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On behalf of the board of directors (the “Board” or the “Directors”) of
Co-Prosperity Holdings Limited (the “Company”), | am pleased to present
the annual results of the Company and its subsidiaries (together, the
“Group”) for the year ended 31 December 2016.

The year under review was a year full of changes and unexpected events
over the globe. Significant developments including the slowdown of
economic growth in Mainland China and policies of the global political
landscape has undergone constant changes which affected market
sentiment. The operating environment of the fabrics and textile industry
is particularly sensitive to market conditions, government policies and
other factors, and last year the global emerging market economies
growth is still in the doldrums. The Group will continue to adhere to
its proactive operating style to improve profit margin of the fabrics and
trading business.

Depict the fabrics and trading business, the Group has recorded
the rapid development and remarkable growth in money lending
business and securities investment business. Apart from the existing
businesses, the Group has looked into and will continue to explore
business opportunities in various segments and enhance the interests of
shareholders of the Company (the “Shareholders”).

Since 2015, the Company has noticed the remarkable potential growth
of media, cultural and entertainment sector and has commenced to
look into related development opportunities. During 2016, the Group
has reached out to a number of potential partners and vendors for
acquisition and cooperation opportunities.

The Group got involved into the rescue and acquisition of Asia Television
Limited (“ATV"). ATV is Hong Kong’s first television broadcaster with
nearly 60 years of history, having produced many successful programmes
including dramas series, variety shows and news programmes over the
years. ATV has been a part of the collective memory of Hong Kong and
its legendary history has played a significant role in the development of
Cantonese pop-culture. The Directors believe that the potential intrinsic
value of ATV can be realised if the plan to rescue ATV is successful.

Through cooperation with the leaders of the media and entertainment
sector in Hong Kong, China and the overseas, the Group shall have
access to extensive experience, know-hows and talents, all of which will
expedite the Company’s development and diversification into the media,
cultural and entertainment sector.
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The Group has recently expanded its management team and recruited
talents with unique expertise and proven track-record in the media and
entertainment industry. In addition, a number of experts from leading
media and entertainment companies have newly joined the Group.
The recruitment of the new management team of different functions
enables the Group to develop new visions and strive a big step forward
in content production, Over-the-top (“OTT"”) and apps development. As a
result, the Group anticipates a significantly faster growth than previously
anticipated.

The Group has been granted access and usage of certain assets of ATV
which shall enable ATV to continue to operate and act as a production
house in Hong Kong taking advantage of its 50,000 square-meter
production facility, and its film library and archives. Given ATV's brand
presence in Hong Kong and the PRC, it is believed that the acquisition
of ATV will complement the Group’s strategic goals to expand into the
media and entertainment related sector.

For the money lending business, the Group expects it will generate stable
interest income for the Group. And the Group has monitored the credit
risks and application procedures pursuant to the applicable laws and
regulations.

For the securities investment business, the local stock market was further
hindered by concerns over global economic slowdown and potential
interest rate hike by the U.S. Federal Reserve. The Group recognises the
uncertainty and volatility in the global stock markets and will continue to
exercise due professional care in selecting investment targets.

As certain securities investment and the fund investment in the Group's
investment portfolio had overall outperformed the market with lesser
downward adjustment than the market index, there was overall a
realised fair value gain of RMB4.7 million and unrealised fair value gain
of RMB57.4 million for the year ended 31 December 2016. In the light of
the substantially improving performance of the investments, the Group is
considering expanding this business and expediting the development of
this sector to generate more income and contribute to the total profit of
the Group. The Group is continuously engaged in investments in these
securities for purpose of short to medium term capital appreciation.
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The Group has recently expanded its business in securities dealing and
asset management following its acquisition of 60% issued share capital
of Million Federal International Limited (“Million Federal”) and completed
in March 2017 at the consideration of HK$90 million. Sincere Securities
Limited, a wholly-owned subsidiary of Million Federal is licensed to carry
out type 1 (dealing in securities), type 4 (advising on securities) and type
9 (asset management) regulated activities. The Group plans to further
develop the acquired business to become an integrated security house
offering sales and trading, investment advisory, discretionary account
and asset management services and to use it as its initial platform in
establishing its financial services.

We will continue to enhance our corporate transparency and strengthen
our corporate governance and internal control. We will take every
opportunity to optimise our business to enrich the Shareholders’ value.
With the concerted efforts of the management and the staff of the
Group, we are fully confident and optimistic about the Group's future

growth and outlook.

On behalf of the Board, | would like to take this opportunity to sincerely
thank our Shareholders, investors, business partners and customers for
their unwavering support and express my sincere gratitude to the staff
of the Group for their dedication and hard work. | would also like to
extend my appreciation to the fellow colleagues in the Board and the
entire workforce for their commitment and contributions. | am confident
that the Group will continue to consolidate its fundamentals, seize the
opportunity and climb the peak.

Tang Hon Kwo
Chairman
Hong Kong, 29 March 2017
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During the year ended 31 December 2016, the Group engaged in four
business streams including (i) the processing, printing and sales of
finished fabrics and subcontracting service and the trading of fabrics and
clothing business (“Fabrics and Trading Business”); (ii) the money lending
business; (iii) securities investment business; and (iv) media, cultural and
entertainment business.

Fabrics and Trading Business

The Group continued to engage in the Fabrics and Trading Business
during the financial year. As the global economy and political
environment had gone through dramatic changes in the past year, the
outlook of the manufacturing sector in the PRC appeared to be under
more pressure when the labour and other costs have been surging
together with the exchange rate fluctuations and fierce competition.
With the decreasing demand from emerging markets and the
increasingly robust environmental protection requirements applicable
in the manufacturing processes, the Group has actively utilised existing
resources to improve operating efficiency to better manage costs,
and take appropriate measures including the disposal of loss making
operation and write down of slow-moving inventory.

For the year 2016, the turnover contributed by the Fabrics and Trading
Business was approximately RMB172.2 million (2015: RMB267.4 million),
representing a decrease of 35.6% from the previous year. The decrease
in turnover as compared to last year was due to the impact of weakening
global demand in the clothing and textile industry. We anticipate the
fabric manufacturing and trading industry will undergo a process of
consolidation and we will adopt stringent cost control measures to
counteract the adverse impact.
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Money Lending Business

The Group has obtained a money lender license in Hong Kong under the
Money Lenders Ordinance. As at 31 December 2016, the loan balances
were approximately RMB139 million (2015: RMB149 million) with terms
of 3 months to 1 year at effective interest rates ranging from 8.0% to
24.0% (2015: 19.5% to 22.0%) per annum.

The Money Lending segment has stepped into a period of steady growth
since the commencement of business in 2015. The Money Lending
business has gradually grown at a stable pace into a significant loan
portfolio. All the borrowers have been carefully evaluated by the Group
on, among other things, their repayment capability, professional and
financial status, and securities provided, if any. For the year of 2016, the
turnover contributed by the money lending business was approximately
RMB25.7 million (2015: RMB5.5 million) with a profit before interest,
tax and depreciation of approximately RMB4.0 million (2015: RMB5.3
million). We will continue to develop money lending business as it will
provide opportunities for the Company to increase the turnover and
profit for the Group.

Securities Investment Business

During the year under review, the overall performance of the Group’s
securities investment business was satisfactory when compared against
the overall performance of the stock market. Notwithstanding the stock
market rebounded drastically in late of 2016, the Group had recorded an
overall realised and unrealised fair value gain of approximately RMB4.7
million and RMB57.4 million from the securities investment business
respectively (2015: RMBO0.4 million and nil).

As at 31 December 2016, the aggregate amount of the Group’s financial
assets at fair value through profit or loss is approximately RMB201.4
million (31 December 2015: nil). The Group managed a portfolio of
securities listed in Hong Kong and traded in The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) with fair value of approximately
RMB114.8 million as at 31 December 2016. In addition, the Group has
invested in an unlisted investment fund, namely Tiger Capital Fund SPC-
Tiger Global SP (“Tiger Fund”), with fair value of approximately RMB86.6
million.
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For these investment in securities listed in Hong Kong with fair value
of approximately RMB114.8 million as at 31 December 2016 (totally
approximately 9.6% of the total assets of the Group as at 31 December
2016), it consisted of various securities listed in Hong Kong and
the major securities included Leyou Technologies Holdings Limited
(stock code:1089) (“Leyou”) and Sino Haijing Holdings Limited (stock
code:1106) (“Sino Haijing”). For the total investment in securities listed
in Hong King, the Group disposed of certain securities listed in Hong
Kong to realise a fair value gain of RMB4.7 million (2015: RMBO.4
million) during the year. During the year, the Group had recorded an
unrealised fair value gain of approximately RMB21.7 million for these
investment in securities (2015: nil).

For the major securities investment, the Group has invested in the issued
shares of Leyou and Sino Haijing of approximately RMB22.2 million and
RMB33.1 million respectively, with fair value of approximately RMB31.5
million and RMB48.4 million respectively as at 31 December 2016
(approximately 2.6% and 4.0% of the total recorded assets of the Group
respectively), resulted in an unrealised fair value gain of approximately
RMB8.9 million and RMB15.3 million respectively. During the year, the
Group has disposed of 13,000,000 and nil number of issued shares of
Leyou and Sino Haijing respectively, resulted in a realised fair value gain
of RMB1.3 million and nil respectively. As at 31 December 2016, the
Group held 22,000,000 and 290,440,000 number of issued shares of
Leyou and Sino Haijing, representing 0.77% and 2.81% of their issued
shares respectively. No dividend received from Leyou and Sino Haijing
during the year.

During the year, the Group has invested approximately RMB50.9 million
into the Tiger Fund and is recognised as financial assets at fair value
through profit or loss with fair value of approximately RMB86.6 million
as at 31 December 2016 (approximately 7.2% of the total assets of the
Group as at 31 December 2016), resulted in an unrealised fair value gain
of approximately RMB35.7 million during the year. As at 31 December
2016, the Group has further invested approximately RMB40.7 million
into the Tiger Fund and is recorded as prepayments as the transaction
was completed in 2017 and is subsequently transferred from prepayment
to financial assets at fair value through profit or loss. The Tiger Fund is
an investment fund wholly owned by A Plus Capital Management Limited
and has investment portfolio mainly the securities listed in Hong Kong.
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Media, cultural and entertainment business

The Company has continuously reviewed its business strategy and
development plan, and make appropriate adjustments to achieve its
business objectives and cope with the changes in market condition. There
have been dramatic changes in the media and entertainment market in
Hong Kong and China, and the Company has responded quickly to cope
with such changes. In early 2016, the Group got involved in the rescue
plan and, subsequently, the acquisition of ATV. A petition to wind up
ATV was filed with the High Court of Hong Kong and the Provisional
Liquidators have been appointed by order of the High Court of Hong
Kong in 2016.

As set out in the Company’s circular and announcement dated 19
December 2016 and 6 January 2017 respectively, Star Platinum
Enterprises Limited (”Star Platinum”) has been granted the approval of
the Shareholders of Company at an extraordinary general meeting of the
Company held on 6 January 2017 in relation to the acquisition of ATV.
Star Platinum together with the Provisional Liquidators will propose the
scheme of arrangements to the creditors of ATV by which all liabilities
of ATV shall be assumed by Star Platinum. As a result, ATV shall be
debt-free and given a fresh start upon the completion of the scheme of
arrangements.

Being a major part of the media, cultural and entertainment business
plan of the Group, ATV-related projects have been granted substantial
resources by the Group in the past year. The new team leading the
media, cultural and entertainment business of the Group has been
continuously exploring various means of development and how to best
utilise the assets acquired, including but not limited to renovating the
existing facilities of ATV and its production equipment, remastering and
digitalizing of programme library and archives, developing broadcasting
platforms, producing, and investing in television programmes and
films, and purchasing licensed contents. The Group anticipates to take
advantage of the trend within the market, make best use of the access
to the in-depth experience and know-how of the new management team
to expedite the Group’s development and diversification into the media,
cultural and entertainment business.

Details of the Acquisition of ATV were set out in the Company’s circulars
or announcements dated 22 February 2016, 30 April 2016, 29 July
2016, 23 September 2016, 11 November 2016, 19 December 2016 and
6 January 2017. The Company will disclose any further progress on the
acquisition and related business as and when appropriate.
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As at 31 December 2016, the Group had total assets of approximately
RMB1,199.4 million (2015: RMB525.5 million) which were financed by
current liabilities of approximately RMB481.5 million (2015: RMB255.6
million), non-current liabilities of approximately RMB28.2 million (2015:
nil) and shareholders’ equity of approximately RMB689.7 million (2015:
RMB269.9 million).

As at 31 December 2016, the Group’s cash and bank balances was
approximately RMB27.8 million (2015: RMB76.2 million), while pledged
bank deposits amounted to RMB38.4 million (2015: RMB40.4 million).
As at 31 December 2016, the secured bonds were fixed-rate and were
denominated in Hong Kong dollars, the short-term bank loans were
fixed-rate loans and denominated in RMB whereas short-term loans
from other financial institution were fixed-rate loan and denominated
in Hong Kong dollar. The Group’s borrowings were secured by land use
rights, certain property, plant and equipment, certain listed securities and
pledged bank deposits of the Group.

The Group maintained a healthy liquidity position. The current ratio,
being a ratio of total current assets to total current liabilities, was
approximately 1.4 (2015: 1.8). The gearing ratio, being a ratio of
borrowings (comprising obligation under finance leases, bond payables,
short-term bank loans, short-term loans from other financial institution
and convertible bonds as at 31 December 2016) to shareholders’ equity,
was 34.6% (2015: 68.8%). The Group continues to adopt a conservative

approach in its financial management.

On 9 March 2016, an ordinary resolution was passed at an extraordinary
general meeting by which the authorised number of ordinary shares of
the Company was increased from 7 billion to 20 billion by the creation of
additional 13 billion ordinary shares of HK$0.1 each.

As at 31 December 2016, the Company’s authorised share capital was
HK$2,000,000,000 divided into 20,000,000,000 shares of HK$0.1 each,
of which 3,985,920,000 ordinary shares were in issue and fully paid.

Issue of shares under share option scheme

During the year ended 31 December 2016, no share options were issued,
lapsed and exercised.
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Placing of shares under specific mandate

On 1 April 2016, the Company had issued and allotted 600,000,000
ordinary shares at the placing price of HK$0.20 each to not less than
six placees (the “Share Placing”). The net proceeds of approximately
HK$117.6 million were received by the Company which were utilised for
money lending business and for the grant of loan to Star Platinum for its
acquisition of the debts and equity interest in ATV.

Subscription of new shares under specific mandate

On 5 April 2016, the Company had issued and allotted 300,000,000
ordinary shares at the subscription price of HK$0.20 each to Honghu
Capital Co. Limited (“Honghu Capital”) (the “Share Subscription”). The
net proceeds of approximately HK$59.29 million were received by the
Company which were utilised for money lending business and for the
grant of loan to Star Platinum for its acquisition of the debts and equity
interest in ATV.

Subscription of convertible bonds under specific mandate

On 15 April 2016, the Company had completed the placing of
convertible bonds with aggregate principal amount of approximately
HK$120.45 million to not less than six investors with a minimum
conversion price of HK$0.22 per conversion share and carry interest of
8% per annum and wholly or partly convertible to ordinary shares of
the Company within 3 years (the “CB Placing”). The net proceeds of
approximately HK$118.64 million were received by the Company which
were utilised for money lending business and for the grant of loan to Star
Platinum for its acquisition of the debts and equity interest in ATV.

The net proceeds of the aforesaid Share Placing, Share Subscription and
CB Placing in aggregate of approximately HK$295.53 million were used
for the grant of loans to Star Platinum for its acquisition of the debts
and equity interest in ATV. For details, please refer to the Company's
announcements dated 9 March 2016, 1 April 2016, 5 April 2016, 8
April 2016, 15 April 2016 and the Company’s circular dated 22 February
2016.

Placing of shares under general mandate

On 20 October 2016, the Company had issued and allotted 642,380,000
ordinary shares at the placing price of HK$0.22 each to not less than six
investors. The net proceeds of approximately HK$137.79 million were
received by the Company in which approximately (i) HK$111 million
was utilised for money lending and securities trading business; (ii)
HK$20 million was utilised for development of media and entertainment
business; and (iii) HK$6.79 million was utilised for general working
capital including the salaries payment and office operation.

By
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On 9 March 2017, the Company had issued and allotted 797,184,000
ordinary shares at the placing price of HK$0.20 each to not less than
six investors. The net proceeds of approximately HK$155.22 million
were received by the Company in which approximately (i) HK$82 million
was utilised for the acquisition of 60% of the total issued share capital
of Million Federal; (ii) HK$3 million for the development of media and
entertainment business; (iii) HK$1.5 million for general working capital
of the Group including the salaries payment; and (iv) HK$68.72 million is
maintained at bank and will be used as intended.

Increase in authorised share capital

On 9 March 2016, an ordinary resolution relating to the authorised
share capital of the Company was increased from HK$700,000,000 to
HK$2,000,000,000 by the creation of additional 13,000,000,000 new
shares of HK$0.1 each.

