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MANAGEMENT DISCUSSION AND ANALYSIS

INDUSTRY OVERVIEW

In the first half of 2023, the Chinese society gradually
fully resumed normal operations. The implementation
of macroeconomic policies exhibited tangible results,
leading to upward trend in the national economy and
steady progress in high-quality development.
Nevertheless, despite the comprehensive removal of
domestic COVID-19 pandemic related control
measures and the gradual normalization of economic
activities, challenges remained for enterprises due to
factors such as high inflation, rising interest rates,
geopolitical tensions and declining exports, coupled
with a slower-than-expected recovery in customers’
demand.

In the first half of 2023, the hog production capacity
remained solid, resulting in an overall uptrend in
hog production volume and a consistent
augmentation of market supply. According to the
latest data released by the National Bureau of
Statistics, China witnessed a year-on-year increase
in the number of live hogs slaughtered, reaching
375.48 million heads, a growth of 2.6%.
Concurrently, pork output was 30.32 million tons, a
year-on-year increase of 3.2%. Hog production
capability continued to improve, leading to steady
growth in the hog inventory and slaughtering
volume. In the long run, with the continuous
development of the economy and the improvement
of people’s living standards, the meat market is
expected to further expand in size, accompanied
by a broadening consumer base. This dynamic
presents strategic opportunities for the pork
industry as well as the entire pork processing
industry. The Group aims to optimally leverage its
core competitiveness in resources, strategies and
branding to seize the opportunities amid the
challenges and continue to promote stable business
development.

During the six months ended 30 June 2023 (the
“Review Period”), despite China Yurun Food Group
Limited (“Yurun Food” or the “Company”) and its
subsidiaries (collectively referred to as “the Group”)
had been facing various uncertain factors, the
management adopted a more proactive and
prudent strategy and persistently adhered to its
belief in providing consumers with high-quality meat
products in the intricate and ever-changing market
landscape.

BUSINESS REVIEW

The Group experienced a 5.1% increase in the
average purchase price of hogs. However, a
notable decline was observed when compared to
the second half of last year. During the Review
Period, the Group, recognized as a leading
company in the industry, prioritized the
development of its “Haroulian” ("HRL”") series
brand. The Group dedicated efforts to diligently
enhance its product categories and improve
product quality, aiming to provide secure and
reliable products to consumers.

Product Quality and Research & Development
The Group has consistently placed a strong
emphasis on product quality and has adopted a
strict internal quality control system across the
entire spectrum of process encompassing raw
materials procurement, production, sales and
logistics. This comprehensive quality management
system ensures that our products meet the high
quality standard. Through years of dedicated effort,
the Group has successfully established a positive
corporate image based on food safety and excellent
quality, earning the trust and satisfaction of
consumers.




MANAGEMENT DISCUSSION AND ANALYSIS

Since its establishment, the Group has maintained
close collaboration with the national and local
quality supervision agencies at all levels. This
proactive approach aligns with regulatory
requirements and guidance, solidifying the Group’s
position as an industry leader in terms of product
safety and quality control. We will continue to invest
in rigorous quality inspections and testing to ensure
that our products consistently meet the relevant
standards and specifications. Our unwavering
commitment is to provide consumers not only with
safe and reliable meat products but also
synonymous with exceptional taste and good
health.

Sales and Distribution

Chilled pork and low-temperature meat products
(“LTMP™), being the Group’s products with high
added values, remained to be the key business
drivers of the Group during the Review Period. In
the first half of 2023, sales of chilled pork of the
Group was HK$443 million (first half of 2022:
HK$644 million), decreased by 31.3% from the
same period last year, accounting for approximately
57% (first half of 2022: 66%) of the total revenue of
the Group before inter-segment eliminations and
approximately 81% (first half of 2022: 89%) of the
total revenue of the upstream slaughtering segment.
Sales of LTMP were HK$140 million (first half of
2022: HK$145 million), decreased by 3.1% from the
same period last year, accounting for approximately
18% (first half of 2022: 15%) of the total revenue of
the Group before inter-segment eliminations and
approximately 61% (first half of 2022: 56%) of the
total revenue of the downstream processed meat

segment.

Production Facilities and Production Capacity
As of 30 June 20283, the annual production capacity
of the Group’s upstream slaughtering segment and
downstream processed meat segment was
approximately 3.35 million heads and 56,000 tons,
respectively, which was in line with the annual
production capacity as of 31 December 2022.

Financial Review and Key Performance Indicators
The Group recorded revenue of HK$770 million for
the first half of 2023 (first half of 2022: HK$979
million). The loss attributable to equity holders
during the Review Period was approximately HK$20
million (first half of 2022: HK$11 million). Diluted
loss per share was HK$0.011 (first half of 2022:
HK$0.006).

