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FINANCIAL AND OPERATIONAL

B4 5 I 28 8 ik 22

HIGHLIGHTS
FINANCIAL PERFORMANCE BB FRB
For the year ended
31 December
BETHAH=Z1T—HILEE
2013 2012 Change
F S CF gt
Turnover (HK$’ million) B (A EET) 10,446.5 10,529.1 -0.8%
Gross profit (HK$’ million) EA (A E#T) 5,838.3 6,228.8 -6.3%
Operating profit (HK$’ million) RERA (HEEBT) 520.2 1,364.9 -61.9%
Profit attributable to owners of A0S F A N AL 2 )

the Company (HKS$’ million) (A & #s7T) 329.1 955.7 -65.6%
Gross profit margin (%) EF (%) 55.9 59.2 —3.3pptH 7 &
Operating profit margin (%) KB B 2(%) 5.0 13.0 —8.0ppt A 47 &
Net profit margin (%) T 11 (%) 3.2 9.1 —5.9pptH /&
Basic earnings per share (HK cents) Je B A7 A s A1) 20.0 58.1 —-65.6%
Dividend per share (HK cents) B S (s Al 8.0 18.0 -55.6%

KEY FINANCIAL INDICATORS i gy
For the year ended
31 December
BETH=1+—HILFE

2013 2012 Change
“E =8 —F-CF sl
Average inventory turnover (days) (Note 1) V- 35 77 £ 4 4831 ( Bﬁ 5E—) 198 188 +10
Average debtors turnover (days) (Note 2) -5 1 i R i%ﬁﬁ (H) (K sE=) 12 11 +1
Average creditors turnover (days) (Note 3) 34 E A %Liﬁ W a) (M=) 85 75 +10
Cash conversion cycle (days) (Note 4) BEMHBRRE (H) ( [}ﬁ FE ) 125 124 +1
Capital expenditure (HK$’ million) (Note 5) & A BH % (H %‘«% J6) (B 5E ) 344.2 521.0 -33.9%

As at 31 December

BR+-H=+—H
2013 2012 Change
“E =g DF T sk

Cash and bank balances (HK$’ million) B4 M ARAT & R (3 B In)

(Note 6) (B 3ES) 1,374.4 1,494.8 -8.1%
Bank loan (HK$’ million) |ATHR (AT 117.0 7.3 +1,509.8%
Convertible bonds (HK$’ million) TR R SR (F # ) 689.2 639.7 +7.7%
Equity attributable to owners of the Company 252\ &) A A JFE Al #E 25

(HK$’ million) (A &) 5,043.7 4,825.3 +4.5%
Current ratio (times) (Note 7) BE B (R (FffsEb) 2.4 3.5 -1.1
Net gearing ratio (%) (Note 8) T B E R %) (MEEEN) Net cash Net cash =

FH & Bl &
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FINANCIAL AND OPERATIONAL
HIGHLIGHTS

S B I 58 i B

Notes: B &

1. The calculation of average inventory turnover (days) is based on the average of — PR (B ) T AR AT AT R 2 T A R
opening and closing inventory balances divided by cost of sales and multiplied LS B A e LA36s H st 5 o
by 365 days.

2. The calculation of average debtors turnover (days) is based on the average — — ~ “F¥fE g MR B (H ) J5 32 4 4] b 4F £ IS0 IR 3 - 44 &
of opening and closing balances of trade receivables divided by turnover and R ER L %%%E%U%S Ei FiRaA
multiplied by 365 days.

3. The calculation of average creditors turnover (days) is based on the average = CFEREATIRIEEIN (F) T 1% 44 K AR KRR AT MR B2 &
of opening and closing balances of trade payables divided by purchases and R BR DA 0 45 e LA36S H 51T ©
multiplied by 365 days.

4. The calculation of cash conversion cycle (days) is based on the average M BEEER KB (H) ST A7 SR (H) 15 #E
inventory turnover (days) plus average debtors turnover (days) minus average MRS (H) 3T B A A (R 518 -
creditors turnover (days).

5. Capital expenditure comprises acquisition of land use rights and property, plant i ~ &7 Bl 57 60 45 i & - Hb (B RE Je 4 26~ s Mokl - 4%
and equipment, cash expenditure on license rights and capital contribution to a EfFﬁiHEJ R4S IR —WME& XL g -
joint venture.

6. Cash and bank balances comprise cash and cash equivalents, pledged bank N Iﬁﬁﬁfﬁﬁ BTSSR EEEY) - SIS RITAE
deposits, structured bank deposits and bank deposits with maturity over three o RATEE %ﬁw\&ﬁr)\ﬁﬂﬁiﬁ A H Z RATAR K ©
months.

7. The calculation of current ratio (times) is based on the total current assets + - g@(jﬁ@j LR () IR+ A =+ —H 2B &
divided by total current liabilities as at 31 December. HUE R L B A AR AR .

8. The calculation of net gearing ratio (%) is based on net debt (being the total of N FEERRG)IRER T A =+—H A EFHE M
bank loan and convertible bonds, less cash and bank balances) divided by equity SRAT B R M A i i o 2 AR %ﬁ W B 4 R ERAT &SRR BR LA
attributable to owners of the Company as at 31 December. AR FHEAT N A HE 45 S

Turnover Analysis Number of Points-of-Sale

BEF W e H

(For the year ended 31 December)

(BKET A=+ —HILEE) LU 6581

6,702 >
7,000 |- . "
2013 6,000 =
5,000 |-
2012 4,000 |-
m By, 3,000 o 0309
7% 7% 90% 90% ’
2,000 |-
OEM Business 1,000 |-
JR % A 5
0
31 December 2013 31 December 2012
S Y St Sy ET

Other Brands Business

Al v R 3

Core Brands Business

o i S

O R OB B AR AR - 4, 2013
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CHAIRMAN’S STATEMENT

Dear Shareholders,

2013 was a year full of challenges to Daphne International Holdings
Limited (“Daphne” or the “Company”, which together with its
subsidiaries, is referred to as the “Group”). Amidst the country’s
decelerating economic growth, weak consumer confidence, and
increasing competition in the women’s footwear industry, the Group
also had to manage the issues brought about by the rising labour and
rental costs in China. Under such mounting pressure from both external
and internal adverse factors which was unprecedented, the Group
delivered an annual turnover of HK$10,446.5 million for the year ended
31 December 2013, which is comparable to that of last year. Profit
attributable to owners of the Company decreased by 65.6% to HK$329.1
million.

To cope with the softer market and store rental pressure, the Group
rationalised its retail network during the year. We initiated a stringent
review of the store portfolio and made a net closure of 245 non-
performing Core Brands stores in the fourth quarter, and therefore ended
the year with a net decrease of 50 points-of-sale, and resulted 6,319
points-of-sale in total for Core Brands as of 31 December 2013. Focus
of sales network development will be put on the quality of individual
store as well as the overall store portfolio. We will also carefully review
our channel strategy and make adjustment accordingly, to adapt to the
changing market conditions.

We adopted a more prudent approach in inventory management in 2013
including making intensive efforts in disposing off-season products. We
will continue such clearance efforts through more diverse channels in
2014. This, together with more pragmatic procurement for upcoming
seasons and a task force set up with dedication on improving our
inventory management, we aim to achieve healthy inventory level in due
course.

In view of the low visibility in the market outlook, fast-changing
consumer preferences and market place, we realise we have to
strengthen our core competitive advantages, and drive for increasing
efficiency and effectiveness in our management and operations to
maintain our edge in the competition. After a careful and detailed
review and analysis, we now adopt multi-pronged strategies to increase
the sophistication of our management and operation in various aspects
covering people, products, channels, marketing, management systems
and procedures. A business plan with focus on sales productivity, supply
chain and inventory management, and merchandising and marketing is
mapped out in order to weather the tough times and enhance its overall
sales performance and profitability in the long term.

To boost sales productivity, we have introduced measures with focus on
improving staff motivation and increasing their accountability, while
building the staff loyalty and improving the staff retention. We also
equip our frontline managers with enhanced management skills and
knowledge by offering them comprehensive management training and
tools. Through these, we aim to build a team of stable, capable and high-
spirited frontline managers and sales staff. This, together with the store
image uplift program, refined sales and service training, diversification
of distribution channels and stronger e-commerce presence, we will
provide customers with enhanced shopping experience, and therefore
deliver sales growth.

BT

HALEH

T AT R R A R A (TR TR R ] B
(AT ] - R M A Fl ARG A T AR SR I ) 2 it
FETR PR —4F o 4 (A R o B AE TR A - T
LSS ~ DA AT 30 T B A > AR S s B
b B B T A AL 4 b T sk R FR A A o i
AMTRAMNIIHZATNEZANE KRBT -
BE - Z-=F+A=+—HILFE > LEHE
EHBRTF10,446.50 BT > BT — R o A
O TV NS ZLR B 65.6% %£329.1 H B HEIT »

Fh T B 55 Y T 35 K b TERY I S A e R > AR
B A A R B (] A B B AR > R R AR T I S
& o NI B O 2 B I P24 5 TH] 3R B A B L il LG
Mo®ME_FT =+ HA=t—HILEE > Zi
fil R (1) G5 45 B 9 9D SO 26,3 1910 65 A 4% 10 8%
Jre B B SR B DL R RS S AR LR o R
5 > 45 B A A0 T il 4 B 00 i B R 2 5 s I A A
JRE PR A > DRSS T 85 1 B AL -

o F - AR AR E AR A A
MM E G - — B —II4F > RMBEBEL
AT B B B SRR DA B O B o [l B SR A A R
() 25 J3E B IR 147 SIS > DA R R or R P BB
T REH > BRI B = @R

BN TTIG AT R AN > 0 b B B AT BRI
M SR AL o R R L N R B B D T
J3 o B BRSO B i > DUR BRI S
TEHEAT AEAR SRR AN 00 o] gl S e A 4R > SRR IE 2
PR DA M I R s AR AE - R
R T8 BHEARNERFSZ W E &S
R AHAL o B 09 605 T ) i ST ok 3 B R R - it
JRE B I JEE A B~ BR M B T R > LA Y
BRI > W RER TR M A S R B R B AIRE ST -

B T RE S ERCR > BAMEIE T 2 LR & B
TREHRVE LA B B R - [l WP oR B TS > 3R
BT R B B o FRAM £ i AR A 46 2 {1k 2 i 9 A 28
S ANANE BT > DLSR T A A9 A 2L 3 R R
Fi LR S7 — SRR E ~ A RE ) DA B SRR B Y IR
R T 5 BRI o % 55 5 it A B0 Mt 22 [R] O SR TR R 4R T
977 5~ GRAL B & B A0 IR B 15 5~ 2 Te Ak il 0 8 IR
DL BRI B AE S o % 2 B R A
BRI S R e T B B R o
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CHAIRMAN’S STATEMENT

By strengthening its product merchandising and more effective
marketing, the Group will be able to further differentiate itself from
the competition with a distinctive brand image and appealing products.
Not only we would put emphasis on product designs, and diversity of
product categories and portfolio, but also bolster the brand image and
enhance customer loyalty by stepping up and broadening the variety
of its marketing and brand-building activities. The Group will also tap
its customer membership of over 10 million for business growth by
improving the application of its Customer Relationship Management
program, and engaging them with more integrated online and offline
marketing programs.

The Group will continue to strive for more customer-oriented and fast-
responding supply chain management, and more efficient inventory
management to support sales growth and increase profitability. We will
further customise the product allocation and stock replenishment to
make our products more attractive at stores. The further customisation
will be achieved by our recent upgrading of the product allocation
process for the first-batch new products, and the full implementation
of Retail Management System in the near future. A special task force
has been set up to realise the priority of improvement in inventory
management. New measures in procurement are adopted and certain
production lines are relocated to alleviate and manage the rising cost
pressure in production.

Despite the existing headwinds in the retail market, we believe China’s
rising living standard and rapid urbanisation will be conducive to the
growth of women’s footwear market in the medium and long term. We
are determined and are rising to meet the challenge and prevail. Daphne
Group has a long track record of success through both tough and positive
economic circumstances. By adjusting our strategies and devising
comprehensive measures to strengthen the Group’s core strengths
and competitiveness, leveraging its dynamic brand equity and strong
financial foundation, we are confident that we will be able to thrive
continuously and achieve our goal of sustainable development in the
competitive and ever-changing market.

On behalf of the board of directors, I would like to express my gratitude
to all our customers and business partners for their continuous support.
I would also like to thank the management team and our employees for
their dedication and hard work. I am also grateful to our shareholders for
their trust in the Company and our commitment in delivering sustainable
value in the years to come.

Chen Ying-Chieh
Chairman

Hong Kong, 25 March 2014
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MANAGEMENT DISCUSSION AND
ANALYSIS

BUSINESS REVIEW

Market Overview

The GDP growth of China was 7.7% in 2013, the weakest growth rate
in more than a decade. Total retail sales growth for consumer goods
slowed to 13.1% in the year from 14.3% in the previous year. The
general deceleration in China’s economic growth and the uncertainties
in the market outlook led to weak consumer confidence. This, together
with inflationary pressure in labour and rental costs, clouded the retail
sector during the year. Nonetheless, the series of reforms by the Chinese
government to spur growth in domestic consumption, including further
urbanisation and rising household income, should gradually offer steady
growth in consumer demand in the future, which will be reflected in due

course in the retail sector.

Group Performance

For the year of 2013, the Group’s turnover decreased by 0.8% to
HK$10,446.5 million (2012: HK$ 10,529.1 million). Gross profit
declined by 6.3% to HK$5,838.3 million (2012: HK$6,228.8 million).
Operating profit amounted to HK$520.2 million (2012: HK$1,364.9
million). Profit attributable to owners of the Company was HK$329.1
million (2012: HK$955.7 million).

Basic earnings per share were HK20.0 cents (2012: HK58.1 cents). The
board of directors has proposed a final dividend of HK2.0 cents (2012:
HKO9.0 cents) per share. Together with the interim dividend of HK6.0
cents per share, it brings the annual dividend to HKS8.0 cents (2012:
HK18.0 cents) per share for 2013.

As at 31 December 2013, the Group’s points-of-sale (POS) totalled
6,702, representing a net decrease of 179 POS during the year. The sales
network comprised 6,319 POS under its Core Brands (“Daphne” and
“Shoebox” in Mainland China) and 383 POS for Other Brands.

As a result of the preparation for an earlier Chinese New Year in 2014
and unsatisfactory sales of the summer season in 2013, inventory
turnover days for the Group increased to 198 days compared to 188 days
last year, but already reduced from 209 days in the first half of 2013.

The Group ranked in the Top 75 for investors relations in Greater China
in the investor perception survey for the IR Magazine Asia Awards
2013/2014, among more than 2,400 listed companies in the region. This
serves as recognition of the Group’s endeavour in improving its investor

relations and transparency by the investor community.
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MANAGEMENT DISCUSSION AND
ANALYSIS

Core Brands Business

Consumer sentiment remained weak in Mainland China. Unfavourable
weather patterns and keen competition added pressures on sales
performance. A higher proportion of newly trained frontline staff, which
was a result of the high staff turnover in early 2013, further weakened
the Group’s ability to combat the sluggish market environment during

the year.

The Group’s Core Brands business represents the distribution of ladies’
footwear for the mass market under its own brands, “Daphne” and
“Shoebox” in Mainland China, through a network of both directly-
managed and franchised stores. With a negative same store sales
growth and net store closures, turnover of the Core Brands business
was HK$9,561.3 million, about flat when compared to last year (2012:
HK$9,591.9 million). The Group had a net decrease of 50 POS for the
Core Brands for 2013 after rationalising the store portfolio in the fourth
quarter of the year, as compared to 767 net store openings for 2012.
Segment revenue from external customers of Core Brand business
maintained at 90% of the Group’s total revenue in 2013 (2012: 90%).
Same store sales recorded a low double-digit decrease in 2013 led by
volume drop, on top of the high base for 2012. Average selling price

during the year was essentially flat when compared to last year.

To cope with the softer market and manage store rental pressures, the
Group conducted a stringent review of the store portfolio in the second-
half of 2013 and initiated closures of non-performing stores in order
to enhance the quality of the overall store portfolio. The Group ended
the year of 2013 with a net decrease of 50 points-of-sale for the Core
Brands, after net closures of 245 stores in the fourth quarter. As at 31
December 2013, the Group had a total of 6,319 points-of-sale under
its Core Brands, comprising 5,491 directly-managed stores and 828
franchised stores. The proportion of directly-managed stores to the total

store portfolio of Core Brands increased to 87%, from 85% last year.

Store Number Change of Core Brands by Quarter

O BEL R W i B a3 B

B> il L S B

T I 4 T 2 R A AR 5 b R B R SRR DL AN
LT > R A S AR 0 Y B 4R SR B SRSL B o
M=% — =AM B TRAHEI - (a7 86 AR
HER) BT B L B o I 58 T AR 4R B e iR Ak
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ARG 2 A% R EETS R4 A R B KO B s
AP BB AR AR S R B I P K R L T 3 8
B A R TR SRR RN [ EEAE ) 0B o B
IRES R AR > DAMESE FED > O 5
W2 B 9,561 3H &0 (ZF— 4 1 9,591.9
HEWIT) > BAFEME - ALEZO G RER R
T — AR U K e B ECE PR A A - e BB A
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MR ER R E - S FRANEF A mIRA
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Year Ql Q2 Q3 Q4 Full Year
R B Bz =2 EuES A
2013 —E = +100 +112 -17 -245 -50
2012 —ZF—= +149 +217 +180 +221 +767

Store Number Change of Core Brands by Store Category

B i L 5 B 6 U8 H 9 0 Sl R v S AL

As at 31 Dec 2013 As at 31 Dec 2012 Change

W oF =4 W ZE— A
+=ZA=+—H +=-H=+—H 2t
Directly-managed POS Rk 5,491 5,427 +64
Franchised POS T B 6 B 828 942 -114
Total POS PHE AR 6,319 6,369 -50

O R OB B AR AR - 4, 2013
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MANAGEMENT DISCUSSION AND
ANALYSIS

Distribution of Points-of-Sale of Core Brands by City Tier

o LG W) e o3 B

B L i L S8 53 0 2 i A 3 4 4

Tier 1 Tier 2 Tier 3 Tiers 4-6 Total
— B it 3 4] =% 8 S UE Va3 4] B
As at 31 December 2013 A~ F—=#+"H=+— 703 1,394 992 3,230 6,319
Asat31 December 2012 R _F— "4+ H=+— 721 1,342 981 3,325 6,369
Due to the change in product sales mix, aggressive clearance of off-  fy A & 5 84 B 40 4 oho st > 45 1B 4F A R W S 8508 =

season items and a significant increase in inventory provision, the
gross profit margin of Core Brands contracted by 3.1 ppt from 59.0%
to 55.9%. With pressures from increasing rental and labour costs,
pronounced negative operating leverage under the sluggish sales
environment, and additional impairment loss on closures of non-
performing stores, the operating margin of the Core Brands business
decreased to 6.4% (2012: 15.4%).

Other Brands Business

The Other Brands business of the Group mainly refers to the operation
of mid- to high-end brands, including own-brands and international
brands with exclusive distribution rights, in Mainland China, Hong
Kong and Taiwan. Brands such as “AEE”, “Step Higher”, “ALDO”,
and “AEROSOLES” in this business segment cater to the middle-class
consumer segment and will broaden the Group’s customer base in the
long run. Turnover of Other Brands increased by 5.9% to HK$731.8
million (2012: HK$690.9 million) for the year, representing 7% (2012:
7%) of the Group’s total turnover. As the consolidation of the mid- to
high-end brand portfolio, including rationalisation of its sales network,
has shown satisfactory progress, the operating loss for this segment
decreased to HK$86.1 million in 2013, as compared to HK$127.6
million last year. The number of POS under Other Brands decreased by
129 to 383 (2012: 512) as at 31 December 2013.

Efficiency Improvement Initiatives

During the year, the Group dedicated its efforts towards improving
staff retention and training, closing down non-performing stores and
adopting a more prudent approach towards inventory management. The
Group also stepped up measures to monitor and control its expenses
focusing on labour and rental costs. Additionally, a new Retail
Management System came into operation for one of the Core Brands in
the fourth quarter of 2013. It is expected that this system will be fully
implemented in the overall Core Brands business in 2014, and will
therefore enhance the Group’s future sales productivity and inventory
management. The management believes these initiatives will strongly
underpin the foundations for future improvement in the Group’s

financial performance.

it DA A7 B (B A IR B > A0 LY B R 3R
H159.0%¥8 > £55.9% » NER3.1H 5B o 75— 71
B T KA 4 A B ) A ETE > AE9E 5 T BRI
T BTH RS R R SO B - B B PR R B R
BN AE R o B0 SR A AR MR
FE%6.4% (—F— 4F © 15.4%) °

J il s e 2

2 [ 17 L A R S B TR 2 S v B K B~ A T R
AEEEN P EmSE UEAARMREAEABRR
B HE 1) BB SRR 4 VE% > [ Step Higher] -
[ALDO | B [ B A5 MG EHE RN RIE
ﬁﬂﬁi%k$%ﬂ@§ﬁ%ﬁ% o AR R At 5 R SETS 1
EHMIRS59%ET731.8E WL (ZF— 4 1 690.9
HEWIT) GRS EFTY (—F—
T%) o B A R AL A 2 SRS TR (B 4 AR B P
JE A4 BUS TR MHERE » BLLAEM127.6 @ BB ICIE
B WEEB 2 SRR —E— =R £86.1

HEEL - N _F =+ _A=+—H  Hih
Ji & B o e D 12018 23830 (T — 4 512
/)

P 2% R A i
SENEEAERE B TR mE ok > Bk

BURAER PG - 6 SRICE FARA 77 &R B > [a] B o
IR B S A > JUHAE AN T R AH & 05 W o B4t
WM EEEHEAS A &~ = FH N F AP —
AR L i B EAE > T R B —F — U4
22 THT R PR S AL B RS > I 4R TR R AR
B R A KA B o ST M T e e 2 B
VB o B i T B B SR B U5 T BT AR o
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MANAGEMENT DISCUSSION AND

ANALYSIS

FINANCIAL REVIEW

Segmental Analysis

The business performance of individual segment for the year ended 31

O BEL R W i B a3 B

S 5 1] i
5 ¥ 43 B

HEOHWRBEE_F-=ZF+_H=1T—HILFEN

December 2013 is summarised as follows: ERRBFEH T
Core Brands business Other Brands business Manufacturing business
AN E 37 oAl Bk WEEH
2013 2012 2013 2012 2013 2012
i et S et B . et St SV S S
HK$’ million ~ HK$ million ~ HK$’ million ~ HK$’ million ~ HK$’ million ~ HKS’ million
A#EET T B HHET HEET [iE- 37 H#ET
Revenue from external customers ¥ 5M% F It 4 9,431.2 9,508.5 731.8 690.9 283.6 3297
Inter-segment revenue I3 R RT 4 130.1 834 - - 948.2 1,069.4
Total segment revenue I3 il 4 A A 9,561.3 9,591.9 731.8 690.9 1,231.8 1,399.1
Segment gross profit B 5,344.6 5,661.8 405.6 375.6 83.5 187.1
Segment gross margin VNSV 559% 59.0% 55.4% 54.4% 6.8% 13.4%
Segment operating profit/(loss) /M AEE AR/ (&H) 616.2 14757 (86.1) (127.6) 179 98.1
Segment operating margin DA R R 6.4% 15.4% (11.8%) (18.5%) 1.5% 7.0%
Liquidity and Financial Resources RHE 4 ;M BiE R

As at 31 December 2013, the Group had cash and bank balances,
comprising cash and cash equivalents, pledged bank deposits,
structured bank deposits and bank deposits with maturity over three
months, amounting to HK$1,374.4 million (2012: HK$1,494.8 million)
denominated mainly in Renminbi. The net decrease in cash and bank
balances of HK$120.4 million (2012: HK$300.9 million) is analysed as

MoFE—ZF 1T H =1+ —H > AEEFHEH S R
&R (EAE B4 K &5 EY - IR ERITE3K
SRAT &5 MEAT 3K AT 3 0 AR = A 2 SRATAF ) £
1,3744H 8 Hs o (ZF — T4 ¢ 1,494.81 # ¥ oT) >
FEUNRW LG AT o Bla SERAT &5 B T D
B120.4 10 EW G (ZF— 4 1 300.9H & W I0) 704

follows: mr

2013 2012

—F = “F-0F

HK$’ million HK$’ million

H## T HE T

Net cash generated from operating activities B ETE AN B & T 432.6 431.3
Net interest received T ALE A 6.0 21.7
Proceeds from issue of shares upon exercise of share options 17 {ff fif§ J&t #3171 8547 i {22 Jor 745 2 A 7.3 45.1
Proceeds from disposal of property, plant and equipment B R B T 1R A 2.2 3.1
Capital expenditure AR Y (344.2) (521.0)
Net dividend paid B e 5 1 B (250.7) (300.8)
Net bank loan borrowed FRATESEA 109.9 =
Increase in entrusted loans Ze et G (104.2) -
Effect of exchange rate changes A BEE 50, 40 R 5 By 2 5 0 24.7 19.7
Others oA (4.0) -
(120.4) (300.9)

O R OB B AR AR - 4, 2013
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MANAGEMENT DISCUSSION AND
ANALYSIS

As at 31 December 2013, the Group had unutilised banking facilities
amounting to HK$63.6 million (2012: HK$146.6 million) and current
ratio (being current assets divided by current liabilities) was 2.4 (2012:
3.5). The Group has sufficient resources currently to support expansion

and development of business in the future.

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$33.4 million (2012: HK$43.0 million).

As at 31 December 2013, the Group’s net gearing, calculated on the
basis of net debt (being total bank loan and convertible bonds less cash
and bank balances) over equity attributable to owners of the Company,
was in a net cash (2012: net cash) position.

