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Sunny Optical Technology (Group) Company Limited (the “Company”

or “Sunny Optical’, together with its subsidiaries, the “Group”) (Stock
Code: 2382.HK) is a leading integrated optical components and products
manufacturer with more than thirty years of history in the People’s
Republic of China (the “PRC” or “China”). The Group is principally
engaged in the design, research and development (‘R&D”), manufacture
and sales of optical and optical-related products. Such products include
optical components (such as glass spherical and aspherical lenses, plane
products, handset lens sets, vehicle lens sets and other various lens sets)
(the “Optical Components”), optoelectronic products (such as handset
camera modules, three dimensional (“3D”) optoelectronic products,
security cameras and other optoelectronic modules) (the “Optoelectronic
Products”) and optical instruments (such as microscopes, optical
measuring instruments and intelligent equipment for testing) (the
“Optical Instruments”). The Group focuses on the application fields
of optoelectronic-related products, such as handsets, digital cameras,
vehicle imaging systems, security surveillance systems, optical measuring
instruments and automated factories, which are combined with optical,
electronic, software and mechanical technologies.
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Five-year Financial Summary

L FEHBEBRE

(In Renminbi (“RMB”) milions, exceot per share amounts) (A R EETT - B 585 IM)

For the year ended 31 December

BE+_-_A=t—HIHFE

2018 2017 2016 2015 2014
—B-N\F |2 +F|-2rnF|-z-—nF | —=2-mF

Consolidated

s
Operating results & & %45
Revenue WA 25,931.9 22,366.3 14,611.8 10,696.2 8,426.5
Gross profit EF 4,913.1 4,802.8 2,680.1 1,763.4 1,289.4
Finance costs gi#& R A (202.1) (48.8) (16.2) (16.0) (14.0)
Profit before tax Bx % A 4 A 2,851.3 3,318.3 1,446.4 862.3 634.0
Income tax expense FT5 8 & (338.6) (404.2) (174.8) (98.8) (72.7)
Profit for the year F R F| 2,512.7 2,914.1 1,271.6 763.5 561.3
Attributable to: 538 :
— Owners of the Company
NN 323 2,490.9 2,901.6 1,270.8 761.6 566.1
— Non-controlling interests
AR 21.8 12.5 0.8 1.9 (4.8)
2,512.7 2,914.1 1,271.6 763.5 561.3
Earnings per share - Basic (in RMB)
BREF - EFX (ARY) 2.28 2.67 1.18 0.71 0.53
Assets and liabilities EER A&
Non-current assets 3E/RE1 & E 6,083.7 4,090.9 2,318.7 1,619.2 1,389.4
Current assets &) & & 16,768.4 11,635.4 9,317.9 6,017.1 4,204.4
Total assets 2&E 22,852.1 15,726.3 11,636.6 7,636.3 5,593.8
Bank borrowings $R1TEE 1,482.4 1,347.9 904.3 683.2 521.6
Bonds payable fEfT &% 4,080.0 - - - -
Other liabilities E A & & 8,001.6 6,859.2 5,819.0 3,108.2 1,821.6
Total liabilities &8 & 13,564.0 8,207.1 6,723.3 3,791.4 2,343.2
Net assets EEFE 9,288.1 7,619.2 4,913.3 3,844.9 3,250.6
Equity attributable to owners of the Company
PN 8=y Yy ] 9,234.1 7,488.5 4,895.3 3,831.0 3,247.7
Non-controlling interests FE#2 J%# 25 54.0 30.7 18.0 13.9 2.9
Total equity #5458 9,288.1 7,519.2 4,913.3 3,844.9 3,250.6
Key Financial Ratio = E8#H =
Gross profit margin (%) EFI= (%) 18.9 21.5 18.3 16.5 15.3
Net profit margin (%) JFF|& (%) 9.7 13.0 8.7 7.1 6.7
Gearing ratio (%) Bf&ELLE (%) 24.3 8.6 7.8 8.9 9.3
Current ratio (times) JREhtL = (%) 1.9 1.5 1.4 1.6 1.8

Quick ratio (times) F&htr =& (f%) 1.6 1.2 1.0 1.4 1.4
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Five-year Financial Summary
EENBHE

(In Renminbi ("RMB”) mitlions, except per share amounts) (AR EE T » ZRE 505N
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Chairman’s Statement

ERBE

Mr. YE Liaoning
REERE

Dear Shareholders,

The Company is pleased to present to the shareholders the annual
report for the year of 2018. Taking advantages of the favourable
opportunities arising from the further upgrading of handset camera
products used in the smartphone industry and the rapid development
of the vehicle imaging field, the Group delivered promising returns for
our shareholders in 2018.

BURR -

ARBMARSURREZ-_FT-N\FZ22FE
AmE  AEBEELERETRIXEGEE
M AR R EFHKERREREEROR FHE
B R-T-\FRERAIE TIERH DR -



BUSINESS REVIEW

Looking back to 2018, the world economy maintained a modest growth
but its momentum has slowed down. The economic situation, inflation
level and monetary policy of major economies have been greatly
diverse. As the world’s second largest economy, China’s economy
was largely stable with uncertainties. Under the influence of multiple
factors such as the heating up of trade tensions between China and
the USA and the deleveraging in China, resulting in higher volatility in
the financial market, the exchange rate of USD to RMB nearly reached
“7” twice this year. The cooling down of macro environment further
lowered the growth momentum of smartphones, which has already
shown a sign of saturation. The smartphone market of China has been
continuously weak. However, Chinese domestic mobile brands seized
opportunities amid crises in due time. They rapidly captured part of
the mid- and high-end market by continuously increasing investment
in technological innovation and product upgrade, with a special focus
on perfecting product quality and customer experience. In terms of
market position, they have turned from followers to innovators. Apart
from the good performance in the Chinese market, they actively
explored overseas markets and achieved rapid progress in the Indian
and Southeast Asian markets. Meanwhile, with the promising prospect
of the commercialization of 5G technology, smartphone manufacturers
have made significant investment in such business, showing enormous
potential in the future.

Furthermore, affected by unstable macro environment, the growth rate
of the general automobile market in 2018 slowed down compared to
that for last year. Nevertheless, it is encouraging that intellectualization
has become the development trend of the automobile industry. Various
kinds of intelligent operating systems are no longer for luxury cars
only and mid-end cars are increasingly equipped with such systems.
Currently, advanced driver assistance systems (“ADAS”) has become
one of the fastest-growing sectors in the automotive electronic market.
Cameras, mainly used for capturing images, identifying objects/people,
real-time monitoring and intelligent interaction in the ADAS system, are
expected to see rapid growth. Being a leading handset lens sets and
handset camera modules provider as well as the largest vehicle lens
sets supplier in the world, the Group has benefited thereby.
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Chairman’s Statement
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Chairman’s Statement

ERBE

In spite of the complex and changing external environment, with
strong R&D strengths, precise market distribution and persistence on
the development strategy of “Improving and Expanding the Existing
Advantageous Businesses”, the three major business segments of
the Group, namely Optical Components, Optoelectronic Products
and Optical Instruments, have a solid and stable development, which
further consolidated the Group’s leading position in the industry as
an optical expert. Furthermore, in order to achieve the ambitious goal
as soon as possible, the Group laid a solid foundation by means of
continuing to base itself in the promising optoelectronic industry,
promoting the implementation of new transformation and upgrade and
pursuing the construction of new production base.

OPERATIONAL PERFORMANCE

In 2018, all staff united as one and continued to actively adhere to
the core value of the corporate culture of “Create Together”, under
the leadership of the passionate and experienced management team.
With the motivation of R&D, enhancement of R&D team, increase of
the investment in core technology, consolidation of the resources on
core manufacturing and further optimization of the product structure
and the client base, the Group ensured its comprehensive competitive
strengths of the products in the market and consolidated the leading
market position.

The Group’s revenue for the year ended 31 December 2018 increased
by approximately 15.9% to approximately RMB25,931.9 million. Profit
for the year attributable to owners of the Company decreased by
approximately 14.2% to approximately RMB2,490.9 million. Besides,
the basic earnings per share decreased by approximately 14.6% to
approximately RMB227.92 cents. The Board has proposed an annual
dividend of approximately RMB0.568 (equivalent to HK$0.662) (2017:
approximately RMBO0.661) per share.
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AWARDS AND RECOGNITIONS

In 2018, the Group continued to deepen “Two Transformations”,
enhanced the added value of software and algorithm in products and
services, deepened its existing advantageous businesses, increased
the investment in new businesses, enhanced the management level,
strengthened the supply chain management and constantly improved
the operation quality. With the concerted effort of the staff, the Group
received numerous honours and awards from its customers, industrial
associations and institutions, local governments and the capital
market. All these awards indicated that the quality of the products,
technical capabilities, services, delivery time and other aspects of the
Group have been highly affirmed and recognised by the customers
and the industry. It will encourage the Group to provide its customers
with better products and services continuously, and confirm the
Group’s determination to carry on the strategy of “Transformation and
Upgrade”. Please refer to the section headed “Management Discussion
and Analysis — Awards and Recognitions” for details of the awards and
recognitions received by the Group in 2018.

OUTLOOK

Entering into 2019, the global economy will face a slowdown risk after
experiencing a strong recovery in the last two years. China’s economy
is still in a critical stage of adjustment and this process will be
prolonged. Under the macro environment of weak growth and before
the implementation of 5G technologies, the market of smartphones
may continue to “hibernate”. However, as the market of handset
replacement matures, the trend of brand consolidation will become
more intense. Camera, which is one of the smartphone hardware
mostly recognized by customers’ experience, becomes the focus of
continuous upgrade for all smartphone manufacturers. In the long run,
given the continuous strengthening of overseas markets as well as the
successive commercialization of new applications such as 5G and
artificial intelligence, the smartphone market and the optoelectronic-
related sectors will usher new development opportunities. Therefore,
leveraging on the broad development prospects of the optoelectronic
industry where it bases and the advantages as an optical expert,
the Group will capture the historical opportunity of the restructuring
of international industry and integrate into the core supply chain of
international modern optoelectronic industry, create unique strengths
in the international industrial specialization, become strategic partners
of renowned domestic and international enterprises, spare no efforts
to create advantages in technology and value, become a leader in
segment markets and create a world renowned enterprise and product
brand.

RFRERE (RE) ARAF » 2018 09

Chairman’s Statement
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Chairman’s Statement

ERBE

Looking forward, the Group will continue to adhere to its
customer-oriented strategy led by technologies, three main goals of
“High Technology, High Value and High Efficiency” and transformation
and upgrade of production mode, profit mode and operation mode,
which will help to create a sophisticated optoelectronic production
base with advantages in brands, systems and value. In addition, the
Group will continue to boost the construction of the new production
base in order to provide strong protection for high-speed growth in
production capacity, assist the mid-to long-term rapid development,
promote the innovation in internal mechanism and make multiple
deployments in emerging businesses within the optical main channel
actively. The Group believes that there are more opportunities than
challenges in the future. All of the staff will continue to carry forward
pioneering spirit of hard work, progressive and innovative spirit
and team spirit of working together with a vision of becoming a

“Hundred-Year-Old Brand”.

APPRECIATION

The Group would like to express its appreciation to all of its staff for
their long-term efforts and to the management for their outstanding
contribution. It is the unremitting efforts of each member that enable
the Group to make great achievements. Also, the Group wishes to
express its sincere gratitude towards its shareholders, customers and
business partners for their long-standing support and recognition.
The Group will continue to deliver the sustainable development of the
business, so as to meet its business objectives for the year of 2019
and realise higher values for its shareholders and other stakeholders.

Ye Liaoning
Chairman and Executive Director

Hong Kong
19 March 2019
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Management Discussion and Analysis

MARKET REVIEW

Looking back to 2018, global economic growth has slowed down
with the escalation of Sino-US trade frictions, leading to pessimistic
domestic and foreign demand condition. Facing these internal and
external conditions, the economic growth in China slowed down
continuously with downward pressure. The domestic smartphone
market gradually revealed a multi-polar development trend while
the demand was further weakened with the industry experiencing
tremendous changes. The Chinese handset brands developed rapidly.
Moreover, affected by the unstable macro environment, the global
vehicle sales volume in 2018 was slightly decreased than that of last
year. However, due to the implementation of global regulations and the
introduction of new requirements, as well as the market demand for
enhancing driving safety and intellectualization, the adoption rate and
specification requirements of vehicle lens sets have been increasing.

According to the report issued by International Data Corporation
(HIDCH),
decreased by approximately 4.1% from that in 2017 to approximately

the global shipment volume of smartphones in 2018

1,400.0 million units. Among which, the shipment volume of Chinese
smartphone brands reached approximately 360.0 million units in total,
contributing to approximately 25.7% of the market share. The weak
consumer market and the lack of innovation in mobile phone functions
have led to a weakening of consumers’ demand for replacement,
further slowing down the Chinese smartphone market. Under this
circumstance, industrial consolidation and market concentration is
increasingly prevalent. The top four mobile phone manufacturers
in China occupied the major market share firmly by virtue of their
technology accumulation, capital advantage and channel advantage,
leaving niche brands with smaller room for survival. At the same
time, the competition among handset brands was intense and the
upgrade of camera specifications was still the key to gain market
share. High-end and complex specifications such as large-aperture,
wide-angle, microminiaturization, multi-camera and 3D application
have been applied to the smartphone brands in China. The Group took
the market-driven technological innovation and the R&D investment
as the driving force, and formulated plan in advance to seize the
first opportunity in the market. Furthermore, the Group will undergo
in-depth cooperation with many companies with core key technologies
to further consolidate its leading advantages in the optical related
industries.
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Management Discussion and Analysis

BEREF WD

Driven by the development of intellectualized driving and the
regulations from the United States, the European Union, Japan
and China, the demand for vehicle lens sets continues to show a
steadily soaring trend. Since 2016, the United States, the European
Union, Japan and other countries and regions listed forward collision
warning (“FCW”) system, lane departure warning (“LDW”) system,
automatic emergency braking (“AEB”) system and blind spot detection
(“BSD”) system into the mandatory loading in regulations or New Car
Assessment Programme (“NCAP”). Among them, China NCAP initially
included the evaluation indicators of active safety requirements in its
Management Regulation in 2018 version. Other countries in Asia,
such as Japan and India, have been formulating certain regulations to
require the use of some special ADAS technologies. The development
of artificial intelligence, communication and sensing technologies has
made progress to the realization of automatic driving. Both high-
tech giants and traditional car manufacturers have allocated a lot of
R&D resources to promote the development of automatic driving.
Before such realization, the increase in consumers’ demand for
active safety will take the lead to drive the market demand for ADAS
and a large number of sensors. Meanwhile, camera is the basis for
implementing many early warning and recognition functions in ADAS.
Over 80% of the ADAS technology functions have applied to the
cameras , or even some technologies have taken the camera as major
solution. In addition, the development of the self-driving car market is
gradually deepening and the demand for the application of LIDAR and
infrared related products will continue to emerge. Taking advantage
of the leading technological innovation abilities and the first-mover
advantages in establishing market presence as well as the excellent
resource integration abilities, the Group will be comprehensively
benefited from the continuous and rapid growth in the vehicle lens
sets industry.
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Management Discussion and Analysis

For the optical instruments market, driven by the optical imaging
technology and the processing and application of big data, as well
as the growing demand for downstream applications, the optical
instrument industry as a whole is developing positively in 2018.
Meanwhile, more and more companies are considering the possibilities
of using machinery vision to realize automatic identification and
automatic detection of production lines to improve efficiency and
reduce costs. Therefore, the Group will seize the advantages of
industrial automation together with the optimization in internal resource
allocation, increase investment in R&D and set up of layout in key
markets to better response to the opportunities and challenges from
various segment markets.

In addition, the Group has also made continuous efforts to expand
other businesses, such as innovative applications in various kinds of
mobile terminals such as unmanned aerial vehicle (“UAV”), security
monitoring, augmented reality (“AR”), virtual reality (“VR”) and 3D. In
addition to enhancing its R&D capability and actively expanding the
markets, the Group strengthened its in-depth cooperation with global
top-tier hi-tech companies and laid a solid foundation for the Group’s
mid- to long-term development in the future.

During the year under review, in spite of the various pressures of
the external environment, the Group adhered to be driven by R&D
investment and increased the development and upgrade in core
technologies, as well as consolidated core manufacturing resources.
The Group also actively practiced its corporate culture with a core
value of “Create Together”, strengthened the training and recruitment
of talents and accurately seized the market trend in the optoelectronic
industry, focusing on innovation, optimizing in product portfolios and
making full use of its advantages, which continued to enhance the
comprehensive competitiveness of the Group.
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BUSINESS REVIEW

On one hand, the Group continuously invested in its advantageous
business and further implemented its development strategy of
“Speeding Up Transformation and Upgrade”. Through strengthening
manufacturing capabilities, promoting delicacy management,
breakthrough in the key technologies, and strengthening cost control,
the Group further improved its comprehensive market competitiveness
and customer satisfaction. Meanwhile, the Group built up quality
awareness all the time to enhance quality management and optimize
the quality control systems. On the other hand, the Group further
strengthened the corporate culture construction and talent cultivation,
optimized the qualification system, improved the training system,
perfected the talent management plan, and secured talents for
the development of the Group in mid- and long-term. During the
year under review, the three business segments of the Group,
namely Optical Components, Optoelectronic Products and Optical
Instruments, recorded satisfactory performance. The shipment volume
for the whole year of the handset lens sets has significantly increased,
and made breakthroughs in high-end products in terms of business
and technology, which contributed to the further increases in market
share and competitiveness. While the vehicle lens sets business
continued to maintain a growth momentum better than its peers in the
industry with its market share continued to increase steadily. Under the
influence of unfavourable factors such as the intensified competition in
domestic and foreign markets and the depreciation of Renminbi, the
handset camera modules business tackled the challenges, with sales
revenue achieved a considerable increase. In 2018, the Group realised
sales revenue of approximately RMB25,931.9 million, representing an
increase of approximately 15.9% compared to that of last year.
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During the year under review, the Group focused on the future and
actively made patent applications to avoid operational risk in terms of
intellectual property rights more effectively. As of 31 December 2018,
the Group had 958 granted patents, including 251 invention patents,
661 utility model patents and 46 exterior design patents. In addition,
approvals for another 1,853 patent applications are pending.

OPTICAL COMPONENTS

Benefiting from the continuous development of the mid- to high-end
smartphone market and the vehicle camera field, the Group’s
active response to market changes with its timely adjustment of
strategies, and the breakthroughs of various key technologies and
the enhancement of R&D ability, the Optical Components business
segment has achieved satisfactory results. During the year under
review, the revenue from the Optical Components business segment
amounted to approximately RMB6,022.8 million, representing an
increase of approximately 40.0% compared to that of last year. This
business segment accounted for approximately 23.2% of the Group’s
total revenue, compared to approximately 19.2% for last year.
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During the year under review, the shipment volume of handset lens
sets of the Group increased by approximately 56.4% compared to that
of last year. In addition, the Group also focused on R&D investment
in products and the improvement of product specifications, especially
investment in large-aperture, miniaturization, ultra-wide angle and
other new specifications. During the year under review, the Group
successfully completed the development of a number of products,
including ultra-large aperture (FNo.1.4) handset lens set with 7
pieces plastic aspherical lenses (“7P”). Meanwhile, 48-mega pixel
handset lens sets, 32-mega pixel miniaturized head handset lens
sets and variable aperture (7P) handset lens sets have achieved mass
production. In respect of 3D field, the 3D collimating lens sets have
successfully achieved mass production. Further, with its extensive
experience and leading technological advantages in the optical field,
the Group has actively promoted the design and development of
semiconductor optics and micro/nano optical products, as well as
developed a wide range of products applied in emerging fields such
as lenses and lens sets used in VR/AR, biological recognition, motion
tracking and so on. Some of such products have commenced mass
production and achieved further breakthroughs in sales, resulting in
considerable economic benefits.

During the year under review, the shipment volume of vehicle lens sets
of the Group increased by approximately 25.3% compared to that of
last year, maintaining its ranking as the first in the industry globally.
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During the year under review, the Group achieved a series of
technological breakthroughs in the field of vehicle lens sets. The Group
has completed the R&D of 8-mega pixel vehicle lens sets and has
received orders from a number of international tier-one clients. At the
same time, the Group has achieved gratifying results in the field of new
future products. Not only did it extend the applications of automotive
optical products, the Group also laid foundation for the Company
to form new strategic growth points in the future. During the year
under review, the Group has successfully achieved the technological
breakthrough in the core optical device of vehicle’s head-up display
(“HUD”) and became one of the few HUD optical system solution
providers capable of integrating design and manufacturing. Meanwhile,
the Group seized the market opportunity of the automotive optical
system in the field of autonomous driving and quickly promoted the
technical R&D and market development of automotive LIDAR products,
as well as comprehensively laid out the design and development of key
components of automotive LIDAR and entered the automotive smart
pixel headlight sector. Currently, the Group has conducted substantive
business cooperation with several tier-one clients.

The Group knew well about the importance of the proprietary
intellectual property rights to the building of barriers to competition
and for the increase in its comprehensive competitiveness. During
the year under review, the Group has applied for many patents in the
optical field, including various international patents. During the year
under review, a total of 432 granted patents have been obtained by
the Group in the Optical Components business segment, among which
158 were invention patents, 271 were utility model patents and the
remaining 3 were exterior design patents. In addition, 813 patents are
in the process of application.

BERE WD
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OPTOELECTRONIC PRODUCTS

Under the multiple pressures of slowing growth rate in the global
mobile phone market, intensified market competition, Sino-US
trade friction escalation and RMB depreciation, the Optoelectronic
Products business segment still could satisfactorily capture the
wave of technology upgrades in the mid- to high-end smartphone
market. Through the market expansion, technological innovation and
the strengthening of the supply chain management, the sales of this
business segment have achieved a considerable growth. During the
year under review, the revenue from the Optoelectronic Products
business segment amounted to approximately RMB19,609.2 million,
representing an increase of approximately 10.3% compared to that of
last year. This business segment accounted for approximately 75.6%
of the Group’s total revenue, compared with approximately 79.5%
for last year.

During the year under review, the shipment volume of handset camera
modules of the Group increased by approximately 30.3% compared
to that of last year. Meanwhile, the dual-camera penetration rate
continued to increase, but as the performance of the algorithm
increased, the tendency to take away the stent for dual-camera
became more obvious, and the form of monomer supply increased.
However, with the gradual increased in consumer demand for higher
time optical zoom, triple-camera and other new solutions are beginning
to attract people’s eyes. The Group has successfully mass produced
the periscope type ultra-small optical zoom module with the
establishment of a good and long-term relationship with mainstream
customers. In addition, with the development of applications, the
demand for 3D depth camera products continued to increase. It led
to the relatively rapid increase in the shipment volume of the TOF
modules and structured light modules on the mobile terminal. The
Group simultaneously developed diverse 3D depth camera products
so as to respond to the new market demands. At the same time, the
Group has successfully developed various kinds of surround view, front
view and in-car automotive camera modules, some of which are or will
be put into mass production. In terms of technological innovation, the
Group continued to innovate in new packaging technologies and has
developed the latest generation of packaging technology to further
reduce the module height, which will be in line with demand for higher
screen-to-body ratio. Meanwhile, the Group continuously optimised
the production process and increased investment in production line
automation. With extensive experience in the optical industry and
various innovative production techniques and packaging technology,
the Group has successfully carried out mass production of mid- and
high-end products for a famous customer in Korea, further enhancing
the internationalization of customer base.
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During the year under review, the Group’s business in deep vision
module products has made rapid progress. The system solution
products for target recognition such as face and object which based
on 3D data have entered the mass commercial stage and have been
applied to the new sectors of logistics, smart retail, etc. In addition,
the Group has successfully developed linear TOF products and
such products have been embedded sweeping robots for famous
customers. At the same time, the Group has also successfully
developed wide-angle high-profile area array TOF products for full
coverage for large-scale probing and interactive applications in AR/
VR, robots, drones and so on. Saved as mentioned above, the Group
has completed the upgrade and mass application of the self-developed
software of 3D products such as TOF, dual-camera and structured
light products, which has established the Group’s advantages in the
large-scale efficient production of the relevant products.

During the year under review, a total of 440 granted patents have
been obtained by the Group in the Optoelectronic Products business
segment, among which 82 were invention patents, 337 were utility
model patents and the remaining 21 were exterior design patents. In
addition, 936 patents are in the process of application.

OPTICAL INSTRUMENTS

During the year under review, the demand for optical instruments
has recovered, the revenue from the Optical Instruments business
segment amounted to approximately RMB299.9 million, an increase
of approximately 2.2% compared to that of last year. The business
segment accounted for approximately 1.2% of the Group’s total sales
revenue, compared to approximately 1.3% for last year.
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During the year under review, the Group continued its efforts in
transforming the role of instrument system solution integrators, and
both the microscopic instrument and intelligent equipment sectors
made good progress. In the microscopic instrument sector, the
Group focused on product development and marketing, further
strengthened its marketing capabilities and improved its product
structure. Fully automated research and inverted microscopes have
achieved production in small batches. In the intelligent equipment
sector, the Group was closely concentrating on the layout of
equipment in the industrial and medical fields, and actively promoted
the application of deep learning in mass production equipment. In
the industrial field, infrared cut-off filter (“IRCF”) defect inspection
equipment and scanning detection equipment for anisotropic
conductive film (“ACF”), which were all self-developed, have achieved
mass production. In the medical field, the Mycobacterium tuberculosis
microscopy scanning system has achieved mass production and sales.
In addition, the Group will also continue to enhance the research &
development and market investments of high-end optical instruments
in the industrial, education and medical fields to promote the mid- to
long-term stable development of the Group.

During the year under review, a total of 86 granted patents have been
obtained by the Group in the Optical Instruments business segment,
among which, 11 were invention patents, 53 were utility model patents
and the remaining 22 were exterior design patents. In addition, 104
patents are in the process of application.

PRODUCTION

The Group’s products are mainly manufactured in four production
bases in Yuyao of Zhejiang Province, Zhongshan of Guangdong
Province, Shanghai and Xinyang of Henan Province in the PRC,
respectively. Meanwhile, on 10 January 2019, the Group has
established a new subsidiary in Indian to meet the customer’s demand
in the Indian market. In addition, the Group has also established a
subsidiary in Silicon Valley, California, the United States, which is
responsible for technical support, marketing and customer base
expansion in North America.
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AWARDS AND RECOGNITIONS
RIFMEET

CORPORATE HONOURS RECEIVED IN 2018

REZB-N\FRENEHERKE

Zhejiang Sunny Optics Co., Ltd. was awarded the “Excellent Supplier Award” from Huagin Communication
Technology Co., Ltd.
AL TRBERAFREESBARMAR AR [EHFHERE]

Zhejiang Sunny Optics Co., Ltd. was awarded the “Sixth Anniversary Commemoration of Cooperation” by Vivo
Communication Technology Co. Ltd.

