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FINANCIAL AND
OPERATIONAL HIGHLIGHTS
B RAEESHE

For the year ended
31 December

HE+-_A=+—HLEE
2009 2008
Financial Performance BRI —ETNF —EENF
Turnover (HK$' million) HEH(BEBET) 5,832.0 5,289.3
Gross profit (HK$’ million) EM(BEESET) 3207.1 2,787.4
Operating profit (HK$’ million) (Note 1) gERF (588 T) (M) 863.1 679.0
Profit attributable to equity holders of KAEIE=RFB AEGRET
the Company (HK$’ million) (BE8HBT) 3938 492.9
Basic earnings per share (HK cents) i % E AN F AL 24.05 30.09
Dividend per share (HK cents) SRR GBI 8.0 5.5
For the year ended
31 December
HE+-_A=+—HILFE
2009 2008
Key Financial Indicators FEHBIER —TENF —TENF
Average inventory turnover (days) (Note 2) i EFEREERE(H) (HiE2) 156 171
Average debtors turnover (days) (Note 3) SRR B (R) (FIFE3) 11 11
Average creditors turnover (days) (Note 4) FHEARESEE(E) (H:E4) 77 61
Cash conversion cycle (days) (Note 5) BEMBRRE(A) (MFE5) 90 121
Capital expenditure (HK$' million) EXAT(BEBT) 142.7 234.3
Effective tax rate (%) (Note 6) EBREBE (%) (Mi5E6) 36.8 25.4
As at 31 December 5
WNt+ZA=+—
2009 2008
Key Financial Indicators FEP BT —ETNE —ETN\F
Cash and bank balances (HK$' million) (Note 7)  IR& MIR/T#r%E (AEBT) (M5E7) 1,625.8 148.0
Bank loans (HK$' million) RITER(BEBEL) 14.6 270.7
Convertible bonds (HK$' million) ]mREF(EEET) 515.6 -
Equity attributable to equity holders of KRGIE=RFFEA
the Company (HK$’ million) bz (BEET) 2,202.9 1,854.5
Current ratio (times) (Note 8) BEREL X (5) (H:x8) 2.70 2.04
Net gearing ratio (%) (Note 9) FaERE (%) (H:E9) Net cash J#IR 4 6.6
Notes: B &E
1. Operating profit represented profit before fair value loss on derivative 1. £Z2RBFIERSBMITEIE-RREFIZAFEES
financial instrument - warrants, finance costs, share of profit of an B MERAE Bh—EREARRFRMEHE
associated company and income tax expense. SRR o
2. The calculation of average inventory turnover (days) is based on the 2. ¥¥UEFERAEH (A)NRFEIREREFEZFY

average of opening and closing inventory balances divided by cost of RS E R A TR U365HFTH o
sales and multiplied by 365 days.

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

4, The calculation of average creditors turnover (days) is based on the 4.
average of opening and closing balances of trade payables divided by
purchases and multiplied by 365 days.

5. The calculation of cash conversion cycle (days) is based on average 5.
inventory turnover (days) plus average debtors turnover (days) minus

FHRERBEH (A DERFOIRFREZEY
BRI T I AEBRBR A& SRR LA365 R 5T 5 -

FHRENRBER (B DRFOIRFREZEN
SRR P 1I B ERBR AR BB BESR BA365 R 5T & ©

REEBRRE( E)Jﬂt¥i']ﬁ SEEH (B) MF
HREWERBED (B)RTFHUESREEH (B) 5

average creditors turnover (days). o

Effective tax rate is calculated based on income tax expense including
PRC withholding tax of HK$19.9 million and profit before income tax
including fair value loss on warrants of HK$203.5 million.

Cash and bank balances comprise cash and cash equivalents, bank
deposit with maturity over three months and pledged bank deposit.
The calculation of current ratio (times) is based on the total current
assets divided by total current liabilities as at 31 December.

The calculation of net gearing ratio (%) is based on net debt (being
total of bank loans and convertible bonds, less total cash and bank
balances) divided by equity attributable to equity holders of the
Company as at 31 December.

e T ——-—

ERBREDRAGHASX (BFE19.98 8B TN F
B oRRE 2 FRHIB) REBAEHA AR (81520358
BEL) cRAREZATEESETE -
RERBRTHECERERAEEEY  FRUE
B=EAZRTEARCEMRITEN
EERBER (B IRERT-A=+t—HZR
BEERERURDAGRETE -
FRELRR(R)IRERT-A=t-HZEEF
%’E(Eﬂiﬁﬁ% ARABRES ZBE  BRERE
ITERERAER) BRUA AR ERIT A ABIS R -

Annual Report 2009 “Ff

¢ NS

-



FINANCIAL AND OPERATIONAL HIGHLIGHTS

R EERE
Turnover Contribution Analysis EEEERMOW
For the year ended 31 December BE+-A=1+—HLEE

2008

@ Company-owned @® Company-owned @ Licensed Brands OEM Business
Brand — Daphne Brand — Shoebox RI2 G FEREREEK
BEmE — EXE BEmE — B8

ANALYSIS OF SEGMENT TURNOVER AND RESULTS
DEVERBRREDN

6
Brand business
mIGER Manufacturing
Daphne Shoebox Licensed brands business
EXIR i RE R U
For the year ended 31 December HZ+=A=+—-RILEE

(HK$" million) 2009 2008 2009 2008 2009 2008 2009 2008
(BEER) “REAF ZERN\E ZEBNE CBRENF —ZBAE ZEENE “BEAF —EZBNE
Turnover EEE 4,063.0 3,648.3 954.7 617.0 278.6 403.9 1,114.0 1,195.1
Gross profit Eil 2,410.5 2,115.2 521.9 3315 92.3 179.8 174.3 167.2
Operating profit KeRF 780.2 641.0 102.3 51.1 (66.6) (4.1) 56.5 25.4

Distribution of Points-of-Sale of Company-owned Brands by City Tiers as at 31 December 2009
ANZEENF+Z A=+ —BERETRBIED 2A R A B EREHEER 2D MHER

Daphne* Shoebox
City Tier 15 4% Al ExRer HiE
Tier 1 — 15 356 110
Tier 2 — 616 171
Tier 3 =5 442 149
Tier 4 7o 4% 613 173
Tier 5 Bl 531 160
Tier 6 Ay 749 50
Total &5t 3,307 813
* excluding Daphne outlets in Taiwan * TEEAEEXREHES
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RESULTS

2009 started as an uncertain year with a challenging business
environment due to the global financial crisis. However, after a
slow first quarter, business started to pick up in the second quarter,
and the effects of the financial crisis receded in the second half of
the year, partly due to the PRC government’s effective economic
stimulus programme. Business sentiment and consumer spending
began to recover. With this in mind, | am pleased to report that
Daphne International Holdings Limited (the “Company”) and its
subsidiaries (the “Group”) continued to deliver overall satisfactory
results for the year. The Group achieved sustainable growth for
its core brand business, which remained as the largest revenue
contributor of the Group.

SATISFACTORY PERFORMANCE OF BRAND BUSINESS

Continuing the emphasis of building brand business and riding
on our solid presence in the Mainland China market, the Group
maintained growth momentum for the entire year.

Due to the Group’'s effective branding and marketing efforts as
well as cost control measures, the Group’s anchor brand “Daphne”,
comprising two product series “Daphne - D18” and “Daphne
- D28”, performed well. During the year, the number of new
stores met our targets, demonstrating the brand recognition for
“Daphne” in the PRC.

“Shoebox”, the Group’s mass market brand, expanded its sales
network and gained popularity among consumers. We are
confident of the potential of the brand to bring greater returns
to the Group in the near future. The Group will keep expanding
“Shoebox"” by opening directly-managed stores in the coming year.

Under the uncertain operating environment during the year, the
Group slowed down expansion plans for mid-to-high-end brands
“Arezzo"”, “Born” and “Sofft”. As the market sentiment stabilises,
the Group will cautiously review these plans and timely tap the
market opportunities.

In order to focus on the ladies footwear business, the Group
continued its strategy to exit the sportswear market. During the
year, the revenue contribution from the sportswear business has,
as expected, diminished significantly.

ENHANCEMENT OF MANAGEMENT STRUCTURE
During the year, the Group signed an agreement with TPG
Capital (“TPG”) wherein TPG agreed to make a strategic
investment in Daphne. The partnership played a significant role
in improving our corporate governance standard, transparency
and management structure notably. We are confident that with a
better management structure taking shape, our business will have
stronger support to advance and flourish.

CHAIRMAN'S STATEMENT

ER|E

Ey
PREMEBA-ZZNFURFERBIRBE
MEZMRBNEHRE - A EBRREE
NE-ZZ FAEERE-_ZNEBFXRRCOE
FHE - hn b b B BT A R AR R 2R
TRERHETENLERTFFRARNME 28
ERHREUREEENBYERTIEE - BH I
BEBR  RARRBREEXEEBZERERQ
B(AQADREMBLR ([AEE]) BERS
FENSEENBEERG - AEBONZKOMEE
BRESSER MATKEREANBEERE
iR e

BER MR AR
AEEERERRYRIEET L BESEE
ERENETBHERERE SRAREENR

FIERSPE-

AEERNBANRER T HSERRKERKAARE
FliER  EAKRENZOMBIEXREI (BEW
BERREY - [EXEDI18IRIERXYED28]) Big
BREARR - RER FRENZEEHEEILE
ENEHMES BRIEXREINRENEELE
TETSESEE -

FEBBRENRBIEBEI T AR TS HEH
HREA THHFIIHEBENTL - BMNYZME
BREDFBED  HEERKRERFAEET
RELEER - ANEBBRRFBBHAREER
EEHEEEREIEE] -

ERFRALLERETHEY  AEBRETPEE
T Arezzo] ~ [Born 1R [Sofft [R5 &MY
ko FmERRE AEEBSEERTELE
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EENE R FEH KB D -

IneRE IR EEHE

RER  RNEBETPG Capital ([ TPG ) E R 1
FOBUTPGREREXREERBEMERE - 2R
BEEYREREFNTEEAKRKTE - BRER
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CHAIRMAN'S STATEMENT
EREE

TAPPING INTO THE MID-TO-HIGH-END FOOTWEAR
MARKET IN CHINA

Looking ahead, apart from increasing profitability and extending
geographic coverage of our brand business — “Daphne”
and “Shoebox”, we will also tap into opportunities in the
mid-to-high-end female footwear market. Our goal is to diversify
our product offerings and enhance our leading position in the
female footwear market in China. In 2010, the Group will operate
its business flexibly with reference to market trends. At the
same time, we will carefully control costs and allocate resources
efficiently and effectively to the different brands in our portfolio.
With an enhanced management team and support from TPG, we
are confident of delivering better returns to shareholders in the
future.

APPRECIATION
I would like to take this opportunity to express my heartfelt
thanks to all business partners, employees, the management and
shareholders for your dedication and support to the long-term
growth of Daphne.

Chen Ying-Chieh
Chairman

Hong Kong, 12 April 2010
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BUSINESS REVIEW

Brand Business

Brand business has continued to be the major growth driver of the
Group. For the year under review, the business continued to report
satisfactory results despite the fluctuating economic situation in
the first half of the year caused by the global financial crisis. The
Group’s prime focus “Daphne” continued to deliver sustainable
growth driven by sales network expansion and its strong brand
name. The popular “Shoebox” brand was also developing quickly.
As consumer appetite for mid-to-high-end products diminished
following the financial crisis, the Group adjusted business
strategies to slow down expansion of the mid-to-high-end “Sofft”
and “Born” brands during the year, as well as re-engineer the
business to prepare for better growth in the future. At the same
time, as the Group decided to exit the sportswear business, it has
successfully withdrawn from all “Nike” points-of-sale and has also
significantly scaled down the contribution from “adidas”.

“Daphne”

“Daphne” is the major profit contributor to the Group. As
consumption sentiment picked up in the ladies’ footwear market,
the Group added 514 points-of-sale for “Daphne” during the year
under review, which boosted the presence of the brand across the
country. As at 31 December 2009, Daphne had 1,904 stores, 716
counters and 743 franchised outlets. Its turnover, gross profit and
operating profit all grew satisfactorily during the year. The number
of “Daphne” points-of-sale is summarised as follows:

MANAGEMENT DISCUSSION

AND ANALYSIS
BEER WD

EE)=

LRSS
mEEBEEABAEENIRERG D - RE
BERN BE2RSAERS LEXFNRERR
FEBRTE BUHEXBEBERSSARENE
B-ERIMRHEERAXRBIRAENTHT
FEENEHREIEXEIFELER - RZED
WIEEIRETARER -SREBHE  m5Y
TEREERMZEERRRE  ARERELAREA
EBEB RERBEPSHSofft | Born ]
MENBERSK YERENBEXL SKE
ENEBBRR BN EEAEERERHES
RENZETR  AEBME K BERAMANike /NS
B MKk Aladidas IR A BRI BEEZERD -

[ZE I ]

[EXRIARNEENTEBARE  MEZLE
HETSNEERSCREE AEBREESF
WILR TS14MEHEES  BEHEREZEH R-TZ
NEF+ZA=1+—8  [EXRIHLE904/ 5
716 EER7TBEMBESEZ - HE£5
EFIREEBRINERFBELER - [1EXE]
HERFBEALNT :

As at 31 December

R+=—A=+—8H

2009 2008 Change
—ZZThEF —EEN\E i

Directly-managed stores BEEKEEH
-D18 -D18 331 347 -16
- D28 - D28 1,442 1,331 +111
- D18 & D28 - D18K& D28 131 137 -6
1,904 1,815 +89

Directly-managed counters HELEEE
- D18 - D18 122 115 +7
- D28 - D28 539 441 +98
- D18 & D28 - D18K&D28 55 60 -5
716 616 +100
Franchised outlets MEEZEEE 743 418 +325
Total ey 3,363 2,849 +514
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MANAGEMENT DISCUSSION AND ANALYSIS
BEETWE DT

In Taiwan, as a result of the Group’s effort to effectively control
costs and improve its supply chain management, operating loss in
2009 continued to narrow. During the year, the Group added two
stores and operated a total of 56 points-of-sale.

The Group has been careful about striking a balance between cost
control and marketing efforts. During the year, Daphne continued
to reinforce its branding strategies and public awareness of
“Daphne-D18” and “Daphne-D28” by engaging the famous girl
pop group S.H.E and Ms. Rene Liu as spokespersons, respectively.
“Daphne” is already well-established, while the business sentiment
was slow and cost control became important during the financial
crisis, the Group reduced spending on advertising and promotion,
resulting to a savings on advertising and promotional expenses as
a percentage of turnover, as compared to last year.

“Shoebox”

Targeted towards the mass market that values good quality
footwear at affordable prices, “Shoebox” performed well for
the entire year under review, with outstanding growth in both
turnover and operating profit. “Shoebox” has been gaining
popularity among consumers and the Group believes the brand has
immense potential to grow. During the year, the Group added 197
stores for the brand, bringing the total to 813.

Licensed Brands

To focus resources on the ladies footwear business, the Group
has decided to gradually exit the sportswear market. As at 31
December 2009, the Group had closed all “Nike” selling points and
reduced “adidas” points-of-sale to 41 only.

Under the uncertain operating environment during the year, the
Group’s mid-to-high-end brand “Arezzo”, the international brand
“Sofft” and its subsidiary brand “Born”, all of which the Group
distribute exclusively in the Mainland China, recorded less than
expected performances, the Group has therefore been reviewing
and consolidating its strategic plans for its mid-to-high-end
footwear business. The Group operated 4 “Arezzo” and 4 “Sofft”
points-of-sale as at the end of the year.

Manufacturing Business

The Group’s manufacturing business includes revenues from
company-owned brand business and from OEM customers, which
accounted for 51% (2008: 46%) and 49% (2008: 54%), respectively
of the segment turnover. The Group’s strategy is to increase our
production for our own brands. Turnover from OEM customers
decreased by 16% to HK$540.7 million (2008: HK$643.5 million),
accounting for only 9% (2008: 12%) of the Group’s total turnover.

Strategic Investment from TPG Capital ("TPG")

During the year, the Group forged a strategic partnership with
TPG, which made a strategic investment in the Company through
subscription of RMB550 million worth of convertible bonds and 100
million warrants due 2014. The bonds carry an annual coupon rate
of 3.125% payable semi-annually, and will be convertible, subject
to certain conditions, into Daphne’s new ordinary shares at an
initial conversion price of HK$3.50 per ordinary share. The bonds
will be redeemed at par if not converted. The warrants can be
exercised at HK$4.0 per ordinary share. This strategic investment
from TPG further strengthens the Group’s cash position.

Daphne International Holdings Limited Z3<%E TRER A
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ZQS%IFWJDTWF?T‘%@M&”«%%SG@%EEE g

AEE-BHRHPERREHERTISITHE - FR
Zs%lil% EZFARLTFAESISHEIREEZE)D
DRIEETEXREDISIREXED2SIMREF
A MEmERBENFEERANBE -RESBEE
YELERET  RAZHALEHEE  AEEE
EEHEEREERY  AMESEREEMRIMA
EEBHHREFERD o

[$£1E

HEARTSHEEAEMBETEEER2EEN
ERCTHEBEIZEXACEEFHRBEE He %
K Eﬂi’]ﬁé’- SEEFIE - [HEICEHE
SHEBEES AEETHEERENERAE
e 15 B B o iﬁq AEEERTI1978HE S5
A MES13M -

RE w2

ABETERBRRELELELT AEEREESEH
BEERHHS R-_ZZEAF+=A=+—8"
NEBTCEFAMENkeR & E 2 I iadidas
ZHEHRRDE41E -

ENHSEREEFRNATHE  AEBRTE
ANEEBERDHENTSERE Arezzo | R E
BEETSofft IR EMBMREBorn J1IBER
EHER AUAEEERNYEREEYS
BEENEERRE RNEERFRELE H4E
[Arezzo | R AfE [ Sofft |S5E B -

AEENREEEEEHEERBEREURER
ﬁitii%gﬁmﬁigﬁﬁﬁi ME D RGBS
%i%r*%%‘ﬁﬂ’m% TN\E 1 46%) R49% (=
ZT)\F 54%) oﬂxﬁlm%mﬁnﬁﬁéﬁw
BMHWEE REERBREXEXRETFNEEET
f£16% Z540.7HEBET (ZZEZ/\F 643588
B)  hAEBAEEBEEI% (ZEENF:
12%) °

TPG Capital ([TPGJ) HUERBE MR E

FRAEEBEHETPGA L RMKE R Bt > TPG
LA R #5508 8 7T ﬁ%’D\ AR-ZE-EFIH
MABRESRIBNRARER FHERKNK
RE - 1§%2¢§E$2§3.1251§ B FIRE -
R BBERERGAIUEREBRISBTRER
BMEXEIHBTEBR MHEBSRWTE
AlegREEED AREZITUSREBERLE
TATE - TPGZ KBUREE - S NBAREEN
BEMR -

l""""““ ‘“’W’ﬁ




FINANCIAL REVIEW

Results Performance

For the year ended 31 December 2009, the Group’s turnover grew
by 10% to HK$5,832.0 million (2008: HK$5,289.3 million) while
operating profit (being profit before fair value loss on derivative
financial instrument — warrants, finance costs, share of profit of
an associated company and income tax expense) increased by 27%
to HK$863.1 million (2008: HK$679.0 million). Due to a mark-to-
market fair value loss on warrants in the profit and loss account
of HK$203.5 million, profit attributable to shareholders decreased
by 20% to HK$393.8 million (2008: HK$492.9 million) and basic
earnings per share were HK24.05 cents (2008: HK30.09 cents).
If excluding the fair value loss on warrants, the Group posted a
strong growth of 21% to HK$597.3 million of profit attributable
to shareholders and HK36.47 cents of basic earnings per share. The
Board recommended payment of a final dividend of HK5.0 cents
(2008: HK3.0 cents) per share for the year ended 31 December
2009. Including interim dividend of HK3.0 cents (2008: HK2.5 cents)
per share, total dividend per share for 2009 is HK8.0 cents (2008:
HK5.5 cents), representing an increase of 45% compared to last
year.

Liquidity and Financial Resources

As at 31 December 2009, the Group’s cash and bank balances,
comprised of cash and cash equivalents, bank deposit with
maturity over three months and pledged bank deposit, grew
significantly to HK$1,625.8 million from HK$148.0 million as at 31
December 2008. The net increase of HK$1,477.8 million is analysed
as follows:

MANAGEMENT DISCUSSION AND ANALYSIS

EEENWR DN

57 75 ol A
HERA

BE-ZZNEFE+ZA=1+-HBLEEE  X5H
R NN10%E5,832.0HB BT (22 N\F:
52893E BB ) - KEEF (BREemMTET A~
RABREBZAFEEE HHERA EBE—F
BEATBINRFTESHHEIAEF) ZMN27%E
863.1THEBEBT(ZZEENF :679.068EET) °
HREZERESETETE203BE8BT2ZR
BREZAFEEE SKRREGEANTHR0%ZE
393 8HEERXT (ZZEZENFE 4029788 EBT) R
BREAXRBRE24.058WL (ZFZ )\ F : 30.09/8
i) - EMBRZABREZNAFEESE  AEEN
BREREERFEAIEEA21%E59735EB TR
BREXABANE3CATEL EZSERREESR
CEEAFET A=+ -BLEENAYERES
BR5.08 L (Z T )\FE : 3.081) - EE F HIR
BEHRESR3.0BML (ZZZ/NE  2.584) -
—EENFEREREATAERS.ENL(ZES
NE D 5584l) BEAF EH45%
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HK$’ million
BEBT
Net cash generated from operating activities REEXEBEENRESFE 1,350.0
Capital expenditure ERMEX (142.7)
Proceeds from disposal of fixed assets HEBEEEMBERIE 5.1
Net proceed from disposal of a subsidiary HE—RWBQRMEFE 3.5
Net dividend paid EREFEE (101.5)
Net interest paid BRI B R4 (7.2)
Net bank loans repaid HIRITEREE (256.3)
Net proceed from issue of convertible BITAUBRRESRARES
bonds and warrants L ON=E 609.7
Others Hit 0.1
Effect of exchange rate changes NEHIGESB 2L 17.1
1,477.8

As at 31 December 2009, the Group had unutilised banking
facilities amounting to HK$188.4 million (2008: HK$182.3 million)
and current ratio increased from 2.04 as at 31 December 2008
to 2.70. The Group has sufficient resources currently to support
expansion and development of business in the future.