Foreign Exchange Risk Management

Management closely monitors the market situation and may consider
tools to manage foreign exchange risk whenever necessary. During the
year, the Group entered into a foreign exchange forward contract to
hedge the foreign exchange risk exposure on a bank loan denominated
in United States dollar. No foreign exchange derivative was engaged

during the year ended 31 December 2012.

Pledge of Assets
As at 31 December 2013, the Group’s bank deposits amounting to
HK$4.5 million (2012: Nil) were pledged for banking facilities.

Capital Expenditure

During the year, the Group incurred a capital expenditure of HK$344.2
million (2012: HK$521.0 million) mainly for retail network expansion
and renovation, acquisition of land use rights and construction of
production facilities, regional warehouses and offices, etc.

Contingent Liabilities
As at 31 December 2013 and 31 December 2012, the Group had no

significant contingent liabilities.

Human Resources

As at 31 December 2013, the Group had over 27,000 (2012: 27,000)
employees predominantly in Mainland China, Taiwan and Hong Kong.
Employee benefits expense, including directors’ emoluments and
share-based payment expense, for the year was HK$1,477.5 million
(2012: HK$1,389.1 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 individual qualifications. 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.

o LG W) e o3 B
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MANAGEMENT DISCUSSION AND
ANALYSIS

OUTLOOK

The impact of China’s slowing economic growth and sluggish consumer
sentiment experienced in 2013 will likely continue in the first half of
2014 ahead of anticipated improvement later in the year. The same store
sales for the first quarter of 2014, as affected by the shorter shopping
period prior to the earlier Chinese New Year in 2014, is estimated to
decline in the range of low-teens versus the same period in the previous
year, even though the Group saw modest signs of sales improvement in

the second half of March after spring season emerged.

Faced with a softer retail market, increased competition from both
e-commerce and some regional industry players, the Group conducted
detailed studies and analysis of both the market and its operations in
the fourth quarter of 2013. Based on the findings and conclusions, the
Group devised strategies and measures to improve its sales, operations
and overall performance for the current year, with a focus on its core
competitive strengths in order to drive further differentiation from
its competitors as well as adapting to changing market conditions.
Measures to improve performance have been grouped into three key
objectives: boosting the sales productivity, enhancing the supply chain
and inventory management, as well as strengthening merchandising and

marketing. Measures being implemented are elaborated below.

Boost Sales Productivity

First, a new store image will be introduced together with the renovation
of major stores and the strengthening of visual merchandising. These
measures will lead to the improvement of the appeal of stores and
their products, increase foot traffic, and enhance the overall shopping

experience.

Second, as a review of the channel strategy, the Group has initiated an
in-depth analysis and monitoring of sales trends of the various retail
channels in which it is engaged. Some diversification in its distribution
channels may be considered, if deemed appropriate, to adapt to changes

in the retail market.

For the development of its sales network, the Group has adopted a more
prudent approach around new store openings. The emphasis is now on

the quality of individual stores as well as overall store portfolio.

Third, the Group also launched a series of measures in early 2014 to
boost the productivity of its sales force. The incentive scheme for senior
managers in the frontline has been adjusted to both foster stronger
alignment of management and the Group’s interests, and increase the

accountability of its regional and branch offices.
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MANAGEMENT DISCUSSION AND
ANALYSIS

Moreover, in order to reinforce the delivery of the comprehensive
set of KPIs introduced in 2013, a new store management system and
procedures, together with management training and a complete set
of management tools, will be provided to area managers in order to
increase their efficiency in managing and tracking the performance of
their individual stores. Store managers have also now been empowered
with greater responsibilities and a broader scope of work to improve
their accountability. The new systematic, standardised and detailed
approach to store management is expected to enhance efficiency and

sales productivity.

To improve the retention rate and productivity of the sales staff,
the Group is also providing more competitive incentive packages,
adopting a more efficient staff scheduling system, and stepping up
staff development efforts. It is also seeking to enhance the customer
experience by improving frontline sales techniques through polished
training programmes and by fostering a stronger service culture.
For example, the content of training programme is being enriched,
e-learning is introduced and more frequent tracking of the progress is

added. These initiatives are backed up by increased training resources.

For e-commerce, a flourishing channel outside of brick-and-mortar
retail stores, the Group will aim to build a stronger presence in this
competitive market. The Group will broaden partnerships with the
country’s leading e-commerce companies to increase market coverage
and enhance the online shopping experience. It will also expand and
strengthen the e-commerce operation including the backend support
functions, to facilitate future growth. More integrated promotional
and marketing campaigns across the online and offline sales channels

leveraging Customer Relations Management will also be launched.

Enhance Supply Chain and Inventory Management

The Group will pursue a more customer-focused supply chain
management approach, and a more efficient inventory management to
support sales growth and increase profitability. For example, product
allocation and replenishment will be further customised at the individual
store level. By radically upgrading and increasing the sophistication of
its systems to ensure its products meet the specific needs of customers at
the local level, the Group aims to optimise the mix of the first-batch new
products in its stores. As a result the Group will deliver a more appealing

product portfolio to local customers.

This endeavour will also be enhanced by the roll-out of the new Retail
Management System, which is being implemented as planned. This
new system will enable automation of product allocation as well as
more efficient product planning, stock replenishment and inventory
management. It is expected to begin its full operation in both Shoebox
and Daphne stores across the country in the second half of 2014. This
will increase the Group’s efficiency and effectiveness in product

allocation in the future.
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MANAGEMENT DISCUSSION AND
ANALYSIS

A task force was set up to focus on inventory management with the aim
to optimise the inventory level, enhance the inventory mix, and increase
efforts to clear off-season products via more diverse distribution
channels. The Group will also make efforts to enhance its product

quality and improve stock replenishment lead times.

To maintain tight control over product costs, the Group has also adopted
measures to achieve greater cost efficiency in its procurement processes,
and moved certain production lines to western China to mitigate the

pressure of rising labour costs.

Strengthen Merchandising and Marketing

The Group will strive to achieve greater differentiation from its
competitors with a distinctive brand image, delivering appealing
products via improving merchandising and introducing more effective
marketing, while the shopping environment and service experience are
enhanced. In respect of its products, the Group will expand its product
categories, putting increased emphasis on the prevailing trends in

product design, and offer greater diversity in its product portfolio.

Moreover, the Group will step up its marketing efforts by increasing the
breadth and depth of its marketing and brand-building activities, with an
aim to bolster the image of its key brands. A wider variety of marketing
activities will be employed such as digital marketing including
online and mobile marketing, community and charitable events, and
cross-over campaigns. The Group will tap its customer membership
of approximately 10 million for business growth by the improved
application of its Customer Relationship Management program. This
will strengthen customer loyalty and encourage repeat purchases from
these members. Furthermore, the Group will continue to review and

refine its pricing and promotion strategies to improve its profitability.

Considering the existing low penetration rate of ladies’ footwear in
China, the Chinese ladies’ footwear market will invariably benefit from
the Chinese government’s policies to foster domestic consumption and
urbanisation, and increase disposable income, and therefore continue its
growth in medium and long term. However, it may face some headwinds
in the near term as the government’s economic policies will introduce
some volatility in consumers spending patterns. By focusing on its core
strengths and increasing the operational and management efficiency
of its business, the Group will be well positioned to both compete and

grow, and therefore deliver enhanced value to its shareholders.
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BIOGRAPHIES OF DIRECTORS AND
SENIOR MANAGEMENT

EXECUTIVE DIRECTORS

Mr. CHEN Ying-Chieh, aged 44, 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-Chiao, aged 31, 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 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, all executive directors of the Company.

Mr. CHANG Chih-Kai, aged 33, joined the Group in 2003, focusing
on product development and general management. He has studied a
bachelor’s degree in arts at Auckland University after graduating 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 32, joined the Group in 2004,
focusing 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 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.

NON-EXECUTIVE DIRECTOR

Mr. KIM Jin-Goon, aged 46, 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 world’s leading private equity
investment firm and an affiliate of Premier China, Limited (“Premier
China”), which has substantial interests in 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, a member of the executive
committee and interim chief executive officer 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

LR E B B R

ITHE S

BREEARS A - 445 > AN F ERIATEAE > A
7 A o] A 2 T R SR M L) o BRUEAE R A
KEHERE 7 BLRA > AU FREARER
M5 o BRSEAE AN A AT B R YL E - R
e R BRAR B S 2 R L > IR AR 2 7 T
J& 2~ R PEAL S RAL

REGEE 3K REFZLEMAAREH > B
hF E 208 TR E SEH TH E SR 7 o RCRR AT D IR AR
PR RS R L BA - REAE B IREBLSEAE
ZHE - BRENEE MG B R 2 RKP - HEY
BANFRAITES -

WRBYLRA 33K B - ET=FRMAARLHE -
T A S R R A B AR o SRR AR VY B
Pakuranga Collegef% > A i Auckland University/& i
SCERTEAARAE  REABREERAEZIE - B
PR EZ TP R E A 2RI HEH AR
O RIATEE S o SR AR TR AL R T M E A wl R
13 H AL

BRAG B Se AR o 325 R EEAEMAARLER > E
T3 1€ 2 A AR A SR s SE S ) R ) R B o A I A A £
B B BROCAEREER 5 R E AR TR 7E
Y Ty Je 7 26 07 TR /\ A KRB o BROSEAE R
ISR HEZ R SR B A SO B A o BRSEAE R
BROEANSEA RORB B Z R B LR B RAEZR
S WEHBA RN YATES > BREETIR AL A
A T W o F I AT A o

FBATESF

SEBRRE > 460K > N F—— A AT AL
Al IEEATH S o HAT > 454 R TPG Capital, Limited
([TPG]) (— R EBREEM FASE MR G AR > B2
R A ) WAy~ FT 6 I A5 o R0 BB BORE 8 b B R
% B Premier China, Limited ([ Premier China |) A9 B ¥
) MEB N - & RBTPGE M BRK KA -
By AT W5 28 5 T A BRA R b T i 2 s A
ZPATES  PATREIER - BRAZEG TR - WTE
BE W E REERATBR - bR —FFELFE
TR — AR AT R TR RS R A F R AT EE
HAEEFERTE R - FNWAE T — =

Daphne International Holdings Limited ¢ Annual Report 2013

16



BIOGRAPHIES OF DIRECTORS AND
SENIOR MANAGEMENT

interim chief executive officer of China Grand Automotive Service Co.,
Ltd., and was appointed as vice chairman of the board from April 2012
to September 2013 and built China’s leading passenger car retail and
service network. As a director of the board from July 2008, 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 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, a privately-funded early stage venture
capital firm, 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 postgraduate research at Nanjing-Hopkins Centre in
China, and returned to Harvard University to pursue his master of public

policy.

Mr. LAU Wai Kei, Ricky, aged 44, 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 20 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 Automotive Service Co., Ltd., UT Capital Group Co Ltd.,
Ingham Holdings I. Pty Limited and an alternate director of Phoenix
Satellite Television Holdings Limited. 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 completed Kellogg-HKUST
Executive MBA in 2009. Before returning to China, he spent time in
Canada and graduated from University of British Columbia in 1992. He
is a CFA charterholder.

INDEPENDENT NON-EXECUTIVE
DIRECTORS

Mr. HUANG Shun-Tsai, aged 60, is a director of four 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 63, 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 an
MBA degree from University of Hawaii. Mr. Kuo was appointed as an

independent non-executive director of the Company in 2001.
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BIOGRAPHIES OF DIRECTORS AND
SENIOR MANAGEMENT

Mr. LEE Ted Tak Tai, aged 63, 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 engages 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 Autohome Inc., a company listed on the
New York Stock Exchange in USA, and a director of Shriro Trading
(Shanghai) Company Limited, a privately held company established
in China. Mr. Lee is US certified public accountant (inactive) and has
extensive experience in auditing and accounting sectors. He was a senior
partner at Deloitte, where he worked for over 30 years both in the United
States and Asia. Mr. Lee graduated from California State University,
Fresno with a bachelor’s degree in accounting and obtained an MBA

degree from University of Southern California.

SENIOR MANAGEMENT

Mr. HU Huan Xin, Michael, aged 45, 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 23 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 Sun Yat-Sen University in Mainland China.

Mr. LIN Che Li, Jerry, aged 46, 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 19 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 an 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 54, 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 29 years of
experience in sales and general management in retail and service
industries of which 17 years were in Mainland China. Mr. Shih has 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 National Taiwan

Ocean University.
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CORPORATE GOVERNANCE REPORT

The Company recognises the vital importance of good corporate
governance to the Group’s success and sustainability. The Company
is committed to achieving a high standard of corporate governance
practices as an essential component of high quality and has introduced
corporate governance practices appropriate to the operation and growth
of its business.

CORPORATE GOVERNANCE PRACTICES

The Company has applied the principles set out in the Corporate
Governance Code (the “CG Code”) as contained in Appendix 14 of the
Rules Governing the Listing of Securities (the “Listing Rules”) on The
Stock Exchange of Hong Kong Limited (the “Stock Exchange”).

Throughout the year ended 31 December 2013, the Company has
complied with all the code provisions set out in the CG Code except
for the deviations from code provisions A.2.1 and A.6.7 which are
explained under the “Chairman and Chief Executive Officer” section
and “Communications with Shareholders and Investors” section on
pages 23 and 30 respectively.

The board of directors (the “Board”) will continue to enhance its
corporate governance practices appropriate to the operation and growth
of its business and to review such practices from time to time to ensure
that the Company complies with statutory and professional standards
and align with the latest developments.

Corporate Governance Function

The Board is responsible for performing the corporate governance
duties of the Company. Terms of reference adopted by the Board include
the duties of the Board on corporate governance functions to develop
and review the Group’s policies and practices on corporate governance,
to review and monitor the training and continuous professional
development of the directors and the senior management and to review
the Group’s compliance with the CG Code and disclosure in this
Corporate Governance Report.

THE BOARD OF DIRECTORS

Board Composition
The Board and its committees during the year and up to the date of this
report comprise:
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Audit Remuneration Nomination
Members of the Board/board committees Date of first becoming director Committee Committee Committee
BHG/EFABTERHANA HRIMEEFZ A #HZAE®  HWZHE  RAZAEG
Executive directors # T ##
Mr. Chen Ying-Chieh (Chairman & Chief Executive Officer) 21 May 1996 M M
BRIEN e (T EHATH ) —AAAFERAZ+—H
Mr. Chang Chih-Chiao 12 June 2009
REFRAE “EEAERATH
Mr. Chang Chih-Kai 22 November 2004
RE I AE “EENE+—-AZ+ZH
Mr. Chen Tommy Yi-Hsun 31 December 2011
PRGBS A “F-—ft+-A=+—H
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Audit Remuneration Nomination
Members of the Board/board committees Date of first becoming director Committee Committee Committee
EHG/EFABTREANA HRIMEEFZ A #HZE®  HMZE®  RAZAENG
Non-executive director £ T #F
Mr. Kim Jin-Goon 13 April 2011 M M M
SRR EE “F-—#£NA+=H
(with Mr. Lau Wai Kei, Ricky as the alternate)
(B A HEEES)
Independent non-executive directors %7 F# T E#H
Mr. Huang Shun-Tsai 31 July 2001 M M C
HNE I e A “EF-FLA=Zt—H
Mr. Kuo Jung-Cheng 31 July 2001 M C M
BRIRIEE - = et
Mr. Lee Ted Tak Tai 1 September 2011 C M M
FEBEE “F-—%AA—H

Key: C — chairman of board committee, M — member of board committee

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 2013, 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 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, biographies of the directors and relationship
among them are set out in the “Biographies of Directors and Senior

Management” section on page 16.
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Directors’ Responsibilities

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 advice 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.

Delegation by 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 conducting the day-to-day operation and
management of the Group. 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.

Appointments and Re-election of Directors

The appointment of a new director must be approved by the Board.
The Board has delegated to the Nomination Committee to select and
recommend candidates for directorship including the consideration
of referrals and engagement of external recruitment professionals
when necessary. The Nomination Committee has established certain
guidelines to assess the candidates. These guidelines emphasise
appropriate professional knowledge and industry experience, personal
ethics, integrity and personal skills, and possible time commitments to

the Board and the Company.

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.
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Mr. Huang Shun-Tsai and Mr. Kuo Jung-Cheng, have served as
independent non-executive directors of the Company for more than 9
years. In addition to their confirmation of independence in accordance
with Rule 3.13 of the Listing Rules, Mr. Huang and Mr. Kuo continue
to demonstrate the attributes of independent non-executive directors
and there is no evidence that their tenure have had any impact on their
independence. The Board is of the opinion that Mr. Huang and Mr.
Kuo remain independent notwithstanding the length of their services
and believe that their valuable knowledge and experience continue to
generate significant contribution to the Company and the shareholders

as a whole.

Board Practices and Conduct of Meetings

The Board meets regularly, at least four times, 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 communication. Notice of regular board meetings is sent to all
directors at least 14 days prior to the meeting. For other board and

committee meetings, reasonable notice is generally given.

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 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.
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Apart from regular board meetings, the Chairman of the Company also
holds a meeting with the independent non-executive directors without

the presence of the executive directors during the year.

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, the knowledge and current development of the Company, the
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 2013, all directors of the Company
have attended the training sessions arranged by the Company. They also
read newspapers and materials relating to roles and responsibilities of
directors, and regulatory updates of the Listing Rules amendments and

corporate governance development.

Directors’ 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 ended 31 December 2013.

As required by the Company, relevant officers and employees of the
Company are also bound by the Model Code, which prohibits them
to deal in securities of the Company at any time when he possesses
inside information in relation to those securities. No incident of non-
compliance of the Model Code by the relevant officers and employees

was noted by the Company during the year.

Chairman and Chief Executive Officer
Code provision A.2.1 stipulates that the roles of chairman and chief
executive should be separate and should not be performed by the same

individual.
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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 CG Code. 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 considers that the current structure of vesting the roles of
Chairman and Chief Executive Officer in the same person will not
impair the balance of power and authority between the Board and the

management of the Company.

BOARD COMMITTEES

The Board has established three committees — the Audit Committee, the
Remuneration Committee, and the Nomination 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.

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. Kim Jin-Goon

Mr. Kuo Jung-Cheng

Independent Non-executive Director

Independent Non-executive Director
Non-executive Director

Independent 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

At the meetings held during the year, the Audit Committee had

performed the following work:

. 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

external auditor
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. Review the effectiveness of internal control and financial control

systems

. Consider and review material related party transactions and

connected transactions, if any

During the year, three Audit Committee meetings were held and the
executive directors, the management and the external auditors attended

to provide necessary information.

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. Chen Ying-Chieh

Mr. Kim Jin-Goon

Mr. Kuo Jung-Cheng

Mr. Lee Ted Tak Tai

Independent Non-executive Director

Executive Director
Non-executive Director
Independent Non-executive Director

Independent Non-executive Director

The principal duties of the Nomination Committee are as follows:

. To formulate the nomination policy for the Board’s consideration

and approval and to implement accordingly

. 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, two Nomination Committee meetings were 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 Company has adopted a board diversity policy (the “Policy”) which
sets out the approach to achieve and maintain diversity on the Board in
order to enhance the effectiveness of the Board. Pursuant to the Policy,
the Company seeks to achieve board diversity through the consideration
of a number of factors, including but not limited to gender, age, cultural
and education background, professional experience, skills, knowledge,
and length of service. The Board will consider to set measurable
objectives to implement the Policy and review such objectives from
time to time to ensure their appropriateness and ascertain the progress
made towards achieving those objectives. The Nomination Committee
will review the Policy from time to time to ensure its continued

effectiveness.

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. Chen Ying-Chieh

Mr. Huang Shun-Tsai

Mr. Kim Jin-Goon

Mr. Lee Ted Tak Tai

Executive Director
Independent Non-executive Director
Non-executive Director

Independent Non-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

. To review 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)

<

18 36 B 10 Wl

FERSRAZEGURTMAER #LXAEER
B AT E R B MR R LR
(RS SBOR A B AE R | EHLHE) -

AAFERAES G R EZ T BOR (TRZEUR)) >
WY SR EE G B L b R T E
HE AR J7 8 o RIFZBOK > A4 F
FEMRE B ZIHNR (BIFEARRBER - i 3
L RBHEE R EREM LA - e Wk &k
BALH) i scER g A 2 onil - EHENE EH
SE AT wH R R DUVEE % BOR - 30 R R AR R R 4 H BR
DATHE R & 78 B2 M i B S AR T - 4R 4
ZHE AR BOR > DR R AR

BMZEZRE
A FIHME B R TR TR EN ARG A
5 H > B A R

MARAR S WS IE AT S
(ZE & L)

BREEN A PATHEF

B S WL E AT HE S

EB R FRITES

BIER A B SLIERATHE S

BiME R g EFERFT

o AN TF RS R B 2 B R
B BN > LA Rl e o IE BT B2 W B 2 AR U
il 72 M ELSRE - 1) R

s ZHEHRGEEZAFBEREE  Fl &
YA B 2 357 2 o

e MEBTEFLEEEMABZHMEE &
15 B A HE AR A - B R A - 2B PR HE R B A AR
AIE (LA IR 92 O 4 1k BB s & AT 2 i 1)

O R OB B AR AR - 4, 2013

27



CORPORATE GOVERNANCE REPORT

. 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

o To make recommendations to the Board on the remuneration of
non-executive directors including independent non-executive

directors

. To review 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 of 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 regarded the

corporate governance code

During the year, two Remuneration Committee meetings were held
and the remuneration packages of directors and senior management
were reviewed and considered. The remuneration of directors is
pre-determined and 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.
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MEETING ATTENDANCE OF BOARD AND
BOARD COMMITTEE MEMBERS

The attendance records of each director at the Board meetings, board
committee meetings, annual general meeting (AGM) and extraordinary
general meeting (EGM) of the Company held during the year ended 31

December 2013 are set out in the table below:
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BAZERGER HEFER I ZAGGHE  RK
L AF K B B B e SRR B 2 A B R R R
WA

Number of meetings attended/Number of meetings held

LE e VR ST | VR

Audit  Nomination Remuneration

Board Committe Committee Committee AGM EGM

BRE  FRZEEG RAZHE  FMZHE BAEERE RIRAAE
Executive directors HITEF
Mr. Chen Ying-Chieh BRI 44 22 0 1 1
Mr. Chang Chih-Chiao REELE 44 1 "
Mr. Chang Chih-Kai RIS 44 1 N
Mr. Chen Tommy Yi-Hsun Bt B et 414 11 11
Non-executive director FHTEF
Mr. Kim Jin-Goon 2B ERE 24 13 072 012 071 01
(with Mr. Lau Wai Kei, Ricky, (Mg 24 3 22 21 1 n

as the alternate) AEBLES)

Independent non-executive directors B FHITEF
Mr. Huang Shun Tsai HIRAEA 414 33 22 22 il 0/
Mr. Kuo Jung-Cheng HERIAE 44 33 M m 1 0/1
Mr. Lee Ted Tak Tai BEREA 44 33 22 21 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 so as to enable it to make an
informed assessment of the financial and other information put before

the Board for approval.
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Internal Controls

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.

Independent Auditor and Remuneration
The working scope and reporting responsibilities of PricewaterhouseCoopers,
the Company’s external auditor, are set out on pages 43 and 44 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$4,650,000 and HK$2,717,000

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, the Company held an annual general meeting (the
“AGM?”) and an extraordinary general meeting (the “EGM”) on 13 May
2013 and 27 August 2013 respectively. Due to unavoidable business
engagements, Mr. Kim Jin-Goon, the non-executive director of the
Company, was unable to attend the AGM and the EGM, in which
Mr. Lau Wai Kei, Ricky as the alternate director to Mr. Kim, attended
both general meetings. Mr. Huang Shun-Tsai, Mr. Kuo Jung-Cheng and
Mr. Lee Ted Tak Tai, the independent non-executive directors of the
Company, were unable to attend the EGM. These were in deviations
from code provision A.6.7 of the 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.
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Investor Conferences and Roadshows Attended in 2013

BT SRS B Bk B G B

Date Event Organiser Location
H 3 5 B B AL Hb
January 2013 UBS Greater China Conference 2013 UBS Shanghai
SR -=F—H Big RO H 22 € 72013 Fir #1 Lt
March 2013 Post-results Roadshow Merrill Lynch Hong Kong
—ER—-=4E=EA I SRR 2 B FEH i
Credit Suisse 16th Asian Investment Conference Credit Suisse Hong Kong
S EE PR AVEEHE gy 3| T {5 EORE
Post-results Roadshow Goldman Sachs Singapore
I SEAEAR 2 B i [ I3
April 2013 Daiwa Consumer and Gaming Conference 2013 Daiwa Hong Kong
R —-=4A DN 25 1H 2 X R AT S #2013 R A 27 o
DBS Vickers Pulse of Asia Conference DBS Vickers Hong Kong
S 7 M 5 22 R O IR 6 2 R M v i
May 2013 Macquarie Greater China Conference Macquarie Hong Kong
SR -ZFAHA 2 BUPNGEE 2 A% B S
Morgan Stanley Annual Hong Kong Investor Summit Morgan Stanley Hong Kong
JBE AR PR R4 T o 4B e JHE AR L 1 R i
Deutsche Bank dbAccess Asia Conference 2013 Deutsche Bank Singapore
7 E SR ATdbAccessHE P #2013 R E WA DI
June 2013 BNP Paribas Regional Consumer Conference BNP Paribas Hong Kong
TER-ZFRNNA 5 B LB SR AT Ml I I AT Bk E R RAT i
UBS Consumer Day UBS Hong Kong
T $ 1K # 4T 2E H T ¢ i
July 2013 Roadshow Citigroup Hong Kong
—E—-=4FtH e 1 TEHEaRAT i
Roadshow Daiwa Hong Kong
I 18 KA i
August 2013 Post-results Roadshow Goldman Sachs Hong Kong
—F—-=4NA O A HERRAR 2 B 1 = i
September 2013 Post-results Roadshow Merrill Lynch Singapore
—EF—-=4F0A NS ¥ P EV B 3
Nomura China Investor Forum Nomura Shanghai
S A 5 S o B A e B b 8 I ti
October 2013 UOB Asia Corporate Day UOB KayHian Singapore
—F-=#1+A w2 4 B A AR 2 K24 B T 35
CLSA Consumer Access Day CLSA Hong Kong
LSRR CRE ! B IR
HSBC 3rd Annual China Consumption Conference HSBC Hong Kong
T 55 = JeE 4R T o B AT S i i
Jefferies 3rd Annual Asia Corporate Access Summit Jefferies Hong Kong
7N B F = JiE AF B B M A SE e NCE i
Standard Chartered Double in 3/Triple in 5 Asia Pacific Standard Chartered  Hong Kong
Emerging Conference 2013
& #T 4R 1T Double in 3/Triple in 5 BT ERAT ok
a0 K I ST 6 #2013
November 2013 Goldman Sachs Greater China CEO Summit 2013 Goldman Sachs Hong Kong
—EF-=F1—A 5 8K 3 [ CEOIE 12013 =i A r it
Merrill Lynch China Conference 2013 Merrill Lynch Beijing
SRR S B #2013 ES Jtm
Citi China Investor Conference 2013 Citigroup Macau
TETHE P B 45 & #2013 {E T #RAT R
Morgan Stanley 12th Annual Asia Pacific Summit Morgan Stanley Singapore
JEE AR PR B 4 e A R K [ 0 JEE AR A I3

O R OB B AR AR - 4, 2013
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Constitutional Documents
There is no change in the Memorandum and Articles of Association of
the Company during the year.

