)Jﬂ}))ﬂﬂ})ﬁﬂ)))ﬁﬂ))

NP NI R NN
SR R o v ORK R

FUFENG

=E =

2022

ANNUAL REPORT
F ;|

Fufeng Group Limited
ESEEBRAA

(incorporated in the Cayman Islands with limited liability)
(MEEHETMRLZERAT)
Stock Code IR 01855 : 546

Y
Mk ,mk\&\t‘.‘l m‘!""l \\\44&*15



Chairman’s Letter
FEEHL
Financial Highlights
MBHE

Market Qverview

MiZHE

Eiusiness and Financial Review
F 75 N B 7% Bl R

Qutlook and Future Plan
‘LR ARKEE

Other Information

Hip &R

ESG Executive Summary
ESGERERE

Cogggrqte Governance Report
PERERBE

Directors’ Report

EFEEWmE

Independent Auditor’s Report

B Az B AR S

Consolidated Financial Statements
CXiIEr e

Corporate Information

NAIEF

Biographies gj Directors and Senior Management
EShERERERE

Five-year Summary

hERE

Production Bases

EEAM

Major Products Processing Map
FEEMEERFE

Share Information
I & #
Glossary

b=




FUFENG GROUP LIMITED | ANNUAL REPORT 2022

CHAIRMAN’S LETTER
ERIEH

Dear Shareholders,

2022 was a landmark year for the Group as we continued on our
strong growth trajectory and achieved remarkable operating results,
despite a host of global economic and geopolitical challenges,
including high inflation, monetary tightening policies and interest rate
rises by key central banks, the resurgence of the COVID pandemic in
China as well as the Russia-Ukraine conflict.

| am incredibly proud of our outstanding team to deliver better
than expected results in 2022. Revenue of key business segments
(including food additives, animal nutrition and colloid) increased
significantly during the Year. Turnover and net profit of the Group
increased by 27.6% and 201.5% respectively, reaching approximately
RMB27.5 billion and RMB3.9 billion, all at new highs. Gross profit
margin increased by 8.2 percentage points to 26.3%. These results
are a culmination of a well-ingrained performance culture focused
on continuous improvement, profitable growth, active pricing, cost
management and strong capital discipline.

During the Year, we accumulated a high level of US dollar position
generating from our export sales. In order to lower our borrowing
costs, we fully repaid the USD400 million syndicated bank loan. We
took the RMB loans with lower borrowing costs instead. We also
posted FX gains from our USD cash position and the termination of
the USD swap for the syndicated bank loan.

Reflecting strong confidence in our financial position and rewarding
your support, the Board has proposed a final dividend of HK29.0
cents and a special final dividend of HK4.1 cents per share. This
results in a full-year dividend of HK69.7 cents per share (including the
interim dividend of HK32.0 cents and a special interim dividend of
HK4.6 cents per share), with a full-year dividend payout ratio of 40%
(2021: 35%).

Of course, our measure of success is defined by more than financial
numbers. We further strengthened our ESG strategy under the
leadership of the ESG Committee. We believe that the integration of
ESG considerations throughout our operations is essential for our
sustainable development.

Moving forward, we will continue our internationalisation plan
notwithstanding the delay of the US construction project and will
launch three strategic regional sales offices in America, Europe and
Southeast Asia with an aim to serve our overseas customers directly.
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CHAIRMAN’S LETTER
ERIEL

At last, | express my heartfelt appreciation to the members of the B - AANHEFeNE BEEEBEKUR
Board, management team, and staff for their diligence and dedication, ERETINYEFENFEIRARERORK
as well as my sincere gratitude to you, financial institutions, HoRNHSMURE SREE BF  #
customers, suppliers and other stakeholders who have supported our ERAREAREDEERNEE KT BAHR
Group. BHE

Li Xuechun FR4

Chairman *E
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FINANCIAL HIGHLIGHTS
M=

Turnover Profit Attributable to Shareholders
EEEHE % BRFE ik 335 F
RMB million -
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Market Overview
Economic Environment

According to the National Bureau of Statistics of China, China
reported its GDP growth rate of 3.0% on a year-on-year basis in
2022. During the Year, the global economy gradually returned to
normal and showed signs of recovery as a result of the lifting of
pandemic measures in many countries. However, the recovery faced
uncertainties due to the resurgence of the COVID pandemic in various
countries, the Russia-Ukraine conflict, and the soaring inflation in
some developed markets during the Year.

Major Raw Materials

During the Year, the continuous impact of the Russia-Ukraine
conflict on the global food market, and export restrictions imposed
by many countries on staple foods (such as corn), led to a global
food shortage, causing an increase in food prices. However, the
foreign environment had limited impact on domestic corn prices as
China is mostly self-sufficient in corn, with only about 10% relying on
imports. Corn prices maintained at a high level throughout the Year
due to (1) the recovery of the breeding industry and the significant
increase in feed demand (after the end of the African swine fever
epidemic in China in 2020, the breeding industry recovered in 2021
and maintained its active trend in 2022); (2) high demand from
corn processing; and (3) the hindered transportation and logistics
disruption caused by the impact of the pandemic.

Coal prices in China have remained at a high level since the fourth
quarter in 2021. During the Year, the National Development and
Reform Commission promulgated a number of domestic coal policies
to regulate and monitor coal prices in a timely manner, so as to keep
coal prices within a reasonable range and ensure a stable supply of
energy, thus stabilising domestic coal prices and supply.

Maijor Products

According to reports from domestic media, China accounted for
over 70% of global MSG consumption, with the main demand from
the food processing and catering sectors. Although some regions in
China were affected by the lockdown and control measures due to
the resurgence of the COVID pandemic during the Year (the scale
and duration of lockdown were reduced as compared with 2021),
social activities, with the cancellation of the lockdown and control
measures, gained a recovery in an orderly manner, leading to gradual
demand recovery in the food processing and catering sectors. In
addition, MSG price maintained at a high level during the Year, driven
by factors such as high raw material costs.
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MANAGEMENT REVIEW
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MANAGEMENT REVIEW
EHEOR

Xanthan gum is classified into food grade and industrial grade,
of which the industrial grade is mainly applied for oil and shale oil
extraction and exploration. During the Year, oil demand remained at
a comparatively high level due to the recovery of the global economy
and the energy crisis brought by the Russia-Ukraine conflict. In
addition to the recovery of the oil industry, exploration activities for
shale oil and natural gas also increased significantly. As a result, the
price of xanthan gum remained high while the market demand for
xanthan gum increased significantly.

The price of threonine initially rose and subsequently dropped during
the Year. Prices rose due to supply shortage in overseas markets
caused by the supply chain disruption during the COVID pandemic in
the first half of the Year. An oversupply landscape was formed in the
second half of the Year as prices dropped due to the improvement
of the supply chain disruption, decrease in foreign stockpiles, and a
limited increment in domestic downstream demand. Lysine performed
well during the Year due to strong domestic demand.
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MANAGEMENT REVIEW
B D
Business and Financial Review RN Bt %5 0 B
Overall Performance EERIA
The table below illustrates the trend of the Group’s revenue in the TRHEFRAEBEBRBERFHRABL
past five years
RMB (Million)
AR (B85T)
29,000 — 27,475
27,000 —|
2= 21,540
21,000 —|
18,000 —| 6171 16,691
15,000 —| 13,765
12,000 —|
9,000 —|
6,000 —|
3,000 —|
0
2018 2019 2020 2021 2022
—ZE-N\F —T-AF —E-TF —T_—F —T-—F
Revenue/Gross profit/Gross profit margin of the Group/Profit REBHUWA ER EF=E IREESL
attributable to the Shareholders e

Year ended 31 December

BEt-A=+t—HLEE

2022
—E_-__

Revenue (RMB’000) WA (ANREFT) 27,474,639 21,539,841 27.6
Gross profit (RMB’000) EF(ARBTT) 7,212,467 3,905,276 84.7
Gross profit margin (%) EFIE (%) 26.3 18.1 8.2 ppts.

