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CORPORATE INFORMATION
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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
Bank of Tokyo-Mitsubishi UFJ
China Construction Bank

Hang Seng Bank

Taipei Fubon Commercial Bank

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
Eﬁ%& %ﬁﬁ%

FINANCIAL PERFORMANCE 85 % Bl
For the year ended 31 December
BE+-ZHA=+—HIL&EE
2017 2016 Change
—F—LE TR g1k
Turnover (HK$’ million) BEF (HEWBIT) 5,211.0 6,501.7 -19.9%
Gross profit (HK$’ million) TH (A EWT) 2,753.0 3311.7 -16.9%
Operating loss (HKS’ million) KEEE (7 &SI (688.8) (819.5) -15.9%
Loss attributable to shareholders (HKS’ million) i % HE A5 5 18 (77 & ¥ 70) (734.2) (819.1) -10.4%
Gross margin (%) EAE (%) 52.8 50.9  +1.9pptH 4
Operating margin (%) 4815 B R (%) -13.2 -12.6 -0.6ppt B 7 B
Net margin (%) T3 3 F R (%) -14.1 -12.6 ~1.5ppt A 7
Basic loss per share (HK cents) T B B A s 4R (A (44.5) (49.7) -10.5%
KEY FINANCIAL INDICATORS FEMBRE
For the year ended 31 December
BET-H=+—HILEE
2017 2016 Change
i RN g1k
Average inventory turnover (days) (Note 1) T SR B (H) () 198 201 -3
Average debtors turnover (days) (Note 2) S4B B0 (HD) (B 5E ) 14 13 +1
Average creditors turnover (days) (Note 3) T HEAT R 2 ﬂﬁﬂﬁ H) (fiE=) 121 130 -9
Cash conversion cycle (days) (Note 4) BAMRKE(H) () 91 84 +7
Capital expenditure (HK$ million) AR (F &) 123.6 110.9 +11.4%
As at 31 December
RY+ZA=+—H
2017 2016 Change
Y RN [
Cash and bank balances (HK$’ million) Bl R AT B (77 #7T)

(Note 5) (fff & 71) 486.3 989.5 -50.9%
Bank loans (HK$’ million) |ITER (AEET) 156.3 296.7 -47.3%
Equity attributable to shareholders (HKS$' million) M HME G HE 25 (i o0) 2,874.9 33714 -14.7%
Current ratio (times) (Note 6) BB LR (FF) (S 2.5 24 +0.1
Net gearing ratio (%) (Note 7) FABLR@%) (HiEt) Net cash Net cash N/A

T & L ANt A
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FINANCIAL AND OPERATIONAL HIGHLIGHTS
R B

B 5E -

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.

[1]

-3 4 BB U (H) Y% AE 9] [ 48 5 A7 B 2 T 3 A5 R BR
DLSH B B A e L 3% AT JEE HOBRTHEL -

-4 JE WSO BB BT () 9 45 4R ) S AR A R B IR K
P 46 R B DL SERUOR DA% 4F B H MG o

T2 JREARH MR OB I () 0% 352 47 0 S 4 5 5 5 B AT R K
- 25 245 B R DA SR AT DA 4 I H OGRS -

The calculation of cash conversion cycle (days) is based on the average M~ H&IEIRKE (H) J53% T EEEE () T i
inventory turnover (days) plus average debtors turnover (days) minus average R U (H) ST e AT AR FCHE B (H) 5H5T -
creditors turnover (days).

Cash and bank balances comprise cash and cash equivalents (including those o B RORAT A O LS B B S T (RS R
transferred to disposal group classified as held-for-sale), bank deposit with LB 2 M EARIR) ~ fE 3R = H 2 BT
maturity over three months and pledged bank deposits. A AR ERAT A -

The calculation of current ratio (times) is based on total current assets divided by N EE W) () TR PR R 2 i B G AR R LA
total current liabilities as at year end. B AR A -

The calculation of net gearing ratio (%) is based on net debt (being bank loans £~ 1§ A & L Z(%) JI R 5 5 4K 2 B 15 15 55 (BRI ER AT 87 30k

less cash and bank balances) divided by equity attributable to shareholders as at
year end.

Bl MERATHE B B DL RO 1 B 4 5T o

Number of Points-of-Sale
sEEEA

(As at 31 December)
R+ZA=+—H)

Turnover Analysis

BERSH

(For the year ended 31 December)
(#IE A= TF—HIEFEE

7,000 -
2017 6,000 |-
Core Brands Business 5,000 |- 40
2016 ool R 38 75 302
4,000 |- 3,836
’
) Other Brands Business
» 88% gL Tl 3,000 |- 4,598
) 3,589
2,000 |-
1,000 |-
0
2017 2016

REOOE UE B OBR v R AR A

Other Brands Business
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FIVE-YEAR FINANCIAL SUMMARY

ﬁ@ﬁﬁ%%%

For the years ended 31 December
BETA=+—HILFE

2017 2016 2015 2014 2013
Bk CFR-AFE CF-RE CF-NE DF-Z4F
HK$’ 000 HK$’000 HK$’000 HK$’000 HK$’000
Tt ARV T# T T# T T# T
Results B3
Turnover ¥ 5210,995 6,501,677 8,379,095 10,355,616 10,446,540
Gross profit EEVill 2,753,036 3,311,673 4,724,729 5,737,558 5,838,287
Operating (loss)/profit e (ks8) /5 A (688,823)  (819,488)  (497,623) 262,396 520,152
(Loss)/profit for the year DA & J7 AL AR N
attributable to: (l18) /B A (742,029) (837,537) (380,087) 182,149 334,334
— shareholders — R (734,204)  (819,127)  (378,888) 176,031 329,144
- non-controlling interests — JE A v HE A (7,825) (18,410) (1,199) 6,118 5,190
Basic (loss)/earnings per share FREEEA (EIH) B A
(HK cents) (AN (44.5) (49.7) (23.0) 10.7 20.0
Dividend per share (HK cents) &5 R AR (LD - - 3.5 8.0
As at 31 December
wR+=_H=+—H
2017 2016 2015 2014 2013
R L CF-RE CFE-TE CE-NE CE -S4
HK$’ 000 HKS$°000 HK$000 HK$°000 HKS$°000
T 0 T 7T AR T T T 7T
Assets and liabilities HE AR
Non-current assets FE B G E 1,358,995 1,469,595 1,801,203 1,907,884 1,731,422
Current assets MmENEE 2,794,865 3,583,556 4,961,955 5,752,529 6,090,894
Total assets G E 4,153,860 5,053,151 6,763,158 7,660,413 7,822,316
Non-current liabilities FE i B A f 13,409 30,729 18,184 19,222 24,470
Current liabilities i B=Ei 1,104,790 1,490,372 2,095,848 2,388,800 2,548,017
Total liabilities A fE 1,118,199 1,521,101 2,114,032 2,408,022 2,572,487
Total equity attributable to: LR & REAG MR 27 3,035,661 3,532,050 4,649,126  5252,391 5,249,829
— shareholders — 2,874,907  3371,398 4,462,615 5,057,952 5,043,722
— non-controlling interests — JE A MR AR 160,754 160,652 186,511 194,439 206,107

6 Daphne International Holdings Limited
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CHAIRMAN’S STATEMENT

In 2017, the world was on a firmer economic footing. Notably, China
as a major economy shifted up a gear, reversing the trend of slowdown
during the period from 2010 to 2016. Consumer confidence in China
also rose gradually, reflecting the people’s stronger desire to spend.
However, the situation is not all roses for conventional retailers as they
grappled with the competition from e-commerce, changing consumption
patterns, and competitor’s persistent attempts to outdo each other in
discounting their goods as part of their promotional campaigns. To
fare well in such market, Daphne International Holdings Limited (the
“Company”, which together with its subsidiaries, is referred to as the
“Group”) stayed alert to the shifting trends and started transforming its
business during the year under review.

Aiming to achieve brand differentiation, raise sales efficiency and attain
sustainable growth, the Group embarked on a business transformation
programme that encompassed a brand revamp and the upgrading
of products. To project a refreshing and stylish brand image that
differentiates it from its peers, the Group opened new image stores
for “Daphne”, launched its first crossover project with a hip and cool
fashion brand from the U.S. for its fall and winter collections, and
started the adjustment of its channel mix to align it with the new brand
images.

Like all kinds of uphill tasks, business transformation usually spawns
short-term pains before it brings long-term gains. The upgrading of
products meant that the Group had to follow through with its strategic
decision to stabilise the prices of its new products at a certain level to
match its revamped brand image. This inevitably exerted downward
pressure on the Group’s sales during the year under review. In addition,
the adjustment to the sales channel mix to align it with the refreshed
brand positioning also adversely affected the same-store sales in the
year. We expect that it will take time for the consumers to get used to our
new pricing policy.

Nevertheless, there were some signs of encouraging developments.
Decline in the Group’s same-store sales decelerated in the fourth quarter
of 2017, as a result of the enhanced and well-received product design
and product portfolio for the autumn as well as the improved sales
efficiency. For the year ended 31 December 2017, the Group recorded
an increase in the gross margin to 52.8% from 50.9% for the previous
year. The inventory level also further reduced to HK$1,246.9 million as
at 31 December 2017 from HK$1,414.5 million in 2016. The Group’s
operating loss narrowed to HK$688.8 million in 2017 from HK$819.5
million for the previous year.

REOOE UE B OBR v R AR A

A LA AR R — A R LR
B fE 5 — B AR T R RN
B ORI B o A B E S L BB BT
J2 Wt AP B OR F 9F RRR o SR AR R
T OLAE JF 2 AR A O o PR A A AT IE AR B R
9 38 PR A ) I B R DA RO T A B
2 891 By b v DR L5055k LUK IR 3T 47 25 i
BF ARG BRIE T 3 KR B A BR A F
(TR 23 A) ) o [ S g 2 ) 5 i [ A 4 0 ) 5 1) Bl
TEMEE AR AL - A (B AR TR0 B Ji JHL SR 5 o R

S BB ZE FAL o B2 B R 3l BT R A
B o A B S T S MO ) > H LA
SRR B S TR o By T B A R B[ 2 AT O i
S EL A N — 507 G I i 0 TR &R A S I [ 2
e | B BRI G Gl - S e b O — A B S 9 O
s A AR RK & T R B > T EL B fh g R IR IE A
a DURC & 2087 ME 8 -

5 P A BRI AR B — bR - SRS OB B W g e
P AR S i A AR R o TR R AR
A 1 o 70 5 TRCFE B S TR SR I BT A AR BB E TE —
SE K-> LUBE & 8 A% 19 i P 8 o 98 J1E A] e 4o
TE [7] g 45 A1 2% A 45 B 09 8 45 A5 R T AT g o b4t

Jo T A SEURIT A% 4 i B E A6 T 3 B B TR AL AR Y
JHRE > IR A R R A A O A B - AN T
ST 21 5 B — B TR ] A R AP R 9 E R BOR o

SR > AAULEE TP 5 24 NBHERN) o SIRFHE MK
2 i A ET R AL 2 B B R RE > DL BB R
P2 o (A A [ W) 8 B KR R B — L AESE I
FEAF T HE F—LE+_H=1+—H"
AL ERARER R LT BT — F1950.9% L TH =
52.8% ° A+ B K PIREH ZFE—NHFEM1,414.5H B0
=W F1,246.98 B0 o AL B £ EH
I —FR819.5H Sl It FE £ —F— LHFN68s.8H
BT
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CHAIRMAN’S STATEMENT

Initiated in parallel with the brand revamp and the upgrading of products
is the Group’s major organisational restructuring. In that endeavour,
emphasis is placed on the brand management to raise efficiency of sales
and management. The extensive and complex transformation process
called for the phase-in of new systems and practices and the phase-out
of the old ones as well as a tremendous amount of external and internal
co-ordination and communication across all departments and divisions
of the Group. It will take time for the Group to roll out a number of
new measures in its nationwide operations, not to mention the time
it will take for such measures to yield results. However, the Group is
determined to succeed in its strategic business transformation. While
forging ahead with the business transformation, the Group will closely
monitor and respond to the changing consumer preferences and the
evolving market situation so that it can promptly modify the measures if
necessary.

The Group is poised to roll-out Daphne’s new-image stores steadily
in 2018 upon the completion of necessary modifications to the store
renovation plan. It will also accelerate the adjustment to its channel mix
to match the new brand images. Building on the success of the well-
received collection for the autumn of 2017, the Group’s product design
team and brand management team will enhance the designs, quality, and
portfolio of its future products as well as the system for placing orders
and product allocation. The Group has also planned to further adapt its
supply chain to the overall product upgrade. The Group will continue
with its online-to-offline business model at its e-commerce business by
strengthening the interaction between its online and offline operations
and by improving their efficiency.

Lastly, 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 unswerving support. I
would also like to express my sincere appreciation to the management
team and employees for their hard work and indispensable contribution
to the Group’s development in the challenging year. Let us all work
together in the coming year for the Group’s business transformation
which, I am confident that, will lead to the revival of the Group’s
growth.

Chang Chih-Kai
Chairman

Hong Kong, 28 March 2018
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MANAGEMENT DISCUSSION AND ANALYSIS

AEBLH i B A

BUSINESS REVIEW

Group Performance

2017 is an important year for the Group as it initiated a number
of transformation measures, including brand revamp and product
upgrade, to address the market challenges. In that year of transition, the
Group’s turnover decreased by 19.9% to HK$5,211.0 million (2016:
HK$6,501.7 million). This was mainly attributable to the decrease in
turnover at its Core Brands Business whose number of stores decreased
by 21.9% and its same-store sales saw a decrease. The Group’s gross
profit declined by 16.9% to HK$2,753.0 million (2016: HK$3,311.7
million). However, its gross margin increased to 52.8% (2016: 50.9%)
because of an increase in the gross margin at the Core Brands Business.

Despite China’s inflationary environment and the Group’s investment
in transformation initiatives, operating cost dropped by 17.2% in 2017
because the Group remained vigilant in cost control. The decrease was
in line with the decline in the Group’s sales.

The Group’s operating loss was narrowed to HK$688.8 million in
2017 from HK$819.5 million for the previous year. Loss attributable
to shareholders of the Company decreased to HK$734.2 million for the
year of 2017 (2016: HK$819.1 million).

Basic loss per share was HK44.5 cents (2016: HK49.7 cents). The board
of directors did not recommend the payment of a final dividend (2016:
Nil).

Continued efforts in inventory management decreased the inventory
level further to HK$1,246.9 million as at 31 December 2017, from
HKS$1,414.5 million in 2016. Average inventory turnover days for the
Group was 198 days (2016: 201 days).

The Group’s e-commerce operation continued to be profitable, although
it faced tougher competition in 2017. In addition, the Group’s financial
position remained solid with a net cash position of HK$330.0 million.

The Group initiated adjustment of its channel mix to align with its
refreshed brand images and continued to optimise its store network
in 2017, and the move led to a net reduction of 1,064 points-of-sale
(“POS”). Therefore, the total number of the Group’s POS was 3,836 as
at 31 December 2017, of which 3,589 POS were under its Core Brands
Business and 247 POS were under its Other Brands Business.

Core Brands Business

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

The Group started adjusting its channel mix to align with its refreshed
brand images and continued store rationalisation during the year under
review, and these measures resulted in a net closure of 1,009 POS
(including 943 directly-managed stores and 66 franchised stores) for the
whole year of 2017. As at 31 December 2017, its Core Brands Business
had a total of 3,589 POS (comprising 3,303 directly-managed stores
and 286 franchised stores), down by 21.9% from 4,598 POS as at 31
December 2016.
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MANAGEMENT DISCUSSION AND ANALYSIS
0 BT

Number of POS of Core Brands Business: 0o i RS S B B BB H -

At 31 December 2017 At 31 December 2016 Change
/R S 2 /I A2
+=H=t—H toA=t—H it
Directly-managed stores B 3,303 92% 4,246 92% -943 -22.2%
Franchised stores Jn 286 8% 352 8% -66 -18.8%
Total At 3,589 100% 4,598 100% 1,009 -21.9%

Number of POS of Core Brands Business by city tier:

B U i WL S 5 B 55 280 4 ok i 4 ) 1) 4 A

At 31 December 2017 At 31 December 2016 Change
/e S o N TE N
+ZHA=+—H +oH=+—H At
Tier 1 — H I 364 10% 514 11% -150 -29.2%
Tier 2 s 877 25% 1,125 25% 248 -22.0%
Tier 3 SHR 680 19% 890 19% 210 -23.6%
Tier 4-6 UEPAS 78 111] 1,668 46% 2,069 45% -401 -19.4%
Total G 3,589 100% 4,598 100% -1,009 -21.9%

During the transition before transformation measures were fully
implemented, the Group continued to face intense competition from
the local regional peers as it adopted a more stable pricing policy to
align with the new brand images in 2017. This strategic move put the
Group’s sales under great pressure, especially in the third quarter when
the peers offered even greater discounts when compared to those in
the corresponding period in the previous year. Although the Group’s
full-year same-store sales decreased in 2017, it saw a deceleration in
the same-store sales decline in the fourth quarter of the year when it
launched its well-received autumn collection with enhanced design.

As a result of the reduction in store number and decline in same-store
sales, turnover at the Group’s Core Brands Business decreased by 20.8%
to HK$4,703.2 million (2016: HK$5,936.0 million). The segment
revenue generated from sales to external customers of the Core Brands
Business accounted for 86% of the Group’s total revenue for 2017
(2016: 88%).

The Group adopted a stable pricing strategy to support the new brand
images, facilitate steady sales through the seasons and enhance the gross
margin. Although the strategy exerted downward pressure on the sales
during the transition period, it helped enhance the gross margin in 2017.
Despite the negative impact of the continued effort to clear the aged
inventory during the year, Core Brands Business’ gross margin still
managed to increase to 49.2%, up by 1.9 percentage points. The average
selling price (“ASP”) at the Core Brands Business was RMB159 (2016:
RMB159).
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Although the efforts made for key transformation initiatives only started
to be reflected at customer touch-points in the second half of 2017,
mostly in the last few months, and many of their benefits were not yet
realised, the Group was able to narrow the operating loss to HK$667.6
million in 2017 from HK$744.1 million in the previous year. The
operating margin was —14.2% (2016: —12.5%).

While most of the first half of the year was spent on the careful
formulation of the brand-revamp programme and on doing the
groundwork and making preparations for the roll-out of major
transformation initiatives, including the design of new brand logos and
the new store images, and the strengthening of the product design team,
the Group opened its first new image prototype store for “Daphne” in
June and launched its first crossover project with a hip and cool U.S.
fashion brand, “Opening Ceremony” (“OC”), for its autumn and winter
collections in the third and fourth quarters of 2017. It also conducted
an integrated marketing campaign for the launch that encompassed the
opening of pop-up stores, celebrities’ presence, key opinion leaders’
(“KOL”) endorsements, a fashion show, video clips showcasing
products, public relations work and customer engagement with an
emphasis on social media, and online live broadcasts, etc. The campaign
was widely covered by the fashion media and bloggers. This lent
significant support to the revitalisation of the brand image of “Daphne”.
The launch activities for the OC crossover also demonstrated a shift of
focus of the Group’s brand marketing to digital marketing.

The Group picked up the pace of adjustment of its channel mix to align
it with its new brand images, and opening of new image stores as well
as related store renovation in the second half of 2017. The Group also
initiated a major organisational restructuring with emphasis on the brand
management to boost the efficiency of management and sales. Besides,
the Group upgraded its customer relations management (“CRM”)
programme by starting off with an update of the customer data and
recruitment of new members. By building and expanding the customer
database, the Group will be able to strengthen the customer loyalty and
increase repeat business through a more solid CRM programme.

Other Brands Business

The Group’s Other Brands Business mainly consists of its e-commerce
business and the operations of mid- to high-end brands (including
the Group’s own brands, and brands under exclusive distributorships
such as “AEE”, “STEP HIGHER”, “AEROSOLES” and “ALDO”, in
Mainland China, Hong Kong and Taiwan).

Due to the soft market situation and a net decrease of 18.2% in its POS
from 302 to 247, the turnover of the mid- to high-end brands portfolio
decreased and therefore the turnover of Other Brands Business segment
decreased to HK$733.5 million (2016: HK$813.0 million). This
segment accounted for approximately 14% (2016: 12%) of the Group’s
total revenue in 2017.

