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Shenzhou International Group Holdings Limited (“Shenzhou
International”) and its subsidiaries (collectively the “Group”) is the
largest vertically integrated knitwear manufacturer in China. The
Group is principally engaged in the manufacturing of high-end
knitwear on an OEM basis. The Group was also the knitwear
garment manufacturing enterprise with the largest exporting
amount of knitwear and ranked first among PRC garment exporting
enterprises according to the 2015 report on the development
of China’s home textile trade in the garment industry and the
2015/2016 report on China’s foreign trade in textiles and garment.

The Group’s production base is located in Ningbo Economic &
Technical Development Zone and Vietnam, and the Group has
strategically set up garment factories in Quzhou and Anging of
China, Ho Chi Minh City of Vietnam and Phnom Penh of Cambodia.
The Group also established sales offices or representative offices
in Shanghai, Hong Kong and Osaka. The Group currently has over
77,100 employees. The area of the factories is over 4,160,000 sqg.m.
and floor area covers over 3,260,000 sg.m., which can produce
various knitwear of over 350 million pieces every year.

The Group focuses on producing sports wear, casual wear and
lingerie wear for major international renowned clients including
UNIQLO, ADIDAS, NIKE and PUMA. The products’ market is also
gradually expanding from Japan to Asia Pacific, Europe and the US.

Shenzhou International was listed on the Main Board of The Stock
Exchange of Hong Kong Limited in November 2005 with an aim to
be the most competitive knitwear manufacturer in the world. The
stock code of the Company is 2313. Shenzhou International was
included in Hang Seng Composite Index, Hang Seng Composite
Industry Index (Consumer Goods) and Hang Seng Composite
MiddleCap Index, all effective from 8 March 2010. Shenzhou
International has also been included in MSCI Index since June 1
2013. Meanwhile, Shenzhou International has been included in Hang
Seng Corporate Sustainability Index Series since September 2015.
Furthermore, the Group become a constituent stock of Hang Seng
China Enterprises Index (“HSCEI”), effective on 5 March 2018. And
in April 2018, the Group was selected by China Exchanges Services
Company Limited (“CES”) as a constituent stock of the CES Belt and
Road Index, in recognition of the Group’s contribution to the Belt
and Road Initiative.

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited
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From the year of 2010 to the year of 2015, Shenzhou International
has been named in the “Top 1000 Asian Companies” List of Yazhou
Zhoukan and during the year of 2010, it was recognised by Forbes
Asia as one of the “Best Under A Billion” Companies. Shenzhou
International was selected by Finet and QQ.COM as one of the “Top
100 HK Listed Companies” in 2012, 2015 and 2016. In addition,
Shenzhou International was recognized as one of the “2015 Best
Listed Company in Corporate Governance” by Ta Kung Pao in
November 2015, and was awarded “Best Investor Relations Listed
Company 2017” prize by Ta Kung Pao in this Year. Meanwhile,
Shenzhou International was awarded “The Largest Capitalization
Private Company Award” in Mainland Enterprises Listed in Hong
Kong Ranking in 2014-2015 by Yazhou Zhoukan in 2015. Shenzhou
International was awarded “ENTERPRISE AWARD 2016” in the
DHL/SCMP Hong Kong Business Awards 2016. During the vyear,
Shenzhou International won “Best IR Company” (Large-cap) at the
third Hong Kong Investor Relations Awards organised by Hong Kong
Investor Relations Association (HKIRA).
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Financial Highlights