&8 5 Bh
Profit attributable to the 1% B8 & 1y ) F) 3,861,078 1,280,640 201.5

Shareholders (RMB’000) (AR®BFIT)
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MANAGEMENT REVIEW
EHEOR

With a diversified product development plan, the business structure
of multiple growth drivers has been established, enhancing the core
competitiveness of the Group.

From the perspective of our product portfolio, our key products can
be classified as cash cow products and star products. Our cash cow
products include MSG and xanthan gum, of which we are the largest
manufacturer in the global market. Our strategy is to maximise our
revenue with our existing market share and create a strong and stable
cashflow for the Group. Our star products, including threonine, lysine
and high-end amino acid products, have high growth potential with a
growing market share, and we have established leading positions in
these market segments.

As the Group continued its strong growth momentum from the
second half of 2021, the Group recorded increases in sales
volume and ASP in major products, as well as higher profitability.
Profit attributable to the Shareholders increased by 201.5% to
approximately RMB3,861.1 million in 2022 as compared to 2021.

The increase in Group’s revenue and gross profit during the Year
were principally due to the contribution from food additives, animal
nutrition and colloid segments.

Selling and marketing expenses and Administrative expenses
increased by 25.4% and 10.9% respectively as compared to 2021.
Please refer to “Other Financial Information” on page 16 for further
analysis.

Finance income decreased by 15.0% to approximately RMB100.8
million in 2022 as compared to 2021.

Finance costs increased by 183.7% to approximately RMB489.9
million in 2022 as compared to 2021.
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MANAGEMENT REVIEW
EE YO
Analysis of Five Product Segments hEEmD WD
The Group’s products are organised into five product segments: AEENEROBRABERD I
Segment Key products of the segment i PHBEEEM
Food additives MSG RmAMAE KK
Animal nutrition Threonine, lysine, corn refined products BEE Ak BB EKRRE
=
High-end amino acid Tryptophan, Valine, leucine, isoleucine, BiEREE @ G8K- -Hak =8
glutamine, hyaluronic acid Enalt ARERRE
A
Colloid Xanthan gum B H5RE
Others Fertilisers Hb RE
For the year ended 31 December 2022 BE_ZT-__F+-A=+—HLEFE

Food Animal High-end
additives nutrition amino acid Colloid Others Total

RN BYEE SESER B Hitr st

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBTR AR®TR AR®TR AR®TR AR®TR AR%®T:R

Revenue WA 13,300,548 9,581,198 1,201,208 2,238,747 1,152,938 27,474,639

Gross profit E7 2,594,538 2,671,551 384,206 1,221,550 340,622 7,212,467

Gross profit margin (%) 71| (%) 19.5% 27.9% 32.0% 54.6% 20.5% 26.3%
For the year ended 31 December 2021 BE-Z-_—F+-A=+—HLEE

Food Animal High-end
additives nutrition amino acid Colloid Others Total
R Al BYEE REQER B Hoh st

RMB'000 RMB'000 RMB'000 RMB’000 RMB'000 RMB'000
ARETE ARBTRT ARBTE ARETT ARBTRT ARETE

Revenue WA 10,388,668 7,619,865 1,415,394 1,042,705 1,073,209 21,539,841
Gross profit EF 1,424,804 1,369,052 587,368 341,116 182,436 3,905,276
Gross profit margin (%) ¥ %% (%) 13.7% 18.0% 41.5% 32.7% 17.0% 18.1%
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MANAGEMENT REVIEW
EHEOR

Food additives segment

Revenue generated from the food additive segment was
approximately RMB13,300.5 million in the Year, representing
an increase of approximately RMB2,911.8 million, or 28.0%,
as compared to 2021, mainly due to the increased revenue
of MSG. The increased revenue of MSG was primarily due to
increased ASP and sales volume of MSG during the Year.

Gross profit of the food additive segment was approximately
RMB2,594.5 million, representing 82.1% as compared to 2021,
mainly due to the increased profit contribution from MSG.
Gross profit margin of the food additive segment was 19.5%,
representing an increase of 5.8 percentage points as compared
to 2021.

Key products:

MSG: During the Year, MSG prices showed a noticeable
upward trend with the ASP of approximately RMB8,603 per
tonne, representing an increase of 12.1% as compared to
2021. The increase in ASP was mainly due to the recovery of
market demand and the increased prices of major raw materials,
and the cost pressure was successfully passed on to our
downstream customers. The Group led the market by adjusting
the MSG price actively and maximising its profitability. The sales
volume was approximately 1,253,093 tonnes, representing a
year-on-year increase of approximately 12.9%.

Animal nutrition segment

Revenue generated from the animal nutrition segment was
approximately RMB9,581.2 million in the Year, representing an
increase of approximately RMB1,961.3 million, or 25.7%, as
compared to 2021. The increased revenue of animal nutrition
segment was mainly due to the increased revenue of corn
refined products and lysine.

Gross profit of the animal nutrition segment reached
approximately RMB2,671.6 million, representing an increase
of 95.1% as compared to 2021, mainly due to the increased
gross profit contribution of corn refined products and lysine.
Gross profit margin of the animal nutrition segment was 27.9%,
representing an increase of 9.9 percentage points as compared
to 2021.
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Key products:

Threonine: The price of threonine initially rose and subsequently
dropped during the Year. Prices rose due to supply shortage
in the overseas markets caused by the supply chain disruption
during the COVID pandemic in the first half of the Year. An
oversupply landscape was formed in the second half of the
Year as prices dropped due to the improvement of the supply
chain disruption, decrease in foreign stockpiles and a limited
increment in the domestic downstream demand. Revenue of
threonine was approximately RMB2,469.6 million, representing
an increase of 3.1% as compared to 2021, primarily due to the
increased ASP of threonine from approximately RMB9,718 per
tonne in 2021 to approximately RMB9,847 per tonne in the
Year. The sales volume of threonine was approximately 250,799
tonnes, representing an increase of 1.8% as compared to 2021.

Lysine: The revenue of lysine was approximately RMB2,007.6
million, representing an increase of 21.9% as compared to
2021. The sales volume was approximately 276,381 tonnes,
representing a year-on-year increase of 8.0%. The increase in
revenue from lysine was mainly due to the increased domestic
sales of lysine, while export sales remained stable.

High-end amino acid segment

During the Year, revenue of the high-end amino acid segment
reached approximately RMB1,201.2 million, representing a
decrease of 15.1% as compared to 2021.

The decreased revenue of the high-end amino acid segment
was mainly due to our strategy to expand into new markets and
the change of client mix. We believe that the high-end amino
acid segment will benefit from the new strategy in the long run.

Gross profit of the high-end amino acid segment decreased
by 34.6% to approximately RMB384.2 million as compared to
2021. Gross profit margin of the high-end amino acid segment
was 32.0%, representing a decrease of 9.5 percentage points
as compared to 2021.
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MANAGEMENT REVIEW
EHEOR

Our high-end amino acid products focus on the health and
wellness and feeding industries and generally enjoy higher
profitability. During the Year, we launched the following new
products, such as Theanine and Citrulline.

Colloid segment

Revenue generated from the colloid segment was approximately
RMB2,238.7 million in the Year, representing an increase of
approximately RMB1,196.0 million, or 114.7%, as compared to
2021, mainly due to the increased revenue of xanthan gum. The
recovery of the oil industry, as well as the increased exploration
activities for shale oil and natural gas led to increases in the
sales volume and ASP of xanthan gum. ASP of xanthan gum
has increased continuously as xanthan gum is still in a state of
short supply. The ASP of xanthan gum was RMB31,421 per
tonne during the Year, representing an increase of 65.6% as
compared to 2021.

