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CORPORATE INFORMATION

REGISTERED OFFICE

Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands
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17th Floor, Fung House

19-20 Connaught Road Central
Hong Kong

Telephone: (852) 2367 9021
Fax: (852) 2311 3170
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3908 Hu Qing Ping Road
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Shanghai, China
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Hong Kong
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FINANCIAL AND OPERATIONAL

HIGHLIGHTS

FINANCIAL PERFORMANCE

St 5 e Bl

BB B B

Tk 22

For the year ended
31 December
BE+ A=+ —HILEE

2012 2011
L e S
Turnover (HK$’ million) mEE(FEBIT) 10,529.1 8,576.8
Gross profit (HK$’ million) B (H &#T) 6,228.8 5,243.8
Gross profit margin (%) B (%) 59.2 61.1
Operating profit (HK$’ million) B EA (&) 1,364.9 1,368.6
Operating profit margin (%) B B R (%) 13.0 16.0
Profit attributable to owners of the A TR AL 217
Company(HK$’ million) (A & on) 955.7 933.1
Net profit margin (%) AR 2(%) 9.1 10.9
Basic earnings per share (HK cents) T e B A A (A1) 58.07 56.96
Dividend per share (HK cents) BB E GAEAD 18.0 17.0
KEY FINANCIAL INDICATORS ¥ TR B e A
For the year ended
31 December
KE+A=+—HIL4EE
2012 2011
e
Average inventory turnover (days) (Note 1) P77 &# I (H) (BffsE1) 188 172
Average debtors turnover (days) (Note 2) ST E I R I (H ) (K 5E2) 11 10
Average creditors turnover (days) (Note 3) B HE AT IR (H) (B 5E3) 75 68
Cash conversion cycle (days) (Note 4) BEIEER KRB (H) (Ff5E4) 124 114
Capital expenditure (HK$’ million) (Note 5) & A B 32 (& & #50) (FfEEs) 521.0 393.7
Effective tax rate (%) (Note 6) BB 2(%) (Fff5E6) 25.4 26.7
As at 31 December
Bt+—_H=+—H
2012 2011
e = S
Cash and cash equivalents (HK$’ million) e kBHeEEY (7 8k 1,494.8 1,795.7
Bank loan (HK$’ million) M|ATER (A EHET) 7.3 7.0
Convertible bonds (HK$’ million) B SR (A D) 639.7 605.9
Equity attributable to owners of the AN AR A HE £
Company (HK$’ million) (A EEIT) 4,825.3 4,035.9
Current ratio (times) (Note 7) R ED LE R (FF) (BF5ET7) 3.7 3.1
Net gearing ratio (%) (Note 8) T B 2R (%) (B 5E8) Net cash Net cash
Daphne International Holdings Limited
R U BB m IR A R A A 4



FINANCIAL AND OPERATIONAL

HIGHLIGHTS

Notes:

1. The calculation of average inventory turnover (days) is based on the 1.
average of opening and closing inventory balances divided by cost of
sales and multiplied by 365 days.

2. The calculation of average debtors turnover (days) is based on the 2.
average of opening and closing balances of trade receivables divided
by turnover and multiplied by 365 days.

3. The calculation of average creditors turnover (days) is based on the 3.
average of opening and closing balances of trade payables divided by
purchases and multiplied by 365 days.

4. The calculation of cash conversion cycle (days) is based on average 4.
inventory turnover (days) plus average debtors turnover (days) minus
average creditors turnover (days).

5. Capital expenditure comprises acquisition of land use rights and fixed 5.

assets and cash expenditure on license rights.

6.  Effective tax rate for the year ended 31 December 2011 is calculated 6.
based on income tax expense divided by profit before tax excluding
impairment loss on available-for-sale financial assets and director’s

discretionary bonus totalling HK$91.9 million.

7. The calculation of current ratio (times) is based on the total current 7.
assets divided by total current liabilities as at 31 December.

8. The calculation of net gearing ratio (%) is based on net debt 8.
(being total of bank loan and convertible bonds, less cash and cash
equivalents) divided by equity attributable to owners of the Company

as at 31 December.

Turnover Analysis

BERLH

(For the year ended 31 December)
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CHAIRMAN’S STATEMENT

Dear Shareholders,

I am pleased to report that Daphne International Holdings
Limited (the “Company”) and its subsidiaries (together the
“Group”) continued to deliver solid growth in the Group’s overall
performance against the backdrop of a slowing economic growth in
Mainland China. For the year ended 31 December 2012, the Group’s
turnover increased by 22.8% to HK$10,529.1 million and the core
brands’ turnover rose by 25.0% to HK$9,591.9 million (2011:
HK$7,671.1 million). Profit attributable to owners of the Company
increased by 2.4% to HK$955.7 million.

Amidst decelerating retail market growth, and rising rental and
labour costs in Mainland China, the Group continued to solidify its
market-leader position and gain market share. With a double-digit
sales growth driven by a strong volume growth, the Group made an
ample expansion in our customer base. Together with the launch
of customer relations management program, we have built a strong

platform for our future growth.

In line with our long-term growth strategy, the Group maintained
a steady expansion in our sales network in China with a focus on
directly-managed stores for core brands, “Daphne” and “Shoebox”.
We had a net addition of 767 POS (“points-of-sale”) under core
brands during the year and therefore reached a total of 6,369 POS in
Mainland China. The Group overall has a total of 6,881 POS across
Greater China, where mid- to high-end brands are also included, as
at 31 December 2012.

Moreover, the Group reinforced supply chain management and
sales operation management during the year. We also implemented
a number of measures to enhance operating efficiency and cost
control. Our endeavours in corporate and operating management
were endorsed by FinanceAsia as we ranked second in the award of
the Best Mid-Cap Companies in China in 2012.

Looking ahead, with our vision of becoming a leading brand
management company that provides customers with trendsetting
and quality products, the Group is committed to pursuing growth
strategies, strengthening the operation and management efficiency,
to achieve growth in sales and market share. In view of the lingering
uncertainties over the global economy and the stimulus programs
to boost domestic consumption by the Chinese government, we will

stay focused on key priorities and enhance our execution capability.

Daphne International Holdings Limited
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CHAIRMAN’S STATEMENT

We will continue to extend our footprint for our core brands, and,
at the same time, to foster a stronger store operation management
to boost same-store sales growth. We will continue to reinforce
further improvement in supply chain management, as well as in cost
efficiency and control. Optimisation of human resources structure,
people development and increasing staff productivity at all levels,
together with the management systems invested, will be some key
areas to support better efficiency. In view of our strategic initiative
to capitalise on China’s growing middle class, we will take a prudent
and focused approach in developing the mid- to high-end brands
business by putting emphasis on better-performing brands.

With these strategies and initiatives, we are fully prepared to seize
the opportunities in Mainland China’s promising market. We will
proficiently execute the business plans to generate superior returns

to shareholders.

On behalf of the Board, I would like to extend my gratitude to all
our customers and business partners for their continuous support, the
management team and our employees for their dedication and hard
work. They are integral participants in our journey to further success
and [ am proud to work alongside them. I would also like to take this
opportunity to thank our shareholders for their trust and faith in the

Company, and its promising future.

Chen Ying-Chieh
Chairman & Chief Executive Officer

Hong Kong, 20 March 2013
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MANAGEMENT DISCUSSION AND
ANALYSIS

MARKET OVERVIEW

2012 was a challenging year for global economies. The Eurozone
sovereign debt crisis and the United States’ weaker-than-expected
economic recovery cast a shadow on China’s exports. In addition,
China adopted a tight monetary policy to cool the property market.
As a result, the country’s economic growth fell from 9.2% in 2011
to 7.8% in 2012. The Chinese appetite for mass-market ladies’
footwear remained strong at the beginning of the year but began
to slip as the prospect of an economic slowdown loomed large
especially in the second half, while performance of department
stores in general remained soft throughout the year. Consumer
sentiment in China was affected by the uncertainty about the
country’s economic outlook. The country’s retail sales growth eased
2.8 percentage points to 14.3% in 2012, down from 17.1% in 2011
and 18.3% in 2010, reflecting the macroeconomic environment.

BUSINESS REVIEW

Group Performance

The Group’s overall performance reflected the prevailing market
conditions in 2012. For the year ended 31 December 2012, the
Group’s turnover increased by 22.8% to HK$10,529.1 million
(2011: HK$8,576.8 million). Gross profit rose by 18.8% to
HK$6,228.8 million (2011: HK$5,243.8 million). Operating profit
decreased by 0.3% to HK$1,364.9 million (2011: HK$1,368.6
million). Profit attributable to owners of the Company increased
by 2.4% to HK$955.7 million (2011: HK$933.1 million). Basic
earnings per share were HK 58.1 cents (2011: HK 57.0 cents). The
Board has proposed a final dividend of HK9.0 cents (2011: HK9.0
cents) per share, which together with the interim dividend of HK9.0
cents (2011: HK8.0 cents) per share, brings the annual dividend to
HK18.0 cents (2011: HK17.0 cents) per share for 2012, up by 5.9%
from last year. The dividend payout ratio was 31.0% (2011: 29.8%).

As at 31 December 2012, the Group’s points-of-sale (POS) totaled
6,881, representing a net increase of 716 POS during the year. The
sales network comprised 6,369 POS under its core brands (“Daphne”
and “Shoebox”) and 512 POS for other brands. Inventory turnover
days were reduced from 202 days in the first half of 2012 to 188 days
for the full year of 2012 (2011: 172 days).

The Group was ranked second in the award of the Best Mid-
Cap Companies in China 2012 by a reputable financial magazine
FinanceAsia in the region, which was an endorsement of the Group’s
efforts to strengthen corporate and operating management.

Daphne International Holdings Limited
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MANAGEMENT DISCUSSION AND
ANALYSIS

Core Brands Business

The Group’s core brands business comprises the distribution of
ladies’ footwear for the mass market under its proprietary brands
“Daphne” and “Shoebox” in Mainland China, through a network
of both directly-managed shops and franchised stores. Despite the
weakening trend of the retail market during the year, turnover rose
by 25.0% to HK$9,591.9 million (2011: HK$7,671.1 million).
Segment revenue from external customers accounted for 90% of
the Group’s total revenue in 2012 (2011: 89%). Same-store sales
achieved high-single digit growth, on top of the high base for 2011,
and was driven primarily by sales volume.

Increased promotional activities, together with a different product
mix, resulted in a decrease in average selling price by approximately
10% when compared with that of the previous year. Gross profit of
core brands business increased by 19.3% to HK$5,661.8 million
(2011: HK$4,747.4 million), although gross profit margin decreased
t0 59.0% in 2012 from 61.9% in 2011.

During the year under review, the Group spearheaded its sales
network expansion by opening more directly-managed stores in
order to strengthen its presence in the market and underpin its future
growth. As at 31 December 2012, 5,427 POS for the core brands
were directly managed by the Group, representing a net increase of
880 directly-managed POS during the year. Together with 942 POS
operated by franchisees, the Group overall has a total of 6,369 POS
under the core brands, with a net addition of 767 POS during the year
under review. The proportion of directly-managed stores in the total
POS for core brands increased to 85% in 2012, compared with 81%
in 2011. This reflected the Group’s strategy of focusing on directly-
managed stores in its sales network expansion.

The acceleration of the opening of more directly-managed stores
amid the sluggish retail market made the effect of increasing
operating costs, including rental and labour costs, more pronounced.
Thus, the Group experienced a contraction of the operating profit
margin for the core brands business from 20.3% in 2011 to 15.4%
in 2012. To cope with rising rental and labour costs, the Group
adopted cost control measures, in particular for the new stores in the
second half of the year, and enhanced salespeople productivity, by
providing more selling skills training and optimising salespeople
scheduling. The Group believes that steady store network expansion
will enhance its competitiveness and lay a solid foundation for its
future business growth.

o BUL I W w3 B

AN E R

A KB 3] A O R SE TS FE 4R T M LR Bom s
AH B R B S A &K > A e B R B B R AL R L T
P B A Sh MR T R R TR ) AT T o R
A TR T S T I M 55 > SEHSAE SRR AN
fin25.0%2%9,591.9H & ot (—&F ——4F : 7,671.1
HEHIG) o BWANE P e ERIEAREFAEEHEN
90% (. F——4 : 89%) o ZF| ~FH——FWNH
HEER R A - A EE R S
r B ] G S E R > 6 2 R S EE R T
A o

R A 81 7 BE B > E AL A . AR E [ E
i P B E R R N REAI10% © %O fRREER 2
EFBEM19.3%%5,661.8H Bt (. F——4F :
4,747.4H BEHTT) > SR BFIRAGE —F——F1
61.9% FREE % — " 4F/159.0% o

N REEMARBHEMAK THUBRZELH
IS AT > B EE TS > 0 A R R
TRtk - R _F—"4FF+_H=1+—H &%
9 A0 it WG B AT 5, 427108 L 6 B B > AR AR T
T8O B & 5 B o A1 > H[R] Hy in B v 1Y
QA &1 45 2 > AR AR [ 1) 4200 i B AL B 6,369 1 81
BB FHOMT6TMM o HAES Rl —F——4F
H81% LTt 8 —F— "FM85% » R T A H LI
HEE G AR EME R ELD -

TERE S M ZETT UL Dbk EEE &
R (RS KB TRA) FIR RS R
BB o A4 ] 2 0 i R SE TS 1 4848 R R
B H - F——4ER203% FEE F— 4FEN
15.4% o FyMESF 4 N TERUAR LT > ARE N
AT 4% TE 2 ) BOAS $5 e > LR B3 R 2R AR B ST
BB I - Sl 325 408 o o Y B 15 I S AL P N B R
PR TEIE MG » IEFSEANBEE S - A%EH
A B AR TR T A R A BT )1 > Bk
R SETH HE = B AR [ R o

Annual Report 2012
SE U E



MANAGEMENT DISCUSSION AND
ANALYSIS

Other Brands Business

The other brands business, mainly driven by the Group’s mid- to
high-end portfolio including own brands of “AEE” and “Ameda”,
and international brands with exclusive distribution rights such as
“Aerosoles” and “ALDO”, targets the growing middle class in China
to broaden the Group’s customer base. With this diversification
strategy, the Group has geared up for the potential trade-up by its
“Daphne” customers. Revenue from other brands business increased
by 30.5% to HK$690.9 million in 2012 from the HK$529.6 million
in 2011, and accounted for approximately 7% of the Group’s
turnover, at much the same level as in 2011. This business segment
is still undergoing an investment phase. During the year under
review, the performance of other brands business was further
affected by the general softness of department store channel and,
in addition, the slowing economy in Mainland China. In response
to such market situation, the Group consolidated its distribution
network during the year with a net decrease of 51 POS for its other
brands and reduced to 512 POS as at 31 December 2012.

Manufacturing Business

In order to allocate more production capacity for its own brands,
the Group began to gradually phase out its original equipment
manufacturing (“OEM”) business for third parties at its own
factories. This is in line with the expansion strategy of focusing
on its own brands, including deploying the Group’s OEM capacity
for the supply and growth of core brands. As a result, revenue
contribution from the OEM business to the Group’s turnover
decreased to approximately 3% (2011: 5%) in 2012. The Group
also made plans and took measures to strengthen supply chain
management and further increase its production capacity with an
aim to enhance production cost efficiency and support future growth
of the Group’s core and other brands.

Efficiency Improvement Initiatives

Against the backdrop of a slowing retail market and rising operating
costs in Mainland China, the Group adopted various measures to
keep costs under control and improve efficiency. These include
stepping up cost cutting and monitoring measures. On the other
hand, training programs were introduced and store operation was
strengthened to increase salespeople’s productivity. Management
system enhancement projects in areas ranging from frontline to
the back office, including product planning and merchandising,
customer relations management, and store operations, were
implemented. Good progress was made in all these enhancement
projects during the year. These initiatives will strengthen the
Group’s competitiveness with positive effects expected to be
gradually reflected in the near future.

Daphne International Holdings Limited
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MANAGEMENT DISCUSSION AND
ANALYSIS

FINANCIAL REVIEW

Segmental Analysis
The business performance of individual segment for the year ended
31 December 2012 is summarised as follows:

o BUL I W w3 B

14 % [B] g

Vb YAy
BoHh#EE _F— 4+ _HA=+—HILFE
M EB R H SN U R -

Core brands business Other brands business Manufacturing business
AN E S ool i 0 R
2012 2011 2012 2011 2012 2011

“3-2F “F——% Z%-2F “F——% Z8-"fF -F——f
HK$’ million HK$’ million HK$’ million HK$’ million HK$’ million HK$’ million
BEBT EEA HE®BT HEETL HE®BT EEY

Revenue from external customers Ep/ Iale 9.508.5 7,597.1 690.9 529.6 329.7 450.2
Inter-segment revenue Y J:ilE 834 74.0 = : 1,069.4 1,003.1
Total segment revenue AR 9,591.9 7,671.1 690.9 529.6 1,399.1 1,453.3
Segment gross profit HHER 5,661.8 4,747.4 375.6 315.1 187.1 203.4
Segment gross margin BRI R 59.0% 61.9% 54.4% 59.5% 13.4% 14.0%
Segment operating profit/(loss) /M FEEEF]/ (f4R) 14757 1,555.1 (127.6) (64.6) 98.1 108.1
Segment operating margin SRR B % 15.4% 20.3% (18.5%) (12.2%) 7.0% 7.4%

Liquidity and Financial Resources

As at 31 December 2012, the Group had cash and cash equivalents
totaling HK$1,494.8 million (2011: HK$1,795.7 million)
denominated mainly in Renminbi, US dollar, Hong Kong dollar and
New Taiwan dollar. The net decrease in cash and cash equivalents of
HK$300.9 million (2011: HK$264.0 million) is analysed as follows:

B A K B BUE
RoF—"F+_A=+—H > AEEFAHE
KR G E Y 51,4948 Bk T (& — — 4 ¢
1,795.7A ##kot) > FEUUANRKEE - 50 Tk
WS E AL - A M300.9F B (Z
E——4F 1 264.08 B IC) AR

2012 2011
=
HK$’ million HK$’ million
WHET  FME

Net cash generated from operating activities MEEWEA N B & FH 431.3 242.6
Capital expenditure A B S (521.0) (393.7)
Proceeds from disposal of fixed assets 'EH & [ € & 7 A 15 5K0H 31 2.2
Proceeds from issue of shares upon exercise of share options 17 {3 I it #E 1M %8 17 Bt 0y 22 iy 75 2 TR 45.1 19.0
Net dividend paid E RN SSEE (300.8) (234.2)
Net interest received EY GRS RE ¥ 21.7 40.9
Net bank loan repaid BT R ARE R - (4.0)
Net cash outflow from acquisition of other investments Wi s HL A 4% o 2 fﬂ% HiiRas - (30.3)
Effect of exchange rate changes A MEE 50, 4 R S By 2 Y 19.7 93.5
(300.9) (264.0)

As at 31 December 2012, the Group had unutilised banking facilities
amounting to HK$146.6 million (2011: HK$173.6 million) and
current ratio (being current assets divided by current liabilities)
was 3.7 (2011: 3.1). The Group has sufficient resources currently to
support expansion and development of business in the future.
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MANAGEMENT DISCUSSION AND
ANALYSIS

To maximise the return on idle liquid resources, the Group placed
a number of principal-protected structured deposits with registered
banks in Mainland China during the year. Total interest income
earned for the year was HK$43.0 million (2011: HK$63.1 million).

As at 31 December 2012, the Group’s net gearing, calculated on the
basis of net debt (being total of bank loan and convertible bonds less
cash and cash equivalents) over equity attributable to owners of the
Company, was in a net cash (2011: net cash) position. The bank loan
was at a floating rate during the year.

Foreign Exchange Risk Management

The Group did not engage in any foreign exchange derivatives
during the year (2011: nil). Management closely monitors the
market situation and may consider tools to manage foreign exchange
risk whenever necessary.

Pledge of Assets
As at 31 December 2012 and 31 December 2011, no assets were
pledged as security for banking facilities of the Group.

Capital Expenditure

During the year, the Group incurred a capital expenditure of
HK$521.0 million (2011: HK$393.7 million) mainly for distribution
network expansion and renovation, purchase and construction of
regional warehouse and offices, etc.

Contingent Liabilities
As at 31 December 2012 and 31 December 2011, the Group had no
significant contingent liabilities.

Human Resources

As at 31 December 2012, the Group had over 27,000 (2011:
25,000) employees in Mainland China, Taiwan, Hong Kong and
Korea. Employee and directors’ expenditure for the year, including
share-based payment expense of HK$36.2 million (2011: 46.1
million), amounted to HK$1,389.1 million (2011: HK$1,219.4
million). The Group values human resources and recognises the
importance of retaining high calibre employees. Remuneration
packages are generally structured by reference to market terms
and the qualifications of individual employees. In addition, share
options and discretionary bonuses are granted to eligible employees
based on the performance of the Group and the individual employee.
The Group also provides mandatory provident fund schemes,
medical insurance schemes, staff purchase discounts and training
programmes to employees.

PROSPECTS

The outlook for 2013 is expected to remain challenging given
prolonged uncertainties in the global economy. Notwithstanding
the mitigated risks of a further slowdown, the market is wary of
the fragility of the economic recovery in the United States and the
Eurozone, which has been hindering China’s economic growth
during 2012. However, the new Chinese leadership has pledged to
boost the economy by fostering domestic demand; urbanisation will
continue and disposable income is expected to further increase, and
therefore provide tailwind to the Group’s business.

Daphne International Holdings Limited
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MANAGEMENT DISCUSSION AND
ANALYSIS

In view of these favourable push factors, the Group remains
cautiously optimistic towards the retail market in China in the near
and medium term. Leveraging its well-established and reputable
brand name, the Group will continue to expand its presence in China
for ongoing business growth.

In the beginning of 2013 near the end of winter season, the demand
for mass market ladies’ footwear is still affected by the slow
recovery of consumer sentiment. More recently, we believe demand
is bottoming out and have observed signs of improvement from
the recent sales trend starting in spring season. In view of the high
base effect of the first quarter of 2012, we anticipate the same store
sales for the first quarter of 2013 will likely be comparable to that of
the same period last year. Given the improving seasonal trend, we
remain confident that the consumer demand will gradually pick up
in the subsequent quarters, especially when the government stimulus
to domestic consumption in China begins to take effect later in the
year.

The Group has reinforced and accentuated its comprehensive
efficiency improvement initiatives since the second half of 2012,
and will continue such endeavours in 2013 to improve cost control
and enhance overall management efficiency. On the sales channel
front, the Group will spearhead the steady expansion of its sales
network with a focus on directly-managed stores for core brands.

At the sales operation level, the Group will continue to refine store
operation and management to boost same store sales growth. These
include enhancing the productivity of salespeople through further
optimisation of rosters, increasing staff accountability, providing
advanced service training and instilling a service culture to enhance
the customer shopping experience.

With regard to supply chain management, the Group will continue
to seek further improvement in replenishment ordering, inventory
management, product quality and other aspects. Meanwhile, by
making efforts to ensure a smooth set-up of the retail management
system, the Group expects greater accuracy and efficiency will be
achieved in product planning and allocation, inventory control and
product replenishment. Such enhancements will undoubtedly give a
boost to the sales performance in future.

In addition, the Group will continue to develop its mid- to high-end
products into growth drivers so as to diversify its customer base in
the long term. The Group will prudently review and concentrate its
resources on better-performing brands to facilitate improvement in
the performance of this business segment.

Cost control remains a key area of focus. The Group will continue
to analyze and improve cost control in all aspects, including rental
and labor costs, while enhancing staff productivity and investing in
management systems to ensure long-term operating efficiencies.

With these combined efforts, the Group looks to improve its
sales performance and profitability, increase its market share and
footprint, and enhance its brand equity. The Group is well positioned
to capitalise on the opportunities ahead to solidify its leading
market position, ensure long-term growth and deliver superior
shareholders’ value.
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BIOGRAPHIES OF DIRECTORS AND
SENIOR MANAGEMENT

EXECUTIVE DIRECTORS

Mr CHEN Ying-Chieh, aged 43, is the Chairman and Chief
Executive Officer of the Company and is responsible for the overall
corporate and business strategic planning of the Group. Mr Chen
obtained a bachelor’s degree in International Trade from Chung
Yuan Christian University. He has been working with the Group
since 1992. Mr Chen is a cousin of Mr Chang Chih-Kai, Mr Chang
Chih-Chiao and Mr Chen Tommy Yi-Hsun, all executive directors
of the Company, and he holds directorships in certain subsidiaries of
the Company.

Mr CHANG Chih-Kai, aged 32, joined the Group since 2003 with
focus on product development and general management. He has
studied a bachelor’s degree of Art in Auckland University after
graduated from Pakuranga College in New Zealand. Mr Chang is
the brother of Mr Chang Chih-Chiao, a cousin of Mr Chen Ying-
Chieh and Mr Chen Tommy Yi-Hsun, all executive directors of the
Company, and he holds directorships in certain subsidiaries of the
Company.

Mr CHEN Tommy Yi-Hsun, aged 31, joined the Group in
2004 with focus on planning and management of the Group’s
manufacturing business. Prior to joining the Group, Mr Chen
worked in footwear trading and manufacturing companies where
he had over 8 years of experience. Mr Chen graduated from the
University of Victoria in Canada with a bachelor’s degree in Arts.
Mr Chen is a cousin of Mr Chen Ying-Chieh, Mr Chang Chih-Kai
and Mr Chang Chih-Chiao, all executive directors of the Company,
and he holds directorships in certain subsidiaries of the Company.

Mr CHANG Chih-Chiao, aged 30, joined the Group in 2007 and
is currently primarily responsible for specialised business projects
and negotiations. He obtained a bachelor’s degree in Visual
Communication from the Northumbria University in the United
Kingdom. Mr Chang is the brother of Mr Chang Chih-Kai, a cousin
of Mr Chen Ying-Chieh and Mr Chen Tommy Yi-Hsun.

NON-EXECUTIVE DIRECTOR

Mr KIM Jin-Goon, aged 45, was appointed as a non-executive
director of the Company in April 2011. Mr Kim is currently a
partner of TPG Capital, Limited (“TPG”), a leading global private
investment firm and an affiliate of Premier China, Limited (‘“Premier
China”), which has substantial interests in the shares, convertible
bonds and warrants of the Company, and he is a member of TPG’s
Operation Group. Mr. Kim is an executive director, the Executive
Vice Chairman, the nomination committee chairman and a member
of the executive committee of Li Ning Company Limited, a company
listed on The Stock Exchange of Hong Kong Limited. From 2007 to
2011, he was an executive director and the interim chief executive
officer and he is currently the vice-chairman of the board of China
Grand Automotive Service Co., Ltd. and built China’s leading
passenger car retail and service network. As a director of the
board, Mr Kim led the turnaround of UniTrust Finance & Leasing
Corporation, a leading capital equipment leasing company in China.
Mr Kim has led TPG’s operational initiatives to help transform the
Company’s core operations and pioneer industry’s first fast retail

Daphne International Holdings Limited
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BIOGRAPHIES OF DIRECTORS AND
SENIOR MANAGEMENT

business model. Prior to joining TPG, Mr Kim worked for Dell Inc.
as the Managing Director of its Korea business from 2002 to 2006.
Prior to that from 2000 to 2002, Mr Kim was the vice president of
Internet Business Capital Corporation in Cambridge, Massachusetts,
and from 1996 to 2000, he was the engagement manager at
McKinsey & Company, an international management consulting
firm. Mr Kim received his undergraduate degree in Arts majored in
Government and East Asian Studies from Harvard University with
High Honors, conducted post graduate research in Nanjing-Hopkins
Centre in China, and returned to Harvard University to pursue his
master of Public Policy.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr HUANG Shun-Tsai, aged 59, is a director of six technology
companies in Taiwan. He has been active in the technology field
for over 15 years. Mr Huang was appointed as an independent non-
executive director of the Company in 2001.

