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Financial Highlights

s HE 2

RMB’000 2019 2018
AR T —E-hFE ZZ—N\F
Revenue EERE 258,158 293,922
Cost of sales 5 & A AR (143,137) (156,425)
Gross profit EH 115,021 137,497
Selling & distribution costs HE ko AR (104,724) (113,360)
Administrative expenses THRAX (30,570) (25,838)
Loss from operations KEEE (12,897) (820)
Income tax credit T 15 #5 [B] # 9,064 —
Loss for the year attributable to owners PiN/NETE N

of the Company ZEFENEIE (15,164) (1,196)
Gross margin S IES 44.6% 46.8%
Net loss ratio FETIEE (5.9%) (0.4%)
Loss per share (RMB cents) BREB(AREWL
Basic =& (0.1929) (0.0378)
Diluted #E (0.1929) (0.0378)
Revenue by Product Category
WARERER D

90.7% 91.0%

(RMB’000)
(AR¥T )

8.6%

7.5%

2019

2018
—z—n&| -2 Nn&

( . )

Sh & hair- duct
. 5%;¥;oéﬁa|r care products 034 142 267 308
Other household & personal care products
HttXAREAZBEER 22,218 22,169
Ki duct:
~ %Jg’(gg‘% proctes 1,798 4,355

N 258,158 | 293,922
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Financial Highlights (Continued)
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MEREGE)
Revenue by Brand Category
WA 2 B B 2 AT
93.5% 92.3%

RMB’000

2.7% 2.9%

0.7% 1.4%

0.2% 0.3%

2019

2018
—B-N\F

ARMTF T —F-N%F
I;aivang 241,488 271,200 |
'%t%) 7,529 8,983
;Ec%al Wind 6,986 8,529
g E‘ébg” 1,844 4,202
. |/_Ji\t¥IKing 311 1,008
o 258,158 293,922
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Dear shareholders of the Company,

On behalf of the board (the “Board”) of directors (“Directors”) of
BaWang International (Group) Holding Limited (the “Company”), |
present the audited annual results of the Company and its
subsidiaries (collectively, the “Group”) for the year ended 31
December 2019.

The Board hereby reports that the total revenue of the Group for the
year ended 31 December 2019 was approximately RMB258.2 million,
representing a decrease of approximately 12.1% from approximately
RMB293.9 million for 2018. The operating loss of the Group for the
year ended 31 December 2019 was approximately RMB12.9 million
as compared with an operating loss of approximately RMBO0.8 million
for 2018.

For the year ended 31 December 2019, the net loss of the Group
was approximately RMB6.1 million, as compared with a net loss of
approximately RMB1.2 million for 2018.

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

ERNEHHNERTZRR

AAZBRERBIBER(EE)ZRERA
Alxaa2m)zcease((EE8]) @
ERERREBMARALEWME AR (5
(ZEBEDHE T -AF+-_A=+—
BIEFENEERFRERE -

ETeENBELAEEHE_T—NF
T AZ+ " BHLEFENRLEENA
AR2582BE L RZZ— N\FRH
HWARBE2039E BT TR T #121% -
rEEHE-_ZE-—NLF+=-_A=+—H
TFEHERKEEBEBHOARKI208E
T MmM-E-N\FRHPLEBEBEBOAR
Bo8EE T o

AEBEBEE_ZT—NAF+=-_A=+—H
TFEFEHBSFEROABARKIES
T M- N\FRPHKEFEBRBOA
REA2EETT °

ARAREREXEFMEN F2H
AEEHRENMHELEIED -
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During the year under review, the Group continued to operate under
the value-chain-oriented business model, which enabled the Group
to control the cost of sales and operating costs at a sustainable level.

Because of the extensive business shutdowns to contain the spread
of the coronavirus all over the world since early March this year, the
International Monetary Fund (“IMF”) expects that the global economy
will shrink by 3.0% in 2020, which is expected to be the worst
recession since the Great Depression in the 1930s.

Owing to the uncertainties caused by the trade war with the United
States and the coronavirus pandemic, China is facing downside risks
in its economic growth in 2020. However, the IMF has indicated that
China’s economy is forecasted to have a strong growth of 9.2%
when the social and economic life resumes to normalcy in 2021.

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

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

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

CHEN Qiyuan
Chairman

Hong Kong, 31 March 2020
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Business Review

During the year under review, to enhance the sales of Bawang
branded products, we successfully upgraded the packaging of two
Bawang branded hair-care product series for the conventional sales
channels, and new packagings were designed with trendy and
professional image together with the introduction of a couple of social
media celebrity versions of Bawang hair-care products that were
created for sales through the conventional channels.

In April 2019, the Group selected a popular Chinese style singer, Mr.
Huo Zun (EH), as our short-term image and brand ambassador for
Bawang branded shampoo and hair-care products. We made full use
of the image of the new brand ambassador to attract consumers’
attention via social media platforms such as Weibo and WeChat,
publicity advertisements posted in city metros and at the points of
sales with the slogan “Exclusive enjoyment of the strength of national
products, choose Bawang anti-hair fall products”, which aimed to
promote Bawang’s anti- hair fall shampoos to catch the attention of
consumers. We rolled out bundled products that were named after
Huo Zun for the purpose of enhancing the Bawang brand image as
national and trendy products for young consumers.

E3 Y EI L

REOEFERN ATREBIREER
MIHE BRI EHR TERRERT
mEMEEEZERRINER - FHE
KEBREHMEE  RWITE - LB
EmBEBIBER INERREHE -

RZZE-NFOA AEERBFTEA
BEAREXRFEEREIAEERNE
HmBERAE A LMD AN
mEREAFRR BBAMRE  BMEFHE
REBF A EWHHE  FHARNE
T NAEAXEIEZEER KA
BIIRBESIBEENIES  SEIRSH
HUEERENEREM NMBTFLTF
NS KoM EFERETH
BEBEHMHNR -



10

BaWang International (Group) Holding Limited Annual Report 2019

£06)

During the year under review, the Group cooperated with an
e-commerce platform, Pinduoduo, and rolled out a dedicated herbal
essence ginger shampoo for promotion of the Bawang brand name
on this platform. Through this cross-industry cooperation, we
successfully rolled out dedicated bundled product series during the
festive times and seasons, which drew the attention of the consumers
and were well-received by them. In the second half of the year, we
rolled out amino acid shampoo product series to capture the market
share in the traditional channel.

