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China Lesso Group Holdings Limited is a leading large-scale industrial
group that manufactures building materials and interior decoration
products in mainland China. It is listed on the main board of The Stock
Exchange of Hong Kong Limited (stock name: China Lesso, stock code:
2128). China Lesso is one of the constituent stocks of the Hang Seng
Composite Index — MidCap and is covered by Hong Kong Stock
Exchange’s Stock Connect. The Group provides over 10,000 types of
quality products, including plastic piping system, sanitary ware
products, integrated kitchens, systems of doors and windows,
decorative plates, fire-fighting equipment, and sanitary materials, etc.
They are widely applied to fields such as interior decoration, water
supply, drainage, power supply and telecommunications, gas
transmission, agriculture, aquaculture, floor heating and fire services.
The Group is positioned as one of the manufacturers who offer the
most comprehensive range of building materials and interior
decoration products in China.

The Group has 25 advanced production bases in 16 provinces, namely
Guangdong, Guizhou, Sichuan, Hubei, Jiangsu, Anhui, Zhejiang,
Henan, Hebei, Jilin, Shaanxi, Xinjiang, Hainan, Yunnan, Shandong and
Hunan. The Group has established a nationwide sales network and has
also developed long-term strategic partnerships with 2,276
independent and exclusive first-tier distributors to provide quality and
comprehensive products as well as professional services for customers.
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FINANCIAL HIGHLIGHTS

B #5478 22

Change
2019 2018 25
For the year ended 31 December BEZ12ANALEE
(RMB’000) (ARMT )
Revenue WA 26,344,523 23,733,517 11.0%
Gross profit EA 7,537,119 6,228,449 21.0%
Finance costs BB A 577,194 415,403 38.9%
EBITDA BR ST AT 2 5,555,866 4,409,098 26.0%
Profit before tax BRAL A& A 3,981,921 3,235,539 23.1%
Profit for the year FNm A 3,028,335 2,446,224 23.8%
Profit attributable to owners of the Company A &1HEH A FEIG & F 3,024,701 2,491,774 21.4%
At 31 December (RMB'000) R12A31B(AR®T )
Total assets BERR 40,784,797 34,636,277 17.8%
Cash and bank deposits e RBITER 7,604,221 6,451,791 17.9%
Total debts® Lz 13,537,099 11,731,058 15.4%
Net debt® ERFE" 5,932,878 5,279,267 12.4%
Total equity gy k] 17,094,396 15,072,865 13.4%
Share information (RMB) BRAER(ARE)
Earnings per share® FREFC
— Basic —E&RK 0.98 0.80 22.5%
- Diluted —#5E 0.98 0.80 22.5%
Dividend per share (HK cents) RS GBIL)
— Interim dividend —HHRE 12 10 20.0%
— Proposed final dividend — R KRB E 28 20 40.0%
- Total dividend —1BE 40 30 33.3%
Equity attributable to owners of the Company &R A A HEHE AREEEZRC
per share 5.34 477 12.0%
Financial ratios Bt =
Gearing Ratio (%) BEBAER%) 44.2 43.8
Net debt to equity® (%) (B FEE A AR tE K (%) 34.7 35.0
Interest cover® (times) FEBFIL = (1) 9.63 10.61
Note: PRS-
(a) Represented borrowings, lease liabilities and debt component of convertible loans. (a) EER - HEaERTRBRERELBG -
(b) Represented total debts less cash and bank deposits. (b) EEBEERIES RRITER -
(0) Details of the calculations of the basic and diluted earnings per share of the (0) RARBRERRBERN 2 st Bl N R & B iR E

Company are set out in note 11 to consolidated financial statements. MiEETT ©

BARREA AEGERBRUARRE BREBITRME
of issued Shares at the end of the reporting period. B -

(d) Represented equity attributable to owners of the Company divided by the number (d)

(e) Represented net debt divided by total equity. (e) FE1ETS FRERR ARE 2R 4278 -

0} Represented EBITDA divided by finance costs. G} BB EBITEA BTG AR EKAK o

2 China Lesso Group Holdings Limited " EI¥EE@ZERER AT



FIVE-YEAR FINANCIAL SUMMARY
hEFHHE

For the year ended 31 December
BE12A31HLFE

2019 2018 2017 2016 2015

RMB’000 RMB'000 RMB'000 RMB’000 RMB'000

RESULTS ARBTR ARETRE AREBTT ARETT AREBTET
REVENUE KA 26,344,523 23,733,517 20,360,000 17,221,052 15,264,401
GROSS PROFIT EX 7,537,119 6,228,449 5,316,783 4,581,778 3,937,571

EXPENSES* e (3,459,637) (3,033,265)  (2,700,377)  (2,188,759)  (1,906,605)

FINANCE COSTS AlE R AR (577,194) (415,403) (229,309) (107,061) (87,323)
PROFIT BEFORE TAX BREE AT R A 3,981,921 3,235,539 2,954,586 2,424,792 2,064,671

Income tax expense FriS a2 (953,586) (789,315) (688,779) (511,088) (446,221)
PROFIT FOR THE YEAR F R F 3,028,335 2,446,224 2,265,807 1,913,704 1,618,450

Profit attributable to: AT REfR R

Owners of the Company RARHEAA 3,024,701 2,491,774 2,293,055 1,922,027 1,621,117

Non-controlling interests FE42 )4 25 3,634 (45,550) (27,248) (8,323) (2,667)

3,028,335 2,446,224 2,265,807 1,913,704 1,618,450

At 31 December

M®12H31H
2019 2018 2017 2016 2015
RMB’000 RMB’ 000 RMB’ 000 RMB’ 000 RMB’ 000
FINANCIAL POSITION B # R ARETRT AR®TRT ARETT AREFTT ARETT
ASSETS BE
Non-current assets EmENEE 23,053,463 19,752,950 15,825,153 12,136,602 8,416,831
Current assets RENEE 17,731,334 14,883,327 12,148,472 10,058,684 8,232,292
Total assets BERE 40,784,797 34,636,277 27,973,625 22,195,286 16,649,123
LIABILITIES =Fi
Non-current liabilities IERFEE 3,163,655 6,458,341 6,116,343 935,722 2,406,123
Current liabilities REIAE 20,526,746 13,105,071 8,073,791 9,721,892 4,377,548
Total liabilities afE®sE 23,690,401 19,563,412 14,190,134 10,657,614 6,783,671
NET CURRENT ASSETS/ REBEEFHE
(LIABILITIES) (am) (2,795,412) 1,778,256 4,074,681 336,792 3,854,744
EQUITY =
Equity attributable to owners PiNNEIEF SN
of the Company fEfh R 16,576,245 14,803,329 13,489,915 11,231,509 9,770,885
Non-controlling interests SR 518,151 269,536 293,576 306,163 94,567
Total equity e AR 17,094,396 15,072,865 13,783,491 11,537,672 9,865,452
# Represented the sum of selling and distribution expenses, administrative expenses ~ # FEEHE RO Y - ITIE A b 5 X A48T -

and other expenses.
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CHAIRMAN'S STATEMENT
TRBES

China’s economic growth continued to slow down in 2019 amid global
instability. The central government adopted measures to cool the
country’s overheated property market under its principle that “houses
are for people to live in but not for speculation”, thus subjecting the
market to mounting downward pressure. China’s ongoing urbanisation
stimulates both economic growth and unlocks the huge potential of its
domestic demand. The Chinese government has invested in a number
of large-scale municipal engineering works and urban infrastructure
projects as it implements the policies on energy conservation and
environmental protection such as “Switching over from Coal to Gas”
and “Action Plan for Prevention and Control of Water Pollution”. Such
projects include the construction of infrastructure for using clean
energy for heating in various regions, sewage control planning in major
river basins, sewage and pollution control in rural areas and the plan
for seawater desalination works around islands. Furthermore, Chinese
companies have been cooperating with countries which are covered by
China’s "Belt and Road Initiative” in oil and gas projects. This can also
stimulate the demand for pipe fittings and pipe products.

As a leading large-scale industrial group that manufactures building
materials and interior decoration products in mainland China, China
Lesso capitalises on the Chinese government'’s favourable policies by
fully developing all of its business segments to meet the strong
demand of the market. Despite the downward pressure on the China’s
economy, the Group achieved sustainable growth in sales revenue and
profit and further improved its financial performances during the
reporting period with its leading industry position, strong brand and
excellent product quality. The Group's revenue increased by 11.0% to
RMB26,345 million in 2019 from RMB23,734 million in 2018. Gross profit
rose by 21.0% to RMB7,537 million, and profit attributable to owners of
the Company grew by 21.4% to RMB3,025 million. The Board proposed
a final dividend of HK28 cents per share for the year ended 31
December 2019.

In 2019, Southern China continued to contribute the majority of the
Group's revenue. The Group further developed the market of Southern
China, thus reinforcing its leading market position there. Meanwhile, it
actively expanded the market for plastic pipes in other regions of the
country and continued to optimise its product portfolio to increase its
market share and boost its overall business growth. The Group
continued to increase the levels of automatic production and smart
production. Through its effective strategy for procurement, the Group
reduced the pressure of the hike in prices of raw materials and
production costs, aiming to maximise the benefits of economies of
scale.
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During the reporting period, the central and provincial governments
resolutely adopted a number of regulatory policies to curb speculation
on properties under the principles that “houses are for people to live
in but not for speculation” and that “equal emphasis be placed on
both the markets for property rental and purchase”. As a result, the
real estate market cooled down consistently. According to the National
Bureau of Statistics of China, sales of commodity properties in terms of
gross floor area dropped by 0.1% in 2019 against the 1.3% growth in
2018. The coronavirus disease (the “COVID-19") outbreak in early 2020
almost brought economic activities to a standstill and also delivered a
blow to the real estate sector. The market expects the government to
relax the regulation of the property sector after the COVID-19
pandemic dies out in order to increase market liquidity and stimulate
economic growth. This will benefit the development of the industry of
building materials and interior decoration. The Group will continue to
enhance the competitiveness of its business of building materials and
interior decoration and optimise its product portfolio to meet
customers’ demand for quality products. The Group remains confident
about the future of this business segment and expects to attain synergy
between it and its other businesses in the long run.

In recent years, the Chinese government has pursued a series of
environmental policies. This has helped to foster the development of
the environmental protection industry. To capitalise on this trend, the
Group further developed its environmental protection business and
increased investment in technological innovation to enhance its own
research and development capability. Having established both the
upstream and downstream businesses of the pipe products and fittings
that cover the whole value chain of that industry, the Group is now
endeavouring to develop the business of treating hazardous and solid
wastes so as to create synergy between its environmental protection
business and plastic piping system business for the long term. The
Group will continue to work towards the goal of becoming a one-stop
environmental service provider in China, creating a green lifestyle for
residents and fulfilling its corporate social responsibility.

In respect of the business of specialty sales and marketing platform,
the Group aims to assist Chinese manufacturers in delivering building
materials, interior decoration products and other consumer products
to retailers and consumers around the globe directly, thus helping
them expand the market for their brands. The Group has 13 projects at
different stages of development in the United States, Canada,
Australia, Thailand, Myanmar, Indonesia, the United Arab Emirates and
other countries. We will strive to turn this business into a new growth
driver for the Group in the long term.

RBER - ETEETY ] MNFHELE | He
EAT  pREMABAEEZBAITHRER &
RIBHEEEHEDIE - BHETEFERE -
BREZ N - BREBEBRGREIE - 2019F 26
MmEMEEMEmAE TEK01% - HH 20184 1.3% Hy1E
& 2 2020 #) 20198 MK & & ([COVID-19]) &
BIRBFEBEEHLOER  REBSRBEE
RFEIE - MEFEMETEENETE - Ti5EH
COVID-19 KmiTaE R 1% - BN 2R YR E
RFRIENE - DUEINTISRE M - BEAEIER -
ERFTEMREREOER - XAEEBFER
FHRFEAMBLEREES  REEFPHEEEM
REERNBEE - AEEHZES D BHARKE
BIEAEEL  FEEFEEENRERRBE -

MER - PEBFRERDL —RIRBRERE
FRRREZNER -AKEIEEES - RIR
REZBME - BB RMAFHIRA - I5ER
TrE S c BBITENEMEHRZON
FTIHERERE AEBEANEEERCREREYR
BEEBEENER  HRERRREFREHE
BRERGEBHRRG FRE - AEREBEERK
APE-HARRREEEENERE N - RE
EERELE  BRERLCEHERT -
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BIEEMRXELEMBEERERAEEERTE
BIEEE  REMERRERER - AKED
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[EPETE - fA BB A REERREF 13EER
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AEEREZRNS IERA -

Annual Report 2019 44§ 5



CHAIRMAN'S STATEMENT
TRMES

To cope with the unfavourable macroeconomic environment in 2019,
the Group proactively diversified its product range and enhanced its
competitive advantage by leveraging its brand strength and its
extensive dealer network. In order to adapt to the ever-changing
market demand, the Group also devoted itself to developing the
business of specialty sales and marketing platform, seeking new growth
drivers of revenue and actively expanding both the domestic and
overseas markets. This has laid a solid foundation for the growth of
revenue and the enhancement of its profitability in the future. In
addition, China made steady progress in its plan for development and
this generated a robust demand for pipes and pipe fittings in the field
of infrastructure construction. To capture the opportunity, the Group
will actively expand the scope of applications of its plastic pipes and
pipe fittings, explore new opportunities on the market and achieve
long-lasting synergy among its businesses. Through strategic
cooperation with Guangdong Academy of Agricultural Sciences, the
Group will seek to develop more applications of pipes and pipe fittings
in agriculture. This can diversify its source of revenue and consolidate
its leading market position. The Group is confident about the prospect
of this business segment and expects it to perform steadily in the
future.

