 18 Revenue and related interpretations and it applies, with limited
exceptions, to all revenue arising from contracts with customers. HKFRS
I5 establishes a new five-step model to account for revenue arising from
contracts with customers. Under HKFRS |5, revenue is recognised at an
amount that reflects the consideration to which an entity expects to be
entitled in exchange for transferring goods or services to a customer. The
principles in HKFRS |5 provide a more structured approach for measuring
and recognising revenue. The standard also introduces extensive qualitative
and quantitative disclosure requirements, including disaggregation of total
revenue, information about performance obligations, changes in contract
asset and liability account balances between periods and key judgements and
estimates. The disclosures are included in note 5 to the financial statements.
As a result of the application of HKFRS [5, the Group has changed the
accounting policy with respect to revenue recognition in note 2.4 to the

financial statements.

The Group has adopted HKFRS |5 using the modified retrospective method
of adoption. Under this method, the standard can be applied either to all
contracts at the date of initial application or only to contracts that are not
completed at this date. The Group has elected to apply the standard to
contracts that are not completed as at | January 2018. The adoption of

HKFRS 15 has had no impact on the Group's financial statements.
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2.2 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (Contd)

(d)

Amendments to HKAS 40 clarify when an entity should transfer property,
including property under construction or development, into or out of
investment property. The amendments state that a change in use occurs
when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in
management's intentions for the use of a property does not provide
evidence of a change in use. The amendments have had no impact on the

financial position or performance of the Group.

HK(IFRIC)-Int 22 provides guidance on how to determine the date of the
transaction when applying HKAS 21 to the situation where an entity receives
or pays advance consideration in a foreign currency and recognises a non-
monetary asset or liability. The interpretation clarifies that the date of the
transaction for the purpose of determining the exchange rate to use on
initial recognition of the related asset, expense or income (or part of it)
is the date on which an entity initially recognises the non-monetary asset
(such as a prepayment) or non-monetary liability (such as deferred income)
arising from the payment or receipt of the advance consideration. If there
are multiple payments or receipts in advance of recognising the related
item, the entity must determine the transaction date for each payment or
receipt of the advance consideration. The interpretation has had no impact
on the Group's financial statements as the Group's accounting policy for the
determination of the exchange rate applied for initial recognition of non-
monetary assets or non-monetary liabilities is consistent with the guidance

provided in the interpretation.
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Notes to Financial Statements

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL
REPORTING STANDARDS
The Group has not applied the following new and revised HKFRSs, that have been

issued but are not yet effective, in these financial statements.

Amendments to HKFRS 3 Definition of a Business’ BRI RELER
FIM/OEFTA
Amendments to HKFRS 9 Prepayment Features with Negative & /8 1 153k & %8|
Compensation’ ERR: 0l CH FiN
Amendments to Sale or Contribution of Assets between & /8 81 15 ¥ &5 28
HKFRS 10 and an Investor and its Associate FI0RREBLE
HKAS 28 (201 1) or Joint Venture' HERE 28 SEAVE R A
(ZF——%)
HKFRS 16 Leases' BREMBEREEAE 165
HKFRS 17 Insurance Contracts’ BAMBRELRSE 175
Amendments to HKAS | Definition of MateriaP BB RS I RK
and HKAS 8 ARG EAE 8
HER] A
Amendments to HKAS 19 Plan Amendment. Curtailment BAGERISE 1957
or Settlement' EHEN
Amendments to HKAS 28  Long-term Interests in Associates and B /S Z 5T 285 28 57
Joint Ventures' EHEN
HK(IFRIC)-Int 23 Uncertainty over Income BB (BRI BRERE
Tax Treatments Z8®) REZEBR
Annual Improvements Amendments to HKFRS 3, E—LFEE_F—+F
2015-2017 Cycle HKFRS |1, HKAS 12 and HKAS 23" JEHRIFZ0#E
Effective for annual periods beginning on or after | January 2019
2 Effective for annual periods beginning on or after | January 2020 )
8 Effective for annual periods beginning on or after | January 202 | 3
4 No mandatory effective date yet determined but available for adoption 4
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23

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL
REPORTING STANDARDS (Contd)
Further information about those HKFRSs that are expected to be applicable to the

Group is described below.

Amendments to HKFRS 3 clarify and provide additional guidance on the definition
of a business. The amendments clarify that for an integrated set of activities and
assets to be considered a business, it must include, at a minimum, an input and a
substantive process that together significantly contribute to the ability to create
output. A business can exist without including all of the inputs and processes
needed to create outputs. The amendments remove the assessment of whether
market participants are capable of acquiring the business and continue to produce
outputs. Instead, the focus is on whether acquired inputs and acquired substantive
processes together significantly contribute to the ability to create outputs. The
amendments have also narrowed the definition of outputs to focus on goods or
services provided to customers, investment income or other income from ordinary
activities. Furthermore, the amendments provide guidance to assess whether an
acquired process is substantive and introduce an optional fair value concentration
test to permit a simplified assessment of whether an acquired set of activities
and assets is not a business. The Group expects to adopt the amendments

prospectively from | January 2020.
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Notes to Financial Statements

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL
REPORTING STANDARDS (Contd)

Amendments to HKFRS 10 and HKAS 28 (201 1) address an inconsistency
between the requirements in HKFRS 10 and in HKAS 28 (2011) in dealing with
the sale or contribution of assets between an investor and its associate or joint
venture. The amendments require a full recognition of a gain or loss when the sale
or contribution of assets between an investor and its associate or joint venture
constitutes a business. For a transaction involving assets that do not constitute a
business, a gain or loss resulting from the transaction is recognised in the investor's
profit or loss only to the extent of the unrelated investor's interest in that associate
or joint venture. The amendments are to be applied prospectively. The previous
mandatory effective date of amendments to HKFRS 10 and HKAS 28 (2011) was
removed by the HKICPA in January 2016 and a new mandatory effective date
will be determined after the completion of a broader review of accounting for
associates and joint ventures. However, the amendments are available for adoption

now.

2.3

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

EREMEREMNE B IER
HXEER(E)

BEERBHRELAE 10K RE LG
RRIFEBHR(ZF——F) BRI A
HEEHBRELNE I0KRELE
AEAEBR(CTE——F)2HEH
REEREBENAIAELELZE
BELESIEMEREZ A —HBE
Mo REBIHAE EREFEAR
ERRRAEREEIAMNEELENL
AEBK-BRBE  ARI2BR
HHEE  ERXFFRIBR—AE
BEER MZX7ELEZWEK
BERZBREEZRENER  1EE
AP HBAREENZBEDRREE
BRZEREBR - ZFEFTHNARRK
R - BREAARER_T—K
F-RAGEENBREELE 05
FEBGHENEBR( T ——F)
ZAERT AR ARSI B - T
BB LR AR EBERRRE
EEENETRETKERRZNBE
RETE - R - RFERIRE A K
e

)

f

ARBERERERAR
2018 F 5k

1115



116

Notes to Financial Statements

WM

31 December 2018
RZZ—/\$+=ZA=+—8

23

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL

REPORTING STANDARDS (Contd)

HKFRS 16 replaces HKAS 17 Leases, HK(IFRIC)-Int 4 Determining whether an
Arrangement contains a Lease, HK(SIC)-Int |5 Operating Leases - Incentives and
HK(SIC)-Int 27 Evaluating the Substance of Transactions Involving the Legal Form
of a Lease. The standard sets out the principles for the recognition, measurement,
presentation and disclosure of leases and requires lessees to recognise assets
and liabilities for most leases. The standard includes two elective recognition
exemptions for lessees — leases of low-value assets and short-term leases. At the
commencement date of a lease, a lessee will recognise a liability to make lease
payments (i.e., the lease liability) and an asset representing the right to use the
underlying asset during the lease term (i.e, the right-of-use asset). The right-of-
use asset is subsequently measured at cost less accumulated depreciation and any
impairment losses unless the right-of-use asset meets the definition of investment
property in HKAS 40, or relates to a class of property, plant and equipment to
which the revaluation model is applied. The lease liability is subsequently increased
to reflect the interest on the lease liability and reduced for the lease payments.
Lessees will be required to separately recognise the interest expense on the lease
liability and the depreciation expense on the right-of-use asset. Lessees will also
be required to remeasure the lease liability upon the occurrence of certain events,
such as change in the lease term and change in future lease payments resulting
from a change in an index or rate used to determine those payments. Lessees
will generally recognise the amount of the remeasurement of the lease liability
as an adjustment to the right-of-use asset. Lessor accounting under HKFRS 16 is
substantially unchanged from the accounting under HKAS 17. Lessors will continue
to classify all leases using the same classification principle as in HKAS 17 and
distinguish between operating leases and finance leases. HKFRS 16 requires lessees
and lessors to make more extensive disclosures than under HKAS |7. Lessees
can choose to apply the standard using either a full retrospective or a modified
retrospective approach.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Notes to Financial Statements

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL

REPORTING STANDARDS (Contd)

The Group will adopt HKFRS 16 from | January 2019. The Group plans to adopt
the transitional provisions in HKFRS 16 to recognise the cumulative effect of initial
adoption as an adjustment to the opening balance of retained eamings at | January
2019 and will not restate the comparatives. In addition, the Group plans to apply
the new requirements to contracts that were previously identified as leases applying
HKAS 17 and measure the lease liability at the present value of the remaining lease
payments, discounted using the Group's incremental borrowing rate at the date of
initial application. The right-of-use asset will be measured at the amount of the lease
liability, adjusted by the amount of any prepaid or accrued lease payments relating
to the lease recognised in the statement of financial position immediately before the
date of intial application. The Group plans to use the exemptions allowed by the
standard on lease contracts whose lease terms end within |2 months as of the date
of initial application. During 2018, the Group has performed a detailed assessment
on the impact of adoption of HKFRS 16. The Group has estimated approximately
that right-of-use assets of RMB480,000,000 and lease liabilities of RMB480,000,000
will be recognised at | January 2019.

2.3
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ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL
REPORTING STANDARDS (Contd)

Amendments to HKAS | and HKAS 8 provide a new definition of material.
The new definition states that information is material if omitting, misstating or
obscuring it could reasonably be expected to influence decisions that the primary
users of general purpose financial statements make on the basis of those financial
statements. The amendments clarify that materiality will depend on the nature
or magnitude of information. A misstatement of information is matenial if it could
reasonably be expected to influence decisions made by the primary users. The
Group expects to adopt the amendments prospectively from | January 2020.
The amendments are not expected to have any significant impact on the Group's

financial statements.

Amendments to HKAS 28 clarify that the scope exclusion of HKFRS 9 only includes
interests in an associate or joint venture to which the equity method is applied
and does not include long-term interests that in substance form part of the net
investment in the associate or joint venture, to which the equity method has not
been applied. Therefore, an entity applies HKFRS 9, rather than HKAS 28, including
the impairment requirements under HKFRS 9, in accounting for such long-term
interests. HKAS 28 is then applied to the net investment, which includes the long-
term interests, only in the context of recognising losses of an associate or joint
venture and impairment of the net investment in the associate or joint venture.
The Group expects to adopt the amendments on | January 2019 and will assess its
business model for such long-term interests based on the facts and circumstances
that exist on | January 2019 using the transitional requirements in the amendments.
The Group also intends to apply the relief from restating comparative information

for prior periods upon adoption of the amendments.
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Notes to Financial Statements

ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL
REPORTING STANDARDS (Contd)

HK(IFRIC)-Int 23 addresses the accounting for income taxes (current and deferred)
when tax treatments involve uncertainty that affects the application of HKAS 12
(often referred to as “uncertain tax positions”). The interpretation does not apply
to taxes or levies outside the scope of HKAS 12, nor does it specifically include
requirements relating to interest and penalties associated with uncertain tax
treatments. The interpretation specifically addresses (i) whether an entity considers
uncertain tax treatments separately; (i) the assumptions an entity makes about the
examination of tax treatments by taxation authorities; (iii) how an entity determines
taxable profits or tax losses, tax bases, unused tax losses, unused tax credits and
tax rates; and (iv) how an entity considers changes in facts and circumstances. The
interpretation is to be applied retrospectively, either fully retrospectively without
the use of hindsight or retrospectively with the cumulative effect of application
as an adjustment to the opening equity at the date of initial application, without
the restatement of comparative information. The Group expects to adopt the
interpretation from | January 2019. The interpretation is not expected to have any

significant impact on the Group's financial statements.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Investments in associates and joint ventures

An associate is an entity in which the Group has a long term interest of generally
not less than 20% of the equity voting rights and over which it is in a position to
exercise significant influence. Significant influence is the power to participate in the
financial and operating policy decisions of the investee, but is not control or joint

control over those policies.
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24

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Investments in associates and joint ventures (Cont d)

A joint venture is a type of joint arrangement whereby the parties that have joint
control of the arrangement have rights to the net assets of the joint venture. Joint
control is the contractually agreed sharing of control of an arrangement, which
exists only when decisions about the relevant activities require the unanimous

consent of the parties sharing control.

The Group's investments in associates and joint ventures are stated in the
consolidated statement of financial position at the Group's share of net assets

under the equity method of accounting, less any impairment losses.

The Group's share of the post-acquisition results and other comprehensive income
of associates and joint ventures is included in the consolidated statement of profit
or loss and consolidated other comprehensive income, respectively. In addition,
when there has been a change recognised directly in the equity of the associate
or joint venture, the Group recognises its share of any changes, when applicable,
in the consolidated statement of changes in equity. Unrealised gains and losses
resulting from transactions between the Group and its associates or joint ventures
are eliminated to the extent of the Group's investments in the associates or joint
ventures, except where unrealised losses provide evidence of an impairment
of the assets transferred. Goodwill arising from the acquisition of associates or
joint ventures is included as part of the Group's investments in associates or joint

ventures.

If an investment in an associate becomes an investment in a joint venture or vice
versa, the retained interest is not remeasured. Instead, the investment continues
to be accounted for under the equity method. In all other cases, upon loss of
significant influence over the associate or joint control over the joint venture, the
Group measures and recognises any retained investment at its fair value. Any
difference between the carrying amount of the associate or joint venture upon loss
of significant influence or joint control and the fair value of the retained investment

and proceeds from disposal is recognised in profit or loss.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Investments in associates and joint ventures (Cont d)

When an investment in an associate or a joint venture is classified as held for sale, it
is accounted for in accordance with HKFRS 5 Non-current Assets Held for Sale and

Discontinued Operations.