The Board and the management assessed the
business development, performance, and position
of the Group according to the following key
performance indicators.
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MANAGEMENT DISCUSSION AND ANALYSIS

REVENUE

Chilled and Frozen Pork

During the Review Period, the slaughtering volume
experienced a decline of around 16.9% to
approximately 0.3 million heads, as compared to
the same period last year. This decrease was
primarily attributed to a sluggish sales market and
an upsurge in the positive COVID-19 cases
following the removal of control measures
associated with the pandemic, which in turn had a
direct impact on overall production. As a result, the
overall sales revenue of the upstream business
before inter-segment eliminations decreased by
23.9% over the same period last year to HK$549
million (first half of 2022: HK$722 million).
Specifically, the revenue from chilled pork was
HK$443 million (first half of 2022: HK$644 billion),
and accounted for approximately 57% (first half of
2022: 66%) of the Group’s total revenue before
inter-segment eliminations and approximately 81%
(first half of 2022: 89%) of the upstream business
total revenue. Frozen pork accounted for
approximately 19% (first half of 2022: 11%) of the
total revenue of the upstream business, with sales
of HK$106 million (first half of 2022: HK$77 million),
representing an increase of 37.8% over the same
period last year.

Processed Meat Products

During the Review Period, sales of processed meat
products of the Group before inter-segment
eliminations was HK$232 million (first half of 2022:
HK$258 million), representing a decrease of
approximately 10.2% over the same period last
year. In order to optimize profitability, the Group
strategically adjusted its product portfolio, focused
on higher margin products while making necessary
compromises on the growth of sales volume. As a
result, the overall sales revenue of the processed
meat products business experienced a downward
adjustment. The Group remains committed to
balancing profitability with market demand and will
continue to adapt its strategies accordingly.

Specifically, the revenue of LTMP was HK$140
million (first half of 2022: HK$145 million),
representing a decrease of approximately 3.1%
compared with the same period last year,
accounting for approximately 18% of the total
revenue of the Group before inter-segment
eliminations (first half of 2022: 15%). LTMP
remained to be the key revenue drivers of the
processed meat business, accounting for
approximately 61% of the total revenue of the
processed meat segment (first half of 2022: 56%).
Revenue from high-temperature meat products
(“HTMP”) was HK$92 million (first half of 2022:
HK$113 million), accounting for approximately 12%
of the Group’s total revenue before inter-segment
eliminations (first half of 2022: 11%) and
approximately 39% of the total revenue of the
processed meat segment (first half of 2022: 44%),
respectively.

Gross Profit and Gross Profit Margin

During the Review Period, the Group focused on
the business of the "HRL” series brand which had a
higher gross profit margins, leading to an increase
in the gross profit margin of LTMP. In addition,
LTMP accounted for an increase in the Group’s
revenue before inter-segment eliminations, resulting
in an increase in the overall gross profit of the
Group by 4.2% from HK$66 million in the first half of
2022 to HK$69 million during the Review Period; the
overall gross profit margin increased by 2.2
percentage points from 6.8% in the same period
last year t0 9.0%.




MANAGEMENT DISCUSSION AND ANALYSIS

In respect of the upstream business, gross profit
margins of chilled pork and frozen pork were 1.0%
and 1.1% respectively (first half of 2022: 1.8%
and -3.7% respectively). During the Review Period,
the management has vigorously increased the unit
price of frozen meat sales, resulting in a substantial
increase in its gross profit margin. The overall gross
profit margin of the upstream segment was 1.1%,
representing a decrease of 0.1 percentage point
from 1.2% in the same period last year.

In respect of the downstream business of
processed meat products, the Group focused on
promoting higher-priced gift box products, coupled
with the decline in the prices of major raw materials,
the gross profit margin of LTMP increased by 14.4
percentage points from 17.6% in the same period
last year to 32.0%. The gross profit margin of HTMP
decreased by 4.2 percentage points to 16.3% from
20.5% in the same period last year. The overall
gross profit margin of the downstream business was
25.8%, an increase of 6.9 percentage points from
18.9% in the same period last year.

Other Net Income

During the Review Period, the Group recorded other
net income of approximately HK$2 million (first half
of 2022: HK$5 million). It was mainly attributable to
government subsidies.

Impairment Losses on Non-Current Assets
As of 30 June 2023, the Board evaluated the
non-current assets of the Group in accordance with
the requirements of the “International Accounting
Standard 36 — Impairment of Assets” (the “IAS 36").
During the assessment, it was observed that the
sales channels in the relevant region did not
expand as quickly as anticipated, leading to a
decline in slaughtering volume, which negatively
affected the performance of the relevant subsidiary
of the Group engaging in the chilled and frozen
pork segment and result in the operation of that
subsidiary under the upstream slaughtering
business during the Review Period was behind our
expectation. It was anticipated that these factors
would persist going forward. Due to these external
factors, the Board adjusted the assumptions used
in the cash flow forecast for the upstream
slaughtering business when evaluating the
recoverable amount of each cash-generating unit.
Accordingly, the Group made a provision for
impairment losses for property, plant and
equipment and lease prepayments of approximately
HK$36 million (first half of 2022: HK$Nil) during the
Review Period. The impairment losses of
non-current assets is an accounting losses and a
non-cash item, and does not affect the cash flow of
the Group’s operating activities.
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MANAGEMENT DISCUSSION AND ANALYSIS

