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Five-Year Financial Summary

T EHBEBRE

For the year ended 31 December

HE+T-_A=T—HILLFE

2015 2014 2013 2012 2011
“E-5f —Z-QNF —T-=F T--F T——F
Profitability data BRELYE
(RMB million) (AR¥EBER)
Revenue Uiz 171.7 196.8 624.1 1,351.5 1,117.7
Gross profit 5 42.9 19.1 186.9 466.0 373.1
(Loss)/profit for the year FR(ER) wFl (25.7) (31.2) 67.9 153.9 160.7
Profitability ratios (%) BRI E(%)
Gross profit margin EF= 25.0% 9.7% 30.0% 34.5% 33.4%
Net (loss)/profit margin E(BE)/ = (15.0)% (15.8)% 10.9% 11.4% 14.4%
Assets and liabilities data EEREEEE
(RMB million) (AR®EETR)
Non-current assets FRBEE 1,597.4 129.5 1382 150.6 126.9
Current assets nBEE 870.4 1,2433 1,313.5 12775 1,288.5
Current liabilities nEak 821.7 2785 326.2 368.4 499.5
Non-current liabilities ERBEE 517.1 3.1 3.1 3.1 0.0
Shareholders' equity BELER 1,129.0 1,091.2 1,1224 1,056.6 915.9
Asset and working EEREEES
capital data g
Current asset ratios (%) BB (%) 35.3% 90.6% 90.5% 89.5% 91.0%
Current ratios (time) TEILL R () 1.1x 4.5x 4.0x 3.5x 2.6x
Gearing ratios (%) BELE(%) 54.2% 20.3% 22.5% 24.6% 34.3%
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Dear Shareholders,

On behalf of the board (the “Board”) of directors (the
“Directors”) of Baofeng Modern International Holdings
Company Limited (“Baofeng Modern” or the “Company”), |
am pleased to present the financial report of the Company and
its subsidiaries (collectively, the “Group”) for the year ended
31 December 2015.

With the depressed economic growth in the People’s Republic
of China (“PRC"), the downturn in the international economy
and the change of buying habit of Chinese customers,
the retail market was still bad and the adverse operating
environment still affected the business of the Group in
2015. During the past year, the Group implemented a series
of measures to improve its sales performance and profit,
including the change of distribution channel, improvement
of technology and implementation of better minimum
inventory management model. We are delighted to inform the
shareholders and potential investors that the above measures
are successful and substantially increased the gross profit
margin of the Group from 9.7% in 2014 to 25.0% in 2015.

Except for the existing business, the Group plans to diversify
its business by acquiring new technologies in order to mitigate
operating risk and maximise returns to the shareholders of
the Company. In December 2015, the Group completed its
acquisition of certain technological know-how in respect of the
application of graphene and includes one patent in the United
States of America (“US") (“US Patent”), four invention patent
applications, three utility model patent applications and two
utility model patents in the PRC (collectively as “PRC Patents”),
relating to the manufacturing of graphene-based ethylene-
vinyl acetate (“EVA") foam material, graphene deodorizing
and sterilizing chips and graphene-based pressure-sensitive
sensors and the exclusive formula (collectively “Technology
Know-how"), from Bluestone Technologies (Cayman) Limited
("Bluestone”), and has successfully applied the Technology
Know-how in the production of foam material with sterilizing
function, which will further be used in the production of
sterilizing shoe mats in 2016. In the coming year, the Group
will vigorously develop the graphene technology for a wide
range of applications in shoes, clothes and wearable devices
so that the Group will expand its business from traditional
industries to high technology industries to create long-term
benefits for the Group. The products made with the graphene
technology are likely to replace the traditional products and
improve the reputation of the Group's products, which may
result in a change of the purchase behaviors of the consumers
and help the Group to generate more revenue and profits in
the future.

Chairman’s Statement
FEHREE
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Chairman’s Statement

TR®BES

Last but not the least, on behalf of the Board, | would like to
thank our management and all staff for their dedication and
contribution to the development of the Group. | would also
like to take this opportunity to express my sincere gratitude to
our customers, suppliers, business partners and shareholders
for their continuous commitment and support.

Zheng Jingdong
Chairman

Hong Kong, 24 March 2016
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Management Discussion and Analysis

With the depressed economic growth in the PRC sustained
in the past few years, the Group has changed its distribution
channel to cooperate with national retail chains instead of
single regional distributors starting from 2014, in order to
improve its sales performance. However, the Group recorded
a decrease in revenue of 12.8% to approximately RMB171.7
million (2014: approximately RMB196.8 million). The decrease
was due to that in 2014, sales discounts promotion was
offered to customers to clear slow-moving inventory, leading
to the increase of revenue in the corresponding period.

During the year ended 31 December 2015, as the
management implemented better minimum inventory
management model to avoid problem of slow-moving
inventory, no clearance sales were held in 2015. In addition,
with the help of improvement of technology, the gross profit
and gross profit margin of the Group for the year ended 31
December 2015 increased to approximately RMB42.9 million
and 25.0% from 2014 of approximately RMB19.1 million and
9.7% respectively.

Despite the substantial increase in gross profit of the principal
business of the Group, the Group recorded a net loss of
approximately RMB25.7 million (2014: RMB31.2 million)
for the year ended 31 December 2015, which is mainly
attributable to (i) share-based payment expenses of RMB9.5
million (2014: Nil) in relation to the share options granted by
the Company on 10 December 2015; (ii) amortisation expense
of intangible assets of RMB6.5 million in relation to the
acquisition of the Technology Know-how from Bluestone on 16
December 2015; and (iii) the substantial increase in fair value
loss on convertible notes and warrants at fair value through
profit or loss to RMB13.5 million (2014: RMB4.0 million).

BEEENWmR DM

MRBELTFRBRMEELRFERK K
EEEA T NFENEHEHHEEE
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BUSINESS REVIEW E =l

Revenue by Product Category REREN BN KRR
2015 2014 (Decrease)/
—E—FF —ZE—OF increase %
RMB’000 RMB'000 (g4 ),/#hn
ARET ARET T %
Revenue (Boree Products) Wa (BAME®D) 27,849 51,488 (45.9%)
Revenue (Baofeng Products) Wz (BEBESD) - 847 (100.0%)
Revenue (Brand Licensee Business) Wizs (I#E IR %275) - 779 (100.0%)
Revenue (OEM Business) Uz (OEMEERS) 143,806 143,659 0.1%
Revenue (Total) Uz (&%) 171,655 196,773 (12.8%)
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Management Discussion and Analysis

BEEENWR DM

Own Branded Business

The continuous slowdown of economic growth of the PRC
and the change of local customers’ shopping habit led to
an adverse operating environment for the retail market in
the PRC. The Group still faced a huge challenge for its own
branded business. The Boree brand, targeting the medium-
to-high-end market of slippers, sandals and casual footwear,
recorded a revenue for the year amounted to approximately
RMB27.8 million (2014: RMB51.5 million), representing a
45.9% decrease from the previous year. Decrease was due
to that clearance sales were held to reduce the slow-moving
inventory level in 2014, resulting in a high revenue in last
corresponding period and increase of the gross profit margin
of Boree brand from 0% in 2014 to 39.5% in 2015. On the
other hand, as many customers from the mass market in
the PRC changed to online purchase, the Group shifted the
resources to other business lines in 2015 with no revenue
generated from the Baofeng brand during the year (2014:
RMBO0.8 million).

Brand Licensee Business

As a result of the serious piracy problem in the PRC, the
performance in the Brand Licensee Business could not meet
our expectation and not in proportion with the cost injected.
As such, the Group did not extend any franchise license upon
expiry in 2015, resulting in no revenue generated from Brand
Licensee Business during the year (2014: RMB0.8 million).

Original Equipment Manufacturer (“OEM") Business

During the year, the performance of Group’s OEM business
kept stable, maintaining similar sales level of RMB143.8
million as compared with last year (2014: RMB143.7 million).
Notwithstanding the labour cost and the raw material cost,
as the major production cost of footwear, kept increasing
during the year, the Group put effort to improve the
technology to reduce production costs, maintaining its pricing
competitiveness in the footwear market. Therefore, the
performance of the OEM business remained stable during the
year.

Baofeng Modern Annual Report 2015
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Management Discussion and Analysis

FINANCIAL REVIEW

Selling and Distribution Costs

During the year, selling and distribution costs decreased by
13.4% to approximately RMB12.0 million as compared with
that of last year (2014: RMB13.8 million), which accounted for
7.0% (2014: 7.0%) of the Group’s revenue. The decrease was
consistent with the decrease in Group’s revenue.

General and Administrative Expenses

General and administrative expenses maintained a similar
level of approximately RMB36.1 million for the year ended
31 December 2015 as compared with that of last year (2014:
RMB35.9 million). This was mainly due to a series of cost
saving plans adopted by the Group in 2015, which was offset
by share-based payment expenses of RMB9.5 million (2014:
Nil) in relation to the share options granted by the Company
during the year.

Liquidity and Financial Resources

During the year, net cash outflow from operating activities of
the Group amounted to approximately RMB4.3 million (2014:
net cash inflow of RMB70.6 million). As at 31 December
2015, cash and bank balances were approximately RMB789.8
million, representing a decrease of 31.3% as compared with
the cash and bank balances as at the end of last year (2014:
RMB1,148.9 million). The decrease was mainly due to the
payment for the cash portion of the initial consideration of
the acquisition of the Technology Know-how of RMB359.1
million during the year. As at 31 December 2015, most
of the Group’s cash and bank balances, representing over
99% was denominated in Renminbi. As at 31 December
2015, the interest-bearing bank borrowings of the Group
were approximately RMB129.6 million (2014: approximately
RMB121.9 million). All bank loans were denominated in
Renminbi and US dollars, with fixed interest rates and
repayable within one year.

Capital Structure

As at 1 January 2015, there were 1,013,720,833 shares in
issue and the Company carried a share capital of approximately
RMB67,258,000. During the year ended 31 December
2015, the Company issued 53,858,775 shares to holders
of convertible notes who exercised their conversion rights
attached to the convertible notes. As at 31 December 2015,
the Company had 1,067,579,608 shares in issue and a paid-up
capital of approximately RMB70,555,000.

BEEENWmR DM
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Management Discussion and Analysis

BEEENWR DM

Significant Investments, Material Acquisitions and
Disposals

Saved for the acquisition of the Technology Know-how as
disclosed in note 17 to the consolidated financial statements,
the Group did not have any other significant investments,
material acquisitions and disposals during the year.

Pledge of Assets

As at 31 December 2015, the bills payables were secured
by a pledge of the Group’s time deposits amounting to
approximately RMB2.7 million (2014: RMB5.7 million). The
bank borrowings of the Group were also secured by a pledge
of the Group’s buildings and land use right with a net carrying
value of approximately RMB18.9 million (2014: RMB22.2
million) and approximately RMB34.3 million (2014: RMB35.1
million) respectively.

Contingent Liabilities

As at 31 December 2015 and 2014, there were no material
contingent liabilities.

Foreign Exchange Risk

During the year, the sales of the Group were mainly
denominated in US dollars and Renminbi. The cost of sales and
operating expenses were mainly denominated in Renminbi.
The management of the Group monitors the foreign exchange
exposure and will consider hedging significant foreign currency
risk exposure if necessary.

Gearing Ratio

As at 31 December 2015, the gearing ratio of the Group was
54.2% (2014: 20.3%). Gearing ratio was calculated as total
debts divided by the total equity plus total debts. Total debts
refer to the total liabilities minus the sum of tax payable,
dividend payable and deferred tax liability.

Human Resources

As at 31 December 2015, the Group had a total of
approximately 900 employees (2014: 970 employees), with
total staff costs for the year ended 31 December 2015,
including directors’ remuneration, amounted to approximately
RMB55,732,000 (2014: RMB51,490,000). The Group’s
emolument policies are based on the merit, qualifications and
competence of individual employee and are reviewed by the
remuneration committee periodically. The emoluments of the
Directors are recommended by the remuneration committee
and are decided by the Board, having regard to the Group’s
operating results, individual performance and comparable
market statistics. The Company also adopted a share option
scheme on 8 January 2011 to motivate and reward its Directors
and eligible employees.
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Management Discussion and Analysis

Use of Net Proceeds from the Share Offering

As at 31 December 2015, the Company had unutilised
net proceeds from the Initial Public Offering (“IPO”) in the
amount of approximately RMB143.0 million, representing
approximately 36.9% of the total net proceeds from the IPO
(the “Unutilised Net Proceeds”). In light of current market
conditions of footwear industry in the PRC, the Company
believes that the use of the Unutilised Net Proceeds under
the original intended purpose may no longer meets the
Group’s imminent business development needs. In order to
maximise the benefits of the Company and its shareholders,
the Company may change the usage of the Unutilised Net
Proceeds from the original intended purposes to working
capital and other general corporate purposes of the Group.
If this happen, further announcements will be made by the
Company as and when appropriate in compliance with the
Rules Governing the Listing of Securities (the “Listing Rules”)
on the Stock Exchange of Hong Kong Limited (the “Stock
Exchange”).

The shares of the Company were listed on the main board
of the Stock Exchange on 28 January 2011 with net
proceeds received by the Company from the share offering
of HK$453,570,000 (approximately RMB387,666,000) (after
deducting underwriting commission and related expenses).

The utilisation of the net proceeds as at 31 December 2015 is
set out as follows:

BEEENWmR DM

BROBREMSREFTERE

RZB—RAF+_A=+—8 ARQFZX
PRHEAAREE ([BRXARBE]) B
IR EEA) B AR143,000,0007T B E
RERAAEEEMSRIEFEL36.9%
([REBAMEREFE]) - EXNFEHER
TEENTR  ARaRA RRETHE
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BB FREyArmaREARKALRE
FEBEESNEM—MOEERR MR
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R #387,666,0007T) (&R BHES L
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Nature Amount raised Amount utilised
1 ik %] BRAEHE
RMB'000 RMB’'000
ARBTTT ARBETT
To increase production capacity M hNERE 135,683 87,958
Marketing and advertising expenses HEMEERY 96,917 96,917
To acquire other branded product business Uk B E 4 57 fF & S ZE 7% 58,150 -
To strengthen design capability OB AT e 19,383 12,546
To establish flagship shops and showrooms A& FE#E & KR = 19,383 4,090
To strengthen the distribution resource mag 5 HE IR &8I K4
planning system 19,383 4,409
General working capital —REBES 38,767 38,767
Total @zt 387,666 244,687

BlgklE —T-RFFH

11



12

Management Discussion and Analysis

BEEENWR DM

FUTURE PROSPECTS

The Group has significantly increased the gross profit margin
of its principal business due to its commitment to technology
improvement in the past year. In addition, as the management
has implemented better minimum inventory management
model to avoid problem of slow-moving inventory, the
Group did not have any clearance sales in 2015, which has
substantially improved the gross profit margin of its principal
business. As a result of the foregoing, the Group’s gross profit
margin was significantly increased to 25.0% in 2015 from
9.7% in 2014.

The Group completed its acquisition of the Technology Know-
how from Bluestone in 2015 and has successfully applied the
Technology Know-how in the production of foam materials
with sterilizing function, which will be further used in the
production of sterilizing shoe mats in 2016. The Group is
negotiating with several large domestic and international
brand customers. In 2016, the Group will vigorously develop
the graphene technology for a wide range of applications in
shoes, clothes and wearable devices. On 22 January 2016,
the Company and Bluestone entered into the agreement of
cooperation on technology development in relation to the
cooperation for the development of graphene-based material
and its application technology (excluding graphene-based
touch panels and graphene-based flexible displays). Besides,
the Group plans to cooperate with several global companies
in the sterilizing and cleansing area based in the US for the
development on the application technology of graphene.
In addition, the Group will apply the acquired US patented
technology in the cooperation with a Fortune 500 company in
the PRC in respect of graphene applications research, which is
expected to bring substantial contributions to the Company in
the short and medium-term.

Baofeng Modern Annual Report 2015
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Corporate Governance Report

The Board and the management of the Company are
committed to the maintenance of good corporate governance
practices and procedures. The Company believes that good
corporate governance provides a framework that is essential
for effective management, a healthy corporate culture,
successful business growth and enhancing shareholders’ value.

The Company’s corporate governance practices are based on
the principles and code provisions as set out in the Corporate
Governance Code (the “CG Code”) contained in Appendix 14
to the Listing Rules on the Stock Exchange.

The Company has complied with the code provision (the
“Code Provision”) as set out in the CG Code throughout
the year ended 31 December 2015, save for the deviations
as discussed below. The Company periodically reviews its
corporate governance practices to ensure its continuous
compliance.

MODEL CODE FOR SECURITIES TRANSACTIONS
BY DIRECTORS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 to the Listing Rules as the required
standard for securities transactions by the Directors. The
Company has made specific enquiries of all the Directors and
each of them has confirmed that they have complied with
the required standards set out in the Model Code during the
financial year ended 31 December 2015.

BOARD OF DIRECTORS

The Board members are:

° Executive Directors:

Mr. ZHENG Jingdong

(Chairman and Chief Executive Officer)
Mr. LEUNG Tsz Chung

(Appointed as Vice-chairman on 3 February 2015)
Mr. ZHANG Aiguo (Resigned on 3 February 2015)

o Non-Executive Directors:

Mr. CHAN Chak Chak Daniel
Ms. LIN Weihuan (Appointed on 7 January 2016)

Mr. SZE Ching Bor (Resigned on 7 January 2016)

TEERERE

ARREZGNERBRINERRIFZ
CEERAFRIERF ARAMEE REFZ
CEEABREBRARNER BEREELQ
AXf RINEBEBER MR RRE
B ST Al Sk 2 248

ARBBREAFRERE XA EMARA
ek +-rprE e ¥ B AT Al ([REERT
A1) 351 & R A K 57 GRS

B NPT i R BESN R ARIRNELE =
E-RFT+-_A=+—RHLFEE2F—H
Ep B A ST AT EL ST AT (157 B {5
X)) o ARBEMBHEEERER M
HRFESR -

EEETESREZNEESTA

RN AR _E TR BB B+ FrEk b
TAEFETESFRHNRESTRI (1R
BTRNDEREFETESR D ZHEE
Q- ARRIERAE2BERFLEMER &
EXCHARENBE_ZT—HF+-H
=T HLEMBFEACBTEREESTRIA
2 HRELER

EEg

BEEgKENT:

. HITEE:
BRI AE (EFERITHER)
RImeEE(R_E—HF A

ZHEZEREERE)
RERLLE(R-_F—AF_A

— H&E)
. FHITEE:
PR IR oA
HEEBLZE (R-_ZT—XRF—A
+BHEZT)
PIEREE (R-_ZT—XRE—A
+ BET)

BlgklE —T-RFFH
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Corporate Governance Report
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BOARD OF DIRECTORS (continued)
o Independent Non-Executive Directors:

Ms. AN Na
Professor ZHAO Jinbao (Appointed on 3 February 2015)

Mr. CHEN Shaohua (Appointed on 3 February 2015)

Professor BAI Changhong
(Resigned on 3 February 2015)
Mr. LEE Keung (Resigned on 3 February 2015)

The biographical details of the Directors are disclosed in the
section headed "“Biographical Details of Directors” on pages
27 to 29 of this annual report. The composition of the Board is
well balanced. Each of the Directors has relevant expertise and
extensive experiences that may contribute to the business of
the Group. The Company has complied with the requirements
under Rules 3.10(1) and (2) of the Listing Rules during the
financial year ended 31 December 2015. All independent non-
executive Directors also meet the guidelines for assessment of
their independence as set out in Rule 3.13 of the Listing Rules.

Every director is subject to re-election on retirement by rotation
in accordance with the articles of association of the Company
(the "Articles”).

To the best knowledge of the Company, there is no financial,
business, family or other material/relevant relationship among
the members of the Board. All of them are free to exercise
their independent judgement.

The Board is responsible for establishing the overall strategic
development and direction, setting business objectives
and development plans, monitoring the performance of
the business and senior management and making major
investments and funding decisions of the Group.

The daily business operations and administrative functions of
the Group are delegated to the management with department
heads responsible for different aspects of the business and
functions of the Group.

The Board meets regularly throughout the year to formulate
overall strategy of the Group, monitor its financial
performance and maintain effective oversight over the
management. Sufficient notice of meetings is given to
Directors prior to a regular board meeting, and each director
is able to request inclusion of matters in the agenda for board
meeting. Full minutes are prepared after the meetings.

Baofeng Modern Annual Report 2015
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BOARD OF DIRECTORS (continued)

Details of the attendance of the Board meetings, the annual
general meeting (“AGM"”) and the extraordinary general
meeting (“EGM"”) held during the financial year ended 31
December 2015 are summarised as follows:

TEERKSE

EEg(#)
RBE-_Z-—AF+-_A=+—HBLLY
BEEMBTESS S S Hx%%ﬂiﬁ‘\
(IERBEFAE]) RBERERAE ([BR
FrRIK& ) B & L s BBt ZZEIT

Number of board Number of AGM Number of EGM
meetings attended/  attended/held in attended/held in
held in 2015 2015 2015
“E-LEHE/ “E-LEHE/ “E-nEHE/
BINESE BINRR BANRR
EE P8 BEXERY BRXAERE
Executive Directors HTES
Mr. ZHENG Jingdong HERALE 18/18 " "
Mr. LEUNG Tsz Chung RFmELE (RZS-0%ZA
(Appointed on 3 February 2015) “REZME) 14/15 /1 /1
Mr. ZHANG Aiguo REREE (R-2-RE_A
(Resigned on 3 February 2015) = AEE) N/A N/A
Non-Executive Directors FRTES
Mr. CHAN Chak Chak Daniel RiEREE 1018 0/1 0/1
Mr. SZE Ching Bor LEREL (R-B—AE—-F
(Resigned on 7 January 2016) +AEHE) 16/18 0/ 0/
Independent Non-Executive Directors ~ BUEHTES
Ms. AN Na 2 &+ 15/18 0/1 1"
Professor ZHAO Jinbao ﬁ‘_ﬂ%fﬂ“ (RZZ-RF_R
(Appointed on 3 February 2015) =H %@E) 15/15 171 17
Mr. CHEN Shaohua ROERE (RZ2-0F_A
(Appointed on 3 February 2015) =H %@E) 15/15 17 171
Professor BAI Changhong ARIHE (R-F-1%ZA
(Resigned on 3 February 2015) ZHEHT) N/A N/A
Mr. LEE Keung (Resigned on 3 February TRAt (W-_E-R1F-A=H
2015) BE) N/A N/A
CORPORATE GOVERNANCE FUNCTIONS TEERBAEE

The Board is also responsible for performing the corporate
governance duties including the duties and responsibilities
as set out in D.3 in Appendix 14 to the Listing Rules which
include the development and reviewing of policies and
practices on corporate governance and compliance with all
legal and regulatory requirements, monitoring the training
and continuous professional development of Directors and
senior management, development and reviewing of the code
of conduct and compliance manual (if any) applicable to
employees and Directors and reviewing the compliance with
the CG Code, and ensuring proper disclosure in the corporate
governance report of the Company.

Exg JTE’\,\JEﬁ&\%EmHE%f(a%J:
M8 BB 8%+ POD 3FTE B F B E 15 ) -
EHEMEHEREBEE &%iﬁ&%?
FIBEERREERE EEEENARE
BEMEINIEFEERES HIERER
HERNEERESENRTERRE R T M
(B RBEREFTALERERTA A
KRN ARBEEEGREPIEREN
WE -
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15



Corporate Governance Report
tXRERBHE

CONTINUOUS PROFESSIONAL DEVELOPMENT BEENFEEEES
OF DIRECTORS

All Directors should participate in continuous professional rEREEHASLHBESEREE AINE
development to develop and refresh their knowledge and MEFHEMBEERE BRESESTEANE
skills. This is to ensure that their contribution to the Board ERTAEESERYEEENEE &
remains informed and relevant. Up to the date of this report, EARHELH - FRTEEEC B BA2NET
all the Directors have participated in appropriate continuous RIS EAEEACES S MRS AN T
professional development activities by attending training RN EEEELBENERN A2 A
courses or reading materials on the topics related to corporate LIEE (L

governance and regulations or the Company’s business or their

duties and responsibilities.

The individual training record of each Director received for the REBEE-_E—FRF+-_A=1+—HItF
year ended 31 December 2015 is summarised below: B SESEINERSIRESENT

Attending seminar(s)/
programme(s)/reading
relevant materials in relation
to the business or Directors’

duties
HEEBXRBS
EESRENERE/
FHE/BIEAEE
ERNER
Mr. ZHENG Jingdong BERLAE v
Mr. ZHANG Aiguo (Resigned on 3 February 2015) RERLEE (M _T—AF-F=HET) v/
Mr. LEUNG Tsz Chung (Appointed on 3 February 2015)  2Fmh%4 (RZZE-RF-A=HEZEMA) v
Mr. SZE Ching Bor (Resigned on 7 January 2016) PERLE(RZE—RF—A+tHET) v/
Mr. CHAN Chak Chak Daniel BREREE v
Ms. AN Na zifit v/
Professor BAI Changhong (Resigned on 3 February 2015) ARUHKR (R -E—HF-A=HET) v/
Mr. LEE Keung (Resigned on 3 February 2015) FRL4A(R-E—AF-A=HFT) v
Professor ZHAO Jinbao (Appointed on 3 February 2015)  #&R#® (R-E—HE-A=REZT) v
Mr. CHEN Shaohua (Appointed on 3 February 2015) BRLZEEE (RZE-HAE-_A=HEZMH) v

1 6 Baofeng Modern Annual Report 2015
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CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Code Provision A.2.1 stipulates that the roles of the Chairman
and Chief Executive Officer should be separated and should
not be performed by the same individual. The Company
deviates from this provision because Mr. Zheng Jingdong
has been performing both the roles of Chairman and Chief
Executive Officer. The Directors consider that vesting two
roles in the same person provides the Group with strong and
consistent leadership in the development and execution of the
Group's business strategies and is beneficial to the Group. The
balance of power and authorities is ensured by the operation
of the senior management and the Board, which comprise
experienced and high caliber individuals. The Board currently
comprises 2 executive Directors, 2 non-executive Directors and
3 independent non-executive Directors and therefore has a
strong independence element in its composition.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Independent non-executive Directors have played a significant
role in the Board by bringing their independent judgment at
the Board meetings and scrutinising the Group’s performance.
Their views carry significant weight in the Board’s decision, in
particular, they bring an impartial view to bear on issues of the
Group’s strategy, performance and control.

All independent non-executive Directors possess extensive
academic, professional and industry expertise and
management experience and have provided their professional
advices to the Board.

The independent non-executive Directors provide independent
advice on the Group's business strategy, results and
management so that all interests of shareholders can be
taken into account, and the interests of the Company and its
shareholders can be protected.

As at 31 December 2015, the Board has three independent
non-executive Directors, Professor Zhao Jinbao, Mr. Chen
Shaohua and Ms. An Na, one of which, being Mr. Chen
Shaohua, possesses appropriate professional accounting
qualifications and financial management expertise in
compliance with the requirements set out in Rules 3.10(1) and
(2) of the Listing Rules.

The Company has received from each of its independent
non-executive Directors an annual confirmation of his/her
independence pursuant to Rule 3.13 of the Listing Rules,
and the Company considers the independent non-executive
Directors to be independent.

TEERKSE

EERTHRAR
STRMEXHE A2 MRRTE - £/F BITBUARE
HIBBEE T AR > TEARE— ALHRE-
RRABRANEX B el AR RELE
RIEEFERATHASBAM -EFHEE —A
AT PR ME B R /3 A 5 [ 2 o K — B
BE HEAREERHREOBRNAT
HAKBAN BEVTHHSREEER
EXg (HERAEETBHALERK)E
EMRE EFERFRBE2ZNTES
2EFFMITEERIRBUIFANTES
HEBKAEBERNE TR

BUFHITES
BYUNFNTEFCERGREEEME B R
CEFEEEARNBYEARESRLAEE
MER - RENBRUEETORERR
65 AHRMRAEEER  RARER
EHMAERMR-

ERBUFNTESTHABEEMNEM.
EXRTEESREELR RESSR
HEXER-

BUFATESTRAKBENEBRE X
BREBREBIER HRIMHEER
RE— s REAR R MBRAOF &

R-_ZE—RF+_A=+—H E=<F
—HBIUFRTER DR AESRET
pRAOEE AR L ERERIOELE
BEE/FA EmRAIEII0NRQIEREN
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TERMS OF APPOINTMENT OF NON-EXECUTIVE
DIRECTORS

Each of the non-executive Directors (including independent
non-executive Directors) has entered into a service contract
with the Company for an initial term of 3 years (other than Mr.
Chan Chak Chak Daniel, for an initial term of 2 years), which
will continue thereafter until terminated by not less than three-
month notice in writing served by either party on the other.

All independent non-executive Directors and non-executive
Directors are subject to re-election on retirement by rotation in
accordance with the Articles.

APPOINTMENTS, RE-ELECTION AND REMOVAL
OF DIRECTORS

Each of the executive Directors, non-executive Directors
and independent non-executive Directors of the Company
has entered into a service contract with the Company for a
specific term. Such term is subject to retirement by rotation
and re-election at an AGM at least once every three years in
accordance with the Articles. The Articles of the Company
provide that any Director appointed by the Board to fill a
casual vacancy in the Board shall hold office until the first
general meeting of the Company after his/her appointment
and be subject to re-election at such meeting, and any Director
appointed by the Board as an addition to the existing Board
shall hold office only until the next AGM of the Company and
shall then be eligible for re-election.

BOARD COMMITTEES

The Company currently has three committees, namely, the
audit committee, the remuneration committee and the
nomination committee (collectively, the “Board Committees”),
for overseeing particular aspects of the Company’s affairs.
Terms of reference of all Board Committees are in line with
the Code Provision and are available on the Stock Exchange's
website and the Company’s website at www.baofengmodern.
com. The Board Committees are provided with sufficient
resources to discharge their duties and, upon reasonable
request, are able to seek independent professional advice in
appropriate circumstances, at the Company’s expenses.

Baofeng Modern Annual Report 2015
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PUTTING ENQUIRIES TO THE BOARD

Shareholders may send their enquiries and concerns to the
Board by addressing them to the company secretary of the
Company by mail at the Company’s principal place of business
in Hong Kong at Room 504, 5/F.,, OfficePlus @Sheung Wan, 93-
103 Wing Lok Street, Sheung Wan, Hong Kong. The company
secretary forwards communications relating to matters within
the Board’s purview to the Board and communications relating
to ordinary business matters, such as suggestions, inquiries and
customer complaints, to the chief executives.