Gross profit of the colloid segment was approximately
RMB1,221.6 million, representing an increase of 258.1% as
compared to 2021, mainly due to the increased gross profit
contribution from xanthan gum. Gross profit margin of the
colloid segment was 54.6%, representing an increase of 21.9
percentage points as compared to 2021.

Others

Revenue generated from the others segment was approximately
RMB1,152.9 million in the Year, representing an increase of
approximately RMB79.7 million, or 7.4%, as compared to 2021,
mainly due to the increased revenue of fertilisers.

Gross profit of the others segment was approximately
RMB340.6 million, representing an increase of 86.7% as
compared to 2021, mainly due to the increased gross profit
of fertilisers. Gross profit margin of the others segment was
29.5%, representing an increase of 12.5 percentage points as
compared to 2021.
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Analysis of Production EEDW
Production costs HEERAR

Year ended 31 December

BEt+t-A=+-HLEE

2022 2021
—E-C —E-—F
% of total % of total
production production
RMB’000 costs RMB’000 costs
EHEEE RBEE
o Ny AR
AR®ETT Bk AR®TT B
Major raw materials FERMB
e Corn kernels o TOKREM 11,813,815 56.3 10,449,791 59.1 13.1
Energy BER
o Coal o JEiR 3,604,690 17.2 2,661,883 15.0 35.4
Corn kernels FOREERN
In the Year, corn kernels accounted for approximately 56.3% (2021: $ FE R RN LG 484 B A R 56.3% (=
59.1%) of the total cost of production, representing a decrease of 2.8 T —F:591%) BT —FTH28
percentage points as compared to 2021. Tlﬁ Al
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REZEREKBRNAOBKARIENI31% =2
HREKREEBER-_ZS-_—FAMER - &
FERRENFHERODATHEAR 2,312
T BB —FTHK1.6% -

The total cost of corn kernels increased by 13.1% in the Year, which
was mainly due to the increase in the volume of corn consumption
as compared to 2021. The average price of corn kernels for the Year
was approximately RMB2,312 per tonne, representing a decrease of
1.6% as compared to 2021.

The following chart shows the pricing trend of corn kemnels from the TEIREZZE_EF ¥ FEz_T ==
first half of 2020 to the second half of 2022: THFERBRHTEBL
Price Trend of Corn Kernels
EREHNERBS

RMB/Tonne

AR/ 1

2,700 —

2,500 — 2,415

2,300 —

2,100 —

1,900 —

1,700 —

1,500

1H2020 2H2020 1H2021 2H2021 1H2022 2H2022
—E-TF —T-TE T - T —T-—F
i T pie T pivrs TEE

Coal 15 %
Coal accounted for 17.2% (2021: 15.0%) of total cost of production in REEH R BEERAR172% (ZF=Z—4F:
the Year. The total cost of coal increased by 35.4% during the Year, 15.0% ) o A 5 5 1 ok 48 5k 2N 38 0 35.4% -
mainly due to an increase in coal consumption and price. The average TEARNEREEERBREMENM - A
unit cost of coal in the Year was RMB421 per tonne, representing an FERRFEHEMKEANAETHEARK421

increase of approximately RMB61 per tonne, or 16.9%, as compared
to 2021. The Chinese government implemented some measures to
restore the coal inventory and supply so as to stabilise the coal price
during the Year. However, it was still relatively high as compared to
2021.

The Group’s major production bases have our own power plants
with access to lower-cost coal in the regions by purchasing directly
from the coal mines with long-term contracts to guarantee our coal
supply volume. As a result, our production bases can have access to
a stable power supply.

T B _ZE - FEMENMHARE6I TR
16.9% ° AEE - FEBFEEE TIRERK
BT RERNERE - ABERKER - AW
BT —FAL - RRERDEHERS -

AEENTELEEMARBFNEER
BREEEBRITRMEONREDREBRKX
BEZSHEREKRARRZH - AREREM
MRREEE - Filt - EEEMBEBIREDN
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Production Capacity

The annual designed production capacity of each of the major
products by product categories were as follows:

BEEERIA | £ 2022
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EERBOIER
EEERE
RERFHNEINE T EERNFRAEL
mE

As at 31 December

R+=A=+—8H
2022 2021
—=E_—— —E-—F
Tonnes Tonnes
Product T 7
Food additives R op A I1E)
MSG LR A5 1,330,000 1,330,000 -
Starch sweeteners TR R R 2 720,000 720,000 =
Animal nutrition By EE
Threonine Ak 243,000 243,000 =
Lysine PR 280,000 200,000 40.0%
Colloid B
Xanthan gum =REB 65,000 65,000 =
Analysis of Capacity Usage of Major Product Lines FTEEMREERERIN

Business strategy of production remained unchanged and the Group
set production volume according to market demand in order to
minimise the risk of pricing competition. During the Year, the capacity
utilisation rate of MSG remained stable, which was around 95%. The
capacity utilisation rate of starch sweeteners was around 75% in the
Year, mainly due to oversupply in the market. Threonine and lysine
reached full capacity during the Year. Xanthan gum as classified in the
Colloid segment, also benefited from the recovery of market demand
and reached full capacity during the Year.

EEMNEBREAE  AEEREBEMHSER
REEE UBERBFAREERE - K
FERBHERERAERERIZE RBBE
AemRBMHEKETSHBRE NFE
B KB EREREDHBTE% - AFE
HRRRBEARNERERTEZORAF
RamRNmEHERNRE  ERB (D ERBR
DE)NERERR TR ANFEEZZOREE ©
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Other Financial Information
Other income

In the Year, other income amounted to RMB261.0 million, which was
mainly comprised of the income from the sales of waste products,
amortisation of deferred income and government grants.

Other gain

[t mainly represented net foreign exchange gains generated from
operating activities and fair value gains on change in fair value of
foreign exchange swap contracts, which was for hedging the foreign
exchange risk of our USD bank borrowings.

Selling and marketing expenses

Selling and marketing expenses increased by approximately
RMB356.0 million, or 25.4%, in the Year, mainly due to the significant
increase of the transportation costs.

Administrative expenses

Administrative expenses increased by approximately RMB103.6
million, or 10.9%, in the Year. The increase was due to an increase in
employee benefit expenses.

Finance income

Finance income mainly represented interest income from bank
deposits. The interest income from bank deposits and bank balance
amounted to RMB100.2 million, representing an increase of 176.3%.
This was mainly due to the increase in our working capital during
the Year. On the other hand, the Group recorded an exchange loss
in financing activities of approximately RMB251.4 million (2021: an
exchange gain of RMB82.3 million), which was mainly due to the
exchange difference of bank borrowings denominated in USD in
the Year. The exchange loss on financing activities was classified in
finance costs, which resulted in a decrease of RMB17.8 million, or
15.0% in finance income.

H fth Bt % & ¥

Hfth W i

A - HofthUza 4 AR 261,000,000 7T
TEREBMERME RS BRTREEH
KRBT B o

Ht R

HAMA G EBRE LR E L/ IMNEW S F
BEIMERHIS K (T BREIRRMIRITIRTT
fEEMINERR) A FEEFHH A FEKE -

HERTSHERS
AFEEHERTEHERIEMHARKE
356,000,000 7T 5 25.4% » & 2 7 4E 3 i AN
AR H0 o

THRAX

A AT 5248 N 49 A R # 103,600,000 7T
510.9% * ERHRE S BHIFSEM -

B R U
HIERAEZHRBEITEROFE WA -
BOTTFERRBITESRAFNBERABARE
100,200,000 ¢ * # 11176.3% ° Itk J3 £ E i
RAFERMEBELESEMAINKN - B —F
A AEESSRETHELBSEOARKE
251,400,0007C (ZE=Z—F - EHLKWRZAR
# 82,300,000 T) ' T ZHAF NIAETFHAE
BITERELZBR - BEFHELBIE
DEEMFBACA - BB R AR D AR
17,800,000 7T 8% 15.0% °
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Finance costs

Finance costs mainly represented interest expenses and foreign
exchange loss. The increase in finance costs was mainly due to: i) an
exchange loss of approximately RMB251.4 million arising from the
USD syndicated bank loan; and i) an increase in interest expenses
of approximately RMB65.8 million arising from the increase in bank
loans denominated in RMB. The USD syndicated bank loan was fully
repaid during the Year.