Operating Expenses

Operating expenses included distribution expenses
and administrative and other operating expenses.
During the Review Period, operating expenses of
the Group were HK$99 million (first half of 2022:
HK$62 million), which included an impairment loss
on non-current assets of approximately HK$36
million (first half of 2022: HK$Nil). The increase was
mainly due to the provision of an impairment loss on
non-current assets of approximately HK$36 million
during the Review Period (first half of 2022: HK$Nil).
Operating expenses after deduction of impairment
loss amounted to HK$63 million, similar to the same
period last year, accounting for 8.2% of the Group’s
revenue (first half of 2022: 6.4%).

Results of Operating Activities

During the Review Period, the Group’s operating
loss was approximately HK$28 million (first half of
2022: profit of approximately HK$9 million). The
increase in loss was mainly attributed to the
provision of an impairment loss on non-current
assets of approximately HK$36 million (first half of
2022: HK$Nil) during the Review Period.

Net Finance Costs

During the Review Period, the net finance costs of
the Group were HK$18 million, compared with
HK$20 million in the same period last year. The
main reason for the decrease in net finance costs
as compared to the same period last year was due
to consensus in respect of one of the Group’s bank
borrowings was reached at the end of 2022. The
new interest rate on that bank borrowing under the
new agreement was lower and the related overdue
interest and penalties are not required to be
accrued.

Income Tax

During the Review Period, the income tax credit
was approximately HK$7 million (first half of 2022:
expenses of HK$5 million).

Loss Attributable to the Equity Holders of
the Company

Taking into account the above, the loss attributable
to the equity holders of the Company during the
Review Period was approximately HK$20 million
(first half of 2022: HK$11 million).

FINANCIAL RESOURCES

As of 30 June 2023, the sum of the Group’s cash
and cash equivalents was approximately HK$26
million, representing a decrease of HK$7 million as
compared to HK$33 million as at 31 December
2022. Approximately 91% (31 December 2022:
79%) of the above-mentioned financial resources
was denominated in Renminbi (*RMB”), and
approximately 3% (31 December 2022: 15%) was
denominated in US Dollars (“USD"), while the
remaining was denominated in other currencies.

As at 30 June 2023, the Group had outstanding
bank borrowings of HK$469 million representing a
decrease of HK$15 million as compared to HK$484
million as at 31 December 2022, of which HK$439
million of bank borrowings are due within one year.
Please refer to the paragraph headed “Breach of
Borrowings Agreements” below for the details of the
breach of borrowings agreements of bank
borrowings of the Group.

All borrowings were denominated in RMB, which
was the same as the borrowings as of 31 December
2022. As at 30 June 2023, the Group'’s fixed-rate
debt ratio was 73.6% (31 December 2022: 73.6%).

During the Review Period, the net cash outflow of
the Group was mainly the cash used in operating
activities.




MANAGEMENT DISCUSSION AND ANALYSIS

During the Review Period, the capital expenditure
was approximately HK$6 million (first half of 2022:
HK$8 million).

BREACH OF BORROWINGS AGREEMENTS
As at 30 June 2023, the Group could not fulfill
certain covenants imposed by the bank on certain
bank borrowings of HK$430 million (31 December
2022: HK$443 million). All of these bank borrowings
and the related accrued interests of HK$241 million
(31 December 2022: HK$232 million) were overdue.

The above bank borrowings with the corporate
guarantee provided by certain companies within the
restructuring companies have been incorporated as
part of the consolidated restructuring as described
in the 2021 and 2022 financial reports of the
Company. As disclosed in the announcement of the
Company dated 30 January 2022, the restructuring
plan was approved and adjudicated effective by
the Court in the PRC (the “Court”) on 28 January
2022, together with the Court’s ruling that the banks
can realize their rights as creditors to convert the
debts owed to them to equity interests in the new
platform. If the rights have been confirmed by the
Court, but the banks do not realize their rights as
creditors to receive the debts repayments and/or to
convert the debts owed to them to equity interests
in the new platform pursuant to the restructuring
plan, the administrator shall deposit the debts
repayments allocated to those creditors to the
administrator’s bank account or its designated bank
account, or shall hold such equity interests
allocated to those creditors in the new platform on
their behalf by a designated company. Within three
years commencing from the date of completion of
the restructuring plan, the creditors may still receive
the debts repayments and/or the equity interests in
the new platform allocated to them upon realizing
their rights. If the creditors fail to realize their rights
as creditors to receive the debts repayments and/or
convert the debts owed to them to equity interests
in the new platform within the prescribed time frame
due to their own inaction, their rights under the
restructuring plan are deemed to have been
forgone. If the banks do not realize their rights as
creditors by converting the debts owed to them to
equity interests in the new platform, the bank
borrowings would not be extinguished automatically
and the relevant legal proceedings would not be
discharged automatically. The banks may continue
to seek recourse against the borrowers (being
members of the Group) in accordance with the
terms of the respective loan agreements.
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MANAGEMENT DISCUSSION AND ANALYSIS

Subsequent to 30 June 2023 and up to the date of
this report, the aforesaid bank borrowings were not
yet renewed.