AUDIT COMMITTEE

The audit committee was established by the Board on 8
January 2011 with written terms of reference in compliance
with the CG Code as set out in appendix 14 to the Listing
Rules. The primary duties of the audit committee are to review
and supervise our Group’s financial reporting process and risk
management and internal control systems, effectiveness of
the Group’s internal audit function and review and monitor
appointment of the auditors and their independence.

The audit committee comprised three independent non-
executive Directors, namely Mr. Chen Shaohua, Professor
Zhao Jinbao and Ms. An Na, and Mr. Chen Shaohua was
the chairperson of the audit committee as at 31 December
2015. On 3 February 2015, Mr. Lee Keung and Professor Bai
Changhong resigned as chairperson and member of audit
committee, who were replaced by Mr. Chen Shaohua and
Professor Zhao Jinbao respectively on the same day. The
annual results of the Group for the year ended 31 December
2015 have been reviewed by the audit committee. The audit
committee held 3 meetings during the financial year ended 31
December 2015 to review interim and annual financial results
and reports, significant issues on the financial reporting and
compliance procedures, internal control and risk management
systems, the effectiveness of the Group’s internal audit function
and scope of work and appointment of external auditors.

Details of the attendance of the audit committee are as follow:

TEERERE

MEESREESR
EAEESHARETIEETEARRZ
BAETELEEME (MUt BE B LIRKEE
#93-1035 Ak 17 £ IR O 5HE504F )
HRARARIZRABIMEBW UEEXRES
g-RRNESREHESTTHERENR
EENBNERESTSLBEBEBER
EEMNBEM (WNER ERALEFPEHF)E
REBITHMAB-

BEREES

EEec B8R EMARAMSE T HpAEEE
ERTAR - ZE——F—-AN\BKILER
ZEg UHIEEBERE EREZEE
MEZRE S REBASENM R
TREFERAREELABEZRR KK
[ R 2 AT B BE B0 AR A Mt Y M BE R4
BN EEREB I

R-E—RFE+-_A=+—HBH B%Z%E8
CH-RBUIIRTEERLELE B
SREBELTHLTHEK BIEXRE A
EREEETR -R_ZE—HF_-_A=H"
FREERARTIHEDHIBTIEZZE
CFEFERERKE RESFBEMRIDELEER
HERBBRR - AEBHEZ_FT—1F
T A=+ BULFENEFEFECHE
REEgRHM - REBE-_ET—AE+_-A
T+ HULVBFEN BREEGRT
TZREgH UEHPHEFEVBES
RfE - BRMEHRRRERER  RIPE
TREBREEEANEAME NEER
B0 ST B AE B9 B UA N N BR X B AT ) T 1E
BERERMT-

ERZBENHFELEFBET

Members 124} Attendance of Meeting
SRLEER

Mr. CHEN Shaohua (Chairperson of audit committee and B> EE4 (BREZEEe TR N_T—1F
appointed on 3 February 2015) —AZREZ{T) 202
Professor ZHAO Jinbao (Appointed on 3 February 2015) H#&R#F (RS- RE_A=REZEF) 2/2
Ms. AN Na (78 ot 33
Mr. LEE Keung (Resigned on 3 February 2015) TREL (R-E-RE-AF=AFHA) 1/1
Professor BAI Changhong (Resigned on 3 February 2015) ARI#HE (RS —HAF - A= A&T) 0/

BlgklE —T-RFFH
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REMUNERATION COMMITTEE

The Board established the remuneration committee on 8
January 2011 with written terms of reference in compliance
with the CG Code as set out in appendix 14 to the Listing
Rules. The primary duties of the remuneration committee are
to make recommendations to the Board on the remuneration
policies and structure of the remuneration for the Directors
and senior management and to set up a formal and
transparent procedure for determination of such remuneration
policies. It shall also make recommendations to the Board on
the remuneration packages of individual executive directors
and senior management.

The remuneration committee comprised three independent
non-executive Directors, namely Ms. An Na (the chairperson of
the remuneration committee), Professor Zhao Jinbao and Mr.
Chen Shaohua as at 31 December 2015. The remuneration
committee held 2 meetings during the financial year ended
31 December 2015 to review and make recommendations
to the Board on the remuneration policy and structure of
the Company, and to determine the remuneration packages
of executive Directors and senior management. Professor
Bai Changhong and Mr. Lee Keung resigned as members of
the remuneration committee on 3 February 2015, who were
replaced by Professor Zhao Jinbao and Mr. Chen Shaohua
respectively on the same day.

The details of the attendance of the remuneration committee
are as follows:

FWEESE

BN T——F—A/\BERLD
A5 R BT 85+ P AT 8 4 36 B A <7 BIl A S 3 A
ZEg YHFIEERBEEE L8 S
MEBBRESNEETNSRNEEENHM
BRMFMEBENESSEHERER -
I i 7€ FE S A BE B R B0 IE A B R AR
Fe#MZB@MARSHITEENRAE
BEEMNFHSEARESSRHERER -

R-E—RFE+_F=+—H HFMEE
CH=ZBRBIUIFNTES LT (FHM
LZEGXRE) HeRBEEROESLEAR
K-REBE-_ZT—RHF+-_A=+—81t
VHREEN FHEESRITTMAL:E
N AR NFHNBR RN EBETNES
SEHER TETHITEERSRER
BRHFMH R_E—RAF_A=H HERY
HBERFTEEEHRIFNEESKE F
HoBMEESRIR LR OELERNA -

FNEZ B e FELCERFBIT

Members B& Attendance of Meeting

SRLEER
Ms. AN Na (Chairperson of remuneration committee) Tt (FHMEEEEF) 2/2
Professor ZHAO Jinbao (Appointed on 3 February 2015)  #&RHE (A2 HE-_F=REZHF) 1
Mr. CHEN Shaohua (Appointed on 3 February 2015) BROBELA (R_E—HF_A=HEZT) 71
Mr. LEE Keung (Resigned on 3 February 2015) FhtE (RZE—AF-A=ZA&T) 1/1
Professor BAI Changhong (Resigned on 3 February 2015) ARI#HE (K-S —AF == A&T) 01
Pursuant to Code Provision B.1.5, the annual remuneration of RIETAMEFEBASE BHE ST —HF
the members of the senior management of the Company by +-A=1t—BIEEARATNTREEA
band for the year ended 31 December 2015 is set out below: EMFEHFEROT

Remuneration band (RMB)

Number of individuals

FHEE(ARY) AB
1,000,001 - 1,500,000 1
1,500,001 - 2,000,000 3

2,500,001 - 3,000,000

Details of remuneration of each Director for the year ended
31 December 2015 are set out in note 9 to the consolidated
financial statements contained in this annual report.
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NOMINATION COMMITTEEE

The Board established the nomination committee on 8 January
2011 with written terms of reference in compliance with
CG Code as set out in appendix 14 to the Listing Rules. The
primary duties of the nomination committee are set out below:

(a) to make recommendations to the Board on the
appointment of Directors;

(b) to review the size, structure and composition of the
Board;

(o) to review the terms of reference, to assess the
independence of independent non-executive Directors;
and

(d) to make recommendations to the Board on the re-
election of Directors to be proposed for shareholders’
approval at the AGM.

The nomination committee comprised the three independent
non-executive Directors, namely Professor Zhao Jinbao (the
chairperson of the nomination committee), Mr. Chen Shaohua
and Ms. An Na as at 31 December 2015. On 3 February 2015,
Professor Bai Changhong and Mr. Lee Keung resigned as
chairperson and member of the nomination committee, who
were replaced by Professor Zhao Jinbao and Mr. Chen Shaohua
respectively on the same day. The nomination committee held
2 meetings during the financial year ended 31 December 2015
to make recommendations to the Board on the appointment
of Directors, review the structure, size and composition of the
Board and the independence of the independent non-executive
Directors and make recommendations to the Board on the re-
election of Directors at the AGM.

The details of the attendance of the nomination committee are
as follows:
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committee and appointed on 3 February 2015) “AZHEZE) 171
Mr. CHEN Shaohua (Appointed on 3 February 2015) BoELE (N-_S—RFE-_A=HEZM) 71
Ms. AN Na Tt 2/2
Mr. LEE Keung (Resigned on 3 February 2015) Fougt (N-T-RE-_A=HEML) 11
Professor BAI Changhong (Resigned on 3 February 2015) HES#K (RA-Z—RF-A=HET) 0N
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BOARD DIVERSITY POLICY

During the financial year ended 31 December 2015, the Group
adopted a board diversity policy (the “Policy”) setting out the
approach to achieve and maintain diversity on the Board in
order to enhance the effectiveness of the Board.

Pursuant to the Policy, the Group considered the diversity of
the Board members can be achieved through the consideration
of a number of factors, including but not limited to gender,
age, cultural and education background, ethnicity, professional
experience, skills, knowledge and length of service.

The Board will consider to set measurable objectives to
implement the Policy and review such objectives from time to
time to ensure their appropriateness and ascertain the progress
made towards achieving those objectives.

The nomination committee will review the Policy from time to
time to ensure its continued effectiveness.

DIRECTOR’S RESPONSIBILITY FOR THE
FINANCIAL STATEMENTS

The Directors are responsible for the preparation of the
financial statements which give a true and fair view of
the state of affairs of the Group, and in accordance with
International Financial Reporting Standards issued by the
International Accounting Standards Board and the disclosure
requirements of the Hong Kong Companies Ordinance.
The statement by the auditors of the Company about their
responsibilities for the financial statements is set out in the
independent auditor’s report contained in this annual report.
There are no material uncertainties relating to events or
conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. The financial statements
of the Company for the financial year ended 31 December
2015 have been prepared on a going concern basis.
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RISK MANAGEMENT AND INTERNAL CONTROL

The Board has the responsibility to maintain an effective risk
management and internal control system in order to protect
the Group’s assets and shareholders’ interests. The Group has
an internal audit function. The Board and audit committee also
conduct periodic reviews to ensure the effectiveness of the
Group’s risk management and internal control systems. The
risk management and internal control systems include a well-
established corporate structure and organisation with clearly
defined lines of responsibility and authority. Each department
is responsible for its daily operations, and is also required to
implement and monitor the strategies and policies adopted by
the Board and effective employment of the resources of the
Company, in order to avoid misappropriation of resources and
damages made to the Company’s assets, and prevent against
errors and fraud.

During the financial year ended 31 December 2015, the Board
and audit committee conducted a review and assessment of
the effectiveness of the internal control system and procedures
based on information derived from discussions with the
management of the Company and its external auditor. The
Board and audit committee believe that the existing risk
management and internal control systems are adequate and
effective. The review covered all material controls, including
financial, operational and compliance controls and risk
management functions as well as the adequacy of resources,
qualifications and experience of staff of the Company’s
accounting, internal audit and financial reporting function, and
their training programmes and budget.

The Board has established a clearly defined scope of activities,
responsibility and authority for each department and its
management staff within the Group. The Group has a
defined goal for each department to accomplish, these goals
were discussed in the Board meeting and pass on to the
management through the executive Directors. These goals
will be implemented and closely monitored by the executive
Directors who shall review the operational and financial results
from time to time, and to take any necessary actions for the
improvement of its business activities.

TEERERE

| B i e X B B 4
EXeAETARBMNEREE AR
EERE UMREAEEEE MR -
AEEREADEABE-EFSREX
ZEgNERETRY  BEASERR
IR N A ERES R R R ARK - Bl R B &
NHETRRBRETENEERBMER
RESBFANBEBEMEBNAR - S
MATEAEARXEENERIE BERER
MEREFERMRMARE RBERARAR
RERNBRER UAHILERER BE
XE BRI MRFTANEL-

RBEE-T-—AF+-_A=t—HBLFHK
FE EFENBERZEEREELAQT
IR B MO BB A BURM Y & A P RS B9 B
Bt et K AP b M AR BRI B8 R S AR Fr FU AKX
H-BFGRELZBERE RARRE
BMAREEERERERARBER BT
TEREMBEARER BREME Z2ER
BREEUNERERRE UNERT
M ARNRBIGE REER MM B RSB
BEABREE ME RN EEIIRE R
o

EXEeHASEASHMAMEEEASR
BEW MmN S BENREBEE- K
SEFVAENERTRAMARTR F
HEFOEEFEERT MK AT
EERREEBHIT - WTESTHIEE
Ble @ MM RE WIRIEM S ETH
REXGRY HULERETEERR
BiRe

BlgklE —T-RFFH

23



24

Corporate Governance Report
tXRERBHE

NON-COMPETITION UNDERTAKING

Mr. Sze Ching Bor, Best Mark International Limited (“Best
Mark”) and Capital Vision International Limited (”Capital
Vision"”) (collectively, the “Controlling Shareholders”) entered
into a deed of non-competition in favour of the Company
on 8 January 2011 (the “Deed of Non-Competition”). The
undertakings and covenants stipulated under the Deed of
Non-Competition cover any business which is or may be in
competition with the business of any member of the Group
from time to time. The Deed of Non-Competition has become
effective since 28 January 2011. There has been no change
to the terms of the Deed of Non-Competition for the year
ended 31 December 2015. Please refer to the prospectus of
the Company dated 18 January 2011 for details of the Deed of
Non-Competition.

The Controlling Shareholders have confirmed in writing to
the Company of their compliance with the Deed of Non-
Competition for disclosure in this annual report for the year
ended 31 December 2015.

Upon receiving the confirmation, the independent non-
executive Directors had reviewed the same as part of the
annual review process. In determining whether the Controlling
Shareholders had fully complied with the non-competition
undertakings in 2015 for the annual assessment, it was noted
that (a) the Controlling Shareholders declared that they had
fully complied with the non-competition undertakings in
the Deed of Non-Competition for the financial year ended
31 December 2015; (b) no new competing business was
reported by the Controlling Shareholders during the year
ended 31 December 2015; and (c) there was no particular
situation rendering the full compliance of the non-competition
undertakings being questionable. In view of the above,
the independent non-executive Directors confirmed that
all of the non-competition undertakings in the Deed of
Non-Competition were complied with by the Controlling
Shareholders for the year ended 31 December 2015.
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AUDITOR’S REMUNERATION

During the year, the remuneration in respect of audit and non-
audit services provided by the Company’s auditor, Pan-China
(H.K.) CPA Limited, were RMB1,467,000 and RMB419,000
respectively.

INVESTOR RELATIONS AND COMMUNICATION
WITH SHAREHOLDERS

Information about the Group has been provided to the
shareholders through financial reports, announcements
and general meetings including AGMs in order to keep
shareholders well informed of the business activities and
directions of the Group. The Group has also established a
corporate website www.baofengmodern.com as a channel to
facilitate effective communication with the shareholders.

Shareholders may at any time send their enquiries and concerns
to the Board in writing to the Company’s principal place of
business in Hong Kong at Room 504, 5/F, OfficePlus @Sheung
Wan, 93-103 Wing Lok Street, Sheung Wan, Hong Kong.

Code Provision A.6.7. stipulates that non-executive Directors
and independent non-executive Directors should attend
AGM and develop a balanced understanding of the views of
the shareholders. The Company deviates from this provision
because the non-executive Directors, Mr. Sze Ching Bor
and Mr. Chan Chak Chak Daniel and the independent non-
executive Director, Ms. An Na were unable to attend the
AGM held on 12 June 2015 due to their other business
commitments.

Code Provision E.1.2. stipulates that the Chairman of the
Board should attend the AGM. The Chairman should also
invite the chairpersons of the audit, remuneration, nomination
and any other committees (as appropriate) to attend. In their
absence, he should invite another member of the committee
or failing this, his duly appointed delegate, to attend. These
persons should be available to answer questions at the AGM.
The chairperson of the independent board committee (if any)
should also be available to answer questions at any general
meeting to approve a connected transaction or any other
transaction that requires independent shareholders’ approval.
Due to other business commitments, the chairperson of
remuneration committee, Ms. An Na was unable to attend the
AGM held on 12 June 2015.

During the financial year ended 31 December 2015, there is no
significant change in the Company’s constitutional documents.
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SHAREHOLDER’S RIGHT

Convening an Extraordinary General Meeting and
Putting Forward Proposals at Shareholders’ Meetings

Pursuant to Article 58 of the Articles, any one or more
members of the Company holding at the date of deposit
of the requisition not less than one-tenth of the paid up
capital of the Company carrying the right of voting at general
meetings of the Company shall at all times have the right,
by written requisition to the Board or the company secretary
of the Company, to require an extraordinary general meeting
to be called by the Board for the transaction of any business
specified in such requisition; and such meeting shall be held
within two months after the deposit of such requisition. If
within twenty-one days of such deposit the Board fails to
proceed to convene such meeting the requisitionist(s) himself
(themselves) may do so in the same manner, and all reasonable
expenses incurred by the requisitionist(s) as a result of the
failure of the Board shall be reimbursed to the requisitionist(s)
by the Company.

The same requirements and procedures also apply to any
proposal to be tabled at shareholders’ meetings for adoption.

Directors’ and Officers’ Liabilities Insurance

Appropriate insurance coverage for Directors’ and officers’
liabilities in respect of legal actions against the Directors and
officers of the Company and its subsidiaries arising out of
corporate activities of the Group has been arranged by the
Company.
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Biographical Details of Directors

EXECUTIVE DIRECTORS

Mr. Zheng Jingdong

Mr. Zheng Jingdong, aged 50, is the Chairman of the Board,
the Chief Executive Officer and an executive Director. He has
been appointed as a Director since 21 July 2008. Mr. Zheng
has more than 10 years of experience in the slipper business
in the PRC. He has been appointed as a director of Quanzhou
Baofeng Shoes Co Ltd (“Quanzhou Baofeng”) since 28 March
2007 and as a director of BAOF International Limited (“BAOF
HK") since 21 July 2008. He has been appointed as the
Chairman of the Board and the Chief Executive Officer of the
Group on 10 May 2013.

Mr. Leung Tsz Chung

Mr. Leung Tsz Chung, aged 46, has been appointed as
the executive Director, Vice-Chairman of the Board and
the authorised representative under the Listing Rules with
effect from 3 February 2015. Mr. Leung holds a degree of
bachelor of arts in Business Studies from the Hong Kong
Polytechnic University in 1991 and a degree of master in
Business Administration from the University of New South
Wales in 1996. He is qualified as a certified professional
marketer and has over 20 years of extensive experience in
business administration and marketing. Mr. Leung is the legal
representative of Bay Zu Precision Co., Ltd QtEHEZRHL A
[ A 7)) since November 2011, whose shares are traded on
Gretai Securities Market of the Republic of China (fF# R
BAEEE SR D). Mr. Leung joined 2D Material Technology
Company Limited, a wholly owned subsidiary of the Company,
as the chief executive officer in November 2014. Mr. Leung
would focus on developing the business of material technology
and Online to Offline business for the Group.
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EEBEK

NON-EXECUTIVE DIRECTORS
Ms. Lin Weihuan

Ms. Lin Weihuan, aged 34, has been appointed as the non-
executive Director since 7 January 2016. Ms. Lin obtained a
bachelor of business degree in financial management from
La Trobe University in Melbourne, Australia in 2005. She
later obtained a master of business degree in professional
accounting from Victoria University in Melbourne, Australia in
2006. Ms. Lin has over five years of experience in accounting.
She is now the sole director and sole shareholder of Total Shine
Investments Limited which is principally engaged in investment
business.

Mr. Chan Chak Chak Daniel

Mr. Chan Chak Chak Daniel, aged 42, has been appointed
as the non-executive Director since 21 November 2014. Mr.
Chan obtained a bachelor’s degree of International Accounting
from EFIKE (the University of Xiamen) in 1996. Mr.
Chan has extensive years of experience in various industries,
among others, manufacturing of electronic communications
devices, manufacturing of metallic products, hotels food and
beverage, advertisement, real estate, construction materials,
and corporate investment. Mr. Chan had been appointed as
the chairman of the board of directors of & &2 & (Jinying
Company) since 2004 and lJinying Company is principally
engaged in the business of manufacturing and product
development of electronic communications devices.

INDEPENDENT NON-EXECUTIVE DIRECTORS
Ms. An Na

Ms. An Na, aged 56, was appointed as an independent non-
executive Director on 30 June 2010. She has been an executive
editor of A EE T % fix4t (China Light Industry Press) since
1982. She has also been a vice president of 1t (JmkEE)
#3354t (Beijing Rayli Magazine House) since 2003 at which
she has been responsible for managing and coordinating the
publication of several fashion magazines. In February 2015,
she resigned her post and remained as a consultant in Beijing
Rayli Magazine House. She received an editor’s qualification
from BIBRBEIEEEEEEELZEE (State-owned Assets
Supervision and Administration Commission) in 2008. She
obtained a bachelor’'s degree in Engineering with a major in
the study of leather from Fo1b# T £ Z5B7 (Northwest Institute
of Light Industry) (now known as PR &l A2 (Shaanxi
University of Science and Technology)) in 1982.
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Biographical Details of Directors

Mr. Chen Shaohua

Mr. Chen Shaohua, aged 49, has been appointed as an
independent non-executive Director since 3 February 2015.
Mr. Chen graduated from the Open University of China (4
KE M AE) (previously known as China Central Radio and
TV University (F R ZEER KE), and obtained a bachelor's
degree in Management majoring in Accounting from Beijing
Technology and Business University (3t 5 T AZ) in 2010.
He is a member of the Chinese Institute of Certified Public
Accountants (CICPA) and qualified as certified assets valuer,
certified tax agent, certified real estate valuer, certified cost
engineer and certified land valuer in the PRC. Mr. Chen is a
senior accountant and senior economist in the PRC. He has
over 20 years of extensive experience in accounting, audit
and tax matters. Mr. Chen is right now the chairman of the
board of directors and legal representative of auditing firm, tax
company, asset and property valuation company in the PRC.

Professor Zhao Jinbao

Professor Zhao Jinbao, aged 52, has been appointed as an
independent non-executive Director since 3 February 2015.
Professor Zhao graduated from Harbin Institute of Technology
(BB T2 KE) of the PRC and obtained a bachelor of
engineering degree in Electrochemistry in 1984 and a master’s
degree in Engineering in 1987. Professor Zhao further obtained
a doctor’s degree in Engineering from Kyoto University in
Japan in 1996. He has been a professor of Physical Chemistry
in the Xiamen University (EF9XE) of the PRC since 2011.
He has over 20 years of extensive experience in research and
development in the field of engineering and chemistry and was
recruited as one of the experts in The Recruitment Program
of Global Experts (84 & X A 3l#5HE]), also known as
Thousand Talents Program (F A&+ &) in the PRC in 2011.

EEBERK

PROESRE

PRAOZEESA 495 B2 —RAF-A=H
RERTEARBUIERITES RAEEEER
BRABRAKZE (FIBFPREFEHRKE) -
VTR ZE—ZEFHREIIRIHAEERE
B8N XS -BATEHFMEEM
ees  MATBMEEN AL M
HEE ST B EGER  FfEETE
B Mt b (E BRI R EE AP BEE R
GETEN K S AR AOERD - B E R BN
BKEERAA_THFEELR MiER
BAPBEENAR HBARIUEREER
MEEBRRAIZEETEEFREAREK

HERHER
HERHF 525 BZE—AF-A=H
REZTABIYIFNTES - HHEREER
FERBETEAE UHRIR—NAN\HE
FR—NANEFRBEETRETESELE
ik TEET2A  BEER—NLNLAFR
BEAARRHALEIREHE L E KA
TE - —FREATEEMAEYELE
AYF -FRIRERERHBRN ZHERE
FR_TFELELHR IR _T——F#
BARRE B AASIETE] (Jn
AR TAFE ) 2cHEP—FEK-

BlgklE —T-RFFH

29



30

Report of the Directors

EEEHS

The Directors are pleased to present their report and the
audited financial statements for the year ended 31 December
2015.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Details of the principal activities of the principal subsidiaries
are set out in note 40 to the consolidated financial statements.
There were no significant changes in the nature of the Group'’s
principal activities during the year.

BUSINESS REVIEW

A review of the business of the Group during the year ended
31 December 2015 and a discussion on the Group's future
business development and its principal risks and uncertainties
are provided in the sections “Chairman’s Statement” and
“Management Discussion and Analysis” of this annual report.
The financial risk management objectives and policies of the
Group can be found in note 37 to the consolidated financial
statements. Particulars of important events affecting the Group
that have occurred after 31 December 2015 are provided in
note 38 to the consolidated financial statements. An analysis
of the Group’s performance during the year using financial key
performance indicators is provided in the “Five-Year Financial
Summary” on pages 4 of this annual report.

ENVIRONMENTAL POLICIES AND
PERFORMANCE

The Group recognises the importance of environmental
protection and continues to update the requirements of the
relevant environmental laws and regulations to ensure our
continuous compliance. Besides, the Group is committed to
contributing to the sustainability of the environment and pays
close attention to conserving natural resources. It strives to
minimize the environmental impact by saving electricity and
encouraging recycle of materials and office supplies.

The Group understands that a better future depends on
everyone's participation and contribution. It has encouraged
all employees to participate in environmental activities which
benefit the community.

COMPLIANCE WITH LAWS AND REGULATIONS

The Group continues to update the requirement of the relevant
laws and regulations in various countries, particularly in the
PRC and Hong Kong, applicable to it to ensure compliance.
During the year, the Group was not aware of any non-
compliance with any relevant laws and regulations that had a
significant impact on it.
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RELATIONSHIPS WITH EMPLOYEES, SUPPLIERS
AND CUSTOMERS

The Group believes that employees are valuable assets.
The Group provides competitive remuneration package to
employees and is periodically reviewed with reference to
industry practice. Discretionary bonuses and share options
may be awarded to employees according to the assessment
of individual performance. During the year under review, the
Group considered the relationship with employees was good
and the turnover rate is acceptable.

The Group also understands that it is important to maintain
good relationship with its suppliers and customers to fulfil its
immediate and long-term goals. The Group has been working
continuously with its suppliers to improve the standard of raw
materials and aiming at delivering products with high quality
to its customers. All key customers and suppliers have a close
and long relationship with the Group. During the year ended
31 December 2015, there was no material and significant
dispute between the Group and its suppliers and/or customers.

RESULTS AND DIVIDENDS

The result of the Group for the year ended 31 December 2015
and the state of affairs of the Company and the Group at that
date are set out in the financial statements on pages 45 to
148.

The Board does not recommend payment of a final dividend
for the year ended 31 December 2015 (2014: nil).

SUMMARY OF FINANCIAL INFORMATION

A summary of the financial information of the Group for the
last five financial years is set out on page 4 of this annual
report. This summary does not form part of the audited
financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment
of the Group during the year are set out in note 15 to the
consolidated financial statements.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the Company’s share capital and share
options during the year are set out in notes 28 and 29 to the
consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company'’s Articles or the laws of Cayman Islands which would
oblige the Company to offer new shares on a pro rata basis to
existing shareholders.
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PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

During the year ended 31 December 2015, neither the
Company nor any of its subsidiaries purchased, redeemed or
sold any of the Company’s listed securities during the year.

RESERVES

Details of movements in the reserves of the Company and
the Group during the year are set out in note 39 to the
consolidated financial statements and in the consolidated
statement of changes in equity, respectively.

DISTRIBUTABLE RESERVES

At 31 December 2015, the Company’s reserves available for
distribution, calculated in accordance with the Companies
Law of the Cayman lIslands, amounted to approximately
RMB684,616,000. The amount of RMB684,616,000 includes
the Company’s share premium account and contributed surplus
of RMB796,665,000 in aggregate at 31 December 2015,
which may be distributed provided that immediately following
the date on which the dividend is proposed to be distributed,
the Company will be in a position to pay off its debts as and
when they fall due in the ordinary course of business.

MAJOR CUSTOMERS AND SUPPLIERS

During the financial year ended 31 December 2015, sales to
the Group’s five largest customers accounted for 81.4% of
the total sales for the year and sales to the largest customer
included therein amounted to 41.6%.

Purchases from the Group’s five largest suppliers accounted
for 27.3% of the total purchases for the year and purchase
from the Group’s largest supplier included therein amounted to
11.2% of the total purchases for the year.

None of the Directors of the Company or any of their
associates or any shareholders (which, to the best knowledge
of the Directors, own more than 5% of the Company’s issued
share capital) had any beneficial interest in the Group’s five
largest customers or suppliers.
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DIRECTORS

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

o Executive Directors:

Mr. ZHENG Jingdong (Chairman and Chief Executive
Officer)

Mr. LEUNG Tsz Chung (Appointed as Vice-chairman on
3 February 2015)

Mr. ZHANG Aiguo (Resigned on 3 February 2015)

o Non-Executive Directors:

Mr. CHAN Chak Chak Daniel
Ms. LIN Weihuan (Appointed on 7 January 2016)

Mr. SZE Ching Bor (Resigned on 7 January 2016)

° Independent Non-Executive Directors:

Ms. AN Na
Professor ZHAO Jinbao (Appointed on 3 February 2015)

Mr. CHEN Shaohua (Appointed on 3 February 2015)

Professor BAlI Changhong (Resigned on 3
February 2015)
Mr. LEE Keung (Resigned on 3 February 2015)

Pursuant to Article 83(3) of the Articles, Ms. Lin Weihuan,
who was appointed by the Board as an additional Director in
January 2016; shall hold office until the AGM, being the first
AGM after this appointment, and shall retire and subject to re-
election from office at the AGM. Being eligible, she will offer
herself for re-election.

Pursuant to Articles 84(1) and (2), at each AGM one-third
of the Directors for the time being (or, if their number is not
a multiple of three (3), the number nearest to but not less
than one-third) shall retire from office by rotation provided
that every Director shall be subject to retirement at the AGM
at least once every three years. A retiring Director shall be
eligible for re-election. Any Director appointed pursuant to
Article 83(3) shall not be taken into account in determining
which particular Directors or the number of Directors who are
required to retire by rotation. In accordance with Articles 84(1)
and (2), Mr. Zheng Jingdong and Mr. Leung Tsz Chung shall
retire from office by rotation at the AGM. Being eligible, Mr.
Zheng Jingdong and Mr. Leung Tsz Chung will offer themselves
for re-election as executive Directors at the AGM.
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The Company has received from each of its independent
non-executive Directors an annual confirmation of his/her
independence pursuant to Rule 3.13 of the Listing Rules,
and the Company considers the independent non-executive
Directors to be independent.

BIOGRAPHICAL DETAILS OF THE DIRECTORS

The biographical details of the Directors are set out on pages
27 to 29 of the annual report.