As at 31 December 2016, the Group’s borrowings were secured by assets
with a total carrying value of approximately RMB165.7 million (2015:
RMB167.5 million).

Save for disclosed above, the Group does not have other charges on the
Group assets.

As at 31 December 2016, the Group has no capital commitments (2015:
nil) in respect of purchases of property, plant and equipment.

As at 31 December 2016, the Group had contingent liabilities of
approximately RMB80 million in respect of corporate guarantees given
to a bank for short-term bank borrowings granted to Shasing-Shapheng
(Quanzhou) Textile Industrial Co., Ltd.,
subsidiary of the Company.

a former indirect wholly-owned

Most of the Group’s assets and liabilities are denominated in Hong
Kong dollars and Renminbi,
the respective group companies. The Group has not entered into any
instruments on the foreign exchange exposure. The Group will closely
monitor exchange rate movement and will take appropriate action to

which are the functional currencies of

reduce the exchange risk.
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Please refer to notes 4, 5 and 6 to the consolidated financial statements
and the section “Contingent Liabilities and Exchange Risk Exposure” for
further discussion on other risks and uncertainties.

During 2016, the Group has advanced a loan to Star Platinum. The loan
was secured by the entire issued share capital of Star Platinum. Star
Platinum defaulted in repayment of loan interest and thus, the Group has
exercised its rights enforcing the share pledge. Accordingly, Star Platinum
become a subsidiary of the Group.

As at the date of acquisition of Star Platinum, Star Platinum has entered
into a sale and purchase agreement with six independent vendors on 30
April 2016 relating to the acquisition of approximately 52.42% of the
entire issued share capital of ATV and the all related debts provided to
ATV by the vendors, at a total consideration of HK$500 million. Details
are set out in note 12 to the consolidated financial statements.

On 25 January 2016, Widerlink Group Limited (“Widerlink”), a wholly-
owned subsidiary of the Company and Smart Right Global Investment
Limited, an independent third party, entered into a share sale agreement
pursuant to which Widerlink disposed of the entire share capital
of Competent Faith Limited (“Competent Faith”), a wholly-owned
subsidiary of Widerlink at a cash consideration of HK$30 million.
Competent Faith owned an office premises in Hong Kong with a total
gross floor area of approximately 5,300 sq. ft. For details, please refer to
the Company’s announcement dated 25 January 2016. The disposal was
completed on 21 March 2016.

Co-Prosperity Investment (International) Limited (as purchaser), a wholly-
owned subsidiary of the Company, entered into a sale and purchase
agreement dated 23 May 2016 with Sincere Finance Holding Limited (as
vendor) in relation to the acquisition of 60% of the total issued share
capital of Million Federal. The total consideration for the acquisition
of Million Federal was HK$90 million. On 15 March 2017, the Group
completed the acquisition of Million Federal and Million Federal becomes
a subsidiary of the Company.
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Certain related party transactions as disclosed in note 37 to the
consolidated financial statements also constituted connection transaction
within the meaning of the Rules Governing the Listing of Securities
on the Stock Exchange (“Listing Rules”). Details of such transactions
have been disclosed in compliance with the disclosure requirements
in accordance with Chapter 14A of the Listing Rules and summarized
below:

Subscription of new shares under specific mandate

On 23 October 2015, the Company entered into a share subscription
agreement (as subsequently supplemented by the Supplemental
Share Subscription Agreement and the Second Supplemental Share
Subscription Agreement) (collectively the “Share Subscription
Agreements”) with Honghu Capital. Pursuant to the Share Subscription
Agreements, the Company conditionally agreed to allot and issue and
Honghu Capital conditionally agreed to subscribe for, the Subscription
Shares (“Subscription Shares”) at the subscription price of HK$0.20
per Subscription Share for 300,000,000 Subscription Shares. The net
proceeds from the Share Subscription was approximately HK$59.29
million.

Honghu Capital is interested in 345,100,000 ordinary shares,
representing approximately 16.95% of the total issued share capital of
the Company at the date of the completion and thus is a substantial
shareholder of the Company. Therefore, Honghu Capital is a connected
person under Chapter 14A of the Listing Rules. Accordingly, the Share
Subscription constitutes a non-exempt connected transaction for the
Company under the Listing Rules and is subject to the reporting,
announcement and independent shareholders’ approval requirements
under Chapter 14A of the Listing Rules. The Share Subscription was
completed on 5 April 2016.

As at 31 December 2016, the Group had about 750 employees (2015:
700 employees) in Hong Kong and in the PRC.

Remuneration packages for the employees were maintained at a
competitive level of the jurisdiction within which the employees were
employed to attract, retain and motivate the employees and were
reviewed periodically.

In addition, during the year, the Group maintained a share option
scheme and a new share option scheme for the purpose of providing
incentives and rewards to the eligible participants for their contributions
to the Group. The share option scheme was expired in March 2016. The
new share option scheme was adopted at the annual general meeting of
the company on 15 June 2016.
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Mr. Tang Hon Kwo, aged 47, is currently the Chairman and an executive
Director of the Company. Mr. Tang joined the Group in October 2015. Mr.
Tang has approximately 21 years of experience in investment activities and
business management. Mr. Tang has served since 1998 as a director and
deputy general manager of a Hong Kong private company and overseen
the operational management and project investment activities. He was an
executive director of China Best Group Holding Limited (stock code: 370) for
the period from October 2014 to June 2015.

Mr. Ma Zhi, aged 39, is currently an executive Director of the Company.
Mr. Ma joined the Group in February 2016. Mr. Ma received a Bachelor
of Arts degree in Radio and Television from the Communication
University of China in 2001 and a Master's degree in Television
Directing from the Communication University of China in 2003. Mr.
Ma has worked as a reporter, producer and assistant director for China
Education Television. He has joined Great United Petroleum Holding Co.,
Ltd and served as vice president and spokesman. Mr. Ma has 16 years of
experience working in media and public communication.

Mr. Sze Siu Bun, aged 49, is an executive Director of the Company. He
has about 22 years’ experience in printing and dyeing industry. He has
joined the Group since 2005. He is involved in the overall management
of the Group and is responsible for overseeing daily management of the
Hong Kong office.

Mr. Li Wenfeng, aged 51, is currently the deputy Chairman and a non-
executive Director of the Company. He holds a bachelor’'s degree of
science in Electronic Engineering awarded by South China University of
Technology in 1993. Mr. Li Wenfeng has around 20 years of experience
in corporate finance and asset management. Prior to joining our
Company, Mr. Li Wenfeng held the position of a director of Yue Xiu
Securities Holdings Limited and Yue Xiu Asset Management Limited.
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Ms. Han Xingxing aged 35, is currently an independent non-executive
Director of the Company, the chairman of the Nomination Committee
and a member of the Audit Committee and Remuneration Committee.
Ms. Han joined the Group in September 2015. Ms. Han holds a
bachelor degree of Information Warfare Technology from Northwestern
Polytechnical University. Ms. Han has over ten years senior management
experience in the field of information technology development and
investment. Ms. Han has been the general manager of Qianhai Honghu
Tairui Technology (Shenzhen) Company Limited (B /& & 48 3% I Bl 5%
CFEIN) BR A A]) since August 2014. She was the vice-president of
Shenzhen Bio Technology Trading Company Limited (3T ARLER
Z 5B R AF]) between September 2012 and July 2014. She was the
director of Guanghe landscape Culture Communication Co., Ltd, ShanXi
(1L 78 & A0 LK ST{E 5 IR 15 B BR 2 A))(SHA: 600234) between 16
November 2015 to 30 September 2016.

Mr. Cheung Ngai Lam, aged 47, is currently an independent non-
executive Director, the chairman of the Audit Committee and a member
of the Nomination Committee and Remuneration Committee. Mr.
Cheung joined the Group in January 2016. Mr. Cheung is a member of
the American Institute of Certified Public Accountants and is a Certified
Practicing Accountant of Australia. Mr. Cheung obtained a bachelor
degree in social sciences from the University of Hong Kong and a master
of science (investment management) degree in finance from The Hong
Kong University of Science and Technology. Mr. Cheung is currently the
chief financial officer of China Zenix Auto International Limited (NYSE:
ZX) and an independent non-executive director of Boyaa Interactive
International Limited (Stock Code: 434). Mr. Cheung was an independent
director of Ninetowns Internet Technology Group Co., Ltd., a company
previously listed on the NASDAQ Stock Market (until it was delisted on
29 May 2014) from June 2008 to May 2014.

Mr. Li Yu, aged 44, is currently an independent non-executive Director,
the chairman of the Remuneration Committee and a member of the
Nomination Committee and Audit Committee. Mr. Li joined the Group
in February 2017. Mr. Li graduated from the department of Chinese
Linguistics of Xuzhou Normal University (1R /I B #5 A 22) in 1996. Mr.
Li had been working as a journalist and editor in various multi-media
institutions and companies. From 2007 to 2012, Mr. Li served as the
deputy general manager in Guangzhou Jiadi Culture Communication
Co., Ltd. (BIN{EH XL EE AR 2 F]). Subsequently, Mr. Li focused on
participating in social cultural development and investment management
business. Mr. Li has extensive experience in corporate culture
development, brand promotion as well as corporate sales and marketing
management. Mr. Li was previously the independent non-executive
director of China Best Group Holding Limited (stock code: 370) during
the period from 26 June 2015 to 29 April 2016.
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The Directors are pleased to present their annual report and the audited
consolidated financial statements of the Company and the Group for the
year ended 31 December 2016.

The Company acts as an investment holding company. The principal
activities of its subsidiaries are set out in note 39 to the consolidated
financial statements. Further discussion of these activities as required
by Schedule 5 to the Hong Kong Companies Ordinance, including a
description of the principal risks and uncertainties facing the Group and
an indication of likely future development in the Group’s business, can
be found in the Management Discussion and Analysis set out in pages 7
to 15 of this annual report. This discussion forms part of this director’s

report.

The results of the Group for the year are set out in the consolidated
statement of profit or loss and other comprehensive income on page 64.

No interim dividend was paid during the year (2015: nil) and the
Directors do not recommend a payment of final dividend for the year
(2015: nil).

Details of movements in the Company’s share capital, share options and
convertible bonds during the year are set out in notes 34 and 35 to the
consolidated financial statements.

Details of convertible bond agreements entered into during the year
including those that have not been converted at the end of the year are
set out in notes 33 and 34(vi) to the consolidated financial statements.

Details of other equity-linked agreements are included in the section
“Share Option Scheme” contained in this Report of the Directors.
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As at 31 December 2016, the Company’'s reserve available for
distribution amounted to approximately RMB154,176,000 (2015:
RMB442,929,000). Under the Company Law of the Cayman Islands,
the Company may make distributions to its members out of the share
premium in certain circumstances subject to the provisions of the articles
of association of the Company (“Articles of Association”).

Details of the movement in property, plant and equipment of the Group
during the year are set out in note 18 to the consolidated financial
statements.

Aggregate sales attributable to the Group’s five largest customers were
less than 30% of the Group’s total turnover.

Aggregate purchases attributable to the Group’s five largest suppliers
were less than 30% of the Group’s total purchases.

A summary of the results and the assets and liabilities of the Group for
the last five financial years is set out in page 200 of the annual report.
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The directors of the Company during the year and up to the date of this

report were:

Executive Directors:

Mr. Tang Hon Kwo (Chairman)

Mr. Ma Zhi
(appointed on 24 February 2016)

Mr. Sze Siu Bun

Mr. Lam Chi Keung
(appointed as executive Director and CEO on 20 May 2016 and
resigned respectively on 9 March 2017)

Mr. Ip Ka Po
(re-designated from CEO to the chief executive officer of Eastern
Culture International Limited, a wholly-owned subsidiary of the
Company on 20 May 2016 and resigned as executive Director
on 7 February 2017)

Mr. Chen Jiang
(resigned on 3 March 2016)

Mr. Liu Lihan
(resigned on 16 February 2016)

Mr. Wan Hin Ho Tommy
(resigned on 16 February 2016)

Non-executive Director:

Mr. Li Wenfeng (Deputy Chairman)
(appointed as executive Director and Co-Chairman on 20 May 2016
and re-designated as non-executive Director and Deputy Chairman
on 19 October 2016)

Independent non-executive Directors:
Mr. Cheung Ngai Lam
(appointed on 25 January 2016)
Ms. Han Xingxing
Mr. Li Yu
(appointed on 14 February 2017)
Ms. Tao Feng
(resigned on 14 February 2017)
Ms. Wong Chi Yan
(resigned on 25 January 2016)
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All Directors are subject to retirement by rotation in accordance with the
Articles of Association.

As at the date of this annual report, Mr. Li Yu, who was appointed
as Director of the Company 14 February 2017, shall retire at the
forthcoming annual general meeting in accordance with Article 86(3)
of the Articles of Association. In addition, in accordance with Article
87(1) and (2) of the Articles of Association, Mr. Sze Siu Bun and Mr.
Li Wenfeng will also retire from the Board at the forthcoming annual
general meeting. All the aforesaid retiring Directors, being eligible,
will offer themselves for re-election at the forthcoming annual general
meeting.

None of the Directors has entered or has proposed to enter into any
service contract with the Company or any of its subsidiaries which is
not determinable by the employing company within one year without
payment of compensation other than statutory compensation.

Biographical details of the Directors are set out on pages 16 to 17 of the
annual report.

As at 31 December 2016, none of the Directors or chief executives of
the Company or their associates had any interests and/or short positions
in any shares, underlying shares and debentures of the Company and its
associated corporations (within the meaning of Part XV of the Securities
and Futures Ordinance, Cap. 571 of the Laws of Hong Kong (the “SFO"))
as recorded in the register maintained 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 (the “Model Code”) as set out in Appendix
10 to the Listing Rules.
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Other than the Share Subscription Agreements disclosed under
“Connected Transactions” in the section “Management Discussion and
Analysis”, no other contract of significance, to which the Company or
any of its subsidiaries was a party and in which a director or a controlling
shareholder of the Company had a material interest, whether directly or
indirectly, subsisted as at the end of the year.

The Company has taken out appropriate insurance coverage for the
Directors and officers for protection against potential legal actions. The
Board shall review the insurance policy every year.

None of the directors have an interest in any business constituting a
competing business to the Group.

The Company has received from each of the current independent
non-executive Directors an annual confirmation in respect of his/her
independence during the year pursuant to rule 3.13 of the Listing Rules.
All the current independent non-executive Directors have confirmed that
they have been and are independent since their appointment and as of
the date of this report.
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Report of the Directors (Continued)
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SUBSTANTIAL SHAREHOLDERS FERE

As at 31 December 2016, to the best knowledge of the Company, R-Z—XNE+-A=+—H MEAQAFFRMA

the following persons (other than a director or chief executive of the U TA+ (ARABEZHESTHASRIN) R
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Company under Section 336 of the SFO: AFEZERMATREE

Approximate
percentage of

the issued share
capital of the
Company as at

31 December 2016

(%)
B A
Total R-ZB—XRF
Interests held +=-H=t+-H
Name of substantial Capacity in which the (note 1) ERTREAZ
shareholder Interests are held Nature of Interest i zBEs A SR
TERRZHES BFEEZzSH Rt (Bi7£1) (%)
Deng Jun Jie Interest of Controlled Ordinary shares of 645,100,000 (L) 16.18
Corporation HK$0.10 each
HBEA XEHEE R FREE010E T
ZERKR
Honghu Capital (note 2) Beneficial Owner Ordinary shares of 645,100,000 (L) 16.18
HK$0.10 each
WIS E AR (Hi2) EmBEEA FREE0.10ET
2 EEhk
Notes: Wi -
1. The letters “L” and “S” denote long position and short position in the 1. [LIRTSIFARRERAARBRG 2558 K
shares of the Company respectively. KA
2. Honghu Capital is wholly-owned and beneficially owned by Mr. Deng Jun 2 ERARBBENRERERGES -

Jie.
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A share option scheme (the “Share Option Scheme”) was adopted on
15 March 2006 (the “Adoption Date”). The purpose of the Share Option
Scheme was to enable the Company to grant options to directors,
eligible employees and other third parties in the sole discretion of the
directors of the Company, who had contributed or would contribute to
the growth and development of the Group. The Share Option Scheme
had a effective period of 10 years from the Adoption Date. There was no
change in any terms of the Share Option Scheme during the year ended
31 December 2016. The details of the Share Option Scheme have been
disclosed in note 35 to the consolidated financial statements. The Share
Option Scheme has expired on 14 March 2016.

A new share option scheme (the “New Share Option Scheme”) was
adopted at the annual general meeting of the Company (the “AGM") on
15 June 2016. The New Share Option Scheme became valid and effective
for a period of 10 years commencing from the date of the AGM. There
was no change in any terms of the New Share Option Scheme. No
share options were granted, cancelled or lapsed during the year, and no
outstanding share options during the year.