The Group has been in close communication with
the banks (which comprise two state-owned and
national commercial banks in China) regarding the
above matters to extend, renew and/or amend the
term of the outstanding bank borrowings. In the
course of communication, the Group understood
that the banks will not take any drastic actions
against the Group. All parties involved have express
the hope that the Group can continue its normal
operations. As such, the Board believes that the
likelihood of the banks demanding immediate
repayment is not high and the aforementioned
matters are not expected to have a material adverse
impact on the Group’s operations.

ASSETS AND LIABILITIES

As at 30 June 2023, the total assets of the Group
were HK$1.139 billion (31 December 2022:
HK$1.177 billion), representing a decrease of
HK$38 million as compared with that as at 31
December 2022. Its total liabilities as at 30 June
2023 were HK$1.640 billion, representing a
decrease of HK$32 million as compared to
HK$1.672 billion as at 31 December 2022.

As at 30 June 2023, the property, plant, and
equipment of the Group amounted to HK$395
million (31 December 2022: HK$449 million),
representing a decrease of HK$54 million as
compared to 31 December 2022. The decrease was
mainly due to the provision of an impairment loss of
approximately HK$32 million during the Review
Period.

As at 30 June 2023, the lease prepayments of the
Group amounted to HK$85 million (31 December
2022: HK$91 million). This represented the
purchase cost of land use rights of the Group which
was amortized on a straight-line basis over the
respective period of the rights.

Non-current prepayments and other receivables of
the Group mainly represented the prepayments for
acquisitions of land use rights and property, plant
and equipment, and the non-current portion of
value-added tax recoverable. As at 30 June 2023,
they amounted to HK$2 million (31 December 2022:
HK$2 million) and HK$90 million (31 December
2022: HK$93 million), respectively. Prepayments for
acquisitions of land use rights and property, plant,
and equipment have not started to depreciate nor
amortize yet.

Despite the net liabilities position as at 30 June
2023, the Group had non-current assets of
approximately HK$572 million to support its daily
production and operations. This net liabilities
position has not materially impaired the Group’s
ability to continue its daily business operation. With
the improvement of the economic environment and
the management’s proactive efforts to keep
improving its operating profit and reducing pressure
from borrowings, the Directors believe that the
Group can resume to its net assets position from
net liabilities.




MANAGEMENT DISCUSSION AND ANALYSIS

As at 30 June 2023, the net current liabilities of the
Group were HK$982 million (31 December 2022:
HK$1.038 billion). Its bank borrowings amounted to
HK$469 million (31 December 2022: HK$484
million), while the cash and cash equivalents
amounted to approximately HK$26 million (31
December 2022: HK$33 million).

As mentioned above, although the Group failed to
fulfill certain contractual terms of bank borrowings
and some subsidiaries of the Group are facing
various litigations, the Group has been in active
negotiations with banks. These negotiations focus
on seeking renewal and waivers for the repayable
on demand clause, breach of undertaking and
restrictive covenant requirements, and encouraging
the banks to assert their rights as creditors within
the specified time frame outlined in the
consolidated restructuring plan. The overall
progress of these negotiations is considered
relatively positive. In addition, the Group will be
implementing operational plans aimed at enhancing
profitability and cost control to generate sufficient
operating cash flows. Taking all these factors into
account, the Directors believe that the Group has
sufficient financial resources to support its
operations and meet its financial obligations as and
when they fall due within the next twelve months
from the end of the Review Period.

As the equity attributable to equity holders of the
Company was a loss of approximately HK$541
million, it is not appropriate to calculate the gearing
level as at 30 June 2023.

CHARGES ON ASSETS

As at 30 June 2023, certain trade receivables of the
Group with a carrying amount of approximately
HK$8 million (31 December 2022: HK$12 million)
were pledged against certain bank borrowings with
a total amount of approximately HK$39 million (31
December 2022: HK$41 million).

SIGNIFICANT INVESTMENT, MATERIAL
ACQUISITION AND DISPOSAL OF
SUBSIDIARIES AND ASSOCIATED
COMPANIES, AND FUTURE PLANS FOR
MATERIAL INVESTMENT IN OR
ACQUISITION OF CAPITAL ASSETS

During the Review Period, the Group did not hold
any other significant investment nor have any
substantial acquisition and disposal of subsidiaries
or associated companies. As at the date of this
report, the Group has no plan to make any
significant investment in or acquisition of capital
assets.

