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Chairman’s Statement and Management Discussion and Analysis

TREREREEBNWED N

On behalf of the board of directors (the “Board") of Dragonite International Limited (the
“Company”), | hereby present the audited results of the Company and its subsidiaries

(collectively the “Group") for the year ended 31 December 2012 (the “Year").

BUSINESS REVIEW

The Group recorded an audited consolidated net loss of approximately HK$66,080,000
for the Year (201 1: HK$314,081,000). Tumover for the Year was a negative amount of
approximately HK$ 1,551,000 (201 I: negative amount of approximately HK$232,907,000).
The net asset value of the Group increased from approximately HK$235,852,000 as
at 31 December 2011 to approximately HK$310,445,000 as at 31 December 2012,

representing a 31.63% increment.

Loss for the Year was mainly attributable to the following factors:

I. The Group's securities portfolio has suffered the net realized and unrealized
losses of approximately HK$ 11,104,000 (2011: net loss of approximately
HK$214,408,000) on change in fair value of financial assets at fair value through
profit or loss (“FAFVPL") in the income statement.

2. The sales of electronic cigarette products remained sluggish during the Year as
the Group continued revamping its products. Limited sales were recorded in the
People’s Republic of China (the "PRC") market and some minimal sales to overseas

markets were made after various lab-testing approvals were granted.

3. Due to the change in fair value of derivative financial instruments, a loss of
approximately HK$ 11,643,000 (2011: a gain of approximately HK$958,000) was

recorded for the Year.

4. Provision for doubtful debts on loan receivable amounted to HK$10,000,000 (201 1:

NIL) was made for the Year.

5. Due to technical or commercial obsolescence, a provision for impairment of
inventories at about HK$4,839,000 (201 I: HK$31,796,000) was made for the Year.
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Chairman’s Statement and Management Discussion and Analysis

Health Care Products
In 2012, the Group temporarily suspended production in order to upgrade its
manufacturing plant in Shenyang. Following the upgrade, approval was granted in January

2013 for sales and production of Chenlong Baoling Longevity Ginseng products.

Pharmaceutical Products

Azithromycin Granules (Il) (TF % & % & KL (I)]) and Rosiglitazone Hydrochloride
Capsules ([ B E& 718 51| BB % ) remained as two key products of the Group for the
sales during the Year. Despite the continued increase in prices of raw materials and
energy, continued strategic price reduction of medicine and irrational price competition,
the Group managed to exercise tight control of costing of its products. The performance
of trading of pharmaceutical products was stabilized. Turnover of pharmaceutical products
for the Year was approximately HK$17,787,000, representing an increase of 23.36% from
approximately HK$ 14,419,000 as compared to the previous year.

Electronic Cigarettes and Intellectual Property

In 2012, the Group consolidated distribution of electronic cigarettes in the PRC and had
limited sales increases in overseas markets, resulting in a decrease in tumover of electronic
cigarettes from approximately HK$5,363,000 in 201 | to approximately HK$2,540,000 in
2012,

The Group is proceeding with plans to re-launch electronic cigarette products in several
new markets. In addition, the Group has successfully resolved litigation related to US
Patent No. 7,832,410 (the 410 Patent) with a win of 3 default judgments/permanent
injunctions, 5 defendants agreeing to settlement, and 5 defendants admitting infringement

and validity of the '410 Patent.
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Chairman’s Statement and Management Discussion and Analysis

TREREREEBNWED N

As previously announced, a new US Patent, Patent No. 8,156,944 (the '944 Patent), was
granted in April 2012 in favor of the Group's wholly-owned subsidiary, Ruyan Investment
(Holdings) Limited. The ‘944 Patent is one of several patents in the Group's electronic
cigarette intellectual property portfolio and is related to the fundamental architecture and
functionality of the electronic cigarette. Ruyan Investment (Holdings) Limited filed ten new
complaints in June 2012 for infringement of the ‘944 Patent against (i) BARJAN LLC, a
Delaware limited liability company, (i) CB DISTRIBUTORS, INC, an lllinois corporation
and DR DISTRIBUTORS, LLC, an lllinois limited liability company dba 21st CENTURY
SMOKE, (iii) FINITI BRANDING GROUP, LLC, an llinois limited liability company, (iv)
LOEC, INC, a Delaware corporation, (v) LOGIC TECHNOLOGY DEVELOPMENT LLC,
a New Jersey limited liability company, (vi) NICOTEK LLC, a Colorado limited liability
company, (vii) THE SAFE CIG, LLC, a California limited liability company, (viii) SOTTERA,
INC, a Nevada corporation, (ix) SPARK INDUSTRIES, LLC, a California limited liability
company, and (x) VAPOR CORP., a Nevada corporation, (collectively, the “Defendants”)
in the United States District Court of the Central District of California. The above
Defendants included the largest electronic cigarette companies operating in the United

States at the time.

Continued improvements to Ruyan's atomization technology deliver nicotine more
efficiently and at a sustained level over the life of the atomizer. RUYAN emphasizes
reliability in the design and manufacture of its products. RUYAN provides a stainless
steel, encased and leak-resistant cartomizer that houses the atomizer. Ruyan has adopted
several methods to ensure there is no leakage and there are no droplets being inhaled

into the mouth — common problems in the e-cigarette industry.

Throughout the Year, further progress was made in market-entry and interational sales.
Business was advanced in sales and in regulatory and market planning with partners or

potential partners in Israel, the United Kingdom, France, Switzerland, Sweden and India.
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Chairman’s Statement and Management Discussion and Analysis

Trading of Securities

The Group continues its principal business in securities trading and as a treasury function
invests its surplus cash in the Hong Kong securities market with an aim to capture future
appreciation of share price. The net realized and unrealized losses incurred by securities
trading substantially decreased to approximately HK$ 11,104,000 for the Year (2011: net
loss on the change in fair value of FAFVPL approximately HK$214,408,000). The net
realized gain on change in fair value of FAFVPL amounted to approximately HK$262,000
(2011: net realized loss of approximately HK$65,924,000). As the deposit rate offered by
the licensed banks in Hong Kong is minimal, the Group will continue to utilize the surplus
funds for short term securities investments and also to grasp the opportunities to diversify

its investment portfolio.

Property Investment

The Group has fully leased out the entire area (except the common area for public
access) of the premises situated at the Basement, China United Centre, 28 Marble Road,
North Point, Hong Kong to a Chinese clinic and a pharmacy, generating a monthly rent of
HK$410,000. Attributable to such rental income, the Group recorded a segment turnover
of approximately HK$4,680,000 for the Year (201 I: HK$1,671,000).

Money Lending

During the Year, the Group has utilized part of its surplus cash to provide short-term
financing to individual borrowers. Interest income generated from money lending business
amounted to HK$300,000 for the Year. The Group had taken legal action against a
borrower and impairment loss of HK$10,000,000 was recognised during the Year due to

default of repayment.
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Chairman’s Statement and Management Discussion and Analysis

TREREREEBNWED N

LIQUIDITY, FINANCIAL ANALYSIS AND CAPITAL STRUCTURE

As at 31 December 2012, the Group has fully repaid its unsecured borrowings, remaining
a secured bank borrowing of approximately HK$25,676,000 (31 December 201 1:
HK$92,342,000). Such borrowing was denominated in Hong Kong Dollar, and thus,
there was no exposure to fluctuations in exchange rate. Gearing ratio of the Group
decreased from approximately 39.15% as at 3|1 December 2011 to approximately
827% as at 31 December 2012. This calculation is based on net borrowings mentioned
above and shareholders’ funds of approximately HK$310,445,000 (31 December 201 I
HK$235,852,000). Cash and bank balances amounted to approximately HK$34,881,000
(31 December 201 1: HK$55,970,000) and total assets were approximately
HK$394,990,000 (31 December 201 I: HK$375,323,000). Net current assets of the
Group on the same date amounted to approximately HK$104,571,000 (31 December
201 1: HK$52,633,000). As at 31 December 2012, inventories amounted to approximately
HK$8,555,000 (31 December 201 I: HK$8,487,000). As at 31 December 2012, the Group
had approximately HK$2,698,000 capital commitment for the acquisition of assets in the
future (31 December 201 I: HK$317,000).
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Chairman’s Statement and Management Discussion and Analysis

In order to improve the financial position of the Group, the Company carried out the

following fund raising exercises during the Year:

)

In March 2012, the Company completed a capital reorganisation which involved,
among others, share consolidation of every 5 issued shares into | consolidated
share and capital reduction. Upon the said capital reorganisation became effective
after 4:00 p.m. on |9 March 2012, par value of the shares of the Company had
become HK$0.0l each and the authorised share capital of the Company has
become HK$1,000,000,000 divided into 100,000,000,000 shares of HK$0.01 each.
Subsequently, the Company allotted and issued 1,086,923,000 shares on 2 May
2012, by way of rights issue at a subscription price of HK$0.| per rights share on
the basis of two rights shares for every one share then held. Gross proceeds of

approximately HK$ 108,692,000 were raised.

On 29 June 2012, the Company completed a placement of 326,076,900 ordinary
shares to independent investors at the placing price of HK$0.066 per share and the
Company received gross proceeds of approximately HK$2 1,52 1,000.

These fund raising activities during the Year (i) strengthened the Group's financial position

with additional resources for future expansion; and (i) provided the paid-up capital for

a new wholly-owned subsidiary, which was incorporated in California in July 2012, to

facilitate sales, marketing, regulatory compliance as well as public relations in regard to the

Group's electronic cigarette business in the United States.

On 31 October 2012, the Company completed another capital reorganisation which

involved a share consolidation of every 20 issued shares into | consolidated share

followed by a capital reduction. Upon the said capital reorganisation became effective

after 400 pm. on 31 October 2012, par value of the shares of the Company remained

at HK$0.01 each. As at 31 December 2012, the issued share capital of the Company was
105,974,992 shares of HK$0.01 each.
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Chairman’s Statement and Management Discussion and Analysis

TREREREEBNWED N

Pursuant to the option agreement dated 8 August 201 | relating to the possible acquisition
of Apex Corporate Investments Limited (“Apex”), the holding company of HON Chinese
Medicine Company Limited (“Clinic"), the exercise price of the call/put options is capped
at HK$75 million and the minimum is HK$25 million. The Group will keep itself appraised
of any future fund raising opportunities for investing in Apex and the Clinic if and when

the option is exercised.

FOREIGN EXCHANGE RISKS

The Group's operations conducted in the PRC are mainly settled in Renminbi. However,
securities trading and investments, money lending, property investment and all corporate
activities such as fund raising activities are conducted in Hong Kong Dollars. Therefore, the
Group is exposed to fluctuations in foreign exchange rate to a certain extent. Currently,
the Group has no formal hedging policies in place. The Group has not entered into any
foreign currency exchange contracts or derivatives to hedge against the Group's currency

risks.

PROSPECTS FOR THE YEAR 2013 AND DEVELOPMENT PLAN

Electronic Cigarette

The range and mix of extemal issues affecting Ruyan's international business require that
Ruyan continues to lead on all fronts and to maintain its upward trajectory in intellectual
property protection, product development, scientific testing, quality manufacturing, and

securing and serving strong distribution channels. Five key points deserve to be highlighted:

. Ruyan is committed to safety and quality and will address the critical concerns of

governments and customers around the world.

. Ruyan has upgraded its manufacturing facilities to fill its e-cigarette products under

GMP manufacturing standards. Ruyan’s factory was awarded ISO9001 in late 2012.

. Ruyan technology provides superior consistency in nicotine and vapor delivery and

deep lung absorption.

. Ruyan, with its extensive intellectual property portfolio and growing international
distribution network, is strongly-positioned for the long-term challenges and

opportunities that lie ahead.
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Chairman’s Statement and Management Discussion and Analysis

. The worldwide trend toward smoking bans and practical smoking alternatives

continues to accelerate exponentially.

It is expected that, various legal initiatives underway will begin to yield significant results
to raise market share in key markets by the 2nd and 3rd quarters of 2013. Ruyan remains
confident in the strength of its intellectual property. It is expected that investments in

intellectual property protection and enforcement will continue in 2013.

Finally, Ruyan will continue to work with governments and international organizations
around the world to address continuing concerns about the safety and regulatory
requirements of the electronic cigarette. Scientific testing will continue and be accelerated.
Ruyan believes in the essential contribution of its invention to the betterment of
humankind and the markets that are demanding practical solutions to the smoking

pandemic.

Possible Disposal of Electronic Cigarette Business

During the Year, the Company engaged an international investment bank to advise the
Company on the possible disposal of the electronic cigarette business in whole or in parts
(the "Possible Disposal”). The initial closing date for the bid was 22 March 2013. As at the
date of this statement, the Company has tentatively received one bid for the intellectual
property assets only and the Board is considering entering into an exclusive arrangement
with this potential buyer for a period of 30 days. The Company may consider the bids
for other assets in the future. The Board has not yet concluded the form of the Possible
Disposal with the potential buyer(s) and hopefully the sales and purchase agreement can
be reached. No definitive agreements have been signed and the Possible Disposal may or

may not materialize.

Pharmaceuticals and Health Care Products
In 2012, the operating results of pharmaceuticals products were generally satisfactory. The
Group will attempt to develop more sales channels and focus on exploring new product

lines to broaden the income stream.

Following completion of the production plant upgrade and upon the grant of sales and
production approval in January 2013, the Group expects to resume production of health

care products in 2013.
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Chairman’s Statement and Management Discussion and Analysis

TREREREEBNWED N

DETAILS OF MATERIAL ACQUISITION AND DISPOSAL OF SUBSIDIARIES

There were no material acquisitions or disposals of subsidiaries during the Year.

PLEDGE OF ASSETS
At 31 December 2012, the Group pledged its investment property to secure its bank
borrowing of approximately HK$25,676,000 (31 December 201 I: HK$27,342,000).

At 31 December 2012, margin facilities of approximately HK$64,914,000 (31 December
201 1: HK$51,486,000) from regulated securities brokers were granted to the Group

which were secured by the Group's FAFVPL with the carrying amount of approximately
HK$129,828,000 (31 December 201 I: HK$ 124,654,000).

CONTINGENT LIABILITIES
As at 31 December 2012, the Group did not provide any form of guarantees for any
external party and was not liable to any material legal proceedings of which provision for

contingent liabilities was required.

EMPLOYEE POLICY

As at 31 December 2012, the Group employed approximately 105 employees in the
PRC and Hong Kong. The remuneration package of the employees is determined with
reference to their performance, experience and their positions, duties and responsibilities

in the Group.
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Chairman’s Statement and Management Discussion and Analysis

EVENTS AFTER THE REPORTING PERIOD

On 7 February 2013, the Company completed a rights issue on the basis of one rights
share for every share held on the record date at the subscription price of HK$1.00 per
rights share. Net proceeds of approximately HK$101.83 million were raised, of which
approximately three-fourth was injected into Ruyan Holding Corporation, a wholly owned

subsidiary of the Company for electronic cigarette business.

APPRECIATION
The Board would like to express our gratitude and sincere appreciation to our business
partners, all management and staff members, and shareholders for their continuous

support.

TREREREEBTWRED N
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ot
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n

By Order of the Board AEZeH
Dragonite International Limited LRERERDLT
Wong Yin Sen FE
Chairman IER
25 March 2013 —F-=f=A-t+1H
2012 4 & ERERARAT
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Corporate Governance Report
TEERRE

The board of directors (the “Board") of the Company is committed to maintaining
and ensuring a high standard of corporate governance. The Board takes the view that
a high standard of corporate governance lays down a solid foundation for enhancing a
high degree of accountability and transparency, maintaining sound and effective internal
control, improving the performance of the Group and safeguarding the interests of the

shareholders of the Company.

The Board has adopted the code provisions set out in the Corporate Governance Code
(the "Code" and formerly known as the Code on Corporate Governance Practices)
as contained in Appendix 14 to Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”). The Company has complied with all
code provisions of the Code on Corporate Governance Practices during the period from
I January 2012 to 31 March 2012 and the Code during the period from | April 2012 to
31 December 2012, except the deviations from code provisions A4.| and A6.7 of the
Code. The Board will continue to review and recommend such steps as appropriate in a

timely manner in order to comply with the requirements of the Code.

THE BOARD

As at 31 December 2012, the Board comprised of Mr. Wong Yin Sen (Chairman), Mr.
Gary Drew Douglas (Managing Director), Mr. Hon Lik (Chief Executive Officer), Ms.
Chan Mee Sze and Mr. Lam Suk Ping as Executive Directors; and Mr. Chung Yuk Lun, Mr.
Liu Kwong Sang, Mr. Lam Man Sum, Albert and Mr. Ho Tak Fun as Independent Non-
Executive Directors. Mr. Pang Hong resigned as an Independent Non-Executive Director

of the Company with effect from 29 February 2012.

The biographies of the Directors are set out in pages 28 to 31. The composition of Board

members demonstrate a diversity of skills, expertise, experience and qualifications.

To the best of knowledge of the Company, save for the interests in the shares of the
Company held by Absolute Target Limited, a corporation which is controlled as to
46.25%, 42.5% and 11.25% by Mr. Wong Yin Sen, Mr. Hon Lik and Mr. Wong Hei Lin
respectively, there is no financial, business, family or other material/relevant relationship

between the Directors.
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The Board is responsible for the overall strategic development of the Company and its
subsidiaries (collectively the “Group”) and is also responsible for the financial performance,
internal control policies and business operations of the Group. The daily operations of the
Group are delegated to the Group management. All Directors are provided with updated
information relating to corporate governance and regulatory matters. Since April 2012, all
Directors have been provided with monthly management updates giving a balanced and
understandable assessment of the Company's performance, position and prospects to

enable the Directors to discharge their duties under the Listing Rules.

The Board is responsible for performing corporate governance functions with written

terms of reference. The primary duties are:

I. To develop and review the Company's policies and practices on corporate

governance.

2. To review and monitor the training and continuous professional development of

Directors and senior management.

3. To review and monitor the Company's policies and practices on compliance with

legal and regulatory requirements.

4. To develop, review and monitor the code of conduct applicable to employees and
Directors.
5. To review the Company's compliance with code and disclosure in the corporate

governance report.

BOARD MEETINGS

The Executive Directors meet on a regular basis to discuss the ordinary business of the
Company. Board meetings are held to discuss the overall development, operation, financial
performance, interim results, annual results and other business of the Company that
requires approval from the Board. Reasonable notice has been given to Board members
to give them an opportunity to attend. All Board members are provided relevant
documentation covering the subject matter of the board meetings. Board members
are also provided with sufficient information in a timely manner to review and consider
matters to be discussed at Board meetings. The Company utilizes telephone conferencing

for Directors who are not able to attend in person.
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Corporate Governance Report

ERERRE

During the year ended 31 December 2012 (the “Year"), the Board held 29 board REBE-T——_F+-A=+—BLEFE(X

P

meetings. The following table shows the attendance of Directors at board meetings during FE]) EFQERTVIREFEEH X

the Year:

IIFAFENESHFEESEERNEN -

Name of Directors Attendance
SR HESERY
Executive Directors HITES

Wong Yin Sen (Chairman) IER (£E) 23/29
Gary Drew Douglas (Managing Director) Gary Drew Douglas (EFAE4H) 28/29
Hon Lik (Chief Executive Officer) BN (77B#EE) 18/29
Chan Mee Sze RER 29129
Lam Suk Ping MR 29129
Independent Non-Executive Directors BYFHITES

Chung Yuk Lun ERM 229
Liu Kwong Sang BEE 10129
Lam Man Sum, Albert MER 6/29
Ho Tak Fun s 9129
Pang Hong (resigned on 29 February 2012) BB (R-ZE——F_H_1ARABT) 0/5

During the Year, all Directors discharged their duties in a dedicated, diligent and proactive REAEER 2BREENABEEZANIE
manner with reasonable prudence. They have executed their duties in accordance with - EERETHETEE  EEREBELTRH
statutory requirements, the articles of association of the Company (the “Articles of T RNABEGERAE([HEGERAE DR
Association”) and the Listing Rules. All Directors have exercised due care in monitoring THHRABTEE 2EEEEEEEANT

corporate matters of the Company and provided sufficient time and attention to all MEESEH TIEATKEB LB HETIASE

significant issues of Group.
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DIRECTORS’ CONTINUOUS PROFESSIONAL DEVELOPMENT

The Directors are encouraged to enroll in professional development courses and

programs so that they can continuously update and refresh their knowledge and skills. The

training received by each Director is set out below:

Directors

=
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S EEARE

ESZREERRRE
EZRZB2NIXRRAERAD BRF
RETETEM REEAMBNRGE - SEFHE
AIEFIIT -

Corporate Accounting/
Governance/ Financial/
Updates on Management
Laws, Rules or Other

& Regulations  Professional Skills

xR EE. 8%/ HES
BRI R ARG EEHHM
RHER ERRRE

Executive Directors
Wong Yin Sen

Gary Drew Douglas
Hon Lik

Chan Mee Sze

Lam Suk Ping

Independent Non-Executive Directors
Chung Yuk Lun

Liu Kwong Sang

Lam Man Sum, Albert

Ho Tak Fun

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code”) as set out in Appendix 10 of the Listing Rules.
Following enquiries with the Directors, the Company has received confirmation from each

of the Directors confirming that he or she has complied with the required standard of

dealings set out in the Model Code for the Year.

BITES
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Gary Drew Douglas
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BUFHTES
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MER
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SEGREGATION OF DUTIES

Chairman, Managing Director and Chief Executive Officer positions are held by separate
individuals with a view to maintain an effective segregation of duties in respect of the
management of the Board and the day-to-day management of the Group's business. The
Chairman is responsible for the management of the Board. The Managing Director is
responsible for implementing the overall strategy of the Group and the Chief Executive

Officer is responsible for the Group's day-to-day operation.

INDEPENDENT NON-EXECUTIVE DIRECTOR

The Independent Non-Executive Directors bring independent judgment to the
Board. Each Independent Non-Executive Director sent a written confirmation of their
independence pursuant to Rule 3.13 of the Listing Rules to the Company. Based on these
confirmations, the Board considers that all Independent Non-Executive Directors have

met the qualifications of Rule 3.13 of the Listing Rules for the Year.

APPOINTMENT AND RE-ELECTION OF DIRECTORS

Directors are appointed in accordance with their qualifications and experience to ensure
they are capable to perform their duties and protect the interests of the stakeholders.
Every newly appointed Director receives a comprehensive and formal introduction to
ensure that he/she has an understanding of the Group's business and operation, his/
her responsibilities and obligations under the Listing Rules and relevant regulatory

requirements, and the Model Code.

Article A4.l of the Code stipulates that non-executive directors shall be appointed for
a specific term and be subject to re-election. The Independent Non-Executive Directors
of the Company have not appointed for a specific term of office, which constitutes a
deviation from A4.| of the Code. However, all Independent Non-Executive Directors
are subject to retirement by rotation at the Annual General Meeting of the Company in
accordance with the Articles of Association. The Board therefore considers that sufficient
measures have been taken to ensure that the Company's corporate governance practices

are no less exacting than those of the Code.

According to the provisions of the Articles of Association and the Listing Rules, any
Director appointed by the Board to fill a casual vacancy shall hold office until the next
following general meeting of the Company, and in the case of an addition to the existing
Board, until the next following Annual General Meeting of the Company. Furthermore,
each Director, including those appointed for a specific term or holding office as Chairman
and/or Managing Director, are subject to retirement by rotation at least once every three

years.
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NOMINATION OF DIRECTORS

In March 2012, the Company has established the nomination committee which is
responsible for the selection of individuals nominated as Director. The Board considers
the experience, qualification, general market conditions and composition of the Board in

selecting and recommending candidates as Directors of the Company.

Detailed information relating to educational, professional qualifications and relevant work
experience are provided at the board meeting to approve the proposed appointment of
new Directors. The criteria for selecting Directors are mainly based on the candidate’s

qualifications, experience, professional knowledge, ethics and integrity.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

In determining the remuneration of Directors and senior management, the Company
took into account (i) prevailing market conditions; (ii) time commitment requirements;
(i) duties and responsibilities; (iv) contribution to the Group; (v) qualifications and (vi)
experience, to ensure sufficient remuneration levels to attract and retain high caliber

personnel without paying excessively.

THE COMMITTEES

Audit Committee

The audit committee of the Company (the “Audit Committee”) was established in 200
and the Company adopted written terms of reference for the Audit Committee. In March
2012, the Board adopted a set of revised terms of reference of the Audit Committee.
During the Year and up to the date of this report, the Audit Committee comprised of the

following Independent Non-Executive Directors:

Mr. Chung Yuk Lun (Chairman)

Mr. Ho Tak Fun

Mr. Lam Man Sum, Albert

Mr. Liu Kwong Sang

Mr. Pang Hong (resigned on 29 February 2012)
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The primary duties of the Audit Committee include, among other things, review and
supervision of the financial reporting process and the Company's interal control policies
and procedures. The Audit Committee also acts as the communication bridge between
the Board and the external auditors in relation to the planning and scope of audit work.
The appointment of members to the Audit Committee was based on members' breadth
of experience in various commercial sectors and professional knowledge of financial

reporting and general management.

The Audit Committee met twice during the Year to review interim and annual results of
the Group and internal control issues. The attendance records of the meetings are shown

below.

Remuneration Committee

The remuneration committee of the Company (the “Remuneration Committee”)
was established in 2005. In March 2012, the Board adopted a set of revised terms of
reference of the Remuneration Committee which included changes in line with the
new requirements of the Code. During the Year and up to the date of this report, the
Remuneration Committee comprised of the following Independent Non-Executive

Directors:

Mr. Chung Yuk Lun (Chairman with effect from
29 February 2012)

Mr. Liu Kwong Sang

Mr. Lam Man Sum, Albert

Mr. Ho Tak Fun

Mr. Pang Hong (resigned on 29 February 2012)

Upon the resignation of Mr. Pang Hong on 29 February 2012, Mr. Chung Yuk Lun
assumed the position of Chairman of the Remuneration Committee. The primary duties
of the Remuneration Committee include, among other things, determining the policy for
the remuneration of Executive Directors, assessing performance of Executive Directors
and approving the terms of Executive Directors’ service contracts. The Remuneration
Committee review and approve the management's remuneration proposals with reference
to the Board's corporate goals and objectives to make recommendations to the Board on

the remuneration packages of individual executive Directors and senior management.

During the Year, the Remuneration Committee held one meeting. The attendance record

of the meeting is shown below.
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Nomination Committee

In compliance with Code A5.1 of the Code effective on | April 2012, the Company
established a nomination committee (the “Nomination Committee”) in March 2012
with written terms of reference. During the Year and up to the date of this report, the

Nomination Committee was comprised of five Directors:

Mr. Lam Man Sum, Albert (Chairman)
Mr. Gary Drew Douglas

Mr. Chung Yuk Lun

Mr. Liu Kwong Sang

Mr. Ho Tak Fun

The primary duties of the Nomination Committee include (i) reviewing the structure, size
and composition of the Board; (ii) selection of individuals nominated for directorships;
(iii) assess the independence of Independent Non-Executive Directors; and (iv) make
recommendations to the Board. The Nomination Committee shall meet at least once a

year. The first meeting of Nomination Committee was held during the Year.