WL TFTRABEAERARREERBENZARABTN [NEAFEIELS]

Zhejiang Sunny Optics Co., Ltd. was awarded the “Innovation Award” by Vivo Communication Technology Co.
Ltd.
AIFFRBER DA RELRBEREARA RS [AIH ]

Zhejiang Sunny Optics Co., Ltd. was awarded the “Quality Award” by Vivo Communication Technology Co. Ltd.
LG FRBERARLEHERBEREIBRARAN [ RE ]

Xinyang Sunny Optics Co., Ltd. was awarded the “Excellent Supplier Award” in 2017 by Panasonic Avc Networks
Xiamen Co., Ltd.
EEHTABERAFKEEFINT [ T+ FEESHER]

Sunny Optics (Zhongshan) Co., Ltd. was awarded the “Strategic Partner Award” by Hangzhou Hikvision Digital
Technology Co., Ltd.
RFXREB (FIL) BRADKRENMMNERBEEHFTREMARAR] [BRESERME ] &

Zhejiang Sunny Optical Intelligence Technology Co., Ltd. was awarded the “Top Partner Award” in 2017 by
Company T
AL FREABRINERATRETRART T —FE [RESERHE]

Zhejiang Sunny Optical Intelligence Technology Co., Ltd. was awarded the “Best Collaboration Award” by
Panasonic (Vietnam) System Technology Co., Ltd., a subsidiary of Panasonic in Japan
IR TERABRMARARKERFAMTEERTRAFTNRT (M) ZRMRARAR [&EAIEE]
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Ningbo Sunny Opotech Co., Ltd. was awarded the “Excellent Quality Award” by Huawei Technology Co., Ltd.
ERBFAEERARAFKEZERRMAERAR [EEEFE]

Ningbo Sunny Opotech Co., Ltd. was awarded the “Excellent Supplier Award” by LG Electronics
BT HEEEERARRELGE T [EFHERE]

Ningbo Sunny Opotech Co., Ltd. was awarded the “Global Gold Supplier Award” by Huawei Technology Co., Ltd.
BERRFHEEEBRATLEELSRMARAT [ 2R EHER | K

Ningbo Sunny Opotech Co., Ltd. was awarded the “Best Strategy Partner Award” by Beijing Xiaomi Technology
Co., Ltd.
EREFABERARAFAKEIL R RBREREELA [RERKSIERHE]

The Group was included in “Hang Seng China (Hong Kong Listing) 25 Index”
REBERABR [EEHRE (F5LE™M) 25588

The Group was listed in the “Top 500 Chinese Manufacturing Enterprises” for three consecutive years, ranking
333, which has been improved by 79 places compared to last year

AEBEEEE=-—FAE [TEREMX50058 ] B8 - 175333 - WEF LA7M

The Group ranked among the top 200 in the list of “Top 500 Chinese Private Enterprises”, ranked 191¢, rising 48
places compared to last year
REBMERES [HEEREPERERE0058 | BEEMFI20006L @ [LHIFE1914L - WEF EFH48hL

The Group was ranked top three among all-Asia technology/hardware companies by the US magazine,
Institutional Investor, on its lists of “Best CEO”, “Best CFO”, “Best Investor Relations Program”, “Best IR
Professional” and “Best Analyst Day” for the third consecutive year in 2018, and was awarded the title of
“Most Respected Company”. The Company was also ranked first in the new categories in 2018, namely “Best
Corporate Governance” and “Best ESG SRI Metrics”
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The Group won the two awards of “Most Valuable TMT Stocks Company” and “Best Investor Relations
Management Listed Companies” at the 2018 “Golden Hong Kong Stocks Awards”
REBERE2018 [ @8R TFBEDF [RABBETMTRAR M [ HEREEBEEE LT AR ] MIEASR
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FINANCIAL REVIEW
Revenue

For the year ended 31 December 2018, the Group’s revenue was
approximately RMB25,931.9 million, representing an increase of
approximately 15.9% or approximately RMB3,565.6 million compared
to that of last year. The increase in revenue was mainly benefited from
the Group’s better development in the industry of smartphone related
businesses and vehicle imaging field.

Revenue generated from the Optical Components business segment
increased by approximately RMB1,721.0 million to approximately
RMB6,022.8 million compared to that of last year. The increase in
revenue was mainly due to the sound development of handset lens
sets and vehicle lens sets businesses.

Revenue generated from the Optoelectronic Products business

segment increased by approximately RMB1,838.1 million to
approximately RMB19,609.2 million compared to that of last year.
The increase in revenue was mainly attributable to the increase in the

shipment volume of handset camera modules.

Revenue generated from the Optical Instruments business segment
increased by approximately RMB6.4 million to approximately
RMB299.9 million compared to that of last year. The increase in
revenue was mainly attributable to the increase in demand for optical
instruments in the market.
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Gross Profit and Margin

The gross profit of the Group for the year ended 31 December 2018
was approximately RMB4,913.1 million, which was approximately
2.3% higher compared to that of last year. The gross profit margin
was approximately 18.9% (2017: approximately 21.5%), which was
approximately 2.6 percentage points lower compared to that of last
year. The decrease in gross profit margin was mainly attributable to the
fact that the gross profit margin of handset camera modules business
decreased by approximately 4.7 percentage points compared to that
of last year, while the decline in gross profit margin of this business
was mainly due to:

(i) the utilisation rate of the new factory which remained in the
course of improvement in the year ended 31 December 2018;

(if) the increased material costs due to the depreciation of Renminbi
in the year ended 31 December 2018; and

(i) the handset camera modules business which was in the

process of the production line optimisation and the automation

level improvement, which hindered the production efficiency

and led to an increase in production costs.

The gross profit margins of Optical Components business segment,
Optoelectronic Products business segment and Optical Instruments
8.4% and 40.5%,
respectively (2017: approximately 44.0%, 13.1% and 43.2% respectively).

business segment were approximately 41.5%,

Selling and Distribution Expenses

The selling and distribution expenses of the Group for the year ended
31 December 2018 increased by approximately RMB4.8 million
compared to that of last year to approximately RMB209.9 million. It
accounted for approximately 0.8% of the Group’s revenue during the
year under review, compared to approximately 0.9% for last year. The
increase in absolute amount was primarily attributable to the increase
in the costs of selling, marketing and distribution personnel resulted
from the growth in sales activities.
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R&D Expenditure

The R&D expenditure of the Group for the year ended 31 December
2018 increased by approximately RMB194.2 million compared to
that of last year to approximately RMB1,362.3 million. It accounted
for approximately 5.3% of the Group’s revenue during the year under
review, compared to approximately 5.2% for last year. The increase
in overall R&D expenditure was attributable to the Group’s continuous
investment in R&D activities and business development. The R&D
expenditure was mainly used in the R&D of high-end handset lens sets
and handset camera modules, innovative optoelectronic products for
mobile terminals, vehicle lens sets and automotive camera modules,
infrared products, security surveillance systems products, mid- to
high-end optical instruments, intelligent equipment for testing and the
upgrade of existing product categories.

Administrative Expenses

The administrative expenses of the Group for the year ended 31
December 2018 increased by approximately RMB45.0 million
compared to that of last year to approximately RMB433.9 million. It
accounted for approximately 1.7% of the Group’s revenue during the
year under review, which was same compared to that of last year. The
increase in absolute amount was mainly attributable to the increase
in the headcount and remuneration of administrative staff, the grant
of restricted shares and the corresponding increase in relevant fringe
benefits.

Income Tax Expense

The income tax expense of the Group for the year ended 31 December
2018 decreased by approximately RMB65.6 million compared to
that of last year to approximately RMB338.6 million. The decrease in
income tax expense was mainly attributable to the increasing pre-tax
deduction ratio of R&D expenses. The Group’s actual effective tax rate
was approximately 11.9% during the year under review, compared to
approximately 12.2% for last year.
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The tax rates applicable to the Group’s subsidiaries in the PRC are TR R AEBEZHEBEARNEHARER
shown as follows:

Name of Subsidiaries Type of Subsidiaries 2017 2018 2019
G PRt Gl PG k] “F-+tF| —2-N\F| ZFT-AF
(Expected) (Expected)
(FEH) (FEH)
“*Zhejiang Sunny Optics Co., Ltd. Limited liability company
(“Sunny Zhejiang Optics”) (Taiwan, Hong Kong
I FHEBR AT or Macau joint venture)
(IB#FHIHE]) BREMELRA
(BBRAE) 15.0% 15.0% 15.0% 15.0%
* Ningbo Sunny Instruments Co., Ltd. Limited liability company
(“Sunny Instruments”) (Taiwan, Hong Kong
CTERETFRERRAA or Macau joint venture)
([FER]) BREFERA
(RBRAE) 15.0% 15.0% 15.0% 15.0%
** Sunny Optics (Zhongshan) Co., Ltd. Limited liability company
(“Sunny Zhongshan Optics”) (Taiwan, Hong Kong
“ERFHE (RIL) BRAR or Macau and
(IB#FHILKE]) domestic joint venture)
BREMELRA
(BBRERANEE) 15.0% 15.0% 15.0% 15.0%
“* Ningbo Sunny Opotech Co., Ltd. Limited liability company
(“Sunny Opotech”) (Taiwan, Hong Kong
CEREEFAEBEEBRAA or Macau and
(IRFXE]) domestic joint venture)
BREFAT
(BBRERANEE) 15.0% 15.0% 15.0% 15.0%

** Ningbo Sunny Infrared Technologies Limited liability company

Co., Ltd. (investment by foreign
(“Sunny Infrared Optics”) investment company)
TR RFAIMEIM AR A BREMELA

(I=FAHNKE]) OINERELEKE) 15.0% 15.0% 15.0% 15.0%
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Type of Subsidiaries
)= PNk Eid]

2017

ZFF

2018
—B-N\F

2019

—T-NF

#* Shanghai Sunny Hengping Scientific

Instrument Co., Ltd.

(“Sunny Hengping Instrument”)
= LERFEIMEERARLA

([BFETER])

** Ningbo Sunny Automotive Optech
Co., Ltd.
(“Sunny Automotive Optech”)
“ERRFEMHBRAERAT
([BHFPEHLE])

#Sifang Technology (Hangzhou)
Co., Ltd.
(“Sifang Technology”)
*RARE (M) BRAR
(TBA8HE])

“*Xinyang Sunny Optics Co., Ltd.
(“Sunny Xinyang Optics”)

~EBRFRBARAF
((RFEBXE])

Shanghai Sunny Yangming Precision
Optics Co., Ltd.
(“Sunny Shanghai Optics”)
FERFERABENERR AT
(IRFLEXE])

Ningbo Sunny Intelligent Technology
Co., Ltd.
(“Sunny Intelligent Technology”)
ERFEFEENMEERAA
((RFERNR])

Limited liability company
(domestic joint venture)

BREERR (ANEE)

Limited liability company
(legal person sole
investment by foreign
investment company)

BREFAT (S ERE
TEEANEBE)

Limited liability company
(legal person sole
investment)

BREMELR CEABE)

Limited liability company
(investment by foreign
investment company)

EREAEAT
OMERERERE)

Limited liability company
(legal person sole
investment by foreign
investment company)

BREELDR (I ERE
EEABE)

Limited liability company
(legal person
sole investment)

BREAERR CEABE)

156.0%

15.0%

25.0%

25.0%

25.0%

25.0%

N/A
TER

15.0%

N/A

TEA

15.0%

25.0%

25.0%

(Expected)
(FEH)

N/A
TEA

15.0%

N/A

TE

15.0%

25.0%

25.0%

(Expected)
(T8H3)

N/A
TE

15.0%

N/A

TER

15.0%

25.0%

25.0%
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Name of Subsidiaries

i) PR

2017
—E—+F

Type of Subsidiaries
B A R E R

2018 2019
“E-N\E| ZT—NF

Sunny Group Co., Ltd.
(“Sunny Group”)

RFEERRRA
([RF&EE])

- Zhejiang Sunny Optical Intelligence
Technology Co., Ltd.
(“Sunny Optical Intelligence”)
AL TRENERMAR AR
([BRFEREXE])

# Qingdao Sunny Hengping Instrument
Co., Ltd.
(“Sunny Hengping
Instrument (Qingdao)”)
"EERFETREERLA
((RFETERE (BB)))

Sunny Optics (Zhejiang) Research
Institute Co., Ltd.
(“Sunny Research Institute”)
BRFRE ONL) HELRARATF
([BFHER])

Yuyao Sunny Optical Intelligence
Technology Co., Ltd.
(“Sunny Optical Intelligence Yuyao”)
BT RN BRMER AT
(IRFERXE (8%)])

‘Ningbo Mei Shan Bao Shui Gang Qu
Sunxin Investment Partnership
(Limited Partnership)

( “Ningbo Sunxin”)

'ERELRTERREBREEEAY
% (BEREE)

([ER%#E])

Limited liability company
(legal person sole
investment by foreign
investment company)

BREERA GIERE
CRENEE) 25.0%

Limited liability company

BREMERDT

0%

Other limited liability
company
HitBREERR]

25.0%

Limited liability company
(legal person sole
investment)
BREMERR CEABE)
25.0%

Limited liability company
(legal person sole
investment)
BREFLNR CEABE)
25.0%

Limited partnership
company

BRABLE

N/A
TER

(Expected)

(FEH)

25.0% 25.0%
0% 12.5%
N/A N/A
@A ki
25.0% 25.0%
25.0% 25.0%
N/A N/A
FEA NiE A

(Expected)
(FHR)

25.0%

12.5%

N/A
TEA

25.0%

25.0%

N/A
TER
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2017
—E—+F

Type of Subsidiaries
)= PNk Eid]

BEEN WD

Ningbo Mei Shan Bao Shui Gang Qu
Sunyi Investment Co., Ltd.
(“Ningbo Sunyi”)

BERBLRHERZBREE
([ERR2])

Yuyao City Sunny Huitong Microcredit
Co., Ltd.
(“Sunny Huitong”)

Sk FER NEERERAF
(IRFER])

BAERAT

Limited liability company
BREMELRA

25.0%
Limited liability company
(legal person sole
investment)
BREMERAE CEABE)
25.0%

Companies recognised as Hi-Tech Enterprises prior to the balance  *

sheet date.

The Hi-Tech Enterprise Certification of the companies will expire on 31 +
December 2019 or 31 December 2020.

These companies were disposed/deregistered during the year. #

The partners of the Company shall be responsible for the income tax

because it is a limited partnership company.

The Company was recognized as a Software Company prior to the -

balance sheet date, and entitled preferential policies of exemption from

enterprise income tax for the first two years and reduction half for the

subsequent three years.

2018 2019
—E-N\F —NF
(Expected) (Expected)
(F8H) (F88)
25.0% 25.0% 25.0%
25.0% 25.0% 25.0%

EREIRM DR -

ZERAN AR EE EHH—;E’\_?—Hi
TZA=+—BAH—_ZE_TF+_A=+—
& o

ZENRERNFEREITHE T -

ZRFRARERE
B -

©XE - AAEBABITAREM

ZATNEEARTIRRE R R
EPEHME =R EBERE -
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Profit for the Year and Net Profit Margin

The profit for the year of the Group for the year ended 31 December
2018 decreased by approximately RMB401.4 million compared to that
of last year to approximately RMB2,512.7 million. The decreased in
net profit was mainly attributable to:

1) the depreciation of Renminbi in the year ended 31 December
2018 which caused a net foreign exchange loss amounting to
approximately RMB377.5 million, in which an unrealised foreign
exchange loss amounting to approximately RMB272.9million
was caused by the USD600.0 million bonds issued by the
Company on 23 January 2018 and related accrued interest
payable, which was a non-cash item; and

2) The gross profit margin of the Group for the year ended 31
December 2018 was approximately 2.6 percentage points
lower compared to the gross profit margin for the year ended
31 December 2017.

The net profit margin was approximately 9.7% compared to
approximately 13.0% for last year.

FERENE RN =R

HE-_Z-N\F+_A=Z+—BILEFEE &%
B 1) F S m B A F R A 4 AR 401,400,000
TCc EEH AREE2,512,700,0007T © F I 69
LEERAR

1) AREBREEZEZE_Z-—N\F+-_A=+—
AHIEFERE SRIHNEBEFEHA
R #377,500,0007T - H /& & I8 50 &
BB 4 A K 272,900,000 2 R A
RARZE-—NF-—RAZ+=H%1TZ
600,000,000 Tt & % A & H BB A9 TE 1R
FER RS FTIER - EAFHRELSER &

2) AEEEZ2-_Z—N\F+=-_A=+—HIt
FEZEMNERHEE-_ZE—+F+-A
—t+—HUEFEZEMETREL26HE

DE o

FEMEANL.7% » EFLI13.0% °



RTHRBRE (M) BRAF ¢ 2018 Fik 31

Management Discussion and Analysis

Profit for the Year Attributable to Owners of the
Company

The profit for the year attributable to owners of the Company for
the year ended 31 December 2018 decreased by approximately
RMB410.7 million compared to that of last year to approximately
RMB2,490.9 million.

Final Dividends
For the year ended 31 December 2018, the dividends proposed by
the Board was approximately RMBO0.568 (equivalent to HK$0.662)

per share, with payout ratio of approximately 25.0% of the profit
attributable to owners of the Company for the year.

LIQUIDITY AND FINANCIAL RESOURCES
Cash Flows

The table below summarises the Group’s cash flows for the years
ended 31 December 2018 and 31 December 2017:

Net cash from operating activities & & E &) FTSIE & 558
Net cash used in investing activities & & EEN AT IR & 558
Net cash from financing activities Bt & EEN A58 & F5E

The Group derives its working capital mainly from cash on hand and
net cash generated from operating activities. The Board expects
that the Group will rely on net cash from operating activities, bank
borrowings and debt financing in the short run to meet the demand
of working capital and other capital expenditure requirements. In the
long run, the Group will be mainly funded by net cash from operating
activities and, if necessary, by additional bank borrowings, debt
financing or equity financing. There were no material changes in
the funding and financial policy of the Group for the year ended 31
December 2018.

EEEN WD T

RN A RREAEFARER

BE_Z—)\F+_A=+—BI-FE  x2TK
B (5 F PR FI 8 & R A 49 A R 410,700,000
JC - EE X ARKE2,490,900,0007T ©

RERE

HE_Z—- \GE+_A=+—HIFEE EFe
ERIREFRY AREE0.5687T (FH5120.662/8
TT) BB B A EL ) 4 A AR N R AR B FE 4G R IR
R 4925.0% o

REBES K BRIR

ReERE

TR AEBREBEZE T N\F+_A=1—
HRZZE—tF+_A=+—HILFENRER

EME

For the year ended 31 December
BE+-A=1t—HLEE

2018 2017
—E-N\F —T—tfF
RMB million RMB million
ARBEETR ARBEEET
3,567.9 2,436.3
(5,499.3) (1,686.3)
2,956.8 12.2

AEEZEECTRRETRRE REL M
"R P EFSRHNAEERKBELLERE
BAEREFE  RITEERESFRENEN
ME AEBEXIZEURLLEIMBEZREF
BMARBIMRITRE - BFREIBERE (10
EFRE) MGEERE BE_Z—/\F+-A
=T —BHLEFE  ~EENES MU BRRILE
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The Group’s balance of cash and cash equivalents was approximately
RMB2,254.3 million as at 31 December 2018, representing an increase
of approximately RMB1,027.4 million compared to the balance of the
end of last year.

Operating Activities

Cash inflow from operating activities was mainly generated from
cash receipt from sales of the Group’s products. Cash outflow from
operating activities was mainly due to the purchases of raw materials,
staff costs, selling and distribution expenses, R&D expenditure and
administrative expenses. Net cash generated from operating activities
was approximately RMB3,567.9 million for the financial year of 2018
and net cash generated from operating activities was approximately
RMB2,436.3 million for the financial year of 2017. The increase in the
net cash generated from operating activities was mainly attributable
to the increase in trade and other payables and the decrease in trade
and other receivables and prepayment compared to those of last year.

The trade receivable turnover days (balance of trade receivables/
revenue x 365 days) decreased from approximately 73 days for the
financial year of 2017 to approximately 72 days for the financial year of
2018. There was no significant difference in trade receivable turnover
days in these two financial years.

The trade payable turnover days (balance of trade payables including
accrued purchases/cost of sales x 365 days) decreased from
approximately 94 days for the financial year of 2017 to approximately
88 days for the financial year of 2018. The credit terms on purchases
of goods granted by suppliers are up to 180 days. The decrease in the
trade payable turnover days was mainly due to the Group’s improved
control on the procurement of raw materials.

The inventory turnover days (balance of inventories/cost of sales x 365
days) decreased from approximately 54 days for the financial year of
2017 to approximately 53 days for the financial year of 2018. There
was no significant difference in inventory turnover days in these two
financial years.

AEER-ZZE—NF+A=+—HNEE &R
S EEE B HE Y ARE2254,300,0007T ¢
EFEFREIMNH AREEL,027,400,0007T °

RERE

KEEBMBREeERATEREANEEEMEE
BEWA - KEEHMARESREETEANES
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FIR & F O ARKS,567,900,0007C © 1 =F
—tFEHREENLELEBEESFHEIOA
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AX365R) - E—tFHBRFEHLH7IAR
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Investing Activities

The Group recorded a net cash used in investing activities of
approximately RMB5,499.3 million for the financial year of 2018, which
was mainly attributable to purchases and release of unlisted financial
products of approximately RMB46,832.6 million and approximately
RMB44,352.8 million during the year respectively, and the Group’s
capital expenditure amounting to approximately RMB2,617.4 million
during the year.

Financing Activities

The Group recorded a net cash from financing activities of
approximately RMB2,956.8 million for the financial year of 2018.
The cash inflow mainly came from proceeds from bond issuance
of approximately RMB3,832.1 million and new bank borrowings
raised of approximately RMB1,898.2 million. Major outflows were the
repayment of bank borrowings of approximately RMB1,810.4 million
and dividends paid to shareholders of approximately RMB725.1 million
declared last year.

Capital Expenditure

For the year ended 31 December 2018, the Group’s capital
expenditure amounted to approximately RMB2,617.4 million, which
was mainly used for the purchases of property, plant and equipment,
purchases of intangible assets, acquisition of land use right and other
tangible assets. All of the capital expenditure was financed by internal
resources, debt financing and bank borrowings.

CAPITAL STRUCTURE

Indebtedness

Bank borrowings

Bank borrowings of the Group as at 31 December 2018 amounted to
approximately RMB1,482.4 million (2017: approximately RMB1,347.9

million). No borrowings were secured by certain buildings and land of
the Group as at 31 December 2018 and 2017.

EEEN WD T
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Bank facilities

As at 31 December 2018, the Group had bank facilities of RMB2,613.0
million with Yuyao Branch of Agricultural Bank of China Limited,
RMB901.0 million with Yuyao Branch of Bank of China Limited,
RMB700.0 million with Ningbo Branch of The Export-Import Bank
of China, RMB600.0 million with Yuyao Branch of Ningbo Bank Co.,
Ltd., RMB200.0 million with Yuyao Branch of Bank of Communication
Co., Ltd., RMB80.0 million with Ningbo Branch of Huaxia Bank Co.,
Ltd., RMB50.0 million with Xinyang Pingzhong Street Branch of
Industrial and Commercial Bank of China Limited, RMB20.0 million
with Zhongshan Branch of China Construction Bank Co., Ltd.,
USD90.0 million with BNP Paribas Hong Kong Branch, USD30.0
million with BNP Paribas Shanghai Branch, USD60.0 million with Hong
Kong and Shanghai Banking Corporation Limited Hong Kong Branch,
USD30.0 million with Ningbo Branch of HSBC Bank (China) Co., Ltd.,
and USD50.0 million with Overseas-Chinese Banking Corporation
Limited Hong Kong Branch.

Debt securities

As at 31 December 2018, the Group have approximately RMB4,080.0
million of debt securities (2017: Nil).

On 16 January 2018, the Group issued the 600,000,000 USD bonds.
For details, please refer to Note 34 to the consolidated financial
statements.

The Group’s gearing ratio of approximately 24.3% refers to the ratio
of total borrowings to total capital (total capital is the sum of total
liabilities and shareholders’ equity), reflecting the Group’s stable
financial position.

Contingent liabilities

As at 31 December 2018, the Group did not have any material
contingent liabilities or guarantees.

RITRIE
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Financing and fiscal policies and objectives

The Group adopts prudent financing and fiscal policies. The Group will
seek bank borrowings and debt financing when its operating demand
grows, and will regularly review its bank lending and debt securities
to achieve a sound financial position.

PLEDGE OF ASSETS

The Group did not have any pledge or charge on assets as at
31 December 2018, except for the pledged bank deposits of
approximately RMB214.7 million. For details of the pledged bank
deposits, please refer to Note 28 to the consolidated financial
statements.

COMMITMENTS

As at 31 December 2018, the commitments for future minimum lease
payments under non-cancellable operating leases of the Group in
respect of premises amounted to approximately RMB155.2 million
(2017: approximately RMB143.7 million).

As at 31 December 2018, the capital expenditure of the Group in
respect of acquisition of property, plant and equipment contracted for
but not provided in the consolidated financial statements amounted
to approximately RMB880.9 million (2017: approximately RMB789.6
million).

As at 31 December 2018, the Group had no other capital commitments
save as disclosed above.

OFF-BALANCE SHEET TRANSACTIONS

As at 31 December 2018, the Group did not enter into any material
off-balance sheet transactions.
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PERFORMANCE OF INVESTMENTS
MADE AND FUTURE INVESTMENTS
PLAN

The Group’s investing activities primarily include the purchases
and release of unlisted financial products, placement and release
of pledged bank deposits, placement and withdrawal of short term
fixed deposits and purchases of property, plant and equipment. In
particular, such financial assets at fair value through profit or loss
include: debt investments, equity investments, fund investments
and unlisted financial products. Among them, the fund investment
is managed by relevant financial institutions, mainly investing in debt
securities linked to the performance of related senior debts while
unlisted financial products are managed by relevant banks in China,
mainly investing in certain financial assets such as bonds, trusts and
cash funds, and their investment incomes are determined based
on the performance of relevant government debt instruments and
treasury bills. During the year under review, such unlisted financial
products mainly involved unlisted financial products with Bank of
Ningbo Co., Ltd. and Agriculture Bank of China Limited of a maximum
of approximately RMB3,600.0 million and approximately RMB2,982.8
million, respectively. The source of funding for such investing activities
are primarily the idle self-owned funds of the Group.

