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- CORPORATE INFORMATION " "

PRINCIPAL PLACE OF BUSINESS IN
HONG KONG

17th Floor, Fung House

19-20 Connaught Road Central
Hong Kong

Telephone: (852) 2367 9021
Fax: (852) 2311 3170

OPERATIONAL HEADQUARTER

3908 Hu Qing Ping Road
Zhao Xiang Town

Qingpu County

Shanghai, China

Telephone: (86) 21 3976 2468
Fax: (86) 21 5975 2698

SHARE REGISTRAR AND TRANSFER OFFICE

Tricor Secretaries Limited
Level 22, Hopewell Centre
183 Queen’s Road East
Hong Kong

AUDITOR

PricewaterhouseCoopers
Certified Public Accountants

PRINCIPAL BANKERS

Agricultural Bank of China Limited

China Construction Bank Corporation

Hang Seng Bank Limited

Oversea-Chinese Bank (China) Company Limited
The Bank of Tokyo-Mitsubishi UFJ, Limited
Taipei Fubon Commercial Bank Co., Limited

CORPORATE WEBSITES

http://www.daphneholdings.com
http://www.daphne.com.cn

INVESTOR RELATIONS

Email: ir@daphneholdings.com
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FINANCIAL AND OPERATIONAL

' HIGHLIGHTS = i
FINANCIAL PERFORMANCE B RB
For the year ended 31 December
BE+ZHA=+—HILEE
2016 2015 Change
“ENF —E—HAE g1k
Turnover (HK$’ million) BEH (T EET) 6,501.7 8,379.1 -22.4%
Gross profit (HK$’ million) BH (A EWT) 3,311.7 47247 -29.9%
Operating loss (HK$’ million) REREE (5 EET) (819.5) (497.6) +64.7%
Loss attributable to shareholders B AT A s 48

(HK$’ million) (A &) (819.1) (378.9) +116.2%
Gross margin (%) TR Z (%) 50.9 56.4 -5.5pptH 7 B
Operating margin (%) 4815 B R % (%) -12.6 -5.9 -6.7ppt A 71 B
Net margin (%) FEFAZ (%) -12.6 45 -8.1pptH 7 B
Basic loss per share (HK cents) BB A 4R (A (49.7) (23.0) +116.1%

KEY FINANCIAL INDICATORS F B 45 B
For the year ended 31 December
BETAZT—HILEE
2016 2015 Change
—E-N SR —HAE g1k
Average inventory turnover (days) (Note 1) TS EEY (H Bﬁ‘ﬁ‘i* 201 218 -17
Average debtors turnover (days) (Note 2) S 349 HEE W B R Y (H 13 12 +1
Average creditors turnover (days) (Note 3) - ¥4 AT B R Y (H H=) 130 113 +17
Cash conversion cycle (days) (Note 4) BEMRKE(H) (KT‘]L?EIE]) 84 117 -33
Capital expenditure (HK$’ million) AP S (H Bk oT) 110.9 301.5 -63.2%
As at 31 December
R+=H=+—H
2016 2015 Change
ZE N ZR—HAE g1k
Cash and bank balances (HK$’ million) B JORAT R (F # i o0)

(Note 5) ( Wﬁiﬂ) 989.5 1,075.6 -8.0%
Bank loans (HKS’ million) AT E (A &) 296.7 620.8 -522%
Equity attributable to shareholders IR WEE b4

(HK$’ million) (A &) 3,3714 4,462.6 -24.5%
Current ratio (times) (Note 6) BB LR () (HEEN) 24 2.4 -
Net gearing ratio (%) (Note 7) FABLR@%) (HiEt) Net cash Net cash N/A

T & FHE AN
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Notes:

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

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

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

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

Cash and bank balances comprise cash and cash equivalents, bank deposit with
maturity over three months and pledged bank deposits.

The calculation of current ratio (times) is based on total current assets divided by
total current liabilities as at year end.

The calculation of net gearing ratio (%) is based on net debt (being bank loans
less cash and bank balances) divided by equity attributable to shareholders as at
year end.

Turnover Analysis

LEX Vi

(For the year ended 31 December)
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FIVE-YEAR FINANCIAL SUMMA

Ll

For the years ended 31 December
BETA=+—HILFE

2016 2015 2014 2013 2012
“F-AE —F-nfF “F-NE ZF-=F ZF-2F
HK$°000 HK$’000 HK$’000 HK$’000 HK$’000
Tt ARV T 0 ARV ARV
Results B3
Turnover e 6,501,677 8,379,095 10,355,616 10,446,540 10,529,100
Gross profit EA 3,311,673 4,724,729 5,737,558 5,838,287 6,228,832
Operating (loss)/profit g (1R BF (819,488)  (497,623) 262,396 520,152 1,364,900
(Loss)/profit for the year AR 45 A
attributable to: FN (R B (837,537)  (380,087) 182,149 334,334 974,763
— shareholders - (819,127)  (378,888) 176,031 329,144 955,673
- non-controlling interests — JE A PR A (18,410) (1,199) 6,118 5,190 19,090
Basic (loss)/earnings per share HEA (EHE) /BF
(HK cents) (#&Allr) (49.7) (23.0) 10.7 20.0 58.1
Dividend per share (HK cents) T3 BBEE (AL - = 35 8.0 18.0
As at 31 December
B+=ZHAH=+—H
2016 2015 2014 2013 2012
TR N CE-RE CE-PE CE-SE DF -4
HK$°000 HKS$°000 HK$°000 HKS$°000 HK$’000
T 0 T 7T AR T T T 7T
Assets and liabilities HE kAR
Non-current assets ERBEE 1,469,595 1,801,203 1,907,884 1,731,422 1,705,771
Current assets MEEE 3,583,556 4,961,955 5,752,529 6,090,894 5,565,678
Total assets G R 5,053,151 6,763,158 7,660,413 7,822,316 7,271,449
Non-current liabilities FE AR 30,729 18,184 19,222 24,470 655,876
Current liabilities E) A 1,490,372 2,095,848 2,388,800 2,548,017 1,578,977
Total liabilities A S 1,521,101 2,114,032 2,408,022 2,572,487 2,234,853
Total equity attributable to: DUR 4% 7 AL AR 25 - 3,532,050 4,649,126 5252391 5249829 5,036,596
— shareholders - R 3,371,398 4,462,615 5,057,952 5,043,722 4,825,336
— non-controlling interests — T P VR 160,652 186,511 194,439 206,107 211,260
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The slowdown in China’s economic growth continued in 2016 amid
a restructuring of the national economy. Against the backdrop of
lacklustre sentiment in the retail market, more challenges were
confronted by most fashion retailers including Daphne International
Holdings Limited (“Daphne” or the “Company”, which together with its
subsidiaries, is referred to as the “Group”) during the year under review.
Some of the more significant challenges included stiff competition
among online sales channels, the consistent rise in operating costs and
the structural changes in consumer behavior. Under mounting pressure
from both external and internal adverse factors, for the year ended 31
December 2016, the Group recorded turnover of HK$6,501.7 million
compared with HK$8,379.1 million for the previous year.

To cope with such challenges amidst the tough market situation, the
Group has endeavoured to execute its strategic initiatives and enhance
its adaptability during the year under review. The Group stepped up
the rationalisation of stores which resulted in a net decrease of 999
points-of-sale under the Core Brands. Meanwhile, the Group continued
to actively liquidate aged inventory, and thus improved its inventory
level and reduced the inventory turnover days. The move enhanced the
Group’s net cash position and allowed it a greater degree of flexibility in
its ongoing development.

The Group’s e-commerce business continued its strong sales growth and
yielded a profit. We are delighted to maintain our leading position in the
online market for women’s shoes, especially among local brands. We
will continue to strive to sustain the strong growth momentum of our
e-commerce business.

Although the challenges in the retail market are expected to continue in
2017, we believe our growth model is moving in the right direction and
that we are operating in the right market, as China will still rank high
among the fastest-growing major economies. The Chinese government
has announced in its “13th Five-Year Plan” that it has determined
to make domestic demand a major driver of the country’s economic
growth, and as such, we are optimistic about the outlook of consumption
and that of the market for women’s footwear in China.

To broaden the Daphne brand’s appeal and to cope with the rapid
changes in consumer behavior, the Group will try to project a refreshing
and stylish brand image that differentiates it from its peers. It will carry
out a brand revamp involving new brand identity, new product design
and new marketing initiatives. As a measure complementary to the
brand revamp, major enhancements of the Group’s products, including
adjustment to the product mix, will be carried out. In addition, the
Group will launch crossover projects in partnerships with emerging star
fashion brands, online key-opinion leaders and celebrities to further
differentiate its brand from those of the competition.
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As more consumers are valuing shopping experience highly, the Group
will enrich its training programmes and offer training to all levels of
frontline staff to improve their capability and efficiency. Also, the
Group will expand the service monitoring scheme to enhance customer
service. These measures will help stimulate sales and boost customer
traffic.

While the consolidation of its store network has almost completed, the
Group will continue to optimise its sales channel mix by decreasing the
proportion of street stores in the total number of retail outlets.

With the progress we have made, we are optimistic about the
sustainability of our business. Leveraging the solid foundation of
our operations, the Group is committed to strengthening its strategic
development and further enhancing its overall operational efficiency.
We are confident that we will be able to create opportunities out of
challenges and this will pave the way for growth in the future.

On behalf of the board of directors, I would like to take this opportunity
to express our heartfelt gratitude to all our customers, business partners
and shareholders for their support. I would also like to thank the
management team and employees for their dedication and relentless
contribution to the Group’s development in the past year. Let us all
work together in the coming year to bring better returns to Daphne’s
shareholders.

Chen Ying-Chieh
Chairman

Hong Kong, 28 March 2017

PR T 2 S T A B o A A T T
A ERAR > Sl 1) B A SO A R AR BT8R A B LA iR
A ) AR BE 1 B 6 o BEAh > A S5 1S 4 O AR 5
S B ET IR LS TR R MRS o 7 Ll R it A A D o 3R

i 7 W A A RO R AR AR S A - AN SR i A
AR AR 23 0 Bl TE B AR 2 B A A B A L - DAL 8
BREAS -

WEH A PTG I R R > M B A TR
RBE R AR YL o IR R AR W SE TS I B > A
A5 W B0 g FL BN R M — PR TR A AL
o TAMA 7 O REAE PR B BIE OB > BRI R
BH B 43 o

ANENREE G > # IO a b RGP A R
SEE I 1 T AR S o AR N TR I B R I B
TR A 5 — 4 o 3B A B T R JE A L B9 9 SRR B B R
W FR) B RK o SRR AN A AF 4 T M > S YR Y AR
A7 2 B A 14 (2] 4

E

> —F—-LF=A=1+/\H

Daphne International Holdings Limited
Annual Report 2016
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BUSINESS REVIEW

Market Overview

The business environment in 2016 remained challenging for retailers in
China as the country was restructuring its economy and trying to make
domestic consumption a key growth driver. China’s gross domestic
product (GDP) growth decelerated from 6.9% in 2015 to 6.7% in
2016, which was the lowest in the past 26 years. The growth rate of
China’s total retail sales of consumer goods also slowed down for the
seventh consecutive year to 10.4% in 2016 from 10.7% in 2015. The
merchandise sales by the top 100 retailers in China decreased by 0.5%
in 2016, as reported by The National Commercial Information Centre of
China.

In addition, online competition became more intense as more shoe
brands used online channels to clear their excess inventory with very
aggressive promotions. Moreover, operating costs which included
rental, labour and logistics costs, continued their increasing trend in
2016, albeit at a slower rate. These developments posed more challenges
to retailers, who had already been plagued by the prevalent weak
consumer sentiment.

Furthermore, consumer behaviour has been changing very rapidly in
recent years, due to the growing market penetration of smart phones,
increasing popularity of online shopping and more frequent overseas
travels. Many retailers, including Daphne, are adapting their operations
substantially for these fast-evolving patterns of consumer behaviour.

Group Performance

The Group had a very tough year in 2016 and its turnover decreased by
22.4% to HK$6,501.7 million (2015: HK$8,379.1 million). This was
mainly attributable to the decline in turnover of Core Brands Business
which decreased its points-of-sale (“POS”) considerably and recorded
a decrease in same-store sales. Gross profit declined by 29.9% to
HK$3,311.7 million (2015: HK$4,724.7 million) and the gross margin
decreased to 50.9% (2015: 56.4%). The erosion of gross margin was
mainly due to the increased proportion of revenues generated from the
sales of heavily discounted aged products.

Operating loss was HK$819.5 million compared with the operating
loss of HK$497.6 million for the previous year. Loss attributable
to shareholders was HK$819.1 million for the year of 2016 (2015:
HK$378.9 million).

Basic loss per share was HK49.7 cents compared with the basic loss
per share of HK23.0 cents in 2015. The board of directors did not
recommend the payment of a final dividend (2015: Nil).

As a result of the aggressive effort to liquidate aged inventory and the
prudent approach to inventory management, the Group’s inventory
level decreased by 32.4% to HK$1,414.5 million as at 31 December
2016 (2015: HK$2,091.6 million), and the number of average inventory
turnover days also reduced by 17 days to 201 days (2015: 218 days).
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The Group stepped up the rationalisation of stores with a net decrease
of 1,030 POS and, as a result, the total number of its POS was 4,900 as
at 31 December 2016. The Group’s sales network had 4,598 POS under
its Core Brands Business (“Daphne” and “Shoebox” in Mainland China)
and 302 POS for its Other Brands Business.

Despite the rising operating costs in China, stringent cost control
measures and rationalisation initiatives enabled the Group to reduce the
operating expenses by 20.4% in 2016, thus saving HK$1,080.5 million.
The decrease in operating expenses was broadly in line with the decline
in sales.

Meanwhile, the Group’s drive to liquidate the aged inventory helped
improve its net cash position to HK$692.8 million (2015: HK$454.8
million). Besides, despite the intensifying online competition in 2016,
the Group’s e-commerce business continued its strong sales growth and
remained profitable.

Core Brands Business

The Group’s Core Brands Business refers to the retail business of
footwear products and accessories under its own brands, “Daphne” and
“Shoebox” in Mainland China.

In view of the soft market conditions, the Group accelerated the closure
of non-performing stores since the second quarter of 2016 and ended
the year with a net closure of 999 POS (including a net decrease of 8§10
directly-managed stores and a net decrease of 189 franchised stores).
This means a 17.8% reduction in the number of stores compared with
that at the end of the year 2015. The Group had a total of 4,598 POS
under its Core Brands, comprising 4,246 directly-managed stores and
352 franchised stores, as at 31 December 2016.

Number of POS of Core Brands Business:

MANAGEMENT DISCUSSION AN__-;, oo
- ANALYSIS

A 45 E AR I
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At 31 December 2016 At 31 December 2015 Change
/R A B i ZFE A
toA=t—H toA=t—H it
Directly-managed stores HE 4,246 92% 5,056 90% -810 -16.0%
Franchised stores i s 352 8% 541 10% —-189 -34.9%
Total & 4,598 100% 5,597 100% -999 -17.8%
Number of POS of Core Brands Business by city tier: % o Vil LS B G B T e I AR Y 4 A
At 31 December 2016 At 31 December 2015 Change
RE-E—NE e T
+ZA=+—H +ZH=+—H sk
Tier 1 — A 514 11% 637 11% -123 -19.3%
Tier 2 ] 1,125 25% 1,376 25% -251 -18.2%
Tier 3 =N 4] 890 19% 1,030 18% -140 -13.6%
Tier 4-6 IESATTS i} 2,069 45% 2,554 46% —485 -19.0%
Total &FF 4,598 100% 5,597 100% -999 -17.8%
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As a result of the significant reduction in the number of POS and the
decrease in same-store sales, turnover of the Core Brands Business
decreased by 23.1% to HK$5,936.0 million (2015: HK$7,720.1
million). The segment revenue generated from sales to external
customers of the Core Brands Business accounted for 88% of the
Group’s total revenue for 2016 (2015: 90%).

The highly competitive market was characterised by aggressive
promotions on both online and offline sales channels, which were
caused by the high level of excessive inventory in the industry. Retailers
were offering aggressive discounts to liquidate the aged stocks. This,
together with the increased proportion of aged products in the sales
mix, caused the gross margin of the Core Brands Business to decrease
by 6.4 percentage points to 47.3% in 2016 (2015: 53.7%). The average
selling price (“ASP”) of the Core Brands Business decreased by 4.8% to
RMB159. However, the ASP and gross margin of the products launched
in 2016 were similar to those in 2015.

The decrease in sales, the substantial reduction in gross profit, and
the charges for rationalisation initiatives exerted great pressure on the
operating margin. Since fixed cost accounted for a greater portion in
the cost structure of the Group’s retail operation, the decrease in sales
resulted in a greater percentage decrease in net operating profit. As a
result, the operating margin of the Core Brands Business decreased by
7.8 percentage points to —12.5% (2015: —4.7%).

Other Brands Business

The Other Brands Business of the Group mainly consists of the
operations of mid- to high-end brands (including the Group’s own
brands, and brands for which the Group has exclusive distribution
rights, comprising “AEE”, “STEP HIGHER”, “AEROSOLES” and
“ALDO” in Mainland China, Hong Kong and Taiwan), as well as its
growing e-commerce unit. For the year ended 31 December 2016,
aggregated turnover of the Other Brands Business decreased by 2.4%
to HK$813.0 million (2015: HK$832.7 million). However, the Other
Brands Business segment increased its contribution to the Group’s total
turnover in 2016 to 12% (2015: 10%). Its contribution to the Group’s
operating profit also increased to HK$7.8 million. However, gross
margin of the Other Brands Business decreased slightly due to the
increased proportion of e-commerce’s contribution in this segment’s
total revenue.

Turnover of the portfolio of mid- to high-end brands decreased due
to a net reduction of 31 POS during the year. However, this portfolio
managed to reduce loss during the year under review.
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i 1E 8 B ALA P AL L PR T E W R R & N
AL R EH BRI D 64T T B £473% (=%

— T4 53.7%) %ﬁ@flebnuﬂﬁ¥%%¥i@%ﬁw¢
4.8%ZF 15970 N » SR » — 7N AF TR
%ﬁ%ﬁf&%ﬂ}:ﬁ%’E%EﬁL? T A 7K -

FHE WD - BFIRIE B R~ DA R 85 1 Jor 8 im i)
Ay ) 35 3 50 8 T P AR 3 N R R g o fR R [ S A
TEAS S [T L AR B M G IR L > 8
B NREIMB T FLERFMN FEE - Fi
0 i W ZE T S0 B R R 07 8 H A B & -12.5% (—
E—AF —4.7%) -

BENTINTY

7% 45 [ H At it R 2R A B R R R S (B
TR kE - FIEMAEBNAA MR LB R
LEEHMEN LR > BN [ | - [STEP HIGHER | ~ [ &
AL K TALDOL %) » KRR E % - i
BB -ANET AZF—HIRFE > HA R
WS G F W Y2.4%5813.04 i (W F
— HAF 1 832.7H B L) o SR > I — S AR HAM b
WRZETE Ay TR AR L R R E N ER LT E12%
(B 1 10%) > 7% 5 F08H i A 48 18 48 8 B R
P B RK R 3G N 7.8 B o0 o SR - H RN E P 2
TE 43350 00 85 85 4G bb = T > r DA E A R S Y B
B R SR AT B o

PP A T 9 902D 3 L0861 B B > B L o R R o R AL A
(198 SERE SRS R o SR > BL AL S R[] B AF A 2 fE
B -

B Ye BOBR VA R A A

4 #2016

11



12

The Group’s e-commerce business continued its strong sales growth
and yielded a small profit. Its sales growth is mostly driven by sales
volume. Although old products accounted for a higher proportion
in the operation’s sales mix, the e-commerce business saw a slight
increase in gross margin as it enhanced its promotional strategies.
As the Group engaged customers more actively in its marketing
activities, it broadened its online customer base in 2016. More
renowned international shoe brands entered the Tmall and participated
in Alibaba’s Single’s Day event in 2016, and therefore intensified the
competition. Daphne still ranked among the top three local brands of
women’s shoes in this most important online shopping event in China.
Also, throughout the year, Daphne’s e-commerce business maintained
its strong growth momentum. These showed that Daphne’s brand
equity remained strong in the online marketplace. Besides, the Group
strengthened its integration of online and offline businesses through its
extensive offline store network and warehouse sharing programme.

FINANCIAL REVIEW

Analysis of Results by Business Segment

MANAGEMENT DISCUSSION AN__-;, oo
- ANALYSIS

ASE I R T SRS B AR AR AR BRI
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For the year ended 31 December 2016, the Group recorded turnover of ~ # % —F—/NF+ A =+—H L4 > KEF
HK$6,501.7 million, a decrease of 22.4% compared to last year. The S ERH6,501.7H Wt > WAFW22.4% o K
business performance of individual segments is summarised as follows: .2 EB KBTI F -
Core Brands Other Brands Manufacturing
Business Business Business
Bl i L B LAt 58 BB
2016 2015 2016 2015 2016 2015
(HKS million A & ¥ Jt) ZENE CF-HE ZRNE T -0F ZFAE T 4F
Revenue from external customers ¥ 4h% P i 4 5,691.5 7,521.0 808.8 832.7 14 254
Inter-segment revenue 1 ] i A 244.5 199.1 4.2 - 206.4 822.7
Total segment revenue i 4 AL AR 5,936.0 7,720.1 813.0 832.7 207.8 848.1
Segment gross profit iR EF 2,808.2 4,149.2 480.1 505.6 11.9 74.9
Segment gross margin 736 A &R 47.3% 53.7% 59.0% 60.7% 5.7% 8.8%
Segment operating (loss)/profit 7 #hAEE (k548) /& Fl (744.1) (362.4) 7.8 1.3 (12.3) (106.0)
Segment operating margin ol W%ﬂ R -12.5% —4.7% 1.0% 0.2% -5.9% -12.5%
During the year ended 31 December 2016, total segment revenue of the — # £ ~ZE—XNF+ - H =+—H IL4EE > HIRNEH

Core Brands Business decreased by 23.1% to HK$5,936.0 million from
HK$7,720.1 million in last year. It is mainly due to the closure of stores
and decline in the same-store sales. Gross margin of the Core Brands
Business also shrinked from 53.7% to 47.3% as a result of the clearance
of the old stocks during the year.

During the year under review, the Group engaged in the production of
a television programme named “Lady Bees” so as to revitalise, ramp
up and diversify our marketing activities to promote “Daphne” brand
image. This led to the increased operating expenses totalling HK$60.9
million although the income derived from this television programme
was HK$34.5 million. As a whole, this segment recorded an operating
loss of HK$744.1 million (2015: HK$362.4 million).