Attendance Record
The following table shows the attendance of Directors at meetings of the Audit

Committee, Remuneration Committee and Nomination Committee during the Year:
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INVESTOR RELATIONS AND COMMUNICATIONS

Company general meetings are valuable platform to allow the Board to communicate with
shareholders and answer questions regarding proposed resolutions. Individual resolutions
were stipulated at general meetings for each substantial issue and Board members are
available to answer questions raised by shareholders. The attendance of each Director at

the general meetings of the Company for the Year is set out below:

REEBENBE
AREBRRBEFAGREECYE  URES
CHRRBARONEARAREZRZRNA
B BRRAGHEEAFRHEEREER -
MEFEREDGIEAGEERR 2IEM -
BEERAEFRELEARARRAGHOENE
S

Name of Directors Attendance
ExsE HEER
Executive Directors HITES

Wong Yin Sen (Chairman) IER (£E) 313
Gary Drew Douglas (Managing Director) Gary Drew Douglas (EFA84F) 213
Hon Lik (Chief Executive Officer) W (17B#E%) 073
Chan Mee Sze RER 33
Lam Suk Ping MRRF 33
Independent Non-Executive Directors BYFHTES

Chung Yuk Lun EEH 3/3
Liu Kwong Sang BE% 13
Lam Man Sum, Albert MREDR 213
Ho Tak Fun (D253 3/3
Pang Hong (Resigned on 29 February 2012) B (R—F——F-H -+ NHET) 0/0

Under the code provision of A.6.7 of the Code, all independent non-executive directors
should attend general meetings of the Company and develop a balanced understanding
of shareholders’ view. Mr. Liu Kwong Sang was unable to attend the Company's Annual
General Meeting on 29 May 2012 due to sickness. For the Extraordinary General Meeting
held on 6 August 2012, Mr. Liu Kwong Sang and Mr. Lam Man Sum, Albert were unable

to attend due to other business engagements.
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In March 2012, the Board adopted a Shareholder's Communication Policy aiming to
provide Shareholders and potential investors with ready and timely access to balanced and
understandable information of the Company. Information of the Group was disseminated

to Shareholders and investors as follows:

. Delivery of interim reports and annual reports to all shareholders of the Company

and other interested parties;

. Announce interim results and annual results on the Stock Exchange's website and
the Company's website; and issue and publication of other announcements and
shareholders' circulars in accordance with the continuing disclosure obligation under

the Listing Rules; and

. Price sensitive information is disclosed to the public by way of announcement as

required by the Listing Rules.

Procedures for directing shareholders’ enquiries to the Board

Shareholders may direct enquiries to the Board at any time. Such enquiries can be
addressed to the Company Secretary by mail to the Company's principal office in Hong
Kong at Room 1101, Ilth Floor, China United Centre, 28 Marble Road, North Point,
Hong Kong.

SHAREHOLDERS’ RIGHTS

Procedures for shareholders to convene an Extraordinary General Meeting and putting
forward proposals at shareholders’ meetings

There are no provisions allowing shareholders to propose new resolutions at general
meetings under the Cayman Islands Companies Law or the Articles of Association.
Shareholders who wish to move a resolution may request the Company to convene an

Extraordinary General Meeting following the procedures set out below.

Pursuant to Article 58 of the Articles of Association, any one or more members holding
at the date of deposit of the requisition not less than one-tenth of the paid up capital of
the Company carrying the right of voting at general meetings of the Company shall at all
times have the right, by written requisition to the Board or the Company Secretary of the
Company, to require an Extraordinary General Meeting to be called by the Board for the

transaction of any business specified in such requisition.
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If the requisition is in order, then the meeting shall be held within two (2) months after
the deposit of such requisition. If within twenty-one (21) days of such deposit the Board
fails to proceed to convene such meeting the requisitionist(s) himself (themselves) may
do so in the same manner, and all reasonable expenses incurred by the requisitionist(s)
as a result of the failure of the Board shall be reimbursed to the requisitionist(s) by the

Company.

Procedures for proposing a person for election as a Director
Procedures for proposing a person for election as a Director, please refer to the

procedures available on the Company's website at www.dragonite.com.hk.

SIGNIFICANT CHANGES IN CONSTITUTIONAL DOCUMENTS

At the Extraordinary General Meeting held on |7 December 2012, a special resolution
was passed to amend the Articles of Association. The purpose of the amendments is to
bring the Articles of Association up-to-date and in-line with the recent amendments to
the Listing Rules, as well as the Code, and certain housekeeping amendments proposed

by the Board. The major amendments include the followings:-

) An Annual General Meeting shall be called by notice in writing of not less than
twenty-one (21) clear days and not less than twenty (20) clear business days and
any Extraordinary General Meeting at which the passing of a special resolution is to
be considered shall be called by notice in writing of not less than twenty-one (21)
clear days and not less than ten (10) clear business days. All other special general
meeting may be called by notice in writing of not less than fourteen (14) clear days
and not less than ten (10) clear business days but if permitted by the rules of the
Stock Exchange, a general meeting may be called by shorter notice if it is so agreed

by the Shareholders in accordance with the Articles;

2)  all resolutions at general meetings of the company shall be decided by poll other
than resolution which relates purely to a procedural or administrative matter as the
chairman of the meeting may in good faith allow it to be voted on by a show of
hands;
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4)

3)

removal of the exception where a Director shall be able to vote on any board

resolution approving any contract or arrangement or any other proposal in which

he/she or any of his/her associates has a material interest nor shall he/she be

counted in the quorum present at the meeting, provided that he/she or any of his/

her associates are not beneficially interested in more than 5% in the party with

which the Company proposes to enter into a contract or arrangement;

if a substantial shareholder or a Director has a conflict of interest in a matter to

be considered by the Board which the Board has determined to be material,

the matter shall be dealt with by a physical board meeting rather than a written

resolution; and

()

(i

the Company may send summarised financial statements (“Summary Financial
Reports”) derived from the Company's annual accounts and directors’
report in form and containing the information required by applicable laws
and regulations subject to compliance with all applicable statutes, rules and
regulations, including the Listing Rules and obtaining all necessary consents if

any, required thereunder; and

the requirement to send the balance sheet and profit and loss account
including every document required by law to be annexed thereto, made
up to the end of the applicable financial year and a statement of income
and expenditure together with a copy of the auditors report (“Financial
Reports”) and Summary Financial Reports to persons entitled thereto is
deemed satisfied where, in accordance with all applicable statutes, rules
and regulations, including the Listing Rules, the Company publishes copies
of the Financial Reports and Summary Financial Reports on the Company's
computer network or in any other permitted manner and that person
has agreed to treat the publication or receipt of such documents in such
manner as discharging the Company's obligation to send him a copy of such

documents.

Details of the amendments are set out in the circular of the Company dated 22
November 2012.
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ACCOUNTABILITY AND AUDIT

The Directors acknowledge their responsibilities for overseeing the preparation of the
financial statements of the Group and believe these statements give a true and fair view
of the Group's affairs and its results. The Directors are also responsible for the timely
publication of financial statements of the Group and to ensure they are prepared in
accordance with statutory requirements and applicable financial reporting standards.
The Directors are also committed to making appropriate announcements in accordance
with the requirements of the Listing Rules, and to disclose all information necessary for
shareholders of the Company to assess the financial performance and other aspects of the

Company.

Deloitte Touche Tohmatsu was appointed as the external auditor of the Group for the
Year and will continue as such until the forthcoming Annual General Meeting of the
Company. The annual consolidated financial statements of the Group for the Year have
been audited by Deloitte Touche Tohmatsu. The auditors' responsibilities for the Group's
financial statements are set out in the Independent Auditor's Report on pages 41 to 42 of

the Company's 2012 Annual Report.

The Audit Committee is responsible for evaluating the external auditors of the Group,

including but not limited to their independence and objectivity.

The fees of the external auditors of the Group for audit services amounted to
HK$ 1,650,000 and for non-audit services amounted to approximately HK$ 1,517,000 for
the Year.

INTERNAL CONTROL

The Board is responsible to ensure that an adequate system of internal control is
maintained within the Group, and to review its effectiveness through the Audit
Committee. The internal control systems are designed to meet the Group's particular
needs and the risks to which it is exposed, and by their nature can only provide
reasonable, but not absolute assurance against misstatement or loss and to manage,
but not to eliminate, risks of failure in achieving the Group's objectives. Practicable and
effective control systems and procedures have been implemented by the Group to
enhance internal control in an ongoing basis. The Board, through the Audit Committee,
has conducted reviews of the effectiveness and the adequacy of the Group's system of

internal control,
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During the Year, based on the evaluations made by the Audit Committee, the Board
was satisfied that nothing has come to its attention to cause the Board to believe that
the system of intemal control is inadequate; and there is an ongoing process to identify,

evaluate and manage significant risks encountered by the Group.

GOING CONCERN

The Directors confirm that, to the best of their knowledge, information and belief and
having made all reasonable enquiries, they are not aware of any material uncertainties
relating to events or conditions that may cause significant doubt upon the Company's
ability to continue as a going concern. The Board therefore continues to adopt the going

concern approach in preparing the financial statements for the Year.

On Behalf of the Board

Dragonite International Limited

Gary Drew Douglas
Managing Director
Hong Kong, 25 March 2013
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EENEREEBAEBEN

DIRECTORS

Executive Directors

Mr. Wong Yin Sen, aged 60, is one of the co-founders and currently the Chairman and
President of the Group. Mr. Wong is familiar with commercial, political and social affairs in
the People’s Republic of China (the “"PRC") and has over 27 years of experience managing
enterprises in the PRC. After settling down in Hong Kong in 1992, he established and
invested in the Group. Mr. Wong has accumulated abundant knowledge in the medical

and health care product industry and has extensive experience in enterprise management.

Mr. Gary Drew Douglas, aged 63, is the managing Director of the Company and
responsible for the electronic cigarette business of the Group. Mr. Douglas holds a
Master's Degree in Business Administration from the University of Santa Clara, USA. Mr.
Douglas has over 20 vyears of professional experience in general management, consumer
electronics, IT business, project management and software, and commercial and retail
banking in Japan and the USA. Mr. Douglas is also fluent in Japanese. He is currently an
independent non-executive director of Freeman Financial Corporation Limited, a company
listed on the main board of The Stock Exchange of Hong Kong Limited (the “Stock
Exchange™). During 30 June 201 | to 20 October 2011, Mr. Douglas was appointed as an
independent non-executive director of Radford Capital Investment Limited, a company
listed on the main board of the Stock Exchange. Also, Mr. Douglas was appointed as an
independent non-executive director of Willie International Holdings Limited, a company

listed on the main board of the Stock Exchange from | June 2011 to | September 2012.

Mr. Hon Lik, aged 57, is a senior pharmacist, a co-founder and currently Chief Executive
Officer of the Group. Mr. Hon graduated from Liaoning College of Traditional Chinese
Medicine in 1982 and began his career with Liaoning Academy of Traditional Chinese
Medicine in the same year. Mr. Hon was promoted to the position of vice superintendent
of Liaoning Academy of Traditional Chinese Medicine in 1990, and was responsible for the
company's technology development. Mr. Hon has approximately 28 years of experience
in the medical field and invented and patented the technology used in Chenlong Baoling

Longevity Ginseng and electronic cigarette products.
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Directors and Senior Management Profile

Ms. Chan Mee Sze, aged 38, is an executive Director and Company Secretary of the
Company. Ms. Chan holds a Bachelor's Degree in Laws from University of London and
a Master's Degree in Business Administration from University of Dundee. She is also an
associate member of The Hong Kong Institute of Company Secretaries with Practitioner's
Endorsement and an associate member of The Institute of Chartered Secretaries and
Administrators. She has over |2 years of experience in corporate secretaryship and

corporate finance.

Mr. Lam Suk Ping, aged 55, is an executive Director of the Company and he joined the
Group in 2011 to oversee the accounts department. Mr. Lam holds a Master's Degree
in Business Administration from the University of Hull, the United Kingdom. He has
over 30 years of experience in auditing, finance and accounting, investment and business
management. Prior to joining the Group, Mr. Lam was an executive director of Mascotte
Holdings Limited, a company listed on the main board of the Stock Exchange during the
period from 7 April 2008 to 27 April 201 I. During 30 June 2011 to 20 October 2011,
Mr. Lam was also an independent non-executive director of Radford Capital Investment

Limited, a company listed on the main board of the Stock Exchange.

Independent Non-Executive Directors

Mr. Chung Yuk Lun, aged 52, is an independent non-executive Director of the Company.
He is a fellow member of The Association of Chartered Certified Accountants, an
associate member of The Hong Kong Institute of Certified Public Accountants and an
Associate Chartered Accountants (England and Wales). Mr. Chung has over 22 years'
experience in finance and project investment. He is currently an executive director
of Radford Capital Investment Limited and Ming Fung Jewellery Group Limited, an
independent non-executive director of Heritage International Holdings Limited and
Forefront Group Limited, all of which are companies listed on the main board of the Stock

Exchange.
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EENEREEBAEBEN

Mr. Liu Kwong Sang, aged 51, is an independent non-executive Director of the Company.
He has been practising as a certified public accountant in Hong Kong with more than
20 years' experience. He graduated with honours from the Hong Kong Polytechnic
University with a Bachelor's Degree in accountancy and obtained the Master's Degree
in Business Administration from the University of Lincoln, the United Kingdom. Mr. Liu is
an associate member of the Institute of Chartered Accountants in England and Wales, a
fellow member of The Association of Chartered Certified Accountants, a fellow member
of the Institute of Financial Accountants, the United Kingdom and a fellow member of
the National Institute of Accountants, Australia. He is also a fellow member of The Hong
Kong Institute of Certified Public Accountants, a fellow member of the Taxation Institute
of Hong Kong and a fellow member of the Society of Registered Financial Planners. Mr.
Liu acts as an independent non-executive director of Polytec Asset Holdings Limited and
China Railsmedia Corporation Limited, securities of both are listed on the main board of
the Stock Exchange, and of abc Multiactive Ltd whose securities are listed on the GEM
board of the Stock Exchange. He was also an independent non-executive director of Tack
Fiori International Group Limited whose securities are listed on the main board of the
Stock Exchange; and of KH Investments Limited whose securities are listed on the GEM
board of the Stock Exchange; and of Pacific CMA, Inc. whose securities were previously

listed on the American Stock Exchange.

Mr. Lam Man Sum, Albert, aged 57, is an independent non-executive Director of the
Company. He is a fellow member of The Association of Chartered Certified Accountants
and The Hong Kong Institute of Certified Public Accountants and member of the Hong
Kong Securities Institute, Society of Chinese Accountants and Auditors, New Zealand
Institute of Chartered Accountants, Taxation Institute of Hong Kong and Certified Tax
Advisor. Mr. Lam holds a Bachelor's Degree in Arts (Economics) from the University of
Manchester, United Kingdom. He is currently an independent non-executive director of
Junefield Department Store Group Limited, the shares of which are listed on the Stock
Exchange. He was the shareholder and director of Hopkins CPA Limited from 2007 to
2011 and the proprietor of Albert Lam & Co. CPA from 1993 to 2007.
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Mr. Ho Tak Fun, aged 59, is an independent non-executive Director of the Company.
He received a Bachelor’s Degree in Business Administration, Marketing from The Chinese
University of Hong Kong and a Master's Degree in Science, Information Systems from the
Hong Kong Polytechnic University. Mr. Ho is a seasoned retail executive with profound
experience in launching new businesses, strategic planning, business development and
operations in both the PRC and Hong Kong retail markets. He also has extensive
knowledge in marketing, merchandising, distribution and promotion of consumer products
and mass merchandise. During the period from 5 August 2011 to 31 October 2011, Mr.
Ho was an executive director of Tack Fiori International Group Limited, a company listed

on the main board of the Stock Exchange.

SENIOR MANAGEMENT

Mr. Scott Fraser, is the Vice President of a subsidiary of the Company. Mr. Fraser holds
a Master's Degree in Business Administration from University California at Berkeley, Haas
School of Business. He has over 22 years of work experience in sales and marketing in
various multinational corporations in the PRC and the United States, including being the
marketing manager in Intel China Limited and being the retail channel marketing manager
in Motorola Asia/ Pacific Limited. He is currently responsible for the Group's international

market and sales development. He joined the Group in 2007.
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EEEHRE

The directors of the Company present the annual report and the audited consolidated

financial statements for the year ended 31 December 2012 (the “Year").

PRINCIPAL ACTIVITIES
The Company acts as an investment holding company. The principal activities of the
Company's principal subsidiaries are set out in note | to the consolidated financial

statements.

RESULTS AND DIVIDENDS
The results of the Company and its subsidiaries (collectively the “Group™) for the Year are

set out in the consolidated statement of comprehensive income on page 43.

The directors do not recommend the payment of a dividend for the Year.

PROPERTY, PLANT AND EQUIPMENT
Details of movements in the property, plant and equipment of the Group during the Year

are set out in note 16 to the consolidated financial statements.

SHARE CAPITAL
Details of movements during the Year in the Company's share capital are set out in note

29 to the consolidated financial statements.

DISTRIBUTABLE RESERVES OF THE COMPANY

The Company's reserves available for distributions to shareholders as at 31 December
2012 comprised the share premium, contributed surplus less accumulated losses with a
net aggregate amount of approximately HK$ 145,393,000 (201 I: HK$210,047,000).

DRAGONITE INTERNATIONAL LIMITED 2012 Annual Report

Rl

RAREESENREREZ T —F+—
B=Z+—HUIEFE ( [AFEE] ) 2FHR/K
A UHRE -

TEXK
ARBB—RREERRRF - ARAIEEM
BRR EEXBHENGAMERRME -

EERBE
AAFREMBAT (578 [ARE] ) &
FEZERUNEOEZEA 2ERER -

EERTERRNAFERS -

M - BERHRE
REERAFENDE - BFE LR EHE
FEEN A M wARM 6 -

B
AR ZRARKEE 2 BHHERRGS
BRI «

KPR ZADIKERE
R-TE——F+-/A=+—8 AQaA#
DIRTREZEEREROEE - BARR
WA RIEEE 2 BETIFEELY 145,393,000 7T
(ZZ——%F :210047,000/7T) °



DIRECTORS
The directors of the Company during the Year and up to the date of this report were:

Executive Directors:
Mr. Wong Yin Sen

Mr. Gary Drew Douglas
Mr. Hon Lik

Ms. Chan Mee Sze

Mr. Lam Suk Ping

Independent Non-Executive Directors:
Mr. Pang Hong
(resigned on 29 February 2012)
Mr. Chung Yuk Lun
Mr. Liu Kwong Sang
Mr. Lam Man Sum, Albert
Mr. Ho Tak Fun

In accordance with Article 87 of the Company's Articles of Association, Ms. Chan Mee
Sze, Mr. Lam Man Sum, Albert and Mr. Liu Kwong Sang shall retire and, being eligible, offer

themselves for re-election at the forthcoming annual general meeting.

The non-executive directors have no specific term of office but are subject to retirement
by rotation, and being eligible, offer themselves for re-election, in accordance with the

Company's Articles of Association.

DIRECTORS’ SERVICE CONTRACTS
None of the directors proposed for re-election at the forthcoming annual general meeting

has a service contract which is not determinable by the Group within one year without
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EEEHRE

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT
POSITION IN SHARES AND UNDERLYING SHARES

As at 31 December 2012, the interests and short positions of the directors and the chief
executive of the Company in the shares, underlying shares and debt securities of the
Company or any of its subsidiaries or associated corporations (within the meaning of
Part XV of the Securities and Futures Ordinance (the “SFO™)) which are required (i) to
be notified to the Company and The Stock Exchange of Hong Kong Limited (the “Stock
Exchange™) pursuant to Part XV of the SFO (including interests or short positions which
they are taken or deemed to have under such provisions of the SFO); or (i) pursuant to
section 352 of the SFO, to be entered in the register referred to therein; or (iii) pursuant
to the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model
Code") as set out in Appendix 10 of the Rules Governing the Listing of Securities on
the Stock Exchange (the “Listing Rules”) to be notified to the Company and the Stock

Exchange were as follows:
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Long positions in ordinary shares and underlying shares of the Company as at 3|

December 2012:
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MNZE——F+_A=+—H ARAILEB

BEABRDPHOREEIIMT :

Number of

issued ordinary

Number of

underlying shares in

respect of the

options granted

under the
share option
scheme of

the Company

Approximate
percentage
of the issued

share capital

shares of BIEBEADT  of the Company
the Company BRETE YN
Name of Director Capacity EARE BT REEREZ BRTRAZ
EEps & RAEE HERO#E BHEDL
(Note /)
(H7iz1)
Mr. Wong Yin Sen Beneficial owner 3,259 001%
IEREE 5237 2PN
Interest of controlled corporation 1,672,650 1.57%
Rt EE R (Note 2)
(Hi22)
Mr. Hon Lik Beneficial owner 3,259 001%
BhEE BRBEAA
Interest of controlled corporation 1,672,650 1.57%
REtEEER (Note 2)
(H7:22)
Notes: B -
l. Details of share option scheme of the Company are disclosed in note 30 to the consolidated . NATIERR R 2 7 HEN G AR Rt
financial statements. SI0RE o

2. These represent the interests in the 1,672,650 shares of the Company directly held by 2. M Absolute Target Limited B EH AR AR

Absolute Target Limited which is controlled as to 46.25%, 42.5% and |1.25% by Mr. Wong
Yin Sen, Mr. Hon Lik and Mr. Wong Hei Lin respectively.

Al1,672,6500 2 - TERAE - BN
SR T & F D RIEEA Absolute Target

Limited 46.25% ~ 42.5% [ | 1 25% 53 °
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Save as disclosed above, as at 31 December 2012, none of the directors and chief
executive of the Company had any interests or short positions in the shares, underlying
shares and debt securities of the Company or any of its subsidiaries or associated
corporations that are required to be recorded pursuant to section 352 of the SFO, or

otherwise notified to the Company or the Stock Exchange pursuant to the Model Code.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES OF THE
COMPANY

Save as disclosed in note 30 to the financial statements headed “Share Based Payments”,
at no time during the Year was the Company or any of its subsidiaries a party to any
arrangements to enable the directors of the Company to acquire benefits by means of
acquisition of shares in, or debt securities (including debentures) of, the Company or any
associated corporations, and none of the directors of the Company, or their spouses or
children under age of 18, had any right to subscribe for the shares or debt securities of the

Company or had exercised any such right during the Year.

DIRECTORS’ INTEREST IN CONTRACTS

There was no contract of significance to which the Company, its holding company,
subsidiaries or fellow 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.

DRAGONITE INTERNATIONAL LIMITED 2012 Annual Report
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SUBSTANTIAL SHAREHOLDERS

So far as is known to directors of the Company, as at 3| December 2012, the persons or
companies (other than directors or chief executive of the Company) who had interests
or short positions in the shares and underlying shares of the Company which fall to be
disclosed to the Company under Part XV of the SFO, or which were recorded in the
register of substantial shareholders required to be kept by the Company under section

336 of the SFO were as follows:

Long positions in the ordinary shares of the Company as at 31 December 2012:

Directors’ Report

ESEHRE

FERR

RARREZMA R-_E—-F+_-H
=t+—B  RARARG REBAROTES
AREER LA HRIIFEXVEBRARF R
B RBHBARDRRBEES KRG RIS
Bl REFE 2 T BRRB MR
REMALTHRR (RARAEZHERIT
BABIN) EIT

RZZ——F+-_A=+—B KRARIELRE
BrREEHINMAT -

Number of Approximate
shares of percentage of
the Company shareholding

FRARKEE RESOEILL

Name Capacity

=L 54

Unity Investments Holdings Limited (Note /) Interest of controlled corporation
A REERBER AR (#)) REH)EE R

HEC Capital Limited (Note 2) Interest of controlled corporation
HEC Capital Limited (#7:#2) R EERR

Notes:

[ These shares are held by Great Panorama International Limited which is a wholly-owned

subsidiary of Unity Investments Holdings Limited, a company listed on the Stock Exchange.

2. These shares are held by Murtsa Capital Management Limited which is a wholly-owned
subsidiary of HEC Capital Limited.

Save as disclosed above, as at 31 December 2012, no person, other than the directors of
the Company, whose interests are set out herein this report, had registered an interest or
short position in the shares or underlying shares of the Company that was required to be

recorded pursuant to section 336 of the SFO.

10,010,000 9.45%

7,514,700 7.09%

fisk
l. ZERMAE—REERERAR (—ER
BRI EMZAR) 22 EWBAFGreat

Panorama International Limited$$ 7 ©

2. ZERMEHEC Capital Limitedz 2 BB A
A]Murtsa Capital Management Limitedf$ 78 ©

BREXHBEEEN RZE—Z_F+_-A
=+—B HBEEMAL (BRREAREPH
BHEZNADRIESIN) REARBRM K
BRGNP EEBREZF R BEEAIZE336
(RERCERIEE

2012 £ 5| L2EERERAF
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SHARE OPTION SCHEME

At an extraordinary general meeting of the Company held on |7 December 2012, an
ordinary resolution was duly passed to adopt a new share option scheme. The old share
option scheme adopted by the Company on 30 May 2003 was terminated upon passing

of the ordinary resolution to adopt the new share option scheme.

Details and the movement of the share option scheme of the Company are disclosed in

“Share-based Payments” in note 30 to the consolidated financial statements.

CONVERTIBLE SECURITIES, OPTIONS OR OTHER SIMILAR RIGHTS

Movements in share option scheme during the Year are set out in notes 30 to the
consolidated financial statements. Save for the outstanding share options as set out in
note 30 to the consolidated financial statements, the Company has no other outstanding

convertible securities, options or similar rights in issue as at 31 December 2012.

BORROWINGS
Details of the interest-bearing borrowings of the Group are set out in note 27 to the

consolidated financial statements.

RETIREMENT SCHEME

The Group provides a defined contribution retirement scheme under the Mandatory
Provident Fund Scheme (the “Scheme") in Hong Kong. Under the Scheme, employer
and employees are each required to make contributions to the scheme at 5% of the
employees' relevant income, subject to a cap of monthly relevant income of HK$25,000

and a minimum level of relevant income of HK$6,500 for the employees’ contribution.

MANAGEMENT CONTRACTS
No contracts concerning the management and administration of the whole or any
substantial part of the business of the Company and the Group was entered into or

existed during the Year.
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INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE DIRECTORS
The Company has received, from each of the independent non-executive directors, an
annual confirmation of his independence pursuant to Rule 3.13 of the Listing Rules. The

Company considers all of the independent non-executive directors are independent.

EMOLUMENT POLICY
The emolument policy of the employees of the Group is set up by the remuneration
committee of the Company (the “Remuneration Committee”) on the basis of their merit,

qualifications and competence.