Staff costs

Staff costs of the Group increased by approximately RMB315.5
million, or 28.1%, from approximately RMB1,121.0 million in the 2021
to approximately RMB1,436.5 million in the Year. The increase was
mainly due to employee salary raise.

Depreciation

Depreciation expenses of the Group (including Property, Plant
and Equipment and Leasehold land-used rights) decreased by
approximately RMB85.2 million, or 6.9%, from approximately
RMB1,237.8 million in the 2021 to approximately RMB1,152.6 million
in the Year.

Income tax expense

Please refer to the note 11 of the financial statement.

Dividend

The Board recommended the declaration of a final dividend of
HK29.0 cents per Share and a special final dividend of HK4.1 cents
per Share, subject to Shareholders’ approval at the annual general
meeting.

The final dividend and the special final dividend will be payable on or
about 30 June 2023 to Shareholders whose names appear on the
register of members of the Company on 9 June 2023.

The sum of the paid interim dividend (HK32.0 cents per Share and a
special interim dividend of HK4.6 cents per Share) and proposed final
dividend and special final dividend is HK69.7 cents per share (Year
2021: HK21.5 cents).

P P NN N YN R
K R AR R VR e

AT~V VY Y

BEUKEARAR | FH 2022

MANAGEMENT REVIEW
EHEOIR

B A8 A
MEKAETZERM ST RINEEE - B
BRAENNEZRAR ) ETREERE
E 2 INE BB AR 251,400,0007T ¢ Kii)
NAREABHRITEFTEMERFEFMX
A0 # A R #65,800,0007C ° FF A - E TR
EERC2EEE -

ETRA&
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Syndicated bank facilities

On 9 March 2021, the Company (as borrower) and certain of its
subsidiaries (as guarantors) entered into a facilities agreement with
certain major banks (as lenders) pursuant to which the USD term and
revolving loan facilities up to USD400 million with a term of 36 months
from initial funding was granted to the Company at the rate of interest
equivalent to the aggregate of a margin rate of 1.80% per annum plus
the London interbank offered rate administered by ICE Benchmark
Administration Limited on the relevant date in respect of the USD
loan. The purpose of the loan was mainly to refinance the USD bonds
and part of the bank loan of the Company and for the Group’s general
corporate purposes. The utilisation drawdown of the syndicated
bank facilities, amounted to USD400 million, was made on 24 August
2021. Furthermore, as disclosed in the announcement made by the
Company on 4 June 2021, as per the facilities agreement, it would
constitute a change of control event if Mr. Li Xuechun, being the
controlling Shareholder of the Group, ceases to beneficially own at
least 35% of the issued share capital of the Company or ceases
to be the single largest Shareholder. On and at any time after the
occurrence of a change of control event, (i) the lenders shall not
be obliged to fund the utilisation of the term loan facility, and (ii)
if the lenders so required, the lenders shall, by not less than five
days notice to the Company, require all outstanding loans, together
with the accrued interest and all other amounts accrued under the
finance documents in connection with the loan facilities to become
immediately due and payable. We repaid the revolving portion of the
syndicated bank loan amount of USD160 million on 29 July 2022.
The balance of the syndicated bank loan amount of USD240 million
was also repaid on 31 October 2022.

Except for the above, the Group had no other committed banking
facilities as at 31 December 2022. The Directors believe that the
Group’s liquidity position is relatively stable and that the Group has
sufficient banking facilities to repay or renew existing short term bank
loans and other borrowings.

REEX
R-ZTE-_—FZANB AAR (fEAEXR
N EEETHEBAR (EABERA) EET
FERTUERERAN)EILERBZE - Bt
A 7 R & = 400,000,000 3 7T H) 3£ T E
HERERRE BYREBERAH36HE
A FRBEREFE1.80%KIRESEHNICE
Benchmark Administration Limited 7248 8 B &7
METERBEENBBIEITRZRSAM -
EFMENEZEAUARAIEZETESF RS
BITEFETHERE  RMEAEEN—KDE
¥ A% o $REE 400,000,000 TE R -F
——FNA-+TBEEEH - kI B
RRARR T -_—FXAMBFIENAER
BE BREZREDSE WASEZRER
TEMELENBEREAANDR A D BITRA
ZL3B A TERAE —HARE  BIES
BRI R N EESE
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Liquidity and Financial Resources

Liquidity

The Group met the working capital requirements by cash generated
from operations and bank borrowings during the Year. The Group
had a net cash inflow of approximately RMB3,600.1 million from
operating activities (2021: RMB2,774.4 million). Taking into account
the cash balances together with short term bank borrowings facilities
available, the Group was financially sound throughout the Year.

Net cash after short term bank borrowings was approximately
RMB1,639.5 million (2021: RMB1,820.2 million).

As at 31 December 2022, the Group’s net current assets were
approximately RMB6,464.5 million (2021: RMB5,827.6 million) and
current ratio (current assets divided by current liabilities) was 1.69
times (2021: 2.08 times).

Cash and Bank Balances

As at 31 December 2022, the Group had total cash and bank
balances amounting to approximately RMB7,639.5 million (2021:
RMB4,054.8 million) which were mainly denominated in RMB and
USD. Cash and bank balances increased mainly due to the operation
for the Year.

Bank Borrowings

As at 31 December 2022, the Group had total bank borrowings of
approximately RMB5,953.1 million (2021: RMB4,227.0 million). Bank
borrowings include short term and long term bank borrowings bearing
both fixed and floating interest rates. Of the total bank borrowings,
approximately RMB5,368.6 million (2021: RMB1,722.3 million) were
short term bank borrowings and approximately RMB584.5 million
(2021: RMB2,504.8 million) were long term bank borrowings. The
Group’s bank borrowings were denominated in RMB at year end
date.
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Gearing ratio

As at 31 December 2022, the total assets of the Group amounted
to approximately RMB26,388.6 million (2021: RMB21,510.8 million)
whereas the total debts amounted to RMB6,026.7 million (2021:
RMB4,297.0 million). The gearing ratio was approximately 22.8%
(2021: 20.0%). which was calculated based on the Group’s total
debts over total assets. Total debts include current and non-current
bank borrowings and non-current borrowings from third parties as at
31 December 2022 and 2021.

Foreign exchange exposure

Foreign currencies of the Group are received from the export
sales and bank borrowings. Such proceeds are subject to foreign
exchange risk before receiving and converting them into RMB. The
foreign currencies received from export sales are converted into RMB
depending on needs and market conditions. The Group manages
foreign exchange risk arising from proceeds from bank borrowings by
partially applying cross currency swaps to mitigate exposures arising
from the fluctuations in foreign currencies of borrowings.