The gross margin of Other Brands Business slightly decreased to 58.2%
from 59.0% as a result of the increased weighting in the sales mix by
the e-commerce business. This, together with the weaker performance
of the mid- to high-end brands portfolio, led to lower operating margin
of Other Brands Business which recorded an operating loss of HK$7.1
million (2016: a profit of HK$7.8 million).
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Although the online competition became more intense especially during
key online shopping events, and the Group had been adhering to its
stable pricing policy throughout the year, the Group’s e-commerce
business was stable and remained profitable in 2017. Its contribution to
the Group’s revenue continued to increase.

As one of the major developments in the Group’s online-to-offline
(“0207”) solution, store pick-up service was officially launched in 2017
at selected stores for online orders. This new service, enabled by the
warehouse sharing programme, not only helped support online sales
and strengthened the inventory management for the Group as a whole,
but also encouraged repeat purchases at the offline stores. In addition
to the facelift of its virtual stores to align them with the new brand
images, the Group also made great efforts to improve the customers’
online shopping experience, such as enhancement of the products’
visual display and description, product search, customer service and
after-sale service. On the marketing front, the Group was more active in
collaborating with fashion bloggers and influencers, and in social media
to interact with potential customers.

FINANCIAL REVIEW

Analysis of Results by Business Segment

For the year ended 31 December 2017, the turnover of the Group was
HK$5,211.0 million (2016: HK$6,501.7 million), a decrease of 19.9%
compared to last year. The business performance of individual segments
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is summarised as follows: ﬁﬂ—F :
Core Brands Other Brands Manufacturing
Business Business Business
AN E S At it 3 7 W
2017 2016 2017 2016 2017 2016
(HK$’ million 7 # ¥ 0) —E bR AN S v o —ANE ZR L R
Revenue from external customers ¥ /M& P U4 44774 5,691.5 733.5 808.8 = 14
Inter-segment revenue 73 H [ W 225.8 2445 - 42 199.2 206.4
Total segment revenue I3 F e 4 AL 4,703.2 5,936.0 733.5 813.0 199.2 207.8
Segment gross profit B 2,314.9 2,808.2 426.8 480.1 11.6 11.9
Segment gross margin P EERilES 49.2% 473% 58.2% 59.0% 5.8% 5.7%
Segment operating (loss)/profit b (ks8) /BA (667.6) (744.1) (7.1) 78 (0.1) (12.3)
Segment operating margin s %& FES -14.2% -12.5% -1.0% 1.0% -0.1% -5.9%
During the year ended 31 December 2017, total segment revenue of #E T —LHF T+ H ZF—HIEFE > ZOMHE
the Core Brands Business decreased by 20.8% to HK$4,703.2 million 433Uk 45 4848 th < £ #95,936.0 F B ¥ 70 17020.8%

from HK$5,936.0 million in last year. It is mainly due to the closure of
stores and decline in the same-store sales. Its gross margin improved
from 47.3% to 49.2% as a result of product mix and less clearance of old
stocks. The segment recorded an operating loss of HK$667.6 million
compared to that of HK$744.1 million in last year.
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On the other hand, the total segment revenue of Other Brands Business
decreased slightly by 9.8% to HK$733.5 million (2016: HK$813.0
million) which is also attributable to the closure of stores during the year
while the e-commerce business’s turnover remained at the similar level
as last year. However, the segment recorded an operating loss of HK$7.1
million compared to that of a profit of HK$7.8 million last year.

Other Income

Other income decreased by HK$33.5 million from HK$76.7 million in
last year to HK$43.2 million for the year ended 31 December 2017. The
drop in other income is mainly because there was no income derived
from “Lady Bees” television programme this year.

Operating Expenses

Overall, the Group’s operating expenses (including other losses —
net, selling & distribution and general & administrative expenses)
decreased by HK$722.7 million or 17.2% to HK$3,485.1 million from
HK$4,207.8 million in last year. The drop in operating expenses was
generally in line with sales decrease and led mainly by rental cost,
depreciation charges and promotional and marketing expenses.

Operating Loss

As a result of the above, the Group incurred an operating loss of
HK$688.8 million in 2017, narrowed by HK$130.7 million or 15.9% as
compared to HK$819.5 million in last year.

Income Tax Expense

The Group’s income tax expense for the year was HK$44.1 million
(2016: HK$9.4 million). This is mainly attributable to derecognition of
deferred income tax assets for certain timing differences and tax losses.

Loss Attributable to Shareholders

For the year ended 31 December 2017, the Group’s loss attributable to
shareholders also dropped by 10.4% to HK$734.2 million compared to
that of HK$819.1 million in last year. Basic loss per share was HK44.5
cents (2016: HK49.7 cents).

Inventories

As at 31 December 2017, the Group’s inventories decreased by
HK$167.6 million from HK$1,414.5 million to HK$1,246.9 million.
Average inventory turnover was 198 days, 3 days less than last year.
Included in the inventories, the balance of provision for slow-moving
and obsolete items was HK$537.9 million as at 31 December 2017
(2016: HK$527.0 million).

Trade Receivables

The amount of trade receivables as at 31 December 2017 decreased by
HK$26.8 million, or 12.9%, to HK$181.3 million compared to that of
HK$208.1 million in 2016. Average debtors turnover remained stable at
around 14 days (2016: 13 days).

Trade Payables

As at 31 December 2017, the Group’s trade payables decreased by
HK$225.7 million, or 28.0%, to HK$581.3 million (including those
transferred to disposal group classified as held-for-sale) (2016:
HK$807.0 million) and the average creditors turnover decreased by 9
days to 121 days (2016: 130 days).
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Liquidity and Financial Resources

As at 31 December 2017, the Group had cash and bank balances,
comprising cash and cash equivalents (including those transferred to
disposal group classified as held-for-sale), bank deposit with maturity
over three months and pledged bank deposits, amounting to HK$486.3
million (2016: HK$989.5 million), which were denominated mainly in
Renminbi.

As at 31 December 2017, the Group’s short-term bank loan was
HK$156.3 million (2016: HK$296.7 million) and therefore the Group’s
net cash amounted to HK$330.0 million (2016: HK$692.8 million). The
bank loan was denominated in USD and at floating rates during the year.
The Group did not hedge its exposure to interest rate risks via interest
rate swap.

The net decrease in cash and bank balances of HK$503.2 million (2016:
HK$86.1 million) during the year is analysed as follows:
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For the year ended 31 December
BET-H=1+—"HILHEE

2017 2016
“E L TE N
HKS$’ million HK$’ million
AT 7 AT
Net cash (used in)/generated from operating KOETEE (T AN
activities Bl (304.8) 3274
Capital expenditure BB S (123.6) (110.9)
Proceeds from disposal of property, B YZE -~ RS TRk A
plant and equipment EEE ¢ 3.8 7.3
Proceeds from disposal of subsidiaries HEE B JE N ED I A FOE 22.5 —
Net interest received T FLE A 12.4 9.8
Net bank loans repaid TFERAT R E 2 (140.4) (324.1)
Effect of exchange rate changes and others AR 5, 45 258 53 ) 2 5 BE RN HCAth 26.9 4.4
(503.2) (86.1)

For the year ended 31 December 2017, the Group’s interest expenses on
bank loans amounted to HK$6.0 million compared to last year’s HK$6.5
million. The Group’s interest income was HK$22.4 million (2016:
HK$16.3 million).

As at 31 December 2017, the Group was granted banking facilities
amounting to HK$163.0 million (2016: HK$320.5 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 (2016: net cash) position. Current ratio
was 2.5 times as at 31 December 2017 (2016: 2.4 times). The board
of directors is of the opinion that the Group has sufficient financial
resources to meet its obligation as and when they fall due over the next
twelve months.
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Foreign Exchange Risk Management

The Group manages its foreign exchange risk by performing regular
reviews of the Group’s net foreign exchange exposures and the Group
may use forward foreign exchange contracts when major fluctuation
in the relevant foreign currency is anticipated. During each of the two
years ended 31 December 2017, the Group entered into forward foreign
exchange contracts to hedge the foreign exchange risk exposure on bank
loans denominated in USD. As at 31 December 2017, there were no
outstanding forward foreign exchange contracts.

Pledge of Assets

As at 31 December 2017, the Group’s pledged bank deposits amounting
to HK$181.4 million (2016: Nil) were pledged for utilising certain
banking facilities.

Capital Expenditure

During the year, the Group incurred capital expenditure of HK$123.6
million (2016: HK$110.9 million) mainly for retail network expansion
and renovation.

Contingent Liabilities
As at 31 December 2017 and 2016, the Group had no significant
contingent liabilities.

Human Resources

As at 31 December 2017, the Group had a workforce of about 13,000
(2016: 15,000) 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$833.2 million (2016: HK$889.4 million). The
decrease of HK$56.2 million or 6.3% 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.

AWARDS

The Group received a number of accolades in 2017 that reflected
its efforts in the improvement of branding, products and corporate
governance. Daphne topped the “China Net Promoter Score” in 2017
by Chnbrand in women’s footwear category. The annual survey
interviewed over 18,900 consumers across 35 cities in China on their
willingness to recommend branded products they had used to their
friends. The net promoter score examined word-of-mouth reputation and
customer loyalty of over 5,600 consumer brands.
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Daphne also retained its number one position in the “China Brand Power
Index 2017” (women’s shoes category) by Chnbrand for the seventh
consecutive year. It also won the “Golden Award” by Chnbrand because
of its top ranking in the same survey for more than five years in a row.
These awards reflected the strong awareness of the Daphne brand in
Mainland China. By interviewing 15,885 consumers in 35 cities across
the country, the survey examined brand awareness and customer loyalty
and classified the findings by industry and type of products.

In Chnbrand’s “China Customer Satisfaction Index 2017” (women’s
shoes category), Shoebox topped the ranking for two consecutive years,
and Daphne ranked the third this year. The survey polled consumers’
level of satisfaction of a product upon consumption by way of individual
face-to-face interviews. Its sample size was 919,000 people across 35
cities.

Chnbrand is a research institution funded by the Chinese Government’s
Ministry of Industry and Information Technology, and is reputed to be
one of the most credible brand rating organisations in China.

Besides, the Group was nominated for the Best IR Company (Small
Cap category) in the Investor Relations Awards 2017 organised by the
Hong Kong Investor Relations Association in recognition of its efforts
to ensure good corporate governance and investor relations.

OUTLOOK

China’s economy is expected to continue with its moderate and stable
growth in 2018 riding on steady increase in domestic consumption
and external demand. Nonetheless, with uncertainties from monetary
tightening and emerging trade protectionism around the globe, as well
as the cycle of interest rate hikes in the United States, China’s economic
growth could be hampered. The potentially high volatility in the
financial market could also dampen consumer sentiment and confidence
in China.

The relentless rise of online shopping fuelled by aggressive e-tailers
will continue to pose huge pressure on the operation of brick-and-
mortar retailers in China, in particular fashion retailers. The increasing
popularity of outbound travel among local residents coupled with the
recent strength of Renminbi could affect local consumption. Price
competition driven by local peers in the women’s footwear sector
further aggravates the difficulties the Group faces.

Nevertheless, the recent 19th National People’s Congress in China
has ensured leadership stability and policy clarity for the next five
years, which are expected to further improve business prospect and
strengthen consumer confidence. In addition, consumers are becoming
more sophisticated with an increasing emphasis on quality and style.
The Group is well-positioned to seize business opportunities presented
by the above favourable market factors, leveraging its business
transformation to achieve brand differentiation, elevate sales efficiency
and attain sustainable growth.
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MANAGEMENT DISCUSSION AND ANALYSIS
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The Group is making every endeavour in implementing its plan for
business transformation which features a wide spectrum of the Group’s
operation. Since the beginning of the Group’s roll-out of its key
initiatives in early 2017, it takes time to prepare for full implementation
of the plan with most of the hard work from the implementation process
starting to reflect at customer touch points until the third and fourth
quarter of 2017. With prudent estimation of the complexity of such
an extensive business transformation involving internal restructuring
and re-engineering, phase-in and phase-out of new and old systems
and practices, tremendous external and internal co-ordination and
communication, the Group understands that it takes time to roll out
the measures across a vast country and to yield results. Some key
initiatives are implemented by phases to tackle the complexity. Along
the implementation process, the Group will closely monitor and respond
to the changing consumer preferences and the evolving market situation
by doing necessary modification to its new measures. It will also analyse
sales data and customer responses from the initial runs of new measures,
so that it can fine-tune and amend the measures to optimise effects.
Although most of its measures are progressing as planned, and the same-
store sales performance for the first-quarter-to-date of 2018 on a year-
on-year basis was comparable to that of the previous quarter, the Group
is well aware that there are still a lot to be done.

The Group is poised to roll-out Daphne’s new-image stores steadily
in 2018 upon the completion of necessary modification for the store
building and renovation plan. It will also continue with the adjustment
in its channel mix to complement the new brand images. The Group’s
product design team and brand management team will analyse sales data
and customer feedback from the autumn and winter 2017 collection and
incorporate adequate changes in product design and portfolio, product
quality, product ordering and allocation to enhance its future product
collections. The Group has also planned to make further adaptations of
its supply chain to the overall product upgrade. While a new batch of
crossover products with “Opening Ceremony” brand for the upcoming
spring and summer seasons is about to be launched, the Group is
working on the next major crossover project for its autumn and winter
collection in 2018. To make its CRM programme more appealing and
engaging, the Group will enrich its loyalty programme and improve the
recruitment mechanism of new members.

The Group’s e-commerce business will continue the pursuit of “020”
business by strengthening interaction between online and offline, and
improve the related efficiency. For example, the Group will extend the
coverage of its shop-pick-up service in its store network. It also has
plans in the pipeline to expand its online sales distribution network.
In addition to bringing a wider range of exclusive products to its
online product offerings, the Group will see improving customers’
online shopping experience as an ongoing measure. In view of the fast
evolution of the online retail market in China, the Group’s e-commerce
team has dedicated its efforts to closely monitor market dynamics and
will plan to take adequate actions to maintain and expand its online
market presence.

The Group is confident that the business transformation plan is leading it
towards the growth path, albeit that its benefits may take time to realise.
It may require some patience for the interlocking measures to settle in
and synchronise to give the full effect. Nevertheless, the management
is dedicated to ensuring effective execution of the transformation
initiatives and resolving challenges during the process. With its stable
financial position, the Group will be able to continue with its value
creation for shareholders and strive for sustainable growth.
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BIOGRAPHIES OF DIRECTORS AND SENIOR MANAGEMENT
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EXECUTIVE DIRECTORS

Mr. CHANG Chih-Kai, aged 37, has been an executive director of the
Company since November 2004. He was appointed as the Chairman
of the board of the directors in May 2017 and as the Chief Executive
Officer (“CEO”) in April 2016. Mr. Chang is responsible for strategic
planning and overall management of the Group. He has joined the
Group since 2003 and accumulated 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, 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 35, 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, the
Chairman and an executive director, a cousin of Mr. Chen Ying-Chieh,
a non-executive director, and Mr. Chen Tommy Yi-Hsun, an executive
director.

Mr. CHEN Tommy Yi-Hsun, aged 36, has been an executive director
of the Company since December 2011 and is currently 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. Chang Chih-
Kai, the CEO, the Chairman and an executive director, Mr. Chen
Ying-Chieh, a non-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 48, is 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
in Taiwan. Mr. Chen is a cousin of Mr. Chang Chih-Kai, the CEO, the
Chairman and an executive director, Mr. Chang Chih-Chiao and Mr.
Chen Tommy Yi-Hsun, both executive directors of the Company.
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INDEPENDENT NON-EXECUTIVE
DIRECTORS

Mr. HUANG Shun-Tsai, aged 64, 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 67, 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 67, has been an independent non-
executive director of the Company since September 2011. Mr.
Lee is currently the managing director of T Plus Capital Limited
which engages in the provision of strategic, financial and business
development advisory services in China. Mr. Lee is an independent
non-executive director of East West Bank (China) Limited (a wholly-
owned China subsidiary of NASDAQ-listed East West Bancorp, Inc.),
ENM Holdings Limited (listed on The Stock Exchange of Hong Kong
Limited, stock code 128) and COFCO Meat Holdings Limited (listed
on The Stock Exchange of Hong Kong Limited, stock code 1610). 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 Jerry Che-Li, aged 50, 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 Jonathan Wen-Che, aged 58, joined the Group in March
2012 and is now the Chief Operating Officer. He is responsible for the
brand management, 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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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.

20

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 2017, 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.

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 2017.

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.

Daphne International Holdings Limited
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C. THE BOARD OF DIRECTORS

(i)

Board Composition

The Board and board committees during the year and up to

C. 539§
() FEFEAHMR

FENREEARE AN EEGRERG

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/EFEAETRHANA B EEHELZ 1 HFRZEE  HHZEE  HMZAG
Executive directors # {7 #%F
Mr. Chang Chih-Kai (Chairman & CEO) 22 November 2004 M M
RE G (L THAH) “EENE+—-AZFZH
Mr. Chang Chih-Chiao 12 June 2009
fEEEE “EENERATZH
Mr. Chen Tommy Yi-Hsun 31 December 2011
BRtn B ek “F-—FtZA=t—H
Non-executive director ¥ 17HF
Mr. Chen Ying-Chieh 21 May 1996 M M
BREAN L —NAEEAZ+—H
Independent non-executive directors %7 £ # f1 # %
Mr. Huang Shun-Tsai 31 July 2001 M C M
RS “EF-HFLA=1—H
Mr. Kuo Jung-Cheng 31 July 2001 M M C
WAL “EE-HFLA=1—H
Mr. Lee Ted Tak Tai 1 September 2011 C M M
e “F-—FRA—H

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

*  With effect from 17 May 2017, Mr. Chen Ying-Chieh
has resigned as the Chairman of the Board and Mr.
Chang Chih-Kai has been appointed as the Chairman
of the Board and a member of the Remuneration
Committee.

The executive directors draw on a rich and diverse experience
from the footwear distribution business while the non-
executive directors (including 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 non-executive directors (including
independent non-executive directors) contribute to the
effective direction of the Company and to safeguard the
interests of the Company and its shareholders.

REOOE UE B OBR v R AR A

i C-EFGH T ZRAELN
M- #F &R T A

o BFR-LELA LR BEAR
SEE D RHMT HE S a EW A > R
DUC R E R G W NH %
BEWA -

YT F A S KRz W O B
Relg > MEATHE S (RIS E AT E
=) FILE A A BR B AR S BT R
ERFNTES (WFHBILIERITES) E
AT 2 LT o k> AR W B
| 4 1y 5 55 IR 9% 466 2 B 5 | A ) X M
WIEEREGE T 2R B > AR A
VE AT 20CHE MR DA B M AR 8 ) S LR
GE

MR 2017 21



CORPORATE GOVERNANCE REPORT
e S PEE & e |

22

(ii)

During the year ended 31 December 2017, 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 conflicts 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.

Appointments, 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.

Daphne International Holdings Limited
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(v)

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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(vi)

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 non-executive directors
(including 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 2017, all directors
of the Company had either attended the training sessions
arranged by the Company or participated in seminars, reading
materials relating to roles and responsibilities of directors,
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.
Chang Chih-Kai, who acted as the Chief Executive Officer
of the Company, has also appointed as the Chairman of the
Board with effect from 17 May 2017. This was in deviation
from code provision A.2.1.
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(ix)

The Board is of the opinion that vesting the roles of both
Chairman and CEO in Mr. Chang Chih-Kai has the benefit
of ensuring consistent leadership within the Group thus
enabling more effective and efficient strategic planning for
the Group. The Board also believes that the balance of power
and authority will not be compromised and is adequately
ensured by the existing Board which comprises experienced
and competent individuals with more than one-third of the
Board being independent non-executive directors.

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
(Chairman)

Mr. Huang Shun-Tsai

Mr. Kuo Jung-Cheng

Independent non-executive director

Independent non-executive director
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 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.
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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

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 sets 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
reviews the Policy from time to time to ensure its continued
effectiveness.

During the financial year, one Nomination Committee
meetings was held. The Nomination Committee reviewed
the structure, size and diversity of the Board, considered the
independence of independent non-executive directors and
recommended the re-election 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. Chang Chih-Kai

Mr. Chen Ying-Chieh

Mr. Huang Shun-Tsai ~ Independent non-executive director

Executive director
Non-executive director

Mr. Lee Ted Tak Tai Independent non-executive director
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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.