During the year under review, the Group gave away some free
Bawang shampoo product testers through dispensing machines in
public areas. Advertisements of Bawang branded products were
showcased in lifts of buildings in Guangzhou, Shenzhen and other
first-tier cities as well as the cross-border coaches among
Guangdong, Hong Kong, and Macau.

Additionally, we successfully developed a sales channel for college
students. Leveraging on the “College Students Advertising Festival” (X
B4 £ EYITER) and cooperating with some colleges, we introduced
Bawang branded products to the campuses which publicized and
educated young people to understand the concept of hair-care by
using herbal shampoo products.

Through the “China International Comics Festival Expo” (F B8
EMEEE), the Group has engaged in intensive cooperation with
some major animation companies. A comic book known as “Herbal
Fairytale” (%:f5%74%) has been released and a revamped comic App
has been launched for promoting the Bawang brand in the form of
comics and animation, which enhanced and reinforced the
consumers’ understanding of the concept of hair-care through
traditional Chinese medicine shampoos and the different
functionalities of various Bawang branded products.

REOEFERN BMPEHZZEHTE
BF UAEREXEHFEELERE
KENEmMm UWHRZFaLEEHET
mig o BBBERAIE RMAEHEMEE
HEKDHELETREERERRY X
EBEENEIMNEE - R T +F - 3
HHRERKEKRINF R BERA
HEREMHMEA -

REBFERN NEEBBER TS
ERAHSHRE —L2BENHF I N)K
o WEBEREMN  RINEFE—REHAE
ERMEBRABERE T ETRS RN
KEBHRMNBEIMMAINES °

AN HAARIIRAERNELET IS - A A
[(REEBEEEME | BEH KBS -
HMEBImEEREE TRE EE
SHFEATRBBERNREKERE
Eme -

e TEEREENEES | A& H
MEXBBARETTREAFE (B
18 A f50) / N B 3% DA N 48 BRURR B )2 B App
BFe LR BBENFAETEHEIMN
e BmBRERERKNEEEIMEE
mEAEIhEE - BB THEE Y
e EEEE IR -
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To further motivate the Group’s distributors and sales team, incentive
leisure travel scheme for the participating distributors and internal
staff members was offered for free to those who completed the
predetermined sales target for a specified period. During the year
under review, eligible staff members and distributors who participated
in the scheme travelled to five selected destinations.

As at 31 December 2019, the Bawang brand distribution network
comprised approximately 810 distributors and six KA retailers,
covering 26 provinces and four municipalities in China. Furthermore,
the Bawang branded products were also sold in Hong Kong,
Thailand and Malaysia.

During the year under review, the Group continued to adopt the
marketing theme “Let’s chase for the wind rather than wait for the
wind” to promote new Royal Wind branded shampoo products
primarily for the online sales channel. As at 31 December 2019, the
Royal Wind brand distribution network comprised approximately 125
distributors and six KA retailers, covering 26 provinces and four
municipalities in China.

The Litao products mainly comprise shower gels and laundry
detergents, which target consumers living in the second-tier or third-
tier cities in China. The Group’s goal is to maintain the market
coverage in the traditional channel. As at 31 December 2019, the
Litao products distribution network comprised approximately 44
distributors, covering 26 provinces and four municipalities in China.

The Herborn Chinese herbal skin-care product series targets white-
collar ladies in the age range from 25 to 45 who have relatively high
net incomes and who are dedicated to pursue a healthy and natural
lifestyle. We sold the products through our online sales channel and
staff or group purchase.
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The Group has established 18 online retailing platforms for our
Bawang, Royal Wind and Herborn branded products. Of which, two
were established during the year.

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

— 10 Bawang branded Chinese herbal shampoos and hair-care
series products have been recognised as “The 2019 New High-
Tech Products in Guangdong Province (EIR4& = 3 HiTE )"
by the Guangdong Provincial New Hi-tech Enterprise
Association (BRE = #FH Tt E ) in December 2019 for a
period of three years until the end of 2022;

— the permit for production of cosmetic products, which was
issued by Guangdong Provincial Food and Drug Administration,
remains valid until May 2021;

— our production process for hair-care and skin-care products
has been certified by SGS with a validity period until July 2022
as to meet the requirements of US FDA CFSAN by reference to
Cosmetic Good Manufacturing Practices (GMP) Guidelines
2008;

AEBEEBRNIBEAR LTEFaEY
EREEEHERT ERMAEER
BER HPMRXROBFERNREL -

REEFERN - HIVES N/ E/X
FAUTHEEM/HRE -

- RIZE-AE+-_A BEImET+
BHREHEFEERIEREERSE
BN ERERTERI2019F &
RESTRMESR] A A=F
EE—_ZT - —_FK:

— ERERDEREBEEERBEN
b BEEFITES  ARHEZ
—E-—FHA:

- KMEEZEEEMNEEREARAB
TSCSHBMFTM ESERR M
ZTEEBEFLEBERRTEE
%5 (GMP)2008 M R 75 » B Hi#E =
—E-—Ft R
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our production process for hair-care and skin-care products
has been certified by SGS with a validity period until July 2022
as to meet the requirements of 1ISO22716 by reference to
Cosmetic Good Manufacturing Practices (GMP) Guidelines
2007;

we were awarded the “T-Mall Golden Award 2019 (K& 2 59)
certificate by TMALL (X5#) recognising our outstanding logistics
services in March 2019;

Bawang (Guangzhou) Co., Ltd was awarded “Excellent
Cooperation Company” (74 {E& 1) and “Charity Award” (&
Az EE) by Guangzhou Dade Public Welfare (/N AEA %)
in July 2019;

our Bawang and Royal Wind brands were awarded “Guangdong
Daily Chemical — China Power (BERH{tL—F B /1=)" for the
most influential brand award by the Guangdong Daily Chemical
Chamber of Commerce (B3R & H{ELE ) in September 2019;

we were awarded the 4th China brand i berry award (7 B 52 h&i
£ %) of the “Most Favourable Consumer Brands of the Year” (5
E&XHEEEE H{Lmh#) by Blueberry Society (B&®) in
November 2019;

we were awarded the “8th Social Marketing Forum and Golden
Bee Integrated Marketing Golden Award” (58 )\ Bt &t & {458
BEE S EBRERS ZIHES ) by the Advertiser Forum (B& =
18) in November 2019;

we were awarded the “Most Favorable Consumers Brand of
2019 (R HEE S MIELE) in the China trendy industry by
Xinxi News ({Z B.fF3R) in December 2019; and