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 requisitionist(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 Level 22, Hopewell Centre, 183 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 2013.

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 in Mainland China and
export sales with major customers in the United States of America.

SEGMENT INFORMATION

An analysis of the Group’s performance by reportable segment is set out
in Note 5 to the financial statements.

RESULTS

The results of the Group for the year ended 31 December 2013 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 45 to 119.

DIVIDENDS

An interim dividend of HK6.0 cents per share, totalling HK$98,949,000,
was paid on 8 October 2013.

The board of directors of the Company recommends the payment of a
final dividend of HK2.0 cents per share, totalling HK$32,983,000 in
respect of the year ended 31 December 2013.

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 2013 amounted to HK$693,255,000 (2012:
HK$684,038,000).

Movements in the reserves of the Group and of the Company during the
year are set out in Note 37 to the financial statements.

CHARITABLE DONATIONS

Donations made for charitable purposes by the Group during the year
amounted to HK$3,349,000 (2012: HK$3,957,000).

FIXED ASSETS

During the year, the Group acquired land use rights of HK$4,994,000
(2012: Nil) and property, plant and equipment of HK$320,604,000
(2012: HK$546,776,000). Movements in land use rights and property,
plant and equipment of the Group are set out in Notes 16 and 17 to the

financial statements respectively.
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SHARE CAPITAL

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

year are set out in Note 35 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 120.

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. Chang Chih-Chiao

Mr. Chang Chih-Kai

Mr. Chen Tommy Yi-Hsun

Non-executive director
Mr. Kim Jin-Goon
(with Mr. Lau Wai Kei, Ricky as the alternate)

Independent non-executive directors
Mr. Huang Shun-Tsai

Mr. Kuo Jung-Cheng

Mr. Lee Ted Tak Tai

In accordance with Article 99 of the Company’s Articles of Association,
Mr. Chen Ying-Chieh, Mr. Chang Chih-Chiao, and Mr. Lee Ted Tak
Tai will retire by rotation and, being eligible, will offer themselves for

re-election at the forthcoming annual general meeting.
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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 2013.

BIOGRAPHIES OF DIRECTORS AND SENIOR
MANAGEMENT

Brief biographies of directors and senior management are set out on

pages 16 to 18.

DIRECTORS’ SERVICE CONTRACTS

The term of directorship of each non-executive director including
independent non-executive director is one year to 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 2013, 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 “SFQO”)), 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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Long positions in shares and underlying shares of the

P

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

Company
Number of shares
Jic 1 B H
Percentage of
issued share
Corporate Personal Underlying capital of
interest interest interest Total the Company
A2 W
C# AT BA
ACE £ &l N\ HE 28 HH B B 28 M Ak
Mr. Chen Ying-Chieh 147,738,920 - 16,000,000 163,738,920 9.93
RSN e (Note 1) (Note 2)
(B &E—) (fEE=)
Mr. Chen Tommy Yi-Hsun 170,846,895 1,600,000 - 172,446,895 10.46
B A6 ) Se 2k (Note 3)
(k=)
Notes: Fff 5 -

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. These interests represented the interests in underlying shares of the Company in
respect of share options granted to the directors.

3. 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.

Save as disclosed above and the “Share Option Scheme” section, as at
31 December 2013, 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.

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 executive
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.

—. BN S8 4E 9% M Pushkin Holding Limited# A 4% A 7
147,738,920/ I 17> 2 ‘& % M %5 ° Pushkin Holding Limited
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170,846,895 R B 17 2 B %2 HE %% © Top Glory Assets Limited
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SHARE OPTION SCHEME

On 29 May 2003, the Company adopted a share option scheme (the
“Old Scheme”), which was amended on 7 December 2009 and expired
on 28 May 2013. Upon expiry of the Old Scheme, no further share
options could be granted under the Old Scheme but, in all other respects,
the provisions of the Old Scheme shall remain in force to the extent
necessary to give effect to the exercise of any share option granted prior

to the expiry of the Old Scheme.

On 27 August 2013, a new share option scheme (the “New Scheme”)
was approved by shareholders of the Company and adopted by the
Company. Unless otherwise cancelled or amended, the New Scheme

will remain in force for 10 years from the date of adoption.

The purpose of the New Scheme is to enable the Company to grant
options to eligible participants, including any full-time or part-time
employees, executives, officers, executive or non-executive directors of
the Group and any advisers, consultants, agents, suppliers, customers,
distributors and such other persons at the discretion of the Board, as
incentives or rewards for their contribution or potential contribution to

the Group.

The maximum number of shares which may be issued upon exercise
of all options to be granted under the New Scheme and any other share
option schemes of the Company must not exceed 10% of the shares
of the Company in issue on 27 August 2013, the date of approval
and adoption of the New Scheme unless shareholders’ approval has
been obtained. The shares which may be issued upon exercise of all
outstanding options granted and yet to be exercised under the New
Scheme and any other share option schemes of the Company at any time
shall not, in aggregate, exceed 30% of the shares of the Company in
issue from time to time.

The total number of shares issuable under the New Scheme and any
other share option schemes of the Company to each eligible participant
within any 12-month period shall not exceed 1% of the shares of the
Company in issue as at the date of grant unless shareholders’ approval
has been obtained. Share options granted to a director, chief executive or
substantial shareholder of the Company or any of their associates shall
be subject to prior approval by the independent non-executive directors.
Share options granted to a substantial shareholder or an independent
non-executive director of the Company or any of their associates,
in excess of 0.1% of the shares of the Company in issue or with an
aggregate value in excess of HK$5 million, within any 12-month period,
shall be subject to prior approval by shareholders of the Company.

The exercise price of the share options is determinable by the Board
and must not be less than 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 30 days [ BOHE 22 4 n] iR 52 AR B4 H W5 530 H A& %
from the date of offer, upon payment of a nominal consideration of  ff &3k C 2 LB BEEWR -
HKS$1 in total by the grantee.

Share options do not confer rights on the holders to dividends or to vote i & 3 A B 7 H A AW BUR S ORI R k& k-
at shareholders’ meetings. B2 HER

Details of movements of the share options granted under the Old A& E "F =4+ _"H=+—HIL4EF > REH

Scheme for the year ended 31 December 2013 were as follows: RIS E R AT
Exercise  Outstanding at Exercised Forfeited Cancelled  Outstanding at
price 1 January during during during 31 December Exercisable
Date of grant per share 013 the year the year the year 013 period
3 S 3 S
L TZAZT-H
B BRI A REREE O RERRE REREH Kl A
(yyyymm/dd) HKS$ (yyyymm/dd)
(/1/8) 7 (/R/R)
(i) Executive directors A7 2%
Mr. Chen Ying-Chich 2010101127 6.19 16,000,000 - - - 16,000,000 2011101727 2020001126
BREREAE (Note 3) (H3E=)
Mr. Chang Chih-Chiao 2010101127 6.19 5,500,000 - - 5,500,000 - 2011101727 - 2020001126
REALE (Note 3) (Hf3£=)
Mr. Chang Chih-Kai 2010101127 6.19 6,500,000 - - 6,500,000 - 2011/01127- 2020001126
RS (Note 3) (3£ =)
Mr. Chen Tommy Yi-Hsun 2010101127 6.19 2,400,000 - - 2,400,000 - 2011101727 - 2020001126
3T it (Note 4) (&)
(i) Consultant B
Mr. Chen Hsien Min 201001127 6.19 8,400,000 - - - 8,400,000 2011/0127- 202001126
(an associate of (Note 5) (HH3ET)

Mr. Chen Tommy Yi-Hsun)
KEREE (RRBLEE
ZBEAD)

(iii)  Employees E4

Ms. Chang Wan Hsun 2010001127 6.19 4,000,000 - - 4,000,000 - 2011101127 - 2020001126
(an assocate of (Note 4) (BH7E)
Mr. Chang Chih-Kai and
Mr. Chang Chih-Chiao)

RS RESEER
REBREZEEAL)

Tn aggregate 2010/01/27 6.19 8,795,000 - - - 8,795,000 2011/01/27- 2020101126

it (Note ) (7EE)

Tnaggregate 2010/07/22 761 1,000,000 - - - 1,000,000 2011/04/01 - 2020007121

it (Note 6) (7 7%)

Tn aggregate 2010/07/22 761 600,000 - - - 600,000 2011/04/01 - 2020007121

it (Note 7) (&£

Inaggregate 200101127 184 2,500,000 400,000 2,100,000 - - 2012/01/27- 2021101126

it (Note 1) (f3E—) (Note ) (JF3Em)
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Exercise  Outstanding at Exercised Forfeited Cancelled  Outstanding at
price 1 January during during during 31 December Exercisable
Date of grant per share 013 the year the year the year 013 period
%= e St
=1 IS
bt BRTTHER Al REREE O RERRR RENER Kl sl
(yyyymm/dd) HKS (yyyylmm/dd)
(£/1/8) 7 (£/R/8)
(iii)  Employees (Continued) 5 (%)
In aggregate 201110819 8.35 1,000,000 - 1,000,000 - - 2012/08/19-2021/08/18
At Note4) (FH3EN)
In aggregate 2011710728 8.30 300,000 - - - 300,000 2012/10/28 - 2021110127
hi (Note 8) (HH3EA)
In aggregate 20120111 8.27 700,000 - - - 700,000 2013/01/11-2022001/10
At (Note 8) ([iHE L)
In aggregate 20120111 8.7 2,500,000 500,000 2,000,000 - - 201301711 - 2022001710
fit (Note2) (3£ =) (Note 4) (iHzEM)
In aggregate 201203120 10132 3,300,000 - 700,000 - 2,600,000 2013103120 - 202210319
hi (Note 4) (Hr3E1)
In aggregate 20120713 §.214 300,000 - - - 300,000 20130713 - 202200712
At (Note 8) ([iHzE L)
In aggregate 2012/08/30 7.948 300,000 - - - 300,000 2013/08/30 - 202210829
it (Note 8) (iHE )

Notes: [t &1

1. The closing price per share immediately before the date of exercise is HK$8.21.  — ~  Z4547 (i H 19 {45 B B4 2 Wi A8 A58 21 7T ©

2. The closing price per share immediately before the date of exercise is .~ BE3EA7 H HA BT 45 BB 0y 2 Yo i 15 45 10. 1286 0T -
HK$10.12.

3. 15% of the share options vested or will vest on each of the five anniversary dates = ~ BB HE dy 5% 1 H 0988 51 7008 4F H 9 4R B 8 15% » Ho 6%
of the date of grant and 25% of the share options will vest, subject to certain 25%IEFFAN W HEH G N T B 2 4 T R B -
performance targets determined by the Board of the Company, on the fifth TAFZ S H R A T AR AR H SR o
anniversary of the date of grant.

4. 20% of the share options vested or will vest on each of the five anniversary dates DU ~ [ B HE fy 332 B 400588 & 7o R0 48 B 4548 57 B 20% -
of the date of grant.

5. 15% of the share options vested or will vest on each of the four anniversary .+ [ B HE d1 4% ) B W98 50U R 4E B 4546 57 8 15% - HiR
dates of the date of grant and 40% of the share options will vest on the fifth 40% i~ 1% i H W 526 LW AE H B E -
anniversary date of the date of grant.

6. One-fifth of the share options vested or will vest on each anniversary with the 7+ §HEHE ) =2 ——4F 0 H — H L FH 508 4 B 5 4F 155
first tranche starting on 1 April 2011. HorZ— o

7. One-third of the share options vested or will vest on each anniversary with the L BERHER T ——F A — HE A H SRS
first tranche starting on 1 April 2011. =hZ—e

8. One-third of the share options vested or will vest on each of the three  /\ - WEMEHERFZE HBIRES SfEE N GERB =402 — -

anniversary dates of the date of grant.

During the year ended 31 December 2013, no share options were granted

under the share options schemes adopted by the Company.

On 21 January 2014, 6,120,000 share options were granted to a director,

consultants and employees with an exercise price of HK$4.50 per share

under the New Scheme.

REE T =+ H = — HIIRERE > BEA
A F R AR ) I S RE T ) O e 57 o A o

R FE—E—A +—H > REHE# - 6,120,000
45 B B HE LAAT (18 45 AR 4. 508 TR T — B T~ R
FAEA -

O R OB B AR AR - 4, 2013
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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
2013, 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

P

B RO A 4 )y B R B By 2

B i

e A2y m R YR AE S5 KW B R B A X VIR S5 3361 2 M
SEMAFELZ EFERFETMITR - R =F—=4F
ToHA=1t—H > AAFCENE T3 EERARHE
g (A5 AN 5] CBEAT A S B DL L) o BE 5 1 2 7
ANELAEAE [ HE 35 R AR 2 A ey S AR BR BBE 4y 2 M4 | —

BN PR R

Company”.

Percentage of

Long/ issued share

Short Number of capital of

Name Capacity position shares the Company

iAAHED

EA 54 HE %R BRBH BATIRAH 4 b

Lucky Earn International Limited Beneficial interests Long 400,719,995 (Note 1) 24.30
HHfa A e (B E—)

Premier China, Ltd. Beneficial interests Long 298,510,572 (Note 2) 18.10
Ha e A e (B E=)

TPG Asia GenPar V Advisors, Inc. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
RLUNEIP £ R (Bt % =)

TPG Asia Genpar V, L.P. Interests of controlled corporation Long 298,510,572  (Note 2) 18.10
CRLUNTIDA: £ LIS (B 5E=)

TPG Asia V, L.P. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
ERLyNEIPa £ IS (HsE=)

TPG Group Holdings (SBS) Advisors, Inc. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
TN T 2 R i e (BsE=)

TPG Group Holdings (SBS), L.P. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
ERLyNEIP £ R (Bf&E—)

TPG Holdings I, L.P. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
TN T 2 R i e (B sE=)

TPG Holdings I-A, L.P. Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
ZYEN T 2 Mg LIS (KE=)

Mr. David Bonderman Interests of controlled corporation Long 298,510,572 (Note 2) 18.10
CRLYNCIDA: £ e (B E=)

Mr. James G. Coulter Interests of controlled corporation Long 298,510,572  (Note 2) 18.10
TN 2R R (FftsE=)
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Percentage of

Long/ issued share

Short Number of capital of

Name Capacity position shares the Company

AL F D

2 H 4/ WH/ %A BBBH BATRAH L

Top Glory Assets Limited Beneficial interests Long 170,846,895 (Note 3) 10.36
Ha A A WA (BifaE=)

Mr. Chen Tommy Yi-Hsun Interests of controlled corporation Long 170,846,895 (Note 3) 10.36
bR B 55 & cYNCIPA £ WA (B aE=)

Ms. Chen Jennifer Yi-Chen Interests of controlled corporation Long 170,846,895 (Note 3) 10.36
BRAGR & & CELYNCIPA £ W (BRE=)

Pushkin Holding Limited Beneficial interests Long 147,738,920 (Note 4) 8.96
HaidEA A WA (B 3 PY)

Mr. Chen Ying-Chieh Interests of controlled corporation Long 147,738,920 (Note 4) 8.96
BRIEASEE e YNCIPA| £ WA (BfF &)

Mr. Chen Ying-Tien Interests of controlled corporation Long 147,738,920 (Note 4) 8.96
B9 4t 5 SR YNGIPA| £ A (Bff & P9)

Mr. Chen Ying-Che Interests of controlled corporation Long 147,738,920 (Note 4) 8.96
BRIEH 5B CELYNCIPA £ W (B &)

Notes: Wt 2% -

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, an executive director of the Company, and Ms.
Chen Jennifer Yi-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.

|1l

AN FVAT HE F IR B e A RO T Sk B R 4
b Wk 43 Bl W A5 AE 9% % 0E 2 BF S 5 M RS2 Z Lucky Earn
International Limited 26% ~ 26% & £-24% 2 B % #E £ ©

Premier China, Ltd. B i B A/ 7 w] A& 55 KRR A ot o
T 0 B R P A T SR R A R IR R A T AT AR - KT
AT A 3£278,510,572/% [ 143 © Premier China, Ltd. /3 TPG
Group Holdings (SBS) Advisors, Inc.Z [t i 28 7] » 1 5%/ 7
Al i David Bonderman’t 4= & James G. Coulter/t 4z £ #EH
50% °

PRV ENSEAE - ANTFZBATHES > KBIAHR L L5 3 H i
A 76 58 2 Lo BE 5 5 M A7 2 Top Glory Assets Limited
50% s o MRIERE S5 BB > 955 WAL S 7E Top Glory
Assets Limited T £ 2 170,846,895 A< 2 W] e 3 b
HE 45 o

AR w3 R E A e R B i 2 T 4 O o BRI B S R
ok 547 S5 4k 4 | B 25 $ A Pushkin Holding Limited =4 2
— I RESR o MR RE SR MO B AGR) » 155 AL 2% fEPushkin
Holding Limited fT #5452 147,738,920/ 4% /A 7 I 473 FR HEA
HEfE o
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REPORT OF THE DIRECTORS

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 60%,

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.

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, 25 March 2014
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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 45 to 119, which comprise
the consolidated and company balance sheets as at 31 December 2013,
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.

3 57 A BBl e

B 7 A% B b i
BOE I Ye B B 1 i A BR 2 W) i 3R

(B4 B & 7 &t 57 19 A IR 2 7l )

AR BT (L AR [ 3 AM ) C 3 s8I HOR 45 H 2
S 119 2 X WR B BR 2 BEA PR /) (T AR ) H
& w (AT R e B R > AR R
BMEQHENR _F =4+ "H=1t—HHNEG X
AFREEAMREK  MBEZH ILFEERZESRER -
HBeemlnR HFGolaSEREGEHERE

Fo VAR T B w5 R A I R R o

30 A% S R R IR Y AT

B ) B O A RONR A s A LA A A
B 5 s o ) R 7 ol AR 91D A 4B o A A R
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Bk > K 9% B LR I A SRR WA 5 R B b 2 Y
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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 2013, 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, 25 March 2014

B 7 A BBl e
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CONSOLIDATED INCOME

STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2013

&

A VA

Wt #

WE TSR =T — IR

2013 2012
SBSE B
Note HK$’ 000 HKS$’ 000
Bt &1 T 0 ARP
Turnover X 5 10,446,540 10,529,100
Cost of sales B B LA (4,608,253)  (4,300,268)
Gross profit B 5,838,287 6,228,832
Other income HAthlfe A 6 94,531 110,073
Other losses — net o Ath 5 18 — 1 AE 7 (58,256) (19,786)
Selling and distribution expenses S8 143 81 BH 32 (4,874,889)  (4,410,251)
General and administrative expenses — M B AT BB S (479,521) (543,968)
Operating profit maEE A 8 520,152 1,364,900
Finance costs BB A 9 (52,567) (49,436)
Share of loss of associates and a joint venture  J& Al B 2 28 ) K — [H]
BB AR R (3,154) (8,150)
Profit before income tax ok B 45 B4 Hir 282 | 464,431 1,307,314
Income tax expense BT AR B 32 10 (130,097) (332,551)
Profit for the year GRS 334,334 974,763
Attributable to: DLUR £ 5 MEAS
Owners of the Company KAFHA N 329,144 955,673
Non-controlling interests I 72 0 HE 2 5,190 19,090
334,334 974,763
Earnings per share g i 28 A 12
Basic (HK cents) FEA (AL 20.0 58.1
Diluted (HK cents) D) 19.4 52.9

The notes on pages 52 to 119 are an integral part of these consolidated

financial statements.

Details of dividends payable to the shareholders of the Company are set

out in Note 13.

FREI9B 2 MBMEME ARG AMBERELZ

LR A

40 7 B B R B 13 -
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CONSOLIDATED STATEMENT OF GZasmaR
COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2013 BE—T A=+ — 0 IR

2013 2012

TR -ZE R F

HK$’ 000 HK$’ 000

T# 0 T

Profit for the year A TR 2 A 334,334 974,763

Other comprehensive income At 4 T WA

Item that may be reclassified subsequently AR T B R

to profit or loss: HamWIHE -

Currency translation differences [ifE 53, 75 %H (369) (435)
Item that will not be reclassified subsequently A 7] A HAZFHH 0 E

to profit or loss: HaWIEE -

Currency translation differences [ifE 53,25 % 128,293 50,417
Total comprehensive income for the year I 2 THI W 2 AR 462,258 1,024,745
Attributable to: DL & 5 EAG -

Owners of the Company /NG ZEDN 454,815 1,004,755

Non-controlling interests IE P2 0 1 HE 2 7,443 19,990

462,258 1,024,745
The notes on pages 52 to 119 are an integral part of these HS2EN9OHZ B MBEM st A AL & MBREZ
consolidated financial statements. R A o
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CONSOLIDATED BALANCE SHEET GoEERAMRR
AS AT 31 DECEMBER 2013 R _E—=Z+_H=+—H

(Restated) (Restated)
(E41) (E51)
2013 2012 2011
—R=gE SF -8 SR
Note HK$’ 000 HK$’ 000 HK$’ 000
i Tt Tt T #5 90
Non-current assets Ik B
Intangible assets Ui - 15 84,870 115,452 129,926
Land use rights b 5 RE 16 54,512 49,747 51,196
Property, plant and equipment L ENN &L 17 1,187,682 1,183,584 899,662
Interests in associates B T 2 ME g 20 7,683 11,055 3,359
Interest in a joint venture A BT A 21 46 -
Available-for-sale financial asset Al A LG 22 374 624 16,624
Deposits paid for acquisition of WA i - b 5 ) BEE R ) 2
land use rights and property, L& e
plant and equipment O A e 4 62,057 38,841 63,947
Long-term rental deposits 1= BIAH 45 4 4 K
and prepayments T AT HIE 182,950 194,977 175,564
Deferred income tax assets R JE T 45 B0 38 151,248 111,491 106,469
1,731,422 1,705,771 1,446,747
Current assets TE E E
Inventories & 23 2,642,920 2,368,890 2,058,526
Trade receivables B 5y E W 3k 25 365,726 346,696 274,303
Entrusted loans ZitEH 24 104,161 - -
Other receivables, deposits S AthJE i AR~
and prepayments e 4 K AT A 26 1,603,685 1,355,333 971,290
Structured bank deposits SRAT &5 HEAE K 27 637,992 - -
Pledged bank deposits K ERAT A7 K 28 4,464 = =
Bank deposits with maturity AE O =R H 2
over three months AT A7 29 32,625 - -
Cash and cash equivalents BHe kB &S EY 30 699,321 1,494,759 1,795,744
6,090,894 5,565,678 5,099,863
Current liabilities i B B
Trade payables B 5 REAT IR K 31 1,126,304 865,951 819,131
Other payables and accrued L Al B AST MR S B E T
charges % H 588,897 554,591 608,691
Derivative financial instrument fir e 4l T 33 1,315 - -
Current income tax liabilities RIVHA fr 45 i A & 25,323 151,167 250,612
Convertible bonds A 6 At 55 32 689,178 = =
Bank loan — unsecured SRAT B — MEHCHR 34 117,000 7,268 6,998
2,548,017 1,578,977 1,685,432
Net current assets T B A 3,542,877 3,986,701 3,414,431
Total assets less current liabilities 48 % /2 Wl 7 B & 1 5,274,299 5,692,472 4,861,178

O R OB B AR AR - 4, 2013
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CONSOLIDATED BALANCE SHEET GoBEERARR

AS AT 31 DECEMBER 2013 I E —=%+_H=+—H
(Restated) (Restated)
(%)) (E31)
2013 2012 2011
R CFE T FE AR
Note HK$’ 000 HKS$’ 000 HK$’ 000
it T#T THTT TH#E T
Equity attributable to owners AN T NG HE
of the Company
Share capital e As 35 164,914 164,824 164,096
Reserves it 15 37 4,878,808 4,660,512 3,871,771
5,043,722 4,825,336 4,035,867
Non-controlling interests I 12 i) o A 206,107 211,260 195,759
Total equity HARE 25 5,249,829 5,036,596 4,231,626
Non-current liabilities IE i B A &
Convertible bonds W BB % 32 - 639,738 605,879
Deferred income tax liabilities % SiE T 15 Bl B {5 38 24,470 16,048 19,445
Other non-current liability HoAth I i B £ - 90 90
License fee payables JRE AN A R Ao RE R S = 4,138
24,470 655,876 629,552
Total equity and non-current R RS E I =
liabilities 5,274,299 5,692,472 4,861,178
Approved by the board of directors on 25 March 2014. A= A O S e o
CHEN YING-CHIEH CHANG CHIH-KAI
Director Director
EH EH

The notes on pages 52 to 119 are an integral part of these consolidated BR2EN9H Z M MRM /AL G MB#REL
financial statements. AR A
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R R