During the financial year, three Remuneration Committee
meetings were held and the remuneration packages of
executive directors, non-executive directors (including
independent non-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 and the chief executive officer of the
Company and senior management of the Group by band
during the year are set out in Notes 37 and 13 to the financial
statements, respectively.

Meeting Attendance of Board and Board Committee
Members

The attendance record of each director at the board meetings,
board committee meetings and annual general meeting
(“AGM”) of the Company held during the year ended 31

(x)
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December 2017 is set out in the table below: S LR ek S AN T
Number of meetings attended/Number of meetings held
E TV Vg Thach e
Audit Nomination Remuneration

Board Committee Committee Committee AGM

HHe  HEHRZEG HAZHEE  HMZHE RAEERE
Executive directors HiTEH
Mr. Chang Chih-Kai R HLIEE 4/4 N/A 1/1 212 1/1
Mr. Chang Chih-Chiao REE L 4/4 N/A N/A N/A 1/1
Mr. Chen Tommy Yi-Hsun  BRAA 8 ek 4/4 N/A N/A N/A 1/1
Non-executive director HHfTEFH
Mr. Chen Ying-Chich BN S 4/4 N/A 1/1 33 0/1
Independent non-executive B FHTHEE

directors
Mr. Huang Shun-Tsai NI e A 3/4 33 1/1 3/3 0/1
Mr. Kuo Jung-Cheng IR E 4/4 33 1/1 3/3 1/1
Mr. Lee Ted Tak Tai ZERLE 4/4 33 1/1 313 11
* Mr. Chang Chih-Kai was appointed as a member of the * TR P A N AR T M2 A S
Remuneration Committee in May 2017. ZEUWRE -
oW B OB R AR A R 2017 27
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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.

ACCOUNTABILITY AND AUDIT

(i) 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.

(ii) Remuneration of Independent Auditors

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 43 to 48

of this annual report.

The remuneration paid/payable to PricewaterhouseCoopers
for the provision of audit and non-audit services for the
year ended 31 December 2017 was HK$3,600,000 (2016:
HK$3,941,000) and HK$315,000 (2016: Nil) respectively.

The Audit Committee is responsible for making
recommendations to the Board as to the appointment, re-
appointment 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.
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(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.

The Group has an internal audit function 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 and Mr. Chen Ying-Chieh, a non-executive
director, were unable to attend the annual general meeting of
the Company held on 24 May 2017 due to their unavoidable
business engagements. This was in deviation from code
provision A.6.7.
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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

A ) A A T B R R AR A 2 i
BRAR o 3 15 8 SN A R BB A 4
B Lo i BE BRI AR AR
B B o

informed of the Group’s development.

(i) B _F - LESHRZEEE TS

(ii) Investor Conferences and Roadshows Attended in

2017 G By

Date Event Location

H i B) b
March 2017 Post-results Roadshow Hong Kong
e e | O SRR 2 B i
May 2017 HSBC China Conference 2017 Shenzhen
—E—LERA HE #2017 H B el
August 2017 Post-results Roadshow Hong Kong
VA O3 A SRR 2 B 1 i
September 2017 Goldman Sachs China Conference 2017 Shenzhen
SR —-LEILA 19 BE2017 H 8 45 i S el

(iii) FE XM
AE A B AL A5 EE AR K A K 40 HIJSif7 41 52 1 o

(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

H. B 5CHE A
() A PR BB R OK & B B R OR & 1R

30

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.

Daphne International Holdings Limited
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AEE R
(ii) Putting Forward Enquiries to the Board (ii) I #EE R AW
Shareholders may send their enquiries and concerns to JBE TR AT A Al ) A S m) R E R AR M A
the Board by addressing them to the Investor Relations G BE - R MEERE I EEe
Department of the Company by letter, telephone, fax or B B TR o T A R R R T A AR R
email. Details of the contact information are set out on page 3 HI3H o

of this annual report.

On behalf of the Board RFE SR

Chang Chih-Kai TR FET A

Chairman & Chief Executive Officer LR

Hong Kong, 28 March 2018 s —F - NF=H=+/\H

WA R B RN AR 4 207 31
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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 2017.

Principal activities

The Company is an investment holding company. The activities of its
principal subsidiaries are set out in Note 39 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 2017
are provided in the Chairman’s Statement, 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 2017 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 49 to 124.

Dividends
The board of directors did not recommend the payment of a dividend in
respect of the year ended 31 December 2017.

Charitable donations
Donations made for charitable purposes by the Group during the year
amounted to HK$2,946,000 (2016: HK$415,000).

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 14, 15 and 16 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 29 to the financial statements.

Distributable reserves

As at 31 December 2017, the distributable reserves of the Company
amounted to HK$722,885,000 (2016: HK$779,542,000). Movements in
the reserves of the Group and of the Company during the year are set out
in Notes 31 and 38 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.

32 Daphne International Holdings Limited

HHREMEEHE F-LF+ A=+ —HILFE
Z Wy R ALY T B FCR S A m) (A [ A SR D)
2 REFE R IR -

BREH

AR FE BB A - R A 2%
5 S B 5 R B R 39 o A S R o B OK B e
R OB R U i B R 3

S % o] A
BWE-F-LHFE+_H=1T—"HILFE  FEHZ
SEHs [ A ) P A AR R TR R A B e B
I3 Hr LA e Al SRR O

43 ¥ & B

A B [ 4% W] R A R B 43 2 3 B A R B R
B 585 o

B3

AEEMBE T —-LF+ A= —HIEFEZE

B DLRAR S B M AR A R % H 2 S R DL 2R
A9F 124 H Z F S IR 3 o

it 18,
EREgARHEMEE %
RIS

tHEFZA=+t—HI

BEBX
AL AR AR 28 35 R 2 8 3052,946,0009 90 (—
F—N4E 1 415,00085C) ©

05 R RE - Y3k > WD Bl VA R

P& Yk

AAE ) 2 T HE - W3 S R DL R BB
W 2 SRR o0 PO A B R B R 14 - 15816

Jie A
AN R IR T A 1 2 538 B A ST A 5 R B 29

CIR:

WoZF -t H= + H AN A LA IR 2

ﬁ%ﬁ%%%722885000d§7c — 754 779,542,000
$%@&$“1M$Wz%ﬁ&%#%ﬁ%ﬁ

%%%ﬁ%%in&%o

1 o i O HE

AN R 2 AL R A ) ST A T T M Ak S
T 1] 2 05 2 A1) 7 S R ) 4 5T B A o

Annual Report 2017



REPORT OF THE DIRECTORS
EHEE %[i W

Equity-linked agreements

Other than the Company’s share option schemes as disclosed in the
section “Share option scheme”, 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
(Chairman and Chief Executive Olfficer)
Mr. Chang Chih-Chiao
Mr. Chen Tommy Yi-Hsun

(appointed as Chairman
on 17 May 2017)

Non-executive director
Mr. Chen Ying-Chieh (resigned as Chairman

on 17 May 2017)

Independent non-executive directors
Mr. Huang Shun-Tsai

Mr. Kuo Jung-Cheng

Mr. Lee Ted Tak Tai

In accordance with Article 99 of the Company’s Articles of Association,
Mr. Chang Chih-Kai, Mr. Chang Chih-Chiao and Mr. Lee Ted Tak
Tai 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 Rules Governing the Listing
of Securities (the “Listing Rules”) on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) 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
2017.

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.

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.
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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 2017, 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 pursuant to the Model Code
for Securities Transactions by Directors of Listed Issuers as set out in
Appendix 10 to the Listing Rules were as follows:

Long positions in shares and underlying shares of the Company:

AN TR T S A0 A 7 238 AT o A e
ARy BRI SN AL A — 4 A R R el A R A1)
T RAR AR RS 2 R S A -

HERNRY - KRG HZ AR

AR ) 2 W DR 2 ) AR A A R AR A 0P AR AT
Al B ] AT 57 BLAC AR F SE S AT B > A Rl g K
I 2 N G T e ] e A R R A 2 R AL
G~ PR EH) -

ER W ET TN YN-FL ¥
REF—LFETFZH=1+—H > AL FAREHES
B Aol (138 o RS B el 1) 53520 < BUE A7 B
2R MRl gk > AR A E R L EEITHABR
Aoy B B CH AR G 28 LA R MO B R B SEX Y
#R) 2 B Ay B AR e A vh 2 WA SR > AR LTl
R B Bk 1 [ 8647 NS S0 AT @ 27 50 5y AR HE
SR A F) BT A i 2 B AR SR AN

AR 2 BB B A B e Ay 2 P

Number of Approximate

Number of underlying Total % of total

Name of directors Capacity shares held shares interests issued shares

e HH B MG T AT

HE LW g4 J& 1y % H Ji& 1y % H HES A BT

Mr. Chang Chih-Kai Personal interest - 6,000,000 6,000,000 0.36
g A Bl AE A4 [EPNG = (Note 1)
(P 5E—)

Mr. Chang Chih-Chiao Personal interest - 3,000,000 3,000,000 0.18
e B & e A [EPNG £ (Note 1)
(P 5E—)

Mr. Chen Tommy Yi-Hsun Interest of controlled 176,508,895 3,000,000 179,508,895 10.88
B 1 B S A= corporation and personal (Note 2) (Note 1)
interest (B 5E =) (Bt 52 —)

Z VRN T 2 HME A B HE 57

Mr. Chen Ying-Chieh Interest of controlled 147,740,920 14,000,000 161,740,920 9.81
B 5 78 S A corporation and personal (Note 3) (Note 1)
interest (B EE =) (FfFsE—)

SR ) 2 ME g B AR N HE 4
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Notes:

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

2. Mr. Chen Tommy Yi-Hsun has beneficial interest 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 Tommy Yi-Hsun holds one-half
of the equity interest. He also has personal interest in 1,600,000 shares of the
Company.

3. Mr. Chen Ying-Chieh has beneficial interest 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 interest.

Save as disclosed above and the “Share option scheme” section, as at
31 December 2017, 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
2017, 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
disclosed above in respect of the directors and chief executive.

Long positions in shares and underlying shares of the Company:

B g ¥

AN FAR B IR T B R ) S X VR 533600 2 K
SE A B2 EERAE MR - ik = F—L4F
ToA=ZtT—H s AN CEAG T 5 IR
fi SRS (BIAG AL 7 B 8347 BARS % LA b)) o B4
R i N0 N ELAE DL B BT R A B S N AT R

Z M4 o

T AR 2 RS B AR B e Ay 2 TP

Approximate

Total % of total

Name of shareholders Capacity interests issued shares

#fC g

i 5 44 Hl 5 4 HE 25 485 JB 4y A 43 b

Lucky Earn International Limited Beneficial interests 400,719,995 (Note 1) 24.30
H 1 HE 45 (B aE—)

Top Glory Assets Limited Beneficial interests 174,908,895 (Note 2) 10.61
1 HE 4 (B aE =)

Ms. Chen Jennifer Yi-Chen Interests of controlled corporation 174,908,895 (Note 2) 10.61
Bl B 2+ CRCYNCIP £ (B aE =)

Mr. Chen Tommy Yi-Hsun Interests of controlled corporation 179,508,895 (Note 2) 10.88
B 1 B Se A and personal interest (e —)

AN E 2 HE g B R A HE 4R

Pushkin Holding Limited Beneficial interests 147,740,920 (Note 3) 8.96
H 1 HE 4 (B aE=)

Mr. Chen Ying-Che Interests of controlled corporation 147,740,920 (Note 3) 8.96
PR SEE CRCYNGIP £ (B aE=)

Mr. Chen Ying-Tien Interests of controlled corporation 147,740,920 (Note 3) 8.96
Pk B i S A CRCYNCIP £ (B aE=)

Mr. Chen Ying-Chieh Interests of controlled corporation 161,740,920 (Note 3) 9.81
B L 7 S A and personal interest (Fft 5k =)

AN E) 2 HE g B R N HE 4R
Wellington Management Group LLP  Investment manager 147,201,010 8.93

g e
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Notes:

1. Mr. Chang Chih-Kai, the Chairman of the board of directors, 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, 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 2017, 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 option in respect of all
or some of the shares the subject of the 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

(c) 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, 28,350,000 (2016: Nil) and 300,000 (2016: Nil) share

options were granted and lapsed respectively but no share options
(2016: Nil) were cancelled or exercised.
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Details of movements of the share options granted under the share

ORS

A AR P R AT 2 R R S R

option scheme during the year were as follows: T~
Exercise  Outstanding at Granted Lapsed  Outstanding at
price per 1 January during during 31 December
Grantees Date of grant share 2017 the year the year 2017 Exercisable period
REZ—tE RE%—LE
~A—H +oAZ R
RBEA RUAKH  BREHEH AT 1 LR AR LIPS W AT 1 fr i M
(yyyy/mm/dd) HK$ (Note 11) (yyyy/mm/dd)
(£/R,/H) i (WHE+—) (%/H/H)
(i) Executive directors H 17T # %
Mr. Chang Chih-Kai 2017/01/25 0.70 - 6,000,000 - 6,000,000  2017/01/25-2027/01/24
REG L (Note 1) (fffiE—)
Mr. Chang Chih-Chiao 2017/01/25 0.70 - 3,000,000 - 3,000,000  2017/01/25-2027/01/24
REELE (Note 1) (Pt —)
Mr. Chen Tommy Yi-Hsun 2017/01/25 0.70 - 3,000,000 - 3,000,000  2017/01/25-2027/01/24
Bt B e (Note 1) (fff zE—)
(i) Non-executive director F# H 1T #H#
Mr. Chen Ying-Chieh 2010/01/27 6.19 12,000,000 - - 12,000,000  2011/01/27-2020/01/26
BREAEA (Note 2) (Hff§E =)
2014/01/21 4.50 2,000,000 - - 2,000,000  2016/01/21-2024/01/20
(Note 3) (7t =)
(iii) Consultants f# /]
In aggregate 2010/01/27 6.19 8,400,000 - - 8,400,000 2011/01/27-2020/01/26
At (Note 4) (it zE/4)
In aggregate 2014/01/21 450 1,000,000 - - 1,000,000  2015/01/21-2024/01/20
e (Note 5) (7% 1)
(iv) Employees 5
In aggregate 2010/01/27 6.19 4,995,000 - (300,000) 4,695,000 2011/01/27-2020/01/26
At (Note 6) (it 7<)
In aggregate 2010/07/22 7.61 300,000 - - 300,000 2011/04/01-2020/07/21
e (Note 7) (P £)
In aggregate 2012/01/11 827 700,000 - - 700,000 2013/01/11-2022/01/10
At (Note 8) (M7 /L)
In aggregate 2012/03/20 10.132 2,600,000 - - 2,600,000  2013/03/20-2022/03/19
At (Note 6) (fit7E73)
In aggregate 2014/01/21 450 1,820,000 - - 1,820,000  2016/01/21-2024/01/20
a3 (Note 3) (k=)
In aggregate 2014/01/21 4.50 340,000 - - 340,000 2017/01/21-2024/01/20
&t (Note 9) (7 7L)
In aggregate 2017/01725 0.70 - 15,000,000 - 15,000,000 2017/01/25-2027/01/24
AHf (Note 1) (Fif3F—)
In aggregate 2017/01/25 0.70 - 750,000 - 750,000 2018/01/25-2027/01/24
s (Note 8) (FffE /)
In aggregate 2017/01/25 0.70 - 600,000 - 600,000  2017/01/25-2027/01/24
A3 (Note 10) (¥ 7E 1)
34,155,000 28,350,000 (300,000) 62,205,000
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Notes:
1. The share options shall vest one-third each year from the date of grant.

2. 15% of the total of 16,000,000 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.

3. 100% of the share options shall vest after two years from the date of grant.

4. 15% of the total of 12,000,000 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.

5. 100% of the share options shall vest after one year from the date of grant.

6. 20% of the share options shall vest on each of the five anniversary dates of the
date of grant.

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

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

9. 100% of the share options shall vest after three years from the date of grant.
10.  100% of the share options shall vest on the date of grant.

11.  The closing price per share immediately before the date of grant was HK$0.68.

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
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, 140,000 (2016: 410,000) SARs were lapsed and no
SARs (2016: Nil) were granted, cancelled or exercised under the SAR
Plan.

Details of the movements in the SARs granted under the SAR Plan
during the year were as follows:

Je A7y 30 (L HE T 30 > FBCOd I (L ME 2 AT (R i e
i AE e AR T o e

(a)  JRO AP H OB AL W 28 o A H 3B 3R TR 2 Ik
i

(b) e fr e AT H AT U 2E H AR B S T
H R R PR 2 Pl 8 5 &

(c) MEHymifE -

RRYE B0 38 (EHE 8 1T 2 M0 30 (M oy 352 2
AEF AR B AR R A SO0 e AR BT A G R
A7 8 22 J5e 073 348 (B HESHE 1 58 R

RRABAZ e > 1 AR AT B 2 i 96 (B R LA 5 Pl 4R
HH R R — AR R I o KA R 2 45 104.50
WL £6.19% T -

R > 140,000 (F N4 410,000) 43 B 43 48 (H
HE IR > {EL S0 8 R 4 494 D R R 5% M 4 448 E - 1) 42
o GRS EAT R o

P L 5 0 12 0 0 2 5
B AT

Outstanding at Outstanding at
1 January Lapsed during 31 December
Grantees 2017 the year 2017
/A Sl o h_F— LA
—H—H +-HA=+—H
RBEN i A A7 AR R i A A7 8

(i) Executive directors: HAITESH :
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 W46 ) 5 A= 2,000,000 - 2,000,000

(ii) Employees: 5 -
In aggregate Gl 6,130,000 (140,000) 5,990,000
18,330,000 (140,000) 18,190,000
Management contracts BHEH

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year.
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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 23% and 64 %,
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.

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 2017 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

Chang Chih-Kai
Chairman

Hong Kong, 28 March 2018
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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 49 to 124, which comprise:

. the consolidated balance sheet as at 31 December 2017;

. 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

D 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 2017, 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 2017, the Group held inventories of
HK$1,246,878,000, 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 realisation of sales plans and inventory
provisioning by comparing the 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.