RMEEZEEEEMNEERRESR
B TSGSH BT H BEBRK 1
ZEMBIE REERIERE®D
ISO22716 : 2007 & B 1t #k @ R &F &£
ERBCMPRE  ERHEE=-F
——F+ A

N-_ZE—AE=A KRESHX
5 & 78 3 820194 [Z 9 R 75 4
R R AR

R-ZE-NFLtA BE(EMAE
RARWEMMABRERTIES

BEEMIZEO RS

RZZE-NFLA XEBEHETH
FTMERMERBOESERE A
tReRENIERBAE-—FBESN
EIRAFE I mEE:

RZT-NF+—A ZMESH
EsgRZnmENEdTEmEiE
BIFEEXHEEEERtmEL

R-ZF-NFE+—-A BMNES
EEEIWERENIEN\ELELE
HwEBESEREAZHES R

R-E—NhE+—-F BHESH
1= BB 3R 78 3 92019 4F & /P B A 1)
EX(EXEEBESHRRESE] &
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—  the Group won the honour as the “Top 10 China Daily Chemical
Brands (B R{bAdm+AmEE3E) in 2019”7 in the iiMedia
Ranking (M4 #5). The award was based on assessment of
the company’s strength index, media attention index, public
praise index, and analyst evaluation index, which was carried
out by iiMedia Daily Chemical Industry Research Centre (3% H
EmEITEH TP L.

Key Risks and Uncertainties

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

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

- AEERBRNHESEEMI2019(H
BAE(ERmTKAMEE) ZER
EHNRAEREITERRR O
CEENES RERAEREF
POMEH DMMFEEHES
4 Z &t 4 dn W2 PR TT O &7 & FF A

TERBKFABREE

BRIE@mss BEEMRLEOTLE
FiRAFEEAIN - KR ARBE(R A K
PIY(BAEDIFE622F) AT W EME Y
MERERENMTHRARZAT -

BAEEC¥IFLEME L TK
RAE ERRBEAF T ARE-
NEEE ) E R 2 ARIKEER
K- EZZE_ZFVHAB 2FE
PEMEZITHMAMRE N TR
BARMT AEBEE—FTEEBHH
THERETE BBEEZINE
Z - AEMNERBENERE
EAHEE T IR TERS A E G B
e o AN 52 B — 5 M B A% 8 <F BT
EHMEBELEERE WAE-Z
“EF_A+HEIT BEXEEI
BB REEEBNEMAT A
FERHHEHBFNEFNKETE
FRE AR o
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Exposure to bad debts attributable to customers usually
intensifies following a weak economic performance. To minimize
credit risks, the management of the Group has appointed
dedicated staff members to handle procedures for determining
credit limits, credit approval and other monitoring procedures,
to ensure that follow-up actions with all receivables are taken in
a timely manner. In addition, the Group reviews the collectibility
of receivables at the end of a reporting period, to ensure that
sufficient impairment losses are recognised for in respect of
uncollectible debts. For the year ended 31 December 2019, no
bad debts were recognised by the Group.

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

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

Environmental Protection

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

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

Relationship with Employees, Customers and
Suppliers

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

The Group’s major customers are categorised into four channels,
namely traditional distributors, B2B corporate clients, key account
hypermarkets and supermarkets, and online sales (including online
official flagship stores and distributors). The credit terms granted to
major customers are 30 to 90 days, which are in line with those of
the credit terms granted to other customers.

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

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

During the year under review, the Group’s revenue from operations
amounted to approximately RMB258.2 million, representing a
decrease of approximately 12.1% from approximately RMB293.9
million for 2018. The revenue through the online sales channel
decreased by approximately 4.7% as compared with 2018 and the
revenue through the conventional sales channel decreased by
approximately 21.1% as compared with 2018.

The Group’s core brand, Bawang, generated approximately
RMB241.5 million in revenue, which accounted for approximately
93.5% of the Group’s total revenue by product category in 2019, and
represented a decrease of approximately 11.0% as compared with
2018.

The branded Chinese herbal anti-dandruff hair-care series, Royal
Wind, generated approximately RMB7.0 million in revenue, which
accounted for approximately 2.7% of the Group’s total revenue by
product category in 2019, and represented a decrease of approximately
17.7% as compared with 2018.

The natural-based branded shampoo, shower gel and laundry
detergent products series, Litao, generated approximately RMB7.5
million in revenue, which accounted for approximately 2.9% of the
Group’s total revenue by product category in 2019, and represented
a decrease of approximately 16.7% as compared with 2018.

The branded Chinese herbal skin-care series, Herborn, generated
approximately RMB1.8 million in revenue, which accounted for
approximately 0.7% of the Group’s total revenue by product category
in 2019, and represented a decrease of approximately 57.1% as
compared with 2018.
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We sold our products through extensive distribution and retall
networks, via conventional and online sales channels. During the year

BA—RBBEZNDHANETERS
MEEHRMNER BE—_T—hF+

ended 31 December 2019, a summary of our sales revenue in @ — A=+ —H Gt B BB TR HPE
percentage through different networks and/or channels is as follows: 1 /s EE WS EEE S LA RO T -
Network/Channel Conventional Online Total
max RiE B4 S a5t
(%) (%) (%)
Distributor DA 33.7 23.4 57.1
Retailer TEH 7.1 35.8 42.9
Total & 40.8 59.2 100.0

In 2019, our products were also sold in Hong Kong, Thailand and
Malaysia. The sales to these overseas markets accounted for
approximately 1.2% of our total revenue in 2019.

Cost of sales in 2019 amounted to approximately RMB143.1 million,
representing a decrease of approximately 8.5% compared with
approximately RMB156.4 million in 2018. Such decrease was mainly
due to the decrease in materials consumed, packaging material
consumed and manufacturing expenses, which was partially offset by
an increase in the costs of direct labour.

During the year under review, the Group’s gross profit decreased to
approximately RMB115.0 million, representing a decrease of
approximately 16.4% as compared with approximately RMB137.5
million for 2018. The gross profit margin decreased from
approximately 46.8% for 2018 to approximately 44.5% for 2019.
Such decrease was mainly attributable to a decrease of sales volume,
which led to an increase in production cost per unit due to
diseconomies of scale.

