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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 has been covered by Hong Kong
Stock Exchange’s Stock Connect, and so is tradable under the pilot
scheme of Shanghai-Hong Kong Stock Connect. The Group provides
over 10,000 types of quality products, including plastic pipes and
pipe fittings, sanitary ware products, integrated kitchens, systems
of doors and windows, decorative plates, fire-fighting equipment,
and sanitary materials, etc. They are widely applied to such fields
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 22 advanced production bases in 16 provinces, namely
Guangdong, Guizhou, Sichuan, Hubei, Jiangsu, Anhui, Zhejiang,
Henan, Hebei, Heilongjiang, Jilin, Shaanxi, Xinjiang, Hainan, Yunnan
and Shandong. The Group has established a nationwide sales network
and has also developed long-term strategic partnerships with 2,150
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
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@0 Juft 31 December
ooégeonnOOO 60 eor 120310 Change
01/ 2016 =01/ 2016 oo
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Revenue 0o 477,04/ 7325116 22.6%
Gross profit oad g 461,004 2,183,486 12.7%
Finance costs oooo o Y/ 41,511 138.4%
EBITDA ooooo
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MANAGEMENT DISCUSSION

Op O%a © ,

China Lesso is a leading large-scale industrial group that manufactures
building materials and interior decoration products in mainland China.
The Group has 22 advanced production bases in 16 provinces which
support its nationwide sales network. The Group endeavours to
enhance its strategic business presence and distribution and sales
network, offering a comprehensive range of diverse, quality products
and sales services.

Quality products, strong brand influence, advanced technologies in
research and development and a wide sales network have reinforced
the Group’s market leadership in China, especially southern China. In
recent years, the Group has been actively developing business in other
local markets and overseas markets. In addition to steadily enhancing
the core business of pipe manufacturing, the Group has capitalised
on the trends of the market by further expanding its new business
of building materials and interior decoration products. Such products
include systems of doors and windows, sanitary ware products and
integrated kitchens. As a result, the Group is able to provide customers
with one-stop services, and building materials and interior decoration
products with high performance-price ratios.

The five letters of LESSO represent our corporate philosophy of “Link,
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Juoogbog

Interim Report 2017 0O 00O



MANAGEMENT DISCUSSION AND ANALYSIS
OO000000Oooo

AR< O g
k /%
)

During the period under review, China’s economic growth exceeded
expectations. As the country pressed ahead with the supply-side
reform, its economic growth has become steadier. The Chinese
government continued to commit more support to the country’s
infrastructure and, as a result, a number of construction projects
and major hydraulic engineering projects were started. Specifically,
construction of underground pipeline utility tunnel accelerated, and a
new type of urbanisation was being pursued, thus boosts the higher
demand for plastic pipes and pipe fittings.

To promote the modernisation of agriculture and construction of a new
type of rural villages, the plan for “Beautiful Villages” was proposed
at the Fifth Plenum of the 16th Central Committee of the Communist
Party of China (“CPC”) with the aim of constructing sustainable rural
villages with scientific planning, advanced production, prosperous
life-style, and agreeable living and working environment, and of
stepping up its efforts in rural ecological construction, environmental
protection, and comprehensive improvement. Included in its efforts
was the construction of such infrastructure as water supply, power
supply, gas supply, drainage ditch, sewage collection pipe network
and sewage treatment so as to advance the integration of urban and
rural communities. Strengthening rural infrastructure construction
was also prioritized among the tasks of the year in the 2017 Report
on the Work of the Government by the State Council, which promised
to increase water supply to better ensure access to safe drinking
water, intensify efforts to renovate dilapidated houses, improve the
rural living environment, and construct beautiful villages. The relevant
construction planning has added impetus to the growth in demand
for plastic pipes and pipe fittings, thus boding well for the relevant
prospect.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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During the period under review, the Chinese government steadily
implemented the construction of “Underground Pipeline Utility Tunnel”
and carried out the scheme of “Sponge City”, creating favorable
conditions for the application of plastic pipes. As of April 2017, under
the pilot project of Underground Pipeline Utility Tunnels, construction
of 687 kilometers of the tunnels were started, with 260 kilometers
of tunnels constructed and more than RMB40 billion invested.
Meanwhile, under the pilot project of Sponge City, the 420 square
kilometers of such kind of cities were constructed, with approximately
RMB54.4 billion invested. In China, 370 cities have put forward special
plans for the construction of Sponge City. In May 2017, the Ministry of
Housing and Urban-Rural Development and the National Development
and Reform Commission jointly published “13th Five-year Plan for
Construction of National Urban Municipal Infrastructure”, which aimed
at having 2% of the total lengths of urban streets and roads built with
underground pipeline utility tunnels by the year 2020; and having
20% of the area of the cities constructed to meet the requirements
of Sponge City by the same year. In April 2017, the State Council set
up Xiongan New Area which features the Underground Pipeline Utility
Tunnel as an example. The market estimated that the budget for the
project will reach RMB100 billion.

“13th Five-year Plan for Construction of National Urban Municipal
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2017 is a critical year for the implementation of the‘“Action Plan for
Prevention and Control of Water Pollution” and the progress in certain
phases of the plan as it is driven by policies and market demands. The
recently amended Water Pollution Prevention and Control Law of the
People’s Republic of China stipulated and urged the fulfillment of the
responsibilities of local governments at all levels for ensuring water
guality in the environment. Moreover, on 8 June 2017, the Ministry
of Environmental Protection issued the List of Pipeline Projects of the
Central Government’s Water Pollution Prevention and Control Projects
for 2017, which listed over 3,300 specific engineering projects which
call for a total investment of approximately RMB300 billion. According
to the Ministry of Environmental Protection, it will require a total
investment of approximately RMB4.6 trillion to complete the “Action
Plan for Prevention and Control of Water Pollution”, and the increase
in investment in sewage treatment is estimated to add approximately
RMB1.9 trillion of output value for the environmental protection
industry.