. 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 32 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$275,739,000. 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 REPORT
¥ o7 19“ L Eﬂi it o

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. Yuen Kwok Kin Andrew.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 28 March 2018
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CONSOLIDATED INCOME STATEMENT

.-»‘H; (=] q&ﬁ%

FOR THE YEAR ENDED 31 DECEMBER 2017 # £ %

et AR

2017 2016
SF b CFoAE
Note HKS$’ 000 HK$°000
F 51 Tt TH T
Turnover e 5 5,210,995 6,501,677
Cost of sales BB AR (2,457,959) (3,190,004)
Gross profit T 2,753,036 3,311,673
Other income HoAlfe A 6 43,221 76,685
Other losses — net HoAth s 15 — 3 AR 7 (13,327) (59,544)
Selling and distribution expenses B8 I )8 BH 32 (3,159,322) (3,768,768)
General and administrative expenses — % S AT BB 3L (312,431) (379,534)
Operating loss K R 8 (688,823) (819,488)
Finance costs P 55 R AR 9 (6,042) (6,526)
Share of losses of associates and TEAG W AN w) A B A
joint ventures Z 17,18 (3,108) (2,160)
Loss before income tax W BT 45 B I s 18 (697,973) (828,174)
Income tax expense Ji 15 B B 52 10 (44,056) (9,363)
Loss for the year A A s R (742,029) (837,537)
Attributable to: PAR 455 e
Shareholders il (734,204) (819,127)
Non-controlling interests T 4 1) v W A (7,825) (18,410)
(742,029) (837,537)
Loss per share, basic and diluted (HK cents) % [l 3 75 2 #3848 (5 {1l1) 11 (44.5) (49.7)

The notes on pages 55 to 124 are an integral part of these consolidated

financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME _

moafsmiaEr |

FOR THE YEAR ENDED 31 DECEMBER 2017 #% % L4 + A=+ —H flds

2017 2016
- Sl i ZE N
HK$’000 HK$’000
Tt TH T
Loss for the year N R (742,029) (837,537)
Other comprehensive income/(loss) HoAth 2 ik 25, (B 48)
Items that may be reclassified subsequently ] & H 4% #3770 81 £ 18 45

to profit or loss: WIHE :

Currency translation differences [ifE 58, 75 %H 1,445 212

Revaluation of an available-for-sale AL AT

financial asset 4 & E 3,375 -
Item that will not be reclassified subsequently 7~ 1] JA HAZ 5 #7704 &2

to profit or loss: B IHEE -

Currency translation differences T 58, 2% %5 234,112 (280,152)
Total comprehensive loss for the year A TN 4 T i 1R AR AR (503,097) (1,117,477)
Attributable to: DL £ 07 EAG

Shareholders J& R (502,487) (1,092,092)

Non-controlling interests T 422 o) VW A (610) (25,385)

(503,097) (1,117,477)

The notes on pages 55 to 124 are an integral part of these consolidated 28557 124 E 2 Ml 5 23 A 45 5 I 5 i 3k 2 40 B 4y o

financial statements.
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CONSOLIDATED BALANCE SHEET

 EAEERAME

AS AT 31 DECEMBER 2017 JA =% — L4+ A =4—H

2017 2016
e S ot TE R
Note HK$’ 000 HK$°000
i 7 Ti#5x T T
Non-current assets I Ui Y
Land use rights & b A P RE 14 47,769 72,567
Property, plant and equipment VERN NS L] 15 859,290 902,112
Investment properties ika<g7ES 16 67,481 51,520
Interests in associates N /NI P 17 1,803 1,801
Interests in joint ventures A R 18 2,487 353
Available-for-sale financial asset AT B 4 A 3,698 -
Intangible assets Y& 19 20,741 20,641
Long-term rental deposits and prepayments R &4 & KA 3IE 85,590 91,385
Deferred income tax assets HESE P B A 32 270,136 329,216
1,358,995 1,469,595
Current assets )
Inventories ety 20 1,246,878 1,414,500
Trade receivables B G E iR 21 181,310 208,118
Other receivables, deposits and FoAth M R AR~ e T
prepayments T A 22 827,337 955,786
Derivative financial instruments fiiAE 4 T H — 15,662
Pledged bank deposits CE R ST A 23 181,403 -
Bank deposit with maturity over three months 472X 1 8 48 = {8 A 2 $R47 /73K 24 4,785 16,721
Cash and cash equivalents e RRE5EY 25 299,830 972,769
2,741,543 3,583,556
Assets of disposal group classified as YRR B REE B 2 B AL
held-for-sale 2GR 26 53,322 -
N S . 3,983,556
Current liabilities TiE A
Trade payables L5 BEAT IR 27 581,157 807,034
Other payables and accrued charges At AT 3 S IRE 22 ) 362,601 370,166
Current income tax liabilities R HA iy 15 8 & £ 4,511 16,478
Bank loans BRATHK 28 156,274 296,694
1,104,543 1,490,372
Liabilities of disposal group classified as SRR FEE R E 2 A
held-for-sale ZAfA 26 247 -
1,104,790 1,490,372
Net current assets LB E I 1,690,075 2,093,184
Total assets less current liabilities A0 L B 3,049,070 3,562,779
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CONSOLIDATED BALANCE SHEET
maeEaEE

AS AT 31 DECEMBER 2017 8 ~%F—t4+ - H =+ +-H

2017 2016
“E-bE CF AR
Note HK$’ 000 HK$°000
Bt E Ti#x T T
Equity attributable to shareholders B B E A HE 4
Share capital i A 29 164,914 164,914
Reserves it i 31 2,709,993 3,206,484
2,874,907 3,371,398
Non-controlling interests T 1 1 E 2 160,754 160,652
Total equity HAHE 55 3,035,661 3,532,050
Non-current liabilities I B A1
Deferred income tax liabilities O HEE Jr 73 B0 T B4 A 32 13,409 30,729
e s
Total equity and non-current liabilities HAME £ I I ) A 1 3,049,070 3,562,779
Approved by the board of directors on 28 March 2018 OHERGR -F—/FE=H T /VH M
CHANG CHIH-KAI CHEN TOMMY YI-HSUN
Director Director
#HHF HH

The notes on pages 55 to 124 are an integral part of these consolidated #5555 124 B 2 Bff 5 2 A &5 & AT ¥k 38 2 A0 LR ©
financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Rk " -

FOR THE YEAR ENDED 31 DECEMBER 2017 # % % —44F 1 = +—H (A

Attributable to shareholders

it 3K JE
Non-
Share controlling
capital Reserves interests Total
Fe el
it A% 4] HE £ At
Note HK$’000 HK$°000 HK$’000 HK$’000
5t T Tl Tl T
At 1 January 2016 R oFE—ARFE—H—H 164914 4,297,701 186,511 4,649,126
Loss for the year FE R E - (819,127) (18,410) (837,537)
Currency translation differences fEE 5 25 % - (272,965) (6,975) (279,940)
Total comprehensive loss 4 TH s 45 AR - (1,092,092) (25,385) (1,117,477
Dividends i B - - (474) (474)
Share option scheme: i PR HE b -

Value of grantee services R NIRRT EE 30 - 875 - 875
Total transactions with shareholders B 38 5 AR - 875 (474) 401
At 31 December 2016 RE-F-AEFZHA=+—H 164914 3,206,484 160,652 3,532,050
Loss for the year N R - (734,204) (7,825) (742,029)
Revaluation of an available-for-sale ER -

financial asset BMEE - 3,375 - 3,375
Currency translation differences E 51, 2 4 - 228,342 7,215 235,557
Total comprehensive loss 21 TH AR - (502,487) (610) (503,097)
Capital injection by a FeHE il

non-controlling interest 1 i 1 = - 712 712
Share option scheme: i TR R B -

Value of grantee services RN B (E 30 - 5,996 - 5,996
Total transactions with shareholders SR 58 ) AR - 5,996 712 6,708
At 31 December 2017 Ro-F—tHEF+-A=+—H 164914 2,709,993 160,754 3,035,661

The notes on pages 55 to 124 are an integral part of these consolidated — #f55% 124 H 2 Mt 51 £ AN 42 & 75 i 36 2 AL GER10) ©
financial statements.
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CONSOLIDATED CASH FLOW STATEMENT
madlenEk |

FOR THE YEAR ENDED 31 DECEMBER 2017 #% % L4 + A=+ —H flds

2017 2016
e Sl S e A
Note HKS$’ 000 HK$°000
fit T-# THE T
Operating activities AR5 )
Cash (used in)/generated from operations wiE ()2 A 33 (292,186) 310,550
Income tax (paid)/refunded (BAT) IR T8 (12,605) 16,816
Net cash (used in)/generated from BT (TR S EEZ
operating activities Bl R (304,791) 327,366
Investing activities &5 )
Interest received SIS 18,403 16,342
Acquisition of land use rights and property, Wi b P RE R g 2
plant and equipment N &L (123,555) (110,922)
Proceeds from disposal of property, plant B E R
and equipment BN 3,777 7,323
Proceeds from disposal of subsidiaries L B O JB 2 R UK 22,485 -
Proceeds from disposal of an available-for- AT B S R
sale financial asset B E Kk - 410
(Increase)/decrease in pledged e KA ERAT A7 3K
bank deposits (B ) b (181,403) 3,010
Decrease/(increase) in bank deposit with A A8 =R H 2 RATAF
maturity over three months WD (B ) 11,936 (16,721)
Net cash used in investing activities & I 2 B R AR (248,357) (100,558)
Financing activities Al T
Dividends paid to non-controlling interests EL AT JF 428 T HE 25 % B — (474)
Interest paid E A F 8 (6,042) (6,526)
Proceeds from bank loans SRAT R 2 Wk 156,274 284,444
Repayment of bank loans 7 SR AT B K (296,694) (608,542)
Capital injection by a non-controlling TP TV E A
interest HE 712 -
Net cash used in financing activities Pl ) i 2 B TR A (145,750) (331,098)
Decrease in cash and cash equivalents B4 T B4 B e ) (698,898) (104,290)
Cash and cash equivalents as at W—H—HZB 4K
1 January B & EEY 972,769 1,072,401
Effect of foreign exchange rate changes TE 2% 5 ) 2 %% 26,243 4,658
Cash and cash equivalents as at RtT-_H=1+—HZ
31 December Ha kB EHFEY 25 300,114 972,769

The notes on pages 55 to 124 are an integral part of these consolidated #5554 124 F{ 2 Bff 5 £ A %5 & PA TS ¥k 32 2 A0 LR A ©

financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
S5 e M E

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 available-
for-sale financial asset, financial assets and financial
liabilities at fair value through profit or loss (including
derivative financial instruments), 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 TO THE FINANCIAL STATEMENTS
B 5 2 |

2 PRINCIPAL ACCOUNTING POLICIES 2
(CONTINUED)

(a) Basis of preparation (Continued)
Amendments to standards effective and adopted by the

)

(i)

56

Group in 2017

HKAS 7 (Amendment)
HKAS 12 (Amendment)

Statement of Cash Flows
Income Taxes

HKFRS 12 (Amendment) Disclosure of Interest in Other Entities

The adoption of these amendments has no material

impact on the results and financial position of the

Group.

New standards, amendments to standards and

interpretations that have been issued but are not yet

effective and not early adopted by the Group

HKAS 28 (Amendment)
HKAS 40 (Amendment)
HKFRS 1 (Amendment)
HKFRS 2 (Amendment)
HKFRS 4 (Amendment)
HKFRS 9

HKEFRS 10 and HKAS

28 (Amendments)

HKERS 15

HKFRS 16
HK (IFRIC) 22

HK (IFRIC) 23

1 January 2018

1 January 2019

Investment in Associates and Joint
Ventures !
Investment Property !

First Time Adoption of HKFRS !
Share-based Payment !
Insurance Contracts !

Financial Instruments ' (Note (a))

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

Revenue from Contracts with
Customers ' (Note (b))

Leases % (Note (c))

Foreign Currency Transactions and
Advance Consideration '

Uncertainty over Income
Tax Treatments >

Effective for accounting periods beginning on or after
Effective for accounting periods beginning on or after

Effective date to be determined

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL STATEMENTS
S5 e M E

2 PRINCIPAL ACCOUNTING POLICIES 2 EEGHEHEOR ()
(CONTINUED)
(a) Basis of preparation (Continued) (a) L HE (4)
(ii)) New standards, amendments to standards and (i) O M A A 2 B A 4 [ R SR AT ER A 2

interpretations that have been issued but are not e H - SR AT KRR R (B
yet effective and not early adopted by the Group
(Continued)
The above new standards, amendments to standards B DATR BTt 2 Ak > A 4 B R A Ll
and interpretations are not expected to have a material HER) ~ Q) 2 ABRT RO R AN A
impact on the results and the financial position of the 2R B AR DL B 2 1 R 2

Group, except those set out below:
Notes: Vo=

(a) HKFRS 9 “Financial Instruments” (a) BB BHREGELFENE 2 L
A

The new standard addresses the classification,
measurement and derecognition of financial assets
and financial liabilities, introduces new rules for
hedge accounting and a new impairment model for
financial assets.

The Group does not expect the new guidance to
have a significant impact on the classification
and measurement of its financial assets because
a fair value through other comprehensive income
(“FVOCT”) election is available for the equity
instrument which is currently classified as available-
for-sale and the Group does not have the following
financial assets:

o Debt instruments that are classified as
available-for-sale financial assets;

. Debt instruments classified as held-to-
maturity and measured at amortised cost;

. Equity investment measured at fair value
through profit or loss.

There will be no impact on the Group’s accounting
for financial liabilities, as the new requirements
only affect the accounting for non-derivative
financial liabilities that are designated at fair value
through profit or loss and the Group does not
have any such liabilities. The derecognition rules
have been transferred from HKAS 39 “Financial
Instruments: Recognition and Measurement” and
have not been changed.
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NOTES TO THE FINANCIAL

B 5 2

2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)
(ii) New standards, amendments to standards and

58

interpretations that have been issued but are not

yet effective and not early adopted by the Group
(Continued)
(a) HKFRS 9 “Financial Instruments” (Continued)

(b)

The new impairment model requires the recognition
of impairment provisions based on expected credit
losses rather than only incurred credit losses as is
the case under HKAS 39. It applies to financial
assets classified at amortised cost, debt instruments
measured at FVOCI, contract assets under HKFRS
15 “Revenue from Contracts with Customers”, lease
receivables, loan commitments and certain financial
guarantee contracts. Based on the assessments
undertaken to date, the Group does not expect
material change to its impairment provisions.

The new standard also introduces expanded
disclosure requirements and changes in presentation.
These are expected to change the nature and extent
of the Group’s disclosures about its financial
instruments particularly in the year of the adoption of
the new standard.

HKFRS 15 “Revenue from Contracts with Customers”

This new standard will replace HKAS 18 which
covers contracts for goods and services and HKAS
11 which covers construction contracts. The new
standard is based on the principle that revenue
is recognised when control of a good or service
transfers to a customer. The standard permits either
a full retrospective or a modified retrospective
approach for the adoption.

The Group is currently assessing the impact of
adopting HKFRS 15 on the Group’s consolidated
financial statements, by identifying the separate
performance obligations in the contracts with
customers which could affect the timing of the
revenue recognition. Based on the assessments
undertaken to date, the Group does not expect
material impact on the timing and amount of
revenue recognised in the respective reporting
periods. More detailed assessments will be carried
out by the Group to estimate the impact of the
new rules on the Group’s consolidated financial
statements.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL STATEMENTS
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2

4

PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(a) Basis of preparation (Continued)
(ii) New standards, amendments to standards and

interpretations that have been issued but are not

yet effective and not early adopted by the Group

(Continued)

(¢c) HKFRS 16 “Leases”
HKFRS 16 will result in almost all leases being
recognised on the balance sheet, as the distinction
between operating and finance leases is removed.
Under the new standard, an asset (the right to use
the leased item) and a financial liability to pay
rentals are recognised. The only exceptions are
short-term and low value leases.

The accounting for lessors will not significantly
change.

The standard will affect primarily the accounting
for the Group’s operating leases. As at the
reporting date, the Group has non-cancellable
operating lease commitments of approximately
HK$1,275,733,000. However, the Group has not
yet determined to what extent these commitments
will result in the recognition of an asset and a
liability for future payments and how this will
affect the Group’s profit and classification of cash
flows.

Some of the commitments may be covered by the
exception for short-term and low value leases and
some commitments may relate to arrangements
that will not qualify as leases under HKFRS 16.

The standard is mandatory for annual reporting
periods beginning on or after 1 January 2019. At
this stage, the Group does not intend to adopt the
standard before its effective date.

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

(i) 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.
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NOTES TO THE FINANCIAL STATEMENTS
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)

60

)

Subsidiaries (Continued)

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.

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.
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NOTES TO THE FINANCIAL STATEMENTS
S5 e M o

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(b) Consolidation (Continued)

(@

(i)

Subsidiaries (Continued)

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.
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NOTES TO THE FINANCIAL

B 5 2

2 PRINCIPAL ACCOUNTING POLICIES

62

(CONTINUED)

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

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

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

The Group’s share of post-acquisition profit or loss
is recognised in the 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.

Daphne International Holdings Limited
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NOTES TO THE FINANCIAL STATEMENTS
S5 e M E

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.

(¢) Foreign currency translation

(@

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”).
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NOTES TO THE FINANCIAL STATEMENTS
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(¢) Foreign currency translation (Continued)

64

(i)

(iii)

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.

(d) Segment reporting

Operating segments are reported in a manner consistent

with the internal reporting provided to the chief operating
decision-maker (“CODM?”). The CODM who is responsible
for allocating resources and assessing performance of the

operating segments, has been identified as the executive

directors of the Company that make strategic decisions.
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NOTES TO THE FINANCIAL STATEMENTS
S5 e M o

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(e) Intangible assets

(@

(i)

(iii)

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.

Trademarks

Separately acquired trademarks are stated at historical
cost. Trademarks acquired in a business combination
are recognised initially at fair value at the acquisition
date and subsequently carried at the amount initially
recognised less accumulated amortisation and
accumulated impairment losses, if any. Amortisation of
trademarks that have definite useful lives is calculated
using the straight-line method to allocate the costs of
acquired trademarks over their estimated useful lives of
20 years.
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

66

)

(g)

Land use rights

Land use rights are stated at cost less accumulated
amortisation and accumulated impairment losses, if any. Cost
represents consideration paid for the rights to use the land on
which various plants and buildings are situated for periods
of between 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 are
charged to the consolidated income statement during the
financial period in which they are incurred.

Depreciation of property, plant and equipment is calculated
using the straight-line method to allocate their costs to their
residual values, where appropriate, over their estimated
useful lives, as follows:
Buildings 20 to 50 years
Leasehold improvements 1 to 3 years
Plant and machinery, furniture, 5to 10 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)).
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NOTES TO THE FINANCIAL STATEMENTS
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

4

(g)

(h)

Property, plant and equipment (Continued)

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 charged to 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.

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.
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

68

(i)

@

(k)

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.

Non-current assets held-for-sale

Non-current assets are classified as held-for-sale when
their carrying amounts are to be recovered principally
through a sale transaction and a sale is considered highly
probable. The non-current assets (except for certain assets as
explained below), are stated at the lower of carrying amount
and fair value less costs to sell. Deferred tax assets, assets
arising from employee benefits, financial assets (other than
investments in subsidiaries and associates) and investment
properties, which are classified as held-for-sale, would
continue to be measured in accordance with the policies set
out elsewhere in Note 2.

Financial assets

Classification

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

(i) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are
financial assets held for trading. A financial asset is
classified in this category if acquired principally for
the purpose of selling in the short term. Derivatives
are also categorised as held for trading unless they
are designated as hedges. Assets in this category are
classified as current assets if expected to be settled
within 12 months; otherwise, they are classified as non-
current assets.
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NOTES TO THE FINANCIAL STATEMENTS

B 755 e A P

2  PRINCIPAL ACCOUNTING POLICIES

(CONTINUED)

(k) Financial assets (Continued)

Classification (Continued)

(ii) Loans and receivables
Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are not
quoted in an active market. They are included in current
assets, except for maturities greater than 12 months
after the balance sheet date which are classified as non-
current assets. Loans and receivables comprise trade
receivables and other receivables (Note 2(n)), pledged
bank deposits, bank deposit with maturity over three
months, and cash and cash equivalents (Note 2(0)) in the
balance sheet.

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

Recognition and measurement

Regular way purchases and sales of financial assets are
recognised on the trade-date — the date on which the Group
commits to purchase or sell the asset. 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.

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.
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(CONTINUED)

(k) Financial assets (Continued)

Recognition and measurement (Continued)

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.

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.
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(k) Financial assets (Continued)

4

M

Recognition and measurement (Continued)

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.

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”.

(m) Inventories

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

(0)

(p)

(q)

(r)

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 and deposits
held at call with banks with original maturities of three
months or less.

Share capital

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

Trade payables

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

Borrowings and borrowing costs

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

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement of
the liability for at least 12 months after the balance sheet
date.
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PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(r) Borrowings and borrowing costs (Continued)
(ii) Borrowing costs

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

(s) Current and deferred income taxes
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.

(i) Current income tax

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.

(ii) Deferred income tax

Inside basis differences

Deferred income tax is recognised, using the liability
method, on temporary differences arising between the
tax bases of assets and liabilities and their carrying
amounts in the consolidated financial statements.
However, deferred tax liabilities are not recognised
if they arise from the initial recognition of goodwill,
the deferred income tax is not accounted for if it arises
from initial recognition of an asset or a 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.
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(s) Current and deferred income taxes (Continued)

74

(i)

(iii)

Deferred income tax (Continued)

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.

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.

(t) Employee benefits

)

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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S5 e M E

2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

®

Employee benefits (Continued)

(i)

(iii)

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.

Share-based compensation

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 the impact of any non-vesting conditions, and
excluding the impact of any service and non-market
performance vesting conditions. 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-market
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.
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)
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®

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

(iv)

Equity-settled share-based payment transactions
(Continued)

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.

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.
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2  PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

4

®

Employee benefits (Continued)

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

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

(u) 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.
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2 PRINCIPAL ACCOUNTING POLICIES
(CONTINUED)

(v) Revenue recognition (Continued)

78

()

(i)

(iii)

(iv)

)

(vi)

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.

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.

Interest income

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

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.

(w) 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.
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NOTES TO THE FINANCIAL STATEMENTS
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2  PRINCIPAL ACCOUNTING POLICIES

3

(CONTINUED)

(x) 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.

FINANCIAL RISK MANAGEMENT

(a) Financial risk factors

The Group’s activities expose it to a variety of financial risks:
foreign exchange risk, cash flow 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 Group may use
financial derivatives to manage certain risk exposures.