The COVID-19 outbreak in early 2020 can have a temporary impact on
the Chinese economy. The momentum of the Chinese economy will be
maintained in the medium and long term. It is expected that the
central government will launch a number of policies to stimulate the
economy. The Group will actively grasp the opportunities arising from
the government policies that favour the development of the industries.
It will expand its businesses of plastic pipe systems, building materials
and interior decoration and environmental protection, and strive for
synergy among the various business segments. All this can lead to
long-term growth. Looking ahead, the Group will continue to raise the
levels of automatic production and smart production and actively build
up its production bases so that its production capacity can be
increased to support business expansion. The Group will also continue
to increase investment in innovation, research and development as it
continues to improve product quality and consolidate its leading
position in the industry.
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Lesso Group is concerned about the havoc wreaked by the COVID-19
outbreak on society. As a corporate citizen, the Group has supported
hospitals across the country in their efforts to build facilities for fighting
against the pandemic. The Group has promptly allocated resources in
the form of a large amount of various pipe products required for the
construction of systems of pipelines for water supply and drainage at
emergency hospitals dedicated to the fight against the pandemic. In
addition, the Group has provided necessary construction materials for
the hospitals which are under reconstruction or expansion. The Group
gives full support to the people in all regions in their fight against the
disease.

On behalf of the Board, | would like to express my heartfelt gratitude
to our management and all the staff members for their commitment
and dedication to the Group. In fulfilling its mission of “improving the
quality of urban life”, the Group will continue to provide the market
with high-quality and innovative building materials and interior
decoration products. At the same time, we will actively grasp the
opportunities arising from the state policies and infrastructure
construction to drive the Group's sustainable development for the long
term. We will endeavor to achieve better performance and create
greater value for customers, investors and Shareholders. China Lesso is
determined to scale new heights in the future!

Wong Luen Hei
Chairman of the Board
Hong Kong, 27 March 2020
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

SEEZNEREEABRE

EXECUTIVE DIRECTORS

Mr. Wong Luen Hei, aged 57, is the founder of the Group, the chairman
of the Company and was appointed as an executive director of the
Company on 5 November 2009. He is also a director of various
companies within the Group. He is primarily responsible for the
Group's overall strategic planning and business management. Mr.
Wong has approximately 23 years of experience in plastic pipe
operations and management. He served as the chairman in Shunde
Liansu Industrial from December 1996 to April 1999 and was awarded
"Outstanding Private Entrepreneur of Shunde” by Shunde People’s
Government of Foshan in 2003. Mr. Wong has been a permanent
honorary president of Foshan Shunde Longjiang General Chamber of
Commerce since 2018. Mr. Wong is the spouse of Ms. Zuo Xiaoping
and the brother-in-law of Mr. Zuo Manlun. Mr. Wong is the founder of
a trust which holds the entire issued share capital of Xi Xi Development
and New Fortune, the controlling shareholders of the Company.

Mr. Zuo Manlun, aged 47, is the chief executive of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director/general manager/supervisor of various
companies within the Group. He is primarily responsible for the
management of the daily business operations of the Group. Mr. Zuo
has approximately 20 years of experience in the plastic pipe industry.
Mr. Zuo joined the Group in December 1999 and has held various
positions in operation management since joining the Group. Mr. Zuo is
currently a non-executive director of Xingfa Aluminium Holdings
Limited (stock code: 98), which is listed on the Stock Exchange. Mr. Zuo
won several awards including “Outstanding Worker of the Plastic
Industry in the PRC” by China Plastics Processing Industry Association
in 2009 and was awarded as “Senior Plastic Product Engineer
(Technical Entrepreneur)” by the Guangdong Human Resources and
Social Security Department in 2019. Mr. Zuo is the brother-in-law of Mr.
Wong Luen Hei and the younger brother of Ms. Zuo Xiaoping.

Ms. Zuo Xiaoping, aged 53, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. She is also a director/supervisor of various companies within the
Group. She is primarily responsible for procurement control and
logistics management of the Group. Ms. Zuo has approximately 23
years of experience in the plastic pipe industry. Ms. Zuo served as a
director of Shunde Liansu Industrial from December 1996. In 1999,
upon establishing the Group together with Mr. Wong Luen Hei, she
held various positions in procurement. Ms. Zuo is the spouse of Mr.
Wong Luen Hei and the elder sister of Mr. Zuo Manlun.
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EXECUTIVE DIRECTORS (Continued)

Mr. Lai Zhigiang, aged 53, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director of various companies within the Group. He is
primarily responsible for the production and technical management of
the Group. Mr. Lai has approximately 23 years of experience in the
plastic pipe industry and served as a workshop manager of Shunde
Liansu Industrial from December 1996 to November 1999. Mr. Lai
joined the Group in December 1999 and has held various positions in
production management since joining the Group.

Mr. Kong Zhaocong, aged 54, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director/general manager/supervisor of various
companies within the Group. Mr. Kong is primarily responsible for the
China’s sales of the Group and has approximately 26 years of
experience in the plastic pipe industry. Mr. Kong joined the Group in
December 1999 and has held various positions in production
management and sales since joining the Group. Prior to joining the
Group, Mr. Kong served as a factory manager at Foshan City Dongjian
Plastic Materials Factory from March 1993 to January 1999 and served
as a manager in the production department of Shunde Liansu Industrial
from January 1999 to November 1999.

Mr. Chen Guonan, aged 52, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director of various companies within the Group. He is
primarily responsible for the management and production of certain
companies in the Group. Mr. Chen has approximately 30 years of
experience in the plastic pipe industry. Mr. Chen joined the Group in
December 1999 and has held various positions in production
management and engineering since joining the Group. Prior to joining
the Group, Mr. Chen was a manufacturing engineer in the technology
department at Guangdong Province Zhaoging Gaojiang Plastic
Products Co., Limited from July 1989 to July 1993. From July 1993 to
September 1999, he was a deputy factory manager at Foshan City
Dongjian Plastic Materials Factory. Mr. Chen served as a manager in
the production department of Shunde Liansu Industrial from
September 1999 to November 1999. Mr. Chen has been a deputy
secretary general of Plastic Pipe Special Committee of China Plastics
Processing Industry Association since 2005. Mr. Chen obtained a
bachelor’'s degree in polymer chemical from South China University of
Technology in July 1989.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

EELEREEABRERE

EXECUTIVE DIRECTORS (Continued)

Dr. Lin Shaoquan, aged 44, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director of various companies within the Group. Dr.
Lin is primarily responsible for the research and development and
overseas sales of the Group. Dr. Lin has approximately 17 years of
experience in the plastic pipe industry. Dr. Lin joined the Group in July
2002 and has held various positions in research and development and
overseas sales since joining the Group. Over the years, Dr. Lin has won
various awards including “National May First Labour Medal” by All-
China Federation of Trade Unions in 2006. Dr. Lin received a doctorate
degree in polymer chemical and physics from Sun Yat-sen University in
June 2002.

Mr. Huang Guirong, aged 44, is a vice president of the Group and was
appointed as an executive director of the Company on 27 February
2010. He is also a director/general manager/supervisor of various
companies within the Group. Mr. Huang is primarily responsible for the
overall management of the factories and production facilities of the
Group and has approximately 23 years of experience in the plastic pipe
industry. Mr. Huang joined the Group in December 1999 and has held
various positions in production management since joining the Group.
Prior to joining the Group, Mr. Huang served as a deputy factory
manager at Foshan City Dongjian Plastic Materials Factory from 1996
until 1999 and served as a deputy manager of the plastic production
department of Shunde Liansu Industrial from June 1999 to November
1999. Mr. Huang completed a programme of marketing from Hubei
University of Technology from September 2001 to July 2005.

Mr. Luo Jianfeng, aged 48, was appointed as an executive director of
the Company on 2 April 2010. He is also a director/general manager/
supervisor of various companies within the Group. Mr. Luo has
approximately 27 years of experience in accounting and worked at
Shunde City Accounting Firm from July 1993 to March 1996,
Guangdong Dezheng Accounting Firm with Limited Liability from April
1996 to December 2001 and Guangdong Gongcheng Accounting Firm
from January 2002 to December 2007. Mr. Luo worked for Foshan City
Zhongzhengcheng Accounting Firm Co., Limited as a certified public
accountant from January 2008 to April 2016. Mr. Luo is currently an
executive director of Xingfa Aluminium Holdings Limited (stock code:
98), which is listed on the Stock Exchange. Mr. Luo is a member of The
Chinese Institute of Certified Public Accountants. Mr. Luo obtained a
bachelor's degree in economics from Guangdong University of
Business Studies in June 1993.
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EXECUTIVE DIRECTORS (Continued)

Mr. Lin Dewei, aged 59, has been re-designated as an executive
director of the Company on 11 July 2018. Mr. Lin was appointed as a
non-executive director of the Company on 27 February 2010. Mr. Lin
has approximately 25 years of experience in the legal field and worked
as a part-time lawyer at various law firms in the PRC between 1995 and
2001. In 2001, Mr. Lin practised as a lawyer at Guangdong Everwin Law
Office and became a partner at the firm in 2004. Since 2013, Mr. Lin has
been practising as a lawyer at Guangdong Yogo Law Firm. Mr. Lin
obtained a bachelor’s degree in physics from South China University of
Technology in July 1982. Mr. Lin received a certificate of lawyer
qualification in the PRC in January 1990.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Wong Kwok Ho Jonathan, aged 46, was appointed as an
independent non-executive director of the Company on 27 February
2010. Since 2002, Mr. Wong has been practising as a barrister of the
High Court in Hong Kong specialising in both civil and criminal
litigation. Mr. Wong is a member of The Chartered Institute of
Arbitrators. Mr. Wong obtained a bachelor’'s degree in business
administration from Hawaii Pacific University in August 1997 and a
bachelor’s degree in law from City University of Hong Kong in
November 2001. Mr. Wong received a postgraduate certificate in laws
from City University of Hong Kong in July 2002.

Mr. Cheung Man Yu, aged 45, was appointed as an independent non-
executive director of the Company on 31 December 2012. Mr. Cheung
obtained a bachelor’'s degree in arts with major in accountancy from
The Hong Kong Polytechnic University and is a member of Hong Kong
Institute of Certified Public Accountants. Mr. Cheung has over 20 years
of experience in financial management and financial services. Mr.
Cheung served as the chief financial officer and company secretary of
Feiyu Technology International Company Ltd. (stock code: 1022), which
is listed on the Stock Exchange from August 2014 to September 2018.
Mr. Cheung was employed at the audit department of Ernst & Young,
an international accounting firm, from February 2000 to April 2004. Mr.
Cheung was a vice president or director at the respective investment
banking division of BNP Paribas Capital (Asia Pacific) Limited, UBS AG
and J.P. Morgan securities (Asia Pacific) Limited from April 2004 to
March 2011.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

EELEREEABRERE

INDEPENDENT NON-EXECUTIVE DIRECTORS
(Continued)

Ms. Lan Fang, aged 44, was appointed as an independent non-
executive director of the Company on 1 January 2015. Ms. Lan has
been the President of Guangdong Construction and Decoration
Materials Association since March 2008 and the President of
Guangdong Construction and Decoration Design Association since
August 2014. Ms. Lan graduated from Guangdong University of
Technology with a college diploma in June 1996 and then pursued
further studies in the EMBA CEO training programme of Sun Yat-sen
University and the business management CEO training programme of
Tsinghua University. She worked as the chairman of the materials
committee of Guangzhou Architecture & Decoration Association from
February 1998 to October 2006. Ms. Lan has accumulated over 22 years
of experience with respect to the administration of social organisation
and in the industry of construction and decoration materials.