CONTINGENT LIABILITIES

As at 30 June 2023, there were outstanding
litigations initiated by banks in the PRC against a
subsidiary of the Group demanding them secure
the immediate repayment of the outstanding bank
borrowings of approximately HK$430 million (31
December 2022: HK$443 million). The Group is
negotiating with the relevant banks to settle these
litigations. Save as disclosed above, the Group has
not been involved in any other material litigation or
proceedings and has no other material contingent
liabilities.

In respect of the progress of the above, the Group
will make further announcements in due course in
accordance with the requirements of the Rules
Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing
Rules”) as and when required.
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MANAGEMENT DISCUSSION AND ANALYSIS

EXPOSURE TO FLUCTUATIONS IN
EXCHANGE RATES AND RELATED
HEDGES

Other than purchases of certain equipment and
materials and payment of certain professional fees
in USD, Euros, or Hong Kong dollars, the Group’s
transactions are mainly settled in RMB. RMB is the
functional currency of the operating subsidiaries of
the Group in the PRC and is not freely convertible
into foreign currencies. In order to manage its
foreign exchange exposure, the Group will carefully
monitor various factors, including, but not limited to,
exchange rate movement of relevant foreign
currencies and the Group’s cash flow requirements
to ensure that its foreign exchange exposure is kept
at an acceptable level.

HUMAN RESOURCES

As at 30 June 2023, the Group had approximately
1,100 (31 December 2022: approximately 1,400)
employees in the PRC and Hong Kong in total.
During the Review Period, the total staff cost was
HK$51 million, accounting for 6.6% of the revenue
of the Group (first half of 2022: HK$55 million,
accounting for 5.6% of revenue).

The Group values its employees and strives to
provide competitive remuneration and a range of
employee benefits, including contributions to social
security schemes, such as the retirement benefits
scheme. To align with industry and market
practices, the Group also implements a
performance-linked bonus system and a share
option scheme to incentivize and reward employees
for their contribution in terms of innovation and
improvement. In addition, the Group dedicates
resources to provide continuing education and
training opportunities for both management and
employees, aiming to enhance their skills and
knowledge.

ENVIRONMENTAL POLICIES AND
PERFORMANCE

With the increasingly prominent contradiction
between economic development and resources and
environment, the significance of environmental
protection has reached unprecedented levels of
strategic importance. As a responsible corporation,
the Group is committed to environmental
preservation, actively implementing environmental
protection measures, and fulfilling its environmental
obligations. The Group strives to minimize the
impact of production and business activities on the
environment. During the Review Period, the Group
adhered to the green production methods to
improve ecology, continuously increased
investment in environmental protection and
research and development, promoted corporate
transformation and upgrading, and implemented
measures to reduce waste emissions in the
production process to achieve sustainable
development that is both environmentally friendly
and beneficial to the well-being of our community.

In the future, the Group is dedicated to upholding
stringent environmental standards in our production
operations. We are firmly committed to pursuing a
path of green, low-carbon, and sustainable
development. We proactively respond to national
policies and collaborate closely with environmental
protection departments at all levels, intensifying our
efforts. We conscientiously shoulder the social
responsibility of environmental preservation, striving
to become an outstanding enterprise that achieves
a harmonious coexistence of economic growth and
environmental well-being.




OTHER INFORMATION

INTERIM DIVIDEND
The Board has resolved not to declare an interim dividend for the Review Period (first half of 2022: HK$Nil).

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

As at 30 June 2023, none of the Directors and/or the chief executive of the Company had any interests or
short positions in the shares, underlying shares or debentures of the Company or any associated corporation
(within the meaning of Part XV of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong
Kong) (the “SFQ")) as recorded in the register of the Company required to be kept under Section 352 of the
SFO or as otherwise notified to the Company and The Stock Exchange of Hong Kong Limited (the “Hong Kong
Stock Exchange”) pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers
contained in Appendix 10 to the Listing Rules (the “Model Code”).

SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT POSITIONS IN SHARES AND
UNDERLYING SHARES

As at 30 June 2023, so far as is known to the Directors and the chief executive of the Company, the interests
or short positions of substantial shareholders/other persons (other than Directors and chief executive of the
Company) in the shares and underlying shares of the Company as recorded in the register of the Company
required to be kept under Section 336 of the SFO were as follows:

Approximate
percentage of

Name Nature Number of shares®™ete) the issued shares
Willie Holdings Limited Long position 470,699,900 25.82%
Zhu Yicai Long position 470,699,900 25.82%
Wu Xueqin Long position 470,699,900 25.82%
Note:

These shares represent the shares of the Company held by Willie Holdings Limited (“Willie Holdings”) as beneficial owner. Willie
Holdings is owned as to 93.41% by Zhu Yicai (“Mr. Zhu”), a former executive Director and Chairman of the Company, and as to
6.59% by Wu Xueqin (“Ms. Wu"), the spouse of Mr. Zhu. Mr. Zhu is deemed to be interested in the shares of the Company held by
Willie Holdings as well as the entire issued share capital of Willie Holdings by virtue of Part XV of the SFO. Ms. Wu, being the
spouse of Mr. Zhu, is also deemed to be interested in these shares by virtue of Part XV of the SFO.