For the year ended 31 December 2018, the Group’s investments
amounted to approximately RMB2,617.4 million, mainly involving in
the purchases of property, plant and equipment, as well as the initial
production settings for new products, acquisition of land use right,
intangible assets and the necessary equipment configurations for
new projects. These investments enhanced the Group’s R&D and
technological application capability and production efficiency, and thus
expanded the sources of revenue.

The Group adopts prudent financial policies, having its investment
projects mostly capital-protected with fixed income, so as to strive
for a stable and healthy financial position while improving returns. The
Group will consider to use financial instruments for hedging purposes
if necessary and will continue to fund its future investment from its
own financial resources.

Going forward, the Group intends to further invest to enhance its
competitiveness.
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QUANTITATIVE AND QUALITATIVE
DISCLOSURE ABOUT MARKET RISK

Interest Rate Risk

The Group is exposed to interest rate risks on its bank borrowings
for working capital and capital expenditures that are associated with
the expansion of the Group and for other uses. Upward fluctuations
in interest rates increase the costs of both existing and new debts.
For the year ended 31 December 2018, the effective interest rates for
variable-rate bank borrowings ranged approximately from 2.74% to
3.70% per annum.

Foreign Exchange Rate Fluctuation Risk

The Group exports a portion of its products to and purchases a
considerable amount of products from international markets where
transactions are denominated in USD or other foreign currencies.
Please refer to the information of the Group’s foreign currency
forward contracts and foreign currency options contracts at Note 29
to the notes to the consolidated financial statements. Except certain
investments which are in line with the Group’s business and which
are denominated in foreign currencies, the Group did not and has no
plan to make any foreign currency investment.

Credit Risk

The Group’s financial assets include derivative financial assets,
bank balances and cash, pledged bank deposits, short term fixed
deposits, financial assets at fair value through profit or loss, trade
and other receivables, amounts due from related parties, available-
for-sale investments, equity instruments that are included in other
comprehensive income at fair value and debt instruments measured
at amortised cost, which represent the Group’s maximum exposure
to credit risk in relation to financial assets.
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In order to minimise the credit risk in relation to trade receivables,
the management has delegated a team which is responsible for the
determination of credit limits, credit approvals and other monitoring
procedures to ensure that follow-up actions are taken to recover
overdue debts. The Group also has insurance policies in place relating
to trade receivables. In addition, the Group reviews the recoverable
amount of each individual trade debt at the end of each reporting
period to ensure that adequate impairment losses are made for
irrecoverable amounts. Therefore, the Directors consider that the
Group’s credit risk is significantly reduced. The amounts presented in
the consolidated statement of financial position are net of allowance
for bad and doubtful debts, estimated by the management based
on prior experience, their assessment of the current economic
environment and the discounted cash flows to be received in future.

The Group has no significant concentration of credit risk since its
trade receivables are dispersed to a large number of counterparties
and customers. The credit risk on liquidity is limited because a majority
of the counterparties are banks with high credit-ratings as rated by
international credit-rating agencies.

Cash Flow Interest Rate Risk

The Group’s cash flow interest rate risk relates primarily to variable
rates applicable to short term bank deposits. Therefore, any future
variations in interest rates will not have any significant impact on the
results of the Group.

Liquidity Risk

The Group manages liquidity risk by maintaining an adequate level of
cash and cash equivalents through continuously monitoring forecast
and actual cash flows and matching the maturity profiles of financial
assets and liabilities.
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EMPLOYEE AND REMUNERATION
POLICY

The Group had a total of 16,535 dedicated full-time employees as at
31 December 2018, including 8,583 management and administrative
staff, 7,285 production workers and 667 operation supporting staff.
The number of full-time employees decreased by approximately 42.1%
compared to 28,540 as at 31 December 2017. Such decrease was due
to the outsourcing of labour works of certain manufacturing positions,
in an effort to enhance management of production staff. Therefore,
the number of production workers decreased accordingly. In line with
the performance of the Group and individual employees, a competitive
remuneration package is offered to retain talents, including salaries,
medical insurance, discretionary bonuses, other fringe benefits as well
as mandatory provident fund scheme for employees in Hong Kong and
state-managed retirement benefit scheme for employees in the PRC.

The Group has also adopted the Restricted Share Award Scheme
(“Restricted Share Award Scheme”), for the purposes of providing
incentives and rewards to eligible participants to recognise their
contribution to the Group and to enhance their ownership spirits.
During the year ended 31 December 2018, an aggregate of 1,085,215
shares were granted to eligible participants in accordance with the
terms of the Restricted Share Award Scheme.

DIVIDENDS

The Directors proposed a payment from the distributable reserves
of the Company of a final dividend of approximately RMB0.568
(equivalent to HK$0.662) per share in respect of the year ended 31
December 2018 to the shareholders whose names appear on the
register of members of the Company at the close of business on 3
June 2019. The final dividends payable on 24 June 2019 is subject to
the approval of the shareholders of the Company at the forthcoming
annual general meeting (the “AGM”) to be held on 28 May 2019.
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DIVIDEND POLICY

The Directors consider sustainable returns to shareholders to be one
of the main objectives. The basic policy is to pay final dividends in
each financial year. Retained surplus is effectively used by the Board
to fund the future development of the Group.

The Directors currently intend to recommend a distribution to all the
shareholders in an amount representing approximately 20% to 30%
of the distributable net profit attributable to the equity holders of the
Company in respect of each financial year by way of dividends. The
recommendation for dividends is subject to the discretion of the Board.
The Board takes into account the following factors when considering
the declaration and payment of dividends:

° the Company’s cash position and available distributable
reserves;

° the Group’s general business condition;

° the Group’s financial results;

° the Group’s capital requirements;

o the interests of the shareholders;

° applicable laws and regulations and Articles; and

° any other factors which the Board may deem relevant.

Any dividend declared will be in Hong Kong dollars with respect to
Shares on a per share basis and the Company will pay such dividend
in Hong Kong dollars. No dividend shall be declared in excess of the
amount recommended by the Board. Any final dividend for a fiscal
year will be subject to approval by the shareholders.
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CLOSURE OF REGISTER OF MEMBERS

In order to determine the eligibility of shareholders to attend the AGM,
which is to be held on 28 May 2019, the register of members of the
Company will be closed from 23 May 2019 to 28 May 2019, both
days inclusive, during which no transfer of shares will be registered. All
transfer of shares accompanied by the relevant share certificates must
be lodged with the Company’s branch share registrar in Hong Kong,
Computershare Hong Kong Investor Services Limited at Shops 1712-
1716, 17" Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai,
Hong Kong for registration no later than 4:30 p.m. on 22 May 2019.

In order to determine the eligibility of shareholders to the dividends,
the register of members of the Company will be closed from 4 June
2019 to 11 June 2019, both days inclusive, during which no transfer
of shares will be registered. All transfer of shares accompanied by the
relevant share certificates must be lodged with the Company’s branch
share registrar in Hong Kong, Computershare Hong Kong Investor
Services Limited at Shops 1712-1716, 17" Floor, Hopewell Centre,
183 Queen’s Road East, Wan Chai, Hong Kong for registration no later
than 4:30 p.m. on 3 June 2019.

OUTLOOK AND FUTURE STRATEGIES

During the year under review, under the multiple pressures of the
global economic downturn, intensified market competition and the
escalation of Sino-US trade frictions, the leaders of the Group led all
employees to work together, face the difficulties and achieve more so
that the main businesses of the Group continued to develop steadily.
Looking into 2019, the macro-economic condition seems pessimistic
with unpredictable market trends, but the Group is confident about

its future operations.

In the view of the Directors, 2019 is still a year with both challenges
and opportunities. The Group’s management will closely monitor the
development in the markets and the industries, accelerate its business
transformation and upgrade, continue to implement its development
strategies and lead the Group to achieve a good result in 2019.
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Increase R&D investment and increase the added
value of products and services

In 2019, the Group’s research institute will continue to unite every
subsidiary to explore new markets, integrate new technologies,
develop new products (especially products combining hardware
and software) and develop new businesses. At the same time,
the institute will further cooperate with its subsidiaries to develop
key technical elements. These technical elements are important
for the Group to meet customer needs, increase product added
value and gain competitive advantage in the industry. In addition,
the Group needs not only increase investment in R&D, but also
strives to have clear objectives, strict organization, perfect system
for remarkable results.

Strengthen manufacturing capabilities and
increase manufacturing added value

The Group is currently in the process of transition from the
focus of manufacturing to R&D, and the added value generated
from manufacturing will still be an important protection of the
relatively strong growth in results for a long period of time.
Even if the transformation is completed, high-end manufacturing
is indispensable. Strengthening manufacturing capabilities is
an important guarantee for an enterprise to maintain industry
competitiveness. Therefore, the Group will continue in 2019:

e Optimize manufacturing management processes and
organizational architecture to further advance refined

management;

the
implementation of automated manufacturing and automated

e Innovative process technology to accelerate

inspection;

e Integrate Enterprise Resources Plan (“ERP”)

Manufacturing Execution System (“MES”) and manufacturing

system,

management processes to control the manufacturing process
timely and accurately;

Through continuous efforts in the above aspects, the Group
will further enhance the manufacturing vyield rate, improve
manufacturing efficiency, ensure product quality and enhance
manufacturing added value.

1-

N

MATEIRA - = FE B2 AR 5B A0
|

RIZE-N%F FAEERAERBEEHSS
MBAREBRIBHMG  BEMKM - 5
BHEM (FRHERBEMEENER)  BR
MEX - R - HRROASHE— PBa SH
BRRETRRRMEBROME - BLERM
ZRUAEERREPFXR - BREMMM
BErMESTEBRFEZEMESR - I K
SEEMNE ERENRRA - EENKER

AT ARMEY - BHTE  KREE -
MCRERSD  BAREKNE

AEE B AT EREN I RER R AT H A A E R
BIET - EHEE RO A b EEE LA
MEDEEFEERFIERNEZRE - A
ERTHKTEL  SinElE DI R
B o SRIEBUERR N R EERIBITEBRF IH
BEE2RE - At AEER T -NFH%

i

s BEBEEERIEMAMABER  #
—THEERALERE

o THTERN - MEEBHLEENEH
(LA

o EMXERE (TERP)) - REDESE
EBREHNTES (IMES]) BELEEIER
RS RE - BEEEREERE

BB FRETENFES N AEEKE
—HRARERBE  BRREERE - RE
EmmE - R ELENINE



HFEHXBRL (RE) BRAR ¢ 2018 Fik 43

Management Discussion and Analysis

3. Strengthen cost awareness, reduce operating

costs, and improve overall competitive strength

Even for high-tech products, the time for sale at a premium is
getting shorter and shorter, and the cost-effective is still the key
to determine the final result in the competition. Therefore, low cost
is always an important competitive edge for enterprises. Therefore,
the cost reduction must be carried out in every aspect of the
company’s operations, and is mainly reflected in the following
aspects:

1) The research and development of new products must consider
the cost of the products on the premise of meeting the needs
of the market and customers. Otherwise, the added value
of the technology will be offset by the high cost, thus losing
market competitiveness;

2) The development of new process technologies must be
carried out for improving manufacturing efficiency, improving
product quality and improving vyield rate;

3) The cost of raw materials, the purchase price of materials,
auxiliary materials, parts and other materials are directly
related to the cost of the product;

Therefore, the Group must further strengthen the supply chain
construction by continuing to optimize suppliers and supply
channels, enhancing the Company’s supply chain advantages. At
the same time, the Group must continue to improve the ability of
technical marketing and value marketing. Finally, the Group must
also further simplify the standard management process, improve
the management system and improve management efficiency.
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Strengthen team building and cultural
construction to provide important protection for
future sustainable development

The Group will continue to enhance the introduction of high-level
talents and enhance employment and reserve of fresh graduates
to build a talent cultivation system. It will feature a smoother
growth, more scientific mechanism and sounder management
through the talent cultivation mechanism to consolidate the talent
base of the Group continuously. At the same time, every staff
member must optimize and update their knowledge constantly,
enrich and supplement relevant knowledge through various
methods such as learning, training and practice. These will
timely supplement and update the knowledge system, effectively
enhance their knowledge reserves and work ability. Moreover, all
staff will take further opportunity of in-depth study of “Practice and
Exploration” to continue promoting the unified understanding of
“Prevention of Slackness and Keeping Motivation”. By exchanging,
understanding, implementing and executing the Company’s culture
at a deeper level, deficiencies which are often associated with
large enterprises such as organisational rigid and departmental
estrangement bred in enterprise development will be effectively
prevented and this can ensure the health and vitality of the Group.

In coming years, the Group will continue to enjoy benefit from the
broad development prospects of the optical and optoelectronic
industry. By actively utilising the Group’s leader advantages in the
industry as an optical expert, maintaining innovation and adhering
to enhancing its comprehensive competitive strength constantly
with its customer-oriented strategy led by technologies, the Group
will continue to provide the global top-tier hi-tech companies
with more high-quality products and services, thereby promoting
corporate growth and value enhancement to create more returns
for the shareholders continuously.
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BOARD OF DIRECTORS

During the year of 2018, the Board consisted of 7 Directors comprising
3 executive Directors, 1 non-executive Director and 3 independent
non-executive Directors. The information on the Directors is set forth
below.

DIRECTORS
Executive Directors

Mr. Ye Liaoning (33 %8), aged 53, is one of the founders of the
Group, and currently is an executive Director, the chairman of the
Board and the chairman of the Strategy and Development Committee
of the Company. He is responsible for formulating the Group’s
policies and making decisions. Mr. Ye joined Yuyao County Chengbei
Optical Instruments Factory in 1984 and became its deputy general
manager since 1995. Mr. Ye has obtained a qualification of senior
economist issued by the Personnel Bureau of Zhejiang in 2008. Senior
economist is a recognised qualification in the PRC and is normally
granted to a person who has passed necessary examinations and
has acquired substantial management experience. Mr. Ye obtained
a diploma from Zhejiang Radio & TV University in 1999. Mr. Ye has
been an executive Director since May 2007 and is currently a director
of various members of the Group. Mr. Ye was awarded the title of
“Outstanding Entrepreneurs” (B ™) and the title of “Zhejiang
Province Outstanding Builder of Socialism with Chinese characteristics
(Non-public Economic Person) (#/L& FERH S HEA TR ES
PEEETETHEEERZERE) in the “40" Anniversary of Reform and
Opening, Entrepreneurs of Time (2XEFM40E F LB M) by the
Ningbo City Government in November 2018.
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ESNSHREEE

Mr. Sun Yang (f£#), aged 46, currently is an executive Director and
the Chief Executive Officer of the Company. He is responsible for the
overall operation and management of the Group. Mr. Sun graduated
from Ningbo University in 1995 with a bachelor’s degree in economics.
He then obtained a master’s degree in economics from Shanghai
University of Finance and Economics in 2005. He joined Zhejiang
Sunny (Group) Joint Stock Company Limited, originally known as
Yuyao County Chengbei Optical Instruments Factory, as a chief officer
of its investment management centre in 2002. Mr. Sun has obtained
a qualification of senior economist issued by the Personnel Bureau of
Zhejiang in 2008 and awarded a qualification of chief senior economist
issued by Zhejiang Province Human Resources and Social Security
Department in December 2018. Currently, chief senior economist is
the highest economics professional and technical title in the PRC,
which is only granted to a person who has passed strict examinations
and has acquired substantial management experience with major
achievements. Mr. Sun has been an executive Director since May 2009
and is currently a director of various members of the Group.

Mr. Wang Wenjie (£37R), aged 51, currently is an executive Director
and standing vice president of the Company. He is responsible for the
strategic planning, information management and Research Institute
of the Group. Mr. Wang graduated from Zhejiang University with
a bachelor’s degree in engineering in 1989 and joined the Group
after his graduation. Mr. Wang obtained a qualification as a senior
economist in 2008 from the Personnel Bureau of Zhejiang. Senior
economist is a recognised qualification in the PRC and is normally
granted to a person who has passed necessary examinations and
has acquired substantial management experience. In 2012, he was
awarded the titles of “Outstanding Entrepreneur of Ningbo City”, “2012
Top 10 Yong Shang of Ningbo City” and “2012 National Outstanding
Young Entrepreneur of Electronic Engineering Industry”. He has been
an executive Director since December 2013. He was elected as the
vice chairman of the Chinese Optical Society in 2017, responsible for
advancing the development of optical industry in China.
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Non-executive Director

Mr. Wang Wenjian (£ X 2£), aged 71, former Chairman of the Board,
executive Director and Chief Executive Officer, is one of the founders
of the Group, and currently is a non-executive Director and the
Honorary Chairman of the Board. Mr. Wang joined the Yuyao County
Chengbei Optical Instruments Factory in 1984 as factory manager and
became its general manager since 1994 when it was transformed to
a joint stock limited liability company. Mr. Wang obtained the title of
“Outstanding Entrepreneur” from Ningbo Entrepreneurs Association
and Ningbo Enterprise Unite League in 2006 and was granted the
“Ningbo Excellent Entrepreneur Award” (285 T £ (b2 R 5 by the
Personnel Office under Ningbo Municipal Party Committee in 2015.
Mr. Wang was awarded the title of “Excellent Entrepreneurs (288
)" in the “40™ Anniversary of Reform and Opening, Entrepreneurs of
Time (4% M40/E FFF X B )" by the Ningbo City Government in
November 2018. Mr. Wang acted as the Honorary President of Yuyao
Charity Federation in 2003 and as a guest professor of the College of
Information Science and Engineering, Zhejiang University in 2005. He
obtained a qualification as a senior economist in 1996 from Ningbo
Municipal Government. Senior economist is a recognised qualification
in the PRC and is normally granted to a person who has passed
necessary examinations and has acquired substantial management
experience. Mr. Wang was redesignated as a non-executive Director
in March 2012.

Independent Non-executive Directors

Mr. Zhang Yuging (58 &), aged 71, is an independent non-executive
Director and the chairman of Audit Committee. Mr. Zhang has worked
in MBCloud (Shenzhen) Information Technology Co., Ltd. (R E Al ((F
) Z BEAMTA R A 7)) as finance-in-charge since May 2017.Mr. Zhang
worked in Shanghai Port Bureau as heads of the financial division as
well as the auditing division. He was also appointed as a director of
Shanghai Worldbest Industry Development Co., Ltd. from 2001 to
2003 and acted as its chief financial officer. Mr. Zhang graduated
from Shanghai Maritime University in 1982 with a bachelor’s degree in
economics and is a senior accountant and a non-practicing member of
the Chinese Institute of Certified Public Accountants. He has been an
independent non-executive Director of the Company since May 2007.
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Mr. Feng Hua Jun (5% %), aged 55, is an independent non-executive
Director and the chairman of Nomination Committee. Mr. Feng has
been teaching in the Zhejiang University since August 1986 and been
promoted to his current positions of professor and doctoral supervisor
in July 1998, mainly responsible for works involving teaching and
scientific research. He has been the director for the Institute of Optical
Imaging Engineering of Zhejiang University (4771 A 22 ¢ Bk & T2 7%
FIT) since June 2015, prior to which he was the director for the Institute
of Optical Engineering and the head of Department of Optoelectronic
Information Engineering of Zhejiang University. Mr. Feng obtained a
bachelor’s degree in July 1983 from Zhejiang University in optical
instrument engineering, and also obtained a master’s degree in July
1986 in optical instrument engineering from the same university. Mr.
Feng has currently been an independent non-executive Director of
Phenix Optical Company Limited, the issued shares of which are
listed on the Shanghai Stock Exchange (stock code: 600071), since
August 2015 and an independent non-executive Director of Hangzhou
Everfine Photo-E-Info Co., Ltd. (stock code: 300306) since May 2016.
He has been an independent Non-executive Director of the Company
since April 2016.

Mr. Shao Yang Dong (BFMIPER), aged 49, is an independent non-executive
Director and the chairman of Remuneration Committee. Mr. Shao
currently is the general partner of Yuantai Investment Partners
Evergreen Fund, L.P. Mr. Shao was a director of each of Sunny
Zhejiang Optics and Sunny Instruments from May 2005 to September
2010, Sunny Zhongshan from October 2005 to September 2010,
Sunny Opotech from November 2005 to September 2010 and
Sunny Infrared Optics from March 2006 to September 2010. Mr.
Shao was a general partner of Chengwei Ventures Evergreen Fund,
L.P. and previously worked as a financial analyst at the investment
banking division of Salomon Brothers Inc. Mr. Shao obtained a
bachelor’s degree in economics (Magna Cum Laude) in May 1993
from Columbia University. Mr. Shao also attended the Graduate School
of Business at Stanford University and earned a master’s degree in
business administration in June 2000. He has been an independent
non-executive Director of the Company since April 2016.
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SENIOR MANAGEMENT

Mr. Dong Kewu (ER &), aged 50, is the Vice President of the
Company. He is responsible for human resource management of the
Group. Mr. Dong graduated from Fudan University in 2004 with a
master’s degree in business administration and from Xidian University
in 1990 with a bachelor’s degree in computer and application. Before
joining the Company in February 2012, Mr. Dong worked as a partner
and consulting director in a renowned consulting firm. Mr. Dong
also obtained qualifications of economist and engineer issued by
the Ministry of Personnel of the PRC and the Planning Committee of
Shandong Province.

Mr. Ma Jianfeng (55 #1£&), aged 46, is the Vice President and Joint
Company Secretary of the Company. Mr. Ma graduated from Xiamen
University in July 1995 with a bachelor’s degree in economics. Mr.
Ma is a certified public accountant of the Chinese Institute of Certified
Public Accountants and is a qualified senior accountant in the PRC.
Prior to joining the Group in December 2010, Mr. Ma served as a chief
financial officer for Ningbo Bird Co., Ltd.

Mr. Zhang Guoxian (3K B1E), aged 53, is the assistant of the President
of the Company. Mr. Zhang graduated from Yuyao Huancheng School
in 1983 and joined the Group since his graduation. Mr. Zhang attended
the seminar of EMBA in Zhejiang University from July 2004 to July
2005 and obtained the relevant completion certificate. Prior to being
appointed as the assistant of the President, Mr. Zhang held positions
including deputy general manager, standing deputy general manager
and general manager of Sunny Zhejiang Optics.

Ms. Wong Pui Ling (&1f}%), aged 37, is the Joint Company Secretary,
investor relations director, authorised representative and agent of the
Company. Ms. Wong is primarily responsible for company secretarial
matters and investor relations’ matters. Ms. Wong joined the Group
in July 2007. Ms. Wong has more than 10 years of experience in
financial reporting, accounting, auditing and investor relations. Ms.
Wong is a qualified accountant and is a member of the Association
of Chartered Certified Accountants and the Hong Kong Institute of
Certified Public Accountants. Ms. Wong holds a bachelor’s degree
in business administration from the Chinese University of Hong Kong
and a postgraduate diploma in finance and law from the University of
Hong Kong.
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Mr. Wu Jun (Rf£), aged 53, is a general manager of Sunny Zhejiang
Optics and the general manager of Sunny Shanghai Optics. He is
responsible for the daily administration of Sunny Zhejiang Optics and
Sunny Shanghai Optics. Mr. Wu graduated with a bachelor’s degree
in optical instruments from Shanghai Institute of Mechanism in 1986.
He later obtained a qualification as a senior engineer in 1999 from
the Personnel Bureau of Zhejiang. Prior to joining the Group in March
1997, Mr. Wu worked in Jiangxi Optics Instrument General Factory for
10 years as research officer and chief of quality control.

Mr. Zhang Zhiping (58 #%&¥), aged 50, is a general manager of Sunny
Zhongshan Optics. He is responsible for the daily administration of
Sunny Zhongshan Optics. Mr. Zhang graduated from Hunan Radio
and Television University in 1992. Prior to joining the Group in April
2006, Mr. Zhang acted as the deputy factory manager in Sintai Optical
(Shenzhen) Co., Ltd.

Mr. Chen Huiguang (FRE ), aged 55, is a general manager of
Sunny Infrared Optics. He is responsible for the daily administration
of Sunny Infrared Optics. Mr. Chen obtained a bachelor’s degree in
optical instruments from Zhejiang University in 1983. He also obtained
a master’s degree in engineering from Zhejiang University in 1992.
Prior to joining the Group in January 1999, Mr. Chen worked in
Xintian Precision and Optical Instrument Company Limited. He has
been a member of the optical coatings committee of the Chinese
Optical Society since 1992 and has been a member of the optical
material committee of the Chinese Optical Society since 2009. In
2015, he was granted the title of “Elite offing City — Award for Expert
with Outstanding Contribution to Ningbo City” by Ningbo Municipal
Party Committee, and was appointed as a standing director of
Chinese Society for Optical Engineering. Mr. Chen was awarded the
qualification for senior engineer of professor level in 2016. At the same
time, Mr. Chen was entitled to the special government allowance of the
State Council in 2016. Mr. Chen was awarded the title of 2013-2017
Yuyao Top 10 Technological Researchers in December 2017.
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Mr. Guo Jingchao (#85 %), aged 56, is a general manager of Sunny
Xinyang Optics. He is responsible for the daily administration of
Sunny Xinyang Optics. Mr. Guo obtained a bachelor’s degree from
Changchun University of Science and Technology in 1986, and a
master’s degree in engineering management from Nanjing University of
Science and Technology in 2002. Prior to joining the Group in February
2001, Mr. Guo worked in Henan Costar Group Co., Ltd.. He served as
a deputy general manager in both Henan Costar Group Co., Ltd. and
Lida Optical and Electronic Co., Ltd.. In 1997, Mr. Guo was accredited
as a senior engineer by China North Industries Group Corporation.

Mr. Qiu Wenwei (EX (&), aged 42, is a general manager of Sunny
Automotive Optech. He is responsible for the daily administration of
Sunny Automotive Optech. Mr. Qiu joined the Group in November
1997. He engaged in activities relating to R&D from 1997 to 2007 and
served as the head of R&D department in 2006. Mr. Qiu served as the
head of vehicle lens sets business segment in 2008, responsible for
preparing for setting up vehicle lens sets business segment and as
the general manager of Sunny Automotive Optech in 2012. Mr. Qiu
obtained a master’'s degree in optical engineering from Changchun
University of Science and Technology in July 2014.