T Bl Be [ T B B R K > A% D R ZE 4 T Uk 25 AR A
M 25 4F 97,7201 F 8 o0 23.1% £5,936.0 H
T TC o FROMAE A R FE > D R B A
RH53.7% EHE 47.3% °

i RAR R > A 8] 2 BLRVE — (B R LER B (gD
LB > FELMEAL ~ s K& 2 oAb A4 B T 5 4 R S
By M HERE TR ) TR & o HESRPEZTERLET B
Z U AEIR34.5H ST - Roa & AR T 2£60.9
HOEH G o BRI S o e B B R T44.1H
BTG (U — HAF 3624 H B o0) o

Daphne International Holdings Limited
Annual Report 2016



MANAGEMENT DISCUSSION
" ANALYSIS . S

Total segment revenue of Other Brands Business remained much the
same as last year amounting to HK$813.0 million (2015: HK$832.7
million). The increase in operating profit was mainly attributable to the
e-commerce business.

Manufacturing Business segment recorded a significant drop in its
total segment revenue from HK$848.1 million in last year to HK$207.8
million for the year because the Group ceased most of the production
facilities in factories located in coastal area last year and incurred one-
off restructuring cost amounting to HK$130.7 million last year. Given
that there was no such one-off restructuring cost during the year, this
segment still recorded an operating loss of HK$12.3 million (2015:
HK$106.0 million).

Other Income

Other income increased by HK$10.7 million from HK$66.0 million
in last year to HK$76.7 million for the year ended 31 December 2016.
The major changes are due to the income from “Lady Bees” television
programme and decrease in interest income during the year.

Operating Expenses

Overall, the Group’s operating expenses (including other losses —
net, selling & distribution and general & administrative expenses)
decreased by HK$1,080.5 million or 20.4% to HK$4,207.8 million from
HK$5,288.3 million in last year. The drop in operating expenses was
generally in line with sales decrease and led mainly by rental cost, staff
cost and shop overhead costs.

Operating Loss

As a result of the above, the Group’s operating loss in 2016 increased
by HK$321.9 million or 64.7% to HK$819.5 million from HK$497.6
million in last year.

Income Tax Expense/(Credit)

The Group’s income tax expense for the year was HK$9.4 million
compared to income tax credit of HK$132.4 million in 2015. This is
mainly attributable to no deferred tax assets were recognised for certain
timing differences and tax losses.

Loss Attributable to Shareholders

For the year ended 31 December 2016, the Group’s loss attributable
to shareholders increased by 116.2% to HK$819.1 million compared
to that of HK$378.9 million in 2015. Basic loss per share was HK49.7
cents (2015: HK23.0 cents).

Inventories

As at 31 December 2016, the Group’s inventories decreased by
HK$677.1 million from HK$2,091.6 million to HK$1,414.5 million.
Average inventory turnover was 201 days, 17 days less than last year.
Included in the inventories, the balance of provision for slow-moving
and obsolete items was HK$527.0 million as at 31 December 2016
(2015: HK$527.4 million).
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Trade Receivables

The amount of trade receivables as at 31 December 2016 decreased by
HK$29.8 million, or 12.5%, to HK$208.1 million compared to that of
HK$237.9 million in 2015. Average debtors turnover remained stable at
around 13 days (2015: 12 days).

Trade Payables

The Group’s trade payables decreased by HK$175.6 million, or 17.9%,
to HK$807.0 million (2015: HK$982.6 million) although the average
creditors turnover increased by 17 days to 130 days (2015: 113 days).
This reflected a better working capital management.

Liquidity and Financial Resources

The Group maintains a stable and healthy balance sheet. As at 31
December 2016, the Group had cash and bank balances, comprising
cash and cash equivalents, bank deposit with maturity over three months
and pledged bank deposits, amounting to HK$989.5 million (2015:
HK$1,075.6 million), which were denominated mainly in Renminbi.

As at 31 December 2016, the Group’s short-term bank loans were
HK$296.7 million (2015: HK$620.8 million) and therefore the Group’s
net cash amounted to HK$692.8 million (2015: HK$454.8 million). The
bank loans were denominated mainly in USD and at floating rates during
the year.

The net decrease in cash and bank balances of HK$86.1 million (2015:
HK$453.1 million) during the year is analysed as follows:

EEJ wllflﬁﬁ?’x
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For the year ended 31 December
BET _H=1+—HILHEE

2016 2015

“®-AE CF A

HKS$’ million HK$’ million

[ER: ¥ ER: Yo

Net cash generated from operating activities A BT R BB RAR 327.4 5.4
Capital expenditure BB (110.9) (301.5)

Proceeds from disposal of property, B R Rk A

plant and equipment EEE- ¢ 7o) 5.5
Decrease in entrusted loans Z b E AW - 3.0
Net dividend paid EAT B SR A (0.5) (1.0)
Net interest received R FSN PN 9.8 24.1
Net bank loans (repaid)/borrowed FERAT R (ER) A (324.1) 524.3
Redemption of convertible bonds A 46 1A 55 V[ - (695.5)
Effect of exchange rate changes and others A TE 53, i 22 5 B 2 52 2R A 4.9 (17.4)
(86.1) (453.1)
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For the year ended 31 December 2016, the Group’s interest expenses
on bank loans amounted to HK$6.5 million compared to last year’s
HK$12.1 million and there was no interest on convertible bonds (2015:
HK$6.9 million) as the Company had redeemed the convertible bonds
upon its maturity in April 2015. The Group’s interest income was
HK$16.3 million (2015: HK$29.2 million).

As at 31 December 2016, the Group was granted banking facilities
amounting to HK$320.5 million (2015: HK$788.6 million). The
Group’s net gearing ratio, calculated on the basis of net debt (being
bank loans less cash and bank balances) over equity attributable to
shareholders, was in a net cash (2015: net cash) position. Current
ratio was 2.4 as at 31 December 2016 (2015: 2.4). The management
considered that the Group has sufficient resources currently to support
expansion and development of business in future.

Foreign Exchange Risk Management

Management closely monitors the market situation and may consider
tools to manage foreign exchange risk whenever necessary. During
each of the two years ended 31 December 2016, the Group entered into
foreign exchange forward contracts to hedge the foreign exchange risk
exposure on bank loans denominated in USD and HKD. The aggregate
notional principal amount of the outstanding forward foreign exchange
contracts to sell RMB for USD as at 31 December 2016 was HK$294.5
million (2015: HK$387.5 million).

Pledge of Assets
As at 31 December 2016, no bank deposits (2015: HK$3.2 million) were
pledged for banking facilities.

Capital Expenditure

During the year, the Group incurred capital expenditure of HK$110.9
million (2015: HK$301.5 million) mainly for retail network expansion
and renovation.

Contingent Liabilities
As at 31 December 2016 and 2015, the Group had no significant
contingent liabilities.

Human Resources

As at 31 December 2016, the Group had a workforce of about 15,000
(2015: 18,000) people predominantly in Mainland China, Taiwan
and Hong Kong. Employee benefits expense, including directors’
emoluments, retirement benefit costs and share-based payment expense,
for the year was HK$889.4 million (2015: HK$1,325.5 million). The
decrease of HK$436.1 million or 32.9% was mainly due to the reduction
in headcount of factories, stores and back office. The Group values
its human resources and recognises the importance of retaining high
calibre employees. Remuneration packages are generally structured
with reference to market conditions and terms as well as individual
qualifications. In addition, share options, share appreciation rights
and discretionary bonuses are granted to eligible employees based on
the performance of the Group and of the individual employee. The
Group also provides mandatory provident fund schemes, medical
insurance schemes, staff purchase discounts and training programmes to
employees.
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AWARDS

Daphne ranked top for the sixth consecutive year in the “China Brand
Power Index 2016” (in the “Women’s Shoes” category) and won the
“Golden Brand” award as it ranked top for the fifth year in a row.
These awards reflected Daphne’s strong brand awareness and loyalty in
China. This independent annual survey was conducted by “Chnbrand”,
an institution funded by the Ministry of Industry and Information
Technology of China and recognised as one of the most credible brand
rating organisations in China. This survey derived the rankings by
industry and category from the interview results of 16,440 consumers in
33 cities across China about brand awareness and loyalty.

Moreover, the Group received a merit certificate from the Hong Kong
Investor Relations Association in its “Investor Relations Awards 2016,
in recognition of its hard work on improving corporate governance and
investor relations.

OUTLOOK

Fashion retailers had to deal with a number of challenges throughout
2016. For instance, local consumer sentiment remained soft due to
China’s economic slowdown. Operating costs were on an upward trend.
These factors are still present and 2017 is set to be affected by instability
and uncertainties in the world’s political and economic arena. The same-
store sales of the Group’s Core Brands Business for the first quarter-to-
date of 2017 recorded a decline of approximately 10% when compared
to the same period in the previous year which is comparable to that of
the fourth quarter of 2016.

However, some industries in China already started turning the corner
in 2016 and corporate confidence which hit a decade-low in early 2016
also began to stabilise towards the end of 2016, according to CEIC
Report. Some economists say that China’s economy is stabilising and
the trend is likely to continue in 2017.

Also, the Chinese government forecasted that the country’s gross
domestic product would grow by 6.5 percent in 2017, or 0.2 percentage
points lower than in 2016, but the country will still rank high among
the fastest-growing major economies. In its “13th Five-Year Plan”, the
Chinese government has determined to make domestic demand a major
driver of the country’s economic growth, and as such, the Group is
optimistic about the outlook of consumption and that of the market for
women’s footwear in China.

In response to the current challenges, the Group’s management team
conducted a thorough review of its operations and business functions.
It has placed an emphasis on how to differentiate the Core Brands from
the competition and how to enhance the shopping experience in order to
stimulate sales and boost customer traffic. It has also sought to enhance
the brands’ appeal for the more sophisticated and discerning customers
today. To stand out from the crowd, the Group will have a major uplift of
its products and project a refreshing brand image.

MANAGEMENT DISCUSSION AND I
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The brand revamp not only involves a new brand identity, but also
includes new product design and a new approach to marketing. New
logos together with new store concepts will be introduced to project a
young, contemporary, stylish and vibrant brand image. In addition to the
expansion and restructuring of the design team, a prominent designer
with rich experience in global and regional shoe brands has recently
joined the Group to lead the design team and help revitalise the creative
processes. The Group is also reviewing the product range and product
mix and may adjust them as part of the brand revamp and product
upgrade.

To make the brand even more interesting and alluring, the Group will
launch crossover projects in partnership with emerging star fashion
brands, online key-opinion leaders and celebrities to broaden its appeal
for different types of customers and offer a platform for its marketing.

To ensure the success of the brand revamp and product upgrade, the
Group has also invested in and adjusted the key business functions such
as marketing, staff training and development, production and supply
chain management.

The Group has also pledged to enhance the shopping experience, so as
to freshen up the customers’ perception on its Core Brands and increase
its competitiveness. Therefore it will focus its efforts of operational
management on customer service. For instance, it will enrich the
training system and offer more training to all levels of the frontline staff.
It will also adopt a new standard of service, add new elements to the
service culture and apply the service monitoring scheme more widely in
its operations.

The consolidation of the Group’s store network is almost completed.
The Group will continue to optimise the sales channel mix by decreasing
the proportion of street stores in the total number of retail outlets. The
Group will also make every endeavour to sustain the strong growth
momentum of its e-commerce business. For instance, it will leverage
its extensive store network to accelerate the integration of online and
offline business to gain synergy.

To build up its operations for sustainable and long-term growth, the
Group has been endeavouring to make the Core Brands unique and
refreshing. The Group is confident the actions underway will enable it to
further the development and pave the way for the growth in the future.
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EXECUTIVE DIRECTORS

Mr. CHANG Chih-Kai, aged 36, was appointed as the Chief Executive
Officer (“CEO”) in April 2016 and has been an executive director of the
Company since November 2004. He is responsible for strategic planning
and overall management of the Group. Mr. Chang joined the Group in
2003 and accumulates over 10 years of experience in footwear industry
with focus on product development, production, merchandising, as
well as general management. He studied a bachelor’s degree of Art
in Auckland University after graduated from Pakuranga College in
New Zealand. Mr. Chang is the brother of Mr. Chang Chih-Chiao, an
executive director, a cousin of Mr. Chen Ying-Chieh, the Chairman and
a non-executive director, and Mr. Chen Tommy Yi-Hsun, an executive
director. Mr. Chang holds directorships in certain subsidiaries of the
Company.

Mr. CHANG Chih-Chiao, aged 34, joined the Group in 2007 and
has become an executive director of the Company since June 2009.
He is currently responsible for product development and design, and
marketing functions. Mr. Chang 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, the CEO and an
executive director, a cousin of Mr. Chen Ying-Chieh, the Chairman and
a non-executive director, and Mr. Chen Tommy Yi-Hsun, an executive
director.

Mr. CHEN Tommy Yi-Hsun, aged 35, is an executive director of
the Company since December 2011 and currently is responsible for
merchandising and supply chain management of the Group. Mr. Chen
joined the Group in 2004, and worked in trading and manufacturing
of footwear business of the Group. He has over 10 years of experience
in footwear manufacturing and supply chain management. Mr. Chen
graduated from University of Victoria in Canada with a bachelor’s
degree in Economics and obtained an EMBA degree in Taiwan National
Chung Hsing University. Mr. Chen is a cousin of Mr. Chen Ying-
Chieh, the Chairman and a non-executive director, Mr. Chang Chih-
Kai, the CEO and an executive director, and Mr. Chang Chih-Chiao, an
executive director. Mr. Chen holds directorships in certain subsidiaries
of the Company.

NON-EXECUTIVE DIRECTOR

Mr. CHEN Ying-Chieh, aged 47, is the Chairman and a non-executive
director of the Company. Mr. Chen joined the Group in 1992 and acted
as an executive director from May 1996 to April 2016. He obtained a
bachelor’s degree in International Trade from Chung Yuan Christian
University. Mr. Chen is a cousin of Mr. Chang Chih-Kai, the CEO and
an executive director, Mr. Chang Chih-Chiao and Mr. Chen Tommy
Yi-Hsun, both executive directors of the Company. Mr. Chen holds
directorships in certain subsidiaries of the Company.
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INDEPENDENT NON-EXECUTIVE
DIRECTORS

Mr. HUANG Shun-Tsai, aged 63, is a director of four health
technology companies in Taiwan. He has been active in the health
technology field for over 30 years. Mr. Huang has been an independent
non-executive director of the Company since 2001.

Mr. KUO Jung-Cheng, aged 66, 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 20 years. Mr. Kuo holds an MBA
degree from University of Hawaii. Mr. Kuo has been an independent
non-executive director of the Company since 2001.

Mr. LEE Ted Tak Tai, aged 66, has been an independent non-
executive director of the Company since 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 East West Bank (China) Limited, a wholly-
owned China subsidiary of East West Bank in the USA, and a director of
Shriro Trading (Shanghai) Company Limited, a privately held company
established in China. Mr. Lee is a 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. LIN Che Li, Jerry, aged 49, 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
two decades 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 57, joined the Group in March
2012 and is now the Chief Operating Officer. He is responsible for
the brand management, channel development, e-commerce and sales
operation management of the Group. Mr. Shih has over 30 years of
experience in sales and general management in retail and service
industries of which 20 years were in Mainland China. Mr. Shih has held
senior management positions of different functions as well as regional
general manager and general manager positions in China 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.

A. 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 2016, the Company
complied with all the applicable 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 24 and 29
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 development.

B. DIRECTORS’ SECURITIES
TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”) as
set out in Appendix 10 to the Listing Rules for dealing in securities
of the Company by the directors. Having made specific enquiry
with all directors, all directors have confirmed that they have
complied with the required standards set out in the Model Code
throughout the year ended 31 December 2016.

The Company also requires 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.
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C. THE BOARD OF DIRECTORS C. £ ¢

(i) Board Composition () EHFFHE
The Board and board committees during the year and up to FANRBEARERIN  EFGgREHRG
the date of this report comprise: BETNZAeh NI AL
Audit Nomination =~ Remuneration
Members of the Board/board committees Date of first becoming director Committee Committee Committee
FHE/EFARTRHARA HRMEESZ T HHREEE  WAZEE  HWZEHG
Executive directors 17 H F
Mr. Chang Chih-Kai (Chief Executive Officer) 22 November 2004 M
KB (FFH AR “EENE+—-AZ+ZH
Mr. Chang Chih-Chiao 12 June 2009
REBLAE “EENERATZH
Mr. Chen Tommy Yi-Hsun 31 December 2011
[SE it “F-—f+-A=+—H
Non-executive director F#H 7 HF
Mr. Chen Ying-Chieh (Chairman) 21 May 1996 M M
BRSNS (L) —AAAFRLAZ+—H
Independent non-executive directors %7 7 # 17 # %
Mr. Huang Shun-Tsai 31 July 2001 M C M
IR e “EE-FLA=+—H
Mr. Kuo Jung-Cheng 31 July 2001 M M C
MERIEE “EE-HLA=t—H
Mr. Lee Ted Tak Tai 1 September 2011 C M M
FREEE “F-—%A—H
Key: C — chairman of the board committee e : C-FEHGHE T ZRE T
M — member of the board committee M- FEHEGEFZAEKA
s With effect from 16 April 2016, Mr. Chen Ying-Chieh has resigned e HoF—NENATSHE aktto

BEAL HAT BOAR R AL > N0 SRAE 25 AR A A 2 JF
HATESR  RECEERE /AR R ZAT
B RS ZATNREA -

as the Chief Executive Officer and been re-designated to non-
executive director of the Company, and Mr. Chang Chih-Kai has
been appointed as the Chief Executive Officer of the Company and
a member of the Nomination Committee.

YT F A B MRIZ I B B 36
A&y o TR AT S OB L AT S
HAAR B 2 G B B N o
BUY AT EFEREB2HELG S
i o R B B Y AE ) 45 iy 7% S Iy ER 4

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.
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During the year ended 31 December 2016, 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” on pages 18 to 19 of this annual report.

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 service 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.

(iii) Delegation by the Board

(iv)

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.

Appointment, Re-election and Removal 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.
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All non-executive directors including independent non-
executive directors are appointed for a specific term of one to
three 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.

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

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 development and financial
position of the Group and to enable them to make informed
decisions. The Board and each director also have separate
and independent access to the senior management whenever
necessary.

The Chairman and other relevant senior management
normally attend regular board and committee meetings, and
where necessary, other board and committee meetings to
advise on business development, financial and accounting
matters, statutory compliance, corporate governance and
other major aspects of the Group. Draft minutes are normally
circulated to all 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.
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Any material transaction, which involves a conflict of
interests for a substantial shareholder or a director, will be
considered and dealt with by the Board at a duly convened
board meeting. Except for those circumstances permitted
by the Articles of Association, a director who has a material
interest in any contract, transaction, arrangement or any other
kind of proposal put forward to the Board for consideration
abstains from voting on the relevant resolution and such
director is not counted for quorum determination purposes.

Apart from regular board meetings, the Chairman of the
Board also held a meeting with the independent non-
executive directors without the presence of the executive
directors during the year.

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.

(vii) 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)
induction programme on the laws and regulations in relation
to directors and the Company, knowledge and current
development of the Company, responsibilities and potential
liabilities of directors for newly appointed directors; and (ii)
on-going training and professional development programmes
for directors.

During the year ended 31 December 2016, all directors of the
Company have attended the training sessions arranged by the
Company. They also participated in reading newspapers and
materials relating to roles and responsibilities of directors,
and regulatory updates of the Listing Rules and corporate
governance development.

(viii) Chairman and Chief Executive Officer

Code provision A.2.1 of the CG Code stipulates that the roles
of chairman and chief executive officer should be separate
and should not be performed by the same individual.

Mr. Chen Ying-Chieh, who acted as the Chairman of the
Board and the Chief Executive Officer of the Company, has
resigned from the position of Chief Executive Officer and
Mr. Chang Chih-Kai, an executive director of the Company,
has been appointed as the Chief Executive Officer with effect
from 16 April 2016. As such, the Company has complied with
this code provision A.2.1 since 16 April 2016.
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(ix) Board Committees

The Board has established three committees, namely the
Audit Committee, the Nomination Committee and the
Remuneration 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 being 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 Independent non-executive director
(Chairman)

Mr. Huang Shun-Tsai  Independent non-executive director

Mr. Kuo Jung-Cheng Independent non-executive director

The primary functions of the Audit Committee are to
assist the Board in reviewing the financial information and
reporting process, risk management and internal control
systems, and the compliance with the applicable accounting
principles and practices, any applicable laws and the Listing
Rules of the Stock Exchange and liaison with external
auditors and internal auditors of the Group.

During the financial year, three Audit Committee meetings
were held and the executive directors, the management
and the independent auditors attended to provide necessary
information. The Audit Committee considered the audit
plan, terms of engagement and fees of the independent
auditors for the Board’s approval, reviewed the financial
information of the Group including the annual and interim
financial statements, reviewed the connected transactions,
the management letters and reports issued by the independent
auditor, and the report on the effectiveness of risk
management and internal control systems prepared by the
Internal Audit Department.

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  Independent non-executive director
(Chairman)

Mr. Chang Chih-Kai

Mr. Chen Ying-Chieh

Mr. Kuo Jung-Cheng Independent non-executive director

Mr. Lee Ted Tak Tai Independent non-executive director

Executive director
Non-executive director
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The Nomination Committee is responsible for recommending
suitable candidates to the Board for directorship, after
considering the independence and competence of the
nominees, to ensure that all nominations are fair and
transparent. The Nomination Committee reviews the
structure, size and composition (including skills, knowledge
and experience) of the Board and assesses the independence
of the independent non-executive directors.

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.

During the financial year, two Nomination Committee
meetings were held. The Nomination Committee reviewed
the structure, size and diversity of the Board, considered
the resignation and appointment of the Chief Executive
Officer, re-designation of director, the independence of
independent non-executive directors and recommended the
re-appointment of retiring directors which were approved by
the shareholders at the annual general meeting.

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)

Mr. Chen Ying-Chieh

Mr. Huang Shun-Tsai  Independent non-executive director

Mr. Lee Ted Tak Tai Independent non-executive director

Non-executive director

The Company has adopted the model whereby the
Remuneration Committee makes recommendations to the
Board on the remuneration packages of individual executive
director and senior management. The Remuneration
Committee is also responsible for making recommendations
to the Board on the Company’s policy and structure for
remuneration of all directors of the Company and senior
management of the Group and other matters relating to
remuneration. The remuneration of all directors is subject to
regular monitoring by the Remuneration Committee to ensure
that their remuneration and compensation are reasonable.
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During the financial year, three Remuneration Committee
meetings were held and the remuneration packages of
executive directors and senior management were reviewed
and considered. They also reviewed the grant of share options
to directors, senior management and other employees. Details
of the remuneration paid/payable to individual director/
the chief executive officer of the Company and senior
management of the Group by band during the year are set out
in Notes 36 and 13 to the financial statements, respectively.