During the year, the Group recorded a net foreign exchange gains/
(losses) as follow:

SMNEFIG, (EK):

Foreign exchange gains/(losses):

— From operating activities classified under
other gains/(losses) (Note 7)

— From financing activities classified under
finance costs (Note 710)

— Investment gains/(losses) from cross
currency and interest rate swaps (Note 7)

- XEREEE

(H1a£10)

(XA, (BK) FHE

Net foreign exchange gains/(losses)

BEAMGHE
NRZBE-_—F+-_A=+—H0 XEEHNE
EHEELY /B AR 26,388,600,0007T (ZF
——4&: AR¥21510,800,0007T) © M {&%
@zEhl A A R¥6,026,700,0007T (Z T = —
£ AR #4,297,000,0007T) c EEGEL
RN E228% (T = —F : 20.0%) * £ 5%
AEBBHEAERUNEERBEAE - N _Z
R E-_—F+-_A=+—H EK
REVERBIIERBRITEEARKRESE
ZHHEREBEE -

SME RLBR
AEERSMNETIRA H O HE RRITEE -
RUERB RS FIRL A L s AR -
B 7R INE R - Bt O3 E WA SMNE
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I
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2022 2021
—ESE-—F —E—F
RMB’000 RMB’000
ARET ARET T
483,560 (48,856)
(251,429) 82,276
123,449 (55,633)
355,580 (22,213)




The Company entered into a USD200,000,000 cross currency and
interest rate swap agreement on 24 August 2021 for hedging part of
the exposure to the USD400 million syndicated bank loan with details
shown under “Syndicated bank facilities” of this section.

The Company entered into a USD38,000,000 foreign exchange swap
agreement on 3 November 2019 for hedging the exposure to the
Company’s USD bank loan which amounted to USD38,000,000.

The swap agreements above were settled upon the full repayment of
the relevant bank loans during the Year.

Contingent Liabilities

As at 31 December 2022, the Group had no material contingent
liabilities.

Charges on assets

As at 31 December 2022, RMB590.0 million of term deposits (31
December 2021: RMB500.0 million) were pledged to certain banks
to secure bank borrowings of RMB880.0 million (31 December
2021: RMB500.0 million) of the Group; and RMB28.5 million of term
deposits (31 December 2021: nil) and no restricted bank deposits (31
December 2021: RMB3.0 million) were pledged for the issuance of
bank acceptance notes. In addition, amounts of RMB12.9 million (31
December 2021: nil) was pledged as security for the issuing letter of
guarantee.

Related party transactions

The related party transactions set out in Note 33(a) to the
Consolidated Financial Statements, did not constitute a transaction
which fall under the definition of a “connected transaction” in Chapter
14A of Listing Rules.

Significant investment held

During the Year, the Group did not hold any significant investment.
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Outlook and Future Plan
Outlook

1.

2023 will be a year of uncertainty, as countries across the globe
are affected by a number of factors, including high inflation, as
well as food and energy shortages. In this case, the International
Monetary Fund (IMF) forecasts that global economic growth will
be 2.9% for the year (2022 actual: 3.2%).

According to a report released by the Institute of Economics
of the Chinese Academy of Social Sciences, post-pandemic,
Mainland China sees a gradual economic recovery, and
forecasts that economic growth in China will be approximately
5.0% for 2023 (2022 actual: 3.0%).

It is expected that the corn prices will remain high in early 2023.
Demand for the catering and food processing sectors will
gradually recover with pandemic restrictions lifted. And it takes
time for corn imported from Brazil to influence the domestic
market. It is expected that the corn prices may rise slightly in
2023.

It is expected that the fluctuation of coal prices will remain within
a controllable range, as the government, considering coal as a
necessity for living, will not allow any significant price fluctuation.

Driven by inflation across the globe and several interest rate
hikes during the Year, the US dollar remained at a high level. In
2023, it is expected that inflation will abate with a decelerating
interest rate hike in the US. Furthermore, China has lifted its
pandemic restrictions, accelerating the recovery of the mainland
economy. Despite occasional upward fluctuations of the US
dollar during the year, it is expected that the exchange rate
of the US dollar against the RMB may be revised downwards
throughout the year. As a result, it may be probable that the
Group will incur exchange losses on its book account due to the
US dollar in 2023.
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Future Plan

We will continue the “Dual High-quality Objectives” as
our strategic mission for 2023, including (1) high-quality
internationalisation by accelerating the establishment of a more
complete international production and sales network; and (2)
high-quality operation of the existing production capacity to
maintain and consolidate our leading position in the domestic
market so that we will advance our business expansion and
become a global industrial powerhouse.

We will continue to improve our production technology in order
to reduce the unit production cost.

We will adjust our regional marketing strategy and establish three
regional marketing centers in America, Europe and Southeast
Asia to serve our overseas customers directly.

We will improve the logistics system, further optimise the
logistics process and reduce the logistics cost.

We are revamping the plant acquired in 2020 to produce
chemicals used in our products to reduce production costs.
We will also consider increasing the production capacity of key
products to reinforce our market position.

Despite the delay in the construction of the U.S. project, we are
continuing our internationalisation plan by conducting feasibility
studies to establish a production base in another location.
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Other Information

Material acquisition or disposal of subsidiary and
associated company

The Group had no material acquisition or disposal of subsidiaries or
associated companies for the Year.

Employees

As at 31 December 2022, the Group had approximately 15,100
employees. Employees’ remuneration was paid in accordance with
relevant policies in the PRC. Appropriate salaries and bonuses were
paid which commensurated with the actual practices of the Group.
Other corresponding benefits include pension, unemployment
insurance, housing allowance, etc.. Please refer to the paragraph
headed “Share option schemes’ under the “Directors’ Report”
section below for the share options granted to certain Directors and
employees of the Group pursuant to the Post-IPO and New Share
Option Schemes.

Uyghur Forced Labor Prevention Act

Based on the Uyghur Forced Labor Prevention Act implemented
by the U.S. in June 2022, the U.S. Customs and Border Protection
(“CBP”) requires non-Xinjiang-related and non-forced-labour
supporting materials to be submitted and approved for clearance of
the Group’s exported products into the U.S. market.

The Group confirmed that no “forced labour” is used in our
production. The Group provides supporting materials of the exported
products to CBP for approval and then the products are continuously
cleared and released into the U.S. market.
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Purchase, redemption or sales of listed securities of the
Company

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

Audit Committee

The Company established the Audit Committee in compliance with
the Listing Rules. The Audit Committee comprises three independent
non-executive Directors, and is responsible for reviewing the
Group’s audit, interim and annual accounts of the Group and the
system of internal control. The Audit Committee has reviewed the
Group’s consolidated financial statements for the Year, including the
accounting principles and practices adopted by the Group.

Closure of register of members

The register of members of the Company will be closed from 22 May
2023 to 25 May 2023 (both dates inclusive), during which period
no transfer of shares will be registered. In order to determine the
identity of members who are entitled to attend and vote at the annual
general meeting to be held on 25 May 2023, all transfers of shares
accompanied by the relevant share certificates must be lodged
with the Company’s branch registrar in Hong Kong, Tricor Investor
Services Limited at 17/F, Far East Finance Centre, 16 Harcourt Road,
Hong Kong no later than 4:30 p.m. on 19 May 2023.

The register of members of the Company will be closed from 7 June
2023 to 9 June 2023 (both dates inclusive), during which no transfer
of shares will be registered. In order to qualify for the proposed
final dividend and special final dividend, all transfers of shares
accompanied by the relevant share certificates must be lodged
with the Company’s branch registrar in Hong Kong. Tricor Investor
Services Limited at 17/F, Far East Finance Centre, 16 Harcourt Road,
Hong Kong no later than 4:30 p.m. on 6 June 2023.

Annual general meeting

The annual general meeting is expected to be held on 25 May 2023.
A notice convening the annual general meeting will be dispatched to
the Shareholders in due course.
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This is the ESG executive summary of 2022 ESG Report. For details,
please refer to the full report on the websites of the Stock Exchange
and the Company.

Executive Summary

In 2022, after the establishment of the ESG Committee of the Board,
it marks the first year of the comprehensive transformation of the ESG
management system of the Fufeng Group. We have been paying
attention to the expectations of society, markets, and investors
regarding the Group’s ESG performance, and have given higher
strategic significance to the development of ESG. We actively practice
ESG concepts by focusing on sustainable development, diversity,
business ethics, and community welfare.