Mr KUO Jung-Cheng, aged 62, is a director of a manufacturing and
distribution company in China. Mr Kuo is a former senator of the
Legislative Council in Taiwan. He has been serving the community
in Taiwan as a representative for over 10 years. Mr Kuo holds a
MBA degree from the University of Hawaii. Mr Kuo was appointed
as an independent non-executive director of the Company in 2001.

Mr LEE Ted Tak Tai, aged 62, was appointed as an independent
non-executive director of the Company in September 2011. Mr Lee
is the managing director of T Plus Capital Limited which is engaged
in the provision of strategic, financial and business development
advisory services. Currently Mr Lee is an independent director and
a member of the audit committee of China Ming Yang Wind Power
Group Limited, a company listed on the US New York Exchange.
Mr Lee is an US certified public accountant (inactive) and he has
extensive experience in auditing and accounting sectors and he was
a senior partner at Deloitte where he worked for over 30 years both
in United States and Asia. Mr Lee graduated from California State
University, Fresno with a bachelor’s degree in Accounting and
obtained a MBA degree from University of Southern California.

ALTERNATE DIRECTOR

Mr LAU Wai Kei, Ricky, aged 43, was appointed as an alternate
director to Mr Kim Jin-Goon in April 2011. Mr Lau is a partner
of TPG where he has over 15 years of investment experience and
he was designated by Premier China as its observer on the board
of directors of the Company. Mr Lau also serves as a director of
China Grand Auto Service Co., Ltd. Before joining TPG, Mr Lau
was responsible for the corporate and project finance division of
Hopewell Holdings Limited (“Hopewell”), a regional infrastructure
project developer. He joined Hopewell in 1993 and spearheaded
the development and financing of several power and transportation
projects in China, India and Thailand. Mr Lau obtained a Kellogg-
HKUST Executive MBA and graduated from the University of
British Columbia and he is a CFA charterholder.
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SENIOR MANAGEMENT

SENIOR MANAGEMENT

Mr HU Huan Xin, Michael, aged 44, has been appointed as
the Chief Operating Officer since January 2010. He is primarily
responsible for the Group’s supply chain management including
production planning and operations.

Mr Hu has over 22 years of experience in supply chain and
production management in China. Before joining the Group, Mr
Hu worked in various senior management positions with focus on
supply chain management for a number of international brands
including Cadbury Schweppes Co Ltd and Pepsico Inc. in Mainland
China. He graduated with a bachelor’s degree in International Trade
and Economics from the Sun Yat-Sen University, in Mainland
China.

Mr LIN Che Li, Jerry, aged 45, joined the Group as the Chief
Financial Officer in January 2010 and is responsible for the overall
corporate and financial planning of the Group.

Mr Lin has over 18 years of experience in financial planning and
management in an international environment. Prior to joining the
Group, Mr Lin spent almost 20 years with General Motors, including
15 years in the finance department. His financial and operating
experience included assignments at its treasury headquarters in New
York and Singapore as well as senior financial management and
CFO positions in Taipei, Seoul and Shanghai. Mr Lin holds a MBA
degree from Columbia Business School and a bachelor’s degree
in Electrical Engineering from the University of Rochester, in the
United States.

Mr SHIH Wen Che, Jonathan, aged 53, joined the Group as
the Chief Sales Officer in March 2012. He is responsible for the
management of sales and operation of the Group.

Mr Shih has over 28 years of experience in sales and general
management in retail and service industries of which 16 years were
in Mainland China. Mr Shih held senior management positions of
different functions as well as regional general manager and general
manager of China positions with various multinational companies
such as City Chain, Pizza Hut, McDonald’s, 7-11, Starbucks and
Burger King. He graduated from the National Taiwan Ocean
University.

Daphne International Holdings Limited
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CORPORATE GOVERNANCE REPORT

The Company is committed to maintaining high standards of
corporate governance. To enhance the overall management quality
of the Company, the board of directors (the “Board”) has adopted
corporate governance practices with special emphasis on an
effective Board for leadership and internal control, sound business
ethics and integrity, stringent disclosure practices, transparency and
accountability to shareholders.

CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company has adopted the code provisions set out in the Code
on Corporate Governance Practices (“Former CG Code”) as set out
in Appendix 14 to the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
(the “Listing Rules”), which came into effective on 1 January 2005
and was revised and renamed as Corporate Governance Code and
Corporate Governance Report (“New CG Code”) with effect from 1
April 2012.

During the year ended 31 December 2012, the Company was in
compliance with all the code provisions set out in the Former CG
Code and the New CG Code except for the deviations from code
provisions A.2.1 and A.6.7 which are explained under “Chairman
and Chief Executive Officer” and
Shareholders and Investors” on pages 19 and 27 respectively.

“Communications with

The Board will continue to enhance its corporate governance
practices appropriate to the conduct and growth of its business and to
review such practices from time to time to ensure that they comply
with statutory and professional standards and align with the latest
developments.

THE BOARD OF DIRECTORS

Board Composition
The Board and board committees during the year and up to the date
of this report comprise:
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Nomination Remuneration Audit
Members of the Board/board committees Date of first becoming director Committee Committee Committee
BHE/EHABTEHAORA HRMEEFZAH REZEE HiMZEE® EHUZHE
Executive directors
HITEFH
Mr Chen Ying-Chieh (Chairman & Chief Executive Officer) 21 May 1996 v/ v/
WRENEA (LEHITHAR) —AAARELA = +—H
Mr Chen Tommy Yi-Hsun 31 December 2011
CAEE Pitis “F——Ft+ZA=+—H
Mr Chang Chih-Kai 22 November 2004
B I “ZENEF—-AZ+ZH
Mr Chang Chih-Chiao 12 June 2009
kEBEE “EEHLEAATZH
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18 36 B If WAk

Nomination Remuneration Audit
Members of the Board/board committees Date of first becoming director Committee Committee Committee
BHE/EHABTEHAORA HRIMEEFZ A RUZEE HMZEE® EHZHE
Non-executive director
FHITEF
Mr Kim Jin-Goon 13 April 2011 v v/ v/
EYRELE “Z-—FNA+=H
Independent non-executive directors
BIHYTEE
Mr Huang Shun-Tsai (Chairman of Nomination Committee) 31 July 2001 v/ v v/
HIEH S (L ZE BT “EFE-EtA=1—H
Mr Kuo Jung-Cheng (Chairman of Remuneration Committee) 31 July 2001 v/ v v
RIS HHES &) “EFE-EtA=1—H
Mr Lee Ted Tak Tai (Chairman of Audit Committee) 1 September 2011 v/ v/ v/
FERELE (FHZRETE) “EZ——FRA—H
Alternate director
HirEH
Mr Lau Wai Kei, Ricky (Alternate to Mr Kim Jin-Goon) 13 April 2011 v/ v v/
PEBUEE (R R ELEZBREESR) “Z——FNA+=H

The executive directors draw on a rich and diverse experience from
the footwear distribution business while the non-executive director
and the independent non-executive directors possess appropriate
professional qualifications and management expertise. Through
active participation in board meetings, taking the lead in managing
issues involving potential conflict of interests and serving on board
committees, all independent non-executive directors contribute to
the effective direction of the Company and to safeguard the interests
of the Company and its shareholders.

During the year ended 31 December 2012, the Board was in
compliance with the requirements of the Listing Rules relating
to the appointment of at least three independent non-executive
directors (representing at least one-third of the Board), with at least
one independent non-executive director possessing appropriate
professional qualifications and accounting and related financial

management expertise.

Each independent non-executive director gives the Company an
annual confirmation of his independence to the Company, and the
Company considers these directors to be independent pursuant to
Rule 3.13 of the Listing Rules. The names, brief biographies of the
directors and relationship among them are set out on page 14 under
Biographies of Directors and Senior Management.

Daphne International Holdings Limited
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Responsibilities and Delegation

The Board is responsible for overall management and control of
the Company, including the approval and monitoring of all policy
matters, overall strategies and budgets, internal control and risk
management systems, material transactions (in particular those
that may involve conflict of interests), financial information,
appointment of directors and other significant financial and
operational matters.

All directors have full and timely access to all relevant information
as well as the advices and services of the company secretary
and senior management. Any director may request independent
professional advice in appropriate circumstances at the Company’s
expense, upon making reasonable request to the Board.

The Board has delegated responsibilities to the executive directors
and senior management of the Company, including implementing
decisions of the Board and directing and co-ordinating day-to-
day operation and management of the Company. The delegated
functions and responsibilities are periodically reviewed by the
Board and approval has to be obtained from the Board prior to any

significant transactions are entered.

Directors’ and Officers’ Liability Insurance

Liability insurance for directors and senior management officers of
the Company was maintained by the Company with coverage for any
legal liabilities which may arise in the course of performing their
duties. The scope of coverage of the insurance is subject to review
annually.

Chairman and Chief Executive Officer

Mr Chen Ying-Chieh is the Chairman of the Board and the Chief
Executive Officer of the Company. This was in deviation from code
provision A.2.1 of the Former CG Code and New CG Code which
stipulates that the roles of Chairman and Chief Executive Officer
should be separated and should not be performed by the same
individual. As Mr Chen has been with the Group for over 20 years
and has extensive experience in the footwear distribution industry,
the Board believes that it is in the best interest of the Group to have
Mr Chen taking up both roles for continuous effective management
and business development of the Group. The Board will periodically
review the balance of power and authority between the Board and
the management of the Company and considers segregating the roles
when it thinks appropriate.
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Appointment and Re-election of Directors

All non-executive directors are appointed for a specific term of
one or two years. All directors are subject to retirement by rotation
at least once every three years and are eligible for re-election at
annual general meetings in accordance with the Listing Rules
and the articles of association of the Company (the “Articles
of Association”). Every director newly appointed by the Board
is subject to election at the first general meeting after his/her
appointment.

In accordance with code provision A.4.3 of the Former CG Code
and New CG Code, the continuing appointment of Mr Huang
Shun-Tsai and Mr Kuo Jung-Cheng, who serve as independent
non-executive directors of the Company for over 9 years, shall be
subject to a separate resolution to be approved by shareholders at the
forthcoming annual general meeting.

Directors’ Training and Professional Development

All directors should keep abreast of their collective responsibilities
and of the conduct and business activities of the Company. The
Company is responsible for arranging and funding suitable training
for its directors. Accordingly, the Company has put in place a
training and development programme for the directors including: (i)
an induction programme on the laws and regulations in relation to
directors and the Company, knowledge and current development of
the Company, responsibilities and potential liabilities of directors
for newly appointed directors; and (ii) an on-going training and
professional development programme for directors.

During the year ended 31 December 2012, all directors of the
Company participated in reading newspapers and materials relating
to roles and responsibilities of directors, and regulatory updates
of the Listing Rules amendments and corporate governance
development. Mr Chen Ying-Chieh, Mr Chen Tommy Yi-Hsun, Mr
Chang Chih-Kai, Mr Chang Chih Chiao, Mr Lee Ted Tak Tai, Mr
Kim Jin-Goon and Mr Lau Wai Kei, Ricky attended a seminar about
board practice organised by an external professional body.

Board Practices and Conduct of Meetings

The Board meets regularly throughout the year to formulate
overall strategy of the Group, monitor its financial performance
and maintain effective oversight over the management. Directors
may participate either in person or through electronic means of
communications. Notice of regular board meetings is served to all
directors at least 14 days prior to the meeting. For other board and
committee meetings, reasonable notice is generally given.

Daphne International Holdings Limited

= OK e BB E R AR A A 20

L4

18 36 B If WAk

RILREBRES
P A BT E B 2 AR — A B AR 2 R AR

FARANHA ([~ F AR ERAA ) &8 =4FRKk
FAAE KRG F (IR AE — 0 AT & B A% i3 A
- BRAEERGHEEZEFHEANE AR
BB & 52 -

AR A4 3 A <7 Bl BB 4 34 IR < HI 22 S HIGR
SCERAA3M - BB SR B 3SR S A AR AR 22
R 2B SLJE BUAT R LR A R R AT
AR A BB > ZE R B RO I Jee BB SR 4R R & LA
T8 5L PR R T A HE T PR o

W I R Bk

Jir A 2 R R A S 2 SRR AR DA AR SR
PR REHES - ANFARMHERZHESE
ZEEA WARMEIE & - Bt AAF S EH
ERET B LR R G5 OAME
o R B S RN R B R BOE R S R
O T R AT B B G R 2 R RO
FAEZ ABREE I 5 Fe(ii) 2 2 F 4R A Fr 8 35 9l X
R H

WEE F—"F+ HA=Z+—HILFEE > &AL
H T E B XA B G L E R A B AR
T > DL K b TR RIME RT M A SR R EE e 2w
WHE R o BREARSCAE - BB T 4 - R
A REEE S FEREAE SR EERE
RSN T — 0 i AN B A AL
WM R e .

ER RSN Ak i
EREFERNEMRTER UG ERER %R
W~ B A I B R B B B RE AR A 2k
B o RGN SO R E TN 2 B
EMERGERZBENGREGRBT2MED
TR ERAER - HMbEF G R E BT E®
— g A A



CORPORATE GOVERNANCE REPORT

Draft agenda of each board meeting is usually sent to all directors
together with the notice of meeting in order to give them an
opportunity to include any other matters in the agenda for discussion
in the meeting. Board papers together with all appropriate, complete
and reliable information are sent to directors at least 3 days before
each board meeting to keep the directors apprised of the latest
developments and financial position of the Group and to enable them
to make informed decisions. The Board and each director also have
separate and independent access to the senior management whenever

necessary.

The Chairman and other relevant senior management normally
attend regular board and committee meetings, and where
necessary, other board and committee meetings to advise on
business developments, financial and accounting matters, statutory
compliance, corporate governance and other major aspects of
the Group. Draft minutes are normally circulated to directors for
comment in due course after each meeting and the final copy, which

is kept by the company secretary, is open for directors’ inspection.

Any material transaction, which involves a conflict of interests
for a substantial shareholder or a director, will be considered and
dealt with by the Board at a duly convened board meeting. Except
for those circumstances permitted by the Articles of Association,
a director who has a material interest in any contract, transaction,
arrangement or any other kind of proposal put forward to the Board
for consideration abstains from voting on the relevant resolution and

such director is not counted for quorum determination purposes.

Apart from regular board meetings, the Chairman of the Company
also held a meeting with the independent non-executive directors

without the presence of the executive directors during the year.

Model Code for Securities Transactions

The Company has adopted stringent procedures governing directors’
securities transactions in compliance with the Model Code for
Securities Transactions by Directors of Listed Issuers (the “Model
Code”) as set out in Appendix 10 of the Listing Rules. All directors
of the Company have confirmed that they have complied with the
required standards as set out in the Model Code throughout the year.

Employees who are likely to be in possession of unpublished price-
sensitive information of the Group are also subject to the compliance
with guidelines on no less exacting terms than the Model Code. No
incident of non-compliance was noted by the Company during the

year.
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BOARD COMMITTEES

The Board has established three committees, the Nomination
Committee, the Remuneration Committee and the Audit Committee,
to assist it in overseeing the Group’s affairs. Each committee has its
defined and written terms of reference setting out its duties, powers
and functions and are posted on the Company’s website and the
Stock Exchange’s website. The board committees report regularly
to the Board on their decisions and recommendations and they are
provided with sufficient resources to discharge their duties and,
upon reasonable request, are able to seek independent professional

advice in appropriate circumstances, at the Company’s expense.

Nomination Committee

The Nomination Committee of the Company has been established
since April 2005 and as of the date of this report consists of the
following directors:

Mr Huang Shun-Tsai
(Chairman of the Committee)
Mr Kuo Jung-Cheng
Mr Lee Ted Tak Tai
Mr Kim Jin-Goon
Mr Chen Ying-Chieh

Independent Non-executive Director

Independent Non-executive Director
Independent Non-executive Director
Non-executive Director

Executive Director

The principal duties of the Nomination Committee are as follows:

e To formulate the nomination policy for the Board’s
consideration and approval and to implement accordingly

e To review the structure, size and composition of the Board at
least annually and make recommendations to the Board on any

proposed changes

* To identify individuals suitably qualified to become board
members and select or make recommendations to the Board on

the selection of individual nominated for directorships

. To identify and nominate candidates to fill casual vacancies (as

and when they arise) for the approval of the Board

. To assess the independence of independent non-executive

directors

. To make recommendations to the Board on the appointment
or re-appointment of directors and succession planning for
directors, in particular the chairman and the chief executive

officer
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During the year, one Nomination Committee meeting was held
and the independence of independent non-executive directors was
considered and the re-appointment of retiring directors which were
approved by the shareholders at the annual general meeting was
recommended. The terms of reference of the Nomination Committee
were reviewed, revised and approved by the Board on 19 March
2012.

Remuneration Committee
The Remuneration Committee of the Company has been established
since April 2005 and as the date of this report consists of the

following directors:

Mr Kuo Jung-Cheng Independent Non-executive Director
(Chairman of the Committee)

Mr Huang Shun-Tsai Independent Non-executive Director
Mr Lee Ted Tak Tai Independent Non-executive Director
Mr Kim Jin-Goon Non-executive Director
Mr Chen Ying-Chieh Executive Director

The principal duties of the Remuneration Committee are as follows:

. To make recommendations to the Board on the Company’s
policy and structure for remuneration of all directors and
senior management and on the establishment of a formal and
transparent procedure for developing remuneration policy

e Toreview and approve the management’s remuneration
proposals with reference to the Board’s corporate goals and

objectives

. To determine the remuneration packages of executive directors
and senior management, including share option benefits,
benefits in kind, pension rights, compensation payments
(including compensation for loss or termination of office or

appointment)

o In making recommendations and decisions, to consider
salaries paid by comparable companies, time commitment and
responsibilities and employment conditions elsewhere in the
Group

*  To consult the chairman/chief executive officer about the
remuneration proposals for other executive directors

. To make recommendations to the Board on the remuneration of

non-executive directors
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e Toreview the compensation arrangements in connection
with any loss or termination of their office or appointment, or
dismissal or removal for misconduct to executive directors and
senior management and in accordance with relevant contractual
terms and that any compensation payment shall otherwise be

fair and not excessive

. To ensure that no director or any of his or her associates is

involved in deciding his or her own remuneration

. To do any things to enable the Committee to discharge its

powers and functions conferred on it by the Board

. To advise shareholders on how to vote with respect to any
service contracts of directors that require shareholders’

approval under the Listing Rules

. To exercise such other powers, authorities and discretions,
and perform such other duties of the Board in relation to the
remuneration of the executive directors and senior management
as the Board may from time to time delegate to it, having regard

the applicable corporate governance code

During the year, two Remuneration Committee meetings were held
and the remuneration packages of executive directors and senior
management were reviewed and considered. The remuneration
of directors is pre-determined and is based on their respective
contractual terms of appointment, if any, and as recommended by
the Remuneration Committee. Details of the remuneration paid/
payable to individual directors/the chief executive officer of the
Company and senior management of the Group by band during the
year are set out in Note 14 to the financial statements. The terms of
reference of the Remuneration Committee were reviewed, revised
and approved by the Board on 19 March 2012.

Audit Committee
The Audit Committee of the Company as of the date of this report
consists of the following directors:

Mr Lee Ted Tak Tai
(Chairman of the Committee)
Mr Huang Shun-Tsai
Mr Kuo Jung-Cheng
Mr Kim Jin-Goon

Independent Non-executive Director

Independent Non-executive Director
Independent Non-executive Director
Non-executive Director
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The principal duties of the Audit Committee are as follows:

To consider the appointment, re-appointment and removal of
the external auditors, and to approve the remuneration and
terms of engagement of the external auditors, including both
audit and non-audit services, and any questions of resignation
or dismissal of the external auditors

To assess the independence of the external auditors and discuss
with the external auditors the nature and scope of the audit and
reporting obligations

To develop and implement policies on the engagement of an
external auditor to supply non-audit services and to make
recommendations to the Board

To monitor integrity of the financial statements and reports for
publication

To review the financial controls, internal controls and risk
management system of the Group and make recommendations
to the Board

To review the financial and accounting policies and practices

To review the external auditors’ management letter and
material queries raised by the auditors to management in
respect of accounting records, financial statements or systems
of control and management’s response

To report matters required to be performed by the Audit
Committee under the applicable corporate governance code

LG I R R SN I A B ~ it e S
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At the meetings held during the year, the Audit Committee had RERNEFzE@® > FRTEGCHETU RN L
performed the following work: fE -

Review of the audit plan, terms of engagement of the external
auditor and recommend fees for the Board’s approval

Review of the financial information of the Group including the
annual and interim financial statements, unaudited quarterly
operational information and related documents before
submission to the Board for approval

Review of the management letters and reports issued by the

7 B SN A B 2 AL R ZR I A
M DR R E i

TR 4R AR [ 2 B 5 ORI B S M R

B a% 55 EORE > GBI ¢ AR b 0 BB O
R AL TR L R SR B S

7 [H] SN A BT S50 B 2 ok A R R A

external auditor
e Review the effectiveness of internal control and financial « 5}l A 3B 85 35 K2 BA B BE 22 ) BF 2 20 2%
control systems

e Consider and review material related party transactions and o % J& & 8 B B KB 732 50 KB 22 5 (40
connected transactions, if any )

During the year, three Audit Committee meetings were held and F X > FREZEGHLBEHF=RE&%H > HITESFH -
the executive directors, the management and the external auditors 4% FEJ&@ K 4N 4% 85 fili 2 46 M % DAR It fr 55 %0k -
attended to provide necessary information. The terms of reference ATE—TAHEZHATILH EHRECFHE > BET
of the Audit Committee were reviewed, revised and approved by the — Mt A% Z 8 & 2 BRHERI F o

Board on 19 March 2012.
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MEETING ATTENDANCE OF BOARD AND
BOARD COMMITTEES’ MEMBERS

The attendance of individual members of the Board and board
committees at meetings of the Board and board committees and the

annual general meeting held in 2012 are as follows:

L4

18 36 B If WAk

ERGLEFERTZEGRBZER
H T 1 DL

RoF- R ESGRESGRTRAY
THRERARBERG L ERGREFOBTEE
{8 59 180 ot B

Number of meetings attended/held

CET Y& IR E Ve
Annual
Remuneration  Nomination Audit General
Board Committee ~ Committee ~ Committee Meeting
) HMZEE REZEE HFHZREG ROIEEXE
Executive directors HirE#H
Mr Chen Ying-Chieh ey 515 11 212 111
Mr Chen Tommy Yi-Hsun b6 B 515 111
Mr Chang Chih-Kai SR B 5/5 1/1
Mr Chang Chih-Chiao SRBEE A 5/5 1/1
Non-executive director HHTEH
Mr Kim Jin-Goon SYRREE 515 1/1 212 3/3 011
Independent non-executive directors VS v
Mr Huang Shun-Tsai A e 515 1/1 212 303 011
Mr Kuo Jung-Cheng BRI AE 515 11 212 3/3 0/1
Mr Lee Ted Tak Tai ZEREE 515 11 22 3/3 1/1

ACCOUNTABILITY AND AUDIT

Financial Reporting

The Board, supported by management of the Group, is responsible
for preparation of financial statements of the Company and the
Group. In the preparation of the financial statements, the Hong Kong
financial reporting standards have been adopted and the appropriate
accounting policies have been consistently applied. The Board
aims to present a clear and balanced assessment of the Group’s
performance in the annual and interim reports to shareholders, and
make appropriate disclosure and announcements in a timely manner.
Management would provide such explanation and information to
the Board as will enable it to make an informed assessment of the

financial and other information put before the Board for approval.

Internal Control

During the year, the Board has conducted a review of the
effectiveness of the internal control system of the Company
and its subsidiaries, including the adequacy of resources, staff
qualifications and experience, training programmes and budget
of the Company’s accounting and financial reporting function,
operational, and compliance controls and risk management function.

Daphne International Holdings Limited
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CORPORATE GOVERNANCE REPORT

Independent Auditor and Remuneration
The working scope and reporting responsibilities of
PrincewaterhouseCoopers, the Company’s external auditor, are set

out on pages 42 and 43 under “Independent Auditor’s Report”.

The remuneration paid/payable to the Company’s independent
auditor, PricewaterhouseCoopers, for the provision of audit
and non-audit services for the year were HK$4,535,000 and
HK$250,000 respectively.

INVESTOR RELATIONS

Communications with Shareholders and Investors

The Board recognises the importance of good communications
with its shareholders and potential investors. To promote effective
communication, the Company maintains websites at “www.
daphne.com.cn” and “www.daphneholdings.com” where extensive
information and updates on the Group’s business developments and
operations, financial information, corporate governance practices
and other information are available for public access. Shareholders
and investors may express their enquires and concerns to the
Company by addressing them to the investor relations department of
the Company by letter, telephone, fax or email. Details of the contact
information are set out on page 3 of this annual report.

During the year, Mr Kim Jin-Goon, the non-executive director of
the Company, Mr Huang Shun-Tsai and Mr Kuo Jung-Cheng, the
independent non-executive directors of the Company, were unable
to attend the annual general meeting of the Company held on 25
April 2012 due to their unavoidable business engagements. This was
in deviation from code provision A.6.7 of the Former CG Code and
New CG Code.

The Company continues to enhance communication and relationship
with its investors. The Board designates specialised personnel to
maintain regular dialogue with institutional investors and analysts to
keep them informed of the Group’s developments.