Fair value measurement

The Group measures its investments in wealth management products at fair value
at the end of each reporting period. Fair value is the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability
takes place either in the principal market for the asset or liability, or in the absence
of a principal market, in the most advantageous market for the asset or liability. The
principal or the most advantageous market must be accessible by the Group. The
fair value of an asset or a liability is measured using the assumptions that market
participants would use when pricing the asset or liability, assuming that market

participants act in their economic best interest.

A fair value measurement of a non-financial asset takes into account a market
participant’s ability to generate economic benefits by using the asset in its highest
and best use or by selling it to another market participant that would use the asset

in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and
for which sufficient data are available to measure fair value, maximising the use of

relevant observable inputs and minimising the use of unobservable inputs.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

122

Fair value measurement (Cont d)
All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy, described as follows,

based on the lowest level input that is significant to the fair value measurement as a

whole:

Level | - based on quoted prices (unadjusted) in active markets for identical
assets or liabilities

Level 2 — based on valuation techniques for which the lowest level input that is
significant to the fair value measurement is observable, either directly
or indirectly

Level 3 — based on valuation techniques for which the lowest level input that is

significant to the fair value measurement is unobservable

For assets and liabilities that are recognised in the financial statements on a
recurring basis, the Group determines whether transfers have occurred between
levels in the hierarchy by reassessing categorisation (based on the lowest level input
that is significant to the fair value measurement as a whole) at the end of each

reporting period.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Impairment of non-financial assets

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

generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its
recoverable amount. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset.
An impairment loss is charged to profit or loss in the period in which it arises in

those expense categories consistent with the function of the impaired asset.

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

for that revalued asset.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Related parties

A party is considered to be related to the Group if:
(@)  the party is a person or a close member of that person's family and that
person:
(i) has control or joint control over the Group;
(i) has significant influence over the Group; or
(i) is @ member of the key management personnel of the Group or of a
parent of the Group;

or

(b)  the party is an entity where any of the following conditions applies:
(i)  the entity and the Group are members of the same group;

(i) one entity is an associate or joint venture of the other entity (or of a

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

(iify  the entity and the Group are joint ventures of the same third party;

(iv)  one entity is a joint venture of a third entity and the other entity is an

associate of the third entity;

(v)  the entity is a post-employment benefit plan for the benefit of

employees of either the Group or an entity related to the Group;

(vi)  the entity is controlled or jointly controlled by a person identified in (a);
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Related parties (Contd)
(b)  (Contd)
(vii)  a person identified in (a) (i) has significant influence over the entity or
is a member of the key management personnel of the entity (or of a

parent of the entity); and

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

the Group.

Property, plant and equipment and depreciation

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

intended use.

Expenditure incurred after items of property, plant and equipment have been put
into operation, such as repairs and maintenance, is normally charged to profit or
loss in the period in which it is incurred. In situations where the recognition criteria
are satisfied, the expenditure for a major inspection is capitalised in the carrying
amount of the asset as a replacement. Where significant parts of property, plant
and equipment are required to be replaced at intervals, the Group recognises such

parts as individual assets with specific useful lives and depreciates them accordingly.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Property, plant and equipment and depreciation (Cont @)
Depreciation is calculated on the straight-line basis to write off the cost of each
item of property, plant and equipment to its residual value over its estimated useful

life. The principal annual rates used for this purpose are as follows:

Buildings 3.2% to 33.3%
Plant and machinery 9.5%to 31.7%
Operating tools 9.5% to 40.7%
Motor vehicles 19.0%
Office equipment 9.5%to 31.7%
Leasehold improvements 10.0% to 33.3%

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

end.

An item of property, plant and equipment including any significant part initially
recognised is derecognised upon disposal or when no future economic benefits
are expected from its use or disposal. Any gain or loss on disposal or retirement
recognised in profit or loss in the year the asset is derecognised is the difference

between the net sales proceeds and the carrying amount of the relevant asset.

Construction in progress represents a building under construction, which is stated
at cost less any impairment losses, and is not depreciated. Cost comprises the
direct costs of construction and capitalised borrowing costs on related borrowed
funds during the period of construction. Construction in progress is reclassified to
the appropriate category of property, plant and equipment when completed and

ready for use.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Intangible assets (other than goodwill)

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

at least at each financial year end.

Intangible assets with indefinite useful lives are tested for impairment annually
either individually or at the cash-generating unit level. Such intangible assets are not
amortised. The useful life of an intangible asset with an indefinite life is reviewed
annually to determine whether the indefinite life assessment continues to be
supportable. If not, the change in the useful life assessment from indefinite to finite

is accounted for on a prospective basis.

Software
Purchased software is stated at cost less any impairment losses and amortised on

the straight-line basis over its estimated useful life of 3 to 10 years.

Trademanrk
Purchased trademark is stated at cost less any impairment losses with indefinite

useful lives.

Patents
Purchased patents are stated at cost less any impairment losses and are amortised

on the straight-line basis over their estimated useful lives of 3 to 10 years.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Leases

Leases where substantially all the rewards and risks of ownership of assets remain
with the lessor are accounted for as operating leases. 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
profit or loss on the straight-line basis over the lease terms. Where the Group is
the lessee, rentals payable under operating leases net of any incentives received
from the lessor are charged to profit or loss on the straight-line basis over the lease

terms.

Prepaid land lease payments under operating leases are initially stated at cost and

subsequently recognised on the straight-line basis over the lease terms.

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018)

Initial recognition and measurement
Financial assets are classified, at initial recognition, as subsequently measured at
amortised cost, fair value through other comprehensive income, and fair value

through profit or loss.

The classification of financial assets at initial recognition depends on the financial
asset's contractual cash flow characteristics and the Group's business model for
managing them. With the exception of trade receivables that do not contain a
significant financing component or for which the Group has applied the practical
expedient of not adjusting the effect of a significant financing component, the
Group initially measures a financial asset at its fair value, plus in the case of a
financial asset not at fair value through profit or loss, transaction costs. Trade
receivables that do not contain a significant financing component or for which the
Group has applied the practical expedient are measured at the transaction price
determined under HKFRS |5 in accordance with the policies set out for “Revenue

recognition (applicable from | January 2018)" below.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Initial recognition and measurement (Cont d)

In order for a financial asset to be classified and measured at amortised cost or
fair value through other comprehensive income, it needs to give rise to cash flows
that are solely payments of principal and interest (“SPPI") on the principal amount

outstanding.

The Group's business model for managing financial assets refers to how it manages
its financial assets in order to generate cash flows. The business model determines
whether cash flows will result from collecting contractual cash flows, selling the

financial assets, or both.

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

marketplace.

Subsequent measurement
The subsequent measurement of financial assets depends on their classification as

follows:
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Financial assets at amortised cost (debt instruments)

The Group measures financial assets at amortised cost if both of the following

conditions are met:

®  The financial asset is held within a business model with the objective to hold

financial assets in order to collect contractual cash flows.

®  The contractual terms of the financial asset give rise on specified dates to
cash flows that are solely payments of principal and interest on the principal

amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective
interest method and are subject to impairment. Gains and losses are recognised
in the statement of profit or loss when the asset is derecognised, modified or

impaired.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018

24 EXEFHERBMESR)

REREMEHEE (B=F-N\F—
A—BRERNEBMBREENE
WIHBE) (#)
BREBHKAAENTBEE (BT
A)
MEEFE AT R - AIASERE
HEAAGTERREE :

e ZERMEER—EEHEBBEFA
SREEURA MRS RNED
BEARE -

* ZEMEEMANKRREER
HMELRER  MABRSRT
BRI AEERSENAER
FIS e

REBHAATENEHEERERNE
BRASERE  AIfERE - BERLE

B ELERERER  RERX
fERR et B 18 o



Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Financial assets at fair value through other comprehensive income (debt
instruments)
The Group measures debt investments at fair value through other comprehensive

income if both of the following conditions are met:

®  The financial asset is held within a business model with the objective of both

holding to collect contractual cash flows and selling.

®  The contractual terms of the financial asset give rise on specified dates to
cash flows that are solely payments of principal and interest on the principal

amount outstanding.

For debt investments at fair value through other comprehensive income, interest
income, foreign exchange revaluation and impairment losses or reversals are
recognised in the statement of profit or loss and computed in the same manner as
for financial assets measured at amortised cost. The remaining fair value changes are
recognised in other comprehensive income. Upon derecognition, the cumulative
fair value change recognised in other comprehensive income is recycled to the

statement of profit or loss.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Financial assets designated at fair value through other comprehensive income (equity
investments)

Upon initial recognition, the Group can elect to classify irrevocably its equity
investments as equity investments designated at fair value through other
comprehensive income when they meet the definition of equity under HKAS 32
Financial Instruments: Presentation and are not held for trading. The classification is

determined on an instrument-by-instrument basis.

Gains and losses on these financial assets are never recycled to the statement of
profit or loss. Dividends are recognised as other income in the statement of profit
or loss when the right of payment has been established, it is probable that the
economic benefits associated with the dividend will flow to the Group and the
amount of the dividend can be measured reliably, except when the Group benefits
from such proceeds as a recovery of part of the cost of the financial asset, in which
case, such gains are recorded in other comprehensive income. Equity investments
designated at fair value through other comprehensive income are not subject to

impairment assessment.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for
trading, financial assets designated upon initial recognition at fair value through
profit or loss, or financial assets mandatorily required to be measured at fair
value. Financial assets are classified as held for trading if they are acquired for
the purpose of selling or repurchasing in the near term. Derivatives, including
separated embedded derivatives, are also classified as held for trading unless they
are designated as effective hedging instruments. Financial assets with cash flows that
are not solely payments of principal and interest are classified and measured at fair
value through profit or loss, irrespective of the business model. Notwithstanding
the critenia for debt instruments to be classified at amortised cost or at fair value
through other comprehensive income, as described above, debt instruments may
be designated at fair value through profit or loss on initial recognition if doing so

eliminates, or significantly reduces, an accounting mismatch.

Financial assets at fair value through profit or loss are carried in the statement
of financial position at fair value with net changes in fair value recognised in the

statement of profit or loss.

This category includes derivative instruments and equity investments which
the Group had not irrevocably elected to classify at fair value through other
comprehensive income. Dividends on equity investments classified as financial assets
at fair value profit or loss are also recognised as other income in the statement of
profit or loss when the right of payment has been established, it is probable that
the economic benefits associated with the dividend will flow to the Group and the

amount of the dividend can be measured reliably.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKFRS 9 applicable from |
January 2018) (Contd)

Financial assets at fair value through profit or loss (Contd)

A derivative embedded in a hybrid contract, with a financial liability or non-financial
host, is separated from the host and accounted for as a separate derivative if the
economic characteristics and risks are not closely related to the host; a separate
instrument with the same terms as the embedded derivative would meet the
definition of a derivative; and the hybrid contract is not measured at fair value
through profit or loss. Embedded derivatives are measured at fair value with
changes in fair value recognised in the statement of profit or loss. Reassessment
only occurs if there is either a change in the terms of the contract that significantly
modifies the cash flows that would otherwise be required or a reclassification of a

financial asset out of the fair value through profit or loss category.

A derivative embedded within a hybrid contract containing a financial asset host is
not accounted for separately. The financial asset host together with the embedded
derivative is required to be classified in its entirety as a financial asset at fair value

through profit or loss.

Investments and other financial assets (policies under HKAS 39 applicable before

| January 2018)

Initial recognition and measurement

Financial assets are classified, at initial recognition, as loans and receivables and
available-for-sale financial investments. When financial assets are recognised initially,
they are measured at fair value plus transaction costs that are attributable to the
acquisition of the financial assets, except in the case of financial assets recorded at

fair value through profit or loss.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018

2.4

BEAREFBEBREE)
RERHMWEREE(B-F—N\F—
A-—REERNEBMBHRELENS
FTHBR) (&)
BAFEFIA Rz EBEE (8)
ERARAAN(EEERAEIFE
MIB)NITATAABEIBAER
THENSESERER  AERER
AROTE T AR R BB T AN
AMETANESR RRAAMOLF
RAOVEABRFTER  ZTET
AETEBIFALIEAERITETAT
e MASITATARAFERE
BEAYESPNEBRARER - EES
NERERES - REREEMBER
THRATZRER  ABRIEER
AYEFABENEREEREN D
1B JTETERRHE o

BRARGAN(EEZSREEIR)N
MTETANGERIIR eREEE
BERBAATEIARRESER
BRATHEFABRNEBEE -

RENEMMEREE(BE-F-N\F—
A—BABRNEREFEREIR
T8 BR)

G R KT E
EREERRERESBER/ERR
BUWRBEARARHESRERE - £
MEERNRERRRATEMLES
AERMEEEREBENI ARG
g UL FEFABRENEREE
RIBRAN o



Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKAS 39 applicable before
| January 2018) (Contd)

Subsequent measurement
The subsequent measurement of financial assets depends on their classification as

follows:

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. After initial measurement, such
assets are subsequently measured at amortised cost using the effective interest rate
method less any allowance for impairment. Amortised cost is calculated by taking
into account any discount or premium on acquisition and includes fees or costs
that are an integral part of the effective interest rate. The effective interest rate
amortisation is included in other income and gains in profit or loss. The loss arising
from impairment is recognised in profit or loss in finance costs for loans and in

other expenses for receivables.

Available-for-sale financial investments

Available-for-sale financial investments are non-derivative financial assets in unlisted
equity investments. Equity investments classified as available for sale are those which
are neither classified as held for trading nor designated as at fair value through profit

or loss.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Investments and other financial assets (policies under HKAS 39 applicable before
| January 2018) (Contd)

Available-for-sale financial investments (Contd)

After initial recognition, available-for-sale financial investments are subsequently
measured at fair value, with unrealised gains or losses recognised as other
comprehensive income in the available-for-sale investment revaluation reserve
until the investment is derecognised, at which time the cumulative gain or loss is
recognised in profit or loss in other income, or until the investment is determined
to be impaired, when the cumulative gain or loss is reclassified from the available-
for-sale investment revaluation reserve to profit or loss in other gains or losses.
Interest and dividends earned whilst holding the available-for-sale financial
investments are reported as interest income and dividend income, respectively and
are recognised in profit or loss as other income in accordance with the policies set

out for “Revenue recognition (applicable before | January 2018)" below.