DIRECTORS’ SERVICE CONTRACTS

Each of the Directors has entered into a service contract with
our Company for an initial term of 3 years (other than Mr.Chan
Chak Chak Daniel, for an initial term of 2 years), which will
continue thereafter until terminated by not less than three-
month notice in writing served by either party on the other.
The details of the remuneration of each of the Directors are
revealed on note 9 to the consolidated financial statements.

None of the Directors had entered, or was proposing to
enter, into any service contract with the Company which is
not determinable by the Company within one year without
payment of compensation, other than statutory compensation.

Directors are subject to retirement by rotation at least once
every three years as required by the Articles of Association.

PERMITTED INDEMNITY PROVISION

Under the Articles, and subject to the applicable laws and
regulations, the Directors and officers of the Group shall be
indemnified out of the assets and profits of the Company
from or against all actions, costs, charges, losses, damages
and expenses which they or any of them may incur or sustain
in or about the execution of their duty in their offices. Such
permitted indemnity provision has been in force throughout
the year ended 31 December 2015. The Company has
arranged appropriate Directors’ and officers’ liability insurance
coverage for the Directors and officers of the Group.

DIRECTORS’ INTERESTS IN CONTRACTS

Saved for transactions as disclosed in note 33 to the
consolidated financial statements, none of the Directors was
materially interested, directly or indirectly, in any contract or
arrangement during the year which is significant in relation to
the business of the Group.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration
of the whole or any substantial part of the business of the
Group were entered into or in existence during the year.
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DIRECTORS’ AND CHIEF EXECUTIVE'S
INTERESTS AND SHORT POSITIONS IN SHARES
AND UNDERLYING SHARES AND DEBENTURES

As at 31 December 2015, the interests and short positions
of the Directors and chief executives in the share capital and
underlying shares and debentures of the Company and its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFO")), which were
required (i) to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests and short positions in which he was
taken or deemed to have under such provisions of the SFO);
(i) pursuant to section 352 of the SFO, to be entered in the
register maintained by the Company referred to therein; or
(iii) pursuant to the Model Code contained in Appendix 10 to
the Listing Rules, to be notified to the Company and the Stock
Exchange were as follows:

Interests and short positions in ordinary shares of the
Company:
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Percentage of
the Company'’s

Number of issued share
Name of Director Capacity and nature of interest shares held capital®
AR AT ST
BEEpnR BORERME RGO E RAEAB 7O
Mr. SZE Ching Bor Interest in controlled corporation 519,035,767(L) 48.62%
(Resigned on

7 January 2016) (Note 2)

SLEREE(RZZTE—RFE MMEGHEENER 233,155,792(S) 21.84%

—RAEREE) (HiE2)

Long positions in share options of the Company:

REAATBREDNETR:

Percentage of
the Company’s

Number of share issued share

Name of Directors Capacity and nature of interest options held® capital®
HAEATEETR
EENA SR RERMEE FrFEREZE® AKEDLEO
Mr. ZHENG Jingdong Beneficial owner 12,750,000(L) 1.19%
=it BERBEE A
Mr. LEUNG Tsz Chung Beneficial owner 10,000,000(L) 0.94%
BTk e A BERBEE A
Mr. CHAN Chak Chak Daniel Beneficial owner 1,000,000(L) 0.09%
BRR R A& EnEEA
BIERY —Z-REER
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Notes:

(1) The percentage has been calculated based on the total number
of shares of the Company in issue as at 31 December 2015
(i.e. 1,067,579,608 shares).

(2) Mr. Sze Ching Bor (“Mr. Sze") is deemed to be interested
in the shares of the Company (the “Shares”) held by Best
Mark and Capital Vision. Best Mark and Capital Vision are
wholly owned and controlled by Mr. Sze and are interested
in 473,876,157 Shares and 45,159,610 Shares respectively,
representing approximately 44.39% and 4.23%, respectively
of the issued Shares. Best Mark has granted an option to
Total Shine Investments Limited (“Total Shine”), a company
wholly owned and controlled by Ms. Lin Weihuan (“Ms. Lin"),
to acquire 233,155,792 Shares in aggregate, representing
21.84% of the issued Shares.

(3) These represent the number of shares which will be allotted
and issued to the respective Directors upon the exercise of
the share options granted to each of them under a share
option scheme adopted on 8 January 2011 (the “Share
Option Scheme”). Accordingly, each of them was regarded as
interested in the underlying Shares.

(4) The letters “L” and “S” denote a long and short position
respectively in the Shares.

Save as disclosed above, as at 31 December 2015, none of
the Directors and chief executives of the Company had any
interests or short positions in the Shares, underlying Shares
or debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO) which
were required (i) to be notified to the Company and the Stock
Exchange pursuant to the provisions of Divisions 7 and 8 of
Part XV of the SFO (including interests or short positions which
they were taken or deemed to have under such provisions
of the SFO); or (ii) pursuant to section 352 of Part XV of the
SFO, to be entered in the register referred to therein; or (iii)
pursuant to the Model Code contained in Appendix 10 to the
Listing Rules to be notified to the Company and the Stock
Exchange.
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SHARE OPTION SCHEME

The Company adopted the Share Option Scheme on 8 January
2011. Details of the Share Option Scheme are set out in note
29 to the consolidated financial statements.

The following table discloses the outstanding share options
under the Share Option Scheme as at 31 December 2015:
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Number of options
BREA
Qutstanding
Outstanding ~ Granted  Exercised  Cancelled  Forfeited asat3 Exercise price
asat1 duringthe duringthe duringthe duringthe  December  Exercise per share
Date of grant ' January 2015 year year year year 015 period ? (HKS)
RZ%-1% RZ%-1%
-A-8 P ER SRf%R
Name or Category of particpants ~~ $EANKE2HEH RERg HATE ERRE  EATE  EMEE  FARN  HAGE  EEY (%1)
Executive Directors Yz
THENG Jingdong gz 3080011 2,750,000 - - - S0 A 118
1011212015 - 1,500,000 - - - 1,500,000 B 081
1011202015 - 2,000,000 - - - 2,000,000 ( 081
1011212015 - 2,500,000 - - - 2,500,000 D 081
1011212015 - 2,000,000 - - - 2,000,000 t 081
101212015 - 2,000,000 - - - 2,000,000 F 081
ZHANG Aiguo REA(R-T-1% 30082011 1,500,000 - - - (1,500,000} - A 118
(esigned on 3 February 2015) “RZBER)
LEUNG Tz Chung 21h 1011202015 - 6,000,000 - - - 6,000,000 B 081
1011202015 - 4,000,000 - - - 4,000,000 C 081
Non-executive Directors FUEs
CHAN Chak Chak Daniel RRR 1011212015 - 150,000 - - - 150,000 B 081
1011202015 - 200,000 - - - 200,000 ( 081
1011202015 - 250,000 - - - 250,000 D 0.81
101212015 - 200,000 - - - 200,000 t 0.81
1011212015 - 200,000 - - - 200,000 F 0.81
Sub-tofa g 4,250,000 21,000,000 - - (15000000 23,750,000
Employees and consultants of FRERERERSS
the Group in aggregate
30582011 6,000,000 - - - (4,500,000} 1,500,000 A 118
101212015 - 21,000,000 - - - 21,000,000 B 0.81
101212015 - 15,200,000 - - - 15,200,000 ( 0.81
101212015 3,000,000 - - - 3,000,000 D 0.81
101212015 - 2,400,000 - - - 2,400,000 t 0.81
101212015 - 2,400,000 - - - 2,400,000 f 0.81
Sub-total I\g 6,000,000 44,000,000 - - (4500,000) 45,500,000
Total 2 10,250,000 65,000,000 - - (6,000,000) 69,250,000
BERY —T-AFFRH
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Notes:

1. The closing prices of the Company’s shares immediately before
the date of grant on 30 August 2011 and 10 December 2015
were HK$1.17 and HK$0.79 respectively.

2. The respective exercise period of the share options granted is
as follow:

A: From 30 August 2012 to 29 August 2016.

B: From 10 December 2015 to 9 December 2020;

C: From 10 December 2016 to 9 December 2020;

D: From 10 December 2017 to 9 December 2020;

E: From 10 December 2018 to 9 December 2020; and
F: From 10 December 2019 to 9 December 2020.

The vesting period of the share options is from the date of
grant until the commencement of the exercise period.

3. Exercise conditions:

(i) Provided always that a grantee of share options shall
remain as a Director, an employee or a consultant of
the Company or its subsidiaries, at the time of exercise
of his or her share options; and

(ii) Performance target for share options with exercise
period A: the Company’s Profit (as defined below)
for the year ended 31 December 2011 is higher than
RMB150,000,000.

"Profit” is defined as the Company’s consolidated net profit
attributable to owners of the Company as shown in the
audited accountant’s report for the corresponding fiscal year,
excluding the impact of (i) after-tax employee expenses arising
from the grant of the share options and (i) non-operating
gains and losses.

4. The number and/or exercise price of the options may be
subject to adjustments in the case of rights or bonus issues, or
other changes in the Company’s share capital.

ARRANGEMENT FOR DIRECTORS TO
PURCHASE SHARES OR DEBENTURES

Save as disclosed in the section of “Directors’ and chief
executive's interests and short positions in shares and
underlying shares and debentures” and “Share Option
Scheme” above, at no time during the year were rights to
acquire benefits by means of the acquisition of shares in or
debentures of the Company granted to any of the Directors or
their respective spouses or minor children, or were any such
rights exercised by them; or was the Company, its holding
company or any of its subsidiaries and fellow subsidiaries
a party to any arrangement to enable the Directors of the
Company to acquire such rights in any other body corporate.
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SUBSTANTIAL SHAREHOLDERS’ AND OTHER
PERSONS’ INTERESTS AND SHORT POSITIONS
IN SHARES AND UNDERLYING SHARES

As at 31 December 2015, so far as was known to the Directors
and chief executives of the Company, the following persons
or corporations (other than the Directors or chief executives
of the Company) who had, or were deemed or taken to
have interests and short positions in the Shares or underlying
Shares and debentures of the Company which would fall to
be disclosed to the Company under the provisions of Divisions
2 and 3 of Part XV of the SFO and be recorded in the register
required to be kept under Section 336 of the SFO or as
otherwise notified to the Company were as follows:

Interests and short positions in the Shares and
underlying Shares:

Capacity and nature of
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Percentage of the

Number of shares/ Company’s issued

Name interests underlying shares share capital™
HARATEBITRA
£ SORERMEE B2, HEE R 10 B B B
Ms. Tsang Shuk Ping (" Spousal interest 519,035,767 (L) 48.62%
LR FELZ L+ O [ 233,155,792 (S) 21.84%
Best Mark @ Beneficial owner/Other 473,876,157 (L) 44.39%
EmBERAHib 233,155,792 (S) 21.84%
Haitong International Finance Security interest
Company Limited © 523,035,767 (L) 48.99%
BBEEYBEERAR IR
Haitong International (BVI) Interest in controlled
Limited @ corporation 523,035,767 (L) 48.99%
FryE sl =B M i =
Haitong International Securities Interest in controlled
Group Limited ® corporation 523,035,767 (L) 48.99%
BRERELSEEBR AT P )% B M i
Haitong International Holdings Interest in controlled
Limited © corporation 523,035,767 (L) 48.99%

BERBERERAR AR ©

4 5% B 0 M 3
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Capacity and nature of

Number of shares/

Percentage of the
Company'’s issued

Name interests underlying shares share capital™
HARDAF D HITRAE
Z1B SORERME B, HHE R DB E B
Haitong Securities Co., Ltd Interest in controlled
corporation 523,035,767 (L) 48.99%
BRESFRNDARAR O Friz &A= B R s
Ms. Lin @ Interest in controlled
corporation 233,155,792 (L) 21.84%
Wiz ® FryE &l A B R e
Total Shine @ Beneficial owner 233,155,792 (L) 21.84%
EnlEa A
Bluestone @ Beneficial owner 220,000,000 (L) 20.61%
ERO E=mEAA
Mr. Zhuang Chaohui @ Interest in controlled
corporation 220,000,000 (L) 20.61%
HEAEE SO P42 )% B My i 2
Ms. Ming Chu (19 Interest in controlled
corporation 68,117,646 (L) 6.38%
BH Tk 22 =00 Pz dl) % B A i e
Star Sky Entertainment Group Beneficial owner
Limited (19 68,117,646 (L) 6.38%

Notes:

) Ms. Tsang Shuk Ping, the spouse of Mr. Sze, is deemed to be

BEamBEAA

interested in Mr. Sze's interests in the Company.

(2) Best Mark is wholly owned and controlled by Mr. Sze.

(3) Among the security interest in 523,035,767 Shares held by
Haitong International Finance Company Limited, the security
interest in 519,035,767 Shares is related to the pledge of an
aggregate of 519,035,767 Shares by Best Mark and Capital

Vision to Haitong International Finance Company Limited.

(4) Haitong International (BVI) Limited wholly owns Haitong
International Finance Company Limited and is deemed to be
interested in the Shares in which Haitong International Finance

Company Limited is interested.

Baofeng Modern Annual Report 2015
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RREZECRFRIHRE /A LE
ERRARDEZ o

Best Markey S SE £ 2 B A Mzl -

EEEBIR I IS A R A RIFN523,035,767
& f& 7 45 B My HE R #E& - 519,035,767
% B% 15 &9 #2 1R # 25 3% N Best Mark &
Capital Vision#E# T /8 BEIR B HER
ATA $£519,035,76 7% B 17 ©
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(12)

Haitong International Securities Group Limited wholly owns
Haitong International (BVI) Limited and is deemed to be
interested in the Shares in which Haitong International (BVI)
Limited is interested.

Haitong International Holdings Limited owns 66.38% of
Haitong International Securities Group Limited and is deemed
to be interested in the Shares in which Haitong International
Securities Group Limited is interested.

Haitong Securities Co., Ltd wholly owns Haitong International
Holdings Limited and is deemed to be interested in the Shares
in which Haitong International Holdings Limited is interested.

Ms. Lin is deemed to be interested in the Shares held by Total
Shine. Total Shine is wholly owned and controlled by Ms. Lin
and obtained an option granted by Best Mark entitling it to
acquire 233,155,792 Shares.

Bluestone is interested in 220,000,000 underlying Shares
under the convertible notes which was issued or to be issued
to it pursuant to the terms of the acquisition agreement
as detailed in the circular dated in 25 November 2015. Mr.
Zhuang Chaohui, who wholly owns and controls Bluestone,
is deemed to be interested in the underlying Shares in which
Bluestone is interested.

Ms. Ming Chu (“Ms. Ming”) is deemed to be interested in the
shares held by Star Sky Entertainment Group Limited (“Star
Sky"”). Star Sky is wholly owned and controlled by Ms. Ming.
Star Sky is interested in 31,194,997 Shares, representing
2.92% of the issued share capital of the Company. Also, Star
Sky is interested in a warrant to subscribe for 36,922,649
Shares.

The percentage has been calculated based on the total number
of shares of the Company in issue as at 31 December 2015
(i.e. 1,067,579,608 shares).

The letters “L” and “S” denote the person’s long and short
position respectively in the Shares.

None of the Directors is a director or employee of the above
companies which had, or was deemed to have, an interest or
short position in the Shares, debentures or underlying Shares
which would fall to be disclosed to the Company under the
provisions of Division 2 and 3 of Part XV of the SFO.

Save as disclosed above, as at 31 December 2015, none of
the Directors and the chief executives of the Company was
aware of any other person (other than the Directors or chief
executives of the Company) or corporation which had, or was
deemed to have, an interest or short position in the Shares,
debentures or underlying Shares which would fall to be
disclosed to the Company under the provisions of Divisions 2
and 3 of Part XV of the SFO and be recorded in the register
required to be kept under section 336 of the SFO.

Report of the Directors
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(5) BRERESEBEERABAIZEHES
Haitong International (BVI) Limited" #4%
&K Haitong International (BVI) Limited
PR iR in R B #E % o

(6) BRBERERARARESSBREEE
EEMAR N TIN66.38% s R A
PERBEERESFESEERABAMFRD
PR

7)) BBEEZFRNERARZEHRAEEE
RERBR AR RRASREBEREE
PR R AR PR R o

(8) A+ 438 A7 Total ShinefTH & ()
BB R 25 o Total ShineE ML +2 &
A RHl 2 ESBest Mark#® T &9 BE %
W AU BE233,155,792 A% A% 15 ©

9) EARBEUBIERZ G (FEER
HRA-ZT—HF+—A=-+HRBZA
BB BREETHARBEERT
220,000,000 fHEA M 15 R HE B #Eas o 5T
LA EREE REHEL HRA
REAFFSAEEROPES#EZ -

(10)  BAZRZ L ([BAZ 1) #43 BK Star Sky
Entertainment Group Limited ([Star
Sky 1) BT 5 I% f0 2 #E 5 # &5 © Star Sky
R+ &EHA KiEH - Star SkyR
31,194,997 B fh R HE B R - IHE R
RRA B BEITIRAEI2.92% < LD - Star
Sky TR A] 3R B8 36,922,6490% A% 19 K 3R A%
EEPHEAEE -

(1) ZAaPENBEARARTNR_Z—HF
+ - B=+—BE2®BTRMHES (A
1,067,579,608f% ) 5t & -

(12)  FEIL RISIHAREKRZALAFR
DEVEF B B AR -

BMESEF/ALAARNESHEE IR
Betn ~ B4 5 SRR A (D h B IR 1B 78 55
KEIEIGRPIEXVERSE2 M 839 &F 2 16 XA
FIARNRARE 2 ERIORE

REXEBEEN R_T—RF+ A
=T B EEZERARFAEIBITHRAEMR
TRABERMEMAL(EEXARAETR
TRABRINSEEREIWERER
RIBF S M EROIFEXVERE2 R FE30 &
X ARA R AR RSN RIEEF &
HIERPIF336IRA T HFEMNBE LMK
0~ AR SKARRA A (D RO SR SR B -
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CONNECTED TRANSACTIONS

No connected transaction was entered into or in existence
during the year. The related party transactions disclosed in
note 33 to the consolidated financial statements do not
fall under the definition of “connected transaction” or
“continuing connected transaction” in Chapter 14A of the
Listing Rules.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company
and within the knowledge of the Directors, at least 25% of the
Company’s total issued share capital was held by the public as
at the date of this report.

EMOLUMENT POLICY

The Group’s emolument policies are based on the merit,
qualifications and competence of individual employees and are
reviewed by the remuneration committee periodically.

The emoluments of the Directors are recommended by the
remuneration committee and are decided by the Board, having
regard to the Group’s operating results, individual performance
and comparable market statistics.

The Company adopted a share option scheme to motivate
and reward its Directors and eligible employees. Details
of the Share Option Scheme are set out in note 29 to the
consolidated financial statements.

AUDITOR

Pan-China (H.K.) CPA Limited retire and a resolution for their
re-appointment as the Company’s auditor is to be proposed at
the forthcoming AGM.

ON BEHALF OF THE BOARD

ZHENG Jingdong
Chairman

Hong Kong
24 March 2016
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Independent Auditor’s Report

LAN-C/INA

To the shareholders of Baofeng Modern International
Holdings Company Limited
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of
Baofeng Modern International Holdings Company Limited (the
“Company”) and its subsidiaries (collectively referred to as the
"Group”) set out on pages 45 to 148, which comprise the
consolidated statement of financial position as at 31 December
2015, and the consolidated statement of profit or loss and
other comprehensive income, the consolidated statement of
changes in equity and the consolidated statement of cash
flows for the year then ended, and 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 view in accordance with International Financial
Reporting Standards issued by the International Accounting
Standards Board 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.

B %A RS

PAN'CHINA (HK) CPA LIMITEDCertified Public Accountants
AR (BEB)DHAEFSHAARSTT

BB EERZERARQBIIURER
(REASHESZMALZBRAR])

EED B FISET148H & E &R 4
BRZERARAR(TEAR D REKBA
RABIEEE)NGEEMBHRE 81
R-ZEBE-—RFE+-_A=1t—BNEAHK
MRAERRBEZA L FENGEABRERE
fhEEEER RAEREHRRGEARS
MER URFESHERREREMRE

EEHRSHMBHRRNER

BEAREFREBRER e ERIESS
78 4 0 BRI R B 75 3R 22 Rl S BB 2 R G 1D
MEBERTE BREEAANKEMBR
K WAREERRVE I NRREE - FELR
#R 6 B 7 i 2k I 4 R BR R 2K 85 AR AT 5| B
BRI -

BB ELE
EENEIRREBEERARYSE MR
RBERBR TREHERBGEFELER
EREERRER RN SEELMH
& o BEM AU ARENARTAEMEMA
TEARSARENEE - BEERRELES
SRR A RBM BB B ERETER - %
FRAUBRFFETREERRHE  LHRE
FEBITERZ AR EBRZ SR M HFHRER
NERERERERRAL -
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Independent Auditor’s Report
B & BE RS

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 judgement, 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 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 financial position of the Group as at
31 December 2015, and its financial performance and cash
flows for the year then ended in accordance with International
Financial Reporting Standards and have been properly prepared
in compliance with the disclosure requirements of the Hong
Kong Companies Ordinance.

PAN-CHINA (H.K.) CPA LIMITED
Certified Public Accountants

Chan Kin Wai

Practicing Certificate Number P05342

11/F., Hong Kong Trade Centre,
161-167 Des Voeux Road Central,
Hong Kong

24 March 2016
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

HEREBERHEMEZE KRS R

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

2015 2014
—ZT—FhHE —E—F
Notes RMB’000 RMB'000
B aE ARBET T AREFIT
REVENUE U & 6 171,655 196,773
Cost of sales SHERK R (128,746) (177,720)
GROSS PROFIT EF 42,909 19,053
Other net income and gains H A R U558 6 13,091 13,050
Selling and distribution expenses SHE R D HEEX (11,968) (13,812)
General and administrative expenses — RITHFAZ (36,078) (35,936)
Amortisation expense of intangible assets & JIZ & B # 845 52 17 (6,501) -
Finance costs BB AR 7 (7,848) (8,549)
Fair value loss on financial liabilities at BAFEFABGRZE
fair value through profit or loss ELY=E=p /N R IEE =P S 25 (13,451) (4,019)
LOSS BEFORE TAX FRBLATES 18 8 (19,846) (30,213)
Income tax expense TSt = 11 (5,823) (939)
LOSS FOR THE YEAR AND TOTAL EAREEABEER
COMPREHENSIVE EXPENSES FOR EBERFRAZHEHBEX
THE YEAR ATTRIBUTABLE TO Pk G
OWNERS OF THE COMPANY 12 (25,669) (31,152)
LOSS PER SHARE BREE 14
— Basic (RMB) —ER(ARK) (0.02) (0.03)
- Diluted (RMB) —#E(ARE) N/ARER  NATERS

Details of the dividends are disclosed in note 13 to the

consolidated financial statements.

B g B fef

REFBERENGSMEHRERMEE3S -

—E-AHEEH
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Consolidated Statement of Financial Position

ma BB AR R

As at 31 December 2015 R-ZF—AF+_H=4+—H

2015 2014
—E-fHf —E—F
Notes RMB’'000 RMB'000
iz AR¥ETTT AREF T
NON-CURRENT ASSETS FRBEE
Property, plant and equipment Y ER G 15 87,341 95,214
Prepaid lease payments ‘e 16 33,485 34,330
Intangible assets BV EE 17 1,476,616 -
1,597,442 129,544
CURRENT ASSETS REBEE
Inventories FE 18 31,366 30,967
Trade and bills receivables FEME 5 BRT  El =1% 19 39,034 41,533
Prepayments, deposits and other BRIE - Re REMERFIE
receivables 20 7,451 14,034
Income tax recoverable AU Bl BTSFR - 2,151
Pledged deposits BEREFER 21 2,723 5,696
Cash and bank balances Be MIRITHEER 21 789,836 1,148,881
870,410 1,243,262
CURRENT LIABILITIES REAE
Trade and bills payables AR ANES 22 38,679 48,297
Deposits received, other payables Biire « Hfth FE T 508 R EET
and accruals === 23 630,259 51,051
Interest-bearing bank borrowings SERTEE 24 129,570 121,884
Convertible notes AR R 25 = 53,123
Warrants RS e R 25 21,590 4,137
Income tax payable FERFTSHIE 1,640 -
821,738 278,492
NET CURRENT ASSETS REEEZRE 48,672 964,770
TOTAL ASSETS LESS CURRENT REERRBAE
LIABILITIES 1,646,114 1,094,314
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Consolidated Statement of Financial Position

mE BRI R

As at 31 December 2015 R-Z—HAF+_H=+—H

2015 2014
—E-FE —me
Notes RMB’'000 RMB'000
iz ARET T AREFT

NON-CURRENT LIABILITIES FRBEE
Convertible notes A EE 25 91,717 =
Provision for contingent consideration  { A({B & 26 422,285 -
Deferred tax liability EIEFIEAE 27 3,071 3,071
517,073 3,071
NET ASSETS EEFE 1,129,041 1,091,243

EQUITY Es

Share capital ey 28 70,555 67,258
Reserves @ 30 1,058,486 1,023,985
TOTAL EQUITY RSB 1,129,041 1,091,243

The consolidated financial statements on pages 45 to 148
were approved and authorised for issue by the board of
directors on 24 March 2016 and signed on its behalf by:

ZHENG Jingdong
BMER
Director

BF

FASEVABE MM BHREREEETERN
—E-RF=A= ‘f’@ﬂﬂt/ﬁ&?xﬁgﬂ

o WHIA PATRERR

LEUNG Tsz Chung
T4
Director

EFE

B g B fef

—E-AHEEH
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Consolidated Statement of Changes in Equity
REREa® X

For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

Statutory  Exchange  Capital ~ Share
Share  Share Contributed  surplus fluctuation redemption  options  Retained Total Total
capital  premium  surplus fund  reserve  reserve  reserve  profits  reserves equity
tERA ENRD EARE
Be ROEE BEEE e RE BE BREGE REEN BELE REEE
Notes RMB'000  RMB'O00  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
M ARETT ARETR ARETT ARETR ARETR ARETT ARETT ARETT ARETT ARETT
(note 28) (note 30) ~ (note 30)  (note 30)
(Hi2e) (i) (hdz) (W)
At1 January 2014 H-%-mE-A-R 67258 350935 141376 95478 155 54 3710 462899 1,055,137 1,1223%
Loss and total comprehensive expense ENEERZERRAE
for the year - - - - - - - (B115) (115 B1,152)
Fquitysetled share opton arangements  bREREMERER V) - - - = = - ) 8 = -
At 31 December 2014 and RZZ-BETZAZT-H
1 January 2015 k=5-1%-8-A 67258 350935 141376 95478 155 54 28719 432638 1003985 1091283
st of shares upon conversion of RNEATERZEREARE
convertible notes 3297 50,704 - - - - - - 50704 54,001
Loss and tot comprehensive expense ENBERZERR AR
for the year - - - - - - - (25669 (25669  (25,669)
Equity-settled share option amangements MR SRERERH 29 - - - = = - 7809 1,657 9,466 9,466
Transfer to statutory surplus fund ERTETRANES - - - 860 - - - (860) - -
At 31 December 2015 H=8-BE+ZR=1-A 7055 401639 141376 96,338 155 54 10688 407,766 1,058486 1,129,041
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Consolidated Statement of Cash Flows

HRERTMRNER

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

2015 2014
—E-RF —ET—MF
RMB’000 RMB’000
AR®T T ARETT
CASH FLOWS FROM OPERATING RETHMBRERE
ACTIVITIES
Loss before tax BRIERIEE (19,846) (30,213)
Adjustments for: MTHBIEFAE
Interest income R 2 A (4,454) (4,528)
Interest expenses FERX 7,848 8,549
Depreciation e 8,069 10,339
Amortisation of prepaid lease payments TEfS IS H 845 845
Amortisation expense of intangible assets EREESHERAY 6,501 -
Loss on disposals of items of property, plant  HEWE - BE R ZEER
and equipment B 1 698
Impairment loss/(reversal of impairment loss) — 5H#8 /(B E) EUE FIRR
on trade receivables BUEE R 218 (19)
(Reversal of write-down)/write-down of (B E1EEMR ), 7 a0
inventories (5.410) 411
Equity-settled share option expense VARG HE 45 1) BB AR B i 2 9,466 -
Fair value loss on financial liabilities at fair BAFEFAERZERE
value through profit or loss (EWA/NSTEI=ES 13,451 4,019
Operating cash flow before changes in EEEREIAILE
working capital BERE 16,689 (9,899)
Decrease in inventories FErd 5,011 1,039
Decrease in trade and bills receivables FEWE 5 BR R N E W SRR 2,281 20,769
Decrease in prepayments, deposits and other  FE{TFUIE 124 I H b fE UK
receivables TR > 6,583 25,733
(Decrease)/increase in trade and bills payables & & 5 8RR R ENZ1E
OVl (9,618) 13,181
(Decrease)/increase in deposits received, other B UYtiZ & - E fib E < 3XI8 J fE
payables and accruals BR- 3102V il (27,710) 18,701
Cash (used in)/generated from operations K& (prA)FTEIRE (6,764) 69,524
Interest received B UFIE 4,454 4,528
PRC taxes paid BRI (2,032) (3,445)
Net cash flows (used in)/from TR (A) BRER
operating activities EFH (4,342) /70,607
CASH FLOWS FROM INVESTING ACTIVITIES REZEFBEESHE
Purchases of items of property, plant and BEWME BERZREEE
equipment (1,959) (3,958)
Purchases of intangible assets BERVEE (362,197) -
Proceeds from disposals of items of property, HEWE  HEKRZREEE AT
plant and equipment 1518 1,762 717
Decrease/(increase) in pledged deposits BEERFZORD,(3Em) 2,973 (150)
Net cash flows used in investing activities BREFEHFTARESRETEHE (359,421) (3,391)
BEKE —ZT—AFERHR
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Consolidated Statement of Cash Flows

RERTMRNER

For the year ended 31 December 2015 BHZE_—FT—AF+_-_HA=+—HIFE

2015 2014
—E—REF —E—F
RMB’000 RMB'000
AR¥T AREFIT
CASH FLOWS FROM FINANCING ACTIVITIES BEEFEREBERESTE
Repayment of convertible notes E%—Hﬁﬁﬁgﬁﬁé - (29,724)
Proceeds from issuance of warrants RILHERE TS R 4,880 =
New bank loans %ﬁi'a‘fﬁﬁiéi?k 170,778 179,553
Repayments of bank loans BiBSR1TER (163,092) (199,669)
Repayment to a director BEEFNIE - (33,440)
Interest paid ERFE (7,848) (8,549)
Net cash flows from/(used in) financing RESEEAE (A RER
activities EREE 4,718 (91,829)
NET DECREASE IN CASH AND CASH HeRBESEEYRDFE
EQUIVALENTS (359,045) (24,613)
Cash and cash equivalents at beginning of year E#R& RIFESZEY 1,148,881 1,173,494
CASH AND CASH EQUIVALENTS ATEND OF FXRERRESEEY
YEAR 789,836 1,148,881
ANALYSIS OF BALANCES OF CASH AND  RERREZEWLEHRIIT
CASH EQUIVALENTS
Cash and bank balances R MIRTTHERR 789,836 1,148,881
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Notes to the Consolidated Financial Statements

mEMBRRWE

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

CORPORATE INFORMATION

Baofeng Modern International Holdings Company
Limited (the “Company”) is a limited liability company
incorporated in the Cayman Islands. The registered office
address and principal place of business of the Company
as disclosed in the “Corporate Information” section of
the annual report. The shares of the Company were listed
on the Main Board of the Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) on 28 January 2011 (the
“Listing Date”).