Mr. Wang Zhongwei (T 1), aged 41, is a general manager of Sunny
Opotech and Sunny Optical Intelligence. He is responsible for the
daily administration of Sunny Optech and Sunny Optical Intelligence.
Mr. Wang obtained a master’'s degree in optical engineering from
Changchun University of Science and Technology in 2010. He joined
the Group in September 2001 and served as the general manager
of Sunny Opotech in 2014. He held positions including manager
of marketing department and deputy general manager of Sunny
Opotech. Mr. Wang was awarded the titles of “National Electronic
Information Industry — Influential People” by China Electronics
Enterprises Association and “2016 Top 10 Yong Shang of Ningbo
City” in 2016. Mr. Wang served as the vice-president of the Institute
of Yongshang Development (B ZEFRE) since April 2017 and
as the vice-president of Ningbo Science & Technology Innovation
Association since May 2017.
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Mr. Lou Guojun (B2EE), aged 54, is a general manager of Sunny
Instruments. He is responsible for the daily administration of Sunny
Instruments. Mr. Lou obtained a diploma in business enterprise
operation management from Zhejiang Radio & TV University in 1999.
Mr. Lou obtained a qualification of senior economist issued by
the Personnel Bureau of Zhejiang in 2008. Senior economist is a
recognised qualification in the PRC and is normally granted to a person
who has passed necessary examinations and has acquired substantial

management experience. Mr. Lou joined the Group in June 1984.

Mr. Weng Jiuxing (8 /1.2), aged 48, is a general manager of Sunny
Intelligent Technology. He is responsible for the daily administration
of Sunny Intelligent Technology. Mr. Weng graduated from Zhejiang
Normal University in 1995 and obtained a postgraduate diploma
in digital strategy and business transformation from the University
of Hong Kong in 2013. Mr. Weng joined Yuyao County Chengbei
Optical Instruments Factory in July 1995 and served various positions,
including workshop supervisor, deputy head of corporate governance
department, deputy head of manufacturing department and head of
quality assurance department. Prior to his appointment as the general
manager of Sunny Intelligent Technology in July 2015, Mr. Weng
served as the director of information centre of the Company.

BEELAE 545 ARTES[AKE BE
BEEAFEHESNAECEEEEH BLER
—NMANFRFTERERARENEEELEL
“M@Xﬁ BEER_ZZNFEMNIEAS
FEERSREEMER o @ RKER AT BHR
AT B AR - *&&%Lﬂbﬁ%@&ﬁﬁ%EE
EEHEAL - BEER— N NAWENAIARE
.

SNESLAE 485 REFERMRELKE &
ERTFERENBNBEEEEEER - §ALER
—NMNAFEENNIMBELRE  XRZT—=
FRESAEARBEEHBEDZEERRFRXEN
B FEAR—NNAFE A MALY L
HEERH  BFEERET CEFIHE &

EHEESE MR RERE AT —RF
T AEERTEEMREEIE A - SEECHE

KA R

=
FRLARES o



HFEHXBRL (RE) BRAR ¢ 2018 Fik 53

Corporate Governance Report

The Directors recognise the importance of incorporating good
corporate governance in the management structures and internal
control procedures of the Group so as to promote effective
accountability and deliver maximum benefits to the shareholders.

CORPORATE GOVERNANCE PRACTICES

Throughout the year ended 31 December 2018, the Company
complied with all of the code provisions of and adopted most of the
recommended best practices of the Corporate Governance Code (the
“Corporate Governance Code”, applicable to financial reports for
the periods subsequent to 1 April 2012) contained in Appendix 14 to
the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited (the “Listing Rules”). Corporate governance
structure and practices of the Company are summarised as follows.

THE BOARD
Board Functions

Being accountable to the shareholders, the Board is responsible for
facilitating the further development of the Company’s business by directing
and guiding the business and operational developments and operations of
the Company in a responsible and effective manner. Board members have
a duty to act in good faith, with due diligence and care and in the best
interests of the Company and the shareholders as a whole.

While the management of business operations is supervised by
the executive Directors and delegated to the qualified members of
management, the decisions which are to be taken by the Board include:

Setting the Company’s missions and values;
Formulating strategic directions of the Company;
Reviewing and guiding corporate strategies;

PN

Setting performance objectives and monitoring implementation

and corporate performance;

5. Monitoring and managing potential conflicts of interest between
the management and Board members;

6. Ensuring the integrity of the Company’s accounting and financial
reporting systems, including the independent audit, and those
appropriate systems of control are in place, in particular, systems for
monitoring risk, financial control, and compliance with the law; and

7. Performing the corporate governance function, being responsible

for the Company’s policies and practices on corporate governance

and reviewing the corporate governance report.
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TEERRE

Board Composition

The Board should have a balance of skills and experience appropriate
for the business of the issuer to ensure that the changes to its
composition can be managed without undue disruption. The Company
is committed to the view that the Board should maintain a balanced
composition of executive and non-executive Directors (including
independent non-executive Directors) so that the Board has a strong
independence which steered the judgment of the Board to be made
independently and objectively. The Board currently comprises 7
Directors, including:
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Executive Directors /TEZE
Mr. Ye Liaoning

Mr. Sun Yang
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Mr. Wang Wenijie
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Mr. Wang Wenjian
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Independent non-executive Directors BV ¥ H1TEE
Mr. Zhang Yuging
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Each of the executive, non-executive, and independent non-executive
Directors has entered into a continuous service contract with the
Company. The Company is committed to the view that the independent
non-executive Directors should be of sufficient calibre and number to
warrant that their views are acknowledged. Biographical details of
the independent non-executive Directors are set out in the section
“Directors and Senior Management” in this Annual Report, and are free
from any business or other relationships with the Group which could
interfere in any material manner with the exercise of their independent
judgment. The composition of the Board as at the date of this Annual
Report is set out in the section “Directors and Senior Management” in
this Annual Report. None of the Directors has any financial, business,
family relationships or relationships in other material aspects with each
other. Each of independent non-executive Directors has given a written
confirmation to the Company confirming that he has met the criteria
set out in Rule 3.13 of the Listing Rules regarding the guidelines for the
assessment of independence of Directors respectively. The Company
believes that the all independent non-executive Directors have been
complied with the relevant guidelines as stipulated in such rule and
are still considered as independent.

Appointment, Re-election and Removal

The Company has implemented a set of formal, prudent and
transparent procedures for the appointment of new Directors to the
Board. The Company has also put in place plans for orderly succession
of the Board. All Directors are subject to re-election between regular
intervals in accordance with the Articles of Association. The Board
must explain the reasons for the resignation, re-designation or removal
of any Director.
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Responsibilities of Directors

Every Director is aware that he should devote sufficient time and
attention to the affairs of the Company.

The Directors are kept informed from time to time on the latest
development of any changes to the regulatory requirements and the
progress of compliance with applicable rules and regulations by the
Company. The Directors of the Company are also updated from time
to time on the latest business development and operation plans of
the Company.

In compliance with code provision A.6.5 of Corporate Governance
Code, the Company arranges for, and provide fund for, all the Directors
to participate in continuous professional development organised in the
form of in-house training, seminars or other appropriate courses to
keep them refresh of their knowledge, skill and understanding of the
Group and its business or to update their skills and knowledge on
the latest development or changes in the relevant statutes, the Listing
Rules and Corporate Governance Code and corporate governance
practices. Newly appointed Director would receive an induction training
covering the statutory regulatory obligations of a director of a listed
company. Circulars or guidance notes are issued to Directors and
senior management of the Company, where appropriate, to ensure
the awareness of best Corporate Governance Code and corporate
governance practices.

The Directors acknowledge the need to continue to develop and
refresh their knowledge and skills for making contributions to the
Company. During the year of 2018, they received a total of over 210
hours of trainings, including internally-facilitated sessions as well as
external seminars/programmes on topics relevant to their duties as
Directors.
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To summarise, the Directors have received the below trainings to @BMEr  EEREANDEZUTEY - LNk

enhance their skills and knowledge during the year:

Executive Directors BITES

Mr. Ye Liaoning BEER=ESAE

Mr. Sun Yang Hkd

Mr. Wang Wenijie FXAREAE
Non-executive Director FHITES

Mr. Wang Wenijian FXELRE
Independent non-executive Directors B E#TEE
Mr. Zhang Yuging RRE LA

Mr. Feng Hua Jun HER A

Mr. Shao Yang Dong BRAPER S A

Regarding the Listing Rules’ requirement for Directors to obtain
a general understanding of an issuer’s business and to follow up
anything that comes to their attention, it is considered that the current
arrangements for keeping the Board informed of the Company’s
business performance through regular presentations and/or reports by
management at Board meetings, providing directors with complete,
sufficient and adequate information, and providing the Board with
timely reports on urgent key events at ad hoc Board meetings are
effective, and have satisfied the requirements. To improve on the
existing practice, a monthly management report, covering key business
issues and the financial performance of the Company, has been
made available to Directors on a monthly basis throughout the year.
Director can contact the management of the Company individually
and independently.
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Chairman and Chief Executive Officer

Mr. Ye Liaoning, being the Chairman of the Board, directs the strategic
growth and development of the Group, with responsibility for reviewing
implementation of communication with the media and external parties.
Mr. Sun Yang, being the Chief Executive Officer of the Company, is
responsible for overseeing the day-to-day operations of the Group
and the implementation of the Board’s policies and decision, including
execution and implementation of annual business plan and investment
plan. This segregation of the roles of the Chairman and the Chief
Executive Officer of the Company aligns with the requirement under
the code provision A. 2.1 of the Corporate Governance Code.

There are 3 independent non-executive Directors in the Board, all
of whom possess level of adequate independence and therefore the
Board considers that the current structure will not impair the balance
of power and authority between the Board and the management of
business of the Group.

THE ATTENDANCE OF MEETINGS OF
THE BOARD

Regular meetings of the Board were held. During the year, the Board
convened 9 meetings having considered the business developments
and the needs of the Company. In addition, special meetings of the
Board would be held when necessary. Details of each of the Director’s
attendance record in full meetings of the Board are as follows:
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Name of Director

TEERRE

Full Meeting of
the Board of Directors
No. of Attendance by

Directors (Note)/
No. of Meetings
EESsrHeR

EEpng EEHERE (M), SERH
Mr. Wang Wenijian (Honorary Chairman) FXELRE (EEFE) 9/9
Mr. Ye Liaoning (Chairman) EREEE (FE) 9/9
Mr. Sun Yang RrE A 9/9
Mr. Wang Wenijie FXREE 9/9
Mr. Zhang Yuging SRRESTE 9/9
Mr. Feng Hua Jun IHER LA 9/9
Mr. Shao Yang Dong BRPER S A 8/9

Note: The meetings were attended by the Directors themselves, and not by

an alternate.

Directors are consulted to include matters in the agenda for regular
Board meetings. Dates of regular Board meetings are scheduled at
least 14 days in advance to provide sufficient notice to all Directors,
ensuring that they are given an opportunity to attend. For all other
Board meetings, reasonable notice will be given. Minutes of all Board
meetings and meetings of committees are kept by the Company
Secretary. Drafts and final versions of minutes are sent to all Directors
for their comments and record respectively, in both cases within a
reasonable time after the meeting.

During the year of 2018, as part of the commitment to best practices,
all Directors attended electronic correspondences in respect of certain
business development of the Group. Such arrangement ensured fast
and timely provision of information to Directors, to supplement the
formal Board meetings.
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BOARD COMMITTEES

The Board has established and delegated authorities and
responsibilities to four specific committees with written terms of
reference to assist the Board to perform its functions effectively,
namely the Audit Committee, Remuneration Committee, Nomination
Committee and Strategy and Development Committee. The terms of
reference for Board committees have been published on the Group’s
website and the Stock Exchange’s website for shareholders to review.

NOMINATION COMMITTEE

The Company has established a Nomination Committee with
written terms of reference. The Nomination Committee comprises 3
members, namely Mr. Feng Hua Jun and Mr. Shao Yang Dong (both
are independent non-executive Directors) and Mr. Wang Wenjian
(non-executive Director).

The principal roles and functions performed by the Nomination
Committee during the year include:

a) Reviewing the structure, size, composition and diversity of the
Board to complement the Company’s corporate strategy and
making recommendations to the Board regarding any proposed
changes;

b) Identifying individuals suitably qualified to become Board members
and selecting or making recommendations to the Board on the
selection of individuals nominated for directorship according to
the stipulated nomination procedures;

c) Assessing the independence of independent non-executive
Directors according to the requirements under the Listing Rules;
and

d) Making recommendations to the Board on relevant matters related
to the appointment or re-appointment of Directors and succession
plan for Directors.
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Meeting of the Nomination Committee is held at least once a year.
2 meetings were held in 2018. The attendance of each Director at
Nomination Committee meetings is as follows:

Name of Director

EEHE

Mr. Feng Hua Jun (Chairman) ISEESE (F/E)
Mr. Wang Wenjian FXESRE
Mr. Shao Yang Dong BRANER LA

Note: The meeting was attended by the Directors themselves, and not by an

alternate.
NOMINATION POLICY

The Board has adopted the following policy for the nomination of
directors (the “Nomination Policy”).

Selection Criteria

In determining the suitability of a candidate, the Nomination Committee
and the Board shall consider the potential contributions a candidate
can bring to the Board in terms of qualifications, skills, experience,
independence and gender diversity. The Nomination Committee and
the Board shall consider the following selection criteria, which are not
meant to be exhaustive:

e the candidate’s personal ethics, reputation, character and integrity;

e the candidate’s qualifications, skills, knowledge, business
judgment and experience that are relevant to the operations of

the Group;

e the diversity perspectives set out in the Board Diversity Policy of
the Company (as amended from to time);
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e the candidate’s availability including time commitment to discharge
his or her responsibility as a Director, including being able to
devote sufficient time to attend Board meetings, participate in
induction, trainings and other board and Company associated
activities (In the case of a candidate who will be nominated as
an independent non-executive Director will be holding his or her
seventh (or more) listed company directorship, the Nomination
Committee should consider the reasons given by the candidate
for being able to devote sufficient time to discharge his or her
responsibility as an independent non-executive Director.);

e the candidate for the position of an independent non-executive
Director must comply with the independence criteria as prescribed
under the Listing Rules (as amended from time to time);

e the current size and composition of the Board, the needs of the
Board and the respective committees of the Company;

e the succession planning of members of the Board to ensure the
leadership continuity and smooth functioning of the Group; and

e any other factors that the Nomination Committee and/or the Board
may consider appropriate.

The Nomination Committee and the Board shall ensure that the
composition of the Board is in conformity with the laws of the Cayman
Islands, the Listing Rules and all other applicable laws and regulations.

Nomination Procedures

The
nomination, selection and new appointment or re-appointment of

recruitment, identification, evaluation, recommendation,
each proposed Director shall be assessed and considered by the
Nomination Committee and the Board against the Selection Criteria

as set out in this Policy.

In the context of appointment of any proposed candidate to the Board:

e the Nomination Committee may take such measures that it
considers appropriate in connection with its identification and
evaluation of candidates, including, amongst others, considering
referrals from the Directors, shareholders, management, advisors
of the Company;
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e the Nomination Committee shall identify and ascertain the
character, qualification, knowledge and experience of the
candidate and undertake adequate due diligence in respect of
such candidate; and

e the Nomination Committee shall make recommendations by
submitting the candidate’s personal profile to the Board for its
consideration.

In the context of re-appointment of any existing member of the Board,
the Nomination Committee shall make recommendations to the Board
for its consideration and recommendation for the candidate to stand
for re-election at a general meeting.

For each proposed new appointment or re-appointment of a Director,
the Nomination Committee shall obtain all applicable declarations and
undertaking as required under the laws of the Cayman Islands and
the Listing Rules.

In the case of a nomination for the position of an independent non-
executive Director, the Nomination Committee shall ensure that the
concerned candidate meets the independence criteria as prescribed
under the Listing Rules.

The Board shall have the final decision on all matters relating to the
recommendation of candidates to stand for election (and re-election)
at a general meeting.

The ultimate responsibility for the selection and appointment of
Directors rests with the entire Board.

Review and Monitoring

The Nomination Committee will from time to time review the Nomination
Policy and monitor its implementation to ensure compliance with the
regulatory requirements at the relevant time and good corporate
governance practice.

The Nomination Committee shall, when necessary, recommend
revisions to the Nomination Policy to the Board for its consideration
and approval.
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BOARD DIVERSITY POLICY

The Board has adopted the following board diversity policy (the
“Board Diversity Policy”).

Background and Vision

Respect for people and diversity is one of the Company’s core
value. The Company recognises and embraces the benefits of
having a diverse Board to enhance the quality of its performance.

Policy Statement

The Company believes that board diversity enhances
decision-making capability and a diverse board is more effective in
dealing with organisational changes and less likely to suffer from
group thinking. With a view to achieving a sustainable and balanced
development, the Company sees increasing diversity at the Board
level as an essential element in supporting the attainment of its
strategic objectives and its sustainable development.

In designing the Board’s composition, Board diversity has been
considered from a wide range of aspects, including but not limited
to gender, age, cultural and educational background, ethnicity,
professional experience, business perspectives, skills, knowledge
and length of service, and any other factors that the Board may
consider relevant and applicable from time to time. High emphasis is
placed on ensuring a balanced composition of skills and experience
at the Board level in order to provide a range of perspectives,
insights and challenge that enable the Board to discharge its duties
and responsibilities effectively, support good decision making in
view of the core businesses and strategy of the Group, and support
succession planning and development of the Board.

Measurable Objectives

Selection of candidates will be based on the Company’s Nomination
Policy and will take into account this Policy. The ultimate decision
will be based on merit and contribution that the selected candidates
will bring to the Board, having due regard to the benefits of diversity
on the Board and also the needs of the Board without focusing on a
single diversity aspect.
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The Board would ensure that appropriate balance of gender
diversity is achieved with reference to stakeholders’ expectation and
international and local recommended best practices. The Board also
aspires to having an appropriate proportion of directors who have
direct experience in the Group’s core markets, with different ethnic
backgrounds, and reflecting the Group’s strategy.

Continuous Monitoring

The Board reviews regularly and assesses annually on the Group’s
diversity profile including gender balance of the Directors and senior
management and their direct reports, and its progress in achieving
its diversity objectives. The Nomination Committee will discuss any
revisions on this Policy that may be required, and recommend any
such revisions to the Board for its consideration and approval.

REMUNERATION COMMITTEE

The Company has established the Remuneration Committee with
written terms of reference. From 1 January 2018 to 31 December
2018, the members of the Remuneration Committee included Mr.
Shao Yang Dong, Mr. Feng Hua Jun and Mr. Zhang Yuging (all are
independent non-executive Directors).

The principal roles and functions performed by the Remuneration
Committee during the year include:

(@) Making recommendations to the Board on the Company’s policy
and structure of the remuneration of all Directors and senior
management;

(b) Assessing the performance of the executive Directors;

(c) Approving the terms of Directors’ service contracts, determining
the specific remuneration packages of all executive Directors and
senior management and making recommendations to the Board
on the remuneration of the non-executive Directors;

TEERRE

%%ﬁﬂ’%llﬁ“?—#fﬁﬁﬁﬁﬁﬂ‘ﬁ&%%Bffr%%llzliﬂtﬁ’ﬂ

RESEEMRRESSERMINZTIENEER
Y - BEFZQ@NNLESHETABELHIMAK
BARBAKEZLOMBNERLER - TRAEKS
B ARRBRANE B R SRS o

EXe TR AEFFHEAKRENZ TR
N BREEE SAEREREETEBEMNMR
T ULRERZTCERHEER - REZEE
#5515 Al BE RS R B RAF M O ERERT » W AE
SeRBRTAABERHEZ B RILE -

YHEES

ARAERYFMEES YA ESHBESR
cHAE-N\F-A-BEZT-N\F+=ZA
—t+—BHHE FMHEZEEKERRFBAMIREL
£ BERBRERKRESE (BRBILIFNT
g5%)-

RER FMZEEST
THIEIE :

EWNTZ TIERBEERTE

@ RARFEELRSNERE 22 BHMEE
RERMEEGRLES

(b) FHEHITESHRR
© BBEERBANMGNR BEE
&

TEEREREERRE 2T
FMTEZZFHREETSRHEER

HDE
':k FolgE
& &

EE
N



66 Sunny Optical Technology (Group) Company Limited ® ANNUAL REPORT 2018

Corporate Governance Report
TEERRE

(d) Reviewing and approving remuneration by reference to corporate
goals resolved by the Board from time to time; and

(e) Reviewing and approving the compensation payable to executive
Directors and senior management in connection with any loss or
termination of their offices or appointments.

The meeting of the Remuneration Committee is held at least once a year
and when required. 2 meetings were held in 2018. The Remuneration
Committee has reviewed and approved the remunerations and bonus
payable to executive Directors and senior management for the financial
year. The Chairman of the Remuneration Committee has reported to
the Board on the proceedings of the meeting. Details of the amount
of Directors’ emoluments of 2018 are set out in Note 14 to the
consolidated financial statements. The attendance of each Director
at Remuneration Committee meetings is as follows:

Name of Director

EEpng

Mr. Shao Yang Dong (Chairman) BMPER LA (F/7)
Mr. Feng Hua Jun TEF LA

Mr. Zhang Yuging RARELE

Note: The meeting was attended by the Directors themselves, and not by an

alternate.
AUDIT COMMITTEE

The Company has established the Audit Committee with written terms
of reference. The Group’s audited final results for the year ended
31 December 2018 were reviewed by all the members of the Audit
Committee of the Board, namely Mr. Zhang Yuqging, Mr. Feng Hua
Jun and Mr. Shao Yang Dong (all are independent non-executive
Directors).
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All issues raised by the Audit Committee have been addressed by the
management. The work done and findings of the Audit Committee
have been reported to the Board. During the year, the issues which
were brought to the attention of the management and the Board
were not material and therefore no discussion is required herein.
Full minutes of Audit Committee meetings are kept by the Company
Secretary. Drafts and final versions of minutes are sent to all members
of the Audit Committee for their comments and record respectively,
in both cases within a reasonable time after the meeting. Sufficient
resources (including the advice of external auditor) will be allocated to
the Audit Committee to discharge its duties.

The principal roles and functions performed by the Audit Committee
include:

(a) Considering and making recommendations to the Board on the
appointment, re-appointment and removal of external auditor, and
approving their remuneration, and addressing any question of their
resignation and dismissal,

(b) Reviewing and monitoring the integrity of the financial statements
of the Group together with the Company’s interim and annual
reports;

(c) Maintaining an appropriate relationship with the Group’s external
auditors;

(d) Reviewing the continuing connected transactions; and

(e) Overseeing the Group’s financial controls and internal controls.

For the year ended 31 December 2018, 2 Audit Committee meetings
were held. The Audit Committee reviewed the annual report for the
year ended 31 December 2017, external auditor’'s remuneration,
internal control system and interim report for the period ended 30
June 2018 at the relevant meetings and reached unanimous consent
to recommend the aforesaid be approved by the Board. The chairman
of the Audit Committee reported to the Board on the proceedings of
these meetings. The Board has not taken any view that deviated from
that of the Audit Committee.
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Furthermore, another meeting was held on 19 March 2019 to review,
inter alia, the annual report and financial statements of the Group for
the year ended 31 December 2018, the report from external auditor
on the audit of the Group’s financial statements, the continued
non-exempt connected transactions, internal control system review
and the re-appointment of external auditor.

The attendance of each Director at Audit Committee meetings is as
follows:

Name of Director

BEEnNR

Mr. Zhang Yuging (Chairman) RREBLE (£E)
Mr. Feng Hua Jun RHER LA

Mr. Shao Yang Dong BRANER S A

Note: All the meetings were attended by the Directors themselves, and not

by an alternate.

STRATEGY AND DEVELOPMENT
COMMITTEE

The Company’s Strategy and Development Committee comprises
5 members, namely Mr. Ye Liaoning, Mr. Sun Yang and Mr. Wang
Wenijie (all are executive Directors), Mr. Wang Wenjian (a non-executive
Director) and Mr.
The primary duty of the Strategy and Development
Committee is to advise the Board on the Group’s strategy for business

Feng Hua Jun (an independent non-executive
Director).

development and future prospects in the international market for
optical and optical related products. It is intended that members of
this committee shall consist of local and international experts in the
optical industry and other related industries.
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Name of Director

EEHE

Mr. Ye Liaoning (Chairman) EEREEELE (FF)
Mr. Sun Yang Hokfe A&

Mr. Wang Wenijie FXAREAE

Mr. Wang Wenjian FXERE

Mr. Feng Hua Jun RER LA

Note: All the meetings were attended by the Directors themselves, and not

by an alternate.
CORPORATE GOVERNANCE FUNCTION

The Board adopted the terms of reference for the corporate
governance functions on 22 December 2011 in compliance with the
code provision D.3 of the Corporate Governance Code which was
adopted on 1 April 2012. Pursuant to the terms of reference of the
corporate governance function, the Board shall be responsible for
developing, reviewing and/or monitoring the policies and practices
on corporate governance of the Company; training and continuous
professional development of Directors and senior management; and
reviewing and monitoring compliance with policies and practices in
legal and regulatory requirements of the Company. The Board has
performed the above-mentioned corporate governance functions and
this corporate governance report has been reviewed by the Board in
discharge of its corporate governance functions.

SECURITIES TRANSACTIONS BY
DIRECTORS

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in
Appendix 10 of the Listing Rules, and after having made specific
enquiry with regard to securities transactions by the Directors, all
Directors have confirmed their compliance with the required standards
set out in the Model Code regarding Directors’ securities transactions
throughout the year ended 31 December 2018.

TEERRE

Strategy and

Development Committee
No. of Attendance (Note)/

No. of Meetings
KHRBERESS

HRERE (M), EFRE
4/4

4/4

4/4

4/4

4/4
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EXTERNAL AUDITOR

The Board agrees with the Audit Committee’s approval of appointment
of Deloitte Touche Tohmatsu (the “Deloitte”) as the Company’s
external auditor for 2018. Its reporting responsibilities on the financial
statements are set out in the Independent Auditor’s Report of this
Annual Report on pages 141 to 146. Details of the amount of auditors’
remuneration in 2018 are set out in Note 11 to the consolidated
financial statements. The Company has also paid fees amounting to
HK$2.85 million to the auditor for audit service and review service as
a reporting accountant during the year. Besides these, Deloitte also
provided tax filing services and consulting services to the Company
and charged a service fee of approximately RMB1.1 million. Other
than as disclosed above, Deloitte did not provide any other services
to the Group.

Deloitte will retire and offer themselves for re-appointment at AGM
of the Company to be held on 28 May 2019. The re-appointment of
Deloitte as the external auditor of the Group has been recommended
by the Audit Committee and endorsed by the Board, subject to the
shareholders’ approval in the forthcoming AGM.

FINANCIAL REPORTING

The Directors are responsible for keeping proper accounting records
and preparing the financial statements which give a true and fair
view of the state of affairs of the Company and its subsidiaries, in
accordance with Hong Kong Financial Reporting Standards and the
disclosure requirements of the Hong Kong Companies Ordinance. In
preparing the financial statements for the year ended 31 December
2018, the Directors have made judgments and estimates that are
prudent and reasonable and prepared the financial statements on a
going concern basis.