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) of
the Company held during the year ended 31 December 2016

.;—" . y
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is set out in the table below: R DL R SR A S AR
Number of meetings attended/Number of meetings held
E Tlie Vg Thach e
Audit Nomination Remuneration
Board Committee Committee Committee AGM
H#HG HREHE REARAE  HMZEHE BREHEERE
Executive directors HiTEE
Mr. Chang Chih-Kai AL 6/6 = 0/0 = 1/1
Mr. Chang Chih-Chiao A E L 6/6 = = = 1/1
Mr. Chen Tommy Yi-Hsun  BRAA 8 ek 6/6 = = = 1/1
Non-executive director HHfTEF
Mr. Chen Ying-Chich [ T s 6/6 = 212 3/3 1/1
Independent non-executive B FHITEE
directors
Mr. Huang Shun Tsai IR P 5 A 516 23 212 2/3 0/1
Mr. Kuo Jung-Cheng AR 6/6 3/3 22 33 1/1
Mr. Lee Ted Tak Tai ZERLE 6/6 33 22 3/3 111
* Mr. Chang Chih-Kai was appointed as a member of the Nomination e RE LA T F NN R R IR A

Committee in April 2016.

D. 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.

ZHEMA -

D. 3% VA bk fE
HA A BB L A GRS > ERA
S 47 0 0 £ 4 DA R B 2 AT
B R . I O S 0 O B W 5 R
) 5. 2 8 A AR 2 0 B A
SEARIR 5 KM A T S A T ) 2 1
VLA A S A W DR 2 R o

B Ye BOBR VA R A A

4 #2016

27



28

E. ACCOUNTABILITY AND AUDIT

(i)

(ii)

Financial Reporting

The directors acknowledge their responsibilities for
preparing the financial statements of the Group. The Board,
supported by the Chief Financial Officer and the Finance
Department, is responsible for the preparation of the financial
statements of the Group. In the preparation of the financial
statements, the Hong Kong financial reporting standards and
the disclosure requirements of the Hong Kong Companies
Ordinance have been adopted, the appropriate accounting
policies have been consistently applied, and reasonable
judgments and estimates are properly made.

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. The directors are
not aware of any material uncertainties relating to events
or conditions that may cast significant doubt upon the
Company’s ability to continue as a going concern.

Remuneration of Independent Auditor

The statement of the independent auditor of the Company,
PricewaterhouseCoopers, regarding their reporting
responsibilities on the financial statements of the Group is set
out in the “Independent Auditor’s Report” on pages 44 to 49
of this annual report.

The remuneration paid/payable to PricewaterhouseCoopers
for the provision of audit for the year ended 31 December
2016 was HK$3,941,000 (2015: HK$4,283,000) and no non-
audit services were rendered during the year (2015: Nil).

The Audit Committee is responsible for making recommendations
to the Board as to the appointment, reappointment or removal of
the independent auditors. There was no disagreement between the
Board and the Audit Committee on the selection, appointment,
resignation or dismissal of the independent auditor of the
Company.

(iii) Risk Management and Internal Control

The Board is responsible for risk management and internal
control of the Group and for reviewing its effectiveness.
Such systems are designed to manage rather than eliminate
the risk of failure to achieve business objectives, and can
only provide reasonable and not absolute assurance against
material misstatement or loss. Procedures have been
designed for safeguarding assets against unauthorised use or
disposition, ensuring the maintenance of proper accounting
records for the provision of reliable financial information for
internal use or for publication, and ensuring compliance of
applicable laws, rules and regulations.

E. W& &EE

(i)

(ii)

(iii)
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An internal audit department has been established to conduct
risk management and internal audit of the Group. It performs
risk-based audits to review the effectiveness of the Group’s
risk management and internal control systems so as to
provide assurance that key business and operational risks are
identified and managed. The work carried out by the Internal
Audit Department reports to the Audit Committee with its
findings and makes recommendations. During the year, the
Board has conducted a review of the effectiveness of the risk
management and internal control systems of the Group.

COMPANY SECRETARY

Mr. Cheung Chun Hay has been the Company Secretary of the
Company since 24 December 2013. Mr. Cheung is a full time
employee of the Group and has day-to-day knowledge of the
Company’s affairs. During the financial year, Mr. Cheung has duly
complied with the relevant professional training requirement under
Rule 3.29 of the Listing Rules.

INVESTOR RELATIONS

(i) 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 development and operation, financial information,
corporate governance practices and other information are
available for public access. Shareholders and investors may
express their enquires and concerns to the Company by
addressing them to the Investor Relations Department of
the Company by letter, telephone, fax or email. Details of
the contact information are set out on page 3 of this annual
report.

During the year, Mr. Huang Shun-Tsai, the independent non-
executive director of the Company, was unable to attend the
annual general meeting of the Company held on 25 May 2016
due to his unavoidable business engagements. This was in
deviation from code provision A.6.7 of the CG Code.

The Company continues to enhance communication and
relationship with its shareholders and investors. The Board
designates specialised personnel to maintain regular dialogue
with institutional investors and analysts to keep them
informed of the Group’s development.
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(iii) Constitutional Documents

There was no change in the Memorandum and Articles of
Association of the Company during the year.

H. SHAREHOLDERS’ RIGHTS

(i) Convening Extraordinary General Meeting and

Putting Forward Proposals at General Meetings
Pursuant to Article 57 of the Articles of Association of the
Company, the Board may whenever it thinks fit convene an
extraordinary general meeting. Any two or more members
holding in aggregate not less than 25% of the paid up capital
of the Company can make a written requisition to the Board
or the Company Secretary to convene an extraordinary
general meeting. The written requisition must state the
objects of the meeting and must be signed by the relevant
shareholders and deposited at the principal place of business
of the Company in Hong Kong at 17/F, Fung House, 19-20
Connaught Road Central, Hong Kong.

There are no provisions under the Company’s Articles of
Association or the Companies Law, Cap. 22 (Law 3 of 1961,
as consolidated and revised) of the Cayman Islands regarding
procedures for shareholders to put forward proposals at
general meetings other than a proposal of a person for
election as director. Shareholders may follow the procedures
set out above to convene an extraordinary general meeting for
any business specified in such written requisition.

(ii) Investor Conferences and Roadshows Attended in (i) RB—ANESHZLER & LK
2016 G By

Date Event Organiser Location

H 3 i B) B AL b

March 2016 Post-results Roadshow BOC International Hong Kong

R -REZEA I M SEAAR 2 B i Hh R B i

April 2016 Post-results Roadshow BOC International Singapore

—E-RENHA I SERAR 2 B i Hh R I % s

May 2016 HSBC’s China Conference HSBC Shenzhen

“E-ANELA v e T G

August 2016 Post-results Roadshow BOC International Hong Kong

ZER—RAENA I SERAR 2 B i Hh R B R A s
Post-results Roadshow RHB Securities Singapore
I SEAEAR 2 B i B3 & S s

(iii) =k

(i)
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(ii) Putting Forward Enquiries to the Board
Shareholders may send their enquiries and concerns to
the Board 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.

On behalf of the Board

Chang Chih-Kai
Executive Director & Chief Executive Officer

Hong Kong, 28 March 2017
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IV

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 2016.

Principal activities

The Company is an investment holding company. The activities of its
principal subsidiaries are set out in Note 38 to the financial statements.
The Group is principally engaged in the manufacturing, distribution and
retailing of footwear and accessories in Mainland China.

Business review

The business review of the Group for the year ended 31 December 2016
are provided in the Chairman Statement, the Management Discussion
and Analysis, and the Corporate Governance Report of this annual
report.

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 2016 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 50 to 120.

Dividends
The board of directors does not recommend the payment of a dividend in
respect of the year ended 31 December 2016.

Charitable donations
Donations made for charitable purposes by the Group during the year
amounted to HK$415,000 (2015: HK$2,891,000).

Land use rights, property, plant and equipment and investment
properties

Movements in land use rights, property, plant and equipment and
investment properties of the Group are set out in Notes 15, 16 and 17 to
the financial statements, respectively.

Share capital
Details of the movements in the share capital of the Company during the
year are set out in Note 28 to the financial statements.

Distributable reserves

As at 31 December 2016, the distributable reserves of the Company
amounted to HK$779,542,000 (2015: HK$750,658,000). Movements in
the reserves of the Group and of the Company during the year are set out
in Notes 30 and 37 to the financial statements, respectively.

Pre-emptive rights

There is no provision for pre-emptive rights under the Company’s
Articles of Association and there is no restriction against such rights
under the laws of the Cayman Islands.
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Equity-linked agreements

Other than the Company’s share option schemes as disclosed in the
“Share option scheme” section, no equity-linked agreements were
entered into by the Company during the year or subsisted at the end of
the year.

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 6 of this annual report.

Purchase, sale or redemption of shares
Neither the Company nor any of its subsidiaries has 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. Chang Chih-Kai
(Chief Executive Officer)

Mr. Chang Chih-Chiao

(appointed as Chief Executive Officer
on 16 April 2016)
(re-elected on 25 May 2016)

Mr. Chen Tommy Yi-Hsun

Non-executive director
Mr. Chen Ying-Chieh (Chairman) (re-designated as non-executive

director on 16 April 2016)

Independent non-executive directors
Mr. Huang Shun-Tsai (re-elected on 25 May 2016)
Mr. Kuo Jung-Cheng

Mr. Lee Ted Tak Tai (re-elected on 25 May 2016)

In accordance with Article 99 of the Company’s Articles of Association,
Mr. Chen Tommy Yi-Hsun, Mr. Chen Ying-Chieh and Mr. Kuo Jung-
Cheng shall retire from the office by rotation and, being eligible, offer
themselves for re-election at the forthcoming annual general meeting.

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 2016.

Biographies of directors and senior management
Brief biographies of directors and senior management are set out on
pages 18 to 19 of this annual report.
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Directors’ service contracts

The term of directorship of each non-executive director, including
independent non-executive directors, is one year to three years and the
term will continue for a successive period of one year to three years
unless terminated by either party giving not less than one month’s notice
to the other party.

None of the directors who are proposed for re-election at the
forthcoming annual general meeting has a service contract with the
Company which is not determinable within one year without payment of
compensation, other than statutory compensation.

Directors’ material interests in transactions, arrangements
and contracts

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

Interests of directors and chief executive

As at 31 December 2016, the interests and short positions of each
director and chief executive of the Company in the shares and
underlying shares of the Company and its associated corporations
(within the meaning of Part XV of the Securities and Futures Ordinance
(the “SFO”)), as recorded in the register required to be kept by the
Company pursuant to Section 352 of the SFO, or as otherwise notified
to the Company and The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) pursuant to the Model Code were as follows:

Long positions in shares and underlying shares of the Company:
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AR ] 2 B D 2 ) AR R A A B AR A H 0P A AT
Aol I ] AT S B AR P SE RS A B > A A R4 K
I 2 N 7 G T R ] e A R A 2 R AL
O~ PR EH o

ER Y ET TN YN-FL ¥
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AR 2 F LA B AR B Al 2 57

Number of Approximate
Number of underlying Total % of total
Name of directors Capacity shares held shares interests issued shares
"E HH B #46 C 81T
# 4 4 5 Ji& 1 % H J& f 5 H HEEET BRATSE
Mr. Chen Ying-Chieh Interests of controlled 147,740,920 14,000,000 161,740,920 9.81
B 7N S A= corporation and personal (Note 1) (Note 2)
interests (FgE—) (BiE =)
A A 2 HE g B AR N HE 4R
Mr. Chen Tommy Yi-Hsun Interests of controlled 176,508,895 - 176,508,895 10.70
Bl T 5 corporation and personal (Note 3)
interests (B 3E =)

SN ) 2 ME g AR N HE 4R
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1. Mr. Chen Ying-Chieh has beneficial interests in 147,740,920 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 interests.

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

3. Mr. Chen Tommy Yi-Hsun has beneficial interests in 174,908,895 shares in the
Company through Top Glory Assets Limited, a company incorporated in the
British Virgin Islands, in which Mr. Chen holds one-half of the equity interests.
He also has personal interests in 1,600,000 shares of the Company.

Save as disclosed above and the “Share option scheme” section, as at
31 December 2016, 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, its specified undertakings and
its other associated corporations required to be disclosed pursuant to the
SFO.

At no time during the year was the Company, any of its subsidiaries or
its other associated corporations 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 specified undertakings or other associated corporations.
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Interests of substantial shareholders

The register of substantial shareholders required to be kept under
Section 336 of Part XV of the SFO shows that as at 31 December
2016, the Company had been notified of the following substantial
shareholders’ interests and short positions, being 5% or more of the
Company’s issued share capital. These interests are in addition to those

36

disclosed above in respect of the directors and chief executive. 2SR o
Total

interests in Approximate

number % of total

Name of shareholders Capacity of shares issued shares

T et B H BT

JB 5 44 R 5 B 2 HE £ JB A 43 b

Lucky Earn International Limited Beneficial interests 400,719,995 (L) (Note 1) 24.30
. 1 HE 2 (B aE—)

Top Glory Assets Limited Beneficial interests 174,908,895 (L) (Note 2) 10.61
. 1 HE 2 (B EE—)

Ms. Chen Jennifer Yi-Chen Interests of controlled corporation 174,908,895 (L) (Note 2) 10.61
Bl B 2+ CELYNCIPA £ (B &E—)

Mr. Chen Tommy Yi-Hsun Interests of controlled corporation 176,508,895 (L) (Note 2) 10.70
B 16 B 55 A= and personal interests (Bfk5E =)

A A 2 HE A B AR N HE 4R

Pushkin Holding Limited Beneficial interests 147,740,920 (L) (Note 3) 8.96
. 1 HE 2 (B EE=)

Mr. Chen Ying-Che Interests of controlled corporation 147,740,920 (L) (Note 3) 8.96
RS S CECYNCIPA £ (Bt EE =)

Mr. Chen Ying-Tien Interests of controlled corporation 147,740,920 (L) (Note 3) 8.96
ok B S A CELYNCIPA £ (B EE =)

Mr. Chen Ying-Chieh Interests of controlled corporation 161,740,920 (L) (Note 3) 9.81
BRIE A e and personal interests (B sE=)

A A 2 HE A B AR N HE 4R
Wellington Management Group LLP  Investment manager 148,257,390 (L) 8.99

(L) — Long position &

g g

Daphne International Holdings Limited

Annual Report 2016



'REPORT OF THE DIRECTORS

£ ' ‘ [ W
[ Pk g T LAY

Notes:

1. Mr. Chang Chih-Kai, the Chief Executive Officer and an executive director
of the Company, and Mr. Chang Chih-Chiao, an executive director 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.

2. 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 174,908,895 shares of the
Company held by Top Glory Assets Limited.

3. Mr. Chen Ying-Chieh, the Chairman and a non-executive director of the
Company, and his two brothers, Mr. Chen Ying-Che and Mr. Chen Ying-Tien,
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 147,740,920 shares of
the Company held by Pushkin Holding Limited.

Saved as disclosed above, as at 31 December 2016, the Company had
not been notified by any person (other than directors and chief executive
of the Company) of any interest and short position in the shares and
underlying shares which were required to be recorded in the register
kept under Section 336 of the SFO.

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 of
directors, 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.
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The total number of shares available for issue under the New Scheme is
163,954,238 which is approximately 9.94% of the issued share capital of
the Company as at the date of this annual report.

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 period within which the shares must be taken up under an option
shall be determined by the board of directors and specified in the
letter to the grantee, which may be varied by the board of directors in
accordance with the terms of the New Scheme, provided that it shall not
under any circumstances exceed 10 years from the date of grant of the
relevant option. The board of directors may, in its discretion, determine
the time or period when the right to exercise the relevant option will
vest.

The exercise price of the share options is determinable by the board of
directors 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

(¢) the nominal value of the shares.
The offer of a grant of share options may be accepted within 30 days
from the date of offer, upon payment of a nominal consideration of

HKS$1 in total by the grantee.

Share options do not confer rights on the holders to dividends or to vote
at shareholders’ meetings.

During the year ended 31 December 2016, no share options were
granted, cancelled or exercised under the share option scheme.
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Details of movements in share options granted under the share option
scheme for the year ended 31 December 2016 were as follows:

Ak hens!
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Exercise  Outstanding at Lapsed  Outstanding at
price per 1 January during 31 December
Grantees Date of grant share 2016 the year 2016 Exercisable period
REZ—A I S
—H—H +ZA=+—H
3 IN RUHW  BRATHEHE W A AT ENRR A AT 1 iR
(yyyy/mm/dd) HKS$ (yyyy/mm/dd)
£/ A/ H) it £/ H/H)

Non-executive director 7 1T

£

Mr. Chen Ying-Chieh 2010/01/27 6.19 12,000,000 - 12,000,000  2011/01/27-2020/01/26

BRSNS (Note 1) (Ft&E—)

2014/01/21 4.50 2,000,000 - 2,000,000  2016/01/21-2024/01/20
(Note 2) (Fif5E=)

Consultants /i ]

Mr. Chen Hsien Min 2010/01/27 6.19 8,400,000 - 8,400,000  2011/01/27-2020/01/26
(an associate of (Note 3) (M E =)
Mr. Chen Tommy Yi-Hsun)

B RIEA4
(BB L2 HENL)

In aggregate 2014/01/21 4.50 1,000,000 - 1,000,000  2015/01/21-2024/01/20

G (Note 4) (Fff 1)

Employees fE 5

In aggregate 2010/01/27 6.19 4,995,000 - 4,995,000  2011/01/27-2020/01/26

G (Note 5) (Mt &E10)

In aggregate 2010/07/22 7.61 300,000 - 300,000 2011/04/01-2020/07/21

i (Note 6) (fffzE73)

In aggregate 2011/10/28 8.30 300,000 (300,000) - 2012/10/28 - 2021/10/27

G (Note 7) (L)

In aggregate 2012/01/11 8.27 700,000 - 700,000 2013/01/11-2022/01/10

aaf (Note 7) (Hff st L)

In aggregate 2012/03/20 10.132 2,600,000 - 2,600,000  2013/03/20-2022/03/19

At (Note 5) (P 3¥10)

In aggregate 2014/01/21 4.50 1,820,000 - 1,820,000  2016/01/21-2024/01/20

AR (Note 2) (M3t =)

In aggregate 2014/01/21 4.50 340,000 - 340,000 2017/01/21-2024/01/20

at (Note 8) (Hf £ /\)

34,455,000 (300,000) 34,155,000
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Notes:

1. 15% of the share options shall vest on each of the five anniversary dates of
the date of grant and 25% of the share options shall vest, subject to certain
performance targets determined by the board of directors of the Company, on the
fifth anniversary of the date of grant.

2. 100% of the share options shall vest after two years from the date of grant.

3. 15% of the share options shall vest on each of the four anniversary dates of the
date of grant and 40% of the share options shall vest on the fifth anniversary date
of the date of grant.

4. 100% of the share options shall vest after one year from the date of grant.

5. 20% of the share options shall vest on each of the five anniversary dates of the
date of grant.

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

7. One-third of the share options shall vest on each of the three anniversary dates of
the date of grant.

8. 100% of the share options shall vest after three years from the date of grant.

On 25 January 2017, the Company granted 28,350,000 share options to
certain directors of the Company and employees of the Group with an
exercise price of HK$0.70 per share under the New Scheme.

Share appreciation rights plan

The Group implemented a share appreciation rights plan (“SAR Plan’)
to motivate and award the directors, employees, advisers, consultants,
agents, suppliers, customers, distributors and such other persons of the
Company and the Group at the discretion of the board of directors for
their contribution or potential contribution to the Group.

Under this SAR Plan, share appreciation rights (“SARs”) are granted in
units with each unit representing one ordinary share of the Company.
No share will be issued under the SAR Plan. The eligible recipients who
are granted with such incentive do not actually hold the shares, and do
not have any rights as the shareholders such as voting rights or rights to
dividends. Therefore, this does not affect the total number of the shares
of the Company outstanding and will not result in any dilution effect on
the shares of the Company.

Upon exercise of the SARs, the eligible recipients will receive, subject
to any applicable tax, a cash payment amount equal to the product of
the number of SARs exercised and the difference between the exercise
price and market price of the Company’s shares at the date of exercise.
The Company recognises compensation expense of the SARs over the
applicable vesting period.
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Under the SAR Plan, the exercise price of the SAR shall be determined

o

i

by the board of directors 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.

The SARs granted pursuant to the SAR Plan is valid for 10 years from
the date of grant and upon the expiry of which all unexercised SARs

shall automatically lapse.

Under the terms of the grant, the outstanding SARs are subjected to a
vesting period of one to three years from the date of grant. The exercise

price is from HK$4.50 to HK$6.19 per unit.

During the year ended 31 December 2016, no SARs (2015: Nil) were

granted, cancelled or exercised under the SAR Plan.

Details of the movements in the SARs granted under the SAR Plan for

the year ended 31 December 2016 were as follows:
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Outstanding at Outstanding at
1 January Lapsed during 31 December
Grantees 2016 the year 2016
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(i) Executive directors HITEFH
Mr. Chang Chih-Kai g A Bl AE A 5,475,000 = 5,475,000
Mr. Chang Chih-Chiao o B & e A 4,725,000 = 4,725,000
Mr. Chen Tommy Yi-Hsun W A6 ) 5 A= 2,000,000 = 2,000,000
(ii) Employees VA=
In aggregate &t 6,540,000 (410,000) 6,130,000
18,740,000 (410,000) 18,330,000
Management contracts HHEH
No contracts concerning the management and administration of the 4 A » A< 2% ) M 4 51 37 55T A AT A0 3 S AR 2\ 7] 4

whole or any substantial part of the business of the Company were

entered into or existed during the year.
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Connected transactions

During the year ended 31 December 2016, the Group entered into
transactions with Xuan Feng Cultural Media Co., Limited (“Xuan
Feng”) which constitute connected transactions under the Listing Rules.
Particulars were previously disclosed in the announcement of the
Company dated 11 March 2016.

On 11 March 2016, the Group entered into the “TV Programme
Cooperation Agreement” with Zhejiang Television and Xuan Feng, and
the “Co-investment Agreement” with Xuan Feng, pursuant to which the
parties agreed to produce the “Lady Bees” television programme for
broadcasting on Zhejiang TV Channel.