27

s

R E

fi $ie

T 7 A% YR B T

AR ) AR B AR S O RS S T 2 T
AF R ) % HP AT SRR T S A% B RS | 542
ETRI-I

NS I gl B R R AL 2 A K IR RS BT
JREAST 2 A/ ) 8 ST A% Sl 8 e K 3 & w | R SR
it 22 T4 43 Bl 54,535,000 75 52250,000%4% 75 ©

P& 4 B 1%

SRR R 8 B 2 W
HERGRWEBOR R A EHELREZ N LR
RUFig i R o By A R0 > AR
A 'www.daphne.com.cn] /% [ www.daphneholdings.
com J 43l B R A A B A 5 B S A R g
i R R W R R R A R
Iz EORL S B AT B RE o DU R B o SRR K 4%
GE B AL FAREEBIRTMSE 2
BRI R B R AN A H A
8 o Wi A% R SRR R A AE IR H -

ERN> ARAERITEFEERE KA - ARAE
S FE AT HE A B S A I B AR IR S AR TR SR AR
B MEEEARARR -F—-—"FNWHA = +HH
H B2 BRI A K& - 377 a4 268 E SF ]I
B A G RSB A6 TIRHLUE -

AR FEBE BT W LR EEE
T8 2 PN L ME R B BUE E KO B E W
Ao BB AL R -

Annual Report 2012
SE U E



CORPORATE GOVERNANCE REPORT > ¥tk

Investor conferences attended in 2012

REF-ZHEBRZBREE TR

Date Event Organiser Location

H 3 W5 B L3 DA $ib B
January 2012 Investor Luncheon Piper Jaffray Hong Kong
;| BREETES RS ERTE
March 2012 Roadshow HSBC Hong Kong
—EF-F=A I 15 e i
March 2012 Roadshow BOCOM Hong Kong
ZE-CFE=EA I 15 AL RAT i
March 2012 Roadshow Merrill Lynch Singapore
—F—-ZHF=A i 15 ESIN s
May 2012 Greater China Conference 2012 Macquarie Hong Kong
—E—TAEHA R v 3 [ 1% 8 k2012 2 A RIRTES
May 2012 The 10th BOCI Investor Conference BOCI Beijing
SR -CFAHA 1 T SR PR ek Hh R R = |5-3
May 2012 17th CLSA China Forum CLSA Beijing
—F-"FTA B L i B A A H & ==
May 2012 3rd Annual Hong Kong Investor Summit Morgan Stanley Beijing
SEF—TAEHA B EEEREREEEY JEE AR 3 A Jbx
June 2012 Consumer Day 2012 UBS Hong Kong
TER—TFENA H#EREH2012 Hiy 8 i

June 2012 9th Annual Piper Jaffray China Growth Conference Piper Jaffray Hong Kong
—“F-TFERA S U AF B TR A o B A R ek RES i
August 2012 Roadshow Morgan Stanley Hong Kong
—F-ZFNA\A I 1 JEAR 3 A URTES
August 2012 Roadshow BOCI Hong Kong
ZE-FENA I 1 HH R R i
August 2012 Roadshow CLSA Singapore
ZE-FENA s 1 5 s
September 2012 Greater China Consumer Select Corporate Day Barclays Hong Kong
—F—_4F0A Rep#EHEMEA B ek RURTES
September 2012 Greater China Consumer Corporate Day UOB KayHian Taipei
“E-HFNIA PNGEE EE- &1oe =] R4 B CE
September 2012 2012 Greater China Consumer Conference KGI Hong Kong
SE-TAERA 2012K H#E I H AT SR ok S I 7 i
October 2012 HSBC 2nd Annual China Consumption Conference HSBC Hong Kong
e ;| 6 58— AR R P B 2 AT 2w Rk e i
October 2012 Greater China CEO Summit 2012 Goldman Sachs Hong Kong
—&F—-Z4%1A 20127k H ¥ [ECEOIE € 4 i
November 2012 Citi China Investor Conference 2012 Citigroup Macau
“EF-ZF A e rp B4 B k2012 {E T LA
November 2012 China Conference Merrill Lynch Beijing
—EF-_%+—A o B FEH k|-
November 2012 HSBC 4th Annual Asia Investor Forum HSBC Boston, New York
—F-_F+—H e 0 565 DY i 4 B % i 4 e PeLH > A A
November 2012 HSBC Asia Corporate Day HSBC London
—F—-4E+— A TE s 2 H e il 34
November 2012 Hong Kong/China Conference CIMB Hong Kong
—E-TF+—H Uk Tk B R 5 URTES
December 2012 Hong Kong/China Mini Conference 2012 (Consumer) Citigroup Hong Kong
—EF-_F+_H W g k2012 GH&ATE) fE T ]
December 2012 Greater China Conference KGI Taipei
“F-"F+2A K gk L 7% =E[f
December 2012 Hong Kong Conference JI-Asia Hong Kong
—F-"4+=A TR i Y

Constitutional Documents

There is no change in the memorandum and articles of association of

the Company during the year.

Daphne International Holdings Limited
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SHAREHOLDERS’ RIGHTS

Convening Extraordinary General Meeting and Putting
Forward Proposals at General Meetings

Pursuant to Articles of Association, an extraordinary general
meeting shall be convened on the written requisition of any two
or more members of the Company deposited at the principal
place of business of the Company in Hong Kong (17th Floor,
Fung House, 19-20 Connaught Road Central, Hong Kong) for
the attention of the Board.

The written requisition shall specify the objects of the
extraordinary general meeting and signed by the requistionist(s),
provided that such requisitionist(s) held as at the date of deposit
of the written requisition not less than one-fourth of the paid up
capital of the Company which carries the voting right at general
meetings of the Company.

Procedures for Shareholders to propose a person for
election as a Director

No person, other than a retiring director of the Company, shall,
unless recommended by the directors for election, be eligible for
election to the office of director at any general meeting, unless
notice in writing by some members (not being the person to be
proposed) entitled to attend and vote at the meeting for which
such notice is given of his intention to propose that person for
election as a director and notice in writing by that person of his
willingness to be elected shall have been given the Company
provided that the minimum length of the period, during which
such notice(s) are given, shall be at least 7 days and that the
period for lodgement of such notice(s) shall commence no
earlier than the day after the dispatch of the notice of the general
meeting appointed for such election and end no later than 7 days

prior to the date of such meeting.

Accordingly, if a shareholder wishes to nominate a person for
election as a director at the annual general meeting, he/she/it
shall deposit a written notice to that effect at the Company’s
principal place of business in Hong Kong or at the Company’s
share registrar in Hong Kong, Tricor Secretaries Limited, at 26th
Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong for
the attention of the board of directors or the company secretary
of the Company. Such notice should include (i) the intention
to propose a resolution to elect a nominated candidate as a
director at the annual general meeting; (ii) a notice signed by the
nominated candidate of the candidate’s willingness to be elected;
(iii) the nominated candidate’s information as required to be
disclosed under rule 13.51(2) of the Listing Rules; and (iv) the
nominated candidate’s written consent to the publication of his/

her personal data.

The aforesaid procedures have been published on the Company’s
website.
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REPORT OF THE DIRECTORS

The directors submit their report together with the audited financial
statements of the Company and its subsidiaries (together the
“Group”) for the year ended 31 December 2012.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities
of its principal subsidiaries are set out in Note 18 to the financial
statements. The Group is principally engaged in the manufacturing,
distribution and retailing of footwear, apparel and accessories
mainly in China.

SEGMENT INFORMATION

An analysis of the Group’s performance by reportable segments is

set out in Note 5 to the financial statements.

RESULTS

The results of the Group for the year ended 31 December 2012 and
the state of affairs of the Company and of the Group as at that date
are set out in the financial statements on pages 44 to 111.

DIVIDENDS

An interim dividend of HK9.0 cents per share, totalling
HK$148,263,000, was paid on 26 September 2012.

The board of directors recommends the payment of a final dividend
of HK9.0 cents per share, totalling HK$148,387,000 in respect of the
year ended 31 December 2012.

RESERVES

The distributable reserves of the Company, calculated in accordance
with the Companies Laws (Revised) Chapter 22 of the Cayman
Islands, as at 31 December 2012 amounted to HK$705,507,000
(2011: HK$639,089,000).

Movements in the reserves of the Group and of the Company during

the year are set out in Note 29 to the financial statements.

CHARITABLE DONATIONS

Donations made for charitable purposes by the Group during the
year amounted to HK$3,957,000 (2011: HK$4,184,000).

FIXED ASSETS

During the year, the Group acquired fixed assets of HK$546,776,000
(2011: HK$349,669,000). Movements in fixed assets of the Group

are set out in Notes 16 and 17 to the financial statements.
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REPORT OF THE DIRECTORS

SHARE CAPITAL

Details of the movements in share capital of the Company during the

year are set out in Note 27 to the financial statements.

FIVE-YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the

Group for the last five financial years is set out on page 112.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
Articles of Association or the laws of the Cayman Islands where the

Company is incorporated.

PURCHASE, SALE OR REDEMPTION OF
SHARES

Neither the Company nor any of its subsidiaries purchased, sold or

redeemed any of the Company’s shares during the year.

DIRECTORS

The directors of the Company during the year and up to the date of

this report were:

EXECUTIVE DIRECTORS

Mr Chen Ying-Chieh (Chairman & Chief Executive Officer)
Mr Chen Tommy Yi-Hsun

Mr Chang Chih-Kai

Mr Chang Chih-Chiao

NON-EXECUTIVE DIRECTOR
Mr Kim Jin-Goon

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr Huang Shun-Tsai

Mr Kuo Jung-Cheng

Mr Lee Ted Tak Tai

ALTERNATE DIRECTOR
Mr Lau Wai Kei, Ricky (Alternate Director to Mr Kim Jin-Goon)

In accordance with Article 99 of the Company’s Articles of
Association, Mr Chang Chih-Kai, Mr Huang Shun-Tsai and Mr
Kuo Jung-Cheng will retire by rotation and, being eligible, will
offer themselves for re-election at the forthcoming annual general
meeting.

31

Rk

JBE A
R P AR A 0 2 55 B R T e
27 °

T AR B 5 2

AL L TN BUAFEE 2 £ FEE BER
BEMEEREII2E -

18 Sl Vi '

AN T 2 ) AR A T AR A ) B A WA M RS
2 B S e 12 191 7 4 A B T D O R 2 AR

i E A B el A

AN A SCHAT AR B B8 2w 4F o S R -
ol 8 0] A< 2% AT fo] B

o

#wf
A TR B AR A 2 T

iTHE S

BREANSCE (LT H A )
R B

R FlEAE

R &k

FHEPITHEE
EE2HLE

BT
R S
R AR ST
AR

BiEES
BRI (2B HILEZ BT EH)

MRIEA L Rl 2 2w AR T AR A0 B 25990k > s B
etk ~ BNEI S B 5 AR R S A A IR T P SR
R (E R AT M S5 AT 6 A 0 A 8
£ -

Annual Report 2012
SE U E



REPORT OF THE DIRECTORS

All the independent non-executive directors have confirmed their
independence pursuant to Rule 3.13 of the Listing Rules and based
on such confirmation, the Company is of the opinion that the
independence status of the independent non-executive directors
remains intact as at 31 December 2012.

BIOGRAPHIES OF DIRECTORS AND SENIOR
MANAGEMENT

Brief biographies of directors and senior management are set out on
pages 14 to 16.

DIRECTORS’ SERVICE CONTRACTS

The term of directorship of each non-executive director is either one
year or two years and the term will continue for a successive period
of one year or two years unless terminated by either party giving not

less than one month’s notice to the other party.

None of the directors has a service contract with the Company
which is not determinable within one year without payment of

compensation, other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance in relation to the Group’s business to
which the Company or any of its subsidiaries was a party and in
which a director of the Company had a material interest, whether
directly or indirectly, subsisted at the end of the year or at any time

during the year.

DIRECTORS’ INTERESTS IN SHARES AND
UNDERLYING SHARES OF THE COMPANY

As at 31 December 2012, the interests of each director in the
shares and underlying shares of the Company and its associated
corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (the “SFO”)), as recorded in the register required
to be kept by the Company pursuant to Section 352 of the SFO, or as
otherwise notified to the Company and the Stock Exchange pursuant

to the Model Code were as follows:
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REPORT OF THE DIRECTORS

Long positions in shares and underlying shares of the

Rk

T AR 2 v Je o e R IR M Ay 2 %

Company
Number of shares
J& i B H
Percentage of
issued share
Corporate Personal Underlying capital of
interest interest interest Total the Company
il A 2 W]
C#TRA
2 ) HE i fisl A\ B 25 HH B 4 25 At [ipid:"
Mr Chen Ying-Chieh 147,738,920 - 16,000,000 163,738,920 9.93
BRI B4 (Note 1) (Note 3)
(BF&ED) (Bt 3E3)
Mr Chen Tommy Yi-Hsun 170,846,895 1,600,000 2,400,000 174,846,895 10.61
PR 16 B Sk (Note 2) (Note 3)
(K 5E2) (B &E3)
Mr Chang Chih-Kai - - 6,500,000 6,500,000 0.39
o Bl A (Note 3)
(K 5E3)
Mr Chang Chih-Chiao - - 5,500,000 5,500,000 0.33
R F A (Note 3)
(Fff5E3)
Notes: [t &3 -

1. Mr Chen Ying-Chieh has beneficial interest in 147,738,920 shares
in the Company through Pushkin Holding Limited, a company
incorporated in the British Virgin Islands, in which Mr Chen Ying-
Chieh holds one-third of the equity interest.

2. Mr Chen Tommy Yi-Hsun has beneficial interest in 170,846,895
shares in the Company through Top Glory Assets Limited, a company
incorporated in the British Virgin Islands, in which Mr Chen Tommy
Yi-Hsun holds one-half of the equity interest.

3. These interests represented the interests in underlying shares of the
Company in respect of share options granted to the directors on 27
January 2010.

Save as disclosed above and the section “Share option scheme”, as at
31 December 2012, none of the directors or chief executive, nor any
of their associates (including their spouses and children under 18
years of age), had any interests in or had been granted, or exercised,
any rights to subscribe for shares of the Company and its associated

corporations required to be disclosed pursuant to the SFO.
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REPORT OF THE DIRECTORS

At no time during the year was the Company or any of its
subsidiaries a party to any arrangement to enable the directors
and chief executives of the Company (including their spouses
and children under 18 years of age) to hold any interests or short
positions in shares or underlying shares in, or debentures of, the

Company or its associated corporations.

SHARE OPTION SCHEME

The Company has adopted and amended its share option scheme
(the “Share Option Scheme”) on 29 May 2003 and 7 December
2009 respectively to provide incentives to the employees, including
any executive and non-executive directors and officers of the
Company and its subsidiaries, to contribute to the Group and to
enable the Group to recruit high-calibre employees and attract and
retain human resources that are valuable to the Group. Pursuant
to the Share Option Scheme, the directors may, at their discretion,
invite eligible participants including employees, executive and non-
executive directors, officers, agents or consultants of the Group to
take up options to subscribe for the Company’s shares subject to the
terms and conditions stipulated therein. Unless otherwise cancelled
or amended, the Share Option Scheme will remain in force for ten

years.

The total number of shares which may be issued upon exercise of all
share options to be granted under the Share Option Scheme must not
in aggregate exceed (i) 10% of the shares of the Company in issue
on 17 June 2008, the date of approval of the refreshment of the Share
Option Scheme mandate limit by shareholders of the Company
after the adoption of the Share Option Scheme on 29 May 2003;
or (ii) 30% of the issued share capital of the Company from time
to time. No share options may be granted under the Share Option
Scheme if this will result in such limit exceeded unless another
shareholders’ approval is obtained. As at the date of this annual
report, the number of shares available for issue, save for those
granted but yet to be exercised, under the Share Option Scheme is
91,344,238, representing approximately 5.5% of the total number
of shares of the Company in issue. The total number of shares of
the Company issued and to be issued upon exercise of share options
(including both exercised and outstanding share options) granted in
any 12-month period to each participant must not exceed 1% of the

shares of the Company in issue.

The exercise price must be at least the highest of: (a) the closing
price of the shares as stated in the Stock Exchange’s daily quotations
sheet on the date of grant; (b) the average closing price of the shares
as stated in the Stock Exchange’s daily quotations sheets for the five
business days immediately preceding the date of grant; and (c) the
nominal value of the shares.
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The offer of a grant of share options may be accepted within 28 days i 5 1 %2 45 n] f 7R 3% AR B4 H B 528 H R 48
from the date of offer, upon payment of a nominal consideration of A &3 1.0% C 2 R MEREEFEMH -
HK$1.0 in total by the grantee.

Share options do not confer rights on the holders to dividends or to B EHE I A~ B F Ho A A e BT B, B e o k&
vote at shareholders’ meetings. EREZER -

Details of movements of the share options granted under the Share A#EE “F— "F+ - H=F+—HILFE > R#
Option Scheme for the year ended 31 December 2012 were as  WERCHERT 832 2 IERORE 2 B B 5E B T
follows:

Exercise  Outstanding at Granted Exercised Lapsed  Outstanding at

price 1 January during the during during 31 December Exercisable

Date of grant HKS$ 012 year the year the year 012 period
RZF-CE RZF-2
i ~H=H FZRZE-H

fin i ATl RERRN O REREE O REAKN RA7HE L

Executive directors

i £

Mr Chen Ying-Chich 27 January 2010 6.19 16,000,000 = s s 16,000,000 27 January 2011 to
REALE ZE-FE-RCt A 26 January 2020
ZE—B-fZttHE

i S <l et N

(Note 7)

(KzE7)

Mir Chang Chif-Kai 27 January 2010 6.19 6,500,000 s s s 6,500,000 27 January 2011 to
R “E-RE-JH0 26 January 2020
“E-—E-fZHERE

ZRZFE-AZ4RH

(Note 7)

(W&t

Mr Chang Chih-Chiao 27 January 2010 6.19 5,500,000 - - - 5,500,000 27 January 2011 to
ERELH “E-FE-H-ttH 26 January 2020
ZR—E-fi2teRz

S < B N

(Note 7)

(h&t7)

Mr Chen Tommy Yi-Hsun 27 Jamuary 2010 6.19 4,000,000 = 1,600,000 = 2400000 27 January 2011 to
3l “E-FE-2HtH (Note §) 26 January 2020
(W3s) ZF—E-RZTtRE

ZRZRE-RZ1AH

(Note §)

(Wits)
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Exercise  Outstanding at Granted Exercised Lapsed  Outstanding at
price 1 January during the during during 31 December Exercisable
Date of grant HKS$ 012 year the year the year 012 period
R-F-2E RZF-ZE
fifif i Y =
gl n i Kl REREN  ORERGE  RERXE il 7 AR
Employees
5
Ms Chang Wan Hsun 27 January 2010 6.19 4,000,000 - - - 4,000,000 27 January 2011 to
(an associate of Mr Chang “E-%E 26 January 2020
Chih-Kai and Mr Chang A=+t I St i R eE
Chih-Chiao) ZEZRE-I2ARH
RiAL L REAEER (Note )
REBELZBEAL) (B3k8)
Inaggregate 27 January 2010 6.19 12,675,000 - 2,080,000 1,800,000 8,795,000 27 January 2011 to
it ZF-FE-RZYLH (Note ) 26 January 2020
(Wrts) *fg*ﬁ AZttRE
— z R E ﬂ +/ \ EI
(Note §)
(htits)
Inaggregate 22 July 2010 761 1,000,000 - - - 1,000,000 1 April 2011 to
il “E-RELAZTCR 21 July 2020
“E-—ENA-RE
TECRELACA-H
(Note 9)
(Bit9)
In aggregate 22 July 2010 761 600,000 - - - 600,000 [ April 2011 to
i ZE-RELAZLCH 21 July 2020
“F-—ENA-RE
ECRELACA-R
(Note 10)
(W10
Inaggregate 27 January 2011 184 2,500,000 = = = 2,500,000 27 January 2012 to
i ZR-—F-AZHtH 26 January 2021
-% #g AZttRE
F-E-fZARR
(Note §)
(BtiEs)
In aggregate 19 August 2011 §.35 1,000,000 - - - 1,000,000 19 August 2012 to
it ZE—EART A 18 August 2021
-% gﬁl\ﬁ thiE
“EC-EARTAR
(Note 8)
(H3E8)
In aggregate 28 October 2011 §.30 300,000 - - - 300,000 28 October 2012 to
&t “EETACTAR 27 October 2021
—? —$+ﬂ TARE
“EC-EHACTLH
(Note 11)
(BiE11)
Daphne International Holdings Limited
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Exercise ~ Outstanding at Granted Exercised Lapsed  Outstanding at
price 1 January during the during during 31 December Exercisable
Date of grant HKS$ 012 year the year the year 012 period
R-F-2E RZF-ZE
T ~“A-H tZAZt-H
flin i Al REREE  RERRE O RERKN 3t o AR
Employees
3
Inaggregate 11 January 2012 §27 - 700,000 - - 700,000 11 January 2013 to
A “F-CE-R-R (Note ) 10 January 2022
(B3k1) ECE-ft-RE
ZRZZE-ATH
(Note 11)
(B3t
Inaggregate 11 January 2012 §.21 - 2,500,000 - - 2,500,000 11 January 2013 to
%% . (Note ) 10 January 2022
(Wit1) “F-CE--RE
“FZZE-1H
(No}; §)
(W3E8)
Inaggregate 20 March 2012 10.132 - 3,300,000 - - 3,300,000 20 March 2013 to
& i Sl i | (Note2) 19 March 2022
(h&t2) “E-ZEZACHER
ZEZZESRTAA
(Note)
(Wik8)
Inaggregate 13 July 2012 §.214 - 300,000 - - 300,000 13 July 2013 to
%% ZR-CEERTER (Note ) 12uly 2022
(B3t3) “ECEEATERE
I Sutt 2y gl
(Note 1)
(R3EL)
Inaggregate 30 August 2012 7.948 - 300,000 - - 300,000 30 August 2013 to
%# “E-ZEAEHR (Note ) 29 August 202
(H3k4) “E-CEACTRE
CECZENIZTAR
(Note 11)
(B3E1)
Consultant
L
Mr Chen Hsien Min 27 January 2010 6.19 12,000,000 - 3,600,000 - 8,400,000 27 January 2011 to
(nassociate of MrChen ~ ~F—ZF—H =L H (Note 3) 26 January 2020
Tommy Yi-Hsun) (H3ks) “F—FE-RCtiHE
RERAE (RREEEL “ECRE-AARA
BEAL) (Note 12
(Wik12)
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Notes:

1.

10.

11.

The closing price per share immediately before the date of grant is
HK$8.15.

The closing price per share immediately before the date of grant is
HK$10.20.

The closing price per share immediately before the date of grant is
HK$7.61.

The closing price per share immediately before the date of grant is
HK$7.95.

The closing price per share immediately before the date of exercise is
HK$11.78.

The closing price per share immediately before the dates of exercise is
HK$9.90.

15% of the share options vested or will vest on each of the five
anniversary dates of the date of grant and 25% of the share options will
vest, subject to certain performance targets determined by the board of
directors of the Company, on the fifth anniversary of the date of grant.

20% of the share options vested or will vest on each of the five
anniversary dates of the date of grant.

One-fifth of the share options will vest on each anniversary with the
first tranche starting on 1 April 2011.

One-third of the share options will vest on each anniversary with the
first tranche starting on 1 April 2011.

One-third of the share options vested or will vest on each of the three
anniversary dates of the date of grant.

15% of the share options vested or will vest on each of the four
anniversary dates of the date of grant and 40% of the share options will
vest on the fifth anniversary date of the date of grant.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
IN SHARES AND UNDERLYING SHARES OF
THE COMPANY

The register of substantial shareholders required to be kept under
Section 336 of Part XV of the SFO shows that as at 31 December
2012, the Company had been notified of the following substantial

shareholders’ interests, being 5% or more of the Company’s issued

share capital. These interests are in addition to those disclosed under

the section “Directors’ interests in shares and underlying shares of

the Company”.

Daphne International Holdings Limited
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Percentage

of issued share

Number of capital of
Name Capacity shares the Company
A 2 | BB AT
FA 5 4 % H JBe A H 43 kb
Long positions
WA
Lucky Earn International Limited Beneficial interests 400,719,995 (Note 1) 24.31
HaA A (BF5ED)
Premier China, Ltd. Beneficial interests 298,510,572  (Note 2) 18.11
HaA A (B 5E2)
TPG Asia GenPar V Advisors, Inc. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (B 5E2)
TPG Asia Genpar V, L.P. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIDA: £ (B 5E2)
TPG Asia V, L.P. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (B 5E2)
TPG Group Holdings (SBS) Advisors, Inc.  Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (F5E2)
TPG Group Holdings (SBS), L.P. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (FH5E2)
TPG Holdings I, L.P. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIDA: £ (B 5E2)
TPG Holdings I-A, L.P. Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIDA: £ (B 5E2)
Mr David Bonderman Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (B 5E2)
Mr James G. Coulter Interests of controlled corporation 298,510,572  (Note 2) 18.11
CRLUNCIPA: £ (B 5E2)
Annual Report 2012
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Percentage
of issued share

Number of capital of

Name Capacity shares the Company

A 2 | BB AT

4 m 5 4 It 0 H JBe A A 43 kb

Top Glory Assets Limited Beneficial interests 170,846,895  (Note 3) 10.37
HaAa A (FF5E3)

Mr Chen Tommy Yi-Hsun Interests of controlled corporation 170,846,895  (Note 3) 10.37
B ) ek CRLUNCIDA: £ (B 5E3)

Ms Chen Jennifer Yi-Chen Interests of controlled corporation 170,846,895  (Note 3) 10.37
[RIEE CRLUNCIPA: £ (F5E3)

Pushkin Holding Limited Beneficial interests 147,738,920  (Note 4) 8.96
HaA A (B 5E4)

Mr Chen Ying-Chieh Interests of controlled corporation 147,738,920  (Note 4) 8.96
PR3 R ek CRLUNCIPA: £ (B 5E4)

Mr Chen Ying-Tien Interests of controlled corporation 147,738,920  (Note 4) 8.96
e CRLUNCIPA: £ (B 5E4)

Mr Chen Ying-Che Interests of controlled corporation 147,738,920  (Note 4) 8.96
BT Sk CRLUNCIPA: £ (B 5E4)

Notes: [t

Mr Chang Chih-Kai and Mr Chang Chih-Chiao, both executive
directors of the Company, and their two sisters have beneficial
interests of 26%, 26% and 24% each, respectively, in Lucky Earn
International Limited, a company incorporated in the British Virgin
Islands.

Premier China, Ltd. has subscribed for convertible bonds and warrants
of the Company. Upon full conversions of the convertible bonds and
full exercise of the warrants, an aggregate of 278,510,572 shares will
be issued. Premier China, Ltd. is a subsidiary of TPG Group Holdings
(SBS) Advisors, Inc., which is in turn owned 50% each by Mr David
Bonderman and Mr James G. Coulter.

Mr Chen Tommy Yi-Hsun (“Mr Chen”), an executive director of the
Company, and Ms Chen Jennifer Yi-Chen (“Ms Chen”) have beneficial
interests of 50% each in Top Glory Assets Limited, a company
incorporated in the British Virgin Islands. By virtue of the SFO, they
are deemed to be interested in 170,846,895 shares of the Company held
by Top Glory Assets Limited.

Mr Chen Ying-Chieh, the Chairman of the Company, and his two
brothers, Mr Chen Ying-Tien and Mr Chen Ying-Che, each has one-
third of the beneficial interests of Pushkin Holding Limited. By virtue
of the SFO, they are deemed to be interested in the 147,738,920 shares
of the Company held by Pushkin Holding Limited.

Daphne International Holdings Limited
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MANAGEMENT CONTRACTS

No contracts concerning the management and administration of
the whole or any substantial part of the business of the Company
were entered into or existed during the year.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales during the year attributable to the Group’s
five largest customers were less than 30% of the Group’s total
turnover.

The aggregate purchases attributable to the Group’s largest and
five largest suppliers accounted for approximately 23% and
56%, respectively, of the Group’s total purchases for the year.

None of the directors, their associates or any shareholder of the
Company which to the knowledge of the directors owns more
than 5% of the Company’s share capital, had any beneficial
interest in the Group’s five largest suppliers.

COMPLIANCE WITH CODE OF
CORPORATE GOVERNANCE PRACTICES

Information on the Company’s compliance of the Code of
Corporate Governance Practices as set out in Appendix 14 of the
Listing Rules is set out in the Corporate Governance Report on
pages 17 to 29.

SUFFICIENCY OF PUBLIC FLOAT

On the basis of information that is publicly available to the
Company and within the knowledge of the directors of the
Company as at the date of this annual report, the Company has
maintained the prescribed minimum public float required under
the Listing Rules.

AUDITOR

PricewaterhouseCoopers shall retire and being eligible, offer
itself for re-appointment, and a resolution to effect this will
be proposed at the forthcoming annual general meeting of the
Company.

On behalf of the Board

Chen Ying-Chieh
Chairman

Hong Kong, 20 March 2013
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INDEPENDENT AUDITOR’S REPORT

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF DAPHNE
INTERNATIONAL HOLDINGS LIMITED

(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Daphne
International Holdings Limited (the “Company”) and its subsidiaries
(together, the “Group”) set out on pages 44 to 111, which comprise
the consolidated and company balance sheets as at 31 December
2012, and the consolidated income statement, the consolidated
statement of comprehensive income, the consolidated statement of
changes in equity and the consolidated cash flow statement for the
year then ended, and a summary of significant accounting policies
and other explanatory information.