Management has provided such explanation and information to the
Board as it would enable the Board to make an informed assessment
of the financial and other information during the Board’s approval.

The statement by the auditor of the Company about its responsibilities
for the financial statements is set out in the independent auditor’s
report contained in this Annual Report.
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The Board’s responsibility is to present a balanced, clear and
understandable assessment extended to annual and interim reports,
other price-sensitive announcements and other financial disclosures
required under the Listing Rules, and reports to regulators as
well as information required to be disclosed pursuant to statutory
requirements.

INTERNAL CONTROL

The Board is responsible for monitoring the Group’s internal control
system and reviewing its effectiveness. The Board, the Group’s internal
audit department and management reviewed the effectiveness of
the internal control system of the Company and its subsidiaries. The
Audit Committee reviews the findings and opinions of the Group’s
internal audit department and management on the effectiveness of
the Company’s system of internal control, and reports to the Board
on such reviews. In respect of the year ended 31 December 2018,
the Board considered the internal control system is effective and
adequate. No significant areas of concern which might affect the
shareholders were identified.

The internal audit department of the Group should ensure that the
Company maintains sound and effective internal controls to safeguard
the shareholders’ investments and the Group’s assets. The main
functions of the internal audit department are to audit the operating
efficiencies of each of the operating units, to carry out audit upon
resignation of any key management personnel, to assist the Board
in reviewing the effectiveness of the internal control system of the
Group and to review internal control of business processes and project
based auditing (such as auditing of trade receivables and issuance
of commodities auditing report). Evaluation of the Group’s internal
controls covering financial, operational compliance controls and risk
management functions will be conducted annually by the Board.
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ENTERPRISE RISK MANAGEMENT

The Board is responsible for the effectiveness of the risk
management and has authorized the Audit Committee to act as the
professional committee to professionally review the risk management
reports submitted by the management, ensuring that the
management has fulfilled its responsibilities to establish effective risk
management and internal control systems. Systems and procedures
have been established by the Group to identify, measure, manage
and control various risks including business, operation, market, legal
and compliance that may have impacts on the Group and each

major department.

The Company has built an enterprise risk management (“ERM”)
system with a view to enhancing the risk management and corporate
governance practice, and improving the effectiveness and efficiency
of internal control systems across the whole Group.

During the year, the Group organised and established a risk
management group (“Risk Management Group”) headed by the
President,
the Group. All of the Group’s subsidiaries have also established
responsible for risk management of their

responsible for daily management related to risks of

risk management team,
own. At the same time, the Group has engaged a world-renowned
consultant institution as the risk management consultant to assist
the Group in building effective risk management overall framework
so as to ensure the adequacy of resources, staff qualifications
and experience, training programmes and budget of the Group’s
accounting, internal audit and financial reporting function.

The Board believes that a heightened focus on risk and compliance
is beneficial for the ongoing development and growth of the
Company as well as its staff. In establishing the ERM system, all key
functions of the Company were carried out by the Risk Management
Group of the Group to undertake the following exercises:

1. Enterprise risk assessment — to identify and prioritise the
Group’s key business risks; and

2. Process level control assessment — to assess the related internal
controls and risk mitigating measures.
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3. Risk management implementation Monitoring — to consider the
inspection report on implementation of risk management

4. Improve the risk checklist — to identify and build a risk checklist
which is suitable to the actual situation of the Company

Summary of Work in 2018
During the year, the Risk Management Group of the Group reported
to the Audit Committee on the annual risk assessment and internal

control reviews. Its work in 2018 included:

* Improvements to the Group risk management policy and Group
ERM function;

* Optimised the Group’s risk management objective, principal and
organization;

* Optimised the basic procedure of corporate risk management

e Organized risk management trainings;

e Completed the risk identification and assessment in business
segments and departments to form a risk management self-
assessment report;

e Reviewed the adequacy and effectiveness of the Group’s risk
management system, and significant and emerging risks with
department heads;

* [ssued a Group risk management self-assessment report;

* Business segments and departments developed a specific
contingency plan for key risks at the Group level;

e Completed internal control review of key business processes of
some business segments and departments;

* Completed the annual review for risk management implementation;
e Completed the annual meeting for risk management summary

and initiated the risk management self-assessment and training
for 2019.
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GROUP’S RISK MANAGEMENT POLICY
FRAMEWORK

Effective risk management and internal control systems are critical
in achieving the Group’s strategic objectives. The Company has
established a Group’s risk management framework, which is
implemented by the Directors and the Audit Committee in the role
of Risk Management Group. It authorizes the Group to mandates a
consistent and effective approach applied across the Group to fully
manage the risks associated with its business and operations.

The following is the key processes adopted under the Group’s ERM
framework.

Phase 1

Establish Risk Context

The Board establishes common risk assessment criteria and sets
up risk reference tables for the Group. Meanwhile, various business
segments and departments discuss and formulate overall risk
management objectives, management requirements and organization
methods.

Phase 2

Risk Identification

Various business segments and departments collect risk information
related to the Group and identify the risks that potentially impact the
key processes of the operations.

Phase 3

Risk Assessment

Various business segments and departments use uniform and
quantitative criteria to assess the identified risks along with their
impacts on the business and the possibility of their occurrence to
determine the risk level. The Group also identifies opportunities for
improvement.

Phase 4

Risk Treatment

Various business segments and departments determine the overall
strategy and corresponding response plan for the assessed risks as
well as the implementation measures such as risk taking, risk aversion,
risk transfer and risk reduction to deal with the risks.

Phase 5

Risk Monitoring & Reporting

Various business segments and departments continue to follow
up the implementation and effectiveness of the risk response plan,
make timely adjustments and report risks regularly to the appropriate
management levels within the Group.

With this practical and effective framework, risk management has
been integrated into each functional department.
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Group's Risk Report

The Group faces various risks and uncertainties. The relevant key
risks are the risks that the Group must take in order to achieve
its strategic objectives.
bring adverse impact to the Group. Thus, a comprehensive risk
assessment and risk mitigation measures help ensure these key
risks are properly managed and effectively controlled. The followings

If they are not handled properly, it might %
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TEERRE

SEERRE

B EIE A -

are the principal risks that the Board has identified for the year [ o
ended 31 December, 2018.

Key Control and Target Risk TERER RERR
Group's Major Risks Treatment Plan(s) Trend AEEITRR EEFE #M

Business and -
Strategic
Risk

Operational
Risk

Subject to the change
in busmess gconomy,
competitiveness, regulatory
or political environment in
the region where the Group
operates, there might be risks
of significant adverse impacts
brought to the Group' s
business performance,
prospects for development
and/or the ability to
implement its strategy.

Safe Production Risks:

Material accidents affecting
safe production of equipment
and facilities, property
safety, occupational disease
hazards of employees and
enterprise” s continuous
operations may occur as a
result of enterprise” s internal
and other factors.

Proactive monitoring
the mdus try trends,
competitors and innovative
products;

Proactive monitoring of and
preparation for global and
local changes in regulations
which may affect the
Group; and

Implement corresponding
project monitoring to
increase strategic flexibility
and specially allocate
resources for strategy.

Enhancing staff's safe
production training,
organizing safety training
and drills irregularly,
enhancing employees’
safety awareness and
establishing safety and
emergency mechanism;

Strengthening the daily
monitoring and timely
maintenance of various
equipment, and carrying
out safety and foolproof
transformation of equipment;

Participating in property
insurance and purchasing
insurance for the staff.
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Key Control and Target Risk TERYR BERK
Group’s Major Risks Treatment Plan(s) Trend REEIERR EBRR Filg

Human Resource Risks:

The demand of the Group” s
development cannot be
fulfiled if there is a lack of
labor, which thereby affect
the Group” s production
plan and operation. It might
render the Group” s products
or production methods
uncompetitive;

Failure in the optimization of
human resource allocation
and insufficient incentive
mechanisms may lead to loss
of talents, work stoppages
and other labour related
issues, which may adversely
affect the Group's operation.

Market Risk  Foreign Exchange and Interest
Rate Risks:

International exchange rate
fluctuations could result in
significant foreign currency
losses. Significant floating
rate liabilities could result
in higher cost of financing
if current interest rates
increase.

Market Competition Risks:

Incapable of identifying and
analyzing the demands in
the industry and market
with the intensified market
competition might result in
the risk of lower revenue for
the Company;

The Company might not
safisfy the change in market
demand if there are failures to
master the context of the new
products and new technology
application, customers’
uncertain demand upon the
launch of new products and
new technology, failure for
the customers to assess and
evaluate the new products
might, resulting in the risk
for adverse impact on the
Company’s benefi,

Expanding recruiting channel;

Actively promoting the
production ling automation;

Garrying out inventory and
assessment of talents
reqularly, hiring and retaining
talents with attractive
incentive program;

Garrying out multilevel talent
development program to
improve staff's professional
skill.

Maximising natural hedging
position by setting up
offshore factories and
matching currencies in sales
and procurements contracts;

Implementing centralized
management of foreign
exchange funds of domestic
companies, coordinating
the foreign exchange funds
of various subordinate
companies to implement
centralized foreign exchange
payments, conducting
exchange rate lock-
in operations to reduce
exchange rate exposure, and
reducing exchange rate risk;

Focusing on industry and
terminal development trends
in real time, laying out
product lines in advance, and
enhancing product value in
respond to changes in market
demand at any time;

Closely monitoring the market
dynamics, continuously
seeking new markets or new
customer, and maintaining
good relationships with
customers;

Gontinuously tracking
customers” demand and
developing capacity planning
to ensure product supply,
and keep inventory up to our
safety standards.
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- Group’s Major Risks

Customer Credit Risks:

The unreasonable design
of the customer credit
management policy and
the failure to implement the
credit policy may result in
the Company risk for bad
debt losses and impaired
economic interest.

Information Management Risk:

Lack of and unreasonable
planning of the information
systems might fail to support
the business operations
effectively, resulting in
inefficient management risk
for the Company;

Failure in confidential
information management
might lead to the leakage
of confidential information,
which may cause the
Gompany exposing fo huge
financial loss risk.

Improving the credit
management system,
reqularly reviewing the credit
status of customers, and
adjusting the credit limit :

Conducting risk customer
screening management
when choosing new
customers, and tighter
management on business
terms and conditions for
high-risk customers in the
early stage;

Participating in accounts
receivable insurance to
reduce bad debt losses.

Establishing an information
security management
system, continuously
improving the information
system management
system, and the information
security control measures;

Strengthening the physical
security of enterprise
data centers, developing
information system/data
backup and information
system disaster recovery
plans, standardizing
personnel operations
to ensure continuity in
the information system
business;

Signing confidentiality
agreements with all
employees, strengthening
training and education on
sense of confidentiality,
thus enhancing the sense
of confidentiality and
standardizing confidentiality
measures.
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Key Control and Target Risk TERHR AEER
Treatment Plan(s) Trend FEBTERR EEFE g

Group’s Major Risks
Legaland  Risks of Law and Regulations: $2R SEtERR:
Compliance s5ER
Risks - Violation or non-compliance Running internal audit team U .
with non-applicable laws and legal team, and hiring - @&i@i}%ﬂi@ﬁ% %ﬁ#&m\uﬁlﬁi
and local regulations where external legal & compliance Vf@‘ﬁgﬁpﬁ?m LLYvEL
the Group has legal entities, advisors for consultation ARl dERS b AREE
or breach of contractual at the same time to seek ”JEE Bl MEERSE
liability may result in adverse legal advice and review the EEASHEERT BEN NE
publicity. condition for compliance; ﬂ% , YREEE
EXEBEE
ER kA
RER:
Reviewing the contract by the BlEEAE
legal staff; EERE
Proactive monitoring of and ERERAE
preparation for global and EEHTLY
local changes in regulations EAEEH2
affecting the Group. ; BANER
RIS
Risks of Intellectual Property .
Rights: HRERER:
- Inthe process of developing, Formuiatng oatent aoolca - BN -BR BER HEERER
production operation and ormuiating patent appicaton DEEFE 2 EEVIEE

ot plans for product projects, " e .
application process, the vina for patents | EREABERTH e RER
patents, trademarks, trade applying for patents In EAEEEA 5.

time, and reviewing the list BT 7R i BEH 1E
secres might be illegally §5 -

- e of patents to ensure that X BRRES J'L BREEAE
occupied, lost and infringed, fent frectively and n o =
which might damage the patents aré efiectively an B BELAME i'ﬁ%vﬂ
Company” s interest; fimely profected to mprove Bi% Mﬂ%

the patent layout; g oz
- Failure to take sufficient - RREAEREFRE Eyili=E
measures such as patent SEEEE TS
search or non-compliance . . e I PR,
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igation conduct the appropriate B BEMEHE
' patent infringement search R EAHT
and analysis work in a i
timely manner to prevent fF- WMJX
infringement of patent rights. b AZRE -
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In respect of the year ended 31 December 2018, the Group has
carried out a review of, and the Board has received confirmation
from management on, the effectiveness of the risk management
and internal control system of the Group and no significant areas of
concern were identified. The Group has not identified any emerging
risks that have significant impacts on operations during 2018.

Major Initiatives for 2019

In 2019, the Company’s main focus will continue to be on (i)
enhancement of internal controls and strategy management
system and supervision on the implementation of key risks in
business segments and departments to manage the strategic
risks of the Group; (i) each business segment identify and build
key risk indicator (“KRI”) and assess the implementation of risk
management, constantly promote the realization of risk coping plan
and risk warning system; and (iii) focus on internal communication
and integration of risk management into the normal management,
in order to improve the awareness and ownership of risks and
controls across the Group.
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CORPORATE SOCIAL RESPONSIBILITIES

The Group deeply knows that enterprise is not an organization only for
maximising its own interests. As part of the society, it is essential for
an enterprise to facilitate wealth accumulation of the whole society,
advance social civilisation and promote the sustainable development of
the environment. The management of the Group pays more attention
to corporate social responsibilities. They monitor the development,
implementation and results of the initiatives carried out by different
departments of the Group, in which the environmental, social and
governance standards have been integrated into their operations
and activities. Details are set out in the section headed Environment,
Society and Governance on page 84 to 118 in this report.

CONTINUOUS DISCLOSURE
OBLIGATIONS REGARDING PRICE
SENSITIVE AND/OR INSIDE INFORMATION

The Company has developed a system with established policies,
processes and procedures across all relevant segments and
departments for complying with the disclosure obligations regarding
price sensitive and/or inside information. The system continues to
be effective. The Company will continue to further enhance its effect
on the business operation, development of the Company and new
regulations and laws with great effort.

COMMUNICATION WITH
SHAREHOLDERS AND INVESTORS

The Group is committed to creating two-way channels of

communication between senior management and investors,
maintaining close relationships with all its shareholders through a
variety of channels and promoting understanding and communication
between investors and us. The Company has adopted a shareholders’
communication policy to formalise and facilitate an effective and
healthy communication between the Company and the shareholders
and other stakeholders, which is available on the website of the Group
(http://www.sunnyoptical.com). The main communication channels

with the shareholders include:
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Investors’ Meetings

Group meetings are held by the Group with institutional investors
and analysts in respect of its annual results and interim results.
In addition, the Group’s senior executives and staff from investor
relations department hold regular meetings with institutional investors
and analysts. Investors are provided with the latest information on
the development of the Group, in compliance with applicable laws
and regulations.

In 2018, the Group’s investor relations team held numerous meetings
with the analysts and its investors, 2 results briefings, 1 reverse
roadshow, 10 non-deal roadshows, and participated in 24 investors’
forums and conferences.

Annual General Meeting

The AGM is an important platform for shareholders to participate in
discussions, facilitating the communications between the management
of the Group and the shareholders. The AGM is held once a year,
being publicly accessible to all shareholders. The Group’s senior
management answers any questions that shareholders have at the
meeting and the external auditor and legal adviser attends the AGM
as well.

The attendance of each Director at the AGM held in 2018 is as follows:

Names of Directors
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REEFHER-F
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AGM No. of Attendance
by Directors (Note)/
No. of Meeting

RRBFEXRE
EZHERY (&),
BRRE

Mr. Wang Wenjian (Honorary Chairman) FXESRE (EFE) 1/1
Mr. Ye Liaoning (Chairman) HEEBELAE (FE) 1/1
Mr. Sun Yang Fors & 1/1
Mr. Wang Wenijie FXAREAE 1/1
Mr. Feng Hua Jun HERLE 1/1
Mr. Shao Yang Dong BRI A 0/1
Mr. Zhang Yuging RARESLAE 1/1

The meetings were attended by the Directors themselves, and not by
an alternate.

Wi EFHRshEes MIFAREELE -
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Apart from AGM, any one or more shareholders of the Company
holding at the date of deposit of the requisition not less than one-tenth
of the paid up capital of the Company carrying the right of voting at
general meetings of the Company shall at all times have the right,
by written requisition to the Board or the Company Secretary of the
Company, to require an extraordinary general meeting (‘EGM”) to be
called by the Board for the transaction of any business specified in
such requisition. No EGM was held in 2018.

There is no provision allowing shareholders to move new resolutions
at general meetings under the Cayman lIslands Companies Law
or the Articles of Association. Shareholders who wish to move a
resolution may request the Company to convene an EGM following
the procedures set out in the preceding paragraph.

All matters proposed to shareholders for approval shall be submitted
in separate resolutions and resolved by way of poll at the general
meeting. The procedures of conducting a poll are explained in
details to shareholders by the Group prior to the voting, to ensure
the shareholders are familiar with such arrangement. Minutes of the
meetings together with the voting results will be published on the
website of the Group.

The Group has also maintained the procedure for director nomination
by the shareholders, which has been published on the Group’s website
(http://www.sunnyoptical.com), to ensure the interests of shareholders.

Annual Reports, Interim Reports, Announcements
and Circulars

The Group issues its annual reports and interim reports after
publishing the annual results and the interim results in March and
August every year respectively, so as to periodically review the
development of the Group as well as to update its shareholders
with its latest business information and market trends. In addition,
the Group explains to the shareholders through announcements
regarding any major event or price-sensitive information. For any
matter requiring the approval of the shareholders, the Group holds an
extraordinary general meeting according to the requirements of the
Hong Kong Stock Exchange and issues a circular prior to the specific
date of the meeting, allowing the shareholders to have sufficient
time to learn more about the matters for making voting decisions.
All annual reports, interim reports, announcements and circulars are
uploaded to the websites of HKExnews of The Stock Exchange of
Hong Kong (the “HKEX”) (http://www.hkexnews.hk) and the Group
(http://www.sunnyoptical.com).
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CHANGES OF ARTICLES OF THE
ASSOCIATION

During the year ended 31 December 2018, there were no changes
in the Company’s Articles of Association. The latest version of the
Company’s Articles of Association is available on the websites of
the Group and the Stock Exchange. Shareholders can also obtain
the details of their rights with reference to the Company’s Articles of
Association.

The Group’s Website

The Group’s website (http://www.sunnyoptical.com) offers timely
access to the Group’s press releases and other business information.
Through its website, the Group provides shareholders with the
electronic version of the financial reports, the latest slides presented
at investors’ conferences, as well as the up-to-date news about the
Group’s businesses, announcements and general information, etc.
To make contributions to environmental protection and maintain
effective communication with shareholders, the Group encourages
all shareholders to browse the Group’s information on the Group’s
website.

Investor Contact and Inquiries

The Group has a dedicated team to maintain contact with investors
and handle shareholders’ inquiries. Should investors have any inquiries,
please contact the Group’s investor relations management department
(Tel: +86-574-6253 4996; +852-3568 7038; email: ir@sunnyoptical.com).

On behalf of the Board
Ye Liaoning
Chairman and Executive Director

19 March 2019
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RIR - HERERHE

ABOUT THIS REPORT

This report is the Annual Report issued by Sunny Optical Technology
(Group) Company Limited in regard to the environmental, social and
governance (“ESG” Report). It outlines the working methods, promises
and strategies under four aspects of the Group, including environment,
people-orientation, product liability and community contribution. This
is the second year which the Company released the ESG report to
the public voluntarily.

Guideline of The Report

The report is prepared in accordance with the Environmental, Social
and Governance (ESG) Reporting Guide in Appendix 27 of the Listing
Rules. During the reporting period, the Company has complied with
identified and disclosed ESG
related issues that have material impact on the environment and

the “comply or explain” provisions,

society or on the assessment and decision-making of the Company
stakeholders, and the key performance indicators.

Period and Scope of The Report

The content of information contained in this report accounts for the
period from 1 January 2018 to 31 December 2018 (the “Reporting
Period”), which is consistent with the financial year covered by the
Group’s 2018 Annual Report. For the part of corporate governance,
please refer to pages 53 to 83 of the 2018 Annual Report. Unless
otherwise stated, this report mainly covers Zhejiang Sunny Optics Co.,
Ltd., Ningbo Sunny Opotech Co., Ltd. and Ningbo Sunny Automotive
Optech Co., Ltd., which are all located in Yuyao, Zhejiang Province,
China.
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Enterprise Culture

Vision: To be stronger, bigger, further, and to become “Hundred-Year-
Old Brand” of optoelectronic industry

Mission: To explore the prosperous road for the development of
China’s optoelectronic industry

Core Value: The spirit and cultural system with the core value of
“Create Together” includes:

— To carry forward three kinds of spirit: the entrepreneurial spirit of
hard work, the innovative spirit of keeping pace with the times,
and the team spirit of working harmoniously;

— To practice four concepts: the people-oriented development
concept, the professional ethics of honesty and dedication, the
pursuit of the unity of theory and practice, and behavior style of
quick response;

— To strengthen five relationships: create a solid foundation with all
shareholders, create an excellent brand with all employees, create
a market for products with partners, create room for development
in the industry with peers and create a civilized and progressive
society with all walks of life.
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Corporate Governance

The Company’s ESG management structure is still in the development
and improvement stage, and the Board and senior management
of Sunny Optical attach great importance to it. At present, the
departments involved in ESG management of the Group include the
Information Technology, the Human Resources, the Investor Relations
Management, Legal Affairs, the Audit, the Administration Office, and
the Party and the Masses office.

E=g

Board of Directors

DNEDAHE

AEBESGEERBINEERMZER/E &
BEEgheREEBUESEER - BAT-
AEBEESGEEF M BEFI B 5 BB EE -
ANERE  REEBEEL - EHH - &

FHER MAERERBRAE -

BRRAREES REZEEE
Nomination

Committee

Strategy and Development
Committee

RENBEER (KE) BRAA]
Sunny Optical Technology (Group)
Company Limited

ZEw
Remuneration

Committee

Hr

BitLEE
Audit Committee

BERBAE

Chairman’s Office

15 B Rl EB AN EIRER REERMERERE ARG ED
Information Human Investor Relations Legal Affairs
Technology Dept. Resources Dept. Management Dept. Dept.

Communication Among Stakeholders

In order to understand the needs of the stakeholders, safeguard the
interests of all parties so as to enhance the management level of ESG
and seek the mid- and long-term development, the Group actively
communicates with various stakeholders.
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Expectation and Request

M RR

RIR - HERERBRE

Communication and Response

BERE

Shareholders

PRER

Customers
BEE

Suppliers/
Partners

TR, A EIK R

Employees

(=1

Increasing and stable
profit sharing
FEER  RENNRIE

Product quality,
service quality and
privacy protection
EmEE  RBEEN
AL IRE

Long-term stable
cooperative relationships

RHRRENAIERRE

Salary, welfares,

career development,
working environment and
atmosphere

B R BERERE -
TERENAE

Monitoring and assessment of various indicators
HRBEEENEENZEZ

Ensuring the Company continues to make profit
RBERAFERT

Sustainable and healthy development
AEEREER

Strictly control over R&D, procurement, production
and other aspects

R RIE - £ ESREAERICE

Quick response to the customer needs according to
the “2485 Principal” (Note1)

HEPF R [2485R B (FiaE1) tREREFE
Providing quality products and prompt service to
reward customers

IMEBEMEMRNRENIRG O ER P

Establishing a system to select and evaluate the
suppliers

B MHEREE  SHERE

Establishing long-term cooperative relationships with
important suppliers

HBEEHERERAAERE

Setting up unions to protect employee rights and
interests

RUTE - REESER

Setting up positions such as union presidents and
employee relations

RELGFE  BIHRSFRL

Supervising the implementation of decisions and
systems involving employee interests
HEREENGHREMG O EEETEE
Employee career development (development
channel, career plan)

EEMFETE (FEME  WXEEHRL)
Management of employee compensation
EEHMrER
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Increasing investment in technological transformation

Stakeholders Expectation and Request Communication and Response
Flz=EEE A HSEERR BEEE
Government/Community  Law-abiding, resource °

S A& conservation, environmental

protection and community

and ensuring green and environmental protection

measures put in the production process;

contribution o TEMEIMEMBGERA - RIFEEAEBENZEIIRR
SPA C EIHER - (REREME e Developing a public welfare investment plan and
ER=1-1 actively fulfilling social responsibilities
o HIEARMAGE  ERETHEER
Notel :  “2485 Principal” refers to the principal that a temporary M1 [2485/R Al ] BN E24/NF NIR R B TE 5%+ 48/\B

solution should be provided within 24 hours, a formal
solution should be provided within 48 hours and the
improvement result should be provided within 5 days.

Materiality Analysis

The Group sorts, classifies, screens and prioritizes the issues that AEBBBEMERADT  FTAREZRE HHE
have material impact on stakeholder evaluation and decision making HEAFTEMARAEEE M ENEEE
by means of questionnaires and interviews, so that ESG management B FEREF - RURER 2
can be disclosed as accurately and comprehensively as possible.
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In this materiality analysis, the Group analyzed 25 related issues
in two dimensions including their “importance to the Group” and
“importance to stakeholders” and selected 11 highly important issues
to be materially disclosed in this report. These issues mainly included
compliance of environmental regulations, management of hazardous
waste, sewage disposal, water resource usage, employee diversity,
employee welfares, occupational health and safety, supply chain
management, anti-corruption, community contribution and public
welfare investment.

ENVIRONMENT

The Group believes that corporation has responsibility, which is
imperative, in promoting the sustainable development of environment.
As a company with social responsibility, the Group fully considers
the environmental protection requirements in its production and
operation activities, follows various environmental protection policies
and regulations, and pursues environmental protection and sustainable
development through technological innovation and production process
optimization.