The aggregate amount in respect of the production, filming, promotion
and other costs for the “Lady Bees” television programme was
approximately RMB180,000,000 with the Group’s contribution being
30% of the total investment amount of not exceeding RMB54,000,000
and Xuan Feng’s contribution being 70% of the total investment amount
of approximately RMB126,000,000. The Group will also receive a
consideration of approximately RMB2,790,000 from Xuan Feng for the
disposal of the Group’s portion of derivative intellectual property rights
to produce magazines, DVDs, CDs and computer games etc. of the
“Lady Bees” television programme to Xuan Feng.

As at the date of these agreements, since Mr. Chen Ying-Chieh, an
executive director and the Chief Executive Officer of the Company,
indirectly controls more than 30% of the voting rights in Xuan Feng
through intermediate holding companies, therefore, Xuan Feng is a
connected person of the Company under the Listing Rules. Accordingly,
each of the transactions with Xuan Feng constitutes a connected
transaction for the Company under the Listing Rules.

As the applicable percentage ratios in respect of each of the transactions
is more than 0.1% but less than 5%, each of the transactions is subject
to the reporting and announcement requirements but exempt from the
independent shareholders’ approval requirement under Chapter 14A of
the Listing Rules.

Major customers and suppliers

The aggregate sales during the year attributable to the Group’s largest
and 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 20% and 54%,
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.
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Permitted indemnity provision

Pursuant to the Articles of Association, and subject to the applicable
laws and regulations, the directors and officers of the Group shall be
indemnified out of the assets and profits of the Company from or against
all actions, costs, charges, losses, damages and expenses which they or
any of them may incur or sustain in or about the execution of their duty
in their offices. Such permitted indemnity provision has been in force
during the financial year and up to the date of this report. The Company
has arranged appropriate directors’ and officers’ liability insurance
coverage for the directors and officers of the Group.

Sufficiency of public float

Based on the information that is publicly available to the Company and
within the knowledge of the directors of the Company throughout the
year ended 31 December 2016 and up to the date of this annual report,
the Company has maintained a sufficient public float of more than 25%
of the Company’s issued shares as required under the Listing Rules.

Auditor

The financial statements have been audited by PricewaterhouseCoopers
who retire and, being eligible, offer themselves for re-appointment. A
resolution for re-appointment of PricewaterhouseCoopers as auditor
of the Company will be proposed at the forthcoming annual general
meeting of the Company.

On behalf of the board of directors

Chen Ying-Chieh
Chairman

Hong Kong, 28 March 2017
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INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF DAPHNE
INTERNATIONAL HOLDINGS LIMITED

(incorporated in the Cayman Islands with limited liability)

OPINION

What we have audited

The consolidated financial statements of Daphne International Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) set out on
pages 50 to 120, which comprise:

. the consolidated balance sheet as at 31 December 2016;

. the consolidated income statement for the year then ended;

. the consolidated statement of comprehensive income for the year
then ended;

. the consolidated statement of changes in equity for the year then
ended;

. the consolidated cash flow statement for the year then ended; and

o the notes to the consolidated financial statements, which include a
summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2016, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards (“HKFRSs”) issued by the
Hong Kong Institute of Certified Public Accountants (“HKICPA™)
and have been properly prepared in compliance with the disclosure
requirements of the Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSAs”) issued by the HKICPA. Our responsibilities under
those standards are further described in the “Auditor’s Responsibilities
for the Audit of the Consolidated Financial Statements” section of our
report.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA’s
Code of Ethics for Professional Accountants (“the Code”), and we have
fulfilled our other ethical responsibilities in accordance with the Code.
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KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgment,
were of most significance in our audit of the consolidated financial
statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole,
and in forming our opinion thereon, and we do not provide a separate
opinion on these matters.

Key audit matters identified in our audit are summarised as follows:

. Provisions for impairment of inventories
. Recognition of deferred tax assets

Provisions for impairment of inventories

Nature of the Key Audit Matter
Refer to Notes 4 and 20 to the consolidated financial statements

At 31 December 2016, the Group held inventories of HK$1,414,500,000,
which were carried at the lower of cost and net realisable value. Net
realisable value is the estimated selling price in the ordinary course of
business less estimated selling expenses. In the determination of these
estimates, the directors applied judgment based upon a detailed analysis
of aged inventories, historical experience of selling similar products
and their future sales plans where possible changes in customer taste
and competitor actions in response to changes in industry conditions are
considered.

We focused on this area due to the significance of the balance and
significant management judgment and estimates involved.

How our audit addressed the Key Audit Matter
Our procedures in relation to management’s estimation and judgment
applied in calculating the amount of the inventory provisions included:

. Understanding the key inventory controls operating across the
Group, including the procedures on periodic review of inventory
provisions, and validating their effectiveness on a sample basis.

. Testing, on a sample basis, the accuracy of stock aging report.

. Performing analysis on inventory balance and movement data and
comparing, on a sample basis, the carrying amount of inventory
items against its selling price during the year and subsequent to
the year end to identify slow-moving stock and stock with net
realisable value lower than its cost.

. Assessing the historical accuracy of sales plans and inventory
provisioning by comparing the actual sales results of prior years
against the budgets.

. Evaluating the future sales plans with reference to historical sales
performance of similar products through different sales channels,
external market data and the Group’s business strategies identified
through meeting with managements and board members.

. Examining management’s sensitivity analysis over the key
assumptions in the future sales plans.

Based upon the above, we considered that the management’s estimation
and judgment applied in respect of the inventory provisions were
supportable by available evidence.
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KEY AUDIT MATTERS (CONTINUED)

Recognition of deferred tax assets

Nature of the Key Audit Matter
Refer to Notes 4 and 31 to the consolidated financial statements

The Group recorded deferred tax assets in the consolidated financial
statements resulting from unutilised tax losses carried forward and
deductible temporary differences of HK$329,216,000. The Group
recognised these deferred tax assets to the extent that it is probable
that future taxable profits will be available for the utilisation of these
tax losses and deductible temporary differences. The recognition is
impacted by the uncertainties such as the amount and timing of future
taxable profits which are estimated by the management based upon their
business plans and market forecasts.

We focused on this area due to the significance of the balance and
significant management judgment and estimates involved.

How our audit addressed the Key Audit Matter
Our procedures in relation to management’s estimation and judgment
applied in recognition of deferred tax assets included:

. Obtaining detailed tax computation prepared by management
and examining the computation of tax losses carried forward and
deductible temporary differences.

. Tracing and comparing the tax losses arising from last year to the
annual tax filing.

. Evaluating management’s assumptions adopted in the business
forecast for determination of future taxable profits, such as revenue
composition, gross margin, cost structure, and retail market
forecasts in Mainland China as well as other relevant industry data.
Specifically, we considered the expiry periods of the tax losses and
the fact that management is exploring measures to extend those
expiry periods.

. Comparing the past performance against budgets used by the
management to assess their forecasting process and examining
management’s sensitivity analysis to assess the potential impact of
arange of possible outcomes.

Based upon the above, we considered that the management’s estimation
and judgment applied in respect of the recognition of deferred tax assets
were supportable by available evidence.
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OTHER INFORMATION

The directors of the Company are responsible for the other information.
The other information comprises all of the information included in the
annual report other than the consolidated financial statements and our
auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF DIRECTORS FOR THE
CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA 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.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the directors either
intend to liquidate the Group or to cease operations, or have no realistic
alternative but to do so.

The Audit Committee assists the directors in discharging their
responsibilities for overseeing the Group’s financial reporting process.
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AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. We report our opinion solely to you,
as a body, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report. Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgment and maintain professional scepticism throughout the audit. We
also:

. Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

. Obtain an understanding of internal control relevant to the audit
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 Group’s internal control.

. Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by the directors.

. Conclude on the appropriateness of the directors’ use of the going
concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group’s
ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in
our auditor’s report to the related disclosures in the consolidated
financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Group to cease to
continue as a going concern.
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_ INDEPENDENT AUDITOR'S

REP

A P ' ’ 1 {
f ST B2 e PR G

AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (CONTINUED)

. Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair
presentation.

. Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for
our audit opinion.

We communicate with the Audit Committee regarding, among other
matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencies in internal control that
we identify during our audit.

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence,
and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where
applicable, related safeguards.

From the matters communicated with the Audit Committee, we
determine those matters that were of most significance in the audit of the
consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s
report unless law or regulation precludes public disclosure about the
matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the
public interest benefits of such communication.

The engagement partner on the audit resulting in this independent
auditor’s report is Mr. Sun Po Yuen.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 28 March 2017
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| CONSOLIDATED INCOME STATE
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IR, 3 I
I M - it

FOR THE YEAR ENDED 31 DECEMBER 2016

WE_FE-ARFE+ A=+~

financial statements.

Daphne International Holdings Limited
Annual Report 2016

Ik 4R
2016 2015
“FAH “R—FAE
Note HK$°000 HK$’000
R 51 Tt T
Turnover w2 5 6,501,677 8,379,095
Cost of sales BB AR (3,190,004) (3,654,366)
Gross profit E A 3,311,673 4,724,729
Other income oA it A 6 76,685 66,004
Other losses — net HoAb s 18 - 348 7 (59,544) (65,334)
Selling and distribution expenses B8 B0 8 BH 32 (3,768,768) (4,695,995)
General and administrative expenses — e B AT BB 32
Factories relocation expenses TR B X - (117,283)
Other general and administrative expenses HoAth— e B A7 BURA X (379,534) (409,744)
(379,534) (527,027)
Operating loss BB R 8 (819,488) (497,623)
Finance costs BB I A 9 (6,526) (12,059)
Share of losses of associates and FEAG 2 A | A
joint ventures Z K18 18,19 (2,160) (2,778)
Loss before income tax [ T 75 Bt il IR 15 (828,174) (512,460)
Income tax (expense)/credit B8t (B %) /%% 10 9,363) 132,373
Loss for the year N e 1E (837,537) (380,087)
Attributable to: DL £ 07 EAG
Shareholders Ji& (819,127) (378,888)
Non-controlling interests I e il £ (18,410) (1,199)
(837,537) (380,087)
Loss per share, basic and diluted (HK cents) JI% ik A e 4 s 1R (RS D) 11 (49.7) (23.0)
The notes on pages 56 to 120 are an integral part of these consolidated #8565 120 H 2 Ml 51 5 A 45 & I Hs e 3% 2 40 BB 1y o




COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2016 wE-%F /\EJr A=+—H J}:EF
2016 2015
“FAHE “R—FAE
HK$°000 HK$’000
T#t T
Loss for the year A A s R (837,537) (380,087)
Other comprehensive income/(loss) HoAth 2 g5, (ks 18)
Item that may be reclassified subsequently AR AR EOR o B R AR AR

to profit or loss: WIEHE :

Currency translation differences ifE 58, 25 %A 212 (437)
Item that will not be reclassified A TJJL\ HEFEHTHEE

subsequently to profit or loss: B EE -

Currency translation differences i 5d, 7% A (280,152) (226,591)
Total comprehensive loss for the year A TR A T s AR AR A (1,117,477) (607,115)
Attributable to: PLR 5 EA

Shareholders J& R (1,092,092) (600,183)

Non-controlling interests T 422 1) v HE A (25,385) (6,932)

(1,117,477) (607,115)

The notes on pages 56 to 120 are an integral part of these consolidated #5563 120 H 2 [} 51 5y A 456 BA RS 35 2 48R 17y ©
financial statements.
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NCE SHEE

SOLIDATED:BALA
AS AT 31 DECEMBER 2016
2016 2015
e I
Note HK$’ 000 HK$°000
it 3 T 0 T
Non-current assets FEME) & E
Intangible assets T & 14 20,641 66,715
Land use rights & b A R 15 72,567 80,136
Property, plant and equipment LERN NG L] 16 902,112 1,190,401
Investment properties &Yk 17 51,520 -
Interests in associates RSN F 2 Rt 18 1,801 2,007
Interests in joint ventures REELEZ R 19 353 2,028
Available-for-sale financial asset A B A T - 374
Deposits paid for acquisition of land use rights Y5 T b (i F i 2 £ 4% 4 - 119
Long-term rental deposits and prepayments R & 4 & KA 3IE 91,385 125,287
Deferred income tax assets 1 HiE JUT 45 B I 31 329,216 334,136
1,469,595 1,801,203
Current assets W) & E
Inventories ety 20 1,414,500 2,091,619
Trade receivables B o e K 21 208,118 237,874
Other receivables, deposits and oAt E ISR K - He e R
prepayments T A 22 955,786 1,475,031
Income tax recoverable AT i [m] iy 75 8 IH - 65,886
Derivative financial instruments fitemITH 23 15,662 15,919
Pledged bank deposits KR SRAT 2 = 3,225
Bank deposit with maturity s =MmA
over three months AT 24 16,721 -
Cash and cash equivalents BHe B &S HEY 25 972,769 1,072,401
3,583,556 4,961,955
Current liabilities W) B AR
Trade payables B 5 HEAT IR K 26 807,034 982,616
Other payables and accrued charges JFE At AT MR 3 T e 2 370,166 442,053
Current income tax liabilities R A BT 15 B B AR 16,478 50,387
Bank loans — unsecured SRAT AT AR — I H 27 296,694 620,792
1,490,372 2,095,848
Net current assets DG E T 2,093,184 2,866,107
Total assets less current liabilities A WO B B A 3,562,779 4,667,310
52 Daphne International Holdings Limited

Annual Report 2016
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L2

G £ P2 Al ek

AS AT 31 DECEMBER 2016

. CONSOLIDATED BALANCE

A

¥

2016 2015
SR N ZE-RE
Note HK$’ 000 HK$°000
i 7 T-i# T T# T

Equity attributable to shareholders B B E A HE 4
Share capital i A 28 164,914 164,914
Reserves it 30 3,206,484 4,297,701
3,371,398 4,462,615
Non-controlling interests T P il M HE A 160,652 186,511
Total equity AN g 3,532,050 4,649,126

Non-current liabilities I B A1
Deferred income tax liabilities HEFE P A BLH AL R 31 30,729 18,094
Other non-current liability HoAth FF U B 21 - 90
e L) . e

Total equity and non-current liabilities HAME £ I IR T ) A 1 3,562,779 4,667,310

Approved by the board of directors on 28 March 2017

CHEN YING-CHIEH

Director

#HH

The notes on pages 56 to 120 are an integral part of these consolidated
financial statements.

CHANG CHIH-KAI
R

Director

EH

B Ye BOBR VA R A A

4 #2016
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CONSOLII)ATED STATEMENT OF
. CHANGES INEQUITY '/ .

FOR THE YEAR ENDED 31 DECEMBER 2016

Attributable to shareholders

Jit 3% JE £
Non-
Share controlling
capital Reserves interests Total
I e )
it A ik 6 HE £ At
Note HK$’000 HK$°000 HK$’000 HK$°000
i Tl T T T
At 1 January 2015 WoE-HF—H—H 164,914 4,893,038 194,439 5,252,391
Loss for the year N R = (378,888) (1,199) (380,087)
Currency translation differences FEE 5 25 4 - (221,295) (5,733) (227,028)
Total comprehensive loss 4 TH s 45 AR = (600,183) (6,932) (607,115)
Dividends i B - - (996) (996)
Share option scheme: Ji TR R b -

Value of grantee services AR N A8 A 29 - 4,846 - 4,846
Total transactions with shareholders LR RS 5 = 4,846 (996) 3,850
At 31 December 2015 Ro-F-HLEFHA=+—H 164,914 4,297,701 186,511 4,649,126
Loss for the year N R - (819,127) (18,410) (837,537)
Currency translation differences BEE 5 25 A - (272,965) (6,975) (279,940)
Total comprehensive loss ) gk - (1,092,092) (25,385)  (1,117,477)
Dividends it 5. = = (474) (474)
Share option scheme: S TR R b -

Value of grantee services AR NIRBEE 29 - 875 - 875
Total transactions with shareholders B 58 ) AR = 875 (474) 401
At 31 December 2016 W_E -+ _H=+—H 164,914 3,206,484 160,652 3,532,050

The notes on pages 56 to 120 are an integral part of these consolidated 856 % 120H 2 Bt 51 £ A 5 G WA 5 ) 3R 2 A0 LR A ©
financial statements.
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CONSOLIDATED CASH FLOW’”‘ ’__‘

STATEMENT ' : Av MR RS
FOR THE YEAR ENDED 31 DECEMBER 2016 wWE_ZF “A=Zt—HIEFEE
2016 2015
ZE AN —F—h4
Note HKS$’ 000 HK$°000
Bt T# T THE T
Operating activities I E)

Cash generated from operations R E A Bl 32 310,550 46,932

Income tax refunded/(paid) Wi (B4 Fr st 16,816 (41,515)
Net cash generated from operating activities 8% 1% B 7 A= 2 3 4 15 58 327,366 5,417
Investing activities BEIGH)

Interest received B A8 16,342 29,214

Acquisition of land use rights and property, B 1 Hb (il F E X 3 -

plant and equipment g 5 R s A (110,922) (301,506)

Proceeds from disposal of property, plant and & - BE &

equipment A R 7,323 5,518
Proceeds from disposal of an available-for- AT
sale financial asset R UK 410 -

Repayment of entrusted loans by suppliers 3k 3 AR R R K - 3,031

Decrease in structured bank deposits SRATE WA K {UE b - 1,016,862

Decrease in pledged bank deposits £ KA ER AT A7 3k D 3,010 3,393

Increase in bank deposit with maturity T? H}ﬁ e — A FJ z

over three months T4 FR8 (16,721) =
Net cash (used in)/generated from WEWEH K EE

investing activities IR EiE ii] (100,558) 756,512
Financing activities Pl 15 )

Dividends paid to non-controlling interests B AT I 2 1 1 A 2 B B (474) (996)

Interest paid B A A B (6,526) (5,148)

Proceeds from bank loans SRAT R R Z Wk 284,444 600,792

Repayment of bank loans 72 SRAT B K (608,542) (76,460)

Redemption of convertible bonds T ] W] 488 B 5 75 = (695,464)
Net cash used in financing activities Pl ) i 22 B VR A (331,098) (177,276)
(Decrease)/increase in cash and Jfﬁi B L& 5 E Y

cash equivalents WY) 1 m (104,290) 584,653
Cash and cash equivalents as at A—H—HZBla &

1 January B&EEY 1,072,401 457,034
Effect of foreign exchange rate changes TE 2% 5 ) 2 4% 4,658 30,714
Cash and cash equivalents as at Rt A=+—H82

31 December Ba M EFEY 25 972,769 1,072,401

The notes on pages 56 to 120 are an integral part of these consolidated SE56% 120 2 Bt 5 /5 A S5 G BA B 3k 2 SRR Ay

financial statements.
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56

NOTES TO THE FINANCIAL

e

. STATEMENTS . .. . R

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 and
accessories in Mainland China.

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 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 (“HK$”) unless otherwise stated.

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 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
judgment in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgment
or complexity, or areas where assumptions and estimates
are significant to the consolidated financial statements are
disclosed in Note 4.
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NOTES 10 THE FINANCIAL
" STATEMENTS = ..

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)

(@

(i)

Standard and amendments to standards effective and
adopted by the Group in 2016

HKAS 1 (Amendment)
HKAS 16 and HKAS 38
(Amendment)
HKAS 16 and HKAS 41
(Amendment)
HKAS 27 (Amendment)

Disclosure Initiative

Clarification of Acceptable Methods of
Depreciation and Amortisation

Agriculture: Bearer Plants

Equity Method in Separate Financial
Statements

HKFRS 10, HKFRS Investment Entities: Applying the

12 and HKAS 28 Consolidation Exception
(Amendment)

HKFRS 11 Accounting for Acquisitions of Interests
(Amendment) in Joint Operations

HKEFRS 14 Regulatory Deferral Accounts

HKFRSs (Amendment)  Improvements to HKFRSs

(2012-2014)

The adoption of these new standard and amendments
has no material impact on the results and financial
position of the Group.

New standards and amendments to standards that
have been issued but are not yet effective and not early
adopted by the Group

HKAS 7 (Amendment)  Disclosure Initiative'

HKAS 12 (Amendment) Recognition of Deferred Tax

Assets for Unrealised Losses'

HKFRS 2 (Amendment) Classification and Measurement
of Share-based Payment
Transactions?

HKFRS 9 Financial Instruments?

HKFRS 10 and HKAS
28 (Amendment)

Sale or Contribution of Assets
between an Investor and its
Associate or Joint Venture*

HKFRS 15 Revenue from Contracts with
Customers?
HKFRS 15 Clarifications to HKFRS 152
(Amendment)
HKFRS 16 Leases®

! Effective for accounting periods beginning on or after

1 January 2017
Effective for accounting periods beginning on or after
1 January 2018
Effective for accounting periods beginning on or after

1 January 2019
Effective date to be determined

The Group is in the process of assessing the impact of
the adoption of the above new/revised HKFRSs but not
yet in a position to comment on the impact on the results
and the financial position of the Group.

2 EEFEBOR (8)

(a) Hm B ()

(@

(ii)
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NOTES TO THE FINANCIAL

STATEMENTSY © s . e

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 and unrealised
gains on transactions between group companies are
eliminated. Unrealised losses are also eliminated unless
the transaction provided evidence of an impairment of
the transferred asset. 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. Non-controlling interests in the
acquiree that are present ownership interests and entitle
their holders to a proportionate share of the entity’s
net assets in the event of liquidation are measured at
either fair value or the present ownership interests’
proportionate share in the recognised amounts of the
acquiree’s identifiable net assets. All other components
of non-controlling interests are measured at their
acquisition date fair value, unless another measurement
basis is required by HKFRSs. Acquisition-related costs
are expensed as incurred.

2 EEFEBOR (8)
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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 of the
subsidiary. 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 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.

2 EEFEBOR (8)

(b) HFEEHE (H)

(@

(i)
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

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

(b) #HHWH (H)
(i) T 2 A Al A8 Lk

60

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 investments 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 consolidated 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 balance sheet 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 losses of associates and
join ventures” in the consolidated income statement.

Profits and losses resulting from upstream and
downstream transactions between the Group and its
associate are recognised in the Group’s consolidated
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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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

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

Gains or losses on dilution of equity interest in
associates are recognised in the consolidated 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 joint
ventures. Joint ventures are accounted for using the
equity method.

Under the equity method of accounting, interests in joint
ventures are 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 ventures (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
ventures.

Unrealised gains on transactions between the Group
and its joint ventures are eliminated to the extent of the
Group’s interest in the joint ventures. Unrealised loss is
also eliminated unless the transaction provides evidence
of an impairment of the asset transferred. Accounting
policies of the joint ventures have been changed where
necessary to ensure consistency with the policies
adopted by the Group.
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(¢) Foreign currency translation

()

(i)

(iii)

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 consolidated income
statement.

Group companies

The results and financial position of all the Group’s
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.