BERFEFTERKEER KEY FINANCIAL INFORMATION FOR THE LAST

FIVE YEARS

BE+-A=t-ALEE/W+t=-A=t-A

For the year ended 31 December/As at 31 December

“E-t% NS —Z-h% —E-mF —E-=F
2017 2016 2015 2014 2013
TEHKEN Key Financial Information
(ANEETT) (RMB'000)
HER Sales 18,085,247 15,099,076 12,639,332 11,131,532 10,047,217
RS AT FIE Profit before income tax 4,288,231 3,642,947 2,886,901 2,543,347 2,201,209
F R Profit for the year 3,759,951 2,947,680 2,354,842 2,066,630 1,803,912
ADEEEHEEA Profit attributable to equity
FEA5 I owners of the Company 3,762,721 2,947,673 2,354,664 2,065,867 1,802,989
FRBEE Non-current assets 8,886,726 8,980,567 7,450,113 5,633,884 4,324,581
MBEE Current assets 15,206,479 12,835,495 10,911,501 10,309,144 6,992,693
TEaE Current liabilities 4,265,355 3,094,482 2,154,769 1,265,177 985,617
REEEFE Net current assets 10,941,124 9,741,013 8,756,732 9,043,967 6,007,076
BEE Total assets 24,093,205 21,816,062 18,361,614 15,943,028 11,317,274
BEERRDAR Total assets less current liabilities 19,827,850 18,721,580 16,206,845 14,677,851 10,331,657
BER Total equity 19,824,653 15,309,602 13,089,836 11,811,326 10,331,657
ReRkBALEEY Cash and cash equivalents 2,471,401 2,105,184 1,815,678 1,428,074 2,609,050
FERBLER Key Financial ratios
EFIE(%) Gross profit margin (%) 31.4 325 30.5 29.0 28.3
FFIEE (%) Net profit margin (%) 20.8 19.5 18.6 18.6 18.0
FERBEILE) Net gearing ratio (%) TEFAN/A 16.6 15.0 12.6 TEANA
mE L X Current ratio 3.6 44 5.1 8.1 7.1
YRR EEH (/) Accounts receivable
turnover period (days) 55 56 53 49 50
BEZBEEH(A) Inventory turnover period (days) 120 124 121 116 110
BT 3 - Note:

1. FEARBHEZAEREREE (RITEKX 1.
MM ES) MRR e MRS SEYRLE
L e A

Net gearing ratio represents the ratio between total borrowings (bank
loans plus convertible bonds), less cash and cash equivalents and total
equity.

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited
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REMBRIMNAREEER

ANALYSIS OF SALES OF THE GROUP BY

PRODUCTS
BE+-B=t-HLEE
For the year ended 31 December
“E-tf ZE-RE ZE2-n% E-mE =%
2017 2016 2015 2014 2013
ARET R % ARETR % ARETT % ARETT % ARETT %
RMB’000 % RMB'000 % RMB'000 % RMB'000 % RMB'000 %
REM By products
EHE Sports wear 12,048,896 66.6 9,815,537 65.0 8,028,054 63.5 6,830,432 61.4 5,561,070 55.4
REE Casual wear 4,600,534 25.4 3,886,024 25.7 3,476,499 27.5 2,724,394 24.5 2,872,104 28.6
NKE Lingerie wear 1,302,580 72 1,293,111 8.6 1,022,233 8.1 1,452,274 13.0 1,378,932 187
Hih st e Other knitting 133,237 0.8 104,404 0.7 112,546 0.9 124,432 11 235,111 2.3
HEREG Total sales 18,085,247  100.0 15,099,076 100.0 12,639,332 100.0 11,131,532 100.0 10,047,217 100.0
0, [v)
7.0 0.8% 8.6% 0.7A) 8.1% 0.9%
25.4% 25.7%
66.6% 65.0% 63.5%
1.1% 2.3%

‘ {RE%E Casual

61.4%

‘ E &) Sports

O R7%3E Lingerie

55.4%

() stet88 Other knitting
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BhmEomomiNAREEER

ANALYSIS OF SALES OF THE GROUP BY
REGIONAL DISTRIBUTION OF MARKET

BE+-B=t-HLEE
For the year ended 31 December
“E-tf ZE-RE ZE2-n% E-mE =%
2017 2016 2015 2014 2013
ARETR % ARETR % ARETT % ARETT % ARETT %
RMB’000 % RMB'000 % RMB'000 % RMB'000 % RMB'000 %
&M% By market regions
BRHE International sales
B Europe 4,031,077 223 3,355,516 22.2 2,319,860 18.4 1,929,613 17.3 1,744,070 17.4
B Japan 3,129,042 17.3 3,003,735 19.9 2,859,692 22.6 3,081,139 21.7 3,392,580 338
X&E us 2,337,903 12.9 1,548,387 10.3 1,588,689 12.6 1,300,040 1.7 900,013 8.9
Hiomis Others 3,742,637 20.7 3,501,563 23.2 2,875,548 22.7 2,333,311 21.0 2,101,090 20.9
NEE Domestic sales 4,844,588 26.8 3,689,875 24.4 2,995,543 23.7 2,487,429 22.3 1,909,464 19.0
HEREG Total sales 18,085247  100.0 15099076  100.0 12,639,332  100.0 11,131,532 1000 10,047,217 1000