In the 1H 2017, local governments in China continued with the
administrative measures to regulate the real estate industry, subjecting
more cities to such measures. The governments of the first- and
second-tier cities imposed housing price controls, and those in the
third- and fourth-tier cities pressed ahead with the policy of inventory
clearance. This resulted in deceleration of growth in property
investment. The slowdown in real estate investment led to a sluggish
market in building materials and interior decoration products in the first
half of the year. However, with the deepening of the supply-side reform
and the implementation of the new-type of urbanisation, the decoration
of new flats and refurbishment of second-hand flats has created new
opportunities for the building materials and interior decoration industry.

During the period under review, China furthered its cooperation with
countries covered by its Belt and Road Initiative in infrastructure
construction and trade. On top of this, the Chinese government
stepped up its efforts to increase investment in various industries so
as to facilitate trade. It also strengthened financial cooperation with
the relevant countries to facilitate financing. As a result, the overseas
businesses have become the growth drivers for Chinese enterprises.
Many countries and regions covered by the Belt and Road Initiative
are still at the early stage of urbanisation and thus there is still huge
potential for infrastructure construction. This will generate substantial
demand for plastic pipes and pipe fittings, building materials, hardware,
and electrical equipment.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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The plastic pipes and pipe fittings business has always been the
principal business of China Lesso. During the period under review,
the business maintained its robust growth momentum as the Group
proactively secured various infrastructure and livelihood projects from
the government which boosted sales of plastic pipes and pipe fittings
products. Moreover, the Group proactively participated in real estate
projects in China to drive the building materials and interior decoration
business. As of 30 June 2017, the Group’s revenue increased by 22.6%
year-on-year to RMB8,977 million (1H 2016: RMB7,325 million).

The table below sets out the breakdown of revenue by business unit
for the six months ended 30 June 2017 and 2016:
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% ¥ %e e €8 na
ogd ooo0%
=01/ 2016 =01/ 2016
x BM—n  RMBmillion Change
gooooo gooooo oo
Plastic Pipes and Pipe ooooooo
Fittings dye 4 6,605 21.7% 4.9% 90.2%
Building Materials and gooooao
Interior Decoration
Products %0 406 37.7% 6.9 5.5%
Others?* oo e/ 314 21.0% % 4.3%
Total oo Y 7,325 22.6% 100.0% 100.0%
# “Others” includes businesses of environmental engineering and other related # oboomoooooooooooooooooon

services, financial services and others.

As at 30 June 2017, the number of independent and exclusive first-
tier distributors of the Group across China increased to 2,150 (1H
2016: 2,135). While continuing to focus its marketing efforts on
southern China, the Group took initiatives to develop other regional
markets. In particular, the production base in Hunan which has come
close to completion and will commence operation in the 2H 2017, is
expected to consolidate the Group’s presence in the local market.
Furthermore, the Group remained committed to improving the facilities
at its production bases, namely by increasing the automation level
and upgrading production technology and equipment there. During
the period under review, revenue from southern China and those from
other regions accounted for 58.1% and 41.9% respectively (1H 2016:
60.2% and 39.8%, respectively) of the Group’s total revenue.
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The table below sets out the breakdown of revenue by region for the 00OO00oOo2017002016060300 000
six months ended 30 June 2017 and 2016: gooooooooooa
® ¥ qa %e’e €8 @
oa 00dd%
01/ 2016 01/ 2016
Region? R "(“ —en RMB million Change
ago# doooobo Oooooo oo
Southern China oo . 4 4,406 18.4% 7 N% 60.2%
Southwestern China oo 8 698 23.2% 9.6% 9.5%
Central China oo 906 800 13.3% 10.1% 10.9%
Eastern China oo 7 406 53.7% 69% 5.5%
Northern China 0o Py 429 36.1% 6.5% 5.9%
Northwestern China oagd LT 235 27.3% e 9 3.2%
Northeastern China oo 1/9 112 59.5% _.0% 1.5%
Outside China oooo e10 239 29.8% ® 5% 3.3%
Total 0o /1 7,325 22.6% 100.0% 100.0%
L Details of the scope of coverage of each region are set out in note 3 to # 0000000000000 O0OOOoOOoOoOO
condensed consolidated financial statements. 0ooasgd
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

s R

o J Vi
PLASTIC PIPES AND PIPE FITTINGS BUSINESS

( en n@ d

The Group offered a comprehensive range of quality plastic pipes
and pipe fittings, which can be applied in the fields of water
supply, drainage, power supply, communications, gas transmission,
agriculture, aquaculture, floor heating and fire services. During the
period under review, revenue from the plastic pipes and pipe fittings
business increased by 21.7% year on year to RMB8,038 million from
RMB6,605 million for the same period last year, accounting for 89.5%
of the Group’s total revenue (1H 2016: 90.2%).

The table below sets out the breakdown of revenue from plastic pipes
and pipe fittings business by product application for the six months
ended 30 June 2017 and 2016:
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The table below sets out the breakdown of average selling price, sales
volume, and revenue from plastic pipes and pipe fittings business by
product material for the six months ended 30 June 2017 and 2016:

A!regﬁ ‘fe eVt LR
oooo oo oo

-1/ 2016

-1/ 2016 -1/ 2016 y 8 RMB
y 8 RMB Change onf Tonne Change (n-’.n million Change
0ooo 0ooo an 0 0 go DDDOOO 000000 an
PVC products PVCO O by, 2] 6,991 91% YRz 626413 12.1% 7031 4,379 22.3%
Non-PVC products’ O PVCO D¢ 199 4 15,654 21% 18,86 142198 180% @94 2,226 20.4%
Total 0o W40 8,593 7.5% 8y, 44 768,611 13.2% 4y 4 6,605 21.7%
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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BUILDING MATERIALS AND INTERIOR DECORATION PRODUCTS
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The Group captured the opportunities in the country’s new type of
urbanisation by actively developing the business of building materials
and interior decoration products. Such business provides various types
of integrated building materials and interior decoration products as well
as the solutions for a diverse range of residential property projects. The
products include sanitary ware products, integrated kitchens, systems
of doors and windows and decorative boards, etc. Revenue from this
business unit increased by 37.7% year on year to RMB560 million
(1H 2016: RMB406 million), accounting for 6.3% of the Group’s total
revenue.