When the fair value of unlisted equity investments cannot be reliably measured
because (a) the variability in the range of reasonable fair value estimates is significant
for that investment or (b) the probabilities of the various estimates within the range
cannot be reasonably assessed and used in estimating fair value, such investments

are stated at cost less any impairment losses.

The Group evaluates whether the ability and intention to sell its available-for-sale
financial assets in the near term are still appropriate. When, in rare circumstances,
the Group is unable to trade these financial assets due to inactive markets, the
Group may elect to reclassify these financial assets if management has the ability

and intention to hold the assets for the foreseeable future or until maturity.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Derecognition of financial assets (policies under HKFRS 9 applicable from |

January 2018 and policies under HKAS 39 applicable before | January 2018)

A financial asset (or, where applicable, a part of a financial asset or part of a group
of similar financial assets) is primarily derecognised (i.e.,, removed from the Group's

consolidated statement of financial position) when:

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

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

all the risks and rewards of the asset, but has transferred control of the asset.

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

Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred
asset is measured at the lower of the original carrying amount of the asset and the

maximum amount of consideration that the Group could be required to repay.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Impairment of financial assets (policies under HKFRS 9 applicable from | January
2018)

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

terms.

General approach

ECLs are recognised in two stages. For credit exposures for which there has not
been a significant increase in credit risk since initial recognition, ECLs are provided
for credit losses that result from default events that are possible within the next |2
months (a |2-month ECL). For those credit exposures for which there has been a
significant increase in credit risk since initial recognition, a loss allowance is required
for credit losses expected over the remaining life of the exposure, irrespective of

the timing of the default (a lifetime ECL).

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

historical and forward-looking information.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Impairment of financial assets (policies under HKFRS 9 applicable from | January
2018) (Contd)

General approach (Cont d)

The Group considers a financial asset in default when contractual payments are 90
days past due. However, in certain cases, the Group may also consider a financial
asset to be in default when internal or external information indicates that the
Group is unlikely to receive the outstanding contractual amounts in full before
taking into account any credit enhancements held by the Group. A financial asset is
written off when there is no reasonable expectation of recovering the contractual

cash flows.

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

detailed below.

Stage I — Financial instruments for which credit risk has not increased
significantly since intial recognition and for which the loss allowance

is measured at an amount equal to |2-month ECLs

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

equal to lifetime ECLs

Stage 3 — Financial assets that are credit-impaired at the reporting date (but
that are not purchased or originated credit-impaired) and for which

the loss allowance is measured at an amount equal to lifetime ECLs
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Impairment of financial assets (policies under HKFRS 9 applicable from | January
2018) (Contd)

Simplified approach

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

factors specific to the debtors and the economic environment.

Impairment of financial assets (policies under HKAS 39 applicable before |

January 2018)

The Group assesses at the end of each reporting period whether there is objective
evidence that a financial asset or a group of financial assets is impaired. An
impairment exists if one or more events that occurred after the initial recognition of
the asset have an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated. Evidence of impairment
may include indications that a debtor or a group of debtors is experiencing
significant financial difficuty, default or delinquency in interest or principal payments,
the probability that they will enter bankruptcy or other financial reorganisation and
observable data indicating that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate

with defaults.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Impairment of financial assets (policies under HKAS 39 applicable before |
January 2018) (Contd)

Financial assets carmed at amortised cost

For financial assets carried at amortised cost, the Group first assesses whether
impairment exists individually for financial assets that are individually significant,
or collectively for financial assets that are not individually significant. If the Group
determines that no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risk characteristics and collectively assesses them
for impairment. Assets that are individually assessed for impairment and for which
an impairment loss is, or continues to be, recognised are not included in a collective

assessment of impairment.

The amount of any impairment loss identified is measured as the difference
between the asset's carrying amount and the present value of estimated future cash
flows (excluding future credit losses that have not yet been incurred). The present
value of the estimated future cash flows is discounted at the financial asset's original

effective interest rate (i.e., the effective interest rate computed at initial recognition).

The carrying amount of the asset is reduced through the use of an allowance
account and the loss is recognised in profit or loss. Interest income continues to be
accrued on the reduced carrying amount using the rate of interest used to discount
the future cash flows for the purpose of measuring the impairment loss. Loans and
receivables together with any associated allowance are written off when there is no
realistic prospect of future recovery and all collateral has been realised or has been

transferred to the Group.

If, in a subsequent period, the amount of the estimated impairment loss increases
or decreases because of an event occurring after the impairment was recognised,
the previously recognised impairment loss is increased or reduced by adjusting the
allowance account. If a write-off is later recovered, the recovery is credited to other

expenses in profit or loss.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Impairment of financial assets (policies under HKAS 39 applicable before |
January 2018) (Contd)

Available-for-sale financial investments
For available-for-sale financial investments, the Group assesses at the end of each
reporting period whether there is objective evidence that an investment or a group

of investments is impaired.

If an available-for-sale asset is impaired, an amount comprising the difference
between its cost (net of any principal payment and amortisation) and its current fair
value, less any impairment loss previously recognised in profit or loss, is removed

from other comprehensive income and recognised in profit or loss.

In the case of equity investments classified as available for sale, objective evidence
would include a significant or prolonged decline in the fair value of an investment
below its cost. “Significant” is evaluated against the original cost of the investment
and “prolonged” against the period in which the fair value has been below its
original cost. Where there is evidence of impairment, the cumulative loss —
measured as the difference between the acquisition cost and the current fair value,
less any impairment loss on that investment previously recognised in profit or loss
— is removed from other comprehensive income and recognised in profit or loss.
Impairment losses on equity instruments classified as available for sale are not
reversed through profit or loss. Increases in their fair value after impairment are

recognised directly in other comprehensive income.

The determination of what is “significant” or “prolonged” requires judgement. In
making this judgement, the Group evaluates, among other factors, the duration or

extent to which the fair value of an investment is less than its cost.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Financial liabilities (policies under HKFRS 9 applicable from | January 2018 and
HKAS 39 applicable before | January 2018)

Initial recognition and measurement
Financial liabilities are classified, at initial recognition, as loans and borrowings and

payables.

Al financial liabilities are recognised initially at fair value and, in case of loans and

borrowings and payables, net of directly attributable transaction costs.

The Group's financial liabilities include trade and other payables.

Subsequent measurement

The subsequent measurement of loans and borrowings are as follows:

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently
measured at amortised cost, using the effective interest rate method unless
the effect of discounting would be immaterial, in which case they are stated at
cost. Gains and losses are recognised in profit or loss when the liabilities are

derecognised as well as through the effective interest rate amortisation process.

Amortised cost is calculated by taking into account any discount or premium on

acquisition and fees or costs that are an integral part of the effective interest

Derecognition of financial liabilities (policies under HKFRS 9 applicable from |
January 2018 and HKAS 39 applicable before | January 2018)

A financial liability is derecognised when the obligation under the liability is

discharged or cancelled, or expires.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Derecognition of financial liabilities (policies under HKFRS 9 applicable from |
January 2018 and HKAS 39 applicable before | January 2018) (Contd)

When an existing financial liability is replaced by another from the same lender
on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the
original liability and a recognition of a new liability, and the difference between the

respective carrying amounts is recognised in profit or loss.

Offsetting of financial instruments (policies under HKFRS 9 applicable from |
January 2018 and HKAS 39 applicable before | January 2018)

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

net basis, or to realise the assets and settle the liabilities simultaneously.

Treasury shares

Own equity instruments which are reacquired and held by the Company or the
Group (treasury shares) are recognised directly in equity at cost. No gain or loss
is recognised in the statement of profit or loss on the purchase, sale, issue or

cancellation of the Group's own equity instruments.

Inventories

Inventories comprising raw materials, work-in-progress, finished goods and
packaging materials, are stated at the lower of cost and net realisable value. Cost
is determined on the weighted average basis and, in the case of work-in-progress
and finished goods, comprises direct materials, direct labour and an appropriate
proportion of overheads. Net realisable value is based on the estimated selling

price less any estimated costs to be incurred to completion and disposal.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Cash and cash equivalents

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

of the Group's cash management.

For the purpose of the consolidated statement of financial position, cash and cash
equivalents comprise cash on hand and at banks, including term deposits, which are

not restricted as to use.

Provisions

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

can be made of the amount of the obligation.

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

profit or loss.

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

comprehensive income or directly in equity.

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

countries in which the Group operates.

Deferred tax is provided, using the liability method, on all temporary differences at
the end of the reporting period between the tax bases of assets and liabilities and

their carrying amounts for financial reporting purposes.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Income tax (Contd)

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

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

taxable profit or loss; and

. in respect of taxable temporary differences associated with investments in
subsidiaries, when the timing of the reversal of the temporary differences
can be controlled and it is probable that the temporary differences will not

reverse in the foreseeable future.

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

credits and unused tax losses can be utilised, except:

S when the deferred tax asset relating to the deductible temporary differences
arises from the initial recognition of an asset or liability in a transaction that is
not a business combination and, at the time of the transaction, affects neither

the accounting profit nor taxable profit or loss; and

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

differences can be utilised.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Income tax (Contd)

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

to be recovered.

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

end of the reporting period.

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

settled or recovered.

Government grants

Government grants are recognised at their fair value where there is reasonable
assurance that the grant will be received and all attaching conditions will be
complied with. When the grant relates to an expense item, it is recognised as
income on a systematic basis over the periods that the costs, which it is intended

to compensate, are expensed.

Where the grant relates to an asset, the fair value is credited to a deferred income
account and is released to profit or loss over the expected useful life of the relevant

asset by equal annual instalments.
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24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)

Revenue recognition (applicable from | January 2018)

Revenue from contracts with customers
Revenue from contracts with customers is recognised when control of goods or
services is transferred to the customers at an amount that reflects the consideration

to which the Group expects to be entitled in exchange for those goods or services.

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

subsequently resolved.

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

component, using the practical expedient in HKFRS 15.

(@)  Sale of retail food

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

the retail food.
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Notes to Financial Statements

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Revenue recognition (applicable from | January 2018) (Contd)

Other income

Interest income is recognised on an accrual basis using the effective interest method
by applying the rate that exactly discounts the estimated future cash receipts over
the expected life of the financial instrument or a shorter period, when appropriate,

to the net carrying amount of the financial asset.

Revenue is recognised when it is probable that the economic benefits will flow to

the Group and when the revenue can be measured reliably, on the following bases:

(@)  Sale of goods

Revenue from the sales of goods is recognised when the significant risks and
rewards of the goods have been transferred to the customer, which is usually
at the date when a group entity has delivered products to the customer
and the customer has accepted the products, the collectability of the related
receivables is reasonably assumed and there is no unfulfilled obligation that

could affect the customer’s acceptance of the products.

(b)  Interest income

Interest income is recognised on a time proportion basis using the effective

interest method.
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24

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Employee benefits

Share-based payments

The Company operates a share option scheme for the purpose of providing
incentives and rewards to eligible participants who contribute to the success of
the Group's operations. Employees (including directors) of the Group receive
remuneration in the form of share-based payments, whereby employees render

services as consideration for equity instruments (“equity-settled transactions”).

The cost of equity-settled transactions with employees for grants after 7 November
2002 is measured by reference to the fair value at the date at which they are

granted. The fair value is determined using a binomial model.

The cost of equity-settled transactions is recognised in employee benefit expense,
together with a corresponding increase in equity, over the period in which the
performance and/or service conditions are fulfilled. The cumulative expense
recognised for equity-settled transactions at the end of each reporting period until
the vesting date reflects the extent to which the vesting period has expired and the
Group's best estimate of the number of equity instruments that will ultimately vest.
The charge or credit to the statement of profit or loss for a period represents the
movement in the cumulative expense recognised as at the beginning and end of

that period.

Service and non-market performance conditions are not taken into account when
determining the grant date fair value of awards, but the likelihood of the conditions
being met is assessed as part of the Group's best estimate of the number of equity
instruments that will ultimately vest. Market performance conditions are reflected
within the grant date fair value. Any other conditions attached to an award, but
without an associated service requirement, are considered to be non-vesting
conditions. Non-vesting conditions are reflected in the fair value of an award and
lead to an immediate expensing of an award unless there are also service and/or

performance conditions.
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Employee benefits (Contd)

Share-based payments (Cont d)

For awards that do not ultimately vest because non-market performance and/or
service conditions have not been met, no expense is recognised. Where awards
include a market or non-vesting condition, the transactions are treated as vesting
irrespective of whether the market or non-vesting condition is satisfied, provided

that all other performance and/or service conditions are satisfied.

Where the terms of an equity-settled award are modified, as a minimum an
expense is recognised as if the terms had not been modified, if the original terms of
the award are met. In addition, an expense is recognised for any modification that
increases the total fair value of the share-based payments, or is otherwise beneficial

to the employee as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on
the date of cancellation, and any expense not yet recognised for the award is
recognised immediately. This includes any award where non-vesting conditions
within the control of either the Group or the employee are not met. However,
if a new award is substituted for the cancelled award, and is designated as a
replacement award on the date that it is granted, the cancelled and new awards
are treated as if they were a modification of the original award, as described in the

previous paragraph.

Pension scheme

The employees of the Group's subsidiaries which operate in Mainland China are
required to participate in a central pension scheme operated by the local municipal
government. These subsidiaries are required to contribute a certain percentage
of the payroll costs to the central pension scheme. The contributions are charged
to profit or loss as they become payable in accordance with rules of the central

pension scheme.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Dividends

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

notes to the financial statements.

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.

Foreign currencies

These financial statements are presented in RMB. Each entity in the Group
determines its own functional currency and items included in the financial
statements of each entity are measured using that functional currency. Foreign
currency transactions recorded by the entities in the Group are initially recorded
using their respective functional currency rates prevailing at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are
translated at the functional currency rates of exchange ruling at the end of the
reporting period. Differences arising on settlement or translation of monetary items

are recognised in profit or loss.

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

recognised in other comprehensive income or profit or loss, respectively).

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Notes to Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contd)
Foreign currencies (Cont d)

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

or receipt of the advance consideration.

The functional currency of the Company and certain overseas subsidiaries is the
Hong Kong dollar. As at the end of the reporting period, the assets and liabilities
of these entities are translated into RMB at the exchange rates prevailing at the
end of the reporting period, and their statements of profit or loss and other
comprehensive income are translated at the weighted average exchange rates for

the year.

The resulting exchange differences are recognised in other comprehensive income
and accumulated in the exchange fluctuation reserve. On disposal of a foreign
operation, the component of other comprehensive income relating to that

particular foreign operation is recognised in profit or loss.