22.3%
22.2%

12.9%

27.7%

17.3%

11.7%

19.9%

22.3%

10.3% 12.6%

19.0%

33.8%

21.0% 20.9%

17.4% 8.9%

. Bl $5 & Domestic Sales . H b5 Others . =B US . &M Europe ‘ B4 Japan

6 ER M BB 58 @142 R A BR A A Shenzhou International Group Holdings Limited
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(RZZE—NF=ZF=Z+ B ([ZEEBRAI{TEHE]) ) (as at 26 March 2018 (the “Latest Practicable Date”))

at fit & 8 REGISTERED NAME
Shenzhou International Group Holdings Limited ~ Shenzhou International Group Holdings Limited
P& CHINESE NAME
BN BB &R AR B R A ) FROM BB &R AR B R A )
= BOARD OF DIRECTORS
HITESE Executive Directors
ERERE (FE) Mr. Ma Jianrong (Chairman)
\mEAMEE Mr. Huang Guanlin
BMEAE Mr. Ma Renhe
Bl e 27 + Ms. Zheng Miaohui
(R=ZE—+tF—H—HEHT) (resigned on 1 January 2017)
TFEEE Mr. Wang Cunbo
BREHFmt Ms. Chen Zhifen
BIAKHITES Independent Non-executive Directors
BRARTE £ 4 Mr. Chen Genxiang
(RZZF—+tF— A —HEMT) (resigned on 1 January 2017)
PR B %% £ Mr. Chen Xu
BEMmEAE Mr. Jiang Xianpin
EIEHTE Mr. Qiu Weiguo
UG LA Mr. Xu Changcheng

(R=ZF—tFRNA-BEE)

REWE

(resigned on 2 June 2017)

COMPANY SECRETARY

FeR 122 £ 4 A Mr. Chan Tak Hing Keniji

REALR AUTHORIZED REPRESENTATIVES

Bl v 27 + Ms. Zheng Miaohui
(RZZE—+F—A—HEMT) (resigned on 1 January 2017)

TFETE Mr. Wang Cunbo

(R=F—tF—A—BEZE)
PR B 5T A

(appointed on 1 January 2017)
Mr. Chan Tak Hing Kenji

Annual Report 2017 4 5
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(RZZE—N\F=ZA=Z+ B ([&EEEAITTAA]) ) (as at 26 March 2018 (the “Latest Practicable Date”))

8

EEE2XEZES KEY BOARD COMMITTEES

EREE® Audit Committee

BEREE (FE) Mr. Jiang Xianpin (Chairman)

PRARTE L& Mr. Chen Genxiang
(RZE—+F—H—H#TE) (resigned on 1 January 2017)

R 1B 5 A Mr. Chen Xu

EEBEE Mr. Qiu Weiguo

WK Mr. Xu Changcheng

(RZTE—tFRAZHEHE)

(resigned on 2 June 2017)

FMEES Remuneration Committee

BRIE A (FE) Mr. Chen Xu (Chairman)
(RZE—+tF—A—HEZT) (appointed on 1 January 2017)

PRARFESo A (/%) Mr. Chen Genxiang (Chairman)
(R=ZF—+F— A —HEMT) (resigned on 1 January 2017)

BCMEE Mr. Ma Renhe

BEMRILE Mr. Jiang Xianpin

R HE Mr. Xu Changcheng

(RZZF—LtFXA-BEIE)

(resigned on 2 June 2017)

REZE" Nomination Committee
BEREE (FE) Mr. Ma Jianrong (Chairman)
BERLE Mr. Jiang Xianpin

EEBEE Mr. Qiu Weiguo

ot 3 =B REGISTERED OFFICE

Cricket Square

Hutchins Drive, P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

Cricket Square

Hutchins Drive, P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

BERERME PLACE OF BUSINESS IN HONG KONG
EENERDE Unit 2708, 27th Floor

R85 Billion Plaza

BERES No. 8 Cheung Yue Street

27122708 % Cheung Sha Wan, Kowloon, Hong Kong
ot hb AUDITORS

LG FHRE AT Ernst & Young

BEREHAD Certified Public Accountants
EEER LEGAL ADVISERS

ZIE AR R EEET Allen & Overy

BEAEERNE BT Lennon & Lawyers

e e s Morrison & Foerster

BRI B 5% 45 @1 4% % 45 PR /2 @ Shenzhou International Group Holdings Limited
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(RZZE—N\F=ZA=Z+ B ([&EEEAITTAA]) ) (as at 26 March 2018 (the “Latest Practicable Date”))

RHBFEZLHER PRINCIPAL SHARE REGISTRAR AND
TRANSFER OFFICE
Codan Trust Company (Cayman) Limited Codan Trust Company (Cayman) Limited

Cricket Square, Hutchins Drive, P.O. Box 2681  Cricket Square, Hutchins Drive, P.O. Box 2681
Grand Cayman KY1-1111, Cayman Islands Grand Cayman KY1-1111, Cayman Islands