DIRECTORS’ RESPONSIBILITY FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued
by the Hong Kong Institute of Certified Public Accountants and the
disclosure requirements of the Hong Kong Companies Ordinance,
and for such internal control as the directors determine is necessary
to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit and to report our opinion
solely to you, as a body, in accordance with our agreed terms
of engagement and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the

contents of this report.

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are

free from material misstatement.

Daphne International Holdings Limited
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INDEPENDENT AUDITOR’S REPORT

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether
due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation of
consolidated financial statements that give a true and fair view
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by
the directors, as well as evaluating the overall presentation of the

consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our audit opinion.

OPINION

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and of the Group as at
31 December 2012, and of the Group’s profit and cash flows for the
year then ended in accordance with Hong Kong Financial Reporting
Standards and have been properly prepared in accordance with the

disclosure requirements of the Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 20 March 2013
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CONSOLIDATED INCOME SR WA R
STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2012 w2 - EF2 -+ _HA=t+—HILEE
2012 2011
e = S
Note HK$’ 000 HKS$’ 000
B 5 T# T THTT
Turnover ] 5 10,529,100 8,576,762
Cost of sales 48 LA (4,300,268)  (3,332,985)
Gross profit E A 6,228,832 5,243,777
Other income HAtb g A 6 110,073 121,354
Other losses — net HoAth s 48 — 3 BE 7 (19,786) (74,203)
Selling and distribution expenses B8 KAy 8 B 2 (4,410,251)  (3,366,335)
General and administrative expenses — i AT BB 32 (543,968) (556,026)
Operating profit K8 TR 8 1,364,900 1,368,567
Finance costs P A 9 (49,436) (46,907)
Share of (loss)/profit of associates JRE AL W 4 s ) (B 4R) B A (8,150) 421
Profit before income tax R BT 15 4 Rl 4 ) 1,307,314 1,322,081
Income tax expense Fr 1581 B 32 10 (332,551) (377,350)
Profit for the year FENEF] 974,763 944,731
Attributable to: DA & EAS -
Owners of the Company ZN/NEIE: ZEDN 955,673 933,063
Non-controlling interests JE 2 il PERE 55 19,090 11,668
974,763 944,731
Earnings per share Ji& . A 12
Basic (HK cents) B (Al 58.07 56.96
Diluted (HK cents) {8 v (S ALl 52.94 52.23
Dividends i 8 13 296,650 278,826

Daphne International Holdings Limited
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CONSOLIDATED STATEMENT OF HZasmifaR
COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2012 BEr - E—-—HFt+_HA=+—HILEFE

2012 2011
e e
HK$’ 000 HK$’ 000

F#T THTT

Profit for the year A A 21 A 974,763 944,731

Currency translation differences 15 T 2= R 49,982 149,013

Total comprehensive income for the year A A 2 T A 2 A AE 1,024,745 1,093,744
Attributable to: PR 4% 7 EA -

Owners of the Company EN/NEIE ZEWN 1,004,755 1,077,576

Non-controlling interests I e M A 19,990 16,168

1,024,745 1,093,744
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CONSOLIDATED BALANCE SHEET GoBEEAMAR

AS AT 31 DECEMBER 2012 W oEFE—-—"F+_H=+—H
2012 2011
R ZE——4F
Note HK$’ 000 HK$’ 000
i TF# AR
Non-current assets FE )
Intangible assets WY & & 15 115,452 129,926
Land use rights & b (A 16 49,747 51,196
Fixed assets el <y 17 1,183,584 899,662
Interests in associates NI W) 2 B AR 20 11,055 3,359
Available-for-sale financial asset A A 21 624 16,624
Deposits paid for acquisition of WA B b R B
land use rights and fixed assets FlEEE %S 38,841 63,947
Long-term rental deposits and prepayments = BA7H 4 4% 4 S TR A S 194,977 175,564
Deferred income tax assets IR HIE FiT 15 B 31 111,491 106,469
1,705,771 1,446,747
Current assets T E
Inventories e 22 2,368,890 2,058,526
Trade receivables & 5 MR 23 346,696 274,303
Other receivables, deposits and prepayments Al R R K~ & TR KA 1,278,319 926,096
Cash and cash equivalents B& LBl &% EY 24 1,494,759 1,795,744
5,488,664 5,054,669
Current liabilities E A A
Trade payables B 5 BEAT IR K 25 865,951 819,131
Other payables and accrued charges Al AT B S M T 2 471,577 563,497
Current income tax liabilities R[4 e 150 £ 1 151,167 250,612
Bank loan — unsecured SRAT R — AR 26 7,268 6,998
1,501,963 1,640,238
Net current assets B G A 3,986,701 3,414,431
Total assets less current liabilities A WO B AR 5,692,472 4,861,178

Daphne International Holdings Limited
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CONSOLIDATED BALANCE SHEET HEEREAMRE

AS AT 31 DECEMBER 2012 RoZE—-—4F+_-_H=+—H
2012 2011
R S
Note HK$’ 000 HK$’ 000
Bt 5E F# AR
Equity attributable to owners of the Company AN RHEA N EAGHE 4
Share capital i A 27 164,824 164,096
Reserves it 29 4,660,512 3,871,771
4,825,336 4,035,867
Non-controlling interests I ¥ ) 4 B 2 211,260 195,759
Total equity MR 52 5,036,596 4,231,626
Non-current liabilities FE T A
Convertible bonds ] 6 i 05 5 30 639,738 605,879
Deferred income tax liabilities R A T 75 B A AR 31 16,048 19,445
Other non-current liability FHoAth I i 8 2 A& 90 90
License fee payables B At 0 P S 4,138
655,876 629,552
Total equity and non-current liabilities MR MR E B R 5,692,472 4,861,178
CHEN YING-CHIEH CHANG CHIH-KAI
B 3% AR R
Director Director
HH HH
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BALANCE SHEET

% Rk

AS AT 31 DECEMBER 2012 i E - FE+H=+—H
2012 2011
e
Note HKS$’ 000 HK$’ 000
i T T THTT
Non-current assets IF i B A
Investments in subsidiaries NI &< 18 368,822 368,822
Current assets i) & E
Other receivables At 18 A B 3K 264 285
Amount due from a subsidiary JRRE Wi — ] B J 2~ ] R K 19 1,272,798 1,209,941
Cash and cash equivalents B R Bl &% EY) 24 42 150
1,273,104 1,210,376
Current liabilities E A
Other payables and accrued charges L At B A5 B 3K B FE R 22 20,221 58,498
Net current assets ) T E 1,252,883 1,151,878
Total assets less current liabilities HEE WO ) B 1,621,705 1,520,700
Equity HE 4
Share capital i@ 27 164,824 164,096
Reserves it 29 817,143 750,725
Total equity HARE 4 981,967 914,821
Non-current liabilities E TN =E
Convertible bonds ] A 30 639,738 605,879
Total equity and non-current liabilities HRE LS K IR E) AR 1,621,705 1,520,700

CHEN YING-CHIEH CHANG CHIH-KAI
Director Director
HH #HF

Daphne International Holdings Limited
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CONSOLIDATED STATEMENT OF AW EE

CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2012 BE_Z——H#+-A=+—HIL&F
Attributable to
owners of the Company
/R 2PN
Non-
Share controlling
capital Reserves interests Total
Il
i A& fik HE 42 Bt
HK$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000
T Fi oo Fis oo Tt
At 1 January 2011 R_F——F—-H]—H 163,789 2,960,543 183,271 3,307,603
Profit for the year AR A - 933,063 11,668 944,731
Currency translation differences B L = 144,513 4,500 149,013
Total comprehensive income AT i £ R AR = 1,077,576 16,168 1,093,744
Dividends i B = (231,106) (3,680) (234,786)
Issue of shares upon exercise of share options i 17 i ik F i IR %5 17 1% 17> 307 18,696 = 19,003
Share-based payment expense DA 53 4 JE B 2 A5f B 32 - 46,061 - 46,061
Write-back of unclaimed dividends 38 ) K SE U B = 1 = 1
Total transactions with owners ik VN 307 (166,348) (3,680) (169,721)
At 31 December 2011 R-F——F+ZA=+—0 164,096 3,871,771 195,759 4,231,626
Profit for the year A 5 = 955,673 19,090 974,763
Currency translation differences B ETE 5,5 4 = 49,082 900 49,982
Total comprehensive income AT i £ AR R = 1,004,755 19,990 1,024,745
Dividends 9= = (296,525) (4,489) (301,014)
Issue of shares upon exercise of share options 17 {5 1% At HE B 25 17 At 173 728 44,335 = 45,063
Share-based payment expense DA A B BE B 22 A5 B 3 - 36,173 - 36,173
Write-back of unclaimed dividends 38 [ K E U B - 3 - 3
Total transactions with owners A N5 B 728 (216,014) (4,489) (219,775)
At 31 December 2012 WZF—-ZFFZA=+—H 164,824 4,660,512 211,260 5,036,596

Annual Report 2012
49 ZF - DR



CONSOLIDATED CASH FLOW HEHSHBE
STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2012 w2 - EF2 -+ _HA=t+—HILEE
2012 2011
R —F——f
Note HK$’ 000 HK$’ 000
g3 T T
Operating activities BEEE
Cash generated from operations BHELZBE 32 873,241 609,946
Income tax paid EREERES] (441,943) (367,311)
Net cash generated from operating activities AR L2 BE TR 431,298 242,635
Investing activities RE
Dividend received from an associate B — T A A AR 212 550
Interest received R A 43,047 63,143
Purchase of fixed assets JEEREEE (521,009) (391,693)
Proceeds from disposal of fixed assets 8 T E R K 3,130 2,171
Decrease in bank deposit with maturity over three months 77 FCH 8 48 = H 2 SR 47 7 318> - 35,385
Acquisition of license rights W i A A 1D 4 - (1,966)
Acquisition of additional interest in an W AT i B R E 2 RS
available-for-sale financial asset - (15,313)
Net cash outflow from acquisition of subsidiaries W B A R ) 2 B L - (15,000
Net cash used in investing activities BEEHIH B2 FE (474,620) (322,723)
Financing activities MEES
Dividends paid EATBE (296,525) (231,106)
Dividends paid to non-controlling interest of subsidiaries ELARF I 2 9 22 o o S (4,489) (3,680)
Interest paid e A& (21,364) (22,244)
Proceeds from issue of shares upon exercise of share options 7 i I At HE IRF 85 17 Bt 0 2 Wik 45,063 19,003
Repayment of bank loan ERBATR R - (3,974)
Net cash used in financing activities BBz & T8 (277,315) (242,001)
Decrease in cash and cash equivalents B4 RB &% EYWY (320,637) (322,089)
Cash and cash equivalents as at 1 January R—=A—HZBERBEEEEY 1,795,744 2,024,289
Effect of foreign exchange rate changes i 5 5 ) % 19,652 93,544
Cash and cash equivalents as at 31 December BRY-A=+t—HZHELBE%5EY 24 1,494,759 1,795,744

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

GENERAL INFORMATION

Daphne International Holdings Limited (the “Company”) and
its subsidiaries (together the “Group”) is principally engaged
in the manufacturing, distribution and retailing of footwear,
apparel and accessories in China and export sales with major
market in the United States of America (the “US”).

The Company is incorporated in the Cayman Islands with
limited liability and its shares are listed on The Stock Exchange
of Hong Kong Limited. The address of its registered office
is Cricket Square, Hutchins Drive, P. O. Box 2681, Grand
Cayman KY1-1111, Cayman Islands.

These consolidated financial statements have been approved
for issue by the board of directors on 20 March 2013.

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies applied in the preparation
of these consolidated financial statements are set out below.
These policies have been consistently applied to all the years
presented unless otherwise stated.

(a) Basis of preparation

The consolidated financial statements have been prepared
in accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”) issued by the Hong
Kong Institute of Certified Public Accountants. The
consolidated financial statements have been prepared
under the historical cost convention, as modified by the
revaluation of available-for-sale financial asset, financial
assets and financial liabilities at fair value through profit
or loss.

The preparation of financial statements in conformity with
HKFRSs requires the use of certain critical accounting
estimates. It also requires management to exercise
its judgment in the process of applying the Group’s
accounting policies. The areas involving a higher degree
of judgment or complexity, or areas where assumptions
and estimates are significant to the consolidated financial
statements, are disclosed in Note 4.

(i) Standards and amendments effective and adopted by
the Group in 2012
HKAS 12 (Amendment) ~ Deferred Tax: Recovery of Underlying Assets

HKFRS [ (Amendment)  First-time Adoption of Hong Kong Financial

Reporting Standards - Severe
Hyperinflation and Removal of Fixed Dates
for First-time Adopters

Financial Instruments: Disclosures -

Transfers of Financial Assets

HKERS 7 (Amendment)

The adoption of these amendments has no material
impact on the consolidated financial statements of
the Group.
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NOTES TO THE FINANCIAL
STATEMENTS

St 955 ¥t 3 Wi

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

2 EEEFEBOR (8)

(a) #nBEEHE (B
() R = — A TR 1 A A 280 A 4R
W90 A A PR A 2 W~ B R A T R

(a) Basis of preparation (Continued)
(ii) Standards, amendments and interpretations to existing
standards that have been issued but are not yet effective

nor been adopted by the Group in 2012 g
HKAS I (Amendment)  Presentation of Financial Statements ' HisaitE MHREZ B!
B (BTA)
HKAS 19 (2011) Employee Benefits 2 B e ENFI9%  BAEAP
(ZF——%)
HKAS 27 (2011) Separate Financial Statements B e EIETS  BuHHRE
(ZF——%)
HKAS 28 (2011) Investments in Associates and Bas eSS  REEARRGELE
Joint Ventures 2 (ZF——1f) ba&is-
HKAS 32 (Amendment)  Financial Instruments: Presentation — g Fng AR TH: 25K
Offsetting Financial Assets (7T ) SHEERERAR
and Liabilities *
HKFRS | (Amendment) ~ Government Loans s B s e B B
Bk (BTA)
HKFRS 7 (Amendment) ~ Financial Instruments: Disclosures — s B s e SRTH: HE-KHE
Offsetting Financial Assets AU SRS MEEREHARE
and Liabilities 2
HKFRS 7 and HKFRS 9 Financial Instruments: Disclosures — s B s e SRTH: HE-Fi
(Amendments) Mandatory Effective Date of FIR R MRS MR
HKFRS 9 and Transition Disclosures * BS99 (7T &) A A H B R
HKFRS 9 Financial Instruments * s B s e EHTH
o5
HKFRS 10 Consolidated Financial Statements > s B s e GRMHRE
109
HKFRS 11 Joint Arrangements > it B B 2 2 Bid %
EANL
HKFRS 12 Disclosure of Interests in Other Entities * s B s e a2
£V
HKFRS 13 Fair Value Measurement 2 s B s e AFEEZ &
139
HKFRS 10, HKFRS 11 Consolidated Financial Statements, Joint i BT T e ) HABBWRE  BATk
and HKEFRS 12 Arrangements and Disclosure of F1055 - HIBIH REERAMERL
(Amendments) Interests in Other Entities: Transition BRI 119 tg: BERESR
Guidance 2 T s B 7 A s M
129 (BT A)
HKFRS 10, HKFRS 12 Investment Entities ° i I e e ) REER
and HKAS 27 1095 AR
(Amendments) BRI 1258 R
B &t A7
(7T A)
HK(IFRIC) - Int 20 Stripping Costs in the Production Phase of ik (RBMBERE  BRBEERRBZ
a Surface Mine 2 2BZAG) R HA
— FR203%
Fourth Annual Improvements to HKFRSs published in FNUGEEICEER  RZF-ZHEANER
Improvements June 20122 (ZF——4) AR
Project (2011) Y

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)

(i)

Standards, amendments and interpretations to existing
standards that have been issued but are not yet effective
nor been adopted by the Group in 2012 (Continued)

! Effective for accounting periods beginning on or after
1 July 2012

Effective for accounting periods beginning on or after
1 January 2013

Effective for accounting periods beginning on or after
1 January 2014

Effective for accounting periods beginning on or after
1 January 2015

S

HKFRS 10, Consolidated Financial Statements,
builds on existing principles by identifying the
concept of control as the determining factor in
whether an entity should be included within the
consolidated financial statements of the parent
company. The standard provides additional guidance
to assist in the determination of control where this
is difficult to assess. The Group is in the process of
assessing HKFRS 10’s full impact and intends to
adopt HKFRS 10 no later than the accounting period
beginning on or after 1 January 2013.

HKFRS 12, Disclosures of Interests in Other
Entities, includes the disclosure requirements for all
forms of interests in other entities, including joint
arrangements, associates, special purpose vehicles
and other off balance sheet vehicles. The Group is
in the process of assessing HKFRS 12’s full impact
and intends to adopt HKFRS 12 no later than the
accounting period beginning on or after 1 January
2013.

The adoption of the above new/revised HKFRSs may
affect the presentation and disclosure of the financial
statements and management anticipates that there
will be no significant impact on the results and the
financial position of the Group.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation
The consolidated financial statements include the
financial statements of the Company and all of its
subsidiaries made up to 31 December.

()

Subsidiaries

Subsidiaries are all entities over which the Group
has the power to govern the financial and operating
policies generally accompanying a shareholding of
more than one half of the voting rights. The existence
and effect of potential voting rights that are currently
exercisable or convertible are considered when
assessing whether the Group controls another entity.
Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

The Group uses the acquisition method of
accounting to account for business combinations.
The consideration transferred for the acquisition of a
subsidiary is the fair values of the assets transferred,
the liabilities incurred and the equity interests issued
by the Group. The consideration transferred includes
the fair value of any asset or liability resulting from a
contingent consideration arrangement. Acquisition-
related costs are expensed as incurred. Identifiable
assets acquired and liabilities and contingent
liabilities assumed in a business combination
are measured initially at their fair values at the
acquisition date. On an acquisition-by-acquisition
basis, the Group recognises any non-controlling
interest in the acquiree either at fair value or at the
non-controlling interest’s proportionate share of the
recognised amounts of acquiree’s identifiable net
assets.

Investments in subsidiaries are accounted for at cost
less impairment. Cost is adjusted to reflect changes in
consideration arising from contingent consideration
amendments. Cost also includes direct attributable
costs of investment. The results of subsidiaries
are accounted for by the Company on the basis of
dividend and receivable.

The excess of the consideration transferred, the
amount of any non-controlling interest in the
acquiree and the acquisition-date fair value of any
previous equity interest in the acquiree over the
fair value of the identifiable net assets acquired is
recorded as goodwill. If this is less than the fair value
of the net assets of the subsidiary acquired in the case
of a bargain purchase, the difference is recognised
directly in the consolidated income statement.

Inter-company transactions, balances and unrealised
gains on transactions between group companies are
eliminated. Unrealised losses are also eliminated.
Accounting policies of subsidiaries have been
changed where necessary to ensure consistency with
the policies adopted by the Group.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)

(i)

(iii)

Transactions with non-controlling interests

The Group treats transactions with non-controlling
interests as transactions with owners of the Group.
For purchases from non-controlling interests, the
difference between any consideration paid and the
relevant share acquired of the carrying value of net
assets of the subsidiary is recorded in equity. Gains
or losses on disposals to non-controlling interests are
also recorded in equity.

When the Group ceases to have control or significant
influence, any retained interest in the equity is
remeasured to its fair value, with the change in
carrying amount recognised in income statement.
The fair value is the initial carrying amount for
the purposes of subsequently accounting for the
retained interest as an associate or financial asset.
In addition, any amounts previously recognised
in other comprehensive income in respect of that
entity are accounted for as if the Group had directly
disposed of the related assets or liabilities. This may
mean that amounts previously recognised in other
comprehensive income are reclassified to income
statement.

Associates

Associates are all entities over which the Group
has significant influence but not control, generally
accompanying a shareholding of between 20% and
50% of the voting rights. Investments in associates
are accounted for using the equity method of
accounting and are initially recognised at cost.
The carrying amount is increased or decreased to
recognise the investor’s share of the profit or loss of
the investee after the date of acquisition.

If the ownership interest in an associate is reduced
but significant influence is retained, only a
proportionate share of the amounts previously
recognised in other comprehensive income is
classified to income statement where appropriate.

The Group’s share of associates’ post-acquisition
profit or loss is recognised in the consolidated
income statement, and its share of post-acquisition
movements in reserves is recognised in reserves with
a corresponding adjustment to the carrying amount
of the investment. When the Group’s share of losses
in an associate equals or exceeds its interest in the
associate, including any other unsecured receivables,
the Group does not recognise further losses, unless
it has incurred legal or constructive obligations or
made payments on behalf of the associate.

Since 1 January 2012, the Group had significant
influence over an equity investment in Mainland
China previously classified as an available-for-sale
financial asset. Accordingly, the equity investment in
Mainland China had been classified as an investment
in an associate (Note 20).
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(c) Foreign currency translation

()

(i)

Functional and presentation currency

Each of the Group’s entities determines its own
functional currency and items included in the
financial statements of each of the Group’s
entities are measured using the currency of the
primary economic environment in which the
entity operates (the “functional currency”). The
consolidated financial statements are presented
in Hong Kong dollar (“HKD”), which is different
from the Company’s functional currency of
Renminbi (“RMB”). The directors consider that the
presentation of consolidated financial statements
in HKD will facilitate the interpretation and
understanding of financial information of the Group.

Transactions and balances

Foreign currency transactions are translated
into the functional currency using the exchange
rates prevailing at the dates of the transactions.
Foreign exchange gains and losses resulting from
the settlement of such transactions and from the
translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognised in the consolidated income
statement.

Foreign exchange gains and losses that relate to
borrowings and cash and cash equivalents are
presented in the consolidated income statement
within finance costs. All other foreign exchange
gains and losses are presented in the consolidated
income statement within other losses — net.

Changes in the fair value of monetary securities
denominated in foreign currency classified as
available-for-sale are analysed between translation
differences resulting from changes in the amortised
cost of the security and other changes in the carrying
amount of the security. Translation differences
related to changes in the amortised cost are
recognised in the consolidated income statement, and
other changes in the carrying amount are recognised
in equity.

Translation differences on non-monetary financial
assets and liabilities are recognised in the
consolidated income statement as part of the fair
value gain or loss. Translation differences on non-
monetary financial assets such as equities classified
as available-for-sale are included in the available-
for-sale reserve in equity.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(c¢) Foreign currency translation (Continued)
(iii) Group companies
The results and financial position of all the Group
entities (none of which has the currency of a
hyperinflationary economy) that have a functional
currency different from the presentation currency are
translated into the presentation currency as follows:

— assets and liabilities for each balance sheet
presented are translated at the closing rate at the
date of that balance sheet;

— income and expenses for each consolidated
income statement are translated at average
exchange rates; and

— all resulting exchange differences are
recognised as a separate component of equity.

On consolidation, exchange differences arising
from the translation of the net investment in
foreign operations, and of borrowings and other
currency instruments designated as hedges of such
investments, are taken to shareholders’ equity. When
a foreign operation is partially disposed of or sold,
such exchange differences are recognised in the
consolidated income statement as part of the gain or
loss on sale.

Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at
the closing rate.

(d) Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker,
who is responsible for allocating resources and assessing
performance of the operating segments, has been
identified as the executive directors of the Company that
make strategic decisions.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(e) Intangible assets

()

(i)

(iii)

Goodwill

Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group’s share of
the net identifiable assets of the acquired subsidiaries
at the date of acquisition. Goodwill on acquisition
of subsidiaries is included in intangible assets.
Separately recognised goodwill is tested annually
for impairment and carried at cost less accumulated
impairment losses, if any. Impairment losses on
goodwill are not reversed. Gains or losses on the
disposal of an entity include the carrying amount of
goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for
the purpose of impairment testing. The allocation
is made to those cash-generating units or groups of
cash-generating units that are expected to benefit
from the business combination in which the goodwill
arose.

License rights

Separately acquired license rights are stated at
historical cost less accumulated amortisation
and accumulated impairment losses, if any. They
are initially measured as the fair value of the
consideration given to acquire the license at the time
of the acquisition. The consideration given represents
expected variable payments based on predetermined
criteria on future revenues from the licensed business
that can be reliably estimated at the time of the
acquisition.

License rights are amortised on a straight-line
basis over the period of the rights of 5 to 30
years. Amortisation is included in general and
administrative expenses in the consolidated income
statement.

Trademarks

Separately acquired trademarks are carried at cost
less accumulated amortisation and accumulated
impairment losses, if any. Trademarks acquired in a
business combination are recognised initially at fair
value at the acquisition date and subsequently carried
at the amount initially recognised less accumulated
amortisation and accumulated impairment losses, if
any. Amortisation of trademarks that have definite
useful lives is calculated using the straight-line
method to allocate the costs of acquired trademarks
and patents over their estimated useful lives of
20 years. Amortisation is included in general and
administrative expenses in the consolidated income
statement.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

()

(2)

Land use rights

Land use rights are stated at cost less accumulated
amortisation and accumulated impairment losses, if any.
Cost mainly represents the consideration paid for the right
to use the land on which various plants and buildings are
situated for a period of 10 to 50 years from the date the
respective right was granted. Amortisation of land use
rights is calculated on a straight-line basis over the period
of the rights.

Fixed assets

Fixed assets, which comprise buildings, leasehold
improvements, construction-in-progress, plant and
machinery, furniture, fixtures and equipment and motor
vehicles, are stated at historical cost less accumulated
depreciation and accumulated impairment losses, if
any. Historical cost includes expenditure that is directly
attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Group and the
cost of the item can be measured reliably. The carrying
amount of the replaced part is derecognised. All other
repairs and maintenance are expensed in the consolidated
income statement during the financial period in which
they are incurred.

Depreciation of fixed assets is calculated using the
straight-line method to allocate their costs to their residual
values over their estimated useful lives, as follows:

Buildings 20 to 50 years
Leasehold improvements 1 to 3 years
Plant and machinery, 5 years

furniture, fixtures and
equipment and motor vehicles

Construction-in-progress represents fixed assets under
construction and pending installation and is stated at
cost less accumulated impairment losses, if any. Cost
includes the costs of construction of buildings and the
costs of plant and machinery. No depreciation is charged
on construction-in-progress until such time as the relevant
assets are completed and are available for intended use.
When the assets concerned are brought into use, the
costs are transferred to fixed assets and depreciated in
accordance with the policy stated above.

The assets’ residual values and useful lives are reviewed,
and adjusted if appropriate, at each balance sheet date.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(g)

(h)

@

Fixed assets (Continued)

An asset’s carrying amount is written down immediately
to its recoverable amount if the asset’s carrying amount is
greater than its estimated recoverable amount (Note 2(h)).

Gains or losses on disposals of fixed assets, the difference
between the net sales proceeds and the carrying amount
of the relevant assets, are recognised in the consolidated
income statement.

Impairment of assets

Assets that have an indefinite useful life or have not yet
been available for use are not subject to amortisation and
are tested annually for impairment. Assets that are subject
to amortisation are reviewed for impairment whenever
events or changes in circumstances indicate that the
carrying amount may not be recoverable. An impairment
loss is recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair value
less costs to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash
flows (cash-generating units). Assets other than goodwill
that suffered an impairment are reviewed for possible
reversal of the impairment at each balance sheet date.

Financial assets

Classification

The Group classifies its financial assets in the following
categories: at fair value through profit or loss, loans and
receivables and available-for-sale. The classification
depends on the purpose for which the financial assets were
acquired. Management determines the classification of its
financial assets at initial recognition.

(i) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are
financial assets held for trading. A financial asset is
classified in this category if acquired principally for
the purpose of selling in the short term. Derivatives
are classified as held for trading unless they are
designated as hedges. Assets in this category are
classified as current assets.

Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market. They are included
in current assets, except for maturities greater
than 12 months after the balance sheet date which
are classified as non-current assets. Loans and
receivables comprise trade receivables and other
receivables (Note 2(k)), deposits and cash and cash
equivalents (Note 2(1)) in the balance sheet.