Dr. Tao Zhigang, aged 54, was appointed as an independent non-
executive director of the Company on 1 September 2015. Dr. Tao is
Professor of Economics and Strategy in the Faculty of Business and
Economics and the director of the Institute for China and Global
Development, the University of Hong Kong. Prior to joining the
University of Hong Kong in 1998, he taught at Hong Kong University of
Science and Technology from 1992 to 1998. Dr. Tao received his B.Sc.
in management science from Fudan University in 1986, and PhD in
economics from Princeton University in 1992. Dr. Tao is currently an
independent non-executive director of Huadian Fuxin Energy
Corporation Limited (stock code: 816), which is listed on the Stock
Exchange. Dr. Tao is senior fellow at Tsinghua University’s National
Center for Economic Research, senior fellow at Tsinghua University's
Center for China in the World Economy, and special-term professor at
Fudan University School of Management. He is also co-director of the
Asia-Pacific Competitiveness Program of Hong Kong Institute of
Economics and Business Strategy.
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INDEPENDENT NON-EXECUTIVE DIRECTORS
(Continued)

Mr. Cheng Dickson, aged 50, was appointed as an independent non-
executive director of the Company on 11 July 2018. Mr. Cheng is
currently the managing director and head of the investment banking
department of Shanggu Securities Limited. He acts as its responsible
officer and holds licences for types 1, 4 and 6 of regulated activities
under the SFO.

Prior thereto, Mr. Cheng worked in J.P. Morgan between August 1994
and February 1996. In December 1995, he was promoted to TCRM
professional in its global markets department. Between March 1996
and June 2000, Mr. Cheng worked in the securities lending department
of The Bank of New York, Hong Kong Branch. From July 2000 to
August 2002, Mr. Cheng worked as an assistant vice president in the
equity capital markets division of BOCI Asia Limited. In August 2002,
Mr. Cheng joined ICEA Capital Limited and worked in its investment
banking division until October 2005 when he was a senior vice
president. Mr. Cheng was an executive director at the respective
capital markets department in the investment banking division of
Mitsubishi UFJ Securities (HK) Capital, Limited and Mizuho Securities
Asia Limited from November 2005 to October 2016. Mr. Cheng has
more than 23 years of experience in investment banking industry. Mr.
Cheng obtained a bachelor’s degree in arts majoring in economics
from University of Toronto in June 1994 and a master of applied
finance degree majoring in corporate finance from Macquarie
University of Australia in November 2000.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

EELEREEABRERE

SENIOR MANAGEMENT

Mr. Liu Guanggen, aged 38, is the chief financial officer of the Group
and is responsible for the Group’s overall financial and accounting
affairs. Mr. Liu joined the Group in November 2008. Prior to this, he
worked as a finance manager in The Industrial and Commercial Bank of
China, Shunde Branch from 2004 to 2006, and was a sub-branch
manager of The Industrial and Commercial Bank of China, Foshan
Shunde Haiginwan Sub-Branch from 2007 to 2008. Mr. Liu completed a
diploma in finance from Southwestern University of Finance and
Economics in September 2005, a program in laws at Guangdong
University of Business Studies from March 2007 to January 2010, as well
as obtaining a master degree in engineering from Chongqging
University upon the completion of courses for the master degree in
software engineering (specialised in financial informatisation) in June
2014. He is an associate member of the Association of International
Accountants.

Mr. Kwan Chi Wai Samuel, aged 42, is the company secretary of the
Company. Mr. Kwan has more than 20 years of experience in
accounting, auditing and finance. Mr. Kwan joined the Group in June
2010 as secretary on a full time basis. Prior to joining the Group, Mr.
Kwan worked in CWCC Certified Public Accountants from March 2000
to November 2004, PricewaterhouseCoopers from November 2004 to
October 2007 and Deloitte Touche Tohmatsu from November 2007 to
September 2009. The latter two firms are amongst the biggest
international accounting firms. Mr. Kwan graduated with a bachelor’s
degree in Commerce from Deakin University of Australia in September
2000 and obtained a master degree in business administration from
University of South Australia in August 2012. He is a fellow member of
the Hong Kong Institute of Certified Public Accountants and member
of the CPA Australia.
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CORPORATE GOVERNANCE REPORT
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CORPORATE GOVERNANCE PRACTICES

China Lesso is always committed to maintaining high standards of
corporate governance practices and business ethics of the Group. The
Board believes in good corporate governance practices and business
ethics which are essential for achieving sustainable development,
establishing investors’ confidence in the Company and safeguarding
and enhancing the interests of the Shareholders.

In pursuit of good and high standards of corporate governance
practices, the Board reviews the corporate governance practices of the
Company from time to time so as to meet the expectations of the
Shareholders for continual improvement, and fulfill its commitment of
pursuing excellent corporate governance. In the opinion of the
directors, the Company complied with all the applicable code
provisions of the Code during the year.

MODEL CODE FOR SECURITIES TRANSACTIONS
BY DIRECTORS

The Company has adopted the Model Code as the code governing
securities transactions by directors of the Company. Having made
specific enquiry to the directors, all of them confirmed that they have
complied with the required standards as set out in the Model Code
throughout the year. The Model Code is also applicable to other
specific senior management of the Company. The directors’ and chief
executive's interests and short positions in shares, underlying shares
and debentures of the Company or any of its associated corporations
are disclosed in the Directors’ Report on page 66.

BOARD

THE COMPOSITION OF THE BOARD

The Board currently comprises 15 directors, including 10 executive
directors and 5 independent non-executive directors.
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CORPORATE GOVERNANCE REPORT

BOARD (Continued)

THE COMPOSITION OF THE BOARD (Continued)

Pursuant to the articles of association of the Company (the “Articles”),
any director appointed to fill a casual vacancy or as an addition to the
existing directors shall hold office only until the next annual general
meeting ("AGM") of the Company and shall then be eligible for re-
election at that meeting. In addition, at every AGM of the Company,
not less than one-third of the directors for the time being shall retire
from office by rotation provided that every director shall be subject to
retirement by rotation at least once every three years. Apart from
retirement by rotation pursuant to the Articles, each non-executive
director has a term of within three years. Therefore, no director will
remain in office for a term of more than three years. For details relating
to any relationship among the members of the Board, including
financial, business, family or other material/relevant relationship, please
refer to the sections headed “Biographical Details of Directors and
Senior Management” and “Directors’ and Chief Executive’s Interests
and Short Positions in Shares, Underlying Shares and Debentures” of
the Directors’ Report.

CHAIRMAN AND CHIEF EXECUTIVE

To segregate the management of the Board from the daily
management and business operations of the Group effectively, the
post of chairman and the chief executive are held by Mr. Wong Luen
Hei and Mr. Zuo Manlun, respectively. One of the important duties of
the chairman is to lead the Board to ensure the Board always acts in
the best interests of the Group. The chairman shall ensure the effective
operation of the Board and fully perform his/her duties and ensure all
important issues are discussed at Board meetings in a timely manner.
All directors will be consulted for any proposed items in the agenda.
The chairman has delegated the drafting of the agenda of each Board
meeting to the chief executive and the company secretary. With the
assistance of the chief executive and the company secretary, the
chairman aims to ensure all directors are adequately briefed on any
issues being put forward at a Board meeting and receive sufficient and

reliable information in a timely manner.
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BOARD (Continued)

INDEPENDENT NON-EXECUTIVE DIRECTORS

The independent non-executive directors provide various expertise
and experiences, and maintain balance of interest to safeguard the
interests of the Group and the Shareholders. They participate in Board
meetings and committee meetings and make independent judgements
on issues related to the Group's strategies, performance, interest
conflicts and management process so as to ensure the interests of all
Shareholders are properly considered.

The Company has received annual confirmation made by each of the
independent non-executive directors under Rule 3.13 of the Listing
Rules regarding their independence. The Company regarded all
independent non-executive directors are independent in accordance
with Rule 3.13 of the Listing Rules.

DUTIES OF THE BOARD

The Board shoulders the responsibility of providing effective,
responsible and reliable leadership to the Group. The Board exercises
its rights in management decision on the aspects of the Company'’s
development strategy, management structure, investment and
financing, planning, financial control and personnel in accordance with
the requirements of the Code.

The Company appointed Ernst & Young as the Company’s
independent auditor to review the interim results for the six months
ended 30 June 2019 and to audit the annual results for the year ended
31 December 2019. The directors of the Company acknowledge their
responsibility for preparing the consolidated financial statements
included in the annual report and the interim report. In preparing the
consolidated financial statements for the year ended 31 December
2019, the directors have selected and applied appropriate accounting
policies and have made prudent and reasonable judgements and
estimates in accordance with Hong Kong Financial Reporting
Standards.

The declaration of reporting responsibility issued by the external
auditor of the Company on the Company’s consolidated financial
statements is set out in the Independent Auditor’s Report on pages 76
to 85.
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CORPORATE GOVERNANCE REPORT

PEERME

BOARD (Continued) Egg(ﬁ)

CORPORATE GOVERNANCE FUNCTIONS EERBAE

The Board is responsible for performing corporate governance duties ZFEBEBITHLEESRE B -
including:

(a)  to develop and review the Company's policies and practices on  (a) ZEREBHAATDEECSRERER

corporate governance;

(b) to review and monitor the training and continuous professional (b) BMENEBEZEELRIRNEIEABNEII N
development of directors and senior management; BEEUR

() to review and monitor the Company's policies and practices on  (¢) BHEREEARAGEETEEZLREERTEN
compliance with legal and regulatory requirements; EOBRELER

(d) to review of the effectiveness of the Company’s internal control  (d) #8287 B EBIZE $I & 45 9 AL
system;

(e) to develop, review and monitor the code of conduct and (e) %E - st REE@EAR EE&%?E’]T <F
compliance manual (if any) applicable to employees and ERIRARFME)
directors; and

(/) to review the Company’'s compliance with Appendix 14 to the () BEBEARQFEST EHHRAIMEE14(DESS
Listing Rules (Corporate Governance Code and Corporate TFRIRMESERE) 2B -

Governance Report).

The Board has performed the above activities during 2019. EZGR2019FHE DT LIRS -
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BOARD (Continued)

BOARD AND GENERAL MEETINGS

For the year ended 31 December 2019, the Board convened ten
meetings to review operating performance, funding requirement and
recent market conditions. The Board also considered and approved
the Group's overall strategy, audited annual results for the year ended
31 December 2018 and reviewed interim results for the six months
ended 30 June 2019.

The chairman of the Board and the chairman of the audit committee,
the nomination committee and the remuneration committee, attended
the AGM of the Company held on 27 May 2019.

The table below sets out the attendance of all members of the Board
at the meetings held in 2019:

EEgm)

EEgeERBEREAE
HE2019F12A31BEFE  EF2dHATX
g% UEMEERE BT RkEKETMR -
EZTSNCEEMIERER 2 BERE  H2
2018 F 12 A3 HIEFENLEREFEENEE
2019F 6 A30 B IE AN AR KCEH R HIZSE -

BEETFENERZES  RIEZESRFMZ
EeNERHBHBEARARRN201945 827 HE
THRRBFERS -

TR 2019FEFTEEHRENLFEERBN -

Meetings attended/eligible to attend®
HEAB SERLEHRYE

Audit Nomination Remuneration

AGM® Committee Committee Committee
Directors RRAFEAG® ENZEE REZES FHZEEE
Executive directors HITES
Wong Luen Hei BHE 11 10/10 - 1/1 2/2
Zuo Manlun it ”n 10/10 - 1 172
Zuo Xiaoping EEH 0/1 9/10 - - -
Lai Zhigiang raEE 17 8/10 - - -
Kong Zhaocong KR n 9/10 - - -
Chen Guonan PRElR 17 10/10 - - -
Lin Shaoquan whe 1”1 10/10 - - -
Huang Guirong BFEE 1”1 10/10 - - -
Luo Jianfeng pegedlS 17 10/10 - - -
Lin Dewei iz 11 10/10 - - -
Independent non-executive directors B FHTES
Wong Kwok Ho Jonathan TEx 17 7110 212 N 212
Cheung Man Yu RXF 11 9/10 212 - 1/2
Lan Fang Br 171 5/10 - 0/1 -
Tao Zhigang )] 171 9/10 2/2 11 2/2
Cheng Dickson e ”n 10/10 2/2 - -

Note: B 5E
(a) Directors may attend meetings in person, by phone or through other means of ~ (a) REERANRT  EFHURT  EREFIEME

video conference in accordance with the Articles.