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

exchange rates for the year.

2.4
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SIGNIFICANT ACCOUNTING ESTIMATES

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

carrying amounts of the assets or liabilities affected in the future.

Estimation uncertainty

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

next financial year, are described below.

Useful lives of property, plant and equipment

The Group's management determines the estimated useful lives and the related
depreciation charge for the Group's property, plant and equipment. This estimate
is based on the historical experience of the actual useful lives of property, plant
and equipment of similar nature and functions. Management will increase the
depreciation charge where useful lives are less than previously estimated lives, or
will write off or write down technically obsolete or non-strategic assets that have
been abandoned or sold. Actual economic lives may differ from estimated useful
lives. Periodic review could result in a change in depreciable lives and therefore

depreciation charge in the future periods.
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Notes to Financial Statements

SIGNIFICANT ACCOUNTING ESTIMATES (Contd)

Estimation uncertainty (Cont d)

Net realisable value of inventories

Net realisable value of inventories is the estimated selling price less any estimated
costs to be incurred to completion and disposal. These estimates are based on
the current market condition and the historical experience of selling products of a
similar nature. It could change significantly as a result of changes in customer taste
or competitor actions in response to severe consumer product industry cycles.

Management reassesses these estimates at each reporting date.

Provision for expected credit losses on trade receivables, other receivables and
amounts due from related parties

The Group uses a provision matrix to calculate ECLs for trade receivables, other
receivables and amounts due from related parties. The provision rates are based
on days past due for groupings of various customer segments that have similar loss
pattemns (i.e., by geography, product type, customer type and rating, and coverage

by letters of credit and other forms of credit insurance).

The provision matrix is initially based on the Group's historical observed default
rates. The Group will calibrate the matrix to adjust the historical credit loss
experience with forward-looking information. For instance, if forecast economic
conditions (i.e., gross domestic products) are expected to deteriorate over the
next year which can lead to an increased number of defaults in the manufacturing
sector, the historical default rates are adjusted. At each reporting date, the historical
observed default rates are updated and changes in the forward-looking estimates

are analysed.

The assessment of the correlation among historical observed default rates, forecast
economic conditions and ECLs is a significant estimate. The amount of ECLs is
sensitive to changes in circumstances and forecast economic conditions. The
Group's historical credit loss experience and forecast of economic conditions
may also not be representative of customer's actual default in the future. The
information about the ECLs on the Group's trade receivables and other receivables

is disclosed in note |8 and note |9 to the financial statements, respectively.
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SIGNIFICANT ACCOUNTING ESTIMATES (Contd)

Estimation uncertainty (Cont d)

Deferred tax assets

Deferred tax assets are recognised to the extent that it is probable that taxable
profit will be available against which the losses can be utilised. Significant
management judgement is required to determine the amount of deferred tax
assets that can be recognised, based upon the likely timing and level of future
taxable profits together with future tax planning strategies. The carrying value of
deferred tax assets relating to recognised tax losses at 31 December 2018 was
RMB 15,682,000 (2017: RMB8,760,000). Further details are contained in note 25 to

the financial statements.

Impairment non-financial assets (other than goodwill)

The carrying value of non-financial assets other than goodwill is reviewed for
impairment when events or changes in circumstances indicate that the carrying
value may not be recoverable in accordance with the accounting policies as
disclosed in the relevant parts in note 2.4 to the financial statements. The
recoverable amount of the non-financial assets other than goodwill is the greater
of the fair value less costs of disposal and value in use, the calculations of which

involve the use of estimates.

OPERATING SEGMENT INFORMATION

The Group's principal business is the production, marketing and retailing of casual
braised duck-related casual food. For management purposes, the Group operates
in one business unit based on its products, and has one reportable segment which

is the production, marketing and retailing of casual braised duck-related food.

Information about geographical area

Since all of the Group's revenue was generated from the production, marketing
and retailing of casual braised duck-related food in Mainland China and over 100%
of the Group's non-current assets were located in Mainland China, no geographical

information is presented in accordance with HKFRS 8 - Operating Segments.
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OPERATING SEGMENT INFORMATION (Contd) 4, REFTER(E)
Information about major customers FREEEFHNESR
Since none of the Group's sales to a single customer amounted to 10% or more of HREHEHEAERHE —XE N
the Group's total revenue, no information about major customers is presented in EHREINREE B 10%3 LA

accordance with HKFRS 8 - Operating Segments. o E A R R g
%SRS EERPEH «

REVENUE, OTHER INCOME AND GAINS, NET 5. Wi - At AR W FE
An analysis of revenue, other income and gains, net is as follows: Wes « B A KRB FEAMMAT
2018 2017
=t AS: —T—+F
RMB’ 000 RMB'000
ARBTR ARETT
Type of goods ERER
Vacuum-packaged products HEZEBREmM 290,280 291,640
Modified-Atmosphere-Packaged products RABKED 2,888,699 2933732
Other products Hfth & mm 32,542 23,57
Total revenue from contracts with customers REEP &R WA 3,211,521 3,248,943
The timing of the above revenue recognition is when the performance obligation of il EERORKRATNEmEE
sales and delivery of goods are satisfied at a point in time. FEERAE AR -

E?‘%K%}Eﬂﬁﬁﬁiég | 157
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5. REVENUE, OTHER INCOME AND GAINS, NET (Contd) 5. Uk HMWA R WS EE )
2018 2017

—E-N\E “T—tF

RMB’ 000 RMB'000

ARBT ARETT

Other income and gains, net H A A R eas #88
Government grants* 5T 46 B * 52,479 39,131
Interest income from bank deposits RITFHFEHA 49,791 42,402
Other interest income from financial assets at FVPL ~ EAb3E A FEFT ABR A
TREENFISBRA 962 —

Other interest income from structured BN FEF ABRERN

deposits measured at FVPL AR RER =0V ISR ON 45,444 —
Interest income from structured deposits REBIEETRE TS WA — 26,860
Interest income from available-for-sale investments  AJ 4 HH & % & ) FI S U A — 1,900
Loss on disposal of items of property, HEME  BEREZHEEREEE

plant and equipment (6,316) (15,092)
Gain on foreign exchange N 2,732 11,147
Fair value loss on derivative instruments TEIEMATEER (4,032) —
Others Hity 6,083 3,389
Total 85t 147,143 109,737
b There were no unfulfilled conditions and other contingencies attaching to government = B 3R B AT 4 B I A2 5 R 2 K1

grants that had been recognised. R E A SR A FIE o

1 58 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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PROFIT BEFORE TAX 6. BRBUATER
The Group's profit before tax is arrived at after charging/(crediting): AEERBANRF LR (Gt A)
AT BIBEERR
2018 2017
—B-N\F —EB—tF
Notes RMB’000 RMB'000
BisE AR®T T ARBFT
Cost of inventories sold BEEFEMRA 1,138,983 1,055,202
Depreciation of property plant and equipment 13 « BiE KR EFE 12 80,630 56,526
Amortisation of prepaid land lease payments T8 1< =i 18 & FRIE 2 8 13 1,052 1,229
Amortisation of other intangible assets Hitn & s A 15 4,119 2,371
Auditor's remuneration 1% BRI & B 2,180 2,230
Minimum lease payments under operating TPERBEMEN L ETEL
leases in respect of stores and H T RERENK
plant premises 398,974 303,538
Employee benefit expense EERMAX (BREEK
(including directors’ and chief e THABZM) (FEE7) -
executive's remuneration) (note 7):
Wages and salaries IEREF® 372,967 356,659
Pension scheme contributions (note(a)) RS EIHR(HE () 63,515 52,335
Other welfare Hit @ s 27,537 24,189
Advertising and promotion expenses EE KRR 75,601 60,158
E-commerce and online ordering platform B RINE F & RS
related service and delivery fees RRIEE 144,106 154,005
Fuel cost & 19,556 17,929
Utility expenses KERZ 41,856 35213
Share of losses of an associate il NG o) 3! 7321 —
Loss on disposal of items of property, HEME - BFERREEEEBE
plant and equipment 5 6,316 15,092
Gain on foreign exchange HINGE Ui g 5 (2,732) (11,147)
Fair value loss on derivative instruments THETEH R TEERE 5 4,032 —
BEBERERARA

20|8¢$ﬁ
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6.  PROFIT BEFORE TAX (Contd) 6. BRBLADERI(Z)
2018 2017
—E-N\E “T—tF
Notes RMB’ 000 RMB'000
B EE ARETF T ARBTFT
Interest income from bank deposits RITERFEHA 5 (49,791) (42,402)
Other interest income from HMiR A FET ABZL
financial assets at FVPL EREEMNM WA 5 (962) —
Other interest income from structured Hipiz AT EF ABRTERN
deposits measured at FVPL HEBEFERHF WA 5 (45,444) —
Interest income from A ERENFSWA
available-for-sale investments 5 = (1,900)
Interest income from structured deposits BN B A 5 — (26,860)
Transportation expenses BHMAY 72,244 72,742
Note: B aE
(@) The employees of the Group's subsidiaries which operate in Mainland China are required @ SRR R BN R Y A R B

160

to participate in a central pension scheme operated by the local municipal government.
These subsidiaries are required to contribute a certain percentage of the payroll costs
to the central pension scheme. The contributions are charged to profit or loss as they

become payable in accordance with rules of the central pension scheme.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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DIRECTORS’ AND CHIEF EXECUTIVE’'S REMUNERATION

Directors’ and chief executive's remuneration for the year, disclosed pursuant to

the Listing Rules, section 383(1) (a), (b), (c) and (f) of the Hong Kong Companies

Ordinance and Part 2 of the Companies (Disclosure of Information about Benefits

of Directors) Regulation, is as follows:

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

EERBETHRASHMH
BEETRA BEBERAKHE
383(1)(a) * (b) * (o) K () 1§ & 2 AI(#
BEZENREM)ARNE2HKREZF
NEZRERTBASHMMAT :

2018 2017
—B-N\%F —FtF
RMB’ 000 RMB'000

ARBTR ARBTT

Fees e 2,285 2,224

Other emoluments: Hib e

— Salaries, allowances, and benefits in kind -5 EUREWER 2,846 2,747

— Performance related bonuses —RIRIAREIEAL 2,048 [,654

— Pension scheme contributions —RIREFT IR 453 385
7,632 7010

(@)  Independent non-executive directors

() BIFHTES

The fees paid to independent non-executive directors during the year were

as follows:

FAXNTEULFRTESZNR
T

2018 2017
—E-N\F —T—+F
RMB’000 RMB'000

ARBTR ARBTT

Mr. Wu Chi Keung Lot birde 169 173
Mr. Chan Kam Ching BRERIZSE & 169 173
Mr. Lu Weidong ERERESE 139 69

477 415

There were no other emoluments payable to the independent non-

executive directors during the year (2017: Nil).

FNYERMNBIUIFMTESN
Hite(—2—t%: &) -
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7.  DIRECTORS AND CHIEF EXECUTIVE'S REMUNERATION (Contd) 7. EERESTBRAEHFME)
(b)  Executive directors, a non-executive director and the chief executive (b) BITEE FHTEEREST
BAB
Salaries,
Allowances  Performance Pension
and benefits related scheme Total
Fees in kind bonuses  contributions  remuneration
e 2 53] Rk

e RENER  HEBEEAL  HEMR ame
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETR AR%Tr AR¥TR AR¥TR AR¥Tx

2018 —E-N\F

Executive directors: HTES:
Mr. Zhou Fuyu BAEREE 360 808 181 84 1,433
Mr. Zhu Yulong RTEEE 12 120 — 3 265
Mr. Wen Yong XBEEE 360 469 486 84 1,399
Mr. Hu Jiaqing HEELE 360 483 399 84 1,326
Mr. Hao Lixiao iVt 360 483 496 84 1,423
Ms. Li Ying EY VG 248 483 486 84 1,301
1,800 2,846 2,048 453 7,147

Non-executive director: FHTES .

Mr. Pan Pan EREA 8 = = = 8
1,808 2,846 2,048 453 7,155
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7.  DIRECTORS AND CHIEF EXECUTIVE'S REMUNERATION (Contd) 7. EERESTBRAEHFME)
(b)  Executive directors, a non-executive director and the chief executive (b) BITEE FHTEEREST
(Contd) BAE(E)
Salaries,
Allowances  Performance Pension
and benefits related scheme Total
Fees in kind bonuses  contributions  remuneration
=1 3] RikE

e REWEN  BEL SEER ame
RMB'OOO ~ RMBOOO ~ RMBO00  RMB000  RMB'O00
ARBTL ARETT ARBTR ARBTL ARET:R

2017 —B-tF
Executive directors: HITES:
Mr. Zhou Fuyu BAEREE 360 825 400 77 1662
Mr. Zhu Yulong RTEEE 360 481 — 77 918
Mr. Wen Yong XBEEE 360 481 418 77 1336
Mr. Hu Jiaging HEELE 360 479 418 77 1334
Mr. Hao Lixiao MBS 360 48 418 77 1336
1,800 2747 l,654 385 6,586
Non-executive director: FHTES:
Mr. Pan Pan BREE 9 = = = 9
1,809 2747 1,654 385 6,595
Mr. Zhu Yulong resigned from executive director on 23 April 2018, and Ms. KRTREEENR-_Z—NENA
Li Ying was appointed as executive director on 23 April 2018, “tZHBERTES M4
IR _E-N\FEOA-+=H
BRERWITES -
There were no arrangements under which a director or the chief executive FRN - BREFEXFERTHAE
waived or agreed to waive any remuneration during the year. MEXRERZETAFHOL
BEo

E%%B%EHE?&%%?E | 1 63
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FIVE HIGHEST PAID INDIVIDUALS

The five highest paid employees during the year included four directors including

the chief executive (2017: four directors including the chief executive), details of

whose remuneration are set out in note 7 above. Details of the remuneration for

the remaining one highest paid employees for the year ended 31 December 2018,

who are neither a director nor chief executive of the Company are as follows:

LEBEHFMAL
FRAAURSFMEERENUES
(BRERTRAB)(CT—1tF N0
UEE BEKSTRAE) KEA
MeHBEHRN EXHE7 - BE-F
—NFE+ZA=1—BLEFEHRT—
fix=HMES (LERRAEEHR
BIIBABMMEFHEEHIIWT

2018 2017

—B-N\%F —FtF

RMB’000 RMB'000

AR¥T T ARBETT

Salaries, allowances and benefits in kind e EUNEVET 1,524 1,557
Performance related bonuses RIFEBEL = —
Pension scheme contributions RN B 14 14
1,538 |,571

The number of non-director and non-chief executive, highest paid employees

whose remuneration fell within the following bands is as follows:

FMETIBEANGFEERIERS
THABNERRFMEENABIT :

2018 2017
—E-N\F —E—+F

Nil to HKD 1,000,000

HKD 1,000,001 to HKD 1,500,000
HKD 1,500,001 to HKD2,000,000
HKD2,000,001 to HKD2,500,000

Z % 1,000,000 87T

1,000,001 7T ZE 1,500,000 7 7T
1,500,001 77T % 2,000,000 7T
2,000,001 7T 2 2,500,000 B 7T

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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INCOME TAX

The major components of income tax expenses are as follows:

BB mR M

31 December 2018
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FREH
FEREX N ETARBA T

2018 2017
—B-N\%F —FtF
RMB’ 000 RMB'000

ARBTR ARBTT

Current income tax in PRC TR E HMEH 196,449 238,551
Deferred tax (note 25) SR FE A5 78 (Bt 3 25) (9,571) (765)
Total tax charge for the year FARBEX HEHE 186,878 237,786

The Group is subject to income tax on an entity basis on profits arising in or
derived from the jurisdictions in which members of the Group are domiciled and

operate.