Save as disclosed in the section of “Share Option Scheme”, at no time
during the year was the Company, its holding company or any of its
subsidiaries a party to any arrangement to enable the Directors or
the chief executive of the Company to acquire benefits by means of
acquisition of shares in or debentures of the Company or any other body
corporate, and neither the Directors nor the chief executive, nor any of
their spouses or children under the age of 18, had any rights to subscribe
for the securities of the Company, or any had exercised any such right.
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Details of directors’ emoluments on a named basis are set out in note 14
to the consolidated financial statements.

Remuneration for each of the Directors are determined based on, among
others, emoluments paid by comparable companies, his/her time of
commitment and responsibilities towards the Company and whether the
remuneration package is competitively attractive to retain him/her as
director.

There were no compensation paid during the financial year or receivable
by Directors or past Directors for the loss of office as a director of any
member of the Group or of any other office in connection with the
management of the affairs of any member of the Group distinguishing
between contractual and other payments.

The Group's qualifying employees in Hong Kong participate in the
Mandatory Provident Fund (the “MPF”) in Hong Kong.

The assets of the MPF are held separately from those of the Group in
funds under the control of trustee. The Group and each of the employees
make monthly mandatory contributions to the MPF schemes.

The employees of the PRC subsidiaries are members of the state-
managed retirement benefits scheme operated by the PRC government.
The PRC subsidiaries are required to contribute a certain percentage
of their payroll to the retirement benefits scheme to fund the benefits.
The only obligation of the Group with respect to the retirement benefits
scheme is to make the required contributions under the scheme.

As at the date of this report, to the best knowledge of the Directors and
based on the information publicly available to the Company, there is a
sufficient public float as required by the Listing Rules.

During the reporting period ended 31 December 2016, neither the
Company nor any of its subsidiaries has purchased, redeemed or sold any
of the Company’s listed securities.
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Pursuant to Rule 13.51B(1) of the Listing Rules, the changes in
information of Directors are set out below:

Ms. Wong Chi Yan has resigned as an independent non-executive
Director, the chairman of the Audit Committee and a member
of each of the Remuneration Committee and the Nomination
Committee with effect from 25 January 2016.

Mr. Wan Hin Ho Tommy and Mr. Liu Lihan have resigned as
executive Directors with effect from 16 February 2016.

Mr. Chen Jiang has resigned as an executive Director with effect
from 3 March 2016.

Mr. Lam Chi Keung has been appointed as executive Director and
CEO with effect from 20 May 2016 and has resigned as executive
Director and CEO with effect from 9 March 2017.

Mr. Li Wenfeng has been appointed as the executive Director and
Co-Chairman of the Board with effect from 20 May 2016 and
has re-designated to Deputy Chairman of the Board and a non-
executive Director with effect from 19 October 2016.

Mr. Ip Ka Po has been re-designated from the CEO to the chief
executive officer of Eastern Culture International Limited, a
wholly-owned subsidiary of the Company with effect from 20
May 2016 and has resigned as an executive Director and the
chief executive officer of Eastern Culture International Limited
respectively with effect from 7 February 2017.

Ms. Tao Feng has resigned as an independent non-executive
Director, the chairman of the Remuneration Committee, a
member of each of the Audit committee and the Nomination
Committee with effect from 14 February 2017.

Mr. Li Yu was appointed as an independent non-executive
Director, the chairman of the Remuneration Committee, a
member of each of the Audit committee and the Nomination
Committee with effect from 14 February 2017.

Ms. Han Xingxing ceased to be the director of Guanghe
landscape Culture Communication Co., Ltd, ShanXi (L7
WK b B FE R 19 A PR A B])(SHA: 600234) will effect from 30
September 2016.

Save for the above, there is no other change in information of the
Directors as at the date of this annual report.
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Details of related party transactions are set out in note 37 to the
consolidated financial statements. Other than the Share Subscription as
disclosed under “Connection Transactions” in the section “Management
Discussion and Analysis”,
constitutes connected or continuing connected transactions of the
Company which are not exempt from the reporting, announcement
and independent shareholders’ approval requirements under the Listing

Rules.

the Group did not has other transactions

The Board does not recommend a payment of final dividend for the year
(2015: nil).

The Register of Members will be closed from Monday, 29 May 2017 to
Friday, 2 June 2017 (both days inclusive), during which period no transfer
of shares can be registered. In order to qualify for attending and voting
at the forthcoming annual general meeting, all transfers accompanied
by the relevant share certificates must be lodged with the Company’'s
Registrar in Hong Kong, Tricor Investor Services Limited, not later than
4:30 p.m. on Friday, 26 May 2017. Tricor Investor Services Limited is
located at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong
Kong.

There are no provisions for pre-emptive rights under the Articles of
Association although there are no restrictions against such rights under
company laws in the Cayman Islands.

Details of Company’s corporate governance policies and practices are set
out in the section
this annual report.

“Corporate Governance Report” on page 30 to 40 of

Details of the Company’s environmental policy and performance are set
out in the section “Environmental, Social & Governance Report” on page
41 to 55 of this annual report.

Details of the Group's event after the reporting period are set out in note
40 to the consolidated financial statements.
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An audit committee of the Company (the “Audit Committee”) was
established by the Board with written terms of reference which are
consistent with the provisions set out in the relevant section of the CG
Code.

During the year ended 31 December 2016, the Audit Committee held
two meetings to consider, among other things, the financial reporting
matters. The Audit Committee is principally responsible for reviewing the
Company’s accounting principles and practices, discussing audit findings,
risk management and internal controls, and financial reporting matters
with the management of the Company. As at the date of this annual
report, the Audit Committee comprises three independent non-executive
Directors, namely, Mr. Cheung Ngai Lam (as chairman), Ms. Han Xingxing
and Mr. Li Yu.

The consolidated financial statements of the Group for the year ended 31
December 2016 have been reviewed by the Audit Committee. The Audit
Committee is of the opinion that the preparation of such results are in
compliance with the relevant accounting standards, rules and regulations
and that adequate disclosures have been made.

The terms of reference of the Audit Committee are in line with the CG
Code and are posted on the websites of the Company and the Stock
Exchange. Under its amended terms of reference dated 31 December
2016, the Audit Committee is required, amongst other things, (1)
to oversee the relationship with the external auditors, (2) to review
the Group's preliminary results, interim results and annual financial
statements, (3) to monitor the integrity of the financial statements of the
Group, (4) to review the scope, extent and effectiveness of the Group's
internal control system, internal audit and risk management matters, and
(5) to review the Group's financial and accounting policies.
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Messrs Deloitte Touche Tohmatsu (“Deloitte”) resigned as auditors
of the Company with effect from 18 December 2014 and Reanda
Lau & Au Yeung (HK) CPA Limited was appointed as the auditor of
the Company with effect from 18 December 2014 to fill the vacancy
following Deloitte’s resignation and subsequently resigned as auditor
of the Company with effect from 18 December 2015. Moore Stephen
CPA Limited was appointed as the auditor of the Company with effect
from 18 December 2015 to fill the vacancy following Reanda Lau & Au
Yeung (HK) CPA Limited’s resignation. An nomination proposal will be
submitted to the forthcoming annual general meeting of the Company to
re-appoint Moore Stephens CPA Limited as auditor of the Company.

On behalf of the Board

Tang Hon Kwo
Chairman

Hong Kong, 29 March 2017
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The Board is pleased to present this Corporate Governance Report of the
Group for the year ended 31 December 2016.

The Company is committed to maintaining good corporate governance
standard and procedures to ensure the integrity, transparency and quality
of disclosure in the interest of its shareholders. The corporate governance
principles of the Company emphasize a quality board, transparency and
accountability to all shareholders of the Company.

The Directors are in the opinion that the Company has complied with the
applicable code provisions in the Corporate Governance Code as set out
in Appendix 14 of the Listing Rules (“CG Code"”) during the year ended
31 December 2016 except the following deviation.

In respect of code provisions E.1.2 and A.6.7 of the Corporate
Governance Code, Mr. Tang Hon Kwo, being an executive Director and
Chairman of the Company, and Ms. Han Xingxing and Ms. Tao Feng,
both being independent non-executive Directors at that time, were
unable to attend the annual general meeting held on 15 June 2016 due
to other commitments. The Company shall continue to communicate
with the Directors and make best effort to ensure their availabilities to
attend general meetings and avoid time conflict.

The Board is responsible for the leadership and control of the
Company and oversees the Group’s businesses, strategic decisions
and performance. The management are delegated with the authority
and responsibilities by the Board for the day-to-day management and
operations of the Group. In addition, the Board has also delegated
various responsibilities to the Board Committees. Further details of these
committees are set out in this report.

All directors have full and timely access to all relevant information
in relation to the Company as well as the advice and services of the
company secretary, if and when required, with a view to ensure that the
Board procedures and all applicable rules and regulations are followed.
There are established procedures for Directors to seek independent
professional advice for them to discharge their duties and responsibilities
at the Company's expenses, where appropriate.

The Board is also responsible for performing the corporate governance
duties set out in the Code which included developing and reviewing the
Company'’s policies and practices on corporate governance, training and
continuous professional development of Directors, and reviewing the
Company’s compliance with respect of the code provision in the Code
and disclosures in this report.
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Composition

The Board currently comprises three executive Directors, a non-executive
Director and three independent non-executive Directors from different
business and professional fields. The Directors, including independent
non-executive Directors, have brought a wide spectrum of valuable
business and professional expertise, experiences and independent
judgement to the Board for its efficient and effective delivery of the
Board function.

The compositions of the Directors in office during the year and up to the
date of this annual report are set out in the “Report of the Directors” in
this annual report on page 20.

The Board is principally responsible for formulating business strategies
and monitoring the performance of the business of the Group. The
Board decides on corporate strategies, approves overall business plans,
evaluates the Group’s financial performance and management and
reviews the financial and internal control system. Other than the daily
operational decisions which are delegated to the management of the
Group, most of the decisions are taken by the Board. Specific tasks
that the Board delegates to the Group’s management include the
implementation of strategies approved by the Board, the monitoring of
operating budgets, the implementation of internal control procedures
and the ensuring of compliance with relevant statutory requirements and
other rules and regulations.

Chairman and CEO

At the date of the report, Mr. Tang Hon Kwo is the Chairman of the
Company. During the year under review, Mr. Ip Ka Po, the CEO at that
time, (re-designated as the chief executive officer of Eastern Culture
International Limited, a wholly-owned subsidiary of the Company on 20
May 2016 and resigned on 7 February 2017) and Mr. Lam Chi Keung
(appointed on 20 May 2016 and resigned on 9 March 2017) were the
CEO of the Company. The roles of the Chairman and CEO are served by
different individuals to achieve a balance of authority and power. The
main responsibility of the Chairman is to lead the Board and manage
its work to ensure that it effectively operates and fully discharges its
responsibilities. Supported by the members of committees of the Board,
the CEO is responsible for the day- to-day management of the Group’s
business, recommending strategies to the Board, and determining and
implementing operational decisions. The Board will actively look for a
suitable candidate to be the new CEO of the Company and will make
further announcement upon the appointment of the position.

Directors’ and Officer’s Insurance

The Company has purchased the directors’ and officers’ liability insurance
for the members of the Board for the year to provide protection against
potential claims arising from the lawful discharge of duties by the
Directors.
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Non-Executive Director

All the existing non-executive Director and independent non-executive
Directors were appointed for a specific term. Each of the non-executive
Directors and independent non-executive Directors has entered into a
letter of appointment with the Company for a specific term, subject to
renewal, retirement by rotation and re-election at the general meetings
of the Company in accordance with the Articles of Association.

Confirmation of Independence

Throughout the period and up to the date of this report, the Company
has complied with the requirements under Rules 3.10 of the Listing
Rules. It requires that at least one of the independent non-executive
Directors must have appropriate professional qualifications or accounting
or related financial management expertise. The Company has received
written annual confirmation from each independent non-executive
Director of their independence pursuant to the requirements of rule 3.13
of the Listing Rules. As such, all independent non-executive Directors are
independent in accordance with the independence guidelines set out in
the Listing Rules.

Appointments, Re-election and Removal of Directors

Each of the executive Directors and independent non-executive Directors
has entered into a service contract or letter of appointment with the
Company for a specific term. Such term is subject to her,/his re-
appointment by the Company at an annual general meeting upon such
Director’s retirement by rotation at least once every three years and
offering herself/himself for re-election. Pursuant to the Articles of
Association, any Director appointed by the Board to fill a casual vacancy
shall hold office until the following general meeting of the Company and
shall then be eligible for re-election and any Director appointed by the
Board as an addition to the existing Board shall hold office only until the
next annual general meeting of the Company and shall then be eligible
for re-election. Also, pursuant to the Articles of Association, at each
annual general meeting, at least one-third of the Directors for the time
being (or, if their number is not three or a multiple of three, then the
number nearest to but not less than one-third) shall retire from office by
rotation, provided that every Director shall be subject to retirement by
rotation at least once every three years.

Compliance with the Model Code for Directors’ Securities
Transactions

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10 to the Listing Rules
as its model code for securities transactions by Directors. Having made
specific enquiries, all the Directors confirmed that they have complied
with the Model Code during the period ended 31 December 2016.
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Directors’ continuous training and development

The Directors are committed to comply with the CG Code A.6.5
concerning continuous professional development and understand the
importance to constantly enhance and refresh their knowledge and
skills. In this connection, the Directors have attended formal training
seminars and,”or study related materials relevant to directors’ duties and
responsibilities during the year. All Directors have confirmed that they
have met the minimum requirements under the CG Code A.6.5 for the
year ended 31 December 2016 and provided such training record to the
Company.

Details of Directors’ and the CEQ’s remuneration are set out in note 14
to the consolidated financial statements.

Accordingly to Code B.1.5 of the CG Code, the annual remuneration of
other members of senior management (other than directors) by band for
the year ended 31 December 2016 is set out below:

HK$nil to HK$1,000,000
HK$1,000,001 to HK$1,500,000

Z T £ 1,000,000 7T
1,000,001/ 7C £ 1,500,000/ 7T

The Board has established the following Board committees to oversee the
particular aspects of the Group's affairs.

The Board has established an Audit Committee with written terms of
reference in compliance with, where applicable, the Code of the Listing
Rules. The Audit Committee currently comprises three independent non-
executive Directors and is chaired by Mr. Cheung Ngai Lam and with Ms.
Han Xingxing and Mr. Li Yu as members. The primary duties of the Audit
Committee are, among others, to review the financial reporting system,
risk management and internal control system of the Group, to make
recommendations to the Board on the appointment, reappointment
and removal of the external auditors, to approve the remuneration and
terms of engagement of the external auditors, to review and monitor the
external auditors’ independence and objectivity and the effectiveness of
the audit process in accordance with applicable standard, and to review
the annual and interim financial statements and accounting policies of
the Group. The Audit Committee meets at least twice a year to carry out
the aforesaid primary duties. Minutes of the meetings are kept by the
company secretary of the Company (the "Company Secretary”) at the
principal place of business of the Company in Hong Kong.
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The members of the Audit Committee during the year and their
attendance were as follows:

UTHFAZBRZBERBREEZHFEER

Meting attended/
Eligible to attend

Independent Non-Executive directors BHEzEE
BUYFHTES HEeERLERZE8R
Ms. Han Xingxing BEERTt 2/2
Mr. Cheung Ngai Lam RERMELE

(appointed on 25 January 2016) (RZE—R"F-AZT+HEAREM) 212
Ms. Tao Feng Bl 2z +

(resigned on 14 February 2017) (RZF—tE-ATHEBET 2/2

REMUNERATION COMMITTEE

The Board has established a remuneration committee of the Company
(“Remuneration Committee”) with written terms of reference in
compliance with, where applicable, the Code of the Listing Rules. The
Remuneration Committee currently comprises three independent non-
executive Directors and is chaired by Mr. Li Yu and with Mr. Cheung
Ngai Lam and Ms. Han Xingxing as members. The primary duties of the
Remuneration Committee are, among others, to make recommendations
to the Board on the Company’s policy and structure for all Directors’
and senior management remuneration and to determine with delegated
responsibility the remuneration packages of executive Directors and
senior management. In fulfilling the functions, the Remuneration
Committee will take into consideration factors such as salaries paid by
comparable companies, respective time commitment and responsibilities
of the Directors and senior management and whether the remuneration
packages are competitively attractive to retain the Directors and senior
management. The Remuneration Committee meets at any time when
necessary and desirable to carry out the aforesaid duties but in any event
at least once a year. Minutes of the meeting are kept by the Company
Secretary at the Company’s principal place of business in Hong Kong.