During the year under review, other income decreased to RMB3.0
million, representing a mild decrease of 3.2% as compared with
2018.
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Selling and distribution costs decreased to approximately RMB104.7
million for 2019, representing a decrease of approximately 7.7% as
compared to that for 2018. Such decrease was mainly due to
decrease in goods delivery expenses and the decrease in outsourced
labour costs, which resulted from the decrease in sales volume
through the conventional sales channel, but such decrease was
partially offset by the increases in salaries of sales staff and
advertising and branding expenses. As a percentage of revenue, our
selling and distribution costs increased from approximately 38.6% in
2018 to 40.5% in 2019.

Administrative expenses for 2019 amounted to approximately
RMB30.6 million, representing an increase of approximately 18.6%
as compared with approximately RMB25.8 million in 2018. Such
increase was mainly due to the increase in salaries and research and
development expenses, but such increase was partially offset by the
decrease in legal and professional fees and outsourced labour costs.
As a percentage of revenue, our administration expenses were
approximately 11.9% and 8.8% in 2019 and 2018, respectively.

For the year under review, the Group has made a reversal of
impairment losses of approximately RMB4.8 million in respect of
trade receivables, following the management’s assessment on credit
risk of our financial assets by adopting the expected credit loss (the
“ECL”) according to IFRS 9. Details are set out in note 21 on pages
145 to 148 to the consolidated financial statements relating to the
credit risk of financial assets.

The Group recorded an operating loss of approximately RMB12.9
million for 2019, as compared with an operating loss of approximately
RMBO0.8 million for 2018, which was mainly because of (1) the Group
has been facing intense competition in the sales of its products,
which caused a decrease in revenue; and (2) the Group increased its
expenditures in the ongoing development of its online sales channel,
which negatively affected the Group’s operating margin for the year.
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For the year ended 31 December 2019, interest on bank borrowings
amounted to approximately RMBO0.6 million (2018: RMBO0.4 million).
Interest on lease liabilities amounted to approximately RMB1.7 million
(2018: nil).

During the year ended 31 December 2019, the Group’s income tax
expense was approximately RMB6,000 (2018: nil). Based on facts
and circumstances and a detailed review of the Group’s tax position
carried out by an independent tax consultant, the over provision for
PRC Enterprise Income Tax in prior years of approximately RMB9.1
million (2018: nil) was written back and credited to profit or loss for
the year ended 31 December 2019.

As a result of the combined effect of the above mentioned factors,
the Group recorded a loss of approximately RMB6.1 million for 2019,
as compared with a loss of approximately RMB1.2 million for 2018.

The actual net loss of approximately RMB6.1 million is lower than that
of the expected net loss in the region of approximately RMB10.0
million for 2019 as disclosed in the Supplemental Announcement.
The favorable variance was mainly attributable to a lower amount of
impairment loss being recorded for our financial assets following
management’s assessment on credit risk by adopting the ECL
according to IFRS 9.

As a result of the combined effect of the above factors, the Group
recorded a loss attributable to owners of the Company of
approximately RMB6.1 million for 2019, as compared with a loss
attributable to owners of the Company of approximately RMB1.2
million for 2018.
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Save for the matters relating to the outbreak of the disease caused
by the COVID-19 virus as described above and also in the
Company’s business update voluntary announcement dated 21
February 2020, which may adversely affect the financial results of the
Group for the six months ending 30 June 2020, the Directors are not
aware of any significant event requiring disclosure that has taken
place subsequent to 31 December 2019 and up to the date of this
report.

Outlook

In late January 2020, the IMF revised China’s gross domestic product
(“GDP”) growth prediction for 2020 from 5.8% per cent in October
2019 to 6.0% after the phase one of the Economic and Trade
Agreement between China and the United States was signed in mid-
January 2020. The actual China’s year-on-year GDP growth reached
6.1% in 2019.

The IMF said that the economic growth projection for 2020, which
depends on avoiding further escalation in the US-China trade
tensions, averting a no-deal Brexit, and the economic ramifications of
social unrest and geopolitical tensions remaining contained.

Regarding the impact of the outbreak of the disease caused by the
COVID-19 virus on the economic activities and growth, the IMF said
in late January 2020 that it was “too early” to assess the full impact of
the epidemic but acknowledged that it had already affected sectors
such as tourism and transportation. The IMF went on to indicate that
the epidemic could damage, not limited to China, the global
economic growth in 2020, but a sharp and rapid economic rebound
could follow in 2021, if the disease is “contained rapidly, in what is
known as the V-shaped impact.”

In the midst of novel coronavirus outbreak in mid-February 2020, a
poll of 40 economists, which was commissioned by Reuters,
predicted China’s annual economic growth in the first quarter of 2020
to slump to 4.5% from 6.0% in the previous quarter. That drop was
expected to drag down the full-year growth rate in 2020 to 5.5%
from 6.1% in 2019, its weakest since at least 1990 when comparable
records began. However, economists were optimistic the economy
would bounce back as soon as the second quarter, with growth then
forecast to recover to a median 5.7%, according to the poll.
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In early March 2020, the IMF slashed its 2020 economic growth
outlook for China to below 5.6 per cent because of the “sheer
geographic spread” of the coronavirus epidemic globally. With the
ever-increasing number of confirmed novel coronavirus cases and
casualties from mid-March 2020, the economic growth prospect of
2020 is expected to be bleak, which the growth rate may fall to 1.2%
this year.

Owing to the uncertainties as mentioned in the above paragraphs,
the Directors tend not to be optimistic about the Chinese economy in
2020. Having said that, we believe that people will pay more attention
to their health care after this epidemic. Hence, business opportunities
may be available to the Group. We are confident about the Group’s
development in the long run.

The corporate theme for 2020 is “Without fear of difficulty, re-launch
again”.

For Bawang branded products, the Group will make use of: (1) the
popularity of Internet celebrities to increase the exposure of the brand
and to cooperate with the Internet celebrities for driving up the sales
revenue; (2) the impact arising from the “College Students Advertising
Festival” (RKZ4 4 #4755 in spring to continue to explore and
expand the market shares in the young generation segment, to
deepen the recognition and association of the post-95 and the post-
00 generations with anti-hair fall concept with emphasis on the core
philosophy of Bawang brand in anti-hair fall and hair-care and
receptive attitude towards the rejuvenated Bawang brand so as to
achieve the purposes of advertising and promoting the brand; (3) the
publicity and promotion of Bawang branded products through new
media, internal media and word-of-mouth of key opinion leaders; and
(4) further focus of promotion in Bawang anti-hair fall, natural herbal
and amino acid as well as Bawang antiseptic product series to
enhance the Group’s sales revenue.