Under the leadership of the national “dual-carbon goals”, Fufeng
Group continues to evaluate and explore the implementation of green
and low-carbon solutions. We are increasing investment in energy
conservation and emissions reduction technology renovation projects
and replacing high-energy-emitting equipment with green and low-
energy-emitting equipment to promote the Company’s low-carbon
transformation. Fufeng Group prioritises product quality as the top
priority in our daily work. Meanwhile, in order to provide consumers
with better products and services, we continuously optimise and
improve product processes and improve customer service and after-
sales service. “People-oriented” is the core value of Fufeng Group.
We strive to create a work environment that is equal, respectful,
inclusive, and diverse in culture, and focus on the growth and
development of every employee. Fufeng Group always adheres to
creating a sunny, honest, and self-disciplined atmosphere, adheres
to the bottom line of business ethics, and builds new social trust.
As a promoter of sustainable communities, Fufeng Group actively
participates in social welfare interactions, supports rural revitalization,
and continues to give back to society through practical actions.
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Under the leadership of the management, all employees of Fufeng
Group achieved the below ESG performance highlights in 2022:

Operational Performance

° Financial performance: The sales revenue for the year was
RMB27,475 million, representing an increase of 27.55% as
compared to 2021.

Disclosure and Reporting

° In 2022, Fufeng Group received the “Green Deposit Scheme”
award from Mitsubishi UFJ Financial Group, Inc. (MUFG).

Environmental Performance

° Emission concentration of greenhouse gases was 323.87
tCO,e/million RMB revenue, representing a decrease of 8.16%
as compared to 2021.

° Exhaust emission density was 0.16 tonne/million RMB revenue,
representing a decrease of 11.11% as compared to 2021.

e Total sewage discharge was 9,845,500 tonnes, representing a
decrease of 1.28% as compared to 2021.

° Recycled sewage volume was 44,387,700 tonnes, representing
an increase of 32.33% as compared to 2021.

° Emission intensity of non-hazardous waste was 44.41 tonne/
million RMB revenue, representing a decrease of 13.70% as
compared to 2021.

e  Total energy intensity was 7,119.95 GJ per million RMB revenue,
representing a decrease of 13.79% as compared to 2021.

° Total water consumption was 16,949,800 tonnes, representing
a decrease of 1.93% as compared to 2021; and total water
consumption intensity was 0.62 tonne/thousand RMB revenue,
representing a decrease of 22.50% as compared to 2021.
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ESGEEERE

Social Performance HEEN

e Total number of employees: 15,099. o [EEE : 1509 A °

e Accumulated number of trained employees: 13,700, accounting o BTZFTIAHIZ700A EET#H
for 90.7% of the total number of employees. £190.7%

e Accumulated training hours of employees: 550,866 hours. e BIZRFXIIFEK : 550,866/ °

e Cumulative resources invested in public welfare: RMB15.25 e DNmBHEREAL: ARK152587TT °
million

e 2 surveys on customer satisfaction with a satisfaction score of e EH2REFPMEEHRAEIE WEE
4.48 (out of 5). AEDEER4.489 (RHEH) °

e 0 product recalls for safety and health reasons. e OHRALZZHFEFRERTZETERD

W e R 78 o

e 1,600+ reports on quality hazard received, and corrective o WE1600MMEEREBWME  FIEENR
measures being formulated to effectively reduce quality hazard. B BREEEREE -

In 2023, Fufeng Group will continue to be committed to the 20235 RESEEHER NN EYERET

development and prosperity of the bio-fermentation industry and EREME TCEENEREESR  BiEF

other diversified industries. We will persist in entrepreneurship, BRI TEHEM BiEHATFE BI -

continue to strive, and act with integrity to fulfill our responsibilities R HEABEET AIEEE B2HEE

to customers, employees, shareholders, and society, creating value &5 B tE

and achieving mutual benefit and win-win cooperation. We will work
together to move forward towards a brighter future.

a

?‘VVV* VN* 77?‘ ?P

AN VA A A VA‘A ’A‘A R VA‘ A‘

VY
'a'lﬁ

Kl A




BEUKEARAR | FH 2022

CORPORATE GOVERNANCE REPORT

The Company is committed to maintaining a high standard on
corporate governance practices. Continuous efforts are made
to review and enhance the Group’s internal controls and risk
management procedures in light of changes in regulations and
developments in best practices.

Corporate Governance Code

The Company’s corporate governance practices are based on the
principles and code provisions set out in the CG Code. During the
Year, the Company had complied with the CG Code except for the
following:

Code provision C.1.6 of the CG Code: The Independent non-
executive Directors and the non-executive Directors should attend
the general meetings of the Company. However, due to other
commitments, the Independent non-executive Directors, Mr. Zhang
Youming did not attend the annual general meeting of the Company
held on 27 May 2022. All the Directors have given the Board and
the committees of which they are members the benefit of their
skills, expertise and varied backgrounds and qualifications through
regular attendance and active participation. The Directors will also
endeavor to attend future general meetings and develop a balanced
understanding of the views of Shareholders.

Board of Directors

The Board comprises (i) three executive Directors, Mr. Li Xuechun,
Mr. Li Deheng, and Mr. Li Guangyu; and (i) three Independent non-
executive Directors, Mr. Lau Chung Wai, Mr. Zhang Youming and
Ms. Li Ming. Mr. Li Xuechun is the chairman of the Board. Mr. Li
Xuechun is the father of Mr. Li Guangyu and the brother- in-law of
Mr. Li Deheng. The Group has appointed Mr. Li Deheng as the chief
executive officer since 1 June 2020.

For details of the Directors’ biographical information, please
refer to the section headed “Biographies of Directors and Senior
Management”.
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Responsibilities, Accountabilities and
Contributions of the Board and Management
The Board is collectively responsible for promoting the success and
interest of the Group through its leadership and supervision. The
principal tasks of the Board are to:

—  provide entrepreneurial leadership for the Company with a
framework of prudent and effective controls which enables risks
to be assessed and managed;

— set the Company’s strategic aims, ensuring that the necessary
financial and human resources are in place for the Company to
meet its objectives and review its management performance;
and

— set the Company’s values and standards and ensure that its
obligations to its Shareholders and others are understood and
met.

No event or condition of material uncertainties was found that may
cast significant doubt on the Company’s ability to continue as a
going concern during the Year. The Directors were responsible for
the preparation and the true and fair presentation of the financial
statements of the Company, in all material respects, in accordance
with the applicable regulatory requirements.

The Division of Responsibilities Between the
Chairman and the Chief Executive Officer

The roles of the Chairman and the Chief Executive Officer should
be separated. Mr. Li Xuechun, being the chairman of the Group,
is responsible for the orderly conduct and operation of the Board
while Mr. Li Deheng, being the Chief Executive Officer of the Group,
is responsible for the daily operations of the Group. The division of
responsibilities between the Chairman and the Chief Executive Officer
is clearly established.
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The main duties of the Chairman include providing leadership for
and overseeing the functioning of the Board; formulating overall
strategies and policies of the Company; ensuring that all directors of
the Board are properly briefed on issues arising at Board meetings
and giving each Director an opportunity to express his view at board
meetings; ensuring that directors receive adequate information, which
must be complete and reliable, in a timely manner; ensuring that the
Board works effectively and discharges its responsibilities; ensuring
that all key and appropriate issues are discussed by the Board in
a timely manner; drawing up and approving the agenda for each
board meeting taking into account, where appropriate, any matters
proposed by the other directors for inclusion in the agenda; taking
responsibility for ensuring that good corporate governance practices
and procedures are established; encouraging all directors to make
a full and active contribution to the Board’s affairs and take the lead
to ensure that the Board acts in the best interests of the Company;
ensuring that appropriate steps are taken to provide effective
communication with Shareholders and that views of Shareholders are
communicated to the Board as a whole; and facilitating the effective
contribution of Directors and ensuring constructive relations between
executive Directors and non-executive Directors.