(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 the Group may use forward
foreign exchange contracts when major fluctuation in
the relevant foreign currency is anticipated.

As at 31 December 2017, if the RMB had strengthened/
weakened by 5% against the HK$ or the US$ with
all other variables held constant, the loss for the year
would have increased/decreased by approximately
HK$5,515,000 (2016: HK$3,826,000) as a result of the
translation of HK$ and US$ denominated cash and bank
balances, payables and bank loans.
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3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(a) Financial risk factors (Continued)

80

(ii)

(iii)

Cash flow 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. 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 2017, 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$3,300,000
(2016: HK$6,928,000).

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 2017 and 31 December 2016,
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, Taiwan 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.

Daphne International Holdings Limited

3 B E ke A B (4)

(a) S L B I &K ()

(ii)

(iii)

B 4 v o R B B
ﬁ%@@fﬁiﬁﬁzfﬁi{miﬂzﬂﬁﬁf
%%Q?ﬁﬁﬂifuZﬂ TR
%”ﬁﬁfﬁ B o Hﬁﬂﬂﬁ%%ﬁ%ﬁﬂi%ﬁﬁﬁ%ﬁ

54 U\i*ﬁﬂfgéz‘zgf'ﬂ?‘iﬁ‘f% o AL
%Kﬂﬁ%ﬂiﬁ@%%Uﬁﬁ%%
T ] 2 M) 2wl 0 B R B 5 R 2 SR AT
LK o A% A 130 3107 40 5T ST A o] ) S 5
DL S o T R 4 2 ) S A o

ATE—LEEF A=+ —H > filif
I W 10038 2 > i T A HAth ]
“%l%%%?“ Emﬁﬁﬁﬁ*
AN #93,300,0000 70 (. F— N4
6,928,000% J0) °

i £l B
A AR Sl 0 g AR P 2 AR LR o A
A F A T L 4 R 2 B KA IR

W 5 A 7 LI T 5
Mk - FEA MM L 4% 4 MR
742 B2 IR -

AR B R HR 43 B2 oy B H A B WUIR RO
AEZDEF 2 FEEHE AEHMCH
UK YA M B P 5 2 AR B Ak
OBk o DA PR K[ B 5 BB WOIR 3K » A
SR 25 A5 H AR LS 5 I Wi K
Z A ER  REOR R RE iR 2 BRSO IR
Pt 78 L 1A

MeHeFEL T PEKRE - 88 &
Tk Z 4% T Wk T & bk e
K AE A B WA TR - 4E N
AL W R K EF R E -

WoFE—-tLHE+_H=+—HEK
E—ANFETZH=Z1—H» KIEFHGE
KB SRATAF 2K > B CHRIFERAT A7
A A FON M = AE A 2 RATAE R
B4 M B4 S W T A7 RO H B R
B~ & R A s 2 R A R > T
WS G 2 54 - 2SR F
BRIE TN o A LA BUR R
TR AT 0] 4 B A 2 A5 R B R
JE I R TEI e RIEZE LSBT AR
T BE A AT 4R K -

Annual Report 2017



NOTES TO THE FINANCIAL STATEMENTS
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3 FINANCIAL RISK MANAGEMENT 3 BAR R B PR (4)

(CONTINUED)

(a) Financial risk factors (Continued)
(iv) Liquidity risk

(a) B R B B & (%)
(iv) Ui B & 4 B

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

Management monitors rolling forecasts of the Group’s
liquidity requirements to ensure it has sufficient cash
to meet operational needs while maintaining sufficient
headroom on its undrawn committed borrowing
facilities. As at 31 December 2017, the Group was
granted with banking facilities amounting to HK$163.0
million (2016: HK$320.5 million).

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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Within 1 Between 1

year and 5 years Total
—AEN — B AR Hast
HK$°000 HK$°000 HK$’000
T 0 T 0 T 0

At 31 December 2017 WoE—tHFE T+ H=1+—H
Trade payables 5y FE AT I3k 581,301 = 581,301
Other payables At JE AT HR K 342,723 - 342,723
Bank loans SRAT K 157,738 = 157,738
1,081,762 = 1,081,762

At 31 December 2016 AZE—ANETZH=+—H
Trade payables B 5 A IR K 807,034 - 807,034
Other payables H Al R A B R 349,471 - 349,471
Bank loans SRAT B 298,776 - 298,776
1,455,281 - 1,455,281
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3 FINANCIAL RISK MANAGEMENT
(CONTINUED)

(b) Fair value estimation of financial instruments

82

()

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

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

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

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

At 31 December 2017, the Group’s available-for-sale
financial asset was measured by level 1 of fair value
hierarchy (2016: nil).

At 31 December 2017 and 2016, 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 16.

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 debt-to-equity ratio,
calculated on the basis of total bank loans divided by
total equity. As at 31 December 2017, debt-to-equity was
5.1% (2016: 8.4%) and the Group had a net cash position
(the aggregate balances of all bank deposits and cash and
cash equivalents exceeded the balance of bank loan) of
approximately HK$330,028,000 (2016: HK$692,796,000).
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NOTES TO THE FINANCIAL STATEMENTS
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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) 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.

(b) Income tax

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

Deferred income tax assets relating to temporary differences
and tax losses are recognised when management considers
it is probable that future taxable profits will be available
against the temporary differences or tax losses can be utilised.
Deferred income tax liabilities on temporary differences
relating to undistributed profits of the Group’s subsidiaries
in Mainland China are recognised to the extent that profits
are expected to be distributed as the Company controls and
pre-determines the dividend policy of these subsidiaries
and management expects it is probable that profits will be
partly retained and not distributed from these subsidiaries
to their foreign holding companies in the foreseeable future.
Management reassesses its expectation at each balance sheet
date.
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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 2017 and 2016.

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

Daphne International Holdings Limited
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reportable segment as reviewed by the CODM:

S  SEGMENT INFORMATION (CONTINUED)

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

NOTES TO THE FINANCIAL STATEMENTS
S5 e M

5 SrabE R (8D

PUN 2t R g

ooy B 2 Wi di B SERT H

Year ended 31 December 2017

RE-F-LFEH A= HILEE

PSR A P 2 A AR ] 4 ] R

Core brands Other brands ~ Manufacturing Inter-segment
business business business elimination Group
Bob BB LAl MR LR 73 0 4 8 AR
HK$°000 HK$°000 HK$’000 HK$°000 HK$°000
Tt Tt Ti#n Tin Tt
Revenue from external customers HIEF g 4,477,461 733,534 - - 5,210,995
Inter-segment revenue g il 225,768 - 199,208 (424,976) -
Total segment revenue A g 4,703,229 733,534 199,208 (424,976) 5,210,995
Segment results US| (667,630) (1,137) (146) 566 (674,347)
Amortisation of intangible assets T ¥ 7 4 A (295)
Corporate income =/ ON 8,034
Corporate expenses PERL (22,215)
Operating loss LEER (688,823)
Finance costs B WA (6,042)
Share of losses of associates and HE{ B8 0 7 ]
joint ventures REMEZER (3,108)
Loss before income tax W 7 75 s 4 (697,973)
Other information for disclosure: . flidk &% & #} :
Amortisation of intangible assets LSAYS 3 - 295 - - 295
Amortisation of land use rights T A 1,097 - 1,101 - 2,198
Depreciation of investment properties 1% & 4 4 & 1,015 - 2,439 - 3454
Depreciation of property, plantand 1%~ BE X
equipment REIE 155,885 7,107 12,508 - 176,100
Capital expenditure BARL 114,258 4,691 4,606 - 123,355

REOOE UE B OBR v R AR A
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5 SEGMENT INFORMATION (CONTINUED) 5 Z#B%& B (4)

Year ended 31 December 2016
BEZE—AEF A= —RIEEE

Core brands Other brands Manufacturing Inter-segment
business business business elimination Group
BOmMEr b m s R 7 4 AEE
HK$°000 HK$°000 HK$’000 HK$°000 HKS$000
T T Tt T T

Revenue from external customers 5N & Flts 5,691,472 808,806 1399 - 6,501,677
Inter-segment revenue 7 i 244,563 4228 206,413 (455,204) -
Total segment revenue Al 5,936,035 813,034 207,812 (455,204) 6,501,677
Segment results IS (744,127) 7,825 (12,344) 15,735 (732911)
Amortisation of intangible assets Y (4,446)
Impairment of intangible assets Y & e (37,464)
Corporate income REWA 836
Corporate expenses PERL (45,503)
Operating loss BEER (819,488)
Finance costs B WA (6,526)
Share of losses of associates and TEAG I 2 A )

joint ventures hEMEZER (2,160)
Loss before income tax W B 75 4 (828,174)
Other information for disclosure: ~ H fluf % & ¥ :
Impairment of intangible assets LSAeA - 37,464 - - 37464
Impairment of an investment property 13t &4 3 i (£ - - 9,979 - 9,979
Provision for/(reversal of) impairment #)% + K% R ik Wi,/

of property, plant and equipment (B, (B8 ) 3,806 - (5,805) - (1,999)
Amortisation of intangible assets LIgAEE 3 - 4,446 - - 4,446
Amortisation of land use rights & A 1112 - 1,153 - 2,265
Depreciation of investment properties 1§t & 4] 47 & - - 1,151 - 1,151
Depreciation of property, plantand 1%~ BE X

equipment wIE 220,616 7,780 16,586 - 244,982
Capital expenditure BARL 88,838 16,162 5,922 - 110,922
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5 SEGMENT INFORMATION (CONTINUED) 5 ZaB%& kR (4)

The following is an analysis of the Group’s assets and liabilities by DLTR By iy SRR R B i B 2 A R Bk v
reportable segment as reviewed by the CODM: Wy 2 B R AR
As at 31 December 2017
B-Z-tE+-A=1+—H
Core brands Other brands ~ Manufacturing

business business business Group

Bob B MER AR M G KM

HK$°000 HK$°000 HK$’000 HK$’000

T# 70 T T T

Segment assets inii) Vi 3,390,977 157,634 105,377 3,653,988

Goodwill i 15,079 - - 15,079

Other intangible assets HAb T & = 5,662 = 5,662

3,406,056 163,296 105,377 3,674,729

Investment properties REmE 67,481

Interests in associates A N T 2 R AR 1,803

Interests in joint ventures nEER % 2 HE g 2,487

Available-for-sale financial asset 7] i 4 il & 7 3,698

Deferred income tax assets AL PR G e 270,136
Assets of disposal group NERFEREZ

classified as held-for-sale HEALR 2 B 53,322

Corporate assets TEEE 80,204

Total assets BEE 4,153,860

Segment liabilities iniy= 800,344 86,988 46,719 934,051

Deferred income tax liabilities IEAE P 3 BR A R 13,409
Liabilities of disposal group DERRELEZ

classified as held-for-sale AR A 247

Corporate liabilities e =Y 170,492

Total liabilities =R 1,118,199
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5 SEGMENT INFORMATION (CONTINUED) 5 Z#B%& B (4)

As at 31 December 2016
REF—NEF =10
Core brands Other brands Manufacturing
business business business Group
[ANLLE S R T e AEH
HK$°000 HK$°000 HK$°000 HK$°000
T T T T
Segment assets DG RE 4,179,288 249,985 100,685 4,529,958
Goodwill ik 15,079 - - 15,079
Other intangible assets HAb S G - 5,562 - 5,562
4,194,367 255,547 100,685 4,550,599
Investment properties Eid-¢/Ed 51,520
Interests in associates WA A F 2 R g 1,801
Interests in joint ventures REERELER 353
Deferred income tax assets BT BIAE 329,216
Derivative financial instruments MEEMITE 15,662
Corporate assets TEEE 104,000
Total assets G 5,053,151
Segment liabilities oA fR 960,352 143,085 33,629 1,137,066
Deferred income tax liabilities IR HE T A B VE & 5 30,729
Corporate liabilities Vin NN 353,306
Total liabilities AR 1,521,101
6 OTHER INCOME 6 HAbuA
2017 2016
b CF AR
HK$°000 HK$°000
T # 5t T# T
Franchise and royalty income TERTRE R B A 1,932 5,325
Government subsidies B il 1 2,390 5,880
Gross rental income IR NG ) 8,574 3,199
Income derived from a television programme & & H Ut A - 34,475
Interest income FE T A 22,378 16,342
Others HoAth 7,947 11,464
43,221 76,685

Daphne International Holdings Limited
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7 OTHER LOSSES - NET 7 H A - S
2017 2016
- S i 3 TR KA
HK$’000 HK$’000
Tt FH T
Fair value (loss)/gain on derivative financial ~— fT2E & @l T H 2 A FEE
instruments (5 48) i ta (14,699) 11,001
Gain on disposal of an available-for-sale AT
financial asset IR AR - 36
Gain on disposal of subsidiaries S R 2 m Ui A 797 -
Impairment of intangible assets HEIY & W - (37,464)
Impairment of an investment property BE Y EWE - (9,979)
Loss on disposal of property, plant and HEYE - B K&
equipment %A e 18 (15,164) (22,219)
Net exchange gain/(loss) TE % %5, (B 48) — 1348 15,739 (2,918)
Reversal of impairment of W2k~ BRE KRk
property, plant and equipment T HE [ - 1,999
(13,327) (59,544)
8 OPERATING LOSS 8 HEEH
Operating loss is stated after charging the following: MERFEOCIR T &E -
2017 2016
R — N AE
HK$’000 HK$7000
T T TT
Amortisation of land use rights I 3t 5 R B 2,198 2,265
Amortisation of license rights AR A D A B 295 2,134
Amortisation of trademarks AL 0 - 2,312
Auditors’ remuneration 1% B AT N 4 4,155 4,764
Cost of inventories sold, including reversal B WRA > G &
of provision for slow-moving inventories U5 {F 48 17125,802,000 5 7T
of HK$25,802,000 (2016: provision of AN O
HK$34,212,000) 534,212,000 7T) 2,358,490 3,089,148
Depreciation of investment properties REWEIH 3,454 1,151
Depreciation of property, plant and equipment IERN NG i 176,100 244,982
Employee benefits expense (Note 13) 1 B A M B 5 (M & 13) 833,176 889,438
Net provision for impairment of B 7 IS IR AR
trade receivables AT 3,286 111
Operating lease rentals (including concessionaire T R RS
fees) in respect of land and buildings (ELIE RS B B ) 1,594,524 1,924,513
Production cost of a television programme EHLET H RAE A - 60,929
O UE BB R AR AW o 2017 89
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9 FINANCE COSTS 9 MBMA
2017 2016
—E L& RN
HK$’000 HK$’000
T# It T TT
Interest on bank loans SRAT &R B 6,042 6,526
10 INCOME TAX EXPENSE 10 FrfaBip X
2017 2016
—E— L4 TR KR
HK$°000 HK$’000
Tt Fis T
Current income tax HIVHA o7 45 Bl Bl 18 11,106 12,524
Over-provision in prior years A1 A R AR A (22,246) (36)
Deferred income tax (Note 32) % S8 T A5 BB IE (B 5132) 55,196 (3,125)
44,056 9,363

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

A A AT T R O 1 5 A 18 2 T A4 B AR R
A G 1 R 2 08 T M B R T s 2 B B

domestic tax rates of the Group entities as follows: HZ EZREWMT
2017 2016
—E -t TE N
HK$°000 HK$’000
T# T T TT
Loss before income tax Wk T 45 B Al s 18 (697,973) (828,174)
Add: share of losses of associates and T A M A ] K
joint ventures AR R 3,108 2,160
(694,865) (826,014)
Income tax calculated at applicable B 2 E B R F A
domestic tax rates PRy 171,157 199,506
Income not subject to tax THEBIBLIA 7,707 24,209
Expenses not deductible for tax purposes ENCIE bR (12,117) (24,2006)
Tax losses for which no deferred tax asset o e R OB ol I T E 2
was recognised BLIE 18 (121,805) (74,033)
Derecognition of previously recognised &1 HEE R 1L Rl RR 2 IR 4
deferred income tax assets JT 45 B I (88,015) (122,924)
Other temporary differences not recognised T MERR 2 HoAth W IRy 2 52 (15,058) (2,495)
Utilisation of previously unrecognised tax losses #j Fl it A & i 58 2 Bl TS 1R 866 748
Over-provision in prior years R A AT R R AR A 22,246 36
Withholding taxes on royalties and profits L RE A T b B K e
appropriated by subsidiaries B I8 > =1 43 IR R
in Mainland China < FEANB (9,037) (10,204)
Income tax expense JiT 15 B B 52 (44,056) (9,363)
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INCOME TAX EXPENSE (CONTINUED)

The weighted average domestic tax rate was 25% (2016: 24%).
The increase 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% (2016:
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 each of the two years ended 31
December 2017 and 2016.

Provision for China corporate income tax is calculated based on the
statutory tax rate of 25% (2016: 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.

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% (2016: 7%) by treaty is applied to the
Group’s entities incorporated in Hong Kong for royalties received
or receivable net with value-added tax.

LOSS PER SHARE

Basic loss per share is calculated by dividing the loss attributable
to shareholders of HK$734,204,000 (2016: HK$819,127,000)
by the weighted average number of 1,649,142,384 (2016:
1,649,142,384) shares in issue during the year.

For each of the two years ended 31 December 2017 and 2016, basic
and diluted loss per share are the same as there was no dilutive
potential share.

DIVIDENDS

The board of directors did not recommend the payment of a
dividend in respect of the year ended 31 December 2017 (2016:
Nil).
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13 EMPLOYEE BENEFITS EXPENSE

Employee benefits expense, including directors’ emoluments,

92

STATEMENTS

13 & B AP %
1R B4R A B S (L5 S %) 15

represents:
2017 2016
S CF AR
HK$°000 HK$’000
T-# 7t T # 7T
Wages, salaries, allowances and bonuses T& -~ ¥4 A RIEAL 766,647 798,978
Defined contribution pension costs (Note (a)) & BHHEF BRI 4 A (Ff 5E(a)) 60,531 62,610
Retirement benefits R ARAE F = 26,945
Share-based payment expense DAy 2o FE B 2 A5 3K B 3 5,998 905
833,176 889,438

(a)

(b)

Defined contribution pension costs

During the year, no unvested benefits were utilised by the
Group to reduce the level of contributions (2016: Nil). As
at 31 December 2017 and 2016, 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
(2016: three) directors whose emoluments are reflected in the
analysis shown in Note 37. The emoluments of the remaining

(a) BB k& RA
AR AR I R (8 T OR B B A 2 A 11
BOKT (ZF R4 M) o R 2% —BAF
B —Z—REFZH=1T—H  #HEKE
J& ] 2 T A AR A B N o

hAmFEH AL

FEN > AREBANLEHE =4 (TF R
AR =4) A IR SR B EE3 7
B R4 (2 F —NF WA AE2

(b)

two (2016: two) individuals are as follows: MaanT

2017 2016

—Z— L4 ZE—NF

HK$°000 HK$’000

Tt T o0

Salaries, allowances and bonuses Bid o Rk AR 7,048 6,579

Share-based payment expense DA 103 2 R 22 A 35 Bl 3 1,332 536

8,380 7,115

Number of individuals
N

2017 2016
Emolument bands i 4R e e - TR N
HK$3,000,001 to HK$4,000,000 3,000,001 JC £24,000,000%% 7T 1 2
HK$4,000,001 to HK$5,000,000 4,000,001 7T 25,000,000 JC 1 -
2 2

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

Daphne International Holdings Limited

A AR o) Sl R i) S T 4% B B N b S AR AT
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NOTES TO THE FINANCIAL STATEMENTS
OB e G

14 LAND USE RIGHTS 14 A M £ HE
2017 2016
—F— L4 RN
HK$°000 HK$’000
T T o0
Cost A AE
At 1 January Ww—H—H 103,077 110,061
Exchange adjustment ifE 5, 31 3% 7,523 (7,452)
Additions NE 969 468
Transfer to disposal group classified B E SR EREZ
as held-for-sale H B 41 A (31,253) -
Disposal of subsidiaries 5 i) 4 ] (4,402) -
At 31 December A =+—H 75,914 103,077
Accumulated amortisation S 2
At 1 January w—H—H 30,510 29,925
Exchange adjustment [ifE 5, i & 1,813 (1,680)
Amortisation B 5 2,198 2,265
Transfer to disposal group classified B E AR ELEZ
as held-for-sale B 41 A (5,189) -
Disposal of subsidiaries 5 i A W] (1,187) -
At3lDecember =~ ... ] mwt—A=t—-n il . 30,510
Net book value W T
At 31 December wWt—A=+—H 47,769 72,567
At 1 January w—H—H 72,567 80,136