B_F—ZHF+_HA=+—H

BALANCE SHEET
AS AT 31 DECEMBER 2013

2013 2012
TR -DE CE TR
Note HK$’ 000 HKS$’ 000
Fit 51 T 0 Tt
Non-current assets FE B EE
Investments in subsidiaries P E AR 27 E 18 368,822 368,822
Current assets i) &
Other receivables Al i B 3K 352 264
Amount due from a subsidiary JARE Wi — [T BT JB A D R R 19 1,466,256 1,272,798
Cash and cash equivalents Bl BB 4 E Y 30 6 42
1,466,614 1,273,104
Current liabilities B A
Other payables and accrued charges At AN B R % E L2 22,701 20,221
Derivative financial instrument A4 T HE 33 1,315 -
Convertible bonds ] 1 % AE 32 689,178 =
Bank loan — unsecured HRAT B — MK 34 117,000 =
830,194 20,221
Net current assets W) R 636,420 1,252,883
Total assets less current liabilities AU O B B 1,005,242 1,621,705
Equity HE i
Share capital A 35 164,914 164,824
Reserves fit 5 37 840,328 817,143
Total equity HARE R 1,005,242 981,967
Non-current liabilities B AAE
Convertible bonds [EL3dE 32 - 639,738
Total equity and non-current liabilities HOHE 2 K IR 9 B £ A 1,005,242 1,621,705

Approved by the board of directors on 25 March 2014. AE—NE=H T H A EER A -

CHEN YING-CHIEH CHANG CHIH-KAI
B S AR REYL
Director Director
I £

SS2F 119H 2 BAHS i 3% B 5 25 A BA 5 36 2 4R
A o

The notes on pages 52 to 119 are an integral part of these financial

statements.
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CONSOLIDATED STATEMENT OF AWML ER

CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2013 HEZT—=Ft+_HA=Z=t+—HILFFE
Attributable to
owners of the Company
A T A N A
Non-
Share controlling
capital Reserves interests Total
I e il
i A it ff % At
Note HK$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000
B3t T#T TH#T TH#TT T
At 1 January 2012 R-F——HF—~H—H 164,096 3,871,771 195,759 4,231,626
Profit for the year 4 T 4 A - 955,673 19,090 974,763
Currency translation differences BEE 5, 7 & - 49,082 900 49,982
Total comprehensive income 2 T i i A AR = 1,004,755 19,990 1,024,745
Dividends g5y - (296,525) (4,489) (301,014)
Share option scheme: T g B ) 36
Value of grantee services RN (E = 36,173 = 36,173
Proceeds from shares issued BT 2 ik 728 44,335 - 45,063
Write-back of unclaimed dividends 1§ [l A S U 5, - 3 = 3
Total transactions with owners ik VPN R 728 (216,014) (4,489) (219,775)
At 31 December 2012 MZF—-ZF+ZA=+—H 164,824 4,660,512 211,260 5,036,596
Profit for the year N B F - 329,144 5,190 334,334
Currency translation differences B 5 25 4 - 125,671 2,253 127,924
Total comprehensive income 2 T i i A AR = 454,815 7,443 462,258
Dividends g5y - (247,371) (3,361) (250,732)
Share option scheme: T g B ) 36
Value of grantee services RN (E = 3,668 = 3,668
Proceeds from shares issued BT B 2 ik 90 7,181 - 7,271
Repayment of amount due to R TR AT 92 ) M
a non-controlling shareholder AR K = - (9,235) (9,235)
Write-back of unclaimed dividends 1§ 1] A S U &, - 3 = 3
Total transactions with owners SEEAH A\ 5 90 (236,519) (12,596) (249,025)
At 31 December 2013 REF—-=%+ZA=+—H 164,914 4,878,808 206,107 5,249,829

The notes on pages 52 to 119 are an integral part of these consolidated 2B N9H Z MM RM A AL G MBREL
financial statements. MR A
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CONSOLIDATED CASH FLOW HEBHAsRER
STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2013 HE - E—=4Ft+_"_H=1+—HILFEFE
2013 2012
R FE 4
Note HK$’ 000 HK$’ 000
Bt 5 T#T T#E T
Operating activities KB TE B
Cash generated from operations S B e 39 720,482 873,180
Income tax paid EAT TR B (287,889) (441,943)
Net cash generated from operating activities REIE W E A 2 Bl e T 432,593 431,237
Investing activities & E)
Dividends received from an associate B U — T B 4 N D I B - 212
Dividends received from an investee company £ Wi — [H] Bl £ & 23 7 B S, 18 61
Interest received SEE PN 28,277 43,047
Acquisition of land use rights and property, W b (R 2 -
plant and equipment & (343,332) (521,009)
Contribution of capital to a joint venture m—HAEAENE (60) -
Return of capital contribution from — R 2 m)IR el i
an investee company 250 -
Proceeds from disposal of property, MY - B sk IR
plant and equipment 2,221 3,130
Acquisition of a license right ST i R 0 R (819) =
Entrusted loans made to suppliers T 43 JE P A L 19 22 RE AR (708,872) -
Repayment of entrusted loans by suppliers A R 1 2 2 SR K 604,711 -
Placement of structured bank deposits A7 TR AT &5 WE AT 2K (632,983) =
Placement of pledged bank deposits A7 B HE AT SRAT AR (4,376) =
Increase in bank deposits with maturity A7 W =R H 2 AT
over three months ez e:bll| (32,625) =
Net cash used in investing activities TG I 2 B R A (1,087,590) (474,559)
Financing activities il 5 1 )
Dividends paid oA B (247,371) (296,525)
Dividends paid to non-controlling T A I 2 ol 4 3
interests (3,361) (4,489)
Interest paid CATFLE (22,305) (21,364)
Proceeds from issue of shares upon exercise AT 8 B RE Rr AT
of share options e 2 Wk 7,271 45,063
Proceeds from bank loans SRATHE K 2 Wk 117,000 -
Repayment of amounts due to I 75 B AN I 2 T M 2
a non-controlling interests [T (9,235) -
Repayment of bank loans BT R (7,123) =
Net cash used in financing activities Pl T ) O R 2 B VR A (165,124) (277,315)
Decrease in cash and cash equivalents Bl R & S E D (820,121) (320,637)
Cash and cash equivalents as at 1 January H—HA—HZ B kBlE
HFEY 1,494,759 1,795,744
Effect of foreign exchange rate changes [T %6 5 W) ¢ 28 24,683 19,652

Cash and cash equivalents as at 31 December A+ " H =+ —H 2 8l& K&
&% EY 30 699,321 1,494,759

The notes on pages 52 to 119 are an integral part of these consolidated BR2EN9H Z MMM /AL G MBREL
financial statements. AR A
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NOTES TO THE FINANCIAL
STATEMENTS

GENERAL INFORMATION

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

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

The consolidated financial statements are presented in Hong Kong
dollars (“HKS$”) unless otherwise stated. These consolidated
financial statements have been approved for issue by the Board on
25 March 2014.

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of the
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 (including derivative financial instruments) at fair
value through profit or loss, which are carried at fair value.

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

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)

@

New standards, interpretations and amendments to
standards effective and adopted by the Group in 2013
HKAS 1 (Amendment) Presentation of Items of Other

Comprehensive Income

HKAS 19 (2011) Employee Benefits
HKAS 27 (2011) Separate Financial Statements
HKAS 28 (2011) Investments in Associates and Joint Ventures

HKFRS 1 (Amendment) ~ Government Loans

HKFRS 7 (Amendment)  Financial Instruments: Disclosure -
Offsetting Financial Assets and
Financial Liabilities

HKEFRS 10 Consolidated Financial Statements

HKEFRS 11 Joint Arrangements

HKFRS 12 Disclosure of Interests in Other Entities

HKEFRS 13 Fair Value Measurement

HKFRS 10, HKEFRS 11
and HKFRS 12

Consolidated Financial Statements,
Joint Arrangements and Disclosure of

(Amendment) Interests in Other Entities:
Transition Guidance
HKFRSs (Amendment) Improvements to HKFRSs (2009-2011)

HK(IFRIC) - Int 20 Stripping Costs in the Production Phase of

a Surface Mine

HKFRS 10 was issued in May 2011 and replaces all
guidance on control and consolidation in HKAS 27
“Consolidated and Separate Financial Statements” and
HK(SIC) — Int 12 “Consolidation — Special Purpose
Entities”.

Under HKFRS 10 “Consolidated Financial Statements”
subsidiaries are all entities (including structured
entities) over which the Group has control. The Group
controls an entity when the Group has power over an
entity, is exposed to, or has rights to, variable returns
from its involvement with the entity and has the ability
to affect these returns through its power over the
entity. Subsidiaries are fully consolidated from the
date on which control is transferred to the Group. They
are deconsolidated from the date that control ceases.
The Group has applied HKFRS 10 retrospectively in

accordance with the transition provisions of HKFRS 10.

HKFRS 12, “Disclosures of Interests in Other Entities”
includes the disclosure requirements for all forms of
interests in other entities, including joint arrangements,
associates, structured entities and other off balance
sheet vehicles.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)

@

New standards, interpretations and amendments to
standards effective and adopted by the Group in 2013
(Continued)

Some stores in Mainland China are operated under
franchise and other relevant contractual agreements
with franchisees. Management has considered the
nature of its relationship with these franchisees and
also how the franchisees and the operation of the stores
interact with the Group, e.g. financing reliance and
business relationships, etc. and determined that the
Group has the ability to direct these franchisees to act
on the Group’s behalf. Hence, the Group considered
the decision-making rights over these stores and its
indirect exposure, or rights, to variable returns in these
stores through these franchisees together with its own
and determined it has control over the operation of these
stores.

In 2013, the Group also appointed a few limited liability
companies to provide certain day-to-day operational
and administrative services to some stores in Mainland
China. Based on the contractual terms in the service
agreements, management considered the Group has
the power to direct the relevant activities of these
companies and it has the ability to use its power over
these companies to affect its exposure to returns.

Accordingly the financial position and operating results
of these stores and these companies have been included
in the Group’s consolidated financial statements.

In the current year, the Group assessed that the adoption
of HKFRS 10 and HKFRS 12 did not have any material
impact on the consolidated balance sheet other than
a reclassification, increasing both “other receivables,
deposits and prepayments” and “other payables and
accrued charges” by HK$77,014,000 as at 31 December
2012 (1 January 2012: HK$45,194,000). There was
no effect on the consolidated income statement, the
consolidated statement of comprehensive income,
consolidated statement of cash flows and the earnings
per share.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)

@

(i)

New standards, interpretations and amendments to
standards effective and adopted by the Group in 2013
(Continued)

There are no other new/amended HKFRSs that are
effective for the current year that would have a
significant impact on the results and financial position
of the Group.

New standards, interpretation and amendments to
standards that have been issued but are not yet effective
The Group has not early adopted the following new
standards, interpretation and amendments to standards
that have been issued but not yet effective:

HKAS 19 (2011) Defined Benefit Plans:
(Amendment) Employee Contributions?
HKAS 32 (Amendment)  Presentation — Offsetting Financial Assets
and Financial Liabilities '
HKAS 36 (Amendment) ~ Recoverable Amount Disclosures for Non-
Financial Assets'
HKAS 39 (Amendment) ~ Novation of Derivatives and Continuation
of Hedge Accounting !
HKFRS 9 Financial Instruments *
HKEFRS 10, HKERS 12 Investment Entities '
and HKAS 27 (2011)
(Amendments)
HKFRS 14 Regulatory Deferral Accounts?
HKFRSs (Amendment) Improvements to HKFRSs (2010-2012)?
HKFRSs (Amendment) Improvements to HKFRSs (2011-2013)?

HK(IFRIC) - Int 21 Levies !

‘ Effective for accounting periods beginning on or after 1
January 2014

2 Effective for accounting periods beginning on or after 1 July

2014

Effective for accounting periods beginning on or after 1

January 2016

4 Effective date to be determined

The adoption of the above new/revised HKFRSs will not
have a 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 (including structured
entities) over which the Group has control. The Group
controls an entity when the Group is exposed to, or has
rights to, variable returns from its involvement with the
entity and has the ability to affect those returns through
its power over the entity.

Subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are
deconsolidated from the date that control ceases.

Inter-company transactions, balances, income and
expenses on transactions between group companies
are eliminated. Profits and losses resulting from inter-
company transactions that are recognised in assets are
also eliminated. Accounting policies of subsidiaries
have been changed where necessary to ensure
consistency with the policies adopted by the Group.

The Group applies the acquisition method 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 to
former shareholders of the acquiree 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. Identifiable assets acquired and liabilities
and contingent liabilities assumed in a business
combination are measured initially at their fair values
at the acquisition date. The Group recognises any non-
controlling interest in the acquiree on an acquisition-
by-acquisition basis, either at fair value or at the
non-controlling interest’s proportionate share of the
recognised amounts of acquiree’s identifiable net assets.
Acquisition-related costs are expensed as incurred.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)

@

(i)

Subsidiaries (Continued)

Goodwill is initially measured as the excess of the
aggregate of the consideration transferred and the
fair value of non-controlling interest over the net
identifiable assets acquired and liabilities assumed. If
this consideration is lower than the fair value of the
net assets of the subsidiary acquired, the difference is
recognised in profit or loss.

Transactions with non-controlling interests that
do not result in loss of control are accounted for as
equity transactions — that is, as transactions with the
shareholders in their capacity as shareholders. The
difference between fair value of 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, any retained
interest in the entity is remeasured to its fair value at the
date when control is lost, with the change in carrying
amount recognised in profit or loss. The fair value is the
initial carrying amount for the purposes of subsequent
accounting for the retained interest as an associate, joint
venture 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 profit or
loss.

Separate financial statements

Investments in subsidiaries are accounted for at cost less
impairment. Cost also includes direct attributable costs
of investment. The results of subsidiaries are accounted
for by the Company on the basis of dividend received
and receivable.

Impairment testing of the investments in subsidiaries
is required upon receiving dividends from these
investments if the dividend exceeds the total
comprehensive income of the subsidiary in the period
the dividend is declared or if the carrying amount of the
investment in the separate financial statements exceeds
the carrying amount in the consolidated financial
statements of the investee’s net assets including
goodwill.
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NOTES TO THE FINANCIAL S0 % e 7 B o

STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)
(iii) Associates and joint arrangements

2 EEEFEBOR (8)

(b) #HHFHEH (&)
(i) BEEAFE G B L

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.
Under the equity method, the investment is initially
recognised at cost, and 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.
The Group’s investment in associates includes goodwill
identified on 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 reclassified to profit or loss
where appropriate.

The Group’s share of post-acquisition profit or loss is
recognised in the income statement, and its share of
post-acquisition movements in other comprehensive
income is recognised in other comprehensive income
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.

The Group determines at each reporting date whether
there is any objective evidence that the investment in
the associate is impaired. If this is the case, the Group
calculates the amount of impairment as the difference
between the recoverable amount of the associate and
its carrying value and recognises the amount adjacent
to ‘share of profit of investments accounted for using
equity method’ in the income statement.

Profits and losses resulting from upstream and
downstream transactions between the Group and its
associate are recognised in the Group’s financial
statements only to the extent of unrelated investor’s
interests in the associates. Unrealised losses are
eliminated unless the transaction provides evidence
of an impairment of the asset transferred. Accounting
policies of associates have been changed where
necessary to ensure consistency with the policies
adopted by the Group.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)
(iii) Associates and joint arrangements (Continued)

Gain or losses on dilution of equity interest in associates
are recognised in the income statement.

Under HKFRS 11 investments in joint arrangements
are classified as either joint operations or joint ventures
depending on the contractual rights and obligations
of each investor. The Group has assessed the nature
of its joint arrangements and determined them to be a
joint venture. A joint venture is accounted for using the
equity method.

Under the equity method of accounting, interests in a
joint venture is initially recognised at cost and adjusted
thereafter to recognise the Group’s share of the post-
acquisition profits or losses and movements in other
comprehensive income. When the Group’s share of
losses in a joint venture equals or exceeds its interests
in the joint venture (which includes any long-term
interests that, in substance, form part of the Group’s
net investment in the joint ventures), the Group does
not recognise further losses, unless it has incurred
obligations or made payments on behalf of the joint
venture.

Unrealised gain on transactions between the Group
and its joint venture is eliminated to the extent of the
Group’s interest in the joint venture. Unrealised loss is
also eliminated unless the transaction provides evidence
of an impairment of the asset transferred.

(c) Foreign currency translation

@

(i)

Functional and presentation currency

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 HK$, while the
Company’s functional currency is Renminbi (“RMB”).

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions or valuation where items
are remeasured. 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 income statement.

S 985 ¥t 3 Wi

2 EEEFEBOR (8)

(b) #HHEH (8)
(i) BEEA ¥ KRBT (H)

g 8% )RR S0 96 ) A i M 4R A
4 3R R HERD. <

R 7 o T s i RIS 108 > R A
BRPZBERFEMUZEENEH
HER R R B BB A BB A A
3 o AW T AT S B KPR 1EE K
MaBuhEERaEt¥E - aEd

SEOE e SR ik AR -

Mg aatiEa . ReEhR Il
)25 2 A (L e B AR T B - DA
R AR S 1 A A A% 8 A S L A 4 T
W dh S ) o WAL BN &k
AR SOER LR A B A M (B
FHE EMEAERRGEMAEZR
EHEE WM RIS - A
EHNAE P HERER > BRECE
ERAESAR G B RIEIE R AT -

Z3 - Pieg Sie PALES IS 320
W dd T LABRR o DAAS S B A 3
25 7 PR o oA 5 B 1RU0N T ORR - BR
I RZAE oy e 1 P i L U(E 2 RE R

(c) HPEMHE

®

(i)

O R OB B AR AR - 4, 2013

59

hig K LW

AR AT MBS R A 2 IH
U5 DA Bl B P 65 P 7 £ B2 AC IR B
RZEW (THREN] 5t - el
Bk £ LI T AIE - AL R Z JIhE
EWAARKTAREK]D -

38 5 Be 45 0%

S AE 5y T LA A B B (E (W TH &
HiatE) B2 MR B IRE R -
KRG RAIREG A 2 R A
DA rstEc B EE R ARELZ
BEE 5 Wi 2 % s 15 A WA i R R



NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

(¢) 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 income statement
are translated at average exchange rates (unless
this average is not a reasonable approximation of
the cumulative effect of the rates prevailing on
the transaction dates, in which case income and
expenses are translated at the rate on the dates of
the transactions); and

—  all resulting exchange differences are recognised
in other comprehensive income.

Exchange differences arising from foreign operations
may be reclassified subsequently to profit or loss
while exchange differences arising from non foreign
operations are not reclassified subsequently to profit or
loss.

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. Currency translation differences arising are
recognised in other comprehensive income.

(d) Segment reporting
Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker (“CODM”). The CODM 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

@

(ii)

(iii)

Goodwill

Goodwill arises on the acquisition of subsidiaries,
associates and joint ventures and represents the excess
of the consideration transferred over the Group’s
interest in net fair value of the net identifiable assets,
liabilities and contingent liabilities of the acquiree
and the fair value of the non-controlling interest in the
acquiree.

For the purpose of impairment testing, goodwill
acquired in a business combination is allocated to each
of the cash-generating units (“CGUs”), or groups of
CGUs, that is expected to benefit from the synergies of
the combination. Each unit or group of units to which
the goodwill is allocated represents the lowest level
within the entity at which the goodwill is monitored for
internal management purposes. Goodwill is monitored
at the operating segment level.

Goodwill impairment reviews are undertaken annually
or more frequently if events or changes in circumstances
indicate a potential impairment. The carrying value of
goodwill is compared to the recoverable amount, which
is the higher of value in use and the fair value less costs
to sell. Any impairment is recognised immediately as an
expense and is not subsequently reversed.

License rights

Separately acquired license rights are stated at historical
cost. License rights acquired in a business combination
are recognised at fair value at the acquisition date.
License rights which have a finite useful life are carried
at cost less accumulated amortisation and accumulated
impairment losses, if any. Amortisation is calculated
using the straight-line method to allocate the cost
of license rights over their estimated useful lives of
between 5 to 30 years.

Trademarks

Separately acquired trademarks are stated at historical
cost. 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 over their estimated useful lives of
20 years.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

®

(g

Land use rights

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

Property, plant and equipment

Property, plant and equipment other than construction-
in-progress 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
charged in the consolidated income statement during the
financial period in which they are incurred.

Depreciation of property, plant and equipment is calculated
using the straight-line method to allocate their costs to their
residual values, where appropriate, 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 buildings, plant and
machinery 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 ready for intended use. When the assets
concerned are brought to use, the costs are transferred to
property, plant and equipment 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. 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)).
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(g

(h)

()

Property, plant and equipment (Continued)

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

Impairment of non-financial assets

Assets that have an indefinite useful life or are not yet
ready for use are not subject to amortisation and are tested
annually for impairment. Assets 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 (CGUs). Non-financial
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 financial assets.
The classification depends on the purpose for which the
financial assets were acquired. Management determines
the classification of the Group’s financial assets at initial
recognition.

(i) Financial assets at fair value through profit of 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 also categorised as held for trading unless they
are designated as hedges. Assets in this category are
classified as current assets if expected to be settled
within 12 months; otherwise, they are classified as non-
current.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(i)

Financial assets (Continued)

(ii) 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(1)), entrusted
loans, structured bank deposits, pledged bank deposits
and cash and cash equivalents (Note 2(m)) in the
balance sheets.

(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 way 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. 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 subsequently
carried at amortised cost using the effective interest method.

Gains or losses arising from changes in the fair value of the
‘financial assets at fair value through profit or loss’ category
are presented in the consolidated income statement within
‘Other (losses)/gains — 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.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

()

Financial assets (Continued)

Recognition and measurement (Continued)

Changes in the fair value of monetary and non-monetary
securities classified as available for sale are recognised in
other comprehensive income.

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.

Interest on available-for-sale securities calculated using the
effective interest method is recognised in the consolidated
income statement as part of other income. 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 Group assesses at the end of each balance sheet date
whether there is objective evidence that a financial asset or
group of financial assets is impaired. A financial asset or a
group of financial assets is impaired and impairment losses
are incurred only if there is objective evidence of impairment
as a result of one or more events that occurred after the initial
recognition of the asset (a “loss event”) and that loss event
(or events) has an impact on the estimated future cash flows
of the financial asset or group of financial assets that can be
reliably estimated.

Evidence of impairment may include indications that the
debtors or a group of debtors is experiencing significant
financial difficulty, default or delinquency in interest or
principal payments, the probability that they will enter
bankruptcy or other financial reorganisation, and where
observable data indicate that there is a measurable decrease in
the estimated future cash flows, such as changes in arrears or
economic conditions that correlate with defaults.

For loans and receivables, the amount of the loss is measured
as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding
future credit losses that have not been incurred) discounted
at the financial asset’s original effective interest rate. The
carrying amount of the asset is reduced and the amount of
the loss is recognised in the consolidated income statement.
If a loan has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective
interest rate determined under the contract. As a practical
expedient, the Group may measure impairment on the basis of
an instrument’s fair value using an observable market price.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(i)

@

(k)

Financial assets (Continued)

Recognition and measurement (Continued)

If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised (such as
an improvement in the debtor’s credit rating), the reversal of
the previously recognised impairment loss is recognised in
the consolidated income statement.

In the case of equity investments classified as available-for-
sale, a significant or prolonged decline in the fair value of
the security below its cost is also evidence that the assets
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 profit or loss — is removed from
equity and recognised in profit or loss. Impairment losses
recognised in the consolidated income statement on equity
instruments are not reversed through the consolidated income
statement.

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.

Derivative financial instruments

Derivatives are initially recognised at fair value on the date
a derivative contract is entered into and are subsequently
remeasured at their fair value. The method of recognising the
resulting gains or losses depends on whether the derivative
is designated and qualified as a hedging instrument, and if
so, the nature of the item being hedged. Since the derivative
financial instrument entered into by the Group does not
qualify for hedge accounting, changes in fair value of the
derivative financial instrument is recognised immediately in
the income statement within other losses, net.

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)

M

(m)

()

(0)

(p)

Receivables

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 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. 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 income statement. When a
receivable is proven uncollectible, it is written off against
the provision for impairment of receivables. Subsequent
recoveries of amounts previously written off are credited to
the income statement. If collection of receivables is expected
in one year or less (or in the normal operating cycle of the
business if longer), they are classified as current assets. If not,
they are presented as non-current assets.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held
at call with banks with original maturities of three months or
less.

Share capital

Ordinary shares are classified as equity. Incremental costs,
net of tax, directly attributable to the issue of new shares or
options are shown in equity as a deduction 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 and borrowing costs

(i) 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) Borrowings and borrowing costs (Continued)

(ii) Borrowing costs

General and specific borrowing costs directly
attributable to the acquisition, construction or
production of qualifying assets, which are assets
that necessarily take a substantial period of time to
get ready for their intended use or sale, are added to
the cost of those assets, until such time as the assets
are substantially ready for their intended use or sale.
All other borrowing costs are charged to the income
statement in the period in which they are incurred.

(q) Convertible bonds

(r)

Convertible bonds that can be converted to equity share
capital at the option of the holders and 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

The income tax expense for the year comprises current
and deferred tax. Income tax is recognised in the income
statement, except to the extent that it relates to items
recognised in other comprehensive income or directly
in equity. In this case, the tax is also recognised in other
comprehensive income or directly in equity respectively.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(r) Current and deferred income taxes (Continued)

@

(i)

Current income tax

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 places where the Group
operates and generates 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.

Deferred income tax

Inside basis differences

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, deferred tax liabilities are not recognised if
they arise from the initial recognition of goodwill, 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 substantively
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.