The duties of the Chief Executive Officer include taking responsibility
for the Group’s operation and management; implementing decisions
and plans approved by the Board; making day-to-day operational and
managerial decision; and coordinating overall business operations.

Independent Non-Executive Directors
Independent non-executive Directors have been appointed for a
term of two years. They are subject to retirement and re-election in
accordance with the Company’s Articles of Association.

In accordance with the independence guidelines set out in Rule 3.13
of the Listing Rules, the Board is of the view that all independent
non-executive Directors are independent and the Company has
received an annual confirmation of independence from each of the
Independent non-executive Directors of the Company pursuant to
the Listing Rules. As the three Independent non-executive Directors,
representing over one-third of the Board, constituted a proper
balance of power maintaining full and effective control of both the
Group and its executive management.
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Company Secretary

The Company Secretary is a full time employee of the Company and
reports to the Chairman of the Board and the General Manager. He
is responsible for advising the Board on governance matters. For the
year under review, the Company Secretary has more than 29 years of
working experience in finance and accounting including over 15 years
of experience as company secretary of Hong Kong listed companies.
He confirmed he has taken no less than 15 hours of relevant
professional training.

Skills, Knowledge, Experience and Attributes
of Directors

All Directors of the Board had served in office during the Year. Every
Director commits to give sufficient time and attention to the affairs of
the Company. The Directors also demonstrate their understanding
and commit to high standards of corporate governance. The
executive Directors bring their perspectives to the Board through
their deep understanding of the Group’s business. The Independent
non-executive Directors contribute their own skills and experience,
understanding of local and global economies, and knowledge of
capital markets to the Group’s business. The Company is responsible
for arranging and funding suitable continuous professional
development programmes for all Directors to hone and refresh their
knowledge and skills.

Directors’ Induction and Continuous
Professional Development

Upon appointment to the Board, each newly appointed Director
receives a comprehensive induction package covering business
operations, policy and procedures of the Company as well as the
general, statutory and regulatory obligations of being a Director to
ensure that he/she is sufficiently aware of his/her responsibilities
under the Listing Rules and other relevant regulatory requirements.

The Directors are regularly briefed on the amendments to or updates
on the relevant laws, rules and regulations. In addition, the Company
has been encouraging the Directors and senior executives to enrol in
a wide range of professional development courses or and seminars
relating to the Listing Rules, companies ordinance or act and
corporate governance practices organised by professional bodies
and independent auditors so that they can continuously update and
further improve their relevant knowledge and skills.
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From time to time, Directors are provided with written materials to
develop and refresh their professional skills; the company secretary
also organises and arranges seminars on the latest development of
applicable laws, rules and regulations for the Directors to assist them
in discharging their duties.

According to the records maintained by the Company, the Directors
received the following training with an emphasis on the roles,
functions and duties of a director of a listed company in compliance
with the requirement of the CG Code on continuous professional
development during the Year:

Director

Executive Directors HITEE

Mr. Li Xuechun FRMEE

Mr. Li Deheng FRELEE

Mr. Li Guangyu TEELEE
Independent non-executive Directors BIIHEHITEE
Mr. Lau Chung Wai 2 fpag LA

Mr. Zhang Youming RARBALE A

Ms. Li Ming FHLL

BEEERIA | £ 2022

CORPORATE GOVERNANCE REPORT
BREIRE

EENTHERHUEAZIMHAEREE
MREZHEERR RAANETRAHES
ZERER -~ 5A R AR 2 SR 3 R AR
LB - ABY R F R ATRAS

REARBFEZLTE  RNALEEERT
ARBEEXRER AT EENAFE
BEXNTEHERLTARNESZAR B
REMBE ZE

Corporate Governance/
Updates on laws,
rules and regulations

EEREA - RAR

ROl 2 E 5
Read Attend

materials workshops
REM R HE T

v v

v v

v v

v v

v v

v v

Board Meetings

The chairman is responsible for the leadership of the Board, ensuring
the effectiveness of the Board in all aspects of its role, setting agenda
for board meetings, and taking into account any matters proposed by
other Directors for inclusion in the agenda. Agenda and related board
papers are circulated at least 7 days before the time of a board or
committee meeting where possible.
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The chairman is also responsible for making sure that all Directors
are properly briefed on issues arising at board meetings. The
chairman also ensures that the Directors receive accurate, timely
and clear information. Directors are encouraged to update their
skills, knowledge and familiarity with the Company through their initial
induction, ongoing participation at board and committee meetings,
and through meeting key people at head office and in the divisions.

All Directors have access to the services of the company secretary
who regularly updates the Board on governance and regulatory
matters. Any Director, who wishes to do so in the furtherance of his
or her duties, may seek independent professional advice through the
chairman at the Company’s expense. The availability of professional
advice extends to the Audit, Remuneration and other Committees.

Regular Board meetings will be held at least four times a year and
the Board will convene other meetings when necessary. Before a
Board meeting is convened, relevant documents will be sent to the
Directors for their review pursuant to the Listing Rules and the CG
Code. For the Year, four regular Board meetings and one annual
general meeting were held. Individual attendance of each Director at
the Board meeting and the annual general meeting during 2022 is set
out below:

Director

Executive Directors HITESE

Mr. Li Xuechun (Chairman) TEMmEE (EER)
Mr. Li Deheng TRELE

Mr. Li Guangyu TERLE
Independent non-executive Directors BB ITEE

Mr. Lau Chung Wai iz e A

Mr. Zhang Youming SRR BRI A

Ms. Li Ming EX S etnn

(appointed on 1 April 2022)
Mr. Xu Zhenghong
(resigned on 1 April 2022)

FFIEREE

TRNAEEERESEER LMAESY
HENBENNNRER TRETERES
WEERE BRRBEENER YEERE
EEBMBEMENRERAN HE2EE
EghkZEgged URBETIBEEAERN
RELDITEE - DEE R - A
AR INERE AR RNATBRE

PMEEFEHRZARAMENRE - XA
EATHMREEZQNTAME R RRESE
MERMER ERNERIRETREMSBG
ITRESFBUEXRER  ERAARFESE -
EZLZEe FMNZEE@REMEZBGNA
SREXER -

EZeBFRIBTNATHER B2
BERESERCIHEteR CHESS S
FA D ERBE LM R EEERSTRIEAE
BXHEETESHEREN -RAFE &
EeUwROTNAEHeE—ARFEBEFK
@ REEN TS EhEEeELRK
REFREMER L ELEHN T

(R=—ZBE-_—FMWA—HBHEZT)

Annual
Board general
meeting meeting
attendance attendance
RERBFKE
EEgHER HE =
4/4 11
4/4 0/1
4/4 0/1
4/4 11
4/4 0/1
3/4 11
1/4 0/1

(RZT-—FWA—HEME)




Minutes of Board meetings are taken by the company secretary
or the secretary to the Board and, together with any supporting
Board papers, are available to all Board members. Board meetings
are structured to encourage open and frank discussions to ensure
the non-executive Directors can provide effective enquiries to each
executive Director. When necessary, the Independent non-executive
Directors meet privately to discuss matters which are relevant to their
specific responsibility.

In furtherance of good corporate governance, the Board has
established four committees: Audit Committee, Nomination
Committee, Remuneration Committee and ESG Committee. All
committees have its terms of reference which fulfill the principles set
out in the CG Code. The secretary of the Board takes minutes of the
meetings of these committees and the work of these committees is
reported to the Board.

Directors’ and Officers’ Liability Insurance and
Indemnity

The Company has arranged appropriate liability insurance to
indemnify its Directors and officers in respect of legal actions against
the Directors. Throughout the year, no claim had been made against
the Directors and the officers of the Company.

Board Diversity Policy
The Board have adopted a policy of Board diversity and discussed all
measurable objectives set for implementing the same.