The emoluments of the directors of the Company are recommended by the
Remuneration Committee, having regard to the Company's operating results, individual
performance, time, commitment, duties and responsibilities, contribution to the Group,

comparable market statistics and prevailing marketing practice and trends.

PRE-EMPTIVE RIGHTS
There are no provisions for pre-emptive rights under the Company's Articles of
Association, or the laws of the Cayman Islands, which would oblige the Company to offer

new shares on a pro rata basis to existing shareholders.

MAJOR SUPPLIERS AND CUSTOMERS
During the Year, the largest supplier of the Group by itself and together with the next four
suppliers accounted for about 30.8% and 55.96%, respectively, of the Group's purchases.

During the Year, the five largest customers of the Group accounted for less than 75% of

the Group's turnover.

At no time during the Year did a director, an associate of a director of a shareholder
of the Company (which to the knowledge of the directors own more than 5% of the

Company's share capital) have an interest in any of the Group's five largest suppliers.

RELATED PARTY TRANSACTION
The related party transaction set out in note 36 to the consolidated financial statements
did not fall within the definition of connected transaction or continuing connected

transaction under Chapter [4A of the Listing Rules.

2012 4 )

Directors’ Report

ESEHRE

BYFHTESNELM
ARREREBBLFATESERRE LD
RANE3 GEHERELBUM 2 FERRE I
RBABELIFATESYRABIL -

M BOR
AnEFMEES ( [FMZEE] ) &K
SERBZME BENBEIEETEFM
B

FHZEE@RTANRZEERE  EAAR
BREZZFY  Fa G HEECE
BRAEL Bz SR 8T - REAMS
BRI RBEREARBET ZHMN -

BRBERE
REARRAESRARKFPSEHEEN -
ERUEHIIEABERG REARF
RUPIEEAERABCRZZREN -

TEHEBREF

RAFE  AEEZAHERERRINEA
A IER 2 BE N R B RIRBERA30.8% )
55.96% °

RAFE  AEBAARPEAEBEERE
NET75% °

RAEER  ARASEE EZZHEA
THER (BEFHNREBARARAES
5%E) - MERAKERAKERERER
Has o

Bk

BEALIRS
GAMBRERMEICMEZBMEALRSL
EETRANE AR [BERS] & [H5ERH
BR5 ] LEHRBEN -

2EEABRERLA

39



40

Directors’ Report

EEEHRE

PURCHASE, SALE OR REDEMPTION OF SECURITIES
During the Year, neither the Company nor any of its subsidiaries had purchased, sold or

redeemed any of the listed securities of the Company.

SUFFICIENCY OF PUBLIC FLOAT
Based on the information that is publicly available to the Company and within the
knowledge of its directors, as at the date of this report, the Company has maintained

sufficient public float as required under the Listing Rules.

AUDITOR

The consolidated financial statements of the Company for each of the three years ended
31 December 2012 were audited by Messrs. Deloitte Touche Tohmatsu. A resolution will
be submitted to the forthcoming annual general meeting of the Company to re-appoint

Messrs. Deloitte Touche Tohmatsu as auditor of the Company.

On Behalf of the Board

Dragonite International Limited

Wong Yin Sen

Chairman

25 March 2013
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Deloitte.
9]

TO THE SHAREHOLDERS OF DRAGONITE INTERNATIONAL LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Dragonite International Limited
(the “Company”) and its subsidiaries (collectively referred to as the “Group™) set out on
pages 43 to 147, which comprise the consolidated statement of financial position as at 31
December 2012, and the consolidated statement of comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the year then

ended, and a summary of significant accounting policies and other explanatory information.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of consolidated financial
statements that give a true and fair in accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of Certified Public Accountants and the
disclosure requirements of the Hong Kong Companies Ordinance, and for such internal
control as the directors determine is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or

error.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial statements
based on our audit and to report our opinion solely to you, as a body, in accordance
with our agreed terms of engagement, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the contents of this
report. We conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. Those standards
require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free

from material misstatement.

2012 £ 5|
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An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the consolidated financial statements. The procedures selected depend
on the auditor's judgment, including the assessment of the risks of material misstatement
of the consolidated financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation
of the consolidated financial statements that give a true and fair view in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates made by the directors, as well as evaluating the overall

presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our audit opinion.

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the state
of affairs of the Group as at 31 December 2012 and of the Group’s loss 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.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

25 March 2013
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Consolidated Statement of Comprehensive Income

e EEWER

For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

NOTES 2012 2011
P EE t St 2 —F——F
HK$'000 HK$'000
TER TAET
Tumover LERA
Sales of goods HEEMR 20,327 19,878
Cost of goods sold HEMKA (15.915) (42.854)
4,412 (22976)
Dividend income BEHA 161 2,806
Rental income HEWA 4,680 1,671
Interest income from loans receivable R ET 2 FIBKA 300 —
Change in fair value of financial assets BATEFABRZEHEE
at fair value through profit or loss <N EES (11,104) (214,408)
(1,551) (232,907)
Other income HA A 3,443 3,119
Other gains and losses HibAE 8 7,100 (6,459)
Distribution costs KIHE (17,361) (14,005)
Administrative expenses T H (31,186) (37904)
Other expenses Hipr (22,971) (12,724)
Loss on disposal of a subsidiary HEME AR 32 — (9967)
Finance costs F%ER 9 (1,255) (2,635)
Loss before tax RIEE (63,781) (313,482)
Income tax expense PrEP i 10 (2,299) (599)
Loss for the year AEEER I (66,080) (314081
Other comprehensive income for the year: REEEA 2 ERE
Exchange differences arising on translation BERENEBESE
to presentation currency ZEHER 1,169 767
Total comprehensive expense for the year AFEERERAXER (64,911) (313314)
(restated)
Loss per share FRER (=E31)
Basic and diluted EARKEE 5 HK$(0.64)78TT  HK$(8.78)B T
2012 F & 2EEBRERAT
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At 31 December 2012 M=ZE——F+-A=1+—H

NOTES
BT
Non-current assets ERBEE
Property, plant and equipment I ER S 16
Investment property REME 17
Financial assets at fair value through profit or loss BRATESABR EREE 18
Prepaid lease payments BNHEERE 19
Current assets mEEE
Inventories FE 20
Financial assets at fair value through profit or loss BATEABR eMEE 18
Trade receivables EWE 58&E 21
Deposits, prepayments and other receivables Re  BRREREMEK
L] 22
Taxation recoverable A B TE
Prepaid lease payments BNHEEHIE 19
Bank balances and cash RITEFLRRSE 23
Current liabilities mEAaE
Trade payables ERE 5RE 24
Accruals and other payables FEEtFIA KA A AT BRIE 25
Derivative financial instruments fTHEEMIA 26
Borrowings fEm 27
Taxation payable e
Net current assets mBEEFE
NET ASSETS BEFE

2011
e
HK$000
T

25,799
145,000
9,730
2,690

183,219

8,487
114,924
4,184

6,878
1,579
82
55970

192,104

6,272
33,665
5,689
92,342
1,503

139,471

52,633

235,852



iRa B AR R R
At 3] December 2012 R=ZE——F+=-F=1+—H
2011

—T—%
HK$000

Capital and reserves BRRGEE
Share capital BRA
Reserves [

TOTAL EQUITY BEAE

The consolidated financial statements on pages 43 to 47 were approved and authorised

for issue by the Board of Directors on 25 March 2013 and are signed on its behalf by:

DIRECTOR
EF

FiET
271,731
(35,.879)
235,852
BREIVTEZEAMBREN_-_T—=F=

A-tIREEESHARTETE  Xh
TIEEREEE

DIRECTOR
EF




Consolidated Statement of Changes in Equity
mEERBEBR

For the year ended 3| December 2012 HEZE——F+-A=+—RLFE

(Accumulated  Attributable
Non- losses) o owners of
Share Share  distributable Retained  the Company
Share premium  Shareholders'  Tranlation option reserve Merger Spedil eamings N
apitdl account  contribution reserve reserve I reserve resene  (ZEHE) BEA
RA BOEEE BRHE  EXRE BRERE  ORER  AKER  BIBR  REENM  EAER
HK$000 HKS000  HK$000  HKSOO0  HKS000  HKS000  HKSOO0  HK$000 HK$000  HK$000
TEr  TEn TR TER  TEn TRt TER  TER  TET  TER
(note ) (note b) (note d) (note ¢)
(Kfita) (o) (Wt (W)
At | January 2011 RZE-——%5-A-A 93 1219392 21,780 9324 10,180 U7 (1016738) 34 (292083) 72890
Loss for he year REEEE - - - - - - = (l408)  (314081)
Other comprefensive income for the year A& £t 2 A& - - - 767 - - - - - 767
Total comprehensive income REE2ENE
(expense) for the year (Xit) 48 - - - 767 - - - — (M08 (13314
lsue of new shares upon ights ssue. - EEERMETIR 184725 221669 - - - - - - - 403%
lssue of new shares upon subscription - B REE I 1 T3HTR 1847 1,109 - - - - - - - 29%
Issue of new shares upon exercise RirERER &k
of share options 93 1540 - - (783) - - - - 1,680
Issue of new shares upon placing BRI &R 75000 - - - - - - - - 75000
Transaction costs attributable to BTHREEIR5ER
issue of shares - (10537) - - - - - - - (10537)
Recognition of equity-settled share-based  TEFANER B W IARR 1
payment expenses BER AT - - - - 783 - - - - 783
Lapse of share aptions BIRERN - - - - (1464) - - - 1464 -
At 3| December 201 RZF-—F
TZA=t-H TIBE 14317 21,780 93991 8716 U737 (1016738) 3142 (604680) 235852




At | January 2012 R-E-—£-f-A

Loss for the year TFEEE
Other comprehensive incorne for the year  AF B2 E NG

Totl comprehensive incorne (expense)  AEE2ENE
for the year (i) g%

First Capital Reorganisation (note ) E-NERER (Hike)

Issue of new shares wpon rights issue REERMB{THR

Issue of new shares wpon xercie of  R{TREEREM &I
share options

Issue of new shares upon placing RER A%

Second Captal Reorganisation (note f) B REAER (M)

Transaction costs attributable to Bt AL
issue of shares
Recognition of equity-settled share-based  EBMNERE BT IR (A
payment expenses BER TR
At 3| Decerber 2012 i
R

Share
capital
k&
HK$'000
TR

Share
premium
account
kiriaEk
HK$000
TEn

Shareholders’
contribution
RRiHE
HK$000
TER
(note )

(Hta)

Share  distributable

RERRZER

For the year ended 3| December 2012 HEZZ——F+-A=+—RILFE

(Accumulated ~ Attributable
Non- losses)  to owners of
Retained  the Company
reserve Merger Special earnings L]

Ff reserve reserve  (ZEEE) REA

REE  AHEE  BHRE  RERW  RERER
HKSO00  HKSO00  HK$O00  HKSO00  HK$000

TEn  fER  TEr  TEn  TER
(note b) (note d) (note ¢)

(Wib)  (WaEd) (Wi




48

Consolidated Statement of Changes in Equity
MEERREX

For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

Notes:

@

@

DRAGONITE INTERNATIONAL LIMITED

Shareholders' contribution represents the amounts contributed by shareholders of Ruyan

Investment (Holdings) Limited (“RIHL") during the year ended 31 December 2007.

The non-distributable reserve represents statutory reserves appropriated from profit after tax

of the Company's PRC subsidiary under the PRC laws and regulations.

The special reserve of the Group represents reserve arising pursuant to group reorganisation

on the basis that the group reorganisation had been effected on | January 2000.

The merger reserve represents (i) the share capital of RIHL (i) the carrying amount of
equity interest in RIHL held by the non-controlling parties and (iii) the fair value of the
considerations paid for acquisition of RIHL during the year ended 31 December 2007.

Pursuant to special resolution passed on 23 December 201 | and the approval by the court in
the Cayman Islands on 9 March 2012, the entire amount standing to the credit of the share
premium account of the Company upon the completion to First Capital Reorganisation (as
defined in note 29) on 19 March 2012 is cancelled and transferred to the accumulated losses

of the Company.

Pursuant to special resolution passed on 6 August 2012 and the approval by the court in the
Cayman Islands on 26 October 2012, the credit arising from the reduction in share capital is
transferred to accumulated losses of the Company upon the completion of Second Capital

Reorganisation (as defined in note 29) on 31 October 2012.
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Consolidated Statement of Cash Flows

MERERER

For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

NOTES 2012 2011
Fier —B-C-F —T——F
HK$'000 HK$'000
THET FAET
OPERATING ACTIVITIES REEH
Loss before tax BREAIEE (63,781) (313,482)
Adjustments for: HATEBELRE
Depreciation of property, plant and equipment mE - BERRERE 3,135 6,015
Amortisation of prepaid lease payments BNHEFIARH 90 88
Allowance for inventory obsolescence REFEEE 4,839 31,796
Allowance for doubtful debts REEE 1,842 1,473
Impairment loss recognised in
respect of loans receivable SN E R R A EREE 10,000 —
Share-based payment expenses IR D BERA R 2T 1,678 783
Finance costs IBER 1,255 2,635
Change in fair value of derivative financial instruments ~ $TE SR T &2 A FEE 11,643 (958)
Change in fair value of financial assets designated BEERRATHEFT ARG 22/
at fair value through profit or loss BEZATEED (10,495) 10,295
Bank interest income HATHBWA ©9) (8)
Loss on disposal of property, plant and equipment HEME - BEREEEE I5 (65)
Loss on disposal of a subsidiary HENBAR 2 EE — 9,967
Change in fair value of investment property REMFE 2 N VEE (30,600) 6,009
Operating cash flows before movements HERSER KL
in working capital Rene (70,388) (245,452)
Increase in inventories FEHE (4,930) (4,235)
Decrease (increase) in trade receivables JENE S ERIER (3L m) 567 (505)
Increase in deposits, prepayments and other receivable & &  TBT B R EAL
JE W BR TR (7,147) (703)
Increase in loans receivable M E TN (10,000) —
Increase in held-for-trading investments FEEBERR ZIRELEN (24,604) (94,111)
(Decrease) increase in trade payables ERESRECRD ) &M (193) [537
Increase (decrease) in accruals and other payables JERTIRIE K E A FE 4 BRI
EMORD) 641 (9.224)
2012 F & 2EEBRERAT
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Consolidated Statement of Cash Flows

HREHERER

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

NOTES 2012 2011
PifaE it St 2 —F——F
HK$'000 HK$'000
TiEnr TAT

Cash used in operations REmARSE (116,054) (352,693)
Interest received RG] 9 8
PRC income tax (paid) refunded (BEE)HEMEHEERE (1,179) 1,034
NET CASH USED IN OPERATING ACTIVITIES ReZDMARESRE (117,224) (351,651)
INVESTING ACTIVITIES REEH
Proceeds on disposal of property, plant and equipment &Y% « BiFE k& EFTSHE 85 65
Proceeds on disposal of financial assets HERTEREAFEN A B

designated at fair value through profit or loss ZEREEMGFIE 29,925 24,750
Purchase of financial assets designated at fair value BABTERATE; AER

through profit or loss LEMEE — (30,025)
Purchase of property, plant and equipment BAYE  BELRE (4,948) (405)
Acquisition of subsidiaries WREE A7) 3 — (10,000)
Acquisition of assets and liabilities WHEEEEAE 31 — (116943)
NET CASH FROM (USED IN) INVESTING ACTIVITIES R& B AT (FTA) R & FE 25,062 (132,558)
FINANCING ACTIVITIES MEEH
New borrowings raised RTERE 50,000 140,000
Interest paid on borrowings EEARENEE) (1,255) (1,771)
Repayment of borrowings BEER (116,666) (80,677)
Redemption of convertible bonds B o AR 5 - (5,000)
Issue of new shares BITHR 141,625 486,030
Expenses of issue of shares BRI 2% (3,799) (10537)
NET CASH FROM FINANCING ACTIVITIES REZBHRERLFR 69,905 528,045
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For the year ended 3| December 2012 HEZZ——F+-A=+—RILFE

NET (DECREASE) INCREASE IN CASH REeRAEZEER (D)
AND CASH EQUIVALENTS iR

CASH AND CASH EQUIVALENTS AT FOzReRBSSEER
BEGINNING OF THE YEAR

EFFECT OF FOREIGN EXCHANGE RATE CHANGES [E R85 2 &2

CASH AND CASH EQUIVALENTS AT END FRzBLRRESEER
OF THE YEAR, REPRESENTED BY BRI GRES
BANK BALANCES AND CASH

2011
—T——F
HK$'000
FET
43836
11,681

453

55970
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DRAGONITE INTERNATIONAL LIMITED

Notes to the Consolidated Financial Statements

mE MR

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

GENERAL

The Company was incorporated in the Cayman Islands as an exempted company
with limited liability and its shares are listed on The Stock Exchange of Hong Kong
Limited. The addresses of the registered office and principal place of business of the

Company are disclosed in the introduction to the annual report.

The Company acts as an investment holding company. Its subsidiaries are principally
engaged in production and sales of a series of health care products, pharmaceutical
products, Ruyan atomizing cigarettes, securities trading and investments, property

investment and money lending in Hong Kong.

The functional currency of the Company is Hong Kong dollars (“HKD"). For the
purposes of presenting the consolidated financial statements, the Group adopted
HKD as its presentation currency for the convenience of the readers. The directors
consider HKD can provide more meaningful information to the Company's

shareholders.

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS
In the current year, the Group has applied the following amendments issued by the

Hong Kong Institute of Certified Public Accountants (“"HKICPA”).

HKAS 12 (Amendments) Deferred tax: Recovery of underlying assets;

HKFRS 7 (Amendments) Financial instruments: Disclosures — Transfers of

financial assets.

Except as described below, the adoption of the amendments has had no material
effect on the consolidated financial statements of the Group for the current or

prior accounting periods.

2012 Annual Report
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2012 HE=

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

Amendments to HKAS |2 Deferred tax: Recovery of underlying assets

The Group has applied for the first time the amendments to HKAS 12 “Deferred
tax: Recovery of underlying assets” in the current year. Under the amendments,
investment properties that are measured using the fair value model in accordance
with HKAS 40 “Investment property” are presumed to be recovered entirely
through sale for the purposes of measuring deferred taxes, unless the presumption

is rebutted in certain circumstances.

The Group measures its investment property using the fair value model. As a result
of the application of the amendments to HKAS 12, the directors reviewed the
Group's investment property and concluded that Group's investment property is
not held under a business model whose objective is to consume substantially all of
the economic benefits embodied in the investment property over time, and that

presumption set out in the amendments to HKAS 12 is not rebutted.

The application of the amendments to HKAS 12 has resulted in the Group not
recognising any deferred taxes on changes in fair value of the investment property
as the Group is not subject to any income taxes on disposal of its investments
property in Hong Kong. Previously, the Group recognised deferred taxes on
changes in fair value of investment property based on the manner in which
the Group expected to recover or settle the carrying amount of investment
property. The amendments to HKAS 12 have been applied retrospectively. There
is no deferred tax on change in fair value of investment property recognised in
previous period, therefore no prior year adjustment is required. In current year,
no deferred taxes have been provided for changes in fair value of the Group's
investment property. The change in accounting policy has resulted in the Group's
income tax expense for the year ended 31 December 2012 being reduced by
HK$4,058,000 and hence resulted in loss for the year ended 31 December 2012
decreased by HK$4,058,000. Accordingly, the deferred tax liabilities are decreased
by HK$4,058,000 as at 31 December 2012. The Group's basic and diluted loss
per share during the year ended 31 December 2012 are reduced by HK$0.04 per
share upon the application of the amendments to HKAS 2.

2.
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Notes to the Consolidated Financial Statements

mE MR

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

BRFIREEIEEMBREE
Alcg)

The Group has not early applied the following new or revised HKFRSs that have

been issued but are not yet effective:

Amendments to HKFRSs

HKFRS 7 (Amendments)

HKFRS 9

HKFRS 9 and HKFRS 7

(Amendments)

HKFRS 10, HKFRS 1
and HKFRS 12

(Amendments)

HKFRS 10, HKFRS 12
and HKAS 27

(Amendments)

HKFRS 10

DRAGONITE INTERNATIONAL LIMITED

Annual improvements to HKFRS 2009 - 201 | cycle'

Disclosures — Offsetting financial assets and

financial liabilities'

Financial instruments’

Mandatory effective date of HKFRS 9 and transition

disclosures®

Consolidated financial statements, joint arrangements
and disclosure of interests in other

entities: Transition guidance'

Investment Entities?

Consolidated financial statements'
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

2.

ERFIREEITEEMBEREE
EUIE )

AEEYEEFRABTIICEMEHR
ERZHI BB ERABREE

Al (%)

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)
The Group has not early applied the following new or revised HKFRSs that have
been issued but are not yet effective: (Continued)
HKFRS || Joint arrangements'
HKFRS 12 Disclosure of interests in other entities'
HKFRS I3 Fair value measurement'
HKAS | (Amendments)  Presentation of items of other comprehensive income*
HKAS 19 (as revised Employee benefits'

in2012)
HKAS 27 (as revised Separate financial statements'

in2011)
HKAS 28 (as revised Investments in associates and joint ventures'

in2011)
HKAS 32 (Amendments)  Offsetting financial assets and financial liabilities”
HK (IFRIC) — INT 20 Stripping costs in the production phase of

a surface mine'
2012 4F
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2RI |1 57
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Notes to the Consolidated Financial Statements
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)
The Group has not early applied the following new or revised HKFRSs that have

been issued but are not et effective: (Continued)

Effective for annual periods beginning on or after | January 2013.

2 Effective for annual periods beginning on or after | January 2014.
B Effective for annual periods beginning on or after | January 2015.
! Effective for annual periods beginning on or after | July 2012.

HKFRS 9 Financial instruments

HKFRS 9 “Financial instruments” (as issued in 2009) introduces new requirements
for the classification and measurement of financial assets. HKFRS 9 “Financial
instruments” (as revised in October 2010) adds requirements for the classified and

measurement of financial liabilities and for derecognition.

DRAGONITE INTERNATIONAL LIMITED 2012 Annual Report
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE
APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL 2.
REPORTING STANDARDS (Continued)
HKFRS 9 Financial instruments (Continued)

ERFIREEITEEMBREE
Al&)
ERUBREENFEIFERMTIAE)

Key requirements of HKFRS 9 are described as follows: ERMBREEMNEIRNEZHRTEN

All recognised financial assets that are within the scope of HKAS 39 “Financial
instruments: recognition and measurement” are subsequently measured at
either amortised cost or fair value. Specifically, debt investments that are
held within a business model whose objective is to collect the contractual
cash flows, and that have contractual cash flows that are solely payments of
principal and interest on the principal outstanding are generally measured
at amortised cost at the end of subsequent accounting periods. All other
debt investments and equity investments are measured at their fair values
at the end of subsequent accounting periods. In addition, under HKFRS 9,
entities may make an irrevocable election to present subsequent changes in
the fair value of an equity investment (that is not held for trading) in other
comprehensive income, with only dividend income generally recognised in

profit or loss.

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

fair value through profit or loss was presented in profit or loss.
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For the year ended 31 December 2012 HZE=F

—ZF A= t-ALFE

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL
REPORTING STANDARDS (Continued)

HKFRS 9 Financial instruments (Continued)

The directors of the Company anticipate that HKFRS 9 that will be adopted in the
Group's consolidated financial statements for financial year ending 31 December
2015 and that based on the Group's financial instruments as at 31 December
2012, the application of HKFRS 9 will have no material impact on the consolidated

financial statements.

Amendments to HKAS | Presentation of items of other comprehensive income

The amendments to HKAS | "Presentation of items of other comprehensive
income” introduce new terminology for the statement of comprehensive income.
Under the amendments to HKAS 1, a ‘statement of comprehensive income' is
renamed as a ‘statement of profit or loss and other comprehensive income'. In
addition, the amendments to HKAS | require items of other comprehensive
income to be grouped into two categories: (a) items that will not be reclassified
subsequently to profit or loss; and (b) items that may be reclassified subsequently
to profit or loss when specific conditions are met. Income tax on items of other
comprehensive income is required to be allocated on the same basis — the
amendments do not change the option to present items of other comprehensive

income either before tax or net of tax.

The amendments to HKAS | are effective for the Group for annual periods
beginning on | January 2013. The presentation of items of other comprehensive

income will be modified accordingly when the amendments are applied.

The directors of the Company anticipate that the application of the other new
and revised HKFRSs will have no material impact on the consolidated financial

statements.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2012 HE=

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with
Hong Kong Financial Reporting Standards issued by the HKICPA. In addition, the
consolidated financial statements include applicable disclosures required by the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited and by the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared on the historical cost
basis except for certain financial instruments and investment property, which are
measured at fair values, as explained in the accounting policies set out below.
Historical cost is generally based on fair value of the consideration given in

exchange for goods.

The principal accounting policies are set out below:

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the
Company and entities controlled by the Company (its subsidiaries). Control is
achieved where the Company has the power to govern the financial and operating

policies of an entity so as to obtain benefits from its activities.

Income and expenses of subsidiaries acquired or disposed of during the year are
included in the consolidated statement of comprehensive income from the effective

date of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries
to bring their accounting policies in line with those used by other members of the

Group.

All'intra-group transactions, balances, income and expenses are eliminated on

consolidation.

3.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business combinations

Acquisitions of businesses are accounted for using the acquisition method. The
consideration transferred in a business combination is measured at fair value, which
is calculated as the sum of the acquisition-date fair values of the assets transferred
by the Group, liabilities incurred by the Group to the former owners of the
acquiree and the equity interests issued by the Group in exchange for control of

the acquiree. Acquisition-related costs are generally recognised in profit or loss as

incurred.

At the acquisition date, the identifiable assets acquired and the liabilities assumed

are recognised at their fair value, except that:

deferred tax assets or liabilities and liabilities or assets related to employee
benefit arrangements are recognised and measured in accordance with

HKAS 12 “Income taxes” and HKAS 19 “Employee benefits” respectively;

liabilities or equity instruments related to share-based payment arrangements
of the acquiree or share-based payment arrangements of the Group
entered into to replace share-based payment arrangements of the acquiree
are measured in accordance with HKFRS 2 “Share-based payment” at the

acquisition date (see the accounting policy below); and

assets (or disposal groups) that are classified as held for sale in accordance
with HKFRS 5 “Non-current assets held for sale and discontinued

operations” are measured in accordance with that standard.
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business combinations (Continued)

Goodwill is measured as the excess of the sum of the consideration transferred,
the amount of any non-controlling interests in the acquiree, and the fair value
of the acquirer's previously held equity interest in the acquiree (if any) over the
net of the acquisition-date amounts of the identifiable assets acquired and the
liabilities assumed. If, after re-assessment, the net of the acquisition-date amounts
of the identifiable assets acquired and liabilities assumed exceeds the sum of the
consideration transferred, the amount of any non-controlling interests in the
acquiree and the fair value of the acquirer's previously held interest in the acquiree
(if any), the excess is recognised immediately in profit or loss as a bargain purchase

gain.