2 EEFEBOR (8)

(c) AP

()

(i)

(iii)
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(d) Segment reporting
Operating segments are reported in a manner consistent

(e)

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.

Intangible assets

(@

(i)

Goodwill

Goodwill arises on the acquisition of subsidiaries,
associates and joint ventures and represents the excess
of the consideration transferred and the fair value of the
non-controlling interest in the acquiree over the Group’s
interest in net fair value of the net identifiable assets,
liabilities and contingent liabilities of 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
the CGU containing the goodwill is compared to the
recoverable amount, which is the higher of value in use
and the fair value less costs of disposal. 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 have a finite useful life and 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.
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. STATEMENTS . .. . R

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(e)

()

(g

Intangible assets (Continued)

(iii) 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.

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 20 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 costs
are charged to the consolidated income statement during the
financial period in which they are incurred.

Daphne International Holdings Limited
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(g)

(h)

Property, plant and equipment (Continued)
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, furniture, 5 years

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(i)).

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

Investment properties

Investment properties, comprising buildings, are held for
long-term rental yields or for capital appreciation or both, and
that are not occupied by the Group.

Investment properties are initially measured at cost,
including related transaction costs. After initial recognition,
the investment properties are stated at historical costs less
accumulated depreciation and provision for impairment loss.

Historical cost includes expenditure that is directly
attributable to the acquisition of the assets. Subsequent
expenditure is included in the carrying amount of the asset
only when it is probable that future economic benefits
associated with the property will flow to the Group and
the cost of the property can be measured reliably. All
other repairs and maintenance costs are expensed in the
consolidated income statement during the financial period in
which they are incurred.
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(h) Investment properties (Continued)

@

Depreciation is calculated using the straight-line method
to write off the cost over the estimated useful lives to their
estimated residual values. Estimated useful lives of the
buildings are 20 to 50 years.

The residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date. The
carrying amounts of assets are reviewed regularly. An
investment property’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(i)).

Gains or losses on disposals are determined as the difference
between the net sales proceeds and the carrying amounts 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.
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2 EEFEBOR (8)

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(j) Financial assets (Continued)

() wREE (8

Classification (Continued) 43 F8 (%)
(i) Financial assets at fair value through profit or loss (i) ¥APEMEGABGZSBEE
Financial assets at fair value through profit or loss are A PEEFE AR £ 2 & Rl 2 1

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

EE B GRERE o M 5 78 7 58 1
A s T B B A L EE SE A -
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are also categorised as held for trading unless they SIS FEEE BN o R
are designated as hedges. Assets in this category are R A &5 > 8 iR BT 2 A

classified as current assets if expected to be settled
within 12 months; otherwise, they are classified as non-
current assets.

(ii) Loans and receivables
Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are not
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quoted in an active market. They are included in current Al FE o AR BB IR AR B
assets, except for maturities greater than 12 months EoMBEME AE ARETHER T =

after the balance sheet date which are classified as non-
current assets. Loans and receivables comprise trade
receivables and other receivables (Note 2(m)), pledged
bank deposits, bank deposit with maturity over three
months, and cash and cash equivalents (Note 2(n)) in the
balance sheet.

(iii) Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives
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that are either designated in this category or not S A S5 R AT AT A K Rl 22 9F i A
classified in any of the other categories. They are T H o BRIFE A BREE B R

included in non-current assets unless management
intends to dispose of the investment within 12 months of
the balance sheet date.

ToMARHERE - TR EE
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Recognition and measurement T W2 B it &
Regular way purchases and sales of financial assets are CHEREZEHEERES D INER - B
recognised on the trade-date — the date on which the Group BHHMIAEEREEEEREZHI - i

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

@

Financial assets (Continued)

Recognition and measurement (Continued)

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 — net” in the period in which they arise.
Dividend income from financial assets at fair value through
profit or loss is recognised in the consolidated income
statement as part of other income when the Group’s right to
receive payments is established.

Changes in the fair value of monetary 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 or 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 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 indicates that there is a measurable decrease
in the estimated future cash flows, such as changes in arrears
or economic conditions that correlate with defaults.
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NOTES TO THE FINANCIAL
' STATEMENTS =~

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

@

Financial assets (Continued)

Recognition and measurement (Continued)

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.

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. The legally enforceable
right must not be contingent on future events and must be
enforceable in the normal course of business and in the event
of default, insolvency or bankruptcy of the Group or the
counterparty.
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NOTES TO THE FINANCIAL
. STATEMENTS .

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(k)

M

(m)

(n)

(0)

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 consolidated 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.

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 consolidated 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 consolidated 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.
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NOTES TO THE FINANCIAL
' STATEMENTS =~

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(p) Trade payables

Trade payables are recognised initially at fair value and

subsequently measured at amortised cost using the effective

interest method.

(q) 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.

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 consolidated
income statement in the period in which they are
incurred.

(r) Current and deferred income taxes
The income tax for the year comprises current and deferred

tax. Income tax is recognised in the consolidated 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.

(@

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.
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2 EEFEBOR (8)

2  PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)
(r) Current and deferred income taxes (Continued) (r) BPBA R 3% 6 Py 45 B0 06 (%)
(ii) Deferred income tax (i) ¥EEEPFSBIE

72

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 in
the foreseeable future, deferred tax liability in relation
to taxable temporary differences arising from the
associate’s undistributed profits is not recognised.

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.
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NOTES TO THE FINANCIAL
' STATEMENTS =~

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(r) Current and deferred income taxes (Continued)
(iii) Offsetting

Deferred income tax assets and liabilities are offset
when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when the
deferred income tax assets and liabilities relate to
income taxes levied by the same taxation authority on
either the taxable entity or different taxable entities
where there is an intention to settle the balances on a net
basis.

(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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2 EEFEBOR (8)

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

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

(s) B B A (%)
(i) DA By 2 RE B 2 4

74

Equity-settled share-based payment transactions

The Group operates two equity-settled share-based
compensation plans under which the Group receives
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)

(iv)

(v)

Equity-settled share-based payment transactions
(Continued)

The dilutive effect, if any, of outstanding options is
reflected as additional share dilution in the computation
of earnings per share.

Cash-settled share-based payment transactions

For cash-settled share-based payment transactions, the
Group measures the services acquired and the liability
incurred at the fair value of the liability. Until the
liability is settled, the Group remeasures the fair value
of the liability at the end of each reporting period and
at the date of settlement, with any changes in fair value
recognised in profit or loss for the period.

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 Group 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 balance sheet date are
discounted to their present value.

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.
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NOTES TO THE FINANCIAL
. STATEMENTS .

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

®

(w)

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.

Revenue recognition

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, when 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.
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NOTES TO THE FINANCIAL
' STATEMENTS =~

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(u) Revenue recognition (Continued)
(iii) Interest income

(iv)

(v)

(vi)

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

Franchise and royalty income

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

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

Dividend income
Dividend income is recognised when the right to receive
payment is established.

(v) Operating leases

(@

(i)

Accounting by lessee

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

Accounting by lessor

A lease is an agreement whereby the lessor conveys to
the lessee in return for a payment, or series of payments,
the right to use an asset for an agreed period of time.

When assets are leased out under an operating lease, the
asset is included in the consolidated balance sheet based
on the nature of the asset. Lease income on operating
leases is recognised over the term of the lease on a
straight-line basis.

(w) 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 of directors and the shareholders of the

Company, where appropriate.
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NOTES TO THE FINANCIAL
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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 programme 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 of directors.

@

(i)

Foreign exchange risk

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

The Group manages its foreign exchange risk by
performing regular reviews of the Group’s net foreign
exchange exposures and has entered into forward
foreign exchange contracts to hedge the foreign
exchange risk arising from the US$ denominated bank
loans.

As at 31 December 2016, if the RMB had strengthened/
weakened by 5% against the HKS$ or the US$ with
all other variables held constant, the loss for the year
would have increased/decreased by approximately
HK$3,826,000 (2015: decreased/increased by
approximately HK$1,353,000) as a result of the
translation of HK$ and US$ denominated cash and bank
balances, payables and bank loans.

Cash flow and fair value interest rate risk

The Group is exposed to cash flow interest rate risk
mainly arising from bank deposits and short-term bank
loans bearing interest at floating rates. The Group is
exposed to fair value interest rate risk arising from
short-term bank loans 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 2016, if the interest rate had
increased/decreased by 100 basis points with all other
variables held constant, the loss for the year would have
decreased/increased by approximately HK$6,928,000
(2015: HK$8,424,000).
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NOTES TO THE FINANCIAL
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3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

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

The Group has no significant concentration of credit
risk. The carrying amounts of trade receivables, 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.

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

As at 31 December 2016 and 31 December 2015,
substantially all the Group’s bank deposits, including
pledged bank deposits, bank deposit 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.
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NOTES TO THE FINANCIAL
" STATEMENTS ' .. ..o

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)

(iv)

Liquidity risk

The Group’s policy is to regularly monitor current and
expected liquidity requirements, and to ensure that
it maintains sufficient reserves of cash and adequate
committed lines of funding from major financial
institutions to meet its liquidity requirements in the
short and longer term.

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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At 31 December 2016 W E—=NET+_H=Z1T—H
Trade payables B 5 REAT R 3K 807,034 = 807,034
Other payables ﬁﬁwﬁ A5 B 3K 349,471 = 349,471
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1,455,281 — 1,455,281

At 31 December 2015 \_2; HE+—-HA=+—H
Trade payables H 5 BEAT R 3K 982,616 = 982,616
Other payables ﬁﬁﬁ”ﬁﬁ HRK 392,766 90 392,856
Bank loans — unsecured ?E B — B 622,847 = 622,847
1,998,229 90 1,998,319

(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)

(iii)

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

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

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.
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NOTES TO THE FINANCIAL
' STATEMENTS =

3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(b) Fair value estimation of financial instruments

(¢

(Continued)

At 31 December 2016 and 2015, the Group’s derivative
financial instruments were measured by level 2 of fair value
hierarchy.

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.

Details of the fair value of the investment properties are
disclosed in Note 17.

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 bank loans less total of bank deposits and
cash and cash equivalents) divided by equity attributable
to shareholders. As at 31 December 2016, the Group has
a net cash position and the aggregate balances of bank
deposits and cash and cash equivalents exceeded the balance
of bank loans by approximately HK$692,796,000 (2015:
HK$454,834,000).
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NOTES TO THE FINANCIAL
. STATEMENTS .

4 CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS

Estimates and judgments are continually evaluated and are based

on historical experience and other factors, including expectations

of future events that are believed to be reasonable under the

circumstances.

The Group makes estimates and assumptions concerning the

future. The resulting accounting estimates will, by definition,

seldom equal the related actual results. The estimates and

assumptions that have a significant risk of causing a material

adjustment to the carrying amounts of assets and liabilities within

the next financial year are discussed below.

(a)

(b)

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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4 EE GG A O B (8

4 CRITICAL ACCOUNTING ESTIMATES

AND JUDGMENTS (CONTINUED)

(c¢) 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 considered the nature of its relationship
with these franchisees and also how they 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. The Group
considered the decision-making rights of these franchisees
and its indirect exposure, or rights, to variable returns through
these franchisees together with its own and hence determined
it has control over the operation of these stores.

The Group also appointed a number of limited liability
companies to provide certain day-to-day operational and
administrative services to its stores in Mainland China.
Pursuant to the terms in the service agreements and the
nature of relationship with these companies, 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 and accessories.

The CODM has been identified as the executive directors. The
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.

The 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 Mainland China. 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 2016 and 2015.

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

5 srabE R (8D

S  SEGMENT INFORMATION (CONTINUED)

The following is an analysis of the Group’s revenue and results by

DAR % b 3 AR PR S R T 2 AN 4 [ e AT AR

reportable segment as reviewed by the CODM: oy B 2 W g B ZE AR AT

84

Core brands Other brands ~ Manufacturing Inter-segment
business business business elimination Group
B BMCER  JCfb AR PR 2 R 46 K&
HK$°000 HK$°000 HK$000 HK$’000 HK$000
Tt Ti#n Ti#n T Tt
Year ended 31 December 2016 BEZZ-AE
TZAZ-HLEEE
Revenue from external customers ¥ 5M% F 4 5,691,472 808,806 1,399 - 6,501,677
Inter-segment revenue A o e i 244,563 4,228 206,413 (455,204) -
Total segment revenue B 5,936,035 813,034 207,812 (455,204) 6,501,677
Segment results SR (744,127) 7,825 (12,344) 15,735 (732,911)
Amortisation of intangible assets LSAYS 3 (4,446)
Impairment of intangible assets B EERMA (37,464)
Corporate income RERA 836
Corporate expenses PEMX (45,503)
Operating loss BEER (819,488)
Finance costs B A (6,526)
Share of losses of associates and TER g A | R
joint ventures ¥R (2,160)
Loss before income tax B B 75 B A s 1R (828,174)
Other information for disclosure: ~ Hfluf} % & ¥ :
Amortisation of intangible assets LAY i = 4,446 - = 4,446
Impairment of intangible assets B EEWE - 37,464 - - 37,464
Amortisation of land use rights € 3 0 P 1,112 - 1,153 - 2,265
Depreciation of property, W BE LR E
plant and equipment 220,616 7,780 16,586 - 244,982
Provision for/(reversal of) impairment 4% + B X st flf
of property, plant and equipment {8,/ (S (H ) 3,806 - (5,805) = (1,999)
Depreciation of investment properties 1% & #) %4 & - - 1,151 - 1,151
Tmpairment of an investment property 1% & #) 3 i (& = - 9,979 - 9,979
Capital expenditure BB 88,838 16,162 5922 - 110922

Daphne International Holdings Limited
Annual Report 2016
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£

S  SEGMENT INFORMATION (CONTINUED)

5 SrabE R (8D

Core brands Other brands Manufacturing Inter-segment
business business business elimination Group
BLmMER b RIEFH 73 e 4 3 A%H
HKS$000 HKS$000 HK$’000 HK$’000 HK$’000
Tk T T T ik
Year ended 31 December 2015 RE_Z-14
tZAZt B

Revenue from external customers ~ ¥{5M% F it & 7,521,043 832,650 25,402 - 8,379,095
Inter-segment revenue I8 b i 199,117 = 822,703 (1,021,820) =
Total segment revenue LYl € 7,720,160 832,650 848,105 (1,021,820) 8,379,095
Segment results HIES (362,364) 1,340 (105,955) (4,954) (471,933)
Amortisation of intangible assets LSAYS 3 (5,079
Impairment of an intangible asset ~ HJ B 5 Wi (4,000)
Corporate income BEA 9,205
Corporate expenses PERL (25,816)
Operating loss i8-8 a2 (497,623)
Finance costs BT A (12,059
Share of losses of associates HEL B A A )

and joint ventures AECEZER 2,778)
Loss before income tax B B 75 B A 1R (512,460)
Other information for disclosure: ~ JLfluf}t % & ¥} :
Amortisation of intangible assets T 5 = 5,079 = = 5,079
Impairment of an intangible asset ~ #T B Wi = 4,000 = = 4,000
Amortisation of land use rights T P RS 1,174 = 1,264 = 2438
Depreciation of property, ERY

plant and equipment R AATE 285,366 8,124 21,900 = 315,390
Impairment of property, ERY T

plant and equipment YR 4383 = 13,439 = 17,822
Capital expenditure BB 253,730 7,786 39,990 = 301,506

B Ye BOBR VA R A A
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NOTES TO THE FINANCIAL
STATEMENTS b

S  SEGMENT INFORMATION (CONTINUED)

e

The following is an analysis of the Group’s assets and liabilities by

5 JrabE R ()
DU iy 5 A SR 9 D 2 A A 4 T

reportable segment as reviewed by the CODM: o 2 & T AR AT
Core brands Other brands ~ Manufacturing
business business business Group
Bob MR bR B AEM
HK$°000 HK$’000 HK$’000 HK$°000
T T T il
As at 31 December 2016 RoR-AE+ZA=Z+—H
Segment assets NEEE 4,179,288 249,985 242,242 4,671,515
Goodwill i 2 15,079 - - 15,079
Other intangible assets HoAh ST = 5,562 = 5,562
4,194,367 255,547 242,242 4,692,156
Interests in associates AN F 2 g 1,801
Interests in joint ventures WEBESEZ R 353
Deferred income tax assets AL T BBUA BE 329,216
Derivative financial instruments i emIH 15,662
Corporate assets G 13,963
Total assets Mg 5,053,151
Segment liabilities a 960,352 143,085 51,456 1,154,893
Deferred income tax liabilities IRAE BT R B A S 30,729
Corporate liabilities L SN 335479
Total liabilities iU 1,521,101
As at 31 December 2015 RoE-RHE+ZA=Z+—H
Segment assets DGR 5,590,887 380,196 291,107 6,262,190
Goodwill [ 15,079 = = 15,079
Other intangible assets HoAb S G - 51,636 - 51,636
5,605,966 431,832 291,107 6,328,905
Interests in associates R AN F 2 g 2,007
Interests in joint ventures A B R 2,028
Available-for-sale financial asset 7] i 4 Bl & & 374
Deferred income tax assets AT @*ﬁ@gﬁ 334,136
Derivative financial instrument A am I H 15,919
Corporate assets eS¢ 79,789
Total assets Mg 6,763,158
Segment liabilities E 1,151,206 128,470 165,118 1,444,794
Deferred income tax liabilities IR AE BT 5B AL 18,094
Corporate liabilities Lo S 651,144
Total liabilities BAMR 2,114,032

Daphne International Holdings Limited
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6 OTHER INCOME

6 Hiug A

2016 2015

ZE R ZE—RAE

HK$’000 HK$’000

Tt FH T

Franchise and royalty income FERTRE R S A 5,325 7,718

Government subsidies R A4l B 5,880 6,208

Gross rental income IR N L 3,199 1,885
Income derived from a television B H

programme (Note) WA (B E) 34,475 =

Interest income F B A 16,342 29,214

Others oAt 11,464 20,979

76,685 66,004

Note: During the year ended 31 December 2016, the Group recognised fiat: @2 T —ARNF+_A=Z+—HILFE > &%

income arising from the investment in a television programme
amounting to HK$34,475,000. The related production cost amounting
to HK$60,929,000 is recognised in “selling and distribution expenses”

(Note 8).

7 OTHER LOSSES - NET

7 bR - H

] e R R B — TR E B A 2l A G
34,475,000%5 70 * AH B 19 5 AE BLAS £560,929,0007
JG o SRR T B K 438 BA 32 ) (B EES)

2016 2015
ZEANE SR AR
HK$°000 HK$’000
Tt T T
Fair value gain on derivative financial e TEZ AT
instruments B (i i 2 11,001 16,449
Gain on disposal of an available-for-sale B AT
financial asset R I AR 36 =
Impairment of intangible assets T W (37,464) (4,000)
Impairment of an investment property TG W E 9,979) -
Loss on disposal of property, plant and HEYE - KE K&
equipment a2 B (22,219) (35,394)
Net exchange loss i 52, Ji 48 13 4 (2,918) (24,567)
Reversal of/(provision for) impairment of W ~ R B S
property, plant and equipment #m (EE) 1,999 (17,822)
(59,544) (65,334)

B OUE OB OB AR A
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NOTES TO THE FINANCIAL

8 OPERATING LOSS 8 KEEH
Operating loss is stated after charging the following: BERER TR T 545 5

2016 2015
“E A TR
HK$°000 HK$°000
T# T THE T
Amortisation of land use rights b (P R 2,265 2,438
Amortisation of license rights R A8 R A 2,134 2,644
Amortisation of trademarks R 4 2,312 2,435
Auditors’ remuneration 2% it Y 4 4,764 4,907

Cost of inventories sold, including provision for # 77 & WA » 45 W5 88 17 B 1

slow-moving inventories of HK$34,212,000  #§34,212,000% 7 (=& — fL4F :

(2015: HK$216,900,000) 216,900,000 7t.) 3,089,148 3,292,164
Depreciation of property, plant and equipment ¥ 3 - W5 K i 91 8 244,982 315,390
Depreciation of investment properties G LI 1,151 -
Employee benefits expense (Note 13) 1E EAE A BH 32 (K 5E13) 889,438 1,325,482
Net provision for impairment of trade 54 5 IR ST S Tk (L

receivables A A 111 862
Operating lease rentals (including concessionaire - Hh 2 ## 5 7 84 fH & fH 4
fees) in respect of land and buildings (ISR es B ) 1,924,513 2,434,023
Production cost of a television programme B H R AE A 60,929 =
9 FINANCE COSTS 9 M mA
2016 2015
—EZ—A —E—HF
HK$°000 HK$°000
T# T THE T
Interest on bank loans SRAT B R B 6,526 5,148
Interest on convertible bonds ] Tﬁ%ﬁxﬁf I F| B - 6,911
6,526 12,059
2 y,
10 INCOME TAX (EXPENSE)/CREDIT 10 P Bi (B 2) /K4
2016 2015
ZE NS —“F—hfF
HK$’000 HK$°000
T# T THE T
Current income tax BV HA JT 75 ol ol IH (12,524) (34,561)
Over/(under) provision in prior years AR A (A ) 36 (2,391)
Deferred income tax (Note 31) % S8 T AS BB IE (B 5E31) 3,125 169,325
(9,363) 132,373

Daphne International Holdings Limited
Annual Report 2016
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' STATEMENTS =~

10 Bl (B 32) 4% (4)

10 INCOME TAX (EXPENSE)/CREDIT
(CONTINUED)

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

A 4R A B Fffﬁﬂ?’%ﬁéﬁﬁl&éiﬁZﬁ’%ﬁﬁﬁf&E%

from the theoretical amount that would arise using the applicable F 7 42 [ 2 9 T MR SR T R 2 B
domestic tax rates of the Group entities as follows: HZ 28T -
2016 2015
ZEAE —EF - hAF
HK$°000 HK$°000
T# L THE T
Loss before income tax o 15 L I A 1R (828,174) (512,460)
Add: share of losses of associates and o REAL W A R K AR
joint ventures 1 3 1 2,160 2,778
(826,014) (509,682)
Income tax calculated at domestic tax rates Foe A I b e T E AR TR M 2
applicable to profits in the respective places BB R Z TR 199,506 138,111
Income not subject to tax HEJH BRI 24,209 42,760
Expenses not deductible for tax purposes ASa] FOEL B 52 (24,2006) (20,710)
Tax losses for which no deferred tax asset was A< fiff 5% 4% 4iE B JH & 2 2 Bl H 5 48
recognised (74,033) (508)
Derecognition of previously recognised L FERDRIE O R 2
deferred income tax assets % 4IE T 15 Bl T (122,924) (142)
Other temporary differences for which no T T RRR I B IH A
deferred tax asset was recognised L Ath Y R 2= S (2,495) (16,347)
Utilisation of previously unrecognised tax losses #j Ffl il £ & il 58 < B TE 5 1R 748 1,096
Over/(under) provision in prior years A R AR B A ) 36 (2,391)
Withholding taxes on royalties, management BUSRES - I T B K B
fee and profits appropriated by subsidiaries in  Fff J& 2 &) 73 R & F| 2 AN BL
Mainland China (10,204) (9,496)
Income tax (expense)/credit IREYINL B IPE i (9,363) 132,373

The weighted average domestic tax rates is 24% (2015: 27%). The

TIORE - 25 Hb Bl 524 % (%

—HAF 1 27%) >

decrease is caused by a change in the profit or loss before income
tax of the Group’s subsidiaries in the respective places.