RZZBZAFE+ZA=+—R KAEEZXHH
RITAIEAR1S8ABERB T (ZEZTN\F 1 18238
BEL) ABEEH-_TENF+ZA=+-—
HE04LEHAZ270 - FREBEBZHRERIE
AREBRERERER -
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MANAGEMENT DISCUSSION AND ANALYSIS
BEETWE DT

As at 31 December 2009, the Group was in a net cash position
compared with a net gearing ratio of 6.6% as at 31 December

RIZBENF+ZA=Z+—B AEEENER
AP M-ZBBNF+ZA=F+-BNFEE

2008. The calculation is as follows: EELERAE6.6% sTEMT :
2009 2008
—EThF —ET)N\F
HK$’'000 HK$’ 000
FET FET
Bank loans IRITE 14,567 270,655
Convertible bonds R ES 515,625 -
Less: Cash and bank balances B BERBITER (1,625,766) (147,962)
Net (cash)/debt FORS) Ak (1,095,574) 122,693

Equity attributable to equity holders EAREEFEAEBGESR

of the Company 2,202,898 1,854,533
Net gearing ratio FEEEBLE Net cash F#E & 6.6%

Foreign Exchange Risk Management

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

Pledge of Assets

As at 31 December 2009, the Group’s bank loans of HK$14.6
million was secured by an available-for-sale financial asset with
nil carrying value and a deposit of HK$2.9 million was pledged for
banking facilities. As at 31 December 2008, the Group had short-
term bank loans of HK$92.5 million secured by certain leasehold
buildings of a total net book value of HK$32.5 million and an
available-for-sale financial asset with nil carrying value.

Significant Capital Investments

During the year, the Group incurred a capital expenditure of
HK$142.7 million (2008: HK$234.3 million) mainly for retail
network expansion and construction of logistics centres and office
buildings.

Contingent Liabilities

As at 31 December 2009, the Group had no significant contingent
liabilities.

Human Resources

As at 31 December 2009, the Group had approximately 21,000
(2008: 21,000) employees in Hong Kong, Taiwan and the PRC.
Employee expenditure for the year under review amounted to
HK$607.4 million (2008: HK$614.0 million). The Group values
human resources and recognises the importance of retaining high
calibre employees. Remuneration packages are generally structured
by reference to market terms and the qualifications of individual
employees. In addition, share options and discretionary bonuses
are granted to eligible employees based on the performance of
the Group and the individual employee. The Group also provides
mandatory provident fund schemes, medical insurance schemes,
staff purchase discounts and training programmes to employees.
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PROSPECTS

Looking ahead, the Group will continue to grow its points-of-
sale and expand coverage of its sales network to capture market
opportunities. In the coming year, the Group plans to increase
a total of 500 “Daphne” points-of-sale (including 250 directly-
managed stores/counters and 250 franchised outlets) to boost sales
growth and market penetration. As for “Shoebox”, the Group
targets to add 250 points-of-sale in the country to tap the vast
mass ladies footwear market with immense potential.

In January 2010, the Group acquired 60% equity interest in Full
Pearl International Limited. Full Pearl is a retailer of quality mid-
to-high-end footwear in first and second tier cities in the PRC,
Taiwan and Hong Kong. The acquisition provides the Group direct
access to the PRC sales network in the mid-to-high-end market. Full
Pearl currently operates approximately 200 stores, selling its own
brands “Aee” and "Ameda” as well as licensed brands including
the renowned Canadian brand “ALDO"” and American fashion
brand “Jessica Simpson”. The Group believes that its investment
in Full Pearl will boost its brand portfolio, complement its strong
position in the mass market, and enable it to expand presence in
the flourishing mid-to-high-end female footwear market.

With TPG investing in Daphne, we have seen marked improvement
in our corporate governance standard, transparency and
management structure. The Group has appointed Ms. Mary Ma,
Managing Director of TPG, as a non-executive director of the
Company. With expertise advice from TPG, the Group has been
working on enhancing its supply chain system with the aim of
raising operational efficiency in the short to medium term.

Furthermore, the Group has appointed supervisors for various
departments including Finance, Human Resources, Supply Chain
Management, Marketing, and Risk Management. These new
appointments formed part of the better communication structure
of the Group and helped raising its operational efficiency.

With a strategic expansion plan in place, a comprehensive
product portfolio, a highly committed workforce, an enhanced
management structure and ample capital resources, Daphne
is optimistic about its ability to seize opportunities ahead for
capturing larger market share and ultimately realise its goal of
becoming a world-leading ladies footwear retailer.

MANAGEMENT DISCUSSION AND ANALYSIS
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BIOGRAPHY OF DIRECTORS AND

SENIOR MANAGEMENT
EENSEEEAERHE

EXECUTIVE DIRECTORS

Mr Chen Ying-Chieh, aged 40, is the Chairman of the Group. Mr
Chen is responsible for the overall corporate planning with focus
on Brand business of the Group. Mr Chen obtained a bachelor’s
degree in International Trade Business from the University of
Zhengyou. He has been working with the Group since 1992. Mr
Chen is a nephew of Mr Chen Hsien Min and a cousin of Mr Chang
Chih-Kai and Mr Chang Chih-Chiao.

Mr Chen Hsien Min, aged 59, is the Managing Director and one of
the founders of the Group. Mr Chen is responsible for the overall
corporate planning and day-to-day operations of the Group,
including production, marketing and sales activities. Mr Chen has a
bachelor’s degree in Land Economics from the National Cheng Chi
University of Taiwan. Mr Chen joined the Group since 1988 and has
over 30 years of experience in the footwear industry. Mr Chen is an
uncle of Mr Chen Ying-Chieh, Chang Chih-Kai and Mr Chang Chih-
Chiao.

Mr Chang Chih-Kai, aged 29, has studied a bachelor’s degree of Art
in Auckland University after graduated from Pakuranga College
in New Zealand. He joined the Company since 2003 with focus
on shoe development and sales and marketing. Mr Chang is the
brother of Mr Chang Chih-Chiao, a cousin of Mr Chen Ying-Chieh
and a nephew of Mr Chen Hsien Min.

Mr Chang Chih-Chiao, aged 27, was appointed as an executive
director of the Company on 12 June 2009. Mr Chang obtained a
bachelor’s degree in Visual Communication from the Northumbria
University in the United Kingdom. Mr Chang joined the Group in
2007 and is currently primarily responsible for specialised business
projects and negotiations. Mr Chang is the brother of Mr Chang
Chih-Kai, a cousin of Mr Chen Ying-Chieh and a nephew of Mr
Chen Hsien Min.

NON-EXECUTIVE DIRECTOR

Ms Ma Xuezheng, aged 57, was appointed as a non-executive
director of the Company on 12 June 2009. Ms Ma has over 30
years of experience in financial and executive management. She
graduated from Capital Normal University in 1976 with a Bachelor
of Arts degree. Ms Ma is currently the managing director of TPG
Capital, Limited, an affiliate of Premier China Limited which has
substantial interests in the convertible bonds and warrants of
the Company. She is a director of Shenzhen Development Bank
(listed on the Shenzhen Stock Exchange) and also an independent
non-executive director of Standard Chartered Bank (Hong Kong)
Limited and Lenovo Group Limited.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr Hsiao Hsi-Ming, aged 70, is a partner of an accounting firm
in Taiwan. He is a member of Taiwan Provincial CPA Association
and has over 40 years of experience in auditing and accounting.
Mr Hsiao holds a master’s degree in the National Changhua
University of Education and he is a director of Tera Autotech
Corporation Inc. (“TAC") and an independent director of Formosa
Optical Technology Co. Ltd. (“FOTCL"”). Both TAC and FOTCL are
traded over-the-counter in Taiwan. Mr Hsiao was appointed as an
independent non-executive director of the Company in 2004.
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Mr Huang Shun-Tsai, aged 56, is a director of six technology
companies in Taiwan. He has been active in the technology field
for over 20 years. Mr Huang was appointed as an independent
non-executive director of the Company in 2001.

Mr Kuo Jung-Cheng, aged 59, is a director of a manufacturing and
distribution company in China. Mr Kuo is a former senator of the
Legislative House in Taiwan. He has been serving the community in
Taiwan as a representative for over 10 years. Mr Kuo holds an MBA
degree from the University of Hawaii. Mr Kuo was appointed as an
independent non-executive director of the Company in 2001.

ALTERNATE DIRECTOR

Mr Kim Jin-Goon, aged 42, was appointed as an alternate director
to Ms Ma Xuezheng on 1 September 2009. Mr Kim has over 10
years of experience in management and operational directorship.
He is currently the director of operations of TPG Capital, Limited,
and an executive director and the Chief Executive Officer of
Guanghui Automobile Services Co., Ltd., a leading auto services
and retail network. Mr Kim has also been designated by Premier
China Limited as its observer on the Board.

SENIOR MANAGEMENT

Mr Xin Jia Hua, aged 56, is the vice general manager of the Group.
Mr Xin is responsible for the sales and distribution of brand
business of the Group. Mr Xin joined the Group since 1994 and he
has over 30 years of experience in footwear manufacturing and
distribution business.

Mr Hu Huan Xin, aged 41, is the chief operating officer of the
Group. Mr Hu is responsible for the Group’s operations and supply
chain management. He obtained a bachelor’s degree in Economics
& International Trade from Zhongshan University. Mr Hu has over
15 years of experience in operations & supply chain management
in multinational companies. Mr Hu joined the Group in January
2010.

Mr Chang Chun Wang, aged 58, is the vice general manager of
the Group. Mr Chang is responsible for the Group’s production
activities. Mr Chang has nearly 30 years of experience in the
footwear industry. He has been working with the Group since
1994.

Ms Chi Shu Tzu, aged 43, is the vice general manager of the
Group. She is responsible for the export sales markets and
manufacturing planning. Ms Chi has over 25 years of experience in
the footwear industry. She has been working with the Group since
1994.

Mr Hsu Szu Che, aged 57, is the vice general manager of the
Group. He is responsible for overseeing the manufacturing
operation of the Group. Mr Hsu has nearly 30 years of experience
in the administration and management of footwear manufacturing
facilities. He has been working with the Group since 1994.

Ms Chen Li Li, Lily, aged 45, joined the Group in January 2010 as
chief human resources officer. She is responsible for the overall
human resources management and back office administration
for the Group. Ms Chen holds an MBA degree from Norwegian
Management School and has over twenty years of experience in
human resources management in different sizeable multinational
companies.

BIOGRAPHY OF DIRECTORS AND SENIOR MANAGEMENT
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BIOGRAPHY OF DIRECTORS AND SENIOR MANAGEMENT
EENSEEEAESHE

Ms Lu Ying, Louisa, aged 42, is the chief marketing officer of the
Group and she is responsible for marketing and brand strategic
planning for the Group. Prior to joining the Group in April
2010, Ms Lu has taken senior marketing management role in
various multinational companies and she holds a master’'s degree
in Organic Chemistry from Shanghai University of Science and
Technology.

Ms Chao Huei Chuan, aged 43, is a vice general manager of the
Group. Ms Chao is responsible for risk management and planning
of the Group. Ms Chao was graduated from the Overseas Chinese
Institute of Technology with major in International Trade.
She joined the Group since 1994 and she has over 20 years of
experience in finance, accounting and management.

Mr Ying Chung Chieh, Alfred, aged 45, is the vice president of
investor relations of the Group. Mr Ying joined the Group in 2007
and he has over 10 years of experience in the financial equity
market. Prior to joining the Group, Mr Ying led an equity research
team at Grand Cathay Securities and BNP Paribas Peregrine
Securities in Taiwan for 6 years. Mr Ying holds an MBA degree
from the University of New South Wales in Australia and a master’s
degree in Science from National Chiao Tung University in Taiwan.

Mr Lin Che Li, Jerry, aged 42, is the chief financial officer of the
Group. Mr Lin joined the Group in January 2010 and is responsible
for the overall corporate and financial planning of the Group.
Prior to joining the Group, Mr Lin spent almost 20 years with a
major US automotive company, including 15 years in its financial
department with headquarter and operating assignments in New
York, Singapore, Taipei, Seoul and Shanghai. Mr Lin holds an MBA
degree from Columbia University Graduate School of Business and
a bachelor’s degree in Electrical Engineering from the University of
Rochester, in New York, USA.

Mr Cheung Chun Hay, aged 36, is the assistant general manager
of the Company. He is responsible for the Group’s overall financial
management and oversees strategic planning for development.
Mr Cheung holds a bachelor’s degree from the City University of
Hong Kong and also qualified as a certified public accountant with
the Hong Kong Institute of Certified Public Accountants. Prior to
joining the Company, Mr Cheung had worked for an international
accounting firm, listed and private companies in Hong Kong. He
has extensive experience in the fields of auditing, accounting and
finance.

Ms Chan Oi Chu, aged 33, is the financial controller and company
secretary of the Group. Ms Chan has over 10 years of experience
in auditing, accounting, financial management and company
secretarial in Hong Kong. Prior to joining the Group in 2004, Ms
Chan worked in a listed company in Hong Kong and she also has
over 5 years of experience in an international accounting firm.
She holds a bachelor’s degree in Business Administration (Financial
Accounting) from the Hong Kong University of Science and
Technology and is an associate member of the Hong Kong Institute
of Certified Public Accountants.
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The Company is committed to maintaining high standards of
corporate governance. To enhance the overall management quality
of the Company, the Board has adopted corporate governance
practices with special emphasis on an effective Board for
leadership and control, sound business ethics and integrity in all
business activities, transparency and accountability to shareholders.

CODE ON CORPORATE GOVERNANCE PRACTICES
During the year, the Company has adopted and complied with
code provisions set out in the Code on Corporate Governance
Practices (the “Code”) contained in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the "Stock Exchange”) (the “Listing Rules”).

DIRECTORS’ SECURITIES TRANSACTIONS

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

THE BOARD OF DIRECTORS

The Board of Directors (the “Board”) currently consists of the
following directors:

Date of first becoming director

Executive Directors

Mr Chen Ying-Chieh (Chairman)

Mr Chen Hsien Min (Managing Director)
Mr Chang Chih-Chiao

Mr Chang Chih-Kai

21 May 1996
11 April 1995
12 June 2009
22 November 2004

Non-executive Director
Ms Ma Xuezheng 12 June 2009
Independent Non-executive Director
Mr Hsiao Hsi-Ming

Mr Huang Shun-Tsai

Mr Kuo Jung-Cheng

10 September 2004
31 July 2001
31 July 2001

Alternate Director
Mr Kim Jin-Goon
(Alternate Director to Ms Ma Xuezheng)

1 September 2009

The executive directors draw on a rich and diverse experience
from the footwear business while the non-executive director and
the independent non-executive directors possess appropriate
professional qualifications and management expertise. Each
independent non-executive director gives the Company an annual
confirmation of his independence to the Company, and the
Company considers these directors to be independent pursuant to
Rule 3.13 of the Listing Rules. The names, brief biography of the
directors and relationship among them are set out on pages 14 to
16 under “Biography of Directors and Senior Management”.

CORPORATE GOVERNANCE REPORT
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CORPORATE GOVERNANCE REPORT
ERERRE

The Board meets regularly throughout the year to formulate
overall strategy of the Group, monitor its financial performance
and maintain effective oversight over the management. Sufficient
notice of meetings is given to directors prior to a regular board
meeting, and each director may request inclusion of matters in
the agenda for board meetings. A detailed agenda, minutes of
the previous meeting and accompanying board papers are sent to
directors before the meeting to facilitate informed discussion and
decision-making.

Every board member is entitled to have access to board papers
and related materials and has access to the advice and services
of the company secretary, and has the liberty to seek external
professional advice if necessary. The company secretary is
responsible to the Board for ensuring the procedures are followed
and that all applicable rules and regulations are complied with.

During the year, six full board meetings were held and the
attendance of each director is set out on page 22.

The Board has established three committees, Nomination
Committee, Remuneration Committee and Audit Committee,
to assist it in overseeing the Group’s affairs. Each committee
has defined terms of reference setting out its duties, powers
and functions and are posted on the Company’s website.
The committees report regularly to the Board and make
recommendations on matters where appropriate. The Board,
in addition to its overall supervisory role, retains specific
responsibilities such as approving specific senior appointments,
approving financial accounts, recommending dividend payments,
approving policies relating to the Board’s compliance, etc.

CHAIRMAN AND CHIEF EXECUTIVE

The Chairman and the Managing Director (i.e. Chief Executive)
of the Company are Mr Chen Ying-Chieh and Mr Chen Hsien
Min respectively. Mr Chen Ying-Chieh is the nephew of Mr Chen
Hsien Min. The roles of the Chairman and Managing Director are
segregated to assume a balance of authority and power.

APPOINTMENTS, RE-ELECTION AND REMOVAL OF
DIRECTORS

All directors are subject to retirement by rotation at least once
every three years and are eligible for re-election. Every director
newly appointed by the Board is subject to election at the first
general meeting after his/her appointment.

RESPONSIBILITIES OF DIRECTORS

Every newly appointed director of the Company, on the first
occasion of his appointment, shall receive a tailored induction
on the responsibilities and on-going obligations to be observed
by a director. In addition, the senior management and the
company secretary will conduct briefing if necessary to ensure
that the directors have a proper understanding of the operations
and business of the Group and that they are aware of their
responsibilities under the laws and applicable regulations.

The functions of non-executive directors, as per the terms of
reference of the Board, have included the functions as specified in
Code Provisions A.5.2 (a) to (d) of the Code.
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NOMINATION COMMITTEE

The Nomination Committee of the Company has been established
since April 2005 and currently consists of the following directors:

Mr Huang Shun-Tsai
(Chairman of the
Committee)

Mr Hsiao Hsi-Ming
Mr Kuo Jung-Cheng
Ms Ma Xuezheng
Mr Chen Ying-Chieh

Independent Non-executive Director

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

Executive Director

Major roles and functions of the Nomination Committee are as
follows:

. To review the structure, size and composition of the Board
on a regular basis and make recommendations to the Board
regarding any proposed changes

e To identify individuals suitably qualified to become board
members and select or make recommendations to the Board
on the selection of individual nominated for directorships

e To access the independence of independent non-executive
directors

e To make recommendations to the Board on relevant matters
relating to the appointment or re-appointment of directors
and succession planning for directors in particular the
Chairman and the Managing Director

The Nomination Committee shall meet at least once a year. During
the year, three Nomination Committee meeting were held and
the attendance of each member is set out on page 22. At the
meetings held during the year, the independence of independent
non-executive directors was considered and the re-appointment of
retiring directors which were approved by the shareholders at the
annual general meeting was recommended.

REMUNERATION COMMITTEE

The Remuneration Committee of the Company has been
established since April 2005 and currently consists of the following
directors:

Mr Kuo Jung-Cheng
(Chairman of the
Committee)
Mr Hsiao Hsi-Ming
Mr Huang Shun-Tsai
Ms Ma Xuezheng
Mr Chen Hsien Min

Independent Non-executive Director

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

Executive Director
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Major roles and functions of the Remuneration Committee are as ¥HMZEES T ERSRBANT :
follows:

e To make recommendations to the Board on the Company's o FHREERSEEEBAEZHEFMBERE
policy and structure for all remuneration of directors and B URMBIERMEZERE ZBF U
senior management and on the establishment of a formal EFMER  mESSRMESR
and transparent procedure for developing policy on such
remuneration

e To have the delegated responsibility to determine the specific « EREESEEZRIUTESERSEEEA

remuneration packages of all executive directors and senior ECHEEFHNEE BESYHE  BRKe
management, including benefits in kind, pension rights and EARBERE (BEEAERLLEBESR
compensation payments, including any compensation payable EEMERNZEMURHEE) RRFHITES 2
for loss or termination of their office or appointment, and FHOESSRUHEZ -FTHEESEZTE
make recommendations to the Board on the remuneration AMEBRARDIAZHH EEANFHZE
of non-executive directors. The Remuneration Committee BREBE SENEMGBLZERRER
should consider factors such as salaries paid by comparable ROEZERREEEHMH

companies, time commitment and responsibilities of the
directors, employment conditions elsewhere in the Group and
desirability of performance-based remuneration

e To review and approve performance-based remuneration by ¢ EBZBEEESFEAEZATEERRE
reference to corporate goals and objectives resolved by the MR R 1R 3R IR T E 2 5 B

board from time to time

e To review and approve the compensation payable to executive ¢ ®BERIEDHNTESESBEEEAESRf

directors and senior management in connection with any loss HEAEFRLIBEREZETER2ME Uik
or termination of their office or appointment to ensure that REBEBEDREEBSHNKRIEE M
20 such compensation is determined in accordance with relevant BIEEERTEHARRDERBEGE

contractual terms and that such compensation is otherwise
fair and not excessive for the Company

e To review and approve compensation arrangements relating e« ®BEHRMERESTATEMEREIER

to dismissal or removal of directors for misconduct to ensure F)’TE&Z%@{%Z%%F LREBZHEDRE
that such arrangements are determined in accordance with FHEHKRREE MEESETESER
relevant contractual terms and that any compensation hE

payment is otherwise reasonable and appropriate

e To ensure that no director or any of his associates is involved ¢ HRESHEFTAHBATTSHITEESH
in deciding his own remuneration Ea

The Remuneration Committee shall meet at least once a year, HMWZEESSERLIET—ADE -FR  Fl
During the year, one Remuneration Committee meeting was held ZESEH{T-—XEH SREZHEBIHR
and the attendance of each member is set out on page 22. At HRH -RERLBITzEZL FZEERFTR
the meeting held during the year, the overall pay levels in Hong ZEAXAEEEKFEHE(BEEE  FEKER
Kong, China and Taiwan where the Group has establishments were &) > ZEHFM AT -ESHECRAERERS
reviewed and considered. The remuneration of directors is pre- ‘HZEFAHNKER(WB)RFHNEESZES
determined and is based on their respective contractual terms of EE -, FEAEAATENEEMESEES
appointment, if any, and as recommended by the Remuneration HAEREMzE14-

Committee. Details of the emoluments paid/payable to individual

director of the Company are set out in Note 14 to the accounts.
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AUDIT COMMITTEE

The Audit Committee of the Company currently consists of the
following directors:

Mr Hsiao Hsi-Ming
(Chairman of the
Committee)
Mr Kuo Jung-Cheng
Mr Huang Shun-Tsai
Ms Ma Xuezheng

Independent Non-executive Director

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

Major roles and functions of the Audit Committee are as follows:

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

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

. To review interim and annual accounts before submission to
the Board

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

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

At the meetings held during the year, the Audit Committee had
performed the following work:

. To review the annual accounts and interim accounts

e  To review external auditors’ audit plan, terms of engagement
and recommend the fees for the Board’s approval

e To review the management letters and reports issued by the
external auditors

° To review the effectiveness of internal control and financial
control systems

e To consider and review material related party transactions and
connected transactions, if any
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The Audit Committee shall meet at least twice a year. During the
year, three Audit Committee meetings were held and the executive
directors, the management and the external auditors attended to
provide necessary information. The attendance of each member to
the meetings is set out below.