REOOE UE B OBR v R AR A
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B R R B R
15 PROPERTY, PLANT AND EQUIPMENT 15 3 ~ Wm Kok s
Leasehold ~ Construction-in- Plantand ~ Furniture, fixtures
Buildings improvements progress machinery  and equipment  Motor vehicles Total
s
By fEhEEE AN Jifi RS KRR K it
HES000 HES000 HES000 HES000 HES000 HES000 HES000
T T T T T T T
Cost HAE
At January 2016 RoE-RbE-F-H §78,148 $11.809 580 128404 382350 31346 2265050
Exchange adjustment L (4718) (46,198) (159) (5,121) (135%) (194) (133,046)
Additions TE §9 8,638 INI) 195 19979 2450 116,683
Transfer L 919 - (49,192 - - - -
Transfer to investment properties LR (121.252) (1,690) - - - - (128942)
Disposals il (3209 (183,039) - (86260) (28489) (820) (39212
At31 December 2016 REE-REFZR=1-0 742806 669,520 795 37216 350303 peYalt 1831433
Exchange adjustment (3 53107 45269 58 290 2349 1781 1,31
Additions g 2365 12116 = 6 10850 866 135,991
Transfer to investment properties %ﬁﬁ&ﬁé% ¥ (31,065) - - = = = (31,065)
Transfer to isposal groupclssified — EREFAFENHEZ
as held-for-sale HEAn - - (8416) - - s (8416)
Disposals i (515) 0,16) 5 (12.266) (50,63 (3590) (204,729)
Disposal of subsidiarics HENEAT (14491) - - o0) - - (14381)
At31 December 2017 ISt 5 el N 0 608,279 120 28436 334011 061 1,745,764
Accumulated depreciation and StE Rl
impairment
At January 016 RoE-pE- -8 163,290 537862 - 115,491 231340 7,566 1,095,549
Exchange adjustment EidE (8877) (34,004) - (434) (1687 (1653) (65,754)
Depreciation ik 20305 17147 - 4641 45681 2518 498
Transfer to investment propeties BRERENE (62,695) (1,092) - - - - (63,787)
Provision for/(reversal of) B/ (RERR)
impairment - 2805 - (4.284) (386) (134) (1,999)
Disposals it (143) (159319) - (86.259) (25463) (168 (219670)
A3 December 2016 eSS Bl Y B 111,370 517799 - 51 234300 2610 993)]
Exchange adjustment B 8965 410 - i) 1782 1517 5,002
Depreciation ik 18,726 117234 = 3 35,180 1259 176,100
Transfer to investment properties BREnEnE (3975) - - - - - (3,973)
Disposals i (129) (210436) s (12.265) 49,553) (3405) (275,789)
Disposal of subsidiarics HEREAT (4096) - - 90) - - (4,186)
At31 December 2017 QS 5 el 4 130861 439,067 - 18816 281149 19981 886474
Net book value R
At31 December 2017 REF—tEFZA=1-8 621,366 149212 120 9,620 76,262 2710 $39,290
At31 December 2016 REE-REFZAZ1-0 631436 151721 7954 11974 96,003 304 90,112

94 Daphne International Holdings Limited Annual Report 2017



NOTES TO THE FINANCIAL STATEMENTS
S5 e M o

16 INVESTMENT PROPERTIES 16 HEWHE
2017 2016
- S i 3 RN
HK$’000 HK$’000
Tt AP
Cost IAAE
At 1 January w—H—H 122,964 -
Exchange adjustment [ifE 58, 3 3% 10,150 (5,978)
Transfer from property, plant and equipment 5 # § ¥ 2 ~ W5 K% 31,065 128,942
Transfer to disposal group classified EIBEE S ARELEZ
as held-for-sale H B 41 A (40,450) -
At 31 December Bt ZA=+—H 123,729 122,964
Accumulated depreciation and impairment BRI KO
At 1 January w—H—H 71,444 -
Exchange adjustment [itE ¢, 7 B 5,500 (3.473)
Transfer from property, plant and equipment  F4 B ¥ 2% ~ W5 M3l 3,975 63,787
Transfer to disposal group classified R E S AHERE 2
as held-for-sale H B 41 A (28,125) -
Depreciation Preg 3,454 1,151
Provision for impairment W AE - 9,979
At 31 December wt—-HA=+—H 56,248 71,444
Net book value R T ¥
At 31 December wt—H=+—=H 67,481 51,520
At 1 January w—H—H 51,520 -
Investment properties are situated in Mainland China and P& S A B > I LSS L E AL -
rented out under operating leases. Rental income arising & W) 3 A A AH B I A £57,337,0009 7T (—
from the investment properties amounting to HK$7,337,000 F— 754 11,970,000 50) > A FEASE A IR R
(2016: HK$1,970,000) is included in the “other income” in the [ At A ] Ao
consolidated income statement.
As at 31 December 2017, the fair values of the investment WoE—-tHEt+ _HA=+—"H HEWEN
properties are approximately HK$230,545,000 (2016: O3 V-8 {5 %7 55230,545,0009 70 (& — /N 4E ¢
HK$190,860,000). The fair values of the investments properties 190,860,000%% JC) o HLEY) ZE YA T8 (H i & #L
were estimated by management using income approach. The fair J& B R A GEAG R - BOE WA TEAEE 2R

value of investment property is a level 3 fair value measurement. A TEMET R -
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B 5 2

17 INTERESTS IN ASSOCIATES

STATEMENTS

17 TR E v 2 B AR

2017 2016
—E L ZE—IRE
HK$°000 HK$°000
Tt FH T
At 1 January A—H—H 1,801 2,007
Exchange adjustment [ i, 5 & 104 (76)
Share of losses JREA s 4R (102) (130)
At 31 December Wt A=+—0 1,803 1,801

Details of the associates as at 31 December 2017 are as follows:

A E LA SR A 2

B -
Place of
incorporation Particulars of Interest held
Name and operation paid-up capital indirectly Principal activities
4 1 s MR OE R B R O RARTE  Priv ks R
Hanjiang Dayong Shoe Material ~ China RMB5,457,000 30% Manufacture of shoe
Co., Ltd., Putian City r 5,457,0000C A B ¥ materials
IR LK 2 A TR A R Y R
Hanjiang Jinxing Shoe Industrial China US$4,900,000 30% Manufacture of
Co., Ltd., Putian City r 4,900,000 7T footwear products

T 17 6 T L S A RS )

Note: The English names of the associates represent the best effort by the

BFRE -

directors in translating their Chinese names as they do not have official

English names.
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B 755 e A P

18 INTERESTS IN JOINT VENTURES 18 ReBfEZ i

2017 2016

SE oL AR

HK$°000 HK$°000

T FH T

At 1 January w—H—H 353 2,028
Exchange adjustment [ifE ba, 3 (61) 355
Contributions by way of loans to joint ventures % #8757 s [ &8 R & 5,201 -
Share of losses JREA e 18 (3,006) (2,030)

At 31 December wt—-H=+—H 2,487 353

Details of the joint ventures as at 31 December 2017 are as

W_E—tHE+_A=+—H,> aEtEZH

follows: T
Place of
incorporation/ Particulars of Interest held
Name operation paid-up capital indirectly Principal activities
£ 1 REME L B AENL T CRURBCARREN  PiirmEMEG REEBR
Marlow House Asia Limited British Virgin Islands/ 2 shares of 50%  Distribution of
Malaysia US$1 each footwear and
KR LRSS 21 B A accessories and
5 ARV 5 [N investment holding
Z Bty Jr $ T i L
PR DL B AR PR T
Ondul Investment Limited Hong Kong 100,000 ordinary 50% Holding of
[ERET @ <) /N R shares of trademarks
HK$100,000 A TR
100,000 7&
43 %5100,000/%
-2

REOOE UE B OBR v R AR A
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MHmENE

19 INTANGIBLE ASSETS 19 9B & R
Goodwill License rights  Trademarks Total
B KRR T4 B At
HK$°000 HK$°000 HK$°000 HK$°000
Tl Tl Tl T
(Note)
(B 3E)
Cost JRAE
At 1 January 2016 W E—NFE—H—H 26,698 47,682 76,722 151,102
Exchange adjustment HEE 5. 5 - (2,994) (3,137) (6,131)
Termination of a license right A1 R0 RE - (1,747) - (1,747)
At 31 December 2016 REZFE—=AETZA=+—H 26,698 42,941 73,585 143,224
Exchange adjustment [ 3¢, i 8 - 527 - 527
At 31 December 2017 RoEZ—-tE+-A=1+—H 26,698 43,468 73,585 143,751
Accumulated amortisation and LAt
impairment &N
At 1 January 2016 RFE—RNFE—~H—H 11,619 15,156 57,612 84,387
Exchange adjustment EE 5, 7 %8 - (927) (1,040) (1,967)
Amortisation 815 - 2,134 2,312 4,446
Termination of a license right AR5 0 R - (1,747) - (1,747)
Impairment P! - 22,763 14,701 37,464
At 31 December 2016 R-F—=ANEFZA=Z+—H 11,619 37,379 73,585 122,583
Exchange adjustment I 5, i - 132 - 132
Amortisation 5 5 - 295 - 295
At 31 December 2017 RoFE—bFEt A=t —H 11,619 37,806 73,585 123,010
Net book value HR T
At 31 December 2017 RE-F—-LHEFZA=+—H 15,079 5,662 - 20,741
At 31 December 2016 RZFE—AREFZA=+—H 15,079 5,562 - 20,641
Amortisation of HK$295,000 (2016: HK$4,446,000) is included 295,00045 70 (. F—7N4F 1 4,446,000% 90) H#EHY
in the “general and administrative expenses” in the consolidated G G AU i R T — R AT BB 3 -
income statement.
Note: Bt
Goodwill is allocated to the Group’s CGU identified according to the operating T 0 B A AR A 0 ) o A A O O A LA o
segment. The Group performs impairment tests on goodwill annually, or more A A (] P A (i B R RE (B 2 AT AT R & > HI R
frequently if there is any indication that it may be impaired, by comparing the BHE) AT I WG > J7 i Ay A 45 F T g I 4 A B AR
recoverable amount to the carrying amount as at the balance sheet date. [TRER (R
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B 755 e A P

19 INTANGIBLE ASSETS (CONTINUED)

As at 31 December 2017, 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

9 P EE (4)

AN FE—tHE+H=Z=+—H BHEeEt¥En
Z AT R[] < B T A A (BT R E o R%RHEAL D
fERMREEM M A REE 2 B 40

by management covering a 5-year period. The key assumptions, sEEWFE - —F— LR FE—NFEHRE
long term growth rate and discount rate used in the value-in-use BT B B SRR - RN R R G &
calculations in 2017 and 2016 are as follows: oy
2017 2016
o —E N
Compound annual revenue growth rate (%) WA B ZER IR R (%) 11.2 10.3
Gross margin (%) B2 (%) 54.5 53.4
Long term growth rate (%) R R (%) 2.0 2.0
Pre-tax discount rate (%) Bl AT H BL R (%) 22.7 22.7
Average annual capital expenditure (HK$’ 000) PR ARG AR S (T TT) 50,221 42,825

The budgeted annual revenue growth rate, gross margin and
net profit 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 significantly.

20 INVENTORIES

4

Bl HEFEERBNER - B
AR M A TG dh B B 8 1 R B N T
5 8% Jig 2 YR I R E o A L O R AR R 2
BTG R AR DU B AR B BT
RS AT o A BRREARAR  ff L AT e BR EARR
ﬁfﬁﬁcﬁ"ﬁTﬁ%EE PR e E R
R TH (LA 1 7 L T o ] < R

20 + 8

2017 2016
e Sl e AN

HK$’000 HK$’000

Tt T T

Raw materials JE AT 7,063 8,525
Work-in-progress TE 3 13,234 10,185
Finished goods BT 1,226,581 1,395,790
1,246,878 1,414,500

Inventories as at 31 December 2017 are stated net of provisions of
HK$537,911,000 (2016: HK$527,007,000).

X oWe B OBR BB AR A

WoE—LE+H=1+—H  FERIIENGE
537,911,000 7C (—F—754F 1 527,007,000
Hon) EYIHE -
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B 5 2

21 TRADE RECEIVABLES

STATEMENTS

21 ©& 5 Wik

2017 2016

e S a8 RN

HK$°000 HK$’000

T# T T HETT

Trade receivables 52 o B W SRk 186,541 209,816
Less: Provision for impairment I (A (5,231) (1,698)
Trade receivables — net B 5 ME SR — 1 A 181,310 208,118

Movements in provision for impairment of trade receivables are as B 5 MECHR SO (B T A 2 S B
follows:

2017 2016

I

HK$°000 HK$’000

T-# 5t T # T

At 1 January w—H—H 1,698 1,808
Exchange adjustment FE 5, 5 % 247 (116)
Provision for impairment NI RIEREZ ] 4,970 1,780
Write-back of provision for impairment T 43 A4 43 1l (1,684) (1,669)

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

uncollectible Z B K = (105)

At 31 December Br=H=+—H 5,231 1,698

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

B N 2 H 5 WO SRE M an T

follows:
2017 2016
—Z— L Sy A
HK$’000 HK$’000
T#t THIT
0 - 30 days 0%230H 109,753 120,709
31 - 60 days 31260H 47,884 52,135
61 - 90 days 61%290H 14,449 17,436
91 — 120 days 912120H 3,333 5,484
121 — 180 days 1212 180H 2,910 6,274
181 — 360 days 181%360H 2,934 5,267
Over 360 days 360 H DL b 47 813
181,310 208,118
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S5 e M E

21 TRADE RECEIVABLES (CONTINUED) 21 EH o R (4)

AE—EEFT A= H > B BIRIER
28,871,00045 G (—F — 75 4F & 36,814,000 7C)
% 40 A E 40 i () o 5% 55 2K A I B R 2 4400 S T
KBS R e 2 M Sr % 5 > 3l AR 5 08 1 A8
g 4 BRI T IR o de A A RHE 2 B ) Rk

As at 31 December 2017, trade receivables of HK$28,871,000
(2016: HK$36,814,000) were past due but not impaired. These
related to a number of independent customers for whom there is no
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: WRFIRE AT in T -

2017 2016
e S S e S ANG S
HK$’000 HK$°000
T# L T-# T

Past due but not impaired: £ 3 JH 5 3 (.
1 — 30 days past due w12 30H 16,546 17,659
31 - 60 days past due W HI31260H 6,046 4,509
61 — 90 days past due 61 %90H 2,680 4,378
91 — 120 days past due A1 2120 H 1,004 4,509
121 — 180 days past due WHA121 2180 H 1,437 3,384
181 — 360 days past due 1818360 H 1,158 2,375
28,871 36,814
Neither past due nor impaired A% 7 114 71 A 3k {1 152,439 171,304
181,310 208,118

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

5 BE WO 3k < R T (L DA T 81 8 (L

2017 2016
—ZF b4 TENE

HK$°000 HK$’000

Tt T o0

RMB N 166,103 191,185
New Taiwan dollar (“NTD”) A THa 14,004 10,419
US$ E 1,203 5,918
HK$ 5 IT = 596
181,310 208,118

oy E W Bk 2 BT (L B P (B (AR A - AR
EH— WA TIHE R 830290 H {5 &
e E B R R IME T 25 e = A5 S0 R i A 4R
B B % BT I E

The carrying values of trade receivables approximated their fair
values. The Group generally allows an average credit period of 30
to 90 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.
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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
utility deposits and prepayments to suppliers.

STATEMENTS

22

U Al W MR Ak~ % 4 M T A ROR

Hofth MW HR R~ H  J FEA BROH LA AT
AL B~ T[] B (R < - S Bk W R T
A5F 43 B 7 RKIH

PLEDGED BANK DEPOSITS 23 KA SRAT £ K
The Group’s pledged bank deposits are placed with banks to secure AL 2 B KA SR AT A7 Ok U R 3% T A B
certain corporate banking facilities granted to the Group. As at 31 1T A AT RVE AR o R T —LFE
December 2017, the balances were denominated in RMB and USD A=+T—H > &R AR KETFE &7
and the weighted average effective interest rate of these deposits R INRE T34 T PR AT R 36 B 3.8 (T — N4 -
was 3.8% (2016: Nil) per annum. ) o
BANK DEPOSIT WITH MATURITY OVER 24 173k {18 i =il H Z 847 773
THREE MONTHS
The weighted average effective interest rate of the Group’s bank R oFE—LELF A=+ —H > AREEALF R
deposit with maturity over three months as at 31 December 2017 A =AW H 22 SR AT A AR 2 AR T 28 B R AR R
was 3.9% (2016: 1.8%) per annum. The balance was denominated B39 (THE— N4 D 1.8JH) o EELAAUAR
in RMB. Wt -
CASH AND CASH EQUIVALENTS 25 Bl kBEFHED
2017 2016
—E L4 TR R
HK$°000 HK$’000
T# L T T
Cash at banks and in hand SRATAT 3K e F BB & 140,692 217,374
Deposits with banks within three TEFH B =M A RN
months of maturity SATAE 159,422 755,395
300,114 972,769
Less: Transfer to disposal group classified W RSB AR ELE
as held-for-sale Z & A (284) -
299,830 972,769
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S5 e M E

25 CASH AND CASH EQUIVALENTS 25 BIeRBEEEY (4)

(CONTINUED)

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

B B & EY 2 IRME LTI RHEHE

2017 2016
e Sl TERAE

HK$°000 HK$’000

Tt T T

RMB AR 230,871 864,559
US$ eI 51,045 79,783
NTD A N 11,685 22,254
HK$ 0 6,513 6,169
Others HiAth - 4
300,114 972,769

As at 31 December 2017, the weighted average effective interest
rate of the Group’s bank deposits within three months of maturity
was 1.7% (2016: 1.9%) per annum.

RMB is not a freely convertible currency in the international
market. The conversion of RMB into foreign currencies and
remittance of RMB out of Mainland China is subject to the
rules and regulations of exchange control promulgated by the
government of Mainland China.