The applicable rate of Hong Kong profits tax is 16.5% (2015:
16.5%). 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 years ended 31 December
2016 and 2015.

Provision for China corporate income tax is calculated based on the
statutory tax rate of 25% (2015: 25%) on the assessable income of
each of the Group’s entities.

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.

P T pi S A AR T R 2 A B i B Y B I
50 I a1 ) 5 e 8 5 8 I -

F ok A5 B8 B R 516.5% (& — TLAE
16.5%) - HRAEFMAERE T NEL_F
—HAE+ A = — Bk R R A T
Az AT o] JE SRR 2 ) 5 S R A I S
FIAFBEAE s Bl o

R B A 3 T A5 B Y A 42 T R 4% R B 0 I R
B AR ERLR25% (—F—FA4E 25%) 71E
B -

VAN (7 K rb B K B DA S ot [ ) 281 ) 2 BT A3 B
5')'E$¢T“Zﬁi*fﬂ’éu%ﬁé§ﬂ?‘$$I,.If“ﬁ)?
T i 2 BAT 0 BT A BB ARG -

B Ye BOBR VA R A A

4 #2016

89



NOTES TO THE FINANCIAL
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10

11

12

13

INCOME TAX (EXPENSE)/CREDIT
(CONTINUED)

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% (2015: 7%) by treaty is applied to the
Group’s entities incorporated in Hong Kong for royalties received
or receivable net with value-added tax. Withholding tax of 7.5%
(2015: 7.5%) is applied to management fee received or receivable
from a Group’s entity with tax jurisdiction in Mainland China.

LOSS PER SHARE

Basic loss per share is calculated by dividing the loss attributable
to shareholders of HK$819,127,000 (2015: HK$378,888,000)
by the weighted average number of 1,649,142,384 (2015:
1,649,142,384) shares in issue during the year.

For each of the two years ended 31 December 2016 and 2015, basic
and diluted loss per share are the same as there was no dilutive
potential share.

DIVIDENDS

The board of directors does not recommend the payment of a
dividend in respect of the year ended 31 December 2016 (2015:
Nil).

EMPLOYEE BENEFITS EXPENSE

Employee benefits expense, including directors’ emoluments,

10

11

12

13

P B (B %) /16 % (%)

FR A% A I s 2E AT AR B 5 > T A I A3 3
ANEARER EZLE T A = — H A& Tk
BUZL R 2 BEBATIR > 810% 2 FEFNBL » M
5 5 AT 2 i AN R BB AN S % 2 TN
Bi -

M4 o B A 2 T AR BLE > A 4R B U S A AR
5L 2B ZEEE B R0 BR B E AL 2 B itk e i R
BRI ERZT% (B — T4 7%) Bi
SN TEABL o T Bt AR B AR 42 B B R R A
B w0 A [ 2 O o A B 2 T B A
7.5% (—F—HAF 0 7.5%) 2 FEINBL

i s 18

g J B A Il 48 AR 1 TR R A\ K5 #8819, 127,000
W0 (T FE — FAF ¢ 378,888,000% JC) B LLAE A
B 38 AT BT 0 0 R ST 2 8401,649,142,384 /8 (=&
— L4 1 1,649,142,3848%) FHE -

BE-F-RNFER-F-HFE+_H=+—H
Ak PR A1 4 J5E 45 4F DR S TR A B VAR R B A >
Jie A K e R 4R AR [ o

Bt B
ERGREHRRBE T AE T+ A=t —
R AF IR BB (% — TLAF )

T B 8 A P 52

1@ B 48 A B S (G EHEME) 45

represents:
2016 2015
TR A —E I
HK$’000 HK$°000
Tt T
Wages, salaries, allowances and bonuses, I&- %54 ‘@Eﬁ&ﬁgﬁl (RrT
including restructuring costs of nil (2015: HAERA AT (CE T
HK$117,283,000) 117,283,000 7C) 798,978 1,236,596
Defined contribution pension costs (Note (a)) TE R ﬁﬁi/\ﬁi$ bt 5 (a)) 62,610 89,035
Discretionary retirement payment [Lf) ‘%?Eﬁ? 26,945 -
Charge/(reversal) of share-based payment DL A B %5"*2 BEGEE 3 Ve
expense (43 ) 905 (149)
889,438 1,325,482

Daphne International Holdings Limited
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13 EMPLOYEE BENEFITS EXPENSE
(CONTINUED)

(a)

(b)

Defined contribution pension costs

During the year, no unvested benefits were utilised by the
Group to reduce the level of contributions (2015: Nil). As
at 31 December 2016 and 31 December 2015, no unvested
benefits are available to be utilised in future years.

Five highest paid individuals

The five highest paid individuals for the year include
three directors (2015: one director) whose emoluments are
reflected in the analysis shown in Note 36. The emoluments

13 1@ 5 6 A B S (%)

(a) € B At 5K B IR 4 AR
RN A S [ S A 0 AT o] o B 8 R i DK
RHE R K (F— R A ) o A &

—NRNEFT+HZF—H A E—HFE T
A=+—H > BEMCRER A 45 A7 R A 3

R o
(b) BAEFH AL

FERN - AARFMHFANLEFE =4 (CF -1

F—H)EHESH

P <6 Jsz L B 5 36119 43

HEgma (ZF 14 ug) ALz

of the remaining two (2015: four) individuals are as follows: M4

2016 2015

“E AR SRR

HK$’000 HK$°000

Tt THTT

Salaries, allowances and bonuses Brd o~ RN RAEAD 6,579 10,345

Share-based payment expense DI RS A5y 70 B 2 ASh B 2 536 2,069

7,115 12,414

Number of individuals
N

2016 2015
Emolument bands P 4 i ZE N R A
HK$1,000,001 to HK$2,000,000 1,000,001 #5 7T £.2,000,000%5 JC - 2
HK$3,000,001 to HK$4,000,000 3,000,001 #5 7T £4,000,000%5 7€ 2 -
HK$4,000,001 to HK$5,000,000 4,000,001 7€ £5,000,000% 7C - 2
2 4

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.

B Ye BOBR VA R A A
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14 INTANGIBLE ASSETS e & e
Goodwill License rights  Trademarks Total
W RO i A
HK$’000 HK$°000 HK$’000 HK$’000
Tl T T T
(Note)
(P 5E)
Cost EEZME
At 1 January 2015 AR —HAE—H—H 26,698 49,810 78,940 155,448
Exchange adjustment HEE 5. 3 = (2,128) (2,218) (4,346)
At 31 December 2015 RoER—-HFETHA=+—H 26,698 47,682 76,722 151,102
Exchange adjustment HEE 5. 3 = (2,994) (3,137) (6,131)
Termination of a license right BNl — RO = (1,747) = (1,747)
At 31 December 2016 RoE—AFET_A=Z+—H 26,698 42,941 73,585 143,224
Accumulated amortisation and Bt % (E
impairment
At 1 January 2015 RoZ—HF—H—H 11,619 13,077 51,804 76,500
Exchange adjustment e 5, 7 % = (565) (627) (1,192)
Amortisation 5 = 2,644 2,435 5,079
Impairment WA = = 4,000 4,000
At 31 December 2015 RoEF—-HFE+_H=1+—H 11,619 15,156 57,612 84,387
Exchange adjustment [ 3¢, 7 4 - (927) (1,040) (1,967)
Amortisation 30 = 2,134 2,312 4,446
Termination of a license right B — RO AR = (1,747) - (1,747)
Impairment WA = 22,763 14,701 37,464
At 31 December 2016 BoER—AFE+A=+—0 11,619 37,379 73,585 122,583
Net book value R 77 9 (E
At 31 December 2016 RoE—AFTZA=+—H 15,079 5,562 = 20,641
At 31 December 2015 REFE—THETZA=1—H 15,079 32,526 19,110 66,715

Amortisation of HK$4,446,000 (2015: HK$5,079,000) is included
in the “general and administrative expenses” in the consolidated
income statement.

Note:

Goodwill is allocated to the Group’s CGU identified according to the operating
segment. The Group performs impairment tests on goodwill annually, or more
frequently if there is any indication that it may be impaired, by comparing the
recoverable amount to the carrying amount as at the balance sheet date.

4,446,000% 7T (& — FL4E : 5,079,000 7T) 1
ORGSR ENT — B MATEB S ] o

MERE -

A 28 20 i 28 AR A 0 R ) 0 22 A 2 [ B A LA o
A S P A (R e B AT R WA AR AT S > H
SEE) MEWCELIIT » 7 ik J A 5 5 N v i ] <6 A BRI i
{EAF HH -
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14 INTANGIBLE ASSETS (CONTINUED)

As at 31 December 2016, the recoverable amount of the CGU was
determined based on value-in-use calculations. These calculations
used cash flow projections based on financial budgets approved

4 & E (M)
ACE-NEFCAST R BeRERR

AW G A A B (BT R E o %R Y
il AR R IEJE%MEZEE@MEJIE%ZL%&{M

by management covering a 5-year period. The key assumptions, EEMEE - — N K ZEFE— AR R
long term growth rate and discount rate used in the value-in-use SRR %ﬁi@@z R R R SR B R
calculations in 2016 and 2015 are as follows: mr
2016 2015
TR N TE T
Compound annual revenue growth rate (%) BEEFESEFENER (%) 10.3 11.8
Gross margin (%) LI (%) 53.4 53.6
Long term growth rate (%) R R R (%) 2.0 2.0
Pre-tax discount rate (%) BRI B (%) 22.7 23.6
Average annual capital expenditure (HK$ 000) V-3 4 4 & A B 2 (35 I0) 42,825 60,043

The budgeted annual revenue growth rate, gross margin and net
margin were determined by the management for the CGU based
on past performance and its expectations for market development.
Management has performed sensitivity analysis for the operation
of the CGU by adjusting the revenue growth rate over a 5-year
period. Management believes that any reasonably foreseeable
change in any of the above key assumptions would not cause the
carrying amount of goodwill to exceed the recoverable amount

HeErui s HEFREERBERE A
RN RLR A TG i B B 1 R N T
5588 2 YH TN 0 < A HILE O O 2 AR
] 2 8 SRR 1R 8 DU B i A AL 2 L
AT BB AT o B BB ARAS > AN L A AT o] R
B B iy BUAE A7 5 2L A) T LA R > 9N & H B
e 2 DR AT (B 7 i EL T (] R e

significantly.
15 LAND USE RIGHTS 15 - Mo {5 B
2016 2015
ZE A Sl
HKS$°000 HK$’000
T 0 T 0
Cost FAAE
At 1 January w—H—H 110,061 105,079
Exchange adjustment [ifE 5o, 5 4 (7,452) (5,124)
Additions WHE 468 10,106
At 31 December wtrt=—H=+—H 103,077 110,061
Accumulated amortisation Z Gy
At 1 January w—H—H 29,925 28,570
Exchange adjustment [ifE 58, 3 3% (1,680) (1,083)
Amortisation 5 2,265 2,438
_____ At31December Bt HA=+t—H 30510 29925
Net book value i AITREL N
At 31 December wt-_H=+—H 72,567 80,136
At 1 January Hw—H—H 80,136 76,509

B Ye BOBR VA R A A
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16 PROPERTY, PLANT AND EQUIPMENT

16 Y3k ~ W Bk il

Leasehold ~ Construction- in- Plantand  Furniture, fixtures Motor
Buildings improvements progress machinery  and equipment vehicles Total
[kl B
By fEhEEE rRIfl Jifi RS EERA R K it
HKS 00 HKS 00 HKS 00 HKS 00 HKS 00 HKS 00 HKS 00
Tk Tk Tk Tk Tk Tk Tk
Cost A
At Tanuary 2015 RoE-1kE-f-H 911476 951,830 13388 129268 333,085 45459 2434506
Exchange adjustment M;ﬂ% 1 (39,045) (2364) (6367) (16816) (175) (107339)
Additions K T 151,485 13,69 8202 §2,050 1,568 W36
Transfer L §4 - (824) - - - -
Disposals i (159) (252461) = (2789) (15.969) (13.936) (85.334)
At31 December 2015 A E-RETZAZT-H 878,148 811,809 5389 128404 382,350 31,146 285950
Exchange adjustment [ (54718) (46,198) (1529) (3,20 (23539) (194 (133,46)
Additions TE 639 $8,638 478 195 19979 2,450 116,683
Transfer @ 4919 - (49,192) - - - -
Trnsfer toinvestment proerties. ~~ SE R ENE (121,25 (1,690) = = = = (12894
Disposals i (3209 (183,0%9) = (86,26 (28,489) (8.220) (30921
At31 December 2016 REE-REFZAZ1-H 42,806 669,520 7954 31,16 350303 23,64 183143
Accumulated depreciation EATERRE
and impairment
At January 2015 R-Z-1E-A-H 147,398 537469 = 104,655 075 04 1,057,001
Exchange adjustment EidE (1373 (24,506) e (5,069) (11,15 (1462) (50,260
Deprecition ik 3310 13979 = 9261 4509 3750 315,390
Tmpaiment Wil = 5608 = 0,846 1652 69 1782
Disposals i ) (214.608) = (2600 (1400) (13,165) (44400
At31 December 2015 REF-HETZAZ-H 163,290 53786 = 115491 251,340 7,560 1,095,549
Exchange adjustment e (8871 (34,004 = (434 (16872 (163) (65,754)
Deprecition ik 20,395 N s 4641 45,681 2518 4982
Transfer to fnvestment properties BRIRENE (62,695) (1,092) - - - - (63,787)
Provision forf(reversal of) B/ (ERR)
impairment - 2805 - (4,284) (386) (134) (1,999)
Disposals it (143) (159519) s (86.258) (25,463) (1681) (219,670)
At31 December 2016 RZF-RETZAZT-H 1137 517,199 s 2542 254,300 20,610 929301
Net book value EEE
At31 December 2016 RoE-REFA=T-H 631,436 151,721 7954 1197 96,003 304 903,112
At31 December 2015 REF-HETZAZT-8 714858 MW 53893 12913 131010 3780 1190401
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17 INVESTMENT PROPERTIES

17 #E&EWHE

2016 2015
ZE R ZEZ—RAE
HK$°000 HK$°000
T AP
Cost A E
At 1 January w—H—H - =
Exchange adjustment [ifE 58, 3 3% (5,978) -
Transfer from property, plant and equipment 4 #5 5 W2 - RE Kt 128,942 -
At 31 December wt-A=+—0 122,964 =
Accumulated depreciation and impairment BRI RO
At 1 January w—H—H - =
Exchange adjustment [ifE 52, 34 & (3,473) =
Transfer from property, plant and equipment ~ F4 B ¥ 2% ~ W5 M3l 63,787 -
Depreciation Preg 1,151 -
Impairment WUE 9,979 -
At 31 December Wt _-_HAH=+—H 71,444 -
Net book value R T % {E
At 31 December w+t—HA=+—H 51,520 -
At 1 January w—H—H = =
The Group had no unprovided contractual obligations for future ZIK%. W oE—NER -FE—RHE+_A=+—

repairs and maintenance as at 31 December 2016 and 2015.

Investment properties are situated in Mainland China and rented
out under operating leases. Rental income arising from the
investment properties amounting to HK$1,970,000 is included in

the “other income” in the consolidated income statement.

As at 31 December 2016, the fair values of the investment
properties are approximately HK$190,860,000. The fair values of
the investments properties were estimated by management using
income approach. The fair value of investment property is a level 3

fair value measurement.

 BEEER S B R AR HEE R 2 SR RFF -

PGy 20 v B R B > I DA AR A S AL o
BEWFEA NS A 51,970,000 G > M
FEAGE A U R 2 [ H AU A R o

MRoE—NETZHA=ZT—H HEWEHL
V18 (5 47 £5190,860,0009 7T « % & W1 A9 A F
1B {H /45 B R IR AR A T o S A
VB AH B 2R AN TEER = -

B Ye BOBR VA R A A

4 #2016
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18 INTERESTS IN ASSOCIATES 18 JRABHE A vl Z HE R
2016 2015
—E A ZE—RAE
HK$°000 HK$°000
T# T T #E T
At 1 January A—H—H 2,007 2,214
Exchange adjustment [ifE ba, 3 (76) (80)
Share of losses JREAG s 48 (130) (127)
At 31 December ht—HA=+—H 1,801 2,007
Details of the associates as at 31 December 2016 are as follows: REFE-ANFEF+ZH=1+—H BEAFRZH
TR
Place of
incorporation Particulars Interest held
Name and operation of paid-up capital indirectly Principal activities
4 1 REMpor R CHUC AN ke MEsE BEEEW
Hanjiang Dayong Shoe Material ~ China RMB5,457,000 30% Manufacture of shoe
Co., Ltd., Putian City W 5,457,0007C A K materials
B H TR VLR OK BESE A IR F] Bk B ) R
Hanjiang Jinxing Shoe Industrial China US$4,900,000 30% Manufacture of
Co., Ltd., Putian City H 4,900,000 7T footwear products
WHAT R & A EARAR Bk BB T
Note: The English names of the associates represent the best effort by the B SE < RN R S8 SO R A S ) B AR L S R
directors in translating their Chinese names as they do not have official JAR > A e S s A m A IE B S S04 A o
English names.
19 INTERESTS IN JOINT VENTURES 19 REBEREZER
2016 2015
RN “E R
HK$°000 HK$’000
T# T T
At 1 January w—H—H 2,028 4,071
Exchange adjustment FEE 5, 3 % 355 608
Share of losses JRE A s 15 (2,030) (2,651)
At 31 December Bt =A=+—H 353 2,028

Daphne International Holdings Limited
Annual Report 2016
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Note: Other than Marlow House Asia Limited which operates in Malaysia, all
joint ventures shown above operate in the same place in which they were

incorporated, respectively.

100,000 1% ¥ 48 i%

S > L BRI A &

o B

" STATEMENTS = .
19 INTERESTS IN JOINT VENTURES 19 REEEFZ R (5)
(CONTINUED)
Details of the joint ventures as at 31 December 2016 are as AE-NET A=+ —H BEAEZEE
follows: R
Place of Particulars Interest held
Name incorporation of paid-up capital indirectly Principal activities
g il T )2 37 3l 3 CRRBATEN  FrivmElis BEEY
Amei Investment Limited Hong Kong 120,000 ordinary 50% Holding of
HEREHRAA Tk shares of trademarks
HK$120,000 FRA TR
120,000 7T 43 7%
120,000 ¢ 7 fi
Marlow House Asia Limited British Virgin Islands 2 shares of 50%  Distribution of
LG I LB US$1 each footwear and
208 B 1 T E accessories and
1T Ry investment holding
3§ B RS ity S T
GRS Ee gl
Ondul Investment Limited Hong Kong 100,000 ordinary 50% Holding of
B PR 1R E A R A A s shares of trademarks
HK$100,000 FRA TR
100,000 7T 43 £

Fff 5% : B% T Marlow House Asia Limited )it F5 21 P4 5 45 ¥
A ZE ) IR g ST

o) RN -

B OUE OB OB AR A
4 #2016

20 INVENTORIES 20 1%
2016 2015
ZEZ A ZE A
HK$°000 HK$°000
T# T T T
Raw materials JE AT L 8,525 13,240
Work-in-progress TE 10,185 25,269
Finished goods B 1,395,790 2,053,110
1,414,500 2,091,619
Inventories as at 31 December 2016 are stated net of provision of R_FE=ANFETZHZ=ZT—H FETIHRMER
HK$527,007,000 (2015: HK$527,432,000). 1#4#§527,007,0009 0 (% — L 4F © 527,432,000
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21 TRADE RECEIVABLES

21 B 5 MWk sk

2016 2015

ZE R ZE—RAE

HK$’000 HK$’000

T FH T

Trade receivables Z 5y e B 3K 209,816 239,682
Less: Provision for impairment I (A (1,698) (1,808)
Trade receivables — net B 5 REUR AR 3K - A 208,118 237,874

Movements in provision for impairment of trade receivables are as B T B WO SO A 2 S ) ) T
follows:

2016 2015

SR oAE CE N

HK$’000 HK$’000

F# T 0

At 1 January w—H—H 1,808 1,019
Exchange adjustment [ifE 53, ) (116) (73)
Provision for impairment VR IERER (] 1,780 1,670
Write-back of provision for impairment L 5 A 438 ) (1,669) (808)

Receivables written off during the year as A A BB B A AS BT i TR

uncollectible Z R K (105) =

At 31 December w+=—H=+—H 1,698 1,808

The ageing analysis of trade receivables based on invoice date is as

HEEE H IR R 2 B 5 B UURFORES A T

follows:
2016 2015
RN TR T
HK$’000 HK$’000
Tt THIT
0 - 30 days 0%230H 120,709 140,814
31 - 60 days 31260H 52,135 57,711
61 —90 days 61%290H 17,436 20,189
91 — 120 days 912120H 5,484 7,851
121 — 180 days 1212 180H 6,274 4,593
181 — 360 days 181%360H 5,267 2,845
Over 360 days 360 H DL b 813 3,871
208,118 237,874

Daphne International Holdings Limited
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21 B 5 WK (1)
AT -ANET A= H S B BUURK

21 TRADE RECEIVABLES (CONTINUED)

As at 31 December 2016, trade receivables of HK$36,814,000
(2015: HK$41,655,000) are past due but not impaired. These
related to a number of independent customers for whom there is no

36,814,000%5 76 (— & — H.4F : 41,655,000 JC)
O (A (E o 5% 55 IR T B R 22 4 30 e B
KT R e 2 B r &5 > 3l HAR 5 88 1 &
A 4 BRI T ] e A H R " 5 R

significant financial difficulty and based on past experience, the
overdue amounts can be recovered. The ageing analysis by past
due date of trade receivables is as follows:

MR IR e 2 M U0 F

2016 2015
ZEAE CE A
HK$°000 HK$°000
T# L T# T
Past due but not impaired: £ 3 JH 5 3 (.
1 — 30 days past due w1 %= 30H 17,659 20,064
31 — 60 days past due w31 %260H 4,509 7,398
61 — 90 days past due W H61%290H 4,378 5,678
91 — 120 days past due A HA91 % 120H 4,509 1,776
121 — 180 days past due AHA121 2180 H 3,384 2,042
181 — 360 days past due w181 4360 H 2,375 1,468
Over 360 days past due #1360 H 2L I = 3,229
36,814 41,655
Neither past due nor impaired I 3 19 7 A (B 171,304 196,219
208,118 237,874
The carrying amounts of trade receivables are denominated in the B 5 e IR 3K 2 BR T (E LA R 5 B R
following currencies:
2016 2015
ZEANE —EF—h4F
HK$°000 HK$°000
T# T T# T
RMB UNGL 191,185 221,134
New Taiwan dollar (“NTD”) A ma) 10,419 11,949
US$ eV 5918 3,741
HK$ T 596 1,050
208,118 237,874
The carrying values of trade receivables approximate their fair B 5 ME AR R 2 MR T (A B A P E AR o A&

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.