ATTENDANCE OF BOARD AND BOARD
COMMITTEES" MEETINGS

The attendance rates of individual members in the Board and the
Board Committees’ meetings held in 2009 are detailed as follows:

EREZEEEBFHRIBTHMAER -FA EX
ZESERTIREHE HTES EEERS
BREMIBHEUREAFEN SRE 2 H
FERBERANTS -

2

EEghEZEENLEEL
=% R B0

RoBENFRT ESERESEBTEAR
B ERREEEREERIOT

Number of meetings attended/held in 2009

“EENFHEE/BTERRY
Remuneration ~ Nomination Audit  Attendance
Board Committee Committee Committee rate
g HHzEg REZBE BRZEE HEZR
Executive directors BITES
Mr Chen Ying-Chieh (Chairman) BREAEE (£E) 6/6 33 100%
Mr Chen Hsien Min (Managing Director) BBR%E (ZFHEE) 6/6 1/1 100%
Mr Chang Chih-Kai REHNEE 6/6 100%
Mr Chang Chih-Chiao (Note 1) REFEE (1) 33 100%
Non-executive director FHITES
Ms Ma Xuezheng (Note 2) EZTx+t (MaF2) 33 1 212 100%
Independent non-executive directors BUFHTES
Mr Hsiao Hsi-Ming RERLE 5/6 il 313 33 92%
(Chairman of Audit Committee) (BRZEELE)
Mr Huang Shun-Tsai BB AL 5/6 17 3/3 13 77%
(Chairman of Nomination Committee) (BEZEELE)
Mr Kuo Jung-Cheng BRFEE 5/6 1/1 33 33 92%
(Chairman of Remuneration Committee) (FMZESEZ/E)
Notes: B 5
1. Three board meetings were held since the appointment of Mr Chang 1. HEZEZA4ER-ZTAEANAT-AEZTE

Chih-Chiao as the executive director on 12 June 2009.

2. Three board meetings, one nomination committee meeting and two
audit committee meetings were held since the appointment of Ms
Ma Xuezheng as the non-executive director and a member of the
remuneration committee, nomination committee and audit committee
on 12 June 2009.

INTERNAL CONTROL

The Board is responsible for maintaining sound and effective
internal controls to safeguard the Company’s assets. The Board and
the Audit Committee periodically reviewed the effectiveness of
the internal control system of the Group which covered financial,
operational, compliance and risk management functions. The
Board also appoints from time to time external professional to
review the Group’s major internal control procedures and report
findings and areas for improvements to the Board Committees. The
Board and the Audit Committee consider that the key aspects of
the Group’s internal control systems are reasonably addressed and
the Group has fully complied with the Code Provisions in general.
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ACCOUNTABILITY AND AUDIT

The directors are responsible for overseeing the preparation of
accounts of each financial period, which give a true and fair of
the state of affairs of the Group and of the results and cash flow
for that period. In preparing the accounts, the directors adopt
applicable accounting policies and apply consistently. The directors
also make prudent and reasonable judgements and to ensure the
accounts are on going concern basis.

MANAGEMENT FUNCTIONS

The Board is responsible for formulating overall strategy,
monitoring and controlling the performance of the Group
whilst managing the Group’s business is the responsibility of the
management.

While the Board delegates aspects of its management and
administration functions to management, it has given clear
directions as to the powers of management, in particular, with
respect to the circumstances where management shall report back
and obtain prior approval from the Board before making decisions
or entering into any commitments on behalf of the Company.
Matters reserved to be approved by the Board include:

o Appointment of directors and senior executives

o Business plans and establishment of new markets

o Proposal for selection of external auditors

o Financial accounts and budgets

o Substantial capital investments and commitments

o Formation of policies and codes as required by regulatory
bodies

. Formation of board committees

AUDITOR'S REMUNERATION

During the year, the fees paid/payable to the Company’s external
auditor, PricewaterhouseCoopers, for the provision of audit
services and non-audit services amounted to HK$2,970,000 and
HK$3,067,000 respectively.
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INVESTOR RELATIONS AND SHAREHOLDERS' #&EZ@@ERNMIRFEREZ

RIGHTS

The Board recognises the importance of good communication ZEZE2FHHEZERRLESEHEBEZALSHE
with all shareholders and potential investors. Communication with BRFEBZEEM - AQXAEBUTHARNER
shareholders, investors and analysts are maintained through the X -BREZRIWEER

24

followings:

Delivery of interim and annual reports to all shareholders
through either printed or electronic forms

Publication of announcements on the interim and annual
results on the websites of the Stock Exchange and
the Company, and issue of other announcements and
shareholders’ circulars in accordance with the continuing
disclosure obligations under the Listing Rules

Holding of annual and special general meetings to provide
a channel for the Chairman of the Board and the Board
Committees to answer shareholders’ questions as well as
seeking approval from shareholders for relevant business
and capital transactions. At the annual general meetings, a
separate resolution was proposed by the Chairman in respect
of each separate issue including the re-election of directors

Establishing dedicated division and personnel for liaison with
investors and analysts by answering their questions

Arranging on-site visits to the Group’s establishments to
enhance their timely understanding of the situations and
latest development of the Group’s business operations

Making available information on the Company’s website,
including description of the Group and its business, the Board
and corporate governance, results of the Group, financial
highlights and promotional materials, etc.

Actively communicating with various parties, in particular,
convening briefing sessions, press conferences and individual
meetings with institutional investors upon the announcements
of the interim and annual results and making decisions on
material investments. The Company also participates in a
range of investor activities and communicates on one-on-one
basis with its investors regularly
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The procedures of shareholders’ voting by poll at the annual
general meetings were incorporated in the circular despatched
together with the annual report to shareholders. The Company
is responsible for ensuring the votes are properly counted and
recorded.
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The directors submit their report together with the audited
accounts of the Company and its subsidiaries (together the
“Group"”) for the year ended 31 December 2009.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of
its principal subsidiaries are set out in Note 18 to the accounts. The
Group is principally engaged in the manufacturing and distribution
of footwear, apparel and accessories mainly in China and export
sales with major market in the United States of America.

SEGMENT INFORMATION

An analysis of the Group’s performance by operating segment is
set out in Note 5 to the accounts.

RESULTS AND APPROPRIATIONS

The results of the Group for the year are set out in the
consolidated profit and loss account on page 34.

The board of directors has declared an interim dividend of HK3.0
cents per ordinary share, totalling HK$49,137,000, which was paid
on 29 September 2009.

The board of directors recommends the payment of a
final dividend of HK5.0 cents per ordinary share, totalling
HK$81,895,000 in respect of the year ended 31 December 2009.

RESERVES

The distributable reserves of the Company, calculated in
accordance with the Companies Laws (Revised) Chapter 22
of the Cayman Islands, as at 31 December 2009 amounted to
HK$188,857,000.

The share premium of the Company is available for distribution or
paying dividends to the shareholders provided that immediately
following the distribution or the payment of dividends, the
Company is able to pay its debts as they fall due in the ordinary
course of business. The share premium account may also be
distributed in the form of fully paid bonus shares.

Movements in the reserves of the Group and of the Company
during the year are set out in Note 29 to the accounts.

DONATIONS

Charitable and other donations made by the Group during the
year amounted to HK$4,181,000 (2008: HK$10,458,000).

FIXED ASSETS

Movements in fixed assets of the Group are set out in Note 17 to
the accounts.

SHARE CAPITAL

There were no movements in the share capital of the Company
during the year.

FIVE-YEAR FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the
Group for the last five financial years is set out on page 96.
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PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s
Articles of Association and there was no restriction against such
rights under the laws of the Cayman Islands which would oblige
the Company to offer new shares on a pro-rata basis to existing
shareholders.

PURCHASE, SALE OR REDEMPTION OF SHARES

The Company has not redeemed any of its shares during the year.
Neither the Company nor any of its subsidiaries has purchased or
sold any of the Company’s shares during the year.

DIRECTORS

The directors during the year and up to the date of this report
were:

Executive directors

Mr Chen Ying-Chieh (Chairman)

Mr Chen Hsien Min (Managing Director)

Mr Chang Chih-Chiao (Appointed on 12 June 2009)
Mr Chang Chih-Kai

Non-executive director
Ms Ma Xuezheng (Appointed on 12 June 2009)

Independent non-executive directors

Mr Hsiao Hsi-Ming
Mr Huang Shun-Tsai
Mr Kuo Jung-Cheng

Alternate director

Mr Kim Jin-Goon (Alternate Director to Ms Ma Xuezheng)
(Appointed on 1 September 2009)

In accordance with Article 91 of the Company’s Articles of
Association, Mr Chang Chih-Chiao and Ms Ma Xuezheng retire at
the forthcoming annual general meeting and, being eligible, offer
themselves for re-election.

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

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

All the independent non-executive directors have confirmed their
independence pursuant to Rule 3.13 of the Listing Rules and based
on such confirmation, the Company is of the opinion that the
independence status of the independent non-executive directors
remains intact as at 31 December 2009.
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BIOGRAPHY OF DIRECTORSAND SENIOR
MANAGEMENT

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

DIRECTORS" SERVICE CONTRACTS

None of the directors has a service contract with the Company
which is not determinable within one year without payment of
compensation, other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

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

DIRECTORS" AND CHIEF EXECUTIVES" INTERESTS
IN SHARES AND UNDERLYING SHARES OF THE
COMPANY

As at 31 December 2009, the interests of each director and chief
executive in the shares and underlying shares of the Company and
its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFO")), as recorded in the
register required to be kept by the Company pursuant to Section
352 of the SFO, or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code were as follows:
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Percentage of

Long/ the issued

Number of short share capital

Name of director Nature of interest shares held position of the Company

HERAT S BT

EsnE EEMtE FERGEE wE KA RAEE D

Mr Chen Ying-Chieh Corporate 147,738,920 (Note) Long 9.02
PREREE N (B =) HE

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

In addition to the above, Mr Chen Hsien Min, the Managing
Director of the Company, also holds non-voting deferred shares
and nominee shares of certain subsidiaries solely for the purpose
of ensuring that the relevant subsidiaries have more than one
member.

Save as disclosed above and the section “Share Option Scheme”,
as at 31 December 2009, none of the directors or chief executive,
nor any of their associates (including their spouses and children
under 18 years of age), had any interests in or had been granted,
or exercised, any rights to subscribe for shares of the Company and
its associated corporations required to be disclosed pursuant to the
SFO.

izt REALEER Pushkin Holding Limited #H
7N ®]147,738,9208% IR 13 2 B = #E & © Pushkin
Holding Limited A RBELZHESTEMKILZ D
A AREALERBE=o2—RE-
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ENFE+ZAZ+—HB BESIATETHAE
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At no time during the year was the Company or any of its
subsidiaries a party to any arrangement to enable the directors
and chief executives of the Company (including their spouses
and children under 18 years of age) to hold any interests or short
positions in shares or underlying shares in, or debentures of, the
Company or its associated corporations.

SHARE OPTION SCHEME

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

The total number of shares which may be issued upon exercise of
all options to be granted under the Share Option Scheme must not
in aggregate exceed (i) 10% of the shares of the Company in issue
on 17 June 2008, the date of approval from shareholders of the
Company after the adoption of the Share Option Scheme on 29
May 2003; or (ii) 30% of the issued share capital of the Company
from time to time. No options may be granted under the Share
Option Scheme if this will result in such limit exceeded unless
another shareholders’ approval is obtained. As at 31 December
2009, the number of shares available for issue under the Share
Option Scheme is 163,789,238, representing 10% of the total
number of shares of the Company in issue. The total number of
shares of the Company issued and to be issued upon exercise
of options (whether exercised or outstanding) granted in any
12-month period to each participant must not exceed 1% of the
shares of the Company in issue.

The exercise price must be at least the highest of: (a) the closing
price of the shares as stated in the Stock Exchange’s daily
quotations sheet on the date of grant; (b) the average closing price
of the shares as stated in the Stock Exchange’s daily quotations
sheets for the five business days immediately preceding the date
of grant; and (c) the nominal value of the shares.

The offer of a grant of share options may be accepted within
28 days from the date of offer, upon payment of a nominal

consideration of HK$1 in total by the grantee.

Share options do not confer rights on the holders to dividends or
to vote at shareholders’ meetings.
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During the year ended 31 December 2009, the following share
options granted on 23 February 2007 and exercisable from 23
August 2007 to 22 August 2009 at an exercise price of HK$8.90
were lapsed:

Executive directors HITES
Mr Chen Ying-Chieh BRIEARFE
Mr Chen Hsien Min REREE
Mr Chang Chih-Kai REILEE
Other participants HispEE
Employees ==

During the year ended 31 December 2009, no share options were
granted, exercised or cancelled under the Share Option Scheme
and no share options were outstanding as at 31 December 2009.

Subsequent to the year end, the following share options were
granted on 27 January 2010 to certain directors and employees
at an exercise price of HK$6.19 and will vest on each of the five
anniversary dates from the date of grant:

Executive directors HITES
Mr Chen Ying-Chieh BRIEAR KL
Mr Chen Hsien Min REREE
Mr Chang Chih-Chiao RESEE
Mr Chang Chih-Kai REHEE
Other participants Hit2EE
Employees ==

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

The register of substantial shareholders required to be kept under
Section 336 of Part XV of the SFO shows that as at 31 December
2009, the Company had been notified of the following substantial
shareholders’ interests, being 5% or more of the Company’s issued
share capital. These interests are in addition to those disclosed
under the section “Directors’ and Chief Executives’ Interests in
Shares and Underlying Shares of the Company”.
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Percentage of

Long/ the issued

Number of short share capital of

Name Capacity shares held position the Company

EARATE BT

a5 56 FERGHE BR/KE & N=Rd

Lucky Earn International Limited Beneficial interests 400,719,995 (Note 1) Long 24.47
ERBEA (B 3E1) HE

Premier China, Ltd. Beneficial interests 298,510,572 (Note 2) Long 18.23
EmEBA (H5E2) 55}

TPG Asia Advisors V, Inc Interests of controlled corporation 298,510,572 (Note 2) Long 18.23
LSNP 3 (H5E2) 55°)

TPG Asia Genpar V, L.P. Interests of controlled corporation 298,510,572 (Note 2) Long 18.23
LRI YNCIPR: 3 (H5E2) 55°)

TPG Asia V, L.P. Interests of controlled corporation 298,510,572 (Note 2) Long 18.23

XEAR R

&F e .

(P &E2) S}
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Percentage of

Long/ the issued

Number of short share capital of

Name Capacity shares held position the Company

HARDE BT

58 g4 RO #E BR/ %R BRABS

Mr David Bonderman Interests of controlled corporation 298,510,572  (Note 2) Long 18.23
David Bonderman?t 4 XERF 2w (P 5E2) e

Mr James G. Coulter Interests of controlled corporation 298,510,572  (Note 2) Long 18.23
James G. Coulterst & XERF 2w (P 5E2) HE

Top Glory Assets Limited Beneficial interests 200,846,895 (Note 3) Long 12.26
EmBEEA (BH3E3) =y

Ms Chen Yi-Chen Interests of controlled corporation 200,846,895 (Note 3) Long 12.26
REELL RERAZER (BH3E3) =y

Mr Chen Yi-Hsun Interests of controlled corporation 200,846,895 (Note 3) Long 12.26
BRIGENSE 4 RERA B (BH3E3) =y

Pushkin Holding Limited Beneficial interests 147,738,920 (Note 4) Long 9.02
EmBEEA (B3E4) =y

Mr Chen Ying-Chieh Interests of controlled corporation 147,738,920 (Note 4) Long 9.02
REMNLE RERA B (B3E4) =y

Mr Chen Ying-Tien Interests of controlled corporation 147,738,920 (Note 4) Long 9.02
PRITHL S A4 RERA RS (B3E4) =y

Mr Chen Ying-Che Interests of controlled corporation 147,738,920 (Note 4) Long 9.02
BRIEE 4 RENAZER (B3x4) =y

Sansar Capital Management, LLC  Investment manager 112,976,360 (Note 5) Long 6.90
REKE (BH3E5) =y

Sansar Capital Master Fund, LP Beneficial interests 97,666,000 Long 5.96
EmfEEA =y

Notes: B 5E

1.

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

Premier China, Ltd. has subscribed for convertible bonds and warrants
of the Company. Upon full conversions of the convertible bonds and
full exercise of the warrants, an aggregate of 278,510,572 shares will
be issued. Premier China, Ltd. is an indirect wholly-owned subsidiary
of TPG Asia V, Inc., which is in turn owned as to 50% each by Mr David
Bonderman and Mr James G. Coulter.

Ms Chen Yi-Chen (“Ms Chen"”) and Mr Chen Yi-Hsun (“Mr Chen")
have beneficial interests of 50% each in Top Glory Assets Limited, a
company incorporated in the British Virgin Islands. By virtue of the
SFO, they are deemed to be interested in 200,846,895 shares of the
Company held by Top Glory Assets Limited. Ms Chen and Mr Chen
are the children of Mr Chen Hsien Min, the Managing Director of the
Company.

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

These interests include the shares held by Sansar Capital Master Fund,
LP.
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MANAGEMENT CONTRACTS

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

MAJOR CUSTOMERS AND SUPPLIERS

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

The aggregate purchases attributable to the Group’s largest and
five largest suppliers accounted for approximately 24% and 59%,
respectively, of the Group’s total purchases for the year.

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

COMPLIANCE WITH CODE OF CORPORATE
GOVERNANCE PRACTICES

Information on the Company’s compliance of the Code of
Corporate Governance Practices as set out in Appendix 14 of the
Listing Rules is set out in the Corporate Governance Report on
pages 17 to 24.

SUFFICIENCY OF PUBLIC FLOAT

On the basis of information that is publicly available to and within
the knowledge of the directors of the Company, the Company
has maintained a sufficient public float of more than 25% of the
Company'’s issued shares throughout the year and up to the date
of this report.

AUDITORS

The accounts have been audited by PricewaterhouseCoopers who
retire and, being eligible, offer themselves for re-appointment at
the forthcoming annual general meeting of the Company.

On behalf of the Board

Chen Ying-Chieh
Chairman

Hong Kong, 12 April 2010
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INDEPENDENT AUDITOR’S REPORT

B X ER R

INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
DAPHNE INTERNATIONAL HOLDINGS LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated accounts of Daphne
International Holdings Limited (the “Company”) and its
subsidiaries (together, the “"Group”) set out on pages 34 to 95,
which comprise the consolidated and company balance sheets
as at 31 December 2009, and the consolidated profit and loss
account, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated
cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

DIRECTORS" RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation
and the true and fair presentation of these consolidated accounts
in accordance with Hong Kong Financial Reporting Standards
issued by the Hong Kong Institute of Certified Public Accountants
and the disclosure requirements of the Hong Kong Companies
Ordinance. This responsibility includes designing, implementing
and maintaining internal control relevant to the preparation and
the true and fair presentation of accounts that are free from
material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

AUDITOR'S RESPONSIBILITY

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

We conducted our audit in accordance with Hong Kong Standards
on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from
material misstatement.
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An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’'s judgment,
including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and true and fair presentation
of the accounts in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall
presentation of the financial statements.