The members of the Remuneration Committee during the year and their
attendance were as follows:

FWNEESS

EXZ2CRERBRARBEEMRANME 2%
AR ARRIZHEMNEES ([HHZEE])
YAEEHABETHBEDE - FHEZE IR
FH=ZRBUFHTEFTEN  TERERE
FEMRBAEENBEELLAKE - HHZ
BENIERER(EPEBE)RARRZEE
EREREBABZFMBRERABRESS
Rz UREE (REFSEERME) 1T
EEZREEEABZHFRFB FHEES
RETBRERSEREATLRARMNHE &
ELRAERBABNHZERRERE UK
HFRAARTDABRFNRUBSIEERSRE
BEAEBRESRAEZ FMZEEREBERER
EERARERAET LRRE - BE®RWMA
BFEELBR-—REH - ARNELER LR

FERARREREZTEERME -

UNTREFERZHMEEERBREEZHFEER:

Meting attended/
Eligible to attend

Independent Non-Executive directors BHEzER
BUYFHTES HEeERLERZER
Ms. Han Xingxing BEERLL 212
Mr. Cheung Ngai Lam REMEAE

(appointed on 25 January 2016) (RZE—R"F—AZTHHAEZEM) 171
Ms. Tao Feng P 2z +

(resigned on 14 February 2017) (R—ZE—+F-F+WMBET) 212
Ms. Wong Chi Yan BEEXBELT

(resigned on 25 January 2016) (MZEBE—R"F—A-+HB&MT) 1/1



The Board has established a nomination committee of the Company
("Nomination Committee”) with written terms of reference in
compliance with, where applicable, the Code of the Listing Rules. The
Nomination Committee currently comprises three independent non-
executive Directors and is chaired by Ms. Han Xingxing and with Mr.
Cheung Ngai Lam and Mr. Li Yu as members. The primary duties of the
Nomination Committee are, among others, to review the composition
of the Board and make recommendations to the Board on the selection
of individuals nominated for directorship. With a view to achieving and
maintaining a sustainable and balanced development, the Company
sees diversity at the Board level as an essential element in supporting
its strategic objectives and its sustainable development. The Nomination
Committee meets at any time when necessary and desirable to carry out
the aforesaid duties but in any event at least once a year. Minutes of
the meeting are kept by the Company Secretary at the principal place of
business in Hong Kong.

The members of the Nomination Committee during the year and their
attendance were as follows:
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Ms. Han Xingxing BEEXT 212
Mr. Cheung Ngai Lam KRB E
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Ms. Tao Feng B I 22 +
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Ms. Wong Chi Yan =HERLX T

(resigned on 25 January 2016) (R—B—RE—F-+HBEME) 1/1

The Board holds at least four meetings in a financial year and meets at
any other times as and when required, among others, to review financial
and internal control, risk management, corporate governance, company
strategy and operating performance of the Group. Minutes of the Board
meetings are kept by the Company Secretary for record and are available
for inspection by the Directors and auditors of the Company.
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The individual attendance record of each Director in office during the REE-_ZT— X NE+_A=+—BIFEET
year ended 31 December 2016 at the Board meetings and general ZEZREEREZSCHENBREAREZHFEBR
meetings is set out below: BT

BHEZERE/
HEARHEZSE
Meetings attended/

Eligible to attend
Exged BREAE
ESnE Board General
Name of Directors Meetings Meetings

Executive directors : BiTES:
Mr. Tang Hon Kwo (Chairman) BELKRE(ZE) 9/11 02
Mr. Ma Zhi FErE

(appointed on 24 February 2016) (RZFE—AR"F-_A-tHMBEZT) 9/11 172
Mr. Sze Siu Bun M3 e 9/11 0/2
Mr. Ip Ka Po ERBERAE

(resigned on 7 February 2016) (R=ZE—+F =Bt HET) 11/12 212
Mr. Lam Chi Keung (Chief Executive Officer) WEB % E (TTHAAE)

(appointed on 20 May 2016 (RZE—R"ERA-THREZRT

and resigned on 9 March 2017) MR-ZE—+F=ZANBEIT) 8/8 11
Non-Executive director : FHUTES:
Mr. Li Wenfeng (Deputy Chairman) EXEKE(EIFE)

(appointed as executive Director and Co-Chairman (R=ZE—R"FRAA=-+H

on 20 May 2016 and redesigned BZARMTEFTREREERE IR

as a non-executive director and Deputy Chairman —E-RETATNHE

on 19 October 2016) BERFATESRELR) 717 11
Independent Non-Executive Director BYKBTES:
Mr. Cheung Ngai Lam RBMEAE

(appointed on 25 January 2016) (RZB—AFE—A=-+HHEZMT) 10/10 2/2
Ms. Han Xingxing BEELL 10/11 0/2
Ms. Tao Feng P& 4 +

(resigned on 14 February 2017) (R—ZE—+F_F+BET) 9/11 0/2

All current Directors are subject to retirement by rotation in accordance FrERITESFHBEETHSGSRMAGRTET
with the Articles of Association. THT o




The Company has not set up a corporate governance committee.
However, the Board has adopted the written terms of reference on
Corporate Governance in compliance with the Code of the Listing
Rules and the Board is responsible for performing the corporate
governance duties set out therein. The Board has reviewed the
Company’s corporate governance policies and practices, the training
and continuous professional development of Directors and senior
management, the Company’s policies and practices on compliance with
legal and regulatory requirements, the Company’s code of conduct and
the Company’s compliance with the Code and the disclosure in this
Corporate Governance Report.

Ms. Wong Sze Wing (“Ms. Wong”) was appointed on 18 November 2016
as the Company Secretary and is a full time employee of the Group.
During the year ended 31 December 2016, Ms. Wong has duly complied
with the relevant professional training requirements under Rule 3.29 of
the Listing Rules.

Directors’ Responsibilities for the Financial Statements

The Directors acknowledge their responsibility for preparing the financial
statements of the Group and have adopted the accounting principles
generally accepted in Hong Kong and complied with the requirements
of Hong Kong Financial Reporting Standards which also include Hong
Kong Accounting Standards and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants and the disclosure requirements
of the Hong Kong Companies Ordinance. As at 31 December 2016,
directors are not aware of any material uncertainties relating to events or
conditions which may cast significant doubt upon the Company’s ability
to continue as a going concern. Accordingly, the Directors have prepared
the financial statements of the Company on a going concern basis. The
accounting systems and internal control of the Company are designed to
prevent any misappropriation of the Company’s assets, any unauthorised
transactions as well as to ensure the accuracy of the accounting records
and the true and fairness of the financial statements.

The Board also acknowledges its responsibility to present a balanced,
clear and understandable financial report with sufficient disclosures
as required under the Listing Rules, and to report to the regulators
as to information required to be disclosed pursuant to the statutory
requirements. The reporting responsibilities of the Company’s
independent auditor are set out in the Independent Auditor’s Report on
pages 56 to 63.
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Risk management and internal control

The Board recognises it has overall responsibility of the Group’s risk
management and internal control systems and reviews their effectiveness
on an ongoing basis. The Board oversees the management in the design,
implementation and monitoring of the risk management internal control
systems.

Risk assessment and internal control

In assisting the Board for evaluating and determining the risks it is willing
to take in achieving its strategic objective, the Board has engaged an
independent advisory firm-Moore Stephens Advisory Services Limited
to conduct a risk assessment. The assessment adopted a risk model, a
framework for helping the Board to identify, evaluate and prioritise the
nature and extent of the business risks including strategic risks, operation
risks, financial risks as well as information risks. The assessment includes
interviewing the Directors and senior management along with qualitative
and quantitative analysis to evaluate the significance/impact and
likelihood in occurrence of the risks.

The management has reviewed the results of the risk assessment and
has provided a confirmation to the Board that the Group has effective
risk management and internal control systems to provide reasonable,
though not absolute, assurance for mitigating the risks that may deter
the Group from achieving its business objectives in any material aspects.
The management reviews and evaluates the design of internal controls
in place and monitors their effectiveness on a regular basis, and reports
to the Audit Committee on any significantly issues. The Group has
established a defined management structure with clear lines of reporting,
limits of authority, operational policies and procedures to ensure
reliability of operational efficiency and safety, financial reporting and
compliance with applicable laws and regulations.

In addition, the management has established policies and procedures for
the dissemination of inside information. The Group promptly assesses
all material information while ensuring confidentially, once identified
as inside information, the detail information is vetted and disseminated
publicly in a timely manner.
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Internal audit function

The Audit Committee has outsourced the internal audit function of
the Group to an independent advisory firm, Moore Stephens Advisory
Services Limited that has conducted the risk assessment of the Group.
Based on the risk assessment results, the Audit Committee has worked
with the internal auditors to develop the Group’s three years internal
audit plan. The plan is a rolling plan, it will be updated at least once a
year according to the changing business environment and risk exposure.
This year, the internal auditors has conducted internal audit in the
areas of securities investment and money lending business. The internal
auditors did not identify any significant internal control weaknesses,
they reported the findings and recommendations for improvements to
the Audit Committee. The Board adopted the results of the internal
audit report and ensured that the management has implemented the
recommendations for improvement stipulated by the internal audits.

Based on the risk assessment, the risk management and internal control
systems that management has put in place, and the results of the
internal audits, the Board concluded that the Group has effective risk
management and internal control systems covering all material aspects
including financial, operational and compliance controls.

The Board is responsible for establishing the Group’s internal control
framework, covering all material controls including financial, operational
and compliance controls, as well as risk management functions of
different systems. Review has been carried out in a systematic approach
based on the risk assessments of the operations and controls. The Board
considers that the key areas of the Group's internal control systems are
reasonably implemented.

As at 31 December 2016, the fees paid and payable to the Group's
auditor in respect of their statutory audit and other audit services
provided to the Group were as follows:

Type of services R EE
Statutory audit services EEBIZRE
Non-statutory audit services EEEBEZRE
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The Board recognises the importance of good communication with the
Shareholders and is committed to providing clear and full performance
information of the Group to the Shareholders. Information in relation to
the Group is disseminated to Shareholders in a timely manner through
a number of formal channels, which include interim and annual reports,
announcements and circulars. Additional information of the Group is also
available to the Shareholders on the Group’s website. The Group values
feedback from the Shareholders to foster investor relationships.

Pursuant to article 58 of the Articles, any one or more shareholders
holding at the date of deposit of the requisition not less than one-
tenth of the paid up capital of the Company carrying the right of
voting at general meetings of the Company shall at all times have the
right, by written requisition to the Board or the Company Secretary
of the Company, to require an extraordinary general meeting to be
called by the Board for the transaction of any business specified in such
requisition; and such meeting shall be held within two months after the
deposit of such requisition. If within twenty-one days of such deposit
the Board fails to proceed to convene such meeting, the requisitionist(s)
himself (themselves) may do so in the same manner, and all reasonable
expenses incurred by the requisitionist(s) as a result of the failure of
the Board shall be reimbursed to the requisitionist(s) by the Company.
The aforesaid written requisition must state the objects of the meeting
and must be signed by the relevant shareholder(s) and deposited at the
Company’s head office in Hong Kong at Rooms 2501-14, 25th Floor, Sun
Hung Kai Centre, 30 Harbour Road, Wan Chai, Hong Kong.

The procedures for Shareholders to propose a person for election as
a director of the Company are available on the Group’s designated
website for corporate communications (www.capitalfp.com.hk/eng/index.
jsp?co=707).

Enquiries raised by any Shareholder can be forwarded to the Board at the
Company'’s head office in Hong Kong at Rooms 2501-14, 25th Floor, Sun
Hung Kai Centre, 30 Harbour Road, Wan Chai, Hong Kong.

There is no change in the Company’s constitutional documents during
the year.
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We are pleased to present this report in accordance with the
Environmental, Social and Governance Reporting Guide (the "ESG
Guide”) published by the Stock Exchange. This report describes the
Group's policies that were designed to fulfil the Group’s obligations with
respect to sustainable development and social responsibilities areas, as
required by the ESG Guide.

The principal activities of the Group are primarily engaged in four
business streams including (i) processing, printing and sales of finished
fabrics; (ii) trading of fabric and clothing; (iii) money lending; and
(iv) securities investment. In light of the global economic trend and
fierce competition in the market, the Group has taken appropriate
streamlining measures including consolidation of existing businesses and
exploring new opportunities in (1) the advertising, cultural, media and
entertainment industry; and (2) securities brokerage, securities advisory,
and asset management. The report content is focused mainly on the
production factories and offices of printing and dyeing business in Fujian
and Shishi, and the Group’s Hong Kong headquarters office, which are
the areas that represent the majority of the Group’s social, environmental
and economic impacts.

Whilst the Group strives to create positive values for the Shareholders,
the Group also dedicates to fulfil its corporate social responsibility
through continuous effort. The Group believes that all stakeholders’
interest must be taken into account in order to enhance its relationship
with its stakeholders including shareholders, employees, customers,
suppliers, business partners, regulators and the society.

The Group’s fabric processing and printing business is closely
related to environmental protection and the usage of natural
resources. The Group has established a set of management
policies, mechanisms and measures on environmental protection
and natural resources conservation to help ensure the sustainable
development and operation of the Group. The Group strives
to enhance the efficiency in the usage of energy, water and
materials and also complies with relevant local environmental
regulations and international general practices, with an aim to
reduce the use of natural resources and protect the environment.
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The fabric processing and printing subsidiaries of the Group
strictly comply with the laws and regulations in the PRC, including
but not limited to the “Law of the People’s Republic of China
on the Prevention and Control of Atmospheric Pollution”, the
“Law of the People’s Republic of China on the Prevention and
Control of Water Pollution”, the “Environmental Protection Law
of the People’s Republic of China” and the “Law of the People’s
Republic of China on Prevention and Control of Environmental
Pollution by Solid Waste"”, as well as the local rules and standards
in the PRC in respect of prevention and control of environmental
pollution of discarded dangerous chemicals, standard of air
pollutants and integrated wastewater discharge standard. During
the year, the Group was not aware of any environmental related
penalty or material non-compliance with relevant standards, rules
and regulations.
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A.1 Emissions A.1
The Group require the following inputs in the operation and
production of finished fabrics, the outputs that have an impact on
the environment are listed below:

Inputs Processes

EEBA EEBRRE

m Electricity m Singeing m Shearing

S BE &5y

m \Water m Desizing m Steam grain

7K REE FERBUR

m Production equipment m Sourcing m Heat Setting

EEHEE - AA Bk =) 7E 7Y
m Raw materials m Bleaching m Abrasion
R Rt B X
o Raw fabrics (unfinished pure m Mercerising m Tencel-like
cotton, polyester cotton, synthetic 455 processing
fibre, combined fabrics and nylon ~ m Dyeing Ny
cotton) 2] ® Printing
HAn (RN T4EM8 4 ~ MMM - & m Pre-processing N7t
i e RiRem) TR IR m Steaming
o Dyeing and fabrics processing m Post-processing KAk
chemicals (powder, organic B m Parallel washing
solvents, resins and pigments, etc) ® Dehydration I g 7K e
ZERHBNIIC2Y(HR B i 7K m Setting
HORHE - SRR FIEER ) ® Drying EB
o Others 1% m Shrinking
Hi ® Raised finish 4R
HBE m Packing
m Brushing [OF=
EE
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Outputs
*E@BEH

Atmospheric emissions

RREERY)

m Major waste gas (dust particulates)
FEBEMHR(EER)

Wastewater discharge

K HE IR

m Sewage (COD, chroma)

SALBRAE - £F)

Hazardous solid waste

&b B 88 BE 1

m Qil polluted fabric
i DEEiE

= \Waste oil
&

m Other non-recyclable waste (domestic,
industrial)

Hp A r] Y ggs (T - 4£55)

Non-hazardous solid waste

JEfE I [El 58 BE 1)

m Recyclable plastics product packaging
AR ZE B3 B R AR

m Scrap iron
RE 8

m Cartons, paper tube
HmAE - B

m Auxiliaries bag
B I 4%

m Suede dust, hatha dust
BER KK
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Waste gas emission

Waste gas emission is minor for the Group fabric manufacturing
business. Singeing and sueding are the major processes in fabric
processing and printing business to remove impurities in raw
fabrics, dust particulates are the major air pollutants ejected
from the production processes. Apart from the direct emission of
dust particulates, our greenhouse gases emissions are indirectly,
principally resulting from electricity consumed at the factories and
offices as well as from business travel by employees.

With respect to the prevention of air pollution, the Group follows
the guiding principles to keep the factory emission in line with
the local emission standards, and introduce pollution assessment
on production processes with the aim for proper handling of the
pollution in accordance with the regulatory requirements.

A qualified third party was outsourced by the Group to carry out
an environmental assessment in 2016, there was no significant
incidents record on environmental pollution.

Waste water treatment

Stable water supply is crucial to the Group’s dyeing operation.
The Group currently sources water from the local government.

The Group is aware of the potential environmental impact of
the waste water generated by the Group’s bleaching, dyeing,
mercerising processes. The use of sodium hydroxide within the
mercerising process, generate waste water containing dilute
sodium hydroxide which is toxic and harmful. The waste water
generated from the manufacturing process contains high value
of Chemical Oxygen Demand (“COD"). COD is the total amount
of oxygen required to chemically oxidize the bio degradable and
non-biodegradable organic. Higher COD levels mean a greater
amount of oxidizable organic material in the sewage discharge,
which will reduce dissolved oxygen (DO) levels. A reduction in DO
can lead to anaerobic conditions, which is deleterious to higher
aquatic life forms. Waste water currently discharged by the Group
is processed by a third-party contractor. Waste water treatment
service is charged in a monthly basis according to emission
volume respectively.
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A.2

In terms of waste water recycling, the Group is continuously
looking possible way to enhance recycling of waste water. The
cooling water involved in singeing, shrinking, drying and the
waste water produced from dehydration are all collected and
reused for bleaching and dyeing process. The Group also intends
to construct its own waste water treatment plant.