(i)
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(@

Financial assets (Continued)

(iii) Available-for-sale financial assets
Available-for-sale financial assets are non-
derivatives that are either designated in this category
or not classified in any of the other categories.
They are included in non-current assets unless
management intends to dispose of the investment
within 12 months of the balance sheet date.

Recognition and measurement

Regular purchases and sales of financial assets are
recognised on the trade-date — the date on which the Group
commits to purchase or sell the asset. Investments are
initially recognised at fair value plus transaction costs for
all financial assets not carried at fair value through profit
or loss. Financial assets carried at fair value through profit
or loss are initially recognised at fair value and transaction
costs are expensed in the consolidated income statement.
Financial assets are derecognised when the rights to
receive cash flows from the investments have expired
or have been transferred and the Group has transferred
substantially all risks and rewards of ownership.
Available-for-sale financial assets and financial assets at
fair value through profit or loss are subsequently carried at
fair value. Loans and receivables are carried at amortised
cost using the effective interest method.

Gains or losses arising from changes in the fair value
of financial assets classified under financial assets at
fair value through profit or loss are presented in the
consolidated income statement within other losses — net
in the period in which they arise. Dividend income from
financial assets at fair value through profit or loss is
recognised in the consolidated income statement as part of
other income when the Group’s right to receive payments
is established.

Changes in the fair value of monetary securities
denominated in a foreign currency and classified as
available-for-sale are analysed between translation
differences resulting from changes in amortised cost of
the security and other changes in the carrying amount
of the security. The translation differences on monetary
securities are recognised in consolidated income
statement; translation differences on non-monetary
securities are recognised in equity. Changes in the fair
value of monetary and non-monetary securities classified
as available-for-sale are recognised in equity.

When securities classified as available-for-sale are sold
or impaired, the accumulated fair value adjustments
recognised in equity are included in the consolidated
income statement as gains and losses from available-for-
sale financial assets.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(@

0)

Financial assets (Continued)

Recognition and measurement (Continued)

Dividends on available-for-sale equity instruments are
recognised in the consolidated income statement as part of
other income when the Group’s right to receive payments
is established.

The fair values of quoted financial assets are based on
current bid prices. If the market for a financial asset is not
active (and for unlisted securities), the Group establishes
fair value by using valuation techniques. These include the
use of recent arm’s length transactions, reference to other
instruments that are substantially the same, discounted
cash flow analysis, and option pricing models, making
maximum use of market inputs and relying as little as
possible on entity-specific inputs.

The Group assesses at each balance sheet date whether
there is objective evidence that a financial asset or a
group of financial assets is impaired. In the case of equity
securities classified as available-for-sale, a significant or
prolonged decline in the fair value of the security below
its cost is considered as an indicator that the securities are
impaired. If any such evidence exists for available-for-
sale financial assets, the cumulative loss — measured as
the difference between the acquisition cost and the current
fair value, less any impairment loss on that financial
asset previously recognised in the consolidated income
statement — is removed from equity and recognised in
the consolidated income statement. Impairment losses
recognised in the consolidated income statement on equity
instruments are not reversed through the consolidated
income statement. Impairment test on trade receivables is
described in Note 2(k).

Offsetting financial instruments

Financial assets and liabilities are offset and the net
amount reported in the balance sheet when there is a
legally enforceable right to offset the recognised amounts
and there is an intention to settle on a net basis or realise
the asset and settle the liability simultaneously.

Inventories

Inventories comprise raw materials, work-in-progress
and finished goods are stated at the lower of cost and
net realisable value. Cost, calculated on the weighted
average basis, comprises materials, direct labour, other
direct costs and related production overheads (based on
normal operating capacity) and excludes borrowing costs.
Net realisable value is the estimated selling price in the
ordinary course of business less applicable variable selling
expenses.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(k)

M

(m)

(n)

(0)

Trade and other receivables

Trade and other receivables are recognised initially at
fair value and subsequently measured at amortised cost
using the effective interest method less provision for
impairment. A provision for impairment of trade and other
receivables is established when there is objective evidence
that the Group will not be able to collect all amounts due
according to the original terms of receivables. Significant
financial difficulties of the debtor, probability that the
debtor will enter bankruptcy or financial reorganisation,
and default or delinquency in payments are considered
indicators that the trade receivable is impaired. The
amount of the provision is the difference between the
asset’s carrying amount and the present value of estimated
future cash flows, discounted at the original effective
interest rate. The amount of the loss upon provision made
is recognised in the consolidated income statement. When
a trade receivable is proven uncollectible, it is written off
against the provision for impairment of trade and other
receivables. Subsequent recoveries of amounts previously
written off are credited to the consolidated income
Statement.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits
held at call with banks, time deposits and other short-
term highly liquid investments with original maturities of
three months or less, and bank overdrafts. Bank overdrafts
are shown within borrowings in current liabilities on the
balance sheet.

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of
tax, from the proceeds.

Trade payables

Trade payables are recognised initially at fair value
and subsequently measured at amortised cost using the
effective interest method.

Borrowings

Borrowings are recognised initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
stated at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption
value is recognised in the consolidated income statement
over the period of the borrowings using the effective
interest method.

Borrowings are classified as current liabilities unless the

Group has an unconditional right to defer settlement of the
liability for at least 12 months after the balance sheet date.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(p)

(q)

Convertible bonds

Convertible bonds that can be converted to equity share
capital at the option of the holders, where the number of
shares that would be issued on conversion and the value of
the consideration that would be received do not vary, are
accounted for as compound financial instruments which
contain both a liability and an equity component.

At initial recognition, the liability component of the
convertible bonds is determined using a market interest
rate for an equivalent non-convertible bond. The
remainder of the proceeds is allocated to the conversion
option as equity component. Transaction costs that
relate to the issue of a compound financial instrument
are allocated to the liability and equity components in
proportion to the allocation of proceeds.

The liability component is subsequently carried at
amortised cost, calculated using the effective interest
method, until extinguished on conversion or maturity. The
equity component is recognised in equity, net of any tax
effects.

When the bond is converted, the relevant equity
component and the carrying amount of the liability
component at the time of conversion are transferred
to share capital and share premium for the shares
issued. When the bond is redeemed, the relevant equity
component is transferred to retained profits.

Current and deferred income taxes

Income taxes for the year comprise current and deferred
tax. Income tax is recognised in the consolidated income
statement except that it relates to items recognised directly
in equity and in which case it is recognised in equity. The
current income tax charge is calculated on the basis of the
tax laws enacted or substantively enacted at the balance
sheet date in the countries/places where the Company and
its subsidiaries and associate operate and generate taxable
income. Management periodically evaluates positions
taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation and
establishes provisions where appropriate on the basis of
amounts expected to be paid to the tax authorities.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(q) Current and deferred income taxes (Continued)

(r)

Deferred income tax is recognised using the liability
method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts
in the consolidated financial statements. However, the
deferred income tax is not accounted for if it arises from
initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the
transaction affects neither accounting nor taxable profit
or loss. Deferred income tax is determined using tax rates
(and laws) that have been enacted or substantially enacted
by the balance sheet date and are expected to apply when
the related deferred income tax asset is realised or the
deferred income tax liability is settled.

Deferred income tax assets are recognised only to the
extent that it is probable that future taxable profit will be
available against which the temporary differences can be
utilised.

Deferred income tax is provided on temporary differences
arising on investments in subsidiaries and an associate
except where the timing of the reversal of the temporary
difference is controlled by the Group and it is probable
that the temporary difference will not reverse in the
foreseeable future.

Employee benefits

(i) Pension obligations
The Group participates in a number of defined
contribution retirement schemes in Hong Kong,
Taiwan and various cities in Mainland China where
the Group operates.

A defined contribution plan is a pension plan
under which the Group pays fixed contributions
to separately administered funds on a mandatory,
contractual or voluntary basis. The Group has no
legal or constructive obligations to pay further
contributions if the funds do not hold sufficient
assets to pay all employees the benefits relating to
employee service in the current and prior periods.
The contributions are recognised as employee benefit
expense when they are due and are reduced by
contributions forfeited by those employees who leave
the scheme prior to vesting fully in the contributions.
Prepaid contributions are recognised as an asset to
the extent that a cash refund or a reduction in the
future payments is available.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(r) Employee benefits (Continued)

(i)

(iii)

Share-based compensation

The Group operates an equity-settled, share-based
compensation plan under which the Group entities
receive services from employees as consideration
for equity instruments (share options) of the Group.
The fair value of the employee services received
in exchange for the grant of the share options is
recognised as an expense. The total amount to be
expensed over the vesting period is determined
by reference to the fair value of the share options
granted, excluding the impact of any non-market
service and performance vesting conditions (for
example, profitability, sales growth targets and
retaining an employee of the Group entity over a
specific period). Non-market vesting conditions
are included in assumptions about the number of
share options that are expected to vest. The total
amount expensed is recognised over the vesting
period, which is the period over which all of the
specified vesting conditions are to be satisfied.
At each balance sheet date, the entity revises its
estimates of the number of share options that are
expected to vest based on non-marketing vesting
conditions. It recognises the impact of the revision of
original estimates, if any, in the consolidated income
statement with a corresponding adjustment to equity.

The proceeds received net of any directly attributable
transaction costs are credited to share capital
(nominal value) and share premium when the share
options are exercised.

Bonus plans

The Group recognises a liability and an expense
for bonuses with reference to a number of
factors including the Group’s operating results,
individual and market performance and directors’
discretion. The Group recognises a provision where
contractually obliged or where there is a past practice
that has created a constructive obligation.

(s) Provisions and contingent liabilities

Provisions are recognised when the Group has a present
obligation (legal or constructive) as a result of past
events, and it is probable that an outflow of economic
resources will be required to settle the obligation and a
reliable estimate can be made. Provisions for restructuring
comprise lease termination penalties, employee
termination payments and anticipated loss on disposal of
relevant assets. Provisions are not recognised for future
operating losses.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(s) Provisions and contingent liabilities (Continued)

®

Where there are a number of similar obligations, the
likelihood that an outflow of economic resources will be
required in settlement is determined by considering the
class of obligations as a whole. A provision is recognised
even if the likelihood of an outflow with respect to any
one item included in the same class of obligation may be
small.

Provisions are measured at the present value of the
expenditures expected to be required to settle the
obligation using a pre-tax that reflects current market
assessments of the time value of money and the risks
specific to the obligation. The increase in the provision
due to passage of time is recognised as interest expense.

Revenue recognition

Revenue comprises the fair value of the consideration
received or receivable for sale of goods and services in
the ordinary course of the Group’s activities. Revenue is
shown net of applicable value-added tax, returns, rebates
and discounts and after eliminating sales within the
Group.

Revenue is recognised when it is probable that future
economic benefits will flow to the Group and the amount
of revenue can be reliably measured.

Revenue from sales of goods manufactured or traded is
recognised on the transfer of significant risks and rewards
of ownership, which generally coincides with the time
when the goods are delivered to customers and title has
passed.

Government incentives are recognised where there is
reasonable assurance that the incentives will be received
and all attaching conditions will be complied with.

Interest income is recognised on a time-proportion basis
using the effective interest method. When a receivable
is impaired, the Group reduces the carrying amount to
its recoverable amount, being the estimated future cash
flow discounted at the original effective interest rate of
the instrument, and continues unwinding the discount
as interest income. Interest income on impaired loans is
recognised using the original effective interest rate.

Franchise and royalty income is recognised on an accrual
basis in accordance with the substance of the relevant

agreements.

Operating lease rental income is recognised on a straight-
line basis over the periods of the leases.

Handling income is recognised when the services are
rendered.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(t) Revenue recognition (Continued)
Dividend income is recognised when the right to receive
payment is established.

Vendor rebate is recognised when the rights to receive
payments are established in accordance with the terms of
agreements with vendors.

(u) Operating leases

Leases where substantially all the risks and rewards of
ownership of assets remain with the lessor are accounted
for as operating leases. Payments made under operating
leases (net of any incentives received from the lessor),
including upfront payment made for leasehold land use
rights, are charged to the consolidated income statement
on a straight-line basis over the lease periods.

(v) Dividend distribution
Dividend distribution to the owners of the Company
is recognised as a liability in the Group’s financial
statements in the period in which the dividends are
approved by the board of directors and the owners of the
Company.

3 FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial
risks: foreign exchange risk, cash flow and fair value interest
rate risk, credit risk and liquidity risk. The Group’s overall
risk management program focuses on the unpredictability of
financial markets and seeks to minimise potential adverse
effects on the Group’s financial performance. The Group
uses derivative financial instruments to manage certain risk
exposure when necessary. As at 31 December 2012, the Group
did not have any outstanding derivative financial instruments.

(a) Foreign exchange risk

The Group mainly operates in China with transactions
primarily settled in RMB, HKD and United States dollar
(USD). The Group is exposed to foreign exchange risk
arising from future commercial transactions, recognised
financial assets (mainly bank balances and trade
receivables) and recognised financial liabilities (mainly
trade payables) denominated in currencies other than the
functional currency of the Group’s entities to which they
relate.

To manage foreign exchange risk arising from commercial
transactions, recognised assets and liabilities, the Group
may use forward foreign exchange contracts when major
fluctuation in the relevant foreign currency is anticipated.

As at 31 December 2012, the post-tax profit of the
Group would have been decreased by approximately
HK$2,787,000 (2011: HK$819,000) if RMB had
strengthened by 5% against HKD and USD mainly
resulted from foreign exchange losses on translation of
HKD and USD denominated monetary assets with all
other variables held constant.
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(b) Cash flow and fair value interest rate risk

(c)

The Group is exposed to cash flow interest rate risk mainly
arising from bank deposits and short-term bank loan
bearing interest at floating rates. The Group is exposed
to fair value interest rate risk arising from the convertible
bonds bearing interest at fixed rates. Management intend
to draw short-term bank loans as to increase flexibility
in financing. The Group will review whether bank loans
bearing fixed or floating rates should be drawn from time
to time with reference to the trend of changes in interest
rates. The Group did not enter into any interest rate swaps
to hedge its exposure to interest rate risks.

As at 31 December 2012, the post-tax profit of the Group
would have been increased/decreased by approximately
HK$14,875,000 (2011: HK$17,887,000) if the interest
rates had been increased/decreased by 100 basis points
with all other variables held constant.

Credit risk

The Group has no significant concentration of credit
risk. The carrying amounts of trade receivables, other
receivables, rental deposits and bank balances stated in
the consolidated balance sheet represent the Group’s
maximum exposure to credit risk in relation to its financial
assets.

The majority of the Group’s trade and other receivables
arose from credit sales to trading customers. The Group
has policies in place to evaluate and monitor the credit
terms and payment history of its customers to ensure
recoverability of trade debts. The Group also reviews
the balance of trade receivables at each balance sheet
date to ensure that adequate provision for uncollectible
receivables was made.

Rental deposits are mainly placed with various landlords
in Mainland China, Taiwan and Hong Kong and are due
to refund upon the expiry of the tenancy agreements
and handover of the leased premises. During the year,
the Group did not experience significant defaults by the
landlords.

As at 31 December 2012 and 31 December 2011,
substantially all the Group’s bank balances and term
deposits with banks were held in registered financial
institutions located in Mainland China, Hong Kong and
Taiwan which management assessed and believed are
of acceptable credit quality. The Group has a policy to
limit the credit exposure to any financial institution and
management does not expect any significant loss arising
from non-performance by these counterparties.
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(c)

(d)

Credit risk (Continued)

During the years ended 31 December 2012 and 31
December 2011, the Group placed with registered
financial institutions a number of principal-protected
structured deposits which are interest rate-linked principal
protected investments and management has the option
of termination at any time with the counterparties.
Management believes that there is no significant credit
risk with respect to such structured deposits as they were
made with registered financial institutions of no history of
default. As at 31 December 2012 and 31 December 2011,
the Group did not hold structured deposits.

Liquidity risk
Liquidity risk is the risk that the Group is unable to meet
its current obligations when they fall due.

The Group measures and monitors its liquidity through
the maintenance of prudent ratio regarding the liquidity
structure of the overall assets, liabilities, loans and
commitments of the Group. The Group also maintains
a healthy level of liquid assets and banking facilities to
ensure the availability of sufficient cash flows to meet any
unexpected and material cash requirements in the ordinary
course of business. As at 31 December 2012, the Group
had unutilised banking facilities of HK$146,580,000
(2011: HK$173,580,000).

The contractual maturity of the financial liabilities based
on the undiscounted cash flows is as follows:
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KE BT -

Group
AEMH

Between 3 Between Between

Within 3 and 6 months 1 year
months 6 months and 1 year and 5 years Total

=MA AR —4
=MA R EAMA E—4 ERAE Mt
HKS’ 000 HK$’ 000 HK$’ 000 HKS$’ 000 HKS$’ 000
Tt Tt T T T

At 31 December 2012 RZF—-Z4
+ZHA=+—H
Trade payables 5 JE A+ Wk 865,951 = = = 865,951
Other payables Al HE A R 3% 465,476 = = = 465,476
Bank loan - unsecured BRAT B — 7,268 = = = 7,268
License fee payables JEE A5t B 2 4 - - 4,643 S 4,643
Convertible bonds T I 5 = = = 683,650 683,650
Interest on convertible bonds ] it & %7 £l B 10,682 10,682 10,682 9,614 41,660
Other non-current liability oAb I B A 1 - - = 90 90
1,349,377 10,682 15,325 693,354 2,068,738
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NOTES TO THE FINANCIAL S0 % e 5 B

STATEMENTS
3 FINANCIAL RISK MANAGEMENT 3 WA R PR (ZH)
(CONTINUED)
(d) Liquidity risk (Continued) (d) WEE 4 mbE (%)
Group
AEH
Between 3 Between Between
Within 3 and 6 months 1 year
months 6 months and 1 year and 5 years Total
=fA AEA — 4
ZMAM ZAMA F—4 ERE MGt
HK$’ 000 HKS$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
T Tl T T Fiboc
At 31 December 2011 RZF——4F
+-H=+—H
Trade payables B 5 e IR SK 819,131 = = = 819,131
Other payables A 8 A7 MR 3 556,116 = = = 556,116
Bank loan — unsecured SRAT B P — S HE A 6,998 = = s 6,998
License fee payables EAF 5 (6 1 - = = 4,138 4,138
Convertible bonds S <o = = = 676,665 676,665
Interest on convertible bonds AR S RS 10,573 10,573 10,573 30,661 62,380
Other non-current liability o 3 B £ - - = 90 90
1,392,818 10,573 10,573 711,554 2,125,518
Company
AL H
Between 3 Between Between
Within 3 and 6 months 1 year
months 6 months and 1 year and 5 years Total
=MWA AHA — 4
=WA R ZAMA 4 FHAE st
HKS$’ 000 HKS$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000
T T T T T
At 31 December 2012 /1 S
+=A=Z+—H
Other payables A £ MR 3% 20,221 = = = 20,221
Convertible bonds LE 3 ¢ - - = 683,650 683,650
Interest on convertible bonds I #¢ it fi %l & 10,682 10,682 10,682 9,614 41,660
30,903 10,682 10,682 693,264 745,531
At 31 December 2011 i T —— 4
+-H=+—H
Other payables A 8 AT R 0 58,498 - - - 58,498
Convertible bonds BE:YiES = = = 676,665 676,665
Interest on convertible bonds BE: Yl 10,573 10,573 10,573 30,661 62,380
69,071 10,573 10,573 707,326 797,543
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(e)

Capital risk management

The Group’s objectives when managing capital are to
safeguard the Group’s ability to continue as a going
concern as well as maximising returns for shareholders
and benefits for other stakeholders.

The Group manages its capital structure and makes
adjustments to it in light of changes in economic
conditions. To maintain or adjust the capital structure, the
Group may adjust the dividend payment to shareholders,
return capital to shareholders or issue new shares. There
were no changes in the objectives, policies or processes
of capital risk management during the years ended 31
December 2012 and 31 December 2011.

The Group monitors capital using a net gearing ratio,
which is net debt (being total of bank loan and convertible
bonds, less cash and cash equivalents) divided by equity
attributable to owners of the Company. The net gearing
ratios as at the balance sheet dates were as follows:

St 955 ¥t 3 Wi

3 B e kR AR PR (4)

(e) Al b 4 7

AR BB A A B B AR S AR R
AR B 2 R AR B RE ) Ka B AR R ROR
[m] ik R Al 45 43 5 2 A ik

A 42 1 PR AR ZE 5 S g A IR
5 B A B o A SR ) T RE AR A 1 R
UREE 2 B 1 B RO 1 A BB AT B
JBe A DAAE S B B A G - N E
FoHFTZH=ZTHEZF——%F
ToA=tT—HIFEER AR EE

A PR 1 AR LR (RIS (SRAT
BE R S AT e B o AR A K e
HY)) BRUAA L F A NG RESR) B g
B - REH B ZFAJILRMT

2012 2011

S L e

HKS$’ 000 HK$’ 000

T# T T

Bank loan — unsecured HRAT B K — AL 7,268 6,998
Convertible bonds EEdEi € 639,738 605,879
Less: Cash and cash equivalents W e KB E%EEY (1,494,759)  (1,795,744)
Net debt T (847,753)  (1,182,867)
Equity attributable to owners of the Company A F A N EAG HE 4 4,825,336 4,035,867
Net cash Net cash

o3 & 4

The Group has net cash as at both 31 December 2012
and 31 December 2011. The Group’s strategy is to
maintain a solid capital base to support the operation and
development of its business in the long term.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS

Estimates and judgments are continually evaluated and are
based on historical experience and other factors, including
expectations of future events that are believed to be reasonable
under the circumstances.

The Group makes estimates and assumptions concerning the
future. The resulting accounting estimates will, by definition,
seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below.

(a) Impairment of non-financial assets

The Group tests annually whether goodwill has suffered
any impairment (Note 15). Other non-financial assets
including property, plant and equipment, leasehold
land and land use rights and other intangible assets are
reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount may
not be recoverable. The recoverable amounts have been
determined based on value-in-use calculations or fair
value less costs to sell. These calculations require the use
of judgments and estimates.

(b) Income tax

The Group is subject to income taxes in several
jurisdictions. Judgment is required in determining the
provision for income taxes. There are transactions and
calculations during the ordinary course of business for
which the ultimate tax determination is uncertain. Where
the final tax outcome of these matters is different from the
amounts that were initially recorded, such differences will
impact the current and deferred income tax provisions in
the period in which such determination is made.

Deferred income tax assets relating to temporary
differences and tax losses are recognised when
management considers it is probable that future
taxable profits will be available against the temporary
differences or tax losses can be utilised. Deferred
income tax liabilities on temporary differences relating
to undistributed profits of the Group’s subsidiaries in
Mainland China are recognised to the extent that profits
are expected to be distributed as the Company controls and
pre-determines the dividend policy of these subsidiaries
and management expects it is probable that profits will be
partly retained and not distributed from these subsidiaries
to their foreign holding companies in the foreseeable
future. Management reassesses its expectation at each
balance sheet date.
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NOTES TO THE FINANCIAL
STATEMENTS

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS (CONTINUED)

(c)

(d)

(e)

Depreciation and amortisation

Management determines the estimated useful lives and
related depreciation/amortisation charges for the Group’s
fixed assets and intangible assets with reference to
the estimated periods that the Group intends to derive
future economic benefits from the use of these assets.
Management will revise the depreciation/amortisation
charges where useful lives are different to previously
estimated, or it will write off or write down technically
obsolete or non-strategic assets that have been abandoned
or sold. Actual economic lives may differ from estimated
useful lives. Periodic review could result in a change in
depreciable lives and therefore depreciation/amortisation
expense in future periods.

Net realisable value of inventories

Net realisable value of inventories is the estimated
selling prices in the ordinary course of business less
estimated selling expenses. These estimates are based on
the current market condition and historical experience
of manufacturing and selling products of similar nature.
It could change significantly as a result of changes in
economic conditions in places where the Group operates
and changes in customer taste and competitor actions in
response to changes in market conditions. Management
reassesses these estimates at each balance sheet date.

Fair value estimation of available-for-sale financial
asset

Financial instruments carried at fair value are measured
according to the levels of the fair value hierarchy defined
as follows:

(i) Level 1 — Quoted prices (unadjusted) in active
markets for identical assets or liabilities;

(ii) Level 2 — Inputs other than quoted prices included
within level 1 that are observable for the asset
or liability, either directly (that is, as prices) or
indirectly (that is, derived from prices); and

(iii) Level 3 — Inputs for the asset or liability that are
not based on observable market data (that is,
unobservable inputs).

At 31 December 2012 and 31 December 2011, the Group’s
available-for-sale financial asset was measured by level 3
of the fair value measurement hierarchy.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS (CONTINUED)

(e) Fair value estimation of available-for-sale financial
asset (Continued)
The following table presents the changes in the carrying
value of level 3 instruments for the year ended 31

St 755 ¥ 3 W

4  EE GG A RO B (8

(e) I Hi 5 <5 il B 8 4 P AR A R (480D

TRENBE-F-HF+ A=+
H k4RSS =g T H A MR TE (H A2 H)

December 2012:
HK$’ 000
T T
At 1 January 2012 - FE—H—H 16,624
Transferred to interests in associates L 2 A A N F 2 B R (16,000)
At 31 December 2012 AR T A=+ —H 624

The fair value of available-for-sale financial asset is
determined by using various valuation techniques. The
Group uses its judgment to select a variety of methods
such as discounted cash flow and fair value of net assets
attributable to the Group. The assumptions adopted on
projected cash flow are based on management’s best
estimates and valuation of material assets of the investee
by external appraiser was referenced.

S SEGMENT INFORMATION

The Group is principally engaged in the manufacturing,
distribution and retailing of footwear, apparel and accessories.

The chief operating decision-maker (“CODM”) has been
identified as the executive directors. CODM assesses the
performance of the business from a business unit perspective,
i.e. core brands business, other brands business and
manufacturing business and allocate resources accordingly.

CODM assesses the performance of the operating segments
based on a measure of segment results before finance costs,
amortisation of intangible assets and unallocated corporate
income and expenses. Certain corporate overhead expenses,
including management fee, rental and utilities were reallocated
among individual segments based on estimated consumption.

Revenue from external customers are after elimination of
inter-segment revenue. Inter-segment revenue is charged in
accordance with terms determined and agreed mutually by
relevant parties. Revenue from external customers of core
brands business and other brands business is mainly derived
from Mainland China, Taiwan and Hong Kong and revenue
from external customers of manufacturing business is mainly
derived from the US. None of the customers accounted for 10%
or more of the total turnover of the Group during both years
ended 31 December 2012 and 31 December 2011.
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NOTES TO THE FINANCIAL
STATEMENTS

St 955 ¥t 3 Wi

5 SEGMENT INFORMATION (CONTINUED) 5 Z##B% B (%)

AW 2 B B A (R AE i 13 B & EE BR AM)
EF AL R A o

The Group’s non-current assets, excluding deferred income tax
assets, are mainly located in Mainland China.