ROBFECZEEEIE HONG KONG BRANCH SHARE REGISTRAR
AND TRANSFER OFFICE
BATRBLHELER AR Computershare Hong Kong Investor Services Limited
BREF Shops 1712-1716, 17th Floor
2R AER1835 Hopewell Centre
A e 183 Queen’s Road East
1711712-171644 Wanchai, Hong Kong
FEAEREIT PRINCIPAL BANKERS
PEIRIT (BHE) AR AT Bank of China (Hong Kong) Limited
PERITRID BR A A Bank of China Limited
RBIBITROD BR A A Bank of Communications Company Limited
BERIRTTRMOBER A A Bank of Ningbo Company Limited
FEERBITROBRAF China Construction Bank Corporation
FEIRITROBRA A China CITIC Bank Corporation Limited
HPERT (B AR AR China CITIC Bank International Limited
R RIBRITIRMNBRAF] China Everbright Bank Corporation Limited
BERITAERAF Hang Seng Bank Limited
FETEIRITRG BR AR Industrial and Commercial Bank of China Limited
FEBHRERRITRHOHBRA A Shanghai Pudong Development Bank Company Limited
BITIRT (BB)BRAA Standard Chartered Bank (Hong Kong) Limited
BB LLEELRITER AR The Hongkong and Shanghai Banking Corporation Limited
REEREEBERERM INVESTOR AND PRESS RELATIONS ADVISER
iPREE N iPR Ogilvy Limited
A B 483k COMPANY WEBSITE
www.shenzhouintl.com www.shenzhouintl.com
B% 17 4w 5% STOCK CODE
2313 2313
o] B B} 15 55 4R 5 CONVERTIBLE BOND CODE
5762 5762 (The withdrawal of listing of Convertible Bonds were on 6
(R=ZZE—+F+ARH October 2017)
BT ERES ET)

Annual Report 2017 £ i
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Chairman’s Statement

#E 2 X FChairman of the Board
H# % Ma Jianrong
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Dear Shareholders:

On behalf of the board (the “Board”) of directors (the “Directors”) of
Shenzhou International Group Holdings Limited (the “Company”),
| am pleased to announce the annual results of the Company and
its subsidiaries (collectively, the “Group”) for the year of 2017 for
shareholders’ review.

The Group achieved satisfactory business growth in 2017. The
operating revenue and operating results hit a record high again and
the work during the year enhanced the foundation for the Group’s
future development. While production capacity of overseas bases
further expanded and management capacity became more mature,
the garment factory in Viethnam made profits for a first year. The
domestic fabrics base has completed to upgrade certain factory
equipment as scheduled, which will benefit to lower resources
consumption level and ensure stable product quality. Moreover,
the Group has commenced the new construction of natural gas
boilers in batches and rolled out environmental projects including
the renovation of wastewater pipelines, collection and treatment
of exhaust gas and heat recovery of tenters. During the year, the
significant improvement in production efficiency of the Group drove
the rapid business growth. | would like to express my gratitude to
our employees, who worked hard together for the Group’s results.
| hereby hope that investors will appreciate our achievement and
continue to support our business development strategies.

BRI B 5% 45 @1 4% % 45 PR /2 @ Shenzhou International Group Holdings Limited
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BHE_Z—+F+-_A=+—BUIHEE K
SEEBRFTWAREFACBEER -2
FIHERELEAR18,085,247,0000T B —
E-—RNEELEHTI98%  HE-_ZT—tF
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FEAG R A A R#3,762,721,00070 - RE =
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2,947,673,0007T L F T27.7% SR AB N A
ARBE2 B8 - B EZE—+tF+A=+—
HiE ASEMNBReASEEMAARE
2,471,401,0007T

ERNAEEEBRBE RS RMBARRIERE
RAARESFEEZRERAREFTR0.75%
T ERPEEIRE 2R EEFR0TOET 2
BERERETMR.45HETT -
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AmE MRS MEE BIRRNRETE
EEENZAYFERK-

For the year ended 31 December 2017, the Group’s revenue and
results continued to report exciting growth. The annual sales were
approximately RMB18,085,247,000, representing an increase of
19.8% as compared to 2016. The profit attributable to equity holders
of the Company increased from RMB2,947,673,000 for the year
ended 31 December 2016 to RMB3,762,721,000 for the year ended
31 December 2017, representing an increase of 27.7%. Earnings per
share was RMB2.58. As at 31 December 2017, the Group’s cash
and cash equivalents totalled RMB2,471,401,000.

Given the excellent business performance and strong financial
position of the Group, the Board of the Company proposes to
declare a final dividend of HK$0.75 per share. Together with the
interim dividend of HK$0.70 per share which had been declared, the
total dividend declared was HK$1.45 per share for the year.