The Group will take effort to widen the product range of this business
unit, which is expected to remain as one of the highlights in the
Group’s sales in the future and will gradually account for a higher
proportion of the Group’s total revenue.

ENVIRONMENTAL PROTECTION BUSINESS

To capitalise on the Chinese government’s environmental initiatives,
the Group diversified into environmental protection business. The
Group is operating projects in municipal sewage, river treatment, soil
restoration, “Underground Pipeline Utility Tunnel” and “Sponge City”
as well as the production and sales of integrated water purification
equipment.

As a supplier of plastic pipe and pipe fitting products, the Group
can satisfy the demand for plastic pipes and pipe fittings from such
projects. Therefore, the environmental protection industry will bring
long-term commercial synergy to the Group’s plastic pipes and pipe
fittings business. The Group is committed to becoming a one-stop
environmental service provider so as to contribute to the green life of
residents.
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MANAGEMENT DISCUSSION AND ANALYSIS
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CAPITAL EXPENDITURE

The capital expenditure for the 1H 2017 was approximately RMB1.50
billion, which was partly used for, among others, automation
equipment upgrades, expansion of the existing production bases,
construction of a production base in Hunan and acquisition of overseas
properties.

The Group continued to promote production automation technologies
to make its pipe production fully mechanised. This is aimed at
improving the capacity and quality of the production. During the period
under review, the Group’s annual designed capacity for the production
of plastic pipes and pipe fittings increased to 2.24 million tonnes from
2.20 million tonnes in 2016, with a capacity utilisation rate of 80.3%.
When the production base in Hunan is put into operation in the 2H
2017, the 2017 total annual designed production capacity is estimated
to increase by 100,000 tonnes to 2.30 million tonnes.

12 China Lesso Group Holdings Limited 000000000000
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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In the 1H 2017, China’s economy stabilised and showed signs of
improvement and this development is expected by the market to gain
momentum in the second half of the year. Nevertheless, structural
problems accumulated in the country’s economy remain pronounced
while foreign economies remain unstable and uncertain. As a result,
downward pressure on the economy still cannot be underestimated.
The Group remains cautiously optimistic about its business prospect
and will adopt the following initiatives in actively developing building
materials and interior decoration products and environmental
businesses while further consolidating its plastic pipes and pipe fittings
business. Such initiatives can fuel its sustainable business growth in
the future.

EXPAND PRODUCTION CAPACITY AND IMPROVE PRODUCTIVITY

The Group has been aligning capacity expansion with its development
and actual needs to meet market demand. For the existing production
bases, the Group will further improve machinery and ancillary
equipment, promote automation and accelerate the production
process, so as to expand production capacity and improve productivity.
Meanwhile, the Group is preparing to put its production base in Hunan
into operation which is scheduled for the second half of this year.

PRESS AHEAD WITH R&D TO IMPROVE PRODUCT QUALITY

Profound changes have been happening in China’s building materials
and interior decoration products industry, and the upgrading of the
industry is the direction of the development. To adapt itself to this
trend, the Group will strive to enhance its competitiveness in the
research and development of products and technologies, accelerate
the transformation and the upgrading of its businesses, and proactively
expand its distribution network and market coverage. With a leading
R&D team in place, the Group will step up investment in innovations
and R&D, focusing on cutting-edge technologies in the building
materials and interior decoration products industry to secure its
technological leadership among peers with an aim of offering a diverse
range of quality products to the customers.
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DEVELOP ENVIRONMENTAL PROTECTION BUSINESS TO ACHIEVE SYNERGIES

Environmental policies adopted by the Chinese government under
the 13th Five-year Plan have presented immense opportunities for
the environmental protection industry to tap a vast market with
huge potential for growth. The Group will aggressively develop
environmental business while continuously improving its operation,
technology, qualification and project management practices. The Group
will exert itself to foster new growth drivers to pursue cross-segment
synergies and income diversification.

DEVELOP “LESSO HOME" BUSINESS

The Group has purchased or leased properties in major cities in the US,
Canada, and Australia for developing “Lesso Home” business in future.

14 China Lesso Group Holdings Limited 000000000000
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
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For the six months ended 30 June 2017, benefited from the strong
demand for the plastic pipes and pipe fittings, the Group’s revenue
increased by 22.6% year-on-year to RMB8,977 million (1H 2016:
RMB7,325 million). The gross profit rose by 12.7% to RMB2,461
million (1H 2016: RMB2,183 million), with gross profit margin dropped
by 2.4 percentage points to 27.4% (1H 2016: 29.8%).

The Group recruited more staff for business expansion and tapping
into new markets. This resulted in a corresponding increase in
expenditure, including staff costs, marketing and promotion expenses.
Nevertheless, the Group effectively managed its overall cost and
enhanced operation efficiency through economies of scale and
improvement in the utilisation rate of production facilities, so as to
respond and reduce the pressure which stemmed from rising costs.
These measures have contributed to the sustainable development and
healthy profitability of the Group. EBITDA was RMB1,638 million (1H
2016: RMB1,511 million), representing an increase of 8.4% year-on-
year and the EBITDA ratio was 18.2% (1H 2016: 20.6%; full year of
2016: 18.1%) in the 1H 2017.