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

OPINION

In our opinion, the consolidated accounts give a true and fair
view of the state of affairs of the Company and of the Group
as at 31 December 2009 and of the Group’s profit and cash
flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards and have been properly prepared
in accordance with the disclosure requirements of the Hong Kong
Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 12 April 2010
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E?ONEQI_%DATED PROFIT AND LOSS ACCOUNTJ
e Em

For the year ended 31 December 2009 HZE-—ZZhF+_A=+—HILFE

2009 2008
—TEAF  —EENF
Note HK$'000 HK$'000
ih=s FHET T
Turnover EEE 5 5,831,994 5,289,297
Cost of sales SHE KA (2,624,916) (2,501,911)
Gross profit EH 3,207,078 2,787,386
Other income E bl A 6 52,073 20,738
Other losses — net HfbEie — 5 7 (24,622) (25,957)
Selling and distribution expenses HERDHAX (2,065,555) (1,821,969)
General and administrative expenses —MRITEF (305,891) (281,218)
Fair value loss on derivative financial TESMTENFEEEIE (203,466) =
instrument — warrants — R REE
Finance costs EUp N 8 (26,704) (13,307)
Share of profit of an associated company  J&{h— B2 A & &5 630 594
Profit before income tax B AT 1575 A 22 A 9 633,543 666,267
34 Income tax expense FTiS R 10 (232,884) (169,090)
Profit for the year FRNEN 400,659 497,177
Attributable to: AT & 5 e
Equity holders of the Company RArlERFEA 393,838 492,920
Minority interests DER R 6,821 4,257
400,659 497,177
Earnings per share (S 12
Basic (HK cents) AR (B 24.05 30.09
Diluted (HK cents) g (B() 23.93 30.09
Dividends % & 13 131,032 90,084

Daphne International Holdings Limited Z=><%E TRER A
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CONSOLIDATED STATEMENT OF
COMPREHENS|VE |NCO|V|E
n‘/-ﬁ %EI‘I& i%

For the year ended 31 December 2009 HBZE—ZZThF+=—A=+—HILFE

2009 2008

—ETREF =FTN\F

HK$'000 HK$’000

FET FH& T

Profit for the year FRER 400,659 497,177

Currency translation differences BEUHEE =58 30,511 72,387

Realisation upon disposal of a subsidiary HE—FEMEARZIR (4,424) (3,488)

Realisation upon dissolution of a subsidiary R —ENEARRIE (315) =

Impairment of an available-for-sale financial asset AHESREERE - 4,000

Other comprehensive income for the year FREMEEmKE 25,772 72,899

Total comprehensive income for the year FREMEWRELZE 426,431 570,076
Attributable to: LU % 5 FE4h -

Equity holders of the Company AATRERFEA 420,425 563,342

Minority interests DERRER 6,006 6,734

426,431 570,076
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CONSOLIDATED BALANCE SHEET

mEBEERER

As at 31 December 2009 R=ZZhFE+=-A=+—H

2009 2008
ZETNF ZEENF
Note HK$'000 HK$'000
B 5E FABT FET
Non-current assets EMEEE
Intangible assets B AE 15 26,875 39,447
Land use rights 4 s A4 16 43,498 44,944
Fixed assets EE&EE 17 560,594 574,735
Interest in an associated company R—HEBE ARz Em 20 3,262 3,134
Available-for-sale financial assets AHESMEE 21 33,624 33,624
Long-term rental deposits and prepayments REHE®EE RIBAIE 92,420 87,703
Deferred income tax assets RIEFTBHEE 31 41,466 31,771
801,739 815,358
Current assets MENEE
Inventories FE 22 889,319 1,355,280
Trade receivables B Z YRR 23 181,253 162,967
Other receivables, deposits Eﬁﬁf’gﬂﬁlgﬁm
and prepayments & RIENFIA 442,731 480,794
Pledged bank deposit EEAIRITER 24 2,915 =
Bank deposit with maturity over three months  FRHARE B =8 A ZR1TFER 24 78,000 =
Cash and cash equivalents ReERRSEZEY 25 1,544,851 147,962
3,139,069 2,147,003
Current liabilities TEAE
Trade payables B 5 TR 26 385,317 397,006
Other payables and accrued charges HiEMNERAKRERTER 271,602 221,368
Income tax payable FEB PRI 206,764 165,325
Bank loans RITER 27 14,567 270,655
Derivative financial instrument — warrants MEeRTHE - RRESR 30 284,261 -
1,162,511 1,054,354
Net current assets mENE EIFE 1,976,558 1,092,649
Total assets less current liabilities BEERLBAE 2,778,297 1,908,007
Financed by: AR :
Share capital [N 28 163,789 163,789
Reserves B 29 2,039,109 1,690,744
Equity attributable to equity RRARE=FERA
holders of the Company FE(L R 2,202,898 1,854,533
Minority interests DB R R A 39,027 36,765
Total equity R 2,241,925 1,891,298
Non-current liabilities JERBARE
Convertible bonds AR EH 30 515,625 =
Deferred income tax liabilities REFSHAE 31 2,897 1,555
License fees payable SRR & 32 17,850 15,154
536,372 16,709
Total equity and non-current liabilities RERRIERBEE 2,778,297 1,908,007

CHEN YING-CHIEH BRZEAR
Chairman Z/Z

Daphne International Holdings Limited #£3<4¢

CHEN HSIEN MIN FREK

Managing director EF 4
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BALANCE SHEET
BEEER

As at 31 December 2009

R=BFEAF+=-A=+—8

2009 2008
“EThE  —BBNE
Note HK$'000 HK$'000
Mo =E FHET FHET

Non-current assets EREEE
Investments in subsidiaries REB R ZKE 18 165,635 165,635

Current assets MENEE
Other receivables A FE R X 300 230
Amount due from a subsidiary FEU — B A FIBR K 19 631,463 200,348
Cash and cash equivalents ReRRSEZEY 25 394,693 138
1,026,456 200,716
Current liabilities mEAE

Accrued charges FEETE A 10,499 7,326
Derivative financial instrument — warrants ~ $T4 2 & T B — RARIEE 30 284,261 =
294,760 7,326
Net current assets mBEERE 731,696 193,390
Total assets less current liabilities REERRBAE 897,331 359,025

Financed by: B RIR
Share capital fi% 28 163,789 163,789
Reserves i s 29 217,917 195,236
Total equity FEr 381,706 359,025

Non-current liabilities e EIN=FE
Convertible bonds Al AR E 5 30 515,625 =
Total equity and non-current liabilities BEmRIERB AR 897,331 359,025

CHEN YING-CHIEH R AR
Chairman /%

CHEN HSIEN MIN (RE R
Managing director & FAG457
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CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

Y B LR

For the year ended 31 December 2009 #HZE—

ZENF+ZA=T—HLEEFE

equity holders of the Company

Attributable to

RATEREE AEM
Share Minority
capital Reserves interests Total
L
[N i BERERE st
HK$'000 HK$'000 HK$'000 HK$’000
FET FET F&T FE T
At 1 January 2008 R-ZZEZEN\NFE—H—H 163,789 1,209,295 34,098 1,407,182
Profit for the year FREF - 492,920 4,257 497,177
Currency translation differences &#[E 5 =48 = 69,910 2,477 72,387
Realisation upon disposal HE—BHNEBARSZR
of a subsidiary - (3,488) - (3,488)
Impairment of an available- AHESREERE
for-sale financial asset - 4,000 - 4,000
Total comprehensive income ZH SRR - 563,342 6,734 570,076
Dividends BRE - (81,894) (3,932) (85,826)
Write-back of unclaimed BB RBEURE
dividends - 1 - 1
Repayment of advance from EELHRRBN
a minority shareholder - - (135) (135)
Total transactions with owners E2#EE AKX Z HE %8 - (81,893) (4,067) (85,960)
At 31 December 2008 R-ZEENF+-HA=+—H 163,789 1,690,744 36,765 1,891,298
Profit for the year FREF - 393,838 6,821 400,659
Currency translation differences & #¥[E 5 =58 - 31,279 (768) 30,511
Realisation upon disposal of HE-—BHREBARSR
a subsidiary - (4,424) - (4,424)
Realisation upon dissolution A — R E L RER
of a subsidiary - (268) (47) (315)
Total comprehensive income ZH KL - 420,425 6,006 426,431
Dividends R E - (98,243) (3,744) (101,987)
Write-back of unclaimed BB RBERE - 5 - 5
dividends
Issue of convertible bonds BOUBRKRES - 26,178 - 26,178
Total transactions with owners E2#EHE AR5 # 28 - (72,060) (3,744) (75,804)
At 31 December 2009 R-ZEZEAF+-BA=+—H 163,789 2,039,109 39,027 2,241,925

Daphne International Holdings Limited #£3<4¢
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CONSOLIDATED

CASH FLOW STATEMENT

SERTMER

For the year ended 31 December 2009 HBZE—ZZThF+=—A=+—HILFE

2009 2008
—ETNEF —EENF
Note HK$'000 HK$'000
B & FAT FAT
Operating activities 1 EED
Cash generated from operations LBEXCRE 33 1,550,844 304,474
Income tax paid in Hong Kong BRI EBMEE (374) =
Income tax paid outside Hong Kong BT BB AN R FT S (200,450) (131,284)
Net cash generated from operating RETEREEZ
activities e FHR 1,350,020 173,190
Investing activities KREEE
Dividend received from an B — B = R FRE
associated company 531 207
Interest received BFILE 6,609 2,715
Net proceed from disposal of a subsidiary & —FEH B A AW FEE 34 3,514 25,049
Payment for land use rights {5 FAAE AR (4,485) (4,506)
Purchase of fixed assets BERETEEE (138,237) (229,821)
Proceeds from disposal of land use rights  H & 438 A kE U X - 605
Proceeds from disposal of fixed assets 5 B & EWGR 5,130 9,651
Increase in bank deposit with FRERRR A=A A 2 RITEZIG M
maturity over three months (78,000) -
Net cash used in investing activities KB BB 2R 558 (204,938) (196,100)
Financing activities AEES
Dividends paid BRI E (98,243) (81,894)
Dividends paid to minority shareholders BT VSR E (3,744) (3,932)
Interest paid BRFLE (13,839) (12,234)
Issue of convertible bonds and warrants BT AR E S KRR EE 609,693 =
New bank loans raised MERERTER 94,684 199,543
Repayment of bank loans EBERITER (350,948) (126,015)
Increase in pledged bank deposit B IRIRIT I RIE 10 (2,915) —
Repayment of advance from a BB ERR R
minority shareholder - (135)
Net cash generated from/(used in) MEFBEEL (FTA)
financing activities 2B IFE 234,688 (24,667)
Increase/(decrease) in cash and ReRBLFEY
cash equivalents #, CRd) 1,379,770 (47,577)
Cash and cash equivalents R—A—HZR&
as at 1 January ;IREEEY 25 147,962 181,692
Effect of foreign exchange [EREE) R 2
rate changes 17,119 13,847
Cash and cash equivalents as R+ZA=+—RAzH%
at 31 December MRS ZEEY 25 1,544,851 147,962

Annual Report 2009 4R
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NOTES TO THE ACCOUNTS
Bk B FfaE

GENERAL INFORMATION

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

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

These consolidated accounts have been approved for issue by
the Board of Directors on 12 April 2010.

PRINCIPAL ACCOUNTING POLICIES

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

(a) Basis of preparation

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

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

(i)  Standards and amendments effective and adopted
by the Group in 2009

HKAS 1 (Revised) “Presentation of Financial
Statements” prohibits the presentation of items of
income and expenses (that is “non-owner changes
in equity”) in the statement of changes in equity,
requiring “non-owner changes in equity” to be
presented separately from owner changes in equity.
All “non-owner changes in equity” are required
to be shown in a performance statement. Entities
can choose whether to present one performance
statement (the statement of comprehensive income)
or two statements (the profit and loss account and
statement of comprehensive income). The Group
has elected to present two statements and the
consolidated accounts have been prepared under
these revised disclosure requirements.

Daphne International Holdings Limited Z=><%E TRER A
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2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(a) Basis of preparation (Continued)

(i)

1 >

Standards and amendments effective and adopted
by the Group in 2009 (Continued)

Amendments to HKFRS 7 “Financial Instruments:
Disclosures” requires enhanced disclosures about fair
value measurement and liquidity risk. In particular,
the amendment requires disclosure of fair value
measurements by level of a fair value measurement
hierarchy. As the change in accounting policy only
results in additional disclosures, there is no impact
on earnings per share.

HKFRS 8 “Operating Segments” replaces HKAS 14,
“Segment Reporting”. It requires a management
approach under which segment information is
presented on the same basis as that used for
internal reporting purposes. Operating segments are
reported in a manner consistent with the internal
reporting provided to the chief operating decision
makers. The chief operating decision makers have
been identified as the executive directors that make
strategic decisions. Following the adoption of HKFRS
8, the presentation of the Group’s segment results,
segment assets and segment liabilities has been
changed. Goodwill is allocated by management to
groups of cash-generating units on a segment level.
Please refer to note 5 to the accounts.

The following new standards, amendments to
standards and interpretations are mandatory for
the first time for the financial period beginning 1
January 2009 but are not currently relevant to the
Group.

HKAS 23 (Revised) Borrowing Costs
HKAS 32 and HKAS 1

(Amendments)
HKFRSs (Amendment)

Puttable Financial Instruments and
Obligations Arising on Liquidation
Improvements to HKFRSs 2008, except
for HKFRS 5 (Amendment) which is
effective for accounting periods
beginning on or after 1 July 2009

HKFRS 1 and HKAS 27
(Amendments)

Cost of an Investment in
a Subsidiary, Jointly
Controlled Entity or Associate
Share-based Payment - Vesting
Conditions and Cancellations
Reassessment of
Embedded Derivatives

HKFRS 2 (Amendment)

HK(IFRIC) - Int 9 and
HKAS 39 (Amendments)

HK(IFRIC) - Int 13 Customer Loyalty Programmes

HK(IFRIC) - Int 15 Agreements for the Construction
of Real Estate

HK(IFRIC) - Int 16 Hedges of a Net Investment

in a Foreign Operation

Transfer of Assets from
Customers

HK(IFRIC) Int - 18

2 EEK = H+Ey
(a) HmBELE

(i)

Notes to the Accounts
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Notes to the Accounts

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(a) Basis of preparation (Continued)

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

2009

HKAS 24 (Revised)
HKAS 27 (Revised)
HKAS 32 (Amendment)
HKAS 39 (Amendment)
HKFRSs (Amendment)
HKFRS 1 (Revised)
HKFRS 1 (Amendment)

HKFRS 2 (Amendment)

HKFRS 3 (Revised)

HKFRS 9
42

HK(IFRIC) Int - 14
(Amendment)

Related Party Disclosures®
Consolidated and Separate Financial
Statements'
Classification of Rights Issues*
Eligible Hedged Items'
Improvements to HKFRSs 2009°
First-time Adoption of HKFRSs?
Additional Exemptions for First-time
Adopters?
Share-based Payment - Group
Cash-settled Share
- based Payment Transactions?
Business Combinations'

Financial Instruments’

HKAS 19 - The Limit on a Defined
Benefit Asset, Minimum Funding

2 \EK = III<|>LEK (/I,
(a) WHEE (&)

I

)

(i) R-ZZFZANFEFEME K
A3 T AN E F IR K B R

EA

BRI ER U
i«(ﬂ&n]'
BAETEREH
(&43)
BAGTERE2%
(B3I K)
BAETER %395
CCHEN)
BAMBREEL
(B3I K)
EANEREER
E15 (RE3T)
BAMBREEL
E15: (BT K)
EANEREER
E25: (BT )

ERAMHREER
F3% (3]

BRUBREER
9%

B8 (EREBRE
RERES)-2B

BB EAEET R 2 FE

BB BE
GERBUABHR
RRAR
RERHMER"

“EENFRANE
BEEA 2 E

HRRDERHH
REER?

BRRAEZEH
He

DR RER 5
-EERELEEN
R AER 27
X5

EBAH

SRIE

BEAETTERNE19%
-RAERAEE

Requirements and their Interaction®

Distributions of Non-cash Assets to
Owners'

HK(IFRIC) Int - 17

HK(IFRIC) Int - 19 Extinguishing Financial Liabilities with

Equity Instruments®

U Effective for accounting periods beginning on or after

1 July 2009

2 Effective for accounting periods beginning on or after
1 January 2010

g Effective for accounting periods beginning on or after

1 July 2009 and 1 January 2010, as appropriate

. Effective for accounting periods beginning on or after
1 February 2010

S Effective for accounting periods beginning on or after
1 July 2010

8 Effective for accounting periods beginning on or after
1 January 2011

Z Effective for accounting periods beginning on or after

1 January 2013

The effect of adopting HKFRS 3 (Revised) on the results
and the financial position of the Group will depend on
the nature and timing of business combinations occurring
on or after 1 January 2010. The management anticipates
that the adoption of other standards, amendments
to standard and interpretations will not result in any
significant impact on the results and the financial
position of the Group.

Daphne International Holdings Limited Z=><%E TRER A
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2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(b) Consolidation

The consolidated accounts include the accounts of
the Company and all of its subsidiaries made up to 31
December.

(i)

Subsidiaries

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

The purchase method of accounting is used to
account for the acquisition of subsidiaries by the
Group. The cost of an acquisition is measured as the
fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the
date of exchange, plus costs directly attributable
to the acquisition. ldentifiable assets acquired and
liabilities and contingent liabilities assumed in a
business combination are measured initially at their
fair values at the acquisition date, irrespective of the
extent of any minority interest. The excess of the
cost of acquisition over the fair value of the Group'’s
share of the identifiable net assets acquired is
recorded as goodwill. If the cost of acquisition is less
than the fair value of the net assets of the subsidiary
acquired, the difference is recognised directly in the
consolidated profit and loss account.

Inter-company transactions, balances and unrealised
gains on transactions between group companies are
eliminated. Unrealised losses are also eliminated
unless the transaction provides evidence of an
impairment of the asset transferred.

In the Company’s balance sheet the investments
in subsidiaries are stated at cost less provision for
impairment losses. The results of subsidiaries are
accounted by the Company on the basis of dividend
received and receivable.

2 FE®
(b) %R

Notes to the Accounts
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Notes to the Accounts

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)
(b) Consolidation (Continued)

(i)

(iif)

Transactions with minority interests

The Group applies a policy of treating transactions
with minority interests as transactions with parties
external to the Group. Disposals to minority interests
result in gains or losses for the Group that are
recorded in the consolidated profit and loss account.
Purchases from minority interests result in goodwill,
being the difference between any consideration paid
and the relevant share acquired of the carrying value
of net assets of the subsidiary.

Associated company

An associated company is an entity over which the
Group has significant influence but not control,
generally accompanying a shareholding of between
20% and 50% of the voting rights. Investment in an
associated company is accounted for using the equity
method of accounting and are initially recognised at
cost.

The Group’s share of its associated company’s post-
acquisition profits or losses is recognised in the
consolidated profit and loss account, and its share of
post-acquisition movements in reserves is recognised
in reserves. The cumulative post-acquisition
movements are adjusted against the carrying amount
of the investment. When the Group’s share of losses
in the associated company equals or exceeds its
interest in the associated company, including any
other unsecured long-term receivables, the Group
does not recognise further losses, unless it has
incurred obligations or made payments on behalf of
the associated company.

(c) Foreign currency translation

(i)

Daphne International Holdings Limited 3= 4E [

b

Functional and presentation currency

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

AR B BT

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(c) Foreign currency translation (Continued)

2 EEK = H+Ey ( )
() IEBRE (&)

(i) Transactions and balances (i) X 3R

Foreign currency transactions are translated
into the functional currency using the exchange

IERXRZTURZ BB zERE
ERDRER HHZEXER

rates prevailing at the dates of the transactions. REEAZEZBREUINETE
Foreign exchange gains and losses resulting from REBEEREEEEZER K

the settlement of such transactions and from the
translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognised in the profit and loss
account.

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

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

Translation differences on non-monetary financial
assets and liabilities are recognised in the profit and
loss account as part of the fair value gain or loss.
Translation differences on non-monetary financial
assets such as equities classified as available-for-
sale are included in the available-for-sale reserve in
equity.
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(iii) Group companies (iif) ZEE 2 A]
The results and financial position of all the Group NEEEEBIREREEZMA
entities (none of which has the currency of a SERNFER (LRI REEBER

hyperinflationary economy) that have a functional
currency different from the presentation currency
are translated into the presentation currency as
follows:

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

— income and expenses for each profit and loss
account are translated at average exchange
rates; and

- all resulting exchange differences are
recognised as a separate component of equity.
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Notes to the Accounts

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(c) Foreign currency translation (Continued)
(ifi) Group companies (Continued)

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

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

(d) Operating leases

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

46

(e) Intangible assets
()  Goodwill

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

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

(e)

(f)

(9)

Intangible assets (Continued)
(ii) License rights

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

License rights are amortised on a straight-line basis
over the period of the rights.

Land use rights

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

Fixed assets

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

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

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(9)

(h)

Daphne International Holdings Limited #£3<4¢

b g

Fixed assets (Continued)

Fixed assets are depreciated at rates sufficient to write
off their cost less accumulated impairment losses to
their residual values over their estimated useful lives on
a straight-line basis. The principal annual rates are as
follows:

Over the terms of the lease or
50 years, whichever is shorter
Over the terms of the lease or 2 to
5 years, whichever is shorter
Plant and machinery 20%
Furniture, fixtures and equipment  20%
Motor vehicles 20%

Leasehold buildings

Leasehold improvements

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

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

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

2(h)).

Gains or losses on disposals of fixed assets, the difference
between the net sales proceeds and the carrying amount
of the relevant assets, are recognised in the profit and
loss account.

Impairment of assets

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

(i)

Financial assets
Classification

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

(i) Financial assets at fair value through profit or loss

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

(ii) Loans and receivables

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

(iii) Available-for-sale financial assets

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

Recognition and measurement

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

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(i)

Daphne International Holdings Limited #£3<4¢

Financial assets (Continued)
Recognition and measurement (Continued)

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

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

When securities classified as available-for-sale are sold
or impaired, the accumulated fair value adjustments
recognised in equity are included in the profit and
loss account as gains and losses from available-for-sale
financial assets.

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

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

(i)

()

(k)

Financial assets (Continued)
Recognition and measurement (Continued)

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

Inventories

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

Trade and other receivables

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

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(D

(m)

(n)

(o)

(p)

Daphne International Holdings Limited #£3<4¢

Cash and cash equivalents

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

Trade payables

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

Borrowings

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

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

Derivative financial instruments

All derivative financial instruments are accounted for
at fair value through profit or loss and the gain or loss
derived from changes in its fair value is recognised in
the profit and loss account unless the derivative financial
instrument qualifies for hedge accounting. Transaction
costs that are attributable to the issue of derivative
financial instruments are charged to the profit and loss
account during the period in which they are incurred.

Convertible bonds

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

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

(p)

(a)

Convertible bonds (Continued)

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

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

Current and deferred income taxes

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

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

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

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

AR B BiRE

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

Employee benefits

(r)

(i)

(ii)

Pension obligations

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

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

Share-based compensation

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

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

(r)

(s)

(t)

Employee benefits (Continued)
(iii) Bonus plans

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

Provisions and contingent liabilities

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

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

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

Revenue recognition

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

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

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

2 PRINCIPAL ACCOUNTING POLICIES (CONTINUED)

(t)

(u)

(v)

Daphne International Holdings Limited #£3<4¢

Revenue recognition (Continued)

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

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

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

Handling income is recognised when the services are
rendered.

Royalty income and franchise income are recognised on
an accrual basis in accordance with the substance of the
relevant agreements.

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

Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-
maker has been identified as the executive directors
who review the Group’s financial information mainly
from a business perspective, namely brand business and
manufacturing business.

Segment assets mainly excluded interest in an associated
company, available-for-sale financial assets, deferred
income tax assets and other assets that are managed on a
central basis.

Segment liabilities mainly excluded derivative financial
instrument - warrants, convertible bonds, deferred
income tax liabilities and other liabilities that are
managed on a central basis.