The principal activity of the Company is investment
holding. Details of the principal activities of its subsidiaries
are set out in note 40 to the consolidated financial
statements. There were no significant changes in the
nature of the Group’s principal activities during the year.

The consolidated financial statements are presented in
Renminbi, which is the same as the functional currency of
the Company.

In the opinion of the directors of the Company, the
immediate holding company and the ultimate holding
company of the Company is Best Mark International
Limited (“Best Mark"”), which was incorporated in the
British Virgin Islands (“BVI"). Its ultimate controlling party
is Mr. Sze Ching Bor.

APPLICATION OF NEW AND REVISED
INTERNATIONAL FINANCIAL REPORTING
STANDARDS (“IFRSs")

The Group has applied new and revised IFRSs, which
include IFRS(s), International Accounting Standards
("IAS(s)") and Interpretations (“Int(s)”), issued by the
International Accounting Standards Board (“IASB”) for
the first time in the current year:

Amendments to IAS 19 Employee benefits: Defined
Benefit Plans — Employee
Contributions

Annual Improvements to IFRSs
2010-2012 Cycle

Amendments to IFRSs

Amendments to IFRSs Annual Improvements to IFRSs

2011-2013 Cycle

ARER

Higr BB RARA R AA
ADAREEREEMRINERE
EAT AAREMBEEREIES
RIS I AR E R A RER —
BB AARRBR - E——F—
A=+NB(LEmAEBDRESHRA
25 AR A R (AT ) IR 7 o

ARBNERRBRIREER - HHK
BAREEXBHNFITHENERANS
HARMFEA0 - FARKEN TR XK
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2. APPLICATION OF NEW AND REVISED
INTERNATIONAL FINANCIAL REPORTING
STANDARDS (“IFRSs") (continued)

The application of the new and revised IFRSs in the
current year has had no material impact on the Group’s
financial performance and positions for the current and
prior years and/or on the disclosures set out in these
consolidated financial statements.

The Group has not early applied the following new
and revised IFRSs that have been issued but are not yet

effective:

IFRS 9

IFRS 14

IFRS 15

IFRS 16

Amendments to IFRS 11
Amendments to IAS 1
Amendments to IAS 16

and IAS 38

Amendments to IAS 16
and IAS 41

Amendments to IAS 27

Amendments to IFRS 10

and IAS 28

Amendments to IFRS 10,

IFRS 12 and IFRS 28

Amendments to IFRSs

Financial Instruments'
Regulatory Deferral Accounts?

Revenue from Contracts with
Customers!
Leases?

Accounting for Acquisitions of
Interests in Joint Operations®
Disclosure Initiative®

Clarification of Acceptable
Methods of Depreciation and
Amortisation®

Agriculture — Bearer Plants®

Equity Method in Separate
Financial Statements®

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

Investments Entities: Applying
the Consolidation Exception®

Annual Improvements to IFRSs
2012-2014 Cycle®
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Notes to the Consolidated Financial Statements

mEMBRRWE

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

APPLICATION OF NEW AND REVISED
INTERNATIONAL FINANCIAL REPORTING
STANDARDS (“IFRSs") (continued)

! Effective for annual periods beginning on or after 1
January 2018, with earlier application permitted.

Z Effective for first annual IFRS financial statements
beginning on or after 1 January 2016, with earlier
application permitted.

2 No mandatory effective date but is available for early
adoption.

& Effective for annual periods beginning on or after 1
January 2019, with earlier application permitted.

2 Effective for annual periods beginning on or after 1

January 2016, with earlier application permitted.

The Group is in the process of making an assessment of
the impact of these new and revised IFRSs upon initial
application but is not yet in a position to state whether
these new and revised IFRSs would have a significant
impact on its results of operations and financial position.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been
prepared in accordance with IFRSs issued by the IASB. In
addition, the consolidated financial statements include
applicable disclosures required by the Rules Governing
the Listing of Securities (“Listing Rules”) on the Stock
Exchange and by the Hong Kong Companies Ordinance.

The consolidated financial statements have been
prepared on the historical cost basis except for
convertible notes, warrants and provision for contingent
consideration which are measured at fair value at the end
of each reporting period, as explained in the accounting
policy set out below.

Historical cost is generally based on the fair value of the
consideration given in exchange for goods and services.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Fair value is the price that would be received to
sell an asset or paid to transfer a liability in an
orderly transaction in the market participants at the
measurement date, regardless of whether that price is
directly observable or estimated using another valuation
technique. In estimating the fair value of an asset or a
liability, the Group takes into account the characteristics
of the asset or liability if market participants would
take those characteristics into account when pricing the
asset or liability at the measurement date. Fair value
for measurement and/or disclosure purposes in these
consolidated financial statements is determined on such
a basis, except for share-based payment transactions that
are within the scope of IFRS 2, leasing transactions that
are within the scope of IAS 17, and measurements that
have some similarities to fair value but are not fair value,
such as net realisable value in IAS 2 or value in use in IAS
36.

In addition, for financial reporting purposes, fair value
measurements are categorised into Level 1, 2 or 3 based
on the degree to which the inputs to the fair value
measurements are observable and the significance of the
inputs to the fair value measurement in its entirety, which
are described as follows:

Level 1 inputs are quoted prices (unadjusted) in active
markets for identical assets or liabilities that the entity
can access at the measurement date;

Level 2 inputs are inputs, other than quoted prices
included within Level 1, that are observable for the asset

or liability, either directly or indirectly; and

Level 3 inputs are unobservable inputs for the asset or
liability.

The principal accounting policies are set out below.
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Basis of consolidation

The consolidated financial statements incorporate
the financial statements of the Company and entities
controlled by the Company and its subsidiaries. Control is
achieved when the Company:

—  has power over the investee;

- is exposed, or has rights, to variable returns from its
involvement with the investee; and

—  has the ability to use its power to affect its returns.

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

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

Profit or loss and each item of other comprehensive
income are attributed to the owners of the Company
and to the non-controlling interests. Total comprehensive
income of subsidiaries is attributed to the owners of the
Company and to the non-controlling interests even if this
results in the non-controlling interests having a deficit
balance.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Basis of consolidation (continued)

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

Any contingent consideration to be transferred by the
Group is recognised at fair value at the acquisition date.
Subsequent changes to the fair value of the contingent
consideration that is deemed to be an asset or liability is
recognised in accordance with IAS 39 either in profit or
loss or as a change to other comprehensive income.

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

Investments in subsidiaries

Investments in subsidiaries are stated on the statement
of financial position of the Company at cost less any
identified impairment loss. The results of the subsidiaries
are accounted for by the Company as the basis of
dividend received and receivable.

Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief
operating decision-makers (“CODM"). The CODM, who
is responsible for allocating resources and assessing
performance of the operating segments, have been
identified as the executive directors that make strategic
decisions.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Revenue recognition

Revenue is measured at the fair value of the
consideration received or receivable for goods sold in
the normal course of business, net of discounts and
sales related taxes. Revenue from the sale of goods is
recognised when the goods are delivered and titles have
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;

—  itis 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 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.

The Group's accounting policy for recognition of revenue
from operating leases is described in the accounting
policy for leasing below.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

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. Initial direct costs incurred in negotiating
and arranging an operating lease are added to the
carrying amount of the leased asset and recognised on a
straight-line basis over the lease term.

The Group as lessee

Operating lease payments are recognised as an expense
on a straight-line basis over the lease term, except where
another systematic basis is more representative of the
time pattern in which economic benefits from the leased
asset are consumed. Contingent rentals arising under
operating leases are recognised as an expense in the
period in which they are incurred.

In the event that lease incentives are received to enter
into operating leases, such incentives are recognised
as a liability. The aggregate benefit of incentives is
recognised as a reduction of rental expense on a straight-
line basis, except where another systematic basis is more
representative of the time pattern in which economic
benefits from the leased asset are consumed.

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.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Leasehold land and building (continued)

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.

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 borrowing costs are recognised in profit or loss in the
period in which they are incurred.

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 recognised at the rates of exchanges prevailing
at 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.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Foreign currencies (continued)

Exchange differences on monetary items, are recognised
in profit or loss in the period in which they arise.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s
foreign operations are translated into the presentation
currency of the Group (i.e. RMB) using exchange rates
prevailing at the end of each reporting period. Income
and expenses items are translated at the average
exchange rates for the year. Exchange differences arising,
if any, are recognised in other comprehensive income and
accumulated in equity under the heading of exchange
fluctuation reserve (attributed to non-controlling interests
as appropriate).

Retirement benefit cost

The Group operates a defined contribution Mandatory
Provident Fund retirement benefit scheme (the “MPF
Scheme”) under the Mandatory Provident Fund Schemes
Ordinance for all of its employees in Hong Kong.
Contributions are made based on a percentage of the
employees’ basic salaries and are recognised as an
expense as they become payable in accordance with the
rules of the MPF Scheme. The assets of the MPF Scheme
are held separately from those of the Group in an
independently administered fund. The Group’'s employer
contributions vest fully with the employees when
contributed into the MPF Scheme.

The employees of the Group’s subsidiary which operates
in Mainland China are required to participate in central
pension scheme operated by the local municipal
government. The subsidiary is required to contribute
a certain percentage of its payroll costs to the central
pension scheme. The contributions are charged to the
profit or loss as they become payable in accordance with
the rules of the central pension scheme.

The Group contributes on a monthly basis to defined
contribution housing, medical and other benefit plans
organised by the PRC government. The PRC government
undertakes to assume the benefit obligations of all
existing and retired employees under these plans.
Contributions to these plans by the Group are expensed
as incurred. The Group has no further obligations for
benefits for their qualified employees under these plans.
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Government grants

Government grants are not recognised until there is
reasonable assurance that the Group will comply with the
conditions attaching to them and that the grants will be
received.

Government grants that are receivable as compensation
for expenses or losses already incurred or for the purpose
of giving immediate financial support to the Group with
no future related costs are recognised in profit or loss in
the period in which they become receivable.

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 before tax” as reported in
the consolidated statement of profit or loss and other
comprehensive income because of items of income or
expense that are taxable or deductible in other years and
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 difference to the extent that it is probable
that taxable profits will be available against which those
deductible temporary differences can be utilised.

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 difference will not reverse in the
foreseeable future.
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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.

Current and deferred tax are recognised in profit or loss,
except when they relate to items that are recognised
in other comprehensive income or directly in equity,
in which case, the current and deferred tax are also
recognised in other comprehensive income or directly in
equity respectively.

Property, plant and equipment

Property, plant and equipment including buildings held
for use in the production or supply of goods or for
administrative purposes are stated in the consolidated
statement of financial position at cost, less subsequent
accumulated depreciation and subsequent accumulated
impairment losses, if any.

Depreciation is recognised so as to write off the cost
of assets 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 loss. 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, as the same basis as other
property assets, commences when the assets are ready
for their intended use.
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Notes to the Consolidated Financial Statements

mEMBRRWE

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Property, plant and equipment (continued)

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.

Buildings under development for future owner-
occupied purpose

When buildings are in the course of development
for production or for administrative purposes, the
amortisation of prepaid lease payments provided
during the construction period is included as part of
costs of buildings under construction. Buildings under
construction are carried at cost, less any identified
impairment losses. Depreciation of buildings commences
when they are available for use (i.e. when they are in the
location and condition necessary for them to be capable
of operating in the manner intended by management).

Research and development costs

All research costs are charged to the consolidated
statement of profit or loss and other comprehensive
income as incurred.

Expenditure incurred on projects to develop new products
is capitalised and deferred only when the Group can
demonstrate the technical feasibility of completing the
intangible asset so that it will be available for use or
sale, its intention to complete and its ability to use or sell
the asset, how the asset will generate future economic
benefits, the availability of resources to complete the
project and the ability to measure reliably the expenditure
during the development. Product development
expenditure which does not meet these criteria is
expensed when incurred.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Intangible assets acquired separately

Intangible assets with finite useful lives that are
acquired separately are carried at costs less accumulated
amortisation and any accumulated impairment losses.
Amortisation for intangible assets with finite useful lives
is recognised on a straight-line basis over their estimated
useful lives. The estimated useful life and amortisation
method are reviewed at the end of each reporting
period, with the effect of any changes in estimate being
accounted for on a prospective basis.

An intangible asset is derecognised upon disposal, or
when no future economic benefits are expected from its
use or disposal. Gains or losses arising from derecognition
of an intangible asset are measured at the difference
between the net disposal proceeds and the carrying
amount of the asset and are recognised in profit or loss in
the period when the asset is derecognised.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Costs of inventories are determined
on a weighted average method. Net realisable value
represents the estimated selling price for inventories less
all estimated costs of completion and costs necessary to
make the sale.

Cash and cash equivalents

Cash and short-term deposits in the consolidated
statement of financial position comprise cash at banks
and on hand and short-term deposits with a maturity of
three months or less. For the purpose of the consolidated
statement of cash flows, cash and cash equivalents
consist of cash and short-term deposits, as defined
above, net of outstanding bank overdrafts.
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mEMBRRWE

For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments

Financial assets and financial liabilities are recognised
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 or financial liabilities at fair value through
profit or loss (“FVTPL")) 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 FVTPL are recognised immediately
in profit or loss.

Financial assets

The Group’s financial assets are loans and receivables.
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.

Effective interest method

The effective interest method is a method of calculating
the amortised cost of a debt instrument 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 debt
instrument, 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.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)
Financial assets (continued)
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,
deposits and other receivables, pledged deposits and
cash and bank balances) are measured at amortised cost
using the effective interest method, less any identified
impairment losses (see accounting policy on impairment
loss on financial assets below).

Impairment loss on financial assets

Financial assets are assessed for indicators of impairment
at the end of each reporting period. Financial assets
are considered to be impaired when 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 all financial assets, objective evidence of impairment
could include:

significant financial difficulty of the issuer or
counterparty; or

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

— it becoming probable that the borrower will enter
bankruptcy or financial re-organisation; or

—  disappearance of an active market for that financial
asset because of financial difficulties.
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)
Financial assets (continued)
Impairment loss on financial assets (continued)

For certain categories of financial assets, 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 of three months, 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 loss recognised 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 loss 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 trade receivable is considered uncollectible, it is written
off against the allowance account. Subsequent recoveries
of amounts previously written off are credited to profit or
loss.

For financial assets measured at amortised cost, if, in a
subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively
to an event occurring after the impairment losses 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.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)
Financial liabilities and equity instruments

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

The Group's financial liabilities are classified into either
financial liabilities at FVTPL or other financial liabilities.

Financial liabilities at FVTPL

Financial liabilities are classified as at FVTPL when the
financial liabilities are either held for trading or those
designated as at FVTPL on initial recognition.

A financial liability is classified as held for trading if:

- it has been acquired principally for the purpose of
repurchasing in the near term; or

— on initial recognition it is a part of a portfolio of
identified 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.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Financial liabilities and equity instruments
(continued)

Financial liabilities at FVTPL (continued)

A financial liability other than a financial liability 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 liability 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 IAS 39 permits the
entire combined contract (asset or liability) to be
designated as at FVTPL.

Financial liabilities at FVTPL are measured at fair value,
with any gains or losses arising on remeasurement
recognised directly in profit or loss. Fair value is
determined in the manner described in note 36.

Other financial liabilities

Other financial liabilities including trade and bills
payables, deposit received, other payables and
accruals and interesting-bearing bank borrowings are
subsequently measured at amortised cost, using the
effective interest method.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Financial liabilities and equity instruments
(continued)

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 other than those financial liabilities classified as at
FVTPL, of which the interest expense is included in net
gains or losses.

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 Group are recognised at the proceeds received, net of
direct issue costs.

Repurchase of the Company’s own equity instruments is
recognised and deducted directly in equity. No gain or
loss is recognised in profit or loss on the purchase, sale,
issue or cancellation of the Company’s own equity.

Convertible notes

Convertible notes entitle the note holder to convert the
note into equity instruments, other than into a fixed
number of equity instruments at a fixed conversion
price, are regarded as combined instruments consist of a
liability and a derivative component.
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)
Convertible notes (continued)

On initial recognition, the convertible notes with the
derivative component as a whole are designated as
financial liabilities at FVTPL. The entire convertible notes
are initially recognised at fair value on the date of
issue and are subsequently measured at fair value until
extinguished on conversion or redemption. Changes
in the fair value of the entire convertible notes are
recognised in the profit or loss as they arise. Interest on
convertible notes designated as financial liabilities at
FVTPL is included in the fair value gain or loss for that
period. Upon conversion of the convertible notes, the fair
value of the convertible notes converted is reclassified to
equity.

Transaction costs that are directly attributable to the issue
of the convertible notes designated as financial liabilities
at FVTPL are recognised immediately in the profit or loss.

Warrants

Warrants which meet the definition of a derivative are
initially recognised at fair value at initial recognition and
are subsequently measured at fair value. Changes in the
fair value of warrants are recognised in the statement of
profit or loss as they arise.

Derecognition

A financial asset is derecognised 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. If the Group neither transfers nor retains
substantially all the risks and rewards of ownership and
continues to control the transferred asset, the Group
continues to recognise the asset to the extent of its
continuing involvement and recognises an associated
liability. If the Group retains substantially all the risks and
rewards of ownership of a transferred financial asset, the
Group continues to recognise the financial asset and also
recognises a collateralised borrowing for the proceeds
received.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)
Derecognition (continued)

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 and accumulated in equity
is recognised in profit or loss.

A financial liability is derecognised when, and only when,
the Group’s obligations are discharged, cancelled or
expired. The difference between the carrying amount of
the financial liability derecognised and the consideration
paid and payable is recognised in profit or loss.

Equity-settled share-based payment transactions

For grants of share options that are conditional upon
satisfying specified vesting conditions, the fair value of
services received is determined by reference to the fair
value of share options granted at the date of grant and is
expensed on a straight-line basis over the vesting period,
with a corresponding increase in 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 original
estimates, if any, is recognised in profit or loss such that
the cumulative expense reflects the revised estimate, with
a corresponding adjustment to share options reserve.

When share options are exercised, the amount previously
recognised in share options reserve will be transferred
to share premium. When the share options are forfeited
after the vesting date or are still not exercised at the
expiry date, the amount previously recognised in share
options reserve will be transferred to retained profits.
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Impairment losses on assets

At the end of the reporting period, the Group reviews
the carrying amounts of its tangible and intangible
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 unit, or otherwise they are allocated to
the smallest group of cash-generating units for which
a reasonable and consistent allocation basis can be
identified.

Recoverable amount is the higher of fair value less costs
of disposal 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 the 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 the 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 the cash-generating unit) in prior years. A
reversal of an impairment loss is recognised immediately
in profit or loss.
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CRITICAL ACCOUNTING JUDGEMENTS
AND 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 judgements, estimates
and assumptions about the amounts of assets, liabilities,
that are not readily apparent for other sources. The
estimates and underlying 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 on-going 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.

Critical judgements in applying accounting policies
The following are the critical judgements, apart from
those involving estimations (see below), that the directors
of the Company have made in the process of applying
the Group’s accounting policies and that have the
most significant effect on the amounts recognised and
disclosures made in the consolidated financial statements.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Critical judgements in applying accounting policies
(continued)

Classification between investment properties and
owner-occupied properties

The Group determines whether a property qualifies as an
investment property, and has developed criteria in making
that judgement. Investment property is a property held to
earn rentals or for capital appreciation or both. Therefore,
the Group considers whether a property generates
cash flows largely independently of the other assets
held by the Group. Some properties comprise a portion
that is held to earn rentals or for capital appreciation
and another portion that is held for use in the supply
of goods or services or for administrative purposes. If
these portions could be sold separately (or leased out
separately under a finance lease), the Group accounts for
the portions separately. If the portions could not be sold
separately, the property is an investment property only
if an insignificant portion is held for use in the supply
of goods or services or for administrative purposes.
Judgement is made on an individual property basis to
determine whether ancillary services are so significant
that a property does not qualify as an investment
property.

Certain properties of the Group comprise a portion that
is held to earn rentals and another portion that is held
for use in the supply of goods and for administrative
purposes. As the portion that is held to earn rentals
is small and could not be sold separately and the
portion that is held for use in supply of goods and for
administrative purposes is significant, the properties are
not classified as investment properties.

Withholding taxes arising from the distributions
of dividends

The Group's determination as to whether to accrue for
withholding taxes from the distribution of dividends from
a subsidiary in the PRC according to the relevant tax
jurisdiction is subject to judgement on the timing of the
payment of the dividend, where the Group considered
that if it is probable that the profits of the subsidiary in
the PRC will not be distributed in the foreseeable future,
then no withholding taxes should be provided.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Critical judgements in applying accounting policies
(continued)

Building

Despite the Group has paid the full purchase
consideration as detailed in note 15, certain of the
Group's rights to use of the building and land were
not granted formal titles from the relevant government
authorities. The directors of the Company are of the
opinions that the risks and rewards of using these assets
have been transferred to the Group and the absence of
formal titles to these buildings and land use rights do not
impair the value of the relevant properties to the Group.

Key sources of estimation uncertainty

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 resulting in a material adjustment to the carrying
amounts of assets and liabilities within the next financial
year.

Useful lives and impairment of property, plant
and equipment

The Group determines the estimated useful lives and
related depreciation charges for its property, plant and
equipment. This estimate is based on the historical
experience of the actual useful lives of property,
plant and equipment of similar nature and functions.
Management will revise the depreciation charge where
useful lives are different to the ones previously estimated,
it will write-off or write-down technically obsolete or
non-strategic assets that have been abandoned or sold.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)

Useful lives and impairment of property, plant
and equipment (continued)

The Group assesses whether there are any indicators of
impairment for property, plant and equipment at the end
of each reporting period. Property, plant and equipment
are tested for impairment when there are indicators
that the carrying amounts may not be recoverable. An
impairment exists when the carrying value of an asset or
a cash-generating unit exceeds its recoverable amount,
which is the higher of its fair value less costs of disposal
and its value in use. The calculation of the fair value less
costs to sell is based on available data from binding sales
transactions in an arm’s length transaction of similar
assets or observable market prices less incremental costs
for disposing of the asset. When value in use calculations
are undertaken, management must estimate the expected
future cash flows from the asset or cash-generating unit
and choose a suitable discount rate in order to calculate
the present value of those cash flows.

As at 31 December 2015, the carrying amount of
property, plant and equipment was approximately
RMB87,341,000 (2014: RMB95,214,000).

Impairment of intangible assets

Intangible asset is tested for impairment if there is
any indication that the carrying value of these assets
may not be recoverable and the assets are subject to
impairment loss. The recoverable amount is the value-in-
use. The value-in-use calculation requires the directors
of the Company to estimate the future cash flows
expected to arise from the relevant cash generating
unit and a suitable discount rate is used in order to
calculate the present value. As at 31 December 2015,
the carrying amount of the Group’s intangible asset was
approximately RMB1,476,616,000 (2014: Nil).
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)
Net realisable value of inventories

Net realisable value of inventories is the estimated selling
price in the ordinary course of business less estimated
selling expenses. These estimates are based on the
current market conditions and the historical experience
of selling merchandise of a similar nature. It could
change significantly as a result of changes in customer
taste or competitor actions. The Group reassesses these
estimates at the end of the reporting period. As at 31
December 2015, the carrying amount of inventories
was approximately RMB31,366,000 net of allowance for
write-down inventories approximately RMB2,806,000
(2014: RMB30,967,000 with allowance for write-down of
RMB8,216,000).

Impairment allowances for trade and other
receivables

The Group estimates the impairment allowances for
trade and other receivables by assessing the recoverability
based on credit history and prevailing market conditions.
This requires the use of estimates and judgements.
Allowances are applied to trade and other receivables
where events or changes in circumstances indicate
that the balances may not be collectible. Where the
expectation is different from the original estimate, such
difference will affect the carrying amounts of trade and
other receivables and thus the impairment loss in the
period in which such estimate is changed. The Group
reassesses the impairment allowances at the end of the
reporting period.

As at 31 December 2015, the carrying amount of trade
receivables was approximately RMB39,034,000 (2014:
RMB41,533,000), net of allowance for doubtful debt of
approximately RMB 1,361,000 (2014: RMB1,143,000).

As at 31 December 2015, the carrying amount of other
receivables were approximately RMB2,130,000 (2014:
RMB2,024,000).
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)
Deferred tax assets

Deferred tax assets are recognised for all unused tax
losses to the extent that it is probable that taxable
profits will be available against which the losses can be
utilised. Significant management judgement is required
to determine the amount of deferred tax assets that can
be recognised, based upon the likely timing and level of
future taxable profits together with future tax planning
strategies.

Valuation of convertible notes and warrants

As described in note 25 to the consolidated financial
statements, the convertible notes and warrants are
designated as financial liabilities at FVTPL. The Group
engaged independent firms of professionally qualified
valuers to assist in determining the fair value of
convertible notes and warrants. The fair value of the
convertible notes and warrants are determined using the
binomial model. The significant inputs into the model
included risk-free interest rate, conversion price/exercise
price, stock price, expected volatility, expected life and
expected dividend yield. When the actual results of the
inputs differ from management’s estimate, it will have an
impact on the fair value gain or loss and the fair value of
the convertible notes and warrants.

Share-based payments

The Group measures the cost of equity-settled
transactions with employees by reference to the fair value
of the equity instruments at the date which they are
granted. Estimating fair value for share-based payment
transactions requires determining the most appropriate
valuation model, which is dependent on the terms and
conditions of the grant. This estimate also requires
determining the most appropriate inputs to the valuation
model including the expected life of the share options,
volatility and dividend yield and making assumptions
about them. The assumptions and models used for
estimating the fair value for share-based payments are
disclosed in note 29.
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CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Key sources of estimation uncertainty (continued)

Provision for contingent considerations of
acquisitions

Acquisition of intangible assets has involved post-
acquisition performance-based contingent considerations.
The Group recognise the fair value of those contingent
considerations for acquisitions, as of their respective
acquisition dates as part of the consideration transferred
in exchange for the acquired intangible assets. These
fair value measurements require, among other things,
significant estimation of post-acquisition performance of
the acquired intangible assets and significant judgment
on time value of money. Contingent considerations shall
be remeasured at their fair value resulting from events
or factors emerging after the acquisition date, with any
resulting gain or loss recognised in the statement of
profit or loss.

The contingent consideration reflects a specified multiple
of the post-acquisition profitability of the acquired
intangible assets. Consequently, the actual additional
consideration payable will vary according to the future
performance generated from the intangible assets, and
the liabilities provided reflect estimates of such future
performances.

Due to the variety of bases of determination, it is not
practicable to provide any meaningful sensitivity in
relation to the critical assumptions concerning future
profitability of the acquired intangible assets and the
potential impact on the gain or loss on remeasurement of
contingent consideration payables.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

SEGMENT INFORMATION

Information reported to the directors of the Company,
being the CODM, for the purposes of resource allocation
and assessment of segment performance focuses
on types of goods or services delivered or provided.
Specifically, the Group's reportable and operating
segments are as follows:

(@) the Boree branded products segment manufactures
and trades Boree branded slippers, sandals and
casual footwear (“Boree Products”);

(b) the Baofeng branded products segment
manufactures and trades Baofeng branded slippers
(“Baofeng Products”);

(c) the Brand Licensee Business segment manufactures
and trades licensed slippers (“Brand Licensee
Business”); and

(d) the Original Equipment Manufacturer (“OEM")
segment produces slippers for branding and resale
by others.

CODM monitors the results of the Group’s operating
segments separately for the purpose of making decisions
about resource allocation and performance assessment.
Segment performance is evaluated based on reportable
segment result, which is a measure of adjusted result
before tax.

The accounting policies of the operating segments are
the same as the Group’s accounting policies described in
note 3. The segment profit or loss represents the profit
earned by or loss from each segment without allocation
of interest income, other unallocated net income and
gains, fair value loss on financial liabilities at FVTPL,
finance costs as well as corporate and other unallocated
expenses. Segment assets exclude property, plant and
equipment, prepaid lease payments, intangible assets,
raw materials, work in progress, prepayments, deposits
and other receivables, income tax recoverable, pledged
deposits and cash and bank balances as these assets are
managed on a group basis.
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5. SEGMENT INFORMATION (continued)

Segment liabilities exclude trade and bills payables,
certain other payables and accruals,
bank borrowings, convertible notes, warrants, income tax
payable, deferred tax liability and provision for contingent
consideration as these liabilities are managed on a group

basis.

Segment revenue and results

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

results by reportable and operating segment.