The Group’s effective tax rate decreased to 22.4% during the period
under review (1H 2016: 23.2%). Profit before tax increased by 3.5%
year-on-year to RMB1,225 million (1H 2016: RMB1,184 million) while
profit attributable to the owners of the Company increased by 6.4% to
RMB971 million (1H 2016: RMB912 million). Basic earnings per share
increased by 6.9% year-on-year to RMBO0.31 (1H 2016: RMBO0.29).
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

AG © a

As at 30 June 2017, certain of the Group’s available-for-sale
investments with an aggregate net carrying amount of approximately
RMB36 million were pledged to a bank to secure the banking facility
granted and this banking facility has not been utilised.

The secured bank loans are secured by: i) the concession rights of a
subsidiary and personal guarantee provided by a shareholder of that
subsidiary; ii) certain commercial bills received by the Group during its
provision of factoring services; and iii) certain receivables from supply-
chain financing services.

G - A /
LONG-TERM FINANCIAL INVESTMENTS

As at 30 June 2017, the Group held long-term financial investments of
approximately RMB1,457 million (31 December 2016: RMB823 million).
The investment portfolio comprised of 82.2% listed equity securities
(issued by PRC-based home improvement and furnishings shopping
malls operating company and PRC-based environmental companies),
2.5% listed debt securities, 2.4% listed non-cumulative redeemable
preference shares, 0.6% listed perpetual capital securities and 12.3%
private equity and unlisted securities. Each of these investments has a
carrying amount accounting for less than 5% of the Group’s unaudited
total assets as at 30 June 2017.

The portfolio movement in current period is mainly attributable
to the purchase of approximately RMB800 million listed equity
securities of Red Star Macalline Group Corporation Ltd. (Stock
code: 1528.hk)(the “Acquisition”). Details of the Acquisition can be

000000 Oo0oo
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MANAGEMENT DISCUSSION AND ANALYSIS
OO000000Oooo

G - A / ( en n@ d
LONG-TERM FINANCIAL INVESTMENTS ( .t{ n@ d

The Group will study the market and information of the prospective
investees cautiously before it makes its investment decisions. The
Group will also monitor the performance of its investee closely and
regularly after purchases and will adjust the investment strategy in
a cautious manner to minimise the impact of market volatility on the
Group as and when necessary.

INVESTMENT PROPERIES

As at 30 June 2017, the Group’s investment properties were
approximately RMB3,517 million, which are under the planning stage of
development.

Save as disclosed above, the Group did not have any significant
investments as at 30 June 2017.

© 6 _AS.

As at 30 June 2017, the Group did not have any significant contingent
liabilities.

Ax 9y

R h ot

J J

As at 30 June 2017, the Group employed a total of approximately
10,000 employees including directors. Total staff costs were RMB391
million during the period. The Group ensures that the remuneration
packages for employees are determined based on their work
performance, professional experience and the prevailing industry
practice. Discretionary year-end bonus may be paid to employees
based on individual performance. Other benefits to employees include
medical insurance, retirement scheme and training programmes.
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CORPORATE GOVERNANCE AND
OTHER INFORMATION
Juooudood

Ao ° 00000

The audit committee of the Company has reviewed the accounting
policies adopted by the Group and the unaudited condensed
consolidated financial statements of the Group for the six months
ended 30 June 2017. Such condensed consolidated financial
statements have not been audited but have been reviewed by the
independent auditor of the Company, Ernst & Young, in accordance
with Hong Kong Standard on Review Engagements 2410 “Review of
Interim Financial Information Performed by the Independent Auditor
of the Entity” issued by the Hong Kong Institute of Certified Public
Accountants.

O¢ O%A G% 2 A xa

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, comply with increasingly
stringent regulatory requirements 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 period.

(%] (¢} (¢} (%]
f Vv“~ Q*‘ R ‘JR RA A
vk \

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 period. The Model Code is also applicable to other
specific senior management of the Company.
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CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)
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As at 30 June 2017, the interests and short positions of the directors
and the chief executive of the Company in the shares, underlying
shares and debentures of the Company or any of its associated
corporations (within the meaning of Part XV of SFO) as recorded in
the register to be kept by the Company pursuant to section 352 of the
SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code were as follows:
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CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)

e [+ [+
R o Ao R o
A Tox R A -
As at 30 June 2017, the following persons (other than a director or
chief executive of the Company) had interests or short positions in the
shares or underlying shares of the Company as recorded in the register
required to be kept under section 336 of the SFO:

e 0
0‘

o000t Oooo

gogooobbbobboood
goood

02017060300000000000000
000000000000033000000
0000000000000 0MO0000

ooooooomoo

e ren e, o’

1 n u(“e af o“’ ss@ d gqs@ ds, e
fe o"/elo‘ﬁfs ;‘; of‘dni s Gst’d’ ; o’ omyn
ooodad
gooo oo gooooooooogth ooooooopo
UBS Trustees (B.V.l.) Limited Trustee® 2,118,485,000 (L) 68.28%
UBS Trustees (B.V.l.) Limited O O0O®

Xi Xi Development Interests of controlled

corporation® 2,118,485,000 (L) 68.28%
gooo ogoooog®
New Fortune Beneficial owner® 2,118,485,000 (L) 68.28%
ooao ooooo®
Note: ooo
(@) The letter “L” denotes the person’s long position in such securities. (@) OO00LMmooOoooooooooo
(b) These shares relate to the same block of shares in the Company as those set (b) 0000000000000 O0ODODDOODODO

out in note (b) in the section headed “Directors’ and Chief Executive’s Interests
and Short Positions in Shares, Underlying Shares and Debentures” above.