Goodwill
Goodwill arising on an acquisition of a business is carried at cost less accumulated
impairment losses, if any, and is presented in the consolidated statement of financial

position as an intangible asset.

For the purposes of impairment testing, goodwill is allocated to each of the relevant
cash-generating units, or groups of cash-generating units, that is expected to benefit

from the synergies of the acquisition.

A cash-generating unit to which goodwill has been allocated is tested for
impairment annually, or more frequently whenever there is an indication that
the unit may be impaired. For goodwill arising on an acquisition in a reporting
period, the cash-generating unit to which goodwill has been allocated is tested for
impairment before the end of that reporting period. If the recoverable amount of
the cash-generating unit is less than the carrying amount of the unit, the impairment
loss is allocated first to reduce the carrying amount of any goodwill allocated to the
unit, and then to the other assets of the unit pro rata on the basis of the carrying
amount of each asset in the unit. Any impairment loss for goodwill is recognised
directly in profit or loss in the consolidated statement of comprehensive income.

An impairment loss for goodwill is not reversed in subsequent periods.

On disposal of the relevant cash-generating unit, the attributable amount of
goodwill capitalised is included in the determination of the amount of profit or loss

on disposal.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable
and represents amounts receivable for goods sold in the normal course of business,

net of discounts, sales related taxes and returns.

Revenue from sale of goods is recognised when the goods are delivered and title

has passed at which time all the following conditions are satisfied:

. the Group has transferred to the buyer the significant risks and rewards of

ownership of the goods;

. the Group retains neither continuing managerial involvement to the degree

usually associated with ownership nor effective control over the goods sold;

. the amount of revenue can be measured reliably;

. it is probable that the economic benefits associated with the transaction will

flow to the Group; and

. the costs incurred or to be incurred in respect of the transaction can be

measured reliably.

Interest income from a financial asset is recognised when it is probable that the
economic benefits will flow to the Group and the amount of income can be
measured reliably. Interest income from a financial asset is accrued on a time
basis, by reference to the principal outstanding and at the effective interest rate
applicable, which is the rate that exactly discounts the estimated future cash
receipts through the expected life of the financial asset to that asset's net carrying

amount on initial recognition.

Rental income is recognised, on a straight-line basis, over the terms of the

respective leases.

Dividend income from investments is recognised when the Group's rights to

receive payment have been established.
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Notes to the Consolidated Financial Statements
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Research and development expenditure
Expenditure on research activities is recognised as an expense in the period in

which it is incurred.

An internally-generated intangible asset arising from development activities (or from
the development phase of an intemal project) is recognised if, and only if; all of the

following have been demonstrated:

. the technical feasibility of completing the intangible asset so that it will be

available for use or sale;

. the intention to complete the intangible asset and use or sell it;

. the ability to use or sell the intangible asset;
. how the intangible asset will generate probable future economic benefits;
. the availability of adequate technical, financial and other resources to

complete the development and to use or sell the intangible asset; and

. the ability to measure reliably the expenditure attributable to the intangible

asset during its development.

The amount initially recognised for intemally-generated intangible asset is the sum
of the expenditure incurred from the date when the intangible asset first meets the
recognition criteria listed above. Where no internally-generated intangible asset can
be recognised, development expenditure is charged to profit or loss in the period

in which it is incurred.

Subsequent to initial recognition, internally-generated intangible asset is measured
at cost less accumulated amortisation and accumulated impairment losses (if any),

on the same basis as intangible assets acquired separately.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property, plant and equipment

Property, plant and equipment including buildings held for use in the production or
supply of goods or services, or for administrative purposes are stated at cost less

accumulated depreciation and accumulated impairment losses, if any.

Depreciation is recognised so as to write off the cost of items of property, plant
and equipment less their residual values over their estimated useful lives, using the
straight-line method. The estimated useful lives, residual values and depreciation
method are reviewed at the end of each reporting period, with the effect of any

changes in estimate accounted for on a prospective basis.

Properties in the course of construction for production, supply or administrative
purposes are carried at cost, less any recognised impairment losses. Costs include
professional fees and, for qualifying assets, borrowing costs capitalised in accordance
with the Group's accounting policy. Such properties are classified to the appropriate
categories of property, plant and equipment when completed and ready for
intended use. Depreciation of these assets, on the same basis as other property

assets, commences when the assets are ready for their intended use.

An item of property, plant and equipment is derecognised upon disposal or when
no future economic benefits are expected to arise from the continued use of the
asset. Any gain or loss arising on the disposal or retirement of an item of property,
plant and equipment is determined as the difference between the sales proceeds

and the carrying amount of the asset and is recognised in profit or loss.
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investment property

Investment property is property held to earn rentals and/or for capital appreciation.
Investment property includes land held for undetermined future use, which is

regarded as held for capital appreciation purpose.

Investment property is initially measured at cost, including any directly attributable
expenditure. Subsequent to initial recognition, investment property is measured
at its fair values. Gain or loss arising from change in the fair value of investment

property is included in profit or loss for the period in which it arises.

An investment property is derecognised upon disposal or when the investment property
is permanently withdrawn from use and no future economic benefits are expected from
its disposals. Any gain or loss arising on derecognition of the property (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is

included in the profit or loss in the period in which the item is derecognised.

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

are classified as operating leases.

The Group as lessor
Rental income from operating leases is recognised in profit or loss on a straight-line

basis over the term of the relevant lease.

The Group as lessee
Operating lease payments are recognised as an expense on a straight-line basis

over the lease term.

2012 4 )

BEREFHBE (&)

REME
REDEEFBEARDES R RIEE
TEENDE - REVEBREFERR
REEREOL  BRFEEREE -

REMEXNSERAGE  BRENE
BRSO - SRR RENER
NYEEE - REVEATEEDEL
M RN E A HIR A AR -

BREMERHE  HEREVEXAL
BEMA HEHEHETEELEREKE
BENEHEUEER - M EBUBRRE
ENEFNRB(RZEEHEMBIEF
EREKAEEHNEZBHE) RIS
RAE B AR AR

e
NEHGEHERE R BRI A
EHBRETREAZHE ﬁ“@ﬁﬂ
EHE - MAEMENRIBAKEHR
&

AEEERHBA
KERENHEEWAERBESRNEZE
AN B -

AEFEREBA
REREFANBRNKEREHER
M o

CH

Y

k=13

2EEABRERLA

65



66

DRAGONITE INTERNATIONAL LIMITED

Notes to the Consolidated Financial Statements

= B R R R

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Leasing (Continued)

Leasehold land and building

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

and building element of the lease at the inception of the lease.

To the extent the allocation of the lease payments can be made reliably, interest in
leasehold land that is accounted for as an operating lease is presented as “prepaid
lease payments” in the consolidated statement of financial position and is amortised

over the lease term on a straight-line basis.

Foreign currencies

In preparing the financial statements of each individual group entity, transactions
in currencies other than the functional currency of that entity (foreign currencies)
are recorded in the respective functional currency (i.e. the currency of the primary
economic environment in which the entity operates) at the rates of exchanges
prevailing on the dates of the transactions. At the end of the reporting period,
monetary items denominated in foreign currencies are retranslated at the
rates prevailing at that date. Non-monetary items carried at fair value that are
denominated in foreign currencies are retranslated at the rates prevailing on the
date when the fair value was determined. Non-monetary items that are measured

in terms of historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and on the
retranslation of monetary items, are recognised in profit or loss in the period in
which they arise. Exchange differences arising on the retranslation of non-monetary
items carried at fair value are included in profit or loss for the period except for
differences arising on the retranslation of non-monetary items in respect of which
gains and losses are recognised directly in other comprehensive income, in which
cases, the exchange differences are also recognised directly in other comprehensive

income.
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Notes to the Consolidated Financial Statements
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies (Continued)

For the purposes of presenting the consolidated financial statements, the assets and
liabilities of the Group's operations are translated into the presentation currency of
the Group (i.e. Hong Kong dollars) at the rate of exchange prevailing at the end of
the reporting period, and their income and expenses are translated at the average
exchange rates for the year, unless exchange rates fluctuate significantly during the
period, in which case, the exchange rates prevailing at the dates of transactions are
used. Exchange differences arising, if any, are recognised in other comprehensive

income and accumulated in equity under the heading of the translation reserve.

On the disposal of a foreign operation (i.e. a disposal of the Group's entire
interest in a foreign operation), all of the exchange differences accumulated in
equity in respect of that operation attributable to the owners of the Company are

reclassified to profit or loss.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production
of qualifying assets, which are assets that necessarily take a substantial period of time
to get ready for their intended use or sale are added to the cost of those assets until

such time as the assets are substantially ready for their intended use or sale.

All other borrowing costs are recognised in profit or loss in the period in which

they are incurred.

Retirement benefits costs
Payments to defined contribution retirement benefits schemes and state-managed
retirement benefit scheme are recognised as expenses when employees have

rendered service entitling them to the contributions.
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For the year ended 31 December 2012 HZE=F

DRAGONITE INTERNATIONAL LIMITED

B WwAR M A

—ZF A= t-ALFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Taxation
Income tax expense represents the sum of the tax currently payable and deferred

tax.

The tax currently payable is based on taxable profit for the year. Taxable profit
differs from profit as reported in the profit or loss because it excludes items of
income or expense that are taxable or deductible in other years and it further
excludes items that are never taxable or deductible. The Group's liability for current
tax is calculated using tax rates that have been enacted or substantively enacted by

the end of the reporting period.

Deferred tax is recognised on temporary differences between the carrying
amounts of assets and liabilities in the consolidated financial statements and the
corresponding tax bases used in the computation of taxable profit. Deferred tax
liabilities are generally recognised for all taxable temporary differences. Deferred
tax assets are generally recognised for all deductible temporary differences to
the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. Such assets and liabilities are
not recognised if the temporary difference arises from goodwill or from the initial
recognition (other than in a business combination) of other assets and liabilities in a

transaction that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated
with investments in subsidiaries except where the Group is able to control
the reversal of the temporary difference and it is probable that the temporary
differences will not reverse in the foreseeable future. Deferred tax assets arising
from deductible temporary differences associated with such investments are only
recognised to the extent that it is probable that there will be sufficient taxable
profits against which to utilise the benefits of the temporary differences and they

are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of the reporting
period and reduced to the extent that it is no longer probable that sufficient

taxable profit will be available to allow all or part of the asset to be recovered.
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

Deferred tax assets and liabilities are measured at the tax rates that are expected
to apply in the period in which the liability is settled or the asset is realised, based
on tax rate (and tax laws) that have been enacted or substantively enacted by the

end of the reporting period.

The measurement of deferred tax liabilities and assets reflects the tax consequences
that would follow from the manner in which the Group expects, at the end of the

reporting period, to recover or settle the carrying amount of its assets and liabilities.

For the purposes of measuring deferred tax for investment properties that are
measured using the fair value model, the carrying amounts of such properties
are presumed to be recovered entirely through sale, unless the presumption is
rebutted. The presumption is rebutted when the investment property is depreciable
and is held within a business model whose objective is to consume substantially all
of the economic benefits embodied in the investment property over time, rather
than through sale. If the presumption is rebutted, deferred tax for such investment
properties are measured in accordance with the above general principles set out
in HKAS 12 (i.e. based on the expected manner as to how the properties will be

recovered).

Current and deferred tax is recognised in profit or loss, except when it relates to
items that are recognised in other comprehensive income or directly in equity, in
which case, the current and deferred tax is also recognised in other comprehensive

income or directly in equity respectively.
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For the year ended 31 December 2012 HZE=F

DRAGONITE INTERNATIONAL LIMITED

B WwAR M A

—ZF A= t-ALFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Inventories
Inventories comprise raw materials, work-in-progress and finished goods are carried

at the lower of cost and net realisable value.
Costs of inventories are calculated using the weighted average method.

Net realisable value is estimated by the management and is determined by
reference to the selling price less all costs to completion and costs to be incurred in

selling and distribution.

Financial instruments
Financial assets and financial liabilities are recognised on the consolidated statement
of financial position when a group entity becomes a party to the contractual

provisions of the instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction
costs that are directly attributable to the acquisition or issue of financial assets and
financial liabilities (other than financial assets and financial liabilities at fair value
through profit or loss) are added to or deducted from the fair value of the financial
assets or financial liabilities, as appropriate, on initial recognition. Transaction costs
directly attributable to the acquisition of financial assets or financial liabilities at fair

value through profit or loss are recognised immediately in profit or loss.

Financial assets

The Group's financial assets are classified into financial assets at fair value through
profit or loss (“FVTPL") and loans and receivables. The classification depends on
the nature and purpose of the financial assets and is determined at the time of initial
recognition. All regular way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases or sales are purchases
or sales of financial assets that require delivery of assets within the time frame

established by regulation or convention in the marketplace.
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Financial assets (Continued)

Effective interest method

The effective interest method is a method of calculating the amortised cost of
a financial asset and of allocating interest income over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash
receipts (including all fees and points paid or received that form an integral part
of the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the financial asset, or, where appropriate, a shorter

period to the net carrying amount on initial recognition.

Interest income is recognised on an effective interest basis for debt instruments.

Financial assets at fair value through profit or loss
Financial assets at FVTPL has two subcategories, including financial assets held for

trading and those designated as at FVTPL on initial recognition.

A financial asset is classified as held for trading if:

. it has been acquired principally for the purpose of selling in the near future;
or
. it is a part of an identified portfolio of financial instruments that the Group

manages together and has a recent actual pattern of short-term profit-taking;

or

. it is a derivative that is not designated and effective as a hedging instrument.

2012 4 )

BEREFHBE (&)

SMIAE)

TEEE(E)

EEFIE%
ERFEARENBIRNGEERE
ENBERNAARDEMBBANS
% BRMEDR G BRREWA(E
RERERFE AR —HINE
NACRAEERAREE  XHHAL
REMEELNR) EEREENTRLRE
RES (WA E) REHRBRTA
ENFERBOREFENHFIE -

[ T B4 B AR B I R E R

Z
o

BRFEGFARRZ EHEE
BRVEHFABZEZEREEAMER
Bl BEREGEERECEREERR
Ekﬁ%%?iﬁﬁ@¥ﬁﬁkﬁéz
TRE

o BAZEERAMANIHHEE %

s EBRAKESHEEMTATAR
ETHEAN D RABR ﬁ%?i
MRS &

o RABEENITETARABMIE
RERTIA RZEREERER
FFEERE -

2EEABRERLA

71



72

DRAGONITE INTERNATIONAL LIMITED

Notes to the Consolidated Financial Statements

= B R R R

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Financial assets (Continued)

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

A financial asset other than a financial asset held for trading may be designated as at

FVTPL upon initial recognition if:

. such designation eliminates or significantly reduces a measurement or

recognition inconsistency that would otherwise arise; or

. the financial asset forms part of a group of financial assets or financial
liabilities or both, which is managed and its performance is evaluated on a fair
value basis, in accordance with the Group's documented risk management
or investment strategy, and information about the grouping is provided

internally on that basis; or

. it forms part of a contract containing one or more embedded derivatives,
and HKAS 39 permits the entire combined contract (asset or liability) to be
designated as at FVTPL.

Financial assets at FVTPL are measured at fair value, with changes in fair value
arising from remeasurement recognised directly in profit or loss in the period in
which they arise. The net gain or loss recognised in profit or loss excludes dividend

and interest earned on the financial assets.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Subsequent to initial recognition,
loans and receivables (including trade receivables, other receivables and bank
balances and cash) are carried at amortised cost using the effective interest method,
less any identified impairment losses (see accounting policy on impairment losses of

loans and receivables below).
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Impairment losses of loans and receivables

Loans and receivables are assessed for indicators of impairment at the end of
the reporting period. Financial assets are considered to be impaired where there
is objective evidence that, as a result of one or more events that occurred after
the initial recognition of the financial asset, the estimated future cash flows of the

financial assets have been affected.

For loans and receivables, objective evidence of impairment could include:

. significant financial difficulty of the issuer or counterparty; or
. default or delinquency in interest or principal payments; or
. it becomes probable that the borrower will enter bankruptcy or financial re-

organisation.

For certain categories of loans and receivables, such as trade receivables, assets
that are assessed not to be impaired individually are, in addition, assessed for
impairment on a collective basis. Objective evidence of impairment for a portfolio
of receivables could include the Group's past experience of collecting payments, an
increase in the number of delayed payments in the portfolio past the average credit
period from 60 to 270 days, observable changes in national or local economic

conditions that correlate with default on receivables.

For financial assets carried at amortised cost, the amount of the impairment losses
is the difference between the asset's carrying amount and the present value of
the estimated future cash flows discounted at the financial asset's original effective

interest rate.

The carrying amount of the financial asset is reduced by the impairment losses
directly for all financial assets with the exception of trade receivables, where the
carrying amount is reduced through the use of an allowance account. Changes
in the carrying amount of the allowance account are recognised in profit or loss.
When a debtor is considered uncollectible, it is written off against the allowance
account. Subsequent recoveries of amounts previously written off are credited to

profit or loss.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Impairment losses of loans and receivables (Continued)

If, in a subsequent period, the amount of impairment losses decreases and the
decrease can be related objectively to an event occurring after the impairment
loss was recognised, the previously recognised impairment loss is reversed through
profit or loss to the extent that the carrying amount of the asset at the date the
impairment is reversed does not exceed what the amortised cost would have been

had the impairment not been recognised.

Financial liabilities and equity instruments

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

liability instrument.

Equity instruments
An equity instrument is any contract that evidences a residual interest in the assets

of the group after deducting all of its liabilities.

Equity instruments issued by the Company are recorded at the proceeds received,

net of direct issue costs.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a
financial liability and of allocating interest expense over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future cash
payments (including all fees and points paid or received that form an integral part
of the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the financial liability, or, where appropriate, a shorter

period, to the net carrying amount on initial recognition.

Interest expense is recognised on an effective interest basis.
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Notes to the Consolidated Financial Statements
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)
Financial liabilities and equity instruments (Continued)

Convertible bonds containing liability component and conversion option derivative

Convertible bonds issued by the Group that contain liability, early redemption
option derivatives and conversion option components are classified separately
into respective items on initial recognition. Conversion option that will be settled
other than by the exchange of a fixed amount of cash or another financial asset
for a fixed number of the Company's own equity instruments is a conversion
option derivative. At the date of issue, the liability, early redemption options and

conversion option components are recognised at fair value.

In subsequent periods, the liability component of the convertible bonds is carried
at amortised cost using the effective interest method. The early redemption option
derivatives and conversion option derivative is measured at fair value with changes

in fair value recognised in profit or loss.

When an entity extinguishes the convertible bonds before maturity through an
early redemption or repurchase, in which the original conversion privileges are
unchanged, are extinguished, the consideration paid and any transaction costs for
the repurchase or redemption are allocated to the liability, early redemption option
derivatives and conversion option components of the instrument at the date of the
transaction. The method used in allocating the consideration paid and transaction
costs to the separate components is consistent with that used in the original
allocation to the separate components of the proceeds received by the Group

when the convertible bonds were issued.

Once the allocation of the consideration is made, the amount of gain or loss
relating to the liability component are recognised in profit or loss and equity

respectively.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Financial liabilities and equity instruments (Continued)

Convertible bonds containing liability component and conversion option derivative
(Continued)

Transaction costs that relate to the issue of the convertible bonds are allocated to
the liability, early redemption option derivatives and conversion option components
in proportion to their relative fair values. Transaction costs relating to the
conversion option derivative is charged to profit or loss immediately. Transaction
costs relating to the liability component are included in the carrying amount of the
liability portion and amortised over the period of the convertible bonds using the

effective interest method.

Denvative financial instruments

Derivatives are initially recognised at fair value at the date a derivative contract
is entered into and are subsequently remeasured to their fair value at the end
of the reporting period. The resulting gain or loss is recognised in profit or loss

immediately.

Other financial liabilities
Other financial liabilities (including trade payables, accruals and other payables
and borrowings) are subsequently measured at amortised cost, using the effective

interest rate method.

Embedded derivatives

Derivatives embedded in non-derivative host contracts are separated from the
relevant host contracts (the liability component) and deemed as held-for-trading
when the economic characteristics and risks of the embedded derivatives are not
closely related to those of the host contracts, and the combined contracts are not

measured at fair value through profit or loss.
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Notes to the Consolidated Financial Statements
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Derecognition

The Group derecognises a financial asset only when the contractual rights to
the cash flows from the asset expire, or when it transfers the financial asset and

substantially all the risks and rewards of ownership of the asset to another entity.

On derecognition of a financial asset in its entirety, the difference between the
asset's carrying amount and the sum of the consideration received and receivable
and the cumulative gain or loss that had been recognised in other comprehensive

income is recognised in profit or loss.

Financial liabilities are derecognised when the obligation specified in the relevant
contract is discharged, cancelled or expires. The difference between the carrying
amount of the financial liability derecognised and the consideration paid and

payable is recognised in profit or loss.

Impairment losses on tangible assets other than goodwill

At the end of the reporting period, the Group reviews the carrying amounts of its
tangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount
of the asset is estimated in order to determine the extent of the impairment loss,
if any. When it is not possible to estimate the recoverable amount of an individual
asset, the Group estimates the recoverable amount of the cash-generating unit to
which the asset belongs. When a reasonable and consistent basis of allocation can
be identified, corporate assets are also allocated to individual cash-generating units,
or otherwise they are allocated to the smallest group of cash-generating units for

which a reasonable and consistent allocation basis can be identified.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment losses on tangible assets other than goodwill (Continued)
Recoverable amount is the higher of fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments
of the time value of money and the risks specific to the asset for which the

estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be
less than its carrying amount, the carrying amount of the asset (or a cash-generating

unit) is reduced to its recoverable amount.

An impairment loss is recognised immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset
(or cash-generating unit) is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised
for the asset (or a cash-generating unit) in prior years. A reversal of an impairment

loss is recognised as income immediately.

2012 Annual Report

BEREFHBE (&)
AREE(BERMN 2HEER(E)
AT E & 8B Y 1 AEA 35 B AR B P
BEMET 2ERE - kAGERER
§ o A ARKRRERERERKAME
ZFREEBRE  ZMAERKRAAT
SEEZESRREREBAEERT
ARRERERERE I FTERMR -

fii bt —REE(LMBCR & L) 2 7
KEEFEEREREE  MRZBEEE

(RAHEBR S EN) 2 REEMDER
A E S HE o

REBRERERRER -

REBRLEERD - AIEE(HRRR
B ZREEEEFE Gt A KE
28 EERNRCERETNSBBARRK
ZERE(FRDRCEM)RBEFEY
BREDAEEBEMET < RAE - BE
EREENERR AR -



Notes to the Consolidated Financial Statements

e MR AR MR

For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Share-based payment transactions

Equity-settled share-based payment transactions

Share options granted to employees and others providing similar services as
employees

The fair value of services received determined by reference to the fair value of
share options granted at the grant date is expensed on a straight-line basis over the

vesting period, with a corresponding increase in equity (share options reserve).

At the end of the reporting period, the Group revises its estimates of the number
of options that are expected to ultimately vest. The impact of the revision of the
estimates, if any, is recognised in profit or loss such that the cumulative expense
reflects the revised estimated, with a corresponding adjustment to share options

reserve.

At the time when the share options are exercised, the amount previously
recognised in share option reserve will be transferred to share premium. When the
share options are lapsed after the vesting date or still not exercised at the expiry
date, the amount previously recognised in share option reserve will be transferred

to accumulated losses.

KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group's accounting policies, which are described in note
3, the directors of the Company are required to make judgments, estimates and
assumptions about the carrying amounts of assets and liabilities that are not readily
apparent from other sources. The estimates and associated assumptions are based
on historical experience and other factors that are considered to be relevant.

Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the
estimate is revised if the revision affects only that period, or in the period of the

revision and future periods if the revision affects both current and future periods.

The following are the key assumptions concerning the future, and other key sources
of estimation uncertainty at the end of the reporting period, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities

within the next financial year.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

KEY SOURCES OF ESTIMATION UNCERTAINTY (Continued)

Fair value of derivative financial instruments

As described in note 26, the directors of the Company use their judgment in
selecting an appropriate valuation technique for financial instruments not quoted
in an active market. Valuation techniques commonly used by market practitioners
are applied. The derivative financial instruments are valued using the Black Scholes
Option Pricing Model that incorporated mainly unobservable market data and
involved uncertainty in estimates used by management in the assumption. The Black
Scholes Option Pricing Model requires the input of highly subjective assumptions,
including the volatility of share prices of comparable listed companies and equity
value of Apex Corporate Investments Limited (“Chinese Medical Clinic"). Changes
in subjective input assumptions can materially affect the fair value estimate. The

carrying amounts of the financial derivatives are set out in note 26.

Allowances for inventories

The management of the Group reviews an aging analysis at the end of the
reporting period and makes allowance for obsolete and slow-moving inventory
items identified that are no longer suitable for use in production or sale. The
management estimates the net realisable value for such finished goods and work-in-
progress based primarily on the latest invoice prices and current market conditions.
The Group carries out an inventory review on a product-by-product basis at the

end of the reporting period and makes allowance for obsolete items.

If the market condition was to deteriorate, resulting in a lower net realisable
value for such finished goods and work-in-progress, additional allowances may be

required.

As at 31 December 2012, the carrying amount of inventories is approximately
HK$8,555,000 (net of allowance for obsolescence inventories of approximately
HK$362,401,000) (2011: carrying amount of approximately HK$8,487,000, net of

allowance for obsolescence inventories of approximately HK$357,562,000).
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R B EmRME

For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

KEY SOURCES OF ESTIMATION UNCERTAINTY (Continued)
Allowance for doubtful debts

In estimating whether allowance for doubtful debts is required, the Group takes
into consideration the ageing status and the likelihood of collection. When there
is objective evidence of impairment loss, the Group takes into consideration the
estimation of future cash flows. The amount of the impairment loss is measured
as the difference between the asset's carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. Where
the actual future cash flows are less than expected, a material impairment loss may
arise. As at 31 December 2012, the net carrying amounts of trade receivables are
approximately HK$ 1,764,000 (201 1: HK$4,184,000). Details of trade receivables

are disclosed in note 21,

CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that entities in the Group will be able to
continue as a going concern while maximising the return to shareholder through
the optimisation of the debt and equity balance. The Group's overall strategy

remains unchanged from prior year.

The capital structure of the Group consists of debts, which include the borrowings
disclosed in note 27 and equity attributable to equity holders of the Company,

comprising issued share capital and reserves.

The directors of the Company review the capital structure on a regular basis. As
part of this review, the directors consider the cost of capital and the risks associated
with each class of capital. Based on recommendations of the directors, the
Group will balance its overall capital structure through the payment of dividends,
new share issues and share buy-backs as well as the issue of new debt or the

redemption of existing debt.