A THERF 7830260 H {55

W E R RMEF 2R R A5 50 A i A 4R

V] S 5 BT Mo E o

B Ye BOBR VA R A A

4 #2016
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22

23

24

25

OTHER RECEIVABLES, DEPOSITS AND
PREPAYMENTS

Other receivables, deposits and prepayments mainly comprise
rental prepayments, value-added tax recoverables, rental and

22 At WO K ~ %4 K T AT K OE

Hofth ME MR 3K~ #% & I AT 3K

utility deposits and prepayments to suppliers. AT AL JE T KR o

DERIVATIVE FINANCIAL INSTRUMENTS 23 fi4: & T H
2016 2015
“E A TR
HK$’000 HK$°000
T# T THE T

Forward foreign exchange contracts i ) A1 B 40

— held-for-trading -FEEE 15,662 15,919

The notional principal amount of the outstanding forward foreign
exchange contracts to sell RMB for US$ at 31 December 2016 was
HK$294,500,000 (2015: HK$387,500,000).

BANK DEPOSIT WITH MATURITY OVER
THREE MONTHS

The weighted average effective interest rate of the Group’s bank
deposit with maturity over three months as at 31 December 2016
was 1.8% (2015: Nil). The balance was denominated in RMB.

REF—RNFH+ZA=+—H > MRITHEZL
AE’%‘M@%EZL%%EA%’JZZ%$A§%
387,500,000

#H £5294,500,000% 00 ( —F — L4

Won) o

24 TEFRME B =M H Z MAT

Mo E—=NFET_H=Z+—H REBFRK
B =R H 2 RITIE 3
F18JH (—F—HAF : IE)

FHE -
CASH AND CASH EQUIVALENTS 25 HERBEFED
2016 2015
“E AR SRR
HK$°000 HK$’000
Tt T
Cash at banks and in hand BRATAFE A F o 4 217,374 471,605
Deposits with banks within three R = H PLN 2
months of maturity AT 755,395 600,796
972,769 1,072,401

Daphne International Holdings Limited
Annual Report 2016

THF A AT
4~ ATl EBL - e MoK Bk e AH
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25 CASH AND CASH EQUIVALENTS 25 Bl kBEFHD ()
(CONTINUED)
The carrying amounts of cash and cash equivalents are B BB 4 B 2 MR DL N 51 &R

denominated in the following currencies:

2016 2015
ZEAE SRR
HK$°000 HK$°000
T# L THE T
RMB NG 864,559 849,483
Us$ e 79,783 195,958
NTD WA 22,254 19,500
HKS$ oo 6,169 7,457
Others HAth 4 3
972,769 1,072,401
As at 31 December 2016, the weighted average effective interest RZFE=ARNFET+ZA=Z+—H - ALY
rate of the Group’s bank deposits within three months of maturity 2y = LAIR Z SRAT R 2 Té%iﬁﬁ P 4 |
is 1.9% (2015: 1.6%) per annum. IO (TE—HAF : 1.6]H)
RMB is not a freely convertible currency in the international PNSEN 7 N g = S R A S s R S YN ERRL
market. The conversion of RMB into foreign currencies and 1 75 A1 T B vl B K ek 7 32 o B B AR A 2
remittance of RMB out of Mainland China is subject to the 471 T A ) R R Rk B BR )
rules and regulations of exchange control promulgated by the
government of China.
26 TRADE PAYABLES 26 B 5 MEAF IRk
The ageing analysis of trade payables, including trade balances due B TR H ORI 2 B 5 AT MR 3 (B 48 JRE A+ B
to related parties (Note 35(b)), based on invoice date is as follows: W 2 8 5 458 (B 5E35(b)) ) BRER A HT 40T -
2016 2015
ZE AN —F A
HK$°000 HK$°000
T# T THE T
0 - 30 days 0%30H 394,146 402,218
31 -60 days 31260H 198,496 297,712
61 —90 days 61290 H 202,838 273,146
91 — 120 days 91 & 120H 2,986 2,637
121 — 180 days 1212180 H 393 4,431
181 — 360 days 1814360 H 7,500 1,741
Over 360 days 360H LA 675 731
807,034 982,616
O U BB BB AR A A 101

4 #2016
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27 BANK LOANS - UNSECURED

As at 31 December 2016 and 2015, the Group’s unsecured bank
loans are repayable within one year and denominated in the
following currencies:

7 W1 Emﬁ JEE K 410

MEF—NELF-AFE+_A=+—H>
ZIK%EIHTEHEF%E BHCHR —F R EE ST
| £ WA

2016 2015

“E A TR A

HK$°000 HK$’000

T o AP

HK$ 5T 20,000 20,000
US$ =P 276,694 600,792
296,694 620,792

The carrying values of the bank loans approximate their fair value
and the effective interest rate of the bank loans is 2.2% (2015:
1.4%) per annum.

SRAT B R 2 R v (B LN P (AR S AR AT
/J%E@ﬁﬁkiﬁzyﬁth £ﬁ11AF

28 SHARE CAPITAL 28 A
2016 2015
ZE A TR AR
Number of Number of
ordinary ordinary
shares of shares of
HK$0.10 each HK$°000 HKS$0.10 each HK$°000
A JBE 1 16010 T JB T {E0.10
HILZ HITZ
W i H Tt o R H Tt
Authorised: BE -
At 1 January and 31 December JA—H —H K&
+ZH=+—H 10,000,000,000 1,000,000 10,000,000,000 1,000,000
Issued and fully paid: CLEAT L
At 1 January and 31 December J*—H —H k&
+-H=+—H 1,649,142,384 164,914 1,649,142,384 164,914

Daphne International Holdings Limited
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29 SHARE-BASED PAYMENT
TRANSACTIONS

(a) Equity-settled share-based payment transactions

29 DIty B R BEZ MR 5

(a) DARE RS &% S DAR A0 2 L BE 2 A sk 2 5

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 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 weighted average exercise prices are as follows:

AEF=ZHEAA A AAFRM
W B HE R B (R8> ek #n =%
THRETZALABET AR -F =41
Dt VAN IR b VR
BN ST P BORE o MEAE BT A H At T
T > 5 w0 5 S AR B AT BT ZH 9 R i
BT B AT RS 0 A o B HE RE A
BATE -

RoE—-ZEAA LR AAFRE
16— TR 1) B At o)) 0
AR TR o RO A 81 o 9
395 R A0 I 0 R R 4R AT

I P AT 2800 — e 4R > TR R 3R TR
S S R T A 68 IS P A WA A S > AL
HE BN e o A 42 S 408 % 5 O R RUAE
DA < 6 [0 B8 65 5 6 BCAE

i AR AT 2 i R B B S S 3 AT A
E 2 BEWT

2016 2015
—E—N SRR

Weighted Weighted
average Number of average Number of
exercise price share options exercise price  share options

JmHE - 3 TIHESF- 1)
T WERHEEH TE WRRENE

HK$ HKS$

T Wt
At 1 January w—H—H 6.31 34,455,000 6.29 44,515,000
Lapsed g AL 8.30 (300,000) 6.23  (10,060,000)
At 31 December wr-HA=1+—H 6.29 34,155,000 6.31 34,455,000

B Ye BOBR VA R A A

4 #2016
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29 SHARE-BASED PAYMENT

29 DBy 2 R e 2 A 3k 2R 5 (#)

TRANSACTIONS (CONTINUED)

(a) Equity-settled share-based payment transactions

(Continued)

Details of the share options outstanding as at 31 December

are as follows:

(a) DAHE &% %5 5 DAy 2 RE B 2 APk R 5%

(%)
W= H = A B RAT B W R
LU

Grant date Note  Exercise price Number of share options
i B e AR i I HE S H
HKS$ 2016 2015
oo —F A —E— A
27 January 2010 —F-FHE—-AZ++tH i) 6.19 25,395,000 25,395,000
22 July 2010 R —LELAZ 1 ZH (ii) 7.61 300,000 300,000
28 October 2011 —F-—F+H=+/\H (i)  8.30 = 300,000
11 January 2012 X - —Ht+—H (i)  8.27 700,000 700,000
20 March 2012 SR —-_F=ZH_TH @) 10.132 2,600,000 2,600,000
21 January 2014 —F-WE-H=+—H (iv)  4.50 5,160,000 5,160,000
34,155,000 34,455,000

As at 31 December 2016, out of 34,155,000 (2015:
34,455,000) outstanding share options, 33,295,000 (2015:
29,255,000) share options were exercisable. There were no
share options exercised during the year (2015: Nil). The total
expense recognised for the options granted was HK$875,000
(2015: HK$4,846,000) for the year ended 31 December 2016.

Notes:

(ii)

(ii)

As at 31 December 2016, there were 12,000,000 (2015: 12,000,000)
share options granted to a director of the Company, of which 15%
of the share options shall vest on each of the five anniversary dates
of the date of grant and 25% of the share options shall vest, subject
to certain performance targets determined by the board of directors
of the Company, on the fifth anniversary of the date of grant.

As at 31 December 2016, there were 7,595,000 (2015: 7,595,000)
share options granted to certain employees of the Group, of
which one-fifth of the share options shall vest on each of the five
anniversary dates of the date of grant.

As at 31 December 2016, there were 8,400,000 (2015: 8,400,000)
share options granted to an ex-director and consultant of the
Company, of which 15% of the share options shall vest on each of
the four anniversary dates of the date of grant and 40% of the share
options shall vest on the fifth anniversary of the date of grant.

As at 31 December 2016, there were 300,000 (2015: 300,000) share
options granted to certain employees of the Group, of which one-
third of the share options shall vest on each anniversary with the
first tranche starting on 1 April 2011.

As at 31 December 2016, there were 700,000 (2015: 1,000,000)
share options granted to certain employees of the Group, of which
one-third of the share options shall vest on each of the three
anniversary dates of the date of grant.

Daphne International Holdings Limited

Annual Report 2016

RoEz—NETFH=+—H > 34,155,000
iy (—F—F4F 1 34,455,0000) M ARATHHY
1 I HE > 4933,295,0001 (- — FL4E ¢
29 255,00017%) B B BE AT AT B o N > A
%%z@ T (TR — A ) o B E
ZE-NET A= —HIEEE > e
i .ﬂ T8 S AR T R Y 2 £5875,0009 JC
(CFE—FHA4F 1 4,846,000 5T)

) ®WEZF—-ANFET+ZH=+—H AL
H] — 4 3 H 17 1H12,000,0004 (& — HAE
12,000,000073) M HE > f 4% 18 B WAL 51 A A
WE A ERE15%  HER25%E R AN A E
HE N TR E A T RE B EERE > N R
HH SRR A M AR R -

BE_Z—-XNET_HA=Z1T—H  mALE
[ %7 F 1§ B 4% 17,595,0000 (—F — FA4F :
7,595,000 BERHE - fh s B L R AR
FEHEERB L2 — -

BE-EZ—-NEFTZHA=Z+—H,> mALH
— % il 5 T R 18,400,000/ (—F—
A 18,400,000 ) B BAE - 4% H A B
A H B4R B 15% » Ml 2 H &S
HAREAE H 7 EB40% o

() BE-F—-ANELTHA=1+—H > nAEH
TR B2 1300,0000% (—ZF—F.4F 1 300,000
1) BEIEAE » R T ——4E 04 A — H L FHE R
BEHBEREH = 02—

(i) WEFE—NET A= —H o mAEEE
T B 4% 1700,00045 (=& —T4E : 1,000,000
1) BEIEAE - 4%t B WS = (R 4E B A4
HE =z — -
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29 SHARE-BASED PAYMENT
TRANSACTIONS (CONTINUED)

(a)

(b)

Equity-settled share-based payment transactions
(Continued)

Notes:

(iv) As at 31 December 2016, there were 1,000,000 (2015: 1,000,000)
share options granted to a consultant of the Group, which shall vest
on the first anniversary of the date of grant.

As at 31 December 2016, there were 3,820,000 (2015: 3,820,000)
share options granted to a director of the Company and certain
employees of the Group, which shall vest on the second anniversary
of the date of grant.

As at 31 December 2016, there were 340,000 (2015: 340,000) share
options granted to certain employees of the Group, which shall vest
on the third anniversary of the date of grant.

Cash-settled share-based payment transactions

The Company has granted share appreciation rights (“SARs”)
to certain directors of the Company and certain employees of
the Group. Under the terms of grant, the outstanding SARs
are subject to a vesting period of one to three years from the
date of grant. The exercise price is from HK$4.50 to HK$6.19
per unit.

As at 31 December 2016, 16,450,000 (2015: 14,400,000)
units of the outstanding SARs were exercisable.

Movements in the number of SARs outstanding during the
year ended 31 December 2016 are as follows:

29 DAIB Oy 2 R e 2 A 3k 2R 5 (#)

(a) DAHE &R %5 5 DA 2 ZE B 2 fF sk R 5
(%)

B -

vy ME_F—ANFE+_H=1+—H > mA&E
[ — 4% JB ) 352 111,000,0004) (= F — T4 ¢
1,000,0001) W BCHE » 42 10 B BT 55 — 1A
WA H -

BE_E-ARNFE+_A=Z+—H mALH
— %% 38 5 RO B TR B R 153,820,000
(—Z—TL4F : 3,820,0000%) M BEHE >t 352 1
H A 528 AR AF B 5 -

HWEZZ—ANETZA=ZT—H  mA%LH
£ TR B2 340,000 (—ZF—F4F : 340,000
By) B IRAE - A%t B MR R AE =M 4E A
Eo

(b) DB EHFEUIBG BERZAZRZS
AN AR S w5 T ROR G EATTR
B3 B0 (B RE ([ (0 3 (B RE ) o IR
PR > R AT 22 By 3 (B REE AT A
MR B RS — 2 =2 REY > HAT
i 8 /5 45 774,509 7€ 26,193 IC o

B oE—-ANFETH=Z1+—H > 16,450,000

(T —F4E 1 14,400,000) 153 I 473 386 {5 A ]
BATAE o
BME_EZ—ANEFTF_HA=Z+—HILFERE

I R AT o Je A3 3 (ELHE 2 B S B A T

Number of SARs
i 13 34 18 HE B A
2016 2015
—FE AN —E— A
At 1 January r—H—H 18,740,000 22,800,000
Lapsed SN (410,000) (4,060,000)
At 31 December nwtZA=+—H 18,330,000 18,740,000

During the year ended 31 December 2016, the Group has
recognised an expense of approximately HK$30,000 (2015:
reversal of expense of approximately HK$4,995,000) in
the consolidated income statement in relation to the SARs.
As at 31 December 2016, liabilities in relation to the
SARs amounting to HK$796,000 (2015: HK$822,000) are
included in the “other payables and accrued charges” in the
consolidated balance sheet.

WELZ—-ANFET AT —HIEFE
A BB B T B WAL i 9 RE R AT B IR 40 4
Z 2 £930,0009 00 ( —F—TAF - &
[m] #74,995,000% 7C) © it ZF — N4E
A=+—H > HHBHEHEEZAES
796,000 7C ( —F — FA4F : 822,000%50) >
MG AR A G R B AR [ AR RE AT B3k
K EFT R ] o

B Ye BOBR VA R A A
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STATEMENTS A

29 SHARE-BASED PAYMENT

29 DBy 2 R e 2 A 3k 2R 5 (#)

TRANSACTIONS (CONTINUED)

(b) Cash-settled share-based payment transactions

(Continued)

The fair value of outstanding SARs as at 31 December 2016
determined using the Binomial Option Pricing Model was
approximately HK$796,000 (2015: HK$822,000). The fair
value for these SARs was estimated at the balance sheet date
with the following weighted-average assumptions:

(b) PABLE 455 DAMon 2 e B 2 fF sk R 5

(#)

MRoFE—ARE+ A=+ B RITHZ

JE A9 184 (A ?”*Iﬁfﬁﬁﬁé%%ﬁﬁ#%

2NV A 796,000 78 (& —FL4F ¢

822 00075 J0) © 5% By 3 (B 2 A B
T 5 A H AR LT 0 HE TR R A R

2016 2015

At A

Weighted average risk-free interest rate (%) JIHEE S 35 4 JEL B 1 2R (%) 0.96 0.96
Weighted average expected life (year) T INREF- 2 A (4F) 3.18 4.18
Weighted average expected volatility (%) TELH 0 AR S 2230 W (%) 45.75 45.75
Weighted average expected dividend yield (%) TELH I RE P14 25 E R (%) 2.31 2.31

Daphne International Holdings Limited
Annual Report 2016



.v{NOTES TO THE FINANC_L&.L'
" STATEMENTS =~ =

30 RESERVES 30 filf i
Convertible
Capital honds Share-based  Currency
Share  redemption Capital capital Other ~ payment translation Merger ~ Statutory  Retained
premium  reserve  reserve  reserve  Teserve  reserve reserve  reserve  reserve profs Total
i IRt
i | R -3 1 74
RbEE AR RRRE  BARE O ERRE  MRBE O EIRE  ARRE BERE REEA it
HES'000  HES'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HES'000  HK$'000
T Tt FEn FEx FEx T TR T fn FEn F#x
(Note (a)) (Note (b)) (Note(c))
(W) (Wikb) (Wit
At January 2015 REZ-TE--H 12081 288 (197) U 28,564 88028 do4.500 WIS 4006152 4893038
Currency transltion EiES:
differences:
Group KER = 5 e = = (018) = = - Q)
Associates anda joint venture BEATRAEEE - = = = = = 5 e e = il
Profi appropriations EAnE - - - - - - e e 200 (2,00) =
Loss for the year ERER - - - - - = = = - (TSR (T888)
Share option scheme: B
Vilieof gramtee servees K AR K - - - = e 4846 e e = = 4846
Transferpon lapse of share BB ALK R
options - - - - - (3% - - - 13,961 -
Redemption of the convertble B 1774
bonds - - - (e (856 - - - - 33,191 -
At31 December 2015 REF-RELZAZE-A 12081 288 (197) - - BIB M35l W 1N 369239 4297701
Currency translation Bz
differences:
Group kEH - - - - - - (B4 - - - (B4
Associates and ajointventure A ARAEEE - - - - - - m - - - 9
Profit appropriations BAnE - - - - - - - = 1681 (1,681) =
Loss forthe year ERER - - - - - - - - -G @)
Share option scheme: Bl
Vilieof grantee servees K AR B - - - - - §15 - - - - §15
Trnsferupon lapse of share~ FR BB R K AP
options - - - - - (780) - - - 780 -
At31 December 2016 REZ-RETZAZ1-H 120281 2,88 (197) - - 008 (29,64) m o 16144 287368 3206484

B OUE OB OB AR A
4 #2016
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30 RESERVES (CONTINUED)

Notes:

(a)

(b)

(©

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 reserve

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 reserve and enterprise expansion fund, at rates
determined by their respective boards of directors. The statutory reserve
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 reserve
reach an amount equal to 50% of the registered capital of the Company’s
subsidiaries, further appropriation is optional.

30 fififls (4)

(a) B 10l

B A T [E] fh Af 4 AR 2\ — JUJU LA I TR A% 0% 2 TG
’fHo

(b) AU

A D A i i BB 2 IR AR A R R H 2 AR T
(B 48 B A N AR GE — JU LT AR 2 W) B AL 2 i i
RAE P84T A (W & 2 255 -

(c) LR

R P B K B R R > AR R R B K R ST B A
2 Wi 2 W ZEI SRR 2R (RS EY - —4F B R 4B
1) 2 — 0 1 AT T Rl B A SRR SR 4 > K
LU ] £ BT 2 R 4% ) 2 B R o 3k A T T
PRI B 1 — 47 B s P8 s T VR 384T AT B - il b g
B n] VR B R ST A o T (A B AR ) B
J& A FE M E ARS0% 1% - R SRR TR K o

31 DEFERRED INCOME TAX 31 B BLIE
The following amounts, determined after appropriate offsetting, MEEIEHE R WA G EEABRZ S
are shown in the consolidated balance sheet: BEANR ¢
2016 2015
ZEF R ZER—HAE
HK$°000 HK$’000
T FH T
Deferred income tax assets I 4E JIT A5 B TH G 329,216 334,136
Deferred income tax liabilities I 4E JIT A5 B TH A £ (30,729) (18,094)
Deferred tax assets (net) R T B TH (5 A 298,487 316,042
Deferred income tax is calculated on temporary differences under I AT JUT 15 ol TEL PR FH A 1 o IV 2 R A B

the liability method using the applicable tax rates.