The above shares were the same shares as set out under the section
headed “Directors’ and Chief Executive’s Interests and Short Positions
in Shares, Underlying Shares and Debentures” above. Save as
disclosed above, as at 30 June 2017, the directors of the Company
were not aware of any person or corporation (other than the directors
and chief executive of the Company) who had any interests or short
positions in any shares or underlying shares of the Company as
recorded in the register required to be kept under section 336 of the
SFO.
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CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)
OO0000000O0oo

AR © ©

A share option scheme (the “Share Option Scheme”’) was conditionally
approved by resolutions of the Shareholders on 14 May 2010 (the
“Adoption Date”) for the purpose of providing incentives and rewards
to eligible participants who contribute to the success of the Group’s
operations and the summary of terms of such Share Option Scheme
are disclosed in the Company’s prospectus dated 9 June 2010. No
share options have been granted, under the Share Option Scheme
since its adoption.

Eligible participants of the Share Option Scheme (“Eligible Persons”)
include (a) any executive director of, manager of, or other employee
holding an executive, managerial, supervisory or similar position in
any member of the Group, any full-time or part-time employee, or a
person for the time being seconded to work full-time or part-time for
any member of the Group; (b) a director or proposed director (including
an independent non-executive director) of any member of the Group;
(c) a direct or indirect shareholder of any member of the Group; (d)
a supplier of goods or services to any member of the Group; (e) a
customer, consultant, business or joint venture partner, franchisee,
contractor, agent or representative of any member of the Group; (f) a
person or entity that provides design, research, development or other
support or any advisory, consultancy, professional or other services to
any member of the Group; and (g) an associate of any of the persons
referred to in paragraphs (a) to (c) above.

The total number of Shares which may be issued upon exercise of all
options to be granted under the Share Option Scheme and any other
schemes of the Group shall not in aggregate exceed 300,000,000
Shares, representing 9.67% of the issued Shares as at 30 June 2017.
The maximum number of Shares issued and to be issued upon the
exercise of the options granted to any on Eligible Persons (including
exercised and outstanding options) in any 12-month period share not
exceed 1% of the issued share capital of the Company from time
to time. There is no minimum period for which an option must be
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CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)
OO0000000O0oo
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The Share Option Scheme shall be valid and effective for a period of
10 years commencing on the Adoption Date. An offer of the grant of
a share option shall remain open for acceptance by the Eligible Person
concerned for a period of 28 days from the date of the Board approving
the grant of the share options (the “Offer Date”) provided that no such
grant of an option may be accepted after the expiry of the effective
period of the Share Option Scheme. An option shall be deemed to
have been granted and accepted by the Eligible Person and to have
taken effect when the duplicate offer letter comprising acceptance
of the offer of the Option duly signed by the grantee together with a
remittance in favour of the Company of HK$1 by way of consideration
for the grant thereof is received by the Company on or before the date
upon which an offer of an option must be accepted by the relevant
Eligible Person, being a date not later than 28 days after the Offer Date.
Such remittance shall in no circumstances be refundable.

© & AL O A
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None of the directors or substantial shareholder of the Company or
any of their respective associates has engaged in any business that
competes or may compete with the business of the Group. New
Fortune (the “Controlling Shareholder”, being a company holding
approximately 68.28% of the issued share capital of the Company, and
is ultimately held by the trust the founder of which is Mr. Wong Luen
Hei, and the beneficiaries of which include Mr. Wong Luen Hei and
his family) has entered into a deed of non-competition in favour of the
Group with Mr. Wong Luen Hei dated 14 May 2010 (the “Deed of Non-
Competition™).

The directors are of the view that the Group’s measures adopted by
the Company in respect of the enforceability of the Deed of Non-
Competition are adequate to safeguard the effectiveness of the non-
competition undertakings. The independent non-executive directors
have reviewed the compliance of the Deed of Non-Competition.
Based on the confirmation from the Controlling Shareholder, the
independent non-executive directors are of the view that the Deed
of Non-Competition has been complied with and has been effectively
enforced.
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CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)
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(A) On 3 March 2014, the Company as borrower entered into a
facility agreement (the “Facility Agreement I”’) in relation to a
syndicated term loan facility in the amount of US$135 million at
an interest rate of LIBOR plus 2.00% per annum with, among
others, Taipei Fubon Commercial Bank Co., Ltd. and CTBC Bank
Co., Ltd. as mandated lead arrangers, and a syndicate of nine
lenders, for the purpose of refinancing the Group’s existing
financial indebtedness. The loan made thereunder is repayable 36
months after the same has been made.

On 26 June 2014, the Company as borrower entered into a
facility agreement (the “Facility Agreement 11””) in relation to a
syndicated term loan facility in the amount of US$155 million at
an interest rate of LIBOR plus 2.20% per annum with a syndicate
of three lenders, independent licensed banks in Hong Kong,
for general corporate requirements (including the refinancing
of the Group’s existing financial indebtedness). The loan made
thereunder is repayable 42 months after the same has been
made.

Pursuant to the Facility Agreement | and Facility Agreement
Il (collectively the “Facility Agreements”), save for additional
requirement that Mr. Wong Luen Hei and his family (collectively,
the “Wong Family”) shall remain to have effective management
control over the Company set out in the Facility Agreement
I, the Facility Agreements require that the Wong Family shall
collectively maintain, directly or indirectly, at least 55% of
beneficial shareholding interest in the issued share capital of the
Company, carrying at least 55% of the voting rights, free from
any security. Otherwise, a lender shall not be obliged to fund
the loans made under the Facility Agreements, and the total
commitments under the Facility Agreements may be liable to be
cancelled and the outstanding loans with interest and all other
amounts accrued under the Facility Agreements or other related
financial documents may be due and payable to the lenders

24 China Lesso Group Holdings Limited 000000000000



CORPORATE GOVERNANCE AND OTHER INFORMATION (continued)
OO0000000O0oo

Interim Report 2017 0O 00O 25



/A




REPORT ON REVIEW OF CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)

Ry
1

We conducted our review in accordance with Hong Kong Standard on
Review Engagements 2410 “Review of Interim Financial Information
Performed by the Independent Auditor of the Entity” issued by the
HKICPA. A review of interim financial information consists of making
inquiries, primarily of persons responsible for financial and accounting
matters, and applying analytical and other review procedures. A review
is substantially less in scope than an audit conducted in accordance
with Hong Kong Standards on Auditing and consequently does not
enable us to obtain assurance that we would become aware of all
significant matters that might be identified in an audit. Accordingly, we
do not express an audit opinion.