Environmental Management
Environmental Principles

e Enhance management of pollution resources, take various effective
precaution measures, reduce or avoid the impact of wasted water,
exhaust gas and solid waste on the environment.

e Continuously improve production process, strictly control the
process, improve product yield rate and save resources and
energy as much as possible.

e Strive to seek substitutes for hazardous and noxious substances
to make the products meet the requirement of customers and
the laws and regulations of importing countries, and the materials
must be equipped with green products warranty certificates and
testing qualified report issued by third party testing agencies which
are recognised by the Group.

e Encourage the employees to raise environment protection
awareness and to acquire knowledge and skKills related to
environment protection.
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Environmental Laws and Regulations

The Group attaches great importance to environmental protection,
energy conservation and emission reduction work, therefore we strictly
complied with laws, regulations and policies, such as Environmental
Protection Law of the People’s Republic of China, Law of the People’s
Republic of China on the Prevention and Control of Atmospheric
Pollution, Regulations of Zhejiang Province on the Prevention and
Control of Atmospheric Pollution, Regulations of Ningbo City on
the Prevention and Control of Atmospheric Pollution, Law of the
People’s Republic of China on Prevention and Control of Water
Pollution, Integrated Wastewater Discharge Standard, Wastewater
Discharge Standard of Zhejiang Province, Law of the People’s
The Law of the People’s Republic of China on the Prevention and
Control of Environmental Pollution by Solid Waste, the Measures for
the Prevention and Control of Environment Pollution by Discarded
Dangerous Chemicals * and Hazardous Waste Pollution Prevention
Technology Policy; and reviewed the compliance of the Group’s
business activities with environmental laws and regulations regularly.
In order to reduce environmental risks, the Group has established an
environmental management system in accordance with the ISO14001
standard and has obtained the ISO14001 certification. In addition,
to identify and reduce the environmental impact of production and
operation activities, continuously improve environmental management
measures, and respond to major environmental events, the Group’s
Quality Assurance (“Quality Assurance”) Department, Production
Management Department, and Logistics Department jointly formulated
systems such as the Environmental Factor Identification and Evaluation
Control Procedure, Environmental Operation Control Procedure,
Environmental Management Standards, Environmental Performance
Testing and Measurement Control Procedures.

Environment Protection Awareness

In order to improve employees’ environmental protection awareness
and acquire the necessary knowledge and skills, the Group will
publicize the objectives and requirements of environmental
management to all employees through the work board, the Shu Yu
Bao (325 %), the new media Account and related training. Employees
will understand the impact of their work on the environment and
the risks and consequences of not complying with the relevant
systems and regulations. In addition, the Group communicates with
environmental regulatory authorities on a regular or irregular basis,
actively cooperates with the inspections of regulatory authorities, and
proactively reports major environmental issues.
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MAIN EMISSIONS

During the daily operations, nitrogen oxides (NOx), sulfur dioxides (SO,)
and suspended particles are the main air pollutants produced by the
Group, which are mainly generated from vehicles exhaust emission
and combustion of natural gas.

Greenhouse Gas

The Group endeavoured to make an overall statistics of the total
greenhouse gas emission in response to the requirements on
disclosure of greenhouse gas emission of the Stock Exchange. The
Group greenhouse gases are mainly generated by the combustion
of natural gas, running of vehicles, consumption of air-conditioning
refrigerants, the carbon dioxide emission resulted from purchase of
electricity for operational needs, the carbon dioxide emission resulted
from water consumption and sewage treatment of the operation and
business trips of employees by airplane. Although the Group actively
took measures to save energy and reduce emission, the total carbon
emission of the Group increased by approximately 43.7% compared
to that of the last year with the rapid growth of the businesses.

RIR - HERERBRE
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Emissions Indicators R isE

For the year ended 31 December

BET_A=1T—HILFE

Indicators

EE

Volume and concentration of the

greenhouse gas emissions
BERBEREREE
Volume of carbon dioxide emission (Note 1) tonnes M 153,645.1 220,780.1
—SeEBERE (5E1)
— Purchase of electricity tonnes Mg 1,564.3 2,399.9
— Natural gas, vehicle and air tonnes MA 150,336.0 215,896.2
conditioning refrigeration
RAR - EW R RS
— Water consumption and sewage tonnes M§ 1,744.8 2,481.0
treatment and business trips of
employees by airplane
KT KERIE KB BN A

The volume of carbon dioxide emissions kg/RMB’000 output value 7.2 8.4

—a b E TR /ARETTEEA

Volume of the other gas emissions

HitmBBHERE

Volume of nitrogen oxides (NOx) emissions tonnes & 0.9 1.0

RENOXHERE

Volume of sulfur dioxide emissions tonnes M# 0.03 0.03

it A8z 376

Volume of particles emissions

BRI E

Volume of particles emissions tonnes M# 0.1 0.1

R BE 2

Note 1: Volume of carbon dioxide emission increased by 43.7% year-on-year, 1 bR EEERILLIE IN43.7%  TEERE

mainly due to the increase in power consumption from expansion of EREBFEESMIBEAN  EAEIEER o
production sites and production capacities, and enhancement in part HREEERIET B AT SR -

of the workshops’ cleanroom level of the Group.
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USE OF RESOURCES
Energy Consumption

Having deeply known about the preciousness of resources, with an
aim to improve the resource usage efficiency, the Group formulated
the Regulations on the Administration of Energy and Resources. The
Regulations are mainly applicable for materials, equipment, office
supplies, water, power, fuel oil and other resources and energy that
are used by the Group in the scope of production and operation.
The regulations primarily specify the duties and responsibilities of
Human Resource Department, Production Management Department
and Procurement and Development Department, and singly make
refinements on raw materials, accessories, water, power, equipment
and paper, so as to take control of the using processes of resources
and energy. In addition, the largest energy consumption of the Group
in the operation process is the purchase of electricity, the Group
strictly controlled non-production water and power and adjusted lines,
in order to save resources and energy as much as possible.

The types of products involved in the Group are complex and
varied, which results in the more extensive packaging materials,
including the paper boxes, plastic trays, corrugated fibreboards,
and vacuum seal bags. Adhering to the principle of environmental
protection and energy-saving, the Group recycled packaging materials
through renewable energy companies. During the year under review,
approximately 161.1 tonnes of packaging materials have been
recycled.

RIR - HERERBRE
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Energy Conservation and Emission Reduction B RS BE

Although the Group is not in a highly polluting industry with an urgent S AZRNEE W2 A R T S5 2T EB Y ERH
need for clean technology, it still fully considers the requirements S 54MTE B EEEKLEHPRTHERE
of environmental protection during the production and operation EREREESRK BESERERE AR T8
activities, complies with various environmental protection policies EBHMGELEE TE - R _AF A - HEHEHEE
and regulations. In addition, the Group has achieved the goals of =B ERIRIBIRE - e RiPEER HERRE
environmental protection, energy conservation, emission reduction ®ER - KREBREIEFANHEEZIEEEFEE
and sustainable development through the three methods including H AERETEX-

improving production processes, reusing resources and adopting new

equipment. The Group launched a number of energy conservation

and consumption reduction projects in the year under review, shown

in the table below.

Energy Conservation and Emission Reduction Projects Energy Saved

EiRER HEIR B M
Coating machine (oil diffusion pump) energy conservation project  Lower 2,376,880kWh/year [£1%2,376,880 kWh 4
EER ChiERR) fige1E A

Adopting new coating machine molecular pump Lower 219,000kWh/year F&{£219,000 kWh /" 4F

RAHEE®S TR

Adopting non-oil water cooling converter and air compressor Lower 324,000kWh/year [£{8324,000kWh / 4F
(new base)

KA SRS ST B (&)

Direct current dynamo replaced Alternating current dynamo Lower 1,555,200kWh/year F£{K1,555,200 kWh /4
(new base)

BERERABERREM i)

Use of LED Lighting #ELED /& 891§ F Lower 25,000kWh/year F£1{%25,000 kWh /4

Vacuum system upgrade 2 %8 & £ 2 Lower 1,250,000kWh/year F&{K1,250,000 kWh /4

Humidity verification J&/& 5 & Lower 1,024,150kWh/year F&1%1,024,150 kWh /"

Atomization cooling technology of central air conditioners Lower 822,860kWh/year [£1%822,860kWh / 4F

sk 2 B % Al
Cancel the use of ethanol absolute BUE MK 7 B (& B Lower 2,640kg/year F&{£2,640kg,/ &F
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Use Of Water Resources and Wastewater Treatment

The Group has been paying attention to improving water efficiency,
saving water and increasing the recycling of reclaimed water, although
the Group has no trouble in seeking for applicable water sources.
The Group persisted in innovation management and continued to
improve its production processes by combining reasonable proposals.
The Group launched wastewater reclamation project like using
concentrated water produced by pure water for cooling water and
toilet water. During the year under review, the volume of wastewater
recycled was approximately 109,300 tonnes.

During the production and operation process, use of water resources
and discharge of wastewater are required by the Group. In order
to reduce the environmental impact of the Group’s business, the
Group has established a sewage treatment plant to treat various
sewage in the plant area and is committed to improving the use
of water resources. The wastewater discharged by the Group is
managed according to the Class Ill standard of Integrated Wastewater
Discharge Standard (GB 8978-1996), and has obtained the permit
for the discharge of urban wastewater into the municipal government
drainage network. The wastewater generated by the Group mainly
includes water used in the daily life, and wastewater generated from
the production and operation activities. In order to effectively control
the discharge of wastewater, the Group’s Manufacturing Department
adopts the following measures in the daily management for wastewater
treatment: 1) the sewage from the daily life is processed in a
powered underground sewage treatment system so that the sewage
is managed up to the third-level discharge standard and is allowed
to be discharged into the municipal sewage pipeline network; 2) the
ethanol-containing wastewater generated by the ultrasonic cleaning
process in the production process cannot be directly discharged into
the sewer. In addition, the Group strictly implements rainwater and
wastewater diversion in the plant area, and leads rainwater into the
pipeline to rivers.

During the year under review, the Group used physical water blasting
in the production and operation to replace the use of ammonium
hydrogen fluoride to reduce water pollution.

RIR - HERERBRE
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Resource Usage Indicators

Indicators

EE

Volume and concentration of energy
consumption R HEERZRE

Power consumption (Note 1) &£ (MfzE1)
Gasoline consumption JSHEES

Natural gas consumption XAREES
Comprehensive energy consumption

T\ =) Hb%%

Volume and concentration of water resource
consumption KEFEEERBE

Total water consumption (Note 2) 425K & (KizF2)
Water consumption

FKE

Total amount of packaging materials used in
finished products

HRmFTASRMREE

Total amount of packaging products used (Note 3)
PEIDERREE ([F3)

Note 1: Power consumption increased by approximately 43.6% vyear-on-
year, mainly due to the expansion of production sites and production

capacity.

Note 2: Water consumption increased by approximately 27.5% year-on-year,
mainly due to capacity expansion, and the first phase of the new base

project was put into operation.

Note 3: Amount of packaging materials increased by approximately 25.6%
year-on-year, mainly due to the expansion of production capacity but
the Group replacement of lightweight materials during the packaging
process, which increased the number of products of a single packaging

BERERER

MWh JK F B

MWh JK FL B

MWh JK FL B
kWh/RMB’000 output value
TERE/ ARETTEE

tonnes I
kg/RMB’000 output value
TR /ARETTEEA

tonnes WM&

BiIEET
PiisE2

MiEEs - @&
b=

material and committed to reduce the amount of packaging materials

used.

WASTE MANAGEMENT

The Group produced hazardous liquid waste and solid waste in the

In response, the Group has established
procedures to clarify the methods for
classification, collection, storage and disposal of various types of
waste, and to achieve reduction, harmlessness and resource treatment

course of manufacturing.
corresponding control

[&]

B
Cifi

F# ?m%‘ﬁfl“ﬁﬁ’]?uu%li AR

BAE -

For the year ended 31 December

BET_A=1T—HILFE

185,714.7
975.2
2,638.9
8.9

981,335.0
46.2

280.2

FEERLENLIA3.6% -
TE?(&E:@&H%%E °

FAZKERLELIEINKI27.5%
SR - R E M —

ﬁﬁﬁiﬂtbi‘bﬂi@% 6% °

266,703.1
946.8
2,754.7
10.2

1,251,673.0
47.4

352.0

ITE2RAREESH

TERARERE
HIIBARAGER -

FERA

CEAREEAERKBRESEMEE

BRERYER

=Y Yt

of various types of waste in compliance with national laws, regulations

and standards.
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The Group establishes a hazardous solid waste warehouse, and
requires each department to deliver the wastes to the storage
place in a timely manner according to their classifications and
the corresponding requirements by the back office. The logistics
department is responsible for the storage, transportation, sale
and other management activities of the waste. Turning waste into
resources and secondary utilization of wastes are the longstanding
principles of the Group. The Group divides waste into two main types,
non-hazardous waste and hazardous waste. If non-hazardous waste
is recycled and reused, it will be sold or sub-processed while those,
which cannot be recycled, will be sent to the sanitation unit regularly
for processing. The hazardous waste is stored in a unified manner and
will be applied for environmental-friendly treatment.

During the year under review, the Group eliminated the use of
hazardous chemicals by improving the production process. As a
result, the generation of hazardous waste decreased by approximately
13.7% in 2018.

Please refer to the table below for the classification and weight of
waste.

Classification Description

Pl

B4

Hazardous waste
BEEEEYD
A ERARS

Recyclable: waste office supplies, waste electronic

RIR - HERERBRE

AEBRYERERERYAE  RESIMAE
EREEMIE - IZEA R 2 SR AR R 25K KB I
BEIRESH HRYMLAERRYOET  E
R HERNREMEREE BER/E - —IRA
ARASERFN—ERA - AEESERY D
REEBRRYLBEERYMAE - BTERY
FREEENBRY  RAEHRZIMNTAEE
F o NEERIKRE R RIRFEAE MINERIE
BEEBREVR—ETRE  LHFRREE °

REEFER  AREBEBNETEIUERERI
mER Bt AEEEYHNELEN_F
—N\EFETE#13.7% °

AEBEEZMAROBREEFSZR TR -

For the year ended 31 December

BE+-_A=T—HILFE

components, waste solder paste, waste circuit boards

EETILa T BEHTE - BEREIR

Non-recyclable: waste rubber hose, waste filter, waste

ribbon, waste day lamp, waste activated carbon, waste

battery, waste lubricating oil, non-organic solution
BEET  EEEE -

AAIEY - BERE - BERE
o BEEM - BEEEMR  EBFHAR
Non-hazardous

waste waste wood
MEREEY) ATEIY : BEAR - BERE - BEEERL - A

Recyclable: waste paper, scrap metal, waste plastic,

2017 2018
Weight (tonnes) | Weight (tonnes)
e —g-n#&
B8 (nf) 52 (W)
5.1 4.4
R 1T
5,240.0 5,470.0

Non-recyclable: domestic waste, construction waste

AR ETEEERY) - REERY
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Besides strengthening daily management and implementing various
policies and measures to mitigate the impact on environment and
increase the efficiency in the use of natural resources as much as
possible, the Group also fully understood that serious environment
protection issues may be caused by major accidents. In order to
prepare for emergency work of hazardous waste ready rapidly,
efficiently and orderly, reduce environmental hazards and protect
the safety of the public, based on actual situation of the Group,
the Group introduced Hazardous Waste Accident Emergency Plan
(“Plan”) in accordance with the relevant laws, and regulations such as
Measures for the Prevention and Control of Environmental Pollution
by Hazardous Chemical Wastes, Environmental Protection Law of the
People’s Republic of China, Law of the People’s Republic of China
on the Prevention and Control of Environmental Pollution by Solid
Waste promulgated by the Ministry of Environmental Protection of the
People’s Republic of China. This Plan is mainly applicable for various
accident emergencies when hazardous wastes are produced, stored,
transported and disposed. It mainly specifies the names, sources,
features and hazards and treatment measures of various hazardous
wastes, the organisations and structures responding to accident
emergencies and their duties, the precautionary measures against
accidents and emergency plans in case of any accidents, etc.

During the year under review, the Group’s business activities did not
have material impact on the environment and natural resources. No
fines or penalties have been imposed for violating environmental laws
and regulations.

BRTIBRATERE  RESHEBRRNEHBUARTE
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PEOPLE-ORIENTED*

The Group believes that employees are an indispensable factor for
sustainable development of enterprises, and how to absorb and
retain excellent talents and establish a strong and stable human
capital is the direction of the Group’s unremitting efforts. The group
employed staff in strict compliance with Labour Law of the People’s
Republic of China, Labour Contract Law of the People’s Republic of
China and Social Insurance Law of the People’s Republic of China.
In accordance with national laws and regulations and combining
the industrial characteristics and actual situations, the Group has
established Recruitment and Employment Implementation Measures
and Employee Handbook, which fully protect the legal rights of our
employees regarding recruitment, promotion, dismissal, working hours,
holidays, diversity, equal opportunities, remuneration and benefits,
safety and trainings, including: 1. The Group opposed to discrimination
and complied with relevant legal requirements, treats each employee
equally and does not treat employees differently in employment,
remuneration or promotion on the basis of their social identities such
as ethnicity, race, nationality, gender, religion, age, sexual orientation,
political faction and marriage; 2. Based on development strategy and
the principle of “adapting to market conditions, representing the value
of talents and playing incentive effect”, the Group further regulates
remuneration management, establishes the remuneration system
balancing internal fairness and market competitiveness, makes efforts
to achieve the target of “consistence in responsibilities and interests,
abilities and values, risks and returns, performance and income”, and
effectively gives play to the incentive effect of remuneration to promote
the sustainable, stable and healthy development of the Group.

*

People-oriented: this part covers all subsidiaries of the Group.

RIR - HERERBRE
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Employee Diversity

As of 31 December 2018, the Group had 16,535 full-time employees
in total, which was a decrease of approximately 42.1% compared with
the total number of full-time employees of 28,540 on 31 December
2017. The main reason for this was that the Group had adopted
labour outsourcing for some manufacturing positions to strengthen
the management of production employees, thereby reducing the
number of production employees. The Group had a total of 9,324
male employees and 7,211 female employees, which represented a
male to female ratio of approximately 13:10, among which 11,322
people were under 30 years old, accounting for approximately 68.5%,
employees aged 30-40 accounted for 24.8% and employees aged
over 40 accounted for 6.7 %.

BEZ L

HE-ZF-)\F+-A=+—H XKEEHSF
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Employee Benefits

The Group provides its employees with reasonable benefits, including
salaries, bonuses and social insurance. At the same time, it has
formulated various systems such as the “Remuneration Management
System”, “Welfare Management System” and “Accommodation and
Housing Subsidy Measures”, etc., to implement various relevant tasks.
In order to enrich the lives of employees during their spare time, the
Group has invested funds especially to lease event venues and install
basketball courts, badminton courts and various sports and fitness
facilities. In order to facilitate employees’ transportation when they
travel to and from work and between different factories, the Group
actively promoted introduced a shuttle bus service and worked with
the bus companies to launch 11 commuting lines for the shuttle
bus service. The Group has also established a dedicated person to
manage trade union organisations. During the year under review, the
trade unions worked with various subsidiaries to launch a series of
diverse and exciting activities, including fun sports festivals, dating and
socialising events for single youths, tug of war, happy family day, and
parent-child summer camps, etc., which won the unanimous praise
of the majority of its employees. Through the above efforts, the 2018
employee satisfaction survey score of the Group was 76.9, which was
an increase of 0.2 points compared with the score in 2017.
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Health and Safety
Occupational Safety and Health Policy:

o Engage in work with the goal of being disaster-free and
accident-free to ensure the safety of employees and regions.

° Ensure the safety of raw materials, semi-finished products and
finished products, and prevent damage to human health in all
aspects of manufacturing, distribution and use.

° Strengthen the training of occupational safety and health
knowledge of all employees, to continuously eliminate sources
of danger and improve the standard of safety management.

The Group continuously devoted resources to safe production and to
protecting employees from occupational hazards. Apart from strictly
complying with the laws and regulations such as Fire Control Law
of the People’s Republic of China, Work Safety Law of the People’s
Republic of China and Law of the People’s Republic of China on the
Prevention and Control of Occupational Diseases, the Group also
committed to: 1. Providing a healthy and safe work environment
for the Group’s staff and issuing labour protection appliances and
articles as per requirements; 2. Performing annual occupational
health examinations regularly for those staff who work at posts that
are exposed to occupational disease hazards according to relevant
national laws on the prevention and control of occupational diseases.
In addition to fulfilling the above commitments, the Group also
made continuous improvements to the working environment, added
ventilation measures for certain positions involving occupational
disease hazard factors, added prompts and signs, improved security
measures and strengthened supervision and inspection, rearranged
and readjusted the sites in some areas by utilizing workplace renovation
opportunities, and made continuous technology modifications on
certain original processes involving toxic and harmful raw materials
to get such materials cancelled or replaced, so as to eliminate
occupational disease hazard factors. During the year under review,
the Group used a physical water blasting method to replace the use
of a corrosive ammonium hydrogen fluoride solution in the decoating
process of coating fixtures. In addition, the Group has already obtained
the OHSAS 18001 certification from the Occupational Safety and
Health Management System and undergoes annual re-examinations.
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The Group recognized that traffic accidents and fires were the biggest
safety hazards in the operation process; therefore, the Group had
arranged traffic safety training for all employees to increase their
traffic safety awareness. With regard to fire-related regulations: 1.
New employees would be subject to a 3-level safety training when
they were hired, and fire evacuation drills and fire extinguisher
operation exercises were arranged annually; 2. Organised monthly
workshop safety inspections and spot inspections on employee safety
knowledge; 3. Fire extinguishers were checked monthly to ensure that
the equipment could be used normally; 4. A mini fire station was set
up and was on 24-hour duty every day. In addition, the Group carried
out a “safety month” activity several times during the year under review
and implemented relevant measures. During the year under review,
the Group did not have any major safety accidents in production and
no employees died due to their work.

Development and Training
The Group regards human resources as an important part of its future

development, and enhances its competitiveness by continuously
improving its human resources system.
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Comprehensive Training Mechanism

The Group continued to carry out work to improve the training and
talent development system. In the area of basic system construction,
the Group formulated documents such as the “Staff Training
and Management System”, “Post Qualification System”, “Internal
Lecturer Management Measures”, “Employee Training Management
Procedures” and “Skilled Worker Education Management Standards”,
and established a three-level training management system. Through
the construction of a training organization system, institutional system,
curriculum system, lecturer system, resource system and training
operation system, the Group built a qualification criteria-based talent
development system to carry out employee training in a planned
manner to continuously improve the professionalism and job skKill
level of employees. In the area of professionalisation of professional
talent, a master’s degree in optical engineering was established in
cooperation with many universities including Zhejiang University to
target professional procedures, and 11 general courses on professional
procedures were also developed. To focus on the areas of R&D of
technology, marketing enterprise management, quality engineering
and manufacturing technology, etc., more than 20 courses, including
courses on the robust design of products, procurement management,
large customer marketing, project management, quality prevention,
TRIZ innovation technology method and lean management, were
established and these courses were taken more than 1,200 person-
time with a total class time of more than 350,000 hours. In the
area of key cadre talent echelon system construction, the Group
continued to promote the construction of the talent echelon system
and implemented the “Chenghui” “Chengfeng” and “Yulang” projects
for employees at different levels, which corresponded to college
students, grassroots reserve cadres and middle class reserve cadres
respectively. During the year under review, the Group organized
training of “Yulang” project for 46 middle cadres, with 24 learning
courses and approximately 160 course hours per person in total, and
organized training of “Chengfeng” project for 45 middle cadres, with
10 learning courses and approximately 120 course hours per person
in total.
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Intensify Training Intensity

The Group encourages and guides its employees to participate in
various trainings and provides institutional and financial guarantees.
Based on the Group’s analysis of training needs, the Group conducts
training in the form of internal lecturer training, external training,
expatriate training (external public class), e-learning, and self-study,
etc. According to the most recent version of the “Professional Position
Qualification Certification and Appointment Management Measures”,
engineers and employees at a higher level were required to give
feedback to the organization annually to share their knowledge and
allow others to succeed their knowledge, etc. The Group actively
promotes the teacher + class model internally, and has built up an
extensive database of courses and database of lecturers.

During the year under review, the Group improved the basic system
of enterprise training and development through its E-Learning
online learning platform, internal teacher + class projects, and data
operations, which allowed the Group to effectively extract and refine
the internal business experiences and excellent case studies to achieve
succession and inheritance of experiences. During the year under
review, working employees accumulated a total of approximately
196,906 hours of online learning with the average coverage rate
of about 85.0%, while the average number of hours per person for
online classes was about 32.5 hours per year. Through the efforts
of employees at all levels, the learning coverage of the Group’s
employees reached approximately 90% as of 31 December 2018,
representing an increase of approximately 10.0 percentage points
compared with 2017.

The Group treats every employee equally, all employees in different
genders can gain learning resources and learning opportunities equally.

Creating a Learning Organization

The Group is actively creating a learning organization. In addition to
carrying out a number of internal training programs, it actively and
comprehensively learns from outstanding companies, such as by
arranging its employees to visit companies around Zhejiang Province,
so as to promote the continuous progress of the Company.

Diverse Employee Promotion Channels
Management path: Employee — Line manager — Division manager
—Department manager — Executive

Technician — Assistant engineer — Engineer —
Senior engineer — Senior Executive Engineer
Employee — Assistant specialist — Specialist
—Senior specialist — Senior expert

Technical path:

Professional path:
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Labour Principles

The Group complies strictly with the Labour Law of the People’s
Republic of China and the Law of the People’s Republic of China
on Employment Contracts for the recruitment and management of
staff and expressly specifies the following: 1. The Group forbids the
forcing of employees to work in a certain post or to do a certain type
of work, and the Group forbids all types of compulsory work. 2. The
Group forbids the taking of punitive measures, management means
and behaviours in the form of abuse, corporal punishment, violence,
spiritual oppression, sexual harassment (including improper language,
posture and body contact) or sexual abuse. In addition, the Group
regularly provides the management with education training in terms
of management ability and skills to further avoid the occurrence of
the events aforesaid.

To ensure that the Group meets the regulations of the Provisions on
the Prohibition of Using Child Labour and thus avoid misuse of child
labour, protect the physical and mental health of minors and safeguard
the legitimate rights and interests of minors, the Group expressly
specifies the following:

° The Group’s recruitment brochures and related recruitment
materials must indicate that applicants must be aged 16 years
or older;

° The Group’s recruitment procedures should include strict
inspections of applicants’ ID cards to avoid hiring minors by
mistake;

° The authenticity of ID cards should be verified; those who hold

a fake ID card should be rejected;

° Applicants should be checked to verify if they are aged 16 years
or older; applicants under the age of 16 should be rejected
(including interns, etc.);

° Applicants should be checked to verify if they are using their
own ID card; applicants who use someone else’s ID card
should be rejected.