Dividend distribution

Dividend distribution to the equity holders of the
Company is recognised as a liability in the Group’s
accounts in the period in which the dividends are
approved by the board of directors and the equity
holders of the Company.
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FINANCIAL RISK MANAGEMENT 3

The Group's activities expose it to a variety of financial risks:
foreign exchange risk, cash flow interest rate risk, credit
risk and liquidity risk. The Group’s overall risk management
program focuses on the unpredictability of financial markets
and seeks to minimise potential adverse effects on the Group's
financial performance. The Group uses derivative financial
instruments to hedge foreign exchange risk exposures
whenever necessary.

Risk management is carried out by the Group’s management
who identifies, evaluates and hedges financial risks in close
co-operation with the Group’s operating units. Major financial
risks identified were reviewed by the board of directors and
are summarised below:

(a) Foreign exchange risk

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

The details of the currencies in which the Group’s bank
loans are denominated are set out in Note 27 to the
accounts.

As at 31 December 2009, the post-tax profit of the
Group would have been decreased by approximately
HK$22,378,000 (2008: HK$55,000) if RMB had
strengthened by 5% against HKD/USD mainly resulted
from foreign exchange losses/gains on translation of HKD
and USD denominated monetary assets and liabilities
with all other variables held constant.

(b) Cash flow and fair value interest rate risk

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

As at 31 December 2009, the post-tax profit of the Group
would have been decreased/increased by approximately
HK$146,000 (2008: HK$2,707,000) if the interest rates
had been increased/decreased by 100 basis points with all
other variables held constant.
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3

FINANCIAL RISK MANAGEMENT (CONTINUED)

(c)

(d)

Credit risk

The Group’s maximum exposure to credit risk which
will cause a financial loss to the Group due to failure to
perform an obligation by the counterparties is arising
from the carrying amount of the respective recognised
financial assets (mainly trade receivables, other
receivables, deposits and bank balances) as stated in the
consolidated balance sheet.

The Group has no significant concentration of credit
risk with respect to the retail business as sales are made
in cash or via major credit cards. The majority of the
Group’s trade and other receivables arose from credit
sales to trading customers. In order to minimise the
credit risk, the Group has delegated a team responsible
for determination of credit limits, credit approvals and
other monitoring procedures to ensure that follow-up
action is taken to recover overdue debts. In addition, the
Group reviews the recoverable amount of each individual
balance receivable at each balance sheet date to ensure
that adequate impairment provision are made for
irrecoverable amounts.

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

The credit risk on the Group’s liquid funds is limited as
deposits are placed with a number of different reputable
registered financial institutions.

Liquidity risk

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

The Group measures and monitors its liquidity through
the maintenance of prudent ratio regarding the liquidity
structure of the overall assets, liabilities, loans and
commitments of the Group. The Group also maintains
a healthy level of liquid assets and banking facilities
to ensure the availability of sufficient cash flows to
meet any unexpected and material cash requirements
in the ordinary course of business. As at 31 December
2009, the Group had unutilised banking facilities of
HK$188,422,000 (2008: HK$182,349,000).
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3

FINANCIAL RISK MANAGEMENT«(CONTINUED)
(d) Liquidity risk (Continued)

(e)

The contractual maturity of the Group’s financial
liabilities based on the undiscounted cash flows is as
follows:
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Between Between Between 1
Within 3 3and 6 6 months year and
months months and 1 year 5 years Total
=R E ~MEAE
ZEAR ~MEA —F —FZFEF @t
HK$'000 HK$’ 000 HK$’ 000 HK$' 000 HK$’ 000
FTHET FET FTERT FTHET FTERT
At 31 December 2009 R=-ZENEF
+=A=+-8
Trade payables B 5 RMNIRR 385,317 - - = 385,317
Other payables H{th & BR X 259,476 - - = 259,476
Bank loans RITER - 14,567 - - 14,567
Convertible bonds ARRES - - - 626,175 626,175
Interest on convertible T#REZHFIE
bonds - 8,594 8,594 59,297 76,485
644,793 23,161 8,594 685,472 1,362,020
At 31 December 2008 R=-ZEN\F
+ZHBA=+—H
Trade payables BHERER 397,006 - - - 397,006
Other payables Hfth FE 1 BR X 205,487 = = = 205,487
Bank loans RITER 171,942 78,151 20,562 - 270,655
774,435 78,151 20,562 - 873,148
Capital risk management (e) EXEmERE

The primary objective of the Group’s capital risk
management is to safeguard the Group’s ability to
continue as a going concern and to maintain healthy
capital ratio in order to support its business and maximise
shareholder value.

The Group manages its capital structure and makes
adjustments to it, in light of changes in economic
conditions. To maintain or adjust the capital structure,
the Group may adjust the dividend payment to
shareholders, return capital to shareholders or issue new
shares. There were no changes in the objectives, policies
or processes during the years ended 31 December 2009
and 31 December 2008.
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BREMYEE
3 FINANCIAL RISK MANAGEMENT (CONTINUED) 3 Btk E E (&)
(e) Capital risk management (Continued) (e) ,\$J_H‘MEEE (&)
The Group monitors capital using a net gearing ratio, AEBRAFEEABL R (AVFEHR
which is net debt (being total bank loans and convertible (RETERRITERESLERRE
bonds, less total cash and bank balances) divided by RIBITHEER) RUA R B ERFE AR
equity attributable to equity holders of the Company. hER) EREX - RNEERBZFEE
The net gearing ratios as at the balance sheet dates were EELENT :
as follows:
2009 2008
ZEEhEF —EZENEF
HK$'000 HK$"000
FET FE T
Bank loans RITERK 14,567 270,655
Convertible bonds AR ES 515,625 -
Less: Cash and bank balances & : B& REITHEE (1,625,766) (147,962)
Net (cash)/debt FRE) EH (1,095,574) 122,693
Equity attributable to equity ZAATEZREZFHE A
holders of the Company it 2,202,898 1,854,533
Net gearing ratio FEEAEBELE Net cash SFH & 6.6%
4 CRITICAL ACCOUNTING ESTIMATES AND 4. BB HE RHE

JUDGEMENTS

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

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

(a) Estimated impairment of intangible assets

The Group determines whether intangible assets are
impaired on an annual basis. This requires an estimation
of the value in use of the cash-generating units to which
the intangible assets are allocated. Estimating the value
in use requires the Group to make an estimate of the
expected future cash flows from the cash-generating unit
and also to choose a suitable discount rate in order to
calculate the present value of those cash flows.
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4  CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (CONTINUED)

(b)

()

(d)

Income taxes

The Group is subject to income taxes in several
jurisdictions. Significant judgment is required in
determining the provision for income taxes. There are
many transactions and calculations for which the ultimate
tax determination is uncertain during the ordinary
course of business. The Group recognises liabilities
for anticipated tax audit issues based on estimates of
whether additional taxes will be due. Where the final tax
outcome of these matters is different from the amounts
that were initially recorded, such differences will impact
the current and deferred income tax provisions in the
period in which such determination is made.

Deferred income tax assets relating to temporary
differences and tax losses are recognised when
management expects that it is probable that future
taxable profits will be available to utilise the temporary
differences or tax losses. Deferred income tax liabilities
on temporary differences relating to undistributed profits
of certain of the Group’s subsidiaries in Mainland China
are not recognised as the Company controls the dividend
policy of these subsidiaries and management expects
it is probable that profits will not be distributed from
these subsidiaries to their foreign holding companies
in the foreseeable future. Management reassessed its
expectation at each balance sheet date.

Depreciation and amortisation

Management determines the estimated useful lives and
related depreciation/amortisation charges for the Group's
fixed assets and intangible assets. Management will revise
the depreciation/amortisation charges where useful lives
are different to previously estimated, or it will write off
or write down technically obsolete or non-strategic assets
that have been abandoned or sold. Periodic review could
result in a change in depreciable lives and therefore
depreciation/amortisation expense in future periods.

Estimated write-downs of inventories to net
realisable value

The Group writes down inventories to net realisable value
based on an assessment of the realisability of inventories.
Provisions are made for inventories where events or
changes in circumstances indicate that the balances
may not be realised. The identification of obsolescence
requires the use of judgement and estimates. Where
the variance is different from the original estimate,
such difference will impact carrying value of inventories
and net realisable value for the periods in which such
estimate is changed.

4 B2 MHE

(b)

()

(d)
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4  CRITICAL ACCOUNTING ESTIMATES AND

JUDGEMENTS (CONTINUED)

(e) Fair value estimation of financial instruments

Effective 1 January 2009, the Group adopted the
amendments to HKFRS 7 for financial instruments that
are measured in the balance sheet at fair value, this
requires disclosure of fair value measurements by level of
the following fair value measurement hierarchy:

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

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

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

As at 31 December 2009, the Group's derivative financial
instrument — warrants of HK$284,261,000 (2008: nil)
was measured by level 2 of the fair value measurement
hierarchy and all of the available-for-sale financial assets
of HK$33,624,000 (2008: HK$33,624,000) were measured
by level 3 of the fair value measurement hierarchy. There
is no movement in the carrying value of level 3 financial
instruments during the year.

The fair value of derivative financial instruments -
warrants is determined by using valuation techniques or
external valuations which require subjective assumptions
that are mainly based on market conditions existing at
the end of each reporting period. The key assumptions
are made with reference to the nature of the warrants,
the historical prices and the implied volatility of the
underlying trading security of the Company, the
conversion price of warrants, the exercisable period of
the warrants and the expected dividend yield of the
underlying trading security of the Company.

TURNOVER AND SEGMENT INFORMATION
Turnover represented sales of footwear and accessories
to external customers. During the year, the directors have
assessed and redefined the reportable segments as brand
business and manufacturing business. Brand business
represents trading and distribution of footwear products
and accessories under self-owned brands, “Daphne” and
“Shoebox” and licensed brands. Manufacturing business
represents manufacturing and sales of footwear products
under original-equipment manufacturing arrangements and
for distribution by brand business. The comparative figures
have been reclassified to conform with the current year’s
presentation.
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TURNOVER AND SEGMENT INFORMATION

(CONTINUED)

5

The segment information for the year ended 31 December

Notes to the Accounts

AR B BT

LERBELROBEMN(E)

BE-_ZZNE+-_A=t—HLEEEZD

2009 is as follows: EHBERMT :
Inter-
Manufacturing segment
Brand business business  elimination Group
RIEEK HEEE  2HHHH K58
Licensed
Daphne Shoebox brands
EXR BiE RERE
HK$' 000 HK$' 000 HK$' 000 HK$' 000 HK$' 000 HK$' 000
TEn TEn TEn TEn TERn TEn
Revenue from external customers  ¥/9h& F & 4,059,034 954,671 277,580 540,709 - 5831,99%
Inter-segment revenue AHE LA 3,937 - 1,003 573,292 (578,232) -
Turnover BEE 4,062,971 954,671 278,583 1,114,001 (578,232) 5,831,994
Segment results AHEE 780,159 102,272 (66,581) 56,514 8,144 880,508
Unallocated corporate income FNNE 3 ON 4,552
Unallocated corporate expenses KD ELEREX (21,977)
Fair value loss on derivative fTESMIAATEE
financial instrument - warrants B8 —2REX (203,466)
Finance costs BEHRA (26,704)
Share of profit of an associated ~ FE{E—EEE A AR 630
company
Profit before income tax BREHAZA 633,543
Depreciation and amortisation & R &8 85,228 20,927 10,922 17,997 - 135,074
Impairment on goodwill BHERE - - 10,606 - - 10,606
Capital expenditure BARMER 88,137 24,253 7,905 2,427 - 142,722
Segment assets AHEE 2,123,992 620,242 180,139 460,878 - 3,385,251
Interest in an associated company R-—EEE ATz ER 3,262
Available-for-sale financial assets AHELREE 33,624
Deferred income tax assets EEMEHEE 41,466
Unallocated corporate assets ROMEEEE 477,205
Total assets meE 3,940,808
Segment liabilities AHEE 517,105 86,100 39,115 243,256 - 885,576
Deferred income tax liabilities EEFEHER 2,897
Derivative financial instrument ~ fT44RTIA
- warrants - RRER 284,261
Convertible bonds TRRES 515,625
Unallocated corporate liabilities k2 EE%£E([E 10,524
Total liabilities neE 1,698,883
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AR B BiRE

5 TURNOVER AND SEGMENT INFORMATION 5 ZHEBROLER(B)

(CONTINUED)

[

The segment information for the year ended 31 December BE-ZENF+ZA=Z+-BLEFEZD
2008 is as follows: EHBERWMT :
Inter-
Manufacturing segment
Brand business business elimination Group
mIEER HEXK HHEYHE rEH
Licensed
Daphne  Shoebox brands
EXE BEE RERE
HK$' 000 HK$'000 HK$' 000 HK$' 000 HK$'000 HK$" 000
TERT TR TERT TERT T TR
Revenue from external customers HARFKE 3624950 616,981 403,896 643,470 - 5289297
Inter-segment revenue AHE KA 23,398 - - 551,660  (575,058) =
Turnover BEH 3,648,348 616,981 403,89 1,195,130 (575,058) 5,289,297
Segment results PHEE 641,037 51,077 (4,082) 25,386 (6,302) 707,116
Unallocated corporate income RABEEUA 3,000
Unallocated corporate expenses RABEEMER (31,136)
Finance costs BB (13,307)
Share of profit of an associated company [Eff —RE& A AR 594
Profit before income tax BREEH AR 666,267
64
Depreciation and amortisation REREH 72,303 13,455 10,234 21,312 - 117,304
Capital expenditure BARMER 131,889 21,670 25,309 55,459 - 234327
Segment assets PHEE 1,587,088 484292 312,818 506,059 - 2,890,257
Interest in an associated company R-EHE AR 2 ER 3,134
Available-for-sale financial assets THESRHEE 33,624
Deferred income tax assets EEREHEE 31,771
Unallocated corporate assets RABEEEE 3,575
Total assets agE 2,962,361
Segment liabilities AHEE 427,537 91,218 73,344 219,390 - 811,489
Deferred income tax liabilities EEMEHAR 1,555
Unallocated corporate liabilities ROBLEEE 258,019
Total liabilities BafE 1,071,063
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AR B BT

TURNOVER AND SEGMENT INFORMATION 5 BXBEHMER ()
(CONTINUED)
The executive directors who are identified as the chief BATERERREZHTES  SERK
operating decision-maker assess the performance of the FME - HERTESHIAEEATAFEER
operating segments based on a measure of segment profit RRERANDHBFTE  UTAERTREE
before interest, tax and any fair value gain or loss on DEHIFRIR o B T LR FH X IRE B
derivative financial instruments. Certain corporate overhead PEFEB DI FH EEHREIBE
expenses are allocated to individual segments based on FAERESAMEEBRHEXE -E5
estimated consumption. During the year, the directors have (BBERBE—ZEZANFARA=THLH
reassessed and redefined the reportable segments as brand HEEDEASABLRES M EREEH
business and manufacturing business. Trading business which AREEBUBTERRREEEH S BER
was formerly identified as a separate reportable segment in R
the interim period ended 30 June 2009 has been combined
with manufacturing business to better reflect management's
perspective on segment information.
Inter-segment revenue is charged in accordance with terms DERE R TIIRE S EE K HE ZIRKETE ©
determined and agreed mutually. Revenue from external MRS 2 BN E s EIR B B RBE
customers of brand business is mainly derived from Mainland MBEXB2HIIEZFREETERE HME
China and revenue from external customers of manufacturing R-BE-ZEENF+ZA=Z+T-HRZ=ZF
business is mainly derived from overseas countries. None ZNF+_A=+—HALMEFE  HEER
of the customers accounted for 10% or more of the total PEAEEAEERE10%H UL o
turnover of the Group during both years ended 31 December
2009 and 31 December 2008.
The Group’s non-current assets, excluding available-for-sale AEBEZHRDEE (AHESREERE
financial assets and deferred income tax assets, are located EFBHEERMN) TEVRPE ARE -
mainly in Mainland China.
OTHER INCOME 6 HAWA
2009 2008
—EZTNF —EZEN\EF
HK$’ 000 HK$’ 000
FHET FET
Government incentives 85 45 B 29,623 4,730
Interest income F B U A 6,609 2,715
Franchise and royalty income BAEREERRA 4,150 1,282
Income derived from an available-for-sale RE A HEESBMEE 2 WA
financial asset (Note 21(a)(i)) (KfzE21(a)(i)) 3,000 3,000
Handling income FHEEBHRA 1,516 1,920
Gross rental income HeWm @5 465 599
Tax refund on reinvestment BEREZEN - 1,345
Others H At 6,710 5,147
52,073 20,738
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B B T
7 OTHER LOSSES — NET 7 HiEE-—F8
2009 2008
—ZEEhF —EEN\F
HK$’'000 HK$’ 000
FERT FE T
Gain/(loss) on disposal of a subsidiary HE—RBHBARZWE (FE) 1,197 (3,417)
Gain on dissolution of a subsidiary R A — R B A E 2 s 315 =
Impairment loss on an AHESREE

available-for-sale financial asset WEEE - (4,000)
Impairment loss on goodwill BEHEESE (10,606) -
Loss on disposal of fixed assets HEBRTEEZEE (18,876) (20,235)
Loss on disposal of land use rights HETHEAREZEE - (90)
Net exchange gain [E 5 U = R 5 3,348 1,785

(24,622) (25,957)
8 FINANCE COSTS 8 BASE AN
2009 2008
—ZEEhF —EE)N\F
HK$’'000 HK$’ 000
FERT FE T
Interest on convertible bonds ARRESFE 21,843 =
Interest on bank loans and overdrafts RITERREZFE 3,238 12,234
Interest on license fees payable (Note 32) FE{I45=F#E A ER 2 (MizE32) 1,623 1,073
66 26,704 13,307
9 PROFIT BEFORE INCOME TAX 9 KRATISHAIARN
Profit before income tax is stated after charging/(crediting) BRETEHRARFNE N (GtA) THEE :
the following:

2009 2008
—EERF —ZTENE
HK$’'000 HK$' 000
FHERT FET
Amortisation of land use rights = 3 {5 A R i 6 1,816 1,032
Amortisation of a license right (EEREdEE S 1,966 1,392
Auditors’ remuneration Z EEMEN & 3,941 3,663

Cost of inventories sold EHEFEERAR

including provision for BEFHETFE

slow-moving inventories 1% 1%38,989,00078 7T

of HK$38,989,000 (Z=Z )\ & : 2,480,000/ Jt)

(2008: HK$2,480,000) 2,318,998 2,092,146
Depreciation of fixed assets EEEENE 131,292 114,880
Employee benefits expense EEBRMX

(Note 14) (Ffz£14) 607,393 614,013
Operating lease rentals (including T REFoLEHERS

concessionaire fees) in respect (BEEGIETHEER)

of land and buildings 1,151,107 1,014,450
(Write-back of)/provision for IR (RERE) BE

bad and doubtful debts (152) 3,721
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Notes to the Accounts

BRE MiEE
10 INCOME TAX EXPENSE 10. R X

2009 2008
—EENF —EENE
HK$' 000 HK$’000
FET FET
Current tax — Mainland China EHBE - PR KR 237,338 153,805
Under-provision in prior years BEFERETR 3,665 9,144
Deferred tax (Note 31) IEERE (FFEE31) (8,119) 6,141
232,884 169,090

AEBMEBEBRAEHARTN ZMEHERS
RAAEEER 2 EREMHERMAE 22

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

applicable domestic tax rates of the Group entities as follows: SRFEEREOT
2009 2008
—EEThF —EE)N\F
HK$’'000 HK$’ 000
FET FE T
Profit before income tax R P 15 %6 AU 22 F 633,543 666,267
Less: Share of profit of an W R —REEE A RRF
associated company (630) (594)
632,913 665,673
Income tax calculated at domestic REBER thEMEERER
tax rates applicable to profits BRzEMBEFE
in the respective countries/places ZFiE%t 148,613 141,077
Income not subject to tax 1B E MBI A (9,580) (23,209)
Expenses not deductible for tax purposes 7~ & 1%i B % 55,263 32,985
Tax losses for which no deferred RERELEREEEZ
tax assets recognised HIBEEE 10,423 8,600
Utilisation of previously B ABERERZ
unrecognised tax losses HIEEE (1,201) (117)
Under provision in prior years BEFERETR 3,665 9,144
Derecognition of previously recognised KR ILERBECERZ
deferred income tax assets EEFMBHREE 5,768 476
Withholding taxes on royalties EHEREEBERTEARENE QA
and profits appropriated by DIREF 2 A
subsidiaries in Mainland China 19,937 -
Others HAth (4) 134
Income tax expense FriEsimx 232,884 169,090

The weighted average domestic tax rate was 23% (2008:
21%).

No provision for Hong Kong profits tax has been made in
the accounts as the Group does not have any assessable
profit arising in Hong Kong during the year. Income tax on
profits arising outside Hong Kong has been calculated on the
estimated assessable profit for the year at the rates of income
tax prevailing in the countries/places in which the Group
operates.

IR FHEH23% (ZZEF)\F .
21%) °

FR- HRAEEESBILEELEEFER
BB HAEERE NELTBREHE
B BBUNMBZBFMEHEREFA
R ERBEF  ZAKEEBHEER
e ZBTHERERAE -
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10 INCOME TAX EXPENSE (CONTINUED)

11

Provision for China corporate income tax was calculated
based on the statutory tax rate of 25% (2008: 25%) on the
assessable income of each of the Group’s entities except that
certain subsidiaries of the Company operating in China are
eligible for certain tax exemptions and concessions including
tax holiday and reduced corporate income tax rate during the
year. Accordingly, the China corporate income tax for such
subsidiaries has been provided for after taking into account
of these tax exemptions and concessions.