For Royal Wind branded product series, the Group will continue to
make good efforts to promote its brand image to cater for the trendy
lifestyle of young customers. We mainly promote the fragrance
products series of this brand in 2020, and will sell our branded
products through traditional sales channels, the exclusive zones
inside the contracted supermarkets and the online flagship stores.

For Litao branded product series, we mainly promote our antiseptic
laundry detergents and shower gel in order to execute the plan to
satisfy the market needs in the midst of the epidemic and to enhance
the Group’s revenue.
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For conventional channels, the Group will continue to deepen
cooperation and interaction with distributors by: (1) regularly updating
our stimulating sales policies and reinforcement of supports to key
customers for the purpose of stabilizing the sales from the distributor
channel; (2) launching of antiseptic products for developing
unexplored market in the traditional channel; (3) providing substantial
supports to exclusive zone channel through heavy promotion of anti-
hair fall, amino acid and antiseptic new product series so as to
enhance the sales revenue through this channel; and (4) endeavoring
to develop new sales channel, to obtain more OEM orders and to
encourage staff members to seek to expand group sales customers.

As to the online sales channel, the Group hopes to achieve stable
sales growth in the future. For our own online flagship stores, the
Group will continue to create signature anti-hair fall and hair-care
product series. In its marketing and promotion plans, the Group will
broadcast commercial videos featuring our product range in different
social media such as Tik Tok, Kwai and Taobao live. For the online
distributors, the Group will select some quality and potential online
platforms and distributors and to provide them with higher sales and
marketing expenses as so to enhance sales revenue and rate of
return.

Apart from this, the Group intends to further tap into the potential of
social media e-commerce. The Group will continue to develop the
social media platforms such as WeChat Small App to enhance sales
revenue. The Group will make use of potential user-group networks
and user-to-user connections in other platforms for increase of sales
revenue.

For production management, we strive to keep our customers
satisfied with the quality of our products. While we uphold quality of
products, we will at the same time continue to reduce spoilage, lower
the production costs, increase the turnover of production materials
and minimize the inventory level. We will continue to make good use
of our management skills, advanced production equipment and spare
production facilities and capacities for expanding an original
equipment manufacturer (OEM) business. Additionally, having
considered the production requirements, we will seek to enhance the
utilization rate of the production floor area and optimize the storage
space. We believe that through the integration of production
resources to achieve greater value enhancement, we can create
more revenue for our shareholders.
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As part of the business expansion plan, the Group will continue to
explore the possibility of engaging with potential distributors for
launching our branded products to other countries. The Group is
open to explore further business opportunities with potential overseas
distributors.

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

Liquidity, Financial Resources and Capital
Structure

The Group adopts conservative financial management policies and
maintains a good and solid financial position. A summary of liquidity
and financial resources is set out below:
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Total loans ff KB ER 9.7 12.6
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The gearing ratio’ BEAEX 3.3% 4.3%
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Material Acquisition and Disposal

The Group did not engage in any material acquisition or disposal of
any of its subsidiaries or associates during the year under review.
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Exposure To Fluctuations in Exchange Rates
and Hedging

The operations of the Group are mainly carried out in Mainland China,
with most transactions being settled in Renminbi. The reporting
currency of the Group is Renminbi. During the year under review, the
Group had exported its goods to Hong Kong and certain overseas
countries. The transactions were settled in either Hong Kong Dollars
or United States Dollars. The Group’s cash and bank deposits are
mostly denominated in Renminbi. The Company will pay dividends in
Hong Kong Dollars if dividends are declared. In addition, the Group
paid certain advertising fees in United States Dollars or Hong Kong
Dollars. The Directors are of the view that the Group conducts its
business transactions principally in Renminbi and thus the exchange
risk at the Group’s operational level is not significant. As at 31
December 2019, the Group had not issued any material financial
instruments or entered into any material contracts for foreign currency
hedging purposes. However, the Directors will continue to monitor
the foreign exchange exposure and are prepared to take prudent
measures such as hedging when required.

Contingent Liabilities

The Group had no material contingent liabilities as at 31 December
2019.

Capital Commitments

As at 31 December 2019, the capital commitments of the Group
amounted to approximately RMBO0.3 million.

Charge of Assets

As at 31 December 2019, buildings with carrying values of
approximately RMB3.2 million (2018: RMB3.4 million) were pledged
to secure banking facilities granted to the Group. During the year
under review, the Group obtained the banking facilities of
approximately RMB500 million. As at 31 December 2019, banking
facilities of approximately RMB500 million were unutilised and
available for the Group’s future financing.
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Distributable Reserves

Pursuant to applicable statutory provisions of the Cayman Islands,
the Company had no reserves available for distribution to the
shareholders as at 31 December 2019 (2018: Nil).

Inventories

As at 31 December 2019, the Group had inventories of approximately
RMB29.4 million, representing a decrease of approximately 25.8%
compared with approximately RMB39.6 million for 2018. Such
decrease was primarily due to the decrease of sales return from KA
channel and the decrease of inventories from Herborn and Little King
Products.

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

Trade Receivables

As at 31 December 2019, the Group had trade receivables of
approximately RMB21.5 million, representing a decrease of
approximately 30.0% compared with approximately RMB30.7 million
for 2018. Such decrease was primarily due to (1) the decrease in the
overall sales of online and conventional channels; and (2) the Group
adopts stricter credit policies.

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

As at 31 December 2019, the trade and other payables of the Group
was approximately RMB75.7 million (2018: RMB81.4 million). The
decrease was primarily due to the decrease of the promotion fee
payables and non-income tax payables, but such decrease was
partially offset by the increase of trade payables. For the two years
ended 31 December 2019, trade and other payables did not include
any balances due to related parties.

Human Resources

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

In 2019, the Group organised various in-house training classes to
strengthen the soft skills of our staff members such as time
management, stress management, and leadership development.
Apart from these in-house courses, the Group also required our
department managers to attend external courses on reward and
compensation, and motivation, we required our senior sales and
marketing staff to attend brand positioning strategy course, and we
required our finance and accounting staff members to attend
seminars about the latest legislative/regulatory compliance,
accounting standards, taxation practices and budgetary control.