Save as disclosed above, as at 30 June 2023, no other parties were recorded in the register of the Company
required to be kept under Section 336 of the SFO as having interests or short positions in the shares or
underlying shares of the Company.
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OTHER INFORMATION

SHARE OPTION SCHEMES

The Company unconditionally adopted a share option scheme (the “Old Scheme”) on 3 October 2005. The
Old Scheme was in force for ten years and expired on 2 October 2015. In order to enable the continuity of the
Old Scheme, the Company unconditionally adopted a new share option scheme (the “New Share Option
Scheme”) on 7 August 2015 and concurrently, early terminated the Old Scheme pursuant to the ordinary
resolution passed at the annual general meeting of the Company held on 24 June 2015. The share options
granted under the Old Scheme prior to its termination, if not yet exercised, would continue to be valid and
exercisable in accordance with the rules of the Old Scheme.

The detailed terms of the New Share Option Scheme were disclosed in the 2021 and 2022 annual reports of
the Company. The Company had not granted any share option under the New Share Option Scheme since its
adoption.

Details of the outstanding share options under the Old Scheme during the Review Period are shown below:

Number of shares which may be issued
pursuant to the share options

Granted  Exercised Lapsed
As at during during during Asat Exercise
Name or category 1January  the Review the Review the Review 30 June price
of participant 2023 Period Period Period 2023 per share® Date of grant  Option period
HK$  (DD.MM.YYYY) (DD.MM.YYYY)
Director
Yang Linwei 2,000,000 - - (2,000,000) - 5142 25032013 25.03.2013 -
24.03.2023
Subiotal 20000000 - R - 20000y :
Other employees
(including ex-employees)
In aggregate 5,300,000 - - (5,300,000) - 5142 25.03.2013 25.03.2013 -
24.03.2023
In aggregate 7,050,000 - - (7,050,000) - 5002 14.06.2013 14.06.2013 -
13.06.2023
Sublotal . 1235000 .- ] - (1230000 :
Total 14,350,000 - - (14,350,000 -
Notes:

(1) Subject to the satisfaction of other conditions such as performance targets of the Group and/or individual grantees, if any,
as set out in the respective offer letters, the share options granted on 25 March 2013 (the “2013 March Options”) and 14
June 2013 (the “2013 June Options”) would be vested in the grantees in four equal tranches, i.e., 25% of the share
options would be vested after the publication of the results of the financial years ended 2013, 2014, 2015 and 2016
respectively. The first tranche (25%) and second tranche (25%) of the share options had lapsed due to the performance
targets of the Group and the individual grantees not having been achieved. For the third tranche (25%) and fourth tranche
(25%) of the share options, the Board had approved to waive the performance-based condition set by the Company in
order to provide incentives for the qualified employees.

(2) The share options represent personal interests held by the relevant Director as beneficial owner.




OTHER INFORMATION

(3) The closing prices of the shares of the Company immediately before the dates of grants (i.e. 22 March 2013 and 13 June
2013 respectively) were HK$5.17 and HK$4.83 respectively.

(4) No share options were cancelled under the Old Scheme during the Review Period.
(5) Fair value of share options and assumptions

The fair values of services received in return for the 2013 March Options and the 2013 June Options granted were
measured by reference to the fair values of share options granted based on a binomial model.

Fair values of the 2013 March Options and the 2013 June Options and assumptions:

2013 March 2013 June

Options Options

granted on granted on

25 March 2013 14 June 2013

Share price at grant date HK$5.03 HK$4.86

Exercise price HK$5.142 HK$5.002
Expected volatility (expressed as weighted average volatility used in

modelling under binomial model) 55.3% 55.4%

Option life (expressed as weighted average life used in

the modelling under binomial model) 10 years 10 years

Expected dividends 1.0% 1.0%

Risk-free interest rate (based on Exchange Fund Notes) 1.212% 1.605%

The expected volatilities are based on the historic volatility (calculated based on the weighted average remaining life of
the 2013 March Options and the 2013 June Options respectively), adjusted for any expected changes to future volatilities
based on publicly available information. Expected dividends are based on historical dividends. Changes in the subjective
input assumptions could materially affect the fair value estimate.

Based on the fair values derived from the above pricing model, the fair value of the 2013 March Options and the 2013
June Options was HK$142,708,000 (HK$2.3944 each) and HK$248,106,000 (HK$2.3517 each), respectively.

Information on the accounting policy for share options granted set out in note 2 to the unaudited interim
financial report.

o
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Save as disclosed above, at no time during the Review Period was the Company or any of its subsidiaries a
party to any arrangement to enable the Directors to acquire benefits by means of acquisition of shares in or
debentures of the Company or any other body corporate.
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OTHER INFORMATION

CORPORATE GOVERNANCE

The Company adheres to corporate governance principles of integrity, transparency, openness and efficiency.
It has strived to strictly observe and follow stringent corporate governance practice at all times through a
comprehensive corporate governance structure and measures, so as to achieve a high standard of corporate
governance and enhance shareholders’ value.