Year ended 31 December 2015

interest-bearing

Boree
Products
BEAR
Em
RMB’000
AR¥ET R

Baofeng
Products

Hig g

RMB’000
AREBTT ARBTn AR%TR ARETR
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MRERNE SRR EMN =
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Brand
Licensee
Business OEM Total
REmE

Em i i
RMB'000 RMB’'000 RMB’000

Segment revenue
Sales to external customers

Segment results

Reconciliation:

Interest income

Other unallocated net
income and gains

Corporate and other
unallocated expenses

Fair value loss on financial
liabilities at fair value
through profit or loss

Finance costs

Loss before tax
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mINREPIHE

27,849

143,806 171,655
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5. SEGMENT INFORMATION (continued) 5. oZERE)
Segment revenue and results (continued) DL BE R EE(E)

Year ended 31 December 2014 BE-—ZE—NF+-A=+—HLFE

Brand

Boree Baofeng Licensee
Products Products Business OEM Total

B A Bl SREME
E Em X% e

RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARBTE ARBTE ARBTE ARBTE ARBTE

Segment revenue 2 BB
Sales to external customers [EINABFEHEE 51,488 847 779 143,659 196,773
Segment results 2 EEE (16,832) (438) (290) 18,419 859
Reconciliation: AR
Interest income FLEWA 4,528
Other unallocated net Hi R DB A K

income and gains W 55 8,522
Corporate and other EERHEMRDE

unallocated expenses B & (31,554)
Fair value loss on financial AT EF A2

liabilities at fair value cRBEsATE

through profit or loss 1Bk (4,019)
Finance costs B & XA (8,549)
Loss before tax BRI AIEE (30,213)

migry —e-EEER 83
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

5. SEGMENT INFORMATION (continued)
Segment assets and liabilities

The following is an analysis of the Group's assets and

liabilities by reportable and operating segment:

Year ended 31 December 2015

5. oEERE)
THEERAR
A NBIEAI2/MEE LD HE DAL
BHEERBESN

BE_EF-AFT-A=t—-HLFE

Segment assets

Reconciliation:
Corporate and other
unallocated assets

Total assets

Segment liabilities

Reconciliation:
Corporate and other
unallocated liabilities

Total liabilities

Brand
Boree Baofeng Licensee
Products Products Business OEM Total
BEAE Bl RERE
Em Em ESS WM
RMB'000 RMB’000 RMB’000 RMB'000 RMB'000
ARBETT ARETR AR¥ TR AR¥ TR AR¥ TR
ITHEE 9,734 = = 42,940 52,674
R
¥ REAM KRB
BE 2,415,178
BEME 2,467,852
THEE 150 150 - - 300
HE
PEREMAIE
=R 1,338,511
BlEER 1,338,811

Baofeng Modern Annual Report 2015
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

5. SEGMENT INFORMATION (continued) 5. 22&ERE)
Segment assets and liabilities (continued) PEEEREE(E)

Year ended 31 December 2014 BE-Z—NE+=-A=+—HLFE

Brand

Boree Baofeng Licensee
Products Products Business OEM Total

EAR Bl REmE
Em Em E Y fmE

RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
ARBTT ARBTE ARBTT ARBTTE ARETRT

Segment assets THEE 2,318 - - 51,045 53,363
Reconciliation: HEE -
Corporate and other EREMKER

unallocated assets BE 1,319,443
Total assets BEMAEF 1,372,806
Segment liabilities PMEE 850 850 - 15,777 17,477
Reconciliation: HR
Corporate and other EERHEMRDE

unallocated liabilities BE 264,086
Total liabilities BEEE 281,563

Ry —2-afsg S5
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

5. SEGMENT INFORMATION (continued)

Other segment information
Year ended 31 December 2015

Boree
Products
BAR
Em
RMB’000
ARET T

5. ZEER )
Hfth 5 3 EH
BE-T-AF+-A=+t-HILEFE

Brand

Baofeng  Licensee
Products  Business OEM Total

Higg RERE
Em S s

RMB'000 RMB’000 RMB'000  RMB’000
ARBTRE ARBTR ARBTR ARETR

Impairment loss on trade ~ EWE FERZ
receivables BIEEE
Write-down of inventories 77 & #UR

Year ended 31 December 2014

253
2,806

Boree
Products
BEAR
Em
RMB'000
ARBTFT

- - 1,108 1,361
- - - 2,806

4,167

HE_Z-NF+-A=+—HILFE

Brand

Baofeng Licensee
Products Business OEM Total

Blghe RERE
= E 1BE

RMB'000  RMB'000  RMB'000  RMB'000
ARBTTE ARBTE ARBTE ARBTE

Impairment loss on trade ~ EWE FER 2
receivables VERI=N R
Write-down of inventories 17 &R

Baofeng Modern Annual Report 2015
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For the year ended 31 December 2015 #Z

—E-AFTA=+—HUIFE

SEGMENT INFORMATION (continued) 5. o3ERE)
Geographical information & & R
(a) Revenue from external customers (a) REIIREFH Kz
2015 2014
—E—hF —mF
RMB’000 RMB’000
ARET R AR®ET T
PRC (principal place of operations) R (FELEM D) 27,561 62,064
United States of America (“US") ENRERE([=R]) 128,416 122,753
South America mEM 800 4,400
Europe M 1,087 4,254
South East Asia R 10,111 1,883
Other countries HAith B 3,680 1,419
171,655 196,773
The revenue information above is based on the A EWRHBER HERELNEEZ
locations of the customers. 0
(b) Non-current assets (b) FREBEE
2015 2014
— —mF
RMB’000 RMB’000
ARET AR®ET T
PRC (principal place of operations) PER(EELEME) 1,597,420 129,498

The non-current assets information above is based

on the locations of the assets.

Information about major customers

Revenue from customers of the corresponding years
contributing over 10% of the total sales of the Group are

EE D

FREFHNEHR

RBRFE KEEP 2K
BAAHERR10%A EENT ¢

AEFRBEEERTIENEE

{[ERAS S

as follows:
2015 2014
—F-1f —T0OF
RMB’000 RMB’'000
AR®T T AREF T
Customer A ZEA 71,475 75,043
Customer B* ZEBR* 19,798 17,652
Customer C* BECH 18,079 4,810
*  Revenue from Customer B and Customer C *  REFEFPBMEFCZWZES A

contributed less than 10% of the total sales of
the Group for the year ended 31 December 2014

respectively.

10%
B g B fef

HAEEEE_T-—HNF+_A
=t HUEFELHERIRY

—E-AHEEH
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For the year ended 31 December 2015 BHZE_—FT—AF+_-_HA=+—HIFE

5. SEGMENT INFORMATION (continued) 5. oZER(E)
Information about major customers (continued) FTEZFMER(E)
Except Customer C in the Boree Products segment, the BREPCKAEE AREmRD BRI RE
Group's other major customers are in the OEM segment. BEMERESRKBOEMAHL -

6. REVENUE, OTHER NET INCOME AND 6. W@ HMWARKSFHE

GAINS

Revenue, which is also the Group’s turnover, represents
the net invoiced value of goods sold, after allowances for

returns and trade discounts.

EEEFRA o

WHITAIASENERE HERE
HREERESTNBEGNCESEM

An analysis of revenue, other net income and gains is as Wozs - E At W A R R a5 03 B 0 5 AT 40
follows: Lk
2015 2014
—B-1F — P
RMB’000 RMB’'000
AR® T ARETT
Revenue Wz
Manufacture and sale of goods HEMHEE® 171,655 196,773
Other net income and gains Htt AR Wz 88
Interest income FEYA 4,454 4,528
Sales of scrap material SHE R 1,912 2,239
Sales of semi-products THENK D 188 1,076
Rental income HaHA 462 322
Subsidy income* AL A 500 4,323
Exchange gain bE H e 1,976 -
Others EAb 3,599 562
13,091 13,050
*  There are no unfulfilled conditions or contingencies «  WEEBZEREL N RER IR
relating to these subsidies. HERIBR o

88 Baofeng Modern Annual Report 2015
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mEMBRRWE

For the year ended 31 December 2015 #Z

—E-AFTA=+—HUIFE

FINANCE COSTS 7. BB
2015 2014
—E-—FE — P
RMB’000 RMB'000
AR¥T T AREET T
Interest on bank loans repayable within ~ BER A ERNEENRTT
five years B3 F B 7,848 8,549

LOSS BEFORE TAX

The Group’s loss before tax is arrived at after charging/

8. KRBAIEE

AEBHBRFRIEEE G, (GEA):

(crediting):
2015 2014
—E-—FRE — P
RMB’000 RMB’000
AR®T T ARBT T
Cost of inventories sold* EEFEMAR* 134,156 177,309
Depreciation* E 8,069 10,339
Amortisation of prepaid lease payments  TB{f78 % # # 845 845
Minimum lease payments under operating AR & 1 b & 2 5 & & F 49 1Y
leases in respect of land and buildings* &K &> 3,457 7,671
Employee benefit expenses (including & & & F 3 i( B 5 E = B
directors’ remuneration — note 9)*: & —MisE9)*
Wages and salaries TERFSE 44,490 46,093
Equity-settled share option expense AR B M BB R 2 9,466 -
Staff welfares B ERER 314 853
Contributions to retirement benefits RIKB AT EI
schemes 1,462 4,544
55,732 51,490
Auditors’ remuneration ZER N S 1,467 1,590
Impairment loss/(reversal of impairment  5H42 /" (B [0))fE UL Z 5 BR 7200
loss) on trade receivables BE1E 218 (19)
(Reversal of write-down)/write-down of  (BEFEMUR ), 17 SR
inventories (5,410) 411
Loss on disposals of items of property, HEME BENMKXEIAEEB
plant and equipment BB 1 698
Exchange (gain)/loss, net PE N (Mzs), B8 F 58 (1,976) 428
Research and development costs** RS AR AN * 2,231 2,733
B —T-AFFR
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For the year ended 31 December 2015 BHZE_—FT—AF+_-_HA=+—HIFE

8. LOSS BEFORE TAX (continued) 8. #ﬁau@ﬂa(ﬁ

* The cost of inventories sold for the year ended
31 December 2015 includes approximately
RMB30,226,000 (2014: RMB31,876,000) relating
to direct staff costs, depreciation of manufacturing
facilities and operating lease payments in respect of
land and buildings, which are also included in the
respective total amounts disclosed above for each of
these types of expenses.

**  The research and development costs are included B
in “General and administrative expenses” in the
consolidated statement of profit or loss and other
comprehensive income.

E_E—hFt+_-_A=1+—H
IHFEEEFERNABREOAR
#30,226,00070( —ZF — PO £ :
AR #31,876,0007T ) B H 1B
B AERMBITE A R i
MEFHLERLM LER
BNEFALNFAEESERY
RIFERI 4R %E o

TR ARE 5 AR A B R A
2EKERN— K RITERA
e

9. DIRECTORS’ AND CHIEF EXECUTIVE'S 9. EERFETHRAEMS
REMUNERATION

Directors’ and chief executive’s remuneration for the BIE ET R B R E B R eHEBIPTH# 5

years, disclosed pursuant to the Listing Rules and the MNEEESRETZETHRAEME W
Hong Kong Companies Ordinance, are as follows: ™

2015 2014

—E-HF —E-E

RMB’'000 RMB’000

AR®BT T ARETT

Fees we
Other emoluments: B :
— Salaries, allowances and benefits in kind —%¢ RAEREY
=l
— Contributions to retirement benefits schemes — R K18 FEH &I 5%
— Equity-settled share option expenses —AREEE R B
R

90 Baofeng Modern Annual Report 2015
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

DIRECTORS’ AND CHIEF EXECUTIVE'S o

REMUNERATION (continued)

Notes

(@) Independent non-executive directors

The fees paid or payable to independent non-executive

Kt et

(a) BIYFHTES

EERFEITBRAEME (&)

AEEENAENBILIERNTES

directors during the current year are as follows: Cokizieay g
2015 2014
—EB-RF —Z—-lE
RMB’'000 RMB’000
AR¥T T ARBETF T
Professor Bai Changhong (resigned on BRIO#HEKR (RZZ—1F
3 February 2015) —A=H#&T) 14 162
Mr. Lee Keung (resigned on Tk E (R —HF
3 February 2015) —A=H#&T) 14 162
Ms. An Na it 161 162
Professor Zhao Jinbao (appointed on HERAK (RZT—RF
3 February 2015) —“A=HEZMT) 88 -
Mr. Chen Shaohua (appointed on BRAOEEE (R -_ZT—HE
3 February 2015) —A=HEZMT) 147 -
424 486

There were no other emoluments

(2014: Nil).

payable to the
independent non-executive directors during the year

FAAEENBILIFRITESRH
HitMle (- —HF: &) -

Non-executive directors FHITES
The fees paid or payable to non-executive directors during REREMNSKERNIERTEETHE
the current year are as follows: SmT:
2015 2014
—E-FEF —E—mF
RMB’'000 RMB’000
AR T ARBTT
Mr. Sze Ching Bor (resigned on PERELE (RZE—RF
7 January 2016) —AEHEF) 161 162
Mr. Cheung Miu (resigned on FRELE (RZT—NEF
21 November 2014) +T—AZ=+—BEE) = 144
Mr. Chan Chak Chak Daniel PR EE (RZE—UEF
(appointed on 21 November 2014) +—A-+—BEZE) 97 10
258 316
BIERYN —T-REER
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

9. DIRECTORS’ AND CHIEF EXECUTIVE'S
REMUNERATION (continued)

Notes (continued)

(b)

The equity-settled share option expenses paid to non-
executive director during the current year are as follows:

9. EERFETHAEME(E)

Kat (&)

REFZRZEATE RN 2 ABHE
‘BENBEERST

2015 2014
—E-—EHF —E—NF
RMB’000 RMB’000

ARBT T ARBTT

Mr. Chan Chak Chak Daniel (appointed on PRI HR L4 (R - —PHF
21 November 2014) +—RA=Z+—HEZE) 58 -
Save for the above, there were no other emoluments K E ol F A - F R E R S FEH
payable to the non-executive directors during the year TEENHMLNE (—ZF—M4E:
(2014: Nil). ) o
Executive directors and chief executive officer (b) HITEERTHAR
Salaries, Contributions
allowances  Equity-settled  to retirement
and benefits  share option benefits
Fees in kind expenses schemes Total
He 2R URELEN BUET
ik ENERN BREEX SRS oy
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARET T AEET T AEETTR AEETR ARETT
Year ended 31 December 2015 BE-Z-RFt-A=1-H
LEE
Mr. Zhang Aiguo' REBLAE - 228 - 2 230
Mr. Zheng Jingdong BRR%E - 535 575 14 1124
Mr. Leung Tsz Chung? DT A - 691 2,028 14 2,733
- 1,454 2,603 30 4,087

Baofeng Modern Annual Report 2015
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

DIRECTORS’ AND CHIEF EXECUTIVE’S 9. EERFIETHAEMES ()
REMUNERATION (continued)
Notes (continued) Btat (&)
(b) Executive directors and chief executive officer (b) HITEERITHEAR (£)
(continued)
Salaries, Contributions
allowances  Equity-settled ~ to retirement
and benefits share option benefits
Fees in kind expenses schemes Total
He 28R NREEER RIRT
ik ENET BERER FTEIER 2%
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

ARBTL  AR®TR  ARETn  ARETR  ARETR

Year ended 31 December 2014 BE-Z-MmE+ZA=1-H
L5E
Mr. Zhang Aiguo' REBLAE - 489 - 10 499
Mr. Zheng Jingdong BRREE - 521 - 13 534
- 1,010 - 23 1,033
e Mr. Zhang Aiguo resigned on 3 February 2015. 1 RERELER_ZT—HF_HA
= HEHE-
2 Mr. Leung Tsz Chung was appointed on 3 February 2 R mEER_E—HFE_A
2015. =REEE-
There was no arrangement under which a director and FRMESTLEENITHRAR N
chief executive officer waived or agreed to waive any EYRERETAMNES Z2LTH (=
remuneration during the year (2014: Nil). T—PO4F ) o

BlgfE —T-RFFH
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

10. FIVE HIGHEST PAID EMPLOYEES

11.

The five highest paid employees during the year included
two (2014: two) directors and the chief executive officer,
details of whose remuneration are set out in note 9
above. Details of the remuneration for the year of the
remaining highest paid employees who are neither a
director nor chief executive officer of the Company are as
follow:

10.

hEREHES

FR ALREHEERAME(=T
—PF : WR) REFRITEMAE &
SHB S FERN £ MY c AR
ERFEERITRERNRBHIE
ERAFFENMSFHBENT :

2015 2014

—E-hF —T-mF

RMB’000 RMB’'000

AR¥ T AREETIT

Salaries, allowances and benefits in kind & 2Bt R EYEF 164 1,312
Contributions to retirement benefits RIKAE R EI 3K

schemes - 14

Equity-settled share option expenses VAR HE 45 & o) BB IR M Bl =2 4,805 -

4,969 1,326

During the year ended 31 December 2015, the
remuneration of the non-director and non-chief executive
officer, highest paid employees fell within the band of
RMB 1,500,001 to RMB2,000,000 (2014: RMB500,001 to
RMB1,000,000).

HE_Z—AF+-_A=+—HIF
B FBEENFTREBENESEE
S8 &N F AR1,500,0017TE A
R #2,000,000c(=ZF—MHF : AR
¥500,0017C £ A K #1,000,0007T )
2 e

INCOME TAX EXPENSE 1. FiIBHAX
2015 2014
—E-AHF —T—MmF
RMB’000 RMB'000
ARET AR®ET T

Current - PRC BOEf —

Charge for the year FRER 3,399 -
Under-provisions in prior years BEFERE TR 2,424 939
Total tax charge for the year FRABBERERE 5,823 939

No provision for Hong Kong profits tax has been made as
the Group’s tax losses brought forward from prior years
exceeded the assessable profits arising in Hong Kong for
the year (2014: Nil). Taxes on profits assessable in the
PRC have been calculated at the prevailing rates, based
on existing legislation, interpretations and practices in
respect thereof.

Baofeng Modern Annual Report 2015
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

1. INCOME TAX EXPENSE (continued)

Pursuant to the Enterprise Income Tax Law of the PRC
being effective on 1 January 2008, the PRC income tax
rate is unified to 25% for all enterprises.

The tax charge for the year can be reconciled to the “loss
before tax” per consolidated statement of profit or loss
and other comprehensive income as below:

mEMBRRWE

—E-AFTA=+—HUIFE

11. ISR #E)

BER-_ZZENF— A —HERNF
B¥ERERHE PEMSHREEFT
B¥R—5HE25% °

FARBERAAEGA B EME
m s R AT 2R [ERTEATE R | ¥R
LI

2015 2014

—E-AHF —TF

RMB’000 RMB’000

ARET T AR¥ETTT

Loss before tax BRAt A& B (19,846) (30,213)

Tax at the applicable tax rates RERAB R ENNIA (2,048) (6,455)

Under-provisions in prior years BAEFERETRE 2,424 939

Income not subject to tax BERTA (213) (423)

Expenses not deductible for tax PRI HIFA A 2 5,793 6,878
Tax effect of tax loss utilised but not BEFEEEHA 1E| ffiﬁ& AT

recognised in prior years HEBBRBE (133) -

Income tax expense for the year FERFTSFAST 5,823 939

Pursuant to the income tax law of the PRC, a 10%
withholding tax is levied on dividends declared to
foreign investors from the foreign investment enterprises
established in the PRC. The requirement is effective
from 1 January 2008 and applies to earnings after
31 December 2007. A lower withholding tax rate
may be applied if there is a tax treaty between the
PRC and the jurisdiction of the foreign investors. For
the Group, the applicable rate for the withholding
tax is 5% (2014: 5%). In estimating the withholding
taxes on dividends expected to be distributed by
those subsidiaries established in the PRC in respect of
earnings generated from 1 January 2008, the directors
of the Company have made assessment based on the
factors which included dividend policy and the level of
capital and working capital required for the Group’s
operations in the foreseeable future. No deferred tax
liability has been provided for the remaining of such
profits of approximately RMB524,098,000 (2014:
RMB516,360,000) as the Group is able to control the
timing of the reversal of the temporary difference and it
is probable that the temporary difference will not reverse
in the foreseeable future.

B IE R B AT 1S i - A B S A b
BERERAIINEREESROKEAR
10% BT - IERTER_ZTZEN
F—A—BRAM BRAR-_Z=ZT+
F+-ZA=+—BENEF - f§FE
BN EEMB R AERMET AR
g% QB AR BN B R O] g8
Ke REEEABBINHBHE B5%
(ZZT—PU%F : 5%) fHstER KL
B ARITERR —_EENF—A—
B #E AT R ER & F1) 9 R /9 A% B T 28 4R
MIEMHE A ARESEEENZE
AEEHTGE 2REAEEHRKRER
BERRAIRBERAEELEMTHE
& REBERKF - AEEIWEFZ
SR &% w4 AR S524,098,0007T
(ZZ=—E: AR¥516,360,0007T)
FTREEHBEEGE HRAAEEAE
FIB O TR EANRRE BERES
FAR] AR KRR ATRE T2 D]

BlgfE —T-RFFH
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

11.

12.

13.

INCOME TAX EXPENSE (continued)

At 31 December 2015, there were no significant
unrecognised deferred tax liabilities (2014: Nil) for
withholding taxes that would be payable on the
unremitted earnings of the Company’s subsidiary
expected to be distributed, after considering the
abovementioned factors, in the foreseeable future.

There are no income tax consequences attaching
to the payment of dividends by the Company to its
shareholders.

At 31 December 2015, the Group has unused tax
losses of HK$2,103,000 (equivalent to RMB1,762,000)
(2014: HK$3,107,000 and equivalent to RMB2,451,000)
available for offset against future profits, no deferred tax
asset has been recognised in respect of such tax losses
due to the unpredictability of future profit streams. Tax
losses may be carried forward indefinitely.

LOSS ATTRIBUTABLE TO OWNERS OF THE
COMPANY

The consolidated loss attributable to owners of the
Company for the year ended 31 December 2015
includes a loss of approximately RMB33,747,000 (2014:
RMB14,987,000) which has been dealt with in the
financial statements of the Company (note 39(i)).

The loss of RMB33,747,000 (2014: RMB14,987,000)
for the year ended 31 December 2015 included a
management fee of RMB461,000 (2014: RMB2,634,000)
to a subsidiary of the Company.

DIVIDEND

No dividend was proposed for the years ended 31
December 2015 and 2014 and since the end of the
reporting period.
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11.

12.

13.

A&
R-ZB—RE+-_A=+—H0 &=
B LR =% tr B A RE DR
A B KB A R AR IE & F 6 e
EMBME  WEEBRNRERELER
HAB(ZZ—JOF : &)

R B [A) H BRI A 69 B B 3 488 Bl 75
PRISHE °

R-ZE—RE+_A=+—8 A&
B &) 7 h A3 % 18 E5 182,103,000/ 7T
(HBE R ARK1762,000C (=&
—PO4E : 3,107,000 7T HHERAR
#2,451,0007T ) AT F PA 4K 88 oK 2R &
F B R AR 2R g ) SRR B] FEURI -
ERERTEESERRAELEHREE
E-BIBEEEREE-

RRARERARGEER

BHE-_Z—RAF+_A=+—HItF
B ARBlEEANEBEREEBERE
B 18 49 A R #£33,747,0000( = &
—PH4F : AR#14,987,0007T) B
KA B sk R BE 3 (M RE39())

BE-_T-—AFt+-_A=+—HItF
fE #) B8 A R #633,747,000T( = &
— PO AR #14,987,0007T ) B
THRHEEE AREAL61,0000( = F
— PO : AR#¥2,634,00070) F AR
A —FEK B AT

B

HE - Z—RAFN-_"ZFT—NF+_A8
=t+—BLEFEUARB Z2HRARUR
WEEEHIKERE -
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

14. LOSS PER SHARE

The calculation of basic loss per share is based on the
consolidated loss for the year attributable to owners
of the Company and the weighted average number of
ordinary shares of 1,043,644,473 (2014: 1,013,720,833)
in issue during the year.

The weighted average number of ordinary shares used
to calculate the basic loss per share for the year ended
31 December 2015 included the 1,013,720,833 ordinary
shares in issue, and 31,194,997 ordinary shares and
22,663,778 ordinary shares issued on 8 June 2015 and
18 June 2015 in respect of the exercise of the conversion
rights attached to the convertible notes.

The weighted average number of ordinary shares used
to calculate the basic loss per share for the year ended
31 December 2014 included the 1,013,720,833 ordinary
shares in issue.

During the year ended 31 December 2015, diluted loss
per share does not assume the exercise of the Company’s
share options and convertible notes as the exercise of the
Company’s share options and convertible notes would
result in a decrease in loss per share, and is regarded as
anti-dilutive.

No adjustment has been made to the basic loss per share
amount presented for the year ended 31 December 2014
in respect of a dilution as the exercise prices of the share
options and warrants and the conversion price of the
convertible notes of the Company outstanding during the
year were higher than the average market price of the
Company’s ordinary shares for the year and accordingly,
there is no dilutive effect on the basic loss per share.

14.

BRERE
FRERNEEDIERKARAGER AL
MERNGAEBBEERFRNERITEERR
Z INAE ARG 881,043,644,4730% (=
T[4 : 1,013,720,833/% )5t HE »

BEstEHZz—_=—HF+_-A
= t+t—HUIEFESRELREENL B
Bk < m#E ¥ 5 Kk & 82 &
1,013,720,833/X B 317 HY @M% + LA
N mh T8 A $R A% 245 B A A HR B AE
PR —_FTE—RFESANBE-FT
—RFNATNABEITH31,194,997
f% A% £2 22,663,778 @A

AEAEHZ T —NFE+ - A
=+ —HLIEFEEREAEBEENE B
B 2 % F B ik B e
1,013,720,833/% B /TR E B ©

HE - ZT—RAF&+_-_A=+—HIF
B BREFEEBIIEBRRITER
NAEIMERER TR RS REE
TTIE AN 5 B B AR % A A AR AR
BYEREERDREESREE -

HRARRRNBE-_T—HF+ A
=t BLUEFERRITENERER
R RTT (B e s RTTE Ry AT 4
BEENBERESRFEALRRA LR
BRFEHE MY SREREE
WERELE RAERRFHAZ7
MR ENE RS RIEL E A #5EH

%E&o
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15. PROPERTY, PLANT AND EQUIPMENT

15. M1% - BERRE

Furniture,
fixtures
Plant and Motor  andoffice  Leasehold Construction
Buildings  machinery vehicles  equipment improvements in progress Total
G %ER
BT BEREE RE  BAERE  REZEE  RRIR 4%
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARETR ARETn ARETT AREFT ARETR ARETR ARETR
Cost: A
At 1 January 2014 R-Z-IE-F—H 72,543 24,371 2,454 6,498 41,908 1,404 149,178
Additions £ - 1,215 - 53 - 2,690 3,958
Disposals k-3 - (4,017) - (13) - - (4,030)
At 31 December 2014 RZF-ME+ZA
=B 72,543 21,569 2,454 6,538 41,908 4,094 149,106
Accumulated depreciation: 2iHE:
At 1 January 2014 R-Z-IE-F—H 19,768 14,765 1,714 2,218 7,703 - 46,168
Provided during the year EREE 3,265 1,652 199 108 419 - 10,339
Eliminated on disposals HEBHE - (2,606) - 9) - - (2,615)
At 31 December 2014 RZF-MEF+ZA
==E 23,033 13,811 1913 3,237 11,898 - 53,892
Net carrying amount; BEAE:
At 31 December 2014 RZF-MWEFTZA
== 49,510 7,758 541 3,301 30,010 4,094 95,214
Cost: A
At 1 January 2015 RZE-1%F-F-H 72,543 21,569 2,454 6,538 41,908 4,094 149,106
Additions Em - 837 263 58 - 801 1,959
Disposals k= - (1,097) (805) (401) (1,433) - (3,736)
Transfer b = = - - 320 (320) -
At 31 December 2015 R-F-RF+-A
=t+-A 12,503 21,309 1,912 6,195 40,795 4,575 147,329
Accumulated depreciation: ZiHE:
At 1 January 2015 RZE-1%F-F-H 23,033 13,811 1,913 3231 11,898 - 53,892
Provided during the year EnEE 3,265 1,415 198 942 2,49 - 8,069
Eliminated on disposals HERME - (936) (713) (289) (35) - (1,973)
At 31 December 2015 R-F-RF+2A
=t-A 26,298 14,290 1,398 3,800 14,112 - 59,988
Net carrying amount: REFE:
At 31 December 2015 RZE-T%E+ZF
=+-H 46,245 7,019 514 2,305 26,683 4,575 87,34
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

PROPERTY, PLANT AND EQUIPMENT
(continued)

The above items of property, plant and equipment are
depreciated on a straight-line basis at the following rates
per annum:

Over the shorter of the lease
terms and 20 years

Buildings

Plant and machinery 10 years
Motor vehicles 5 years
Furniture, fixtures and 5 years

office equipment
Leasehold improvements Over the shorter of the lease
terms and 5 years

The Group’s buildings are situated in the PRC and are
held under medium term leases.

At 31 December 2015, included in “Buildings” is
a property for self-use with a carrying amount of
approximately RMB27,300,000 (2014: RMB27,300,000)
for which the Group has not yet obtained the building
ownership certificate. The Group is in the process of
applying the building ownership certificate.

The Group has pledged buildings with a net carrying
value of approximately RMB18,945,000 (2014:
RMB22,210,000) to secure general banking facilities
granted to the Group.

15. M3 - BB Rk ie ()

ElWE - BB RREEE L TIIE
RIREATE

gF FAEI M 20F 2
BRE

VN 104

A 54

R -EKBER 5F

MAERME

HERE AHEESFZ

BRE

REBENBFAHGCNHE  REHH
GEROESEC

R-FE—RE+-_A=+—H K&
BN ADNSEEBEOARE
27,300,000;t(ZE—MF : AR
27,300,0007T) W B AW %05 E Fr
EEEF Bt AIEBF - AEERIE
HEEEMAERE -

AEEEEBEEAFENARE
18,945,000 ( = F —MF : AR
22,210,0007T) W IEFIEA AR E B E
B—MRIBITRHENER-

PREPAID LEASE PAYMENTS 16. ANHEE
2015 2014
— —T-lEF
RMB’000 RMB'000
ARMT T AR®EF T
Carrying amount at 1 January R—A—B8REE 35,146 35,991
Amortisation during the year A (845) (845)
Carrying amount at 31 December R+ A=+—H®ERAE 34,301 35,146

Current portion included in prepayments, =t ATEfRTRIA 24 N E i fE

deposits and other receivables WHRIER R BB 5 (816) (816)
Non-current portion SERBNEL S 33,485 34,330
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16. PREPAID LEASE PAYMENTS (continued) 16. FE{HH€ (&)
The leasehold land is situated in the PRC and the HE AR BEEEENESE
respective prepaid lease payments are held under medium BIEFHHEAESE -
term leases.
The Group has pledged the land use right with a net AREBEEAEMFEHOARE
carrying amount of approximately RMB34,301,000 (2014: 34,301,000c( — = — N4 : AR
RMB35,146,000) to secure general banking facilities 35,146,0007T ) Ay £ b {5 FA #E {E & X
granted to the Group. SEER —MIRTTRENER -
17. INTANGIBLE ASSETS 17. B EE
Technology
Know-how
il &0 5%
RMB'000
ARET T
Cost: RN
At 1 January 2015 R-_ZE—hF—H—H =
Addition and at 31 December 2015 RN —E—RF
+—RA=+—H 1,483,117
Accumulated amortisation: ZEFT#EY
At 1 January 2015 R-_ZT—hF—HA—H -
Provided for the year and at 31 December 2015 FERNEBEMAR—_ZE—RF T+ A
==E 6,501
Net carrying amount: AREHE -
At 31 December 2015 R-_EBE—hAF+-_HA=+—H 1,476,616
At 31 December 2014 RZZF—MF+=-A=+—H S

1 OO Baofeng Modern Annual Report 2015
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2015 #Z

INTANGIBLE ASSETS (continued)

The intangible assets of the Group as at 31 December
2015 represented certain technological know-how in
respect of the application of graphene and includes one
patent in the US (“US Patent”), four invention patent
applications, three utility model patent applications
and two utility model patents in the PRC (collectively
as “PRC Patents”), relating to the manufacturing of
graphene-based ethylene-vinyl acetate (“EVA") foam
material, graphene deodorizing and sterilizing chips
and graphene-based pressure-sensitive sensors and the
exclusive formula (collectively “Technology Know-how"),
acquired from Bluestone Technologies (Cayman) Limited
("Bluestone”), an independent third party, during the
year ended 31 December 2015 for a total maximum
consideration of RMB1,800 million, which comprises
of a maximum of RMB1,648,524,590 in cash; and
issuance of convertible notes with a maximum aggregate
principal amount of HK$184,800,000 (equivalent to
RMB151,475,410).