2012 4 )

TEFEEMTREE)

RERE
REEREGRELRERER K&E
ERERRADRIKE 2 TN - HEFE
BEBEZEER ~SEZERR
ReME2 bt - REBBZ2BHE
REEREHEREZEREECRERF
ERHRZBHARRRERE(TBRER
AEEZRAREEBR)NREZHEN
EE - HWERRRREREERTELY
FEEAEANEEE RZT—=F
TZA=+T—RB - BRESEREZER
HELHAI764008T(ZF——5F:
4,18400087T) - BB BB HBER
BARMEE2l

EXEmER

AEBERBHER  URRAKEAH
BiRE UERELEBRERERA
BRRFREADG - AEE 2 BBRE
HERAFRERIE -

AEEZEAERBRER(BRRME
VEEZEF) RARNRERREALE
s (BHREBTRARRE)

ARAESEIRIEALRE  EFR
HEZRETRARERAERRBRRE
B AEERREEZSCEREBXM
BB~ BT EBERNDARIEE
BABOREEBM FOLRREAH
e

2EEABRERLA

81



Notes to the Consolidated Financial Statements

mE MR

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

6.  FINANCIAL INSTRUMENTS 6. SEIA
Categories of financial instruments EMIBECHHE
2012 2011
—E——& —E——F
HK$’000 HK$'000
FERT TERT
Financial assets tHE
Financial assets at fair value through profit or loss N ’T FABRCEREE
— Designated at fair value through profit or loss -EERATE ABR — 19,430
— Held-for-trading investments -REXHRBIRE 129,828 105,224
Loans and receivables (including cash and BN RN TIE
cash equivalents) (AERekRe%5EER) 44,459 61,166
Financial liabilities AR
Financial liabilities at fair value through profit orloss AT EFTABGZZEBEE
— Derivative financial instruments -fTEERIA 17,332 5,689
Amortised cost B HPX A 59,533 123931
Financial risk management objectives and policies BREAREEENREE

The Group's major financial instruments include financial assets at fair value
through profit or loss, trade receivables, other receivables, bank balances and cash,
trade payables, accruals and other payables, borrowings and derivative financial
instruments. Details of the financial instruments are disclosed in the respective
notes. The risks associated with these financial instruments include market risk
(interest rate risk, currency risk and other price risk), credit risk and liquidity risk.
The policies on how to mitigate these risks are set out below. The management
manages and monitors these exposures to ensure appropriate measures are

implemented on a timely and effective manner.
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies (Continued)

Market risk

Currency risk

Certain bank balances of the Group are denominated in foreign currencies which
are different from functional currencies of respective group entities. As at 31
December 2012 and 201 I, bank balances of respective group entities denominated
in foreign currencies were immaterial. The Group does not have a foreign currency
hedging policy. However, management monitors foreign exchange exposure and

will consider hedging significant foreign currency exposure should the need arise.

Interest rate risk
The Group is exposed to cash flow interest rate risk in relation to variable-rate

bank balances.

The Group is exposed to fair value interest rate risk in relation to the fixed-rate
borrowings through the impact of market interest rate changes on interest bearing

borrowings.

The Group currently does not have interest rate hedging policy. However, the
management will consider hedging significant interest rate exposure should the

need arise.

Sensitivity analysis

The management considers that the Group's exposure to cash flow interest rate
risk on variable-rate bank balances as a result of the change of market interest
rate is insignificant due to its short-term maturity and thus no sensitivity analysis is

prepared for interest rate risk.
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For the year ended 31 December 2012 HZE=F
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6.  FINANCIAL INSTRUMENTS (Continueq)

Financial risk management objectives and policies (Continued)

Market risk (Continued)
Other price risk

The Group is exposed to price risk in respect of:

. The Call Option and Put Option (as defined and set out in note 26) in
relation to acquisition of entire equity interests in Chinese Medical Clinic,

which engaged in the Chinese medical clinic operation in Hong Kong.

. held for trading investments in equity securities listed in the respective stock

exchange.

Sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to
equity price risk on the Group's held for trading investments at the end of the
reporting period. If the prices of the respective equity instruments had been 5%
(2011: 5%) higher/lower, post-tax loss for the year ended 31 December 2012
would decrease/increase by HK$6,491,000 (201 I: HK$5,261,000) as a result of the

changes in fair value of held-for-trading investments.

The management would manage its exposure arising from these investments by
closely monitoring the performance of respective listed equity security and market

conditions. The management would consider diversifying the portfolio of these

investments as they consider appropriate.
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Notes to the Consolidated Financial Statements

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies (Continued)

e MR AR MR

For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE
¢RMIAE)
PHBEBERRNREK(E)
EERE

Credit risk

As at 31 December 2012 and 2011, the Group's maximum exposure to credit
risk which will cause a financial loss to the Group due to failure to discharge
an obligation by the counterparties is arising from the carrying amount of the
respective recognised financial assets including trade receivables, loans receivable,

other receivables as stated in the consolidated statement of financial position.

In order to minimise the credit risk, the management of 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
trade debt and loans receivable at the end of the reporting period to ensure that
adequate impairment losses are made for irrecoverable amounts. In this regard,
the directors of the Company consider that the Group's credit risk is significantly

reduced.

The credit risk on financial assets designated at fair value through profit or loss
during the year ended 31 December 201 | was limited because the counterparties
were companies listed in The Stock Exchange of Hong Kong. The directors
consider the default in payment upon maturity to be low. In addition, management
of the Group reviewed the public announcements and financial information of
these listed companies in order to assess their credit quality. In this regard, the
directors of the Company considered that the Group’s credit risk was significantly

reduced.

The credit risk on liquid funds is limited because the counterparties are banks with

high credit ratings assigned by international credit-rating agencies.

The Group does not have any other significant concentration of credit risk as trade

receivables consist of a large number of customers.
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies (Continued)

Liquidity risk

The Group manages its liquidity risk by monitoring and maintaining a level of cash
and cash equivalents secured adequate by the management to finance the Group's
operations and mitigate the effects of fluctuations in cash flows. The management
monitors the utilisation of bank borrowing and ensure compliance with loan

covenants.

The following table details the Group's remaining contractual maturity for its non-
derivative financial liabilities based on the earliest date on which the Group can be
required to pay. Specifically, bank borrowings with a repayment on demand clause
are included in the earliest time band regardless of the probability of the banks
choosing to exercise their rights. The maturity dates for other financial liabilities are
based on the agreed repayment dates. The table includes both interest and principal
cash flows. To the extent that interest flows are floating rate, the undiscounted

amount is derived from interest rate curve at the end of the reporting period.

ERMIAE)
PHBEBERENRAE(E)
REELEB
AEERARERERE IR EEEE
E”ﬁﬁﬁ/\ IEFWE}EEE’M@EEEM
PEeAER UAXEERHKEER
Wﬁﬁfﬁﬁmé/&ﬁzﬁmﬂ ° %:EE%
BRITETROD BN L HERETER
R -

I

TRAMFIIREAREATERERE
#Zﬁiﬂﬂégmﬁﬁiéﬁﬁgm
BHORBHR - ARM S MAEREX
%E%%WZEHF#FFEMHﬁ
A MAEBRITEZTEBEENE
g Rt RMARZHHAREHE
BRHEE -FERFERERENH
K& - WA SRAFBHE - BIKE
RERENBERROMNKHRGH -

Liquidity risk tables B EE %
Carrying
On amount at
Weighted  demand or Total  31.122012
average less than I-3 undiscounted R=B——%
interest rate | month months  cash flows +=A
MmEFY REREZ -2 AEEEE =t-H
ME —EART =R RELE <KREE
% HK$'000 HK$'000 HK$'000 HK$'000
E TR TR TiEn TiEn
2012 “T--F
Non-derivative financial liabilities FiTEemBsE
Trade payables EHESRE — 4681 1,415 6,096 6,096
Accruals and other payables JESHFUR R B B 5B — 15,024 12,737 27,761 27,761
Fixed-rate bank borrowing ERRITIEN 325 25,676 — 25,676 25,676
45,381 14,152 59,533 59,533
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R B EmRME

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies (Continued)

Liquidity risk (Continued)

Liguidiity risk tables (Continued)

For the year ended 31 December 2012 HHE=ZF—

E¢WMIAS)

ZEFZA=T-RIEEFE

BHEERREERNREEE)
RBELEE(E)
REETAER(E)

Carrying
On amount at
Weighted  demand or Total 31122012
average less than | -3 undiscounted R-F—_%F
interest rate | month months  cash flows +=A
IEFS REKREK - AFREBE =t-H
ME —EART =BA RE#R KEE
% HK$000 HK$000 HK$000 HK$000
B TR TR TR TR
2011 It
Non-derivative financial liabilities FTESRERE
Trade payables ENEHRE — 5093 1,179 6272 6272
Accruals and other payables FER IR R A MR A - 16,567 8,750 25317 25317
Fixed-rate bank borrowing EERITER 325 27342 — 27342 27342
Fixed-rate other borrowing EEEMER 5 65,000 - 65,000 65,000
114,002 9929 123931 123931
2012 F & 2EEBRERAT
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

FINANCIAL INSTRUMENTS (Continued)

Financial risk management objectives and policies (Continued)

Liquidity risk (Continued)

Bank borrowing with a repayment on demand clause is included in the “on
demand or within | month” time band in the above maturity analysis. The carrying
amount of the bank borrowing amounted to approximately HK$25,676,000 as
at 31 December 2012 (201 1: HK$27,342,000). Taking into account the Group's
financial position and assets pledged to the bank, the directors of the Company
do not believe that it is probable that the bank will exercise its discretionary rights
to demand immediate payment. The directors of the Company believe that such
bank borrowing will be repaid within 12 (201 1: 13) years after the reporting date
in accordance with the scheduled repayment dates set out in the loan agreement.
The aggregate principal and interest cash outflows amounted to approximately
HK$31,198,000 as at 31 December 2012 (201 1: HK$33,893,000). The bank

repayment schedule based on the scheduled repayment dates as per following:

ERMIA#E)
HERREEENREEKE)
HEELER(E)
MEREBREEBRERZRITERN £
MBI E A ST AR E sk — @ A A
TIZEBAERNK - RZT—ZF+=A
=+-B ZERTEFXNEREELAR
25,676,000 7 (= ——4F : 27,342,000
BTT) c BERASEN MBI RER
TRITNEER  ARREZHERT
TETERBERERNEIAHRE - K
AREFHEZSEROTEREREER
BEmE T EER A BREE AR
RNE(ZE——F: BF)NEE - N
T-—F+ZA=+T—HB FeBEK
FERERELA31,198000BL(=ZF
——%F 133,893,000/ T) - R EIE
MABZRITEFEEIMT -

2012 2011

—®-CF —F—F

HK$'000 HK$'000

THT TER

Within one year —ER 2,530 2,530
In the second to fifth year “ERFR 10,118 10,120
More than five year AFMNE 18,550 21243
31,198 33,893
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For the year ended 3| December 2012 BZ=F——F+-A=1t—HIFE

FINANCIAL INSTRUMENTS (Continued)
Fair value

The fair value of financial assets and financial liabilities are determined as follows:

. the fair values of financial assets with standard terms and conditions and
traded on active liquid markets are determined with reference to quoted

market bid prices;

. the fair values of other financial assets and financial liabilities (excluding
derivative financial instruments) are determined in accordance with generally

accepted pricing models based on discounted cash flow analysis; and

. the fair values of derivative financial instruments are calculated using option

pricing model.

The directors of the Company consider that the carrying amounts of financial
assets and financial liabilities recorded at amortised cost in the consolidated financial

statements approximate their fair values.

Fair value measurements recognised in the consolidated statement of financial
position

The following table provides an analysis of financial instruments that are measured
subsequent to initial recognition at fair value, grouped into Levels | to 3 based on

the degree to which the fair value is observable.

. Level | fair value measurements are those derived from quoted prices

(unadjusted) in active market for identical assets or liabilities.

. Level 2 fair value measurements are those derived from inputs other than
quoted prices included within Level | that are observable for the assets or

liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

. Level 3 fair value measurements are those derived from valuation techniques
that include inputs for the asset or liability that are not based on observable

market data (unobservable inputs).

2012 4 )

SRMTAM)
AT
SHEERSBREZATEENTE

;E .

EA RGN ERRR
MEEBEZERMEEZRTEZ
EMSMBREABET

o HiERAERERABMTESR
ﬁiéﬁ RENAFETIREE

EERN  BREBRRER

o ETRIANATERMHETE
BRI A

ARAEZRA  EFEAMBREP
BERAIIR eREEREMARL
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Forthe year ended 3| December 2012 B2 =F——§+-A=1T—HIFE

FINANCIAL INSTRUMENTS (Continued) 6. ERMIAE)
Fair value (Continued) NEE (&)
Fair value measurements recognised in the consolidated statement of financial EHRENBREERRZAFEIE
position (Continued) (%)
As at 31 December 2012 R-E——#F+=-f=+—H
Level | Level 2 Level 3 Total
R B E= @gt
HK$°000 HK$’000 HK$’000 HK$°000
TEx TET TET TET
Financial assets at FVTPL BAVE ARG ERERE
Non-derivative financial assets held BIER BB 2 IENTE
for trading TREE 129,828 — — 129,828
Financial liabilities FVTPL BRATESABRZEMEE
Derivative financial instruments THESRTA — — 17,332 17,332
As at 3] December 201 | R-F——FF+—H=+—H
Level | Level 2 Level 3 Total
F—1 B F= st
HK$'000 HK$'000 HK$'000 HK$'000
THET FET FAT THET
Financial assets at FVTPL BATEARB v EREE
Non-derivative financial assets held BIER ZR® 2 IEITE
for trading PREE 105,224 — — 105,224
Investment in convertible instruments KA T A — — 19,430 19,430
Total mEr 105,224 — 19,430 124,654
Financial liabilities FVTPL BRATESABRZEMEE
Derivative financial instruments TESRIA — — 5,689 5,689

There were no transfers between Level | and 2 in the current and prior years.
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Notes to the Consolidated Financial Statements

6.  FINANCIAL INSTRUMENTS (Continued)

Fair value (Continued)

Reconciliation of Level 3 fair value measurements of financial assets

R B EmRME

For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

6. EWMIA#H)
AYVE (B)
EREEZE=RAFETEZHEK

Call Conversion Investment in

option/ option convertible

Put option derivatives instruments

RENE/ BRRER RE

woh e fTETH RKRIA

HK$'000 HK$'000 HK$’000

TR TR TR

At | January 201 R_E——F—H—H — (377) 24,450

Granted during the year FRRL (6,270) — —

(Loss) gain in profit or loss B ()W 58 377 (10,295)

Disposal HE — — (24,750)

Purchases BA — — 30,025
At 31 December 20 | RZF——F

+=ZA=+—H (5,689) — 19,430

Gain in profit or loss Bz e — — 10,495

Disposal HE — — (29,925)

Unrealised loss in profit or loss BRZABEREE (11,643) — —
At 3| December 2012 RZF—ZF

+-A=+—8 (17,332) — —

2012 F & 2EEBRERAT
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For the year ended 3| December 2012 HEZE——F+-A=+—RLFE

7. SEGMENT INFORMATION
The Group's executive directors are the chief operation decision makers as they
collectively make strategic decisions towards the Group's operations. During the
year ended 3| December 2012, the Group started money lending business and
executive directors considered this is a separate reportable and operating segment

to the Group.

The Group's reportable and operating segments under HKFRS 8 are therefore as

follows:
(@)  health care products, which are mainly represented by ginseng products

(b)  pharmaceutical products, which are mainly represented by licensed

medicines
() Ruyan atomizing cigarettes
(d)  securities trading and investments

(e)  property investment in Hong Kong

(fy  money lending

STEER

AR REERTESLAHASESE
EHRIERTE  MREATELERR
E HE_Z-—-FT-A=+-—HLE
FE ASBERBETERES 91T
EERRAEBREIEENBUZRK

L2 -

AREREASPHHREEIFH 2
BREEHEMT

@ REER FERAZEM

b) BEER TERREEY

() WEHE
(d) BAEXHREE
(e) RBEBZMERE

S
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For the year ended 3| December 2012 HEZZ——F+-A=+—RILFE

SEGMENT INFORMATION (Continued) 7. 2EERE)

Segment turnover and results PEEREREA

The following is an analysis of the Group's tumover and results by reportable and UTRRERRCEN B AEEZ %
operating segments. BREEZAWN -

For the year ended 31 December 2012 BP-—F——Ff+-H=+—-HULEFE

Segrent tumover PEELE

Sales of goods EMEE

Change n fairvalue of francial assets  RAT(EEAB&Z£8
atfirvaethrough proftorloss — BEZATERS

Dividend income REHA

Rentalincome BEEHA

Interest income from loans receivable  FEME 2 F EMA

Segment: (oss) proft A (68 &7

Other income EfA

Change n far value of dervative ~~ FTESBTE
financial instruments LDTERS

Shere-based payment expenses RHAERAF
Undlocated comporate expenses ~ RARAFT

Finance costs B%ER
Loss before tax HaEe
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For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

7.  SEGMENT INFORMATION (Continued)
Segment turnover and results (Continued)
For the year ended 31 December 201/

PEERE)

PERERBERER(E)
HE-F——F1-A=1—-HI¥E

Securities Property
Ruyan tradngand  investment in
Health care  Pharmaceutical atomizing  investments Hong Kong
products products cigarettes BHRD WEEZ  Consolidated
REER  BEEm DMERLE kxR 0ERE L
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TAT TAT TAT TET TET TAT
Segment tumover PEEXE
Sales of goods EMHE 9% 14419 5363 — - 19878
Change in far value of financial assets at fair AT EFT ABa 2 28
value through profit or loss BEZATEEY - - (214408) - (214408)
Dividend income BREBA - - - 2806 - 2806
Rental income BERA - - - 1671 1671
9% 14419 5363 (211,602) 1671 (190053)
Segment loss PEEE (15894) (10515) (32509) (209,889) (4.881) (273688)
Other income HipA 1401
Change in fair value of derivative financial ~ $T4£ BT A
instruments LATEED 958
Loss on disposal of a subsidiary HERBAR EE (9.967)
Share-based payment expenses AR AR (783)
Unallocated corporate expenses AABARZ M (29,144)
Finance costs HBER (2259)
Loss before tax HAlEE (313482)

Segment turnover includes proceeds from sales of goods, dividend income, rental
income and interest income from loans receivable. In addition, the chief operation
decision maker also considers change in fair value of financial assets at fair value
through profit or loss (excluding derivative financial instruments) as segment

tumover.
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For the year ended 31 December 2012 #EZT——F+-A=+—RALFE

SEGMENT INFORMATION (Continued)

Segment turnover and results (Continued)

Segment (loss) profit represents the loss from/profit earned by each segment
without allocation of other income, change in fair value of derivative financial
instruments, loss on disposal of a subsidiary, share-based payment expenses,
unallocated corporate expenses and certain finance costs. This is the measure
reported to the chief operating decision maker for the purposes of resource

allocation and performance assessment.

Segment assets and liabilities
The following is an analysis of the Group's assets and liabilities by reportable and

operating segment:

PEERE)

PEEXRBRER(E)
PR(BR)ENESDBELZER/
PRI Z & A ARt RO IREMERA -
THEEBTIAZAVEED LENE
RAZER URNAERMRZX
H ADERRAXHRETHHER -
ERIRZERREZRIGEN
A AEDEERRFERRE -

PTREERAR
ATRREBRLEDBRZAECEEE
RBEZDH

As at 3| December 2012 R-BE——F+-F=+—H
Securities Property
Ruyan tradingand ~ investment in
Health care  Pharmaceutical atomizing investments Hong Kong Money
products products cigarettes #5125 RE#E lending ~ Consolidated
RRER BEER  NERLE RkRE  20ERE Lt it
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR TAn TR TER Tén Tén TAn
ASSETS gE
Segment assets HREE 26,743 14965 5986 134483 176,054 — 358231
Bank balances and cash fighE Y ek 34881
Other receivables EfElzE 1,878
Consolidated total assets GREELE 394990
LIABILITIES &f
Segment abiites NEER 8039 1471 12,686 = 26500 = 58,69
Derivative financial instruments fTeRIE 17332
Other payables EfErzE 7473
Taxation payable ERHE 1,044
Consolidated totalabilties FREGRE 84,545
2012 & L2EEBRERAA 95
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

7. SEGMENT INFORMATION (Continued) 7. SEERE)
Segment assets and liabilities (Continued) PEEEREE(E)
As at 3] December 201 | R-FE——Ff+=-F=+—H
Securities Property
Ruyan tradngand  investment in
Health care  Pharmaceutical atomizing  investments Hong Kong
products products cigarettes BHRD WEEZ  Consolidated
REER  BEEm DMERLE kxR 0ERE L

HK$000 HK$000 HK$000 HK$000 HK$ 000 HK$000
T T T L AL T

ASSETS EE

Segment assets NEEE 21519 14738 9,159 125332 145350 316,098
Bank balances and cash ROEBRRE 55970
Taxation recoverable YRR 1579
Other receivables it ElFE 1676
Consolidated total assets GREERE 375323
LIABILITIES a&

Segment liabilties NERR 8374 10490 13949 - 28169 60982
Other payables EfbRefiE 6297
Taxation payable RERHR 1,503
Derivative financial instruments fTESMIA 5,689
Bomowings st 65,000
Consoldated total liabities FaRBEER 139471
For the purpose of monitoring segment performances and allocating resources RERIB R ERAREBRAE -

between segments:

. all assets are allocated to reportable and operating segments, other than ° MBEEENEZEZRREENE -
certain other receivables, taxation recoverable and bank balances and cash. ji#3 :Ffiﬁﬂr”& R el

«  all liabilities are allocated to reportable and operating segments, other than s MABBARZERHRRLENE
derivative financial instruments, certain other payables, certain borrowings WITEEMIA & :F \ﬁﬂfﬁm
and taxation payable. B ETER
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For the year ended 3| December 2012 HEZZ——F+-A=+—RILFE

SEGMENT INFORMATION (Continued) 7. 2EERE)

Other segment information HittnBER

Amounts included in measure of segment profit or loss or segment assets: RAENERNEEy P EEER:
AZ A :

For the year ended 31 December 2012 BP-—F——Ff+-H=+—-HULEFE

Addtion to property, plant and equipment  ¥5 * B R BRE
Depreciation of property, n% HER

plant and equipment SENE
Amortisation of prepaid lease payments BRI EFEZ &
Gain'in far value of investment property & MIE AFE M &
Allowance for obsolescence inventories BT E 2 & fE

Allowance for doubtful debts REER

Impaiment losses recognied inrespect 3tV R
of loans receivable HESE

Loss on disposal of property, HENE  FR
plant and equipment Rk ER

Finance costs HHER
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

7.  SEGMENT INFORMATION (Continued)
Other segment information (Continued)

For the year ended 31 December 201/

7. REERE)
Htb o WER(E)
HBE—F——F1-A=1-HI¥E

Securties Property

Ruyan trading and Investment

Health care  Pharmaceutical atomizing investments ~ in Hong Kong
products products Cigarettes FANH NER Unallocated Consolidated
(REER BfEm  MER(E kRE  CMERE AR At
HK$000 HK$000 HK$ 000 HK$000 HK$ 000 HK$ 000 HK$000

TEL TER TER TEL TEL TEL TER

Addttion to property, plant ER
and equipment RRERE - 339 6 - - - 405
Depreciation of property, plant EN:
and equipment ET Tk 1,802 700 3513 - - - 6015
Amortisation of prepaid lease payments  EFTAEFEZ B4 8 - - - - - 8
Lossin far value of investment property  REMEATEZ BE - - - - 6,009 - 6,009
Allowance for obsolescence inventories  F$TFE 2 R 13341 1025 740 317%
Alowance or doubtful debts et~ REEf + FB 192 125 % - - - 1473
Gain on disposal of property, HEE  FR
plant and equipment ET i - - (65) - - - (65)
Finance costs H%ER - - - - 376 1259 2635
Turnover from major products RETEERZLLE
2012 2011
—E-Cf —T——F
HK$’000 HK$'000
T TERr
Health care products RIEEM — 9%
Pharmaceutical products BEEM 17,787 14,419
Ruyan atomizing cigarettes MEFCE 2,540 5363
20,327 19,878
Information about major customers BREEEF2ER

There is no single customer contributing over 0% of total sales of the Group for

the year ended 3| December 2012 and 201 I.
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

SEGMENT INFORMATION (Continued) 7.

Geographical information

The Group's non-current assets by geographical location of the assets are detailed

PEERE)
HWEER
AEBUBEMBUEDMZIERDE

below: EZEMFRBNT :
Non-current assets
kRBEE
2012 2011
—2--F —F—F
HK$'000 HK$000
FET T
The People’s Republic of China (“PRC") EE AR ([HE]) 30,274 28,489
Hong Kong ) 175,600 145,000
205,874 173,489

Note: The non-current assets exclude financial assets at fair value through profit or loss.

M :  SERBEAETERRAYERAR

HZERERE o

OTHER GAINS AND LOSSES 8. EHitBE
2012 201 |
—E——&F —E——%F
HK$’000 HK$'000
TERT TR
Change in fair value of derivative financial instruments T4 & BT Az AF(EZH) (11,643) 958

(Loss) gain on disposal of property, HEME - BE kR

plant and equipment 2 (B8 s (15) 65
Change in fair value of investment property REMEZ RTEES 30,600 (6,009)
Allowance for doubtful debts, net RAERETSR (1,842) (1473)
Impairment losses in respect of loans receivable (note) BLIEUE SRR EBE (KHIFE) (10,000) —
7,100 (6459)

Note: The loans receivable is made to an independent third party in money lending business
during the year ended 31 December 2012, maturing with | month and bearing fixed-
interest rate of 1% per month. The loans receivable is unsecured. Impairment losses

of HK$ 10,000,000 is recognised during the year as the counterparty has placed under
bankruptcy.

2012 4 )
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

9. FINANCE COSTS 9. HBEAR
2012 2011
—E--& T
HK$’000 HK$'000
TET TR
The finance costs represent interests on: HBEBREATREZNE -

— bank borrowing wholly repayable —ERALFRBHEEZRITEK
more than five years 864 376

— other borrowing wholly repayable —ERAFNERER 2 EMER
within five years 391 1,395
— Convertible Bonds (note 28) —ARRES (FiE28) — 864
1,255 2,635

0. INCOME TAX EXPENSE 0. FiE®EX

2012 2011
—E-Cf —T——F
HK$’000 HK$'000
T TR
PRC Enterprise Income Tax REIEMEH 711 599
Underprovision in prior years (note) BEFERETR () 1,588 —
2,299 599

Note: Amount represented an underprovision on Enterprise Income Tax incurred in prior

years by a PRC Subsidiary.

No Hong Kong Profits Tax is payable by the Company or its subsidiaries operated

in Hong Kong since they had no assessable profit for the year.