(<) (<)
)

Based on our review, nothing has come to our attention that causes
us to believe that the accompanying condensed consolidated financial
statements are not prepared, in all material respects, in accordance
with HKAS 34.

fns & eun
Certified Public Accountants
22/F CITIC Tower
1 Tim Mei Avenue
Central, Hong Kong
21 August 2017
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CONDENSED CONSOLIDATED STATEMENT OF
PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Juoogdoootduood

Six months ended 30 June 2017 | OT 00000 O~ 0O0° * W O~

1]
X (non /§ nel de0 Jup
Oo6oeon O OO

01/ 2016
Note x Sooo RMB'000
oo oo EI‘D O ooOooo
;(" aude d (Unaudited)
oooooo oooooo
LI oo 4 A/1,041 7,325,116
Cost of sales 0000 (6,010,/4%) (5,141,630)
Gross profit oo g 461,004 2,183,486
Other revenue, income and gains oo0o0ooooooao 4 04 42,838
Selling and distribution expenses goooooa (409,4 9) (376,971)
Administrative expenses oooo ) (355,760)
Other expenses oooo (01 4 4) (268,847)
Finance costs oooo 5 (0 Ha/) (41,511)
Share of profit of a joint venture 0oooooooooo s 385
O 8% « ooooo 6 707! 1,183,620
Income tax expense ooooo 7 e /4,001) (275,185)
O, & R°,, oooo 9508/ 908,435
L T S S 000000mOno
Items that may be reclassified subsequently to 0o00o0oO0ooOooooo
profit or loss: ooo
Available-for-sale investments: goooooao
Changes in fair value oooooo (12410/) 442
Reclassification adjustment for gains on disposal o0oDO0oooOoooooo (1,14¢) -
(TPNE50) 442
Exchange differences on translation of foreign goooooooa
operations oooao 141,00, (6,956)
© y9y  « 0ooooo
n v, 0o (1191s) (6,514)
Oa 9y / ¢ O R°‘, oooooooo b AEE 901,921
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CONDENSED CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME (continued)
OO00000000000O0Oooo

Six months ended 30 June 2017 | 00O 20170 60 3000000

n
X (non l# n¢ de0Jup
Oo6oeon O OO

01/ 2016

Note v %ooo RMB'000
s ooooo ooooo
.(, n wde d (Unaudited)

oooooo 0ooooo
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31 December

60 e0p 120310
01/ 2016
Note v %ooo RMB'000
00 ooooo ooooD
Aonwde d (Audited)
O Iﬁl] goood goooo
. w2
- X goooo
Property, plant and equipment oooooooo 10 4,500 6,621,953
Prepaid land lease payments ooooooo 10 b Jlu A 1,249,367
Investment properties oooo 1 ®.51/,201 2,469,488
Deposits paid for the purchase of land, 0o0D000oO0ooOooooo

property, plant and equipment oooooo 45,44 549,919
Goodwil 0o 18,904 76,554
Other intangible assets oooooo 11‘,45G 183,615
Interest in a joint venture oooooooooo 41 7,988
Available-for-sale investments oooooo 12 1,400,690 730,814
Held-to-maturity investments pooooooa 13 59,655
Loan receivables pgooa 14 vl,199 63,191
Other long-term receivables ooooOoooo e/ 37,623
Derivative financial instruments oooooo 15 b bey 32,566
Deferred tax assets gooooo o4, 111 53,869
Total non-current assets ooooooo W 12,136,602

o A good
Inventories oo 16 0,05 4,6 2,747,065
Amounts due from customers for contract work pgoooooooooao 17 . a, 163,279
Loan receivables 0000 14 ol 325,764
Trade and bills receivables 0oooooooon 18 1,46 doeb 1,517,248
Prepayments, deposits and other receivables gooDOoooOooOooooo 19 1,/ 1,419,645
Cash and bank deposits poooooa 20 4,05/,440 3,885,683
Total current assets ooooono 10915 10,058,684

o _AS oooo
Amounts due to customers for contract work OoO0O00oO0oO0oooooo 17 1‘1,:09 40,049
Trade and bills payahles poooooooao 21 ee/4,054 3,603,162
Other payables and accruals 00000oO0oooooo 22 1,:/‘,9:4 1,731,570
Tax payable oooao 100 11 94,957
Borrowings oo 23 g, 40,/46 4,252,154
Total current liabilities oooooo Ayl e /6 9,721,892
‘JRR A oooooo g, 44, 4y 336,792
San AR, 000000000 11,040,041 12,473,394

© Al 0oooo

Borrowings 0o 23 4,454,980 442,407
Other long-term payables oooooooo -/ 106,439
Deferred tax liabilities oooooo eee ), 4 272,568
Deferred income gooa Teg, /04 114,308
Total non-current liabilities gooooooao 2,007,8; 4 935,722
e 8 ¢ oooo g0 /0 11,537,672
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CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION (continued)

000000000 oo

As at 30 June 2017 | 0 20170 60 300

°) Juf 31 December
60 e0p 120310
01/ 2016
Note v Sooo RMB'000
oo ooooo ooooo
{onude d (Audited)
O Iﬁ goood goooo
? 4 oo
Share capital oa 24 Teg,044 135,344
Reserves oo 11,60 dge 4 11,096,165
Equity attributable to owners of the Company goooooooono 11,1179 11,231,509
Non-controlling interests goooo 11,91 306,163
Total equity ooog g0 de/e 11,537,672
en <One‘ ulo‘J ® a
ooo ooo
Director Director
oo oo
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CONDENSED CONSOLIDATED STATEMENT
OF CHANGES IN EQUITY

oodoogod

Six months ended 30 June 2017 | OT 00000 0° 0OO° * % O~
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (continued)
OO0000000O0oo