Waste management

The Group is dedicated to managing waste in a responsible way
and strives to optimise the use of resources. Hazardous wastes
like discharge from waste and waste gas treatment facilities
and waste equipment cleaning solvents as well as wastes from
workshops and research and development laboratories, etc.,
are delivered to external qualified units for processing. Non-
hazardous wastes like some waste bags, clips, papers, etc., are
recycled by external qualified units for reuse. General garbage is
cleaned by the sanitation department regularly.

Use of Resources

The Group adheres to the concept of energy conservation and
emission reduction leads to green production. The resources used
by the Group are principally attributed to electricity and water
and steam gas consumed at the factories; sodium hydroxide in
the dyeing process; diesel, heat, natural gas, coal oil in other
production and domestic use. We aim to improve our energy
utilisation efficiency to achieve low-carbon practices and emission
reduction throughout our production and operation, and strive to
save the resources.

The Group has implemented guidelines and policies for energy
saving management which include in-house rules and regulations
for both office and factory employees to follow. Energy saving
and emission reduction measures include:

Water saving measures

m  Reused water produced from singeing machines and pre-
shrinking machines for production process.

m  Modified water tanks of scouring and bleaching machines,
mercerizing machine and dyeing machines to reduce
storage water surface areas, thus reduce water and steam
consumption.

m  Modified scouring and bleaching machines to shorten the
production process and reduce electricity, water and steam
consumption.
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Steam saving measures

Replaced heating facilities in scouring and bleaching machines
to enhance the effectiveness.

Applied high-capacity roller into dryer machines, reducing
30% thus saving steam
consumption.

Installed humidity meter and set humidity standard to control
the process of drying and avoid overheating, thus reducing

of water retained in fabrics,

steam consumption.

Optimised draining valve of dryer machines to reduce outflow
of steam gas.

Recycled steam from heat-setting stenter and various
machines.

Electricity saving measures

Applied variable frequency air compressor to reduce electricity
consumption.

Applied energy saving initiatives including maximizing the use
of natural light and energy-saving lighting systems, applying
optimal temperature setting of air-conditioning; switching off
air-conditioning systems and lighting in vacant working areas
after operation hours; turning off office equipment when not
in use.

Reduction of emissions measures:

A3

Recycled sodium hydroxide and reused the waste water from
mercerizing machines into scouring and bleaching machines
for desizing fabrics,
concentration of dilute sodium hydroxide in the waste water
produced.

Installed automatic facilities for mercerizing machine, enhance
efficient use of alkali and reduce waste water emission.

reducing waste water discharge and

Modified stove setting to reduce coal consumption.

Replaced liquefied gas by natural gas in singeing process,
reduce waste gas emission.

Replaced stoves filling coal fuel with electrical stoves to
reduce air pollutants.

Environment and natural resources

As a socially responsible enterprise, protecting nature and the

environment has become our inescapable social responsibility, the
Group constantly look for ways to maximise benefits with minimal
resource consumption and environmental impact, and continue to
strive for sustainable development.
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B.1

With respect to minimising the environmental impact, we mainly
focus on sewage treatment and reduction of waste emission
and implemented a number of measures as above mentioned to
conserve the environment.

The Group is planning to replace with high capacity and
energy saving stenter/setting machines to enhance operational
effectiveness in heat conservation; and increase the proportion
in using overflow rapid dyeing machine to reduce steam and
chemical consumption.

Raw fabrics are the main raw materials which include unfinished
pure cotton, polyester cotton, synthetic fibre, combined fabrics
and nylon cotton. Since these are processed materials from cotton
which can be widely obtained, thus the impact to the natural
resources is not significant.

Employment and Labour Practices

The Group believes that quality talents are important assets of
an enterprise and also the cornerstone for sustaining corporate
development. We are committed to providing a fair and
competitive compensation package to attract and retain quality
talents, in the form of a basic salary, incentives bonus, mandatory
provident fund, and other fringe benefits. Remuneration packages
In addition, the Group maintains a
share option scheme for the purpose of providing incentives and

are reviewed periodically.

rewards to the eligible participants for their contribution to the
Group.

As at 31 December 2016, the Group had about 750 employees in
PRC and Hong Kong.

The Group has a set of comprehensive human resources
management policy to support everything we do in regard
to human resources. The policies include compensation and
recruitment and promotion, working hours, appraisal,
training and benefits. The Group has always strictly observed the

dismissal,

relevant legislations in the PRC and Hong Kong regarding the
equal employment opportunities, child labour and forced labour.
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The Group abides by the employment regulations, relevant
policies and guidance of the relevant jurisdictions where
it operates, including the “Employment Ordinance”, the
"Employees’ Compensation Ordinance” and the “Occupational
Safety and Health Ordinance”, etc. in Hong Kong; and the
“Labour Law of the People’s Republic of China” and the “Labour
Contract Law of the People’s Republic of China” in the PRC.

The Company has its internal procedure to report employees’
information regularly in order to review employment practices so
as to avoid any non-compliance. Furthermore, the Group strictly
complies with the internal recruitment process during recruitment
to ensure no employment of child labour and forced labour in
any form. The Group also strives to establish harmonious labour
relationships. We protect the rights of staff in terms of providing
rest and leave days according to relevant government laws and
regulations. During the year, the Company was not aware of
any material non-compliance with relevant standards, rules and
regulations regarding operations and activities, labour practices.

Health and Safety

The Company is an investment holding company located in Hong
Kong and the nature of the daily operation is mainly office-based
which means that we have a relatively low safety risk profile.
The Company has equipped its office with suitable fire-fighting
facilities like fire extinguishers. Designated staff would conduct
inspection from time to time so as to ensure the exit passageway
clear and unblocked. In addition, the management office of our
headquarters office organises fire drills from time to time.

The Group’s subsidiaries in Fujian and Shishi engage in
processing, printing and sales of finished fabrics. The Group
strongly believes that ensuring stable and safety production is the
most important social responsibility to its shareholders, employees
and the community where it situates. Therefore, the Group has
always regarded ensuring safety and stable production as one
of the priorities in corporate management. Sound management
systems have been established in occupational health and safety
in strict compliance with the regulations on occupational health
and safety the PRC.

The factories of the Group have stringent policies in place to
periodically review the functionality of machinery and equipment,
workshop condition during the production process. At the same
time, we continuously reduce workload intensity for frontline
staff and improve the working environment.
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B.3

Apart from equipping and maintaining the healthy and safe
facilities, the Group focuses on enhancing the awareness and
knowledge of the staff on health and safety risks. To provide a
systemic occupational safety education to the staff and targeting
at the actual operation situations, the Group formulated
comprehensive on-job training. The Group also maintains a
set of handing mechanism which stipulates a clear procedure
of reporting any work-related injury to the Group. During
the reporting period, the Group has not identified any non-
compliance cases relating to health and safety.

The Fujian factory of the Group had obtained Quality
Management System Certification (ISO9001) and Environmental
Management System Certification (ISO14001) formulated by the
International Organisation for Standardisation (“ISO”) and they
were certified, thus effectively guaranteeing the establishment of
a healthy, safe and stable working environment. Daily operations
are inspected by relevant department assigned by the Group,
according to the occupational health and safety requirements
of the respective company. Any non-compliance will also be
identified and rectified on a timely basis.

Development and Trainings

The Group strongly believes that cultivation and retention of
talents is the core of the Group’s development and is essential
in strengthening the competitiveness of the Group. The Group
considers the staff as its strategic partners and provides various
and specific in-house training courses to enhance their know-
how and skills. Based on actual needs, the Group also supports
employees in enrolling in job-related training courses. The
Group constantly allocates resources in staff training. During
the year, quality assurance management training program and
environmental management training program are the main
training activities offered to employee. These two programs
include training in numerous areas which aim to provide
comprehensive training for employee in most of the departments.
Main training area included quality assurance in production
process, inspection assurance of materials received from supplier,
health and safety education within the using of production
equipment and machinery, customer relationship management.
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In daily operations, the Group provides induction training for new
employees. Experienced employees will act as mentors to guide
the new comers on jobs. Such arrangements can enhance the
communication and team spirit, also improve their technical skills
and managerial capability and encourage the learning and further
development of the employees at all levels. The Group arranges
the trainings designated according to the roles and responsibilities
of the employees, mainly includes human resources management,
managerial skills, legal affairs, risk management, project running,
financial and auditing, technical research and development,
environmental protection, occupational health and safety etc. The
Group also updates the latest information of the industry and
laws and regulations which is essential to the Group’s operation
and their job responsibilities from time to time.

The Group will continue to intensify its efforts to promote staff
training programmes, and each member company integrates
internal training with external training to enhance management
and technical training. The Group believes that by means of
offering comprehensive training opportunities, it could help
providing the necessary protection for talent reserves for
corporate development.

Labour Standards

The Group strictly complies with the labour legislations and
the relevant guidelines in different areas where the businesses
situated. In Hong Kong, we complied with all applicable rules and
regulations such as the “Minimum Wage Ordinance”, the “Sex
Discrimination Ordinance”, the “Race Discrimination Ordinance”
and the “Disability Discrimination Ordinance” etc.. In the PRC, we
complied with the “Labor Law of the People’s Republic of China”,
the “Labor Contract Law of the People’s Republic of China” and
“Law of the People’s Republic of China on the Protection of
Disabled Persons” etc.. During the year, the Company was not
aware of any material non-compliance with relevant standards,
rules and regulations.

Supply Chain Management

Raw fabrics are the main raw materials purchased by the Group.
Raw materials used by the Group in its fabrics processing
operations comprise principally raw fabrics, dyeing chemicals and
fabrics processing chemicals which are all procured in the PRC.
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The Group implements supplier management in accordance
with internal guidance which governs the engagement of
suppliers.
evaluation procedures among the suppliers, based on the quality
In addition, to ensure supplier capability in
quality assurance, safety and other aspects of environmental

Suppliers are chosen according to screening and
as well as price.

management, field investigation will be conducted on their
production capacity, technology level, quality assurance
capabilities, supply capacity, safety and environment management
qualifications if needed. Only the highly qualified suppliers
complied with regulatory requirements are eligible for the

selection by the Group.

The Group strictly implements supplier management. All suppliers
are assessed with criteria specified by the Group for this purpose,
in which we evaluate new suppliers’ overall capabilities, assets
position, nature of business, reputation in the industry, quality
of products,
regulations.

goods delivery and compliance with law and

As customers are becoming more concerned about environmental
issues, and stress the importance of using environmentally
friendly materials. The Group will continue to communicate
these demands to our suppliers, strengthen our cooperation with
suppliers, coordinate with them in product trials, and work with
them to produce socially responsible products.

Product and Service Responsibility

Customer service

The Group has established long-term relationships with our
customers comprising apparel retailers, garment manufacturers
and fabrics suppliers. The Group has established an in-house
research and development team. The research and development
team has been devoting to new products development to suit the
changing market demand as well as improvements in the Group's
existing products and production processes.
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Customer satisfaction is the foundation of an enterprise’s
survival, and we continuously try to improve on this. With various
production facilities and processing techniques, the Group is
capable of processing and producing a wide variety of high
quality finished fabrics to meet the changing needs and demands
of its customers. The Group continually improves its service
quality and responds immediately to customers’ needs in terms
of delivery lead time, quality and price. We have a customer-
oriented focus and strive to provide quality products and services
by continuously hearing what our customers are looking for.
The Group has established a complaint and handling policy and
customer communication policy. The trading department collects
customers’ feedbacks through issuing survey to customer relating
to our manufactured products which are used as important
references in our constant efforts to improve product quality and
promote customer satisfaction. We are always trying to improve,
and address complaints or feedback quickly to resolve any issues.

Product quality and safety management

The Group is committed to provide customers of high quality
and safe products and place high importance on any customer
demand for product quality. From product development to
production, the Group strictly follows international legal
requirements and complies with the brand customers’ lists of
prohibited and restricted substances in the selection of raw
materials. We also monitor the production from start to finish
to ensure products are consistent with the principles of eco-
friendliness and human health.

The Group is committed to achieve high product and service
quality by implementing stringent and comprehensive quality
control procedures throughout the production process from
purchase of raw fabrics and dyeing chemicals to product
packaging. Raw fabrics are inspected to ensure uniformity
in density, thickness and texture before putting into mass
processing so as to ensure the quality of the finished fabrics and
to minimize possible disruptions to the operation. Each batch of
dyeing chemicals is also being tested. The Group has obtained
several accreditations for its quality control system: Xuesheng
was accredited with 1ISO 9001:2000 certification (excluding
design and development requirement) on 9 March 2005 for its
dyeing and finishing of knitting fabrics activities and Xiefeng was
accredited with ISO 9001:2000 certification on 14 March 2005
for its design dyeing and finishing of tatting fabrics activities. The
quality control department was established by the Group so as to
monitor the quality of the Group’s products and the processing
procedures of the Group.
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During the year, the amount of defective products produced by
the Group was minimal and complaints by customers in respect of
defective products were insignificant.

Intellectual property right protection

The Group markets its products under its own trademarks. The
trademarks “5%="” and " =" were issued by the Trademark
Office of the State Administration for Industry and Commerce of
the PRC and the Trade Marks Registry of the Intellectual Property
Department in Hong Kong respectively. During the year, no claim
has been made in relation to infringement of intellectual property
rights.

Money lending practice

The money lending business is conducted through Rende
Finance Limited (“Rende”). Rende is a licensed money lender
in Hong Kong under the Money Lenders Ordinance. The Group
has established a set of policies and procedures to evaluate the
trustworthiness and creditability of potential borrowers. We also
evaluate the usage of funds, we seek to work with companies
that are environmentally conscious; they make efforts to conserve
resources and reduce energy use, waste and pollution. During
the year, the Group has strictly adhered to relevant rules and
regulations including the “Money Lenders Ordinance”.

Securities Investment practice

The Group practises a set of principles when making investment
decisions. Good business practices help to generate better profits
and returns for investors particularly in the long run. We assess
these companies and are concerned with their transparency and
accountability, corporate governance and how they behave with
respect to environmental, social; and workers’ rights. We invest
in companies with good practices in dealing with environmental,
social and governance issues.

Privacy and information security

In order to gain trust from our stakeholders, the privacy and
security of their information is important to us. The Group
adopts appropriate security measures in safeguarding sensitive
information and data, including, but not limited to, trade secrets,
know how, client information, supplier information and other
proprietary information.
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Anti-Corruption and Anti-Money Laundering

A system with good moral integrity and anti-corruption
mechanism is the cornerstone for the sustainable and healthy
development of the Group. In addition to compliance with
relevant laws and regulations in Hong Kong and the PRC, the
Group also maintains a “Staff Handbook”, which states the
code of conduct and requires the employees, during the course
of business engagement, not to (whether directly or indirectly)
provide, undertake, request or receive any improper benefits, or
take any other actions which are in violation of integrity, illegal
or dishonest behaviours which are in breach of fiduciary duties.
Such behaviours to be prevented include criminal acts such as
bribery, extortion, fraud, money laundering and other acts such
as the provision of illegal political contributions, inappropriate
charitable donation or sponsorship, provision or acceptance of
unreasonable gifts, entertainments or other improper benefits,
infringement of trade secrets, trademarks, patents, copyrights
and other intellectual property rights, and engagement in acts of
unfair competition, etc.

The Group has policy sets forth procedures for performing
customer due diligence process, identifying customer involvement
in money laundering activities, detecting and monitoring
suspicious transactions, and reporting of suspicious transactions
according to the guidelines from the Anti-Money Laundering and
Counter-Terrorist Financing (Financial Institutions) Ordinance, Cap
615 (the AMLO).

The Group has established an effective whistle-blowing policy
for reporting suspected irregularities, fraud and corruption via
specified channels. We also continue to improve our internal
control and monitoring system. If problems are identified, we
take immediate action, and have a zero tolerance approach to
corruption in order to prevent irregularities.
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B.8

Community Investment

The Group is committed to creating sustainable prosperity
that brings long-term social and economic benefits for all
particularly to maintain the relationship with
interest groups which are relevant to business operation. This
is realized by first meeting the needs of the factory employees
and then further extending the caring and services to their
families and to the surrounding community. The Group has made

stakeholders,

donations and organised fund raising events to provide subsidy of
employees who suffered from cancer, serious disease and severe
work injury.

The Group understands and recognises that there are those who
are less fortunate in society. Going forward, the Group will look
for worthy charities or humanitarian causes to support through
monetary donations or other means to create a positive impact on
the local society.
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Independent Auditor’s Report to the Members of
Co-Prosperity Holdings Limited
(Incorporated in the Cayman Islands with limited liability)

Qualified Opinion Arising from Limitation of Scope
We have audited the consolidated financial statements
of Co-Prosperity Holdings Limited (the “Company”) (the
“Consolidated Financial Statements”) and its subsidiaries
(collectively referred to as the “Group”) set out on pages
64 to 199, which comprise the consolidated statement
of financial position as at 31 December 2016, and
the consolidated statement of profit or loss and other
comprehensive income, the consolidated statement of
changes in equity and the consolidated statement of cash
flows for the year then ended, and notes to the financial
statements, including a summary of significant accounting
policies.