For the year ended 31 December 2012
BREZZ-ZHF A=t -HLEE

Corebrands ~ Other brands ~ Manufacturing  Inter-segment
business business business elimination Group
Bob IR LR PR 73 4 KEH
HKS$’000 HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000
T T Tit Tin il
Revenue from external customers  H/h% Pl &5 9,508,496 690,940 329,664 = 10,529,100
Inter-segment revenue A T8 I £ 83,400 = 1,069,419 (1,152,819) =
Total segment revenue 0 T 55 9,591,896 690,940 1,399,083 (1,152,819) 10,529,100
Segment results 4R 1,475,728 (127,355) 98,121 5,080 1,451,374
Amortisation of intangible assets 7% & 7 H 8 (6,764)
Impairment of an intangible asset ~ — 6 & & Z WK (7,000)
Unallocated corporate income KABEERA 61
Unallocated corporate expenses A& £ % (72,1M)
Operating profit REEH 1,364,900
Finance costs S A (49,436)
Share of loss of associates W15 i 2 v s R (8,150)
Profit before income tax Wik i 43 i 2 1,307,314
Income tax expense Fir 43 B I % (332,351)
Profit for the year ERER 974,763
Amortisation of intangible assets ~ HETE & 7 # & = 6,764 = = 6,764
Impairment of an intangible asset ~ — 6 & & 2 W{K - 7,000 - - 7,000
Amortisation of land use rights 3 £ R 602 = 1,085 = 1,687
Depreciation of fixed assets If] € B T 220,058 14,332 17,819 = 252,209
Capital expenditure BARM% 448,302 49,532 23,175 - 521,009
Daphne International Holdings Limited
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NOTES TO THE FINANCIAL A 5 i 3% B G
STATEMENTS

5 SEGMENT INFORMATION (CONTINUED) 5 Z##B% B (%)

As at 31 December 2012
RoZZ-"HE+ZA=+—H
Core brands Other brands Manufacturing
business business business Group
AN E S iR INE S EER AEH
HKS$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
T T T T#x
Segment assets o R 5,659,710 714,598 581,180 6,955,488
Goodwill [k 15,079 984 - 16,063
Other intangible assets Hf M & - 99,389 - 99,389
5,674,789 814,971 581,180 7,070,940
Interests in associates | E-NCIPA 11,055
Available-for-sale financial asset 7 i 4 il & p 624
Deferred income tax assets $E HE 45 8L 4 e 111,491
Unallocated corporate assets AATAEE E 325
Total assets LReg] 7,194,435
Segment liabilities A 1,125,145 83,971 272,596 1,481,712
Deferred income tax liabilities 1 A i 45 % 40 16,048
Convertible bonds [ % 639,738
Unallocated corporate liabilities 4 4 Bl £+ % £ fi 20,341
Total liabilities M 2,157,839
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NOTES TO THE FINANCIAL
STATEMENTS

S  SEGMENT INFORMATION (CONTINUED)

St 955 ¥t 3 Wi

5 g (8

For the year ended 31 December 2011
BE-F——F+ZA=t—-HILEE

Corebrands ~ Other brands ~ Manufacturing  Inter-segment

business business business elimination Unallocated Group

B MR ToAl M REXS  HEH AR AER

HKS’ 000 HK$’ 000 HK$’ 000 HKS’ 000 HK$’ 000 HK$’ 000

T T T T T T

Revenue from external customers ~ #5M% F & 7,597,051 529,552 450,159 - - 8,576,762
Inter-segment revenue e 74,014 = 1,003,111 (1,077,125) - -
Total segment revenue oy Ritien 7,671,065 529,552 1,453,270 (1,077,125) = 8,576,762
Segment results HER 1,555,120 (64,576) 108,111 (20,636) - 1,578,019
Amortisation of intangible assets B & A (6,643)
Unallocated corporate income RARAEERA 3,000
Unallocated corporate expenses FARAERY (205,809)
Operating profit wEEM 1,368,567
Finance costs BTH A (46,907)
Share of profit of an associate TEAG— e A R LA 41
Profit before income tax Wk B 75 B i 2 1,322,081
Income tax expense Fr s Bl (377,350
Profit for the year EREF 944,731
Amortisation of intangible assets  HEJY % B - 6,643 - - - 6,643
Amortisation of land use rights T 30 6 PR M 591 = 1,020 = - 1,611
Depreciation of fixed assets HEGEE 146,597 14,127 16,878 = - 177,602

Fair value loss on available-for-sale A fit H! # 4 fl & i
financial assets 2 FRERER - = = = 61,872 61,872
Capital expenditure BARL 317,464 36,064 39,531 - - 393,659
Daphne International Holdings Limited
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STATEMENTS

S  SEGMENT INFORMATION (CONTINUED)

S 25 e % Bt ik

5 g (8

As at 31 December 2011
RZZ——F+A=+—H
Core brands Other brands Manufacturing

business business business Group

1%L ik W SE TS HoA 5k 2E T B 3T AEH

HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000

T T T T

Segment assets NEE 4,969,060 658,967 613,546 6,241,573

Goodwill [k 15,079 974 - 16,053

Other intangible assets HAb MY & = 113,873 = 113,873

4,984,139 773,814 613,546 6,371,499

Interest in an associate it - O\ 3,359

Available-for-sale financial assets 7] iH 45 4 il & & 16,624

Deferred income tax assets AL B A R 106,469

Unallocated corporate assets KB AEEERE 3,465

Total assets BEE 6,501,416

Segment liabilities A 1,130,010 139,014 316,843 1,585,867

Deferred income tax liabilities A T 15 B B 1 19,445

Convertible bonds HE Y 605,879

Unallocated corporate liabilities Ko ELA> A E 58,599

Total liabilities BER 2,269,790

6 OTHER INCOME 6 Hiu A

2012 2011

"R ZF -4

HK$’ 000 HK$’ 000

F# T T

Government incentives UM A B 49,895 35,569

Interest income FLE A 43,047 63,143

Franchise and royalty income T ATRE X BB REA 6,248 7,588

Gross rental income T4 W A A5 1,503 1,010

Handling income FHEBRA 295 919
Income derived from an available- RH— Al A R E

for-sale financial asset Z WA 61 3,000

Vendor rebate =Tkl S 1,001

Others HoAthy 9,024 9,124

110,073 121,354
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STATEMENTS
7 OTHER LOSSES - NET 7 HithjsiE—F 8
2012 2011
SRS —F——f
HKS$’ 000 HK$’ 000
F#x T oo
Fair value loss on available-for-sale financial assets FJ 8 4 @il & 2 2 A F{E (HE 18 - (61,872)
Impairment of an intangible asset — I & E 2 WA (7,000) -
Loss on disposal of fixed assets W E 2 s (17,398) (13,558)
Loss on termination of a license right AR R 2 1R (1,789) -
Net exchange gain BEE 58, 0k 4 13+ A 6,401 1,227
(19,786) (74,203)
8 OPERATING PROFIT 8 B A
Operating profit is stated after charging the following: EEE MO T &IE -
2012 2011
e e e S
HKS$’ 000 HK$’ 000
F# oL T IT
Amortisation of land use rights - Hb P R S 5 1,687 1,611
Amortisation of license rights R R P R A £ 2,906 2,873
Amortisation of trademarks P AT 4 3,858 3,770
Auditors’ remuneration % B AT 4 6,117 6,067
Cost of inventories sold including B AE RS s BTG Y
provision for slow-moving inventories 17 & 1544 56,835,000% 7T
of HK$56,835,000 (ZR——4F A
(2011: HK$48,024,000) 48,024,000 70) 3,773,128 2,765,217
Depreciation of fixed assets EEETE 252,209 177,602
Employee benefits expense (Note 14) g B 47 A B 3 (ffsk14) 1,389,068 1,219,393
Net provision for impairment of trade receivables & % JfE Wi i 2 Jok (B 43 s 7 %A 1,672 423
Operating lease rentals (including concessionaire M # 5 Z &84 fH B H &
fees) in respect of land and buildings (ELHE R R T B 2 2,263,358 1,686,332
9 FINANCE COSTS 0 BAE kA
2012 2011
HK$’ 000 HK$’ 000
T THTT
Interest on convertible bonds CIEY S €SS 48,425 45,451
Interest relating to license fee payables JRE AR e fe P HEE 2 1) 6L 765 625
Interest on a bank loan AT E R B 200 263
Interest on other non-current liabilities HoAth JF v B & 5] B - 568
Others oAt 46 -
49,436 46,907
Daphne International Holdings Limited
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10 INCOME TAX EXPENSE

10 Fi 15 B b =2

2012 2011

SRl SF——f

HKS$’ 000 HKS$’ 000

T#x THIT

Current tax IR Y I 340,299 409,100

(Over)/under provision in prior years WA GREBE) HBEAL (229) 1,215
Deferred tax (Note 31) PEAEFLIH (B 5E31) (7,519) (32,965)

332,551 377,350

The income tax on the Group’s profit before income tax
differs from the theoretical amount that would arise using the

A B2 1A TR R T 45 50 i 280 0] 2 B 7 B fl
PR A B2 1 A 22 78 ) st B R R 2 B

applicable domestic tax rates of the Group entities as follows: SMBLIEZ AT
2012 2011
L I
HKS$’ 000 HK$’ 000
T#x T T
Profit before income tax Wk B 15 o 7y 282 ) 1,307,314 1,322,081
Less: Share of loss/(profit) of associates o REAG WS A RS 1R (BRI 8,150 (421)
1,315,464 1,321,660
Income tax calculated at domestic tax T A R Ml [ T 2 A RO 2 b
rates applicable to profits in the Pl 5t 2 BT AR B
respective places 271,477 302,019
Tax concessions IR ) (83) (126)
Deferred tax assets previously not R R R 2 R A B E
recognised (2,348) (536)
Income not subject to tax YR BB A (9,020) (6,575)
Expenses not deductible for tax purposes A~ A F1178i B 52 43,470 39,020
Tax losses for which no deferred tax R e R A SOk o T
assets recognised Z BLIE 1R 335 1,026
Utilisation of previously unrecognised B R 1E K e 58 2 Bl IE e 18
tax losses (761) (147)
(Over)/under provision in prior years WA BB AL (229) 1,215
Derecognition of previously recognised AL RERR MR R O FERR 2 AR AT
deferred income tax assets Jir £ Bl 1,018 177
Withholding taxes on royalties, SUBRER B I N b A
management fee and profits R I8 2> 7] 3 IR 2 ) 2 FE A0
appropriated by subsidiaries
in Mainland China 28,692 41,277
Income tax expense JIr 45758 B 52 332,551 377,350
Annual Report 2012
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NOTES TO THE FINANCIAL
STATEMENTS

10 INCOME TAX EXPENSE (CONTINUED)

11

The weighted average domestic tax rate was 21% (2011: 23%).

Hong Kong profits tax has been provided at the rate of 16.5%
(2011: 16.5%) on the estimated assessable profit for the year.
Income tax on profits arising outside Hong Kong has been
calculated on the estimated assessable profit for the year at the
rates of income tax prevailing in the places in which the Group
operates.

Provision for China corporate income tax was calculated based
on the statutory tax rate of 25% (2011: 25%) on the assessable
income of each of the Group’s entities except that certain
subsidiaries of the Company operating in Mainland China were
entitled to a 50% reduction in corporate income tax during
the years ended 31 December 2012 and 31 December 2011
and corporate income tax is calculated using the applicable
preferential income tax rate granted to the subsidiaries.

Pursuant to the China corporate income tax laws, 10%
withholding tax is levied on all foreign investors, except that
only 5% is levied for foreign investors which are incorporated
in Hong Kong, in respect of dividend distributions arising
from a foreign investment enterprise’s profit earned after
31 December 2007. As at 31 December 2012, deferred
income tax liabilities of approximately HK$145,175,000 (31
December 2011: HK$98,852,000) has not been recognised
in relation to the undistributed profits on the Group’s
subsidiaries in Mainland China amounted to approximately
HK$2,903,506,000 (31 December 2011: HK$1,974,720,000).
The Company has pre-determined a dividend declaration
policy in respect of its foreign-invested subsidiaries established
in Mainland China and deferred income tax liabilities are
provided to the extent that profits are expected to be distributed
by the subsidiaries in the foreseeable future.

Pursuant to the China corporate income tax laws, withholding
tax at a reduced rate of 7% (2011: 7%) by treaty is applied to
the Group’s entities incorporated in Hong Kong for royalties
received or receivable. During the year ended 31 December
2012, withholding tax rate of 5% was levied on management
fee received or receivable from a Group’s entity in Mainland
China by the Group’s establishment in Taiwan.

PROFIT ATTRIBUTABLE TO OWNERS OF
THE COMPANY

The profit attributable to owners of the Company is dealt with
in the financial statements of the Company to the extent of
HK$281,319,000 (2011: HK$251,031,000).
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NOTES TO THE FINANCIAL
STATEMENTS

12 EARNINGS PER SHARE

The calculation of basic earnings per share is based on the
Group’s profit attributable to owners of the Company of
HK$955,673,000 (2011: HK$933,063,000) and the weighted
average of 1,645,685,226 (2011: 1,638,204,932) ordinary
shares in issue during the year.

The calculation of diluted earnings per share is based on the
adjusted profit attributable to owners of the Company of
HK$1,004,098,000 (2011: HK$978,514,000) and the adjusted
weighted average of 1,896,601,345 (2011: 1,873,549,453)
ordinary shares, after taking into consideration of conversion of
convertible bonds and exercise of share options and warrants.

S 25 e % Bt ik

12 A

g B B A B R T AR R AR N F R N BE AL A
££ E 7 71955,673,000% o6 (. F — — 4 ¢
933,063,000% JC) K 4F 14 © 5 47 5 4 %o
HE ¥ 14 #1,645,685,226 % (& — — 4 :
1,638,204,932/%) 7% -

B M B R AE R B R n] R R R AT
o il B R R RE R AR IR SR AR
A HEA A MEAS 2 F11,004,098,0009 o6 (—F
— —4F 1 978,514,000%% JT) M &8 7 5 m
Jin B S 15 #01,896,601,345% (& — — 4 :
1,873,549,453/%) 515 -

2012 2011

e e

HKS$’ 000 HKS$’ 000

Tt T# T

Profit attributable to owners of the Company AN FIHEA N REAG 2R 955,673 933,063
Interest on convertible bonds A A 2 2 S 48,425 45,451
Adjusted profit attributable to owners of the Company #8FH AN FHA NEAZ A 1,004,098 978,514
2012 2011

xR - EF 4
Number of Number of

shares shares

Jie % H Bty 8 H

Weighted average number of ordinary shares in issue T #5175 @ RN HEF- B H  1,645,685,226 1,638,204,932
Effect of conversion of convertible bonds ShR AT R R S 2 R 178,510,572 178,510,572
Effect of exercise of share options A7 15 Wi JIR HE 2 s 2 16,967,862 10,394,297
Effect of exercise of warrants TR MRS » 2 55,437,685 46,439,652

Weighted average number of ordinary L 9 2T ) i

shares adjusted for effect of dilution TIREST- 34 1,896,601,345 1,873,549,453

For the year ended 31 December 2012, 3,300,000 (2011:
5,100,000) share options outstanding are anti-dilutive and are
ignored in the calculation of diluted earnings per share since the
exercise price of the share options was higher than the average
market price during the year.
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NOTES TO THE FINANCIAL St 955 ¥t 3 Wi
STATEMENTS
13 DIVIDENDS 13 k&
2012 2011
—R—H —E——f
HKS$’ 000 HK$’ 000
T T#5 7T
Interim dividend, paid, of HK9.0 cents 2L AT v 3 1 B R A 3 9. o v Al
(2011: HK8.0 cents) per ordinary share (4?——$ : 8.0#%% 148,263 131,031
Final dividend, proposed, of HK9.0 cents 158 UR AR A A S R 28 9.0 A1l
(2011: HK9.0 cents) per ordinary share (ZF——4F : 9.0%:Al) 148,387 147,795
296,650 278,826
At a meeting held on 20 March 2013, the Board proposed a ME-F—=F=A+HEfTzg® L &
final dividend of HK9.0 cents per share in respect of the year HEeERHMBEEZF gi—f—gﬁ =+—H
ended 31 December 2012 to be approved by the shareholders 114 JE R B8 oK 1 1 S A 9.0 Il > 16 A E T

at the forthcoming annual general meeting. The proposed
dividend is not reflected as a dividend payable in these
financial statements but will be reflected as an appropriation of
retained profits for the year ending 31 December 2013.

14

e SR AR R g b e e R R R A UE o L
JEL T B 5 R 3R TR ST S B A R DR L - M
W%ﬁii?*jfﬁ‘l‘iﬂ =t—HILEEZ
R B 21 173

EMPLOYEE BENEFITS EXPENSE 14 & B & A B 5%
Employee benefits expense, including directors’ emoluments, R B4EF B (BIEEFHEME) 45 -
represents:
2012 2011
—R—ZF —F
HK$’ 000 HK$’ 000
F# oL TH T
Wages, salaries, allowances and bonuses T& -~ #H4 - Uy RAE4 1,268,639 1,127,416
Defined contribution pension costs (Note (a)) FERAMEFGR IR & A (B 5E(a)) 84,256 45,916
Share-based payment expense D 10y 25 8 22 A SR B 32 36,173 46,061
1,389,068 1,219,393

(a) Defined contribution pension costs
During the year, no unvested benefits were utilised by the
Group to reduce the level of contributions (2011: nil). As
at 31 December 2012 and 31 December 2011, no unvested
benefits were available to be utilised in future years.
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NOTES TO THE FINANCIAL A 5 i 3% B G
STATEMENTS

14 EMPLOYEE BENEFITS EXPENSE 14 1 B & A B 3 (#)
(CONTINUED)
(b) Emoluments of directors and chief executive officer (b) 3 R AT BB &
The remuneration of each director and the chief executive BETZHA=1T—HILEE  RAHK
officer (“CEQ”) of the Company for the year ended 31 R RATECARAR (TATBCAR R ) 2 I 4 4o
December is set out below: T
Defined Share-
contribution based
pension Discretionary payment
Fees Salaries costs bonuses expense Total
AR B
E kK BEEZ

Lk BE BIERA  WEEAL AEREX At
HK$°000  HK$’000  HK$°000  HK$'000  HK$000  HK$ 000
T T T T T Tt

2012 oy St
Name of director HHEY
Mr Chen Ying-Chieh (CEO)  BR¥EA A (78 4 #K) = 4,842 14 7,500 6,965 19,321
Mr Chang Chih-Kai R AE = 1,506 = 1,875 2,830 6,211
Mr Chang Chih-Chiao RAFRE = 1,506 = 1,875 2,394 5,775
Mr Chen Tommy Yi- Hsun B4R E 64 = 1,520 8 7,500 1,012 10,040
Mr Huang Shun-Tsai R A e A 72 S S S S 7
Mr Kuo Jung-Cheng BREEE 7 = = = = 7
Mr Lee Ted Tak Tai BEREAE 362 = = = = 362
506 9,374 2 18,750 13,201 41,853
2011 “F——if
Name of director HFHIEL
Mr Chen Ying-Chieh (CEO)  BRIEZASJEA (T BARK) = 4,160 19 11,053 9,351 24,583
Mr Chang Chih-Kai AL = 1,869 = 5,625 3,799 11,293
Mr Chang Chih-Chiao REGLEE = 1,869 = 5,625 3215 10,709
Mr Chen Hsien Min BB REA 3,461 513 14 30,000 7,014 41,002
Mr Chen Tommy Yi- Hsun USRI = 988 7 7,500 2,446 10,941
Mr Hsiao Hsi-Ming R A 72 = = = = 7
Mr Huang Shun-Tsai i IE R e 7 = = = = 7
Mr Kuo Jung-Cheng BEESAE 72 - - - = 72
Mr Lee Ted Tak Tai FEREE 121 = = = = 121
3,798 9,399 40 59,803 25,825 98,865
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NOTES TO THE FINANCIAL
STATEMENTS

St 955 ¥t 3 Wi

14 EMPLOYEE BENEFITS EXPENSE
(CONTINUED)

14 1@ 5 & A B 32 (4])

heamEH AL

ERN> AR EHFEANATATE =4 (%
—— A A EH S K a RO R
FxWE - REE_EF-ZF+2H
=t —HILFE B EGWA AL

(c¢) Five highest paid individuals (c)
The five highest paid individuals for the year include three
(2011: five) directors whose emoluments are presented
above. The emoluments of the remaining two individuals
during the year ended 31 December 2012 are as follows:

M T
HKS$’ 000
Tt
Salaries, allowances and bonuses B - BT R AEAL 7,059
Share-based payment expense DA 053 27 B i 2 A 3K B 32 6,845
13,904
Number of individuals
Emolument bands T 4 W £ N i
HK$6,000,001 to HK$7,000,000 6,000,001 7T 7,000,000 JC 1
HK$7,000,001 to HK$8,000,000 7,000,001% 7T 8,000,000 JC 1
2

ZNE IR I S R N
SCATAR AT & > A 5 e 5] 555 I A AR £
o BRI AR SR [ IR 22 4 ) Bl 1
WA - R HEBER AL REH AL
¥ 4 ik % B[R] AR A TP 4 o

No emoluments have been paid by the Group to the
directors or the five highest paid individuals as an
inducement to join or upon joining the Group, or as
compensation for loss of office. No directors or the five
highest paid individuals waived or agreed to waive any
emoluments during the year.

A BN B % R

WET A=+ —HIFE > KEHES
JEE N B ORELAEA 2 7] 3 35 AT B
) Z Fr e

(d) Remuneration of senior management by band (d)
The remuneration of the the senior management
(excluding directors and chief executive officer of the
Company) of the Group by band for the year ended 31
December is as follows:

2012 2011

TBTUE —E 4

Number of Number of

individuals individuals

Remuneration bands it T i N i N
HK$3,000,001 to HK$4,000,000 3,000,001 JC £4,000,000% JC 1 =
HK$4,000,001 to HK$5,000,000 4,000,001 7€ 25,000,000 7T 1 =
HK$5,000,001 to HK$6,000,000 5,000,001 7€ 26,000,000 7T - 1
HK$6,000,001 to HK$7,000,000 6,000,001 7€ 27,000,000 7T 1 1
HKS7,000,001 to HK$8,000,000 7,000,001 7€ 28,000,000 7T - 1
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NOTES TO THE FINANCIAL S0 % e 5 B

STATEMENTS
15 INTANGIBLE ASSETS 15 W& E
Group
AL
License
Goodwill rights Trademarks Total
W REER AR i st
HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
Tl T SR T
(Note)
(P &E)
Cost BAAE
At 1 January 2011 R_F——FE—-H—H 26,618 45,844 73,832 146,294
Exchange adjustment W 3¢, 3 41 1,837 3,180 5,058
Additions RE = 1,966 = 1,966
At 31 December 2011 o F——FE+ " H=Z+—H 26,659 49,647 77,012 153,318
Exchange adjustment e 56, 77 10 461 795 1,266
Termination of a license right H Ak — R R - (2,340) - (2,340)
At 31 December 2012 BWoFE—"HEF+H=Z+—H 26,669 47,768 77,807 152,244
Accumulated amortisation and impairment 2 54 8 & ik
At 1 January 2011 R_-F——E—J—H 10,606 2,303 3,496 16,405
Exchange adjustment W 3¢, 3 = 120 224 344
Amortisation ] = 2,873 3,770 6,643
At 31 December 2011 o F——FE+ " H=Z+—H 10,606 5,296 7,490 23,392
Exchange adjustment e 56, 77 = 66 121 187
Amortisation 8 = 2,906 3,858 6,764
Impairment A E = = 7,000 7,000
Termination of a license right H b — A R - (551) - (551)
At 31 December 2012 BWoFE—"HE+"H=+—H 10,606 7,717 18,469 36,792
Net book value R T8 ¥
At 31 December 2012 RoE—-"F+ZH=+—H 16,063 40,051 59,338 115,452
At 31 December 2011 BWoFE——FEF+H=+—H 16,053 44,351 69,522 129,926
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NOTES TO THE FINANCIAL A W5 i 3% B G

STATEMENTS

15 INTANGIBLE ASSETS (CONTINUED) 15 ®IEEE (4)

Note: Goodwill is allocated to the Group’s cash-generating unit
(“CGU”) identified according to the operating segment.
The Group performs impairment tests on goodwill annually,
or more frequently if there is any indication that it may be
impaired, by comparing the recoverable amount to the carrying
amount as at the balance sheet date. The recoverable amount of
the CGU was determined based on value-in-use calculations.
These calculations used cash flow projections based on
financial budgets approved by management covering a 5-year
period. The pre-tax discount rate and the estimated weighted
average annual sales growth rate after the 5-year budgeted
period applied to the cash flow projections was approximately
20% and 2% respectively. The budgeted gross profit margin
and net profit margin were determined by the management for
the CGU based on past performance and its expectations for
market development. Management believes that any reasonably
foreseeable change in any of the above key assumptions would
not cause the carrying amount of goodwill to exceed the
recoverable amount significantly.

BERE - PRS00 C ZE AR R AR 40 T ) 43 2 A 4 T B

SEERA ((REeEE]) - KL
B AR (AN B AT RE (2 A T B 52
RIS AR %) AR E R - 7k B iR &5 5T B
i [e] <  BL R (A P o BH E AE B
< TSI TG 4 TR (BT R o AT
(5 PR AR A7 LR 4t o 2 T4 B TR Y 2 B
e B RNEHE o 7 TE ) AR B BOE B R
2 B 4 Ui IR BT 0 ) 2 R G B R R A
FEOINHET- 29 45 B 815 5 3= R 00 Bl 2% #920% B
2% ° B4 i AR B 2 T B A 2 AR 2
T phy 8 B o A SR K T 8 Bt R
TEHA 65 o A PRI ARAS o b At AT o ] o
RS ) BT ] 5 B0 T T LA TR > SR B
7 2 22 R AT A W A4 FE AT o o] < o

16 LAND USE RIGHTS 16 -+ 3 {3 FA HE
Group
NG|
2012 2011
SR 4
HKS$’ 000 HK$’ 000
Tt T T
Cost WAAE
At 1 January w—H—H 74,438 71,299
Exchange adjustment BEE 53, 3 B¢ 784 3,139
Disposal & (683) -
At 31 December WA =+—H 74,539 74,438
Accumulated amortisation S
At 1 January w—H—H 23,242 20,963
Exchange adjustment [ 5, 7% & 194 668
Amortisation 5 1,687 1,611
Disposal & 331 -
__At31December RE=A=t—-" 24792 23,242
Net book value I T
At 31 December W+ZA=+—H 49,747 51,196
At 1 January w—H—H 51,196 50,336

As at both 31 December 2012 and 31 December 2011, all land
use rights were held in Mainland China on leases of between 10
to 50 years.