Six months ended 30 June 2017 | 00 20170 60 3000000

Attributable to owners of the Company

ooooooono
Avaliable-
forsale
investment  Exchange Non-
Share Share  Statutory Capital Merger  revaluation  fluctuation  Retained controlling Total
captal  premium  reserve®  reserved reserve feserve reserve profits Totdl  interests equity
gooa
a0 0000 0oooe  Ooooo® o 0OO0 0DOOOD DOoOOdo oooo 00 ooooo oooo

RMB000 ~ RMB'000 ~ RMB'000  RMB'000  RMB'O00  RMB'000  RMB'000  RMB'0O0  RMB'000  RMB'OO0  RMB'000
goooo  ooooo  ooooo  DooOoOD  DOOOD  DOOOCD  OOODD  OOODD OODCOO ODDOO ODOOO

At 1 January 2016 0202601010 135686 1922887 1,156,712 5,250 5515 1,999 (30,726) 6573562 9,770,885 94,567 9,865,452
Profit for the period aooo = = = - - - - 030 912380 (3945 908435
Other comprehensive expense gooooa
forthe period ili i - - . . M (950 S X N Y )
Total comprehensive income gooooo
for the period oo o - - - - 442 (9509 912380 903313 (1392 901,921
Capital contributions from aoooo
non-controlling interests 0a S S S S S S S S - 91,920 91,920
Non-controlling interests arising from 0000000
business combinations aoooo - - - - - - - - - 1,202 1,202
Shares repurchased aooao (342 (17,269) - - - - - (lodd1)  (28,052) - (26,052)
Dividends recognised as distributions 0000000000
to owners (note 8) 0maonen - - S S S S - (33028 (339,228 - (33929
Appropriation to statutory reseve 0000000 S - 2397 - - - - (2.397) - - -
At 30 June 2016 012016060 300
(Unauditeq) aooooo 135344 1905618 1,159,109 5250 5515 2441 (40235 7133876 10306918 192,207 10,499,215
Note: ooo
(@) In accordance with the Company Law of PRC, each of the Company’s (@) 00o00o00O0o0OO0o0D0oOO0OO0oOoOOoOoOoOOO
subsidiaries registered in PRC is required to appropriate 10% of the annual 000o00000O00o0DoO0oO0ooOOooOoDoOoOoo
statutory profit after tax (after offsetting any prior years’ losses) determined 000MOo0O00000000000010%00
in accordance with generally accepted accounting principles in PRC to the 0000000 00o000o0ooOoO0ooOnoso%wo
statutory reserve until the balance of the reserve fund reaches 50% of its ooo0o0oo0oooO0o0o00oooO0oOo0oOoooo
registered capital. The statutory reserve can be utilised to offset prior years’ O00000000O0O0O0O0O0OO0OO0OO0O25%0
losses or to increase capital, provided that the remaining balance of the
statutory reserve is not less than 25% of the registered capital.
(b) Capital reserve mainly represented the difference between the consideration (b) odoUoooooOooUoooooOoooDoooo

and the book value of the share of the net assets acquired in respect of the gdooooOoooooooooo
acquisition of non-controlling interests.
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CONDENSED CONSOLIDATED STATEMENT

OF CASH FLOWS
Jogyodoood

Six months ended 30 June 2017 | OT 00000 O~ 0O0° * W O~

n
X (non /55 nt de0 Jup
ooégeonnonD

01/ 2016
Note % %ooo RMB’000
oo ooooo oooono
L n wde d (Unaudited)
b goooo gooooad
© w6,
‘ ; 0ooo
Profit before tax: 0ooooo 454 1,183,620
Adjustments for: ooo0oOoOoooono
Interest income oooo 4 /) (28,060)
Government grants released oooooooo (1,800) (992)
Gain on disposal of available-for-sale oooooooo
investments oooo 4 (1,070) -
Gain on disposal of held-to-maturity obOo0oboOoooboa
investments ooog 4 (ee/ 4 =
Gain on early redemption of held-to-maturity ooooooooooao
investments oooo 4 (79)
Interest expenses oooo 5 o b/ 41,511
(Write-back)/write-down of inventories to 000 oO00Do00oOoD
net realisable value, net oooo 6 (1,997) 56,394
Depreciation and amortisation ooooo 6 014,06 4 286,258
Loss on disposal of items of property, 00000O0O00oOoooon
plant and equipment oo 6 1,044 4,070
Impairment of property, plant and equipment 000Oo0ooooo 6 e 44 -
Loss on fair value changes of derivative oo0ooboOooooo
financial instruments oooao 6 49 44 -
Impairment of trade receivables, net 00oO0oOooooo 6 25,529
Share of profit of a joint venture 0ooooooo0on ) (385)
1,8/,04 1,567,866
Increase in other long-term receivables 0ooooooooo % 1,s%) -
Increase in inventories oooo (#10,044) (453,136)
Increase in amounts due from customers for 00oO00oOOooOooo
contract work oo (107ge) =
Increase in loan receivables gooooa (®g,1/°) (94,506)
Decrease in trade and bills receivables ooooooooooo 4y,001 25,887
Decrease/(increase) in prepayments, deposits and 000O0D0O0O0oOoODoOOoo
other receivables o0omooo 15,000 (157,580)
Increase in amounts due to customers for ooooooooooo
contract work 0o 1,460 =
(Decrease)fincrease in trade oooopooooao
and bills payables ooomono s ,001) 1,014,692
(Decrease)fincrease in other payables ooooooooooo
and accruals ooomoao (r9,/09) 18,541
Increase in other long-term payables 000DO0o0ooOoooo 1, 40 -
Increase in deferred income oooooo oe (e, 14,600
Cash generated from operations gooooooa 9/1/,019 1,936,364
Bank interest received oooooo 6 4o 24,897
Corporate income tax paid ooooooa (179%1) (201,255)
Net cash flows from operating activities 00o00oo0ooOoog 440 4 1,760,006