Under the Law of the PRC on Enterprise Income Tax (the “EIT Law") and
Implementation Regulation of the EIT Law, the tax rate of the PRC subsidiaries is
25% from | January 2008 onwards.

DRAGONITE INTERNATIONAL LIMITED 2012 Annual Report
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

INCOME TAX EXPENSE (Continued)

10. FrEBiRAx (&)

The taxation for the year can be reconciled to the loss before taxation per the AEEHMBREEZERER ZBA
consolidated statement of comprehensive income as follows: BRYENT
2012 2011
—F-CF —F——F
HK$'000 HK$'000
TER FET
Loss before tax BRIEE (63,781) (313,482)
Tax at PRC income tax rate of 25% BRPBEMEHRE25%1TE2THE (15,945) (78371)
Tax effect of expenses not deductible for tax purpose NAIHIF 2 ¥ HHE B2 & 2911 4,120
Tax effect of incomes not taxable for tax purpose BERM WAL BB FE (7,652) (53)
Tax effect of tax losses not recognised AEAREBBHNEC Y E 19,727 66,586
Tax effect of deductible temporary difference not AERAMAE R ZEHHIE
recognised EE 1,670 8317
Underprovision in prior years BEFERETR 1,588 —
Taxation for the year KREEZ 2 HIE 2,299 599

At the end of the reporting period, the Group has estimated unused tax losses of
approximately HK$505,587,000 (201 I: HK$426,679,000) available for offset against
future profits. No provision of deferred taxation has been recognised in respect of
the tax losses due to unpredictability of future profit streams. Included in unused
tax losses of HK$222,765,000 (201 1: HK$202,832,000) that will expire by 2017
(2011: 2016). Other tax losses may be carried forward indefinitely.

At the end of the reporting period, the Group has deductible temporary difference
on allowance for doubtful debts on trade receivables and other receivables,
allowance for obsolescence inventories and impairment loss in respect of property,
plant and equipment of HK$582,032,000 (201 I: HK$574,371,000). No deferred
tax asset has been recognised in relation to such deductible temporary differences
as the directors of the Company is not certain when taxable profit will be available

again which the deductible temporary differences can be utilised.

2012 4 )

RBERR AEER/FERFAM
18 #7505,587,000% (= & — — F -

426,679,000 78 7T ) FI LI E ARG ] o B
%*Mﬁu%&wﬁ\ﬂu - BB I R
REEFI B © 222,765,000 8 T(=F
——% 202,832,000 70 ) Z K {F AFIE

BR-E—F(ZF——F: TR
F)Em - At BB ERPL

RBEHRR AEEREEEFREAR
HittW B RIERE - BEFER
B REBYE  BERREZHERS

1875 PR B B 1M 2 8 582,032,000 7T
(ZZF——% : 574371000 7) - AR
ARBEE T MK B ERD 6 M aE
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

I1. LOSS FOR THE YEAR . XEEEFR
2012 2011
—E--& T
HK$'000 HK$'000
TER FET
Loss for the year has been arrived AEFEBHBREMRGIA)THIER :
at after charging (crediting):
Staff costs BT
Directors’ emoluments (note 12) EEME (M 12)
— fees and other emoluments e kEMME 4915 5443
Other staff costs HMBTHX
— salaries, allowances and bonus —%e R RIEL 10,214 8,838
— share-based payment expenses (note i) — ARt RER AR Z R (P aEi) 1,678 783
— retirement benefits scheme contributions —REME 2K 942 837
17,749 15901
Amortisation of prepaid lease payments ARG 90 88
Cost of inventories recognised as expense (note i)  ERAR T 2 FEMA (M) 15915 42,854
Auditor’s remuneration EEE 1,650 1,600
Depreciation of property, plant and equipment ME - BERLEITE 3,135 6,015
Operating lease rentals in respect of land and buildings 1t RiEF & ¥ LM EHIE 6,101 5109
Research and development expenses ERX (RREEMRXA)
(included in other expenses) 1,207 2,309
Interest income from bank balances RITEEERZ F B IA
(included in other income) (BEEEMBIAN) ) (8)
Gross rental income from investment property REME 2 BRERA (4,680) (1,671)
Less: direct operating expenses incurred for B EEAEEEERA
investment property that generate rental income ZREMEZEREEHX
for the year 309 [45
4371) (1526)
Legal and professional expenses FERBEEA
(included in other expenses) (BREAMBRAXA) 20,086 9,632
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For the year ended 31 December 2012 HE =T —

LOSS FOR THE YEAR (Continued)

Notes:

M

An allowance for obsolescence inventories of HK$4,839,000 (201 I: HK$31,796,000)
was included in the cost of inventories recognised as expense. This allowance was
provided for certain slow-moving raw materials and finished goods of HK$4,839,000
(201'1: HK$18,331,000) including health care products, pharmaceutical products and
Ruyan atomizing cigarettes. During the year ended 3| December 2012, no allowance
for inventories was made on health care products that were spoiled and no longer
sellable. During the year ended 3| December 201 |, certain health care products were

spoiled and no longer sellable, and an allowance for inventories of HK$ 13,465,000

e MR AR MR

ZEFZA=T-RIEEFE

AEEBR#E)

P -

()

T E B E4,839,0008 T (ZF
——14F :31,796,00087C) t AHER
RRAXZEERAE - BEEFERE
DHRETABERMBRENR (B
ERBER BEEQIWEZRL
E) 4,839,000 (ZF——%F:
18,331,0007T) iR - BE-T—=
F+ZA=+-HILFE - TEHKE

was provided. ZEAPAHEZREERFREE
B -BE_Z——5T_A=1—
EE@E’%%%@FW&EHWT
HE - FHEF R 13,465,000/ T °
(i) The share-based payment expenses of HK$1,678,000 (201 I: HK$783,000) granted to iy #HEZZE-—-—F+-R=f+—-HL
eligible participants during the year ended 31 December 2012 were mainly related to FE CUBRODAEMZNTEY
the Group's securities trading business. 1,678,000/ (ZE——1%F : 783,000
BL) DRTAERZEE  FER
AEEEFEBEBEH -
DIRECTORS’ AND CHIEF EXECUTIVE'S EMOLUMENTS 12. EEREETHAEMSE
The emoluments paid or payable to each of the ten (201 I: fifteen) directors and ENSENTR(ZE——%F: THE)
chief executive were as follows: EERFETHRABZEHEMNOT :
Lam Liu Ho 2012
Gary Wong Hon Chan Lam Chung  Man Sum, Pang  Kwong Tak Total
Drew  YinSen Lik  MeeSze  SukPing  Yuklun  Albert Hong Sang Fun =B-Z%
Douges EBR BN RXER HRY EER HER BE BRE A8% @t
HK$'000 HK$'000 HK$000 HK$000 HK$O000 HK$000 HK$000 HK$000 HK$000 HK$000 HK$000
TAr THr TEn TEx TEx TFEx TEx FEx TEx TEx TEx
(note b) (note a)
(Mzb) (Mfa)
Fees Be - - - - - 210 210 38 210 210 878
Other emoluments At
Salaries e 840 735 780 899 690 — — — — — 3944
Retirement benefit EIREREE
scheme 4 14 14 14 14 I I — — [ 93
Other allowances Efh2i - — — — — — — — — — —
844 749 794 913 704 21 21 38 210 0l 4915
2012 & 3§ 2EEBRERAT
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For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

12.  DIRECTORS’ AND CHIEF EXECUTIVE'S EMOLUMENTS (Continued) 2. EBERFETBAEMEE)
Note GEE
(a) Mr. Pang Hong resigned as independent non-executive director on 29 February 2012. @) EBRTERZZE—-F-A=-1+ANH
BEBIUIFMTES -
(b)  Mr. Wong Yin Sen is also the chief executive of the Company and his remuneration b) FEREEDRARRZEETHA
disclosed above included those for services rendered by him as chief executive. B FXABEZESMBEmEE
REBTHABRBRE ZEHH -
Ching Lam Lv Ho W
GayDrew — Wong  Wog  Hon  Auewg Chan  YenMan, lm  Chg  ManSim Pag  Kiworg Frak  Manfred T Totd
Dogss ~ YnSer  Heiln Lo KaChor  MeeSee  Angle  SkPg Yokl Abet Hong S HMy o AHuser in 2%
BROIRF B) EBWD RER BMR  OmOT  EER OMER B¢ BEE %% WEx &
HKSO0  HRBO00  HRSOD  HKSOND  HKSOO0  HKSOD  HKSOO0  HKSOO0  HKSOD  HKSOO0 HKSO00 RSO0 HKSO0  HKSOD  HKSOO0  HKSOO0
TH TR TR TR TR TR T T TR TR TR TR TR TR TR T
(otee) ~ (oteh)  (noted) (otef)  (oteb)  fotef)  (roteq) (oted)  (roted)  (oteg)
(We)  (bn) (W) (B (o) (w0 (6 (W) (M) (i
fess 53 - - - - - - - - 0 0 3 0 b ] i 3
Oferenomens ~ EfBE
Slres ) 158 70 @ m I &7 67 0 - - - - - - - i
Retrement
bereftscene KGR - ) 7o 0 9 0 7 b b= - = - ]
Oterdowees  Ef28 - 18 - - - - - - - - - - - - - bl
15 0l w m ™ t6 o7 W 1% 1% 13 0 %3 ] 1l 5483
Notes: BisE
(@  Mr.Manfred A. Haussler resigned as non-executive director on | April 201 1. ()  Manfred A Haussler’fEER =T ——F
MA—BEEHNTEE -
(b)  Ms. Chan Mee Sze was appointed as executive director on | | April 201 1. b) BREBLZLR-ZE-——FWA+—-H
BZERNITES -
() Mr. Lam Suk Ping was appointed as executive director on | June 201 1. © MBTEERZZF-——F R—BE
ZERMTEE -
(d)  Mr. Wong Hei Lin resigned as executive director and Mr. Frank H. Miu resigned as d) IARFREERBAEEER-ZE——F
non-executive director on 7 July 201 |, respectively. T AT ADRIBERTES KIEHT
Bz
(e)  Mr. Gary Drew Douglas appointed as executive director on 24 October 201 I. (e)  Gary Drew Douglas’ttER =T ——%F

DRAGONITE INTERNATIONAL LIMITED 2012 Annual Report
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

DIRECTORS AND CHIEF EXECUTIVE'S EMOLUMENTS (Continued)
Notes:

] Mr. Au Yeung Kai Chor and Ms. Ching Yuen Man, Angela resigned as executive
directors on 25 October 201 I, respectively.

(9  Mr. Ho Tak Fun was appointed as independent non-executive director on |
November 201 |

(h)  Mr. Wong Yin Sen is also the chief executive of the Company and his remuneration

disclosed above included those for services rendered by him as chief executive.

During the year, no emoluments were paid by the Group to any of the directors
as an inducement to join or upon joining the Group or as compensation for loss of

office. None of the directors has waived any emoluments during the year.

EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest emoluments in the Group, four (201 [: five)
were directors of the Company whose emoluments are included in the disclosures
in note 12 above. The emoluments of the remaining individual for the year ended

31 December 2012 were as follows:

12.

EERIRTHAEMES (@)
GEE

Hh EBEROTEREREZLEDHIR -
T-——F+A-THHEBERTE
£

IESEER - E——F+—H—H
BRERBUFNTES

—~

oa

=
=

(h) ?E%Eﬁﬁ$”ﬂ2$§ﬁﬁA
CEXFBEZEGHE RS
BE%W&AE&#%%Z S -

ER-AEEYEREFNESENMH
T ERMARRIMARE B 2 &R
BEBBE - FA UBEEHELN
i< -

EEMS
AEENEZESREMe s AfAL  H
RO (ZF——F: Af) BARAE
EoHEIHMESEIALRME 2 2HK
BEM BE-T-—-F+ZA=+-—
AILFE B T—UATZHENT

2012
—E-C—F
HK$'000
TER

Salaries and other benefits e REAET
Contributions to retirement benefits schemes RIRBFIFTEIHER

1,020
14

1,034

2012 4 )
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

4. DIVIDEND
No dividend was paid or proposed for both years, nor has any dividend been

proposed since the end of the reporting period.

5. LOSS PER SHARE
The calculation of the basic loss per share attributable to the ordinary equity

holders of the parent is based on the following data:

RE
BEMFLTERNIRERNBE - B
REPRURTEZZRNERBKE

BRER
BRALARBAARGEERENESE
THE N IIBURR B

2012 2011
—E-CF —T——F
HK$'000 HK$'000
T TET
Loss for the purpose of basic and diluted IEECRETE- YN
eamings per share (loss for the year FEERN 2 BB
attributable to owners of the Company) (RREERAREFAER) (66,080) (314,081)
2012 2011
= —E—F
'000 ‘000
TR TH
(restated)
(&g 5751)
Number of shares RO 2E
Weighted average number of ordinary shares forthe ~ Fhat EGIREREF 2
purpose of basic earnings per share LRRIETH# 102,700 35,783

The computation of diluted loss per share does not assume the conversion of
the Company's share options since their assumed conversion would result in a

decrease in loss per share.

The weighted average number of ordinary shares for the calculation of the basic
and diluted loss per share for the years of 2012 and 201 | have been adjusted to
reflect the impact of share consolidation and rights issue effected during the year
ended 31 December 2012 as well as rights issue completed subsequent to 3|

December 2012.
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ZEFZA=T-RIEEFE

For the year ended 31 December 2012 HHE=ZF—

PROPERTY, PLANT AND EQUIPMENT 6. Y% - BERZE
Furniture,
Leasehold Plntand fixtures and
Construction improvement machinery equipment Motor
in progress Buldngs  HEWE BER G %E vehicles Total
ERIR i & k8 BE EL RE nE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TiEn TiEn TiEn TiEn TiEn TiEn TiEn
CosT A
At | January 201 RZT-—F-f-A - 34698 4777 56836 6678 8,198 111,137
Exchange adiustments B HEE - 1,300 105 213 207 7 4017
Additions RE — - — 202 150 5 405
Disposals & - - - - - (938) (938)
At3| December 011 R=F-—%+-fA=1+—H - 35998 483 59,172 7035 7584 114621
Exchange adiustments B R 7 194 16 34 EJ] 4] 614
Addtions AE 264 - - 1524 W 551 4948
Disposals e - - - - - (220) (220)
At3| December 012 R=F--#+-fA=1+-H 2653 36,192 4848 61,020 7294 795 119963
DEPRECATIONAND ~ HERBERE
IMPAIRMENT LOSSES
At | January 201 RZE——
—-A-H - 13517 413 50733 6032 6319 80724
Exchange adjustments [ J{ % - 545 105 1962 206 03 3021
Provided for theyear B - 1,656 138 384 313 84 6015
Biminated on disposals {11 EF 1 4 - — - - - (938) (938)
At3l December 011 R-E——%+-A=1-8 — 15718 4366 56519 6551 5,668 88,822
Exchange adjustments [ j{ % - 90 16 305 N 3 474
Provided for theyear B - 1,765 139 650 190 9l 303
Biminated on disposals {1} EF 44 - - - - - (120) (120)
At3] December 012 WZE-—#+-A=1-H = 17573 4521 57474 6773 5970 92311
CARRYINGVALUES ~ EREE
At3I December 012 R-E—-—%+-A=1-H 2653 18619 w7 3,546 52l 1,986 27452
At3| December 011 R=F——%F+-F=+-H - 20280 466 2653 484 1916 25799
2012 4F ] L2EEBRERAA
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

6.

DRAGONITE INTERNATIONAL LIMITED

PROPERTY, PLANT AND EQUIPMENT (Continued) 6. Y% BERZE#E)
The above items of property, plant and equipment, other than construction in L% BEREREBR(EEIRER
progress, are depreciated on a straight-line basis at the following rates per annum: INABSFIEA TN ERAEIRE ¢
Buildings Over the shorter of the terms of the lease or 1BF PRLFRSF+F
50 years 2B E
Leasehold improvement Over the shorter of the terms of the lease or HEMEEE PEOFHSE+EF
50 years ZEBEE
Plant and machinery 9% - 20% TR B i 2% 9% £ 20%
Furniture, fixtures and equipment  18% - 20% B RE 18% & 20%
Motor vehicles 9% - 20% WEL:
nE 9% £ 20%
INVESTMENT PROPERTY 17. REWE
HK$000
TER
FAIR VALUE 2¥E
At | January 201 | RZT——F—H—H —
Acquisition of subsidiaries (note 31) W B AR (MEE3) 151,009
Fair value changes recognised to profit or loss REGRRAZ A TEEE (6,009)
At 31 December 201 | NZF——%+-A=1—H 145,000
Fair value changes recognised to profit or loss RERERZ A TEED 30,600
At 31 December 2012 R-F-—f+-A=1+—H 175,600

The fair value of the Group's investment property at 31 December 2012 has

been arrived at on the basis of a valuation carried out on that date by Grant

Sherman Appraisal Limited (201 1: Asset Appraisal Limited), independent qualified

professional valuers not connected with the Group. The valuation was arrived at

by reference to market evidence of transaction prices for similar properties in the

similar locations and conditions.
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

INVESTMENT PROPERTY (Continued) 17.

The Group's investment property is held under medium-term leases in Hong Kong.
All of the Group's property interests held under operating leases to earn rentals or
for capital appreciation purposes are measured using the fair value model and are

classified and accounted for as investment property.

As at 31 December 2012 and 2011, the Group has pledged this investment

property to secure general banking facilities granted to the Group.

RENE#E)
AEBZRBENEUNEERETHHE
ARA ARERERDESIEER
ﬂﬁ% EMBEZEERNDEERRE

AFERAGE  YEERARIIE
&ﬁ%¥°

R_FE-——fKk-_F——%+_H
=t—R AREDERZREVEE
RRETAEEN—RRITRE 2 FER

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS 18. BAVEFABRECZEREE
2012 2011
—E-Cf —E——F
HK$'000 HK$'000
TER FET
Financial assets at fair value through BRATEFABR ERMEERE
profit or loss comprise:
Investment in convertible investments designated EERATHERTARR
at fair value through profit or loss AT AERE = 19,430
Held-for-trading investments RERSRBEZRE 129,828 105,224
129,828 124,654
Analysed for reporting purpose as: HEMB O
Non-current portion FERNERED = 9,730
Current portion BIEAER 129,828 [ 14,924
129,828 124,654
2012 & 3§ 2EEBRERAT
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

8.

DRAGONITE INTERNATIONAL LIMITED

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
(Continued)
Held-for-trading investments comprise of equity securities listed in Hong Kong and

their fair values are based on quoted market bid price.

During the year ended 31 December 201 I, the Group acquired investment in
convertible investments designated at fair value through profit and loss consisting of
a convertible bond instruments issued by Hong Kong Life Group Holdings Limited
("Hong Kong Life"), a Hong Kong listed company incorporated in the Cayman
Islands, and a convertible bond instruments issued by Rising Development Holdings
Limited (“RDHL"), 2 Hong Kong listed company incorporated in Bermuda, at a
consideration of HK$20,000,000 and HK$10,025,000, respectively. The carrying
amounts of investment in convertible bond instruments of Hong Kong Life and
RDHL are HK$9,730,000 and HK$10,025,000, respectively. In the opinion of
directors, the investment in convertible bond instrument of Hong Kong Life is
not expected to convert to shares within 12 months and the carrying amount of
such investment of HK$9,730,000 is then classified as non-current assets as at 31

December 201 1.

These convertible bond investments are disposed of during the year ended 31
December 2012.
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS 8.

(Continued)
Binominal Option Pricing model is used for valuation of conversion option and
redemption option of respective convertible bonds instruments. The inputs into the

model were as follows:

BRAVEFAERCEMERD)

“HRAHMEEERA AR E UARE
FIACHERERERBRERE G
B - GABRKZZEMT

As at 31 December 201 |
RZFE-——F+=A=+—H

RDHL

Convertible

Hong Kong Life Bonds
Convertible Bonds BEREE
BEEHZ sty v

AIARIES Qe e

Stock price RE HK$0.35787T HK$0.977 7T
Exercise price B HK$23.86/8 7T HK$1.007% 7T
Volatility (note a) UEACIREY) 67% 84%
Option life (note b) & T%%iﬁﬂ(ﬁﬁi b) 44 yearstF 2.8 years
Risk-free rate (note c) B M 2= (B 5T ) 0.845% 0.496%
Notes: s

(@)  Expected volatility was determined by calculating the historical volatility of the

respective share prices of Hong Kong Life and RDHL.
(b)  Expected life was the remaining life of the respective options.

(c)  The risk free is determined by reference to the Hong Kong Government Bond Yield.

During the year ended 3| December 2012, gain of HK$10,495,000 (201 I: loss of
HK$10,295,000) on change in fair value of investment in convertible instruments
designated at fair value through profit or loss was credited (201 |: charged) to profit

orloss.

2012 4 )

@ Tﬁﬁﬁi}ﬂEﬁL%%%%EA BRE
BiEREaREZELKES

(b)) FEREFHABHEESEZRTFN-

 ERBRAEZDZREERFNESES

EE-

BE-_T-——§+-A=+—-HL#F
g 1*/‘?@#/\(_?**@ k)
BRZIARIAZREZATEEY
B 104950008 L(ZE——F : B
180,295,000 7T ) °
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

[9. PREPAID LEASE PAYMENTS

9. BENHEENRE

2012 2011
—E-CF —T——F
HK$’000 HK$'000
T TET

Leasehold land outside Hong Kong; BRUMNCBE L
Medium-term lease FHEIE 4 2,704 2,772

Analysed for reporting purposes as: HEME MO

Current portion ENEAZR 82 82
Non-current portion FEANERE 7 2,622 2,690
2,704 2,772

The leasehold land is amortised on a straight-line basis over the remaining term of

HELHRBORBFRABREEH -

the lease.
20. INVENTORIES 20. FE
2012 2011
—E-—& T4
HK$'000 HK$'000
TER TER
Raw materials JRE} 5,735 5,489
Work in progress H&m 354 634
Finished goods BB 2,466 2,364
8,555 8,487

As at 3| December 2012, the carrying amount of inventories is approximately R-E—-—F+-_RA=+—H FEZE
HK$8,555,000 (net of allowance for obsolescence inventories of approximately HE{E4)458,5550008 7 (B EETFEEE
HK$362,401,000) (201 I: carrying amount of approximately HK$8,487,000, net of #47362,401,0008 L) (ZE——%F : RMEAE
#178,487,0008 T HIKFHTFERELD
357,562,000/7T)

allowance for obsolescence inventories of approximately HK$357,562,000).
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TRADE RECEIVABLES 21, BRESRE
2012 2011
—E-CF —T——F
HK$'000 HK$'000
TER FET
Trade receivables FEUWE S BRTE 150,000 149792
Less: Allowance for doubtful debts B REREE (148,236) (145,608)
1,764 4,184
The Group allows an average credit period from 60 to 270 days to its trade ARERTHESREPATH60ZE270
customers. The following is an aged analysis of trade receivables net of allowance BZEEH - UTARBREBRBEE
for doubtful debts presented based on the invoice dates which approximated the TEWHERAR EZAH2FIE Y
respective revenue recognition dates at the end of the reporting period: BHRIE(MBRRERE) 2 RER DT -
2012 2011
—E-CF T
HK$'000 HK$'000
TERT FET
0to 60 days 0&60H 1,195 1,258
61 to 90 days 61 290H 100 42
91 to 180 days 91 & 180H 343 2,884
181 to 270 days 181 £270H 126 —
1,764 4,184

2012 £ 3 2EEBRERAR 113
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21.

DRAGONITE INTERNATIONAL LIMITED

B 75 SR AR Y A

—ZF A= t-ALFE

TRADE RECEIVABLES (Continued)
The Group has policy of allowance for doubtful debts which is based on the
evaluation of collectability and age of accounts and on management's judgement

including credit worthiness and past collection history of each customer.

Before accepting any new customer, the Group assesses the potential customer's
credit quality and defines credit limits by customer. Limits attributed to customers

are reviewed regularly.

The receivables with a carrying amount of HK$ 1,764,000 (201 |: HK$4,184,000)
which are neither past due nor impaired at the end of the reporting date for which
the Group believes that the amounts are considered recoverable because the
receivables are related to a number of independent customers that have good

repayment records with the Group.

At 31 December 2012 and 201 [, there is no trade receivable balance past due at

the reporting date for which the Group has not provided for impairment loss.

In determining the recoverability of the trade receivables, the Group considers
any changes in the credit quality of the trade receivables from the date credit was
initially granted up to the end of the reporting period. Accordingly, the directors
believe that there is no further credit provision required in excess of the allowance

for doubtful debts.
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21, EWEZREE)

Movement in the allowance for doubtful debts RERE ST
2012 2011
—F-=F T F
HK$'000 HK$'000
TERT TRT
Balance at beginning of the year F R 145,608 138,904
Impairment losses recognised EHRRRERE 1,842 1,676
Amounts recovered during the year FRNEREFE — (203)
Exchange adjustments B 5 5 786 5231
Balance at end of the year FiRER 148,236 145,608

Included in the allowance for doubtful debts are individually impaired trade

receivables, which were either in the severe financial difficulties or overdue for a

long period time. The Group has made full allowance on these receivables and

considered that they are generally not recoverable.