Pursuant to the China corporate income tax laws, 10%
withholding tax is levied on all foreign investors, except
that only 5% is levied for foreign investors which are
incorporated in Hong Kong, in respect of dividend
distributions arising from a foreign investment enterprise’s
profit earned after 31 December 2007. As at 31 December
2009, temporary differences relating to the undistributed
profits on the Group’s subsidiaries in Mainland China
amounted to approximately HK$782,012,000 (31 December
2008: HK$203,551,000). Deferred income tax liabilities
of approximately HK$39,101,000 (31 December 2008:
HK$10,178,000) have not been recognised in respect of the tax
that would be payable on the distribution of these retained
profits as the Company controls the dividend policy of these
subsidiaries and it has been determined that it is probable
that profits will not be distributed from the foreign-invested
enterprises established in Mainland China to their foreign
holding companies in the foreseeable future.

Pursuant to the China corporate income tax laws, withholding
tax at a reduced rate of 7% by treaty is applied to the Group’s
entities incorporated in Hong Kong for royalties received or
receivable.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF
THE COMPANY

The profit attributable to equity holders of the Company is
dealt with in the accounts of the Company to the extent of
HK$92,738,000 (2008: HK$70,338,000).
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12 EARNINGS PER SHARE
The calculation of basic earnings per share is based on the
Group'’s profit attributable to equity holders of the Company
of HK$393,838,000 (2008: HK$492,920,000) and 1,637,892,384
(2008: 1,637,892,384) ordinary shares in issue throughout the
year.

The calculation of diluted earnings per share is based on the
adjusted profit attributable to equity holders of the Company
of HK$415,681,000 (2008: HK$492,920,000) and the adjusted
weighted average number of ordinary shares of 1,737,173,606
(2008: 1,637,892,384) after taking into consideration of
conversion of the convertible bonds.

Notes to the Accounts

AR B BT

12 BIR&AF
ERERABFIIREARALATAEREFEEARE
1k 75 £ B 2 #393,838,0008 T (ZZE N\
£ :492,920,0008 T) R FRERTEBER
1,637,892,384% (=== )\ : 1,637,892,384
BR) & -

SRESRENEATRABTRRESR
RESHBEAAREREEABGERR
415,681,000 7T (== F J\F : 492,920,000
BRL)REABEERMNE T HH
1,737,173,606/% (=2 F )\ £ : 1,637,892,384
B ST E e

2009 2008
—EENF —EENF
HK$' 000 HK$’000
FET F&T
Profit attributable to equity AATEEFEAEEEF
holders of the Company 393,838 492,920
Interest on convertible bonds ABRESZFE 21,843 -
Adjusted profit attributable to KABRAQNAERZFTE A
equity holders of the Company Eh2R 415,681 492,920
2009 2008
—EZTNF —EENFE 69
Number of Number of
shares shares
BHEE BB EE
Number of ordinary shares in FREZRTEZERYE
issue throughout the year 1,637,892,384 1,637,892,384
Effect of conversion of R BRES 2HE

convertible bonds

99,281,222 =

Weighted average number of REELEMBABRZEER
ordinary shares adjusted for INREF 19 &

effect of dilution

1,737,173,606 1,637,892,384

The warrants are anti-dilutive and are ignored in the
calculation of diluted earnings per share for the year ended
31 December 2009.

AREFARSEER  BERAEGEE
ZENF+-RA=T-RLFEEZESRHEE
BRI EATER o
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BREMYEE
13 DIVIDENDS 13 il B
2009 2008
—EENEF —EE)N\F
HK$'000 HK$’000
FHERT FE T
Interim dividend, paid, of B HRESREER3.0E
HK3.0 cents (2008: HK2.5 cents) (ZZZ)\F : 2.5%40)
per ordinary share 49,137 40,947
Final dividend, proposed, of BORARH R B8R E B RS.0/84
HK5.0 cents (2008: HK3.0 cents) (ZZZ)\F : 3.084L)
per ordinary share 81,895 49,137
131,032 90,084

At a meeting held on 12 April 2010, the Board proposed a
final dividend of HK5.0 cents per share in respect of the year
ended 31 December 2009 to be approved by the shareholders
at the forthcoming annual general meeting. The proposed
dividend is not reflected as a dividend payable in these
accounts but will be reflected as an appropriation of retained
profits for the year ending 31 December 2010.

14 EMPLOYEE BENEFITS EXPENSE

Employee benefits expense, including directors’ emoluments,

R-ZE-ZFNA+-HETzERL &
EEERNBE-_ZEENFE+=A=1+—H
LEFEREARDRESRS.0EA & RE
ERRBFAE LARREBEHMAE - LER
B B ER B AR SIE IR B - S I
BE-Z-—ZF+-A=+—-HLFEZR
BRI -

14 B B4& AR X
EEEABS (BEEFHE)

represents:
70

2009 2008
—EERF —EEN\F
HK$'000 HK$’000
FHERT FET
Wages, salaries and bonuses IE - -FeREA 578,189 580,526

Defined contribution pension costs E MR MR E H A
(Note (a)) (Ft5E(a)) 29,204 33,487
607,393 614,013

(a) Defined contribution pension costs

As at both 31 December 2009 and 31 December 2008,
no forfeited contribution is available to reduce the
contribution payable in the future.

Contributions payable as at 31 December 2009 of

approximately HK$4,723,000 (2008: HK$3,120,000) are
included in other payables and accrued charges.

Daphne International Holdings Limited #2=4 BIFEZ2AE AR A 7

(a) EFEERBAKERAE
REZBEANFE+Z=ZA=+—HR=%
ENF+ZA=+—H ALEAH
AR R AR 2 R KA ©
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4,723,000 7T (=FF/\4 : 3,120,000
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b g TR GERRae S e S




Notes to the Accounts

BRE FiaE
14 EMPLOYEE BENEFITS EXPENSE(CONTINUED) 14 EEEFMES (8)
(b) Directors’ emoluments (b) EEW<
The remuneration of each director of the Company for RBE-_ZEEAhFE+=-_A=+—HI
the year ended 31 December 2009 is set out below: FE 2 ADRBRZES2HMAOT :
Defined
contribution
pension Discretionary
Fees Salaries costs bonuses Total
ERMA
Be FE  BARESHAK BB TEA FoE
HK$’' 000 HK$' 000 HK$'000 HK$’' 000 HK$’' 000
TR TERT FET FET FET
Name of director EERR
Mr Chen Ying-Chieh BRERLE 960 2,869 32 1,570 5,431
Mr Chen Hsien Min REBRLE 960 3,007 32 1,000 4,999
Mr Chang Chih-Kai REHEE 960 1,035 32 1,000 3,027
Mr Chang Chih-Chiao  REBS XL - 1,077 - - 1,077
Mr Hsiao Hsi-Ming RIZEELE 72 - - - 72
Mr Huang Shun-Tsai |8 kA 72 - - - 72
Mr Kuo Jung-Cheng SRR AL 72 - - - 72
3,096 7,988 96 3,570 14,750
The remuneration of each director of the Company for REBZE=-_ZEENFE+=-_B=1+—HI
the year ended 31 December 2008 is set out below: FEARATZESZ2HFMAOT : 71
Defined
contribution
pension Discretionary
Fees Salaries costs bonuses Total
ERAM
e FE RBAESHAK BTG AL Bt
HK$’' 000 HK$’' 000 HK$'000 HK$' 000 HK$’' 000
TET TERT TET FET TET
Name of director EEHR
Mr Chen Ying-Chieh BREREE 840 3,175 30 2,000 6,045
Mr Chen Hsien Min RERLE 480 3,536 6 2,000 6,022
Mr Chang Chih-Kai REHEE 480 1,532 10 1,000 3,022
Mr Hsiao Hsi-Ming mEALE 72 - - - 72
Mr Huang Shun-Tsai =HEH £ 72 - - - 72
Mr Kuo Jung-Cheng SRR A 72 - - - 72
2,016 8,243 46 5,000 15,305
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AR B BiRE

14 BB B (B)
(0 BERBHFAL

14 EMPLOYEE BENEFITS EXPENSE (CONTINUED)
(c) Five highest paid individuals

72

The five individuals whose emoluments were the highest
in the Group for the year include four (2008: three)
directors whose emoluments are presented above. The
emolument payable to the remaining one (2008: two)
individual during the year is as follows:

REAFE - AEEBTEGESHFALE
FONE(ZEENF =ZR)EE H
MEFBERLEXKE - FRAENS
=B (ZEZENF WEB) AT ZH
BB

2009 2008

i —ETN\F

HK$'000 HK$’000

FET FE T

Salaries and bonuses HFeREA 907 1,714
Defined contribution pension costs  EXZEHEFRERE KA 57 51
964 1,765

The emolument of each individual, other than directors
of the Company, above was below HK$1,000,000 for both
years ended 31 December 2009 and 31 December 2008.

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

Daphne International Holdings Limited & 4EBE 12 f% AR A 7

BE-_ZETAF+-A=+—-HAR=
EENE+ZA=+—-HLEFE t
MEAL (RRBEBHRIN) 2B €35
#1,000,00058 TTLA T

AEBYEOEEHAERSHFAL
XA EMBME - FARSIHKE A
S8 FEAMAFEER ZRBR
BHEE SR SEFRHEBREFH
ALTHERRREZRREAHE -

b g TR GERRae S e S




Notes to the Accounts

8RB MIEE
15 INTANGIBLE ASSETS mEEE
Group
REE
License
Goodwill right Total
e SETE AR st
HK$’ 000 HK$'000 HK$’000
FE T FE T T
(Note (a)) (Note (b))
(FF=E(a)) (FfF £ (b))
Cost RAE
At 1 January 2008 R= NE—H—H 25,685 - 25,685
Additions nj“ﬁ - 15,154 15,154
At 31 December 2008 R-ZZEZENFE+=-HA=+—H
and 31 December 2009 R=_ZFENF+=A=+—H 25,685 15,154 40,839
Accumulated amortisation ZFtBERRE
and impairment
At 1 January 2008 R=FZN\F—H—H - - -
Amortisation for the year REEH#E - 1,392 1,392
At 31 December 2008 R=-BENFEF+=-A=+—H - 1,392 1,392
Amortisation for the year NEEEH - 1,966 1,966
Impairment for the year REERE 10,606 - 10,606
At 31 December 2009 R=BEAF+=A=+—H 10,606 3,358 13,964
Net book value REFE
At 31 December 2009 RZZBZENEF+=B=+—H 15,079 11,796 26,875
At 31 December 2008 R=ZZFZNF+=B=+—H 25,685 13,762 39,447
Notes: B &E -
(a) Goodwill (a) ®™WE
Goodwill is allocated to the Group’s cash-generating units HAEDNIRERBELEDHE 7 2AKEER

(b)

(“CGUs") identified according to the operating segment. The
Group performs impairment tests on goodwill annually, or more
frequently if there is any indication that it may be impaired,
by comparing the recoverable amount to the carrying amount
as at the balance sheet date. The recoverable amount of the
CGU was determined based on value-in-use calculations. These
calculations used cash flow projections based on financial
budgets approved by management covering a three-year period.
The pre-tax discount rate and the estimated weighted average
annual sales growth rate after the 3-year budgeted period
applied to the cash flow projections was 10% and ranged from
1% to 2% respectively. The budgeted gross profit margin and
net profit margin were determined by the management for
the CGU based on past performance and its expectations for
market development. Management believes that any reasonably
foreseeable change in any of the above key assumptions would
not cause the carrying amount of goodwill to exceed the
recoverable amount significantly.

During the year, an impairment loss on goodwill relating to one
of the Group’s licensed brands was recognised based on the
financial budget of the business approved by the directors. The
impairment loss has been included in “Other losses - net” in the
profit and loss account.

License right
License right was recognised based on a discount rate

approximated the Group’s weighted average cost of capital of
10% per annum at the date of inception.

(b)

SELE Eﬂ”ﬁ%éiﬁﬁﬁ°$$§ﬁ
AESE (RMERTHEREZEATR
RIEME)ERENR AEAAREERK
ARESEERAEELR BEELBEN
ZAKRESENRFEABEMEE - 278
DEARBEEBMEC=FHREEZR
SHREFEINFE -EEA=FHRBEELHE
&2 T 2 BR B AT LI R R AR5 A0
BEIPHEEHEEREDANAI10%RI%E
2% HEELBENZHEAEENRR AT R
PHEEBRBEXRERHETBERREZAE
HmEE SEEMRRG i LA EMEER
RHEEMNEEAEREE > YA SEH
ECoRABABEERETYE S -

FRr BAEE-BRAEREEEZEER
ER R T RN S A 2 K M A S
ReoZREFBETABERIEMEBE-
REE] o

R AR

HSETE AN B iE B R 1R AN 5 B 0 18 1
BEHAESE 2 FRERI0%ER
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Notes to the Accounts

BR B st
16 LAND USE RIGHTS 16 b {5 A3 4
Group
AEE
2009 2008
—ETNF —ETN\F
HK$’000 HK$’000
FET F&T
Cost RANE
At 1 January n—A—BH 62,092 56,979
Exchange adjustment fE 5 590 2,977
Additions NE 4,485 4,506
Transferred from fixed assets HHEEEE 1,965 =
Disposals HE - (1,016)
Disposal of a subsidiary HE—BHEA A (6,564) (1,354)
At 31 December R+=—B=+—H 62,568 62,092
Accumulated amortisation S §
At 1 January W—HA—H 17,148 16,088
Exchange adjustment & W% 106 504
Amortisation for the year EE 1,816 1,032
Disposals HE - (321)
Disposal of a subsidiary HE—BHEBRA A - (155)
74 At 31 December R+=ZA=+—8” 19,070 17,148
Net book value BREFEE
At 31 December R+=—A=+—H 43,498 44,944
At 1 January W—A—H 44,944 40,891
As at both 31 December 2009 and 31 December 2008, all land R-BEAFE+ZA=1+—BAR=ZEZENEF
use rights were held outside Hong Kong on leases of between +TZA=1+—8 FELrtFERAEHEOREE
10 to 50 years. LN EE - BEI10E505F -

Daphne International Holdings Limited =24 BIFE 12 A% AR A 7
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Notes to the Accounts

BEE K
17 FIXED ASSETS 17 BIE&E
Group
r£H
Furniture,
Leasehold fixtures
Leasehold improve- Construction- Plant and and Motor
buildings ments in-progress  machinery  equipment vehicles Total
FE - EE
HERT HENFKE ERIER HEREE ZERZR "E &3

HK$' 000 HK$' 000 HK$' 000 HK$'000 HKS$'000 HK$’ 000 HKS$'000
TiEn TiEn TiEn FiEn FiEn TiEn FiEn

Cost AR

At 1 January 2008 RZEENE-B-H 237,692 249,642 95,272 139,355 101,442 33,979 857,382
Exchange adjustment EiRz 12,088 12,137 4,845 1,517 4,467 1,658 42,712
Additions HhE 3,104 106,180 79,651 8,136 26,343 6,407 229,821
Transfer B 33,767 - (33,767) - - - -
Disposals e (8703)  (36,108) - (2,443) (2,798) (1971)  (52023)
Disposal of a subsidiary HE-FRBAT (29,896) - (113) (16,103) (826) (787) (47,725)
At 31 December 2008 RZZENE+ZF=1-H 248,052 331,851 145,888 136,462 128,628 39,286 1,030,167
Exchange adjustment e 2,881 3,079 850 1324 1,157 380 9,671
Additions B 205 71,097 36,626 4,202 22,463 3,644 138,237
Transfer 2 162,305 - (166,924) - 4,619 - -
Transferred to land use rights & A+ b - - (1,965) - - - (1,965)
Disposals HE = (63,664) - (3,678) (8,816) (1,096) (77,254)
Disposal of a subsidiary HE-BHELT - = (177) = = = (1)
At 31 December 2009 RZZBEAETZAZT-B 413483 342,363 14,298 138,310 148,051 42214 1,098,679
Accumulated depreciation ~ ZFHTE

At 1 January 2008 RZEEN\E-B-H 47,000 131,374 - 111,622 44,937 22,084 357,017
Exchange adjustment EiRE 2,447 6,605 - 6,210 2,065 1,058 18,385
Charge for the year TEEHE 13,164 66,752 - 9,877 19,549 5,538 114,880
Disposals e (4308)  (12,467) - (1,844) (1,739) (1783)  (2137)
Disposal of a subsidiary HE-BHEAT (1,892) - - (9,906) (377) (538) (12713)
At 31 December 2008 RZZENE+-F=1-H 56,415 192,264 - 115,959 64,435 26,359 455,432
Exchange adjustment ERHE 563 1,977 - 1,160 644 265 4,609
Charge for the year REEHE 12,663 81,497 - 7,084 24,678 5,370 131,292
Disposals HE - (42,146) - (3,571) (6,467) (1,064) (53,248)
At 31 December 2009 RZEEAE+ZA=1-H 69,641 233,592 - 120,632 83,290 30,930 538,085
Net book value REFE

At 31 December 2009 RZZEAE+ZR=1-H 343,802 108,771 14,298 17,678 64,761 11,284 560,594
At 31 December 2008 RZZENE+ZF=1-H 191,637 139,587 145,888 20,503 64,193 12,927 574,735
As at 31 December 2008, leasehold buildings of carrying value R-ZZEENE+=ZA=1+t—-—B EEE
of HK$32,548,000 was pledged for the Group’s short-term 32,548,000 T2 HERFERAEEEH
bank loans and such a pledge was released upon repayment RITEFELHER ZEHFERFREER
of the bank loans during the year. TEFREERRRR o
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Notes to the Accounts

AR B BiRE

18 INVESTMENTS IN SUBSIDIARIES 18 NI B AR ZIKE

Company
KA F
2009 2008
—ETNF —ETN\F
HK$’000 HK$’000
FET FE T
Unlisted investments, at cost FETRE  BEAE 165,635 165,635

TREJIR=-ZFZNF+=-A=F+—-R2Z=

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

December 2009: BB QT
Place of
incorporation/ Particulars of Indirect
Name operation issued/paid-up capital interest held Principal activities
2R MRy EEHE BRT/HRRAHE FrisBERR TEEH
%
Dafu Footwear Co., Ltd. China US$3,180,000 90 Manufacture of footwear
Hanjiang Putian City @ HE 3,180,000% 7t HEEEER
BRMRIAREEERATC
Dasheng Footwear Co., China US$4,285,700 100 Manufacture of footwear
Ltd. Putian City® HE 4,285,700 T HEHEER
BETMEIAREXERATY
76 Daphne Marketing Co., Ltd. Taiwan NTD250,000,000 100 Retail distribution of
REZRAERAH =F 250,000,000 &% footwear and accessories
SENHEEERRES
Daxin Footwear Co., Ltd. China US$2,522,372 100 Processing of footwear
Putian City © HEl 252,312% T MIEBER
BRMRIAREEERATC
Daxing Shoe Material Co., Ltd. China US$1,499,925 100 Manufacture of footwear
Hanjiang Putian City ® HE 1,499,925 7T HEEEER
BRETEIAREHERATY
Gentlefit Trading Limited Hong Kong 100 ordinary shares of 100 Export trading of footwear,
HHESERAH BE HK$1 each; 13,055,667 investment and
non-voting deferred trademarks holding
shares of HK$1 each @ HEEMRENES
100REREAE BT ZEER RERNEHE
13 055,667 REREEIET
ERFREERY
Jacaranda International Limited British Virgin Islands 2 shares of US$1 each 100 Export trading of footwear
EERLEE WBRERIZTZRH HEERMODES
Jiangxi Dachuan Footwear China US$1,400,000 100 Processing of footwear
Co., Ltd. ® HE 1,400,000% 7T MIEBER

TEA N EEERATY

Daphne International Holdings Limited #=3<4¢
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Notes to the Accounts

AR B BT

18 INVESTMENTS IN SUBSIDIARIESH(CONTINUED) 18 RIHB R E 285 (&)

Place of
incorporation/ Particulars of Indirect
Name operation issued/paid-up capital interest held Principal activities
2R HMAL/ BN BRT/HRRAHE FrisBERR TEEH
%
Putian Hanjiang Footwear China US$6,000,000 75 Manufacture of footwear
Co., Ltd.® i 6,000,000% ¢ HEHEER
EEMRIEEERAFC
Shanghai Guang Wei Industry China US$4,600,000 87.8 Manufacture of footwear
& Commerce Co., Ltd.® i 4,600,000 7T HEHEER
LEXEEXERAFE
Shoebox Holdings Limited Hong Kong HK$10,000 ordinary shares 95 Investment and trademarks
ERERERAR B of HK$1 each holding
10,000 8 REE17% T RERBEHE
EER
Taizhou Rong Wei Shoes China US$1,000,000 100 Processing of footwear
Co. Ltd. ® TE 1,000,000% 7T MIEBER
FNREEXERATY
Victoria Success Investment China US$30,000,000 100 Distribution of footwear
Co., Ltd. ® HE 30,000,000% 7 and accessories and
KXBRE (RE)ERARY investment holding
PHEEEERREMGR
REER 77’
Victoria Success (Shanghai) China US$23,000,000 100 Manufacture of footwear
Limited ® HE 23,000,000% 7t HEHEER
XREE(LB)BRAFY
Victoria Success Shoes China RMB3,000,000 100 Processing of footwear
(Sugian) Co. Ltd. ®! HE 3,000,000A &% MIEEER
KBEX (BR)ERARA
Yangzhou Quanwei Industry China US$700,570 100 Processing of footwear
& Commerce Co., Ltd. © i 700,570% T MIEBER
ENRREXERAF
SRHERRATY China RMB250,000,000 95 Distribution of footwear,
HE 250,000,000 A ¥ apparel and accessories
PHEEBER  RHRES
LEREREHREAR China RMB500,000 96.75 Distribution of footwear,
BRAFO HE 500,000\ &% apparel and accessories
PHEEEER  RHREYS
BEBHERERAFY China RMBS50,000,000 100 Distribution of footwear,
HE 50,000,000 A K # apparel and accessories
PHEEER  RHREHS
Annual Report 2009 4R
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Notes to the Accounts

AR B BiRE

18 INVESTMENTS IN SUBSIDIARIES (CONTINUED) 18 RIHB AT 2188 (%)

Place of
incorporation/ Particulars of Indirect

Name operation issued/paid-up capital interest held Principal activities

2R HMAL/ EENY BRT/HRRAHE FrisBERR TEXH
%

2EHE(LB)BRAR® China RMB3,000,000 100 Distribution of footwear,

HE 3,000,000A K% apparel and accessories

PHEEBER  RHRES

=BEE (LR FRATC China RMB10,000,000 100 Distribution of footwear,
HE 10,000,000\ R# apparel and accessories

PHRERER  ROEREH

EEBE (LB FRATY China RMBS5, 121,825 100 Distribution of footwear,

HE 5,121,825 AR ¥ apparel and accessories
PEEEER  RHRES

258 (RR)BRLAFY China RMBS, 121,975 100 Distribution of footwear,

HE 5,121,975A K # apparel and accessories
PHEEBER  RHREE

Notes: Bd 5 -

(@) These companies were established in China in the form of equity (@) ZELATIANTEBERIZEELE-
joint ventures.