The above consideration includes initial consideration of
RMB450 million (“Initial Consideration”) and contingent
consideration up to a maximum of RMB1,350 million
("Contingent Consideration”) which comprise of:

(a) Initial Consideration
(i) RMB359,114,754 in cash; and
(i) issue convertible notes with principal
amount of HK$110,880,000 (equivalent to
RMB90,885,246).
(b) Contingent Consideration

(i)  a maximum of approximately RMB1,289,409,836
in cash; and

(i) issue convertible notes with principal
amount of HK$73,920,000 (equivalent to
RMB60,590,164).

17. &

mEMBRRWE

—E-AFTA=+—HUIFE

CEE(E)
AEBR-_ZE—RAF+=-_A=1+—8H
Zﬁﬁ;ﬁﬁi‘aﬁﬁ%Eﬁk%FﬁHEﬁ%%t
RiTAE s8EREE —ARF
+=—A=+— Eutiﬁua—m,i (B
AR #1,800,000,0007C( B#EH & &
% B N R ¥1,648,524,5907T & 3 17
B = A& 4% /5184,800,00078 T (18
BN ARK151,475,4107T ) B A] #2 A%
ZR)ABLE=ZFEARBE(FAE)
BRAG(ERDKENEBEER
BIGIG TR O G LB (TEVAL)
TRME  AREGEBRIRRECH XA
BHEBENERBIHEBR—BER([E
BEF| ) P EYIEEERE EF| B E
HERHMAEFRFEMIBE F#HE
ZR(HEBAETRRHER ) A RBRE
7 (FeE A B ae )

TR REBRENVPARABARE
450,000,0007c([ FIZKRE D E&e
A A R #1,350,000,0007T H) sk A X
B([RARE]) ERBHE :

(@) WMFHRE

() L ARKE359,114,7547T:
P54

(i) F17A£%/A110,880,000
/E TE( *H = E/\ }\ E Frkig
90,885,2467T ) B A] #Afi% =2
5o

(b) EARE
() BREHZREHIARE280409836
IRDE

(i) EE1T/N % % A73,920,000
BB E RARK
60,590, 1647t ) A A 2 % 2=
& o
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

17.

18.

INTANGIBLE ASSETS (continued)

The completion date of the transaction (‘Completion
Date”) was 16 December 2015. The cost of the
Technology Know-how was determined by the directors
of the Company and represents the sum of the
cash consideration, the fair value of the convertible
notes (note 25) and Contingent Consideration at the
acquisition date (note 26), and the capitalised transaction
costs arising directly from the acquisition of the
Technology Know-how. The Technology Know-how has
definite useful lives and is amortised over 10 years using
the straight-line method.

The directors of the Company conducted an impairment
assessment and considered that there was no impairment
to the carrying amount of the Technology Know-how as
at 31 December 2015, with reference to a valuation on
the Technology Know-how conducted by an independent
professional valuer, Ascent Partners Valuation Service
Limited (“Ascent Partners”), under the income-based
approach. The income-based approach is based on a pre-
tax discount rate of 19.34% and cash flow projections
prepared from financial forecasts approved by the
directors of the Company. Other key assumptions for the
income-based approach relate to the estimation of cash
inflows/outflows which include budgeted sales and gross
margin, such estimation is based on the expected and
forecasted performance generated from the use of the
Technology Know-how and management’s expectations
for the market development.

17.

BILEEE)
REHEZERBB(ZEKBBDA=T
—HFE+ZA+/5H - FT A
TAARREEZET ERERE
AR R (M 5E25) R AR ER UL
BHBNRFE(MF26) REZERK
BRITAEmMEENERNMER ZHRA
BB BT MEBREBERAFEAF
AN AEARVE D 10F B 8 o

ARAREZCETRERNG K2E
BYEEMAEMXAFEZAGRR
B 3ET D RR UK S Bl 38
THRE BRERR_T—AF+_H
=+ — B Al X A B T B 3 SR ZROR
1B WAETIER AR E19.34%
RBARBERCD AT EIRAM
BEZHERIBA - WA E AL E
ERJ[IREARERA R €
ERREHEEREMNER  ZEFHE
TASE PR 1l R0 58 AT E A ) FRLE % TR
RRAREEBHMISERNTER -

INVENTORIES 18. F&
2015 2014
“E-RF —T—NEF
RMB’000 RMB’'000
ARET T AREEFIT
Raw materials and consumables JR A L K H FE SR 7,075 7,911
Work in progress & m 10,651 11,226
Finished goods RIRY G 13,640 11,830
31,366 30,967

During the year ended 31 December 2015, included
in the reversal of write-down of inventories of
RMB5,410,000 recognised in the profit or loss was a
reversal of impairment loss of RMB8,216,000 which had
been written down to net realisable value in prior period.
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19. TRADE AND BILLS RECEIVABLES

19. EREZRAKREWREIE

2015 2014

—E-HF —ET-EF

RMB’000 RMB’'000

ARET T ARETIT

Trade receivables JEUE ZBR N 40,395 42,569
Less: allowance for doubtful debts T SRR (1,361) (1,143)
Bills receivables U =% = 107
39,034 41,533

The Group’s trading terms with its customers are mainly
on credit. The credit period offered to its customers is
generally for a period of three months. The Group seeks
to apply strict control over its outstanding receivables
and has a credit control department to minimise credit
risk. Overdue balances are reviewed regularly by senior
management. In view of the aforementioned and the
fact that the Group’s trade receivable relate to a large
number of diversified customers, there is no significant
concentration of credit risk. The Group does not hold
any collateral or other credit enhancements over its trade
receivable balances. Trade receivables are non-interest-
bearing.

The following is an aged analysis of the Group's trade
and bills receivables, net of allowance for doubtful debts
as at the end of the reporting period, based on the
invoice date, which approximates the respective revenue
recognition dates.

AEEREFHNESIEREBUEER
ET MEPRERHENEER —RA=
fA - AEEB S BEEEIEREEDN
FEU IR - WERBEEEEEF - A
MIEEERR - SREREE T HmE
B BN EX i BAKE
ZERBESEAERETNRNEFPE
B BUEREAKTEERR &
B Ep EEE SRR SR BT
fEF MmN AR EEMNIRR - &
WE BRI TR

REBYPR AEBRKE SRR R
EUREEIGRRERERNZERA
Hi(EHEX g AER A HEE)E
DERRER DTN -

2015 2014

—F-RF —T0OF

RMB’000 RMB’000

ARET T ARETIT

Within 3 months 3MEAR 32,845 28,969
4 to 6 months 472 6{E A 1,935 6,176
7 to 12 months 7Z&121@ A 4,254 6,388
39,034 41,533

BlgfE —T-RFFH
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19. TRADE AND BILLS RECEIVABLES (continued)

An aged analysis of the Group’s trade and bills receivables
that are not considered to be impaired is as follows:

19. ERE SRR KEVREE &)

NS B B A AR AR B R B B 5 B
AR EREBNRESITAT

2015 2014

—E-HF —TmF

RMB’000 RMB'000

AR®B T AR®ET T

Neither past due nor impaired AN BT AR (E 32,845 28,969
Less than 3 months past due B HEA3ME A LA 1,935 6,176
Over 3 months past due 60 B R B 31 A 4,254 6,388
39,034 41,533

Included in the Group’s trade and bills receivable
balances are debtors with aggregate carrying amount of
RMB6,189,000 (2014: RMB12,564,000) which are past
due as at the reporting date for which the Group has not
provided for impairment loss. The Group does not hold
any collateral over these balances.

Receivables that were neither past due nor impaired
mainly represent sales made to recognised and
creditworthy customers for whom there was no recent
history of default.

Receivables that were past due but not impaired relate
to a number of independent customers that have a
good repayment record with the Group. Based on past
experience, the directors of the Company are of the
opinion that no impairment is necessary in respect of
these balances as there has not been a significant change
in credit quality and the balances are still considered fully
recoverable.
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TRADE AND BILLS RECEIVABLES (continued) 19. EWWB ZRFNEKRERE &)
Movement in the allowance for doubtful debts RERIRESE
2015 2014
—E—FEF —E—PFE
RMB’000 RMB’000

AR®T T AREBTT

As at 1 January n—H—H 1,143 1,162
Impairment loss/(reversal of impairment 532/ (#[E)fE W E 5 BE TR
loss) on trade receivables BEE51E 218 (19)
As at 31 December Rt+=—A=+—H 1,361 1,143
Included in the impairment loss are individually EEE B EERRERN EKE 5B
impaired trade receivables with an aggregate balance of ZEREEREEAEERE B4
RMB1,361,000 (2014: RMB1,143,000) which are long 8 A A R ¥1,361,000T( = — Iy
outstanding. The Group does not hold any collateral over F: AR¥1.143,00070 )0 ANEE W
these balances. ERREEATEEAERR -
PREPAYMENTS, DEPOSITS AND OTHER 20. ANFIE RERHMEWE
RECEIVABLES 15
2015 2014
“EB-RF —T—NEF
RMB’000 RMB’000

ARBT T ARETT

Prepayments: FARTFRIE
— Advanced to customers — AR EK 3,743 6,514
— Rental deposits —H&Eks 117 3,025
— License fees — e = 1,203
— Prepaid lease payments —JEfEE 816 816
- Others —HAh 485 218
Deposits Ze 160 234
Other receivables H th fE W KT8 2,130 2,024
7,451 14,034
None of the above assets is either past due or impaired. it EESEmEAE H(E o 5T A it
The financial assets included in the above balances relate 4 5o 1 £ Bt A B B 3T HE S 4B HE X 4D %
to receivables for which there was no recent history of K FEW S IE AR o
default.

BlgfE —T-RFFH
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

21.

22.

PLEDGED DEPOSITS, CASH AND BANK
BALANCES

Deposits were pledged for bills payable of RMB7,825,000
(2014: RMB18,986,000) as at 31 December 2015 (note
22).

At 31 December 2015, the cash and bank balances
and pledged deposits of the Group denominated
in RMB amounted to RMB791,385,000 (2014:
RMB1,153,154,000). The RMB is not freely convertible
into other currencies, however, under the PRC Foreign
Exchange Control Regulations and Administration of
Settlement, Sale and Payment of Foreign Exchange
Regulations, the Group is permitted to exchange
Renminbi for other currencies through banks authorised
to conduct foreign exchange business.

Cash at banks earns interest at floating rates based on
daily bank deposit rates. Pledged deposits earn fixed
interest rate ranging from 1.55% to 2.35% (2014: 2.6%
to 2.8%) per annum. The bank balances and pledged
deposits are deposited with creditworthy banks with no
recent history of default.

TRADE AND BILLS PAYABLES

1. EERER RERRTER

RZE—RF+ZA=+—H UF
F A AR ®7,825000m( == — MM
& AR #18,986,0007T ) HY fE {1+ 2
BIEER(M5E22)°

R-—E—RE+=-_A=+—H &&
BEUARBTENRES RIBITEH K
BEH TR A ARET791,385,0007T
(ZZ=—H4F : AK%1,153,154,000
L) AREAITERLBEKEME
B o SR AR B AR B SN B I AR 151 K
HE ESEMMETERT A5E
B REEREITINEERIRITIE
AR AR E A INEE o

RITHE SR RBRITERFNRMEDN
FHERG B -EERFERIRETESF
R =R A F1.55%%F2.35%( =& — [
F:26%E28%)it B RITHEHRK
EERERTREREEBIEEE
RADERHERTT

22. ENEZRIRARENRE

2015 2014

— —T-EF

RMB’000 RMB’000

AR¥T T ARETT

Trade payables JERTE SRR 30,854 29,311
Bills payables NS 7,825 18,986
38,679 48,297
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

22. TRADE AND BILLS PAYABLES (continued) 22. ENESRAREANEZE &)
An aged analysis of the Group’s trade and bills payables RERPR AEBRENEZERK
as at the end of the reporting period, based on the e EE 2= H HEE| o R ERER 2T
invoice date, is as follows: J(ul N

2015 2014
—E-hF —F-E
RMB’000 RMB’000
AR®T T AREFIT
Within 3 months 31E AR 24,240 33,930
Over 3 months 3ME A KA E 14,439 14,367
38,679 48,297
The trade and bills payables are non-interest-bearing FENE SEFRENEE TS A
and are normally settled on six months terms (2014: — MR ANER(—E—W4E : ~@EA)
six months). The bills payable of RMB7,825,200 (2014: NEBE - R-_BE—RFE+-_A=1+—
RMB18,986,000) were secured by the Group's pledged H REB R BECEHGEHRARK
deposits amounting to RMB2,723,000 as at 31 December 2,723,000( ZFE —WF : AR
2015 (2014: RMB5,696,000). 5,696,0007T ) & A K #7,825,2007C
(ZZT—M4F : AK%18,986,0007T)

K EN RIBELELR -

23. DEPOSITS RECEIVED, OTHER PAYABLES 23. 2iRE HEAREBERE

AND ACCRUALS FEH
2015 2014
—E-1F —T—mF
RMB’000 RMB'000
ARST T AREFIT
Deposits received: BEYIES -
— Advanced from customers — X FRFIA 300 17,477
— Others — HAth 418 224
Other payables H fth &~ 5018 16,815 22,112
VAT payable FEAIBETR - 3,284
Accruals fEETE A 5,808 7,954
Provision for contingent consideration SRR ERBE (A E26)
(note 26) 606,918 =
630,259 51,051

Other payables are non-interest-bearing and have a credit

term of two to three months.

HpEMARBENGE  EEHAME
=f@A -
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24. INTEREST-BEARING BANK BORROWINGS

24. ;TERITESE

2015 2014
—ZE-HF —ET-EF
RMB’000 RMB’000

AR®T R ARETT

Secured bank loans repayable within one 7B —FREEBHH KM

year RITER

(@) At 31 December 2015 and 2014, the bank loans
were denominated in Renminbi and US dollars and
bore interest rates ranging from:

Year ended 31 1.510% — 7.570% per annum
December 2015

Year ended 31 5.600% — 7.950% per annum
December 2014

(b) At 31 December 2015, the secured bank loans of
the Group were secured by a pledge of the Group’s
buildings (note 15) and land use right (note 16),
amounting to approximately RMB18,945,000
(2014: RMB22,210,000) and approximately
RMB34,301,000 (2014: RMB35,146,000)
respectively. In addition, the bank loans were
guaranteed by two independent third parties.

25. CONVERTIBLE NOTES AND WARRANTS

Pursuant to a subscription agreement entered into with
Asia Equity Value Ltd (the “Subscriber”) on 8 June 2012
(the “Subscription Agreement”), the Company issued a
7% senior guaranteed convertible notes with a principal
amount of HK$176,000,000 (i.e. RMB143,470,000) (the
“2012 Convertible Notes”) to the Subscriber on 21 June
2012 (the “lIssuance Date"”). In addition, pursuant to the
Subscription Agreement, the Company also issued to
the Subscriber warrants (the “2012 Warrants”) which
carry the rights to subscribe for 62,026,431 new ordinary
shares of the Company as a condition to the issuance of
the 2012 Convertible Notes.

Baofeng Modern Annual Report 2015

129,570 121,884

(@ R-E-AFR-_FT-OF+=
A= + B |RITEFBHUAR
¥ RETEHE I&LAT%BEE’J

BEZZT-HF BF1510%%
+=-A=t—H  7570%
LFE

BEZZ-NF §F5600%Z2
+-RA=+-H  7.950%
HFE

by R=ZE—ARF+-_A=+—8"
AEBDFEEBHARE
18,945,0007T( = — P4 : A
R#22,210,00070) FiEF (M &
15) & #9 A R #34,301,0007C
(Z 2 — D FE: AR ¥
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)

At the same time, Best Mark International Limited
(the “Stock Lender”), a substantial shareholder of the
Company, entered into a stock borrowing agreement
(the “Stock Borrowing Agreement”) with the Subscriber,
pursuant to which the Stock Lender lent the Subscriber
32,000,000 ordinary shares of the Company on the
Issuance Date at nil consideration (see “Stock Borrowing”
below).

In connection with the acquisition of the Technology
Know-how as explained in note 17, the Company
issued zero-coupon unsecured convertible notes (the
“2015 Convertible Notes”) with principal amount of
HK$110,880,000 as part of the Initial Consideration on
16 December 2015.

The 2012 Convertible Notes and 2015 Convertible
Notes (collectively as the “Convertible Notes”) included
a debt instrument with embedded derivatives. Upon
initial recognition, the Convertible Notes are designated
as financial liabilities at FVTPL. The fair value of the
Convertible Notes is remeasured at the end of each
reporting period and any gains or losses arising from
changes in fair value are recognised in the statement of
profit or loss.

2012 Convertible Notes

The 2012 Convertible Notes give the holders of the 2012
Convertible Notes (the “Notes Holders”) the right (the
“Conversion Right”) to convert all or any part of the
outstanding principal amount of the 2012 Convertible
Notes into fully paid ordinary shares of US$0.01 each
of the Company at HK$1.31 per share (the “Conversion
Price”). The Conversion Price is subject to anti-dilution
adjustment for stock dividends, stock splits, dilutive
securities issuances and other customary adjustment
events from time to time in accordance with the terms
and conditions of the 2012 Convertible Notes. The Notes
Holders can exercise the Conversion Right from time to
time during the conversion period from the Issuance Date
to the maturity date. The 2012 Convertible Notes shall
mature on the third anniversary of the Issuance Date (i.e.
21 June 2015) (the “Maturity Date"”).
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
2012 Convertible Notes (continued)

The Company shall redeem the principal amount of
the 2012 Convertible Notes in equal installments of
HK$16,000,000 (i.e. RMB13,043,000) on each of dates
falling six, nine, twelve, fifteen, eighteen, twenty-one,
twenty-four, twenty-seven, thirty, thirty-three, and thirty-
six months after the Issuance Date (each a “Repayment
Date”) and the first Repayment Date being the 180th day
following the Issuance Date.

If on any date (the “Call Exercise Date”) after the
Issuance Date, the volume weighted average price per
share, is greater than 160% of the reference market price
as mentioned in the Subscription Agreement for each of
the 20 consecutive trading days immediately preceding
the Call Exercise Date and provided that certain standard
equity conditions are and remain satisfied during such
period, the Company may issue a call exercise notice to
require the Subscriber to exercise the right of conversion
attached to the 2012 Convertible Notes in whole or in
part.

The Company is obliged to pay interest on the 2012
Convertible Notes at a rate of 7% per annum on each
Repayment Date. Interest is computed on the basis of a
360-day year for the actual number of days lapsed.

The principal repayment amount and accrued but unpaid
interest thereto shall be payable either (i) in whole in
cash; (ii) in whole in shares; or (iii) in a combination
of cash and shares, provided that the Company may
only pay such installments in shares, in accordance
with certain terms and conditions as mentioned in the
Subscription Agreement.

Upon the occurrence of any events of defaults or certain
events as mentioned in the Subscription Agreement,
the Notes Holders may elect to require the Company to
redeem all of the outstanding principal amount under the
2012 Convertible Notes. As long as the Notes Holders do
not elect to require the Company to redeem the 2012
Convertible Notes before the Maturity Date due to the
occurrence of the events aforementioned, the Company
is obliged to pay interest at 7% per annum until the 2012
Convertible Notes are converted or redeemed, whichever
date is earlier.
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For the year ended 31 December 2015 B Z_—FT—HAF+-_H=1+—HIFE

25. CONVERTIBLE NOTES AND WARRANTS

(continued)
2012 Convertible Notes (continued)

In the event where the Company fails or is unable to
deliver shares of the Company upon the exercise of
any right to convert attached to any 2012 Convertible
Notes due to any restriction on the allotment or issuance
of shares, the Company shall (i) deliver the maximum
number of share permitted to be allotted or issued by the
Company to the Notes Holders (the “Shortfall Shares”)
and (ii) pay such Notes Holders an amount in cash to be
calculated by: 120% x (number of shares required to be
delivered by the Company — the Shortfall Shares) x the
volume weighted average price per share as of the date
of the relevant convertible notes conversion notice.

The Conversion Price of the 2012 Convertible Notes had
been adjusted from HK$1.31 to HK$1.27 in accordance
with the terms and conditions of the 2012 Convertible
Notes with effect from 12 October 2012 as the Company
declared and announced the 2012 interim dividend of
HK2.5 cents per ordinary share on 31 August 2012.

On 7 December 2012, the Company had redeemed
the first outstanding installment of HK$16,000,000 of
the 2012 Convertible Notes and the accrued interest
of HK$6,160,000 (up to the first Repayment Date) by
issuing 21,806,833 ordinary shares with a nominal value
of US$0.01 each at a price of approximately HK$1.02 per
share to the Subscriber for the first repayment due on 21
December 2012. The fair value of the first outstanding
installment redeemed was RMB14,475,000 at the first
Repayment Date on 21 December 2012, with reference
to the valuation performed by BMI Appraisals Limited
("BMI"), an independent firm of professionally qualified
valuers.
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
2012 Convertible Notes (continued)

During the year ended 31 December 2013, the Group
repaid part of the principal amount of 2012 Convertible
Notes of RMB50,560,000 and accrued interest of
RMB5,829,000 by cash.

During the year ended 31 December 2014, the Group
repaid part of the principal amount of 2012 Convertible
Notes of RMB25,315,000 and accrued interest of
RMB4,409,000 by cash up to 21 June 2014. Subsequent
to 21 June 2014, the Group did not make any payment
of principals and interests (the “Non-Payments”) in
accordance with the payment schedule as stated in
the Subscription Agreement as the Subscriber was
negotiating with three independent third parties (the
“Transferees”) to dispose (the “Disposal”) of the 2012
Convertible Notes in the aggregate principal amount
of HK$64,000,000, representing the entire outstanding
principal amount of the 2012 Convertible Notes.

The terms and conditions of the Disposal were
finally concluded and the agreement (the “Disposal
Agreement”) was entered amongst the Subscriber and
the Transferees on 29 October 2014. The Transferees
agreed that the Non-Payments had not constituted
any breach of the terms and conditions as stated
in Subscription Agreement and waived the Group’s
obligation to make payment of the Non-Payments and
the remaining installment until the Maturity Date.

During the year ended 31 December 2015, the Group
received a total of three conversion notices from all Notes
Holders of the 2012 Convertible Notes in respect of the
exercise of the Conversion Rights attached to the 2012
Convertible Notes in the aggregate principal amount
of HK$64,000,000 together with aggregate accrued
interests of HK$4,400,647 held by the Notes Holders at
the Conversion Price of HK$1.27 per share. As a result
of this conversion, the Company allotted and issued a
total of 53,858,775 ordinary shares to the Notes Holders
in June 2015 with additional share capital and share
premium of approximately HK$4,175,629 (equivalent
to RMB3,296,534) and approximately HK$64,225,018
(equivalent to RMB50,703,725). No 2012 Convertible
Notes remain outstanding at the end of 2015.
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
2015 Convertible Notes

The 2015 Convertible Notes entitle the holder to convert
them into ordinary shares of the Company at any time
from the date of issue of the 2015 Convertible Notes to
the date immediately prior to the maturity date on 16
December 2018, being the third anniversary of the date
of issue, in multiples of HK$1,000,000 at a conversion
price of HK$0.84 per conversion share subject to
adjustments in certain events. The shares to be allotted
and issued upon conversions shall rank pari passu in all
respects among themselves and with all other ordinary
shares in issue by the Company on the date of such
allotment and issue. Also, the Company has a right to
redeem the 2015 Convertible Notes at any time before
the maturity date of the 2015 Convertible Notes.

During the year ended 31 December 2015, the 2015
Convertible Notes holder did not convert any 2015
Convertible Notes.

Warrants

The 2012 Warrants initially give the holder of the 2012
Warrants (the “Warrants Holder”) the rights to subscribe
for 62,026,431 new shares of the Company’s ordinary
shares. The initial subscription price of the 2012 Warrants
is HK$1.53 per share (the “Subscription Price”), subject
to anti-dilution adjustment for stock dividends, stock
splits, dilutive securities issuances and other customary
adjustment events from time to time in accordance with
the terms and conditions of the 2012 Warrants. The
subscription period of the 2012 Warrants commences
from 6 months after the Issuance Date (i.e. 22 December
2012) (the "Warrants Subscription Date”), and will
mature on the fifth anniversary from the Warrants
Subscription Date (i.e. 22 December 2017).

Upon the occurrence of any events of defaults or certain
events as mentioned in the Subscription Agreement,
the Warrants Holder may elect to require the Company
to redeem or repurchase all or a portion of its 2012
Warrants at a price equal to the Black Scholes Value in
respect of the relevant 2012 Warrants as mentioned in
the Subscription Agreement.
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
Warrants (continued)

On 7 February 2013, the Company had entered into
a supplemental instrument with the Subscriber to
amend certain major terms and conditions of the 2012
Warrants (the “Supplemental Warrants Instrument”). The
Supplemental Warrants Instrument had been approved by
the Subscriber as the sole holder of the 2012 Warrants
in accordance with the terms and conditions of the 2012
Warrants. In accordance with the Supplemental Warrants
Instrument, the Company and the Subscriber agreed
that any adjustments to the Subscription Price should
take effect if the adjustment is HK$0.01 or more. As
a result of the above, the Subscription Price had been
adjusted from HK$1.53 to HK$1.49 with effect from 12
October 2012 as a result of the distribution of the 2012
interim dividend of HK2.5 cents per ordinary share by the
Company.

According to the Disposal Agreement, the 2012 Warrants
were also transferred from the Subscriber to the
Transferees on 29 October 2014.

On 13 March 2015, the Company entered into a new
warrants subscription agreement (the “2015 Warrants
Subscription Agreement”) with two warrants subscribers
(the “2015 Warrants Subscribers”) in relation to the issue
of a total of 88,000,000 warrants (the “2015 Warrants”)
to the 2015 Warrants Subscribers at the issue price of
HK$0.07 per 2015 Warrant.

The 2015 Warrants entitle the 2015 Warrants Subscribers
to subscribe for 88,000,000 shares (the “New Shares”)
of initially HK$1.5 per New Share (subject to adjustments
in accordance with the terms of the 2015 Warrants) for a
period of eighteen months commencing from the date of
issue of the 2015 Warrants, i.e. 21 April 2015.

Upon full subscription of the 2012 Warrants and 2015
Warrants (collectively as the “Warrants”), a total of
151,691,570 new shares will be issued and the net
proceeds upon full subscription are approximately
HK$226,900,000 (i.e. RMB190,092,000).
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
Warrants (continued)

No warrants have been exercised during both years
ended 31 December 2014 and 2015.

The Warrants are classified as derivatives and are
accounted for as financial liabilities at FVTPL upon
initial recognition. The fair value of the Warrants are
remeasured at the end of each reporting period and any
gains or losses arising from changes in fair value are
recognised in the statement of profit or loss.

Stock Borrowing

At the same time of the Subscriber entering into the
Subscription Agreement, the Stock Lender, a substantial
shareholder of the Company, entered into a Stock
Borrowing Agreement with the Subscriber, pursuant
to which the Stock Lender lent 32,000,000 of the
Company’s ordinary shares to the Subscriber on the
Issuance Date with no interest, consideration and
collateral. The legal title of the shares will be returned to
the Stock Lender on the second business day following
the later of i) the date on which the principal and interest
of the 2012 Convertible Notes have been redeemed and
paid in full by the Company or ii) the date on which all
2012 Warrants have been exercised or expired.

The stock borrowing arrangement (the “Stock Borrowing
Arrangement”) is considered as a deemed capital
contribution to the Company from a shareholder and
accounted for as an equity component. Upon initial
recognition, the value of such contribution from the
substantial shareholder is accounted for as a deemed
contribution in the shareholder’s equity. The carrying
amount of such contribution from the substantial
shareholder is not remeasured in subsequent years.
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
Stock Borrowing (continued)

Since 27 July 2012, the shares of the Company
are no longer within the definition of “Designated
Security” under the Rules of the Stock Exchange. At
the request of the Subscriber, on 10 September 2012,
the Stock Lender and the Subscriber entered into an
amendment agreement (the “Amendment Agreement”)
to amend the Stock Borrowing Agreement. Pursuant
to the Amendment Agreement, the terms in the Stock
Borrowing Agreement has been modified to a share
transfer agreement (the “Share Transfer Agreement”),
pursuant to which 32,000,000 of the Company’s ordinary
shares were sold by the Stock Lender to the Subscriber at
HK$32,320,000 (the “Consideration”). The Stock Lender
is no longer entitled to the redelivery of the respective
shares or their equivalent under the Share Transfer
Agreement.

On 10 September 2012, the Stock Lender and the
Subscriber entered into a letter agreement (the “Call
and Put Option Confirmation”) pursuant to which the
Subscriber had granted to the Stock Lender the right to
purchase 32,000,000 of the Company’s ordinary shares
at a strike price of HK$1.01 (the “Call Option”) and
the Stock Lender has granted the Subscriber the right
to require the Stock Lender to purchase 32,000,000 of
the Company’s ordinary shares at the same strike price
(the “Put Option”). The Stock Lender may exercise the
Call Option at any time and from time to time during
the period between (i) the later of (a) the date on which
the principal and interest of the 2012 Convertible Notes
and all other sums outstanding and payable by the
Company under the Amendment Agreement have been
redeemed and/or paid in full by the Company; and (b)
the date on which all 2012 Warrants have been exercised
or expired (the “Expiration Date”) and (ii) 60 days after
the Expiration Date (both dates inclusive), unless any of
the events as stipulated under the Call and Put Option
Confirmation occur earlier than the Expiration Date,
which will then entitle the Stock Lender to exercise the
Call Option earlier. The Subscriber may exercise the Put
Option at any time and from time to time between the
date on which the Amendment Agreement became
effective and 60 days after the Expiration Date (both
dates inclusive).
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25. CONVERTIBLE NOTES AND WARRANTS

(continued)
Stock Borrowing (continued)

Pursuant to the Call and Put Option Confirmation, the
Stock Lender shall pay the aggregate strike price payable
upon exercise of the Put Option in full to the Subscriber
as credit support for its obligations in relation to the Put
Option, which has been satisfied by offsetting against
the Subscriber’s obligation to pay the Consideration of
HK$32,320,000 to the Stock Lender.