T AR

AEEBRER(PEARIMBELEE) - (F
EARANMBESEHERZE) ETEERENE
2 WHAXKE 1 ZIRHIEENEERE
e TIEMRAEE T - ARMBTEAH RS
HEF o2 ZBIFAMEEHHESETER
B 29 BHEE MRE (BRETRER
FORUMEBROKRE IMEGFTSHIAUE
i~ BIEIDEMITR - A BT E—FERD
HIR BB SR EREEREETEIEE
MBI EOHEEI -

]

BTRRASERINA(ELERETIRE) -
BMERAET - RERKFANT DR - &
RECF AR B L - AERTE

o SEREMENABARESEERERRE
EEFRERA16FERMN L

s SEHEERREBREREREESNINR
g PrlERRERET

o THREMBER: BEBRENEE BT T
==
o BEEANMICHER  EEBAMICHERIERSE

(BREELES)

. BREFHEAZNE:
% —@TTHA -

BERAMASNE



BERER L (KM) ARAA « 2018 £ 107

Environmental, Social and Governance Report

° Recruitment staff should implement strict controls to prevent
the hiring of minors by mistake. If a minor is hired on purpose,
the Group will terminate the labour contract and serious cases
will be passed on to the judicial authorities. If a minor is hired
due to negligence, the Group will take disciplinary action
against the person directly responsible, and the immediate
supervisor will be issued a joint warning.

° The Group should keep complete personnel records, retain
employee-related information, including their date of entry,
date of birth, home address, and emergency contact, etc., and
attach a copy of their ID cards for inspection;

° To prevent negligence and avoid impostor from starting work
instead of the person who applied and completed the entry
procedure, the head of the department where a new employee
starts work must carefully check the information of the new
employee (including checking whether the photo on the factory
pass matches the person); any abnormalities found should be
immediately reported to the human resources department of
the Group for proper handling.

In order to resolve labour disputes in a fair and timely manner, protect
the legitimate rights and interests of both employer and employee, and
promote harmonious and stable labour relations, the Group strictly
follows the requirements of national laws and regulations, such as the
Labour Law of the People’s Republic of China, the Law of the People’s
Republic of China on Employment Contracts, and the Labour Dispute
Mediation and Arbitration Law of the People’s Republic of China, and
handles labour disputes in accordance with the principles of legality,
fairness, timeliness and mediation. In the event of labour dispute, the
Group first negotiates or mediates with the labourer. If the parties are
unwilling to negotiate or mediate, either party can file a lawsuit with
the People’s Court.

The Group formulated the “Emergency Management of Labour
Relations and Emergency Response Plan for Sudden Events” to
respond to strikes staged by employees who were dissatisfied with
their work status or sudden situations of reduced production capacity.
During the year under review, the Group has not experienced any
such incidents.
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SUPPLY CHAIN MANAGEMENT

The Group treat our suppliers as partners of interest with mutual
respect and support. We strove to create mutually beneficial, win-win
supply-demand partnerships with suppliers to contribute to the
sustainable development of the industry and society. In regard to the
introduction and recruitment of suppliers, the Group Adhere to fair
and just principle with no bias when we select our suppliers. We has
established a strict introduction flow and formulated documents such
as the Procedures for Managing and Controlling Suppliers and Code
of Managing Suppliers, etc., based on the QC08000 system standard
and customers’ requirements to manage the supply chain and reduce
relevant risks. Among them, the Procedures for Managing and
Controlling Suppliers mainly include specifications and regulations on
the classification of suppliers, processes of evaluating and introducing
suppliers, information of suppliers and data management, etc.; and
the Code of Supplier Management mainly includes specifications and
regulations on the processes of exception management for suppliers,
processes of quarterly and annual performance management for
suppliers, controlling processes of informing suppliers of process
changes, processes of managing annual review, tier-two suppliers
management, risk management for material supply interruption and
suppliers information management.

During the year under review, the suppliers on which the Group
implemented relevant practices amounted to 1,184 in total. In order
to ensure the effective implementation of various systems, each
subsidiary has, based on their own conditions, adopted multiple
measures including conducting internal review within the company and
inviting external qualified institutions to conduct external review every
month, to inspect the implementation of systems; preparing an annual
plan for supervising suppliers and promoting the plan accordingly;
and evaluating the quarterly performance of each supplier, so as to
establish a database. In order to reduce green and environmental
product risks, the Group required our suppliers to sign a statement
not to use environmental material and Hazardous Substances Free
(“HSF”) product guarantee before procurement. In addition, the
Group conducts risk evaluation on its suppliers every year, which
mainly covers the supplier’s location, types of products and services
provided, supply quantity and proportion, risks pertaining to green
and environmental product, general performance of suppliers, social
liability of enterprise and commercial ethics.

During the year under review, the Group had a total of 1,184 suppliers,
1,129 of which were distributed in China.
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PRODUCT LIABILITY
Quality Principals
— Think before we leap, striving for excellence

The Group takes “think before we leap, striving for excellence” as the
code of conduct, fully considering the interests of both customers
and the Group, strengthening production management with the
requirement of “excellence”, and continuously improving under the
premise of complying with laws and regulations to provide customers

with quality products.
Product Quality

The Group has set up a comprehensive quality management system
and pursues zero-defect in product quality by strictly complying
with customers’ requirements and relevant international standard.
National laws and regulations in this regard include Tort Law of the
People’s Republic of China and Product Quality Law of the People’s
Republic of China, and corresponding quality management and control
system has been established by the Group in accordance with the
laws and regulations thereof. It is required to control the products
from in terms of design, component recognition, mass production
recognition, incoming materials and shipments to ensure the quality
of the products.

The Quality Assurance Department is the main responsible department
of quality supervision. The Group has established 1SO14001,
QC080000, OHSAS18001 management system, which combined
with regulations and customer requirements, and controls for the
hazardous substances according to the most stringent requirements
applicable to the Group’s products. The suppliers are also required to
sign the non-environmental substance certificate and the HSF product
guarantee certificate; the incoming materials are tested according
to the requirements of the X Ray Fluorescence Test Management
Standard; each manufacturing departments shall undergo identification
on equipment, fixtures and auxiliary materials that come into contact
with the product in accordance to the HSF Product Production Process
Assurance Management Standard so that processes with significant
hazardous material contamination can be identified and it can be
rectified from the sources. In addition, the public’s hidden concerns
can be sought directly through customer appeal analysis, third-party
evaluation, telephone return visits, public opinion monitoring, etc.,
directly understand the public’s hidden concerns, and indirectly
through strengthening methods such as visiting talks.
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During the period under review, no recall for the Group’s all sold or
delivered products occurred by reasons of safety and health.

The Group attaches great importance to the issue of conflict minerals®.
The raw materials used by the Group have been certified by the
customer and meet the requirements of the customer without any
substances belonging to conflict minerals. On the other hand, the
Group manages suppliers in this respect. Based on communication
and investigation with suppliers, no materials related to conflict
minerals have been found.

The Group recognizes the importance of managing the safety of
chemical substances. Therefore, there are mechanisms within the
Group that control the highly regarded chemical substances in the
products, for example, through QC080000 certification, which already
includes the requirements for Substances of Very High Concern in
the European Union’s Registration, Evaluation, Authorization and
Restriction of Chemicals (“REACH”) regulations. On the other hand,
the Group has dedicated staff who are responsible for collecting and
tracking changes in the corresponding laws and regulations of different
countries and regions.

*

Conflict Minerals: refers to minerals mined from the conflict zones controlled
by African non-government army.

Customer Service

During the period under review, the Group has not received complaint
on environment and public control of the products. In receipt of
an environment-type complaint about the product, the Group will
handle it according to Customers’ Complaint and Feedback Handling
Procedures, and also organise an improvement team to analyse,
improve and standardise the problem in order to obtain recognition
from customers. The Group has put explicit procedures in place to deal
with complaints for quality-related problems from customers, which
are generally to be handled in accordance with Customers’ Complaint
Controlling Procedures, Customers’ Complaint and Feedback Handling
Procedures and Operational Regulation on Handling Customers’
Returns. The main content of Operational Regulation on Handling
Customers’ Returns is related to operational procedure of handling
customers’ returns, ensuring that the returned products can be

reflected and handled correctly, promptly and effectively.
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The Group also formulated the Customer Complaint Management
Standards, which were divided into serious complaints and general
complaints according to the seriousness of the complaints. The 2485
Principle, of which temporary solution should be provided in 24 hours, a
formal solution should be provided in 48 hours and the improvement result
should be provided in 5 days, was established. In particular for serious
complaints, the salesperson needs to transmit the information immediately
after receiving the information, and the Quality Assurance Department
will take emergency measures on the same day (on-site processing will
be carried out or technical support will be provided within one working
day for local customers while and agents or foreign institutions will be
entrusted to provide on-site processing to foreign customers), a report
will be submitted within three working days after the investigation. In
addition, the Group conducts customer satisfaction surveys every year,
and the Quality Assurance Department and marketing center will discuss
the survey results, analyze the causes and make improvement, and try
their best to meet the requirements and expectations of the customers.

Meanwhile, the Group places high importance on protection of the
employees’ privacy and the Group secrets. Through measures including
formulation of the Manual of Employees’ Information Safety, classification
of information assets, safe management of paper documents, zoning
and management of the Group’s safety zone and information safety
management control, the employees’ privacy and the Group secrets are
effectively protected. In order to protect against the leakage of customer
data, the Group has a confidentiality agreement with specific customers
to protect the patent rights owned by specific customers. In addition,
only the senior employees can access the relevant customer data, and
the customer’s data is strictly controlled. All data must be archived and
stored for 2 years, and is forbidden to be brought away from the factory
area. In protecting the privacy of customers, the Group has established
relevant procedures and Customer Relationship Management System
to ensure that customer information is not leaked or loss. At the same
time, the Group have enhanced the implementation and supervision of
the privacy of customers, our business unit heads regularly maintain and
inspect customer information to prevent personal data leakage.
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Intellectual Property Rights

The Group’s legal department formulated and led the implementation
of Patent and Technical Secret Management System, Trademark
Management Measures and Management System on Software
Copyrights to reduce the risks of infringement of intellectual property
rights in the advertising activities and labelling of products and ensure
the staff to observe the intellectual property rights of other parties,
pursuant to which to regulate the behaviour of the suppliers on
intellectual property rights. Patent and Technical Secret Management
System specifies the procedure of applying for patents and technical
secrets, and areas such as patent and technical secret management,
maintenance, application, protection and rewards during R&D projects,
so as to regulate the patent and technical secret management work
of the Group, boost the employees’ enthusiasm of invention and
innovation and prevent the risk of intellectual property rights, as well
as preventing loss to the Group arising from improper disclosure of
R&D technologies and avoiding the risk resulting from the leakage of
the relevant information of technical secrets. Trademark Management
Measures is mainly related to the areas such as trademark application,
regulated use, maintenance, license, transfer, protection and award
mechanism to enhance the Group’s trademark management,
protection of the Group’s interests, maintenance of trademark
reputation and comprehensive competitiveness of the Group’s brand.
Management System on Software Copyrights is mainly related to
the definition, registration management, evaluation management,
application, protection and award mechanism of software copyrights,
for the purpose of enhancing the Group’s management of software
copyrights, definitely protecting the proprietary intellectual property
rights and further elevating the core competitive edges and innovation
benefit.

During the period under review, the Group had 324 newly-added
patents and currently has 958 patents in total.
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ANTI-MALPRACTICE

Anti-malpractice refers to any action that is intended to counteract
the use of means that do not conform to the laws and regulations
(such as fraud) by persons either inside or outside the Group for
seeking illegitimate personal interests to the detriment of the Group’s
legitimate economic interests. These actions can be divided into two
main categories, namely “anti-corruption” and “anti-fraud”. The
Group believes that the development of such work ethics as honesty
and integrity is an important task to be performed in relation to the
character of the Group’s staff, where work ethics education covering
the concepts of honesty and integrity is required to be conducted in
various departments on either a regular or non-regular basis. In order
to regulate the professional conduct of its management members
at various levels and staff in general, the Group has arranged for
its Audit Department to establish an Anti-Malpractice System under
which awareness programs directed to its entire workforce are held
each year, and the Anti-Malpractice System is also required to be
incorporated as a component of the induction training programme for
new employees. The Anti-Malpractice System covers such aspects as
the prevention and control of malpractice incidents occurring within
the Group, the avoidance of appointing certain individuals to key
positions, the segregation of incompatible roles, the reporting and
audit of related party transactions, the procedures and mechanism for
the control of malpractice risks, as well as the inclusion of provisions
relating to a dedicated “tally” for in-kind and monetary gifts. In
addition, through the new media, the Group has been publicising
the importance of integrity, raising people’s awareness of relevant
systems, and handling whistleblower reports, in a bid to enhance its
governance and internal control, regulate its conduct of operations,
safeguard its shareholders’ legitimate interests, and foster its sound
and stable development. The Group has released the Circular on the
Establishment of Whistleblowing Channels for Malpractice Incidents
( (AR SRR ERBERNAE) ). The Group strives to comply
with national laws and regulations relating to bribery, extortion, fraud
and money laundering, and the Audit Department is responsible to
handle report of related cases and has made known on its official
website the means of whistleblowing, including information such as
phone number and e-mail address, in an attempt to encourage people
from all walks of life to report and divulge any acts of “corruption”
and “fraud” on the part of the Group’s employees. The Group also
undertakes to maintain the reported information in strict confidence,
and to grant to the whistleblower 5%-10% of the amount being subject
to investigation as reward.
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The Group’s high-level leaders are required to sign an Undertaking
regarding Sunny’s Values and Rules of Conduct ( {3 FEEE &1T
BIREAFEZE) ) and an Anti-Malpractice Undertaking ( { [z SE 8 #
#E) ), and the Group has established the Management Measures
on Key Sensitive Positions for establishing the system of anti-
malpractice within the Group. Besides, each of the staff members
at middle-level or above or occupying a key sensitive position has to
sign an Anti-Malpractice Guarantee ( { RIE¥IRFEE) ) each year,
and a system involving regular staff rotation and integrity reports is
implemented in relation to the key sensitive positions. The Group
carries out reporting and management of related party transactions on
an annual basis in respect of its management members at the deputy
head level or above and those employees occupying a key sensitive
position, while the Audit Department accepts whistleblower reports
from staff, audits related party transactions, and performs supervision
and scrutiny on major projects such as those relating to infrastructure
and furnishings and the purchase of expensive equipment, in order
to ensure the creation and promotion of an operating environment
characterised by harmony and integrity. Besides, the Group’s suppliers
are required to sign an Undertaking for Operating with Integrity ( &
=42 #EZ) ) and to make annual reports in relation to their related
persons.

During the year under review, the Group did not experience any
case of litigation relating to issues of corruption or fraud, nor did any
material non-compliance occur in relation to its audit work.
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Contribution To Community

Joining hands with individuals from all walks of life in creating a
civilised, ever-progressing society as well as making contributions to
social development has always been one of the objectives pursued
by the Group. Over the years, the Group has been actively involved
in various initiatives of social construction, encouraging its staff to
give back to society with all their heart. The Group believes that an
enterprise can be likened to a “cell” that can only achieve growth
under the auspices of its “mother” — namely our society — and that
it should therefore shoulder the responsibility of giving back to
society. Accordingly, social welfare and community support have been
incorporated into the day-to-day operations of the Group.

Donations For Education

Based on the characteristics of the industry in which it operates as
well as the needs surrounding its own development, and based upon
the development notion of “support for education is synonymous with
support for the enterprise itself”, the Group has devoted sizeable
resources to the education and technology fields. The Group made
the establishment of Zhejiang University Education Foundation:
Sunny Development Fund, established the “Sunny Scholarship” for
Yuyao High School, the “Sunny Bursary Fund”, and the “Sunny
Scholarship” for Zhejiang University, and entered into an agreement
with the Department of Education of Zhejiang Province in relation to
its long-term subsidy for a programming competition for university
students in Zhejiang Province. The following table shows an overview
of the donations made by the Group over the past two years.
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For the year ended 31 December

BHET-_A=+—HILFE

Amount of
Donation (RMB)
RESHE (ARH)

Specific Iltem

B BEER AREH

Date Type of Donation

2018 Donations for education Donations for charity funds 320,000.00
—E-N\FE BhE R REESRE
Donations for education Education foundation of Changchun University of Science 1,100,000.00
and Technology
BhE 1R REBIXRBHELRS
Donations for education Donations for Yuyao School (% B & 1) 50,000.00
2R RERERIBE
Other donation Sponsorship for Yuyao City Martial Arts Association 10,000.00
Hih iR RUTRIMHSERE
Donations for poverty To help village in distress — Chencun (B A7) 20,000.00
alleviation
KERE wBhE BN — R
Donations for poverty Donations for charity business 20,000.00
alleviation
KERY NGES SN
2017 Education foundation Education foundation of Zhejiang University 10,000,000.00
—E—+EE YEESE MIKBHEESE
Donations for education Donations for charity funds 320,000.00
BERE REESREX
Donations for education Donations for education foundation of Changchun 100,000.00
University of Science and Technology
BERE REBIRSHEECGREN
Donations for education Donation for University of Rochester 674,620.00
B2 BEENISAE
Other donation Sponsorship for Yuyao City Martial Arts Association 10,000.00
Hof 1538 AUTRIMHEERE
Donations for poverty To help village in distress — Kong’ao Village (FL& ) 20,000.00

alleviation
HAEBE

KRBYREE — FLEA
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Donations for Student Assistance

During the year under review, the Group’s student assistance and
related donation activities saw strong response and support from its
staff. On the eve of the June 1 Children’s Day, the Group’s Party-Mass
Office organised a charity sales event with the theme “Where Youth
Meets Love and Love Arouses Hope”, from which the charitable
proceeds were donated to deprived students at the Central Primary
School of Dalan Town in Yuyao (kT A& HEA L/ E) and Huining
Modern Science and Technology Vocational School in Gansu (H &
@@= E KRB 2/). Representatives from the Group’s trade union
also paid a visit to the Central Primary School of Dalan Town in Yuyao,
where they granted bursaries in person to students facing hardship.

Caring for elderly without family
REMEEA

Charity sale

ELEHE
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Volunteer Services

In 2018, in order to promote the success of the municipal blood
donation programme and to better demonstrate the admirable
character of its staff who enjoy helping others by making altruistic
contributions, the Group organised the 8th edition of its blood
donation activity with the theme “Give Love and Care for Others”.
On this occasion, 393 employees successfully donated their blood,
achieving a total blood donation of 120,900 ml. As of now, the Group
has organised for its blood-donating employees eight such activities,
for which it has been granted such awards and accolades as the
Award for Promotion of Blood Donation in Zhejiang Province (¥ T4
= (E B 018 # 8%), Outstanding Group of Blood Donors in Ningbo City
(B TR B M S5 22 82), Charitable Entity for Blood Donation in
Ningbo City (28 &AM E L 8 f), and Top 10 Entity for Blood
Donation in Yuyao City (R#k T (&R 15 7). Besides, the Group
has established three volunteer groups, namely “Civilisation and
Harmony”, the “Red Cross”, and “Psychological Counselling”, and
has offered regular training to, and organised volunteer services for,
the volunteers. These services included activities held in Yuyao that
are aimed at delivering care and warmth to orphans in welfare homes
as well as lonely elderly people residing at a care home in Yangming
Jiedao.
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The Directors are pleased to present the 2018 Annual Report,
including the audited consolidated financial statements for the year
ended 31 December 2018.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The activities
of its principal subsidiaries are set out in Note 44 to the consolidated
financial statements.

BUSINESS REVIEW
Review

As the global and Chinese smartphone market saw a slowdown
in growth and the industry concentration was strengthened, the
manufacturers of handset components faced great difficulties and
challenges in the process of development. As the differentiation
trend of products became more obvious, manufacturers reformed
and renovated their products, developed products with higher
competitiveness and actively explored new emerging overseas
markets to occupy a higher market share. With the successive
issuance of decrees and regulations by governments around the
world, the expansion of application sites for the ADAS and the gradual
enhancement of autopilot technology level, the demand in vehicle
imaging field further increased, and the growth momentum in the field
became increasingly strong.

In spite of many unfavourable external factors, the Group still adhered
to constantly enhancing its comprehensive competitive strength with
its customer-oriented strategy led by technologies, actively practiced
enterprise culture whose core value is “Create Together”, accurately
grasped market opportunities based on optoelectronic industry and
constantly pioneered & innovated, increased efficiency, optimised
product mix, increase cost awareness, lower operation cost and took
various advantages to raise its comprehensive competitiveness. Details
of the core business activities of the Group are set out in the section
“Management Discussion and Analysis”.
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Outlook and Future Strategies

Looking into 2019, which will be a year with both opportunities and
challenges, the Group remains optimistic about its development. The
Group will continue to deepen the “Two Transformations”, enhance the
added value of software algorithm in products and services, deepen its
advantageous businesses, further increase our market share, enhance
the management precision, significantly improve operation quality,
increase investment in new businesses and cultivate new growth
points for businesses with the greatest enthusiasm to eventually
achieve the transformation from an optical product manufacturer to
a smart optical system solution provider and the transformation from
an instrument product manufacturer to a system solution integrator.
Major Financial and Business Performance
Indicators

Major financial and business performance indicators of the Group
include revenue, gross profit margin, ratio of operating expenses,
operating profit, return on equity, trade receivable turnover days, trade
payable turnover days, inventory turnover days and gearing ratio, etc.
Details of the Group’s revenue, gross profit margin, ratio of operating
expenses, trade receivable turnover days, trade payable turnover days
and inventory turnover days are set out in the section “Management
Discussion and Analysis” in this Annual Report. Details of other major
performance indicators are discussed below.

During the year under review, the Group’s return on equity decreased
by approximately 11.7 percentage points to approximately 27.1%
compared to that of last year, mainly due to the decrease in the profit
for the year. The Group will continue to increase the return on equity
by increasing the profit margins and earnings per share, etc.
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Environmental Policies and Performance

The Group has formulated some policies in accordance with
environmental regulations, such as conducting environmental impact
assessment for various types of materials or machines prior to
making any purchasing decision during the stage of design, research
and development; enhancing awareness of environmental protection
among all employees by organising environmental protection activities,
training programmes and promotions; and leading a core role by top
management of the Group to establish a well-defined structure and
system for environmental management by outlining corresponding
responsibility, scope and policy.

During the daily operations, the Group has paid a close attention to
the latest development of domestic and international environmental
protection laws and regulations to ensure that the environmental
policies are in line with domestic and international standards, as well
as global development.

Compliance with Laws and Regulations

The Group recognises the importance of compliance with the
requirements of relevant laws and regulations. Any failure to comply
with such requirements may result in termination of the operation
permit. The Group has allocated systems and human resources to
ensure continuing compliance with rules and regulations and sound
working relationships with regulators through effective communications.
During the year under review, the Group has complied with the
Listing Rules, the Securities and Futures Ordinance, the Companies
Ordinance, the Restriction of Hazardous Substances Directive (the
“RoHS”) of the European Union, the Regulation on Registration,
Evaluation, Authorisation and Restriction of Chemicals (the “REACH”)
of the European Union, the Patent Law of the People’s Republic of
China, the Contract Law and the Labour Law of the People’s Republic
of China and other relevant rules and regulations.

Main Risks and Uncertainties

The main activities of the Group include the production and sales of
relevant products. It is exposed to a variety of main risks including
interest rate risks, foreign exchange rate fluctuation risks, credit risks,
cash flow interest rate risks and liquidity risks. Details of the above
main risks and measures for risk reduction are set out in the section
“Management Discussion and Analysis”.
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During the year under review, the Group’s business and profitability
growth were affected by the fluctuations and uncertainties of
macroeconomic situations of mainland China and other countries
around the world. Discrepancies of the monetary policies among major
developed economies are expected to continue to partially affect the
capital and trade flows and the asset price volatility of mainland China.
In addition, as the main activities of the Group involve such fields as
smartphones, vehicle imaging systems, security surveillance systems
and optical instruments, they are also subject to relevant market
environments. The long-term business and profitability growth of the
Group are expected to be continuously impacted by variables of the
Chinese macro-economy (including but not limited to consumer and
asset price indices, credit demand and total output value growth) and
qualitative factors (such as the development of political and economic
policies of various countries in the world).

Relationships with Major Stakeholders

The Group’s success also relies on the support of major stakeholders

including employees, customers, suppliers, regulators and

shareholders.
Employees

Employees are considered to be the most important and valuable
assets of the Group. The purpose of human resource management of
the Group is to reward and praise the staff with excellent performances
through the provision of generous remuneration package, the
implementation of the comprehensive performance evaluation plan and
the Restricted Share Award Scheme. Besides, the Group formulates
an appropriate training plan based on various positions, duties and
titles and provides certain opportunities and platforms to assist the
employees in developing and getting promoted within the Group.

Customers

The major customers of the Group are handset terminal manufacturers,
handset camera module manufacturers, vehicle equipment integrators
and so on. The Group is committed to providing its customers with
quality products and services so as to strive for sustainable growth in
respect of revenue and profitability. The Group has adopted various
means to strengthen communication with its customers, and expanded
different businesses to provide customers with excellent and quality
products and services so as to increase market share and improve
market competitiveness.
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Suppliers

Maintaining good relationship with the suppliers is essential to the
Group in respect of the supply chain and when facing business
challenges and regulatory requirements. It can achieve cost efficiency
and promote long-term commercial benefits. Major suppliers include
raw material suppliers, system and equipment suppliers, external
consultants providing professional services, suppliers of office supplies
or commodities and other business partners providing the Group with
value-added services.

Reguiators

As a company listed in Hong Kong with business operations in
mainland China, the Company is subject to the regulation of the
Securities and Futures Commission of Hong Kong, the Hong Kong
Stock Exchange, State Administration of Work Safety of the PRC,
General Administration of Quality Supervision, Inspection and
Quarantine of the PRC and other relevant regulators. The Group
expects to ensure compliance with new rules and regulations as
updated from time to time.

Shareholders

One of the corporate objectives of the Group is to enhance the
corporate value for its shareholders. The Group distributes certain
dividends to its shareholders in order to reward their support after
boosting its business development to achieve the sustainable profit
growth and taking into account the capital adequacy level, the liquidity
and the business expansion needs.
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DIVIDENDS DISTRIBUTION

The results of the Group for the year ended 31 December 2018
are set out in the consolidated statement of profit or loss and other
comprehensive income on page 147.

The Directors recommend the declaration of a final dividend at the
rate of approximately RMB0.568 (equivalent to HK$0.662) per share
payable on 24 June 2019 to all persons registered as holders of shares
on 3 June 2019.