Daphne International Holdings Limited

= OK e BB E R AR A A 88

WoEz—-—"F+ A=+ —H A _F——4F
+ZA=+—H > A L sl B RE R T R
WA E £ H > BI10E504F o



NOTES TO THE FINANCIAL S0 % e 5 B

STATEMENTS
17 FIXED ASSETS 17 [ & @&
Group
KER
Furniture,
fixtures
Leasehold  Construction- Plant and and Motor
Buildings improvements  in-progress  machinery  equipment vehicles Total
fRf
By HEHEEE  KFRIE  ERERES  EELSE fH Wt
HKS$' 000 HKS' 000 HK$' 000 HK$' 000 HK$' 000 HKS$' 000 HKS’ 000
i Tt T T i T i
Cost A
At 1 January 2011 R-F——4—-H-H 466,431 458 601 53,762 146,436 175,001 44,69 1,345,149
Exchange adjustment i3l 21,366 18,155 2,09 6,838 7823 2,033 58,305
Additions wE 24255 211381 30,787 11,601 62,043 7,602 349,669
Transfer i 35,131 2,084 43,257) - 5,142 - -
Disposals il = (180,244) s (3.825) 9,512) (1.732) (195313)
At 31 December 2011 REF——E+ZA=+—0 47183 510877 45382 161,030 240,723 52,505 1,557.810
Exchange adjustment EAE 1741 8,578 6 1,519 3,097 559 21,500
Additions WE 145,929 318,502 10,99 7533 58,795 5,001 546,776
Transfer Lt 42,508 8387 (52.231) 973 363 = 5
Disposals ik (4754) (105,420) 5 (33,604) (12,178) (6,135) (162,001)
At31 December 2012 3 St iy I et 738,607 740,924 4153 137471 290,800 52,040 1,963,995
Accumulated depreciation ZithE
At 1 January 2011 R-F——4—-H-H 82,161 297232 - 126,710 96,517 31,679 634,299
Exchange adjustment i3l 3,803 10421 = 5,968 4216 1423 25,831
Depreciation fiE 12,280 118,390 - 8,176 33303 5363 177,602
Disposals ik = (166,357) s (3,762) (7,926) (1,539) (179,584)
At 31 December 2011 R-F——%+ZR=1—H 08,244 259,686 = 137,092 126,200 36,926 658,148
Exchange adjustment EsiA% 1,148 4267 = 1,286 1714 403 8,818
Depreciation fiE 13,174 183,952 5 8,445 40,444 6,194 252,200
Disposals il (2.508) (85.978) 5 (33.399) (10,905) (5.974) (138.764)
At31 December 2012 e St iy I et 110,058 361,927 = 113,424 157453 37,549 780,411
Net book value A
At 31 December 2012 REZF-ZEFZAZ+-H 628549 378997 4153 24,047 133,347 14491 1,183,584
At31 December 2011 S s St 448,939 251,191 45382 23,038 114,523 15,669 899,662
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NOTES TO THE FINANCIAL
STATEMENTS

18 INVESTMENTS IN SUBSIDIARIES

St 955 ¥t 3 Wi

18 A PR 2 Wl 2 1 E

Company
Y, Ny |
2012 2011
R R4
HK$’ 000 HK$’ 000
Tt T #5 7T
Unlisted investments, at cost FEHHRE > A E 368,822 368,822

The following is a list of the principal subsidiaries as at 31

TREGIN -F-F A=+ —HZE

December 2012: N /A=
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
) MR CRYO4 VI T
4 BN JBE AR 4 % EEEHE
Aee International Ltd. ® China USD8,580,000 59.96  Distribution of footwear
EEMMREE (LR ARARO [ 8,580,000 JC and accessories
3 S R O I
Alldevelop Holdings Limited British Virgin Islands 1 share of US$1 each 100 Investment holding
Y il 1 P T {1 25 0 2 Jhe RE R
Cheng Lin Shuyang Shoes Co. Ltd. ® China US$500,000 100 Processing of footwear
RFREE LG A RA RO 1 500,000 7C TR
Colossus Asia Limited Hong Kong 100 ordinary 59.96  Retail distribution of
SHE 5 A PR i shares of HK$1 each footwear and
1008 45 % 1 {1 accessories
19 70 2 48 ik T BB
Je Bl
Dafu Footwear Co., Ltd. Hanjiang China US$3,180,000 90  Manufacture of footwear
Putian City © w3 3,180,000 JC B B
HHTRITAFELEARAF
Dasheng Footwear Co., Ltd. China US$4,285,700 100 Manufacture of footwear
Putian City ® B 4,285,7003 7T Bk B
TR R A RA R
Daphne Korea Co. Ltd. Korea KRW300,000,000 100 Research and development
i 300,000,000 & of fashion design
TR % IRy ¥ 5 T
Daphne Marketing Co., Ltd. Taiwan NTD300,000,000 92 Retail distribution of
J W7 B 5 B A A PR A ) =2 300,000,000 & footwear and
accessories
FENHBE
A
Daxin Footwear Co., Ltd. Putian City ® China US$1,500,000 100 Processing of footwear
5 H IR VLK R SE A R A R © o 1,500,000 7© TR
Daxing Shoe Material Co., Ltd. China US$1,499,925 100 Manufacture of footwear
Hanjiang Putian City ® 1 1,499,925 70 3 R

P T B TR LR A A PR )
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NOTES TO THE FINANCIAL
STATEMENTS

S 25 e % Bt ik

18 INVESTMENTS IN SUBSIDIARIES 18 R B AW ZE ()

(CONTINUED)
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
Ak i, CRT /B8R Pifehs
% B 1 B AR 5 A % FEEH
Despina Fashion (Shanghai) Co., Ltd. ® China RMB20,000,000 100 Distribution of apparel
BRI (L) HRRA R H 20,000,000 A [ # and accessories
388 M # % B
Full Pearl International Limited British Virgin Islands 3,294 shares of 59.96  Investment holding and
ELBEIRARA A B LR S US$1 each trading of footwear
3,294 ¢4 it 1 {H and accessories
1E I &M BEERRESE
BERTRE 5 S LA
Fuzhou Da Yue Footwear Co. Ltd. China US$300,000 100 Processing of footwear
MM R B SE A R A F O 1 300,0003 ¢ T E R E S
Gentlefit Trading Limited Hong Kong 100 ordinary shares 100 Trading of footwear
HHE S HRAH s of HK$1 each; 13,055,667 material, investment
non-voting deferred and trademark holding
shares of HK$1 each @ HEEMEDE
100/ 55 % 11 {8 BE Rk
LT 2
13,055,667 /i 5 % 180 (A 17 7T
2 A T AR A R A
Guang Ze Da Yi Footwear Co., Ltd. ® China US$300,000 100 Processing of footwear
EBAEHEARAR O 1 300,0003 7T T E R E S
Jiangxi Dachuan Footwear Co., Ltd. ® China US$1,400,000 100 Processing of footwear
LR RIEEEAR R AR o 1,400,000 7© T EERE
Jiangxi Da Qian Footwear Co. Ltd. ® China US$300,000 100 Processing of footwear
LR TEEARAFO 1 300,0003 7T T E R E S
Modern City Development Limited Hong Kong 100 ordinary shares 100 Investment holding
B HH % A PR A A s of HK$1 each; BE P
10,000 non-voting
deferred shares of
HK$1 each @
100/ & % 1 1A
1T 2 H R
10,000 5 % 1 {1
I TE 2 4% 5
TR R A R A
Prime Success (BVI) Limited British Virgin Islands 5,000,000 shares 100 Investment holding
HHELTE of US$0.01 each BEE R
5,000,000/ A i
M {H0.013 7T 2 i
Putian Hanjiang Footwear Co., Ltd. @ China US$6,000,000 85  Manufacture of footwear
HH AR AR AR el 6,000,000 7T B R

91

Annual Report 2012
SE U E



NOTES TO THE FINANCIAL
STATEMENTS

18 INVESTMENTS IN SUBSIDIARIES

St 955 ¥t 3 Wi

18 A Bt 2 Wl 2 % (4])

(CONTINUED)
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
AL ERY4 TN
H BN LNz % FEEH
Shanghai Guang Wei China US$4,600,000 87.8  Manufacture of footwear
Industry & Commerce Co., Ltd. @ Hr 4,600,000 7T B0k B
FEEEERRA R
Shoebox Holdings Limited Hong Kong 10,000 95  Investment and
SR MR A R W] &k ordinary shares trademark holding
of HK$1 each B KA
10,0000 4
T {E 1345 0 2 % 40 1
Taizhou Rong Wei Shoes Co. Ltd. ® China US$1,000,000 100 Processing of footwear
BMEERERRAFO 1 1,000,000 7G T EE R S
Daphne Investment (Group) Co., Ltd. China US$30,000,000 100  Distribution of footwear
(formerly known as Victoria Success s 30,000,0003 7T and accessories and
Investment Co., Ltd.) ® investment holding
BRI AR S EEERE i &
(AR BHE () i {4 DA R
fR ) ®
Victoria Success (Shanghai) Limited ® China US$23,000,000 100  Manufacture of footwear
KBEEE (LB ARARO 1 23,000,000 7C B BT
Victoria Success Shoes (Sugian) China RMB3,000,000 100 Processing of footwear
Co. Ltd. ® i 3,000,000 A [ 0BT
KB (1H8) ARAF®
Winson Union Limited Hong Kong 10,000 ordinary 100 Investment holding
KA WA IRA R T shares of HK$1 each BEPE
10,000 % i 1 K
1 70 2 4 i
Yangzhou Quanwei Industry & China US$700,570 100 Processing of footwear
Commerce Co., Ltd. ® H 700,570 7T T EERRE
BB EEEARARO
Zhumadian Victoria Success China US$500,000 100 Processing of footwear
Footwear Co., Ltd. ® i 500,000 JG IR S
BEEE Gk R EHRAF®
HEEMEARAR® China RMB250,000,000 95  Distribution of footwear,
t 250,000,000 A F ¥ apparel and
accessories
3 B R
i i 2% i
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STATEMENTS

18

19

20

INVESTMENTS IN SUBSIDIARIES
(CONTINUED)

Notes:

(a) These companies were established in China in the form of equity
joint ventures.

(b) These companies were established in China in the form of wholly
foreign-owned enterprises.

(¢) Other than investment in Prime Success (BVI) Limited and
Full Pearl International Limited which are held directly by the
Company, all subsidiaries shown above are held indirectly by the
Company.

(d) The non-voting deferred shares practically carry no rights to
dividends, nor rights to receive notice, nor rights to attend and
vote at any general meeting of the respective companies, nor
rights to participate in any distribution on winding up.

(e) None of the subsidiaries had any debt securities outstanding at
the end of the year or at any time during the year.

AMOUNT DUE FROM A SUBSIDIARY -
COMPANY

The amount due from a subsidiary is unsecured, interest-free
and repayable on demand.

INTERESTS IN ASSOCIATES

S 25 e % Bt ik

18 iR Bt & o vl 2 0 (%)

3

A

(a)

(b)

()

()

(©

ZE NSRRI B 'R -

%SO T By R R R AL 2 A AN AR 3

% A Prime Success (BVI) Limited & & 2 B [
HARAFZEETIRAAR HERAGS > |
| e A A B ) A ) R R o

45 RO S A 3 B R b SR SO B 8
Z B S B W% 2y FME AR B SRR & 2 4 sl
Ji FBE SRR 300 A b R o A B A LI R
IR I AR 22 BELAT: A 739K

25 B e 2 TS A A& AR TR AT ] B AL 08 A o
AR BB R 5 -

19 6 e — 2T i JBG 2 ] M6 ik — A 2%

A s — ] S 2 SR KT IS~ S Sl
T ME BRME 2

20 B A F 2 HE 4

Group
A
2012 2011
R ZF——4F
HK$’ 000 HKS$’ 000
T#0 T
At 1 January #—H—H 3,359 3,338
Exchange adjustment HEE 5, i B¢ 58 150
Share of (loss)/profit of associates JE AL 2 A 7 (R 3R) /LA (8,150) 421
Dividend received or receivable B i s R R (212) (550)
Reclassified from available-for-sale financial assets (Note) H 7] Hi /8 4 il & 2 & 37088 (Fff 1) 16,000 =
At 31 December Rt+=ZH=+—H 11,055 3,359
Annual Report 2012
93 o



NOTES TO THE FINANCIAL A W5 i 3% B G
STATEMENTS

20 INTERESTS IN ASSOCIATES 20 A BEE 2 El 2 B (4
(CONTINUED)
Details of the associates as at 31 December 2012 are as follows: AN B—THFEF+H=+—H BEN[Z
GACEUNNE
Place of Particulars Interest
incorporation/ of paid-up held
Name operation capital indirectly Principal activity
R Fir %
4 B b B OB ATER RS EEEH
%
Dayong Shoe Material Co., Ltd. China RMBS5,457,000 30  Manufacture of
Hanjiang Putian City G2 5,457,000 \ [ s shoe materials
TR LR K B A R A B HEY R
Jingxing Shoe Industrial Co., Ltd. China USD4,900,000 30  Manufacture of
Putian City w 4,900,000 74 footwear products
TR L R A R A B3 U
Summarised financial information of the associates on a gross T BB N T Y R i R R

basis is as follows:

2012 2011
e e
HK$’ 000 HK$’ 000

Tt T#: 7T
Assets HE 69,441 10,691
Liabilities AR 88,826 439
Revenues A 222,738 13,990
(Loss)/profit (E48) /2 F (27,165) 1,404
Note: Following the expiry of an agreement signed with the major Mtk : fEELF H ML E EHEARAR ([ ])
shareholder of Jingxing Shoe Industrial Co., Ltd. Putian City ZREREETTZEERE > NAEE
(“Jingxing”), the Group reclassified its 30% equity investment v 4 B 2 30% B A % % i m] o 4 il B A
in Jingxing from an available-for-sale financial asset to an WO E RS AT > R F—
associate with a carrying value of HK$16,000,000 as at 1 H— B Z B8R {H %5 16,000,000 7G -
January 2012.
21 AVAILABLE-FOR-SALE FINANCIAL 21 W HNESREE
ASSET
Group
AL
2012 2011

g CE
HKS$’ 000 HK$’ 000

AR P RGP
Unlisted equity investment, at fair value FEEWBAERE > A TEME 624 16,624
As at 31 December 2012 and 31 December 2011, the Group’s WoE—-TFEtT A= H K E 4
available-for-sale financial asset is denominated in RMB. +oA=+—H0 > AEFEZTHESBEE

Ty AN B I 45 S B4 o

Daphne International Holdings Limited
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21 AVAILABLE-FOR-SALE FINANCIAL

S 25 e % Bt ik

21 ] A el (A)

ASSET (CONTINUED)
Group
A
2012 2011
—E - —FE-—F
HK$’ 000 HK$’ 000
T#x THTT
At 1 January r—H—H 16,624 63,183
Reclassified to interests in associates (Note 20) B M BN | 2 B (K EE20) (16,000) =
Addition NE - 15,313
Fair value loss on available-for-sale financial asset A 8 4 il & & 2 A FE A B = (61,872)
At 31 December BtHZA=+—H 624 16,624
22 INVENTORIES 22 #8§
Group
A
2012 2011
—®—Z& —T——F
HKS$’ 000 HK$’ 000
TG T
Raw materials J b1 K 38,112 44,097
Work-in-progress 1 5 44,006 70,662
Finished goods B RG 2,286,772 1,943,767
2,368,890 2,058,526

Inventories are stated net of provisions for impairment of

AR+ A=Z+T— 0 &Ik

HK$204,796,000 (2011: HK$146,143,000) as at 31 December 4 77 15 3o {H #5 #15204,796,000% o6 (. F — —
2012. 4 1 146,143,000% 7C) 5 iR -

23 TRADE RECEIVABLES 23 H© 5 R

Group
p: N
2012 2011
o . e
HK$’ 000 HK$’ 000
F# L T T
Trade receivables B Ty IR 3K 349,129 276,217
Less: Provision for impairment of receivables o R AT R 4 (2,433) (1,914)
Trade receivables — net & 5 MES IR 3K — 1B AR 346,696 274,303
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23 TRADE RECEIVABLES (CONTINUED) 23 B 5 ME WOk K (A7)
Movement of provision for impairment of trade receivables is H o MEWOIR FO B g 2 B B s R -
as follows:
Group
A4
2012 2011
TR R ——F
HK$’ 000 HK$’ 000
T# T T T
At 1 January w—H—H 1,914 1,721
Exchange adjustment FEE 51, 74 & 33 =
Provision for impairment BAE B 2,408 580
Write-back of provision for impairment 9 5 A 3 ) (736) (157)
Receivables written off during A A BB 0 R AS BT i T
the year as uncollectible 2 MR 3K (1,186) (230)
At 31 December wt+—_H=+—H 2,433 1,914
The ageing analysis of trade receivables by invoice date is as %i‘%%ﬁ IR 2 52 5% JE AR MR % A
follows: e
Group
A 4
2012 2011
R T E—4F
HK$’ 000 HK$’ 000
T# T T-#5 7T
0 — 30 days 0230H 234,392 215,865
31 - 60 days 31260H 73,478 40,294
61 —-90 days 61%90H 20,022 9,762
91 - 120 days 91&120H 8,135 4,422
121 — 180 days 1212180H 5,989 1,974
181 - 360 days 181 %360 H 4,101 818
Over 360 days 360H L) | 579 1,168
346,696 274,303

As at 31 December 2012, trade receivables of HK$281,903,000
(2011: HK$237,077,000) were neither past due nor impaired.
These related to a number of independent customers for whom
there was no relevant history of default. The ageing analysis
by past due date of trade receivables that were past due but not
impaired is as follows:

W oFE—-"F+_HA=1+—H > "85 EIKIE

#281,903,0004% 7T (—F——4F : 237,077,000

W) M A A B B - 5% S AR B R

L AN IRE AT 2 B E T o Hemil e #

%?%@ﬂ;ﬁ@ﬁmﬁz%%ﬁ?m&%ﬂ&@@%
1] :

Group

AL H
2012 2011
SEAE S
HKS$’ 000 HK$’ 000

Tt T #5 7T
Not past due iv A% 4 1 281,903 237,077
1 - 30 days past due w1 %30 H 36,993 18,669
31 — 60 days past due 31260 H 12,086 10,006
61 — 90 days past due w61 £ 90H 5,384 4,034
91 — 120 days past due w912 120H 3,287 1,735
121 — 180 days past due i HA121 2 180 H 3,746 1,357
181 — 360 days past due 71812360 H 3,297 1,425

346,696 274,303

Daphne International Holdings Limited
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23 TRADE RECEIVABLES (CONTINUED)

The carrying amounts of trade receivables are denominated in
the following currencies:

S 25 e % Bt ik

23 ¥ 5 WOk ()
B 5% ME WOHE 3K 2 BT 1L ) 8 W (-

Group

A4 M
2012 2011
R - F 4
HKS$’ 000 HK$’ 000
Tt T #5 7T
RMB ANRH 297,656 226,529
UsD X7 35,921 36,574
New Taiwan dollar (“NTD”) marma) 12,893 10,855
HKD EPH 226 345
346,696 274,303
The carrying value of trade receivables approximated its fair 2 5 ME S B 2% 2 B T (L B LN P (A A5 -

value. The Group generally allows an average credit period of
30 to 60 days to its trade customers other than major and long
standing customers with whom specific extended terms will be
agreed between the Group and the relevant counter parties.

24 CASH AND CASH EQUIVALENTS

AL [ — ke TS B R P 1930260 H {7 B
Mo EEERRMEF 2 RH TR A5 551
P A 4 T BELA B 2 5 R T E o

24 HERBE%ED

Group Company
AL A2 7
2012 2011 2012 2011
TE T F M DR F 4
HK$°000 HK$000 HK$000 HK$ 000
T#t T 0 T#o T 0
Cash at banks and in hand SRATAF 3 K F L 4 768,367 723,715 42 150
Deposits with banks within 73 5 =8 A LK
three months of maturity Z AT K 726,392 1,072,029 = =
1,494,759 1,795,744 42 150

The carrying amounts of cash and cash equivalents are
denominated in the following currencies:

Bl R Bl e S EY) 2 MR EM{ELLL T 51 8 W s (E

Group Company
N A ]

2012 2011 2012 2011
BT T E - BT E
HK$°000 HK$ 000 HK$ 000  HK$ 000
Tt T T Tt T T
RMB N 1,323,636 1,639,018 - -
USD P 98,655 63,848 6 7
HKD T 48,026 72,710 36 143
NTD A 24,382 19,894 - -
Korean Won i [ 15 244 = =
Others HoAth 45 30 - =
1,494,759 1,795,744 42 150
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STATEMENTS
24 CASH AND CASH EQUIVALENTS 24 Bl RBEFHD ()
(CONTINUED)
As at 31 December 2012, the weighted average effective AR —-THE+ A=+ —H o REFEFK
interest rate of the Group’s bank deposits within three months A = A8 A LLIR 22 8847 7F 30 22 INHE - 25 6 B
of maturity was 1.53% (2011: 1.49%) per annum. AR 153E (T F——4F 1 1.49JF) o
RMB is not a freely convertible currency in the international N BREEAA] A B BT 85 3 i Sk o AR
market. The conversion of RMB into foreign currencies and S 6 27 0 W S R L e (B A b 7 32 o B A B
remittance of RMB out of the Mainland China is subject to the JiF 9 A 22 A1 REE 47 T KR R B v KRR
rules and regulations of exchange control promulgated by the
government of the Mainland China.
25 TRADE PAYABLES 25 ¥ 5 A Bk
The ageing analysis of trade payables, including trade balances Y g B H IR 2 B 5 AT K (BL T8 FE A A
due to related parties (Note 34(a)) by invoice date, is as Wt 2 B 5 554 (B 5E34(a)) ) BRES M a0 R
follows:
Group
AL E
2012 2011
TR T E 4
HK$’ 000 HK$’ 000
T#u T# T
0 —30 days 0%30H 400,350 592,334
31 - 60 days 31260H 217,710 157,978
61 — 90 days 61290H 228,815 46,896
91 — 120 days 91%120H 9,711 14,650
121 - 180 days 1212180H 4,082 3,448
181 — 360 days 181F360H 5,137 3,351
Over 360 days 360H Lk 146 474
865,951 819,131
26 BANK LOAN - UNSECURED 26 SRATH K — MK

As at 31 December 2012 and 31 December 2011, the
Group’s unsecured bank loan was denominated in NTD and
repayable within one year. The carrying value of the bank loan
approximated its fair value.

As at 31 December 2012, the effective interest rate of the bank
loan was 2.8% (2011: 2.8%) per annum.

As at 31 December 2012, the Company has given guarantees
to various banks to secure general banking facilities granted
to certain subsidiaries amounting to HK$130,015,000 (2011:
HK$168,895,000) and no such facilities were utilised.

Daphne International Holdings Limited
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STATEMENTS
27 SHARE CAPITAL 27 A
Group and Company
AEMRALF
2012 2011
ot It “2——%
Number of Number of
ordinary shares ordinary shares
of HK$0.10 each HK$ 000  of HK$0.10 each HK$’ 000
M 1 £A0.103 7T B R {50.104 T
ZEEREHE T#n zEaEkEHE T
Authorised: EE
At 1 January and 31 December R=A—HRk+-H=1+—H 10,000,000,000 1,000,000 10,000,000,000 1,000,000
Issued and fully paid: CETRAR
At 1 January w—R—H 1,640,962,384 164,096  1,637,892,384 163,789
Issue of shares upon exercise of share options i fi H 18 17 {1 I 38 £ 7,280,000 78 3,070,000 307
At31 December R+ZA=1-H 1,648,242,384 164,824 1,640,962,384 164,096
During the year ended 31 December 2012, share options wEE - F—-"HFt+_HA=F+—HILFEE
were exercised by grantees to subscribe for 7,280,000 (2011: TR N B AT (8 5 B LA 52 7,280,000 8 % 17
3,070,000) shares at the exercise price of HK$6.19 (2011: (= F——4F 1 3,070,000/ B ) > 47 {815 £
HK$6.19) per share. The total proceeds were HK$45,063,000 B 6. 191 6 (. F ——4F : 6,199 J0) ° At
(2011: HK$19,003,000). 5 R T AR B 1545,063,0000 00 (—F——4F ¢
19,003,000 75) ©
28 EQUITY SETTLED SHARE-BASED 28 DAHE 4R &5 S DLty 2 B 0 2 ATk R

PAYMENT TRANSACTIONS

Pursuant to the share option scheme adopted and amended
on 29 May 2003 and 7 December 2009 respectively, the
Company may grant share options to eligible persons including
the executive and non-executive directors, employees and
consultants employed by the Group. The share options are
generally valid for a period of ten years and will lapse if
the grantees leave the Group before the share options are
exercisable. The Group has no legal or constructive obligation
to repurchase or settle the share options in cash.

The total number of shares which may be issued upon exercise
of all share options to be granted under the share option
scheme must not in aggregate exceed 10% of the shares of the
Company in issue on 17 June 2008, the date of approval of the
refreshment of the scheme mandate limit by shareholders of the
Company after the adoption of the share option scheme on 29
May 2003. The Company may grant up to 163,789,238 share
options, representing 10% of the shares of the Company in
issue as at the date of refreshment of the scheme mandate limit.

929

5

REHAR —EEZ=FHA T IAKR-F
TIAE+ AL B R KA RT 2 1 B st
B AN A ERSEY > AEATE
HLEFNTEF - R B KALE R
P52 B M o B BCME A O — R+ 4F > T
fied A 452 7 T i FBCHEE T AT o TS TR AR B A 4R
B B O SRR o A 4R SN A 3 E K
SE AT LA B 42 1 (1] 545 15 10 PR -

R 9 1 PO R - ) 52 o 2 2 O S ME AT
W] T84T 2 M A8 A LRt —
TENENATLH (R FE=41H
T U B R R B AR 0 A R R
WEE B ah B R RERR R ) AN A B 81T
13 Z10% » 75 /> B) A] 4% 111163,789,238 17 Ji§ /i
HE > MR R R B RER R A AR B
BT Z210% -
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28 EQUITY SETTLED SHARE-BASED 28 DAREAR G S DLy 25 BE 0 2 ATk &R
PAYMENT TRANSACTIONS (CONTINUED) o (#8)
Movements in the number of share options outstanding and R AT 2 M RE S E S L S 2 A S
their weighted average exercise prices are as follows: ZHEEWT
2012 2011
B SN S —F——4
Weighted Weighted
average Number of average  Number of
exercise share exercise share
price options price options
T HE - 35 TN HE - 2
TR RS H frfifE MR
HK$ HK$
#t Y
At 1 January w—H—H 6.33 66,075,000 6.23 68,125,000
Granted % 9.12 7,100,000 8.01 3,800,000
Exercised (hRcd 6.19 (7,280,000) 6.19  (3,070,000)
Lapsed KL 6.19 (1,800,000) 6.45 (2,780,000)
At 31 December R+=_H=+—H 6.66 64,095,000 6.33 66,075,000
Details of the share options outstanding as at 31 December are st H =4 H M R AT B RE SR N
as follows: T
Grant date Note Exercise price Number of share options
i B ek AT il BB HE B H
2012 2011

e

27 January 2010 —EF-FE-HA-+tH (a) HK$6.19 51,595,000 60,675,000
6.19%5 70

22 July 2010 “E-FHELAZ+ZH (b) HK$7.61 1,600,000 1,600,000
7.61% 7t

27 January 2011 —F-—F—H=+tH (a) HK$7.84 2,500,000 2,500,000
7.84% ot

19 August 2011 —EF—-—FEAH+IH () HK$8.35 1,000,000 1,000,000
8.35¥ 7t

28 October 2011 —E—-—FE+HZ+/N\H (©) HK$8.30 300,000 300,000
8.30i5 7t

11 January 2012 S e e E| (d) HK$8.27 3,200,000 -
8.27¥5 7T

20 March 2012 E-THE=ZH+H (a) HK$10.132 3,300,000 =
10.132% 7t

13 July 2012 —EFE—-_4EA+Z=H (c) HK$8.214 300,000 =
8.2145 70

30 August 2012 —EFE—-4HENAZ=TH (c) HK$7.948 300,000 =
7.948# 70

64,095,000 66,075,000
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28 EQUITY SETTLED SHARE-BASED
PAYMENT TRANSACTIONS (CONTINUED)

Notes:

(a)

(b)

(©)

(d)

As at 31 December 2012, there are 28,000,000 (2011:
28,000,000) share options granted to directors of the Company,
of which 15% of the share options will vest on each of the
five anniversary dates of the date of grant and 25% of the
share options will vest, subject to certain performance targets
determined by the board of directors of the Company, on the fifth
anniversary of the date of grant.

As at 31 December 2012, there are 21,995,000 (2011:
24,175,000) share options granted to a director of the Company
and employees of the Group, of which one-fifth of the share
options will vest on each of the five anniversary dates of the date
of grant.

As at 31 December 2012, there are 8,400,000 (2011: 12,000,000)
share options granted to an ex-director and consultant of the
Company, of which 15% of the share options will vest on each
of the four anniversary dates of the date of grant and 40% of the
share options will vest on the fifth anniversary of the date of
grant.