REOOE UE B OBR v R AR A

N oFE—bLE+H=+—H » AEHLFLY
Ty = AR A LLIN 2 $RAT A7 3K 2 0 HE ST 24 B B A
FRE1E (CFE N4 19H) o

N RMEAS A B R T 2 A R A o o N R S

10 o SN L2 ) r B R B 2R B B A A 2
471 BEE A7 Al 1) B 9 WL PR )
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B 5 2

26 ASSETS AND LIABILITIES OF DISPOSAL 26§§k%¢$%z$%ﬁ%zﬁ%

GROUP CLASSIFIED AS HELD-FOR-SALE

i

The following assets and liabilities were reclassified as held-for- HoEFE—-LEE+_H=Z+—H - UTEELA

sale as at 31 December 2017:

RO BIA R ESRE

2017 2016
Rk F AR
HK$°000 HK$°000
T# T T-# T
(a) Assets classified as held-for-sale DR BAHELRE G
Land use rights - Hbfif A RE 26,064 -
Property, plant and equipment ERN EE T ] 8,416 -
Investment properties Eig-C//E 12,325 -
Deferred income tax assets A HiE T A5 B JE 5,603 -
Other receivables, deposits and At B SR K~ B K
prepayments FEAT 3K IR 630 -
Cash and cash equivalents Bl KBS EY 284 -
Total assets of disposal group classified SRR B
as held-for-sale HEHR 2 EE AT 53,322 -
(b) Liabilities directly associated with B R R AR I B 2 E
assets classified as held-for-sale HAEAM 2 B
Trade payables 2 5 HEAT R 3K 144 -
Other payables and accrued L Al R AT R K B R R
charges #H 103 -
Total liabilities of disposal group classified as I REEL R
held-for-sale WEHNZ AEEF 247 -
(¢) Cumulative loss recognised in other comprehensive income () HMBIAFFELEZ MEHARNAR - Ik

relating to disposal group classified as held-for-sale

At 2 T Wi 25 R Y 2 T 1

2017 2016

“E L TR IS

HK$°000 HK$’000

Tt AREP

Currency translation differences R 5, 75 A 508 -
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27 TRADE PAYABLES

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

¥ 5 W F sk
i 9 5 F T 2 5 ME A R B 43 A 4

27

follows:

2017 2016
e S S e S ANG S
HK$’000 HK$°000
T# L T-# T
0 - 30 days 0%30H 272,888 394,146
31 -60 days 31260H 91,435 198,496
61 —90 days 617290 H 207,666 202,838
91 — 120 days 91 %120 H 5,560 2,986
121 — 180 days 12122180H 185 393
181 — 360 days 18122360 H 513 7,500
Over 360 days 360H LA F 3,054 675
581,301 807,034

Less: Transfer to disposal group classified B O A R E
as held-for-sale W2 AR (144) -
581,157 807,034

28 BANK LOANS 28 RITEX

As at 31 December 2017 and 2016, the Group’s short-term bank o E—EtFER E—NFt+ _H=1T—H>
loans were repayable within one year and denominated in the % A 1 e A R AT B SCZE I — AR AR R K DL R B
following currencies: HWEHE -
2017 2016
- S i 3 TR KA
HK$’000 HK$’000
T AREP
HK$ oo - 20,000
US$ el 156,274 276,694
156,274 296,694
The carrying values of the bank loans approximated their fair value ’fE 2 R T B %15“3@*@ 7 M ERAT
and the effective interest rate of the bank loans was 2.6% (2016: E’JEF’%—EE*UK%Z 6JF (T —/NE 2 2r
2.2%) per annum. As at 31 December 2017, the bank loan was }:Lr‘g F—tEFZH=+— E| MERATHK Wﬁ?EE
secured by a pledged deposit amounting to HK$174,645,000. As at 2 SRAT A7 3K £5174,645, 000{% JG o A ZE— N
31 December 2016, the bank loans were unsecured. A=+ —H o RAATE RS IS o
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29 SHARE CAPITAL 29 A
2017 2016
Lk e
Number of Number of
ordinary ordinary
shares of shares of
HK$0.10 each HK$’000 HK$0.10 each HK$°000
i Ji i {£0.10 1% 11 {50.10
Bz BT
Jit % H T o R A TH T
Authorised: HEE
At 1 January and W—H—H K
31 December +=-H=+—H 10,000,000,000 1,000,000 10,000,000,000 1,000,000
Issued and fully paid: ST RBIE -
At 1 January and H—H—H &
31 December +=-H=+—H 1,649,142,384 164,914 1,649,142,384 164,914

30 SHARE-BASED PAYMENT
TRANSACTIONS

(a) Equity-settled share-based payment transactions

30 DA in B R Z kR 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.
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(a) DARE S &5 5 DR Am 7 B 0 2 A sk R 5

%:iggﬁﬂﬁg+hﬁ EN/NERP S
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JTTTE&&%%% MeAE I A HoAth 7

BE ST B M ST AR B A BT 2R 0 5% T 8
EJ%FﬁwEﬁ&&MEH%%%
BATAE o

ATE-ZEAH T LEH S ASEIKE
e — TEHT A B I RE 5 1 (T s 0 ) oI b
AN EERAN o BB B s A - B EI
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30 SHARE-BASED PAYMENT 30 PAR A 2 2k % 2 A5k sk 22 5 (#)
TRANSACTIONS (CONTINUED)
(a) Equity-settled share-based payment transactions (a) DIRERRAS DA R AL R Z AF sk 2 5
(Continued) (%)
Movements in the number of share options outstanding and i AR AT 2 T IR BB T RS 3 4T fi
their weighted average exercise prices are as follows: BT -
2017 2016
G- Sl i S TERNAE
Weighted Weighted
average Number of average Number of
exercise price share options exercisi price  share options
TR F- 3 TR 3%
TR IR HESH FrffifE IR H
HKS$ HK$
0 T
At 1 January w—H—H 6.29 34,155,000 6.31 34,455,000
Lapsed SN 6.19 (300,000) 8.30 (300,000)
Granted [BECE 0.70 28,350,000 - -
At 31 December Bt =ZA=+—H 3.74 62,205,000 6.29 34,155,000
Details of the share options outstanding as at 31 December A = B RAT i RS AT
are as follows:
Exercise
Date of grant Grantees price Note Number of share options
A L3 IN 1 B fE W& Yk B¢ HE % H
HK$ 2017 2016
T T RN
27 January 2010 Director 6.19 () 12,000,000 12,000,000
SE-FE—-H -+ +tEH  #EHFH
Consultant 6.19 (i1) 8,400,000 8,400,000
i 1
Employees 6.19 (1) 4,695,000 4,995,000
1§ &
22 July 2010 Employees 7.61 (i) 300,000 300,000
“E-FEELAS+HZH ER
11 January 2012 Employees 8.27 (iv) 700,000 700,000
—E-THF—-H+—H (=
20 March 2012 Employees 10.132 v) 2,600,000 2,600,000
“E-THZATFH &R
21 January 2014 Director 4.50 (vi) 2,000,000 2,000,000
“E-NE-H - H s
Consultant 4.50 (vii) 1,000,000 1,000,000
il
Employees 4.50 (vi) 1,820,000 1,820,000
=]
Employees 4.50 (viii) 340,000 340,000
fE &
25 January 2017 Directors 0.70 (ix) 12,000,000 -
—E-tbHFE-AZ+HA HH
Employees 0.70 (ix) 15,000,000 -
(=]
Employees 0.70 (x) 750,000 -
(=
Employees 0.70 (xi) 600,000 -

62,205,000 34,155,000
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30 SHARE-BASED PAYMENT
TRANSACTIONS (CONTINUED)

(a) Equity-settled share-based payment transactions

(Continued)

As at 31 December 2017, out of 62,205,000 (2016:
34,155,000) outstanding share options, 43,455,000 (2016:
33,295,000) share options were exercisable. There were
no share options exercised during the year (2016: Nil).
The total expense recognised for the options granted was
HK$5,996,000 (2016: HK$875,000) for the year ended 31
December 2017.

Notes:

(i)  These share options vested in 5 tranches equally on 27 January
2011, 27 January 2012, 27 January 2013, 27 January 2014 and 27
January 2015 respectively. The five tranches are exercisable from
the respective dates of vesting to 26 January 2020.

(ii)  These share options vested in 5 tranches as follows: 15% on 27
January 2011, 15% on 27 January 2012, 15% on 27 January 2013,
15% on 27 January 2014 and 40% on 27 January 2015. The five
tranches are exercisable from the respective dates of vesting to 26
January 2020.

(iii) These share options vested in 3 tranches equally on 1 April 2011,
1 April 2012 and 1 April 2013 respectively. The three tranches are
exercisable from the respective dates of vesting to 21 July 2020.

(iv) These share options vested in 3 tranches equally on 11 January
2013, 11 January 2014 and 11 January 2015 respectively. The three
tranches are exercisable from the respective dates of vesting to 10
January 2022.

(v)  These share options vested in 5 tranches equally on 20 March 2013,
20 March 2014, 20 March 2015, 20 March 2016 and 20 March
2017 respectively. The five tranches are exercisable from the
respective dates of vesting to 19 March 2022.

(vi) These share options vested on 21 January 2016 and are exercisable
from the date of vesting to 20 January 2024.

(vii) These share options vested on 21 January 2015 and are exercisable
from the date of vesting to 20 January 2024.

(viii) These share options vested on 21 January 2017 and are exercisable
from the date of vesting to 20 January 2024.

(ix) These share options shall vest in 3 tranches equally on 25 January
2017, 25 January 2018 and 25 January 2019 respectively. The three
tranches are exercisable from the respective dates of vesting to 24
January 2027.

(x)  These share options shall vest in 3 tranches equally on 25 January
2018, 25 January 2019 and 25 January 2020 respectively. The three
tranches are exercisable from the respective dates of vesting to 24
January 2027.

(xi) These share options vested on 25 January 2017 and are exercisable
from the date of vesting to 24 January 2027.
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(a) DAHE SR %5 55 DAy 2 RE B 2 fF sk R 5%

R#? —tFE+TH=1+—H "> 62,205,000
Iy (%5 4F : 34.155,0000%) 14 47 6 1
%&%* H43,455,00003 (. F— 754 ¢
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H> Z—WFE—H+—H kK - FE—HF—
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(viii) ZEWRRER —F—LFE A+ 05
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(ix) FZEWEMEHE S = A = — L HE—H
Z+tHH ZEFE-NF-HTAHKRFE
—JAE—H T E SRR o % AT
PR B S —F BE— ] A
WIEATAE o

(X) W% W HE oy = HE AR B & — E— A
Z+HA ZEFE-NFE-A T RARCE
CEFE—A T HHYE G o =T
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30 SHARE-BASED PAYMENT

TRANSACTIONS (CONTINUED)

(a) Equity-settled share-based payment transactions
(Continued)
Fair value of share options and assumptions
The fair value of services received in return for share options
granted was measured by reference to the fair value of share
options granted. The weighted average fair value of the share
options granted during the year ended 31 December 2017 was
HK$0.26 per share option which was determined using the
Binomial Options Pricing Model with significant inputs into
the model as follows:

30 PAR A 2 2k % 2 A5k sk 22 5 (#)

(a) DAHE &% %5 5 DA o 2 RE B 2 fF sk R 5
(%)
S I Ml 2 2 o MR % Bk
DAFRE ) J e 40 B 2 R 5 22 s P (B (AR 4
B 2 A E R - R E F
—tHEFZA=ZTHIEEE - ERBE
JCHE 2 IR~ 249 2 118 (8 % 0 W P B 0. 26
T By U R E B U E
PATR 2% i A A 20 B 2 o

Weighted average share price at AET R H 2 0.68
measurement date (HK$) T REAE (W oT)

Weighted average option exercise price (HK$) Jon HE ¥ 24 5 IROHEA T 58 (s o) 0.70

Expected annualised volatility (%) TE B 4F R (%) 51.38

Weighted average risk-free rate (%) JoREE S 35 4 JEL B R 2R (%) 1.84

Expected option life (year) TE 10 B A% B 4 0 (%) 10

Weighted average expected dividend yield (%) T IS 1 25 R (%) 1.82

(b) 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 2017, 18,190,000 (2016: 16,450,000)

units of the outstanding SARs were exercisable.

Movements in the number of SARs outstanding during the
year ended 31 December 2017 are as follows:

(b) B EHED I R Z AR5
AR A AR T A T SR A A TR
B P R (R (TR (R ]) - MR
PR R AT 2 By s (E HE AT &
maEn AR B =R RE N HAT
18 25 5517 4.50% 76 £6.193 IC -

W oEz—EHE+"A=+—H > 18,190,000
(. FE 784 1 16,450,000) 3 i 471 19 1%
{3 338 (B A W] B AT 0 -

BEZ-LHET A=t HIEFE
W RAT B I R B H BT

Number of SARs
i 13 ¥4 6L HE B H
2017 2016
—_2—L4 A
At 1 January w—H—H 18,330,000 18,740,000
Lapsed B¢ (140,000) (410,000)
At 31 December w+—_HA=+—H 18,190,000 18,330,000
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30 SHARE-BASED PAYMENT
TRANSACTIONS (CONTINUED)

(b) Cash-settled share-based payment transactions

(Continued)

During the year ended 31 December 2017, the Group has
recognised an expense of approximately HK$2,000 (2016:
HK$30,000) in the consolidated income statement in relation
to the SARs. As at 31 December 2017, liabilities in relation
to the SARs amounting to HK$856,000 (2016: HK$796,000)
are included in the “other payables and accrued charges” in
the consolidated balance sheet.

The fair value of outstanding SARs as at 31 December 2017
determined using the Binomial Option Pricing Model was
approximately HK$856,000 (2016: HK$796,000). The fair
value for these SARs was estimated at the balance sheet date
with the following weighted-average assumptions:

30 DAIB Oy 2 BB 2 A AR 5 (4

(b) PABLE 455 DAM A 2 e B 2 Ak R 5

(%)

HE_F—LETF A= HILFEE
ZIK%@EAZ?/E'\H&@%H% B B T 3 346
z%ﬁﬁfazooo%m — 754 30,0009
Jo) o A E Jc$+ A=+—H A
A I 3 4 (B 2 AL £5856,00005 76 (&
—7NAE 1796,000%00) - WG A EE
BAERN T H A RE AT R K B ST & ] oo

RoFE—tHFE T A= —HMERITHZ
JIE 47 184 B #:Iﬁtﬂﬁ%zﬁﬁ‘fﬁﬁﬁm
Z AN FAB(E 4 55856,0008 7T (& — /N4E
796,000 70) © 5% 5 B 8 (E RE 2 AP E (E
T &5 S HORR B LR 0 R ST 2 AR A R

2017 2016

I RN

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- 1 A (4F) 2.18 3.18
Weighted average expected volatility (%) TECHA 0 RE T 2k IFE(% 45.75 45.75
Weighted average expected dividend yield (%) T INRE P14 25 R (%) 2.31 2.31
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31 RESERVES 31 fffli
Capital Share-based — Currency
Share  redemption Capital Merger ~ Revaluation payment  translation  Statutory Retained
premium reserve reserve eserve reserve reserve reserve reserves profits Total
DR A
B it 74
Tt Bl RARRE  RBRE ERRBE MRRE ARG GERE REEN it
HES'000  HKS'000  HKS'000  HKS'000  HKS'000  HK$'000  HKS'000  HES'000  HKS'00  HKS'000
T T Tt T T T T T T T
(Note (a)) (Note (b)) (Note (c))
(W) (k) (W)
At 1 January 2016 RZF=RE—-H 12081 288 (197) m - 78913 w331 159795 369236 4207701
Currency translation 34
differences: £
Group 34 - - - - - - (B - - (B
Associates and ajoint venture BN A R A B 1 - - - . - - m - - m
Profit appropriations EfnE - - - - - - - 1,681 (1.681) -
Loss for the year e - - - - - - - N A It TNV
Share option scheme: Bl
Value of grantee services k% MR Bl - - - - - §75 - - - §75
Transferupon lapse of share BB by
options g - = - . - (180) - - 780 -
At31 December 2016 REZ-mEHZA=Z4-0 0 1001 2482 (197 m - OB (9654 l6L4T 2868 320648
Revaluation of an available-for- % {1 1
silefinancil aset EREE - - - - 3305 - - - - 337
Currency translation 31
differences i
Group 31 - - - - - - 108299 - - 228299
Associates ndajointventure BEAARAEEE - - - - - - 4 - - 4
Disposal of subsdiares thERE L - - - - - - (1,186) (3034 10220 -
Proit approprations EfnE - - - - - - - 154 (27,534) =
Loss for the year EREER - - - - - - - S MM (M)
Share option scheme; Bl
Valueof ranee serviees e MRS - - - - - 599 - - = 59%
Transferupon lapse of share~~ FBER Kb
options i = = = - = (676) - - {6 =
At31 December 2017 REZ—tEFZAZ A 120281 188 (197) m 3375 84,328 191,302 185974 212132 2709993
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31 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 reserves

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

32 DEFERRED INCOME TAX

STATEMENTS

31 fiffls (4

32

(a)

(b)

(c)

FC A B 1] {5 A

JIBe A BB I ff AR 18 AR 2 WA — JUJU LR ful B¢ 22 T
{H -

o A

E DFREAR 4 BB 2 R A 24 RIS R B 2 AR Tl
(B AR BLA 2 RIAR S — JUJU AR 24 W) T AL 2 i
PR T B8 AT JBEAS T (L 2 2 2638

A

R PP B B B - A2 R P B O B ST B
Z WA Ja 2 R ZEN B AR i R (KRS — 4R s 4R
&) 2 — AR A I S A A SR IR B
LUAG) phy B o 28 W 4% 19 2 S EE o TR SE A T T
PRAKEH b —4F B R BT AR 3 AT AL > M e 9%
B AT A 9% SR BE A o TR T RE B AR L W K
Ji§ 0N T RE M EARS0% A% > A] 8RS PR B -

3 S i 5 B8 JH

The following amounts, determined after appropriate offsetting, MEERHEEENIAGAEEABEZ S
are shown in the consolidated balance sheet: BEWE
2017 2016
“F ok CF oA
HK$°000 HK$’000
Tt T T
Net deferred income tax assets A SE JIT A5 JE 7 VT AR 275,739 329,216
Less: Transfer to disposal group classified R SRR
as held-for-sale & 2 AL (5,603) -
270,136 329,216
Net deferred income tax liabilities A5 ST T 15 B TE B (BT AR (13,409) (30,729)
256,727 298,487
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32 DEFERRED INCOME TAX (CONTINUED) 32 EHERT A3 BeE (4])

Deferred income tax is calculated on temporary differences under R AL T A5 0 TEL PR A A 12 o T IR 25 R AR 8 B
the liability method using the applicable tax rates. REH -
The movement in net deferred income tax assets is as follows: TRAC PR B E TR E T
2017 2016
S Sl 0 RN
HK$°000 HK$’000
Tt T T
At 1 January W—H—H 298,487 316,042
Exchange adjustment [ifE i, 58 % 20,117 (20,680)
(Charged)/credited to consolidated Fukr B) FALGES
income statement i 1 % (55,196) 3,125
Transfer to disposal group classified S AR ELEZ
as held-for-sale 6 A A (5,603) -
Disposal of subsidiaries H 5 B 2 T (1,078) -
At 31 December mt—_HA=+—H 256,727 298,487
The movements in deferred tax assets and liabilities (prior to EFW R 0B 0 T o A () — Ol ) v
offsetting of balances within the same taxation jurisdiction) during ZESRACEI D) 2 E T

the year are as follows:

Deferred income tax assets Provisions Decelerated tax depreciation Tax losses Others Total
JEAE i B il WERETE s EH 1) it
2017 2016 017 2016 017 2016 017 2016 2017 2016

I N St e S S A S S St e S S e S e S
HK$'000  HKSO00 — HKS'000  HKS000 — HKS'000  HKS000 — HKS'000  HKS000 — HKS'000  HKS'000
T#x  TEx  FEx  TEx  F#x TiEx  F#x TiEx  T#x TiEx

At 1 January R=H—H 147,145 151,041 10,015 11,406 168,087 167,633 3969 4,056 329,216 334,136
Exchange adjustment [ 5t % 9,119 (9.594) 809 (692) 11,332 (11,724) 210 (119) 21470 (22,129)
(Chargedyferedited to (AIBR B) /FF A

consolidated income &4

statement ik (25,359) 5,098 207 (699)  (41,39) 12,178 2,774 3 (61,909) 17,09
Transfer to disposal EREMER

group classifiedas  FF{EHE 2

held-for-sale i e Al - - = - (1,733) - = - (1,733) -
Disposal of it B
subsidiaries Il V) - 28 - (2,263) - = - (2,293) -

At 31 December REZA=T-0 130903 147,145 12,368 10,015 128,027 168,087 6,953 3,969 278,751 329,216
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32 DEFERRED INCOME TAX (CONTINUED)

STATEMENTS

32 RE S BOIE (H)

Withholding tax on
Deferred income tax liabilities Accelerated tax depreciation undistributed profits Others Total
HESE i 7 BLE £ 1R T B 4 AR R4 B B ity it
2017 2016 2017 2016 2017 2016 2017 2016
e S 1 e SN ST Sk b S S AT I S AL R S e Sy
HK$000 HK$’000 HK$°000 HKS$’000 HK$°000 HKS$000 HK$000 HK$’000
T T T i T Tt T T T
At [ January t=H—H 20,756 16,198 8,182 1,414 1,791 482 30,729 18,094
Exchange adjustment E Ji 37 966 (1,352) - - 387 97 1,353 (1,449)
(Credited)/charged to (5FA) /HBk B
consolidated income eetyld
statement R (13,539) 5910 = 6,768 6,826 1,406 (6,713) 14,084
Transfer to disposal BB NEA
group classified as FEhEZ
held-for-sale L&A (2,130) - - - - - (2,130) -
Disposal of subsidiaries ¢t % it i /2 7 (1,215) - - - - - (1,215) -
At 31 December R+ZH=4—H 4,838 20,756 8,182 8,182 9,004 1,791 22,024 30,729
The expiry of unrecognised tax losses are as follows: RMERBIHE R BT
2017 2016
SF ok CFoAE
HK$’000 HK$’000
Tl T
Tax losses expiring in 5 years AR A JiE i 2 B TR e 4R 1,307,075 787,411
Tax losses expiring after 5 years AR JiE i 2 B TE s 1R 8,471 4,853
Tax losses without expiry date i T H B 2 BLIE S 18 73,852 58,299
At 31 December Bt=A=+—H 1,389,398 850,563

As at 31 December 2017, the potential deferred income tax assets
in respect of the above unrecognised tax losses amounted to

HK$337,752,000 (2016: HK$203,873,000).