Outside basis differences

Deferred income tax liabilities are provided on taxable
temporary differences arising from investments in
subsidiaries, associates and joint arrangements, except
for deferred income tax liability 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. Generally
the Group is unable to control the reversal of the
temporary difference for associates. Only where there
is an agreement in place that gives the Group the ability
to control the reversal of the temporary difference not
recognised.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(r) Current and deferred income taxes (Continued)

(i)

Deferred income tax (Continued)

Outside basis differences (Continued)

Deferred income tax assets are recognised on deductible
temporary differences arising from investments in
subsidiaries, associates and joint arrangements only to
the extent that it is probable the temporary difference
will reverse in the future and there is sufficient taxable
profit available against which the temporary difference
can be utilised.

(s) Employee benefits

@

(i)

Pension obligations

The Group participates in various defined contribution
retirement schemes which are established by
governments or separately administered funds. 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 fund
does not hold sufficient assets to pay all employees the
benefits relating to employee service in the current and
prior periods. The Group’s 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.

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.
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STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(s) Employee benefits (Continued)
(iii) Share-based compensation

2 EEEFEBOR (8)

(s) 1 5 A (4)
(i) DAJBE 0 7 2 B 2 il i

The Group operates two equity-settled, share-based
compensation plans under which the Group receive
services from employees as consideration for equity
instruments (options) of the Group. The fair value of
the employee services received in exchange for the
grant of the 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
options granted, including any market performance
conditions and excluding the impacts of any non-
market service and performance vesting conditions
(for example, profitability, sales growth targets and
retaining an employee of the Group over a specified
period) as well as any non-vesting conditions (for
example, the requirement for employees to save). Non-
market vesting conditions are included in assumptions
about the number of 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 Group revises its estimates of
the number of 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 options are
exercised.

If an equity-settled award is cancelled, it is treated as
if it had vested on the date of cancellation, and any
expense not yet recognised for the award is recognised
immediately. However, if a new award is substituted for
the cancelled award, and designated as a replacement
award on the date that it is granted, the cancelled and
new award are treated as if they were a modification of
the original award.

If an equity award is cancelled by forfeiture, when the
vesting conditions (other than market conditions) have
not been met, any expense not yet recognised for that
award, as at the date of forfeiture, is treated as if it had
never been recognised. At the same time, any expense
previously recognised on such cancelled equity awards
are reversed from the accounts effective as at the date of
forfeiture.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(s) Employee benefits (Continued)

(®)

(iii) Share-based compensation (Continued)

The dilutive effect, if any, of outstanding options is

reflected as additional share dilution in the computation

of earnings per share.
(iv) Termination benefits
Termination benefits are payable when employment is
terminated by the Group before the normal retirement
date, or whenever an employee accepts voluntary
redundancy in exchange for these benefits. The Group
recognises termination benefits at the earlier of the
following dates: (a) when the Group can no longer
withdraw the offer of those benefits; and (b) when
the entity recognises costs for a restructuring that is
within the scope of HKAS 37 and involves the payment
of termination benefits. In the case of an offer made
to encourage voluntary redundancy, the termination
benefits are measured based on the number of
employees expected to accept the offer. Benefits falling
due more than 12 months after the end of the reporting
period are discounted to their present value.

(v) Employee leave entitlements
Employee entitlements to annual leave are recognised
when they accrue to employees. A provision is made
for the estimated liability for annual leave as a result of
services rendered by employees up to the balance sheet
date.

Employee entitlements to sick leave and maternity leave
are not recognised until the time of leave.

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 the amount has been
reliably estimated. 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.

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 obligations may be small.

Provisions are measured at the present value of the
expenditures expected to be required to settle the obligations
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.
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NOTES TO THE FINANCIAL A 5 i % Fit

STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(u) Revenue recognition

2 EEEFEBOR (8)

(u) WA HERR

Revenue comprises the fair value of the consideration
received or receivable for the sale of goods 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 the amount of revenue can be
reliably measured, it is probable that future economic benefits
will flow to the Group and when specific criteria have been
met for each of the Group’s activities as described below.
The amount of revenue is not considered to be reliably
measurable until all contingencies relating to the sales have
been resolved. The Group bases its estimates on historical
results, taking into consideration the type of customers, the
type of transactions and specifics of each arrangement.

(i) Sales of goods
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.

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

(iii) Interest income

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.

(iv) Franchise and royalty income
Franchise and royalty income is recognised on an
accruals basis in accordance with the substance of the
relevant agreements.

(v) Rental income
Rental income under operating leases is recognised on a
straight-line basis over the leases periods.

(vi) Dividend income
Dividend income is recognised when the right to receive
payment is established.
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NOTES TO THE FINANCIAL
STATEMENTS

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

()

(w)

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 income statement on a straight-line basis over
the lease periods.

Dividend distribution

Dividend distribution to the shareholders of the Company is
recognised as a liability in the Company’s and the Group’s
financial statements in the period in which the dividends are
approved by the Board and the shareholders of the Company,
where appropriate.

3 FINANCIAL RISK MANAGEMENT

(a)

Financial risk factors

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 use of
financial derivatives to manage certain risk exposures is
approved by the Board.

(i) Foreign exchange risk

The Group mainly operates in China with transactions
primarily settled in RMB, HK$ and United States
dollars (USD). Foreign exchange risk arises from
future commercial transactions, recognised assets and
liabilities denominated in currencies other than the
functional currency of the Group’s entities to which they
relate. The Group is exposed to foreign exchange risk
from various currencies, primarily with respect to HK$
and USD.

The Group manages its foreign exchange risk by
performing regular reviews of the Group’s net foreign
exchange exposures and has entered in a forward foreign
exchange contract to hedge the foreign exchange risk
arisen from bank loan.

As at 31 December 2013, if the RMB had strengthened/
weakened by 5% against the HKS or the USD with all
other variables held constant, the profit for the year
would have decreased/increased by approximately
HK$270,000 (2012: HK$2,787,000) as a result of the
translation of HK$ and USD denominated receivables,
cash and bank balances and payables.
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)

(i)

(iii)

Cash flow and fair value interest rate risk

The Group is exposed to cash flow interest rate risk
mainly arising from bank deposits bearing interest
at floating rates. The Group is exposed to fair value
interest rate risk arising from entrusted loans, short-
term bank loan and 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 2013, if the interest rates had
increased/decreased by 100 basis points with all
other variables held constant, the profit for the year
would have increased/decreased by approximately
HK$13,744,000 (2012: HK$14,875,000).

Credit risk

The Group has no significant concentration of credit
risk. The carrying amounts of trade receivables,
entrusted loans, other receivables, rental deposits and
bank deposits 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 is made.

Entrusted loans are made to major external suppliers
whom the Group has trade payables ought to settle. The
Group closely monitors the repayment of the entrusted
loans which are all due within 90 days. The Group
does not expect any loss incurred from uncollectible
entrusted loans.

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.
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)
(iii) Credit risk (Continued)

(iv)

As at 31 December 2013 and 31 December 2012,
substantially all the Group’s bank deposits, including
structured deposits, pledged deposits, bank deposits
with maturity over three months and cash and cash
equivalents, are placed with registered financial
institutions located in Mainland China and Hong
Kong which are of acceptable credit quality based on
management’s assessment. 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 of these counterparties.

Liquidity risk

Prudent liquidity risk management implies maintaining
sufficient cash and the availability of funding through
an adequate amount of committed credit facilities.

Management monitors rolling forecasts of the Group’s
liquidity requirements to ensure it has sufficient cash
to meet operational needs while maintaining sufficient
headroom on its undrawn committed borrowing
facilities. As at 31 December 2013, the Group had
unutilised banking facilities of HK$63,592,000 (2012:
HK$146,580,000)

The table below analyses the Group’s financial
liabilities into relevant maturity groupings based on
the remaining period at the balance sheet date to the
contractual maturity date. The amounts disclosed in the
table are the contractual undiscounted cash flows.
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NOTES TO THE FINANCIAL
STATEMENTS

(iv) Liquidity risk (Continued)

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)

S 255 e 3 Bt

3 B e kR AR PR (4)

(a) BA )R B & (4)
(iv) URB) & 4R B (%)

Group
A4
Within Between
1 year 1 and 5 years Total
—4ER — R HAE B st
HK$’ 000 HKS$’ 000 HK$’ 000
T Tt T #5 7T
At 31 December 2013 W _FE— =4
+ZA=1+—H
Trade payables 2 5 HE AT R K 1,126,304 = 1,126,304
Other payables L Ath, B A R K 544,373 = 544,373
Bank loan — unsecured SRAT B3 — SR 117,000 - 117,000
Convertible bonds CIE 34 E2S 703,670 = 703,670
Derivative financial instrument 74 4 @l T H 118,315 = 118,315
Interest on bank loan SRAT B R B 1,201 - 1,201
Interest on convertible bonds A 8 I i 25 R 20,890 = 20,890
2,631,753 - 2,631,753
At 31 December 2012 i E— AR
(Restated) T+ H=1+—H (&3
Trade payables 2 5y W AT 3K 865,951 = 865,951
Other payables At 1R A MR R 542,490 = 542,490
Bank loan — unsecured SRAT R — R 7,268 = 7,268
License fee payables JRE AT 4 Al ) RE 4,643 - 4,643
Convertible bonds ] 46 I % 75 - 683,650 683,650
Interest on convertible bonds RE e s 32,046 9,614 41,660
Other non-current liability HoAth JF I Bh £ - 90 90
1,452,398 693,354 2,145,752
Company
& 2
Within Between
1 year 1 and 5 years Total
—4EN — R st
HK$’ 000 HKS$’ 000 HKS$’ 000
T T THTT THTT
At 31 December 2013 iy & — =
+—-HA=+—H
Other payables At 1B A HE R 11,706 = 11,706
Bank loan — unsecured SRAT B K — A 117,000 = 117,000
Convertible bonds CEZ Y4 T2 703,670 = 703,670
Derivative financial instrument 745 4 @l T H 118,315 - 118,315
Interest on bank loan AT A B 1,201 = 1,201
Interest on convertible bonds CIE: 3£ ilPss 20,890 = 20,890
972,782 - 972,782
At 31 December 2012 iy A — AR
+ZH=1+—H
Other payables A 1B A HE R 20,221 = 20,221
Convertible bonds CIE 34T $22 = 683,650 683,650
Interest on convertible bonds EELY TN 32,046 9,614 41,660
52,267 693,264 745,531
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)
(iv) Liquidity risk (Continued)
As at 31 December 2013, the Company provides certain
corporate guarantees to support banking facilities of
HK$59,770,000 (2012: HK$146,580,000) granted to
certain of its subsidiaries.

(b) Fair value estimation of financial instruments
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).

The Group does not have any financial instruments that are
traded in active markets.

At 31 December 2013, the Group’s derivative financial
instrument was measured by level 2 of fair value hierarchy
(2012: Nil).

There were no transfers between all levels during the year.

The fair value of financial instruments that are not traded in
an active market (for example, over-the-counter derivatives)
is determined by using valuation techniques. These valuation
techniques maximise the use of observable market data where
it is available and rely as little as possible on entity specific
estimates. If all significant inputs required to fair value an
instrument are observable, the instrument is included in
Level 2.

At 31 December 2013 and 31 December 2012, the Group’s
available-for-sale financial asset was measured by level 3 of
the fair value measurement hierarchy. There is no change in
the carrying value of the instrument during the year ended 31
December 2013.

The fair value of available-for-sale financial asset is
determined by using various valuation techniques. The Group
uses its judgement 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
flows are based on financial information available and
management’s best estimates.

S 75 e % Bt ik

3 B E kR AR PR (4)

(a) B R B R & (%)
(iv) WHE &R (%)
AE—-ZHE+HZ=Z+—H KA
AR LA A FER S UL A
T Bt Ja 2> & $52 H159,770,0009 ¢ (—F
— TU4F 1 146,580,0008% JC) 2 SR AT R
go

(b) 4 T 5L 2 2 F [ A
e A T BB 2 % b L LT R 0L F
5 2 /A B A o B

() - JE— AR E R RS RS
AR fE CRIESR %) 5

(i) 5B — M —EWmAE SN . A E
5 (RMERS) S B (R REME S HERT) ]
BEOAREESNARNER &

(iil) 5 =8 — 30 I AR PR T AR 0 T 4 g
1 B AR EORE (B 3k Bl s )

HHD o
A 4R o) Sl 0 ST A9 R I A R AR AT
A -

WoFE-ZFEH A=+ —H o AR
A TR T E AR R
(ZF— 25 48 o

N TR R AR T A RS

ik <5 Fl LB (Bl s b 22 B Al e LR 2 i
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EIESE = RAFEAR BB R E - R
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NOTES TO THE FINANCIAL
STATEMENTS

3 FINANCIAL RISK MANAGEMENT

(CONTINUED)

(¢) 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, obtain new bank
borrowings or issue new shares.

The Group monitors capital using a net gearing ratio, which
is net debt (being total of a bank loan and convertible bonds,
less total of bank deposits and cash and cash equivalents)
divided by equity attributable to owners of the Company. As
at 31 December 2013, the Group has a net cash position and
the aggregate balances of bank deposits and cash and cash
equivalents exceeded the aggregate balances of a bank loan
and convertible bonds by approximately HK$568,224,000
(2012: HK$847,753,000).

CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS

Estimates and judgements 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) Depreciation and amortisation

Management determines the estimated useful lives and
related depreciation/amortisation charges for the Group’s
property, plant and equipment 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 that of 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.

S 255 e 3 Bt

3 B e kR AR PR (4)

(c) & A e 4 PE
A E ARG I 2 £ R R AL
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NOTES TO THE FINANCIAL
STATEMENTS

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS (CONTINUED)

(b)

(o)

(d)

Impairment of non-financial assets

The Group tests annually whether goodwill has suffered any
impairment. 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.

Net realisable value of inventories

Net realisable value of inventories is the estimated selling
price 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
industry conditions. Management reassesses these estimates
at each balance sheet date.

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 JUDGEMENTS (CONTINUED)

(e) Consolidation of some stores operating under
franchise arrangement and some limited liability
companies in Mainland China
Some stores in Mainland China are operated under franchise
and other relevant contractual agreements with franchisees.
Management has considered the nature of its relationship
with these franchisees and also how the franchisees and the
operation of the stores interact with the Group, e.g. financing
reliance and business relationships, etc. and determined
that the Group has the ability to direct these franchisees to
act on the Group’s behalf. Hence, the Group considered the
decision-making rights over these stores and its indirect
exposure, or rights, to variable returns in these stores through
these franchisees together with its own and determined it has
control over the operation of these stores.

In 2013, the Group also appointed a few limited liability
companies to provide certain day-to-day operational and
administrative services to some stores in Mainland China.
Based on the contractual terms in the service agreements,
management considered the Group has the power to direct the
relevant activities of these companies and it has the ability to
use its power over these companies to affect its exposure to
returns.

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
and impairment 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 is arrived at after elimination
of inter-segment revenue. Inter-segment revenue is charged
in accordance with terms as 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 for each of the two years ended 31
December 2013.

The Group’s non-current assets, excluding deferred income tax
assets, are mainly located in Mainland China.
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S  SEGMENT INFORMATION (CONTINUED)

S 75 e % Bt ik

5 mEbER(8)

Year ended 31 December 2013
BECZ -S4 AZ—REEE

Core brands Other brands ~ Manufacturing  Inter-segment
business business business elimination Group
BobMMER RS WREEY 23 T 4 KR
HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000 HK$’ 000
Titn Ti#n Ti#n Ti#n Ti#n

Financial information reviewed by the CODM 4% - FAT & e R & I 2 B FF M
Revenue from external customers ¥ 5h% F (4 9,431,154 731,821 283,565 - 10,446,540
Inter-segment revenue hisilities 130,152 = 948,263 (1,078,415) =
Total segment revenue B 9,561,306 731,821 1,231,828 (1,078,415) 10,446,540
Segment results YRIES | 616,219 (86,095) 17,916 5,744 553,784
Amortisation of intangible assets LSAY-3 3 (6,630)
Impairment of intangible assets Y % (27,767)
Corporate income A 10,152
Corporate expenses Edib (9,367)
Operating profit B 520,152
Finance costs g (52,567)
Share of loss of associates and TEG B A — T

ajoint venture AECEZER (3,154)
Profit before income tax B B 158 i 22 464,431
Income tax expense PR BiR (130,097)
Profit for the year EREA 334,334
Other information L Z#
Amortisation of intangible assets LAY T S 6,650 = = 6,650
Impairment of intangible assets BV EEWE S 21,767 = S 21,767
Amortisation of land use rights T30 58 O A4 958 = 1,002 = 1,960
Depreciation of property, ERS N VY

plant and equipment 271,256 13,010 20,072 - 304,338
Capital expenditure BB 311,536 15,483 17,192 = 344,211
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STATEMENTS

5 SEGMENT INFORMATION (CONTINUED) 5 Z##&R ()

As at 31 December 2013
BoZ-=F+ZA=+—H
Core brands Other brands Manufacturing
business business business Group
AN Al i R 3 Y A%EE
HK$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000
T T T# T#
Segment assets R 6,510,821 654,739 412,175 7,577,735
Goodwill [k 15,079 - - 15,079
Other intangible assets oA Y B = 69,791 = 69,791
6,525,900 724,530 412,175 7,662,605
Interests in associates i - ) 7,683
Interest in a joint venture R—HA&ErE LR 46
Available-for-sale financial asset 7] i 4 il & & 374
Deferred income tax assets BRI ARG 151,248
Corporate assets E¥ERE 360
Total assets BERE 7,822,316
Segment liabilities A 1,344,152 81,562 291,983 1,717,697
Deferred income tax liabilities I A 15 B A 24,470
Convertible bonds ]k fE 689,178
Corporate liabilities PEAE 141,142
Total liabilities Ba 2,572,487
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S  SEGMENT INFORMATION (CONTINUED)

St 255 e 3 B

5 mEbER(8)

Year ended 31 December 2012
BEZZ-CHF AT —HILEE

Core brands Other brands Manufacturing Inter-segment
business business business elimination Group
RO MR Hibm MR REE S AEE
HKS’ 000 HKS’ 000 HKS$ 000 HKS$’ 000 HKS$ 000
T T T T TH#T
Financial information reviewed by the CODM 4% - FAT & e R & I 2 B FF M
Revenue from external customers — H5ME Flté 9,508,496 690,940 329,664 - 10,529,100
Inter-segment revenue IR 83,400 - 1,069,419 (1,152,819) -
Total segment revenue Ao i 9,591,896 690,940 1,399,083 (1,152,819) 10,529,100
Segment results YRIES | 1475728 (127,555) 98,121 5,080 1451374
Amortisation of intangible assets LSAY-3 3 (6,764)
Impairment of an intangible asset ~ #EJ% B i Wi (7,000)
Corporate income /N 61
Corporate expenses e dib (12,771)
Operating profit B 1,364,900
Finance costs g (49,436)
Share of loss of associates TEiL 8 A Al 8 (8,150)
Profit before income tax Bk o 15 3 A 2 1,307,314
Income tax expense 5B B 3 (332,551)
Profit for the year ER A 974,763
Other information £ 54
Amortisation of intangible assets LSAY3 3 - 6,764 = = 6,764
[mpairment of an intangible asset —EREE A - 7,000 - - 7,000
Amortisation of land use rights I o PR 602 = 1,085 - 1,687
Depreciation of property, VERY VT v
plant and equipment 220,058 14,332 17,819 - 252,209
Capital expenditure BARRX 448,302 49,532 23,175 - 521,009

Daphne International Holdings Limited ¢ Annual Report 2013

84



NOTES TO THE FINANCIAL A %5 % Pt G
STATEMENTS

5 SEGMENT INFORMATION (CONTINUED) 5 Z##&R ()

(Restated)
(E31)
As at 31 December 2012
RoF—-"HE+ZA=+—H

Core brands Other brands Manufacturing

business business business Group

AN ST oA W 2 T T AEH

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

T T T T

Segment assets NG E 5,736,724 714,598 581,180 7,032,502

Goodwill [k 15,079 984 = 16,063

Other intangible assets oA Y B = 99,389 = 99,389

5,751,803 814,971 581,180 7,147,954

Interests in associates B A 2 W £ 11,055

Available-for-sale financial asset A 4 [ B 7 624

Deferred income tax assets BILTEREE 111,491

Corporate assets EEERE 325

Total assets MG RE 7,271,449

Segment liabilities A E 1,202,159 83,971 272,596 1,558,726

Deferred income tax liabilities T AR AR 16,048

Convertible bonds ] ik i 639,738

Corporate liabilities HEA 20,341

Total liabilities AR 2,234,853

6 OTHER INCOME 6 Hibw A

2013 2012

—EF = - =<1

HKS$’ 000 HK$’ 000

Tt THIT

Government subsidies R A G 37,192 49,895

Interest income FLE WA 33,374 43,047

Franchise and royalty income TR ETRE X BB RECA 7,260 6,248

Gross rental income THA I A B % 1,553 1,503
Dividend income from an HH ]S RE E

available-for-sale financial asset BB A 18 61

Others HoAh 15,134 9,319

94,531 110,073
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STATEMENTS

7 OTHER LOSSES - NET

S 75 e % Bt ik

7 b - F

2013 2012
—Ez = T
HK$’ 000 HKS$’ 000
T#T T#E T
Impairment of intangible assets ST A WM (27,767) (7,000)
Loss on disposal of property, MEWE - B A
plant and equipment d i (42,985) (17,398)
Loss on termination of a license right HARRERAE A RE 2 8 - (1,789)
Net exchange gain [FE 58, ig 4 15 BE 13,811 6,401
Unrealised fair value loss on a derivative fTAE 4@l TH 2 K& B
financial instrument NP8 s 18 (1,315) -
(58,256) (19,786)
8 OPERATING PROFIT 8 KERM
Operating profit is stated after charging/(crediting) the following: KEBMOEIG, (5EA) THI&IE -
2013 2012
— =4 E 4R
HK$’ 000 HK$’ 000
T#T T#E T
Amortisation of land use rights A 4 Y 1,960 1,687
Amortisation of license rights R R R Y 2,704 2,906
Amortisation of trademarks 75 1 48 B 3,946 3,858
Auditors’ remuneration % B8 i T 4 5,785 6,117
Cost of inventories sold including B E A > BT E
provision for slow-moving inventories 244,523,000 70 (—F— 4F ¢
of HK$244,523,000 56,835,000 7T.) 3,993,691 3,773,128
(2012: HK$56,835,000)
Depreciation of property, I ERN: N &L ki
plant and equipment 304,338 252,209
Employee benefits expense (Note 14) fié B 48 A B 3 (K 5E14) 1,477,488 1,389,068
Net (written back)/provision B 5 e SO (g )
for impairment of trade receivables A T AR 437) 1,672
Operating lease rentals (including T R 2 g B
concessionaire fees) in respect (L 45 B IG5 R T 8 6 )
of land and buildings 2,554,537 2,263,358
9 FINANCE COSTS 9 R kA
2013 2012
TR SE KT
HK$’ 000 HK$’ 000
T#t T T
Interest on convertible bonds A I 1 2 R R 51,934 48,425
Interest relating to license fee payables JREASH %%ﬁﬂq HE 2 1] 5 430 765
Interest on bank loans $RAT BRI B 203 200
Others ,HJ*@ = 46
52,567 49,436
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NOTES TO THE FINANCIAL A %5 % Pt G

STATEMENTS
10 INCOME TAX EXPENSE 10 i3 8i B 3
2013 2012
—F-=H F-CF
HK$’ 000 HK$’ 000
Tt T
Current tax R HA A 15 146,356 340,299
Under/(over) provision in prior years HRTEAR BER M R L B BE ) 12,122 (229)
Deferred tax (Note 38) PEFEBLIE (B 5£38) (28,381) (7,519)
130,097 332,551

The income tax on the Group’s profit before income tax differs

from the theoretical amount that would arise using the applicable

A 2 [ AT R R P 45 0 T 2 R 2 BT A o SRR R
JR A S T B 2 7 T M B R T O B A B

domestic tax rates of the Group entities as follows: HZ ZET -
2013 2012
HK$’ 000 HKS$’ 000
T#T THE T
Profit before income tax 5 BT 15 A5 A 23 464,431 1,307,314
Add: share of loss of associates s RE AR T A A R 1R 3,154 8,150
467,585 1,315,464
Income tax calculated at domestic e A B b s 7 AR 2 R 9
tax rates applicable to profits 2B R 2 S B
in the respective places 107,784 271,477
Tax concessions Tt 3 B o (83)
Deferred tax assets previously R A R R R A T
not recognised - (2,348)
Income not subject to tax HEE BB A (45,080) (9,020)
Expenses not deductible for tax purposes A~ AJ 18 BH 3 27,365 43,470
Tax losses for which no deferred o T R A ol IE A 2 B IE e 4R
tax assets recognised 2,262 335
Utilisation of previously By A48 A o e R 2 B T R 4
unrecognised tax losses (19) (761)
Under/(over) provision in prior years WA B AL (BEEREM 12,122 (229)
Derecognition of previously recognised &% IF flE 588 1 £ il 58 2 R 4E
deferred income tax assets RSB 117 1,018
Withholding taxes on royalties, SUBHES - AR N B A
management fee and profits Wi JB5 2 ) 43 IR s )
appropriated by subsidiaries Z B
in Mainland China 25,546 28,692
Income tax expense Jir 15 Bt B =2 130,097 332,551
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NOTES TO THE FINANCIAL
STATEMENTS

10 INCOME TAX EXPENSE (CONTINUED)

11

The weighted average domestic tax rate is 23% (2012: 21%).

No provision for Hong Kong profits tax has been made in the
financial statements as the Group does not have any assessable
profit arising in Hong Kong during the two years ended 31
December 2013.

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

Income tax on overseas (other than Hong Kong and Mainland
China) profits has been calculated on the estimated assessable
profits for the year at the applicable rates of income tax prevailing
in the places where the Group operates.

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.

Pursuant to the China corporate income tax laws, withholding
tax at a reduced rate of 7% (2012: 7%) by treaty is applied to the
Group’s entities incorporated in Hong Kong for royalties received
or receivable. Withholding tax of 5% (2012: 5%) is applied to
management fee received or receivable from a Group’s entity with
tax jurisdiction in Mainland China.