The movement in net deferred income tax assets is as follows:

I o

HESE T A5 BLIA B 2 S BT

2016 2015

S®oAE CE N

HK$’000 HK$’000

F# T 0

At 1 January w—H—H 316,042 158,621
Exchange adjustment [ifE 53, ) 2 (20,680) (11,904)

Credited to consolidated income FEA G Al &

statement (Note 10) (bt 5E10) 3,125 169,325
At 31 December w+=—H=+—H 298,487 316,042

Daphne International Holdings Limited
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31 DEFERRED INCOME TAX (CONTINUED)

The movements in deferred tax assets and liabilities (prior to

R

31 BE B BOIE (H)

offsetting of balances within the same taxation jurisdiction) during

the year are as follows:

8 2 &5 BRI AT < B IR -

R S T R S AR ([ — OB ) kbl

Deferred income tax assets Provisions Decelerated tax depreciation Tax losses Others Total
JRIE I {3 B H i BT BEH 1] it
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
SENE CE-nE SRR ZE-RE SFNE CE-0E S NE CE-nE SRRE CE-nf
HK$000  HK$'000  HK$000  HK$'000  HK$000  HKS'000  HK$000  HKS'000  HK$000  HKS'000
Tk Tif Fibx Tif Fix T Tt i Tt T
At 1 January #—=H—H 151,041 108,543 11,406 10,550 167,633 55,020 4,056 3,634 334,136 177,753
Exchange adjustment [ 503 % (9,594) (5.814) (692) 439 (11,724) (6,299) (119 (%6) (22,129) (12,648)
Credited/(charged) to 71 A/ (FIER F)
consolidated income £ A # %
statement 5,698 48312 (699) 1,295 12,178 118,906 kY 518 17,209 169,031
At 31 December 1 Yy el 147,145 151,041 10,015 11,406 168,087 167,633 3969 4,056 329,216 334,136
Withholding tax on
Deferred income tax liabilities Accelerated tax depreciation ~ undistributed profits Others Total
HESE i 7 BLE £ 1R T B 47 AR IR A8 B B iy it
2016 2015 2016 2015 2016 2015 2016 2015
SR ONE CE-nE SRR CE-If SR NE CFnf SR oaE SR -IE
HK$’000 HK$°000 HK$°000 HK$°000 HK$°000 HK$’000 HK$’000 HK$’000
Tin TH# T Tt T Tt T Titn Tt
At 1 January “—=H—H 16,198 14,367 1,414 4,765 482 - 18,094 19,132
Exchange adjustment [ ji 38 % (1,352) (728) = = 97 (16) (1,449) (744)
Charged/(credited) to A/ GEA)
consolidated income GhlsE
statement 5910 2,559 6,768 (3,351) 1,406 498 14,084 (294)
At31 December REZA=Z+—H 20,756 16,198 8,182 1414 1,791 482 30,729 18,094

B OUE OB OB AR A
4 #2016
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31 DEFERRED INCOME TAX (CONTINUED)

The expiry of unrecognised tax losses are as follows:

31 EHEPT A3 BedE (4])
KRB RS 2 RS WA T

2016 2015

“E A SRR

HK$’000 HK$’000

Tt T T

Tax losses expiring in 5 years FAF A JiE i 2 B TE e 4R 787,411 8,471
Tax losses expiring after 5 years AR AR T 2 BLIE 48 4,853 49,354
Tax losses without expiry date e e T H A 2 B RS 18 58,299 25,162
At 31 December At H=+—H 850,563 82,987

As at 31 December 2016, the potential deferred income tax assets
in respect of the above unrecognised tax losses amounted to
HK$203,873,000 (2015: HK$14,575,000).

Deferred income tax liabilities of HK$98,123,000 (2015:
HK$138,452,000), in respect of unremitted earnings of
approximately HK$1,955,824,000 as at 31 December 2016 (2015:
HK$2,761,900,000), have not been recognised for the withholding
tax as the Group controls the dividend policy of these subsidiaries.

W F—RNEF_H=+—H - Bl kR
B JE s 48 M B 2 T AR R AE BT AR B JE B E AR
74203,873,0008% 7C (& — T 4E 1 14,575,000%%
Jo) o

g S I | A N e s il il /N I N i e L
JE A 78 1 B898,123,000% oo (& — H4E ¢
138,452,000%5 7T ) fifE 58 4% 4E P 13 B H & fH > IR
I?%?k%l%l#“fﬁ 525 W& S W 2 R BUR -

—ANETZA=ZT—H RIEBSERD 5
1955824000«%71: ZEF—H A 1 2,761,900,000
#oo) o

Daphne International Holdings Limited
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' STATEMENTS .

32 CASH GENERATED FROM OPERATIONS

Reconciliation of operating loss to cash generated from operations
is as follows:

3

WA EHE S EE L2 RS2 HIEWM T ¢

2016 2015
ZEAE CE A
HK$°000 HK$°000
T# L T# T
Operating loss RE R (819,488) (497,623)
Amortisation i 21 6,711 7,517
Derivative financial instruments — A1 A 4 1l L — 4 0 A0 e
forward foreign exchange contracts (11,001) (16,449)
Depreciation g 246,133 315,390
Gain on disposal of an available- AT A 2
for-sale financial asset 36) -
Loss on disposal of property, W - BB K R
plant and equipment 22,219 35,394
(Reversal of)/provision for impairment of E BN T ]
property, plant and equipment (U (E 48 []) i (1,999) 17,822
Impairment of intangible assets MY & A R 37,464 4,000
Impairment of an investment property g -Cy/E AL 9,979 -
Interest income FLB WA (16,342) (29,214)
Share-based payment expense DA 5y 5 Bl 22 A 3B 3 875 4,846
Operating cash flows before working MRS 2 R e R
capital changes (525,485) (158,317)
Decrease in inventories ﬁ > 537,557 77,526
Decrease in trade receivables, other receivables, & %) WE@ AT B R~ LAt I i B K
deposits and prepayments i 4 B TEAS RO D 463,772 113,472
(Decrease)/increase in trade payables, other o MEAT R 3~ LAt JRE AT B 3K
payables, accrued charges and other WE w2 A B F A IR i B AR
non-current liability W) (165,294) 14,251
Cash generated from operations EEEA B A 310,550 46,932

B Ye BOBR VA R A A
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STATEMENTS A

33 COMMITMENTS

(a) Capital commitments for purchase of land use

33 R
Ol :EX AL VEERY UV &L

rights and property, plant and equipment ZEARKWE
2016 2015
“E A TR A
HK$°000 HK$°000
T T 0
Contracted but not provided for BT S H R A 6,624 1,326

(b) Commitments under operating leases
As at 31 December 2016, the Group had future aggregate
minimum lease payments in respect of warehouses, offices
and distribution outlets under non-cancellable operating

leases as follows:

(b) 8 MR

AR RN ZH = —H s AREEE
B~ AT T8 0 2 S Al i s
B2 R EARAT AT -

2016 2015

St —R—FA

HK$’000 HK$°000

T-# T# T

Not later than one year — 4R 701,911 1,112,581
Later than one year and not later than

five years — R K HFR 518,847 752,895

Later than five years HAER 2,074 11,155

1,222,832 1,876,631

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. N o

Daphne International Holdings Limited

Annual Report 2016
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34 FINANCIAL INSTRUMENTS BY

CATEGORY

ST H M

Assets at fair

Loans and value through Available-
receivables profit or loss for-sale Total
i\ F
BR K fE fi &t A
HEE W iz B LNk At
Assets as per consolidated HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
balance sheet BRBEEARENNEE T T T R
31 December 2016 —NEFZA=Z1T—H
Trade receivables B 5 R iR 3K 208,118 = = 208,118
Other receivables excluding A e e Bk
non-financial assets (i eMER) 227,050 — = 227,050
Derivative financial instruments ik & TH - 15,662 - 15,662
Bank deposit with maturity over three 17 7 H B8 4 =il A
months ZHRATIEK 16,721 - - 16,721
Cash and cash equivalents Ba kB e%Ey 972,769 - = 972,769
Total it 1,424,658 15,662 - 1,440,320
31 December 2015 “E R ZA=1—H
Available-for-sale financial asset T HESREE - - 374 374
Trade receivables B 5 RE WUk 237,874 - = 237,874
Other receivables excluding non- A e i i Sk
financial assets (B EMEE) 289,148 = = 289,148
Derivative financial instrument eI H = 15,919 = 15,919
Pledged bank deposits B A SR AT A 3,225 = = 3,225
Cash and cash equivalents B kREFEY 1,072,401 = = 1,072,401
Total At 1,602,648 15919 374 1,618,941
Financial
liabilities at
amortised cost
i B 5 B AR
Z &R a0
HK$°000
Liabilities as per consolidated balance sheet HaaEARE AR Tt
31 December 2016 “E-ANE+-HA=+—H
Bank loans — unsecured HRAT B — ML 296,694
Trade payables B 5y AT W 3 807,034
Other payables and accrued charges At AT MR R K B ST
excluding non-financial liabilities (1B Ik 4 Al & %) 349,471
Total b 1,453,199
31 December 2015 “E—RFE+ZH=+—H
Bank loans — unsecured SRAT B — IR 620,792
Trade payables 52 5 M AT K 982,616
Other payables and accrued charges A JE AT B R % R
excluding non-financial liabilities (0B Ik 4 fit & %) 392,856
Total &t 1,996,264

B OUE OB OB AR A
4 #2016
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35 RELATED PARTY TRANSACTIONS AND
BALANCES

35 BT AR 5 B & Bk

The Group entered into the following related party transactions A AR A AR R RS HEAT T A B T AC 5
during the year:
(a) Transactions with related companies (a) HEBAFZRS
2016 2015
SR AN ZE-TAE
HK$°000 HK$’000
T# THTT
Purchases and subcontracting services Ti] 45 N DR I L
from an investee (Note (1)) S E A RBE (FaEG)) = 158
Sales of goods to a joint venture (Note (1)) 715 & & 384 E B & (F5Ed)) 3,207 3,780
Royalty fee to a joint venture (Note (ii)) ] A A 2 A
ZRFRTHER (B REGE)) 1,169 1,234

1] 45 ) S B ) O B RS iy o LA

Kot & A 0B B T AR S I H O SETS
AR HEAT o 22 5 K D KA B I BLAZ 5 Ty

1 7€ R[] 25 A% 8 5E o

Notes: B3t
(i)  Purchases of shoe materials and footwear products from an investee (i)
and sales of goods to a joint venture 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.
(ii) Royalty fee paid or payable to a joint venture was charged in (i)

accordance with the terms as determined and agreed between the
Group and the counter party.

AEMETH SN R AR T REA
B ] L5 ) T it I [ o 2 RGRE A o

(b) Year-end balances with related companies (b) BB W 2> W] Z 4 R &5 ik

2016 2015

RN TR T

HK$’000 HK$’000

Tt T

Receivables from joint ventures (Note (1)) MUk & 4> 2E 3 H (M L)) 6,757 4,044
Payables to related companies (Note (ii)): AT B B 2> &) ZCIE (M 5 Gi))

— Joint ventures —HEAE 3,276 2,009

— An investee — AR E AT - 6

Loans to a joint venture (Note (iii)) T A A G (K dii)) 8,617 8,617

A B &R L AT - 0
AT -

R AST T M 2 ) VL o R R O T M
I oy AR o BREE MR - R B AR ME
[ 7 Z W S A

T A e 2 R ML - R R

Notes: B 5 -
(i)  The receivables from joint ventures arise mainly from sales of (i)
goods. The balances are unsecured, interest-free and repayable
according to the trade terms.
(ii)) The payables to related companies arise mainly from trademark (ii)
licensing transactions. The balances are unsecured, interest-free
and repayable according to the agreed terms.
(iii) The loans to a joint venture are unsecured, interest-free and (iii)

repayable according to the agreed terms.

Daphne International Holdings Limited
Annual Report 2016
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NOTES TO THE FINANCIAL
' STATEMENTS =~

35 RELATED PARTY TRANSACTIONS AND 35 BRI AR T B Ak Bk (48)
BALANCES (CONTINUED)

(c) Key management personnel compensation (c) FHEEBEMANBZHM
Remuneration for key management personnel of the Group, wE + A=+t—HILEE RER T
including amounts paid/payable to the directors of the EHNE ZHM ( @%Eﬁ/ﬁ?ﬁzk/\ji
Company for the year ended 31 December is as follows: HZHIH) i
2016 2015
ZE AN —EF—h4F
HK$°000 HK$°000
T# 5t T# T
Salaries, allowances and bonuses Brdr > HAE RAEAD 15,814 17,533
Defined contribution pension costs T FE AL SR R kAR 18 18
Discretionary retirement payment T 18 4R AR I 26,945 -
Share-based payment expense DI RS A5y 70 B 2 ASh B 2 643 537
43,420 18,088
36 BENEFITS AND INTERESTS OF 36 #HF M & MKORE R
DIRECTORS
(a) Emoluments of directors and chief executive officer (a) EHERITBAR(ITBAR]) MWL
(“CEO”)
The remuneration of each director and the CEO of the BETH=1T—HIEFE > AQFLKHE
Company for the year ended 31 December is set out below: HEATHAE ZME&NT -
Charge/
(reversal) Employer’s
of share-based contribution
payment  to a retirement
Fees Salaries expense  benefit scheme Total
DR DR 2 )
GECES Ji VAN =S TN .
s e (1) at Bk At
HK$’ 000 HK$’000 HK$’ 000 HK$’000 HK$’000
Ti#x TH# 7 TH#x TH#x T#x
(Note (i) (Note (ii)) (Note (i) (Note (ii))
(W7EG)) (W5 Gi)) (W5 Gii)) (M ik i))
2016 RN
Mr. Chang Chih-Kai (CEO) %E%”;MEE TEHARK)
(Note (iii)) (M 3 i) - 2,865 2 - 2,867
Mr. Chang Chih-Chiao REBLE = 1,898 2 = 1,900
M. Chen Tommy Yi-Hsun BRI E &2k - 1,898 2 = 1,900
Mr. Chen Ying-Chieh [y
(Note(ii)) (&% iii)) 425 1,424 102 18 1,969
Mr. Huang Shun-Tsai R e 150 - - - 150
Mr. Kuo Jung-Cheng AR 150 - - = 150
Mr. Lee Ted Tak Tai BERLE 425 - - - 425
1,150 8,085 108 18 9,361
2015 SE-HE
Mr. Chen Ying-Chieh (CEQ)  BR#: /8 64 (T ELAEHL) - 4,889 1,937 18 6,844
Mr. Chang Chih-Chiao REBLLE - 1,535 (1,352) - 183
Mr. Chang Chih-Kai A - 1,533 (1,576) - (41
Mr. Chen Tommy Yi-Hsun BRI 8 JG4E - 1,535 (541) - 994
Mr. Huang Shun-Tsai R e 150 - - - 150
Mr. Kuo Jung-Cheng AR 150 - - - 150
Mr. Lee Ted Tak Tai FRBEL 425 - - - 425
725 9,494 (1,532) 18 8,705
O U BB BB AR A A 115
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36 BENEFITS AND INTERESTS OF
DIRECTORS (CONTINUED)

(a)

(b)

()

(d)

(e)

Emoluments of directors and chief executive officer
(“CEQO”) (Continued)

Notes:

(i)  The emoluments paid or payable to the directors of the Company
were in respect of their respective services as a director of the
Company or its subsidiaries.

(ii)  The emoluments paid or payable to the directors of the Company
were in respect of directors’ other services in connection with
the management of the affairs of the Company or its subsidiary
undertakings.

(iii) Mr. Chen Ying-Chieh resigned from his position as CEO and was

re-designated as a non-executive director of the Company with
effect from 16 April 2016, and Mr. Chang Chih-Kai was appointed
as the CEO on the same date.

Retirement benefits of directors

The discretionary retirement payment paid or payable to Mr.
Chen Ying-Chieh during the year ended 31 December 2016
in respect of his services in connection with the management
of the affairs of the Company or its subsidiaries undertakings
is HK$26,945,000 (2015: Nil). No other retirement benefits
were paid or payable to him in respect of his services as a
director of the Company or its subsidiaries.

No retirement benefit was paid or payable to any other
directors of the Company (2015: Nil).

Termination benefits of directors, and consideration
provided to third parties for making available
directors’ services

For the two years ended 31 December 2016, no termination
benefit was paid or payable to any director of the Company.
No consideration was paid or payable to any third party for
making available any director’s services.

Information about loans, quasi-loans and other
dealings in favour of directors, controlled bodies
corporate by and connected entities with such
directors

As at 31 December 2016 and 2015, no loan, quasi-loan or
other dealing was entered into by the Company or any of
its subsidiary undertakings in favour of any director of the
Company, any controlled body corporate by or connected
entity with any director of the Company.

Directors’ material interests in transactions,
arrangements or contracts

No significant transactions, arrangements and contracts in
relation to the Group’s business to which the Company 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.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL

STATEMENTS e e

37 BALANCE SHEET AND RESERVE 37 AARIEEAMEKLMEEED
MOVEMENT OF THE COMPANY
Balance sheet of the Company A & E AR

As at 31 December

wW+_-H=+—H
2016 2015
g —EHAE
HK$°000 HK$’000
T# 0 T 0
Non-current assets 3!5 (}Zl\i ﬁjJ g\ ﬁ
Investments in subsidiaries i NI & <y 368,822 368,822
Current assets B E
Other receivables Al R i B K 475 479
Derivative financial instrument fiitE & T E 8,289 15,919
Amount due from a subsidiary TR W I8 JEB 2 D R 688,041 1,132,684
Cash and cash equivalents Ba MBS EY) 111 1,429
696,916 1,150,511
Current liabilities nE AR
Other payables and accrued charges ﬁﬁEWE A5 B 3K % E T 22 6,993 6,174
Bank loan — unsecured HRAT B K — MK 155,019 600,792
Net current assets I B R 534,904 543,545
Total assets less current liabilities A Y B A A 903,726 912,367
Equity HE 2
Share capital e A 164,914 164,914
Reserves il 738,812 747,453
Total equity HARE £ 903,726 912,367
EERBEBEERAEMRAA 117
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37 BALANCE SHEET AND RESERVE
MOVEMENT OF THE COMPANY
(CONTINUED)

37 A5 R E EE R R Mk e 5 B ()

Reserve movement of the Company AR 2 ] il 1 5 B)
Convertible
Capital bonds Currency ~ Share-based
Share  redemption  Contributed capital Other  translation payment Retained
premium reserve surplus reserve reserve reserve reserve profits Total
DR A
A THRGE %4
Ttk B il HARR KB EBEE  EREE  MERE  REEW it
HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000 HKS'000 HK$'000 HK$'000 HKS000
T T Tz T Fin T T T T
(Note 30(a)) (Note (a))
(W30 (Wkw)
At January 2015 REE-1E-A-H 120,281 2882 152,801 1627 28564 19,171 88,028 315,083 151,521
Currency translation differences [E 5 % = = = 5 5 (25,058) 5 = (25,058)
Profit for the year R - = = = = = = 16,338 16,338
Share option scheme: i RER
Value of grantee services AR AR ERE - - - - - - 4.846 - 4.846
Transfer upon lapse I8 s Gl
of share options - - - - - - (13.961) 13961 -
Redemption of the Rk ES
convertible bonds - - - (24,627) (28,564) - - 53,191 -
AU December 2015 REZ-EEFZA=4-0 0 10l 2882 52891 - - (6087) 78913 398,573 1453
Currency translation differences [ i % & - - - - - (37,525) - - (37,525)
Profit for the year EREH - - - - - - - 28,009 28,009
Share option scherme: TEMtEstal
Value of grantee services R ARH B (A - - - - - - 875 - §75
Transfer upon lapse of share ~ F B FE R B8
options - - - - - - (780) 780 -
At31 December 2016 REZ-nELZAZ1-0 0 10081 2882 152,891 - - (#34612) 0008 43 73881
Notes: Bt e -
(a)  Contributed surplus (a) BB

(b)

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, 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.

(b)
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38 SUBSIDIARIES

38 Fit & 2 ¥l

The following is a list of the principal subsidiaries as at 31 TEREIK FE-ANET AT HZER
December 2016: R JBg 22 ) -
Particulars of
Name l"lace of incorporation® issued/paid-up capital Interest held  Principal activities
A a3 3 T/ BRI A B R TR
Aee International Ltd. @ China US$8,580,000 59.96%  Distribution of footwear and accessories
EERAEE (LS ARAFY HH 8,580,000% 1T YRR R LA
Bright Crown Holdings Limited British Virgin Islands I share of US$1 each 100%  Investment holding
STRERARAT ERELHE VB A (138 T 2 Hgsead
Colossus Asia Limited Hong Kong 100 ordinary shares 59.96%  Retailing of footwear and accessories
EETHARAT Fik ~ of HKS100 FEUNE ALK
1007 073 A 100/ & 1%
Daphne Footwear (Sichuan) Co., Ltd" China RMB87,300,0QO 100%  Manufacture of footwear
B () XA RAAO HE 87.300,0007C A R REREER
Daphne Tnvestment (Group) Co., Ltd.® China 1S$30,000,000 100%  Distribution of footwear and accessories and
BXRRE (EH) HRARY Gl 30,000,000 ¢ investment holding
o SHEEREE M SR DA B f B 1A
Full Pear! International Limited British Virgin Islands 3,294 shares 59.96%  Investment holding and trading of footwear
EURBARA KBETHE of US$1 each and accessories
3294 R B R TR R
Wi
Gentlefit Trading Limited Hong Kong 100 ordinary shares of 100%  Investment and trademark holding
REEAHRAT Fit HKS100; 13,035,667 REBR R
non-voting deferred
shares of
HKS13,055,667
100773 741008
I 5 13,035,667 0
73 1413,055,667IR
BERELR RO
Prime Success (BVI) Limited British Virgin Islands 5,000,000 shares 100%  Investment holding
T A B of USS0.01 each BEER
5,000,008 %
F (0013 T Z B
Shanghai Aixie Information Technology Co., Ltd.® China RMB1,000,000 100%  Operation of e-commerce business
FEEEESRHARAR HE 1,000,0007C A & 1 BRETHIER
Shoebox Commerce Co., Ltd. @ China RMB460,000,0QO 96.46%  Distribution of footwear and accessories
BEMEARAAC HH 460,000,0007C A F& B il 2y ol
Shoebox Holdings Limited Hong Kong 14,111 ordinary shares 96.46%  Investment and trademark holding
HRERARL Fit of HK$381,470,740 REERRIHH
381470,740i6 76
A4 RS
Victoria Success (Shanghai) Limited China 523,000,000 100%  Property holding
RBEE (L) ARAR T 23,000,000% ¢ ERRIES

B OUE OB OB AR A
4 #2016
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38 SUBSIDIARIES(CONTINUED)

Notes:

(a)

(b)

(©)

(d)

(e)

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

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

Other than Bright Crown Holdings Limited, Full Pearl International
Limited and Prime Success (BVI) Limited which operate in Hong Kong,
all subsidiaries shown above operate in the same place in which they were
incorporated, respectively.

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.

The English names of the subsidiaries established in Mainland China
represent the best effort by the directors in translating their Chinese names
as they do not have official English names.

38 it & 2> v (%)

R

(a)

(b)

(c)

(d)

(e

¢9)
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AR T BT T B L 2 AR A2

BB & 2 3 B A R 2\ X Prime Success (BVI)
Limited 2 % & i A< A &) B B 454 40 > B30 i 45 it
J& A R B AR F AR -

[ s W P AT PR A > & 2 B A BR 4 W) K Prime
Success (BVI) Limited A & #2555 > DL BRI
B 2N 4 A L R A ST B

432 SR I A i 173 5 L SR SIS
S ACRZ 2 R ART BB SRR 3 A B G B ROR 3l
e BB o A B A I AR O A RE 2 BT A
R o

25 B S 2 ) A 4% AT PR A ] IR MG S0 AT R A2
fEHE I -

A IR R I ST 2 R T 2 D A S04 i A el
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