Pursuant to the rules and regulations of the Cayman Islands and British Virgin
Islands, the Group is not subject to any income tax in the Cayman Islands and

British Virgin Islands.

The provision for current income tax in PRC is based on a statutory rate of 25%
(2017: 25%) of the assessable profits of subsidiaries of the Group as determined in

accordance with the PRC Corporate Income Tax Law.

The statutory tax rate for the subsidiary in Hong Kong is 8.25% (2017: 16.5%). No
Hong Kong profits tax on the Group's subsidiary has been provided as there is no

assessable profit arising in Hong Kong during the year.

AKEBARARERBRRRERE R
ReEmENRDEERTELIAMEE
ENREREEGMAEE -

RERSEENRBRELESHRR
LG REBBAGRERNFRSE
ENRBRLESMEM

AEBERNB% =T —LF : 25%)
KEERE(RBEPBECEREHAE
E ) EE B A R ERBUR M ET IR+
BHIFSRIRE -

BEEMBEARIMNEERERS25%(Z
T—+F :165%) o I B3 AK B
BRBINBENGNREE - oA
RENTEEBBEEERBET o
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9.  INCOME TAX (Contd) 9. FB® (&)
A reconciliation of the tax expense applicable to profit before tax using the BARBRRANEFMZARRREKRS
statutory rate for the country in which the Company and the majority of its HWBRRIMERNRAEERRTE
subsidiaries are domiciled to the tax expense at the effective tax rate is as follows: R TER S IR T B Rt E R R 18
FISCERRINT

2018 2017

—B-N\F —T+F

RMB’000 RMB'000

ARETR ARBETT

Profit before tax BrEATR A 726,971 999,414

Tax at PRC statutory tax rate of 25% (2017:25%) 1 25%(ZF—+%F : 25%)8)

FEUAER R Bmm TR 181,743 249,854
Tax effect of tax rate difference between FREFIER B EER
PRC and overseas entities iR 2 (10,736) (11,552)
Loss attributable to an associate BERRIRIEEE 1,830 =
Tax losses utilised from previous periods BESAMEBATIEEE (301) (119)
Adjustments in respect of current BEREE ATIERE
tax of previous periods 4,362 (1,106)
Expenses not deductible for tax TRAERSENNER 5,217 709
Tax losses not recognised AERIEER 4763 —
Tax charge at the Group's effective rate BRASEBRRRFENRIARX 186,878 237,786
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Notes to Financial Statements

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

DIVIDENDS 0. BRE
2018 2017
—E-N\E “T—tF
RMB’ 000 RMB'000
ARET T AREFIT
Dividends declared EEIRRE 326,006 231,095

The board has recommended the payment of a final dividend of HK$0.16
(equivalent to RMBO.14) per ordinary share for the year ended 31 December
2018, representing a total payment of approximately RMB326,006,000, including
RMB8,948,000 of dividend attributable to the repurchased shares held by the
trustee of the Group for future incentive scheme, which is subject to the approval

of the Company's shareholders at the forthcoming annual general meeting.

EZCRREREBE T \F+=
A=+ HLEFERNRERES
REBROICGETHEERARKE
0.1470) HERXNEHOARES
326,006,0007C * (BEREEXFEAR
RRAB B AN BRR D B
BB AR 8948000 7T ) » i A HIML
BAGARTRENEERRBFKX
gLEBE - HAEE -
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EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY I.

HOLDERS OF THE PARENT

The calculation of the basic earnings per share amounts is based on the profit for
the year attributable to ordinary equity holders of the parent, and the weighted
average number of ordinary shares in issue during the year, as adjusted to reflect

the rights issue during the year.

The Group had no potentially dilutive ordinary shares in issue during the years
ended 31 December 2018 and 2017.

The calculations of basic and diluted earings per share are based on:

BAAERERREARLE
R & F

BREABNESRRFAGRA LB
%ﬁ%ﬁA%ﬁﬁﬂ&iWE%ﬁ%
BB FIHEE - FAKLHEN
ARG

BHE T N\FER-_ZT—+HF+-A
=+—RLEFE AEETEBELE
/ﬁ E/ ?;Ef—f HX °

BRERLREFRMOETER :

2018 2017
—E-N\F —ET—+F
RMB’ 000 RMB'000

AR® TR ARBETT

Earnings 27
Profit attributable to ordinary equity holders ﬁﬁﬁéﬁ‘f% REARRF 2 B R7]
of the parent used in the basic eamings BEGRA AREEN

per share calculation

540,093 761,628

Shares K
Weighted average number of ordinary shares ARG EBREARRFN Z2ER
in issue during the year used in the basic BEITERR . IMETISE

earnings per share calculation

2,363,155,140 2,383,140,500

Eamnings per share: FRAEFN
Basic and diluted (RMB) EAREE(ARE)

0.23 032
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2.

PROPERTY, PLANT AND EQUIPMENT

Notes to Financial Statements

BB mR M

31 December 2018
N=F-NFt=A=+-B

12. % BEERRE

Plant and Operating Motor Office Leasehold  Construction
Buildings machinery tools vehicles equipment  improvements in progress Total
BT HEREH Bg1H RE BoRfk BERE EEIR &zt
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTR  ARMTT ARETR ARBTR ARETR ARETR ARETR  ARETR
3| December 2018 —B-N\F
TERZEr=LE
At3| December 2017~ RZE—+%
and | January 2018; +-A=+-Bk
“E-\E-A-H:
Cost R 308,403 154,784 60,844 17,123 11,666 74691 396,048 1,023,559
Accumulated depreciation 25T E (59,382) (32,045) (28542) (9.873) (5,730) (48,959) = (184,531)
Net carrying amount REFE 249,021 122,739 32,302 7,250 5936 25732 396,048 839,028
At | Janvary 2018, et of RZF—NF—A—H"
accumulated depreciation IR 25H47E 249,021 122,739 32,302 7,250 5,936 25732 396,048 839,028
Additions NE 28710 7244 18986 2,486 11,607 28229 368,989 466,251
Depreciation provided ~ FMEHEMITE
during the year (21,292) (20,737) (11,491) (3.092) (3,188) (20,830) = (80,630)
Disposals irk:3 (13) (6,747) (1,236) (257) (15) (451) = 8719)
Transfers i 199,105 126,901 11,393 240 3286 — (340925) —
Transfers to intangble assets B A Z B/ & & = — — — — — (25,964) (25,964)
At3] December 2018, RZF—/\F
net of accumulated +ZA=t-8"
depreciation Mk 25t 455531 229,400 49,954 6,627 17,626 32,680 398,148 1,189,966
At3] December 2018 RZT—\F
TZA=+-A:
Cost KA 524,116 273,601 86,403 18,862 26,107 71573 398,148 1,404,810
Accumulated depreciation R & (68,585) (44,201) (36,449) (12,235) (8481) (44,893) = (214,844)
Net carrying amount REFE 455,531 229,400 49,954 6,627 17,626 32,680 398,148 1,189,966
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PROPERTY, PLANT AND EQUIPMENT (Contd)

12. % BERREE)

Plant and Operating Motor Office Leasehold  Construction
Buildings machinery tools vehicles equipment  improvements in progress Total
BT BRRES BEIA AE AR BE%E fEIR @5t
RMBI00O RMBI000 RMBI000 RMB000 RMB000 RMB000 RMBI00O RMBI000
ARBTRT  ARETR ARETT ARETR ARBTR ARMTRT ARETT ARBTR
3| December 2017 “B-tf
t=A=t-H
At3| December 2016 RZZ—7F
and | January 2017: +-A=+-Bk
“2-t5-8-8:
Cost R 296,106 156,284 51,374 15,966 8817 51711 18,191 598449
Accumulated depreciation 2&H7E (48171) (20,153) Q911 (7333) (4169) (35,837) - (138574)
Netcamyingamount SR EFME 247935 136,131 28463 8633 4648 15,874 18,191 459875
At | January 2017, RZZ—t5-F-R"
net of accumulated MNRESHE
depreciation 247935 136,131 28463 8633 4648 15,874 18,191 459,875
Additions AE 18402 2775 13063 1,708 30 214743 389,131 452843
Depreciation provided ~ FMzHEMITE
during the year (13359) (15.280) (8,666) (3.148) (1,660) (14413) - (56526)
Disposals e (9.038) (6725) (672) (184) M) (47) — (17,164)
Transfers Et 5081 5838 114 24| - - (11,274) -
At3| December 2017, RZZE—+F
net of accumulated +=A=+-8"
depreciation Mk 25t 24902 12739 32302 7250 5936 25732 396048 839,028
At3| December 2017  R=ZE—+F
+ZA=1+-A:
Cost A 308403 154,784 60844 17123 11,666 74691 396048 1023559
Accumulated depreciation 25t E (59,382) (32,045 (28542) (9.873) (5.730) (48959) — (1843531)
Net camyingamount ~ REF(E 49021 122739 3,302 750 5936 B3 396048 839,028
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Notes to Financial Statements

PROPERTY, PLANT AND EQUIPMENT (Contd)

As at 31 December 2018, the Group has yet to obtain property ownership
certificates for certain buildings with an aggregate net book value of
RMB273,01 1,000 (2017: RMB105,326,000). The Group s still in the process of
application for the property certificates.

The Group pledged certain of its buildings to secure the Group's government
support funds which are included as other payables RMB4,000,000 (2017:
RMB7,000,000). The net carrying amounts of these pledged buildings as at 31
December 2018 were RMB3,978,000 (2017: RMB6,958,000).

The current year additions of construction in progress included approximately
RMB1,502,000, which was the amortisation of land lease payments during the
construction period in 2018 (2017: RMB825,000).

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

ME - BERRKEE)
RZE-NE+ZA=+—H ' K
EEYEREEFELBEARY
273011000 (ZE—+F: AR¥K
105,326,000 7T) )5 TEFREEEM
BiEE - NEBERBYERE -

AEBEREETET  UMBAEAE
EOBREEES MBBARMTK
RE2ARTHEEMENRBAR
¥ 400000 (ZE—+F: ARK
7,0000007L) c RZE—N\F+=H
= t+-BZEEEREFNERETE
BARMK3978000L(ZE—+F : A
R 6,958,0007T) °

AEBABERIBHREEZZ—N
FHIAEOTHHESHREEENA
R¥1502000t(ZF—+t%F : AR%K
825,0007C) °

ARBERERERAE
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13.

PREPAID LAND LEASE PAYMENTS

13. BAMLHHEERE

2018 2017
—E-N\E “T—tF
Note RMB’000 RMB'000
FiE ARBTR ARETTT
Carrying amount at | January R—A—BHEREE 113,884 66,216
Additions INE 20,394 49,722
Amortisation capitalised as property, FRERNMELAYE  BER
plant and equipment during the year R (1,502) (825)
Recognised as expenses during the year FARRRAX (1,052) (1,229)
Carrying amount at 31 December R+ZA=+—HNKEE 131,724 113,884
Current portion included in prepayments, FEATERIZUR - Hfth YR
other receivables and other assets K E A & 2 ) B ER R 5 19 (2,826) (2417)
Non-current portion FERNERER 128,898 I'11,467

The Group's leasehold land is located in Wuhan City of Hubei Province, Dongguan
City of Guangdong Province, Chengdu City of Sichuan Province, Nantong City of
Jiangsu Province, Cangzhou City of Hebei Province and Qianjiang City of Hubei, the
PRC, with lease periods of 50 years.

During 2018, RMBI,502,000 (2017: RMB825,000) was capitalised as part of the
construction costs of the factory in Dongguan City, Nantong City, Chengdu City
and Qianjiang City (2017: Dongguan City and Nantong City).

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018
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Notes to Financial Statements

BB mR M

31 December 2018

R-E-\F+-A=t-A

PREPAYMENTS 14. RARKE
2018 2017
—B-N\F —E—+tF
RMB’ 000 RMB'000
ARBT R ARBTFT
Prepayments for purchase of equipment EERENENKIE 25,889 13,188
Deposits for purchase of prepaid land lease payments & 8 781 L EFIEMRE £ 23,515 19,600
Prepayments for properties ESEINE e = 7,500
49,404 40,288
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I5.