In our opinion, except for the possible effects of the
matters described in the Basis for Qualified Opinion section
of our report, the Consolidated Financial Statements give
a true and fair view of the financial position of the Group
as at 31 December 2016, and of its financial performance
and its 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

M Hong Kong Companies Ordinance.
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Basis for Qualified Opinion

As at 31 December 2016, the Group has (i) deposits for
other investments of approximately RMB447,615,000
(equivalent to HK$500,000,000) for an investment in Asia
Television Limited (“ATV"), as detailed in note 21(a)(i) in
the Consolidated Financial Statements and (ii) receivables
due from ATV of approximately RMB61,037,000
(equivalent to approximately HK$68,180,000), as detailed
in note 23 to the Consolidated Financial Statements. We
were unable to obtain sufficient appropriate audit evidence
to satisfy ourselves as to the nature and recoverability of
these deposits and receivables as at 31 December 2016
because the management of the Group was unable to
access certain financial information or other information
in relation to the assets and liabilities of ATV, which was
undergoing provisional liquidation proceedings, as detailed
in note 21(a)(i) to the Consolidated Financial Statements.
Consequently, we were unable to determine whether
any adjustments or impairment to these amounts were
necessary.

In addition, we were unable to obtain sufficient
appropriate audit evidence to satisfy ourselves as to the
purchase price allocation on acquisition of Star Platinum
Enterprises Limited (“Star Platinum”), as detailed in
note 12 to the Consolidated Financial Statements,
was incomplete due to the reason as stated above,
Consequently, we were unable to determine whether any
adjustment to the assets and liabilities obtained from the
acquisition of Star Platinum was necessary.

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

The directors of the Company (the “Directors”) are
responsible for the other information. The other
information comprises all the information in the Company’s
2016 annual report other than the Consolidated Financial
Statements and our auditor’s report thereon (the “Other
Information”).

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 the Other
Information, we are required to report that fact. As
described in the Basis for Qualified Opinion section above,
we were unable to obtain sufficient appropriate evidence
about the nature and recoverable amount of the deposits
paid for an investment and receivables due from ATV
as at 31 December 2016. Accordingly, we are unable
to conclude whether or not the Other Information is
materially misstated with respect to this matter.

Key Audit Matters

Key audit matters are those matters that, in our
professional judgement, were of most significance in our
audit of the Consolidated Financial Statements as at and
for the year ended 31 December 2016. 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.
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Key Audit Matters — continued

In addition to the matters described in the Basis for
Qualified Opinion section, we have determined the
matters described below to the key audit matters to be

communicated in our report.

Key Audit Matter
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How our audit addressed the Key Audit
Matter
BMNESTNMHBERETSHETER

Impairment of inventories (please refer to note 22 in the Consolidated Financial Statements)

FE (B (2005 B B N i222)

The Group has inventories with net carrying
amount of approximately RMB106,724,000 as
at 31 December 2016, which represented over
8.9% of total assets of the Group. The Group
assesses the carrying amount of the inventories at
the reporting date and wrote down inventories of
RMB18,018,000 for the year ended 31 December
2016.

EEER_ZE—RNEF+t_A=+—H#EEEEF
BEHARE106,724,000c 278 16 BEEEE
BER9% o %Egﬁﬁﬁﬁmﬁ%E%Z%ﬁ@

WREBEE—_TE—R"F+_A=+—HIFEMHHR
FE AKR¥18,018,0007T °

Management has made estimates based on
certain assumptions relating to slow-moving and
obsolescence of the inventories.
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Provision considerations included inventory
ageing profiles, as well as different market factors
impacting the sale of finished goods and the
product life of raw materials.
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Our procedures in relation to management’s
impairment assessment included:
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Evaluating the assumptions and estimates applied
to the slow-moving and obsolescence by testing
the accuracy of historical information and data
trends, changing trends applied against the
current balances; and
FRBAHASTHIRBERMERZBEER
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performing analytical procedures on
obsolescence levels and write down rates
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Responsibilities of the directors for the Consolidated
Financial Statements

The Directors are responsible for the preparation of
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 of the Company (“Audit Committee”)
assists the Directors in discharging their responsibilities for
overseeing the Group’s financial reporting process.

Auditor’s responsibility 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

M Consolidated Financial Statements.
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Auditor’s responsibility for the audit of the
Consolidated Financial Statements - continued

As part of an audit in accordance with HKSAs, we
exercise professional judgement 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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Auditor’s responsibility 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.
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Auditor’s responsibility for the audit of the ZEMRBT G ERRAENSE
Consolidated Financial Statements - continued £T-&

From the matters communicated with the Audit WEBEZZESEBNIESR @ KME
Committee, we determine those matters that were of most TFHLL BB NEI4GZ S MR RN E
significance in the audit of the Consolidated Financial FHZAEZE  AmMBKBERETEE-
Statements of the current period and are therefore the key FMIfEXEEI RS P+l 5 Lk F18 -
audit matters. We describe these matters in our auditor’'s KB IEEEER T A ath,\E'ﬂﬁ&%}E%$
report unless law or regulation precludes public disclosure I8 @ skERmERAIB R T » WREIE
about the matter or when, in extremely rare circumstances, J8HAFE B FI3R4E P& @ E BB E K 8
we determine that a matter should not be communicated B EEZRBBELN AR - B
in our report because the adverse consequences of doing SRENEERE R BBZEE o

so would reasonably be expected to outweigh the public

interest benefits of such communication.

Moore Stephens CPA Limited REFHESTMSEAERQA
Certified Public Accountants B EEFAD

Hung, Wan Fong Joanne 45 R

Practising Certificate Number: P05419 HMEFERS - P05419

Hong Kong, 29 March 2017 B —tF=A=Z+NH




Consolidated Statement of Profit or Loss and Other Comprehensive Income
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For the year ended 31 December 2016 HE—Z— /\¢+_ﬂ =t+—HIEFE

2016
—E—RF

Note RMB’000
e  ARETT

Turnover 3 7 203,331 273,301
Cost of sales #HE BN (163,658) (311,119)
Gross profit/(loss) EF,(18) 39,673 (37,818)
Other income H g A 4,024 2,688
Other expenses, gains and losses ~ EfHY - R K EE 8 (33,153) 8,852
Gain on disposals of subsidiaries HENB AR Wa 13 19,940 57,199
Impairment losses recognised in ME - BEREREZ
respect of property, plant and ERAREER
equipment 9 (3,776) (4,900)
Reversal of impairment losses in BOYE - BEREB
respect of property, plant and VERENEi=!
equipment 9 7,547 13,100
Fair value gain on financial assets AP ETABZHEZ
at fair value through profit or loss ~ BIISEE 2 A FERKER 57,406 -
Distribution and selling expenses 7 #5 M ER X (3,530) (5,540)
Administrative expenses THAX (41,879) (23,913)
Finance costs B &R 10 (15,166) (14,676)
Profit/(loss) before taxation BRELATE A, (EE) 1 31,086 (5,008)
Taxation I8 16 (1,889) (1,892)
Profit/(loss) for the year attributable 7R &% A A fE1G 2
to the owners of the Company AEEZRF,/ (E8) 29,197 (6,900)
Other comprehensive income Htp 2w
Items that will be reclassified HREEEF 7 IEE
subsequently to profit or loss: Bwm B -
— exchange differences arising —MEEECZEREZR
on translation 44,911 4,663
— release of translation reserve —HEM B A BRRR
upon disposals of subsidiaries & 5 13 (1,401) -
Total comprehensive income/ RATEEAEGRZ
(expense) for the year attributable ~ AFE2mEzE,~
to owners of the Company (AX) @ 72,707 (2,237)
2016 2015
—E-RF —Z—RF
RMB cents RMB cents
ARE S ARK 7
Earnings/(loss) per share FREH  (E8)
— Basic and diluted —EARNNEE 17 0.95 (0.38)

.



Non-current assets

Property, plant and equipment

Prepaid lease payments

Deposits for other investments

Deposit for investments in
subsidiaries

Current assets

Inventories

Trade and other receivables,
deposits and prepayments

Loan receivables

Prepaid lease payments

Financial assets at fair value
through profit or loss

Pledged bank deposits

Bank balances and cash

Assets classified as held for sale

Current liabilities

Trade and other payables

Bond payables

Taxation payables

Obligation under finance leases

Short-term bank loans

Short term loans from other
financial institution

Financial guarantee contracts

Liabilities associated with assets
held for sale

Net current assets

FRBEE

ME - BE KRB
B EERIA
Hiw &z iws
&= 9N PNC]
ZRE

REBEE

FE

B 5 M E A YRR -
®re RIBNFKIE

FE U &

B HEE IR

WAV EFABSEKRZ
MBEE

2B RITHER
RITEHERE

DRERFBIEHEZEE

hRBEE

B 5 M E A & BR K
FEHE 75

FET IR

AEHE AR
FEERERITE X

KB HAMSBEE L
SRR N

MIGREREH

B £

HEEESR

o

8.2

o T

—~ |5

2’

RBEEFE

e 2016 | o

At 31 December 2016 R=—ZE— R FE+-A=+H

18
19
21(a)

21(b)

22
23
24
19
25

26
26

27

28
29

30
31

31
32

27

49,699 59,105
412 426
456,567 =
7,162 =
513,840 59,531
106,724 85,527
172,326 112,412
138,817 149,871
14 14
201,422 =
38,420 40,420
27,820 76,196
685,543 464,440
- 1,576
685,543 466,016
266,843 57,158
63,710 60,470
4,277 4,290
658 =
119,340 123,300
26,647 2,000
- 8,349
481,475 255,567
481,475 255,567
204,068 210,449

y 4
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At 31 December 2016 A ==
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NETZA=+—H

Inancial Fosition

ontinue

2016 2015
—E-RFE ZET—AF
Note RMB’000 RMB’000
izt AREFT AREFIT
Total assets less current HEERARBES
liabilities 717,908 269,980
Non-current liabilities kREBEE
Obligation under finance leases & & & IE 30 1,623 -
Convertible bonds Al % (5 5 33 26,589 -
28,212 -
Net assets EEFE 689,696 269,980
Capital and reserves BEXR#E
Share capital % 2% 34 351,608 186,229
Reserves & 338,088 83,751
Total equity R 689,696 269,980

The consolidated financial statements on pages 64 to 199
were approved and authorised for issue by the board of
directors on 29 March 2017 and are signed on its behalf
by:

Tang Hon Kwo

HLEX
Chairman

Ey

Executive Director

Ma Zhi

HITEF

FOAT19B AT HRERENR S
—t+F=ZA -t hBEEESHER
BYHUNTATIREESE



Share
capial

Share
premium

Special
reserve

Share
option

Convertible
bond equity
eive

RMB'000

= A\ fEs 2K £
i O ligE m 57
For the year ended 31 December 2016 HZEZ ==

Translation

.y . W A

—RE+=—A=+—H

Statutory

surplus— Accumulated

reserve [osses

Tota

A1 January 2015 R-F-1%-F-A 157233 346,423 98,731 1,669 - 5,753 98,539 (490,942) 217,406
Loss for the year KEEEE - - - - - - - (6900) (6900)
Other comprehensive income for the year A5 2 2 EUE
- Exchange differences -REEEVERES
arising on translation - - - - - 4,663 - - 4663
Total comprehensive expense for the year X% 2 2R 45 - - - - - 4663 - (6,900) 2.231)
Transfers g% - - - = = = 409 (409) =
Isue of shares upon exercise of REREERRREARA
share options El! 1502 3410 - (1,586) - - - - 3306
Lapse of share options BRELR - - - (83) - s = 8 =
Placement of new shares REMHH k[l 27494 %27 - - - - - - Bm
Transaction cost for issue of shares ikhzRank - 3131) - S - - - 5 (3131)
Disposal of a subsicry HE-HNEAT 13 - - - - 5 - (69,105) = (69,105)
Transactions with owners EEAIRS 28,99 96,506 = (1,669) = = (69,105) 8 54811
At 31 December 2015 WE-RETZA=1-A 186,229 442929 98,731 - - 10416 29843 (498,168) 269,980
Profi for the year KEER - - - - - - - 29197 29,197
Other comprehensive income for the year A% 2 o2 EhE
- Exchange differences -REEEVEREE
arising on translation - - - - - 4o - - 4491
- Release of translation -hENBATRER
reserve upon disposal EXGE
of subsidiaries 13 - - - - - (1.401) - - (1401
Total comprehensive income for theyear ~ AEEZ2ENALE - - - - - 43510 - 29197 7,701
Transfers g% - = = - = = 21 (241) =
Isue o shares under share placing RERDEERARE 34 105,880 117,040 - - - - = = 222,90
Transaction costs attrbutable to issue o~ EARERAZRBHA
placing shares Ll - (3,089) - - - - - - 3,069)
Iste of shares under share subscriptin - RERGZEX RN 3 25,038 25,038 = = - - = = 50,076
Iste of convertble bonds imakes 3 - - - - 4578 - - - 4578
Isue of shares upon conversion of RERTRRES
convertile bonds MERH El} 34461 41450 - - (340) - - - 7250
Transactions with owners HEEAIRS 165379 180459 - - 1,1 - - - 300
At 31 December 2016 RoE-RETZA=t-A 351,608 623,388 98,731 - 1,1 53,926 30,084 (469,212) 689,69




Consolidated Statement of Changes in Equity (Continued)
géﬁi’]% (mE)

For the year ended 31 December 2016 BE—T— "F+_A=+—HILFE

ROl

Notes:

The special reserve represents the differences between
the nominal amount of the shares issued by the Company
and the Group’s former holding company and the
aggregate amount of paid-up capital of the subsidiaries
acquired pursuant to the group reorganisation in 2005 in
preparation for the listing of the Company’ s shares, net of
subsequent distribution to shareholders.

As stipulated by the relevant laws and regulations for
foreign investment enterprises in People’s Republic of
China (the “PRC"”), the Company’s PRC subsidiaries are
required to maintain a statutory surplus reserve fund which
is non- distributable. Appropriation to such reserve is made
out of net profit after taxation of the statutory financial
statements of the PRC subsidiaries while the amounts and
allocation basis are decided by their board of directors
annually. The statutory surplus reserve fund can be used
to make up prior year losses, if any, and can be applied in
conversion into capital by means of capitalisation issue.
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For the year ended 31 December 2016 &

Operating activities BT
Profit/(loss) before taxation BREATRE A, ()
Adjustments for: BT EZIEELFHE
Interest income A B A
Interest expense MEFX
Depreciation of property, plant M- BEREZEHEZ
and equipment e
Amortisation of prepaid lease T & SRIE 2 B 8
payments
Write-down of inventories 7 B8O
Reversal of write-down of BEFERE
inventories
Written-off of interest JE W FI) B 2 #8H
receivables
Allowances for bad and RIZERE

doubtful debts
Reversal of allowances for bad BRI RZEREE
and doubtful debts
Loss on acquisition of a WEWEB AR ZEE
subsidiary
Gain on disposal of subsidiaries HEH B QR 2 W EE
Net unrealised gain on financial BAVESABRE

assets at fair value through LHBEEZ
profit or loss NI W
Income from amortisation of MBEREHNZ
financial guarantees contract B 8H WA
Loss on disposal of property, HEWME - BE K
plant and equipment R EE
Impairment losses in respect of BE@AME  BER
property, plant and equipment R ZBIEEE
Reversal of impairment losses in BREE@EME  BE
respect of property, plant and KBz RERERE

equipment

2016
—EF—RF

RMB’000
AREFT

31,086

(2,361)
15,166

9,576

14
18,018

(16,406)

5,014

10,941

(450)

14,048

(19,940)

(57,406)

(8,349)

1,320

3,776

(7,547)

'-11 — \
ﬁmeiﬁ 7 )i
EE—RF+_A=+—H

2015
—E—RF

RMB’000
AREFor

(5,008)

(1,252)
14,676

11,456

138
67,317

(57,199)

(12,611)

4,900

(13,100)




Consolidated Statement of Cash Flows (Continued)

FnOIREine v (78)

For the year ended 31 December 2016 BE =T — "F+_A=1+—HILFE

Operating cash flows before

Note
B &

BEE S RBA 2

2016

—E—REF

RMB’000

ARET T

2015
—E-RF

RMB’000
AR T

movements in working capital BeEmh=E (3,500) 13,459
Increase in inventories 7 &8 (22,809) (44,680)
Increase in financial assets at fair X QA FEFABFEZ

value through profit or loss B EEEM (119,030) -
(Increase)/decrease in trade and & 5 & H {th f& Y BE 3%

other receivables (&) R (52,999) 607
Increase in loan receivables JE W 5 SRAE N (231,815) (149,871)
Decrease in trade and other B 5 & EH M EA BR TR

payables 10,373 48,105
Cash used in operations REMFEAZEAS (419,780) (132,380)
Taxation paid RENE R (1,902) (1,674)
Net cash used in operating REXBRAAZE S

activities 7 EE (421,682) (134,054)
Investing activities REXK

Interest received B ER 2 F B 2,361 1,252

Purchase of property, plant and BEWE  BER&E

equipment (2,305) (1,974)