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

(c) The non-voting deferred shares practically carry no rights to (00 EREZRELEROSRLERWEREGEADR
dividends, nor rights to receive notice, nor rights to attend and ZREFERZATNEAREAEEERE
vote at any general meeting of the respective companies, nor FERREASTIRELERE - AEEARFE
rights to participate in any distribution on winding up. BN EREZ B DR ©

(d) None of the subsidiaries had any debt securities outstanding at (d) BHBATRE R E K E A B A & AE 1
the end of the year or at any time during the year. RIEBEFEES o

Daphne International Holdings Limited #=3<4¢ TERE AR A
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Notes to the Accounts

AR B FffaE
19 AMOUNT DUE FROM A SUBSIDIARY. — 19 R — B 2 A R —A
COMPANY N
The amount due from a subsidiary is unsecured, interest-free ER-—EHBARKRRDEEAR 8 1
and repayable on demand. AREERERE -
20 INTEREST IN AN ASSOCIATED COMPANY 20 R — B E R Al 2 =
Group
rEH
2009 2008
—EENF —EENF
HK$" 000 HK$’ 000
FET FET
Share of net assets EBiEEEFE 3,262 3,134
Unlisted investment, at cost FELETRE » BEAE 2,340 2,340
Details of the associated company as at 31 December 2009 are RZFBFAF+ZA=1+—HB HEATF
as follows: HBWMT
Place of
incorporation/ Particulars of Indirectly
Name operation paid-up capital interest held Principal activity
2R EMAL/ EEHE HERAGFE FismEER TEEH
%
Dayong Shoe Material Co., Ltd.
Hanjiang Putian City ("Dayong") China RMBS5,457,000 30 Manufacture of shoe materials 79
ERETEIAKEEERAR (AX]) HE 5,457,000\ K # HERENR
A summary of financial information of the associated company BMENT 2B BERBBEDT :
is as follows:
2009 2008
—EZNF —EENE
HK$" 000 HK$’ 000
FET FET
Assets BE 11,342 11,173
Liabilities =R 1,070 1,163
Revenues A 11,772 13,032
Profit ZH 2,098 1,979
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Notes to the Accounts

AR B BiRE

21 AVAILABLE-FOR-SALE FINANCIAL ASSETS

21 AILESRMEE

Group
AEE
2009 2008
—ETNF —ETN\F
HK$’ 000 HK$’ 000
FET FE T
Unlisted investments (Note (a)) F EmRE (KHaE@)) 33,624 33,624
Listed securities (Note (b)) E@mFESE (b)) - -
33,624 33,624

Notes:

(a)

(b)

Unlisted investments comprise investment in Jingxing Shoe
Industrial Co., Ltd. Putian City (“Jingxing”) of HK$33,000,000
(2008: HK$33,000,000) and investment in Daen Shoe Material Co.
Ltd. (“Daen”) of HK$624,000 (2008: HK$624,000). The fair values
of the unlisted investments are estimated by the directors of the
Company based on projected cash flow discounted at an annual
rate of 12%.

(i)  Investment in Jingxing

The Group holds 30% interest in Jingxing which is a sino-
foreign equity joint venture established in China for a
term of 70 years commencing November 1991. Jingxing is
engaged in the manufacturing and distribution of footwear.

The directors do not consider Jingxing as an associated
company of the Group as they are of the opinion that the
Group cannot exercise significant influence in the financial
and operational decisions of Jingxing.

In 2008, the Group entered into an agreement (the
“Agreement”) with an affiliate of (the “Guarantor”)
one of the shareholders of Jingxing whereby in return
for a minimum annual payment of HK$3,000,000 by the
Guarantor for each of the three years ended 31 December
2011, the Group agreed to surrender its right to the share
of any profit in Jingxing for the corresponding period. By
virtue of the Agreement, the amount receivable by the
Group from the Guarantor for the year ended 31 December
2009 is HK$3,000,000 (2008: HK$3,000,000) which has been
recognised in the profit and loss account.

(ii) Investment in Daen

The Group holds 16% interest in Daen which is an equity
joint venture established in China. Daen is engaged in the
manufacturing and distribution of footwear in China.

As at 31 December 2009, the Group holds approximately 14.4%
interest in Sun Home Leather Corporation Limited (“Sun Home"),
a company engaged in the manufacturing and trading of leather
materials.

Sun Home was delisted from the Taiwan Stock Exchange
Corporation and authorised to be traded on Over-The-Counter
market in 2001. The directors considered that the fair value of
the investment in Sun Home was negligible since there were no
transactions of shares of Sun Home during the year.

The investment in Sun Home has been pledged to a bank to
secure the Group's short-term bank loans (Note 27).

Daphne International Holdings Limited &2 4 BB 22 A% A R A 7

b g TR GEEaiae

(b)

LT RECBENREETRISEEHES
PRAF ([££]) 33,000,000 (ZFEZN
% 33,000,000 ) 2RERKBEMNE
BRAE ([KE]) 624,000 T (ZBEZ)N\F ©
624,000/870) 2RE  ARREBERIEE
BRERBERERNRRGEFFELTRES
AFEE -

(0]

(ii)

HN=

REEZRE

AEEZEELE%EHE -SEAR
FEIR ZFNEELE  KEEH
H—hAh—F+— At AH70E -
SECEBRBEERIHEEER °

HRESAR/AEETHEHESEZH
BREBRRTEEALE N HE
ETERNSERLEBEZHEDNH o

R-BENE AEEHESEHP—
ZRR2HEBLE (EERAD T
= (HRD  BRBRRARR  RE
E_Z2——Ff+=-HA=+—-HLE=ME
FEXFL{THRIK£%E3,000,0005 7T
WAEERENERHEI S ERT
2R -BEHE RBE=-FTZTA
F+-A=1t—HLEEE xEER
R AFTS 2 FE WK1 53,000,000/
7T (ZZZ )\ £ : 3,000,000 7T) * I
EEEZRPER -

RABZRE
AEEZEAEAR16%EZ  KEAR

TERIZEELE  RPERER
ERDHERERER -

FEAET=A=+—B AEEHE

HEEERGERDE ([H#E]) K14.4%%
mo MBZEBRUEREEREMS -

W=

2T —F  HBEEBEBERZARE

WEREBESIRETHETRS - EER
B OBEREERONRFALERS  BHIR
i 2 RE 2 NP EERNY -

RE#FECRECERTRT  ERAEEE
MRTER 2K @R (FE27) -




Notes to the Accounts

AR E et
22 INVENTORIES 22 &FE
Group
REH
2009 2008
—EThF -
HK$’ 000 HK$'000
FHET FE T
Raw materials R 31,534 44,932
Work-in-progress T8GR 23,362 53,661
Finished goods SR 834,423 1,256,687
889,319 1,355,280
Inventories are stated net of provisions for obsolescence of RS h&E+—H=+—8 BHNGE®
HK$99,112,000 (2008: HK$59,576,000) as at 31 December 2009. 2517 15 B #599,112,0008 T (Z B\ & ¢
59,576,000/ JT) °
23 TRADE RECEIVABLES 23 B 5 i Uk BE X
Group
rEE
2009 2008
“FERE  —FENE
HK$’ 000 HK$’ 000
FHET FHET
Trade receivables g Z EWER 183,310 166,688
Less: Provision for impairment W EWERFUR B R A 81
of receivables (2,057) (3,721)
Trade receivables — net BSRWERR — F5E 181,253 162,967
Movement of provision for impairment of trade receivables is B REBRFBREREZSBHINNT ¢
as follows:
Group
REH
2009 2008
—BERE —BENE
HK$'000 HK$' 000
FET FHET
At 1 January ®n—B—H 3,721 -
(Write-back of)/provision for impairment  JR{E (B EEE) BE (152) 3,721
Receivables written off during F il EE 51 /E AR | U El
the year as uncollectible Z FE W BR X (1,512) -
At 31 December R+=B=+—H 2,057 3,721
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Notes to the Accounts

AR B BiRE

23 TRADE RECEIVABLES (CONTINUED)

The ageing analysis of trade receivables by invoice date is as

B?\J’I&BE/T)\QH/\>
Bz?éf"fEl,HH“l' 52 B 5 IR ERER 2 AT 40

follows: T =

Group

rEH
2009 2008
—EZTNF —EENE
HK$’ 000 HK$’ 000
FHET FE T
0 - 30 days 0£30H 160,280 152,548
31 - 60 days 31260H 11,001 4,642
61 - 90 days 61£290H 6,361 2,105
91 - 120 days 91£120H 1,628 1,468
121 - 180 days 121£180H 1,165 1,394
181 - 360 days 181£360H 400 461
Over 360 days 360H B £ 418 349
181,253 162,967

As at 31 December 2009, trade receivables of HK$151,568,000 R-ZBEEAEFE+_A=+—RH B5E

(2008: HK$140,201,000) were neither past due nor impaired. Y BR ¥ 151,568,00058 T (_§§)\$
These related to a number of independent customers for 140,201,00058 7t ) 37 7k B HA K2 H 38R (B ©
whom there was no relevant history of default. The ageing £X IEEBEEA%%iﬁi%ﬁEEﬁ?ZEjEﬁ °
analysis of trade receivables by past due date is as follows: BREHE S cESEWRFRBRDMANT :
Group
82 rEH

2009 2008

—EEBAF —EENF

HK$’000 HK$’ 000

FHET FET

Not past due fei 7 781 Hf 151,568 140,201

1 - 30 days past due BHI1Z308 16,208 15,442

31 - 60 days past due HA31Z60H 6,301 2,635

61 — 90 days past due BHI61290H 4,151 2,049

91 - 120 days past due HHI91Z2120H 1,049 967

121 — 180 days past due BHI1212180H 1,158 864

181 — 360 days past due BHI181Z360H 400 460
Over 360 days past due BHI360H LA £ 418 349
181,253 162,967
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B E M3
23 TRADE RECEIVABLES (CONTINUED) 23 BHRERWER (&)
The carrying amounts of trade receivables are denominated in B EWRAMZRMENTIIEME
the following currencies:
Group
rEEH
2009 2008
—EZNF —EENE
HK$’ 000 HK$’ 000
FET FET
Renminbi AR 123,341 120,567
US dollar Ep 56,966 41,645
New Taiwan dollar e 946 755
181,253 162,967
The carrying value of trade receivables approximated its fair ESRWERAZIRAEHEEAFEEES -
value. The Group generally allows an average credit period AEB-RAETFEEEFFI30E60BEE
of 30 to 60 days to its trade customers other than major and HOoEFTERRAEF2EIICEREESA
long standing customers with whom specific extended terms HAEBHEEEEFERHE -
will be agreed between the Group and the relevant counter
parties.

24 PLEDGED BANK DEPOSIT AND BANK DEPOSIT 24 EBMHETERLFREE

WITH MATURITY OVER THREE MONTHS B=1E B 2 RITIERK
The Group’s pledged bank deposit was placed with a bank NEBZSIKHIRTERDIEHNR —BRIT -
to secure certain corporate banking facilities granted to the EBAREBEMEETARRTAME ZIKA - 83
Group. The deposit was in Renminbi at an interest rate of ZEFRUAREIE  BEFZR2.25E 5
2.25% per annum. Bo
The Group’s bank deposit was placed with maturity over three AEBRTERZERBABA=EAED
months and less than one year. The deposit was denominated R—F - FRIIAETHE BREFE1.55
in US dollar at an interest rate of 1.55% per annum. EitE o
25 CASH AND CASH EQUIVALENTS 25 Be MBS ZEEBY
Group Company
REH YN
2009 2008 2009 2008

—EENF ZEENF ZZTEEAF ZEENF
HK$'000 HK$" 000 HK$'000 HK$’ 000

FET F&T FET FHE T

Cash at banks and in hand ROTEFREFEES 289,504 147,962 83,400 138
Deposits with banks within three #ZFFREA={EA LUK

months of maturity ZIRITER 1,255,347 - 311,293 —

1,544,851 147,962 394,693 138
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Notes to the Accounts

AR B BiRE

25

26

Daphne International Holdings Limited #=3<4¢

CASH AND CASH EQUIVALENTS (CONTINUED)

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

25 Be kB EEY (B)

RERRELEY2REABEUTFIEMHEEE:

Group Company
REE ¥ NN

2009 2008 2009 2008
—EERAF ZTEENFE ZZTENF ZZEENF
HK$’'000 HK$'000 HK$'000 HK$’000
TET FHE T FET FE T
Renminbi AR 1,061,336 123,480 - -
US dollar ESp 474,349 20,284 394,660 -
New Taiwan Dollar e 5,397 3,196 - -
Hong Kong dollar BT 3,501 553 33 138
Korean Won BEE 250 - - -
Euro ‘& 18 449 - =
1,544,851 147,962 394,693 138

As at 31 December 2009, the weighted average effective
interest rate of the Group’s bank deposits within three months
of maturity was 1.07% per annum.

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

TRADE PAYABLES

The ageing analysis of trade payables including trade balances
due to related parties (Note 36(a)) by invoice date is as
follows:

REZZZAF+ZA=+—0 XEEEFXK
HB=EA AN ZRITERZMEFITER
FRMEH1.07E -

ARBTHRER TS EAHLE - EARYE
SRR NS T B P B K BE R X B AT 2R
iz SNEEHEBR RS

B 5 IR
REZANFECEZRARR (BERET
BB 2 E 5 &8 (M 5E36(a))) BRik 5 7 10
T

Group

REE
2009 2008
—EThF —ETN\F
HK$’ 000 HK$’000
FHR FHAR
0 - 30 days 0£30H 185,629 166,462
31 - 60 days 31Z260H 159,957 116,134
61 - 90 days 61Z290H 24,059 94,624
91 - 120 days 911204 3,789 8,758
121 - 180 days 121£180H 1,846 1,424
181 - 360 days 181£360H 3,893 4,723
Over 360 days 360H M k£ 6,144 4,881
385,317 397,006
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BR B M5
27 BANK LOANS 27 RITERK

Group

REE
2009 2008
—EThF -
HK$’ 000 HK$' 000
TET TET

Bank loans MITEX

— Secured (Note (b)) — BIRA (K EE(b)) 14,567 92,542
— Unsecured — 3K - 178,113
14,567 270,655

The carrying amounts of the bank loans are denominated in RITERZRMENUATIEETE :

the following currencies:

Group

AEE
2009 2008
—EINF —EENF
HK$" 000 HK$’ 000
FET FE T
Hong Kong dollar BT - 148,542
Renminbi AR - 74,461
UsS dollar E - 29,571
New Taiwan dollar e 14,567 18,081
14,567 270,655

Notes: MisE :

(@) As at both 31 December 2009 and 2008, all the Group’s bank @) R-EZNER-_ZFEN\FE+-A=+—8:

loans were repayable within one year and the carrying value of
bank loans approximated its fair value.

AEBZRARTERTAR -—FAHEE
MARDEEAFEEES -

REZZEZAF+ZA=1T—H AKEZH
EREHRTERARIBRATHESHE
EREEAZ(CZEZNF  B)NEELD
REFE S (aE21(0)) fEIKH o

(b) As at 31 December 2009, the Group’s secured short-term bank (b)
loans were secured by the listed securities of Sun Home classified
under available-for-sale financial assets with nil (2008: nil)
carrying value (Note 21(b)).

REZEZFANF+ZA=1T—H BITEXKZ
MEFHERERRR[28E (ZEFNF
3.54F) °

(c) The weighted average effective interest rate of bank loans as at (c)
31 December 2009 is 2.8% (2008: 3.54%) per annum.

R=ZZZAFE+-A=1+—0 XQAARE
F Bt BB 2 5% % — A% 4R 17 7L £ 186,600,000
B (ZZEF)\F 285,550,000 jT) [
SR|{TRBEER - R=_ZSTAFE+=A
=+—8 BEAQATERZBERBA (=
ZE)\F : 170,892,000/ 7T) ©

(d) As at 31 December 2009, the Company has given guarantees (d)
to various banks to secure general banking facilities granted
to certain subsidiaries amounting to HK$186,600,000 (2008:
HK$285,550,000). As at 31 December 2009, no facilities covered
by the Company’s guarantees (2008: HK$170,892,000) was
utilised.
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BREMYEE
28 SHARE CAPITAL 28 g7
2009 2008
—EEhF —EE)N\F
HK$’ 000 HK$’000
FHERT FE T
Authorised: EERA
10,000,000,000 ordinary shares 10,000,000,0004% % A% [EI{€0.105& 7T
of HK$0.10 each ZEBR 1,000,000 1,000,000
Issued and fully paid: BRITRHMR
1,637,892,384 ordinary shares 1,637,892,384 F R EI{H0.10/%E 7T
of HK$0.10 each ZEBR 163,789 163,789

There were no movements in the share capital of the
Company during both years ended 31 December 2009 and 31
December 2008.

During the year, 6,700,000 share options granted to executive
directors and employees of the Group under the existing
scheme were lapsed.

Subsequent to year-end, the Company granted an aggregate

of 67,525,000 share options on 27 January 2010 at an exercise

price of HK$6.19 per share to certain directors and employees

under its share option scheme adopted on 29 May 2003 and

amended on 7 December 2009. The share options will vest on
86 each of the five anniversary dates from the date of grant.

Daphne International Holdings Limited Z=5<%E TRER A

BE-SENE+=A=+-HAR-ZSN
E+=A=+—BLREHE  RAARK
W m ML -

ER REBAHBAAGESRAEEE
875 26,700,007 B8 B HEE, % 3 °

FREBE ARAR=Z-FEE—-—H=1++
ARBR-ZFEZTE=FEFA=-THAARMILER
—EZNF+-RA Lt ABITZBERETS
BETEERESRHSG 67,525,000 i
RE THEEEER6198T  BRESZR
REAHESAERERSERE -
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Notes to the Accounts

BEE K
29 RESERVES 29
Group
158
Convertible Share-
Capital bonds Fair value based
Share  redemption capital ~ adjustment  payment  Translation Merger legal Retained
premium reserve reserve reserve reserve reserve reserve  reseves profits Total

BRBE  WERER  OVEE HRGARR
Efti BF EAGRE  BEEE oMEGE  ERBR  oOER  ITGR  RERA it
HKS'ODD  HKPOO0 KOO0 HKSOOD  HKSOO0  RKS'0OD  HKFOOD  HKS'ODD  HKS'OOD  HKS'000
TEL  TRn TER TR fTEr TR TEn TR TR TER

((Note (a)) ((Note (b))  (Note (c)
(Ki(a)) (W) (W)
At 31 December 2007 REBRLETZAZT-B 4505 288 - (8000 11792 9,149 n 18102 108358 1209295
Currency translation differences EiZE - - - - - 69,730 - - - 69,730
Profit appropriations EAAR - - - - - - - 19,562 (19,562) -
Realisation upon disposal of a subsidiary ~ HE-BHEATER - - - - - (3,488) - - - (3,488)
Transferred to profit and loss account TEEMQEWE
upon impairment of an E\B%
available-for-sale financial asset - - - 4,000 - - - - - 4,000
Share of an associated company's eserve i -BHEATRE - - - - - 180 - 5 () 180
Profit for the year Engil - - - - - - - -0 40
Dividends I - - - - = = = = (81,894) (81,894)
Write-back of unclaimed dividends BERERRE - - - - - - - - 1 1
At 31 December 2008 R-EENETZR=1-A 24,505 288 - - 11,792 158,571 n 37669 1,455,003 1,690,744
Currency translation differences EiZE - - - - - 31,250 - - - 31,250
Profit appropriations BAAR - - - - - - - 13,483 (1B.483) -
Realisation upon disposal of  subsidiary EE BNEL 2R - - - - - (4.424) - - - (4.424)
Realisation upon dissolution of a subsidiary B2 -EHEATER = - - = = = = (603) 33 (268)
Share of an associated company's reserve i -BBEN TG - - - - - i - 12 (12) i
Profit for the year EREi| - - - - - - - - M8 39383
Dividends BE - - - - - - - - (84)  (9824)
Write-back of unclaimed dividends BERERRE - - - - - - - - 5 5
Transfer upon lapse of share options BREZIRER - - - - (119 - - - 11,792 -
Issue of convertible bonds RTTRRES - - 26,178 - - - - - - 26,178
At 31 December 2009 REERNETZAZT-A M50 288 26,178 - - 18546 30 80561 171935 2,038,109
Company
N
Convertible Share-
Capital bonds based
Share redemption Contributed capital Translation ~ payment  Retained
premium reserve surplus reserve reserve reserve profits Total
TR SR 13
B fE% BERY
ROaE BERE S RS EREE EXRE  HERE  REEF @t
HK$'000  HKS$'000  HKS$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
TAn TR TAn TR TAn TRET ThAn TER
(Note (a)) ~ (Note (d))
(Brta)  (MrE(d)
At 31 December 2007 ZB2RLE+ZA=T-R 24,505 2882 152,891 - - 11,792 14721 206,791
Profit for the year ﬁ?ﬂﬁﬂ - - - - - - 70,338 70,338
Dividends - - - - - - (81,894) (81,894)
Write-back of unclaimed ﬁélﬁl*?ﬁﬁﬂﬂﬁ £
dividends - - - - - - 1 1
At 31 December 2008 “EZ\EtZR=+-H 24,505 2882 152,891 - - 11,792 3,166 195236
Currency translation ERE%E
differences - - - - 2,003 - - 2,003
Profit for the year EREF - - - - - - 92,738 92,738
Dividends KE - - - - - - (98,243) (98,243)
Write-back of }ﬁ@*?ﬁﬁﬂﬁﬁ =
unclaimed dividends - - - - - - 5 5
Transfer upon lapse BREXNBER
of share options - - - - - (11,792) 11,792 -
Issue of convertible BAURRES
bonds - - - 26,178 - - - 26,178
At 31 December 2009 RZZEAE+ZF=1-H 24,505 2,882 152,891 26,178 2,003 - 9,458 217,917
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AR B BiRE

29 RESERVES (CONTINUED)

Notes:

(a)

(b)

(c)

(d)

(e)

Capital redemption reserve

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

Merger reserve

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

Legal reserves

Legal reserves comprising general reserve fund of HK$72,283,000
(2008: HK$29,750,000) and enterprise expansion fund of
HK$8,278,000 (2008: HK$7,919,000) are required to be set up
pursuant to the statutory laws of China for the Company’s
subsidiaries and an associated company established in China.
The general reserve fund can only be used to make up losses
incurred, increase registered capital or used for collective welfare
of employees. The enterprise expansion fund can only be used to
increase the registered capital.