The Board currently comprises five Directors. To facilitate effective management, the Board has delegated
certain functions to various Board committees, including the Audit Committee, the Remuneration Committee
and the Nomination Committee. The Company has formulated specific terms of reference of each committee,
covering its authority, responsibilities and functions. The major responsibilities of the Board and its committees
include supervising the implementation of corporate governance, monitoring and advising the management in
respect of financial and business strategy and targets, monitoring public disclosures, as well as assessing
whether the performances of the management are in line with the Company’s operating objectives.

The Company has also established risk management and internal control systems to ensure that the
Company'’s assets are under protection, operating and governance measures are in place, business risks are
properly managed and accounting records and financial statements are properly kept and maintained. The
Audit Committee of the Company is responsible for reviewing the effectiveness of the Group’s risk
management and internal control systems with the assistance of the Group’s Internal Audit Department.

The Company maintains a highly transparent governance mechanism by publishing information to
shareholders and investors in a timely manner. We use several communication channels to ensure that the
Company'’s shareholders are provided with ready, equal and timely access to information about the Company.

The Board has reviewed the Company’s corporate governance practices and is satisfied that the Company
was in compliance with all applicable code provisions of the Corporate Governance Code (the “CG Code”) as
set out in Appendix 14 to the Listing Rules during the Review Period except for the matter disclosed below:

In compliance with code provision C.2.1 of the CG Code, the roles of Chairman and Chief Executive Officer
should be separate and should not be performed by the same individual. The division of responsibilities
between the Chairman and Chief Executive Officer should be clearly established and set out in writing.
Nonetheless, the Company appointed Ms. Zhu Yuan as both its Chairman and Chief Executive Officer on 28
March 2019. The Board believes that vesting the roles of the Chairman and the Chief Executive Officer in the
same person would allow the Company to be more effective and efficient in developing business strategies
and executing business plans, and is beneficial to the business prospects and management of the Group.
The Board believes that the balance of power can be ensured by the composition of the Board which includes
members who are experienced and technical individuals and of which more than half are independent
non-executive Directors. In the long run, the Company will seek and appoint a suitable individual to take up
the role of Chief Executive Officer.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code as the Company’s code of conduct and rules governing dealings
by all Directors in the securities of the Company. The Company, having made specific enquiries with all
Directors, confirms that the Directors have complied with the required standards set out in the Model Code
throughout the Review Period.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES OF THE COMPANY
Neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s listed
securities during the Review Period.

AUDIT COMMITTEE

The Audit Committee of the Company has reviewed, with the management, the accounting principles and
practices adopted by the Group and has discussed internal controls, risk management and financial reporting
matters, including the review of the unaudited interim results of the Group for the Review Period.

IMPORTANT EVENTS AFFECTING THE GROUP AFTER THE REVIEW PERIOD
There was no other important event affecting the Group since 30 June 2023 and up to the date of this interim
report.

By Order of the Board
Zhu Yuan
Chairman and Chief Executive Officer

Hong Kong, 18 August 2023
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS

For the six months ended 30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

Six months ended 30 June

2023 2022
Notes $°000 $'000
Revenue 4 769,700 979,466
Cost of sales (700,679) (913,212)
Gross profit 69,021 66,254
Other net income 6 1,842 4,692
Distribution expenses (27,664) (28,523)
©  Administrative and other operating expenses (71,141) (38,817)
3
<
§ Results from operating activities (27,942) 8,606
g
o  Finance income 354 300
g Finance costs (18,280) (20,448)
2
3
g Nelmwesesss oo O (17,926) SR
016
B Loss before income tax 7 (45,868) (11,542)
=
% Income tax credit/(expenses) 8 6,719 (4,593)
3
o
% Loss for the period (39,149) (16,135)
S
&
Attributable to:
Equity holders of the Company (20,197) (10,648)
Non-controlling interests (18,952) (5,487)
Loss for the period (39,149) (16,135)
Loss per share
Basic 10(a) HK$(0.011) HK$(0.006)
Diluted 10(b) HK$(0.011) HK$(0.006)

The notes on pages 22 to 34 form part of this interim financial report.




CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the six months ended 30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

Six months ended 30 June

2023 2022

Note $’000 $'000
Loss for the period (39,149) (16,135)
Other comprehensive income for the period

(after tax and reclassification adjustments) 9

ltems that may be reclassified subsequently to profit or loss:
B N 32,808 EEERRRNGIIS)
Total comprehensive income for the period (6,341) (22,313)
Attributable to:
Equity holders of the Company 2,531 (8,711)
Non-controlling interests (8,872) (13,602)
Total comprehensive income for the period (6,341) (22,313)

o
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The notes on pages 22 to 34 form part of this interim financial report.