Proceeds from disposal of LEWE BEK&E

property, plant and equipment FT 15 3018 527 -
Proceeds from disposals of & MY B A R FT1S 5B

subsidiaries 13 27,015 43,393
Refundable deposits paid for MYEEEE N2

acquisitions AREXRS 23(i) (3,581) -
Deposits paid for other REMBEE N 2ZE

investments 21(a)(ii) (8,952) -
Deposit for investments in KRERMBRARIZZS

subsidiaries 21(b) (7,162) —
Prepayment for acquisition of WHER N FEF ABR

financial assets at fair value R BEEZTEN

through profit or loss FQE] 23(iii) (40,688) -
Withdrawal of pledged bank REE | RITER

deposits 2,000 12,791
Payment on acquisition of a W EEHT B A R 2 3K

subsidiary - (1,576)

Deposit paid RENE::& 23(ii) - (25,131)
Net cash (used in)/generated from & XK (FER) E4L

investing activities ZIB®FE (30,785) 28,755

.
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For the year ended 31 December 2016 HEZ—Z—~F+_A=1+—H

2016
ot BN

— =

RMB’000
AREFT

2015
—ET—HF

RMB’000
AR¥Fr

Financing activities BERE
Interest paid SRR (6,834) (12,916)
Net proceeds from issuance of RIBR G RBEEITRG
shares under share subscription P15 I F 88 50,076 -
Proceeds from exercise of share 771 B A% # FT 15 ZIE
options - 3,326
Proceeds from placement of new  EZ& ¥ A 15 FT 15 A
shares 222,920 120,590
Share issuing expenses BR1D B 1T R 2 (3,069) -
Proceeds from bank loans RERITERZ
1S 5A 119,840 -
Issue of convertible bonds BITAIRES 100,611 -
Loans from other financial FTIE R B Bt & iR
institution raised ZER - 182,010
Repayment of bank loans BERITER (123,800) (139,000)
Repayment of finance leases BEREHE (553) -
Repayment of loans from other EER B Ef RS
financial institution ZE® (2,000) (3,500)
Net cash generated from MERSMEA RS TR
financing activities 357,191 150,510
Net (decrease)/increase in RekReFEED
cash and cash equivalents CR ) /1 nFEE (95,276) 45,211
Cash and cash equivalents at R—A—BZ#HE
1 January RBEEEEY 76,196 26,324
Effect on change of functional HARRIEE B EE)
currency of the Company A 47,562 —
Effect of foreign exchange rate ~ HMNMERE &) 2 ¥ 2
changes (662) 4,661
Cash and cash equivalents at RT+—A=+—BZzHR&E
31 December KRBT EEY 27,820 76,196
Analysis of the balances of RekBHeEED
cash and cash equivalents ZEEBR DT
Bank balances and cash IRITHBRKERS 27,820




W EHhEZERERLFA
CO-PROSPERITY HOLDINGS LIMITED

For the year ended 31 December 2016 HE—ZE—"F+_A=+—HIEFE

The Company was incorporated and registered as
an exempted company with limited liability under
the Companies Law of the Cayman Islands and acts
as an investment holding company. The principal
activities of its principal subsidiaries are set out in
note 39. The Company’s shares are listed on the
Main Board of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”). The addresses of
the registered office and principal place of business
of the Company are disclosed in the “Corporate
Information” of this report.

The consolidated financial statements have been
presented in Renminbi (“RMB"”) and all values are
rounded to the nearest thousand except when
otherwise indicated. During the year, the board of
directors (“Directors”) has re-visited the business
plan and strategy of the Group. Since the business
transactions, in terms of operating, investing and
financing activities, of the Company itself are
mainly denominated in Hong Kong dollars (“HK$")
during the year, the Directors decided that the
functional currency of the Company itself has been
changed from RMB to HK$ with effect from 1
January 2016 as the Directors consider HK$ is more
appropriate. Exchange difference of approximately
HK$55,578,000 (equivalent to approximately
RMB47,562,000) was arising from the date of
change of functional currency which is recognised
as a movement in the “other comprehensive
income”. The Directors consider such change does
not have any other significant financial impact on
the consolidated financial statements for the current
financial year.

RARRBRAEHS R RIVAKIL
WM AEREAREERA -
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39 RARIRNERBHERS
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For the year ended 31 December 2016 BE —E—"F+_A=1+—HIEFE

Basis of preparation

The consolidated financial statements have
been prepared in accordance with Hong Kong
Financial Reporting Standards (“HKFRSs”), which
collective term includes all applicable Hong Kong
Accounting Standards (“HKASs”) and Interpretations
issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA"). In addition, the
consolidated financial statements include applicable
disclosures required by The Rules Governing the
Listing of Securities on the Stock Exchange (the
“Listing Rules”) and by the Hong Kong Companies
Ordinance.

In preparing the consolidated financial statements,
the Directors have given careful consideration
that the Group recorded current liabilities of
approximately RMB481,475,000 as at 31 December
2016, which to be fall due and repayable within 12
months. However, the cash and cash equivalents
as at 31 December 2016 was approximately
RMB27,820,000. Considering the realisation of
other current assets into cash and cash equivalents,
such as financial assets at fair value through profit
or loss and inventories, would take time, these
conditions indicate the existence of uncertainty that
may cast significant doubt about the Group’s ability
to continue as a going concern. And therefore, it
may be unable to realise its assets and discharge its
liabilities in the normal course of business.
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Basis of preparation - continued B EE—F

The consolidated financial statements have been HRESLEF AR T —+
prepared on a going concern basis and do not F=ZANBEXEEARRRIKRD
include any adjustments that would be required & & #7155,220,000/8 T (B
should the Group not able to continue as a P #) A R #138,150,0007T) (Bt
going concern as the Directors are satisfied that i40(a))  WRARAFZ FEK
the Group will have sufficient internal financial REENLEED B REABLEM
resources, raising of additional equity and MARBEHRANEEEHRHK
support by its substantial shareholder in order to %500,000,000% 7T (FBEFR LA
maintain the Group as a going concern, especially R #448,000,0007T) Z E R B
taking into account that fund raising by placing BEASER-_Z—tF+=H
of the Company’s shares for approximately TNABSZAMEAEERRES
HK$155,220,000 (equivalent to approximately B ERASEBEEERED
RMB138,150,000 was completed on 9 March 2017 NEE B ER - ERFBINEER K
(note 40(a)) and Mr. Deng Jun lJie, a substantial BHEIERRZFF  FAKET]
shareholder of the Company, has undertaken BRISERE  WEEMBHE
in favour of the Company by way of a deed of ERGELCEELERFY BX T
undertaking to provide unsecured facilities to BR-BAEEEELFELEM
the Group up to HK$500 million (equivalent to BEERH 2 ER AR -

approximately RMB448 million) which can be drawn
by the Group at any time on or before 19 December

2017.

The consolidated financial statements have been REPBHRERIDBBELKARE
prepared on the historical cost basis, except for RS ERATEFTABRR
financial assets at fair value through profit or loss, LB EETIRA T EERI
which are measured at fair value as explained in the WER T IRERERE -

accounting policies set out below.




For the year ended 31 December 2016 HZEZ_—F

In the preparation of the financial statements for
the year ended 31 December 2016, the Group has
applied, for the first time, the following new and
revised standards issued by the HKICPA.

Amendments to HKAS 1

Amendments to HKAS 16
and HKAS 38

Amendments to HKAS 27

Amendments to HKAS 16
and HKAS 41

Amendments to HKFRS 10
HKFRS 12 and HKAS 28
Amendments to HKFRS 11

HKFRS 14
Annual Improvements Project

Disclosure Initiative
Clarification of Acceptable Methods of
Depreciation and Amortisation

Equity Method in Separate
Financial Statements
Agriculture: Bearer Plants

Investment Entities: Applying the
Consolidation exception

Joint Arrangements: Accounting for
Acquisitions of Interests

Requlatory Deferral Accounts

Annual Improvements 2012-2014 Cycle

The adoption of the above new and revised
standards has had no significant effect on the
Group’s consolidated financial statements.
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Notes to the Consolidated Financial Statements (Continued)
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2.

APPLICATION OF NEW AND REVISED
HONG KONG FINANCIAL REPORTING
STANDARDS - CONTINUED

The Group has not early applied the following new
and revised HKFRSs, which have been issued but
are not yet effective, in these consolidated financial
statements.

HKAS 28 and HKFRS 10 Sale or Contribution of Assets between

Amendments an Investor and its Associate
or Joint Venture*
HKAS 7 Amendments Disclosure Initiative!

HKAS 12 Amendments Recognition of Deferred Tax Assets for

Unrealised Losses'

HKFRS 2 Amendments Classification and Measurement of
Share-Based Payment Transactions?

HKFRS 9 Financial Instruments?

HKFRS 15 Revenue from Contracts with Customers?

Clarifications of HKFRS 15 Revenue
Contracts with Customers?

HKFRS 15 Amendments

HKFRS 16 Leases®

L Effective for annual periods beginning on or after
1 January 2017

2 Effective for annual periods beginning on or after
1 January 2018

2 Effective for annual periods beginning on or after
1 January 2019

= Effective for annual periods beginning on or after a

date to be determined
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Further information about these HKFRSs that are
expected to be applicable to the Group is as follows:

HKFRS 9 - Financial Instruments

HKFRS 9 has introduced new requirements for
(a) classification and measurement of financial assets,
(b) impairment of financial assets and (c) general
hedge accounting.

Specifically, with regard to the classification and
measurement of financial assets, HKFRS 9 requires
all recognised financial assets that are within the
scope of HKFRS 9 to be subsequently measured at
amortised cost or fair value. Debt investments that
are held within a business model whose objective is
to collect the contractual cash flows, and that have
contractual cash flows that are solely payments of
principal and interest on the principal outstanding
are generally measured at amortised cost at the
end of each of the subsequent accounting periods.
Debt investments that are held within a business
model whose objective is achieved both by collecting
contractual cash flows and selling financial assets,
and that have contractual terms that are solely
payments of principal and interest on the principal
amount outstanding, are generally measured at
fair value through other comprehensive income.
All other debt investments and equity investments
are measured at their fair value at the end of
subsequent accounting periods. Further, under
HKFRS 9, entities may make an irrevocable election
to present subsequent changes in the fair value of
an equity investment (that is not held for trading
nor contingent consideration recognised by an
acquirer in a business combination to which HKFRS
3 applies) in other comprehensive income, with only
dividend income generally recognised in profit or loss
and that cumulative fair value changes will not be
reclassified to profit or loss upon derecognition of
the investment.
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HKFRS 9 - Financial Instruments — continued

With regard to the measurement of financial
liabilities designated as at fair value through profit or
loss, HKFRS 9 requires that the amount of change in
the fair value of a financial liability that is attributable
to changes in the credit risk of that liability is
presented in other comprehensive income, unless the
recognition of such changes in other comprehensive
income would create or enlarge an accounting
mismatch in profit or loss. Changes in fair value
attributable to a financial liability’s credit risk are
not subsequently reclassified to profit or loss. Under
HKAS 39, the entire amount of the change in the fair
value of the financial liability designated as fair value
through profit or loss is presented in profit or loss.

With regard to impairment of financial assets, HKFRS
9 has adopted an expected credit loss model, as
opposed to an incurred credit loss model required
under HKAS 39. In general, the expected credit
loss model requires an entity to assess the change
in credit risk of the financial asset since initial
recognition at each reporting date and to recognise
the expected credit loss depending on the degree of
the change in credit risk.
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HKFRS 9 - Financial Instruments - continued

With regard to the general hedge accounting
requirements, HKFRS 9 retains the three types of
hedge accounting mechanisms currently available in
HKAS 39. Under HKFRS 9, greater flexibility has been
introduced to the types of transactions eligible for
hedge accounting, specifically broadening the types
of instruments that qualify for hedging instruments
and the types of risk components of non-financial
items that are eligible for hedge accounting. In
addition, the effectiveness test has been overhauled
and replaced with the principle of an ‘economic
relationship’. Retrospective assessment of hedge
effectiveness is also no longer required. Enhanced
disclosure requirements about an entity’'s risk
management activities have also been introduced.

The Group is still in the process of assessing the
impact of HKFRS 9. The Directors believe that
it is impractical to disclose the impact in these
consolidated financial statements until the Group has
completed the assessment.

HKFRS 15 - Revenue from Contracts with
Customers and the Clarifications to HKFRS 15

HKFRS 15 establishes a single comprehensive model
for entities to use in accounting for revenue arising
from contracts with customers. HKFRS 15 will
supersede the current revenue recognition guidance
including HKAS 18 Revenue, HKAS 11 Construction
Contracts and the related Interpretations when it
becomes effective.

BERVBRELERFIR -
MKEIA-&

P RE P EETEIE 2 HE M
5 BBMBHmEEEIRMR
BERA B ERIE395RAE
RZ=BYrestrE#s - R
BEERBYBREERIES 2
REERFENETREZER
RHRHUBARERE - AR
FARERERE P TAZTAR
B M IR & At R IR 2 FERT 75
RAEZEBKDRER - g5 B
MERAAC ZEER WK
AR R R AIEUR - R AL
TEHEZENIE - HRERK
SIARNMBEEAAEEARERE
B HRE °

AEEETHEEBUHRE &
AIEIRHE -BERA &
AEEFEARETEN - BB
AU EHANBRE Y
BRAT -

i

BRMBREER L1555 -
EFEHWE BE
BRMB®REERF155

B8 I R 2 RIS 55R # 61 E
E—2EEA  HEBARNEF
BHWm cEFTRE - FAME
WEERIE 155 AME - KERK
Bz WamERiEs > BREE
SRR 18R W - B EA
ERENRRESHLMARR

y 4




For the year ended 31 December 2016 HZ_—=

vV

W EHhEZERERLFA
CO-PROSPERITY HOLDINGS LIMITED

—RETZA=T—BIFE

HKFRS 15 - Revenue from Contracts with
Customers and the Clarifications to HKFRS 15

- continued

The core principle of HKFRS 15 is that an entity
should recognise revenue to depict the transfer
of promised goods or services to customers in an
amount that reflects the consideration to which the
entity expects to be entitled in exchange for those
goods or services. Specifically, HKFRS 15 introduces a
5-step approach to revenue recognition:

Step 1: Identify the contract(s) with a customer

Step 2: Identify the performance obligations in the
contract

Step 3: Determine the transaction price

Step 4: Allocate the transaction price to the
performance obligations in the contract

Step 5: Recognise revenue when (or as) the entity
satisfies a performance obligation

Under HKFRS 15, an entity recognises revenue when
a performance obligation is satisfied, i.e. when
‘control’ of the goods or services underlying the
particular performance obligation is transferred to
the customer.

Far more prescriptive guidance has been added
in HKFRS 15 to deal with specific scenarios.
Furthermore, extensive disclosures are required by
HKFRS 15.

The amendments to HKFRS 15 included clarifications
on identification of performance obligations;
application of principal versus agent; licenses of
intellectual property; and transition requirements.
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HKFRS 15 - Revenue from Contracts with
Customers and the Clarifications to HKFRS 15

- continued

The Group does not expect the adoption of HKFRS
15 would result in significant impact on the
amounts reported on the Group’s consolidated
financial statements in future. However, there will
be additional qualitative and quantitative disclosures
upon the adoption of HKFRS 15.

HKFRS 16 Leases

HKFRS 16 will supersede the current lease
guidance including HKAS 17 Leases and the related
interpretations when it becomes effective.

With regard to lessee accounting, the distinction
of operating leases and finance leases, as required
by HKAS 17, has been replaced by a model which
requires a right-of-use asset and a corresponding
liability to be recognised for all leases by lessees
except for short-term leases and leases of low value
assets. Specifically, the right-of-use asset is initially
measured at cost and subsequently measured at
cost (subject to certain exceptions) less accumulated
depreciation and impairment losses, adjusted for
any re-measurement of the lease liability. The lease
liability is initially measured at the present value
of the lease payments that are not paid at that
date. Subsequently, the lease liability is adjusted
for interest and lease payments. Furthermore, the
classification of cash flows will also be affected
as operating lease payments under HKAS 17 are
presented as operating cash flows; whereas, under
the HKFRS 16 model, the lease payments will be split
into a principal and an interest portion which will
be presented as financing and operating cash flows
respectively.
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HKFRS 16 Leases — continued ERMBHREEAEI6R-HE
—1&
With regard to lessor accounting, HKFRS 16 MEBAZGHREEMS @ &5
substantially carries forward the lessor accounting S mEERIE 165 NEBEAS
requirements in HKAS 17, and continues to require a BETEAFEIIHE ERAAS
lessor to classify a lease either as an operating lease STEEMATE WHEBRTETHEA
or a finance lease. HHEESERKEHENHEM
£ .
Furthermore, HKFRS 16 requires extensive disclosures BEo - FEM B R EERIE 1657
in the financial statements. REBARMBRRETEZERE
= o
The operating lease commitments of the Group RAEBR-_ZE—RAFR_FT—RX
in respect of leased premises as at 31 December F+-A=+—HE@HEYE
2015 and 2016 are set out in note 36. The Group IS ETREAEHMEE36 K
expects that the adoption of HKFRS 16 is unlikely SEEH  RANBEBUBHRELE
to result in significant impact on the Group’ s result A 165 P R AT AN E B AR
but it is expected that certain portion of these lease EXNBEATE  HEHZEHEE
commitments will require to be recognised in the EAE 2B TR D ARG
consolidated statement of financial position as right- MARANERRERAEEERME
of-use assets and lease liabilities. ERE-
The principal accounting policies are set out below: FIERM 2 EEGETHEDT o
Basis of consolidation mEEE
The consolidated financial statements incorporate REMBRERBIERNAR RER
the financial statements of the Company and entities EHlzERRENBRR 2%

controlled by the Company and its subsidiaries. ]k o
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Basis of consolidation - continued

When the Company has, directly or indirectly, less
than a majority of the voting or similar rights of an
investee, the Group considers all relevant facts and
circumstances in assessing whether it has power over
an investee, including:

- the contractual arrangement with the other
vote holders of the investee;

- rights arising from other contractual
arrangements; and

- the Group’s voting rights and potential voting
rights.