AERBERERNLESEEM KR
FOBEAZERERKE KR - K
SECHAZTRUFATEEE LR
BHREFRE— KRR -

DEPOSITS, PREPAYMENTS AND OTHER RECEIVABLES 2. ®E - ANFEARHEAERKE

2012 2011
—2-Cf —T—F
HK$'000 HK$'000
THER FAT
Other deposits Hinke 1,222 1,219
Deposits for legal and professional services FRERBERBRE 1,268 1,268
Prepayments to suppliers HEEBM A 3,525 2,388
Other prepayments H AR 177 991
Receivables from financial institutions (note) & R R M FRIE (PR aT) 7,109 —
Other receivables Hith fE M IR 705 1012
14,006 6,878

Note: Amount represents the funds deposits to financial institutions for securities trading MzF: ZFBEABALSFBAMEER

purpose. PRBEZES -
2012 & 2EBEBRERQH
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22. DEPOSITS, PREPAYMENTS AND OTHER RECEIVABLES (Continued) 2. Re BAAREREMERITE
(&)
2012 2011
—E-CF —F——F
HK$'000 HK$'000
TER TET
Other receivables Hi MR 36,833 36,946
Less: Allowance W BHE (36,128) (35,934)
Other receivables (net of provision) Hfth TR IE (R B4R ) 705 1,012
Movement in the allowance for doubtful debts for other receivables HithEWBR B RERBREZEH
2012 2011
—E-CF —T——F
HK$°000 HK$'000
TER FTET
Balance at beginning of the year FHER 35,934 34,636
Exchange adjustments B 5 194 1,298
Balance at end of the year FREH 36,128 35,934
Included in the allowance for doubtful debts are individually impaired other REREREERNCREZESREH
receivables, which were either in the severe financial difficulties or overdue for a ERE M EA 7 EMERERE - &
long period time. The Group has made full allowance on these other receivables SEERZEEaEIRERSEE
and considered that they are generally not recoverable. W RAZETIE R M -
23.  BANK BALANCES AND CASH 3. BOEBRRE

At 31 December 2012, there were bank balances and cash denominated
in Renminbi (“RMB") amounting to approximately HK$5,513,000 (201 I:
HK$7,610,000) and carry interest at market rates which range from 0.001% to 0.36%
(2011: 0.001% to 0.36%) per annum. RMB is not freely convertible into other
currencies. Other bank balances and cash are denominated in Hong Kong dollars
which carry interest at market rates which range from 0.001% to 0.06% (201 I:
0.001% to 0.06%) per annum.
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TRADE PAYABLES 24. BNEZRE
The aged analysis of trade payables presented based on the invoice date at the end UTERREHRBERZAMHI2TE
of the reporting period is as follows: NESEEZ BRI :
2012 2011
—E-CF —E——F
HK$'000 HK$'000
TER TET
0to 30 days 0E30H 477 51
31 to 60 days 3IE260H 874 1,006
61 to 90 days 61 290 H 41 65
Over 90 days but less than | year 90 HA LBFE—F 23 1,226
Over | year —FLE 4681 3,924
6,096 6,272
ACCRUALS AND OTHER PAYABLES 25. BEtREREMEMNRE
2012 2011
—E-CF —F——F
HK$'000 HK$'000
TERT FET
Other payables H ity e BRIE 16,195 12,410
Accruals fEE B 11,566 12,907
Deposits received from customers BlEPRE 3,458 3,660
Deposits received from distributors Bl EmRe 3,178 4688
34,397 33,665

2012 £ 3 2EEBRERAR 117
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26.

DRAGONITE INTERNATIONAL LIMITED

DERIVATIVE FINANCIAL INSTRUMENTS 2. fTHEEMIA
2012 2011
—E--& T
HK$'000 HK$'000
TET FAT
Derivative financial instruments consist TELBRIERE
of the following items: AR :
Call Option/Put Option R/ R 17,332 5,689

On 8 August 2011 ("Date of Completion™), Nation Wealth Holdings Limited
("NWHL"), a wholly-owned subsidiary of the Company, acquired entire equity
interests in Central Town Limited (“CTL") from an independent third party (the
“Vendor") at a consideration of HK$ 117,000,000 (the “Acquisition”). Details of the

Acquisition are disclosed in note 31.

The terms of the option agreement are that (i) the Vendor granted a call option
to NWHL to require the Vendor to sell entire equity interest in Chinese Medical
Clinic ("Option Shares”) and to assign the shareholders loans of Chinese Medical
Clinic ("Option Shareholders Loans™) to NWHL (collectively known as “Call
Option"); and (i) NWHL granted a put option to the Vendor to require NWHL
to purchase the Option Shares and Option Shareholders Loans (collectively known
as “Put Option"). Chinese Medical Clinic is currently a wholly-owned subsidiary of
the Vendor.

2012 Annual Report
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DERIVATIVE FINANCIAL INSTRUMENTS (Continued) 26.
The Call Option and Put Option are exercisable within 5 years from the Date of
Completion conditional upon the completion of the Vendor's contribution of an
interest free loan or by way of equity of HK$25 million to Chinese Medical Clinic.
As at 3| December 2012 and 2011, the Vendor's interest free loan to Chinese
Medical Clinic is less than HK$25 million and both Call Option and Put Option are
not exercisable as at 31 December 2012 and 201 1. The option exercise price is
determined with the following conditions:

. if Chinese Medical Clinic's audited results for the year ending 31 March 2012
or any accounting period subsequent thereto has not been released and
issued, the option exercise price will be HK$25,000,000; and

. if Chinese Medical Clinic's audited results for the year ending 31 March 2012
or any accounting period subsequent thereto has been released and issued,
- in the case of the exercise of the Call Option, the option exercise

price will be the higher of HK$25 million; or (ii) the lower of 10
times earnings before interest, taxes, depreciation and amortisation
(“EBITDA") or HK$75 million; and
- in the case of the exercise of the Put Option, the option exercise
price will be the higher of: (i) HK$25 million; or (i) the lower of 5
times EBITDA or HK$75 million.
2012 4 5

fTESMIAE)

RBHENDEHEIR TR A HE
EFSERITE M /,\%Eﬁﬁﬂ(ﬁhmese
Medical Clinic;E A 25,000,000 & T4 8
ERSUBRAR R EIAZSERKES
MMEE -BE_T——_FR-_FT——F
+=A=+—8 ' EF M Chinese Medical
Clinic)E A# R 51 S & 2 25,000,000
BT ABE-_S——FR-F——
FTZA=+—HRBEERRL R
B{ARTE - RETEERTIGEE

==

-

o f{WChinese Medical Clinick & =
T-_FZA=ZT-HLEFEH
TMEEESHHNEEREER
REMRTE BBRETEER
25,000,000 7T ¢ &

* i Chinese Medical ClinicEil£=%
—ZF=A=T—HIEFELER
HE et N REREECEM K
iz - A

- EOFRBHEBSRAT HE
TEEANTMEZERE
2500000078 7T (i F
S BE WERBHAAN
([EBITDAL) 10f& 375,000,000 %
TZBREE R

- HEIEREHEBILT HE
TEEBAUTMEZLRSE ()
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26. DERIVATIVE FINANCIAL INSTRUMENTS (Continued) 26. fTHESRMIAE)
The fair value of the Call Option and Put Option is approximately HK$6,270,000 at RERERRERERTKERNRT
Date of Completion. (B4 6,270,000 T ©
The movement of the Call Option and Put Option is set out below: REMERRLRE . ZHNT
HK$'000
THET
Granted at the Date of Completion R BB (6,270)
Change in fair value NTEES 58]
At 31 December 201 | —E——f5+4+_A=1—H (5,689)
Change in fair value Z\¥TEE@J (11,643)
At 31 December 2012 RZE-——F+-HA=1T—H (17,332)
The fair value of Call Option and Put Option are calculated using the Black Scholes RERRELRDEHENATERTKR
Option Pricing Model at the Date of Completion, 31 December 2011 and 2012. BAR-E——FR-ZZF-_F+_H
The inputs into the model were as follows: S+—BEARYR-HRNHEEE

BAE - GABRAZ280T

Call Option and Put Option

REBERAEHE
As at As at As at Date of
31 December 2012 31 December 201 | Completion

R-ZB-=f RZE——F

+=ZB=+t-B +ZA=1—H RTAK B 8
Exercise price 1THE HK$25,000,000 7  HK$25000000/7C  HK$25,0000007 7T
Equity value (note a) EARE(FEa) HK$7,668,0003 7%  HK$22,000000/87C  HK$22,000,000/ 7T
Expected volatility (note b) EEAUEGIEDY 3081% 41354% 36.03%
Expected life (note ) i H}ﬁHﬁ (Ff5Ec) 3.6 yearsF 46 years® 5 years
Dividend yield BlaE — — —
Risk-free rate (note d) BB A= (5 d) 021% 0.943% 0922%
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26. DERIVATIVE FINANCIAL INSTRUMENTS (Continued)
Notes:

(@) The equity value is determined based on the future discounted cashflow of the

operation of Chinese Medical Clinic.

(b)  Expected volatility for options is based on historical daily price movements of
comparable listed companies in the same industry over a historical period of 3.6 years

(2011: 4.6 years; date of completion: 5 years).

() Expected life was the expected remaining life of the Call Option and the Put Option.

(d)  The risk-free rate is determined by reference to the yield of Hong Kong Exchange
Fund Notes.

During the year ended 31 December 2012, loss of HK$ 11,643,000 (201 I: gain of
HK$581,000) was recognised in respect of the changes in fair values of derivative

financial instruments.

26. T4

Fitsx

@

¢®MIAE)

BR{EIRIE Chinese Medical ClinicZE#5
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HRENERREREBRAE (ZF
——HF46%F  TKBE 55) A
AEAREETARMNBESARE
WENETE °

RHFHARBRENR R E
MR T -

ERBANEL2ZEENEESRE
ZREE -

Bz-_T—-f+-R=1+—8L#HF
B BTEeRIALNTEEZEERE
BIL6430008 T(ZF——F: B
581,000/7T) °




122

Notes to the Consolidated Financial Statements

mE MR

For the year ended 31 December 2012 HZE-F——

FT-A=t—RILFE

27. BORROWINGS 27. B
2012 2011
—E--& T
HK$°000 HK$'000
TER TR
Secured bank borrowing BHEBRITER 25,676 27,342
Unsecured other borrowing AR LA 5 5K — 65,000
25,676 92,342
Carrying amount repayable within one year AR—FRERZREE = 65,000
Carrying amount of bank borrowing BERBEHRE—FR
that is not repayable within one year from EBEEBIRENRR
the end of the reporting period BEGERZRIT
but contains a repayment on demand clause EREREE
(shown under current liabilities) GIARBEE) 23,971 25,693
Carrying amount of bank borrowing that is repayable @EA*¢ NERE
within one year and contains a repayment ERERBEERN
on demand clause Zfﬁfﬂﬁ HEHEE 1,705 1,649
25,676 92,342
Amounts due within one year NERBEEZ—FA
shown under current liabilities g feiie (25,676) (92,342)
Borrowings comprise: EREE
Fixed-rate borrowing L 25,676 92,342

As at 31 December 2012, bank borrowing amounting to approximately
HK$25,676,000 (2011: HK$27,342,000) is fixed-rate borrowing which carries
interest at 3.25% per annum. Unsecured other borrowing of approximately

HK$65,000,000 as at 31 December 2011 carried a fixed interest rate of 5% per

annum and fully repaid during the year ended 31 December 2012.

As at 31 December 2012, bank borrowing of HK$25,676,000 (201 I:
HK$27,342,000) was secured by investment property of the Group in note 17.

DRAGONITE INTERNATIONAL LIMITED
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28.

CONVERTIBLE BONDS

On I'l August 201 |, the Company served a redemption notice to the bondholder
for the fully redemption of the remaining convertible bonds at an agreed

redemption consideration of HK$5,000,000 being the outstanding principal.

The movement of the liability component and conversion option derivatives of the

convertible bonds for the periods is set out as below:

Notes to the Consolidated Financial Statements
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

28. TERES

[BI% N AR A 25 o

“E——FNA+—B ARQAREF
BEEARLELORAN EXRBEED
K 1B5,0000008 (Bl AR AE)2HE

BN TARES 2 8 ESS RaREE
BT TAHZHNT

Conversion

option

Liability derivatives
component BRBERE Total
8RS fTETH ast
HK$'000 HK$'000 HK$’000
FiERr TER TER

Asat | January 201 | R-E——%F

—H—H 4,136 377 4513
Interest charged FESH 864 — 864
Redemption o (5,000) — (5,000)
Gain arising on change of fair value AFEZBMERE — (377) (377)

As at 3| December 201 | and
31 December 2012

A=F——F+f

=+—-Bk

—ZET-—fF

+-—A=1+—~ —

During the year ended 31 December 201 |, HK$377,000 was recognised in profit

or loss as change in fair value of derivative financial statements upon redemption of

the outstanding convertible bonds.

ATEZD -

2012 £ 5|

2EEABRERLA
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29. SHARE CAPITAL 29. BA
Number Share
of shares capital
RO EE R
’000 HK$000
T TR
Ordinary shares of HK$0.01 (2011: HK$0.10) each ~ EREE0.0I BT
(ZZ——F :0.108T) 2 LBR
Authorised: ERE
At | January 201 | and 31 December 201 | R-ZZ——%—H—H 10,000,000 1,000,000
E=F——%+t-R=1—H
Increase in authorised share capital (note v) EE A 0 (FTEEY) 90,000,000 -
At 31 December 2012 R_E——F+-A=+—H 100,000,000 1,000,000
Issued: BT
At | January 201 | W-Z—%—-F—H 92362 9,236
Rights issue (note i) AR (5T ) 1,847,245 184,725
Exercise of share options (note i) TR AR (P aE i) 9,230 923
Issue of subscription shares (note i) BITRERM (HEEii) 18,470 1,847
Issue of placing shares (note iv) BT SR (ML iv) 750,000 75,000
At 31 December 201 | RZZE——F+=ZHA=+—H 2,717,307 271,731
First Capital Reorganisation (note v) BREREA (M) (2,173,845) (266,296)
Rights issue (note vii) A% (5T vii) 1,086,923 10,869
Issue of placing shares (note viii) BATECE B An (M =L viii) 326077 3261
Exercise of share options (note ix) TR RS AR (Pl 3T ix) 163,038 1,630
Second Capital Reorganisation (note x) FZRERBHE (M) (2,013,525) (20,135)
At 31 December 2012 N-_F-——F+-A=1+—H 105,975 1,060
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SHARE CAPITAL (Continued)

Notes:

M

(i)

(i)

On 28 January 2011, the Company allotted and issued 1,847,245,240 shares by way
of rights issue at a subscription price of HK$0.22 per rights share on the basis of
twenty rights share for every share held on 7 January 201 I.

On 31 March 201 I, share options for 9,230,000 of HK$0.| each were exercised at
the exercise price of HK$0.182.

On 12 April 2011, 18,470,000 new ordinary shares of the Company of HK$0.| each
were issued by subscription pursuant to the subscription agreement dated 30 March
2011 entered into between the Company and an individual third party, at a price of
HK$0.16 per share.

On 4 August 201 I, 750,000,000 new ordinary share of the Company of HK$0.| each
were issued by placing pursuant to the placing agreement dated 4 May 201 1, the
placing price was HK$0.145 per share. The placing price was amended to HK$0.1 per

share pursuant to the supplement placing agreement dated 28 June 201 I.

Pursuant to special resolution passed on 23 December 201 |, the Company's every
5 issued and unissued shares of par value of HK$0.10 each are consolidated into
| consolidated share of par value of HK$0.50 each. Immediately following share
consolidation, the nominal value of each issued consolidated share was reduced from
par value of HK$0.50 each to par value of HK$0.01 each by cancellation of the paid-
up capital to the extent of HK$0.49 on each issued consolidated share (“First Capital
Reorganisation”). Details of the First Capital Reorganisation are disclosed in the
circular issued by the Company on 30 November 201 I. First Capital Reorganisation
was effective on |9 March 2012 upon the approval by the Court of Cayman
Islands on 9 March 2012. Thus, the share capital of the Company was decreased by
approximately HK$266,296,000.

2012 4 )
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29. SHARE CAPITAL (Continued)
Notes: (Continued)

(vi)

(vi)

(vii)

()

Pursuant to special resolution passed on 23 December 201 |, each of the Company's
authorized but unissued shares of par value HK$0.10 each were subdivided into ten
shares of par value of HK$0.01 each (“Share Subdivision”). The Share Subdivision is
effective on 19 March 2012, the authorized share capital of the Company was divided
into 100,000,000,000 shares of HK$0.01 each. Details of Share Subdivision are

disclosed in the circular issued by the Company on 30 November 201 I.

On 2 May 2012, the Company allotted and issued 1,086,923,000 shares by way of
rights issue at a subscription price of HK$0.| per rights share on the basis of two

rights shares for every one share then held.

On 29 June 2012, 326,076,900 new ordinary shares of the Company of HK$0.01
each were issued to individual third parties by placing pursuant to the placing
agreement dated 22 June 2012 at a price of HK$0.066 per share.

On 9 July 2012, share options for 163,038,450 of HK$0.01 each were exercised at
the exercise price of HK$0.07.

Pursuant to special resolution passed on 6 August 2012, the Company carried
out a share consolidation involving every 20 shares of par value of HK$0.0! each
be consolidated into | consolidated share of par value of HK$0.20 each. A capital
reduction whereby upon this share consolidation becoming effective, the nominal
value of all the issued consolidated share was reduced from HK$0.20 each to HK$0.01
each, and the issued and paid up capital of the Company was cancelled to the extent
of HK$0.19 per consolidated share in issue (“Second Capital Reorganisation”). Details
of Second Capital Reorganisation are disclosed in the circular issued by the Company
on |3 July 2012. Second Capital Reorganisation was effective on 31 October 2012
upon the approval by the Court of Cayman Islands on 26 October 2012. Thus, the
share capital of the Company was decreased by approximately HK$20, 1 35,000.

All the shares issued during the year ended 31 December 2012 and 201 | rank pari

passu with the existing shares of the Company in all respect.
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Notes to the Consolidated Financial Statements

R B EmRME

For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

SHARE-BASED PAYMENTS 30. URODBER 2R
Equity-settled share option scheme DRELEE 2 BRERE
Upon passing of an ordinary resolution on |7 December 2012, the Company RZE——F+_-_A++HBBE BYE
adopted a new share option scheme and whereupon the old share option scheme BRZRE - KNABRN— I8 08 RE
adopted on 30 May 2003 was terminated. The primary purpose of granting share 2 B MZEE=FRA=1H
options is to provide incentives to participants, including executive directors of the RAMEBRETE FURLE - RTHE
Company and its subsidiaries. Under the share option scheme of the Company, KRENTEFHRNZHEE(REALNT
the Board of Directors of the Company may grant options to eligible employees, REWMBARIMMITES ) IRHLEE - 1R
including directors of the Company and its subsidiaries, to subscribe for shares in BARNRMNEBRIES  ARBESEE
the Company. AReEREE(BRERDARENE
RAIER)RLBRE  URBALAK
3 o
The following table discloses movements in the Company's share options during TREBERNNTENERE &
the year:
N of
share options
Number of Number of Number of Number of Number of No.of Nurberof Numberof Numberof outsanding
dweopions  hweopions  weopions  weopions  weopions  weopions  weopions  wreopions  shareoptons st
st granted erercied asted fpsed wat granted exercised adused 3] December
| Jnuary during during during during | anuary during uring during m Brerdse
Date o hare pull the perod the perod the perod the perod m the perod the period feprod  H28-2% prceper
Category of s otosgated  H2E--F kD) L L H-%-2% L L Bh t2Bz1-R shre opton
SEE0% HERE  -B-82 &tz e BE W Bl o) ke EREL  EAGRZ Bedeperiof  SHERE
B8 BREEE  RRERE  BRERE  RREEE  oBBERE  RREER  BRERE  BREER  BRERE  BRES GREE  2fkE
(e (noe)

(notey) HS

(i) (i) i
Diretors
H
Worg nSen 9 nuary 208 am - - 1634 - 140266 - - (L7 35 I fuary 208 IS
R ZBE-ANA [notev)
(il
Hon Lk 9 iy 1008 49 - - 634 - 1066 - - (57000 309 1558
) “EEE-E0A (o)
(i)
Wong HeiLin otz 9 ivary 208 8 - - 1634 (260260) - - - - - h5%
THE (i) “HE-AnA [notev)
(il

2012 £ 3 2EEBRERAR 127
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For the year ended 3| December 2012 HEZE——F+-A=+—RLFE

30.

SHARE-BASED PAYMENTS (Continued) 30, URGBAERZARE)
Equity-settled share option scheme (Continued) NREEE 2B 8(E)
Nurber of
share options
Nomberof - Numberof — Nuwberof ~ Numberof ~ Numberof No.of Numberof — Numberof ~ outstanding
seopors  hareoptions hareoptions hareoptions hareoptons hareoptons sharecptions~ share options st
it granted exerdsed afsted bpsed s exerdsed afsted 31 Decenber
|y during during durng durg | fnuary uig durng m erdse
Date o share il thepeiod the perod the perod the perod il the period tepid H23-2% prceper
Cagory of aricars gyt H-5--F ED) ED) kD) H-8-2% kD L E e dare opion
8215 fuBEE B8z ft iz EE WA AR iz B RAER Bedeprod  SHERE
B BREEE  BREME  BEEEE  BREER  SBBEER  mRE BEREE  BEEME  RRERS fgss 2088
(roe) (e (rotey) H3
likd (i) k) #
PargHong e} oy 0B 15 - - 418 - B33 - (17134) An 4oy 108 5%
BE (hsi “BE-ANA fo3 013 (]
EEE Wb
HRE 325
e
Cheg Kvan Horg e 9 oy 0B B - - 418 - (B3I3 - (171341 A [y 208 I
&% (i) “ERE-F fo 0y 01 o)
BRE-R (M)
i
it
Dig Xin (ot ) 9 iy 208 Bl - - 428 - BB - (171341) 1N Dy 108 PIEL
T4 (HH) 22§08 fo oy 3 (i)
e Hi: sl
“RoIRE
e
21951 - - it 13034




30. SHARE-BASED PAYMENTS (Continued)

Equity-settled share option scheme (Continued)

Notes to the Consolidated Financial Statements

AR

For the year ended 31 December 2012 HHE=ZF—

30. URORERZNRE)
URESHE 2 BRENB(E)

BB RN

ZEFZA=T-RIEEFE

N of
share options
Nowberof -~ Numberof — Nowberof ~ Numberof ~ Numberof No.of Nunber o Number o Noberof ~~ outandig
Sweopions  hweopions  weopions  weopions  weopions  weopions  dweopions  wreopions  shareoptons st
it granted exerdsed afsted fpsed it grated exerdsed afted 31 Decenber
| fnuary durng durng durng durng | Jnuary durng durng during m Brercie
Date o share pull the perod the perod the perod the perod m the period the period feprod  H28-2% prceper
Cagory of aricars gtsganed H-5--F ED) ED) ED) g2k D) ) I B dhare oo
$8E0% fuERE ARz i ke BE ERn -B-R it iz G382 HRGRZ Beciepeiod  SRERE
BE  BERHR  BRREE  RREME  MERER  SBBENE  BERER  BREER  BREME  EREER  MBEMS %R ZfkE
[note) note ) (rotey) HK§
(F) (Rt (Fih) 1
Employess
(inaggegate
BE (£5) 9 ruay 108 661616 - - 8 (667563 305363 - - (3015601) B 6 Fetrary 08 5%
e oS febnay 013 (o)
il (it
nAEE-E
tili
18 Febrzy 008 Bl - - 428 - B3 - - (I71341) n 17Mech 208 0
RN o lgMah 013 (rotev)
fhyll: “BNER (i
THRECE-CE
ZhtiA
BFenay 1008 (17100 - - 55382 (s Bl - - (342681 43 11 Maeh 208 034
“RENECR o6 Merh 013 [ntev)
ZT/\ e 2 1t (e
Ttz
e ot 5
5 ne 208 3 - - W47 - 30 - - [342681) 43 3y 0 B4
ZEE)\EnRRA ol 03 (o)
RN (i)
AR
th-A
20 November 009 1430 - - % - 867565 - - (6703 102 20 November 209 i
5RE o Noerber 03 (o)
t-R=tR “EENET-R (Fika)
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10916 478094 bRl
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For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

30. SHARE-BASED PAYMENTS (Continued) 30, URGDAERZARE)
Equity-settled share option scheme (Continued) DREZE ERESE(Z)
Number of
share options
Nomberof ~ Numberof — Numberof Nurber o Nurber o No.of Noberof — Noberof — Numberof  outandig
sweopions  hwreoptions hreoptions hreoptiors hreoptiors hreoptons hreoptons shreoptons sareptons it
it granted exerdsed afsted fpsed it grated xerdsed afusted 3 December
| fnuary durng durng durng durng | Jnuary durng during during m Brrcie
Date ofhare il the eriod the eriod the period the period i) the period the period feprod  H25-2F prce per
Category of s otosgared  H28--F ED) ED) D) #-8-zf ) L) Bh r=hzr-A shre opton
§RE0R iR P i iz & ExL -B-B iz gz Bz RAGRZ Bt SRERE
BE BREEE  RRERE  REEEE  BREER  CBREEE  RRENE  BEBEER  BREME  RREDE  REEE fE88 kB
(ot ) [rotei) note ) HiS
(Fi (hit) (it #
Others (note i)
2 (Wil b 208 ) - - s - W0 - - (188 436 e 2 o]
e H] fo2Jne 003 (1)
G5l Ly el
-BE5-:
Az
M 209 K10 - - 2163389 - 24064 - - (2570108) 1% Mt 209 (4346
s 029 Marth 013 (netev)
Zh=1H “ERNER (i
SfREIE-E
Bl
3 Ve 11 - 923000 (b230000) - - - - - - - 3 Meh 2002 i
(o) fo30Meth 0l6
3 e i
ZR=t-A Sr-RECEE
(i =f=tA
Sy l0 - - - Sy 07
(e vi) o8y 2007
o 3 i ) i S
(R thneE
el
9165 3
To 8 170152 (05922
xercisable at th end of
the year 1730152 (19922
EHEh
Weighted average
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2012 HEZE——F+-A=+—HIFE

SHARE-BASED PAYMENTS (Continued)

Equity-settled share option scheme (Continued)

Notes:

M

(i

There is no vesting period for the share options granted except for 21,600,000 share
options granted during 2008 are subject to a vesting period of three stages with
33.33% of such options granted becoming exercisable on the first anniversary, another
33.33% becoming exercisable on the second anniversary and the remaining 33.34%
becoming exercisable on the third anniversary of the respective dates on which the

options were accepted.

Mr. Cheung Kwan Hung and Mr. Ding Xun resigned as an independent non-executive
director on 28 June 2010. Mr. Wong Hei Lin resigned as an executive director on 7
July 2011, Mr. Pang Hong resigned as an independent non-executive director on 29

February 2012.

These are individuals who rendered consultancy services in respect of management
of the Ruyan atomizing cigarettes and securities investment to the Group. The Group
granted share options to them for recognising their services similar to those rendered
by other employees. The consultancy services rendered by the consultants include,
among others, coordination of potential investment projects and advise on potential
acquisition and corporate exercises. In the opinion of the directors, the consultancy
services rendered by the consultants are similar to those rendered by the employees.
Therefore, the fair value of the share options granted to the consultants was
measured by the same accounting policies as that of the employees in accordance
with HKFRS 2.

The numbers of share options were adjusted immediately after the completion of the

rights issue on 28 January 201 I.
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

30.

DRAGONITE INTERNATIONAL LIMITED

SHARE-BASED PAYMENTS (Continued)

Equity-settled share option scheme (Continued)
Notes: (Continued)

)

(vi)

(vil)

(vii)

The numbers of share options were adjusted upon the (i) share consolidations on 19
March 2012 and 31 October 2012 respectively; and (i) completion of the rights issue
on 2 May 2012.

The exercise price per share option were adjusted upon the (i) share consolidations
on 19 March 2012 and 31 October respectively; and (i) completion of rights issue on

28 January 201 | and 2 May 2012 respectively.

The weighted average closing price of the shares immediately before 31 March 201 |
on which the options were exercised was HK$0.182 per share. The closing price of
the Company's shares immediately before 31 March 2011, the date of grant of the
share options was HK$0.182 per share.