China Lesso Group Holdings Limited 000000000000



CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS (continued)
OO0000000O0oo

Six months ended 30 June 2017 | 00 20170 60 3000000

n
X (non /55 nt de0Jup
ooégeonnonD

01/ 2016
Note % %ooo RMB’000
oo ooooo oooono
L n wde d (Unaudited)
E goooo gooooad
/ GA oooo
Purchases of items of property, plant and equipment oooDooooooooo (116,548 (717,102)
Proceeds from disposal of items of property, goobOooooooooooa
plant and equipment oooa 14,54/ 13,411
Additions to prepaid land lease payments ooooooooo  A00)) (22,588)
Additions to investment properties gooooa (1,105 %) (893,459)
Additions to other intangible assets oooooooo - 4) (1,225)
Acquisition of subsidiaries oooooao (56,667)
Purchases of availahle-for-sale investments oooooooo (de, 4/) (27,612)
Proceeds from disposal of available-for-sale investments oooooOooooooo 0, 40 -
Purchases of held-to-maturity investments ooooooood (6.901) =
Proceeds from disposal of held-to-maturity 00oO0o0ooOooOooo
investments oo 0/ -
Proceeds from early redemption of held-to-maturity gooDoooOooooooo
investments oo 2,740
Interest received from available-for-sale investments 00oO0o0ooOooOooo ey 4 =
Interest received from held-to-maturity investments 00oDO00oOoooooo ey 3,203
Contingent consideration paid for the acquisition goooooooao
of a subsidiary oooo “N=,000) -
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NOTES TO CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS

Juoogdootd

2.1

CORPORATE AND GROUP INFORMATION

The Company is a limited liability company incorporated in the
Cayman Islands. The addresses of its registered office and
principal place of business are disclosed in the section headed
“Corporate Information” of this interim report.

The Group is principally engaged in the manufacture and sale of
building materials and interior decoration products; the provision
of renovation and installation works, environmental engineering
and other related services and financial services.

These condensed consolidated financial statements were
approved and authorised for issue by the Board on 21 August
2017.

BASIS OF PREPARATION

These condensed consolidated financial statements of the Group
for the six months ended 30 June 2017 have been prepared
in accordance with the applicable disclosure requirements of
Appendix 16 to the Listing Rules and Hong Kong Accounting
Standard 34 “Interim Financial Reporting” issued by the Hong
Kong Institute of Certified Public Accountants. They have
been prepared under the historical cost convention, except for
investment properties, certain available-for-sale investments and
derivative financial instruments which have been measured at fair
value. These condensed consolidated financial statements are
presented in Renminbi and all values are rounded to the nearest
thousand except when otherwise indicated.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)

2.1

2.2

BASIS OF PREPARATION (continued)

The accounting policies and basis of preparation used in
the preparation of these condensed consolidated financial
statements are the same as those used in the Group’s annual
consolidated financial statements for the year ended 31
December 2016, except for the adoption of the revised Hong
Kong Financial Reporting Standards (“HKFRSs”) (which also
include Hong Kong Accounting Standards (“HKASs”) and
Interpretations) as disclosed in note 2.2 below.

These condensed consolidated financial statements do not
include all information and disclosures required in the Group’s
annual consolidated financial statements, and should be read
in conjunction with the Group’s annual consolidated financial
statements for the year ended 31 December 2016.

CHANGES IN ACCOUNTING POLICIES AND-—

DISCLOSURES

The Group has adopted the following revised standards for
the first time for the current period’s condensed consolidated
financial statements.

Amendments to HKAS 7 Disclosure Initiative

Amendments to HKAS 12 Recognition of Deferred Tax Assets for
Unrealised Losses
Annual improvements Amendments to a number of HKFRSs

2014 - 2016 Cycle

The application of these revised standards in the current period
has had no material impact on the Group’s financial performance
and positions for the current and prior periods and/or on the
disclosures set out in these condensed consolidated financial
statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
OO00000000Oooo

OPERATING SEGMENT INFORMATION

The Group is principally engaged in the manufacture and sale
of building materials and interior decoration products; the
provision of renovation and installation works, environmental
engineering and other related services and financial services. For
management purposes, the Group’s businesses are organised by
geographical areas based on the location of the customers and
assets are attributable to the geographical units based on the
location of the assets. The Group has eight reportable operating
segments as follows:

(i

(ii)

(vi)

(vii)

Southern China, including Guangdong Province, Guangxi
Zhuang Autonomous Region, Hunan Province, Fujian
Province and Hainan Province;

Southwestern China, including Chongqging Municipality,
Sichuan Province, Guizhou Province, Yunnan Province and
Xizang (Tibet) Autonomous Region;

Central China, including Hubei Province, Jiangxi Province
and Henan Province;

Eastern China, including Shanghai Municipality, Jiangsu
Province, Zhejiang Province and Anhui Province,;

Northern China, including Beijing Municipality, Tianjin
Municipality, Hebei Province, Shandong Province, Inner
Mongolia Autonomous Region and Shanxi Province;

Northwestern China, including Shaanxi Province, Ningxia
Hui Autonomous Region, Qinghai Province, Gansu Province
and Xinjiang Uygur Autonomous Region;

Northeastern China, including Liaoning Province, Jilin
Province and Heilongjiang Province; and

(viii) Outside China.
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