As at 31 December 2019, the Group employed approximately 594
employees (31 December 2018: 626), consisting of full-time
employees and contract personnel in the PRC and Hong Kong. The
total personnel expenses, comprising wages, salaries and benefits,
amounted to RMB54.7 million for 2019 (31 December 2018:
RMB47.7 million).
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The following table sets forth a breakdown of the total headcount of
our employees and contract personnel as at 31 December 2019 and
2018:

TRIIWR_E—NF+_A=+—H
FZE-—NF+_A=+—BHMHE
BEERAGXIEERAHM:

31 December 31 December

2019 2018

—E-NF —E-N\F

+t=A=+-8B +=ZA=+—H

Full-time employees *RES 197 191
Contract personnel AHEE

— Sales persons —{EiH B 95 108

— Others — Hi 302 327

Total employees HWEBAHY 594 626

The employees’ remuneration, promotion and salary review are
based on individual job responsibilities, work performances,
professional experiences and the prevailing industry practices.

Our employees in the PRC and Hong Kong join social insurance
contribution plans and the Mandatory Provident Fund scheme,
respectively. Other benefits include performance-based incentive
bonus scheme and share options granted or to be granted under the
share option schemes.

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

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

The Board is of the view that the Company has complied with the
applicable code provisions of the Corporate Governance Code (the “CG
Code”) as contained in Appendix 14 to the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules”) for the year ended 31 December 2019.

MODEL CODE FOR SECURITIES TRANSACTIONS BY
DIRECTORS

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

Board of Directors

As at 31 December 2019, the Board comprised six members,
including the Chairman, Mr. CHEN Qiyuan, the Chief Executive
Officer, Mr. CHEN Zheng He (the “CEQ”), the Chief Financial Officer
and three independent non-executive Directors. Biographical details
of the Directors are set out in the section headed Directors and
Senior Management on pages 60 to 64 of this annual report.

The Board is responsible for approving and monitoring the Group’s
strategies and policies, approving annual budgets and business
plans, evaluating the performance of the Group and supervising the
work of management. The management is responsible for the daily
operations of the Group under the leadership of the CEO.

$EATHREE

o>
1K
¥
m}i
%‘E"

AR IReAEENDEEE R K
%%AE'H AR EHAIRERM
¥,§ AR — I EHEE o

WH%

%Eﬂlbﬁ &:I:__ jLEE+ )EJ_
T—BILENFE AR —BEETEE
BMaXxHmzE %imﬁ%ﬁtﬁﬁ
RIDKS1amEeXE T EEE
AR PrEiE %E’J—rﬁwﬂ&(

EFETESXINRETA

$’ﬂ5% ERAI SR+ ATE BT
TAZESETREF X HNEESTERI
Uﬁ FRD FREFETESFZXZN
TRTA -AEFETHESHRER %E
EEHANOEFEA-—BEETERE
AIFTE R R EIRE -

EEE

—NWE+—_A=+—RH EF¢&
AKX EAK EFeEEERBR
EE BHEATEMEBSTE(EESH
TED BRVEEM-MNBIIIEHTE
F - BREFZREINENAFERESR
BOEEFAEEE RS REEEDM -

EEeaEMAENRERASENERR
B R HEFEREREKFE
AEARBERR ULREBEEENT
F- EREEETHRARNEETEESE
BBEEES-



30

BaWang International (Group) Holding Limited Annual Report 2019

Corporate Governance Report (Continued)

EREBRS(R)

The Board has delegated a schedule of responsibilities to the
executive Directors and senior management of the Company. These
responsibilities include implementing decisions of the Board and
directing and co-ordinating day-to-day operation and management of
the Group. The Board reviews these arrangements periodically to
ensure such arrangements remain appropriate to the Group’s needs.

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

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

The Board held eight meetings in 2019. Each of Mr. CHEN Qiyuan,
Mr. CHEN Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung, Mr.
CHEUNG Kin Wing and Dr. WANG Qi attended all meetings.

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

Nomination Policy

Either the secretary or the chairman of the Nomination Committee
shall call a meeting of the Nomination Committee, and may invite
nominations of candidates from the Board members, if any, for the
Nomination Committee to consider prior to its meeting. The
Nomination Committee may also nominate candidate(s) who are not
nominated by any member of the Board. For filling a casual vacancy,
the Nomination Committee shall make recommendation(s) for the
consideration and approval of the Board. For proposing candidate(s)
to stand for election at a general meeting, the Nomination Committee
shall make nominations to the Board for its consideration and
recommendation to the shareholders of the Company for approval.
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In order to provide information on the candidate(s) nominated by the
Board for election at a shareholders’ general meeting, and to invite
nominations from the shareholders, a circular will be sent to the
shareholders in accordance with the requirements under the Listing
Rules. The relevant circular will at a minimum set out such information
about each proposed candidate, as required under the applicable
laws, rules and regulations, the Company’s constitutional documents
and the Listing Rules. A shareholder may serve a notice to the
Company Secretary within the lodgment period of its intention to
propose a resolution to elect a certain person as a director without
the Board’s recommendation or the Nomination Committee’s
nomination. The particulars of the proposed candidates will be sent
to all shareholders for information by a supplementary circular.

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

Diversity Policy

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

Dividend Policy

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

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

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

Update on Directors’ Information

Mr CHEUNG Kin Wing, an independent non-executive Director,
joined Self Strengthening Service Centre Limited (2 5& k& /OB R
/A \]), which is a company limited by guarantee and an approved
charitable organization, as a director on a voluntary basis with effect
from 30 September 2019.

Dr. NGAI Wai Fung, an independent non-executive Director, ceased
to be an independent non-executive director of Yangtze Optical Fibre
and Cable Joint Stock Limited Company (stock code: 6869.HK) from
January 2020.

Remuneration of Directors and Chief Executive

Details of the remuneration of each Director and the Chief Executive
for the year ended 31 December 2019 are set out in note 15 to the
consolidated financial statements. Other than the Directors and the
Chief Executive, there is no other member of senior management.