(b) There was no other general meeting held in 2019.

LeBRREHERS -

(b)  R2019FR - HEEMRRAEGET -
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BOARD (Continued)

BOARD AND GENERAL MEETINGS (Continued)

The Company gives proper notices of Board meetings to the directors
and the procedure of Board meetings is in compliance with the Articles
and the relevant rules and regulations. The agenda and the relevant
documents will be provided to all directors in a timely manner. The
chairman will give a proper briefing to all directors on items to be put
forward at a Board meeting. To ensure compliance with the procedure
of Board meetings and all applicable rules and regulations, all directors
may gain a full understanding of all relevant data in a timely manner
and may receive advice and services from the company secretary. The
minutes of Board meetings are kept by the company secretary and are
available for inspection by the directors and the auditor of the
Company.

TRAINING AND SUPPORT FOR DIRECTORS

The directors are encouraged to participate in continuous professional
development to develop and refresh their knowledge and skills. The
Company would provide a comprehensive induction package covering
the summary of the responsibilities and obligations of a director of a
Hong Kong listed company, the Company’s constitutional documents
and the Guides on Directors’ Duties issued by the Hong Kong
Companies Registry to each newly appointed director to ensure he/she
to have sufficient awareness of good corporate governance practices.

The company secretary reports from time to time the latest changes
and development of the Listing Rules, corporate governance practices
and other regulatory regime to the directors with written materials, as
well as organises seminars on the professional knowledge and latest
development of regulatory requirements related to director’s duties
and responsibilities.

In 2019, the Company invited Ernst & Young to give a seminar on the

topic of “Introduction to China’s Tax Regulatory Environment” to
Board members.
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BOARD (Continued)

TRAINING AND SUPPORT FOR DIRECTORS (Continued)
Apart from the above training offered by the Company, based on the

training records provided to the Company by the directors, the

directors also participated in the following trainings during 2019:

Directors

Executive directors
Wong Luen Hei
Zuo Manlun
Zuo Xiaoping
Lai Zhigiang
Kong Zhaocong
Chen Guonan
Lin Shaoquan
Huang Guirong
Luo Jianfeng
Lin Dewei

Independent non-executive directors
Wong Kwok Ho Jonathan

Cheung Man Yu

Lan Fang

Tao Zhigang

Cheng Dickson

=
BITES

"R
et
EXRF
FEER
FLIKER
PREIRE
oz

e xx
HFEHE

ageales
INE

BYFUITES
TEZx

KX T

[Pz

B 75 )

Mimsz

EEgm)

EERIIRZE @

BT B AR RRENIFIN  REBEESRA
NERHENIFIIE - R2019F EXTALH
AT -

Type of trainings
b ki)

AC
AC
AC
AC
AC
AC
AC
AC
AC
AC

AC
AC
AB,C
AB,C
AC

N

A:

ote:

delivering talks at seminars and/or conferences and/or forums

attending seminars and/or conferences and/or forums

reading information, newspapers, journals and materials relating to the

responsibilities of directors, economy, fiscal, financial, investments and business of

the Company

B
A EETERR/AEHESLRE
B ATHER/REHR/ TREEE

C MEABEERE @F R ME BREREAR
EHHEN - BE - PRER
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EEARE

BOARD (Continued)

COMPANY SECRETARY

The company secretary reports to the Board so as to ensure
compliance with the procedures of the Board meeting and ensure the
Board is fully briefed on all legislations, regulations and corporate
governance development and has considered their opinions when
making a decision. The company secretary is also directly responsible
for the Group's compliance with its continuing obligations under the
Listing Rules, Hong Kong Codes on Takeovers and Mergers and Share
Buy-backs, Companies Ordinance, SFO and other applicable laws,
rules and regulations.

During the year ended 31 December 2019, the company secretary has
received no less than 15 hours of relevant professional training to
refresh his knowledge and skills.

INDEMNIFICATION OF DIRECTORS AND OFFICERS

The directors and officers are indemnified under a directors’ and
officers’ liability insurance against any liability incurred by them in the
discharge of their duties while holding office as the directors and
officers of the Company. The directors and officers shall not be
indemnified where there is any fraud, breach of duty or breach of trust
proven against them.

In accordance with the Articles, subject to the Cayman Island
Companies Law (2013 Revision, as amended from time to time), every
director, auditor or other officer of the Company shall be entitled to be
indemnified out of the assets of the Company against all losses or
liabilities incurred or sustained by him as a director, auditor or other
officer of the Company in defending any proceedings, whether civil or
criminal, in which judgment is given in his favour, or in which he is
acquitted.
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BOARD COMMITTEES

The Board has delegated various responsibilities to certain committees
under its supervision, including the Company’s audit committee
("Audit Committee”), remuneration committee (“Remuneration
Committee”) and nomination committee (“Nomination Committee”)
(collectively known as “Board Committees”). Board Committees can
engage intermediaries to provide professional opinions and the
reasonable expenses incurred as a result are borne by the Company.

AUDIT COMMITTEE

The Audit Committee comprises four members, namely Dr. Tao
Zhigang (chairman of the Audit Committee), Mr. Wong Kwok Ho
Jonathan, Mr. Cheung Man Yu and Mr. Cheng Dickson (all are
independent non-executive directors). The major responsibility of the
Audit Committee is to conduct independent and objective audit of the
truth and accuracy of the Group's economic operation and financial
activities, financial policies, financial procedures, risk management,
internal control, external audit, internal audit, financial information
reporting and financial data and assist the Board in discharging its
relevant duties.

The Audit Committee shall convene at least two meetings each year. In
2019, the Audit Committee convened two meetings. The attendance
record of the meetings is set out on a named basis on page 19.

The following is a summary of work performed by the Audit Committee
during 2019:

o review of the annual report and the annual results announcement
for the year ended 31 December 2018, with a recommendation to
the Board for approval;

o review of Ernst & Young's confirmation of independence and its
report for the Audit Committee for the year ended 31 December
2018, with a recommendation to the Board for the re-
appointment of Ermnst & Young at the 2019 AGM,;

° review of continuing connected transactions;

o review of the Group internal audit reports;

EEXZET

EEgCHRERESDRTEEEBTETXZE
g ERARAzZERZER((EREEE])
Mz Ee((FMMEZE8e D URRERZEE (1R
*%ZEBg]) (MR EXLBe)) - EEXZ8e
AABEFNMHBRHEXER  MEENSE
ERBADAESE -

BREES

ERZEeRMNAKEAR BB IERITES
EMBL(ERZE8EEE)  TBRLE K
XFRENBAREE BEREZEENTIERE
ERAEBENEFET MM EEE - MBEE -
MR - RRERE - AEESH - SNEEEE A
MEF  MBEERS VMM BEIENEE LR
ETHILREBNEZ BB EEERITHAAR

ERZEQABTFELARAEEMNX - K2019
FoOEZZEERARATRIZH %Soazd
FERLER (LA B TER) SFIRE 198 -

T AEZZEEN2019FRE TIEHE ¢

. EFHE2018F12ANHIEFENFRL
FEREENE  VEEEE9EH:
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BOARD COMMITTEES (Continued)

AUDIT COMMITTEE (Continued)

o review of the interim report and the interim results announcement
for the six months ended 30 June 2019, with a recommendation
to the Board for approval;

] review and approval of Ernst & Young's report for the Audit
Committee for the six months ended 30 June 2019;

o consideration and approval of audit and non-audit services;

. review of the corporate governance report for the year ended 31
December 2018 and the corporate governance disclosures for
the six months ended 30 June 2019, with recommendations to
the Board for approval;

o review of the corporate social responsibility report for the year
ended 31 December 2018 with a recommendation to the Board
for approval; and

] review of the annual report on effectiveness of risk management,
internal control system and internal audit function under the
Code, with a recommendation to the Board for approval.

Subsequent to the year end, the Audit Committee reviewed the annual
report and annual results announcement for the year ended 31
December 2019 with a recommendation to the Board for approval.

EXTERNAL AUDITORS

For the year ended 31 December 2019, the service fees paid or payable
by the Group to the external auditors are set out as follows:

EEZFEE W

BEREREE (@)
o  EHHEE2019F6A30R LA A S H

RERPHREQE  ITEZEZTSEB
o  EHMBBLOKEIMEFMBEZZES

B ZE 20195 6 A30 B IEXE AW ®RE

o  EEWIEBETE NIERTRE

. EBHE2018F 1283 BILEFENDLEE
ARG ME R 201996 A30H 1EN1E A
TEELREE  TE22=F238

. %Bﬂ%@zomiuﬂmaiﬁﬁmﬁ%ﬁ
SEIHRE BEEERGE R

o RETAEMFERBREE  REEHRR
RAREZD R ERE YRR EESR
@ o

REEFERE  BEREZESEREE2019F12A
JNNBEFENEFREFEXERNE  TEZES
3G -

INEE A B BT
HE2019F 128318 IEFE  AEE@EINERZ
EE A EN 2 RIFBASHTIOT ¢

RMB million
AREBEER

Annual audit services FEETRE 9.37
Non-audit services IEEET AR

— Interim results review e E | 1.72
— Others? — Hp# 1.01
Total @t 12.10

# “Others” were mainly for providing advice on matters in relation to taxation. The

provision of these services by external auditors were cost effective and efficient due

to their professional knowledge.
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BOARD COMMITTEES (Continued)

REMUNERATION COMMITTEE

The Remuneration Committee comprises five members, namely Dr.
Tao Zhigang (chairman of the Remuneration Committee and
independent non-executive director), Mr. Wong Luen Hei (executive
director), Mr. Zuo Manlun (executive director), Mr. Wong Kwok Ho
Jonathan and Mr. Cheung Man Yu (both of them are independent non-
executive directors).

The Remuneration Committee is mainly responsible for studying and
formulating the Company’s remuneration policy and incentive
mechanism and is responsible for formulating the standards for the
appraisal of the Company’s directors and senior management and
conducting appraisals.

The Remuneration Committee has the delegated responsibility to
determine the specific remuneration packages of all directors and
senior management. In order to determine the level of remuneration
and fees paid to members of the Board, market rates and factors such
as each director’s workload, responsibility and job complexity are taken
into account. The following factors are considered when determining
the remuneration packages of directors and senior management:

° business requirements;

° individual performance and contribution to results;

o company performance and profitability;

. retention considerations and the potential of individuals;

J changes in relevant markets, including supply and demand

fluctuations and changes in competitive conditions; and
° general economic situation.

During the review process, no individual director is involved in
decisions relating to his/her own remuneration.
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BOARD COMMITTEES (Continued)

REMUNERATION COMMITTEE (Continued)

The Remuneration Committee shall convene at least one meeting each
year. In 2019, the Remuneration Committee convened two meetings,
assessed the performance of the Company’s directors and senior
management, reviewed terms of their service contracts, and made
recommendation of the remuneration packages for directors and
senior management to the Board. The attendance record of the
meeting is set out on a named basis on page 19.

Details of directors’ remuneration and five highest paid employees are
set out in note 8 to the consolidated financial statements. In addition,
the remuneration of the two senior management fell within the band of
less than RMB1 million.

NOMINATION COMMITTEE

The Nomination Committee comprises five members, namely Mr.
Wong Luen Hei (chairman of the Nomination Committee and executive
director), Mr. Zuo Manlun (executive director), Mr. Wong Kwok Ho
Jonathan, Ms. Lan Fang and Dr. Tao Zhigang (all of them are
independent non-executive directors). The major duty of the
Nomination Committee is to study and make recommendations on the
candidates, selection criteria and procedure in respect of the
Company's directors and senior management.

The Company follows a formal, fair and transparent procedure for the
appointment of new directors to the Board. The Nomination
Committee reviews the structure, size and composition of the Board,
identifies suitable candidates if necessary and makes recommendations
to the Board. The director nomination policy sets out the approach
and procedures the Board adopts for the nomination and selection of
directors of the Company including the appointment of additional
directors, replacement of directors, and re-election of directors. Below
are details of the selection criteria and nomination process and
procedures as set out in the director nomination policy.
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BOARD COMMITTEES (Continued)

NOMINATION COMMITTEE (Continued)

In the determination of the suitability of a candidate, the Nomination
Committee shall consider the potential contribution such candidate
can bring to the Board in terms of his or her qualifications, skills,
experience, independence, age, culture, ethnicity and gender diversity
etc. The Nomination Committee shall consider the following selection
criteria and such other factors that it may consider appropriate for a
position on the Board, including but not limited to: (a) attributes
complementary to the Board, (b) business experience, board expertise
and skills, (c) availability, (d) motivation, (e) integrity, (f) independence
and (g) diversity (in all aspects).