The Company recognises and embraces the benefits of diversity of
Board members. It endeavors to ensure that the Board has a balance
of skills, experience and diversity of perspectives appropriate to the
requirements of the Company’s business. Selection of candidates
will be based on a range of diversity perspectives, including but
not limited to gender, age, cultural and educational background,
ethnicity, professional experience, skills and knowledge. All Board
appointments will continue to be made on a merit basis with due
regard for the benefits of diversity of the Board members.
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Having reviewed the Board composition, the Company had one
female independent non-executive Director from December 2012 to
March 2021. From 1 April 2021 to 31 March 2022, all of the Board
members are male. The Company recognises the importance and
benefits of gender diversity at the Board level and continue to take
initiatives to identify female candidate(s) to enhance the gender
diversity among the Board members. We have appointed one female
independent non-executive Director in our Board from 1 April 2022.

Our diversity philosophy including the gender diversity was generally
followed in the workforce throughout the Group for the Year. As of
the date of this report, 79% of our total workforce (including senior
management) was male. We will continue with our efforts to increase
gender diversity across our workforce.

Corporate Governance Functions
The Board is responsible for performing the functions set out in the
Code Provision A.2.1 of the CG Code.

The Board has reviewed the Company’s corporate governance
policies and practices, training and continuous professional
development of Directors and senior management, and the
Company’s policies and practices on compliance with legal and
regulatory requirements, the compliance of Model Code, and the
Company’s compliance with the CG Code and disclosure in this
Corporate Governance Report.

Model Code on Securities Transactions

The Company has adopted the Model Code. Having made specific
enquiry of all Directors, the Directors have complied with the Model
Code for the year ended of 31 December 2022.
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Accountability and Auditor’s Remuneration

The Directors acknowledge their responsibility for preparation of
consolidated financial statements of the Group. This responsibility has
also been mentioned in the independent auditor’s report on page 61.

The Board had conducted a review on the system of risk
management and internal control of the Group and considers that
the system of risk management and internal control is effectively
operated.

The professional fee payable to the auditors of the Group in respect
of the audit and non-audit services provided by the auditors of the
Group is as follows:

R EE

E 2R
FEEZRS

Type of services

Audit services
Non-audit services
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BEMRZ AN
FEAERSEUAREA GHBHRENE
£ - BRE LA 61 H 0B I AT 5
iR -

E=eCIAKRENRAREEMABBIESFR
FETEN AR/RAKEEANERRARE
38 Ko P BB ) R4 o

hZAN£R B 1 SRR P 1R (O B AR B OOE B AR TS
ENAEEZSMNEXERNT

Amount

&

(RMB’000)
(ARTIT)

4,666
1,540

6,206

Non-audit services mainly represented the professional fee payable
by the Group for services related to the projects of internal control
review and taxation advisory services.

Audit Committee

The Audit Committee, established with the written terms of reference
in compliance with the CG Code, comprises three Independent non-
executive Directors, Mr. Lau Chung Wai, Mr. Zhang Youming and Ms.
Li Ming. Mr. Lau Chung Wai is the chairman of the Audit Committee.

The principal functions of the Audit Committee are to review the
Group’s audit, interim and annual accounts of the Group and the
system of risk management and internal control of the Group.
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The Audit Committee meetings will be held at least twice a year. For
the year ended 31 December 2022, two Audit Committee meetings
were held with Mr. Lau Chung Wai and Mr. Zhang Youming attended
all the meetings. Mr. Xu Zhenghong (resigned on 1 April 2022) and
Ms. Li Ming (appointed on 1 April 2022) attended one meeting,
respectively.

The purpose of the meetings was to review the Group’s results for the
year 2021, the interim results for the year 2022 as well as discussing
the risk management assessment and the internal control review and
the audit of the Group. The Group’s 2021 annual report and 2022
interim report have been reviewed by the Audit Committee, which
was of the opinion that such reports were prepared in accordance
with the applicable accounting standards and requirements.

Risk Management and Internal Control

The Board acknowledges that an effective system of internal control
and risk management practices are essential in ensuring good
corporate governance and achieving the strategic goals of the Group.
The Board also acknowledges that it is the Board’s responsibility to
ensure that the Group maintains sound and effective internal controls
to safeguard the assets of the Group at all times, it has conducted a
review of the risk management and internal control systems during
the reporting year.

The risk management and internal control systems of the Group are
designed to manage rather than eliminate the risk of failure to achieve
business objectives, and can only provide reasonable and not
absolute assurance against material misstatement or loss.
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Risk management and internal control framework
Risk Management

In order to continuously improve the risk management and internal
control systems, as well as to enhance the level of management
and risk prevention capabilities, the Company has developed a Risk
Management Manual, established a risk management strategy and
structure, as well as defined the measures for risk assessment and
risk management reporting procedures during the reporting year. The
organisational structure for risk management is set out as follows:

Board Level

ExgEmE
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Board and Audit Committee
EEgRERZER

Risk Management Team
R B B /N E

Management Level
EEERER

Business Unit Person in Charge

BEXKE

The Board and Audit Committee oversees the structure and
performance of the risk management functions, and assesses the
effectiveness of the underlying risk management system.

The Risk Management Team of the Group comprises an executive
Director and management personnel from the Group. The team aims
to promote the awareness of risk management in daily operations.
The Risk Management Team is responsible for coordinating
and conducting risk assessments in accordance with the Risk
Management Manual.
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Management of business units work together with the Risk
Management Team to perform risk assessment at operational level,
and is responsible for monitoring and managing the risks identified in
activities and operations. The Risk Management Team is responsible
for the reporting risk management status to the Board and Audit
Committee.

The four key steps in the risk management process are:

° Risk identification and assessment — identify the key risks
of the Group and analyse the risk by considering the possibility
of occurrence and the impact to the Group;

° Risk handling — adopt an appropriate risk management
strategy (i.e. risk response) for each key risk;

° Risk monitoring — apply monitoring mechanism to ensure
the risk response are operated effectively;

° Risk reporting — summarise the result of risk assessment
and report to the Risk Management Team.

In the risk management process, the top risks within the Group
are identified and assessed; and the respective risk management
measures as well as the corresponding mitigating controls are
discussed, agreed and implemented by the management. Risk
assessment results are reported by the Risk Management Team to
the Board and Audit Committee annually.

Internal Control

The Company has established internal audit function and regularly
carries out reviews on the effectiveness of the internal control in order
to ensure that they are able to meet and deal with the dynamic and
ever changing business environment.
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In addition, the Board and the Audit Committee have also appointed
professional accounting firms to take turns to review, on behalf of
the Board and the Audit Committee, the effectiveness of the internal
control system for all the principal business of the Group. The Audit
Committee formulates and approves the scope of review for the
professional accounting firms, who have already reported to the
Board and the Audit Committee on the main results of internal control
review. According to the results, there is room for improvement, but
no material issues. The Group will provide proper follow-up on all the
recommendations by the professional accounting firms, to ensure the
execution of such recommendations within a reasonable timeframe.
The Board and the Audit Committee are of the view that the main
part of the Group’s internal control system has been implemented on
a reasonable basis.

Review the effectiveness of the risk management and internal control
systems

The Risk Management Team assisted by professional accounting
firms has made the annual risk assessment during the Year. It is
reported to the Audit Committee. Key risks are identified and their
responsive mitigating controls are documented in the risk registers
and reported to the Board by the Audit Committee and Risk
Management Team.

Through the Audit Committee and Risk Management Team, the
Board has reviewed the risk management and internal control of
business operations for the Year, and considered that the risk
management and internal control systems were effective and
sufficient. The management has provided confirmation as to the
effectiveness of the system for the Year to the Audit Committee and
the Board. The review covers all material controls, including financial,
operational and compliance controls, and risk management functions.
No significant areas of concern that may affect the Company to
achieve strategic goals have been identified.
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