Directors’ Training

Under Code Provision A.6.5 of the Corporate Governance Code,
directors should participate in appropriate continuous professional
development to develop and refresh their knowledge and skills to
ensure that their contribution to the Board remains informed and
relevant. Internally facilitated briefings for directors are arranged and
reading materials on relevant topics are issued to Directors where
appropriate. All Directors are encouraged to attend relevant training
courses at the Company’s expenses.
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As of 31 December 2019, all Directors (being Mr. CHEN Qiyuan, Mr.
CHEN Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung, Mr.
CHEUNG Kin Wing and Dr. WANG Qi) received regular updates on
the Group’s business, operations, risk management and corporate
governance matters, and participated in the directors’ training offered
by professional bodies and/or arranged by the Company. Materials
on new or changes to salient laws and regulations applicable to the
Group were provided to the Directors. Directors are requested to
provide their records of training they received to the Company
Secretary for record and annual review by Nomination Committee.
During the year under review, the Directors received an aggregate of
approximately 223 hours of training in various fields with a breakdown
as follows:

2019 Directors’ Training by Topic
—E-hAFEEEIEE

HEZE _Z—NWF+_A=+—HBHIHF
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Hong Kong Financial Economy/ Business
Legislative/ Director’s Reporting/ Capital Management/
Average per person: Regulatory Duties/ESG Taxation/Risk Market Investor
approximately 37 hours Compliance Practices Management Updates Relationship Others'
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Dr. NGAI Wai Fung BEIEE L+ v v v v v v
Mr. CHEUNG Kin Wing ~ SRE 48 % 4 v v v
Dr. WANG Qi EHEL v v v Y

1. Include topics such as technology transfer and industry association internal training,
etc.
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Remuneration Committee

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

The Remuneration Committee held two meetings in 2019. Each of
Mr. CHEN Zheng He, Mr. CHEUNG Kin Wing and Dr. NGAI Wai Fung
attended the said meeting.

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

Nomination Committee

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

The Nomination Committee held three meetings in 2019. During the
meetings, the committee members reviewed the senior management
structure of the Group and the re-election of Directors. All committee
members attended the said meetings.

Audit and Risk Management Committee

As at 31 December 2019, the Audit and Risk Management
Committee comprises three independent non-executive Directors,
two of whom possess the appropriate business and financial
experience and skills to understand the accounts of the Group. The
Audit and Risk Management Committee is chaired by Dr. NGAI Wai
Fung and the other members are Mr. CHEUNG Kin Wing and Dr.
WANG Q.
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The written terms of reference which describes the authority and
duties of the Audit and Risk Management Committee was prepared
and adopted in accordance with the Listing Rules. The Audit and
Risk Management Committee is required, amongst other things, to
oversee the relationship with the external auditors, to review the
Group’s interim and annual results, to review the scope, extent and
effectiveness of risk management and internal control systems of the
Group, to review accounting policies and practices adopted by the
Group, to engage independent legal or other advisers as it determines
necessary and to perform investigations.

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

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

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

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

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

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

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

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

— reviewed the connected transactions entered into by the Group.
The Audit and Risk Management Committee has reviewed the annual

report with the management and the external auditors and
recommended its adoption by the Board.

ERLERERZE S EABESLE
JIREZZEGCENERE  DH2R
EHRAMARRMERAN - FZERER
BEEZEQZBE HBBEEREIN
BZEmNER BHNEENTHES
HEEXGE RISEAREERAR
THRFHRE RREERNE - FHE
BARERANEGTERREREN ER /B
FERZRBYAARAEMER - A
FETHE -

EAEERN BEELEKRERZESH
T7 THFBEIE:

—  HEINEBAZEE W EFERANF
HIZE B TIEM —REBBMER

- RANBERBOMHEYREIEES
T OB

- BREHZTIBEZBEHERE RE
EeRbES

— BAIERZBEIRELE FEM
Mz B2 Fr 09 B I

— FBHARAFERSEMD RSN

NREEMABMEERS

- ROAKSEABEEMAREEDN
WREM B R EMETT

— BARFAFZR AMEE RARE

@%ﬁﬁ%%ﬁi$ﬁ m B
EeFUERTETHH &

— FHAKREIUNBEERS

ExLkREBREREZESC BEEEMI
ﬂﬁ@%%@ﬁ&ﬁ%'ﬁ%%%$@

PR



36

BaWang International (Group) Holding Limited Annual Report 2019

Corporate Governance Report (Continued)

ERESRS (1)

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

The Audit and Risk Management Committee held three meetings in
2019. Each of Dr. NGAI Wai Fung, Mr. CHEUNG Kin Wing and Dr.
WANG Qi had attended all three meetings.

Corporate Governance Functions

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

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

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

A statement from the auditor of the Company about their reporting
responsibilities on the financial statements of the Group for the year
ended 31 December 2019, is set out on pages 70 to 72 of the annual
report.

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

Internal control and risk management

The Board is responsible for making appropriate assertions on the
adequacy and the effectiveness of the risk management and internal
control systems and procedures and to resolve material internal
control defects. The Board together with the senior management of
the Group are jointly responsible for maintaining a sound and effective
system of internal control of the Group so as to ensure the
effectiveness and efficiency of operations of the Group in achieving
the established corporate objectives, safeguarding assets of the
Group, rendering reliable financial reporting and complying with the
applicable laws and regulations.

During the year under review, the management of the Group, through
its daily management activities, gathers information on the Group’s
business, receives reports from the internal control function of the
Group, and analyses feedback from frontline and back office staff to
identify risks in the Group’s business, operation, financial conditions
and future expansion plans. Significant risks that are identified are
presented to the Audit and Risk Management Committee of the
Board on an ongoing basis.
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The Audit and Risk Management Committee of the Board is
responsible for reviewing reports and proposals submitted. The Audit
and Risk Management Committee will consider such risks and
recommend to the Board measures that should to be taken to
address them. Where appropriate, management of the Group will
assist the Audit and Risk Management Committee in submitting
proposals to the Board to address risks faced by the Group.

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

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

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

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

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

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

The Company convened one shareholders’ general meeting in 2019,
being the Annual General Meeting (the “AGM”) for the year 2018. The
AGM held on 31 May 2019 reviewed and approved a number of
resolutions such as the financial statements for the year 2018, Report
of Directors and appointment and remuneration of auditors of the
Company. All the Directors, namely Mr. CHEN Qiyuan, Mr. CHEN
Zheng He, Mr. WONG Sin Yung, Dr. NGAI Wai Fung and Mr.
CHEUNG Kin Wing and Dr. WANG Qi have attended the AGM of the
Company.

Company Secretary

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

In compliance with Rule 3.29 of the Listing Rules, Mr. WONG has
undertaken no less than 15 hours of relevant professional training
during the year ended 31 December 2019.
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Shareholders’ Rights

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

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

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

122 Austin Road,

Tsimshatsui, Kowloon, Hong Kong

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

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

Constitutional Documents

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

Auditors’ Remuneration

The remuneration paid/(payable) to the Company’s independent
external auditor, SHINEWING (HK) CPA Limited, for the year ended
31 December 2019 in relation to audit services and non-audit
services (including the review of the Company’s interim results
announcement and interim report for the year 2019) are
approximately RMB1,100,000 and RMB286,000 respectively.
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The Directors submit this Report of Directors together with the
audited consolidated financial statements for the year ended 31
December 2019.