For the appointment of new and replacement directors, if the Board
determines that an additional or replacement director is required, it
will deploy multiple channels for identifying suitable director
candidates, including referral from directors, shareholders,
management, advisors of the Company and executive search firms.
Upon compilation and interview of the list of potential candidates, the
Nomination Committee will make recommendation to the Board based
on the selection criteria and such other factors that it considers
appropriate. The Board has the final authority on determining suitable
director candidate for appointment.

For the re-election of directors, where a retiring director, being eligible,
offers himself for re-election, the Board shall consider and, if consider
appropriate, recommend such retiring director to stand for re-election
at a general meeting. A circular containing the requisite information on
such retiring director will be sent to shareholders prior to a general
meeting in accordance with the Listing Rules.

For directors nominated by shareholders, such nominating shareholder
must follow the “Procedures for shareholder(s) of the Company
proposing a person for election as a director” which is available on the
Company's website.

In any event, the Board shall ensure that the nomination, re-election
and/or appointment of the directors shall be conducted in compliance
with the Listing Rules, the memorandum and articles of association of
the Company and all other applicable laws, rules and regulations.

For further details, please refer to the nomination policy that is
available on the Company’s website.
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BOARD COMMITTEES (Continued)

NOMINATION COMMITTEE (Continued)

The Nomination Committee shall convene at least one meeting each
year. In 2019, the Nomination Committee convened two meetings. The
Nomination Committee reviewed the structure, size and composition
of the Board, recommended the Board on the list of retiring directors
for re-election at the AGM on 27 May 2019 in accordance with the
director nomination policy and Board diversity policy of the Company,
and reviewed the independence of all independent non-executive
directors. The attendance record of the meeting is set out on a named
basis on page 19.

BOARD DIVERSITY POLICY

The Board has adopted a Board diversity policy which sets out the
approach to achieve diversity on the Board. The Board diversity policy
is available on the website of the Company.

The Company recognises that increasing diversity at the Board level
will support the attainment of the Company’s strategic objectives and
sustainable development. The Company seeks to achieve Board
diversity through the consideration of a number of factors, including
but not limited to gender, age, cultural and educational background,
ethnicity, professional experience, skills, knowledge and other qualities.
The Company will also take into consideration its own business model
and specific needs from time to time in determining the optimal
composition of the Board. The Nomination Committee will review the
Board diversity policy, as appropriate, to ensure its continued
effectiveness from time to time.

As at the date of this report, the Board comprises 15 directors. Two of
them are females. One third of the Board members are independent
non-executive directors, thereby promoting critical review and control
of the management process. The composition of the Board reflects the
necessary balance of skills, professional experience and knowledge for
effective leadership of the Company.
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RISK MANAGEMENT AND INTERNAL CONTROL

The Board is solely responsible for evaluating and determining the
nature and extent of the risks it is willing to take in achieving the
Group's strategic objectives, and ensuring the Group has established
and maintained appropriate and effective risk management and
internal control system. The Board is also responsible for monitoring
the design, implementation and review on the risk management and
internal control system as carried out by management, while
management has the responsibility to provide confirmation on the
effectiveness of such system. To this end, management continues to
allocate resources for a risk management and internal control system
compatible with the COSO (Committee of Sponsoring Organizations
of the Treadway Commission) standards to provide reasonable, though
not absolute, assurance against material misstatement or loss and to
manage rather than eliminate the risk of failure in the operating system
of the Group and in achieving business objectives of the Group.

The Board, through the Audit Committee, has continuously monitored
and annually reviewed the effectiveness of the Group's risk
management and internal control system, and the Board is of the view
that the existing risk management and internal control system is
sufficient, effective and adequate. The review covered all material
aspects with regard to control, including financial control, operational
control and compliance control. The internal audit reports submitted
to the Audit Committee by the Group also cover aspects of risk
management and internal control. The Board is not aware of any
significant areas of concern which may affect the Shareholders, and
believes that the Group has fully complied with the code provisions on
internal controls, including compliance with legal and regulatory
requirements, as set forth in the Code. The Board, through the
appraisal performed by the Audit Committee, reviewed, ensured and
confirmed the adequacy of resources, staff qualifications and
experience, training programs received by the staff and budget of the
Group's accounting, internal audit and financial reporting function at
the Board meeting. In light of the Group's nature of business and the
recommendations on the Board's role in risk management, the Group
has developed risk management system and policies, and established
a risk management project team, which is responsible for the Group's
risk management, to communicate and assess the Group's risk profile
and material risks, and track the progress of mitigation plans and
activities of material risks and report on detailed examinations of
specific risks as required.
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RISK MANAGEMENT ORGANISATION SYSTEM ElsEEAMSER

The Group has established a comprehensive organisation structure to ~ AEE BT —ECEMAEEE - YAEEFRR
manage the risks encountered by the Group. The risk management E¥ A EMREITEIE o EF! . ZEE’]J—L[@" IRLRIE
structure of China Lesso comprised of two key factors: risk BIEMEBERZE : &B EEAMEREIEIE

management structure and risk management program. = o

; ; Risk Risk Supervision and
CoIIecthn of Risk Management Management Enhancement of
Information Assessment Strategies Solutions Risk Management

RGeS N S JER\ e 5 3R SR R EIE [ R B IR A
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RISK MANAGEMENT ORGANISATION SYSTEM
(Continued)

(A)

RISK MANAGEMENT STRUCTURE

Regulatory Organisation

The Board is responsible for the effectiveness of the overall risk

management

determine the overall objective, risk appetites and risk
tolerance for corporate risk management, and approve risk
management strategies, major risk mitigation solutions and

risk management measures;

comprehend and manage each major risk faced by the
enterprise and its existing management situations, and
make effective risks management decisions; approve the
decision-making standards and mechanisms regarding
major operating decisions, major risks, major events and
major business processes;

approve risk management report related to major decisions;

and

approve the annual comprehensive risk management
report.

Risk Management Organisation
The Audit Committee, the highest risk management organisation

in the Company which is accountable to the Board

review the establishment and planning of the

comprehensive risk management system;

review the proposal on the structure of the risk
management organisations and their responsibilities;

review the annual comprehensive risk management report
and submit to the Board;

review risk management strategies, major risk management
solutions and risk management measures; and

review the annual risk management work plan.
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RISK MANAGEMENT ORGANISATION SYSTEM
(Continued)

(A) RISK MANAGEMENT STRUCTURE (Continued)

Leading Risk Management Organisation

32

Risk management project team, the leading risk management

organisation

responsible for the establishment and amendment of the
Company's risk management policies and mechanisms;

formulate and submit annual risk management work plan to
the Board and the Audit Committee for their review;

regularly collect first-hand information regarding risk
management, carry out risk assessment and discuss major
risks as faced by the Company; and

assess the soundness, reasonability and the effectiveness in
implementing the risk management system, and review the
annual comprehensive risk management report, risk
management strategies and day-to-day risk management
solutions.

Risk Implementation Organisation

Each functional department of the Company shall accept the

coordination and monitoring carried out by the risk management

project team

implement the basic process in risk management;

consider and propose decision-making standards or
mechanisms regarding major operating decisions, major
risks, major events and major business processes of the
functional department;

analyse and propose risk assessment report of the
functional department;

properly carry out risk management work of the functional
department; and

establish a comprehensive risk management process of the
functional department.
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RISK MANAGEMENT ORGANISATION SYSTEM
(Continued)

(A) RISK MANAGEMENT STRUCTURE (Continued)

Risk Supporting Organisation

Internal control team

. assist the Group's risk management work, and formulate
internal control plan in accordance with the result of risk
assessment;

o centrally organise or, together with related functional
departments, design, amend or improve internal control
documents in accordance with risk management solutions;

° assist the risk management project team to inspect,
examine, evaluate and improve the implementation of risk
management in each functional departments and operating
units; and

o assist the timely rectification and improvements to existing
deficiencies of each functional department based on the
findings in the internal audit report.

Internal audit department

. assist the Group's risk management work, and formulate
internal audit plan in accordance with the result of risk
assessment;

° carry out measures including walk-through test and
analytical review to evaluate the effectiveness in risk
management; and

o after carrying out internal audit, deliver the auditing results
to internal control team and risk management project team
timely.
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RISK MANAGEMENT ORGANISATION SYSTEM B EIE AR @

(Continued)

(B) RISK MANAGEMENT PROGRAM (B)

The Group has established a comprehensive risk management
program which is led by the risk management project team and
implemented with the assistance of the internal audit department
and internal control team. The risk management program is as
follows:

(@)  to collect first-hand information for risk management;
(b) to analyse and assess risks;

(c) to propose risk management strategies and form risk
management solutions; and

(d)  to supervise the implementation of risk management works
P p 9
performed by each business units and verify the overall

score.
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SUPERVISION AND ENHANCEMENT OF RISK
MANAGEMENT

The Group has set up basic procedures that cover the whole process
of risk management, connecting the channels of communication of risk
management information along the reporting lines and among various
departments and business units to ensure the timely, accurate and
complete communication of information and this has laid the
foundation for the supervision and enhancement of risk management.

The senior management of the Group, focusing on material risks,
material matters and material decisions, important management
matters and the business flow, supervises the work relating to the first-
hand information collection for risk management, risk assessment, risk
management strategies, critical control activities and the
implementation of risk management solutions. The risk management
project team carries out an annual review and examination on the
implementation of the works on risk management by different
departments and business units and its effectiveness for the year,
assesses risk management strategies and evaluates inter-departmental
risk management solutions and business units’ risk management
solutions, proposes suggestions for adjustments and improvements
and issues evaluation and recommendation reports which will be sent
to the relevant senior management in a timely manner.

MATERIAL RISKS THE GROUP MAY FACE

The material risks that the Group may face which include macro-
economic risks, risks of inappropriate strategies for market
competition, risks of the fluctuation of raw materials price, risks of
adjustments of policies in relation to the environmental protection,
economy and industry.

The potential risks of macro-economic risks arise from the effects of
macro-economy’s volatility and the pressure of inflation. The Group's
corresponding measures on risk management include reviewing the
management strategies and mechanism for macro-economic risks;
reviewing the relevant mechanism on the collection of intelligence
about the changes in the external macro-economic environment;
clearly defining the macro-economic risk analysis session; analysing,
reviewing, adjusting and improving the strategies for managing macro-
economic risks in future.
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MATERIAL RISKS THE GROUP MAY FACE
(Continued)

The potential risks of inappropriate strategies for market competition
arise from the risks involved in the formulation of competition
strategies and risks involved in the collection of clients’ information.
The Group’s risk management measures include reviewing the
management mechanism for market competition strategies; analysing
the Company’s position in market competition, reviewing the
corresponding market competition strategies; and timely devising and
reviewing the management strategies in response to the changes in
the market competition environment and submitting report thereon to
management; collecting the market competition information of new
products and offering suggestions on competition strategies.

The potential risks of the fluctuation of raw materials price arise
because the price of key raw materials purchased by the Company is
easily affected by the shortfall of refining capabilities, changes in
manufacturers’ power and labour cost structure, changes in the price
of resins made from coal and petrochemicals. The Group’s risk
management measures include clearly stating the risk management
strategies and mechanism for the fluctuation of raw materials price in
the relevant systems; collecting information in relation to the
fluctuation of raw materials price and releasing such information
internally through an established channel; regularly reporting and
analysing the fluctuation of raw materials price; clearly defining the
analysis session for the increased risks of fluctuation of raw materials
price; analysing, reviewing, adjusting and improving the management
strategies for the risks of fluctuation of raw materials price.

The potential risks of adjustments of policies in relation to the
environmental protection, economy and industry arise from the risks of
adjustments of environmental policies; risks of adjustments of
urbanisation policies; risks of adjustments of construction projects of
significant water works including water saving and water supplies; risks
of adjustments of real estate policies. The Group's risk management
measures include reviewing the management strategies and
mechanism for risks involved in the adjustments of policies in relation
to the environmental protection, economy and industry; collecting
information in relation to changes in environmental protection,
economy and industry policies and releasing such information internally
through an established channel; reviewing the mechanism for
monitoring and collecting the information on laws and regulations that
affect the industry.
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MATERIAL RISKS THE GROUP MAY FACE
(Continued)

In addition to the material risks mentioned above, we identified, during
the course of business planning process in 2019, that the Group may
be exposed to new material risks, including cybersecurity risks, risks of
the coronavirus disease (“COVID-19"), and climate change risks.