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$245,736,000 (2012: HK$281,319,000).

S 75 e % Bt ik

10 P 5 Bi b 2 (%)

11

TNHEF- 2 1 77 B R B23% (& — T 4F 1 21%) o

HMRAERREE —F—-=F+"H=1+—H
b 2 7 A 4 B2 7RSI 0 A 7 v E A A AT R R B L
> R Sk R TR0 0 A T A AE L A

R[] A 35 BT AR BT AR 4R T N AR Y R
BIUR AR EBLZR5% (—F— 4 1 25%) #H&
M o AN T b — [ I R 4 2 B N
Boh > R -+ A=+ HILEE
W JG N 7] S5 A 2 A5 BES0% 0 - T 4 2E Fr
(G RE S sanigA ) /NG R R i
B 4 = A

VAN (5 Ko B A M DA A 3t [ ) 81 ) 2 BT A
TR A S BT 2 A w1 B 2L M) 4% A 42 8 K8 8 P
e b 2 BUAT 3 P AR BB R -

MR B A SE PR R BLIE > P A g SN BUE
SNERFERFFLET A= HEHR
W 2 B IR - BAN10% < FEANBL > MR &
e Sk M AL 2 g 5B B AR 5 % 2 T AT
Bi o

R [0 £ 3 T A B > A 48 [ A 7 786 i 1 K
SEZCECHE o ZE DR B i R i B RE A AR IR A
T2 T% (—F—4F 7% ) BURBLM TR
T LA 1 2 A2 [ w1 70 M OB ) 3 I
2 B Wi ok i P 2 R B RN S % (—F —
A 5%) Z TSR o

A o v B N AL 28 A

TAZR N B AR TR R B 2 AR N m A A\ ARG 2
F) £4245,736,0004 70 (— % — —4F 1 281,319,000
WoT) o
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NOTES TO THE FINANCIAL
STATEMENTS

12 EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the profit
attributable to owners of the Company of HK$329,144,000
(2012: HK$955,673,000) by the weighted average number of
1,648,973,617 (2012: 1,645,685,226) ordinary shares in issue
during the year.

Diluted earnings per share is calculated by dividing the adjusted
profit attributable to owners of the Company of HK$329,144,000
(2012: HK$1,004,098,000) by the adjusted weighted average of
1,693,557,106 (2012: 1,896,601,345) ordinary shares, after taking
into consideration of the exercise of share options and warrants
(2012: the conversion of convertible bonds and exercise of share
options and warrants).

S 255 e 3 Bt

12 % & A

Ty B AR T R T AR PR AR A B ON R AL AR
£ 8 5 FI329,144,0000 o0 (& — T4
955,673,000%5 70) J2 4F 1A 2 8547 8 48 ] I RE~F- 1y
#01,648,973,617M (& — T 4F : 1,645,685,226
JBE) FHE o

o RN 8 ) T T BAT (5 I R R R R
(U — A« S m] R B S B AT {0 O R A
R HERE) 1% W@%ﬂﬁzts/\ﬂ%ﬁkﬂgmﬁﬂ
329,144, 0005 70 (5% — Z4F © 1,004,098,000%%
J6) B DA SRR R 2 iR T2 3 1 1,693,557,106
E’i(:;? T4E 1 1,896,601,3450%) FHE -

2013 2012
TR CE T
HK$’ 000 HK$’ 000
T# 0 T T
Profit attributable to owners EN/NEIE: XN g
of the Company 329,144 955,673
Interest on convertible bonds Al B A 2 2 RS = 48,425
Adjusted profit attributable to KT AN T HEA N AL B R
owners of the Company 329,144 1,004,098
2013 2012
= B
Number of Number of
shares shares
Ji& i % H Jiiglig 45|
Weighted average number BB AT 3 8 I I RE S 3 B E
of ordinary shares in issue 1,648,973,617 1,645,685,226
Effect of conversion of convertible bonds b, 46 FJ #f i fi% 77 Z W - 178,510,572
Effect of exercise of share options A 0 M i 2 i 2 4,193,459 16,967,862
Effect of exercise of warrants A7 fol 58 e W s 2 5 2 40,390,030 55,437,685

Weighted average number of ordinary

IR o7 25 84

shares adjusted for effect of dilution

L BT A B 2

i

1,693,557,106 1,896,601,345

For the year ended 31 December 2013, 7,100,000 (2012: 3,300,000)
share options outstanding at year end, or lapsed or exercised during
the year 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.

For the year ended 31 December 2013, convertible bonds are
anti-dilutive (2012: dilutive) and are ignored in the calculation of
diluted earnings per share.

BE_F-=F+_H=1+—HIFE, Ehﬁé
i B 1 A (M MR A TR 2 S S8 T AR A o
WG FT L A T B O R R I 457,100, 0001/\
(T — T4E 1 3,300,000)) 4 JE A 47 4 B0
AR R B R ek B AT 2 L 1 R 2
FHEAEN o

BEF-=HF+"HA=Z+—HILFE Wik
Jie 8 o5 B AR A (= A B AR
R > DR w SR A B 0 R B Sl A
7 o
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NOTES TO THE FINANCIAL S0 % e 7 B o
STATEMENTS

13 DIVIDENDS 13 KB
2013 2012
2= e i
HK$’ 000 HK$’ 000
T# 7t T#IT
Interim dividend, paid, of B AT v A B A B3 48 6. 0% A1l
HK6.0 cents (2012: HK9.0 cents) (R —4F £ 9.0% A1)
per ordinary share 98,949 148,263
Final dividend, proposed, of $E R A HA 1B B 5 3 2 2. 0 5 il
HK2.0 cents (2012: HK9.0 cents) (% — Z4F 1 9.0% 1)
per ordinary share 32,983 148,387
131,932 296,650
At a meeting held on 25 March 2014, the Board proposed a final MWoE—NWE=ZA -+ HHSEFze®H L &
dividend of HK2.0 cents per share in respect of the year ended HegiEgE 2=+ _"A=+—H1k
31 December 2013 to be approved by the shareholders at the AF B R B R HA I S B2 O Il > e A JRE T i R
forthcoming annual general meeting. The proposed dividend is not AR E b R R UE o LS B
reflected as a dividend payable in these financial statements. e 32 A I AS B FE E DR i 2, o
14 EMPLOYEE BENEFITS EXPENSE 14 RE®A %
Employee benefits expense, including directors’ emoluments, EEBRAB X (RIEESEMS) 45 -
represents:
2013 2012
R E TR
HKS$’ 000 HK$’ 000
T#t T# T
Wages, salaries, allowances and bonuses T~ #Hi4~ Hal RACAar 1,383,658 1,268,639
Defined contribution pension costs FE R ORI & A (F 5t (a))
(Note (a)) 90,162 84,256
Share-based payment expense DA B 2 R 2 A5 B BH 3¢ 3,668 36,173
1,477,488 1,389,068
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NOTES TO THE FINANCIAL A 5 i % Fit

STATEMENTS
14 EMPLOYEE BENEFITS EXPENSE 14 1 B P B 32 (8)
(CONTINUED)
(a) Defined contribution pension costs (a) € A 3K OB IR 4 A
During the year, no unvested benefits were utilised by the RN A B ST AR Al A A A i B ) i
Group to reduce the level of contributions (2012: Nil). As ML K (T — T 4F ) - A&
at 31 December 2013 and 31 December 2012, no unvested — =4+ A=+ —H kK _F—_"HF+_
benefits are available to be utilised in future years. A =0 WEMR B A 25 nT i R
HEREE -
(b) Emoluments of directors and chief executive officer (b) TH RAIATHAERMN A
The remuneration of each director and the chief executive BE+-_HA=+—HILFEE > AQFALKE
officer (“CEQ”) of the Company for the year ended 31 AT B ([T B ) 2 &t
December is set out below:
(Reversal)/
charge of
Defined share-based
contribution Discretionary payment
Fees Salaries  pension costs bonuses expense Total
DAIB 0y 2 B
E Bk %
s 54 BERERA WA () /3 A Mt

HK$000  HK$000  HK$000  HK$000  HK$000  HK$ 000
T T T T T T

(the)
(Wt it)
2013 —E-=E
Name of director BERS
Mr. Chen Ying-Chieh (CE0)  BRREARSE (FHA#) = 497 15 8,706 (2,768) 10,924
Mr. Chang Chih-Chiao REFRE = 1,563 = 2,747 (508) 3,802
Mr. Chang Chih-Kai R E - 1,563 - 2,747 (600) 3710
Mr. Chen Tommy Yi-Hsun Bt 8 2 = 1,562 1 4,622 1,276 7471
Mr. Huang Shun-Tsai Py 150 - - - S 150
Mr. Kuo Jung-Cheng BRI A 150 = = = = 150
Mr. Lee Ted Tak Tai FRERRL 383 - - - - 383
683 9,659 26 18,822 (2,600 26,590
2012 “E-TE
Name of director L 31
Mr. Chen Ying-Chieh (CEO) BIEARS, (FHA#) = 4842 14 7,500 6,965 19321
Mr. Chang Chih-Chiao REFIE = 1,506 = 1875 2,394 5,175
Mr. Chang Chih-Kai RESEE = 1,506 = 1875 2,830 6,211
Mr. Chen Tommy Yi-Hsun Bt Bt = 1,520 8 7,500 1,012 10,040
Mr. Huang Shun-Tsai HIERE A 7 = = = S 7
Mr. Kuo Jung-Cheng RIS 72 - - - - 72
Mr. Lee Ted Tak Tai FEREE 362 = = = = 362
506 9,374 22 18,750 13,201 41,853
Note: 7,000,000 share options granted to the directors of the Company ffat: MoF—FHE—-A +ELHRTFARAERZ
on 27 January 2010 are subject to certain performance targets 7,000,000 R HE T A\ 5] SE B G s TR
determined by the Board of the Company. These performance B R R o NS AE BE R Eh R T B A% 25 B R
targets are not expected to be met in the current year, hence the EEE) > DR IR 2 2 R 1 AF R TSR > B
expense recognised in prior years in relation to these share options O , )

is reversed.
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NOTES TO THE FINANCIAL
STATEMENTS

14 EMPLOYEE BENEFITS EXPENSE
(CONTINUED)

(¢) Five highest paid individuals

The five highest paid individuals for the year include two
(2012: three) directors whose emoluments are presented
above. The emoluments of the remaining three (2012: two)

S 75 e % Bt ik

14 18 B & A B 32 (%)

() htamm#i At
FEN - AARFmHFANLEERS (ZF—
=) ER HMERHC R Lk
B HEF =4 (“F -4 WK Atz

(d)

individual are as follows: B4 -

2013 2012
R = '
HK$’ 000 HKS$’ 000
Tt T T
Salaries, allowances and bonuses B4 HHE MAEAL 9,936 7,059
Share-based payment expense DA B 3 o B 22 A 3 B 3 4,438 6,845
14,374 13,904

Number of individuals

N8

2013 2012
Emolument bands T 4 W R - S O
HK$3,000,001 to HK$4,000,000 3,000,001 7t % 4,000,000 7t 1 -
HK$4,000,001 to HK$5,000,000 4,000,001 4 7€ 25,000,000 7T 1 -
HK$6,000,001 to HK$7,000,000 6,000,001 %% 7C %27,000,000% 7T 1 1
HK$7,000,001 to HK$8,000,000 7,000,001 %% JC £28,000,000% 7T - 1
3 2

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 has agreed to waive any emoluments during the
year.

Remuneration of senior management by band
The remuneration of the senior management of the Group by

7 4 o] Sl 6 i) B S B T 44 B B N SR AT
P o fE 5 SIS I A A SR - SUAE R A
A B2 1) ey 5% i BRI 1H - SRR R EF
2 B v B N 4 I R T ST T I

(@) BN B Z % e
AGEJE > AL TG BN B 2 I

band for the year is as follows: R :
Number of individuals
N
2013 2012
Remuneration bands it B gk B4 B4
HK$3,000,001 to HK$4,000,000 3,000,001 75 %4,000,000% 75 1 1
HK$4,000,001 to HK$5,000,000 4,000,001% 7T 25,000,000 76 1 1
HK$6,000,001 to HK$7,000,000 6,000,001 75 %.7,000,000% 75 1 1
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NOTES TO THE FINANCIAL A %5 % Pt G

STATEMENTS
15 INTANGIBLE ASSETS 15 B & E
Group
PN
License
Goodwill rights  Trademarks Total
WA BRI [k At
HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
Tt Tk Tk Tk
(Note)
(P 5E)
Cost %N
At 1 January 2012 RoF—F—H—H 26,659 49,647 77,012 153,318
Exchange adjustment [HE 5, 7 4 10 461 795 1,266
Termination of a license right H Ak — RO = (2,340) = (2,340)
At 31 December 2012 WoE-"HF+H=1+—H 26,669 47,768 77,807 152,244
Exchange adjustment [HE 52 i) 29 1,320 2,278 3,627
Additions HE = 819 = 819
At 31 December 2013 R_-FZ-Z4FZH=1—H 26,698 49,907 80,085 156,690
Accumulated amortisation and SR )
impairment
At 1 January 2012 BT —H—H 10,606 5,296 7,490 23,392
Exchange adjustment [HE e, 7 4 = 66 121 187
Amortisation ] = 2,906 3,858 6,764
Impairment WAE = = 7,000 7,000
Termination of a license right Bk — RO = (551) = (551)
At 31 December 2012 RoZ—-ZF+ZA=+—H 10,606 7,717 18,469 36,792
Exchange adjustment [ 0, ) % - 217 394 611
Amortisation i 35:] = 2,704 3,946 6,650
Impairment A 1,013 - 26,754 27,767
At 31 December 2013 R_-FZ-Z4FZH=1—H 11,619 10,638 49,563 71,820
Net book value % 71 3 (E
At 31 December 2013 R_-B—=ZF+_H=+—H 15,079 39,269 30,522 84,870
At 31 December 2012 WZE—-ZF+ZA=1+—H 16,063 40,051 59,338 115,452
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15 INTANGIBLE ASSETS (CONTINUED) 15 I E E ()

Note: Goodwill is allocated to the Group’s CGU identified according to the Fff&E : PR T4 BC EARIE AL B # o 2 AR B
operating segment. The Group performs impairment tests on goodwill A B o AN AE ) mt P B A AE (Bl AN B AT AR (A
annually, or more frequently if there is any indication that it may be ZATATEE S > HESEE) EWE IR > ik B4
impaired, by comparing the recoverable amount to the carrying amount 0 4 T [ 4 A L TR (A L e R — =
as at the balance sheet date. As at 31 December 2013, the recoverable WA S —H B4 A A 2 T E A4

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

T AR 5 o RE RSB AR 5 4 B
e 2 A BB SE 2 BL i  EIRE AT - AR
0 T A B B BT AR 2 B A IR T ) 2 R

discount rate and the estimated weighted average annual sales growth

rate after the 5-year budgeted period applied to the cash flow projections T B 3 A s o - 3 4 2 8 4R 00 A
was approximately 20% and 2% respectively. The budgeted gross profit #120% 52 2% o B4 e A B 2 THIE BRI R KA
margin and net profit margin were determined by the management for BT b PR 4 e A R I e H T 58 R 2 TE
the CGU based on past performance and its expectations for market 11 18 7 o A5 B ARAE > A b 20 AT fe B S A1 5% B
development. Management believes that any reasonably foreseeable ] 2 B0 AT L AS . Y R 0 B T R 2 R T [
change in any of the above key assumptions would not cause the e 1 i T i [ 4 A
carrying amount of goodwill to exceed the recoverable amount - o
significantly.
16 LAND USE RIGHTS 16 - i £ Fi i
Group
A5
2013 2012
A
HKS$’ 000 HKS$’ 000
T#T T#IT
Cost BAAE
At 1 January w—H—H 74,539 74,438
Exchange adjustment [ifE 5, 37 B 2,303 784
Additions wE 4,994 =
Disposals fiEgeo = (683)
At 31 December RtZA=+—H 81,836 74,539
Accumulated amortisation L 3
At 1 January w—H—H 24,792 23,242
Exchange adjustment FEE b, 7 % 572 194
Amortisation 8 1,960 1,687
Disposals & - (331)
At 31 December A H=+—H 27,324 24,792
Net book value MR T ¥
At 31 December wt+—_A=+—H 54,512 49,747
At 1 January w—H—H 49,747 51,196
As at both 31 December 2013 and 31 December 2012, all land use W o_EFz =+ _A=+—H K _F—_"4F1+_
rights are held in Mainland China on leases of between 10 to 50 A=4—H0 > i - ol F RS % o B A b LA
years. HERH > BI10E504F »
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17 PROPERTY, PLANT AND EQUIPMENT

S 985 ¥t 3 Wi

17 W3¥ - B Kkt

Group
.8
Furniture,
fixtures
Leasehold  Construction- Plant and and Motor
Buildings improvements  in-progress machinery equipment vehicles Total
- W
By HEHERE FRIE  HEARS  EERRH i #it
HK$ 000 HKS’ 000 HKS 000 HKS' 000 HKS 000 HKS 000 HKS' 000
Tt Tt T Tt Tt T T
Cost AR
At I January 2012 RoZ—-—F—-A—H 547,183 510877 4538 161,050 240,723 52,505 1,557.810
Exchange adjustment i3k 1741 8,578 6 1,519 3,097 559 21,500
Additions FE 145,929 318,502 10,99 7533 58795 5021 546,776
Transfer 1 42,508 8,387 (52231 973 363 = =
Disposals bl (4754) (105,420) = (33,604) (12,178) (6,133) (162,091)
At31 December 2012 REZ-ZEFZA=+—H 738,607 740,924 4153 137471 290,800 52,040 1,963,995
Exchange adjustment B 51 21,756 20,461 215 4,056 8,516 1,446 56,450
Additions HE 8,269 236,358 6,882 7,946 58,998 2,151 320,604
Transfer L1 4 - (524) - - - -
Disposals i (147) (168,470) = (21,800) (11,446) (1,678) (209,541)
At 31 December 2013 REB-ZEFZAZ—H 769,009 829273 10,726 121,673 346,868 47959 2,131,508
Accumulated depreciation ZatiiE
At I January 2012 RoZ—-—F—A—H 98,244 259,686 = 137,092 126,200 36,926 658,148
Exchange adjustment i3k 1,148 4,267 = 1,286 1714 403 8,818
Depreciation g 13,174 183,952 = 8445 40444 6,194 252,209
Disposals it & (2.508) (85.978) = (33,399) (10,905) (5974) (138,764)
At31 December 2012 REZ-ZEFZA=+—H 110,058 361,927 = 113424 157453 37,549 780411
Exchange adjustment W 50 3464 10,644 = 3414 4823 1,067 3412
Depreciation ik 16,564 24843 = 8,756 48,895 5280 304,338
Disposals i (120) (124,287) = (21,620) (11,136) (1,172) (164,335)
At 31 December 2013 REB-ZEFZAZ—H 129966 m1 = 103974 200,035 36,74 943,826
Net book value W
At 31 December 2013 REZ-ZEFZAZF-H 639,043 356,146 10,726 23,699 146,833 11,235 1,187,682
At31 December 2012 REZZ-"EFZH=1-1 628,549 378997 4153 24047 133,347 14491 1,183,584
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18 INVESTMENTS IN SUBSIDIARIES 18 R B AV ZHRE

Company
A 2 W]
2013 2012
2= TR
HK$’ 000 HK$’ 000
Tt Tt
Unlisted investments, at cost FEHHRE > FsAE 368,822 368,822

TEREIINR - F =+ A=+—HZEE

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

i 0 17 6 L R 36 6 ]
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December 2013: [6f J&& N ] -
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
) Ly % CE% VI
A B N % FEER
Aee International Ltd. ® China USD8,580,000 59.96  Distribution of footwear
EEREGHEE (LG FRAR H 8,580,000 7T and accessories
o3 S RE S h IR
Alldevelop Holdings Limited British Virgin Islands 1 share of US$1 each 100 Investment holding
SR LR B M T A1 36 70 2 JR A REHR
Cheng Lin Shuyang Shoes Co. Ltd. ® China US$500,000 100 Processing of footwear
ARSI A R A RO il 500,000 7T Tin TEERE A
Colossus Asia Limited Hong Kong 100 ordinary 59.96  Retailing of footwear
EE AR Bk shares of HK$1 each and accessories
100/5 3 [ I (L T BB B ML
LTz T @K
Dafu Footwear Co., Ltd. Hanjiang China US$3,180,000 90  Manufacture of footwear
Putian City © H 3,180,000 7T B R
TR AR A R A Rl
Dasheng Footwear Co., Ltd. China US$4,285,700 100 Manufacture of footwear
Putian City ® R 4,285,700% 7T B R
AT I TR B S A PR A R
Daphne Malaysia Sdn. Bhd. Malaysia MYR1,000,000 100 Retailing of footwear,
Y N 1,000,000/5 ¥ apparel and accessories
TR BRI A
AR
Daphne Marketing Co., Ltd. Taiwan NTD300,000,000 92 Retailing of footwear
JEWT R 7 AR A7 PR W =8 300,000,000 & ¥ and accessories
T B
AR
Daxin Footwear Co., Ltd. China US$1,500,000 100 Processing of footwear
Putian City ® H 1,500,000 JG i TR



NOTES TO THE FINANCIAL A 5 i % Fit

STATEMENTS

18 INVESTMENTS IN SUBSIDIARIES 18 R B AR ZHKE ()

(CONTINUED)
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
GRS T8/ #e i
A B 0 B B Ak %  EEEH
Daxing Shoe Material Co., Ltd. China US$1,499,925 100 Manufacture of footwear
Hanjiang Putian City ® R 1,499,925% It B A E
7 P 388 K S A A R ]
Full Pearl International Limited British Virgin Islands 3,294 shares of 59.96  Investment holding and
EEEBA R B B USS$!1 each trading of footwear
3,294 4 1t 1 B and accessories
B i REwR L EE
SRR o R A
Fuzhou Da Yue Footwear Co. Ltd. © China US$300,000 100 Processing of footwear
RN KB AR A A H 300,0003 7T T
Gentlefit Footwear (Sugian) Co., Ltd. ® China US$2,000,000 100 Processing of footwear
HHEEE (5 8) AIRA RO ' 2,000,000 7 I T REJ A
Gentlefit Trading Limited Hong Kong 100 ordinary shares of 100 Trading of footwear
HHESARAT Bk HKS1 each; 13,055,667 material, investment and
non-voting deferred trademark holding
shares of HK$1 B
each @ BE R
100/ 45 M T {5
LT EE A
13,055,667/ 45 % i {EL
1 T 4%
RIE R AR
Guang Ze Da Yi Footwear Co., Ltd. © China US$300,000 100 Processing of footwear
K A RN A il 300,0005% 7 fin T BERE A
Jiangxi Dachuan Footwear Co., Ltd. ® China US$1,400,000 100 Processing of footwear
LR RN EERA RA R il 1,400,000 7 T TRERE
Jiangxi Da Qian Footwear Co. Ltd. ® China US$300,000 100 Processing of footwear
PR T EEEA A A il 300,0005% 7t fin T RERE A
Modern City Development Limited Hong Kong 100 ordinary shares of 100 Investment holding
JRCH R A RN ) itk HKS$!1 each; 10,000 BEER
non-voting deferred
shares of HK$1
each @
1005 45 i i fi
LT L
10,000/ 4 % i {EL
1Y T 2 R
AL i 3@
Prime Success (BVI) Limited British Virgin Islands 5,000,000 shares of 100 Investment holding
b ) aeid US$0.01 each BOR M
5,000,000 %5
T {60013 JC 2 LA
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18 INVESTMENTS IN SUBSIDIARIES 18 R BAFZRE ()

(CONTINUED)
Place of Particulars
incorporation/ of issued/paid- Interest  Principal
Name operation up capital held activities
Ry R T8/ M s
EA BB B A A %  FEEH
Putian Hanjiang Footwear Co., Ltd. @ China US$6,000,000 85  Manufacture of footwear
WHTTRLEEARA A I 6,000,000 7t PR B
Shanghai Guang Wei Industry & China US$4,600,000 87.8  Manufacture of footwear
Commerce Co., Ltd. @ H 4,600,000 7T B R E
Lt EEEARA R
Shoebox Holdings Limited Hong Kong 10,000 95  Investment and trademark
BRI R AT it ordinary shares of holding
HKS$1 each BE BT H R
10,000/ 45 Fi¢ I (A
B giillid
Taizhou Rong Wei Shoes Co. Ltd. ® China US$1,000,000 100 Processing of footwear
FMRBHEEARAF | 1,000,000 7t in T #E R i
Daphne Investment (Group) Co., Ltd. ® China US$30,000,000 100 Distribution of footwear,
PR (EED) ARA R LRI 30,000,000 7 apparel and accessories
and investment holding
3 SRR A > R A
T e A DA J 4 PR
Victoria Success (Shanghai) Limited ® China US$23,000,000 100 Manufacture of footwear
ABEE (L) HFRARA® R 23,000,000 7 ok SR
Victoria Success Shoes (Sugian) Co. Ltd. ®  China RMB3,000,000 100 Processing of footwear
K B (75 8) HIRA RO H 3,000,000 A & im0
Winson Union Limited Hong Kong 10,000 ordinary shares of 100 Investment holding
AR WA PR Hilk HK$1 each 8 gidid
10,000/ 45 B¢ I {1
17T 2 4 i
Yangzhou Quanwei Industry & China US$700,570 100 Processing of footwear
Commerce Co., Ltd. ® H 700,570 JC i TR RE
B R EARA R
Zhumadian Victoria Success China US$500,000 100 Processing of footwear
Footwear Co., Ltd. ® th 500,000 7t in A
SER R K BEEARARO
HEMEARA A China RMB250,000,000 95  Distribution of footwear,
R 250,000,000\ F # apparel and accessories
3 B ERAE - R
FiL
B (MU)1)) EEEAHBRA RO China RMB10,000,000 100 Processing of footwear
g 10,000,000 A [ ¥ o 8
FEEHEGEERHERAR® China RMB1,000,000 100 Operation of e-commerce
i 1,000,000 A R business

Daphne International Holdings Limited ¢ Annual Report 2013
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18 INVESTMENTS IN SUBSIDIARIES
(CONTINUED)

Notes:

(a)

(b)

(©)

(d)

()

These companies were established in China in the form of equity joint

ventures.