As details set out in the Company’s announcement
dated 19 December 2014, 32,000,000 of the Company’s
ordinary shares had been transferred by the Subscriber to
the Stock Lender and the transaction set out in the Call
and Put Option Confirmation was terminated.

Valuation of the 2012 Convertible Notes, the 2012
Warrants and the Stock Borrowing Arrangement

At the Issuance Date, the consideration received totaling
HK$176,000,000 (equivalent to RMB143,470,000) was
allocated by the directors of the Company to the 2012
Convertible Notes, the 2012 Warrants and a deemed
contribution from a substantial shareholder under the
Stock Borrowing Arrangement, with reference to the
valuations performed by BMI as follows:

mEMBRRWE

—E-AFTA=+—HUIFE

25. AR RERERRER (4)

EmR(%&)
BIERBERDOHEERE  BRA
ARBEITER G B EE B R0,
HENEERRBAINENAOLRIT
FEIEAEEXHR MZEACER
R ARER AR E32,320,000
BT E (LRSS -

BERAATIHHA-_ZT—MNE+A
T B2 AMmETEEEE © 32,000,000
%ﬁ@ﬁ”\%amb%AL%%F
BA RENZOHERREZER
SRR

—E-CHFUARRE - —F—=
FRBRERRERZHENGE
nETHEH BRAREAS K
176,000,000/ 7t( & M A R ¥
143,470,0007T) EEZK AIESE2EM
BfiEz B PEE_T— 47
TKHXZKTJ% :g_—guuHXT’EE 1
BREZHEBEBTHREETERIETE W@
I

RMB’000
ARET T
Financial liabilities at FVTPL: BEAFEFABEGHE/MEE
2012 Convertible Notes _3— — Frl =g 122,204
2012 Warrants B FRREFE 9,083
Deemed contribution from a substantial BERLZHIE THREETERRETE
shareholder under the Stock Borrowing
Arrangement 12,183
Consideration received EUWRE 143,470

meny —2-afsEg |/
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25. CONVERTIBLE NOTES AND WARRANTS
(continued)
Valuation of the Convertible Notes and the
Warrants

The movements of the Convertible Notes and the
Warrants were as follows:

—hF+-A=+—HIFE

25. ARREERBRER (#)
TRREERBREREE

AR RIE N RREE ST

2012 2015
Convertible Convertible 2012 2015
Notes Notes Warrants Warrants Total
—E--F —E-RF —B--—f Z—E-IF
TRAREE TRAREE AREE IRER aH
RMB'000 RMB'000 RMB'000 RMB'000 RMB’000
ARETT ARETT ARETT ARETT ARETR
Fair value at 1 January 2014 —mE—H—H
Eﬁ W 79,946 - 3,019 - 82,965
Repayment during the year FRNER (29,724) = = = (29,724)
Fair value loss charged to profit orE A BRI ) AT
loss during the year EEE 2,901 = 1,118 = 4,019
Fair value at 31 December 2014 R=Z—%E+= A
=t+—-BHLTFE 53,123 - 4,137 - 57,260
Issued during the year FRET - 91,717 - 4,880 96,597
Converted during the year FREEH (54,001) - - - (54,001)
Fair value loss charged to profit orE R BRI ) AT
loss during the year EEE 878 - 7,009 5,564 13,451
Fair value at 31 December 2015 R=ZT—RHE+—-fA
=+—-BHAFE = 91,717 11,146 10,444 113,307
Represented by: HUTEERR !
Current portion mEE D - - 11,146 10,444 21,590
Non-current portion EREL D - 91,717 - - 91,717
- 91,717 11,146 10,444 113,307
As at 31 December 2015 and 2014, the fair values of RZEBE—RAFR_ZT—WFE+_A
the 2012 Convertible Notes and the 2012 and 2015 _"f‘ =] *T—*E—Hﬁ’ﬂxT?}%M
Warrants were based on the valuations performed by R_ZT——_FR= T FRRET

Asset Appraisal Limited. The fair value of the 2015
Convertible Notes was based on the valuation performed
by Ascent Partners. Both valuers are independent firms of
professionally qualified valuers and calculated using the
binomial model and the inputs into the model were as
follows:
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25. CONVERTIBLE NOTES AND WARRANTS
(continued)

25. AR RERERRER (4)

TRREBERARERMLEE)

Valuation of the Convertible Notes and the

Warrants (continued)

2015 2014
—2-HF T @OF
2012 Convertible Notes —ZFAUBRRERE
Stock price (HK$) IRE(ETT) N/ATRiE A 0.56
Principal amount (HK$’'000) RefE(FHET) N/ATiE A 64,000
Coupon rate (%) EHF R (%) N/ATRE A 7.00
Conversion price (HK$) BRECET) N/ATE B 1.27
Volatility (%) /Ezmaa %) N/ATRiE 83.60
Risk-free rate (% per annum) A= (% @ F5) N/AT & 0.06
Expected life (years) i@iﬁﬁiﬁﬂ(i) N/ATiE A 0.47
Expected dividend yield (%) TE HARR B a2 (%) N/ATE A 0
2015 Convertible Notes —E-RFUBRREE
Stock price (HK$) RECGETT) 0.77 N/AZ 35 F
Principal amount (HK$'000) r&gw(FAET) 110,880 N/AT i F3
Coupon rate (%) ZETE (%) 0 N/ATR 3 B
Conversion price (HK$) RE(E (B TT) 0.84 N/AT i
Volatility (%) /Bzma(%) 74.08 N/AZ 38 F
Risk-free rate (% per annum) SRR (%  F5F) 0.74 N/AT i F
Expected life (years) ?EJHHEE?@(E) 3.00 N/AZ 35 F
Expected dividend yield (%) TE R B R EE (%) 0 N/AT i
2012 Warrants TE-CERREE
Stock price (HK$) IRE(BIT) 0.78 0.56
Exercise price (HK$) TEBE(EIT) 1.49 1.49
Volatility (%) B8 (%) 82.61 59.31
Risk-free rate (% per annum) ERRFR(% » FF) 0.36 0.98
Expected life (years) %EHHEB‘%(@ 1.98 2.98
Expected dividend yield (%) A EAAR B 2 2 (%) 0 0
2015 Warrants TE-LERRER
Stock price (HK$) RECET) 0.78 N/ATT i@
Exercise price (HK$) TEECETT) 1.50 N/A 7
Volatility (%) RIE(%) 105.99 N/AZ i A
Risk-free rate (% per annum) ERBRFIE(%  FF) 0.11 N/AT i
Expected life (years) TEEAEHA(5F) 0.81 N/AT 35 F
Expected dividend yield (%) TE R B R (%) 0 N/AT i
Bigke —ZT—HFFER
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26. PROVISION FOR CONTINGENT CONSIDERATION

In connection with the acquisition of the Technology
Know-how as explained in note 17, provision for
contingent consideration represented the acquisition-
date fair value of contingent consideration of i) a
maximum of approximately RMB1,289,409,836 in
cash (“Cash Consideration”); and ii) the contingent
convertible notes (“Contingent CNs”) with principal
amount of HK$73,920,000 (equivalent to approximately
RMB60,590,164), which will be issued by the Company
after fulfilment of certain conditions specified in the
acquisition agreement signed on 14 October 2015
("Acquisition Agreement”), as part of the consideration
for the acquisition of the Technology Know-how.

The provision for contingent consideration is classified
as a financial liability as it is resulted from a contract
that will or may be settled in the Company’s own equity
instruments and is a derivative that will or may be settled
other than by the exchange of a fixed amount of cash
or another financial asset for a fixed number of the
entity’s own equity instruments. The amount will then be
measured at fair value and any changes in fair value will
be recognised in the statement of profit or loss.

On the Completion Date, the provision for contingent
consideration was appraised in accordance with the
valuation report issued by Ascent Partners.

The settlement of Cash Consideration and the
Contingent CNs is subject to the following conditions:
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26. AR ERE

BLOT SR 7R 1t A B8 U B B i A0 B
TORAREREE MRERZIHA
R#1,289,409,836 T([FHERE])
X )N 4 %873,920,0007% 7T (AR E R
4 A R #60,590,1647T ) 2 3K 44 A] #2
BREE(TSHAATRRER ) 2 AR
BERKERB 2 ATE &SRRk
ERBR _E—AF+A+HBEEE]
ZWiEE (| WERZDEENET
IR ZEREBRAQRIEIT EAKE
BTz BoRE -

IARERBROBREREE R

ARHERE BB AARRE RS
ZEATRABEZEH Y R—AE
FAINEEEENREA S —SBE
EREZERAGEEHE ZBAT
AUSNTAGERE ZITET R AR%
SEHRAFEFE MEANAFE
HE R BR R AR

REK B AR EBEHIRBI T
HRZ EEHRE AR -

BeRERIARTRRERZEER
AT IR ZERR - T RIEE ¢
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26. PROVISION FOR CONTINGENT CONSIDERATION

(continued)

“Second Instalment Conditions” refer to (a) the
registration of the transfer of the PRC Patents and
the US Patent having been completed in the State
Intellectual Property Office of the PRC and the United
States Patent and Trademark Office respectively, such that
the Company having become the applicant of the PRC
Patents (or if the PRC Patents are granted, the Company
having become the PRC Patents owner) under the record
of the State Intellectual Property Office of the PRC, and
the Company having become the US Patent owner under
the record of the United States Patent and Trademark
Office; and (b) the training provided by Bluestone
to the technicians of the Group and its contracted
parties having been completed, such that the Group
and its contracted parties having been able to produce
graphene-based EVA foam material and graphene
deodorizing and sterilizing chips based on the Technology
Know-how independently, and the graphene-based EVA
foam material and graphene deodorizing and sterilizing
chips produced having been certified by an independent
technical organisation at provincial level or above to
meet the inspection standard as stipulated under the
Acquisition Agreement.

Upon fulfilment of the Second Instalment Conditions, the
second instalment in the amount of RMB450,000,000
shall be payable by the Company, of which (a)
RMB389,409,836 shall be paid in cash within 6 months
after fulfilment of the Second Instalment Conditions;
and (b) RMB60,590,164 shall be satisfied by issuing
the convertible notes with principal amount of
HK$73,920,000 to Bluestone or its nominee(s) within
15 business days after the fulfilment of the Second
Instalment Conditions.

26. AN ERE (&)

[ ZHIRF 5@ B EF R XEE
NMOEZREZD NP EBERANBE
REEEEENERBERTRER
At A QRS R B ERABERER
P AR AT EFENEEBEG AL
PEZEMNDER L B AR R K AT
BEMNOEAAN) RERXBEEF K
BIE R REET KRB ENNER
AN RbOEARRNEEREALNTH
it ABREMNFIE TR MR
KB RE AR T7 8L HIB L B R AA
B EARBEVAZHAM K AIA R
BRERRECH BEMEENAER
EVAZ A KA A 2GR ERE S
EEFSERIA LB RMBERE
EHRMRRE e KRB HEREN
RURZE

REZHEHERE  FEHEeBEA
R #450,000,0007C 78 B AN A &) X
£~ & f(a) A R #389,409,8367T /A
B HE Mt ERZ6E A RNAIR S
S RK(b) A R#60,590,1647T B8R
FHRMERBISESERNE R
MEGRERBABTRAEES
73,920,000% JT # A #2 I = 1% M 2
fe

meny —2-afsq |)
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26. PROVISION FOR CONTINGENT CONSIDERATION

(continued)

Bluestone should procure the Second Instalment
Conditions to be fulfilled within 6 months after the
Completion Date.

“Third Instalment Conditions” refer to (a) the
accumulated turnover of a special purpose vehicle
("SPV") to be established by the Group for the sales
of graphene-based EVA foam material, graphene
deodorizing and sterilizing chips and graphene-based
wearable devices manufactured using the Technology
Know-how and/or any other companies (other than
companies of the Group) authorised to use the
Technology Know-how having reached RMB40,000,000;
and (b) the sales volume of graphene-based EVA foam
material having reached 20,000 cubic meters, each within
9 months after the Completion Date (or such later date
as the Company may agree).

Upon fulfilment of the Second Instalment Conditions and
the Third Instalment Conditions, the third instalment in
the amount of RMB270,000,000 shall be payable by the
Company in cash to Bluestone or its nominee(s) within 15
business days after the fulfilment of the Third Instalment
Conditions.

Bluestone should procure the Third Instalment Conditions
to be fulfilled within 9 months after the Completion Date
(or such later date as the Company may agree). In the
event that (i) the Second Instalment Conditions cannot
be fulfilled within 6 months after the Completion Date
(or such later date as the Company may agree), or (ii) the
Third Instalment Conditions cannot be fulfilled within 9
months after the Completion Date (or such later date as
the Company may agree), the Company is not obligated
to pay the third instalment of the consideration of
RMB270,000,000.
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26. AN ERE (&)
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26. PROVISION FOR CONTINGENT CONSIDERATION

(continued)

Pursuant to the Acquisition Agreement, upon fulfilment
of the Second Instalment Conditions and the Third
Instalment Conditions, Bluestone is entitled to share
35% of the earnings before interest, taxes, depreciation
and amortisation (“EBITDA"”) of the SPV for the
6-month period ended 30 June or 31 December of
each year (“Interim Financial Period”) during which the
Second Instalment Conditions and the Third Instalment
Conditions are fulfilled and each subsequent Interim
Financial Period (until the end of the sixth financial year
ending 31 December from the Completion Date), subject
to a maximum sharing amount of RMB630,000,000 (the
“EBITDA Sharing Mechanism”).

For the avoidance of doubt, the financial year in which
the Completion Date ending on would be considered
as the first financial year for the purpose of the EBITDA
Sharing Mechanism. During the period under the EBITDA
Sharing Mechanism, for each Interim Financial Period, the
Company should appoint an independent auditor to issue
a certificate for the EBITDA of the SPV during the relevant
Interim Financial Period within 4 months from the end
of such Interim Financial Period, and the sharing amount
shall be paid by the Company in cash to Bluestone or its
nominee(s) within 15 business days after the issuance
of such certificate. Any license fees for the Technology
Know-how payable by the SPV to the Group will be
disregarded in the calculation of the EBITDA.

If the accumulated EBITDA of the SPV during the period
under the EBITDA Sharing Mechanism is less than
RMB1,800,000,000 (for the purpose, if the SPV records a
loss in any Interim Financial Period, the EBITDA of the SPV
of that Interim Financial Period would be regarded as zero
in calculating the accumulated EBITDA), the total sharing
amount under the EBITDA Sharing Mechanism will be less
than RMB630,000,000 and the Company is not obligated
to pay the shortfall between RMB630,000,000 and 35%
of the actual accumulated EBITDA of the SPV during the
period under the EBITDA Sharing Mechanism.

26. AN ERE (&)

BEKRERZ RE_BHEKERE=
HG R 18 - E B BREDIHSPVIR S
—HEH R E =B EKNEE S
A=+Bsk+=-_A=+—HIE~EA
HAR ([ A BRE A HARS |) R Utk 18 B (& R
HAB A B (A = 52k B A #E B 75 (@
HE+T - A=1t—HIMHBFE=LE
BIEDBRFAE HEBE -TEREBEHEIAR
F(TEBITDAL)HI35% @ ERE DK S
%8 A A K #630,000,0007T ([EBITDA
DR L) -

AR 5L S TLEBITDAD F# I M 5
T BB REESKRIEAE
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M EREFP B EHEEmS  AQ
RIER T — BB AZ AN 8 5
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X & %8 #% 18 N A K 630,000,000
T ARRINTMEBAINFAREK
630,000,0007T EASPVRZEBITDA D A,
b T HARI B E R RETEBITDAZ35%
Z IR Z=5E ©

migrsy —2-neEs |23



124

Notes to the Consolidated Financial Statements

REMBRRWE

For the year ended 31 December 2015 #EZE —=F

26. PROVISION FOR CONTINGENT CONSIDERATION

—hF+-A=+—HIFE

. AR ERE (@)

(continued)
The movements of the provision for contingent SOARBEE 2 S8 T -
consideration were as follows:
RMB’000
AR®ET
As at 1 January 2015 R-_ZE—RF—HA—H -
Acquired on acquisition of E’\‘Hﬁ(ﬁﬁﬁiﬁﬁﬂﬁiﬁ-ﬂ%
the Technology Know-how 1,029,203
As at 31 December 2015 N-E—RFE+=-_B=1+—H 1,029,203
Current portion included in deposits received, FFAB MRS « bR FRIE I
other payables and accruals (note 23) SERZRBHD (FiF23) (606,918)
Non-current portion JEmENE A 422,285

The fair value of the provision for contingent
consideration is calculated using the binomial model. The
inputs into the model were as follows:

SRR EBREO R FERA ZBERN
AtE BB ABERIT

Stock price (HK$) ARECETT) 0.77
Coupon rate (%) ZEMNE(%) 0
Conversion price (HK$) RS (E (/%TE) 0.84
Expected dividend yield (%) TEAIRR B E (%) 0
Expected volatility (%) (note a) YEHR 8 (% )(Hfita) 70.14
Expected life (years) (note b) TEEASE BA (4 )(Hatb) 3.54
Risk free rate (% per annum) (note c) B E)(KfaEc) 0.83
Discount rate BLIR & 18.78%

(a)

(b)

(@)

The

Expected volatility was determined by calculating
the historical volatility of the Company’s share price.

Expected life was the expected remaining life of the
Contingent CNs.

The risk free rate is determined by reference to the
yield of the Hong Kong Generic Bond.

directors of the Company conducted a fair value

assessment of the provision for contingent consideration
as at 31 December 2015, with reference to a valuation
conducted by Ascent Partners, no material changes in fair
value was noted between the Completion Date and as at
31 December 2015.
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27. DEFERRED TAX LIABILITY 27. BELERIEAE
The amount represents Group’s withholding taxes to ZEREEAEER KPP EMNEAR]
the dividend payable by a PRC subsidiary amounted FEAREREN RZE—AFK
RMB62,075,000 as at 31 December 2015 and 2014. —E--NME+_A=t—HAARE

62,075,0007T °

28. SHARE CAPITAL 28. IR
The details of the authorised and issued share capital of ARREAERBETRA ZF BN
the Company are as follows: T
2015 2014
—E—FEF —E—F
RMB’000 RMB’000
ARET T ARETIT
Authorised: JERE
5,000,000,000 ordinary shares of 5,000,000,0000% &A% &
US$0.01 each 0.01ZE TR E B 342,400 342,400
Issued and fully paid: BEEITRARC :
1,067,579,608 (2014: 1,013,720,833) 1,067,579,608/% ( ==
ordinary shares of US$0.01 each —PO4 : 1,013,720,833
1%) AR E{E0.013E LAY
R 70,555 67,258

miery —2-ness |25
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28. SHARE CAPITAL (continued)
Ordinary shares

28. RA (&)

HBER

Number of
ordinary Nominal value Nominal value
shares of ordinary of ordinary
US$0.01 each shares shares

&R E{50.01

ETNEBR
#H HEREE EBEREE
US$'000 RMB'000

TET ARETE

Authorised: EE
R-ZE—FE—f—

At 1 January 2014, 31
December 2014, 1 January
2015 and 31 December

+=—A=+—8"

2015 —E-—RF—A—
AR=ZZF—hHF
+=—H=+—H 5,000,000,000 50,000 342,400
Issued: 2817
At 1 January 2014, 31 R-_ZE—MF—H—
December 2014 and 1 B —Z—N4F
January 2015 +TZA=1+—8k
—ET-hE—HA—
H 1,013,720,833 10,137 67,258
Conversion of 2012 it - — —Faik
Convertible Notes (note 25) IR E IR (K1 7F25) 53,858,775 539 3,297
At 31 December 2015 R_ZE—h%F
+=-—A=+—H 1,067,579,608 10,676 70,555
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29. SHARE OPTION SCHEME

On 8 January 2011, the Company operates a share
option scheme (the “Scheme”) for the purpose of
providing incentives and rewards to eligible participants
who contribute to the success of the Group's operations.
Eligible participants of the Scheme include, among
others, the Company’s directors, including independent
non-executive directors, employees, suppliers of goods
or services, customers, consultants of the Group, the
Company’s shareholders, and any non-controlling
shareholder in the Company’s subsidiaries. The Scheme
became effective on 28 January 2011 and, unless
otherwise cancelled or amended, will remain in force for
10 years from that date.

The maximum number of shares which may be issued
upon exercise of all options to be granted under the
Scheme and any other schemes of the Group shall not in
aggregate exceed 10% of the shares of the Company in
issue at the Listing Date. The maximum number of shares
issuable under share options to each eligible participant
in the Scheme within any 12-month period is limited to
1% of the shares of the Company in issue at any time.
Any further grant of share options in excess of this limit is
subject to shareholders’ approval in a general meeting.

Share options granted to a director, chief executive or
substantial shareholder of the Company, or to any of
their respective associates, are subject to approval in
advance by the independent non-executive directors.
In addition, any share options granted to a substantial
shareholder or an independent non-executive director of
the Company, or to any of their associates, in excess of
0.1% of the shares of the Company in issue and with
an aggregate value (based on the closing price of the
Company'’s shares at the date of grant) in excess of HK$5
million, in the 12-month period up to and including the
date of grant, are subject to shareholders’ approval in
advance in a general meeting.

An offer of the grant of share options may be accepted
within 28 days from the date of offer, upon payment of
a nominal consideration of HK$1 in total by the grantee.
The exercise period of the share options granted is
determinable by the directors, and which shall not exceed
10 years after the date on which the share options are
granted and accepted. The exercise of any option may
be subject to a vesting schedule to be determined by the
Board.

29. BB RESTE

R-ZT——F—A/\B AR REF
—RERERE([ A8 ]) 5§ &R
RAREXRGZRNELERZEE
RS EER MR MR - LAt EA
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7 BRI HAZ B R T FAREA
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BRER2HEZBREN TREITZ
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BYARBIES FETHRABRE
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ERBUIERNTES SR E I
Sho AR BHEIES 1+ =@ A HE
W W FARREERES BT IE
MITEE NS EMBE AL 2 M
fE R a AN A R 2 B EITAR(70.1%
FRBEREBEEZRBEREBAHIET =
EABEARERO KT EE 2R
{EB 385,000,000/ 7T » BB RR R A
RRARE EEEHhE-

RHBERgE s 2O REL B MET
“ T NARABAERRAZNEERE
BT T IR - PRI BRI 2 17
FEHOHESFETE TNMEHRBRERE
B R A B R 10F - EMER
BZITEAEIRREZTSETE 5
BH] -
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For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE
29. SHARE OPTION SCHEME (continued) 29. BBRREESTE (&)

The exercise price of share options is determinable
by the directors of the Company, but may not be less
than the higher of (i) the Stock Exchange closing price
of the Company’s shares on the date of offer of the
share options; (ii) the average Stock Exchange closing
price of the Company’s shares for the five trading days
immediately preceding the date of offer and (iii) the
nominal value of the Company’s shares.

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

The following share options were outstanding under the
Scheme during the year:

BEREZTEERARRESEE
HEABERAT28ZE : (VA RQF
B fn R RE X 2 40 B BRFE B XX P 2 I
m{E : (AR RRMNEZRZL A
RIAER 5 A EB R T2 FHWmE
Ke(ii) AR A RIAAD BV EIE ©

FEREY A TR A AMEUR B3R
BERAREREZHER

FNRBE S M ARITE A AR E LN
I

2015 2014
—F-EHF —T—lmF
Weighted Weighted

average Number of average Number of
exercise shares exercise shares
price options price options
hn#EF 13 BRE TS RER#E
TEE #E 118 A
At 1 January Rn—H—H 1.18 10,250,000 1.18 13,950,000
Granted during the year FARE 0.81 65,000,000 - -
Forfeited during the year AR 1.18 (6,000,000) - -

Cancelled during the year FREEH =

- 1.18 (3,700,000)

At 31 December R+—A=+—H 0.83

69,250,000 1.18 10,250,000

65,000,000 (2014: nil) share options were granted and
6,000,000 (2014 nil) share options were forfeited due to
cessation of employment of the participants during the
year ended 31 December 2015.

In addition, no (2014: 3,700,000) share options were
cancelled as the Group failed to meet the performance
target as set out in the Scheme during the year ended
31 December 2015. Details of the performance condition
have been set out in Company’s announcement dated 30
August 2011.
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SHARE OPTION SCHEME (continued)

The outstanding share options as at 31 December 2015
were vested to the grantees in the following manner:

- 4,250,000 of such share options were vested on
30 August 2012 with an exercise period from 30
August 2012 to 29 August 2016.

- 28,650,000 of such share options were vested on
10 December 2015 with an exercise period from 10
December 2015 to 9 December 2020.

— 21,400,000 of such share options will be vested on
10 December 2016 with an exercise period from 10
December 2016 to 9 December 2020.

- 5,750,000 of such share options will be vested on
10 December 2017 with an exercise period from 10
December 2017 to 9 December 2020.

- 4,600,000 of such share options will be vested on
10 December 2018 with an exercise period from 10
December 2018 to 9 December 2020.

- 4,600,000 of such share options will be vested on
10 December 2019 with an exercise period from 10
December 2019 to 9 December 2020.

The outstanding share options as at 31 December 2014
were vested to the grantees in the following manner:

- 10,250,000 of such share options were vested on
30 August 2012 with an exercise period from 30
August 2012 to 29 August 2016.

29.

mEMBRRWE

—E-AFTA=+—HUIFE

ERETE (&)
R_ZE—RF+_-_A=+—HH*KT
EERER T AEB TERA

-  ZEBEREM4,250,0000 ER
—E——_HFNA=THEE 17T
FHAE_ZT——FN\A=+HZE
—E—XFNA=-tAhB-

- ux—rﬁﬁﬂﬂiﬁﬁ’]% 650,000/ B

—hF+_FR+BHEB 17

ﬁ%ﬁ_? RE+ZA+RAZE
—E-FF+ANAB-

- ZEEERRHER21,400,00010 81
—E—RFt+-_AtB5EE 17
FHA-_ZT—XF+-_A+tHZE
—E-TFT-ANR-

-  ZEBER#EMS5,750,0001% 1 7
—E—+E+_A+RREE 1T
FHPAE—T—+tF+-_A+HZ
—E-FF+—HNH-

- ZSBEREN4L,600,00015 1557
—E-N\E+-A+EEE 1T
FHAE-_T—\F+_A+HZE
—E-FTF+—FNH-

- ZEHEREN4,600,00005 R

—hE+-_A+BRE 17

FHAE—TE-NF+=-A+HZE
—E-EF+-ANA-

R-ZE—NFE+ - =1+—H®EART
FEERHEE T Y A EE T ARA ¢

—  ZS5HE#ER10,250,00015 B R
—E——HFNA=1+HEE 17
FHPE—T——F N \A=1+HZ
—E—RFENHAZF+LH-
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29. SHARE OPTION SCHEME (continued) 29. BBIRESTEI(2Z)
The exercise prices and exercise periods of the share RE2MEBREARITEOBRENTITE
options outstanding as at the end of the reporting period BRITEHOT -

are as follows:

2015

—E-FF

Number of share Exercise price

options HKS$ per share Exercise period

BREHE TEESRER T

65,000,000 0.81 10 December 2015 to 9 December 2020

TR+ -_A+tHE-_ZT-_TFE+_-ANH

4,250,000 1.18 30 August 2012 to 29 August 2016
—E——F N NA=t+HEZE—AFNAZ=F+N1AH

2014

—E-IF

Number of share Exercise price

options HKS$ per share Exercise period

BRERR TEESRET T

10,250,000 1.18 30 August 2012 to 29 August 2016
—E——F N NA=tHEZZE—ARFNAZ=F+N1H

The fair value of the share options granted during the BE-T——H+-A=t+—HL#HF

year ended 31 December 2011 was HK$12,880,000 EERONBRERIAFER

(equivalent to RMB10,549,000) of which full share option 12,880,000 7T # & M A K &

expense had been recognised by the Group in prior years. 10,549,0007T) i 2 A B IR X

EHRAERNBEFEHESR -

The fair value of the share options granted during the BE-T-hF+-A=t—HL#HF

year ended 31 December 2015 was HK$24,872,000 EEREOBEBREAIAFTER

(equivalent to RMB20,837,000) of which the Group 24,872,000 T( H & X AR &

recognised a share option expense of RMB9,466,000 20,837,0007T ) HAP AEENEE—

during the year ended 31 December 2015. T-HAFT A=+ —HLFEER

B R Z ARE9,466,0007T °
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—E-AFTA=+—HUIFE

29. SHARE OPTION SCHEME (continued) 29. BBIRESTEI(Z)

The fair value of equity-settled share options granted BE_Z——FK-_FT—HF+_-A8
during the year ended 31 December 2011 and 2015 ST —BIEFEERENURESR
was estimated as at the date of grant, using a binomial HEREAFERAZEREARE L
model, taking into account the terms and conditions HEETHE UH R R EHZE
upon which the options were granted respectively. The BE IS RE IR A R & o TR B R{E A

following table lists the inputs to the model used: Z 8 R R EUE ¢
2015 2011
—E-HF —FT——%F
Dividend yield (%) 1% B2 2R (%) 0 1.80
Volatility (%) /Bifﬁaa(%) 65.20 47.42
Risk-free interest rate (%) g 71 2= (%) 0.99 0.79
Expected life of options (year) E%Hx%i‘ﬁﬁ,ﬁﬁi,ﬁﬂ(i) 5 S

Weighted average share price (HK$ per INFEFH A% E (B ETT)

share) 0.81 1.18

The expected life of the options is based on the historical
data and is not necessarily indicative of the exercise
patterns that may occur. The expected volatility reflects
the assumption that the historical volatility is indicative
of future trends, which may also not necessarily be the
actual outcome.

No other feature of the options granted was incorporated
into the measurement of fair value.