In order to be qualified for the dividend, the Register of Members will
be closed from 4 June 2019 to 11 June 2019, both days inclusive.
Shareholders should submit share certificates together with transfer
documents to the Company’s Hong Kong Branch Share Registrar,
Computershare Hong Kong Investor Services Limited at Shops
1712-1716, 17" Floor, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong at or before 4:30 p.m. on 3 June 2019.

In order to be qualified for attending the AGM to be held on 28 May
2019, the Register of Members will be closed from 23 May 2019 to
28 May 2019, both days inclusive. Shareholders should submit share
certificates together with transfer documents to the Company’s Hong
Kong Branch Share Registrar, Computershare Hong Kong Investor
Services Limited at Shops 1712-1716, 17" Floor, Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong at or before 4:30 p.m.
on 22 May 2019.
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MAJOR CUSTOMERS AND SUPPLIERS

Details of the Group’s transactions with its major suppliers and
customers during the year are set out below:

In 2018, the purchases from the Group’s largest supplier accounted for
approximately 25.0% (2017: approximately 24.0%) and the aggregate
purchases attributable to the five largest suppliers accounted for
approximately 53.7% (2017: approximately 62.1%) of the total
purchases of the Group.

In 2018, the sales from the Group’s largest customer accounted for
approximately 21.9% (2017: approximately 21.5%) of the Group’s total
sales and the aggregate sales attributable to the Group’s five largest
customers accounted for less than 70.0% of the total turnover of the
Group in both years of 2017 and 2018.

At no time during the year did any Director or any shareholder of the
Company have any interest in any of the Group’s five largest suppliers
or customers.

PROPERTY, PLANT AND EQUIPMENT

Details of movements of property, plant and equipment of the Group,
during the year in the fixed assets, are set out in Note 15 to the
consolidated financial statements.

SHARE CAPITAL

Details of changes during the year in the share capital of the Company
are set out in Note 35 to the consolidated financial statements.

DISTRIBUTABLE RESERVES OF THE
COMPANY

Distributable reserves of the Company as at 31 December 2018,
calculated under the Cayman Islands Companies Law amounted to
approximately RMB8,627.2 million (2017: approximately RMB6,963.7
million) including share premium of approximately RMB2.7million and
retained earnings of approximately RMB8,624.5million.
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DIRECTORS

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

Executive Directors

Mr. Ye Liaoning
Mr. Sun Yang
Mr. Wang Wenjie

Non-Executive Director
Mr. Wang Wenjian
Independent Non-Executive Directors

Mr. Zhang Yuging
Mr. Feng Hua Jun
Mr. Shao Yang Dong

In accordance with the provisions of the Company’s Articles of
Association, at least one-third of the Directors will retire by rotation
and, being eligible, offer themselves for re-election at the forthcoming
AGM of the Company. A circular containing the explanatory statement
on repurchase by the Company of its shares, the biographical details
of the director candidates and the notice of AGM will be sent to
shareholders of the Company.

DIRECTORS’ SERVICE CONTRACTS

No Director proposed for re-election at the forthcoming AGM has a
service contract with the Company which is not terminable by the
Group within one year without payment of compensation, other than
normal statutory compensation.

Each of the Directors has entered into a service contract with the
Company for a term of three years commencing from the date of
appointment or re-appointment.
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DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS AND SHORT POSITION IN

SHARES

As at 31 December 2018, the interests and short positions of the HR=
Directors and the chief executives in the shares, underlying shares
and debentures of the Company or of any associated corporations
(within the meaning of Part XV of the Securities and Futures Ordinance
(the “SFQ”)), as recorded in the register maintained by the Company
pursuant to Section 352 of the SFO, or as otherwise notified to the
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Mr. Wang Wenjian

EXERE

Mr. Ye Liaoning

Mr. Sun Yang
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Mr. Wang Wenjie
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Name of
Corporation

EEER
The Company

The Company

NS

The Company
YN
The Company

PN
The Company
AN
The Company
P /NS
The Company
YN
The Company

PN
The Company
AN

Long/short
Position
¥/ KR

Long position

e

Long position

A

Long position
e
Long position

)
Long position
)
Long position
)
Long position
e

Long position

e
Long position

e

Type of interest
R R

Trustee and Beneficiary
of a trust (Note 1)
EREXFEART @A
(PHEET)
Beneficiary and Founder
of a trust (Note 2)
ErEXm AR A
(Pt &E2)
Beneficial owner (Note 3)
BREAA (M53)
Beneficiary of a trust
(Note 4)
ErEE@mA (Mi4)
Beneficial owner (Note 5)
BB A (M5E5)
Beneficiary of a trust (Note 6)
FXaA (Miz6)
Beneficial owner (Note 7)
BEREAA (M57)
Beneficiary of a trust
(Note 8)
FrEE@mA (Mi8)
Beneficial owner (Note 9)
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Number of
shares

BHEE
389,091,927

33,664,133

81,609

389,091,927

2,216,277

389,091,927

56,277

389,091,927

1,495,431
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Approximate
percentage of

shareholding
FREBABEDL

35.47%

3.07%

0.01%

35.47%

0.20%

35.47%

0.01%

35.47%

0.14%
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Notes:

M

Mr. Wang Wenijian is one of the two trustees (together with TMF Trust
(HK) Limited) and one of the beneficiaries of the Sunny Group Employee
Offshore Trust, under which he is entitled to 1.72% of the beneficial
interest. The Sunny Group Employee Offshore Trust is a trust on the entire
issued share capital of Sun Ji, which owned 100.00% equity interest in
Sun Xu, which in turn owns 35.47% of the issued share capital of the
Company. Accordingly, Mr. Wang Wenijian is deemed to be interested in
389,091,927 shares held by Sun Xu under the SFO.

Mr. Wang Wenijian is the beneficiary and founder of Sun Guang Trust*. Sun
Guang Trust* is the trust of the entire issued share capital of Sun Guang
Limited (“Sun Guang”), which owns 3.07% of the issued share capital of
the Company. Accordingly, Mr. Wang Wenjian is deemed to be interested
in 33,664,133 shares held by Sun Guang under the SFO.

Mr. Wang Wenjian is taken to be interested as a grantee of 81,609 shares
granted under the Restricted Share Award Scheme.

Mr. Ye Liaoning is a beneficiary under the Sunny Group Employee Offshore
Trust, under which he is entitled to 7.88% of the beneficial interest.
As a beneficiary of the trust, he is deemed to be interested in all the
equity interest that Sunny Group Employee Offshore Trust owns under
the SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn
owns 389,091,927 shares of the Company. Accordingly, as a controlling
shareholder, Sun Ji is deemed to be interested in all the shares that Sun
Xu owns under the SFO. Accordingly, Mr. Ye Liaoning is deemed to be
interested in 389,091,927 shares under the SFO.

Mr. Ye Liaoning is taken to be interested as a grantee of 2,216,277 shares
granted under the Restricted Share Award Scheme.

Mr. Sun Yang is a beneficiary under the Sunny Group Employee Offshore
Trust, under which he is entitled to 1.49% of the beneficial interests.
As a beneficiary of the trust, he is deemed to be interested in all the
equity interest that Sunny Group Employee Offshore Trust owns under
the SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn
owns 389,091,927 shares of the Company. As a controlling shareholder,
Sun Ji is deemed to be interested in all the shares that Sun Xu owns
under the SFO. Accordingly, Mr. Sun Yang is deemed to be interested in
389,091,927 shares under the SFO.

Mr. Sun Yang is taken to be interested as a grantee of 56,277 shares
granted under the Restricted Share Award Scheme.
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Mr. Wang Wenijie is a beneficiary under the Sunny Group Employee
Offshore Trust, under which he is entitled to 4.99% of the beneficial
interests. As a beneficiary of the trust, he is deemed to be interested in all
the equity interest that Sunny Group Employee Offshore Trust owns under
the SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn
owns 389,091,927 shares of the Company. As a controlling shareholder,
Sun Ji is deemed to be interested in all the shares that Sun Xu owns
under the SFO. Accordingly, Mr. Wang Wenjie is deemed to be interested
in 389,091,927 shares under the SFO.

Mr. Wang Wenjie is taken to be interested as a grantee of 1,495,431
shares granted under the Restricted Share Award Scheme.

The Chinese translation of Sun Guang Trust (‘32 3£ {55T”) is for identification
purpose only.

Save as disclosed above, none of the Directors and chief executives

had any interests or short positions in any shares, underlying shares
or debentures of the Company or any of its associated corporations
as at 31 December 2018.
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RESTRICTED SHARE AWARD SCHEME

On 22 March 2010 (the “Adoption Date”), the Board has adopted the
Restricted Share Award Scheme. According to the Restricted Share
Award Scheme, the Directors, all employees, senior staff, agents
and consultants of the Company and its subsidiaries are entitled
to participate in this scheme. The purpose of the Restricted Share
Award Scheme is to assist the Company in attracting new staff as
well as motivating and retaining its current talents. The Restricted
Share Award Scheme shall be effective from the Adoption Date and
shall continue in full force and effect for a term of 10 years and be
managed by its administrative committee and the trustee. Details of
the Restricted Share Award Scheme could be found in the Note 43
of the consolidated financial statements.

For the year ended 31 December 2018, details of movements of the
shares issued under the Restricted Share Award Scheme were as
follows:
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Number of shares
KA

Fair value of Granted
each share 1 January during the
Date of grant (Note 1) 2018 year
BRRHZ
RTHH A (H&1) RERRE
HK$
B
7 May 2010 1.64 - -
“2-ZFRALH
14 March 2011 2.67 - -
—F——F=A+EA
18 August 2011 1.64 - -

—2—#\A+/\H

14 March 2012
—2--#=A+EA

2.70 - -

Vested
during the
year year 2018

RENERE

Lapsed
during the |31 December
Vesting period
R=ZB-N\§

REAXK [T=A=1-H | GEH

From 6 May 2014

to 6 May 2015
“Z-mERA~AZ

“Z-TERARA
From 13 March 2014

to 13 March 2015
“Z-NF=At+=HZ

“Z-R%=At=H
From 17 August 2014

to 17 August 2015
ZE-EENATERE

ZE-RENATLA
13 March 2016
—T-R"¥=At=H



Date of grant

RYAH

17 August 2012

“E2-—#\AttH

21 December 2012
“Z--F+-A-t-H
9 March 2013
—2-=£ZAAR

13 August 2013

“F-=£/\B+=R

22 October 2013

I i =
11 March 2014
—Z-mE=A+-H
15 August 2014

“Z-mENA+RA

21 October 2014
ZE-RMETA=T-H
9 March 2015
—E2-nE=ANA
26 May 2015
“E-RFRA-TKA
24 August 2015
ZE-RENAZTHEA
15 November 2015

“Z-hF+-AtHE

15 April 2016
“E-"FRA+RA

Fair value of
each share
(Note 1)
BREMHZ
DA (Bat)
HK$

B

3.08

5.12

8.10

8.69

7.79

7.19

9.74

12.46

14.30

17.28

12.26

17.76

24.25

1 January
2018
R=B-NF
-A-H

852,125

880,600

55,000

523,000

780,500

189,006

1,007,750

Number of shares
g

Granted
during the
year

RERRH

Vested
during the
year

RENEE

(767,125)

(850,600)

(66,000)

(261,500)

(390,250)

(185,929)

(1,004,181)
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261,500

390,250
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Vesting period

BESY

From 16 August 2015
to 16 August 2017
ZE-RENATREE

ZE—tENATAE
20 December 2016
“E-R"E+ZAZTH
8 March 2017
“E—tE=ANA
From 12 August 2016

to 12 August 2017
ZE-RENATZRE

“E-t§/\ATZH
21 QOctober 2017
ZEtETAZT-H
10 March 2018
ZE-N\F=ATH
From 14 August 2017

to 14 August 2018
“ZtE\ATHAE

ZE-NENATEA
20 October 2018
- \§TAZTH
8 March 2019
“E-NE=ANA
25 May 2017
e s B
23 August 2019
ZE-NENAZT=R
From 14 November 2017

to 14 November 2018
“EtFT-ATHREZE

—E-\F+-A1EA
14 April 2018
ZE-\FMATEA
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Number of shares
KA

Fair value of Granted

Vested Lapsed

each share 1 January during the during the during the |31 December

Date of grant (Note 1) 2018 year
BRRG 2

year year 2018 | Vesting period
R=B-NF

RYEH NfE (K1) RERRE | REABE | REAXX [t=A=t-R | BEH

HK$
BT
15 November 2016 37.45 361,056

ZE-~ET-ATEA

18 April 2017 55.20 1,065,459 -
ZE—tENATNH

30 June 2017 70.00 203,994 -
ZE—tERA=TH

15 November 2017 140.10 142,666 -
ZZ—tE+-ATHA

16 April 2018 156.00 - 530,440
ZE-\ENATH

3 July 2018 144,30 - 178,315
—Z-\EtA=H

15 November 2018 75.85 - 376,460

—Z-\¥+-At+1A

(242,218) (20,703) 98,135  From 14 November 2018

to 14 November 2019
—Z-\E+-Af+mBEZE
~2-hEt-AtRA

(529,160) (23,281) 513,018 17 April 2019

ZE-NEMATEA
(67,248) (8,286) 128,460 29 June 2020
ZECRERAZTAR
(68,316) 9,714) 64,636 14 November 2019
ZE-NE+-ATHEA
(19,160) 511,280 15 April 2020
ZE-TENATHA
(4,583) 173,732 From 2 July 2020
to 2 July 2021
ZE-RELACHE
Z5--5tAZH
(4,450) 372,010 14 November 2020
ZERET-ATRA

6,061,155 1,085,215 (4,421,527) (211,822) 2,513,021

Notes:

(1) The fair value of the shares was calculated based on the closing price per
share on the date of grant.

(2) According to the Group’s internal policy, the shares which have been
granted to the employees (to be promoted later) but not yet vested, will
remain unvested during the promotion year and be carried forward to the
next year after promotion.

Save as disclosed above, at no time during the period was the
Company or its subsidiaries a party to any arrangement to enable the
Directors or any of their spouses or children under 18 years of age to
acquire benefits by means of the acquisition of shares in or debentures
of the Company or any other corporation.
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PURCHASE, SALE OR REDEMPTION OF
THE COMPANY’S SHARES

The Company is empowered by the applicable Cayman Islands
Companies Law and the Articles of the Association to repurchase
its own shares subject to certain restrictions and the Board may
only exercise this power on behalf of the Company subject to any
applicable regulations imposed from time to time by the Stock
Exchange. The Company repurchased a total of 150,300 shares on
the market during the year ended 31 December 2018 and all such
repurchased shares were cancelled. The Directors believed that
repurchase of share shall enhance the net value of the Group and its
assets and/or earnings per share. Details of share repurchases by the
Company are set out below:

Number
of share

Month of repurchase repurchased

e A4 BEROBE

August 2018 —Z— \FE/\ A 150,300

150,300
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REARRITELZBEENE - BBATABRM
TREENEAMERRE RBEE-_FT—-N\F
T-A=1+—HALFE ARAATHEDHK
150,300 B 17 B B °% & B8 [ A 1D B e 3 o
EZHEEELRNDBAEPRRESAEENEEE
&/ SESREN 2 BEFHE  ARRRNED
RS

Total

Highest price | Lowest price purchase
per share per share price
BERBEEER | SRHEERK HEEE
(HK$) (HK$) (HKS)

(L) (%7T) (%7T)

84.00 83.30 12,576,170
12,576,170

Save for the above disclosures, none of the Company or any of its
subsidiaries (except purchased by a trustee of the Restricted Share
Award Scheme) has purchased, sold, redeemed or cancelled listed
shares of the Company.

B EXPEEEI  RNDASHEEANE QA
(ZRFIB D SR FT B EAPMBERRIN) B
B HE BESMEARRN EHERD -
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DIRECTORS’ INTERESTS IN
SIGNIFICANT CONTRACTS

Save as disclosed in the section “Connected transactions” of this
report below, no significant contract, to which the Company, its
holding company, its controlling shareholder, fellow subsidiaries
or subsidiaries was a party and in which a Director had a material
interest, whether directly or indirectly, subsisted at the end of the year

or at any time during the year.
MANAGEMENT CONTRACT

No management contract in force during the year for the management
and administration of the whole or any substantial part of the Group’s
business subsisted at the end of the year or at any time during the
year.

DISCLOSURE OF SUBSTANTIAL
SHAREHOLDERS’ EQUITIES

As at 31 December 2018, so far as the Directors are aware of, the
following persons or institutions have beneficial interests or short
positions in any shares or underlying shares of the Company which
would fall to be disclosed to the Company under the provisions of
Divisions 2 and 3 of Part XV of the SFO, Cap 571 of the Laws of Hong
Kong, or who is directly and/or indirectly interested in 10% or more
of the nominal value of any class of share capital carrying rights to
vote in all circumstances at general meetings of any other member
of the Group:

EERNEARGNER

FRARE T X F%ﬁ‘ R —EEEEIN K
N HEEAR - ZRERR  ARREMBLF%
Mﬂ%ﬂﬂﬁ?ﬁﬁé$¢¢ﬁﬁ¢ﬂwﬂﬂﬁﬁsﬁ EIRALK
REMMEFRNEF (THERXER) BEE
ANBENEBREGHL °

MEE =] ll’J

VTEABEERELEAKREEHEBRETAEX
EBE D AR A FFREIFAEMEREDARER
MIRITER AL -

FTERRERKE

RZZE—N\F+_A=+—8 RMESHM T

AT ERBRIESBEMNETERFSFK
B E GBI EXVER B2 R3D M E AR AR A E
B (a] AR R AR 19 S AR B AR (0 7R B B 2 2 20k
B REERSHEEREEURTABRL TER
SEEMEMKE R RRREASRENEALEA
AR ANTE(E10%30 A Lz -
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Long/short/ Approximate
lending pool percentage of
position Type of interest Number of Share shareholding
weE/ %E/
£ AfELNRE | ERER BRGEAE RREAE D
Sun Xu Limited (“Sun Xu”) Long position Beneficial owner 389,091,927 35.47%
AR LNE ([58)) 55 ERBBA
Sun Ji Limited (“Sun Ji”) Long position Interest in a controlled corporation (Note 1) 389,091,927 35.47%
REBRAAE ([RE]) 1A ReprEER (1)
Mr. Wang Wenjian Long position Beneficial owner (Note 2) 81,609 0.01%
IXERE 55} BB A (Fiz2)
Long position Beneficiary and Founder of a trust (Note 3) 33,664,133 3.07%
e ERXBARKILA (F3)
Long position Trustee and Beneficiary of a trust (Note 4) 389,091,927 35.47%
HE ERAXEARTRA (iT4)
TMF Trust (HK) Limited Long position Trustee of a trust (Note 5) 389,091,927 35.47%
EBREFARY (BE) BRRF  #HE EREXFEA (Fi5E5)
Mr. Ye Liaoning Long position Beneficial owner (Note 6) 2,216,277 0.20%
ERELE 55 BB A (Mizxe)
Long position Beneficiary of a trust (Note 7) 389,091,927 35.47%
HE FREEaEA (EE7)
Mr. Sun Yang Long position Beneficial owner (Note 8) 56,277 0.01%
Bkt e BERERA (Miz8)
Long position Trustee of a trust (Note 9) 389,091,927 35.47%
1A EREXamA (FiE9)
Mr. Wang Wenjie Long position Beneficial owner (Note 10) 1,495,431 0.14%
FREE e BEBA (MF10)
Long position Trustee of a trust (Note 11) 389,091,927 35.47%

R EExamA (HE1)
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Notes:

M

As Sun Ji owns more than one-third of the voting power of general
meetings of Sun Xu, Sun Ji is deemed to be interested in the 389,091,927
shares held by Sun Xu under the provisions of SFO.

Mr. Wang Wenjian is taken to be interested as a grantee of 81,609 shares
granted under the Restricted Share Award Scheme.

Mr. Wang Wenjian is the beneficiary and founder of Sun Guang Trust*.
Sun Guang Trust”* is the trust of the entire issued share capital of Sun
Guang, which owns 3.07% of the issued share capital of the Company.
Accordingly, Mr. Wang Wenijian is deemed to be interested in 33,664,133
shares held by Sun Guang under the SFO.

Mr. Wang Wenijian is one of the two trustees (together with TMF Trust
(HK) Limited) and one of the beneficiaries of the Sunny Group Employee
Offshore Trust, under which he is entitled to 1.72% of the beneficial
interest. The Sunny Group Employee Offshore Trust is a trust on the entire
issued share capital of Sun Ji, which owned 100.00% equity interest in
Sun Xu, which in turn owns 35.47% of the issued share capital of the
Company. Accordingly, Mr. Wang Wenijian is deemed to be interested in
389,091,927 shares held by Sun Xu under the SFO.

As TMF Trust (HK) Limited is one of the two trustees (together with Mr.
Wang Wenjian) of the Sunny Group Employee Offshore Trust, TMF Trust
(HK) Limited is deemed to be interested in the 389,091,927 shares held
by Sun Xu under the provisions of SFO.

Mr. Ye Liaoning is taken to be interested as a grantee of 2,216,277 shares
granted under the Restricted Share Award Scheme.

Mr. Ye Liaoning is a beneficiary under the Sunny Group Employee Offshore
Trust, under which he is entitled to 7.88% of the beneficial interest. As
a beneficiary of the trust, he is deemed to be interested in all the equity
interest that Sunny Group Employee Offshore Trust owns under the
SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn owns
389,091,927 shares of the Company. As a controlling shareholder, Sun
Ji is deemed to be interested in all the shares that Sun Xu owns under
the SFO. Accordingly, Mr. Ye Liaoning is deemed to be interested in
389,091,927 shares under the SFO.

Mr. Sun Yang is taken to be interested as a grantee of 56,277 shares
granted under the Restricted Share Award Scheme.

]

M

N

HRREFABB=D2 —HNRBRRERREERR
- FAERE(GESRBEGI)  2ERESR
52 JBPATRF389,091,927 IR AR th R B #E 5s ©

T X AR ARER AR AR IR 2R I A5 52
EhEt &% /981,600 A R B #E s o

IXEREEZENETLTNIZARKIA - 52
HETRBIEALEHMEEITRAMNFIT - MK
HEBARRRBDBITIRAS.07% - Bt - RIR(E
HFREEEG)  ETXELEEWR AR
33,664,133/ (h A #Ex -

EXELREBRERETRS (FB) ARDAR
RTRERESIMEENMUIEAREFZ—
RRZERzImAZ— BEGBBET1.72%
B RTEEREBIMEERRESZ IO T
PR A H)(E5E » 5% E 55 G 5% /B100.00% M HE -
FETBHER AN BB BITIANGE5.47% - Bt - B
(BHENMERD)  EXERERRBNFEIBPTFF
389,091,927 % Ax 10 B #Em ©

BRERETERE (B8) BRARERTEXE.
S hARFEBREBEIIMETOMAUIZTARLFZ
— B RB(EHFRAE GO - ERETRS
(BH) AR A AR B2 BFT#F389,091,927 %
MDA A o

HEEE A VEREAR AR BB IR SR B A% () 82
Bt &I 192,216,277 AR () R R A 1S o

REELLERRTEEESBIMERENZHEA
EmEAER7.88%Em - RECEFRPE K
) BIEREFEZTZA  BAARRTEEESR
BIMSRERRF R BB A - SRR A 7B
100.00% % # - 1 5% B # /5 389,091,927 fR AN A &)
Bt o Bt - RIBE(GESFRBMEGRD)  #EER

IR BAR RN FESBPT A A 2 BRI R B
o Ft - RBE(EFRBEGR) EEELL
AR A7889,091,927 IR Ik {5 R G #E %S ©

BRI A RAR AR BRIRYR S IR B0 22 /)
SRR 56,277 IRAR I R A i 2w o



(9) Mr. Sun Yang is a beneficiary under the Sunny Group Employee Offshore
Trust, under which he is entitled to 1.49% of the beneficial interests.
As a beneficiary of the trust, he is deemed to be interested in all the
equity interest that Sunny Group Employee Offshore Trust owns under
the SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn
owns 389,091,927 shares of the Company. As a controlling shareholder,
Sun Ji is deemed to be interested in all the shares that Sun Xu owns
under the SFO. Accordingly, Mr. Sun Yang is deemed to be interested in
389,091,927 shares under the SFO.

(10) Mr. Wang Wenjie is taken to be interested as a grantee of 1,495,431
shares granted under the Restricted Share Award Scheme.

(11) Mr. Wang Wenjie is a beneficiary under the Sunny Group Employee
Offshore Trust, under which he is entitled to 4.99% of the beneficial
interests. As a beneficiary of the trust, he is deemed to be interested in all
the equity interest that Sunny Group Employee Offshore Trust owns under
the SFO. Sun Ji owns 100.00% equity interest in Sun Xu, which in turn
owns 389,091,927 shares of the Company. As a controlling shareholder,
Sun Ji is deemed to be interested in all the shares that Sun Xu owns
under the SFO. Accordingly, Mr. Wang Wenjie is deemed to be interested
in 389,091,927 shares under the SFO.

*  The Chinese translation of Sun Guang Trust (‘3¢ {5 5E”) is for identification
purpose only

Save as disclosed above, as of 31 December 2018, none of the
shareholders of the Company had any 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.
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APPOINTMENT OF INDEPENDENT
NON-EXECUTIVE DIRECTORS

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

of the independent non-executive Directors independent.

CONNECTED TRANSACTIONS
AND CONTINUING CONNECTED
TRANSACTIONS

As disclosed under Note 42 to the consolidated financial statements,
none of the related party transactions entered into by the Company
during the year ended 31 December 2018 constituted a connected
transaction or continuing connected transaction under the Listing
Rules. For the year ended 31 December 2018, the Company has
not entered into any connected transaction or continuing connected
transaction.

INTERESTS IN COMPETITORS

No Directors or chief executive of the Company holds any interests in
entities which compete with the Group in any aspects of its business.

EMOLUMENT POLICY

The Group’s emolument policy is designed to attract, retain and
motivate talented individuals to contribute to the success of its
business. The emolument policy of the employees of the Group is
formulated and reviewed by the Remuneration Committee on the basis
of their merit, qualifications and competence.

The emoluments of the Directors of the Company are decided by the
Remuneration Committee, having regards to the Group’s operating
results, individual performance and comparable market statistics.
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The Group operates a mandatory provident fund (“MPF”) scheme
under rules and regulations of MPF Schemes Ordinance for all its
employees in Hong Kong. All the employees of the Group in Hong
Kong are required to join the MPF scheme. Contributions are made
based on a percentage of the employees’ salaries and are charged to
consolidated income statement as they become payable in accordance
with the rules of the MPF scheme. The assets of the MPF scheme
are held separately from