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.

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.

None of the subsidiaries had any debt securities outstanding at the end of

the year or at any time during the year.

19 AMOUNT DUE FROM A SUBSIDIARY -
COMPANY

The amount due from a subsidiary is unsecured, interest-free and

repayable on demand.

20 INTERESTS IN ASSOCIATES

S 255 e 3 Bt

18 i Bt & o Wl 2 B (4)

B3t

(a) WHEAFRBRPEMSLZGERE-
(b)  WEEEAE R PR S 2 BN E AR o

(¢) BRJAPrime Success (BVI) Limited &% & 2 5 B2 A BR A
A Z G TI AN A E RS > BT A A B
J& A E) B AR ) R AR -

(d) S SRR R A S 073 T M SRR B A R 2 R
IR 2 R AR o] P SRR 288 o 5 S A SRR 3l
JA B b BT o AT B O W IR O e 22 BT AT 3

() FD 23 1A 46 A 9 (W A 4t
OB % -

W WA — il B JA 2> ] MR sk — Ak 2

JRE i — [H] B Jag 2> W AR AR S SR - 2R S
JE SRR o

20 B A Al 2 HE 4

Group
L]
2013 2012
R -EE E -
HKS$’ 000 HKS$’ 000
T 5 T
At 1 January w—H—H 11,055 3,359
Exchange adjustment [ifE 57, 34 H& (232) 58
Share of loss JRE A i 4E (3,140) (8,150)
Dividend received SRyl = (212)
Reclassified from available-for-sale B ] A A R
financial assets - 16,000
At 31 December wt-HA=+—H 7,683 11,055

O R OB B AR AR - 4, 2013
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20 INTERESTS IN ASSOCIATES 20 FrWEE A E 2 HE AR (A)
(CONTINUED)
Details of the associates as at 31 December 2013 are as follows: WoE—-=%+_"_A=+—H - BEENFZH
HF
Place of Particulars Interest
incorporation/ of paid-up held
Name operation capital indirectly  Principal activities
B3R Bt ¥§
%% B 4 R AR o 1 MR EEER
%
Dayong Shoe Material Co., Ltd. China RMB5,457,000 30  Manufacture of
Hanjiang Putian City Lt 5,457,000 A E#¥ shoe materials
HY TR VLR AR A R A A R Y R
Jingxing Shoe Industrial Co., Ltd. China USD4,900,000 30  Manufacture of
Putian City r 4,900,000 JC footwear products
Y VL 4 B RESE A FRAF B9 B
21 INTEREST IN A JOINT VENTURE 21 RHEBAEZER
Group
A AR
2013 2012
R = CF -4
HKS$’ 000 HK$’ 000
Tl Tt
Initial investment MR E 60 -
Share of loss JEE A s 48 (14) =
At 31 December wt_H=1+—H 46 =

Details of the joint venture as at 31 December 2013 are as follows: ANE-ZEFTAZ=Z—H GEAEZR
B
Place of Particulars
incorporation/ of paid-up Interest
Name operation capital held indirectly Principal activity
FEM AR
EA gusiE O A0 R A 5 1 i 4 4 B E 3
%
Amei Investment Limited Hong Kong 120,000 shares of 50 Holding of trademarks
mEREHRAA &k HKS1 each R TR
120,000 45 B¢ I {1
1 TT 2 ]

Daphne International Holdings Limited ¢ Annual Report 2013
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21 INTEREST IN A JOINT VENTURE 21 R—HEEEEZHELS (M)
(CONTINUED)
Summarised financial information of the joint venture on a gross TERAEGESEZ BB AR

basis is as follows:

2013 2012
R = e S
HK$’ 000 HK$’ 000
F#x FHT
Assets B 960 =
Liabilities B (868) -
Revenue e A 905 =
Loss i 48 (28) -
22 AVAILABLE-FOR-SALE FINANCIAL 22 W B Sl A
ASSET
Group
AR
2013 2012
= e g
HK$’ 000 HK$’ 000
F#x T 0
Unlisted equity investment, at fair value ~ JF LI ARE » EFHEE X
as determined by directors and ONTAE AR B DA RO R
denominated in RMB 374 624
23 INVENTORIES 23 78§
Group
AR
2013 2012
TR F - F
HK$’ 000 HK$’ 000
F#c T T
Raw materials JE AR 44,899 38,112
Work-in-progress 1E 85 64,336 44,006
Finished goods RS 2,533,685 2,286,772
2,642,920 2,368,890
Inventories as at 31 December 2013 are stated net of provisions for MNoE—=ZF+"A=+—H  GEIIENE
impairment of HK$454,241,000 (2012: HK$204,796,000). 17 1% (8 458 15454,241,000% 76 (% — —4F

204,796,000%% JG) 51 H ©

24 ENTRUSTED LOANS 24 Zat B
As at 31 December 2013, short-term entrusted loans are granted AZEFE—ZHE+H=1+—H  GAEITEX
by a licensed bank in Mainland China on behalf of the Group to T A 2 T8 2% 5T v I8 7R M — B R AR AT 1) 3L O P
external suppliers for which the Group bears the risk and reward. 2 R o JE B B 0]l A B B R E o RREAY
The entrusted loans are interest bearing at 3.5% per annum and AR FRISHEFHE - B AE K HARIOR B E -

repayable within 90 days from the date of borrowing.

O R OB B AR AR - 4, 2013
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25 TRADE RECEIVABLES 25 ¥ 5 MW %
Group
y: N
2013 2012
—E = TR
HK$’ 000 HK$’ 000
F#x THIT
Trade receivables B 5 e R 3K 367,776 349,129
Less: Provision for impairment W B (2,050) (2,433)
Trade receivables — net & 5 W R 3% — v &H 365,726 346,696
Movement in provision for impairment of trade receivables is as B Gy JRE S AR U (48 e 2 S B 5 an
follows:
Group
p: N
2013 2012
—E = TR
HK$’ 000 HK$’ 000
F#x THIT
At 1 January w—H—H 2,433 1,914
Exchange adjustment [iE 5, 3 64 33
Provision for impairment T E A 1,182 2,408
Write-back of provision for impairment — J5 {EL 1% 4/ 4% [l (1,619) (736)
Receivables written off during the year — 4F A4 85 Z1] /E A4S 7T i [x]
as uncollectible Z JRE AR K (10) (1,186)
At 31 December wt+—H=+—H 2,050 2,433
The ageing analysis of trade receivables by invoice date is as B L SR 2 E 5 IR KRB A T -
follows:
Group
p: N
2013 2012
—E = TR
HK$’ 000 HK$’ 000
F#x THIT
0-30 days 0%230H 224,222 234,392
31 - 60 days 31260H 91,075 73,478
61 — 90 days 61%290H 23,111 20,022
91 — 120 days 912 120H 11,856 8,135
121 - 180 days 1212 180H 8,880 5,989
181 — 360 days 181%360H 5,129 4,101
Over 360 days 360H DL 1,453 579
365,726 346,696
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25 TRADE RECEIVABLES (CONTINUED)

As at 31 December 2013, trade receivables of HK$288,087,000
(2012: HK$281,903,000) are neither past due nor impaired. These
related to a number of independent customers for whom there is no

relevant history of default. The ageing analysis by past due date of

trade receivables that are past due but not impaired is as follows:

S 255 e 3 Bt

25 B 5 MEWOIR K (4)

WoEFE—ZFRt+tHA=1+—H > B9 BEE
#K288,087,000%5 7T (—F —4F : 281,903,000
JG) 3 A A8 5 BLEE - B2 R TIRR £2 4
WAL B WL KT o i H B A e
s S A (B 2 B 5 MBS IR B R B e BT

Group

A
2013 2012
RS B4
HK$’ 000 HK$’ 000
Tt T T
Not past due i# A 7 ] 288,087 281,903
1 — 30 days past due w12 30H 43,804 36,993
31 — 60 days past due i 131260 H 11,674 12,086
61 — 90 days past due % #1612 90 H 7,773 5,384
91 — 120 days past due w91 % 120 H 4,394 3,287
121 — 180 days past due w1212 180 H 5,426 3,746
181 — 360 days past due i #1181 2360 H 4,568 3,297
365,726 346,696

The carrying amounts of trade receivables are denominated in the

following currencies:

4 B I W R 2 B T {EL DL T 51 4 W R

Group

YN
2013 2012
= - =<1
HK$’ 000 HKS$’ 000
TF# T T
RMB PN 332,908 297,656
USD e 20,486 35,921
New Taiwan Dollar (“NTD”) e (e 12,100 12,893
HKS$ VESTH 190 226
Malaysian Ringgit (“MYR”) FEAR VG R (TG 42 =
365,726 346,696

The carrying values of trade receivables approximate their fair

values. 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.

B i B W R T 2 i T ] B A SPE (LA o AR
LA TEEEFF930260H 55
e 2R IIE T 245 S R AR 80 A A 42
B B B 2 S BT R E

O R OB B AR AR - 4, 2013
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26

27

28

29

30

OTHER RECEIVABLES, DEPOSITS AND
PREPAYMENTS

Other receivables, deposits and prepayments are mainly value-
added tax recoverables, rental prepayments, rental and utility
deposits and prepayments to suppliers.

STRUCTURED BANK DEPOSITS

As at 31 December 2013, all the Group’s structured bank deposits
are principal-protected and placed with licensed banks in Mainland
China. These deposits are denominated in RMB, have a maturity
ranging from 1 to 12 months and with floating interest rates or
fixed plus floating interest rates. The weighted average effective
interest rate of these deposits is 5.24% per annum.

PLEDGED BANK DEPOSITS

The Group’s pledged bank deposits are placed with banks to
secure certain corporate banking facilities granted to the Group.
The balances are denominated in RMB and the weighted average
effective interest rate of these deposits is 3.3% per annum.

BANK DEPOSITS WITH MATURITY OVER
THREE MONTHS

The weighted average effective interest rate of the Group’s bank
deposits with maturity over three months as at 31 December 2013
was 3.05% (2012: Nil). These balances are denominated in RMB.

S 75 e % Bt ik

26

27

28

29

L fth, SO a5k ~ % < e LA K IR

Fofth MW HR K~ #  J TEAH AROH AL ATk
M B - A& - e Mok Bk e &H
A5F 438 8 7 RO

SRAT & W A7 K

B E =t H=1—H  REHEZBRIT
EEME AR R A B AR AR 0 > AF O Hh A b 2
SRAT o S AU ARESHE > 2IAE B1E12
WA - 307 B R R e @ i iF B AR5 E > H
IR T 24 B B 4 R 2R 5. 24 8L -

C I SR AT 17 K

AL 2 TR RAT A Rk i R TR T A
B 2 A SESRAT B T A7 o % SFAF AL R
WERHE - 12 I HE -3 B R AE A A3 3JE RS -

7k 30 38 =l H 2 3RAT7 17 3%

Mo E—Z4EF A= —H > AR
I =R ] 2 SRAT A K 2 N REST 38 B R A R R
F3.0508 (% — T4F T IE) o LA B
DN

CASH AND CASH EQUIVALENTS 30 HEkBE&EED
Group Company
A 4 A2
2013 2012 2013 2012
TR S R T DR R AR
HK$’ 000 HK$ 000  HK$’000 HKS$’ 000
Tt Tt T oo T
Cash at banks and in hand BRATAE A ] F BB 4 551,346 768,367 6 42
Deposits with banks within a5 =8 A LN
three months of maturity ZRAT A 147,975 726,392 = =
699,321 1,494,759 6 42
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30 CASH AND CASH EQUIVALENTS 30 B& KRB &% EY ()
(CONTINUED)
The carrying amounts of cash and cash equivalents are W4 KB &% EY) 2 R (E DT 5 & WEHE

denominated in the following currencies:

Group Company
AL 7% 45 )
2013 2012 2013 2012
TR DR RS DT

HK$’000  HK$°000  HK$’000  HK$’ 000
T T T Tt BRI

RMB AR 603,607 1,323,636 -
UsD XL 70,742 98,655 1 6
HKS$ T 4,788 48,026 5 36
NTD e 19,549 24,382 - -
Others HoAts 635 60 - -
699,321 1,494,759 6 42
As at 31 December 2013, the weighted average effective interest MWoFE—=F+_H=+—H » ZEHEKY
rate of the Group’s bank deposits within three months of maturity By =B A LLIR 2 SRAT AT 2K 2 JINHE ST 25 B % 4 |
is 1.68% (2012: 1.53%) per annum. K 1.68)H (& — T4 1 1.53)H) o
RMB is not a freely convertible currency in the international PN N e v A E N R R NS T
market. The conversion of RMB into foreign currencies and oy A s B E HY wb B R b 2 2 TP B At BT
remittance of RMB out of Mainland China is subject to the M 22 41 e A5 o) B3 1) R ok B BR ) o
rules and regulations of exchange control promulgated by the
government of Mainland China.
31 TRADE PAYABLES 31 ® 5 AR
The ageing analysis of trade payables, including trade balances due PR H AR 2 8 ) B AT IRAR (6045 A BRI
to related parties (Note 42(a)) by invoice date, is as follows: Ir 28 5 & (M 5k42(a)) ) BRES AT ANF -
Group
A4 M
2013 2012
RS - F
HK$’ 000 HK$’ 000
Tt FHT
0 —30 days 0%E30H 449,884 400,350
31 - 60 days 31E60H 390,908 217,710
61 — 90 days 61%F90H 267,655 228,815
91 — 120 days 91%F120H 9,639 9,711
121 — 180 days 121£180H 3,769 4,082
181 — 360 days 1812360 H 4,059 5,137
Over 360 days 360 H DA I 390 146
1,126,304 865,951

O R OB B AR AR - 4, 2013
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32 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 interest is
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$1.00
= RMBO0.8803 (which was approximately the spot rate of
HK$/RMB on the date of completion) and subject to certain
adjustments pursuant to the terms of the agreement entering
into 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.

S 75 e % Bt ik

32 ] A I R i i

MZEENENHTH - AR FBTLARKE
FHE DA SETOEE B — AR S 2 Ik i e 4
FE AT AT $ B A 2 ([ ]) & nT 32 8%100,000,000
JBEAS 2 0 Iy 2 JE b AT AR RRE B (T AR R
w5 1) > A4 4% 55550,000,000 A R HE o

o7 KRR BHE A8 2 sk M

(a) il 5 K S AR 4 %8 LU AR B #3125 )8 5
B o AR A AR AT A RS,

(b) EHFBITHIRE F—NENH
HOHI - {2 5 A n] 288 458 DA Jf It 4 4
3.50%5 J0 » BEARE 5 B AR N T 2 B
T8 > i e 2 HIJ [ %2 A5 1008 7T = 0.8803 A
W (BRL5E AL H A 2 e o0, B W B B SR A
) o MEZEARYE LS SRR A RT AL 2 Wk
HOEATE T

(c) 1B 544 e H) i M A 45 3. 503k 0 7 26 B
o f% 15 98 47178,510,572 1% Si. ¥ L 4

(d) i 55 AT 2 300 R e A 45 RN 1 R A N R
AREFHZ100% M 2= B EFT 2 E B EE 2
FEIEEESFEN

(e) BMLMERE 2 AT (18 2 4 1 58 I #54.00
Bt HEMRBEAME T —FF/N\H
T I H ZEET A ok B A R B
#53.49792 N\ R W o [ R & 22 & 1.00% G =
0.87448 NR ¥ (BEFTHM 2 # T,/ AR
W B RERM ) 5 &

(f) O MCHERS m] fh s B HERE B AT IR 2 =%
— VAR A + ZH W B AT

BEATESRE - BEIM (#3125 58 2 I
FEWEIE) SRR 0 (BRI AR B350 0T 2 Sk
WE) TS S WERR o BEAT AR R RERERE > i
NAEEERA LSBT R - B =T —F4EN
Ho+HH RN A RS A RS
16 5T 240 LA HE 50 R B AT ok 8 2 s 1 100 0 P
3497 N MR AT 4R T HE 7480 i
T HCR T IR C g A B R A o
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32 CONVERTIBLE BONDS AND WARRANTS 32 o $Ji & %7 B a2 e E 3% (4)
(CONTINUED)
Movements in the liability component of the Bonds are as follows: EAZ BB B EH T
Group and Company
A 5 [ B AR 4 R
2013 2012
2= e i
HK$’ 000 HK$’ 000
T#T T#IT
At 1 January w—H—H 639,738 605,879
Exchange adjustment [iE 5, 3 e 19,178 6,561
Interest expense B 2 30,262 27,298
At 31 December wt—H=+—H 689,178 639,738
During the two years ended 31 December 2013, no Bonds were PR FE -2 A= —HIEWEFEE
redeemed, converted or purchased and cancelled and no Warrants I 4 5 5 0 FE ) ~ SO MmN M GEBY IR HERR
were exercised. JBCHE BB Bl AT il -
33 DERIVATIVE FINANCIAL INSTRUMENT 33 MiAEem TR
Group and Company
A 4 1 B AR 4 W]
2013 2012
—E = EF -4
HK$’ 000 HK$’ 000
T#u THIT
Held for trading FEEE
— forward foreign exchange contract — i WSR-S 4 1,315 -
The notional principal amount of the outstanding forward foreign RoE—ZFFH=Z+—H > MRITHEZU
exchange contract to sell RMB for USD at 31 December 2013 was ANRB R E T2 mBINES A 2 B R/AS S
HK$117,000,000 (2012: Nil). #H/5117,000,000% 7 (—F — 4 : flE) o
34 BANK LOAN - UNSECURED 34 FATH K — MK

As at 31 December 2013, the Group’s and the Company’s
unsecured bank loan is denominated in USD and repayable within
one year. As at 31 December 2012, the Group’s unsecured bank
loan was denominated in NTD and repayable within one year. The

carrying value of the bank loan approximates its fair value and the
effective interest rate of the bank loan is 1.2% (2012: 2.8%) per

annum.

As at 31 December 2013, the Company has given guarantees,
amounting to HK$55,872,000 (2012: HK$130,015,000), to certain
banks to support general banking facilities granted to certain

subsidiaries, and no such facilities have been utilised.

HoR—-ZETA=E+—H AERRAL
A A P SR AT K DL 3R e A S ZE R —
e R - TAEF A= B AR
FPERAT B LA & WERHE R E R — AR R R o
SRAT B 3K 2 W T B LA SAE (E MR A R BRAT B
B BRAE R R Sy 1 .28 (& — 4 1 2.8)H) o

A E—ZHEF A= —H O ARNAE T
SRAT IR it 4 %8 555,872,000 7T (& — 4R
130,015,000 70) [4E LR > DL iR T HEE A A
P — B ERATRLE > a0 HOBE T B A 5% 4 Rl
g o
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35 SHARE CAPITAL 35 A
Company
AT
2013
—E-ZE “E-CF
Number of Number of
ordinary shares ordinary shares
of HK$0.10 each HK$'000  of HK$0.10 each HKS 000
5t 0,103 76 M (FLO.104
ZEERYHA Tt 2 BEREA TH#T
Authorised: I
At 1 January and 31 December R=A—HREkt+-A=1+—H 10,000,000,000 1,000,000 10,000,000,000 1,000,000
Issued and fully paid: EREARBRE:
At 1 January r=H—H 1,648,242,384 164,824 1,640,962,384 164,096
Issue of shares upon exercise of share options 1B [Tt HEMEAT (i R 817 900,000 90 7,280,000 728
At 31 December REZA=+—H 1,649,142,384 164,914 1,648,242,384 164,824

36

During the year ended 31 December 2013, share options were
exercised by grantees to subscribe for 900,000 (2012: 7,280,000)
shares at the weighted average exercise price of HK$8.08 (2012:
HK$6.19) per share. The total net proceeds were HK$7,271,000
(2012: HK$45,063,000).

EQUITY SETTLED SHARE-BASED
PAYMENT TRANSACTIONS

On 29 May 2003, the Company adopted a share option scheme
(the “Old Scheme”), which was amended on 7 December 2009
and expired on 28 May 2013. Upon expiry of the Old Scheme, no
further share options could be granted under the Old Scheme but,
in all other respects, the provisions of the Old Scheme shall remain
in force to the extent necessary to give effect to the exercise of any
share option granted prior to the expiry of the Old Scheme.

On 27 August 2013, a new share option scheme (the “New
Scheme”) was approved by shareholders of the Company and
adopted by the Company. Unless otherwise cancelled or amended,
the New Scheme will remain in force for 10 years from the date of
adoption.

36

W E T =4+ A=+ HIEERE - KR
AT B A DL SR A% 900,000 B Ay (—F——
AF 17,280,000 B 13) > AT 4 47 (04 A A
8.08¥5 J0 (- FE— 4F 1 6.19970) © T 33K H T
BH 557,271,0008 70 (% — T 4E 1 45,063,000
Jo) o

VA HE 35 %5 5 DL Oy 7 28 B 22 fF 3
R 5

T EFEZETH ZAIUR > AR TR A
FHE (TERH®D > Zet#R —FEXE+ A
L HBT KRR ZF—=F0H =T/ H & -
JAEE I AR > BTN R A R R
FRHE > M AE BT A A T 8 R R SCAT) AR
FLA B 28000 (888 = 30 Je i i 2 AR 4R A
e 485 FBCAHE 9 A AT R

BREF—-=FNA L H > AR BRI E
— JEUH 14 f B M s ) (TORT s ) ) Sz AR 28 = R
Ao BRSO SUE A S BRI B SR A H
EHERF T RA L -
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36 EQUITY SETTLED SHARE-BASED
PAYMENT TRANSACTIONS (CONTINUED)

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.

Movements in the number of share options outstanding and their

36 U‘g(ﬁ i L DL 2 2 B 2 fF K

)

S S A 28O — e A T ik RS i
R T AT o TS AT A A S I OB B 2k

R o AN A T I A0 3 S B A E

&1 T FECHE

A DABR 4 J 1]

1) R AT (o 2 i PR AR S ) B L - 3 A7 i 2

weighted average exercise prices are as follows: SENR
2013 2012
DS S e S B
Weighted Weighted
average Number of average Number of
exercise share exercise share
price options price options
Jon HE SF 3 JinHE -1
AT BE RN HE B H e AR
HKS$ HKS$
# o T
At 1 January w—H—H 6.66 64,095,000 6.33 66,075,000
Granted B - - 9.12 7,100,000
Exercised CAT 8.08 (900,000) 6.19  (7,280,000)
Forfeited T Uk 8.35  (5,800,000) 6.19  (1,800,000)
Cancelled S 6.19 (18,400,000) - -
At 31 December w+—H=+—H 6.59 38,995,000 6.66 64,095,000

Details of the share options outstanding as at 31 December are as

Rt ZH =+ B RAT M AR E R

follows:
Grant date Note Exercise price Number of share options
B H Miae  A7REME Vi It HE W H
HK$ 2013 2012
It R -EZg F -
27 January 2010 —F-FE—-HA-+LH (a) 6.19 33,195,000 51,595,000
22 July 2010 SR -FELH A (b) 7.61 1,600,000 1,600,000
27 January 2011 —F——%—HZ=++tH () 7.84 - 2,500,000
19 August 2011 ZE——F/NHATILA (a) 8.35 = 1,000,000
28 October 2012 —EZ—-"4+HA=+/N\H (c) 8.30 300,000 300,000
11 January 2012 —EF—-ZHF—H+t—H (c) 8.27 700,000 3,200,000
20 March 2012 R - =HZTH (a) 10.132 2,600,000 3,300,000
13 July 2012 ZE-ZHEA+T=H (c) 8.214 300,000 300,000
30 August 2012 —E-ZHENAH=1H (c) 7.948 300,000 300,000
38,995,000 64,095,000
EE Y B B ERARAAE - E KR 203

109



NOTES TO THE FINANCIAL
STATEMENTS

36 EQUITY SETTLED SHARE-BASED
PAYMENT TRANSACTIONS (CONTINUED)

Notes:

(a)

(b)

(©)

As at 31 December 2013, there are 16,000,000 (2012: 28,000,000) share
options granted to directors of the Company, of which 15% of the share
options have 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 the Company, on the fifth
anniversary of the date of grant.

As at 31 December 2013, there are 11,395,000 (2012: 21,995,000) share
options granted to certain employees of the Group, of which one-fifth of
the share options have vested or will vest on each of the five anniversary

dates of the date of grant.

As at 31 December 2013, there are 8,400,000 (2012: 8,400,000) share
options granted to an ex-director and consultant of the Company, of which
15% of the share options have 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 of the date of grant.

As at 31 December 2013, there are 1,000,000 (2012: 1,000,000) share
options granted to an employee of the Group, of which one-fifth of the
share options have vested or will vest on each anniversary with the first
tranche starting on 1 April 2011.

As at 31 December 2013, there are 600,000 (2012: 600,000) share options
granted to employees of the Group, of which one-third of the share
options have vested or will vest on each anniversary with the first tranche
starting on 1 April 2011.

As at 31 December 2013, there are 1,600,000 (2012: 1,600,000) share
options granted to employees of the Group, of which one-third of the
share options have vested or 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.