The Group reassesses whether or not it controls an
investee if facts and circumstances indicate that there
are changes to one or more of the three elements of
control listed above.

Consolidation of a subsidiary begins when the
Group obtains control over the subsidiary and ceases
when the Group losses control of the subsidiary.
Specifically, income and expenses of a subsidiary
acquired or disposed of during the year are included
in the consolidated statement of profit or loss and
other comprehensive income from the date the
Group gains control until the date when the Group
ceases to control the subsidiary.

When necessary, adjustments are made to the
financial statements of subsidiaries to bring their
accounting policies in line with the Group’s
accounting policies.

All intra-group assets and liabilities, equity, income,
expenses and cash flows relating to transactions
between members of the Group are eliminated in full
on consolidation.
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Basis of consolidation - continued

When the Group losses control of a subsidiary,
it (i) derecognises the assets and liabilities of the
subsidiary at their carrying amounts at the date when
control is lost, and (ii) recognises the aggregate of
the fair value of the consideration received, with any
resulting difference being recognised as a gain or
loss in profit or loss attributable to the Group.

Business combination and goodwiill

Business combinations are accounted for using the
acquisition method. The consideration transferred
in a business combination is measured at fair value,
which is calculated as the sum of the acquisition-
date fair values of the assets transferred by the
Group, liabilities assumed by the Group to the former
owners of the acquiree and the equity interests
issued by the Group in exchange for control of the
acquiree. For each business combination, the Group
elects whether to measure non-controlling interests
that are present ownership interests and entitle their
holders to a proportionate share of the entity’s net
assets in the event of liquidation at fair value or at
the non-controlling interests’ proportionate share of
the acquiree’s identifiable net assets. Acquisition-
related costs are expensed as incurred.

When the Group acquires a business, it assesses
the financial assets and liabilities assumed for
appropriate classification and designation in
accordance with the contractual terms, economic
circumstances and pertinent conditions as at the
acquisition date. This includes the separation of
embedded derivatives in host contracts of the
acquiree.

If the business combination is achieved in stages, the
previously held equity interest is remeasured at its
acquisition date fair value and any resulting gain or
loss is recognised in profit or loss.
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Business combination and goodwill - continued
When a business combination is achieved in stages,
the Group’s previously held equity interest in the
acquiree is remeasured to fair value at the acquisition
date (i.e. the date when the Group obtains control),
and the resulting gain or loss, if any, is recognised in
the consolidated income statement.

Any contingent consideration to be transferred
by the acquirer is recognised at fair value at the
acquisition date. Contingent consideration classified
as an asset or liability that is a financial instrument
and within the scope of HKAS 39 is measured at fair
value with changes in fair value either recognised in
profit or loss or as a change to other comprehensive
income. If the contingent consideration is not
within the scope of HKAS 39, it is measured in
accordance with the appropriate HKFRS. Contingent
consideration that is classified as equity is not
remeasured and subsequent settlement is accounted
for within equity.

Goodwill is initially measured at cost, being the
excess of the sum of the consideration transferred,
the amount of any non - controlling interests in
the acquiree, and the fair value of the acquirer’s
previously held equity interest in the acquiree (if
any) over the net of the acquisition-date amounts
of the identifiable assets acquired and the liabilities
assumed. If, after assessment, the net of the
acquisition-date amounts of the identifiable assets
acquired and liabilities assumed exceeds the sum of
the consideration transferred, the amount of any
non-controlling interests in the acquiree and the
fair value of the acquirer’'s previously held interest
in the acquiree (if any), the excess is recognised
immediately in income statement as a bargain
purchase gain.
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Business combination and goodwill - continued
After initial recognition, goodwill is carried at cost
less accumulated impairment losses, if any, and is
presented separately in the consolidated statement
of financial position.

Goodwill is tested for impairment annually or more
frequently if events or changes in circumstances
indicate that the carrying value may be impaired.
The group performs its annual impairment test of
goodwill as at 31 December. For the purposes of
impairment testing, goodwill is allocated to each of
the group’s cash-generating units (or groups of cash-
generating units) that is expected to benefit from the
synergies of the combination, irrespective of whether
other assets or liabilities of the group are assigned
to those units or groups of units. Impairment is
determined by assessing the recoverable amount
of the cash-generating units (or group of cash-
generating units) to which the goodwill relates. If
the recoverable amount of the cash-generating units
(or group of cash-generating units) is less than its
carrying amount, the impairment loss is allocated
first to reduce the carrying amount of any goodwill
allocated to the unit (or group of cash-generating
units) and then to the other assets of the unit on a
pro-rata basis based on the carrying amount of each
asset in the unit. Any impairment loss recognised for
goodwill is not reversed in subsequent periods.
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Business combination and goodwill - continued
Where goodwill has been allocated to a cash-
generating unit (or group of cash-generating units)
and part of the operation within that unit is disposed
of, the goodwill associated with the operation
disposed of is included in the carrying amount of the
operation when determining the gain or loss on the
disposal. Goodwill disposed of in these circumstances
is measured based on the relative value of the
operation disposed of and the portion of the cash-
generating unit retained.

Subsidiaries

A subsidiary is an investee over which the Company
is able to exercise control. Control is achieved when
the Group is exposed, or has rights, to variable
returns from its involvement with the investee and
has the ability to affect those returns through its
power over the investee (i.e. existing rights that give
the Group the current ability to direct the relevant
activities of the investee).

In the Company’s statement of financial position,
interests in subsidiaries are stated at cost less
impairment loss, if any. The results of subsidiaries
are accounted for by the Company on the basis of
dividend received and receivable.
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Property, plant and equipment

Property, plant and equipment including leasehold
land and buildings (classified as finance lease)
held for use in the production or supply of goods
or services, or for administrative purposes (other
than construction in progress) are stated in the
consolidated statement of financial position at cost
less subsequent accumulated depreciation and
subsequent accumulated impairment losses.

Depreciation is recognised so as to write off the
cost of items of property, plant and equipment
other than properties under construction less their
residual values over their estimated useful lives, using
straight-line method, as follows:

Leasehold land and Over the estimated useful

buildings lives of 30 years
Leasehold Over the remaining life of
improvements the lease but not exceeding

3 years
Furniture, fixtures 10% - 25%
and equipments
Motor vehicles 20%

Plant and machinery  10%

The estimated useful lives, residual values and
depreciation method are reviewed at the end of each
reporting period, with the effect of any changes in
estimate accounted for on a prospective basis.

An item of property, plant and equipment is
derecognised upon disposal or when no future
economic benefits are expected to arise from the
continued use of the asset. Any gain or loss arising
on disposal or retirement of an item of property,
plant and equipment is determined as the difference
between the sales proceeds and the carrying amount
of the asset and is recognised in profit or loss.
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Property, plant and equipment - continued
Properties in the course of construction for
production, supply or administrative purposes are
carried at cost less any recognised impairment loss.
Such properties are classified to the appropriate
categories of property, plant and equipment when
completed and ready for intended use. Depreciation
of these assets, on the same basis as other property
assets, commences when the assets are ready for
their intended use.

Leasing

Leases are classified as finance leases when the terms
of the lease transfer substantially all the risks and
rewards of ownership to the lessee. All other leases
are classified as operating leases.

The Group as lessee

Assets held under finance leases are initially
recognised as assets at their fair value or, if lower,
the present value of the minimum lease payments.
The corresponding lease commitment is shown as
a liability. Lease payments are analysed between
capital and interest. The interest element is charged
to profit or loss over the period of the lease and is
calculated so that it represents a constant proportion
of the lease liability. The capital element reduces the
balance owed to the lessor.

Operating lease payments are recognised as an
expense on a straight-line basis over the lease term,
except where another systematic basis is more
representative of the time pattern in which economic
benefits from the leased asset are consumed.
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Leasing - continued

Leasehold land and building

When a lease includes both land and building
elements, the Group assesses the classification of
each element as a finance or an operating lease
separately based on the assessment as to whether
substantially all the risks and rewards incidental to
ownership of each element have been transferred
to the Group, unless it is clear that both elements
are operating lease in which case the entire lease
is classified as an operating lease. Specifically, the
minimum lease payments (including any lump-
sum upfront payments) are allocated between the
land and the building elements in proportion to the
relative fair values of the leasehold interests in the
land element and building element of the lease at
the inception of the lease.

To the extent the allocation of the lease payments
can be made reliably, interest in leasehold land that
is accounted for as an operating lease is presented
as "“prepaid lease payments” in the consolidated
statement of financial position and is amortised over
the lease term on a straight-line basis.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is calculated using the first —
in, first-out method. Net realisable value represents
the estimated selling price for inventories less all
estimated costs of completion and costs necessary to
make the sale.

Financial instruments

(@)  Financial assets
The Group classifies its financial assets at initial
recognition, depending on the purpose for
which the asset was acquired. Financial assets
at fair value through profit or loss (“FVTPL")
are initially measured at fair value and all other
financial assets are initially measured at fair
value plus transaction costs that are directly
attributable to the acquisition to the financial
assets.
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Financial instruments — continued

(a)

Financial assets — continued

Financial assets at fair value through profit or
loss

Financial assets at FVTPL include financial
assets held for trading and those designated as
at FVTPL upon initial recognition.

Financial assets are classified as held for trading
if they are acquired for the purpose of sale in
the near term. Derivatives, including separated
embedded derivatives, are also classified as
held for trading unless they are designated
as effective hedging instruments or financial
guarantee contracts.

Financial assets designated upon initial
recognition as at FVTPL are designated at
the date of initial recognition and only if the
criteria in HKAS 39 “Financial Instruments:
Recognition and Measurement” are satisfied.

Subsequently to initial recognition, financial
assets at FVTPL are measured at fair value, with
changes in fair value recognised in profit or
loss in the period in which they arise.

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 arise principally through the
provision of goods and services to customers
(trade receivables), and also incorporate
other types of contractual monetary assets.
Subsequent to initial recognition, loans
and receivables (including trade and other
receivables, loan receivables, pledged bank
deposits and bank balances and cash) are
measured at amortised cost using the effective
interest method, less any identified impairment
losses (see accounting policy on impairment of
loans and receivables below).
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3.

SIGNIFICANT ACCOUNTING POLICIES
— CONTINUED

Financial instruments — continued

(a)

Financial assets — continued

Impairment of loans and receivables

The Group assesses, at the end of each
reporting period, whether there is any objective
evidence that financial asset is impaired.
Financial asset is impaired if there is objective
evidence of impairment as a result of one
or more events that has occurred after the
initial recognition of the asset and that event
has an impact on the estimated future cash
flows to the financial asset that can be reliably
estimated. Evidence of impairment may
include:

- significant financial difficulty of the
debtor;

- a breach of contract, such as a default
or delinquency in interest or principal
payments;

- granting concession to a debtor because
of debtor’s financial difficulty;

- it becoming probable that the debtor
will enter bankruptcy or other financial
reorganisation.
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For the year ended 31 December 2016 HZEZ_—F

Financial instruments — continued

(a)

Financial assets — continued

Impairment of loans and receivables — continued
For certain categories of loans and receivables,
such as trade receivables and loan receivables,
assets that are assessed not to be impaired
individually are, in addition, assessed for
impairment on a collective basis. Objective
evidence of impairment for a portfolio of
receivables could include the Group's past
experience of collecting payments, an increase
in the number of delayed payments in the
portfolio past the average credit period,
observable changes in national or local
economic conditions that correlate with default
on receivables.

The amount of the impairment loss recognised
is the difference between the asset’s carrying
amount and the present value of the estimated
future cash flows discounted at the original
effective interest rate.

The carrying amount is reduced by the
impairment loss directly for all loans and
receivables with the exception of trade and
other receivables, where the carrying amount
is reduced through the use of an allowance
account. Changes in the carrying amount of
the allowance account are recognised in profit
or loss. When a trade and other receivable
is considered uncollectible, it is written off
against the allowance account. Subsequent
recoveries of amounts previously written off
are credited to profit or loss.
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Financial instruments — continued

(b)

Financial liabilities and equity instruments

Debt and equity instruments issued by a group
entity are classified as either financial liabilities
or as equity in accordance with the substance
of the contractual arrangements entered into
and the definitions of a financial liability and an
equity instrument.

Equity instruments

An equity instrument is any contract that
evidences a residual interest in the assets of
an entity after deducting all of its liabilities.
Equity instruments issued by the Company are
recognised at the proceeds received, net of
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The component parts of compound instruments
(convertible bonds) issued by the Company are
classified separately as financial liabilities and
equity in accordance with the substance of the
contractual arrangements and the definitions
of a financial liability and an equity instrument.
Conversion option that will be settled by the
exchange of a fixed amount of cash or another
financial asset for a fixed number of the
Company’s own equity instruments is an equity
instrument.

At the date of issue, the fair value of the
liability component is estimated using the
prevailing market interest rate for similar
non-convertible instruments. This amount is
recorded as a liability on an amortised cost
basis using the effective interest method
until extinguished upon conversion or at the
instrument’s maturity date.
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Financial instruments — continued

(b)

Financial liabilities and equity instruments

— continued

Convertible bonds — continued

The conversion option classified as equity is
determined by deducting the amount of the
liability component from the fair value of
the compound instrument as a whole. This
is recognised and included in equity, net of
income tax effects, and is not subsequently
remeasured. In addition, the conversion option
classified as equity will remain in equity until
the conversion option is exercised, in which
case, the balance recognised in equity will
be transferred to share premium. When the
conversion option remains unexercised at
the maturity date of the convertible bonds,
the balance recognised in equity will be
transferred to retained profits. No gain or loss
is recognised in profit or loss upon conversion
expiration of the conversion option.

Transaction costs that relate to the issue of the
convertible bonds are allocated to the liability
and equity components in proportion to the
allocation of the gross proceeds. Transaction
costs relating to the equity component are
recognised directly in equity. Transaction
costs relating to the liability component are
included in the carrying amount of the liability
component and are amortised over the lives
of the convertible bonds using the effective
interest method.

B TE—&
b) HBEEERREATA-Z

AmkiEs &

DIRERES I BEERE
NEBBEBEBESTAZ
RFEFRARAERS
BMEE - SRR
BHREEREEDANER
RAR  BEERTEEH
AFE N D SHER
ZBBORRER —ERE
NEZN BEEZBRIRE
BEETE MESBNRN
T RERANERZEH
785 E R 5 (B o ik
POEEER A RRESE
HIRDARETR NiER
NIERZ BERGEARE
i ) o R BE A B B R
A& R 18R & AR A

B

HBEITARRESHEZ
R 5 A TR P 1§ 52 42
BMZOERLOIDEEZSR
EREDED - B
DHRBZRZKRATIE &
NEDER - BAERD
MEZZXSXRATE AR
BER D 2 BREE - Wi Al
BREFZFHRAER
M ERHEH -




9 W EHhEZERERLFA
CO-PROSPERITY HOLDINGS LIMITED

For the year ended 31 December 2016 HE—ZE—"F+_A=+—HIEFE

Financial instruments — continued

(b)

Financial liabilities and equity instruments

— continued

Financial liabilities

The Group’s financial liabilities include trade
and other payables, bond payables, short-
term bank loans, short-term loans from other
financial institution and debt component of
convertible bonds are subsequently measured
at amortised cost, using the effective interest
method.

Financial guarantee contracts

A financial guarantee contract is a contract
that requires the issuer to make specified
payments to reimburse the holder for a loss
it incurs because a specified debtor fails
to make payment when due in accordance
with the original or modified terms of a debt
instrument.

Financial guarantee contracts issued by the
Group are initially measured at their fair
values and, if not designated as at FVTPL,
are subsequently measured at the higher
of: (i) the amount of obligation under the
contract, as determined in accordance with
HKAS 37 “Provisions, contingent liabilities and
contingent assets”; and (ii) the amount initially
recognised less, when appropriate, cumulative
amortisation recognised in accordance with the
revenue recognition policy.
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