174

OTHER INTANGIBLE ASSETS

15. HitvEFEE

Software Trademark Patents Total
LSS [ =7 st
RMB’ 000 RMB’ 000 RMB’000 RMB’ 000
ARBTRT AR%®Trn AR®TR AR%¥Tn
31 December 2018 —E-NF
+=A=+-H
Cost at | January 2018, net of R-_F-\¥—HA—H
accumulated amortisation B - Bk RET 4,843 2,169 950 7,962
Additions during the year FARE 5,278 — 99 5,377
Transfers from construction in progress 1 EERZ T2 25,964 = = 25,964
Amortisation provided during the year G AT IEAI 5 (3,936) — (183) (4,119)
RZT—-\F
At 31 December 2018 +=A=+—H 32,149 2,169 866 35,184
N —N\F
At 31 December 2018: +=-—A=+—8:
Cost BEN 40,585 2,169 1,329 44,083
Accumulated amortisation ZEtEE (8,436) = (463) (8,899)
Net carrying amount FREFE 32,149 2,169 866 35,184
—E—tf
31 December 2017 +=-B=+-—H
Cost at | January 2017, net of R-_E—+%—HA—H
accumulated amortisation B - Bk RET 3538 2,169 1,006 6,713
Additions during the year FARE 3526 — %4 3,620
Amortisation provided during the year 4 IETHE RO 85 2.221) — (150) (2,371
RZE—+t&F
At 31 December 2017 +=ZA=+—H 4,843 2,169 950 7962
RN —+F
At 31 December 2017: +-A=+—-8:
Cost 2% 9,388 2,169 1231 12,788
Accumulated amortisation Rit#H (4,545) — (281) (4,826)
Net carrying amount FREFE 4843 2,169 950 7,962
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Notes to Financial Statements

OTHER INTANGIBLE ASSETS (Contd)

The Group's trademark is registered in the PRC and renewable under local
legislation. The Group intends to continuously renew the trademark upon its expiry
of registered protection duration and such renewal is expected to be at little cost.
The trademark is expected to continuously contribute to the net cash inflow of the

Group.

Impairment testing of other intangible assets — trademark
The Group's trademark has indefinite useful lives and is allocated to the Group's
Zhou Hei Ya Business, which is treated as a cash-generating unit for impairment

testing:

Zhou Hei Ya Business cash-generating unit

The recoverable amount of Zhou Hei Ya Business cash-generating unit has been
determined based on a value-in-use calculation using cash flow projections based
on financial budgets covering a five-year period approved by senior management.
The discount rate applied to the cash flow projections is 13% (2017: |13%) and cash
flows beyond the five-year period are extrapolated using a growth rate of 5% (2017:
6%), which is the same as the long term average growth rate of casual braised food

industry.

The carrying amount of trademark allocated to the cash-generating unit of the
operation of Zhou Hei Ya Business was RMB2,169,000 as of 31 December 2018
(2017: RMB2,169,000).

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

15. HitbEPLEEE)

ASEBERTEEMLREE X
BEE - AKBEEENARNEME
BHINREESE MAWEER
MRAFLEER - BRBEAEHEY
AEBENBERAFRELER

Hth B EENBENE - &H&

AEBENREHEERERFH XL
NEEARENBARBEY  EHB
BRRERRT KRR ELEN

BREEEREELEM
FEBEBReELEUMNTKRE S
BILOAEREEEEZRSREEE
FritERERFHRNMBERENR
SRERAMEE - EBRANRERE
BB RRBU T L F:
13%) * MAFHERNORERERA
5%(ZF—1F : 6%)HIEREIME -
BERBEERTEORPFHERE
ECE

7]
REKERARRERBREELEMN
EIZREEAARE 2169000 (=F
—+t&F : AR#2,169,0007T) °

BE-2-\Ft=A=t-A 5
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I5. OTHER INTANGIBLE ASSETS (Contd)
Assumptions were used in the value-in-use calculation of Zhou Hei Ya Business
cash-generating unit for 31 December 2018. The following describes each key
assumption on which management has based its cash flow projections to undertake

impairment testing of trademark:

Budgeted income — The basis used to determine the value assigned to income
is the average income achieved in the year immediately before the budget year,

increased for expected efficiency improvements and expected market development.

Discount rates — The discount rates used are before tax and reflect specific risks

relating to the relevant unit.

6. INVESTMENTS IN AN ASSOCIATE

|5. HttBFEE#)
SRR NF+ZRA=1+—
BAREXBReEAENNFERE
BB - UTREEEEHKERER
TR R LTI R R E R A5 1B
FTERF -

REUA-AUBERAEBENELE
AR ERBEEERNFEMEENFH
WA - BRI R AE LR TS
BRMEBM -

MREX-FANRRXRBGB AR
= WRRAREAEANEERR -

l6. R—BBEQRANRKRE

2018 2017
—EBE-N\F B
RMB’000 RMB' 000

AR®BTR ARETT

Share of net assets PMEBEFE

242,679 =

Particulars of the Company's material associate are as follows:

ARARMERBERRIFENT

Place of Percentage of Principal
incorporation voting power activities
Name =g AMEEE REEEIE  FEXRH
Shenzhen Tiantu Xingnan Investment R REHERE China 40 Investment fund
Partnership (Limited Partnership) ARtER(ARER) H REES
(“Shenzhen Tiantu Xingnan”) [RYITRE EE])

1 76 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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16.

INVESTMENTS IN AN ASSOCIATE (Cont d)

Notes to Financial Statements

In March 2018, the Group, through an indirect wholly-owned subsidiary, entered

into a partnership agreement with Shenzhen Tiantu Capital Management Centre

(Limited Partnership) and Shenzhen Tiantu Xing'an Investment Enterprise (Limited

Partnership) to jointly form Shenzhen Tiantu Xingnan, an investment fund, as a

limited partner with an initial subscription amount of RMB500,000,000 representing

50% of the total initial subscription amount of this fund. The Group has contributed

RMB250,000,000 as of 31 December 2018.

The following table illustrates the summarised financial information in respect of

Shenzhen Tiantu Xingnan, adjusted for any differences in accounting policies and

reconciled to the carrying amount in the consolidated financial statements:

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

R—EBELARNRE#E)

RZE—NF=ZA  A5EEBHEMA
ERENBARERYKEEARER
RNMEBRER) EANREEZIRE
rRERER)FTLERHE £

RKZAYmABEERE(—HREE
&) AEBERAREEA  i6R
BeEAARKS000000007T * 1h57%
ESHARRBEENS0% - BE_T
—NE+ZA=+—HB x5EEH
& AR¥ 250,000,000 °

TR A BRI ™K B E 50 B 7
BRBZ(CHEHBRERIFLRE
I EREAPBERRANTEELSRK)

2018

—E-N\F

RMB’000

ARBT R

Current assets MEEE 44,035
Non-current assets FnBEE 441,402
Current liabilities mEBE (80)
Net assets BEFE 485,357
Proportion of the Group's ownership AEEHFEAELD 50%
Carrying amount of the investments ERRENEKREE 242,679
Revenue Yz —
Loss for the year FAEE (14,643)
Total comprehensive expense for the year FANLHEF XA (14,643)

ARBERERERA
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17.

INVENTORIES 17. 78
2018 2017
—E-N\E “T—tF
RMB’ 000 RMB'000
AR¥T R ARBT T

At cost: BRCK

Raw materials R %} 278,250 196,672
Work in progress FEm 6,299 4532
Finished goods B m 41,427 37473
Packaging materials BEME 17,758 9,758
343,734 248435

TRADE RECEIVABLES

18. EZEWKE

2018 2017
—E-N\F —ET—+F
RMB’ 000 RMB'000

AR® TR ARBETT

Trade receivables B 5 KR 30,866 25,506
Less: Impairment provision W ORERERE — —
30,866 25,506

The Group seeks to maintain strict control over its outstanding receivables
to minimise credit risk. Overdue balances are reviewed regularly by senior
management. In view of the aforementioned and the fact that the Group's
trade receivables related to various diversified customers, there is no significant
concentration of credit risk. The Group does not hold any collateral or other
credit enhancements over its trade receivable balances. Trade receivables are non-

interest-bearing.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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Notes to Financial Statements

TRADE RECEIVABLES (Contd)
The ageing analysis of the trade receivables as at the end of the reporting period,

based on the invoice date and net of loss allowance, is as follows:

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

EZRBWREAE)
RERRZEZAHEASTNEFRK
SFE(CHRREE) RRE AT

2018 2017

ZE-N\F —EB—tF

RMB’000 RMB' 000

ARET ARET T

Within 3 months 3EARA 30,866 25,506
Over 3 months 3EAME = —
30,866 25,506

The Group applies the simplified approach to provide for expected credit losses
prescribed in HKFRS 9, which permits the use of the lifetime expected loss
provision for all trade receivables. The Group overall considers the shared credit
risk characteristics and the days past due of the trade receivables to measure the
expected credit losses. As all of the receivables were neither past due nor impaired
and relate to diversified customers for whom there was no recent history of default
and there has not been a significant change in credit quality, the Directors are of the

opinion that no provision for impairment is necessary in respect of these balances.

AEERABHEREBTERS
HEENFIRARENRAEERS
B RERAFEREE SRR
ENEETERNERERERS K
SERBERESRUSANENE
ERBRBEHIIBMANGEEREER
B8 o MR AT A e GRRBE R B B 7%
ARE - BEMTHYEENTENS
TERPARLEEERYEEAE
g EERRBANZETEREL A
B8E -
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19. PREPAYMENTS, OTHER RECEIVABLES AND OTHER ASSETS 19. FASFIE HtuEWFRERE
HEE

2018 2017

—EB-N\F§ —T+F

RMB’ 000 RMB' 000

ARBTR ARBTT

Prepaid rents BNEE 88,081 71,787
Advances to employees KTEEMEIR 3,743 2,671
Advances to suppliers fa TR B TR 8,999 6,869
Deductible input VAT AR TR E 68,502 41,685
Current portion of prepaid land lease payments R L HERER RS 2,826 2417
Structured deposits EEMER — 962,000
Others HAth 28,373 21,083
200,524 [,108512
None of the above assets is either past due or impaired. The financial assets P EEHERPIRE ;T A Lt
included in the above balances relate to receivables for which there was no recent EHRNeRMEER BT ERERFESL
history of default. B REMFRIE B -
20. STRUCTURED DEPOSITS 20. FEBMER
2018 2017
—E-N\E —E—+F
RMB’000 RMB' 000

ARBT ARETT

Other unlisted investments, at fair value Bk EHiRE (RATERA) 626,756 —

The above unlisted investments at 3| December 2018 were wealth management PR -_E-NFE+-_A=1+—HH
products issued by banks in Mainland China. They were mandatorily classified as EEMKEAPRH AU IRITERITHE
financial assets at fair value through profit or loss as their contractual cash flows are HER BREENEHNREREL
not solely payments of principal and interest. FEXNETERAE - HEHHERE

NREBRAFHEFABRSNEBEE °
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BB mR M

31 December 2018

R-E-\F+-A=t-A

RESTRICTED CASH AND CASH IN TRANSIT 2. SREBEREERS
2018 2017
—E-N\E “T—tF
RMB’000 RMB' 000
ARET T ARET T
Restricted cash SR HIIR & 4,000 1491 |

As of 31 December 2018, restricted cash represented deposits for letters of

guarantee, which are cash deposits paid to a commercial bank for construction

commencement with the interest rate of 2.1% and will be returned upon the

completion of such activities.

As of 31 December 2017, restricted cash represented deposits for letters of

credit, which are non-interest-bearing cash deposits paid to a commercial bank for

purchasing equipment and will be returned upon the completion of such activities.

All of the restricted cash of the Group were denominated in RMB as of 3|

December 2018 and 2017.

R-ZE-—NE+-_A=+—H %R
HIReEERRES  BARER
IXNTFRERTOHRERS X
R21% UK EMEETKIZRE -

RZB—+F+-A=+—0 X8
HIREeRERELRS  WARKER
BEXNTEERTNTAERERS
RN EBEE THRIARE o

RZE-—NFER-_Z—tF+=A
=+—B  AEBMAXRBHES N
AREEE -

2018 2017

—E-N\F “T—tF

RMB’ 000 RMB'000

ARETR AR T

Cash in transit ERBRe 760 3,489

The cash in transit represents the sales proceeds settled by debit cards or credit

cards at the year end, which have yet to be credited by the banks to the Group.

EgBReENELRRERFEEE
RITH AR AR K ERHERTISHR °
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22.

CASH AND BANK 22. RERBITEN
2018 2017
—E-N\E “T—tF
RMB’000 RMB'000
AR¥TR ARETT
Cash and cash in bank B RRITEPES 106,029 98712
Short-term deposits ySE-EIERA 1,565,064 1,940,454
1,671,093 2,039,166
Less: Time deposits with maturity over three months & © =& B JA_E 2| BAR0 & BT 3¢ 1,565,064 1,876,480
Cash and cash equivalents RekReZEEM 106,029 162,686

At the end of the reporting period, the cash and bank balances and time deposits
of the Group denominated in RMB amounted to RMB437,735,000 (2017:
RMB91,781,000).

The RMB is not freely convertible into other currencies, however, under Mainland
China’s Foreign Exchange Control Regulations and Administration of Settlement,
Sale and Payment of Foreign Exchange Regulations, the Group is permitted to
exchange RMB for other currencies through banks authorised to conduct foreign

exchange business.

Cash at banks eamns interest at floating rates based on daily bank deposit rates. The
bank balances are deposited with creditworthy banks with no recent history of

default.

The carrying amounts of the cash and cash equivalents approximate to their fair

values.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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23.

24.

TRADE PAYABLES

The ageing analysis of outstanding trade payables as at the end of the reporting

period, based on the invoice date, is as follows:

Notes to Financial Statements

BB mR M

31 December 2018
RZZE—\$+=ZA=+—H

23. BEEENFE
RBEHRREZ AR DRI
EHRMNFANRRIMAT -

2018 2017

—BE-N\F “E—F

RMB’000 RMB’000

ARET ARBET T

Within 3 months =EAA 84,104 84,807
3 to 6 months =E=~EA 284 844
Over 6 months NEAE 75 30
Over |12 months T @EAMNUE 603 620
85,066 86,301

The trade payables are non-interest-bearing.

OTHER PAYABLES AND ACCRUALS

EHRNRATEER -

24. HitEENHRERESTEH

2018 2017

—E-N\F “T—tF

RMB’000 RMB'000

AR®ETR ARBTT

Refundable advances from customers A FREMNZ AKX 54,471 74,258
Payables for purchase of property, plant and equipment & B %15 - 5 K 5% & /0 & 1 5138 79,497 64,501
Payables for operating leases KEHERNKIEA 6,975 3,720
Payroll and welfare payable N TEREF 130,802 142,867
Other tax payables HoAh & 1 B0 1R 22,529 31,434
Deposits received from suppliers BHERKRNEZES 5,756 5,374
Freight BB 12,327 9,083
Other payables H {1 e 50R 16,469 16,044
328,826 347,281

Other payables are unsecured, non-interest-bearing and repayable on demand.