Contributed surplus

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

Distributable reserves

The Company’s reserves available for distribution to its equity
holders of the Company comprise share premium, contributed
surplus, translation reserve, share-based payment reserve and
retained profits. Under the Companies Law (Revised) of the
Cayman Islands, share premium of the Company is available for
paying distributions or dividends to equity holders subject to
the provisions of its Articles of Association and provided that
immediately following the distribution or payment of dividend,
the Company is able to pay its debts as they fall due in the
ordinary course of business. In accordance with the Company’s
Articles of Association, dividends shall be payable out of the
profits or other reserves, including the share premium account,
of the Company.

Daphne International Holdings Limited #2=4 BIFEZ2AE AR A 7

e

W

29 fHtR (B8)

-]
i

BE

(a)

(b)

(c)

(d)

(e)

e ek

BRABRHEREADIAR - AAAFERR
B ZEE °

RGN

EHRBENBRAARKARARBERZ
BRAHEAREADIARE-—NALFLF
EAERUBREMBTRAEERE 2=
8 o

EEE

EE B EIE72,283,0008 T (ZEEN
F 129,750,000 ) 2 —MBEHFEEER
8,278,000/t (= ZZ )\ : 7,919,000/ 7T)
ZEEMREES > BAHBEEABREEARD AR
FEIR M EARREE AR ERYZ%E
EfffEE - —REFEFEESETARBEHEE
EvEE ENIMEASAREESER
MAZ - CEXERRESETAHMEMEME
z'g °

BABRER

ERBZBABBRIEARARABRBE-ANEF
RBEAWBEHRBAR 2 EEFERFEELR
RBABRBEMBETROEEME 2E8E -

A IR

ARBARDIKTFARRERS A A ZHE
BERMRE HABGK EXRFBRRE
BEF - REMEFS DB E (BER) » A2
AR EETRENEZEEAXNDIK
HRE - RS ARASEREMA 2R
AR MBEEELHDIKFRATRER A2
RAILARENRAEXERBRPEEIHMESE-
REAQAzARDEAKRTEME - REAU
ARB 2 BFIHEMEE (BFEROEER)
XAt e




30 CONVERTIBLE BONDS AND DERIVATIVE

FINANCIAL INSTRUMENT — WARRANTS

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

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

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

(b) the Bonds are convertible at the option of the
bondholders into fully paid ordinary shares on or after
the issue date of the Bonds up to 12 June 2014 at a
conversion price of HK$3.50 per share, subject to certain
adjustments pursuant to the terms of the agreement
entered with the bondholders;

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

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

(e) the exercise price of the Warrants is HK$4.00 per warrant;
and

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

At the issuance of the Bonds, a liability component
representing the 5-year 3.125% straight debt and an equity
component representing the convertible option of HK$3.50
per share were recognised at fair value.

At the issuance of the Warrants, a derivative financial
instrument was recognised at fair value.

The fair value of the Bonds and Warrants are separately
determined based on the valuations performed by an
independent professional valuer. The principal issuance
proceeds of RMB550,000,000 is then allocated to the Bonds
and the Warrants separately in accordance with their
valuation.

Notes to the Accounts

AR B BT

30 A ERESEMITESR T A —

DL E

RZZEZEAFANATZH  AQFABETA
REFEXITEER-ZT—DOFEH 2k
LA REXEFTRRES (BF]) RAR
#%100,000,000/% 7~ 2~ B #7 IR 10 2 Ik £ 32
REE (RAREED AELEH/ARE
550,000,000 °

B KRB REE 2R ANT -

(a) BEFRRABASEUFEFE3 125E
TR ARATABEBEFLEMNSRE

(b) BEFEFHEATEERNESETHHEL
E-E-NEARNAT-RLRAEGAE
BIR3.50/8 T (TRBEZFHE AT
M2 RREE TRAR) LRES
REMEEER

() BFREUABRESRKRIS0ETERY
RIEA5E17178,510,572 8 ZIRIRD

(d) EHFTRIBEFRESAERTERA
REAREE2100%K% 23 BT HIEA
MEBEZ2ETSESEED ;

() RBEZBZITHEERETMHAREREL.00
B &k

(f) AREFTHAREERTAHER
—E2-MFEARA T BIEHARRERTE o

BITESE . SEWMD (AKR3.125EFE 2
FFEHER) RES D (B15RKR3.508 7T 2
SR DRATVEERR -

BRITRARERR  BAVEERITESH
TH-

BEERARERZAFEED NRBEELE
EMEEMZGEEEE ETERITRRARE
550,000,000t H & 7 Bl 1R 15 {8 % & 58 IR 18
B2 hEDE -
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§E E HiEE

30 CONVERTIBLE BONDS AND DERIVATIVE 30 AIMESFRITASM T A -
FINANCIAL INSTRUMENT — WARRANTS RRS AR ()
(CONTINUED)
The fair value of the liability component of the Bonds is BEFEEBNZAFEEAERFZE7.91%
estimated using cash flows discounted at an effective interest B RER/M MERFH 2D FEE
rate of 7.91%, while the fair value of the equity component is RESWHGHE DRATBRRESERNFEE
the residual amount of the proceeds attributable to the Bonds AER - R_ZBEANFE+=-A=+—H" &
and is recognised in the convertible bonds capital reserve. SEENNZREEEEQAFEEMES -

As at 31 December 2009, the carrying value of the liability
component of the Bonds approximated its fair value.

Transaction costs that relate to the issuance of the Bonds and FHEBTESRABREZZRZERRES
the Warrants are allocated to the liability component of the BENBTEH 2 REEREA S BEES
Bonds, the equity component of the Bonds and the Warrants ZEEIND EEFEZREDORIRESE -

proportionately with reference to their respective carrying
value at the issue date.

Movements of the liability component and the equity BE-ZZAF+-ZA=+—HLEE &
component of the Bonds and the Warrants during the year SrEERORERTORIREZSE N
ended 31 December 2009 are as follows: T =

Group and Company

AEERARAT
Liability Equity Derivative
component of component financial
convertible of convertible instrument -
bonds bonds warrants Total
90 ARRES ARRES TESw
BEHH &7 B-RREE wst
HK$' 000 HK$'000 HK$’ 000 HK$’000
TR T THET TR
Principal amount issued BETALE 518,341 26,948 79,896 625,185
Exchange adjustment EHAZ 768 - 899 1,667
Transaction costs R5EH (14,726) (770) = (15,496)
Interest expenses B 11,242 - - 11,242
Fair value adjustment ATEERE - - 203,466 203,466
At 31 December 2009 RZEEAFE+=A=1+—H 515,625 26,178 284,261 826,064
Significant inputs used in the valuation of the fair value of R-EBEENF+ A=+ —HFLRBREE
the Warrants as at 31 December 2009 are: ’D\EFETEHT%HAZEE%(?FZZDT
Share price HK$6.25 B fE 6.25%8 T
Exercise price HK$4.00 TEE 4.008 7T
Implied volatility 37% 5| IR 18 37%
Expected dividend yield 1.31% TEHI IR B R 1.31%
Expected life 4.45 years T8 HA £ 2R 4.45%
Risk-free rate 1.72% 2 3 B F 2= 1.72%
During the year ended 31 December 2009, no Bonds were RBE-ZENF+-A=Z+-BLEFE"
redeemed, converted or purchased and cancelled and no m,@\ﬁaﬁ%&,ﬂ;lﬁl DB EERGEE &
Warrants were exercised. RREFE AT
Daphne International Holdings Limited #=3<4¢ ERRE R A
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31 DEFERRED INCOME TAX

Deferred income tax is calculated in full on temporary
differences under the liability method using the applicable tax
rates.

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

Notes to the Accounts

AR B BT

1 BRIEFTER

ELEREHEASEEIAR TR EZHRERK
REZHEH -

EEFFSEHEEFEZLBUT ¢

Group

rEH
2009 2008
—EEBAF —EZN\F
HK$' 000 HK$'000
FHET FE T
At 1 January R—B—H 30,216 36,357
Exchange adjustment A 234 -

Credited/(charged) to profit A KRB BaEE

and loss account (Note 10) (FFzE10) 8,119 (6,141)
At 31 December R+=—A=+—H 38,569 30,216

Deferred income tax assets are recognised for tax loss to
be carried forward to the extent that the realisation of the
related tax benefit through future taxable profits is probable.
As at 31 December 2009, the Group has unrecognised tax
losses of HK$103,635,000 (2008: HK$65,080,000) to be
carried forward against future taxable income, including
HK$35,580,000 (2008: HK$14,826,000) and HK$61,474,000
(2008: HK$50,254,000) that will expire within the next five
years and in five to ten years, respectively.

The movements in deferred tax liabilities and assets (prior to
offsetting of balances within the same taxation jurisdiction)
during the year are as follows:

AABREFEE 2R BHERERIELR
SHEE HEUEBENERETEER
HRCZERFEINEEEBR R=-ZF
hE+ZA=+-—A AEEEULAEE
AR ZEBRRWAYE 2 ABERRBEEE
103,635,0005& T (ZZZ )\ : 65,080,000
7 7T) » B3%35,580,0008 T (Z2Z /\ &£ :
14,826,0005% 7T) }61,474,0008 T (=&
N\ : 50,254,000 T) 2 Bl R KRR EF R
RAEZ+EZH -

FRCEEHEEEREE (ER — &85
EREEZESRIKEA) 2 #BMT ¢

Group
AEE
Accelerated tax

Deferred income tax liabilities EEFEHEE depreciation
IEBEITE
2009 2008
ZEBAF —EREBN\E
HK$' 000 HK$'000
FHET FH&T
At 1 January m—B—H 1,555 1,115
Exchange adjustment N 20 -
Charged to profit and loss account R BEERR 1,322 440
At 31 December R+=—A=+—H 2,897 1,555
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AR B BiRE

31 DEFERRED INCOME TAX (CONTINUED) 31 IREFREH ()
Group
S {]
Decelerated tax
Deferred income tax assets ~ EEFEHEE Provisions depreciation Tax losses Others Total
B HEHERE HEEE At @t
2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
“EENE CEENE CEENE CBENE ZEEAE CBENE CEENE CEINE ZEENE ZEENE
HK$'000  HK$'000 HKS$'000  HK$'000 HK$'000 HK$'000 HK$'000  HK$'000  HKS$'000  HK$'000
TR TEn T TEr  THErn  TEr  TEm  TEn  TEn TEn
At 1 January W-F-H 21121 23,976 3,659 11,920 368 835 623 14 31, 37,472
Exchange adjustment ERRZ 207 - 3 - ] - 6 - 254 -
Credited/(charged) to A/ (NKRE)
profit and loss account BRk 7,857 3,145 2,131 (8,261) (366) (467) (187) (118) 9,441 (5,701)
At 31 December R+ZB=+-H 35,185 27121 5,839 3,659 - 368 482 623 41,466 31,
LICENSE FEES PAYABLE 32 ENEFFECHE

32

License fees payable was recognised based on a discount rate
of 10% per annum on the minimum guaranteed amount at
the date of inception of the obligation, which was determined
by reference to the Group’s weighted average cost of capital.

As at 31 December 2009, all license fees were payable after
twelve months from the balance sheet date and the carrying
value of the license fees payable approximated its estimated
fair value. The balances payable in the second to fifth year
and over five years were HK$12,622,000 (2008: HK$7,311,000)
and HK$5,228,000 (2008: HK$7,843,000) respectively.

Daphne International Holdings Limited &3 4EBE 12 f% AR A 7

b g TR GERRae S e S

EAEFEERERFAARESEE B EE
BERERBEF10% R EHET > ZUR
ENRBSEREB 2 METIHESHAETE -

R-ZBZNET-A=+—8  FrE45FE
FHRHEERGEERR T _BARXM  mME
HTECERAECRABEHEEGTATER
HE ERE-ZEIERAFULEETRHZ
#eR D Bl £12,622,0008 T (ZZ2F N\ F :
7,311,0005% 7T) %5,228,00058 T (=ZZ2Z N\
£ 17,843,000/ 7T) °




33 CONSOLIDATED CASH FLOW STATEMENT

Reconciliation of profit before income tax to cash generated

from operations

Notes to the Accounts

AR B BT

33 B RMER

BRITEHARFEEEEL 2 HE ZHIR

93

2009 2008
—EENEF —EEN\E
HK$' 000 HK$’ 000
FET F& T
Profit before income tax R P 15 5 AU 2 F 633,543 666,267
Amortisation o 3,782 2,424
Depreciation e 131,292 114,880
Fair value loss on derivative TESMIEAFEEERE
financial instrument — warrants — R AEE 203,466 =
(Gain)/loss on disposal of HE—BMHNBARZ
a subsidiary (=) K8 (1,197) 3,417
Gain on dissolution of a subsidiary f##— & B 2 7 = Y (315) =
Impairment loss on an AHESmERE
available-for-sale financial asset R {E &2 - 4,000
Impairment loss on goodwill EEREEE 10,606 =
Loss on disposal of land use rights H & + tth{f F#E 2 558 - 90
Loss on disposal of fixed assets HEEETEEZER 18,876 20,235
Interest income F B WA (6,609) (2,715)
Finance costs Bt 7% BR 2N 26,704 13,307
Share of profit of an associated  fEE—BEEE AT RF
company (630) (594)
Operating cash flows before EESSSBA 2
working capital changes KEBPESTE 1,019,518 821,311
Decrease/(increase) in inventories F&@4, (#0) 476,327 (320,510)
Decrease/(increase) in trade BSEWIR - EAEUERSR
receivables, other receivables, BERFENRECRD) /i
deposits and prepayments 19,494 (161,161)
Increase/(decrease) in trade BESEMNER  EENMERIRE
payables, other payables and FEstE AL Ofd)
accrued charges 35,505 (35,166)
Cash generated from operations &BE4 2HE 1,550,844 304,474

& — Rl B 2 A

R-BBAENA  AEEUEHBEA DR
BHBRHERAD (RiB) F-BLE=
7+ B % A (525,019,000 7 o A 7

34 DISPOSAL OF A SUBSIDIARY 34
In September 2009, the Group disposed a subsidiary, X #1HE &
AR AR [ ] ), to an independent third party at a cash
consideration of HK$25,019,000. The net assets offX{#at the

date of disposal were as follows: EERCEEFENT :
HK$’ 000
FE T
Net assets disposed of: FrHEEEZRE
Land use rights 4 i {5 F A 6,564
Fixed assets BEEEE 177
Bank balances and cash MITHEBEES 21,505
N 28,246
Exchange gain realised EFBE X s (4,424)
23,822
Gain on disposal o & 1,197
Total consideration AAE 25,019
Net cash inflow arising on disposal: HERELERSRAFE
Cash consideration received EWERESNRE 25,019
Bank balances and cash disposed T ERTEMRRRS (21,505)
3,514

Note: MiEE : FA - AR A K E S R7,0008 TE R

FEE o

During the year,fX#contributed a net loss of HK$7,000 to the
Group.
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BREMYEE
35 COMMITMENTS 35 &JE
(a) Capital commitments for purchase of land use (a) BEIHWEFRAEREEEEZE
rights and fixed assets A
Group
rEEH
2009 2008
—EZTNEF —EENEF
HK$’000 HK$’ 000
FET FE T
Authorised but not contracted BEEEERTH 28,267 25,916
Contracted but not provided for BRI N EREE 27,971 34,615
56,238 60,531
(b) Commitments under operating leases (b) K= ERIE
As at 31 December 2009, the Group had future aggregate R-ZEBEEAF+_A=+—-H &K
minimum lease payments in respect of various production ERZHEERERRZR  BE - #4
plants and facilities, warehouses, offices and distribution ERDEHEZAARELEHEZR
outlets under non-cancellable operating leases as follows: REAEASRABEDT ¢
Group
rEH
2009 2008
—EZNF —EZENEF
HK$’ 000 HK$’000
94 FET FE T
Not later than one year —FRr 548,816 514,936
Later than one year and not —FREREFA
later than five years 531,293 588,062
Later than five years HE#E 7,893 8,109
1,088,002 1,111,107
Payment obligations in respect of operating leases on HEBBRALEMZ R 2 WELER
properties with rentals vary with gross revenues are not EvEMSHEE URFTFTARRFES
included as future minimum lease payments. RHBEEA o
The Company did not have any material commitments as REZBBAF+ZA=+—H ' ' &A2AH
at 31 December 2009 (2008: nil). WEEAERERE(ZZEZENFE  F) o
Daphne International Holdings Limited #=3<4¢ TERE AR A
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AR B BT

(b)

On 5 January 2010, the Group entered into a sale and
purchase agreement with independent third parties to acquire
60% equity interest in Full Pearl International Limited (“Full
Pearl”). Full Pearl and its subsidiaries are principally engaged
in the distribution and retail sales of footwear, apparel and
accessories in Mainland China, Hong Kong and Taiwan, mainly
under the brand name of “AEE”. The total consideration
for the acquisition is HK$195,000,000, comprising an initial
payment of HK$180,000,000 and the balance of HK$15,000,000
which borne interest of 5% per annum to be settled in five
years. The transaction was completed in January 2010 and
management is in the progress of assessing the financial
impact of the transaction to the Group and is not yet in a
position to make an estimation up to the date of this report.

36 RELATED PARTY TRANSACTIONS*AND 36 FHE 7 X5 K AEER
BALANCES
In addition to the transactions and balances disclosed BRAMRE Eﬁﬁﬁ@ﬁﬁ?)}i?ézx%&ﬁ%%'
elsewhere in these accounts, the Group entered into the AEBRFANBETTIEBRLIRS !
following related party transactions during the year:
(a) Transactions and balances with related companies (a) HEEABEN R 2R 5 RAEER
Transactions Balances at year end
R FH A 2EeR
2009 2008 2009 2008
ZEEAF ZEENF ZETRAEFE Z2ENF
HK$' 000 HK$' 000 HK$’000 HK$' 000
THERT THET FTHET THERT
Purchases from: | T 5% 5 5E
An associated company B A H) 752 495 352 157
Investee companies HIRE AR 3,360 39,855 799 5,465
Purchases of shoe materials and footwear from the BEEATDAKEOFREREARAHEE - €2
associated company, Dayong, and investee companies, RABRHBHEYNREEERZIRSZ IR
Sun Home, Jingxing and Daen, were conducted in the AEBHEEBBREIET -XFHADIE
normal course of the Group’s business. The terms of AEBEIGHFMERET > MAABENE
transactions were determined and agreed between the BT IRBRE SRR o
Group and the counter parties and all balances due were
repayable according to trade terms.
Key management personnel compensation (b) FEEEAEZH M
2009 2008
ZEBAF —EENF
HK$'000 HK$’ 000
FHET FHET
Salaries and bonuses HeRIEA 21,547 23,203
Defined contribution pension costs EZEHFEARE KA 270 246
21,817 23,449
37 SUBSEQUENT EVENT 37 HERREIR

R-ZE—ZF—BHF AEEFRBIUIE=
FEIN—BEEHZ UKWBEREBRER
A2 TEZ]D60%BAERZ - EYREMN
BRAEAEERFEAE BERAERS
DERTEIAEE | MECHEER  RHR
B2 4 o Ut BE S5 18 2 4 X & %195,000,0005%
7t B3 % {4 5180,000,00058 T R FK
15,000,000 7t Al & F FI ER5E:+ B - AR
AFERFE LEXZFER=ZE—ZFE—A4
T BEEELTIELRZHAER B R
S, EEARREAPEREMEH MG ©
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FIVE-YEAR FINANCIAL SUMMARY

T EIEHE

For the years ended 31 December

BE+tZ-BA=1+t—HLFE

2009 2008 2007 2006 2005
ZEZNF ZETN\F ZZTEF ZTTF TTRF
HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
Results ES FAT FHT FHT FHET FHT
Turnover =3 5,831,994 5,289,297 3,853,580 3,093,086 2,622,677
Gross profit E A 3,207,078 2,787,386 1,829,779 1,395,212 1,143,943
Profit before income tax B BT 15 ¢ AT &2 7 633,543 666,267 530,018 391,617 319,216
Profit for the year A&7 R
attributable to: FAREA 400,659 497,177 388,720 295,104 256,056
Equity holders of the NN
Company BEA 393,838 492,920 384,383 291,566 254,593
Minority interests DHRRE 6,821 4,257 4,337 3,538 1,463
Basic earnings per share BRERET
(HK cents) (FEAL) 24.05 30.09 23.47 17.80 15.72
Dividend per share BREE
(HK cents) (B 8.0 5.5 5.0 4.5 5.0
As at 31 December
R+=—A=+—8
2009 2008 2007 2006 2005
—ETNF ZZET)N\F TTLF —TETF —TTAHF
HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000 HK$’ 000
Assets and liabilities EERAE FET AT FET FET FET
Total assets BEE 3,940,808 2,962,361 2,361,901 1,718,838 1,434,624
Total liabilities BEHME 1,698,883 1,071,063 954,719 705,626 611,008
Total equity attributable to: A R& 7 fE(S
B 2,241,925 1,891,298 1,407,182 1,013,212 823,616
Equity holders of the ZN/NCIE
Company HAEA 2,202,898 1,854,533 1,373,084 981,308 744,207
Minority interests DH R R ER 39,027 36,765 34,098 31,904 79,409

Daphne International Holdings Limited #£3<4¢
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