Principal Activities

The principal activities of the Group are the designing, manufacturing,
trading and distribution of Chinese herbal products, including
shampoo products, hair-care products, skin-care products, and
household cleaning products. The principal activities and other
particulars of the subsidiaries are set out on pages 170 to 171 of this
annual report.

Business Review

A fair review of the business of the Group, together with a description
of the principal risks and uncertainties facing the Company,
particulars of important events affecting the Group that had occurred
since the end of the financial year 2019, as well as indication of likely
future developments in the business of the Group are set out in the
sections “Business Review” on pages 9 to 14, “Key Risks and
Uncertainties facing the Company” on pages 14 to 15, “Environmental
Protection” on page 15, “Business compliance” on page 16,
“Relationship with Employees, Customers and Suppliers” on page
16, and “Outlook” on pages 21 to 24 of this report respectively. An
analysis using financial key performance indicators is set out in the
sections “Revenue and Segment Information” on pages 127 to 130
and “Five Year Financial Summary” on page 172 in this report.

Dividends

Following a review of the operating results of the Group, the Board
does not recommend the payment of any final dividends in respect of
the year ended 31 December 2019.

Results and Appropriations

The results of the Group for the year ended 31 December 2019 are
set out in the consolidated statement of profit or loss on page 73 of
this annual report.
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Reserves

Details of the movements in the reserves of the Group and the
Company during the financial year 2019 are set out on pages 76 and
161 of this annual report respectively.

Major Customers and Suppliers

During the year ended 31 December 2019, sales made to the
Group’s five largest customers and the largest customer accounted
for approximately 23.0% and 11.7%, respectively of the total sales of
the Group. The Group purchased approximately 37.2% and 16.7%,
respectively of its goods and services purchased from its five largest
suppliers and the largest supplier.

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

Financial Summary

A summary of the results and of the assets and liabilities of the Group
for the last five financial years is set out on page 172 of this annual
report.

Bank Borrowing

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

Property, Plant and Equipment

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

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

Changes in Equity

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

Pre-emptive Rights

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

Principal Subsidiaries

Please refer to note 37 of the audited consolidated financial
statements for details of the Company’s principal subsidiaries at 31
December 2019.

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

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

Equity-Linked Agreements

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

Tax Relief and Exemption

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

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

Based on the information that is publicly available to the Company
and within the knowledge of the Directors as at the latest practicable
date prior to issue of this annual report, the Company has maintained
the prescribed public float with at least 25% of the Shares held by the
public as required under the Listing Rules during the year ended 31
December 2019 and up to the date of this annual report.

Permitted Indemnity

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

Management Contracts

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

Directors
The Directors during the year were:

Executive Directors

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

Independent non-executive Directors

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

Details of the Directors’ (for the year ended 31 December 2019)
biographies have been set out on pages 60 to 64 of the annual
report.

Directors’ Service Contracts

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

For the INEDs, Dr. Ngai Wai Fung has entered into a letter of
appointment with the Company for a term of three years from 4 July
2018. Mr. CHEUNG Kin Wing has entered into a letter of appointment
with the Company for a term of three years from 13 November 2017.
Dr. WANG Qi has entered into a letter of appointment with the
Company for a term of three years from 17 April 2018.

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

Directors’ Emoluments

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

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

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

As of 31 December 2019, the Directors and chief executive of the
Company had the following interests and short positions in the
shares, underlying shares and debentures of the Company or any of
its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (Cap. 571 of the Laws of Hong
Kong) (the “SFO”)), which were required (a) to be notified to the
Company and the Stock Exchange pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests and short positions which they
had taken or deemed to have under such provisions of the SFO); or (b)
to be and were entered into the register that was required to be kept
by the Company pursuant to section 352 of the SFO; or (c) as
otherwise notified to the Company and the Stock Exchange pursuant
to the Model Code:
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Directors’ and chief executive’s interests and short

EEREETHRARARFLFRMG -

positions in shares, underlying shares and HHBAKRGKCREEEZSEDREEHESR R
debentures of the Company =
Number of
ordinary  Approximate
shares/ percentage of
underlying issued share
ordinary capital of the
shares of the Company
Company held )i NG|
Name of director/ BEAT 28T
chief executive Long/short position in VEBERR RAFZ
EE/BRETHRAER ordinary shares Nature of interest HEESER EZEIL
=x EERPZEF/IXR @Mt E R4 & B (W)
CHEN Qiyuan (Note 1) Long Interest in controlled 1,900,840,000 60.12%
corporation
PR BUR (BT 3E1) A P 128 A B
CHEN Zheng He (Note 2) Long Interest in controlled 1,900,840,000 60.12%
corporation
PR IE 85 (Ff5E2) HE P12 )% B #E
WONG Sin Yung Long Beneficial owner 2,100,000 0.07%
BHER e EmEB A
Notes: B 5E -

1.

CHEN Qiyuan was deemed to be interested in the 1,900,840,000 shares of the
Company held by Fortune Station Ltd. (“Fortune Station”) by virtue of CHEN Qiyuan
holding 50.43% of the issued share capital of Fortune Station. The remaining 49.57%
of the issued share capital of Fortune Station was held by Heroic Hour Limited (“Heroic
Hour”). Heroic Hour’s entire issued share capital is held by CHEN Zheng He as trustee
for himself and on behalf of his six brothers and sisters. The beneficial interests of
CHEN Qiyuan’s six children under the age of 18, namely CHEN Cynthia Yuping, CHEN
Li Zi, CHEN Zheng Sheng, CHEN Zheng Yan, CHEN Ya Shan and CHEN Bo Ling in
Heroic Hour, representing 78.00% of the issued share capital of Heroic Hour, were
also attributable to CHEN Qiyuan.

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

B FE R B #5 /8 Fortune Station 2 50.43% 2 B %
71 R% 15 BR BUIR % 48 /& ¥ 7 Fortune Station Ltd.
[Fortune Station | £7 % /& #91,900,840,000 % A &)
% 19 #9 #E 25 © Fortune Station &) H $249.57% & %%
77 B% 7ZX B Heroic Hour Limited ([ Heroic Hour |)
B