Deferred income tax liabilities of HK$82,072,000 (2016:
HK$98,123,000), in respect of unremitted earnings of
approximately HK$1,623,896,000 as at 31 December 2017 (2016:
HK$1,955,824,000), had not been recognised for the withholding
tax as the Group controls the dividend policy of these subsidiaries.
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e s ok o Y Sy el = B o N
o VL s 15 A B - TR A A0 S T 15 B JH 7 R

337,752,000%5 JC (% — /N 4F : 203,873,000%

Jo) e

N | N e o ) /N B N Rt el X
TEANBE82,072,000% 7 (- F —/N4E 1 98,123,000
W5 T ) A R AR AL T A5 B IH B AT o TR IR A A
2 i) 5% 5 B N T 2 B EBUR o i T B4R
T A=t —H > RIEHEFIF£1,623,896,000

T (T F— /N4 1 1,955,824,00045 90) ©
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33 CASH FLOW INFORMATION

33 BHenE R

Cash generated from operations BEEEZHE
Reconciliation of operating loss to cash (used in)/generated from kR EE () S EEZ H e 2 BIRD
operations is as follows: I
2017 2016
e S S e S ANG S
HK$’000 HK$°000
T# L THE T
Operating loss e (688,823) (819,488)
Amortisation fif 34 2,493 6,711
Derivative financial instruments — forward At A 4 il T L — 73
foreign exchange contracts AMEE A %9 14,699 (11,001)
Depreciation Ireg 179,554 246,133
Gain on disposal of an available-for-sale t B A A R
financial asset Z Wi = (36)
Gain on disposal of subsidiaries 0 B A | 22 0 s (797) -
Loss on disposal of property, plant and Y~ B KB
equipment Z 18 15,164 22,219
Reversal of impairment of property, plant and 2 ~ 75 M &%
equipment ioRER ] - (1,999)
Impairment of intangible assets MEJE & A R - 37,464
Impairment of an investment property gL E S ALE - 9,979
Interest income FLE A (22,378) (16,342)
Share-based payment expense DAy o B 2 AN 3K B 32 5,998 875
Operating cash flows before working BRI 2 B
capital changes Hems (494,090) (525,485)
Decrease in inventories HR]WAD 274,932 537,557
Decrease in trade receivables, other receivables, & %) fE IS HE R ~ FoAth FE IS HE X
deposits and prepayments i 4 B FEAS RO D 256,460 463,772
Decrease in trade payables, other payables B 5y BEAT MR K~ A B AT Bk I
and accrued charges JE ST 2 WD (329,488) (165,294)
Cash (used in)/generated from operations S () SRR B (292,186) 310,550

REOOE UE B OBR v R AR A
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34 COMMITMENTS

34

(a) Capital commitments for purchase of land use

i

(a) Vil H 6 B R W 3 - W Kt

rights and property, plant and equipment ZE AR
2017 2016
- Sl oS TR N
HK$’000 HK$°000
Tt ARCP
Contracted but not provided for SEHEOEEE L0 2,621 6,624
(b) Commitments under operating leases (b) BEMERE

As at 31 December 2017, the Group had future aggregate
minimum lease payments in respect of warehouses, offices
and distribution outlets under non-cancellable operating

leases as follows:

ﬁ(‘:i tETF A= R AL
T~ NS Sy B TR 2 S T R A8 A
B2 RAFARANS AT

2017 2016

—E— L4 ZENE

HK$°000 HK$’000

Tt T

Not later than one year — 4R 725,365 701,911
Later than one year and not later —AEE K

than five years HAFERN 543,338 518,847

Later than five years HAEAE 7,030 2,074

1,275,733 1,222,832

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.
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35 FINANCIAL INSTRUMENTS BY o N
CATEGORY
Assets at fair
Loansand  value through Available-
receivables  profit or loss for-sale Total
A
BH K st A
R W B ik ZH i & At
Assets as per consolidated BEEEARE HKS$’ 000 HKS$’ 000 HKS$’000 HKS$’000
balance sheet i B T T ARL T
At 31 December 2017 WoFE—LE+ZA=+—H
Available-for-sale financial asset T HESMERE - - 3,698 3,698
Trade receivables 5 1 Hﬁlﬁﬁ 181,310 = = 181,310
Other receivables excluding oAb i R 3
non-financial assets (R emERE) 171,754 - - 171,754
Pledged bank deposits KA ERAT 72 5K 181,403 - - 181,403
Bank deposit with maturity over R =MA
three months HATHR 4,785 - - 4,785
Cash and cash equivalents Ba LB EY 300,114 = = 300,114
Total Bt 839,366 - 3,698 843,064
At31 December 2016 WEZE—=AETZA=1—H
Trade receivables B 7 BEWUIR 3K 208,118 - - 208,118
Other receivables excluding non-financial — H A fE Ui i
assets (0B T e ) 227,050 - - 227,050
Derivative financial instruments A4 M TH - 15,662 - 15,662
Bank deposit with maturity over e ={1 8 2
three months RATHE 16,721 - - 16,721
Cash and cash equivalents BEe LB 4% EY 972,769 - - 972,769
Total &t 1,424,638 15,662 - 1,440,320
Financial
liabilities at
amortised cost
VA 8 8 p A
w2 Y 4 Bl K
HK$°000
Liabilities as per consolidated balance sheet HaarEABEEs AR T#
At 31 December 2017 AR+ A=1+—H
Trade payables 5 WE LT 581,301
Other payables and accrued charges JH Al AT R S B E ST 2
excluding non-financial liabilities (0B I 4 i A fF) 342,723
Bank loan AT R 156,274
Total &t 1,080,298
At 31 December 2016 ATE-NETZA=Z1—H
Trade payables 2 5 HEA WK 807,034
Other payables and accrued charges JH Al AT R S M E ST 2
excluding non-financial liabilities (0B FF 4 Al & %) 349,471
Bank loans AT E 296,694
Total &t 1,453,199

4
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B 5 2

36 RELATED PARTY TRANSACTIONS AND

BALANCES

The Group entered into the following related party transactions

during the year:

36 BT A2 By I i B

A G I AR A R AT R S BRI O S 5

(a) Transactions with related companies HEHEAFRZRS
2017 2016
- S i ZE N
HK$°000 HK$’000
Tt T
Sales of goods to a joint venture (Note (i)) 1] A& > 2E 84 8 & 5 (M 5EG)) 4,635 3,207
Royalty fee to a joint venture A ERENZ
(Note (ii)) R RE B (B 3 Gi)) - 1,169
Notes: Igﬂ. %I .

118

(i)  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 party.

(ii) Royalty fee paid or payable to a joint venture was charged in

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

(b) Year-end balances with related companies

@) A E AT R TR AR A SR
T AT © 22 5 6k )y A8 AR B T B 32 5 7 W
E I [ AR fEE

(i) 1A A SEC AT AT 2 R R R A
B [ B 52 ) 1 I [ 2 OEGRE A @

(b) B[R 1B 2 W] 2 AR K &5 B

2017 2016
S®obE AR
HK$°000 HK$’000
T T T

Trade receivables from a joint JRE i 8 A 2 R IA
venture (Note (i)) (B 5EG)) 2,742 6,757
Payables to a joint venture (Note (ii)) JEAS G A 25 AR E (B i) - 3,276

Notes: I 23

(i)  The receivables from a joint venture arise mainly from sales of
goods. The balances are unsecured, interest-free and repayable
according to the trade terms.

(ii) The payables to a joint venture arise mainly from trademark

licensing transactions. The balances are unsecured, interest-free
and repayable according to the agreed terms.

Daphne International Holdings Limited

() MEMCS A 3 BOH T 8 R A - B
BT MARAT ~ S B A% ) R R o

Gi) MRS A e AR H T 2 AR A R A 22 5
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36 RELATED PARTY TRANSACTIONS AND 36 BT AR T M 46k (48)

BALANCES (CONTINUED)

(o)

Key management personnel compensation
Remuneration for key management personnel of the Group,
including amounts paid/payable to the directors of the A Al # g 2 G00E) 4
Company is as follows:

(c) EREFHMABZHMN
AR

@I%réﬁl\éz i (BT
f

Salaries, allowances and bonuses
Defined contribution pension costs

Retirement benefits

Share-based payment expense

i
2017 2016

—ZF L4 RN

HK$’000 HK$’000

T oo T# ot

B~ A RAEAD 16,357 15,814
TE AR R AR 4 AR = 18
AR AR F = 26,945
DAy 25y S8 2 A 2k BH 32 3,837 643
20,194 43,420

37 BENEFITS AND INTERESTS OF

4

37 #EH LR SR

DIRECTORS
(a) Emoluments of directors and chief executive officer (a) 3 RATBAEIR ([T B 43R ]) I 4
(“CEO”)
The remuneration of each director and the CEO of the BE+ - HA=Z+—HILFE A ALE
Company for the year ended 31 December is set out below: HRATHAB MM T -
Employer’s
Share-based contribution
payment  to aretirement
Fees Salaries expense  benefit scheme Total
Pl RBERE  RENRK .
s He ZHHME AR At
HK$’ 000 HK$’ 000 HK$’ 000 HKS$’ 000 HK$’ 000
Tk T Tt Tk Tk
(Note (i) (Note (ii)) (Note (ii)) (Note (ii))
(M3EG)) (W 3 Gi)) (W 3EGi)) (i ik Gi))
2017 Y
M. Chang Chih-Kai (CEO) SR gl 6 E (TTHLAE ) - 3,824 1,254 = 5,078
Mr. Chang Chih-Chiao REFLE = 2,076 626 = 2,702
Mr. Chen Tommy Yi-Hsun — BR1G 8 4 = 2,076 626 = 2,702
Mr. Chen Ying-Chich [y e 600 - - - 600
Mr. Huang Shun-Tsai HIRA A 150 - - = 150
Mr. Kuo Jung-Cheng AR A 150 = = = 150
Mr. Lee Ted Tak Tai LY S 433 - - - 433
1,333 7,976 2,506 = 11,815
2016 CE-RE
Mr. Chang Chih-Kai (CEO)  #RH §l/5 4 (T B - 2,865 2 - 2,867
M. Chang Chih-Chiao RAE A - 1,898 2 - 1,900
Mr. Chen Tommy Yi-Hsun — BRAA 8 JG 4 - 1,898 2 - 1,900
Mr. Chen Ying-Chieh [y e 425 1,424 102 18 1,969
Mr. Huang Shun-Tsai R 150 - - - 150
Mr. Kuo Jung-Cheng AR A 150 - - - 150
Mr. Lee Ted Tak Tai BEREE 425 - - - 425
1,150 8,085 108 18 9,361
Foue BB R AMRA A A4 2017 119



NOTES TO THE FINANCIAL STATEMENTS
W% %li % Iiﬁ

37 BENEFITS AND INTERESTS OF
DIRECTORS (CONTINUED)

(a)

(b)

(c)

(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.

Retirement benefits of directors
During the year ended 31 December 2017, no retirement
benefits were paid or payable to the directors.

During the year ended 31 December 2016, discretionary
retirement benefits paid/payable to Mr. Chen Ying-Chieh in
respect of his services in connection with the management of
the affairs of the Company or its subsidiaries undertakings
was HK$26,945,000. 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.

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

For each of the two years ended 31 December 2017 and 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 2017 and 2016, 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 and 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.
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37 #EH Ak MR AR (A7)

(a)

(b)

(c)

(d)

(e)

R ATBARK (7B RKR]) W

(%)
Bt RE

() BT e AT AR A W) HE R 2 B 4 T AR PR S )
AR ) B A 2 ) R Ak 2 R B o RS

(i) CATERRE AT AR 4 ) o 2 B T AR R A S
AR 2 )l T A 2 S 1 £ A3 0 LAl
s

3R Okt A
BWE_F—-LF+_A=Z+—HILFE
B8 408 AT SR A 2 08 PR AR A

BE - F—-AF+_A=ZF+—HILFE
PR A 2l AR T A N ) B e A R
%ﬁﬁ&z%ﬁ B Il AT 2 189 17 4R A

FKIH £526,945,0007 € o 0k ) A48 2 7] s
WEﬂihQW%%$W% 4 A 5
JREA5h oAt 3R R A% A o ABE 4 AT BB AR AK
R T AN T Z AT H Al EF o

A 0k D 0 A R o B AR 2 IR B 1
5B =05 RN E

wHE_F-LFL-F-ARFTZA
= B W A A A A A R
AT A 55 55 O ARF 8B A5 ¢ 1k 4 466 4 1 - R i
LA 3 AR S A T 5 =7 © A SO AT
HE

HBAUES - ZERFNZEREAN
LEYAE ) 8B E PN Ok
Bk B H At 52 5 i B R

PEREF-LFE T -ANFET A
S H o ARG R B HAT AT B 8 A S A A
RIOLEE AR~ MR R A 22 5 LA Y FIE
AT~ AN T AT AR AT A 52 4 i
INCE B L VTR PN

HEHRZS -~ RIERBHZ TSR
AR MR A A A AR B AT & H SR AR AT A
RF [ G SRR W E B A I - AR Al
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38 BALANCE SHEET AND RESERVE 38 A wEE AR KA EE)
MOVEMENT OF THE COMPANY
Balance sheet of the Company AL & EAEE
As at 31 December
Rt —-HAH=+—H
2017 2016
I
HK$’000 HK$°000
Tt T
Non-current assets I VW)
Investments in subsidiaries W E A T 2 E 368,822 368,822
Current assets i) &
Other receivables HCfth J8 Uiz R R 329 475
Derivative financial instrument it e T H - 8,289
Amount due from a subsidiary JRE Wi I Ja 2 ) R K 674,727 688,041
Cash and cash equivalents e R E&EEY 1,546 111
676,602 696,916
Current liabilities ) A fE
Other payables and accrued charges L Al R AT R R B B S 2 T 5,090 6,993
Bank loan MATHK 156,274 155,019
U P 162,012
_ Netcurrentassets . WEEESHE 515238 534,904
Total assets less current liabilities HEE E kO ) B 884,060 903,726
Equity HE 4
Share capital e A 164,914 164,914
Reserves b 719,146 738,812
Total equity HARE 4 884,060 903,726
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38 BALANCE SHEET AND RESERVE
MOVEMENT OF THE COMPANY
(CONTINUED)

38 AA

> ) B R U0 R Ik s 5 B (A1)

Reserve movement of the Company A2y ) Gl 2 )
Capital Share-based Currency
Share  redemption  Contributed payment translation Retained
premium reserve surplus reserve reserve profits Total
YR
B I 1 74
b i B BARR  MEBH EXRE  REEN ait
HK$'000 HK$000 HK$°000 HK$000 HK$000 HK$'000 HK$'000
Ti#n T Ti#n Ti#n Ti#n Ti#n Ti#n
(Note 31(a)) (Note (a))
(k31 (o))
At 1 January 2016 RZE—AE—H—H 120,281 2882 152,891 78913 (6,087) 398,573 747453
Currency translation differences 7 4 - - - - (37,525) - (37525)
Profit for the year EREA - - - - - 28,009 28,009
Share option scheme: B -
Value of grantee services EIN 1 - - - 875 - - 875
Transfer upon lapse of share options 1 B it s 4 4 - - - (780) - 780 -
At31 December 2016 BEF-REHZAZT-H 120281 288 152,891 79,008 (3612) 121362 738812
Currency translation differences W5 £ - - - - 36991 - 36991
Loss for the year L3 - - - - - (62,653) (62,653)
Share option scheme: R RSB -
Value of grantee services ECIN S - - - 5,996 - - 5,996
Transfer upon lapse of share options B 7 4 4 4 - - - (676) - 676 -
At31 December 2017 S ot Y e el 120,281 2,882 152,891 84,328 (6,621) 365,385 719,146
Notes: P 5E
(a)  Contributed surplus (a) BB

(®)

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.
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(b)

AT Z BN BLERAR A W — UL AR A W)
AEL AT B B 2 ) (L AR B 2 ) R S AT
AT 2 A T B T 5 2 22 o

T A0 IR £

AN Al AT ARG IR T A R A A 0 i
T~ BOBLER ~ AR 7 B8 2 A AR AR S £ B L
Fl o HRBEBA 2 B A AR (RAEH]) » A0 R Z bt
YA ) R0 R SR IS M T ALk R R A
S 2 A SCT R RR > 1 % B At 0 R e S A PR AR
ARGy T LR H R R R b (R B AR
JBe A3t 55 7 W] AR AL S IR o ARIEAR A R 2
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(f 45 e M3 s 1) SZA ©
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BRI R i’é Wi &k

39 SUBSIDIARIES

4

39 Fit)E A Al

The following is a list of the principal subsidiaries as at TEREINK -F-LETFT AT HZEE
31 December 2017: =N
Particulars of
Name Place of incorporation" issued/paid-up capjtal Interestheld  Principal activities
HH I 3 3 B T/ BRI A B fidftEs  FEEH
Aee International Ltd. @ China US$8,580,000 59.96%  Distribution of footwear and accessories
FEROEE (LB ARAR O il 8.580.000% 1T YR LA
Bright Crown Holdings Limited British Virgin Islands 1 share of USS1 each 100%  Investment holding
SR RA R A EBELHE 1 A (1 5% T 2 RERR
Colossus Asia Limited Hong Kong 100 ordinary 59.96%  Retailing of footwear and accessories
SERHARA i shares of HK$100 TERFR R RE
1007 773 A4 1001 £ ¢
Daphne Footwear (Sichuan) Co., Ltd @ China RMB87,300,0QO 100%  Manufacture of footwear
BEAR (1) B A RA A HH 87.300,0007C A & REHEER
Daphne Investment (Group) Co., Ltd. © China U5530,000,000 100%  Distribution of footwear and accessories
HERRE (B ARARY i 30,000,000% 1t and investment holding
7 SR E M SR MDA R f 1R
Full Pearl International Limited British Virgin Islands 3,294 shares of 59.96%  Investment holding and trading of
EURBARA KB RTHE USS$1 each footwear and accessories
3294 B BURHEI R B B AL
1E2 e
Gentlefit Trading Limited Hong Kong 100 ordinary shares of 100%  Investment and trademark holding
HHRAARAH Eik HKS100; 13,055,667 RERR RS
non-voting deferred
shares of
HKS13,035,667
100# 7C4 73 1008
T 5 13,055,667
7 1313,055,6671K
EREREE KA
Prime Success (BVI) Limited British Virgin Islands 5,000,000 shares 100%  Investment holding
i) el of US$0.01 each biasecdly
5,000,000 iz i i
00102 el
Shanghai Aixie Information Technology Co., Ltd.®  China RMB1,000,000 100%  Operation of e-commerce business
LREMFEEMEARAAC HH 1,000,0007C A R BATTIHRHS
Shoebox Commerce Co., Ltd. @ China RMBA460,000,000 96.46%  Distribution of footwear and accessories
HEMEARAFY HH 460,000,0007C A & DB B R
Shoebox Holdings Limited Hong Kong 14,111 ordinary 96.46%  Investment and trademark holding
HEERARAR ik shares of REER R
HK$381,470,740
381,470,740 ¢
R4S E R
Victoria Success (Shanghai) Co., Ltd. China 5523,000,000 100%  Property holding
KEEE (L) ARAF B 23,000,005 & ERERIES
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39 SUBSIDIARIES (CONTINUED)

Notes:

(a)

(b)

(c)

(@

(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.

124 Daphne International Holdings Limited

39 Fif & 2wl (%)

(a)

(b)

(©)

(@

(e

(¢9)

%R T A R L 2 AN A

BB & 2 B B A R 2\ X Prime Success (BVI)
Limited 2 % & i A< A &) B B 4545 40 > B30 i 45 it
J& A R B AR F R -

Wk 50 W P2 A PR A A - i 2 BB A PR 7] K Prime
Success (BVI) Limited /A& Us 2 H AN > 51 /) ir Bt
Jo 2 743 T L AT A ST b 2 A

IR SR R A 9 B b SR SIBOA B W 2 TR S
A% 2 BT ART BB SRR 3 A B S B ROR 3l
e BB o A B A W R IR O A RE 2 BT A

B BB 2 I A A AT R0 A A T (] ABE 90 A ] oA
HHE I -

i e R DR B S 2 R R ) B SO Ry i
R RN P T S () AR AEEC NS
BN
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