The potential risks of cybersecurity risks arise from two aspects: on the
one hand, the vulnerability of networks to different kinds of cyber
attacks because of its own security defects; on the other hand, external
and internal risks of the Group. External risks mainly represent
intentional or unintentional damage and threats from outsiders, such
as malicious attacks by “hackers”, illegal interception of network data
and transmission of computer viruses. Internal risks mainly include
misuse or abuse of critical and sensitive information, theft, intentional
or unintentional disclosure of confidential information by employees.
The Group's corresponding measures on risk management include
establishing online permissions; developing and using software for
communication within the Group; establishing two sites and three
centers and implementing dual-active and duplication of intra-city and
inter-city data centre; and strengthening development in four areas:
environment, data, terminals and cybersecurity.

The potential risks of COVID-19 arise from the impact of
macroeconomic fluctuations and the uncertainties in resumption of
work and production of upstream and downstream enterprises. Due to
the outbreak of the COVID-19, various industries suspended work and
production and many enterprises are facing the risk of interruption of
capital flow and suffering hardship. It has also brought a negative
impact on foreign trade, thus dragging down the economy of the PRC.
The Group's corresponding measures include providing guidelines for
epidemic prevention and control and resumption of work,
strengthening employees’ awareness of prevention and control, and
enabling resumption of work and production in an active and orderly
manner; continually promoting full automation of production bases;
paying close attention to the needs of various areas in epidemic
prevention, and assuming corporate social responsibility, supporting
the construction of epidemic prevention hospitals in all provinces and
regions across the country and making in-kind donations.
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MATERIAL RISKS THE GROUP MAY FACE
(Continued)

Climate change risks are a kind of compound risks in the global risk
society. The risks can be classified into economic risk, political risk,
social risk, and ecological risk, etc. The Group's corresponding
measures on risk management include improving environmental
management, practicing green operations, improving the efficiency of
use of energy resources, exercising strict management on waste
discharge in the production and operation process, actively
transmitting the concept of green development to the public, and
building a green operation roadmap to the harmonious coexistence of
enterprises and the environment.

MANAGEMENT OF INSIDE INFORMATION

The Group has formulated a set of program of continuing obligations
on information management and disclosure to formally regulate the
monitoring of inside information that arises during the course of its
current business development and has established the practice of
delivering such information to shareholders, the media and analysts.
When the Group handles the relevant matters, it will comply with
"Guidelines on Disclosure of Inside Information” issued by Securities
and Futures Commission and the related provisions issued by
regulatory organisations and the Group has clearly stated that the
unauthorised use of confidential or inside information is prohibited.
The Group has a system of answering enquiries about the Group's
matters by external parties, and has appointed and authorised the
senior executives of the Group to act as the Company’s spokesperson
in response to enquiries on a particular area.

WHISTLEBLOWING POLICY

The Group has formulated a “"whistleblowing policy” whereby
employees can report any matters to the chairman or the Audit
Committee secretly by sending electronic mails to the designated
address or by phone without fear of being accused. Such matters may
include misconduct, irregular conduct or fraud regarding financial
matters and accounting practices. Any Shareholder or stakeholder can
also report similar concerns in writing or verbally in confidence to the
Audit Committee.
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DIVIDENDS POLICY

The declaration, payment and amount of dividends will be subject to
the Company’s discretion. Dividends may be paid only out of its
distributable reserves as permitted under the relevant laws. The
Company has adopted a general dividend policy of declaring and
paying dividends on a semi-annual basis of around 30% of its profit
attributable to the owners of the Company. The Board would review
the Company'’s dividend policy from time to time considering factors
including but not limited to debt covenants, capital investment and
business plan.

THE SHAREHOLDERS' RIGHTS

CONVENING OF EXTRAORDINARY GENERAL MEETINGS
AND PUTTING FORWARD PROPOSALS AT
SHAREHOLDERS' MEETING

There are no provisions allowing Shareholders to propose new
resolutions at the general meetings under the Cayman Islands
Companies Law (2013 Revision, as amended from time to time).
However, pursuant to the Articles, the Shareholder(s) may request for
the convening of extraordinary general meetings following the
procedures below:

. Any two or more Shareholder(s) or any one Shareholder which is
a recognised clearing house (or its nominee(s)) may request for
the convening of extraordinary general meetings by written
requisition deposited at the principal office of the Company in
Hong Kong or, in the event the Company ceases to have such a
principal office, the registered office. The requisition shall specify
the object of the meeting and be signed by the requisitionist(s),
and such requisitionist(s) must hold as at the date of deposit of
the requisition not less than one-tenth of the paid up capital of
the Company which carries the right of voting at the general
meeting of the Company.

o The Board shall proceed to convene the extraordinary general
meeting within 21 days from the date of deposit of the
requisition.
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THE SHAREHOLDERS' RIGHTS (Continued)

CONVENING OF EXTRAORDINARY GENERAL MEETINGS
AND PUTTING FORWARD PROPOSALS AT
SHAREHOLDERS' MEETING (Continued)

J If the Board does not within 21 days from the date of deposit of
the requisition proceed duly to convene the meeting to be held
within a further 21 days, the requisitionist(s) themselves or any of
them representing more than one-half of the total voting rights
of all of them, may convene the extraordinary general meeting in
the same manner, as nearly as possible, as that in which the
meeting may be convened by the Board provided that any
meeting so convened shall not be held after the expiration of
three months from the date of deposit of the requisition. All
reasonable expenses incurred by the requisitionist(s) as a result
of the failure of the Board shall be reimbursed to them by the
Company.

J An extraordinary general meeting called for the passing of a
special resolution shall be called by not less than 21 days' notice
in writing and any other extraordinary general meeting shall be
called by not less than 14 days’ notice in writing. The notice of
the meeting shall specify the time, place, and agenda of the
meeting, particulars of the resolutions to be considered and in
the case of special business, the general nature of that business.

o Detailed procedures for Shareholders to propose a person for
election as a director are available on the Company’s website.

PROCEDURES FOR DIRECTING THE SHAREHOLDERS'
ENQUIRIES TO THE BOARD

The Shareholders may put forward their enquiries about the Company
to the Board at the Company's principal place of business in Hong
Kong or by email or through the Company’s investor relations whose
contact details are provided in the “Corporate Information” section of
this report. In addition, the Shareholders can contact Computershare
Hong Kong Investor Services Limited, the Company’s branch share
registrar, if they have any enquiries about their shareholdings and
entitlements to dividend.
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RELATIONSHIP WITH INVESTORS AND THE
SHAREHOLDERS

The Company endeavours to maintain a high level of transparency in
communication with the Shareholders and investors in general.
Communication between the Company and the Shareholders is
conducted through various channels, including interim and annual
reports, information published on the websites of the Stock Exchange
and the Company and general meetings. The Company encourages
the Shareholders to attend the Company’s general meetings. The
Group's financial and other information is also published on the
website of the Stock Exchange (www.hkexnews.hk) and the website of
the Company (www.lesso.com).

The Company’s senior management endeavours to maintain an open
dialogue channel with the investment sector to ensure they have a
thorough understanding of the Company and its operations and
strategies. The Company has emphasised the importance of the
function of investor relations, engaged a dedicated independent third
party to maintain investor relations and conduct investor/analyst
meetings from time to time and led investors and analysts to visit its
plants.

As regards to investor relations, the Group will actively conduct
activities related to investor relations in the future to strengthen its
corporate responsibility so that global investors can have an adequate
knowledge and understanding of the Company’s operating strategy,
financial performance and development prospects. The Company will
actively develop and maintain close relationship with investors, analysts

and media to achieve sound investor relations management.

The Company applies the principle of a quiet period in its investor
relations communications. During a quiet period, the Company does
not comment on market prospects or factors affecting business and
performance, or engage in discussion on events or trends related to
the reporting period. The Company will not initiate any meeting or
conference call with public in which these matters are discussed. A
quiet period starts at 60 days or 30 days prior to the disclosure of
annual results or interim results respectively, and lasts until the
announcement of the annual results or the interim results.

CONSTITUTIONAL DOCUMENTS

During the year ended 31 December 2019, there was no change to the
memorandum of association of the Company and Articles. The latest
memorandum of association of the Company and Articles are available
on the websites of the Company and the Stock Exchange.
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MANAGEMENT DISCUSSION AND ANALYSIS
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CORPORATE OVERVIEW

China Lesso is a leading large-scale industrial group which produces
building materials and interior decoration products in mainland China.
The Group established 25 advanced production bases in 16 provinces
within China and foreign countries to support a nationwide sales
network. The Group strives to refine its strategic planning and sales
network, offering a comprehensive range of diverse industrial products
and quality sales services.

The Group continued to reinforce its leading position in the Chinese
market, especially in Southern China, on the strength of its quality
products, advanced technologies in research and development and a
wide sales network. In recent years, the Group has been actively
developing business in other local markets and overseas markets.
While steadily upgrading the core business of plastic piping systems,
the Group has also actively opened up building materials and interior
decoration products, environmental protection and specialty market
platform businesses, thereby creating long-term business synergy to
the overall business of the Group, and providing customers with
convenient and efficient solutions.

The brand name LESSO of China Lesso represents the key elements of
the Group's corporate culture: “Link, Easiness, Safety, Sharing and
Openness”, and demonstrates its commitment to “Creating a Relaxing
Life for Dwellers”. In 2019, China Lesso continued to receive national
and industrial awards which consolidated its strong brand reputation
and leading position in the industry, including “70 Brands of the 70th
Anniversary of New China”, “China’s Top 500 Companies in Terms of
Brand Value”, “2019's Interior Decoration Brand in terms of Investment
Value”, “Top 500 Chinese Private Owned Enterprises”, “National
Brand of Water Supply and Drainage Industry and Outstanding
Contribution Award”, “Top 10 Companies Award in China’s Light
Industry and Plastics Industry”. The Group's leading brand position
reflects its strong capabilities to conduct product research and
development and to ensure excellent product quality. This has laid a
solid foundation for the Group's strong business presence in mainland
China and overseas markets, and gave the impetus for further
expansion of China Lesso's sales network.
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MARKET REVIEW

In 2019, the protracted Sino-United States trade friction shrouded the
global economy in uncertainty. However, China continued with its
supply-side reform aiming for steady economic growth in the long
term. During the year under review, the central government of China
reiterated that
speculation” and put in place a long-term regulatory mechanism for

“houses are for people to live in but not for

stabilising the prices of lands and housing and managing market
expectations. It had also fine-tuned the policies on the property sector
and made them more flexible by allowing municipal governments to
adopt city-specific policies according to the conditions of the local
property markets. This is summed up by the principles of " City-specific
Policies and One Strategy for One City”. The Chinese government also
tightened controls on the financing of the real estate sector throughout
the year of 2019. As a result, downward pressure on the real estate
market mounted. Meanwhile, the Chinese government pressed on with
its policies on energy conservation and environmental protection to
match the progress of urbanisation. Accordingly, it increased
investment in urban infrastructure. The conditions for the financing of
the projects undertaken through public-private partnerships were also
improving, favouring the development of urban infrastructure. All this
resulted in steady growth in demand for pipes and pipe fittings.