The weighted average closing price of the shares immediately before 9 July 2012 on
which the options were exercised was HK$0.07 per share. The closing price of the
Company's shares immediately before 9 July 2012, the date of grant of the share
options was HK$0.07 per share.
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

SHARE-BASED PAYMENTS (Continued)

Equity-settled share option scheme (Continued)

The fair value of options determined at 9 July 2012 and 31 March 2011 using
the Binomial Option Pricing Model were approximately HK$1,678,000 and
HK$783,000 respectively.

The following assumptions were used to calculate the fair values of share options:

URGBARERZARE)
DREEE 2 BIREE(Z)
RZE-—ZF+tANARZFT——4F=
A=+ BR-BANETESEAET
ZERERTFEDHIAR 6780008 T
% 783,000 7T °

B EBRELTERERTATRE |

9.7.2012 3132011

—E-CF —T——%

tANE =R=+—-H

Grant date share price REBRE HK$0.07#& 7T HK$0.182/8 7T
Exercise price 176 HK$0.07# 7T HK$0.182/ 7T
Option life BRIETF 5 yearsfE 5 years®
Expected volatility TR 52% 81%
Dividend yield REE — —
Risk-free interest rate BEBFIZ 0.11% |.845%

The Binomial Option Pricing Model has been used to estimate the fair value of
the options. The variables and assumptions used in computing the fair value of the
share options are based on the directors’ best estimate. The value of an option

varies with different variables of certain subjective assumptions.

At the end of the reporting period, the Group revised its estimates of the number
of options that are expected to ultimately vest. The impact of the revision of
the estimates, if any, is recognised in the profit and loss, with a corresponding

adjustment to the share options reserve.

During the Year, an amount of share-based payment expenses in respect of its
share options of HK$1,678,000 (201 I: HK$783,000) has been recognised in the
consolidated statement of comprehensive income with a corresponding adjustment

recognised in the Group's share option reserve.
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For the year ended 31 December 2012 HE—F——F+-_A=1+—HIFE

31.  ACQUISITION OF SUBSIDIARIES 31,

Acquisition of CTL

In May 2011, NWHL entered a sale and purchase agreement to (i) acquire
the entire issued share capital in and the shareholder’s loan to CTL; and (i) in
August 2011 enter into an option agreement as disclosed in note 26, at a total
consideration of HK$117,000,000 by cash, of which HK$123,270,000 representing
CTL's assets acquired and liabilities recognised and HK$6,270,000 representing
Call Option and Put Option acquired. CTL is an investment holding company and
its subsidiaries are principally engaged in property investment in Hong Kong. The

Acquisition is completed on Date of Completion.

CTL's assets acquired and liabilities recognised at the Date of Completion are as

e B B /S A )

BB CTL
“E——FRA NWHLIT Y EEHH
POWBCTLZHE R TRARERE
BX G RRZE——FNAFTULH
BHAEEHF 26 RE  BHERER
117,000,000 7T+ E H123270,000%
TRIIBECTLEERMBEREE M
6,270,000 7 7T /3 P U B 3R B R RE I 2R
HE - CTLAREBERAR  HNEBA
AFERBEUSMERE - WERT
X B BT, °

REKBBMRBCTLEERMERE

follows: BT
HK$'000
FET
Investment property KEME 151,009
Deposits and prepayments e RENFE 350
Bank balances and cash RITEBRRRE 57
Deposits received BliEe (127)
Bank borrowing RITER (28019)
123,270

Net cash outflow arising on acquisition: WEBE £ RS M HFEE -
Cash consideration paid EENEE A ['17,000
Less: Bank balances and cash acquired A TERITESREE S (57
116,943
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ACQUISITION OF SUBSIDIARIES (Continued) 3. WEMEBARE)
Acquisition of Charm Action Group Limited (“Charm Action”) W B8 Charm Action Group Limited
([ Charm Action])
On 21 February 2011, Ruyan International Limited, a wholly-owned subsidiary R-_ZE——F-_A-+—H AEES
of the Group, acquired the entire issued share capital of Charm Action at a E i B2 B Ruyan International Limited A
consideration of HK$10,000,000 by cash from an independent third party. The HER(E 10,000,000 TTAIBI = H UK
acquisition has been accounted for using the purchase method. B8 Charm Action 2 HEBITIRAE < I
BRBEENR -
Assets acquired and liabilities recognised at the date of acquisition are as follows: R EREKEEENMEREEN
T
HK$'000
TAET
Inventories 7E 972
Other receivables Hfth R 47
Other payables Hith e ﬁmlﬁ (5213)
Other borrowings HA & (1,558)
(5752)
Goodwill [ 15,752
Total consideration BB 10,000
Net cash outflow arising on acquisition: WBEE2REMDFEHE -
Cash consideration paid ERREERE 10,000
In the opinion of the directors of the Company, the Group would like to restart ARAIEERAR AEEBEHRE
distribution of Ruyan atomizing cigarettes in the United States. Management Bl IR B LI © fIR Charm Action
considers that Charm Action is an appropriate company to acquire because Charm R E % ARREBRER D HEE
Action and its subsidiary, has existing distribution network in the United States. EIEER R EE Y ECharm Action
Thus, management agreed with the vendor to acquire Charm Action in February WEBERER-_T——F_RAMURK
2011 at HK$10 million. {&10,000,0007% 7t A & 7 & & Charm
Action °
Goodwill arose in the acquisition of Charm Action because the consideration ARRBEENREEROEABESR
paid for the combination effectively included amounts in relation to the benefit RN - KRB R REBEARKT S
of expected synergies, revenue growth, future market development in the United BR 2 PIE - U Charm Action & 4
States. These benefits are not recognised separately from goodwill because they do HE - ARNZEN G AT A BRI BT
not meet recognition criteria for identifiable intangible assets. BEZRARE  RUTBINEER
e
2012 F & Z2EEKRAFRAA
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For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

31.  ACQUISITION OF SUBSIDIARIES (Continued) 31,

Acquisition of Charm Action Group Limited (“Charm Action”) (Continued)

Included in the loss for the year ended 31 December 201 I is HK$33,000 incurred

by Charm Action and its subsidiary. No revenue for the year ended 3| December

2011 contributed from Charm Action.

WM BT 2)

W B Charm Action Group Limited
([ Charm Action ) (#&)
HE-Z——&T-A=t—HLFE
Z BB B ECharm Action X E I B 2
AT EE330008 T - HE-T——
FTZA=t—HLEFELEE Charm
Action {5z o

32.  DISPOSAL OF A SUBSIDIARY 32. HEHEAF
Disposal of Charm Action H:.'% Charm Action
In early October 201 |, management reassessed that benefits from the acquisition of “E——F1 AV EEEBERWE
Charm Action is less than original expectation. Management decided to streamline Charm Action T /& F BB B I & K
its business in the PRC and Hong Kong thus considered the disposal of Charm BEATBRATENEBER  WE2E
Action. 1 Charm Action °
On 31 October 2011, Ruyan International Limited disposed of the entire issued RZZE——F+H=+—H" Ruan
share capital of Charm Action at a consideration of HK$100 by cash to another International Limited AER & RE 10078 7T
independent third party. The net liabilities of Charm Action and its subsidiary at the M5 —B % =7 H%E Charm Action®
date of disposal were as follows: B BITRA o Charm Action & E KT &
RANEERBz AEFENT -
HK$'000
TAET
Net liabilities disposed of: HEUTRIBZBEFRE
Goodwill EES 15,752
Inventories Ea s 972
Other receivables H it YRR 67
Other payables H MR (5,266)
Other borrowings EAfER (1,558)
9967
Cash consideration HeRE —
Loss on disposal of a subsidiary HEMB AR ZEE 9,967
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

DISPOSAL OF A SUBSIDIARY (Continued) 3. HEWBARE)
Disposal of Charm Action (Continued) i & Charm Action(#&)
The impact of Charm Action on the Group's results and cash flows for the year Charm Action i AEBEZ-T——F
ended 3| December 201 | is shown as follows: TZA=+T-BLEFEZEEREER
ENENT
The loss for the year ended 31 December 201 | from the disposal is analysis as Bz - Z——F+-_A=+—HIt®
follows: B HEEENERINOT
HK$'000
TAET
Loss from the operation of Charm Action #% & Charm Action E £ R B 18
(included in administrative expenses) BRETHAXA) 33
Loss on disposal of Charm Action % Charm Action BI/E5 18 9967
10,000
During the year ended 31 December 2011, Charm Action incurred loss of BHE-_ZT——F+-A=1+—HBLIt#HF
HK$33,000 to the Group's net operating cash flows. JE * Charm ActionE 433000% T &

B st ARRERERSREFE -

CAPITAL COMMITMENTS 33. BRAEE
2012 2011
—E-—F —E——F
HK$’000 HK$'000
T&RT TRT
Capital expenditure contracted for but not A TIEE 2 BAINERRES
provided in the consolidated IBRRFBELERRAX
financial statements in respect of
— acquisition of intangible assets -~ WEEVEE — 317
— acquisition of property, plant and equipment —WEME  BEREE 2,698 —
2,698 317
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34. OPERATING LEASES 34, KEHE
The Group as lessee AEEERAEBA
At the end of the reporting period, the Group had commitments for future NEFBRFEHRHERYERRBAEX
minimum lease payments in respect of rented premises which fall due as follows: ERERASENNDT
2012 2011
—E-CF —T——F
HK$'000 HK$'000
TR TET
Within one year —FR 3,138 4,494
In the second to fifth year FERF 390 461
3,528 4955
Operating lease payments represent rentals payable by the Group for certain of SRS ARNERRBEEETRAS
its office premises. Leases are negotiated for six years and rentals are fixed for two EMREE - BHBBTEAEAE  MELRS
years. EFE °
The Group as lessor AEEEREHEA
All of the properties held have committed tenants for five years. B ENERNENYEEEERP -
At the end of the reporting period, the Group had contracted with tenants for the NREEBR AEBBREBF I T H
following future minimum lease payments: BERERSITY
2012 2011
—F-=F —FF
HK$'000 HK$'000
TER THET
Within one year —FR 4,920 4,200
In second to fifth year inclusive F_EIF(BREEMSF) 11,178 15,050
16,098 19,250
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For the year ended 31 December 2012 B2 =S ——F+-A=+—HIFE

RETIREMENT BENEFITS SCHEMES 35. RIKERIEHE
The Group operates a mandatory provident fund scheme (the “Scheme”) for all AEEREREMACEREERER
qualifying employees of the Group in Hong Kong. The assets of the Scheme are B AFESEHE([TE ) - HEZEBE
held separately from those of the Group, in funds under the control of the trustees. THESYFIAREHzESEE  WEHAE
During the year, contributions made by the Group to the Scheme amounted BEESR - &R AEEMEEIED
HK$431,000 (201 1: HK$362,000). 243100078 7T(ZF — —4F : 362,000
BIL)
The employees of the subsidiaries in the PRC are members of retirement benefits FENBARZEELERBEBTAME
schemes operated by the PRC government. The relevant PRC subsidiaries are W2 RREREE - BEPEINBLQE
required to make contributions to the state retirement schemes in the PRC based BREEBAFHZETED AT &
on certain percentage of the monthly salaries of their current employees to fund RAGHEMHIAABEARTIREE
the benefits. The only obligation of the Group with respect to the retirement G o AEEEMRAREFFEH I E—F
benefit scheme is to make the specific contributions. ERIELEEMHN -
During the year, contributions made by the Group to the state retirement schemes FERAEBOBEEEKRENEESR
amounted HK$604,000 (201 1: HK$555,000). 37 604,000 7L (= ZT —— 4 : 555,000
ABIL) °
The contributions made by the Group to the Scheme and state retirement RNEBRGTEI R B2 EKENEED
schemes are charged to the consolidated statement of comprehensive income ZBFERNEEMASEERERBEEE
when employees have rendered service to the Group. FEZEWREERAMRE
RELATED PARTY TRANSACTIONS 3. BWEALRS
The remuneration of directors and other members of key management during the EENHMTIEEEAEFRAZEMNT
year was as follows: N
2012 2011
—E--F —F——F
HK$°000 HK$'000
TER TAET
Short-term benefits RN 4,822 5363
Post employment benefits BB eER 93 80
4915 5443
The remuneration of directors is determined by the remuneration committee EEVHMETMEEGZREARR
having regard to the performance of individuals and market trends. i BERETE -
2012 & 3§ 2EEABRERLA
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37. EVENTS AFTER THE REPORTING PERIOD
On 7 February 2013, the Company completed a rights issue on the basis of one
rights share for every share held on the record date at the subscription price of
HK$1.00 per rights share. Net proceeds of approximately HK$101.83 million were

raised.

38. INFORMATION ABOUT THE STATEMENT OF FINANCIAL
POSITION OF THE COMPANY
Information about the statement of financial position of the Company at the end of

DRAGONITE INTERNATIONAL LIMITED

the reporting period includes:

37.

38.

WERERER

RZZE-—=F_A+H ARABARE

BEEREMRM K 1.0078 T iRR 8k B B

BRAE-BRRHEE -RERRNOZ
TERER - EEREFIRFED

101,830,000 7T °
RRAXDAMBMRRERZEN

BREARRREHRGBHRAR 2 EHR
BIE

2012 2011
—E-CF —E——%
HK$’000 HK$'000
THER FAT
Non-current assets ERBEE
Investments in subsidiaries REMBAT 44,765 —
Amounts due from subsidiaries N IENGIE R 97,440 117,000
142,205 [17,000
Current assets RBEE
Deposits and prepayments me RENE 1,309 1,309
Bank balance and cash RITHEFNIRE 20,715 42,468
22,024 43777
Current liabilities REAE
Amounts due to subsidiaries FERHT B A BIERE 2,022 2,021
Accruals and other payables JE AT 5RIB I E At FE 1Y BRI 7,038 5,088
Borrowings &3 — 65,000
9,060 72,109
Net current assets (liabilities) RBEE (BF) FE 12,964 (28,332)
Net assets EEFE 155,169 88,668
Capital and reserves EXRRE
Share capital R 1,060 271,731
Reserves B 154,109 (183,063)
Total equity fpERs 155,169 88,668
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38. INFORMATION ABOUT THE STATEMENT OF FINANCIAL 38, ABAATHBRREZEL (2)

POSITION OF THE COMPANY (Continued)

Share
Share option Contribution Accumulated
premium reserve surplus losses Total
RoRE BRERE BEHER RHER st
HK$'000  HK$000  HK$000  HK$000  HK$'000
TR TR TR TR TR
At | January 201 | —E—%—-A—H 1219392 10,180 102411 (1,362,135) (30,152)
Loss and total comprehensive i AEBER
expense for the year PHAXAHE — — —  (366692)  (366692)
Issue of new shares upon rights issue AR TR R 221,669 — — — 221,669
Issue of new shares upon subscription R M Z{THT (D 1,109 - - - 1,109
Issue of new shares upon exercise of RITEREREM
share options BITHR R 1,540 (783) — — 757
Transaction costs attributable to BITHIRIELS
issue of shares LRXAER (10537) — — — (10,537)
Recognition of equity-settled RS EE L ARG
share-based payment expenses REWZNRZH — 783 — — 783
Lapse of share options BRI R - (1,464) - | 464 -
At 31 December 201 | R_E——H5+-A=1—H 1433,173 8716 102411 (1,727363)  (183063)
Loss and total comprehensive FEREER
expense for the year 2HEMAXERE — = = (73,003)  (73,003)
First Capital Reorganisation BREAER (1,433,173) = — 1,699,469 266,296
Issue of new shares upon rights issue R BT R 97,823 — — — 97,823
Issue of new shares upon exercise of ~ EfTE R
share options BITERD 1,460 (1,678) — — 9,782
Issue of new shares upon placing R EmBETH RN 18,260 — — — 18,260
Second Capital Reorganisation FZRERER — — — 20,135 20,135
Transaction costs attributable to BITHIRIELS
issue of shares IRFER (3.799) = = = (3.799)
Recogrition of equity-settled BRAER S E L ARR
share-based payment expenses RERZNRI — 1,678 — - 1,678
At 31 December 2012 25+ A=t—H 123,744 8716 102,411 (80,762) 154,109
2012 F & Z2EEKRAFRAA



142

Notes to the Consolidated Financial Statements

mE MR

For the year ended 3| December 2012 HEZE——F+-A=+—HIFE

39.

DRAGONITE INTERNATIONAL LIMITED

PRIOR YEAR FINANCIAL INFORMATION

During the year ended 31 December 2012, the management has further evaluated
the classifications and terminologies of certain balances of the consolidated
financial statements. As a result of such evaluation, the management determined
that certain reclassification adjustments should be made to achieve better and
consistent presentation in the current year's consolidated financial statements. The

reconciliations of these adjustments are shown as follows:

Financial statements line item

MEBREIERE

Consolidated statement of

comprehensive income FEZERER
Other gains and losses Hh o &8
Administrative expenses THRX
Other expenses Hif %

The adjustments are made regarding the reclassification of legal and professional
fees of HK$9,632,000 from administrative expenses to other expenses and
reclassification of allowance of doubtful debts of HK$1,473,000 from other

expenses to other gains and losses.

2012 Annual Report

39. BEFEMBER
RBE_T-—_F+_A=+—HILF
B ERECE—STERAMBRE
ETREBzZIBNRT - LENTH
% EEEBREEELETENDEN
B FAFERAVBREAZZNE
BPRE —B  ZERBZHRIROT

As originally

stated Reclassification As restated
REZ7 il L]
HK$'000 HK$'000 HK$'000
FET FET FET
(4,986) (1,473) (6,459)
(47,536) 9,632 (37,904)
(4,565) (8,159) (12,724)

EELNABRRZEZERZEEF9,632000% T
BITRASERYEEHEMAE - URREH
1,473,000 B THEMASERABEE MUK
mREE -
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PRINCIPAL SUBSIDIARIES
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40.

The following table lists the subsidiaries of the Company which, in the opinion of

the directors, principally affected the results or assets of the Group. To give details

of other subsidiaries would, in the opinion of the directors, result in particulars of

excessive length.

TENBEAH
TREFESRAHAEBMZEELE
ERBIEXEZARAINBRR - &
ERA RUEMMBRRIZHESS
RIBBRILE °

Proportion of

nominal value of

Issued and issued capital/
Place of fully paid registered
incorporation or share capital/ capital held
registration/ registered capital by the Company
operation ERTR EUNGIEE S
Name of subsidiary R AR A BERE/ ERTRAEE Principal activities
WEARER BRI HAMER afMExzEDL FERH
2012 2011
—E-=F —TF
% %
Chenlong Group Limited BVI/Hong Kong US$20,000 100 100  Investment holding
RBRLES/BA 20,000 7T REER
New Wellon Limited Hong Kong HK$10,000 100 00 Investment holding
HEERARD BB 10,0007 HAER
Central Town Limited BVI/Hong Kong USS! 100 100 Investment holding
RBRLEE/ BB E REZR
East Champion Limited Hong Kong HK$2 100 100 Property investment
EeBRAA 5 LET in Hong Kong
REAZMERE
Ruyan Group (Hong Kong) Limited ~ Hong Kong HK$100 100 100 Investment holding
IMARE () BRAA] BE 10077 REZR
Jian New Wellon Ginseng PRC RMB7,000,000 100 [00  Purchase and sales
Industry Co, Ltd. th (note a) of raw ginseng
(“fian New Wellon”) AR#7,0000007T RERHEERS
ERHERLEARD (Ftita)
(T&Z#ERE])
2012 F & Z2EEKRAFRAA
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PRINCIPAL SUBSIDIARIES (Continued)
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40. FEMBEARE)

Proportion of

nominal value of

Issued and issued capital/
Place of fully paid registered
incorporation or share capital/ capital held
registration/ registered capital by the Company
operation ERTR L UNGIEE2 ]
Name of subsidiary SRR RER BERAE/ ERTRAEE Principal activities
WEARER RS S &R aftErzED FEXRH
2012 2011
2% —T——F
% %

Shenyang Chenlong PRC US$3,705,000 100 100 Processing and sales
Longevity Ginseng Co, Ltd i (note b) of a series of
(“Shenyang Chenlong") 3,705,000 7 health care

B RERRZERAR (F5Eb) products
(D& RE]) MIRHEE—

AR m

Shenyang finlong Health PRC US$1,220,000 100 100 Processing and sales
Care Products Co, Ltd. H (note ¢) of ginseng and
(“Shenyang Jinlong") 1,220,000 T related products

BHeRRRMBRAF (P&t c) MIRHEEAZR
(D& EE]) HEEM

Shenyang Jinlong PRC HK$20,000,000 100 100 Processing and sales
Pharmaceutical Co, Ltd. h (note d) of pharmaceutical
("Jinlong Pharmaceutical”) 20,000,000 %8 7T products and production

B EEEXARAT (HEEd) of electronics
(Ea:324) Cigarettes components

MIRHAEER R
EEEFERM

Beijing SBT Ruyan Technology PRC US$5,000,000 100 100  Research and develop
and Development Co, Ltd. H (note ) production and
("B SBT") 5,000,000 % 7T sales of Ruyan

TRBERBIENBEERERAR (BH3EF) atomizing cigarettes

(MHexERE])

DRAGONITE INTERNATIONAL LIMITED
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40. PRINCIPAL SUBSIDIARIES (Continued) 40. FEMBLR(E)

Proportion of

nominal value of

Issued and issued capital/
Place of fully paid registered
incorporation or share capital/ capital held
registration/ registered capital by the Company
operation ERTR L UNGIEE S
Name of subsidiary R ATAE A BERE/ ERTRAEE Principal activities
WEARER RS A ER dftErzED FEXRH
2012 2011
—g-2% —T——F
% %

Shenyang SBT Technology PRC US$500,000 100 [00  Research and develop
and Development Co, Ltd. F (note g) production and
(“Shenyang SBT") 500,000 7T sales of Ruyan

BEERENEERARAA (Fatg) atomizing cigarettes
(TEBERE]) MARLRENER(IE

ZEERHE

Tianjin SBT Ruyan Technology PRC HK$56,000,000 100 100  Research and develop
and Development Corporation H (note h) production and
(“Tianjin SBT") 56,000,000 87T sales of Ruyan

REBRBUERRERERAT (Fi5Eh) atomizing cigarettes
(TREERE]) MR EFRBMER(E

ZEERHE

TREERDHERREALAR  PRC RMB100,000 100 100 Sales of Ruyan

i (note e) atomizing cigarettes
AR 100,000 7T HEMERLE

(MiEe)

ERARBEERER AR PRC US$749,990 100 100 Research and develop

i (note i) production and
749,990 % 7T sales of Ruyan
(PED) atomizing cigarettes
MALEFRBMER(IE
EEREE
2012 4F % 2EEBRERAT 145
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40. PRINCIPAL SUBSIDIARIES (Continued)

None of the subsidiaries had issued any debt securities at the end of the year.

Notes:

(@  Jian New Wellon is a wholly foreign-owned enterprise for a period of |5 years

commencing from 22 June 1998.

(b)  Shenyang Chenlong is a wholly foreign-owned enterprise for a period of |5 years

commencing from 7 May 1999.

() Shenyang Jinlong is a sino-foreign equity joint venture for a period of 40 years
commencing from 27 November 1992 established under a joint venture agreement
with another PRC party who is the former shareholder of Success Century holding
the remaining 20% shareholding of Shenyang Jinlong.

Pursuant to an agreement made between the Group and the former shareholder of
Success Century during the year 2004, the remaining 20% shareholding of Shenyang
Jinlong was transferred to the Group by way of acquisition of Success Century and

Shenyang Jinlong became the wholly foreign owned enterprise.

(d)  Jinlong Pharmaceutical is a wholly foreign-owned enterprise for a period of 15 years

commencing from 8 June 2001.

() IRREBHEHEEMEIAF is a wholly foreign-owned enterprise for a period

of 20 years commencing from |3 December 2007.

(f) BJ SBT is wholly foreign-owned enterprises for a period of 10 years commencing from
29 December 2003.
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40.

TEMBAT4)
LRK B R AR FRGEETEMBER

GEE

@

ERHERR-FIEBELE B
—“MANFARAZTZRRABEE
REtHE-

BEREA-ZRIBBELE B
“NANFEALRAKEE  BHY
THF

BEHERATEEARE-—HaEwmE
BE-—RATRHAERLZTIEE
r¥ B-ANZFT-A=-t++tA
FiREe - RBN+5  MEZET7H
KRR EGSERS20%RE L
Success Century,Z BIERRER °

BEAREEHESuccess Century,Z BIE
BRER_ZZEMEIT L2 HE &
5 B FIR20% MR B B Success
CenturyBETAKE - MBS S REMK
R—FEBALE -

TEEXRFIBBELE B
ZE-FRNANBRREE B
THF -

ERRERGHEEREERR A
FONBERELE B -TTLF+ -
At=BF%BEs  RB_tF-

ERBERERIEEELR  B-F
TET-A-TLhRERKREE
BETE-
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PRINCIPAL SUBSIDIARIES (Continued)
Notes: (Continued)

&)

Shenyang SBT is a wholly foreign-owned enterprise for a period of 12 years

commencing from 21 July 2003.

Tianjin SBT is a wholly foreign-owned enterprise for a period of 10 years commencing
from 21 June 2006.

IERIER R ERBM AT is a wholly foreign-owned enterprise for a period of

|5 years commencing from 29 June 201 I.

40. FEMBARE)
Wi (8)

(©

BREERSRIBEELE B-F
ZZFLA-t-RERKREE B
Bt_F-

ARBERBRIBEEBELE A%
ERERAZT-ARAKREE R
HtE-

ERMEMBERAERRA/INEE
Bh¥ B-F——FXA-TAA
EFmEE  RETHF -
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Financial Summary

MHRRE
Year ended 31 December
BE+-A=t-HLEE
2012 2011 2010 2009 2008
“B--F _T——F _T-%F _TTNF ZTT)N\F
HK$'000  HK$O00 ~ HK$O00 ~ HK$O00  HK$O00
TEr FErT  FErT  FET FAR
RESULTS £
Turnover EER (1,551) (232907)  (61/425) (137388) 213925
Loss before tax HAIEE (63,781) (313482) (232.839)  (441855)  (147,374)
Income tax expense PrEHi i (2,299) (599) (492) (2052)  (17270)
Loss for the year AEFER (66,080) (314081) (233331) (443907)  (164644)
Attributable to: JEAG -
Equity holders of the parent BRAERFAA (66,080) (314081) (233331) (443907)  (164,644)
As at 31 December
R+=A=+-8
2012 2011 2010 2009 2008
ZB-ZF T _T-TF _TTNF _TTN\F
HK$'000  HK$000  HK$O000  HK$O00  HK$000
TEr FErT  FErT FErT FAEART
ASSETS AND LIABILITIES EEREE
Total assets mEE 394990 375323 129210 271412 76986l
Total liabilities BaRE (84,545)  (139471)  (56,320) (227,205)  (286,654)
310,445 235852 72,890 44207 483207
Equity attributable to equity AEREERAA
holders of the period L 310445 235852 72,890 44207 483207

DRAGONITE INTERNATIONAL LIMITED
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