HipENSURAEER TR ARREXR
f

o

Ik
Al
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25. DEFERRED TAX 25. IEEBIE
The movements in deferred tax assets and tax liabilities during the year are as ERNELEHEEENTRIBERENE
follows: NN
Deferred tax assets EEREEE
Accumulated Expenses Government
losses accrued grants Others Total
RITER EERX  BSEE Hith st

RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARETR ARETR ARETR AR®TR ARETR

At 31 December 2017 and RZZ—+%F 8,760 16,700 4,560 1,390 31,410
at | January 2018 +ZA=+—-Ak
“Z-)\$—H—H

Deferred tax charged/(credited) o~ FRMBR A,/ (T A) B2 6,922 — 5,425 2,969 15316

profit or loss for the year (note 9) AR IR (ME9)

At 31 December 2018 RZIZ-N\EF 15,682 16,700 9,985 4,359 46,726
+-A=+-AH
Accumulated Expenses  Government
losses accrued grants Others Total
ZiER  EAFEx  BESY Hito st

RMB'000 ~ RMB000  RMB000 ~ RMB000  RMB'000
ARETT ARETR ARETT ARETR ARETR

At 31 December 2016 and RZZ—~%F 4099 16,700 4785 985 26,569
at | January 2017 +ZA=+—-8k
—E—+%5-A—H
Deferred tax charged/(credited) o~ FRMBR A,/ (T A) B2 4661 — (225) 405 4841

profit or loss for the year (note 9) HERERIIR (FE9)

At 31 December 2017 RZE—+F 8,760 16,700 4560 1,390 31,410
+=H=+—H"

1 84 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018



25.

DEFERRED TAX (Contd)

Deferred tax liabilities
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25. REEHIR(Z)
BEHRAE

Fair value

Depreciation  adjustments of

allowance in structured

excess of deposits

related measured
depreciation at FVPL Total

RAFERA

HErE  ABUER
WITERE ZAVERE Bt
RMB'000 RMB'000 RMB' 000

ARETT ARBTRT AR®TR

At | January 2018 R-_ZE-N\¥—HA—H (4,076) — (4,076)
Deferred tax charged to profit or FABBRMBHELERIE
loss during the vear (note 9) (KF&E9) (5,307) (438) (5,745)
At 3| December 2018 RZZ—-N\F+=A=+—H (9,383) (438) 9.821)
Depreciation
allowance in
excess of
related

depreciation

ik

HENE

HITE RS

RMB' 000

ARBTT

At | January 2017 R-_Z—+%—HA—H —
Deferred tax charged to profit or FAEBHMBREERE(KE9)

loss during the vear (note 9) (4,076)

At 31 December 2017 R-ZE—+tF+-A=+—H (4,076)
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25.

DEFERRED TAX (Contd)

Deferred tax liabilities (Cont d)

The Group had unused tax losses of RMB 19,050,000 available for offsetting against
future taxable profits in respect of subsidiaries in Mainland China, for which no
deferred tax assets have been recognised. Deferred tax assets have not been
recognised in respect of these losses as they have arisen in subsidiaries that have
been loss-making for some time and it is not considered probable that taxable
profits will be available against which the tax losses can be utilised. The available
period of the unused tax losses will expire in one to five years far offsetting against

future taxable profits.

Pursuant to the PRC Corporate Income Tax Law, a 10% withholding tax is levied
on dividends declared to foreign investors from the foreign investment enterprises
established in Mainland China. The requirement is effective from | January 2008
and applies to earnings after 31 December 2007. A lower withholding tax rate
may be applied if there is a tax treaty between Mainland China and the jurisdiction
of the foreign investors. The Group is therefore liable for withholding taxes on
dividends distributable by those subsidiaries established in Mainland China in
respect of earmnings generated from | January 2008. Under the current organisation
and operation structure, the Group's applicable rate is 5% to 10% (2017: 10%).
The aggregate amounts of temporary differences associated with investments
in subsidiaries in Mainland China for which deferred tax liabilities have not been
recognised amounted to approximately RMB2,277,266,000 as at 3| December
2018 (2017: RMB1,740,21 1,000).

As of 31 December 2018, no deferred tax liability has been recognised for
withholding taxes that would be payable on unremitted earnings of the Group's
subsidiaries established in Mainland China (2017: Nil). In the opinion of the
Directors, it is not considered probable that these subsidiaries will distribute such

eamings to foreign entities in the foreseeable future.

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
ANNUAL REPORT 2018

25.

EEBRIE(E)

EEHEERE (&)

AREE A A HE 8 B A B 2 A
ARERB GO KRB AHBEEEA
FRH 19,050,000 7T + AL 3 M 3 U HE R
BERBEE - AREUEFRZEE
ERAREHEBEE AEEELH
BEEZNBARIE2E—BER
W 3R 7% K AT B & 2 A FE AR B M A
EHEBIEEE - HEHEARERT R
T 5 &9 2K B A B I8 5 48 19 7T {55 AR A
BEHR—EREER °

BE(PBECEMETRE) RPHE
WK AN IR B R E IR MR B
ESROREBHMI06HEMH
ZHREEZZENF-—A—HBREXK
RERAR-_ZTLF+HA=1+—H
BEEREN o B R EFIMNE
BEMERNEEE A BBUIEL - 7]
BEAREHEMHE - At XEE
AT AP B At X 7 1) % S T B A A
RZZEZNF—A—BRFABRMNM
DIRE IR SBMMTEHH - RIEE ATA
BREERE AEBNERNXRA
S%EI0%(ZF—EF: 10%) e R
Z—N\F+=-A=+—8 BEEH
B 40 BT /B8 2 R 5 B B3 AR SRR AT
REGENERZEATORARKE
2277266000 (ZE—tF : ARKE
1,740.21 1,000 7T ) °
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26.

GOVERNMENT GRANTS
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26. BUNTEBY
2018 2017
—E-N\E “T—tF
RMB’ 000 RMB'000

AR®BTR ARETT

Non-current e 38,356 36,938
Current ED [,455 902
39,811 37,840

The movements in government grants during the year are as follows: FABRRBESHNT
Non-current Current Total
FRE E et

RMB’ 000 RMB’ 000 RMB’ 000
ARETR AR%®TR AR®TR

At | January 2017 R-_ZE—+%—HA—H 18,240 996 19,236
Received during the year F A IER 19,600 — 19,600
Released to current portion BREREBHBS (902) 902 —
Released to profit or loss BEEn = (996) (996)
At 31 December 2017 R_F—+F+-A=+—H 36938 902 37,840
At | January 2018 R-_ZE-\$—HA—H 36,938 902 37,840
Received during the year FRUER 3,030 — 3,030
Released to current portion RERBHS (1,612) 1,612 =
Released to profit or loss BEER — (1,059) (1,059)
At 3| December 2018 N=_F—-\F+=-A=1+—H 38,356 1,455 39811
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27. SHARE CAPITAL 27. B
2018 2017
—E2-N\F —T—+tF
RMB’000 RMB'000
ARBTR ARETT
Authorised: AT
50,000,000,000 shares of USD0.000001 each 50,000,000,000 R ZAXEE
(2017: 50,000,000,000 shares of 0.000001 3= T HIRR 1
USD0.000001 each) (ZZ—+% : 50,000,000,000 f%
AR E 8 0.000001 ETTHBL) 306 306
Issued and fully paid: BEITRAE :
2,383,140,500 shares of USD0.00000| each 2,383,140,500 iR = AR EI (B
(2017: 2,383,140,500 shares of USD0.000001 each) 0.00000| 5 T HIRR 15
(ZZT—+% :2,383,140,500 i
SR E 8 0.000001 XTTHBL) 16 16
A summary of movements in the Company's share capital is as follows: ARARAEHHELT :
Numbers of Share Treasury
shares in issue capital shares
ERITROBE R Bk
RMB’ 000 RMB’000
ARBTR ARBTR
At | January 2017, RZE—+F—-H—H"
31 December 2017 “EtF+ZA=t—H
and | January 2018 k—_F-N\F—H—H 2,383,140,500 16 =
Repurchased of shares (note) B 8 EIIR (FiFE) — — (263,525)
At 31 December 2018 RZZE-N\F+-A=+—H 2,383,140,500 16 (263,525)
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28.

Notes to Financial Statements

SHARE CAPITAL (Contd)
Note:

The Company adopted the restricted share unit scheme (the “RSU Scheme") on 25 July 2018.
During 30 August 2018 to 24 October 2018, the Company purchased 65,412,000 of its shares on
the Hong Kong Stock Exchange for a total cash consideration of HK$299,998,000, equivalent to
RMB263,525,000 (2017: none). The purchased shares will be used as awards for the participants
in the RSU Scheme, and as of 31 December 2018, the purchased shares have not been granted to

employees and were presented as treasury shares at cost.

RESERVES
The amount of the Group's reserves and the movements therein for the current
and prior years are presented in the consolidated statements of changes in equity

on pages 85 to 86 of the financial statements.

Share premium
The share premium of the Group represents the amount paid by shareholders
for capital injection in excess of its nominal value. Details of the movements in the

share premium are set out in the consolidated statements of changes in equity.

Merger reserve
The merger reserve of the Group represents the reserve arose pursuant to the
Reorganisation. Details of the movements in the merger reserve are set out in the

consolidated statements of changes in equity.

Statutory reserve

In accordance with the Company Law of the PRC, certain subsidiaries of the
Group which are domestic enterprises are required to allocate a certain portion
(not less than 109%) of their profit after tax, as determined in accordance with the
relevant PRC accounting standards, to their respective statutory surplus reserves
until the reserves reach 50% of their respective registered capital. Subject to certain
restrictions set out in the Company Law of the PRC, part of the statutory surplus
reserve may be converted to increase share capital, provided that the remaining

balance after the capitalisation is not less than 25% of the registered capital.
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28.

29.

30.

31

RESERVES (Contd)
Exchange fluctuation reserve
The exchange fluctuation reserve is used to record exchange differences arising

from the translation of the financial statements of the foreign subsidiaries.

CONTINGENT LIABILITIES
At the end of the reporting period, the Group had no significant contingent

liabilities.

PLEDGE OF ASSETS
Details of the Group's pledge of assets are included in note 12 to the financial

statements.

OPERATING LEASE ARRANGEMENTS

As lessee

The Group is the lessee in respect of a number of properties and land held under
operating leases. The leases typically run for an initial period of one to five vears,

with an option to renew the leases when all the terms are renegotiated.

At 31 December 2018, the Group had total future minimum lease payments under

non-cancellable operating leases falling due as follows:

28.

29.

30.

31

s )

S0 B

B3R D ER N R AR
AANBERRELNELES -

HAREE
RBEPR  AERELEEAXRA
AERA

BRASERERRNFE SN
BRRMEE 12

REBERH

fEREBEA
ASERRBEREHEMFETYR
EAMEAERA - ZEHENNRE
RERRA—ZELF  NABGREHN
R AR EEY -

RZE-—N\F+=-A=+—0 A&
ERETARESEREN T F 5
FEN AR RER SN T@ENT

2018 2017

—B-N\%F —FtF

RMB’000 RMB'000

AR® T ARETT

Within one year —FR 202,583 166,298
In the second to fifth years, inclusive —ERF(REERME) 302,825 261,156
After five years HFE 3,935 6,240
509,343 433,694
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32. COMMITMENTS 32. AE&ME
In addition to the operating lease commitments detailed in note 3| above, the B b SR EE 31 5 il B A5 & B AR R
Group had the following capital commitments at the end of the reporting period: AN - RI{EHKR - REB B THERN
HHE
2018 2017
—B-N\F —E—+tF
RMB’000 RMB'000

AR®BTR ARETT

Contracted, but not provided for: ERIKEREE -

Land and buildings T REF 181,569 63,875
Plant and machinery V=S 47,750 15,685
Software ]t 17 12,370
229,436 191,930

In addition, the Group's undrawn capital calls to an associate is as follows: BN - REEH —FEEE R B R KRR

BEWT -

2018 2017
—B-N\F —F—+F
RMB’ 000 RMB'000
ARBTR ARETT
Capital contributions payable to an associate et —FaBt & R A & 250,000 —
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33. RELATED PARTY TRANSACTIONS

a)  Name and relationship of related parties

33. BEEARS
a) BEMINEBANEER

Related parties for the years ended 31 December 2017 and 2018 were as HE_Z— K- N\#F

follows: TZA=T—RIEEENEHA
mr

Name Relationship

nE/ B B &

Mr. Zhou Fuyu and Ms. Tang Jianfang
BAEMEERERT XL

Zhou Hei Ya Foods Joint Stock Limited Company (“ZHY Foods™)
BARBRMBROBRLE(TEERRR])

b)  Transactions with related parties

The following transactions were carried out with related parties:

Ultimate controlling shareholder

AR AR R

Subsidiary controlled by Controlling Shareholders
7 i SR B B BB 22

b) EHEEBAIZXS
TIREBBR T RS

2018 2017
ZE-N\F —T—tF
RMB’ 000 RMB' 000

AR® TR ARBETT

Rental expense: MERMX :
Mr. Zhou Fuyu and Ms. Tang Jianfang AERtEREEFZT 2,072 2,06

Acquisition of a subsidiary from a related party: [A]—% B35 5 W iE — M B A A -

ZHY Foods BEEBRm — 17,938
Note: ffsE -
Pursuant to the agreements between the Group and the Controlling Shareholders, Hubei BiEAREERIERRE 2RO
Shiji Yuanjing leased seven stores in 2018 (2017: five) from the Controlling Shareholders It RN =T — \FE R KRR
for its operation with periods ranging from | to 3 years. The lease terms were mutually RHE7HA(ZE—tF :5E)PMER

agreed between parties.
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33. RELATED PARTY TRANSACTIONS (Contd) 33. BEBAERZ(#)
c)  Balances with related parties o EEBLNER
The Group had the following significant balances with its related parties at R R - A& B EE
the end of the reporting period: BT ERGEER
Due from the Controlling Shareholders: FEUT I AR AR 3R 5K 08
2018 2017
—2-N\F —T—+F
RMB’000 RMB' 000

AR® TR ARBETT

Mr. Zhou Fuyu and Ms. Tang Jianfang AERTEREEFZL 2,294 1,801
Amounts due from the Controlling Shareholders were interest-free, FEUHER R RZTE AR S ~ EIR
unsecured and have no fixed terms of repayment. N [ T 12 ZHRRR. o
d)  Compensation of key management personnel of the Group: d FEETFEEEASHNFH :
2018 2017
—E-N\F —FtF
RMB’ 000 RMB'000

AR® TR ARBETT

Short term employee benefits SRR 8,558 8,889
Post-employee benefits B2 13 A 619 618
9,177 9,507
Further details of directors’ and the chief executive’s emoluments are EERBZETBRAEMEHE—
included in note 7 to the financial statements. B BRI R o
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34. FINANCIAL INSTRUMENTS BY CATEGORY 34.