As at 31 December 2012, there are 1,000,000 (2011: 1,000,000)
share options granted to an employee of the Group, of which one-
fifth of the share options will vest on each anniversary with the
first tranche starting on 1 April 2011.

As at 31 December 2012, there are 600,000 (2011: 600,000)
share options granted to employees of the Group, of which one-
third of the share options will vest on each anniversary with the
first tranche starting on 1 April 2011.

As at 31 December 2012, there are 900,000 (2011: 300,000)
share options granted to employees of the Group, of which
one-third of the share options will vest on each of the three
anniversary dates of the date of grant.

As at 31 December 2012, there are 2,500,000 share options
granted to an employee of the Group, of which one-fifth of the
share options will vest on each of the five anniversary dates of the
date of grant.

As at 31 December 2012, there are 700,000 shares options
granted to an employee of the Group, of which one-third of the
share options will vest on each of the three anniversary dates of
the date of grant.

101

S 25 e % Bt ik

28 DLHE &k %5 5 DL Ay 7 R B 22 AoF ok 22
5 (#1)

i -

(a)

(b)

(©)

(@

Mo —- 4+ A=+ —H kFH
28,000,000 (=2 ——4F : 28,000,0001) %
TARNFES 2 ERRE > A% b= B R
FABRAE H 454 57 8 15% - HfR25%78 /AR
FAEHEG T2 A TR B RN B
O R A TR AR R o

W oE -+ A=+ —H HH
21,995,000 (% ——4F : 24,175,0001%) #%
TA F R SRR B R B 2 SRR -
i AR E A A D SRS 2 — o

W-_ZE2—-"H#+_HA=+—8H%FfF
8,400,000 (% ——4E : 12,000,0001%) % T
AN B I B 2 WA > B AR H
AL T VO 3 A7 H B 5 B 15% - HAER40% R 1%
O H IR A AR A AR H B E

WoE -+ A=1+—H g
1,000,000 (=% ——4F : 1,000,0001%) ¥ T
REME—HE B 2 B ik —F——4F
WWH—HEFMEEEHRB LS — -

W o -+ H=+—H - 600,000
Py (T ——4F 1 600,00017) 1% F 74 £ H g 5
ZHERE A —F ——F W H — H LA
WA HEE =2 — o

W FE——FE+ - H=1+—H - #£4900,000
By (. F——4E 1 300,0001) % T A< % H 1§ &
Z BEERE > Pz B RS = RE S B
ERB =2 —

WoF——"%+_H=+—H H*FH
2,500,0000 4% T A £ W g B 2 WA > 1%t
B Bt AR E B R L 2 — -

AT E AR+ H =4+ —H 5 700,000/ 4%
TAEE —ZE B 2 BB > R E H
HFF=MEFASFEEE = 12— -
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STATEMENTS

28 EQUITY SETTLED SHARE-BASED

PAYMENT TRANSACTIONS (CONTINUED)

Fair value of share options and assumptions

The fair value of services received in return for share options
granted was measured by reference to the fair value of share
options granted. The weighted average fair value of the share
options granted during the year was HK$3.39 (2011: HK$2.88)
per share option which was determined using the Binomial
Options Pricing Model with significant inputs into the model as
follows:

St 955 ¥t 3 Wi

28 DLHE &k %5 5 DL Ay 2 2R B 22 AoF sk 22

5 (%)

Ji T3 HE 2 P 1 0 % A e

A R T A B RS 2 P T 2
TR 32 0 W RO 2 A PEEFH & - RN
2 W I RE 2 N OB (A T 2 8 23,395
JC (& ——4 2888 J0) > Jo4% —IE U
RE e B > % a2 3 El A S
T

2012 2011
SF - CE

Weighted average share price at measurement date A 51 & H 3 2 il #7359 Bt 12 HK$8.87 HK$7.92
8.87# 7T 7.92% 7t

Weighted average option exercise price TIRE - 359 B IR REA T (A HK$9.12 HK$8.01
9.12# 5t 8.01%5 7T

Expected annualised volatility TE A BE AL B WA 38.08% 37.26%
Weighted average risk-free rate TIRE - 35 40 JL B | 26 1.55% 2.30%
Expected option life T I W s EE 4 0 10 years 10 years
104 104F

Weighted average expected dividend yield T HE T2 2 R 1.91% 2.39%

Expected annualised volatility was determined by using the
historical volatility of the Company’s share price over the
previous three to five years. The expected life used in the model
has been adjusted, based on management’s best estimate, for
the effects of non-transferability, exercise restrictions and
behavioural considerations.
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29 RESERVES 29 fii i

Group

¥ L

Convertible Share-

Capital bonds ~ Warrants hased

Share redemption  Capifal ~ capital  capital  payment Tramslation  Merger  Stafutory  Retained

premium  reserve  reserve  reserve  reserve  reserve  reserve  reserve  reserves  profifs Total

DRt

Bk THERS dREE  BERZ
ROEE BARE RAGE EARE KERE  MERE EARE  AORE  EeRE REEN W
HK§'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000
Tt T T Tt Tt T T T TEx  TEx  TEx

(Note (2)) (Note (b))~ (Note(c))
(k) (Kike) (it
At 1 January 2011 RZF-—H—f—R 14,305 288 (199 617 330 88589 269759 W BN 21807 290543
Currency translation differences EHERER - - - - - - 144363 - - - 144363
Profi appropriations BHAR - - - - - = = N [ RA (5] S
Share of an associate”s reserve Elf-HEEATRE - - - - - - 150 - 12 1) 150
Proit for the year EREA - - - - - = = = 1 11
Dividends ke - - - - - - - - - (B31,106)  (231,106)
Write-back of unclaimed dividends BHKERRE S S S S S = - - - | 1
Share-based payment expense DUCEES A E S = = = = - ool = = e - 4606l
Transfer upon lapse of share opions - VR R AL FF = S - - - (2436) - - - 2456 -
Issue of shares upon exercise iR
of share options Bhkh 5,50 = = = - (68 = = = - 186%
At31 December 2011 REE——F 50,028 188 (197 26178 36330 95367 4142M 3 %503 2820046 3TN
TZAZ4-H
Cureency translation differences BEEREE - - - - - - 49,024 - - - 49,024
Profit appropriations BAAE S S S - - - - - 5103 (55163) -
Share of associates” reserves R lkBe A Gl S - - - - - 38 - 5 () 58
Profit for the year ERaA - = = = = = = = - 56T 955473
Dividends k& - - - - - - - - - (65)  (96509)
Write-back of unclaimed dividends BHAERRE S - - - - - - - - ] ]
Share-based payment expense DRBAEREL A - - = = - BB s s s - BIn
Transfer upon lapse of share options AR FE K R S S S - - - - - 2009 -
ssue of shares upon exercise [Rifid ¢ L
of share options kb 60,390 e e e - (16059) g g g TR
At 31 December 2012 RoF-CE 110418 288 (199 6178 33310 113456 4334 15567 3407058 46603512
TZAZ 1A
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NOTES TO THE FINANCIAL
STATEMENTS

St 955 ¥t 3 Wi

29 RESERVES (CONTINUED) 29 ik (4)

Company
Y N/
Convertible Share-
Capital bonds ~ Warrants based
Share redemption Contributed ~ capital ~ capital Translation  payment  Retained
premium  reserve  surplus  reserve  reserve  reserve  reserve  profits Total
VY
ek e ARER v} ¥4
Rl EERG AARE EARE EARE EXRE MXEE REEN it
HKS'000  HKS'000  HK$'000 HKS'000 HK$'000 HK$'000 HKS'000 HKS'000  HKS'(000
Téx  TEr  TEx TEx  TEx  TEx  TEx  TEx T#x
(Note (a)  (Note (d))
(Wit (K
At | January 2011 AZF———J—-0 24,505 2882 152,801 26,178 363,370 5,697 58,589 17271 651,383
Currency translation differences " %EE%E = = - - - 14,659 - - 14,659
Profit for the year EREA = - - = = = - 51031 251081
Dividends [i85) - - - - - - - (231,106)  (231,106)
Write-back of unclaimed dividends 8 I & HUR & - - - - - - - | I
Share-based payment expense DRI BB Z M3 S = S S - - 46,061 - 46,061
Transfer upon lapse of share TR I RE S A = = = - - - (2,456) 2,456 -
options
Issue of shares upon exercise I R AR
of share options Bk 25,59 = = = = - (68) - 1869
At31 December 2011 R2F——F 0028 288 152891 26078 3633710 20356 95367 39653 750725
tZAZ+-H
Cureency translation differences S E A = 5 5 = = 1,113 = = 1,113
Profit for the year ERER - - - - - = - B39 281319
Dividends i - - - - - - - (296525)  (296505)
Write-back of unclaimed dividends 4 [FI & U £ - - - - - - - 3 3
Share-based payment expense DNGYET ZATE - - - - - - %I - I
Transfer upon lapse of share TR A - = = = = - 09 209 =
options
Issue of shares upon exercise TR
of share options BT 60,390 - - - - - (16,05) - 44335
At31 December 2012 R_F-2% 110418 2882 152,891 26,178 363370 21469 113456 26479 817,143
TZA=+-A
Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

29 RESERVES (CONTINUED)

Notes:

(a)

(b)

()

(d)

(e)

Capital redemption reserve

The capital redemption reserve represents the nominal amount of
shares repurchased by the Company in 1999.

Merger reserve

The merger reserve represents the difference between the
aggregate nominal amount of the share capital of the subsidiaries
at the date on which they were acquired by the Company and
the nominal amount of the share capital issued by the Company
as consideration for the acquisition pursuant to the corporate
reorganisation in 1995.

Statutory reserves

As stipulated by regulations in Mainland China, the Company’s
subsidiaries established and operated in Mainland China are
required to appropriate a portion of their after-tax profit (after
offsetting prior year losses) to the statutory reserves and
enterprise expansion fund, at rates determined by their respective
boards of directors. The statutory reserves can be utilised to
offset prior year losses or be utilised for the issuance of bonus
shares, whilst the enterprise expansion fund can be utilised for
the development of business operations. When the statutory
reserves reach an amount equal to 50% of the registered capital of
the Company’s subsidiaries, further appropriation is optional.

Contributed surplus

The contributed surplus of the Company represents the difference
between the aggregate net assets of the subsidiaries acquired
by the Company under the corporate reorganisation in 1995
and the nominal amount of the Company’s shares issued for the
acquisition.

Distributable reserves

The Company’s reserves available for distribution to its owners
of the Company comprise share premium, contributed surplus,
fair value adjustment of warrant capital reserve, translation
reserve, share-based payment reserve and retained profits. Under
the Companies Law (Revised) of the Cayman Islands, the share
premium of the Company is available for paying distributions
or dividends to owners subject to the provisions of its Articles
of Association and provided that immediately following the
distribution or the payment of dividends, the Company is able to
pay its debts as they fall due in the ordinary course of business.
The share premium may also be distributed in the form of fully
paid bonus shares. In accordance with the Company’s Articles of
Association, dividends shall be payable out of the profits or other
reserves, including the share premium, of the Company.
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S 25 e % Bt ik

29 fii i (4)

it

(a)

(b)

©)

(d)

(e)

it 74 B 1] it A

IS A B [ £ 5 5 A 2 R — JUIUUAR I (| A%
iy < T °

& U Aot

o DF £k 485 41 B JB8 2 W B AS 8 RO H 2
e A T (L AR SRR Y RIAR BB — UL IL4E A 7
AL 25 ST AR T SR AT AR T (EL P 2 2
A o

ek AT N N/ i R T [N B Y
T 5% 4% 2 T JBG /2 R ZE 0 LB AR 28R (AR 4K
—EERIRR) 2 AR E M R
BRI WAL BhHEAFS A 2 HE
B E o IR A N AR IR SN b —4F S 1R
B AR BT AL > T A L g R L 4 ] AR g
JREH S o dEE B AN T E A A
FE & ARS0% % AT BEEE N B o
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TR LA 2% A 22 8 A SO At (oA (6 4% I 173 ik
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NOTES TO THE FINANCIAL
STATEMENTS

30 CONVERTIBLE BONDS AND WARRANTS

On 12 June 2009, the Company issued unlisted and unsecured
RMB denominated USD settled convertible bonds due in 2014
(the “Bonds™) and unlisted warrants to subscribe 100 million
new shares of the Company (the “Warrants”) in an aggregate
principal amount of RMB550,000,000.

The terms of the Bonds and the Warrants are summarised
below:

(a) the Bonds bear interest of 3.125% per annum on the
outstanding principal amount of the Bonds and the
interests are payable by the Company semi-annually in
arrears;

(b) the Bonds are convertible at the option of the bondholders
into fully paid ordinary shares on or after the issue date
of the Bonds up to 12 June 2014 at a conversion price
of HK$3.50 per share, with its exchange rate fixed at
HK$1.00 = RMB0.8803 (which was approximately the
spot rate of HK$/RMB on the date of completion) and
subject to certain adjustments pursuant to the terms of the
agreement entered with the bondholders;

(c) 178,510,572 conversion shares will be issued upon full
conversion of the Bonds based on the initial conversion
price of HK$3.50 per share;

(d) the Bonds are redeemable on maturity at a value equal
to the USD equivalent of the aggregate of 100% of the
outstanding RMB principal amount and all amounts
accrued thereon;

(e) the exercise price of the Warrants is HK$4.00 per warrant
and it is denominated at RMB3.49792 per warrant, with
its exchange rate fixed at HK$1.00 = RMB0.87448 (which
was approximately the spot rate of HK$/RMB on the date
of amendment), pursuant to the amendment deed dated 25
August 2010; and

(f) the Warrants can be exercised at any time during the
period commencing from the issue date of the Warrants up
to 12 June 2014.

At the issuance of the Bonds, a liability component
representing the 5-year 3.125% straight debt and an equity
component representing the convertible option of HK$3.50
per share were recognised at fair value. Upon issuance of the
Warrants, a derivative financial instrument was recognised
at fair value. On 25 August 2010, upon the execution of an
amendment deed by the Company with the warrant holder to fix
the exercise price of the Warrants at RMB3.49792 per warrant,
the derivative financial instrument was derecognised and
the carrying amount of it was transferred to warrants capital
reserve.

Daphne International Holdings Limited
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30 W] $ i 1E 2 B B It hE

RoFEERENA T H > AR A BT AR
W EETHEBER T —EI B2 I E
M KR AT e R S (TR %)) KT aR A
100,000,000/ 7 2~ & 587 0y 2 FE & 77 58 M HE
BB ([RRREMERE ) - A 4 #1%H £5550,000,000 A
R

o 75 S R o8 2 s Bt an s

(a) TSR SR A R LA F %3125 5
B o AR R EFELEA A E

by REHBITHMERE T —ENAH
T HIR > A A AT DL A
18 & BE3.50% 00 > ERE S A AN F 2
A0 A o T R 3 B [ 0 2 1.005 T =
0.8803 N M (BE5E i H I Z ot/ AR
W R B SR AR ) o MEZE AR B S A
NFTSL 2 Wb e s e AT T R

(c) 18 5 T B 1) S 45 A B I8 3. 509 o0 3%
LIRS BE 1T 178,510,572 B SR B A

(d) 18 2 TS 3] 30T IR 2 KR S S R e AR
W 4 38 2 100% R 4 il E B 2R TE 48 A B
Bz oL HEEHEEN ;

(e) mRICHERE 2 A7 118 7% & 10 58 B HE#54.00
woL HEREASHAS - 24 \H
TR H Z BT A E A R R
#53.49792 N B > [ R [E 5 451.00% o0
=0.87448 N R HE (BEFTH M2 #o0, A
R EERME) 0 &

(f)  FRMCHER T th AR R B BT H R —
TP A+ B IR AT

BATE SR BEIBO (BP #3125 515 2
A W TE) M 35 R4y (RD 4 3,508k T 2
SLHRRE) Th RN T AEE AR o B AT SR AR
B> f AT EEERGAES# TH - =%
—TAENH T H > fEAL 7 B R HE
B N2 B 65T 3224 LU 58 B v A7 (618
BB B ERE 5 3.49792 N R 4% > RT A &b
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NOTES TO THE FINANCIAL
STATEMENTS

30 CONVERTIBLE BONDS AND WARRANTS

31

S 25 e % Bt ik

30 AT e B AR I B R I RE (7))

(CONTINUED)
Movements of the liability component of the Bonds are as ffss 2 BARE O =B T
follows:
Group and Company
YN YL ) YA
2012 2011
e
HKS$’ 000 HK$’ 000
AR PIT RGP
At 1 January w—H—H 605,879 556,622
Exchange adjustment [ifE 5, 7 & 6,561 24,506
Interest expense FIE BH 32 27,298 24,751
At 31 December Bt =_H=+—H 639,738 605,879
During both years ended 31 December 2012 and 31 December Wk E - F— " HF+A=ZT+—HE &
2011, no Bonds were redeemed, converted or purchased and —— 4+ H = —H IR E - MR S 6
cancelled and no Warrants were exercised. W In] ~ A ol B KRR BH o N R B R A Bk
718 -
DEFERRED INCOME TAX 31 WP
Deferred income tax is calculated in full on temporary 0 AE B A5 00 7 B 45 v T IRy = A e B
differences under the liability method using the applicable tax ZEREHEAE -
rates.
The movement in net deferred income tax assets is as follows: EFFE M EEFRME S8 T
Group
A A
2012 2011
SR D4
HKS$’ 000 HK$’ 000
Tt T
At 1 January w—H—H 87,024 51,217
Exchange adjustment BEE 53, 3 B¢ 900 2,842
Credited to consolidated income statement (Note 10)  #F A% & Wt & (B 5E10) 7,519 32,965
At 31 December wt+_A=+—H 95,443 87,024
Deferred income tax assets are recognised for tax loss to be AN 1) T &5 i 2 B TE g 18 R 4 B

carried forward to the extent that the realisation of the related
tax benefit through future taxable profits is probable. As at
31 December 2012, the Group has unrecognised tax losses of
HK$97,758,000 (2011: HK$89,770,000) to be carried forward
against future taxable income, including HK$6,644,000 (2011:
HK$4,968,000) and HK$67,174,000 (2011: HK$67,577,000)
that will expire within the next five years and in five to ten
years, respectively.
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MRLEE > U ABBERBRARK
JERB A EHE BIR - i - F—_4F 1+
H=+—H» A% HA 0] &L R 2
SR AL A B 8 2 oK T 58 B TH s $297,758,000
#or (T F——4F 1 89,770,000 50) > I 4%
6,644,000 7T (—%F — —4F : 4,968,000% 7T)
}67,174,0004 7T (=& ——4 : 67,577,000
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NOTES TO THE FINANCIAL

STATEMENTS

31 DEFERRED INCOME TAX (CONTINUED)

The movements in deferred tax assets and liabilities (prior to
offsetting of balances within the same taxation jurisdiction)

during the year are as follows:

St 955 ¥t 3 Wi

31 BB ()

R RIEB A E K A AR (FER] — BB Rl
Rl 2 & GRS S AT < BB WIF ¢

Group
KER
Deferred income Decelerated tax
tax assets Provisions depreciation Tax losses Others Total
BEpRREE B R HREH ) it
012 011 012 2011 012 011 012 2011 012 011
T -k CF-TE ZF-kF C%-0f % “%-TF “%--F “F-TF K
HK$'000  HKS$'000  HK$'000  HKS'000  HK$'000  HKS'000  HK$'000  HKS'000  HKS$'000  HKS'000
T#n  TEx  TEx  T#x  TEx  TEx  Téx  TEx  TErx  TEx
At 1 January #=A-A 80,467 48957 5601 4866 19,340 2,305 1,035 20 106,469 56,388
Exchange adjustment Erig 823 2381 ¥ 218 13 456 7 n 992 3,082
Credited/(charged) to consolidated FA/ HIRH)
income statement SRlsk 11,290 29,129 1,193 543 (9,664) 16,579 1,211 748 4030 46,999
At31 December REZAZE-0 02380 80467 6,859 5607 98 1930 2263 L35 11491 106469
Group
KER
Deferred income tax Accelerated tax Withholding tax on
liabilities depreciation undistributed profits Others Total
T AL U KRB ENH i it
012 2011 012 2011 012 011 012 011
“F-Z “F-F  ZF-C S A “i-—-F ZF-Z “E——f
HKS' 000 HKS’ 000 HKS' 000 HKS 000 HKS$' 000 HKS 000 HKS' 000 HKS' 000
T T T T T T T T
At 1 January #=A-A 6,319 4404 12,647 560 4 207 19445 5,11
Exchange adjustment Ering 9% 16 - - 0 14 9 210
Charged/(credited) to consolidated  FBH /(G A)
income statement Galik 2438 1,689 (5449) 12,087 (1) 258 (3,489) 14,034
At31 December RtZA=t-H 8,850 6,319 7,198 12,647 - 9 16,48 19,445
Daphne International Holdings Limited
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NOTES TO THE FINANCIAL S0 % e 5 B
STATEMENTS

32 CONSOLIDATED CASH FLOW 32 HEBEER
STATEMENT
Reconciliation of operating profit to cash generated from K BRI B A 2 Bl IR
operations
2012 2011
e L =t
HK$’ 000 HK$’ 000
T#T T#TT
Operating profit KB BA| 1,364,900 1,368,567
Amortisation 5 8,451 8,254
Depreciation IrEg 252,209 177,602
Fair value loss on available-for-sale financial asset  FJ tH 5 4 fill ¥ 75 /118 (E 5 18 - 61,872
Loss on disposal of fixed assets o B [ R 2 1R 17,398 13,558
Loss on termination of a license right AR R 4R 1,789 -
Impairment of an intangible asset — MY G A 2 Wi 7,000 -
Interest income B A (43,047) (63,143)
Share-based payment expense DR 3 25 BE 8 2 A5 3K B S 36,173 46,061

Operating cash flows before working capital changes ‘&% & G2 B Aj 2 K& H W E 1,644,873 1,612,771

Increase in inventories A7 & 18 (287,651) (928,227)
Increase in trade receivables, other & 5 REU IR~ oA R s BR 3K

receivables, deposits and prepayments i 4 B VAT 3k TE B in (426,167) (470,270)
(Decrease)/increase in trade payables, B 5y EAT MR~ HoAth FE AT B 3K

other payables, accrued charges JE =t 2 R B HoAth I Ui B & R

and other non-current liability (B D) 1 (57,814) 395,672
Cash generated from operations i EEZ BE 873,241 609,946
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NOTES TO THE FINANCIAL

St 955 ¥t 3 Wi

STATEMENTS
33 COMMITMENTS 33 &
(a) Capital commitments for purchase of land use (a) 5 1 b fE R R [ 2 R 2 B AN TR
rights and fixed assets Eic
Group
A4 M
2012 2011
HK$’ 000 HK$’ 000
F#x T o
Authorised but not contracted ERREEERTTY 79,847 172,493
Contracted but not provided for SFOEER L] 63,301 26,823
143,148 199,316
(b) Commitments under operating leases (b) REME R
As at 31 December 2012, the Group had future aggregate HoFE T+ A =+—H > REH
minimum lease payments in respect of various production W2 M A E R R B A E
plants and facilities, warehouses, offices and distribution MNATEEIE Z Rl B S E 2 AR 5
outlets under non-cancellable operating leases as follows: AR AR T -
Group
p: N 3
2012 2011

o
HK$’ 000 HK$’ 000

Tt T
Not later than one year — 4N 1,304,758 1,044,885
Later than one year and not later than five years — FEBMAER 1,417,941 1,225,781
Later than five years HAF1E 36,084 46,586

2,758,783 2,317,252

Payment obligations in respect of operating leases on ik A BAZRI B Rl G 2 W RS THE 2
properties with contingent rent vary with respect to TEATAR 4 > W R 5 A R AR AR AT 3485 A
gross revenues are not included as future minimum lease

payments.

The Company did not have any material commitments as T E -t H=+—H s AN E N E
at 31 December 2012 (2011: nil). AT B KRS (& ——4F ;) o

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL
STATEMENTS

34 RELATED PARTY TRANSACTIONS AND
BALANCES

In addition to the transactions and balances disclosed elsewhere
in these financial statements, the Group entered into the
following related party transactions during the year:

St 755 ¥ 3 W

34 BT A2 By I i B

IR A% S 5 i o HL A 3 T 45 B 2 58 o % A B
Gb 5 AR SR A A 1A AT R B BR W DT 2 5

(a) Transactions and balances with related companies (a) BEBR G2 W 2 22 5 B & B
Transactions Balance at year end
25 ARG H Z &R
2012 2011 2012 2011
e e I S e St e S
HKS$’ 000 HKS$’ 000 HK$’ 000 HKS$’ 000
T#c T TT T#c T T
Purchases and subcontracting a] T 3 & J7 $F 1
services from: A RS

Associates kN 44,276 1,196 119 134
Investee companies BB E AT 1,573 17,659 302 7,191

Purchases of shoe materials and footwear products from
associates and investee companies, were conducted in
the normal course of the Group’s business. The terms
of transactions were determined and agreed between the
Group and the counter parties and all balances due were
repayable according to trade terms.

(b)

Key management personnel compensation

16 B0 85 2 ) B A ) BRI S e I
FHEE dh JI IR A SR I H W SRR AR AT o
Ty Wk )y B AR [ BELAZ 5 5 Yo AR T E 0 T
JIv A B A A6t B I 3 B B2 5 s i B S Ry S AT o

(b) FEZEMABZHM

2012 2011

e =

HKS$’ 000 HK$’ 000

T#u T#IT

Salaries, allowances and bonuses e~ M R AEAL 37,777 96,843
Defined contribution pension costs JE B FOR R 8 A 63 150
Share-based payment expense DA A £ i 2 A K B 32 19,144 35,873
56,984 132,866

111

Annual Report 2012
SE U E



FIVE-YEAR FINANCIAL SUMMARY

T A B 85 22

For the years ended 31 December

BET-A=+—HILEE

2012 2011 2010 2009 2008
R ZE -8 ZER-RFE ZETAFE ZERNE
HK$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000 HKS$’ 000
Tt T T T T TUs 7T
Results B
Turnover BEH 10,529,100 8,576,762 6,623,840 5,831,994 5,289,297
Gross profit EF 6,228,832 5,243,777 3,800,841 3,207,078 2,787,386
Profit before income tax A% T 15 L I 28 A 1,307,314 1,322,081 850,161 633,543 666,267
Profit for the year LT 2% 77 e 4
attributable to: FEREA 974,763 944,731 611,611 400,639 497,177
Owners of the Company Z/NCIE 2PN 955,673 933,063 595,510 393,838 492,920
Non-controlling interests I HE w1 25 19,090 11,668 16,101 6,821 4,257
Basic earnings per share g A A
(HK cents) (Al 58.07 56.96 36.36 24.05 30.09
Dividend per share BRER
(HK cents) (#5A) 18.0 17.0 12.0 8.0 5.5
As at 31 December
R+=A=+—H
2012 2011 2010 2009 2008
RO SR8 ZEF - ZERAFE ZFF)NE
HK$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000 HKS$’ 000
T T T T T
Assets and liabilities K A
Total assets WERE 7,194,435 6,501,416 5,049,050 3,940,808 2,962,361
Total liabilities S = 2,157,839 2,269,790 1,741,447 1,698,883 1,071,063
Total equity attributable to: AR %% 77 e 4G 5,036,596 4,231,626 3,307,603 2,241,925 1,891,298
ML
Owners of the Company AAFEA N 4,825,336 4,035,867 3,124,332 2,202,898 1,854,533
Non-controlling interests I HE il 2 211,260 195,759 183,271 39,027 36,765
Daphne International Holdings Limited
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