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 ended 31 December 2012 was
HK$3.39 per share option which was determined using the
Binomial Options Pricing Model with significant inputs into the

model as follows:

Weighted average share price at measurement date (HKS$)

Weighted average option exercise price (HK$)

Expected annualised volatility (%)

Weighted average risk-free rate (%)

Expected option life (year)

Weighted average expected dividend yield (%)

S 75 e % Bt ik

36

VI HE 45 &5 5
5 (#)

s

VA Ji oy %5 B B 2 F wk

zRE

(a) é:$*4$+*ﬂj+#E>M$Aﬂ§$&m
16,000,00017 — 4F 1 28,000,000 ) B B HE
E¢%h%$h&ﬁ%ﬂﬂ£@L$Hﬁ$ﬁ%
w%’E%%%EﬁKAﬁ%$@%$§EZE¥
F LA B AR - R B A R
)§ °

RoFE—=ZF+A=+—0 > mAEEALTREE
P2 H11,395,0000 (= F—4F 1 21,995,00017) K ik
HE > Hoe W RRE 4% B ST R A H AR
J%E/\Z* o

ﬁ*%*i$+*ﬂi+#u’m¢ﬂﬂm§$
T 2 H4.8,400,00043 (=% — . 4F + 8,400,00017)
W PR RE > 4l AR ST AR U AR AR AR H AR R
15% » B AORE 4%t H O WIEE 5156 A8 4 B 4947
B40% -

by MoFE—Z4H+"A=+—H WAXAZ 4
B2 111,000,000/ (=2 —4F : 1,000,0001) 1k
HE S I F——4E A — BB SR EAE B 4R
BLAyZ— -

N E - TH =1 —H > AALEEERY
600,00017 (=& — 4% 1 600,00017) B AL HE - d —
F——4F M A — AL RE S A B RE =02

— o

() MIF—=H+A=1+—0  mAEHEEES
1,600,000 (2 — 4% : 1,600,0001) BEEHE >
B ARG = A A ERE =2 — -

REFE - ZH=1—H > 3£42,500,0000 1%
f*ﬂi%@ﬁééﬂ%ﬁiﬁi A O R AR
EAERERL YL —

Bl Fe i 2 P 16 % M Bt

AL T SO T IR 2 R s 2 A R B TS 2 1R
% th B R 2 B ERH R - IREE
A=+ — B AR EE R R > K
TINRESF-35 2B (B £43.3986 7T » T 4% —TH U RE
R AR E > A R A BRI

AR H B 2 T 2 A (s oT) 8.87
IR SF- 257 3 R MEAT (8 (W J0) 9.12
TEHIAE B AL IR (%) 38.08
JITHE S £5) 4 JEL B 1 2R (%) 1.55
i FBE A A 4 1 (4F) 10
A 0B T2 22 LR (%) 1.91
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NOTES TO THE FINANCIAL
STATEMENTS

36

EQUITY SETTLED SHARE-BASED
PAYMENT TRANSACTIONS (CONTINUED)

Fair value of share options and assumptions (Continued)
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.

Equity transactions after the balance sheet date

On 21 January 2014, 6,120,000 share options were granted to
a director, consultants and employees with an exercise price of
HK$4.50 per share under the New Scheme.

36 PAHE %

S 985 ¥t 3 Wi

i L DL 2 2 B 2 fF K
525 (#)

Bl Bt RO 2 - 4 % B (A7)

A BEAL MR ) A m i 2k = B AR
BB W o ez R 2 AR
A LS 2 B A RS R REERAE AT GERR
Rt BB B2 B TR -

Y|

EREABKABNBRZHESERS
WA —H A — H o AR S S
6,120,000 % 155 5% HE A AT (56168 4 B 4. S0 6 T d% T —
ZEH - B LRS-

37 RESERVES 37 Gk il
Group
A4 H
Convertible Share-
Capital bonds ~ Warrants based  Currency
Share redemption  Capital  capitl  capifal  payment translaon  Merger  Statutory  Refained
premium  reserve  reserve  reserve  reserve  reseve  reserve  reserve  reserves  profits Total
WRb
Btk TR AREE ARz
ROER  BORE  RARE  GARE  RARE  BREH  EARE  AGRE  GERE REEA it
HKS'00  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000
Tr  Thr T Tt Tk T T Thr T TEr TEx
(Note (a)) (Note (b))~ (Note(c))
(k) (i) (W)
At January 2012 R-F-2k-f-H 50,028 1882 (197) 26,178 363370 95307 41421 m 98503 2821046 3871771
Currney tranlaton differences B xS - - = = = - o = = -
Proft appropriations EHAR - - - = = = = - BIB (516) =
Share of associates” reserves B Ba N = = = = - - 38 - b (9) 58
Proftfor the year EREA = = - - - - - = - EEm 9556n
Dividends R - - - - - - - - - (96325 (296,5%)
Write-back of unclaimed dividends Bk ERES - - - - - - - - - ] b
Share option scheme: BRE:
Value of grantee services REARHEE = = = = - B = = = - Bm
Proceeds from shares issued Bhilh Gk 60,390 - - - - (16055) - - - - U
Transfer upon lapse of share options R - - - - - 5 s = 2009 e
At31 December 2012 RZE-ZELZAZ-0 110418 288 (199 6118 3330 13456 4633 W16 34008 4660512
Currency translation differences EREH - - - 5 5 - 1550 = = - 12590
Profit appropiations BHAR - - - - - - - - 030 e
Share of associates’ reserves T A v et - - - - - - 13) - - - )
Profit for the year ERRA - - - - 5 5 5 5 - W M
Dividends & - = = . . . . . TR/ ROTR )
White-back of unclaimed dividends S FKSRBA - - - - - - - - - ] ]
Share option scheme: Tt
Value of grantee services KB Bl - 5 5 5 5 3,668 5 = = 8 3,668
Proceedsfrom shares issued Riikh b 9863 (2680 - - - -
Transfer upon lapse of share options R IRk A B - - - - - 38 - - - nw g
At 31 December 2013 REF-ZEFZAZT-0 1l 288 o 618 36330 6605 589,005 M 15669 3543646 4878808
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37 RESERVES (CONTINUED) 37 fii i (%)
Company
A 2 7
Convertible Share-
Capital bonds ~ Warrants  Currency based
Share redemption Contributed capital capital translation  payment  Retained
premium  reserve  surplus  reserve  reserve  reserve  reserve profits Total
Wi
RA THBREE AR BiERZ

Bl WEGE  AARR  EARE  EARE  EXRG  NSEE  REEN it
HK$'000  HK$'000  HKS$'000  HK$'000  HKS'000  HKS'000  HKS'000  HKS$'000  HKS'000
Téx  Tkx TEx T TEx Tikx T#x T TiEx
(Note (2))  (Note (d))
(k@) (W)

At 1 January 2012 R-F—"F—~A—H 50,028 2,882 152,891 26,178 363,370 20,356 95,367 39,653 750,725
Currency translation differences AR - - = = = 1,113 = = 1,113
Profit for the year ERER - - - - = S - 81319 81319
Dividends BE - - - - - - - (296,525)  (296,525)
Wirite-back of unclaimed dividends R HHEE = = = = = = S J j
Share option scheme: Ly GEE

Value of grantee services KB AR B - - - = = - %I A VE!

Proceeds from shares issued Bk 60,390 = = = = - (1605) - U

Transfer upon lapse of share options ML HE % i = = 5 = = 5 (2,09) 2,009 =
At31 December 2012 REF-ZHEFZAZT—0 110418 288 152891 26178 363370 21469 113456 26479 817143
Currency translation differences [ i 8 - - - - 5 13,968 S s 13968
Profit for the year ERER - - - - - - - ST 45736
Dividends 135} - - - - - - - (413 413n)
Write-back of unclaimed dividends 18 1 £ SR B¢ £ - - - - - - - 3 3
Share option scheme: o it )<

Value of grantee services KB - - - - 5 S 3,668 s 3,668

Proceeds from shares issued BB 2 sk 9,863 5 S = = S (2,682) s 7,181

Transfer upon lapse of share options 5% I8 Bt H 2 4L vy i ¢ - - - - - SN KA 1 A1) g
At 31 December 2013 REZZ-ZHE4ZAZH-0 0 120281 2,882 152,801 26,178 363,370 35437 76,603 02,684 840,328
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NOTES TO THE FINANCIAL
STATEMENTS

37 RESERVES (CONTINUED)

Notes:

(a)

(b)

(c)

(d)

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 shareholders of
the Company comprise share premium, contributed surplus, fair value
adjustment of warrant capital reserve, share-based payment reserve and
retained profits. Under the Companies Law (Revised) of the Cayman
Islands, the Company’s reserve is available for paying distributions or
dividends to shareholders 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.

S 985 ¥t 3 Wi

37 fi i (%)

W -

(a)

(b)

(c)

(d)

(e)

e 7 I ok

e A BB I fft AR 45 AR 2 WA — JUIU LR W ful e 22 T
{H -

A DA

E DFREAR 4 B 2 R BAS 24 RIS B 2 SRR T
BB BLA A AR — JU LT AR 2w S AL 7 Al
AR T B AT JEAS T (L & 2 2698

R P A i AR o A2 R P B A B S B
2 WO I 2 W) RO B AR R (KRR b — 4 g 1R
%) 22— AR 1 A E A A S B R G K
LG FR BEFJGS 28 W 45 B SO R o I R T
PRAKEH b — 4R B R EUT AR 34T AL > M e 3
FE < v A R ST o 1 E R AR B AN ) R
J& 2N W RE M ARS0% % - W] R RS R

OGRS

AN T Z BN B AN S W — UL AR W)
AELAC B S 2 ) 2 R TR (AR R B AR 2 ) PR AR T
AT < B (W 2 R

AT AR R fi

AN ) AT IR T AN O R IR ol A A A A
T BB - RRRE RS I (O A AR A
DA 3 70 B B8 22 AR 5K 4 B PR B LR o AL B 2
Bl (RIERT) > A7) 2 (i ar A 1 R o
RSS2 2 il A4 e A ) 2 A ST
BUR > 100 5 B A 23 VR IR AT R A% > AR A Rl a2
R H W B i o (2 3 J 0 o P ik (8 7 T
DABIOR AL 30 IR o ARIEAS 2N ) 2 4 ) AL Al o A
AR R AT LLA S ) 2 B R A A (4 i
336 ) SCAT o
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STATEMENTS

38 DEFERRED INCOME TAX

S 75 e % Bt ik

38 BN BBE

The following amounts, determined after appropriate offsetting, BEMEKHAEEETIAGREEABER LS

are shown in the consolidated balance sheet:

BEE

Group
p: N
2013 2012
R = e g
HK$’ 000 HK$’ 000
F#x THIT
Net deferred income tax assets recognised W AR AR R A
on the balance sheet JIT 45 L 2 1 A 151,248 111,491
Net deferred income tax liabilities WEEAERNHER BT
recognised on the balance sheet UGS =i REix ] (24,470) (16,048)
Deferred tax assets (net) 8 SE L IE G B (VAR 126,778 95,443
Deferred income tax is calculated in full on temporary differences B JE i A58 B ) B 1 it R R 2 A e TR D B R
under the liability method using the applicable tax rates. fER B -
The movement in net deferred income tax assets is as follows: IEAEFT SR E R E 2 BT ¢
Group
p: N
2013 2012
= e g
HK$’ 000 HK$’ 000
F#x THT
At 1 January w—H—H 95,443 87,024
Exchange adjustment [iE 5, 3 2,954 900
Credited to consolidated income statement (Note 10) FPALE AU & (M E10) 28,381 7,519
At 31 December wtZH=+—H 126,778 95,443

The expiry of unrecognised tax losses are as follows:

ER I REY i AR RV U A

Group

y: N
2013 2012
2= R S
HKS$’ 000 HKS$” 000
T 0 Tt
Tax losses without expiry date I JE T H A 2 BT S 18 23,899 23,940
Tax losses expiring after 5 years A A% T 2 B T s 18 72,790 67,174
Tax losses expiring in 5 years AR A JiE T 2 B T s 18 7,536 6,644
At 31 December wtH=+—H 104,225 97,758
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NOTES TO THE FINANCIAL
STATEMENTS

38 DEFERRED INCOME TAX (CONTINUED)

S 985 ¥t 3 Wi

As at 31 December 2013, the potential deferred income tax assets

in respect of the above unrecognised tax losses amounted to

HK$18,074,000 (2012: HK$16,901,000).

Deferred income tax liabilities of HK$163,533,000 (2012:
HK$145,175,000), in respect of unremitted earnings of
approximately HK$3,270,669,000 as at 31 December 2013 (2012:
HK$2,903,506,000), have not been recognised for the withholding
tax as the Group controls the dividend policy of these subsidiaries.

The movements in deferred tax assets and liabilities (prior to

offsetting of balances within the same taxation jurisdiction) during

the year are as follows:

38 HEE Fir £ Bt ()

W oEFE -+t A=+ —H o Bl KRR
%RIEJEGTEJ‘HF%zz’%fmi)ﬁ%%ﬁ;%??%%‘,ﬁﬁ
18,074,000% G (— T4E 116,901,000 5C) ©

PN [%ljtﬂ%ﬁjtﬁﬂFW%/\ﬂﬂ%Ethﬁﬂz%Hﬁ

F18i163,533,000% 70 (— A 1 145,175,000

5T WER LLLW%%EE{EL > JEL DR B A A [ 2 o)

EMB AR ZREBOR - i F—=F T

H T—H > KIEH A A LT 253,270,669,000i5
JG (% — 4F 1 2,903,506,000% 70) °

TR MR AR G M B (FE ] — OB Al ik
ZEERRIKEEED 2 BN

Group
K%M
Deferred income tax assets Decelerated tax
AR AR Provisions depreciation Tax losses Others Total
il WRREE BAEH 4] @it
2013 2012 013 2012 2013 2012 013 2012 2013 2012
i St Y S R U R S S W S R S N S R S R S
HK$'000  HKS'000  HK$'000  HK$'000  HKS$'000  HKS'000  HK§'000  HK$'000  HE$'000  HKS'000
T#én  TEx  THx  THx  T#x  T#x  TEx  TEx Tk Tix
At 1 Janvary ‘=A—H 92,580 80467 6,859 5,607 9,789 19,340 2,263 1,035 111491 106,469
Exchange adjustment ITE L 2855 823 143 39 10 113 4 17 38 992
Credited/(charged) to consolidated 3 A/ (AR F1)
income statement Galdk 453 11,290 1,146 1,193 3 (9,664) 1,208 1,211 36,470 4030
At31 December rAZt-H 19888 92580 8,148 6,859 9,692 9789 3520 26 B4 11
Group
(3]
Deferred income tax liabilities Accelerated ax Withholding tax on
JEAE A 3 61 0 depreciation undistributed profits Others Total
AR RAREATH i it
2013 2012 2013 2012 2013 2012 2013 2012
Z%= "Rk Z%= “E-TE %= “E-TE ZF= SRk
HKS$' 000 HKS’ 000 HKS' 000 HKS’ 000 HKS' 000 HKS' 000 HKS$' 000 HKS' 000
T T T T T Tk Fibn T
At January R=A-H 8,850 6319 7,198 12,647 - m 16,48 19,45
Exchange adjustment EiHE 0 9 - = k) (1) kX4 9
Charged(credited) to consolidated 7T A/ (fFRE)
income statement Ealii 2850 2438 3,083 (5,449) 2,186 (478) 8,089 (3489)
At31 December RZA=t-H 12,01 8850 10251 7,198 2218 = U470 16,048
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39 CONSOLIDATED CASH FLOW STATEMENT 39 Z&B 4R E#

Reconciliation of operating profit to cash generated from ERANEEEEE B HIRWNT
operations is as follows:

2013 2012
2= e i
HK$’ 000 HK$’ 000
T#T THE T
Operating profit RS 520,152 1,364,900
Amortisation fif 2 8,610 8,451
Derivative financial instrument — forward i A= 4 il C R — 2
foreign exchange contract HRE A 4 1,315 =
Depreciation Ve 304,338 252,209
Dividend received from an investee Bl — [ Wl 3% & A ) 2 ik B (18) (61)
Loss on disposal of property, MEYE - BB KA
plant and equipment d i 42,985 17,398
Loss on termination of a license right A E R R R 2 s 1R = 1,789
Impairment of intangible assets 0TV B U 26,754 7,000
Impairment of goodwill (R S 1,013 -
Interest income FLE A (33,374) (43,047)
Share-based payment expense LB 53 Fo Tl 22 A 3 B S 3,668 36,173
Operating cash flows before working capital changes S E LB HFH 2 KEH LR = 875,443 1,644,812
Increase in inventories peE Sl (205,611) (287,651)
Increase in trade receivables, & 5y MEWC R R~ HoAth B U B 3K
other receivables, deposits and 4 4 T AT SROE B N
prepayments (206,593) (426,167)
Increase/(decrease) in trade payables, B 5 MEAS K ~ A AT AR K
other payables, accrued charges and JRE w2 ) B At I B A A
other non-current liability B, () 257,243 (57,814)
Cash generated from operations R B e 720,482 873,180
40 COMMITMENTS 40 &I
(a) Capital commitments for purchase of land use (@) WE L HEREYE - BE Rkt
rights and property, plant and equipment ZE AR
Group
A5
2013 2012
TR SE CE T
HK$’ 000 HK$’ 000
Tl T
Authorised but not contracted B HEH R FT A 67,261 79,847
Contracted but not provided for EEEREES 0 165,488 63,301
232,749 143,148

Daphne International Holdings Limited ¢ Annual Report 2013

116



NOTES TO THE FINANCIAL
STATEMENTS

40 COMMITMENTS (CONTINUED)

(b) Commitments under operating leases
As at 31 December 2013, the Group had future aggregate
minimum lease payments in respect of various production
plants and facilities, warehouses, offices and distribution

S 255 e 3 Bt

40 7&¥E ()

(b) B E R
RoFE =+ HA=+—H  AEEW
Z WA ERE Kt~ A A= Ko
PG 2 AT R R E AL B 2 R AR S AR AT 3K

outlets under non-cancellable operating leases as follows: AR

Group

AR
2013 2012
-~ - =<1
HKS$’ 000 HKS$’ 000
Tt THIT
Not later than one year —FER 1,236,734 1,304,758

Later than one year and not later —AER R LAE N

than five years 1,168,232 1,417,941
Later than five years TAF£ 21,709 36,084
2,426,675 2,758,783

Payment obligations in respect of operating leases on
properties with contingent rent vary with respect to gross
revenues are not included as future minimum lease payments.

The Company did not have any material commitments as at
31 December 2013 (2012: Nil).

41 FINANCIAL INSTRUMENTS BY

S BB BOR A & 2 Y B HE
Z MEAH A & > R FE A R AR S AR AT Sk AR BE
A o

WoF =+ A=+t —H > AQR
AT AT B OROR IS (& — 4R D ) o

41 £Rb T HA4HE

CATEGORY
Group
A 4
Loans and Available-
receivables for-sale Total
Bk R
JRE W O 7k ] i A
HK$000 HK$’000 HKS$’000
T#T T#T T#T
31 December 2013 ZE =+ ZA=1+—H
Assets as per balance sheet G ABRIR G E
Available-for-sale financial assets A B A R - 374 374
Trade receivables 5 ME Rk 365,726 - 365726
Other receivables excluding prepayments A JE A R ER (FIBR AT BH) 992,298 - 992,298
Entrusted loans ZREEEK 104,161 - 104,161
Structured bank deposits AT H MR 637,992 = 637,992
Pledged bank deposits AR SR AT A7 5K 4,464 = 4,464
Bank deposits with maturity over three months /7 Bl H 48 = A Z BAT/FR 32,625 - 32,625
Cash and cash equivalents Ba T &5 B 699,321 = 699,321
Total &l 2,836,587 374 2,836,961
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41 FINANCIAL INSTRUMENTS BY 41 Sk T H 58 ()

CATEGORY (CONTINUED)
Other
Liabilities at financial
fair value liabilities at
through the amortised
profit & loss cost Total
APR38R
At A Z Z H Al
£ 15 4 i AR Gt
HKS$’ 000 HK$’ 000 HK$’ 000
Tt F# T
Liabilities as per balance sheet BEAMBRTRARE
Bank loan — unsecured SRAT R — I - 117,000 117,000
Convertible bonds ] B 1 = 689,178 689,178
Derivative financial instrument fidem T A 1,315 - 1,315
Trade payables B 5 REAT IR 3K - 1,126,304 1,126,304
Other payables and accrued charges Al JRE AT B R I RE S 2 = 563,044 563,044
Total & 1,315 2,495,526 2,496,841
Group
A4
Loans and  Available-
receivables for-sale Total
JREE WA K Al st
HK$’000 HK$000 HKS$’ 000
THTT T THTT
31 December 2012 (Restated) X -4+ =-H=+—H
(FE )
Assets as per balance sheet G ABRTIREE
Available-for-sale financial assets al A S E - 624 624
Trade receivables & 5 ME I 2R 346,696 - 346,696
Other receivables excluding prepayments At R R R (FBR EAT BIH) 692,055 = 692,055
Cash and cash equivalents B4 K a5 EY 1,494,759 — 1,494,759
Total Gt 2,533,510 624 2,534,134
Other
Liabilities at financial
fair value liabilities at
through the amortised
profit & loss cost Total
A PREE B A
A # 2 2 HAth
AR & il B i st
HK$’ 000 HKS$’ 000 HKS$’ 000
T 0 T 0 T 0
Liabilities as per balance sheet B R TR AR
Bank loan — unsecured SRAT A R — MEHE H — 7,268 7,268
Convertible bonds Bk = 639,738 639,738
Trade payables B 5y AT T K = 865,951 865,951
Other payables and accrued charges At 1 AT M R e E R S 540,156 540,156
Total &t - 2,053,113 2,053,113
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NOTES TO THE FINANCIAL

STATEMENTS

42 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:

S 255 e 3 Bt

42 BT 22 By I i B

R A B s R A BT A7 T 48 6 2 58 o R & RO
AL N AE R AT T IR T L 5

(i) Purchases of shoe materials and footwear products from an
associate and an investee are conducted in the normal course of the
Group’s business. The terms of transactions are determined and
agreed between the Group and the counter parties and all balances
due are repayable according to trade terms.

(i) Royalty fee paid or payable to a joint venture was charged in
accordance with terms as determined and agreed between the Group
and the counter party and the balance due are repayable according

to agreed terms.

®

(i)

(a) Transactions and balances with related companies (a) BB A F 232 5 KA i
Transactions Balance as at 31 December
R 5 BT _HA=1+—H&%
2013 2012 2013 2012
2= TE—TF R = TR T
HKS$’ 000 HK$’ 000 HKS$’ 000 HKS$’ 000
Tt T Tt T
Purchases and subcontracting ] T 31 45 5 % i &
services from (Note i): A aE ol g3
(BfF5ED -
An associate — [R]85 2 ) 31 44,276 34 119
An investee — MR EAH 1,495 1,573 340 302
Royalty fee to (Note ii): la] 51 & J5 S A
Z R ETHE
(Bt Eii) -
A joint venture —MWEENE 946 = 960 =
Notes: B3 -

T — [ g 2 ) % — [ WS ) R M R R R S
BERRE i T AR SR B SEBIRAR AT o 2 S
ATy KGR W B2 5y Ty Wi 7 A% R o i BT AT R AR
TR 12 B ) AR SO BT S A o

1] — ] 5 7 A 36 O A BOURE Ao 2 A P 4 AR R AR 4
V90 B 52 B O i 52 e IR B AT A o TR AR 4 i
1 R) B 2 M B R S A -

(b) Key management personnel compensation (b) FEEMHANEBZHM
2013 2012
Y ST = =y
HK$’ 000 HKS$’ 000
T 0 T
Salaries, allowances and bonuses Brd o AR RAEAL 39,063 37,777
Defined contribution pension costs & #H L FOR AR 4 B A 62 63
Share-based payment expense LB 3 o Tl 22 A 3B 5 1,838 19,144
40,963 56,984
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FIVE-YEAR FINANCIAL SUMMARY

AR S B R

For the years ended 31 December
BEFA=+—HILEE

2013 2012 2011 2010 2009
SERZE R R4 SR FHE ZEFRAE
HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000
T T T T T T T
Results ES
Turnover BEH 10,446,540 10,529,100 8,576,762 6,623,840 5,831,994
Gross profit EH 5,838,287 6,228,832 5,243,777 3,800,841 3,207,078
Profit before income tax W% BT 19 84 T 28 ) 464,431 1,307,314 1,322,081 850,161 633,543
Profit for the year PATR & 7 AL 4R T
attributable to: BA - 334,334 974,763 944,731 611,611 400,659
Owners of the Company ZN/NGIE XS DN 329,144 955,673 933,063 595,510 393,838
Non-controlling interests I ¥ i A R A 5,190 19,090 11,668 16,101 6,821
Basic earnings per share (HK cents) 4 i < 21 1| (354111 20.0 58.1 57.0 36.4 24.1
Dividend per share (HK cents) BRI 8.0 18.0 17.0 12.0 8.0
As at 31 December
B+-H=+—H
2013 2012 2011 2010 2009
TER-ZE R0 R4 DE R SERRLE
HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000 HKS$’ 000
T RSP Tt SRPD T T
(Restated) (Restated) (Note) (Note)
(E5) (E3) (P 3E) (B &%)
Assets and liabilities HEMKAM
Total assets MEE 7,822,316 7,271,449 6,546,610 5,049,050 3,940,808
Total liabilities AR 2,572,487 2,234,853 2,314,984 1,741,447 1,698,883
Total equity attributable to: PIN& AL RESS © 5,249,829 5,036,596 4,231,626 3,307,603 2,241,925
Owners of the Company ZN/NIIE XS DN 5,043,722 4,825,336 4,035,867 3,124,332 2,202,898
Non-controlling interests I 2 i HE 4 206,107 211,260 195,759 183,271 39,027

The restatement in total assets and total liabilities for 2012 and 2011 were
the result of adoption of HKFRS 10. Please refer to Note 2 to the financial
statements for details. Figures for 2010 and 2009 were not restated as

Note:

management is of the opinion that the preparation of such restatements would
involve expense or delay out of proportion to the value to the shareholders of

the Company.

MEsE: - FER T - FREERBAMRZESIIR
AU BB O YE R B 1098 2 A5 OR o HRAREN > W52
BRI G2 o “F —FER FFIEZHTFIAA
) o TG el R B R 2 A S A B A 8 e
Lo BEAR % ] HBE SR AS B B 9] 9 B 52 a5 3t o
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