The carrying amounts of each of the categories of financial instruments as at the

ERMIAE-ZEHNED
RBEEHR ZTRERTANKEE

end of the reporting period are as follows:

2018

Financial assets

T

—B-N\F

TREE

Financial

assets at fair

value through

profit or loss

Designated

as such

upon initial

Financial recognition

assets at RER

amortised cost HERKIEE

B#E AREAYE
BAARN FABREMN Total
TREE TREE Bt
RMB’ 000 RMB’000 RMB’000
ARBTRT ARWTR AR®Tx
Trade receivables B oM IE 30,866 — 30,866

Financial assets included in prepayments, SPATER IR - YR

other receivables and other assets REMEENSHEE 10,725 — 10,725
Rental deposits MER® 83,221 — 83,221
Structured deposits ERBMER — 626,756 626,756
Due from the Controlling Shareholders JRE U128 AR AR BR R IR 2,294 — 2,294
Restricted cash RRHRE 4,000 — 4,000
Cash in transit EERE 760 — 760
Cash and bank B RRTER 1,671,093 — 1,671,093
1,802,959 626,756 2,429,715
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FINANCIAL INSTRUMENTS BY CATEGORY (Contd) 34, ERMIAE-RERED (&
Financial liabilities tRERE
Financial
liabilities at
amortised cost
12 18 85 B A
ARNEBERE
RMB’ 000
AR¥T T
Trade payables B ENRIE 85,066
Financial liabilities included in other payables and accruals ~ FTAEMENKIEBEREFERNEHEE 175,495
260,56
2017 —E—tF
Financial assets CRHEE
Available-
for-sale
Loans and financial
receivables assets
EXR A E Total
JE W 308 TRIEE st

RMB'000 RMB'000 RMB'000
ARETT ARETT AR®TT

Trade receivables B 5 RN KIE 25,506 — 25,506

Financial assets included in prepayments, SHATERIFRIE - HAh R IR
other receivables and other assets KREMEEN S REE 967,888 = 967,888
Rental deposits HERSE 70,459 — 70,459
Available-for-sale investments AHERE — 30,000 30,000
Due from the Controlling Shareholders JRE LS 1 BB BR SR IR 1,801 — 1,801
Restricted cash XREIRS 14911 — 14911
Cash in transit ERF & 3,489 — 3,489
Cash and bank R RRITER 2,039,166 — 2,039,166
3,123,220 30,000 3,153,220
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34.

35.

FINANCIAL INSTRUMENTS BY CATEGORY (Contd)

Financial liabilities

34 SRMIE-RERE D&

£ 5=

Financial
liabilities at

amortised cost

ARNERAE

RMB'000

ARBTT

Trade payables B ENRIE 86,301
Financial liabilities included in other payables and accruals ~ FTAEMENKIEBEREFERNEHEE 98,722
185,023

FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL
INSTRUMENTS

Management has assessed that the fair values of cash and bank, cash in transit,
restricted cash, structured deposits, rental deposits, trade receivables, amounts
due from the Controlling Shareholders, financial assets included in prepayments,
other receivables and other assets, trade payables, financial liabilities included in
other payables and accruals due to a related party, amounts due to the Controlling
Shareholders and dividends payable approximate to their carrying amounts largely

due to the short term maturities of these instruments.

The Group's finance department headed by the finance manager is responsible for
determining the policies and procedures for the fair value measurement of financial
instruments. The finance manager reports directly to the chief financial officer and
the audit committee. At each reporting date, the finance department analyses
the movements in the values of financial instruments and determines the major
inputs applied in the valuation. The valuation is reviewed and approved by the
chief financial officer. The valuation process and results are discussed with the audit

committee twice a year for intenim and annual financial reporting.
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36.
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FAIR VALUE AND FAIR VALUE HIERARCHY OF FINANCIAL
INSTRUMENTS (Cont d)

The fair values of the financial assets and liabilities are included at the amount at
which the instrument could be exchanged in a current transaction between willing

parties, other than in a forced or liquidation sale.

Fair value hierarchy
The fair value measurement hierarchy of the Group's structured deposits was all of

Level 2 — significant observable inputs as at the end of the reporting period.

During the reporting period, there were no transfers of fair value measurements
between Level | — quoted price in active markets and Level 2 — significant
observable inputs and no transfers into or out of Level 3 — significant unobservable

inputs.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group's principal financial instruments comprise structured deposits and cash
and short term deposits. The Group has various other financial assets and liabilities,
such as trade and other receivables and trade and other payables, which arise

directly from its operations.

The main risks arising from the Group's financial instruments are foreign currency
risk, credit risk and liquidity risk. The board of directors reviews and agrees policies

for managing each of these risks and they are summarised below.
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36.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(Cont'd)

Foreign currency risk

During the years ended 31 December 2018 and 2017, the Group had cash at
banks denominated in foreign currencies, and was exposed to foreign exchange
risk arising from various currency exposures, primarily with respect to USD. Foreign

exchange risk arises from short term deposits in USD.

Details of cash and cash equivalents denominated in RMB as at 31 December 2018

and 2017 are disclosed in note 22.

The following table demonstrates the sensitivity at the end of the reporting period
to a reasonably possible change in the USD and RMB exchange rate, with all other
variables held constant, of the Group's profit before tax due to changes in the

retranslated value of monetary assets:

36.

EREREERERBEKE)

SME LB

BE_Z-\FRZZT—tF+HA
=t+—BILFE  FEEH NS
BEOHRTRS  TEGSEEERER
EERIERRE  FEHREXTER -
INEEE BB 2R B LA SR T EHE RV BT ©

HE_ T \FR-_Z—+tF+_-A
=t+—B UARBENEE KB
CEBWHEBRIE 2 EE -
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Increase/ Increase/
(decrease) in (decrease) in
the US$  profit before tax
exchange rate RMB’000
EnER BRBL AT R
tH/(F&K)  #/(8)

% RMB’ 000
% AR® TR
31 December 2018 “E-N\Ft+ZA=1T—H
If RMB weakens against USD HEAREHETRE 5) 58,642
If RMB strengthens against USD aAREHETIHE 5 (58,642)
31 December 2017 —E—tF+A=1+—H
If RMB weakens against USD EANRBHETRE (5) 96,706
If RMB strengthens against USD EARERETHE 5 (96,706)
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36.

Notes to Financial Statements

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(Cont'd)

Credit risk

The Group trades only with recognised and creditworthy third parties and related
parties. It is the Group's policy that all customers who wish to trade on credit
terms are subject to credit verification procedures. In addition, receivable balances
are monitored on an ongoing basis and the Group's exposure to bad debts is not

significant.

All the Group's cash and cash equivalents are held in major financial institutions
located in Mainland China and Hong Kong, which do not have a recent history of

default.

The carrying amounts of cash and bank, cash in transit, restricted cash, structured
deposits, amounts due from the Controlling Shareholders, trade receivables and
financial assets included in prepayments, other receivables and other assets included
in the consolidated statements of financial position represent the Group’s maximum
exposure to credit risk in relation to its financial assets. The Group has no other

financial assets which carry significant exposure to credit risk.

Liquidity risk

The Group's policy is to monitor regularly the current and expected liquidity
requirements to ensure that it maintains sufficient reserves of cash and adequate
committed lines of funding from major financial institutions to meet its liquidity

requirements in the short and long term.
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36. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES 36. TRIEMREEEEZERBER#E)
(Cont'd)
Liquidity risk (Contd) REBESER(E)
Group AEE
2018
—E-N\E
Less than 3to 12 | to5
On demand 3 months months years Total
=
RER PR=Z@EAR +=@A —Z&F st
RMB'000  RMB'000  RMB'000  RMB'000  RMB’000
ARBTT ARBTR ARBTR ARBTR AR®BTR
Trade payables B S ENRIE 962 84,104 — — 85,066
Financial liabilities included in other 5+ A FAf &+ 3178 K
payables and accruals EAEBRNeRAR 175,495 — — — 175,495
176,457 84,104 — — 260,56
2017
—T—tF
Less than 3to 12 | to 5
On demand 3 months months years Total
=2
RERK PR=EA +=@R —Z1F st
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARETT ARBTT ARBTT ARETT ARETT
Trade payables B HEMNTIEA 1,494 84,807 — — 86,301
Financial liabilities included in other &+ A -t FE 1 378 &
payables and accruals EETERNESRMERE 98,722 — — — 98,722
100,216 84,807 — — 185,023

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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36.

37.

Notes to Financial Statements

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
(Cont'd)

Capital management

The primary objective of the Group's capital management is to safeguard the
Group's ability to continue as a going concern and to maintain healthy capital ratios

in order to support its business and maximise shareholders' value.

The Group manages its capital structure and makes adjustments to it in light of
changes in economic conditions and the risk characteristics of the underlying assets.
To maintain or adjust the capital structure, the Group may adjust the dividend

payment to shareholders, return capital to shareholders or issue new shares.

The Group monitors capital using a gearing ratio, which is interest-bearing bank
borrowings less cash equivalents divided by the total equity. As at 3| December
2017 and 2018, the Group had no interest-bearing bank borrowings and thus no

gearing ratio was calculated.

EVENTS AFTER THE REPORTING PERIOD
No material events were undertaken by the Group subsequent to 3| December
2018.
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37.
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38.

STATEMENT OF FINANCIAL POSITION OF THE COMPANY

Information about the statement of financial position of the Company at the end of

38. RATHMBMRRE

ARARBERROHBRREER

the reporting period is as follows: N
2018 2017
—E-N\F —ET—+F
RMB’000 RMB’000
ARETR ARBET T
NON-CURRENT ASSETS FRBEE
Investment in a subsidiary R—EHRBARIRERE 146,806 146,806
Total non-current assets FRBEEAE 146,806 146,306
CURRENT ASSETS REEE
Prepayments and other receivables FAR IR K H A U I 7,574 4,043
Cash and bank Be RIRITER 1,545,910 1931,342
Amount due from subsidiaries FEUSEH B A Bl FE 234,936 217,897
Total current assets RBEELAE 1,788,420 2,153,282
CURRENT LIABILITIES REAE
Amount due to subsidiaries FERTB B A Bl E 3,244 3,244
Other payables and accruals Hit eI R EAER 516 228
Total current liabilities REBAGEEHE 3,760 3472
NET CURRENT ASSETS REEEFH 1,784,660 2,149,810
TOTAL ASSETS LESS CURRENT LIABILITIES HEERREBAE 1,931,466 2296616
NET ASSETS EEFE 1,931,466 2296616
EQUITY R
Share capital FRA 16 16
Treasury shares EERH (263,525) —
Reserves (note) A (B EE) 2,194,975 2,296,600
TOTAL EQUITY MRS 1,931,466 2,296,616

ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED

ANNUAL REPORT 2018
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STATEMENT OF FINANCIAL POSITION OF THE COMPANY (Contd)

38. AT BMRRKE)

Note: P -
A summary of the Company's reserves is as follows: KA RGBT
(Accumulative
Exchange losses)
Share fluctuation [Retained
premium reserve profits Total
(RitER)
RORE EXRBHEE fREBRF &t
RMB'000 RMB’000 RMB’000 RMB’000
AR¥T T AR®T AR®TR AR®TR
Balance at | January 2017 R-Z—t&F- - BWNEER 2,591,169 45252 (15371) 2,621,050
Total comprehensive income for the year FAZEKAEE — — 38,117 38,117
Final 2016 dividend declared BER=ZZ—AFRHARE (206,833) — — (206,833)
Exchange differences on translation of MEGINEISHE R 25
foreign operations = (155734) = (155,734)
At 31 December 2017 R-Z—t&+=A=+—H 2384336 (110482) 22,746 2,296,600
Balance at | January 2018 R-B-NE-A—-BAWH&EH 2,384,336 (110,482) 22,746 2,296,600
Total comprehensive income for the year FENEHRALE — — 43,636 43,636
Final 2017 dividend declared BEER=ZZ—LFRHRE (235,897) — — (235,897)
Exchange differences on translation of MEBIINEBHER =5
foreign operations — 90,636 — 90,636
At 31 December 2018 R=B-NE+=A=+-—H 2,148,439 (19,846) 66,382 2,194,975

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of

directors on 27 March 2019,
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Five-Year Financial Summary

EEHEHRE

CONSOLIDATED RESULTS mEe¥E

For the year ended December 31,

BEt-A=1+-BLEE

2018 2017 2016 2015 2014
—E-Nf —T+F —FTF —T-HF —TNF
RMB’000 RMB'000 RMB' 000 RMB' 000 RMB' 000

ARBTRT ARETT ARETT ARETR AR®TR

Revenue Wogs 3211521 3248943 2816489 2,432,009 1,809,082
Gross profit £7 1,847,432 1979723 1,755,102 1372819 989,550
Profit before tax FRBEAT R A 726,971 999,414 963,366 748,188 550,402
Profit for the year attributable to owners ARREEAE

of the Company 1 R 540,093 761,628 715611 552,738 410907
ASSETS AND LIABILITIES EERAE

As at December 31,

mt=A=t-H
2018 2017 2016 2015 2014
“B-N\F C—T—+F ZT¥ T-hF _—T-ImF
RMB’000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTR ARETT ARETT ARBTT ARET:E

Assets BE

Non-current assets ERBEE 1,776,078 1,100,614 627,900 549,100 424533
Current assets mEEE 2,880,027 3471820 3479116 406,968 767,835
Total assets BEE 4,656,105 4572434 4107016 956,068 1,192,368
Total equity B 4,125,707 4000673 3,595,571 384,982 922,164
Liabilties a8

Non-current liabilities FRBAE 48,177 41014 22240 23,168 16631
Current liabilities mEEE 482,221 530,747 489,205 547918 253,573
Total liabilities BERE 530,398 571761 511,445 571086 270204
Net current assets/(liabilties) nEHEE/(AfE)FHE 2,397,806 2941073 2989911 (140950) 514262
Total assets less current liabilties BEEARDAR 4,173,884 4,041,687 3617811 408,150 938,795

204 ZHOU HEI YA INTERNATIONAL HOLDINGS COMPANY LIMITED
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