CONSOLIDATED STATEMENT OF FINANCIAL POSITION
30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

30 June 31 December

2023 2022
Notes $°000 $'000
Non-current assets
Property, plant and equipment 11 394,583 449,037
Lease prepayments 85,235 90,699
Intangible assets 186 659
Non-current prepayments and other receivables 92,293 95,343
______________________________________________________________________ 572,297 NNNNNCE L
Q
=  Current assets
=
i [nventories 12 163,730 117,265
§ Trade and other receivables 13 376,619 390,635
% Income tax recoverable 65 67
’Tci Cash and cash equivalents 14 26,319 33,210
3
@
a3 566,733 541,177
018
= Current liabilities
m
)
= Bank borrowings 439,282 453,396
% Lease liabilities 1,487 693
5_3' Trade and other payables 15 1,108,289 1,122,566
§ Income tax payable 34 2,134
w
_____________________________________________________________________ 1,549,092 R
Net current liabilities (982,359) (1,037,612)




CONSOLIDATED STATEMENT OF FINANCIAL POSITION
30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

30 June 31 December

2023 2022
$°000 $°000

Non-current liabilities
Bank borrowings 29,549 30,498
Lease liabilities 61,323 62,221
_______________________________________________________________________ 90,872 SN Al
NET LIABILITIES (500,934) (494,593)

S
EQUITY Qé)
Share capital 182,276 182,276 §
Reserves (723,096) (725,627) o

£
Total equity attributable to equity holders of the Company (540,820) (543,351) =

:
Non-controlling interests 39,886 48,758 019
TOTAL EQUITY (500,934) (494,593) %

=
Approved and authorised for issue by the board of directors on 18 August 2023. %

5

S

8

Zhu Yuan Yang Linwei
Director Director

The notes on pages 22 to 34 form part of this interim financial report.




0

pewr] dnoig) poo- UnINA BUIYD

N
o

€2¢0¢ LHOd3d INIH3LNI

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the six months ended 30 June 2023 — unaudited

(Expressed in Hong Kong dollars)

Attributable to equity holders of the Company

PRC Non-

Share Share  Capital  Merger statutory Exchange Accumulated controlling Total

capital premium  surplus  reserve  reserves  reserve losses Total interests equity

$000 $000 $1000 $000 $1000 $000 $000 $000 $000 $000

At 1 January 2022 182,276 7,400,418 3290 (70,363) 91397 85,185 (8,223544) (531,341) 61,722  (469,619)

Loss for the period - - - - - - (10,648)  (10,648) (5,487)  (16,135)

Total other comprehensive income for the period - - - - - 1,937 - 1,937 (8,115) (6,178)

Total comprehensive income for the period - - - - - 1937 (10,648) 8711)  (13602)  (22,313)

At 30 June 2022 182,276 7,400,418 3290 (70,363) 91,397 87,122 (8234192) (540,062) 48120  (491,932)

At 1 January 2023 182,276 7,400,418 3290  (70,363) 91,397 88,212 (8,238,581)  (543,351) 48,758  (494,593)

Loss for the period - - - - - - (20,197)  (20,197)  (18,952)  (39,149)
Total other comprehensive income for the

period - - - - - 22,728 - 22,728 10,080 32,808

e - T . 1 B L B )

At 30 June 2023 182,276 7,400,418 3290  (70,363) 91,397 110,940 (8,258,778) (540,820) 39,886  (500,934)

The notes on pages 22 to 34 form part of this interim financial report.




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended 30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

Six months ended 30 June

2023 2022
Note $°000 $'000
Cash (used in)/generated from operations (11,082) 13,997
Finance costs paid (33) (53)
Tax refunded/(paid) 3,729 (1,954)
Net cash (used in)/generated from operating activities (7,386) 11,990
Investing activities Q
]
_<
Acquisition of property, plant and equipment (5,824) (7,881) =
Proceeds from disposal of lease prepayments and property, 3
plant and equipment 511 2,531 g
Other cash flow arising from investing activities 278 265 g
=
Net cash used in investing activities (5,035) (5,085) %
__________________________________________________________________________________________ o
Financing activities 02
Z
Repayment of bank borrowings - (12,034) 3
Other cash flow arising from financing activities (2,323) (1,759) %
o
8
Lt mesl ileneeeiiies . (2,323) I
5
Net decrease in cash and cash equivalents (14,744) (6,888)
Cash and cash equivalents at 1 January 33,210 79,751
Effect of exchange rate fluctuations on cash held 7,853 (12,950)
Cash and cash equivalents at 30 June 14 26,319 59,913

The notes on pages 22 to 34 form part of this interim financial report.
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NOTES TO THE UNAUDITED INTERIM FINANCIAL REPORT

For the six months ended 30 June 2023 — unaudited
(Expressed in Hong Kong dollars)

1.

REPORTING ENTITY
China Yurun Food Group Limited (the “Company”) was incorporated in Bermuda on 21 March 2005 as
an exempted company with limited liability under the Bermuda Companies Act 1981.

The interim financial report of the Company as at and for the six months ended 30 June 2023 comprises
the