During the year ended 31 December 2014, 3,700,000 of
cancelled share options with fair value of approximately
RMB891,000 which previously recognised in share
options reserve had been transferred to retained profits.

During the year ended 31 December 2015, 6,000,000 of
forfeited share options with fair value of approximately
RMB1,657,000 which previously recognised in share
options reserve had been transferred to retained profits.

BREERFERDRIBESL BIRE
o ARBHKRABEHROTERA -
i‘éiﬁﬂ/&fﬂaa)}@““riﬁfﬂm—fﬁi%ﬁ}(
B BERLRERGER

FEANTERY&E KD EHHERRE
By E A AR o

HE-_Z-NMF+_A=+—HItF
€+ 3,700,00017 B s SEEE AR RE R A B8
BREREEZONLAOFTENDARE
891,000 C E BB (REE @ Fl

BE-_Z—RE+-_A=+—HIF
£ © 6,000,00019 B2 U B A% 7 R 1A B
BREREERZONLOFTENDARE
1,657,000 C B E S IRE & Al o

miery —2-afsg ]3]



132

Notes to the Consolidated Financial Statements

REMBRRWE

For the year ended 31 December 2015 B Z_—FT—AF+-_H=1+—HIFE

29.

30.

SHARE OPTION SCHEME (continued)

As at 31 December 2015, the Company had 69,250,000
(2014: 10,250,000) share options outstanding under
the Scheme, which represented approximately 6.5%
(2014: 1.0%) of the Company’s shares in issue as at
that date. The exercise in full of the outstanding share
options would, under the present capital structure
of the Company, result in the issue of 69,250,000
(2014: 10,250,000) additional ordinary shares of
the Company and additional share capital and share
premium of approximately HK$5,367,000 (equivalent
to RMB4,496,000) (2014: HK$800,0000 and equivalent
to RMB655,000) and approximately HK$52,298,000
(equivalent to RMB43,814,000) (2014: HK$11,295,000
equivalent to RMB9,250,000), before issue expenses.

RESERVES

The amounts of the Group’s reserves and movements
therein for the current and prior reporting periods are
presented in the consolidated statement of changes in
equity.

(i) Contributed surplus

On 17 January 2011, CITIC Capital, the Company
and its shareholders had entered into certain
conditional release and discharge agreements,
pursuant to which, the new exchangeable note
would be duly released and discharged, which had
taken place on the Listing Date, 28 January 2011,
and prior to the commencement of the trading
of the Company’s shares on the Stock Exchange.
Accordingly, the liability component of the new
exchangeable note of RMB57,768,000 on the
Listing Date was extinguished and transferred to the
contributed surplus in shareholders’ equity upon the
full conversion of the new exchangeable note.

Baofeng Modern Annual Report 2015

29.

30.

B RERTE (&)
R—E—RF+-A=+—H ' K~AQ7F]
75T &l 18 T % 569,250,000(0( = &
— PO 4E : 10,250,00017 ) i AR 171 B9 B8
BEAE AR AR Z A IR BT 4
6.5%(=F—MF : 1.0%)° IREAR
AR B AR BT E M AT
1 H BB AR A 7 S8 BB H1NEE 769,250,000
A (=Z—PO4F : 10,250,0000% ) A2 ]
VAR S REAMNE A K I (B (R0
B 22175 2 ) 9 Bl 495,367,0005%8 7T (8
BN AREA 496,0007T ( ZB—PU4F
800,000/ 7t * 2 & M A R #655,000
7T ) K #952,298,0007 7T (FHE R A R
43,814000T )( = T — M F:
11,295,000 7t* & N A R &
9,250,0007T ) °

C3]
BB A1 R (2 SRR - 2K K B 4
NETRER2IINGABHBDE -

(i) EHRLK
R=ZZE—F—HA++H " CTIC
Capital * A AR R ERRFI L&
TEGRUEBREBGHZE B
R EHmEE =T ——F—
AZ+N\ARARRE) D REER
IR BB Bl - ST MR E &
¥ EARBR R BRR - E I - B
HHRBMF MR ERE - R Em
HEF MR EEEETH> AR
157,768,000 B Hfl 5 I 82 43¢ ==
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30. RESERVES (continued)

()

(ii)

(iii)

Contributed surplus (continued)

Pursuant to the Stock Borrowing Agreement entered
into with the Subscriber on 21 June 2012, the
Stock Lender lent 32,000,000 ordinary shares of the
Company to the Subscriber. Upon initial recognition,
the value of such contribution amounting to
approximately RMB12,183,000 from the substantial
shareholder was accounted for as a deemed
contribution in the shareholder’s equity. The carrying
amount of such contribution from the substantial
shareholder is not remeasured in subsequent years.

On 17 December 2014, the Company was informed
by Best Mark that 32,000,000 Shares had been
transferred by the Subscriber to Best Mark and
the transaction set out in the Call and Put Option
Confirmation was terminated.

Statutory surplus fund

In accordance with the relevant regulations
applicable in the PRC, the Group’s subsidiary
established in the PRC is required to transfer a
certain percentage of its statutory annual profits
after tax (after offsetting any prior period’s losses), if
any, to the statutory surplus fund until the balance
of the fund reaches 50% of its registered capital.
Subject to certain restrictions as set out in the
relevant PRC regulations, the statutory surplus fund
may be used to offset against accumulated losses
of the PRC subsidiary. The amount of the transfer is
subject to the approval of the board of directors of
the PRC subsidiary.

Exchange fluctuation reserve

The exchange fluctuation reserve comprises all
foreign exchange differences arising from the
translation of the financial statements of operations
outside the PRC which are dealt with in accordance
with the accounting policy set out in note 3 to the
consolidated financial statements.

30. @#EE)

(i)

(ii)

(iii)

ERER(E)
BER-—Z——F<A=-+—H
EEREE AT M A IR R - 1B AR
ARREBABHARGEBR
32,000,0000% ° 72 & X HER 1%
ERTERFTENEBENAA
R #12,183,0007t * AR EZS
HTARYABEETE -BE@EE
BRFRELATERMERE%
FERTEHAE -

R-Z—NWE+=-A++8 KA
7] #EBest Mark45 &1+ 32,000,000
f& i 15 E B R 88 A 8 5 FBest
Mark * B8 MR h HiEER E
FERSE&IL-

EEBBRAERE
RIEFEEBERRD  N&HE
FER B SZ BB A RIZARDEE
FEBBRR DM (ERHTMB
EHEEBERE)(MBE)NETED
HEBREEFRHBAES BE
NEEHEBHEINEEIMER
50% 1k o SRE BB ATEE A A
{EH SH o B B B X B B R EH S
B ERBTHEETEARNSE
THRR -FTEBNSREALTE
MEBARNESSHAE -

BE 5K B ik 1

[E SR B R EEERE P BEIN
BBV IR PTE LN —YISNE
Z8 DREEAMBERRME
SFTEERTBR ARREE I ©
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31.

32.

OPERATING LEASE ARRANGEMENTS 31. MEHNRZH
The Group leases a production plant and office premises AREERBELEHNLTHHEE LEMR
under operating lease arrangements. Leases for these BERBAE -ZEVMHENEBLHE
properties are negotiated for terms of two to four and EAMERMEL -
half years.
At the end of the reporting period, the Group had total MREFREAR  NEBBIE T A BUEEK
future minimum lease payments under non-cancellable EHRAN T B ERmA AR R FIETE
operating leases falling due as follows: S FABRENT
2015 2014
—B-HF —T—MmF
RMB’000 RMB'000
ARBTT ARBTT
Within one year —F R 406 3,936
In the second to fifth years, inclusive F_EZNF(BEEEMF) 617 523
1,023 4,459
COMMITMENTS 32. &g
In addition to the operating lease commitments BR | STHEE3 1 P Al B0 A4S & FH K0 R I
detailed in note 31 above, the Group had the following N REBRZREAR A LA T EE :
commitments at the end of the reporting period:
2015 2014
—B-HF —T—MmF
RMB’000 RMB'000
ARBTT ARBTTT
Contracted for capital commitment in BB R TIRERNET4
respect of investment in a subsidiary B IR A 128,171 128,171
Contracted for commitments in respect of: 4 I8 B AIE] 4044 :
— advertising and consultancy services — B & MBS 37 159
— research and development contract —REEH 410 -
— property, plant and equipment I E RS 281 515
— product licences —EmiraE - 800
728 1,474
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RELATED PARTY TRANSACTIONS

Compensation of key management personnel of the
Group is as follows:

33. BEAXXRS

AEETF2EREABNMET

2015 2014

—EB-HF —T@0OF

RMB’000 RMB’000

AR¥T T AREETIT

Fees we _ _

Other emoluments: Hi S -

Salaries, allowances and benefits in kind #% - 2B REYFZE 2,231 1,575
Contributions to retirement benefits RIREFIFT B IR

schemes 33 23

2,264 1,598

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 shareholders 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 net debt,
which includes the borrowings (note 24), convertible
notes and warrants (note 25), and provision for
contingent consideration (note 26); net of cash and cash
equivalents and equity attributable to owners of the
Company, comprising issued share capital, reserves and
retained profits.

The directors of the Company review the capital structure
on a semi-annual basis. As part of this review, the
directors of the Company consider the cost of capital
and the risks associates with each class of capital. Based
on recommendations of the directors of the Company,
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.

34. EXEREE

AEBEBEEA 5 EHBELE
BEBATE  ERAEENEET
SEEE  TARRFERAE R
7 S B ) B R SRS B SR AR TR o

AEENEARBEEGEFHEE
EIEE (M E24) AJRRERE RBR
1E (M aE25) Rk MR BB A (K T
26)(HMGRE MRS EEY)) AR
A ARG ER (B ETRA
s RIRB A ) -

ARBEEBLFRST —RENE
B ERBREN—MD ARAER
EREARAR B REREBEE
- REBEARBESZTNER A5H
BB BITH AR B E AR
AR EITHERE IR B EH AT
MEERBEANEE-

miry —2-asss |35
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35. FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of
financial instruments as at 31 December 2015 and 2014

35.

RERESHEMT A
R-ZF-—HAFRZF-—HNF+ZA
=t BNZEERITAKREEN

are as follows: T
Financial assets EMEE
2015 2014
—E-FRE —ET—F
RMB’000 RMB’000
AR¥T ARETIT
Loans and receivables: ER R EWIR
Trade and bills receivables FE U 5 BR 7R B U 2R 39,034 41,533
Deposits and other receivables R & E M e IE
(note 20) (Kiz£20) 2,290 2,258
Pledged deposits BEERTR 2,723 5,696
Cash and bank balances e RIRTTHER 789,836 1,148,881
833,883 1,198,368
Financial liabilities A =L
2015 2014
—2-1F —T-MmEF
Financial Financial
Financial liabilities at Financial liabilities at
liabilities amortised liabilities at  amortised
at FVTPL cost Total FVTPL cost Total
ROYE DL 85 N PAESH
FABRE BAHE FABRE  KARHE
MNEeMEBE NERAR “aE MepBE NERAE ek
RMB000 RMB'000 RMB'000 RMB'000  RMB'000  RMB'000
ARBTT ARBTR AR¥TR AR®TE ARETT ARETR
Non-derivative financial FTEERAE:
liabilities:
Trade and bills payables B ZERRER
B3 - 38,679 38,679 - 48,297 48,297
Other payables HitERFB
(note 23) (HiaF23) - 16,815 16,815 - 22,112 22,112
Accruals (note 23) st B (Hzt23) - 5,808 5,808 - 7,954 7,954
Interest-bearing bank ARBTEE
borrowings - 129,570 129,570 - 121,884 121,884
Convertible notes ARREE 91,717 - 91,717 53,123 - 53,123
Provision for contingent AN EBRE
consideration (note 26) (fi:£26) 1,029,203 - 1,029,203 - - -
1,120,920 190,872 1,311,792 53,123 200,247 253,370
Derivative financial liabilities: T4 4 BARE :
Warrants AR ERE 21,590 = 21,590 4,137 - 4,137
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36. FAIR VALUE MEASUREMENTS OF 36. TR T AN AFEE
FINANCIAL INSTRUMENTS
Fair value of the Group’s financial assets and AEBRELEMEERANTES
financial liabilities that are measured at fair value ENTREERSREBENATE
on a recurring basis
Some of the Group’s financial assets and financial REZWER  AKENETEHE
liabilities are measured at fair value at the end of each ErcmBERATEFE - TRE
reporting period. The following table gives information NzEemEEERBBEATEE
about how the fair values of these financial assets and EAXNLERFANGBELS ERE
financial liabilities are determined (in particular, the ANEBE)HHBER -

valuation technique(s) and inputs used).

Fair value as at Fair value Valuation technique(s)

Financial liabilities 31 December 2015 hierarchy and key input(s)
R=-Z—EF

+=—HBA=+—H HEFEREE

SEEE B A EE AEEER WA E

Convertible notes Liabilities, RMB91,717,000 Level 2 Binominal Model

The key inputs are set out in note 25

AR R iR BE- FMH —IEAER

AR#91,717,0007T T E2| ABEHNM 25

Warrants Liabilities, RMB21,590,000 Level 2 Binominal Model

The key inputs are set out in note 25

R IEE BE- E M —IEAER

AR #21,590,0007T T E2| ABEHNM 25

Provision for Liabilities, Level 3 Binominal Model

Contingent RMB1,029,203,000 The key inputs are set out in note 26

Consideration
IAREBERB aBfE: E=4 ZIEAER
AR %1,029,203,0007T T2 ABEHNMTE26

gy —2-ness |37/
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36. FAIR VALUE MEASUREMENTS OF

FINANCIAL INSTRUMENTS (continued)

There were no transfers between all levels for the years
ended 31 December 2015 and 2014.

The directors consider that the carrying amounts of
financial assets and financial liabilities recognised in the
consolidated financial statements approximate their fair

values.

Fair value hierarchy
As at 31 December 2015

36.

ERMIENQATFEFEE)

HE-_ZT—AFE_ZT—NF+=A
=t—HIEFE SR B EE o

EZRA REAMBHRREZNE
MEEMSRABENREERELAF
(ERIEE=R

2015 Convertible Notes

Warrants

Provision for contingent
consideration

As at 31 December 2014

2012 Convertible Notes
Warrants

DR EER
R-—=2-EF+-A=t+—AH
Level 1 Level 2 Level 3 Total
F—% E-H/ E= i
RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARE®TRT ARETT AR®TR
—E—RFIBREE - 91,717 = 91,717
R TEE = 21,590 = 21,590
AR EREE
= - 1,029,203 1,029,203
RZF—MFE+=-A=1+—A
Level 1 Level 2 Level 3 Total
E—H =Pt 113 E= FEEE)
RMB’000  RMB’000  RMB‘000  RMB'000
ARBTIT ARETIT ARETT ARETIT
TR EE = 53,123 = 53,123
R EE = 4,137 = 4,137

Reconciliation of Level 3 fair value measurements
of provision for contingent consideration

FARERENE=ROFETE
Y% BR

RMB’000
AR T
As at 31 December 2014 and 1 January 2015 RZE—MNF+—A=+—8kK
—T-H%—HA—H -
Recognition of provision for contingent R AR B EE
consideration 1,029,203
As at 31 December 2015 (note 26) R-E—RAF+-_A=1+—H
(Btat26) 1,029,203
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37. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES

The Group’s major financial instruments, include trade
and bills receivables, deposits and other receivables,
pledged deposits, cash and bank balances, trade and
bills payables, other payables and accruals, interest-
bearing bank borrowings, convertible notes, warrants,
and provision for contingent consideration. Details of the
financial instruments are disclosed in respective notes.

The main risks arising from the Group’s financial
instruments are foreign currency risk, credit risk, interest
rate risk, liquidity risk and commodity price 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.

Foreign currency risk

The Group has transactional currency exposures. Such
exposures arise from sales transactions and financing
denominated in US dollars (“US$”) and Hong Kong
dollars (“HK$"). As the HK$ is virtually pegged to
the US$, the Group does not expect any significant
movements in the US$/HK$ exchange rates and
accordingly.

The following table demonstrates the sensitivity at the
end of the reporting period to a reasonably possible
change in the US$ exchange rate, with all other variables
held constant, of the Group’s loss before tax.

7. ¥BEREEBEREE

AEENFEeRTABERKES
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NEZEALENRE  HMEMAR
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AEESRTANTIERARBREING
Rk EERR MEER RBHES
2 B N 7 dm (B AR LB o TS XX E B AR AR
FRIEZFRBHER - EEEEENM
B2 AR - AR K B A0 B B0t
PREUE B ¥ ©

S LB

AEEAERSERRR  TEREMN
Ern(Ex)RET(EITDFER
HEXHRBEEE  HNBTER
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TRETNSBEA  MHAH S

BRRFE R - N E R ATE B
TUE R )& I Al sE B B R BURNE
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The Group currently does not have a foreign currency
hedging policy but the management monitors foreign
exchange exposure and will consider hedging significant
foreign currency exposure should needs arise.

Credit risk

As at 31 December 2015, 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 and financial guarantees provided by
the Group is arising from the carrying amount of the
respective recognised financial assets 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 to be 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 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.
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37. FINANCIAL RISK MANAGEMENT 37. KEREEEERBEE)
OBIJECTIVES AND POLICIES (continued)
Foreign currency risk (continued) ShEERBE (4F)
Increase/
(decrease)
Increase/ in the
(decrease) Group’s loss
in US$ rate before tax
AEBERRB
EnER ABRLA
A (FER) (T )
% RMB'000
ARETFTT
2015 —B-HF
If US$ strengthens against RMB wETHAREHE 5 (551)
If US$ weakens against RMB METHARKERE (5) 551
2014 —ZT-mEF
If US$ strengthens against RMB WETHAREHE 5 1,588
If US$ weakens against RMB METHARKERE (5) (1,588)

AEEBREIL EIMELSIHREK - BE
EEERINERR YEREEER
ZREPEAINERR

EER K
R-ZE—RE+-_A=+—8 K&
EFTmBEEE S REBITEEREASE
BRI EEERMEAREBER
MHBINEREERR  JIRER
RAMBRRKRYIBEEEERE
BEEMIRMEE-

RBEERREERE AEEERE
EEZXRKESENHEHEEEEEFEER
BmHEEE UREREMBEER
Fr ARE (R & BEUQ [ 780 H (B TR SR ER BR 3
T8N AEERZ2HH KRBT
FIRBY R HEEN A Y 0 2058 - i
REEH B SR BB 18 LA B R BE
WEINEE -FUEM S NARES
R ARENEERRD AREE-
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37. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)
Credit risk (continued)

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’s concentration of credit risk by geographical
locations is mainly in the PRC, which accounted for
22% (2014: 19%) of the total trade receivables as at 31
December 2015.

The Group has concentration of credit risk as 16%
(2014: 21%) and 77% (2014: 53%) of the total trade
receivables was due from the Group’s largest customer
and the five largest customers respectively.

Interest rate risk

The Group's exposure to the risk of changes in market
interest rates relates primarily to the Group’s interest-
bearing bank borrowings with floating interest rates.

The Group regularly reviews and monitors the floating
interest rate borrowings in order to manage its interest
rate risks. The interest-bearing bank borrowings, cash
and short term deposits are stated at amortised cost and
not revalued on a periodic basis. Floating rate interest
income and expenses are credited/charged to the income
statement as earned/incurred.

The following table demonstrates the sensitivity to a
reasonably possible change in interest rates, with all other
variables held constant, of the Group’s net loss before tax
(through the impact on floating rate borrowings)

mEMBRRWE

—E-AFTA=+—HUIFE
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BN RERRFRRERTRE
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AEBZMEMNEE SN EERRE
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#922%( —Z—PO4F : 19%)°

Kﬁlﬁﬁ¢ﬁﬁﬂA'%ﬁ%%w
BRI ETERN16%( —ZF —PF :
21%)&7W%L4$ M4 : 53%) &
DRIRARAEENZEAFTLRAK
B o

MR @b
AEBEBO TSN RBCARET
EARKEIRE S ERE R fﬁfﬂﬁ“
B

NEETHRERENTZEEEUE
BHAZREAK ;TBRTIESE BEE
MEMEFIREEK AR Mg

THEMR - ZERARS HRIERE
CDRETEA T ER, 15 -

TRERHAMBEEBEERITTE
AEEGRBAERFR(RIEEER
T8 )HNERZ SR 8L 28R SR
1

Increase in

Increase in loss before
interest rate tax
R B Al

FI 2= 38 N BB
(basis points) RMB’000

(&) AR®Tn

2015 —E-RE
2014 —T—pE

100 1,296
100 1,219
BlgfE —T-RFFH

141



142

37. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)
Liquidity risk

In the management of the liquidity risk, the Group
monitors and maintains a level of cash and cash
equivalents deemed 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 borrowings and ensures
compliance with loan covenants.

The Group relies on bank borrowings as a significant
source of liquidity. As at 31 December 2015, the Group
has available unutilised overdraft and short-term bank
loan facilities of approximately RMB4,500,000 and
RMB9,400,000 respectively.

The following table details the Group’s remaining
contractual maturity for its non-derivative financial
liabilities. The table has been drawn up based on the
undiscounted cash flows of financial liabilities based on
the earliest date on which the Group can be required to
pay. The maturity dates for other non-derivative financial
liabilities are based on the agreed repayment dates. The
table includes both interest and principal cash flows.
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37. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

Liquidity risk (continued)

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.

2015
—E—FEF

37. K EREERFERBIR(#)

RBESEE(E)
RERHAR - HWASRBFEHFER:
APRITR S BIRN R iRt H -

Less than 1to Carrying
12 months 5 years Total amount
PR
t=@A —Z&F e BRMEE
RMB’000 RMB'000 RMB’000 RMB'000

ARBTFT ARBTR AR TR ARETR

Non-derivative financial EPTESREE :
liabilities:
Trade and bills payables B SRR FE
EL:
Other payables (note 23) H A fE 5 FRIE
(Htat23)
Accruals (note 23) JEZTE R (fa23)
Interest-bearing bank FFERITEE
borrowings
Convertible notes AR T
Provision for contingent AR EBERE
consideration (note 26) (Kizt26)
Derivative financial liabilities: T4/ E & :

Warrants

=77 QA 436 22X
RH R

38,679 - 38,679 38,679
16,815 - 16,815 16,815
5,808 = 5,808 5,808
132,990 - 132,990 129,570

- 92,893 92,893 91,717

711,176 640,163 1,351,339 1,029,203

905,468 733,056 1,638,524 1,311,792

10,444 11,146 21,590 21,590

wmigrsy —2-nfEs |43
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37. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

37. MK EKRERERFERBIKR(#)

Liquidity risk (continued) REESRAM(E)
2014
—E—MF
On  Less than 1to Carrying
demand 12 months 5 years Total amount
REXE +ZEA —ZF8F ok RmEE
RMB'000 RMB‘000 RMB’000 RMB‘000 RMB’000
ARETTT ARETT ARETT ARETT ARETT
Non-derivative financial ETESRBEE
liabilities
Trade and bills payables N E SR E
NES - 48,297 - 48,297 48,297
Other payables (note 23) H4th e 3R 1B
(FtzE23) - 22,112 - 22,112 22,112
Accruals (note 23) st &R (Mt23) - 7,954 - 7,954 7,954
Interest-bearing bank ATRRITEER
borrowings - 129,197 - 129,197 121,884
Convertible notes AR EE - 46,774 = 46,774 53,123
- 254,334 - 254,334 253,370
Derivative financial liabilities T4 &g AE&E
Warrants R RERE - - 4,137 4,137 4,137

The amounts included above for variable interest rate
instruments for non-derivative financial liabilities are
subject to change if changes in variable interest rates
differ to those estimates of interest rates determined at

the end of the reporting period.
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FINANCIAL RISK MANAGEMENT 37. UKEREEEERBE#E)
OBJECTIVES AND POLICIES (continued)
Commodity price risk 7 m E AR R B
The major raw materials used in the production of AEEREERNEERMABER
the Group’s products include rubber and plastics. The BRIBR - ANE B2 IR KR M
Group is exposed to fluctuations in the prices of these KERLTZERMEAEBREBAE
raw materials which are influenced by global as well as %o RM KB KB Al e A EEH
regional supply and demand conditions. Fluctuations in MBRBABINEE - AEBBAREIL
the prices of raw materials could adversely affect the | AR MITETT RS a8
Group’s financial performance. The Group historically has IR mERKE
not entered into any commodity derivative instruments to
hedge the potential commodity price changes.
EVENT AFTER THE REPORTING PERIOD 38. 2MHEREIR
On 2 February 2016, the Company has paid RMB389,409,836 RZFE-—RF-ZAZRH ARQAEE
by way of cash and RMB60,590,164 by way of issuing the BN & T AR389,409,8367T &
convertible notes with principal amount of HK$73,920,000 as FBEiREE{T AN 5873,920,000%8 7T 2 7]
the second instalment of the consideration in relation to the MR EE S AR ®60,590,1647T -
acquisition of the Technology know-how. Details of the Second ERKNBRETAMEBECE_BHRE-F
Instalment Conditions were stated in the note 26. ZHAR 2 IR E T EE26 ©
COMPANY LEVEL STATEMENT OF 39. AR B 2P HMRR K
FINANCIAL POSITION
2015 2014
—E—EHfF —E—mF
Notes RMB’000 RMB’000
Kzt AR®T ARBTTT
NON-CURRENT ASSETS ERBEE
Intangible assets B AE 1,476,616 -
Investments in subsidiaries RETB AR RIRE 889,578 888,431
2,366,194 888,431
CURRENT ASSETS REBEE
Prepayments, deposits and other A e R EMmE
receivables W kI8 673 -
Cash and bank balances & NIR1TES - 148
673 148

many —2-nFss |45
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39. COMPANY LEVEL STATEMENT OF
FINANCIAL POSITION (continued)

39. ARTZHMBMRRETE)

2015 2014
—ZE-FHF — P4
Notes RMB’000 RMB’000
kA ARET T AREETIT
CURRENT LIABILITIES REEE
Deposits received, other payables Bz s - HAibES
and accruals FIENEAER 611,326 20,436
Amounts due to subsidiaries AN NG B e 453,566 74,220
Convertible notes EIg S = 53,123
Warrants RIEHE T 21,590 4,137
1,086,482 151,916
NET CURRENT LIABILITIES REBEEFE (1,085,809) (151,768)
TOTAL ASSETS LESS CURRENT HWEERRBAR
LIABILITIES 1,280,385 736,663
NON-CURRENT LIABILITIES FREBEE
Convertible notes Al = 91,717 =
Provision for contingent consideration s AX (B B4 422,285 =
514,002 =
NET ASSETS EERE 766,383 736,663
EQUITY ‘S
Share capital A% 7 70,555 67,258
Reserves (i) i 695,828 669,405
TOTAL EQUITY R 766,383 736,663

ARBEFER_T—R"F=A
“tOAERRENE AHAT
ATRERE :

Approved and authorised for issue by the Company’s
board of directors on 24 March 2016 and signed on its
behalf by:

ZHENG Jingdong LEUNG Tsz Chung

IR R
Director Director
EF -
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39. COMPANY LEVEL STATEMENT OF 39. RAB ZHHARRKE)
FINANCIAL POSITION (continued)
Notes K zF
i) Reserves of the Company ) ARBEE
Capital Share
Share  Contributed  redemption options  Accumulated
premium surplus reserve reserve losses Total
REEE BERER SARERE BRERE 2t ER @5t

RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTR ARETR ARETR ARETR  ARETR  ARETR

At 1 January 2014 R-E-ME-A—H 350,935 395,026 524 3,770 (65,863) 684,392
Loss and total comprehensive ~ FREERZERX

expense for the year o = = = = (14,987) (14,987)
Equity-settled share option IREEE SRR E

arrangements T - - - (891) 891 -

At31December 2014and 1 R=B-W%E

January 2015 TZA=t+-BR
—Z-7¥-B-H 350,935 395,026 524 2,879 (79,959) 669,405
Issue of shares upon conversion ~ RESHATRIREHH
of convertible notes Bl 50,704 - - - - 50,704
Loss and total comprehensive  FREBERZERX
expense for the year B3 - - - - (33,747) (33,747)
Equity-settled share option IR E SRR E
arrangements T - - - 7,809 1,657 9,466
At 31 December 2015 RZZ2-1F
+=R=1-H 401,639 395,026 524 10,688 (112,049) 695,828

mignsy —g-nfss 147/
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40. PARTICULARS OF PRINCIPAL SUBSIDIARIES

OF THE COMPANY

Place of registration/
incorporation and

Issued and fully

Percentage of equity

40. R RAEEMB QAN

Name operations paid up capital attributable to the Company  Principal activities
EiR/AMALE ERARER
0 Bews HREX ARREEEREDL TEEH
Direct Indirect
EE k3
BAOF International Limited Hong Kong HK$10,000 100 - Trading of slippers
and provision of
management services
EEHERERAA B 10,000 7 100 - EERERREEERHK
Quanzhou Baofeng Shoes Co., Ltd.*  PRC RMB544,229,000 - 100  Manufacture and sale of
("Quanzhou Baofeng”) slippers, sandals and
casual footwear
IMEBESBRARF i AEH - 100 RERHEHE RER
([RMEE]) 544,229,00070 A%
Baofeng Modern (HK) Limited Hong Kong HK$10,000 100 - Dormant
BERRE (BB)FRAA ; 10,000 7T 100 - EREx
Astute Sino Developments Limited ~ BVI Us$1 100 - Dormant
BERRARAA RERNES (E3p 100 - EmE%
2D Material Technology Company ~ Hong Kong HK$100 100 - Dormant
Limited ("2D HK")**
WEMHHMB AR AT BB 1007 7T 100 - EEEx
(BFHE])
2D Material Technology Limited BVI Us$100 100 - Dormant
("2D BVI")x**
2D Material Technology Limited KERNES 100%7T 100 - EEEX
([2D BVI]) ***
@ Quanzhou Baofeng is a wholly-foreign-owned enterprise * RINE & ABRIER B EEZMA
established under the law of the PRC. NS B E AT
** 2D HK is a wholly-owned subsidiary incorporated in Hong *x o JMFSE AN T —NE+— A+

Kong on 14 November 2014. BERSFMA LN EZENE A

Al
*** 2D BVIAR _ZET—NF+ — A

—HANBERABRZESEMKT

NE2EMBAR -

BT 2 AL

*** 2D BVI is a wholly-owned subsidiary incorporated in the
BVI on 26 November 2014.

41. APPROVAL OF THE FINANCIAL 41.
STATEMENTS

The financial statements were approved and authorised
for issue by the board of directors on 24 March 2016.

MR REEFENR T "F=H
= B R R T
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