In addition, large-scale infrastructure projects will add impetus to
urbanisation and regional economic development. This means
enormous demand for pipes and pipe fittings. According to a forecast
made in the “Proposal on Development of the PRC's Plastic Industry
During the 13th Five-year Plan Period (2016-2020)"
China’s plastic pipe production will grow by approximately 3%

, the volume of

annually. In 2020, it is expected that the volume of China’s plastic pipe
production will reach 16 million tonnes. Moreover, in “The 13th Five-
year Plan for the Construction of the Nationwide Urban Municipal
Infrastructure”, targets have been set for the development of the
country’s infrastructure for water supply, heating, drainage and
prevention of waterlogging. Under this program, China plans to add
93,000 kilometres (“km”) of new pipelines to the water supply network,
add 95,000 km of new pipelines to the drainage network, and replace
23,000 km of old pipelines in drainage network. It will also extend the
central heating network by 41,000 km of pipelines and build 137,000
km of gas pipelines and 112,400 km of urban rainwater pipelines during
the period of “The 13th Five-year Plan”. All this indicates a bright
future of the pipes and pipe fittings industry.
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MANAGEMENT DISCUSSION AND ANALYSIS
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MARKET REVIEW (Continued)

The accelerating global trend of conversion to low-carbon clean
energy that China’s demand for natural gas is constantly increasing.
There is room for steady growth of the pipes and pipe fittings industry.
"The Program for Natural Gas Development under the 13th Five-Year
Plan” stated that during this period, China will build 40,000 km of new
main and branch natural gas pipelines, which will result in a total length
of 104,000 km in 2020. Specifically, according to the “Plan for Using
Clean Energy for Winter Heating in Northern China (2017-2021)", the
country plans to build eight new main pipes with the total capacity of
transmitting approximately 75 billion cubic meters of natural gas per
year. Further details of the national plan show that Beijing, Tianjin,
Hebei, Shandong, Henan and Shanxi will together add 4,300 km of
natural gas pipelines during the period from 2017 to 2021. All the
infrastructure construction projects for conversion to clean energy for
winter heating are expected to lead to steady growth of the pipes and
pipe fittings industry.

During the reporting period, the Chinese government continued its
efforts to promulgate the “Action Plan for Prevention and Control of
Water Pollution”. According to the requirements of the newly enacted
“Law on Prevention and Control of Water Pollution” and the related
planning under the "13th Five-year Plan” of the country, various
provincial governments in the country have successively promulgated a
series of policies on pollution control, which will facilitate sewage
control, improve the quality of water environment, enhance the
municipal pipeline network and sewage disposal equipment, thus
generating enormous demand for the pipes and pipe fittings. In the
"Water Pollution Prevention and Control Plan for Major River Basins
(2016-2020)", the National Development and Reform Commission
estimates that investments in water pollution prevention and control
projects in major river basins can total around RMB700 billion if the
objectives set in the “13th Five-year Plan” are met. In particular, the
investment in the construction of municipal facilities for sewage
disposal is estimated to be RMB316.1 billion. Various local
governments in China have embarked on plans for restructuring
pipeline networks. This can generate enormous demand.
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MARKET REVIEW (Continued)

In 2018, the State Council promulgated the “Strategic Plan for Rural
Revitalisation (2018-2022)", in which it proposed a greater effort to
develop rural infrastructure, especially the irrigation network. This is
also part of the government’s effort to promote the integrated
development of urban and rural areas. In the “Crucial Action Plan for
Pollution Control in Agriculture and Rural Areas” jointly promulgated
by the Ministry of Ecology and Environment and the Ministry of
Agriculture and Rural Affairs, it is even expressly stated that pollution
control in rural areas is of major concern. General sewage control in
rural areas has been a top priority. Rural infrastructure shall be actively
developed. For example, in regions where rural environmental
infrastructure development is lagging, there shall be initiation of the
development of infrastructure such as water supply, drainage gutter,
sewage collecting pipeline and sewage disposal networks. It is
expected that by 2020, erratic disposal of sewage in rural areas will be
under control. The steady progress in rural infrastructure construction
will create room for growth in the market for pipeline networks.

The "Program for Developing National Marine Economy under the
13th Five-year Plan” was introduced by the Chinese government to
restructure and improve the traditional marine industries, promote
comprehensive regional development of the marine industries primarily
in the form of marine ranch construction, vigorously develop the
aquaculture in sea water in a healthy manner and support the deep-
water aquaculture cage that can withstand winds and waves, in order
to realise a sustainable development in the marine fishery industry.
According to the “Implementation Plan for Seawater Desalination
Works around Islands”, it is intended to promote the development,
upgrade and transformation of seawater desalination works around 100
islands in three to five years in coastal provinces such as Liaoning,
Shandong, Zhejiang, Fujian and Hainan. The plan is also aimed at
popularising and expanding the scale of seawater desalination. The
move to improve the marine industries is expected to enlarge the
market for plastic pipes and widen the scope of the application of
pipes, thus generating more business opportunities.
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MARKET REVIEW (Continued)

After the central government had set the tone for the regulation of the
country’s property market with such principles as “houses are for
people to live in but not for speculation” and "equal emphasis on both
the markets for property rental and purchase”, provincial and municipal
governments stepped up regulatory measures that resulted in cooling
property markets nationwide in 2019. Development of the local
property markets in cities of different tiers became even more
divergent. Specifically, downward pressure on the real estate market in
the tier three and four cities increased. This, coupled with the
uncertainties of the trade friction between China and the United States,
accelerated the consolidation of the building materials and interior
decoration industry in China. Other factors that also contributed to the
development are the implementation of the “Environmental Protection
Tax Law"” and the application of a range of more stringent standards to
the building materials and interior decoration industry. However, the
consumption upgrade, the growing trend of new retail, further
progress in the supply-side reform, advances in the new mode of
urbanisation and redecoration of flats presented new opportunities for
the building materials and interior decoration industry.

China actively exchanged ideas about development with different
countries and regions to harmonise their development strategies for
mutual benefits. A large number of Sino-foreign cooperation projects
were launched, including those in China-Myanmar Economic Corridor,
the China-Europe Railway Express and the lease of Hambantota Port to
China, etc. Meanwhile, the Chinese government continued to increase
investment in industries covered by the “Belt and Road Initiative”. The
move can make the overseas markets covered by the initiative growth
drivers for Chinese companies. Some Chinese companies started oil
and gas projects through cooperation with foreign companies in
countries covered by the “Belt and Road Initiative”. The projects
included infrastructure construction which demand a lot of piping
systems and building materials.
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BUSINESS OVERVIEW

During the reporting period, the Group continued to capture the
opportunities brought by national policies and the real estate industry.
It did so by pushing forward the development of its plastic piping
systems business, actively developing the business of building
materials and interior decoration and the environmental protection
business. This broadened the revenue base for the Group and
achieved sustainable growth of businesses. More importantly, on 26
November 2019, China Lesso was officially made a constituent of MSCI
China index. This reflected the market’s confidence in the future
prospect of the Group and its investment value.

In 2019, on the back of the steady growth of the Chinese economy and
a rebound in demand from infrastructure construction, the revenue of
China Lesso increased by 11.0% to RMB26,345 million (2018:
RMB23,734 million). During the reporting period, because of the
Group's economies of scale, continued enhancement of the production
capacity of its plants and effective procurement strategy, gross profit
rose by 21% to RMB7,537 million (2018: RMB6,228 million), with gross
profit margin increased to 28.6% (2018: 26.2%). Net profit margin
increased by 1.2 percentage points to 11.5% (2018: 10.3%).

The table below sets out the breakdown of revenue by business unit
for 2019 and 2018:

Revenue

2019

RMB million
ARBEBEER

E3% A

RIEHRN  ZEBEERERRREMEESE
ERAEE - FEHDBREERREBNERE -
ERERFAAEMREEBTIREES - BREA
BAREBENKRAER  THREFELR -TEE
F—BhE  REIEE IR 2019911 A26H IE
NEMABMSCIFR BN DRz —  RETS
HASEERRERA=TMEL  WRALAEE
RIGEEE -

20194 « LA R FIRIE R AP B R B
ROEMEERF R PR B AL FIEIN11.0%
= AR 2634518 7T (20184F « A R #237.341%
TC) o REREERA - 1525 i AN 55 B A 37 IR AS R 3
& BERTTBEERMA RN FEERE - £F
REEM2I%E ARMETS537EIT(20184F « AR
" 622818 70 ) © E F K I8 F+ £28.6% (2018 7F
262%)  FHE EA12MEE D EZ=11.5% (2018
£ :10.3%) °

TRETIEE 2019 F K 2018 F AL EBKE 5 B

1

% of total revenue
L ONA
2019

KA

2018 2018

RMB million
ARBEETL

Plastic piping systems BREBRR 23,709 21,343 11.1% 90.0% 89.9%
Building materials and EMREEMD

interior decoration products 1,519 1,314 15.6% 5.8% 5.6%
Others* Hih# 1,117 1,077 3.7% 4.2% 4.5%
Total st 26,345 23,734 11.0% 100.0% 100.0%

# "Others” include businesses of environmental engineering and other related

services, financial services and others.

For the year ended 31 December 2019, the number of the Group's
independent and exclusive first-tier distributors nationwide increased
to 2,276 (2018: 2,193). Southern China remained the Group’s major
revenue contributor, and revenue generated from Southern China and
other regions accounted for 53.8% and 46.2% respectively (2018: 55.3%
and 44.7%) of the Group's total revenue.

# [Eft] BRFRATREREMBRRY - RR%REA

HE2019F12A3BILEFE  AEBR2EE
HEB R — RS HEE B B E2,2764 (2018
F:2193%) EEMBGREALAEENETEM
%5 RAaEREREMEAOBAGARERR
W A 2 Bl A53.8% K 46.2% (2018 4F : 55.3% &
44.7%) °
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BUSINESS OVERVIEW (Continued)

The table below sets out the breakdown of revenue by region for 2019
and 2018:

EBHUE @

TERETIEE 2019 F 2 2018 F U AL 12 B 75 #)

B -

Revenue % of total revenue
A HAWA %
2019 2018 2019 2018
RMB million RMB million
AR¥EET ARBBEER
Southern China E=cge 14,180 13,136 7.9% 53.8% 55.3%
Southwestern China [iilE] 2,627 2,541 3.4% 10.0% 10.7%
Central China e 3,090 2,844 8.7% 11.7% 12.0%
Eastern China EH 1,558 1,265 23.2% 5.9% 5.3%
Northern China =4t 1,972 1,608 22.7% 7.5% 6.8%
Northwestern China [iipig 1,263 954 32.4% 4.8% 4.0%
Northeastern China =5 700 582 20.3% 2.7% 2.5%
Qutside China AR BN 955 804 18.7% 3.6% 3.4%
Total HEr 26,345 23,734 11.0% 100.0% 100.0%
# Details of the scope of coverage of each region are set out in note 4 to consolidated # BEENEBEREFBRNRA U BREMTS -

financial statements.

By leveraging its economies of scale, production automation and
effective strategy for procurement, the Group effectively controlled the
costs for raw materials and production. In addition, the Group actively
enhanced operational efficiency, optimised its product portfolio and
expanded market coverage, thereby contributing to the sustainable
development of business and maintaining a healthy level of profit.

During the reporting period, the Group’s EBITDA increased by 26.0%
to RMB5,556 million (2018: RMB4,409 million), and the EBITDA margin
was 21.1% (2018: 18.6%). Profit before tax increased by 23.1% to
RMB3,982 million (2018: RMB3,236 million). Profit attributable to
owners of the Company increased by 21.4% to RMB3,025 million (2018:
RMB2,492 million). Basic earnings per share increased by 22.5% to
RMBO0.98 (2018: RMB0.80). The effective tax rate stayed at 23.9% (2018:
24.4%).

To express gratitude to the Shareholders for their support and to share
with them the fruits of the Group’s endeavours, the Board proposed
payment of a final dividend of HK28 cents per share for the year ended
31 December 2019 (2018: HK20 cents per share).
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BUSINESS REVIEW AND OUTLOOK

PLASTIC PIPING SYSTEMS

The Chinese government promoted various policies on energy
conservation and environmental protection such as the one on
"Switching over from Coal to Gas” and the “Action Plan for Prevention
and Control of Water Pollution”. It also proceeded with the plan for
constructing pipeline networks. This generated stable demand for
plastic pipes and pipe fittings. For the year ended 31 December 2019,
the number of orders for plastic piping systems increased and the
Group's plastic piping systems business maintained stable growth. The
increase was attributable to a number of factors, including the stable
demand of the Chinese construction industry, the resumption of
construction projects in Southern China in the second half of the year,
the Chinese government's increased effort to redevelop old towns, the
construction of systems for rural water supply and drainage, a gradual
rebound in infrastructure investment and the overall stable
development of the real estate sector. During the year under review,
revenue from the plastic piping systems business increased by 11.1%
to RMB23,709 million (2018: RMB21,343 million), and accounted for
90.0% of the Group's total revenue (2018: 89.9%).

The table below sets out the breakdown of revenue from plastic piping

systems business by the application of the products for 2019 and 2018:

EBDErRE

BREERR
PEIB AR EERER [RSR] R [AO5RE8
TEHE | SRRNRRBE  HELEEEEW

RE ABHEEREHERTRETHMES
o EHE2019F 12831 BIEFE - SENHEE
BITEMNERFBEBRT BT EFERE
BEATRBEBESEHER  MIRERA - MBMA
IR BN MCE BN A HKERIER - AR
BB ENZLSOF  NEEMERERREBTE
BR THEHNEERAFEHREL N WER
SEMNBHEBRREBER2FNBAEE -
BEFAN - BREBERREBNRAZFLE M
11.1%%E A R #237.0918 £ (2018%F : A R
213.431870) 1AL B AWM AR 90.0% (2018 F :
89.9%) o

TREINEE 2019 F R 2018 F LK E B R
WAREREREIDHFE

Revenue % of revenue
L/ON 1EBA %
2019 2018 2019
RMB million RMB million
AR®EET ARBEER
Water supply oK 9,228 8,274 11.5% 38.9% 38.8%
Drainage HEK 8,966 8,171 9.7% 37.8% 38.3%
Power supply and BIHEREA
telecommunications 4,126 3,716 11.0% 17.4% 17.4%
Gas transmission /S RS 383 459 (16.6)% 1.6% 2.1%
Others* Hi# 1,006 723 39.2% 4.3% 3.4%
Total oy 23,709 21,343 11.1% 100.0% 100.0%
# “Others” include agricultural applications, floor heating and fire services. ! [Eft] BHEERA - IR FIE -
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BUSINESS REVIEW AND OUTLOOK (Continued)

PLASTIC PIPING SYSTEMS (Continued)

The Group continued to boost sales volume of plastic piping systems
such that sales volume increased by 10.6%. In terms of product
materials, sales volume of PVC products increased by 8.0% to 1,817,179
tonnes (2018: 1,682,949 tonnes) while that of non-PVC products
increased by 19.6% to 580,685 tonnes (2018: 485,673 tonnes). Revenue
from sales of PVC products increased by 8.0% to RMB14,748 million
(2018: RMB13,660 million) while that of non-PVC products increased by
16.6% to RMB8,961 million (2018: RMB7,683 million).

The table below sets out the breakdown of revenue from plastic piping
systems by region for 2019 and 2018:

Revenue

2019

RMB million
ARBEET
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REBEBENRAPHEBRGNERBEE -
HE M ERFIEN10.6% - ELPETE - PVC
EmBEERFIEIMN8.0%E1,817,179ME(20184F :
1,682,949 ) - FEPVCEE fn /) §5 = Bl 3% F 38 h1
19.6% % 580,685 88 (2018 4F : 485,673MF ) o i &
PVC E fn & JEPVC EE Gh FT 1S RO 3 Bl I& 5 38 N
8O0%E A R ®147.4818 jL(20184F : A R #&
136.601B70) K 16.6% = AR #589.61{87T(20184F
AR#7683187T) °

TREINEE2019F R 2018 FLEHEBRHEE
WA (% B 7 B FHE

% of revenue
EBA %
2019

L ON
2018

RMB million
ARBBETL

Southern China Escyea) 12,658 11,743 7.8% 53.4% 55.0%
Other than Southern China EF MR 10,563 9,223 14.5% 44.5% 43.2%
Qutside China FREIEE AN 488 377 29.2% 2.1% 1.8%
Total F 23,709 21,343 11.1% 100.0% 100.0%

The Group adopts a cost-plus pricing method. During the reporting
period, the Group effectively controlled the costs of raw materials and
production through economies of scale, bulk procurement and other
measures, therefore the average cost of sales decreased by 1.8%. Due
to increase in proportion of non-PVC products sales, the Group
maintained the average selling price of its plastic piping systems at
RMB?9,887 per tonne (2018: RMB9,842 per tonne). The gross profit
margin at the plastic piping systems business reached 28.9% (2018:
27.2%).
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BUSINESS REVIEW AND OUTLOOK (Continued)

PLASTIC PIPING SYSTEMS (Continued)

The table below sets out the breakdown of average selling price, sales
volume, and revenue from plastic piping systems business by product
material for 2019 and 2018:

XKEERREE @

BREBERS (8
TREIIEE2019F M 2018 FLEHEBRRER
HEMDHE DN FHEE - HERKRADEF

%

Average selling price Sales volume Revenue
T4ER #E KA
2018 2018 2019 2018
Tonne Change  RMB million
1 £9 ARMBER
PVC products PCER 8,116 8,116 - 1817179 1,682,949 8.0% 14,748 13,660 80%
Non-PVC products® EPVCER! 15,431 15,820 (2.50% 580,685 485,673 19.6% 8,961 7,683 16.6%
Total Eh) 9,887 9,842 0.5% 2,397,864 2,168,622 10.6% 23,709 21,343 11.1%
# “Non-PVC" plastic pipes and pipe fittings mainly refer to those made of PE or PP-R. # [BEPVC] ZHEEREMN EERPESPP-R

The Group continued to raise the level of automation and
computerization of production and strived for full mechanisation of the
production of pipe products so as to improve the overall production
capacity, the product quality and the efficiency. During the reporting
period, the Group's annual designed capacity for producing plastic
pipes and pipe fittings expanded from 2.62 million tonnes in 2018 to
2.78 million tonnes, with a capacity utilisation rate of 88.0%.

The Group has been expanding its production capacity in line with its
business development and actual needs. The Group’s new production
bases currently under construction in Fujian, Jiangxi and Zhejiang are
expected to be completed and put into trial production in 2020. This
will help enhance the advantage of the economies of scale. Looking
ahead, the Group will continue to develop its production bases and
identify targets for acquisition. Meanwhile, the Group will continue to
enhance its core competitiveness by actively introducing smart
technology into its production plants and updating the equipment
there. It will also improve the efficiency of such intelligent plants and its
information system. Meanwhile, the Group will continue its effort to
have its production bases fully automated and to further improve
machinery and ancillary facilities in its existing production bases in
order to raise the level of automation and accelerate the production
process. This will help expand the production capacity and enhance
the production efficiency. In addition, the Group will also continue to
step up its effort to innovate and conduct research and development,
with a focus on cutting-edge technologies in the industry of pipes and
building materials, which will ensure that the Group leads the industry
in technology and provides diverse and quality products.

AEBBERAEEABCMEEKTE  £E
BEREETFER>EH#EML  BURSEBE
B BEMSE  MEMBEZ K - RIEHA
AEEEZHEENEHAEAENFTFERITERA
2018 FF ) 262 BWAE Z 278 B A - AN ERL(E X
3% 88.0% °
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BUSINESS REVIEW AND OUTLOOK (Continued)

PLASTIC PIPING SYSTEMS (Continued)

In terms of the expansion of overseas markets, the Group gave its
nationwide network of production bases across China full play and
actively sought prospective business partners to grasp the opportunity
in China's "Belt and Road Initiative”. In May 2019, the Group signed a
strategic partnership agreement with Xinjiang Ba Steel International
Trade Co., Ltd.* (“Xinjiang Ba Steel”) to jointly develop the markets of
Central Asia and Xinjiang. The Group will leverage Xinjiang Ba Steel’s
well-developed sales channels and high-quality customer base in five
Central Asian countries to increase its brand awareness there with the
aim of increasing its products market penetration and turning into
another sales growth driver. In addition, the Group is optimistic about
the potential of the Southeast Asian market so it accelerated the
globalisation of its business. To tap Indonesia’s huge domestic market
and potential for infrastructure development, the Group announced an
investment plan of approximately US$60 million in September 2019 to
establish a large-scale pipeline production base in the country. The
factory to be built will be able to enhance the Group’s competitiveness
and influence in the Southeast Asian market and allow it to seize the
opportunities that arise from the Belt and Road Initiative. The Group
believes that this move will become an important strategic deployment
for China Lesso to establish a global business presence. The
production base in Indonesia is expected to be completed and
commence trial production in the second half of 2020. In the future, the
Group will continue to actively seek opportunities for business
development in other Asian countries, such as India, Vietnam and
Thailand, adding impetus to the Group’s overseas business
development.
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BUSINESS REVIEW AND OUTLOOK (Continued)

PLASTIC PIPING SYSTEMS (Continued)

The scope of applications of plastic pipes and pipe fittings had been
extended because of the steady progress in China’s plan for national
development and the robust demand in the field of infrastructure
construction. This, in turn, has generated more opportunities for business.
The central government continues to invest heavily in the construction of
Xiong'an New Area and other infrastructure projects, thus boosting the
demand for plastic pipes and pipe fittings. As a market leader, the Group
will strive to expand the scope of applications of plastic pipes and pipe
fittings to increase product sales, thereby maintaining its market
leadership. In January 2020, the Group signed a strategic cooperation
agreement with Guangdong Academy of Agricultural Sciences to actively
explore business opportunities in the agricultural sector and to further
diversify its source of income. The collaboration between the two strong
industry players will involve in-depth cooperation in various fields such as
facility agriculture. They will provide customers with high-quality and
professional modern facility agriculture solutions that encompass the
facilities, construction, production, and after-sales service. This can
promote the development of facility agriculture and agricultural
modernization. Overall, the management is confident about the prospect
of the plastic piping systems business and believes that it will continue to
perform well.

BUILDING MATERIALS AND INTERIOR DECORATION
PRODUCTS

In 2019, the Chinese government continued with various measures to
regulate the property sector, thus increasing downward pressure on it.
In response to an obvious sign of tightening policy, the overall growth
of the real estate sector continued to slow down. Both the floor area
sold and sales value declined. Affected by macroeconomic factors, the
market for building materials and interior decoration products
continued to experience downward pressure during the year. However,
the change in the bulk purchasing model in real estate industry and the
gradual rebound in the rate of completion of property projects in the
second half of the year helped boost the sales of building materials
and interior decoration products. This resulted in an increase in the
number of new orders and an improvement in overall business
performance. During the reporting period, the business segment
maintained stable development and recorded a revenue of RMB1,519
million, accounting for 5.8% of the Group's total revenue.
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BUSINESS REVIEW AND OUTLOOK (Continued)

BUILDING MATERIALS AND INTERIOR DECORATION
PRODUCTS (Continued)

In 2020, the Chinese government’s regulation of the real estate sector
may not be as tight as that in 2019. This can ease the downward
pressure on the economy. The Group will actively seize the
opportunities in the new mode of urbanisation and the redevelopment
of old towns to boost revenue at its business of building materials and
interior decoration products and increase the contribution of the
business to the Group's total revenue. At the same time, the Group will
further strengthen its relations with existing customers and actively
engage new customers and increase sales revenue by providing
diverse products. China’s ongoing new mode of urbanisation will
enable the Group’s business of building materials and interior
decoration products to achieve synergy with its businesses of other
product lines. This will become a driving force behind the steady
development of this business for the long term.

OTHER BUSINESSES

Environmental Protection Business

In recent years, the Chinese government has issued a series of
environmental protection policies which bode well for the
development of the environmental protection industry. Riding on this
trend, the Group constantly expands the market for environmental
protection. It capitalised on municipal projects in various fields,
including those of sewerage, river treatment, soil restoration, utility
tunnels, sponge city, installation of integrated water purifiers, thus
tapping the growing demand for plastic pipes and pipe fittings. The
Group has strived to create synergy between its environmental
protection business and its plastic piping systems business for the long
term. Through successful mergers and acquisitions, the Group aspires
to establish itself as a one-stop integrated environmental service
provider, providing customers with comprehensive services from
environmental consulting, solutions design, project construction to
environmental equipment manufacturing. During the reporting period,
this business sustained to grow and recorded a revenue of RMB326
million. In the future, the Group will continue to enhance its own
research and development capability while developing its existing
environmental protection business steadily. For instance, it endeavours
to develop a business of treating hazardous and solid wastes and
actively explores opportunities for mergers and acquisitions so as to
form new growth drivers.
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BUSINESS REVIEW AND OUTLOOK (Continued)

OTHERS (Continued)

Business of Specialty Sales and Marketing Platform

To capitalise on the Chinese government’s “Belt and Road Initiative”,
the Group extended the reach of its specialty sales and marketing
platform, “One-Stop Specialty Market for Home Furnishing and
Consumer Products”, to the overseas markets. The Group built
multinational platforms for Chinese manufacturers of home furnishings,
building materials and consumer products to showcase their products
and facilitate the distribution and retailing of such products. The Group
also provides ancillary services, including marketing and branding.
During the reporting period, the business recorded a revenue of
RMB379 million.

The Group has 13 reserve properties in the United States, Canada,
Australia, Thailand, Myanmar, Indonesia, the United Arab Emirates and
other countries. All the properties are located close to major
metropolitan areas. The Group aims to develop the largest one-stop
showroom specialty markets in home