In 2017, the global economy started to recover. China’s exports
of textile and apparel products increased slightly and domestic
market’s demand maintained healthy growth. In terms of the
operating environment, continuous rising cost and tightening
environmental regulations remained the major pressure in the
industry, while the rapid appreciation of Renminbi further eroded
the profitability of export enterprises during the year. Despite PRC’s
steady economic growth, the industry’s structure shifted towards
high-quality and efficient operation due to faster aging population,
increasing recruitment difficulties and continuous economic
development. The apparel industry, which has a high demand for
labour, faced more imminent needs of transformation.

Annual Report 2017 £ i
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Chairman’s Statement
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ROBEELE AAATRERZMNE
REBER BEELOBRNE SH2E
BMELA G LESHABERERRNE
25T

Given the strengths of the industrial foundation and professional
talents, the PRC textile and apparel industry outperformed other
major apparel producing countries in terms of quality, delivery
schedule and innovation. Nonetheless, it faced a number of
difficulties and challenges including an aging population, stricter
environmental regulations and limited resources supply. In order to
consolidate market share as the world’s largest apparel exporting
country, the development of the textile and apparels sector of China
should focus on extending the applications of new technology in
the industry and adjusting the traditional manufacturing model. It
should boost efficiency to offset rising cost by adopting automation
to the applicable of equipment to change the situation of labour
intensive operation in the industry. Through R&D and innovation,
it should improve its ability of new product development. It should
also capture more market share in the mid-to-high end market with
high price-performance ratio products and outstanding customer
services as its key competitive factors. Since environmental
protection became the government of each country’s common goal,
the PRC government has imposed significantly tighter environmental
regulations in recent years and pursued quality growth in economic
development. Reduction of wastewater and exhaust gas produced
in the manufacturing process, together with pollution treatment
capacity, will become major barriers to corporate sustainability. In
view of the challenging business environment, qualified enterprises
should focus on long-term development and plan to respond
initiatively and turn pressure into driving force for corporate
development.

Major apparel producing countries other than China have
comparative advantages in production cost and trading environment.
Through capacity cooperation in the textile and apparel industry
chain with neighboring countries, Chinese enterprises have
established a China-based apparel industry chain in Asia for the
mutual sharing of development among participating countries. This
would create complementary advantages of the resources between
different countries and create a synergistic effect in the industry,
and also promoted industrial upgrade in participating countries and
enhance the relevant countries in their industrial competitiveness in
the global market.

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited
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Chairman’s Statement
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EFOTE
FEE

it —\FE=ZAZ-+XH

The Company continued to provide full resource safeguard for
discharge of duty to each professional committee of the Company
during the year. The Board cooperated closely and maintained
effective communication with each professional committee. The
results of various projects that we worked on were impressive. All
of the member of the Company are in pursuit of excellent corporate
governance and a fair and just decision-making process. We are
ensuring to maintain a high transparent administration to provide all
shareholders and investors with an open channel to communicate.

| appreciate every director’s great efforts over the past year. | would
also like to thank management personnel of each level and all of
staff members for their attentiveness to duties during the year. The
outstanding growth of results of the Group are attributable to their
wisdom and dedication. Given the challenges and opportunities in
the current operating environment, we should not be complacent
with achieving the present result and stand still. Instead, we
should insist on innovation and reform, seizing the development
opportunities arising from the stage of industrial transfer and
upgrade. We strive to put customers’ interests first and stay
dedicated to producing more high-quality and new products to our
customers, thereby further strengthening the Group’s competitive
advantage in the industry! | would like to thank each shareholder,
customer and supplier for their lasting trust in the Company. | hope
their ongoing support will continue in the development of the future.

The development strategy of the Group focuses on promoting
corporate sustainability. The Group will work on the major strategic
directions of improving product innovation capability, boosting
corporate operating efficiency and optimizing human resources
management. It will also adopt a wide way measures for the ongoing
upgrade of corporate environmental governance capability.

In the ever-changing world, the Group will strengthen the foundation
and overcome challenges. It will capture opportunities and make
plans for the future, with the view of endeavoring to become a
leading enterprise creating new industrial development models. The
Group is set to offer more comprehensive services to customers,
better quality products to consumers and higher returns to
shareholders.

Ma Jianrong

Chairman of the Board

Hong Kong, 26 March 2018

Annual Report 2017 £



EBREmMZ TR
FREEEP:
B L4 B R AR
EZRAEERFED
Diversify the products,
explore quality clients and
optimize

production process to
enhance the

Group’s competitiveness

)?f







18

BEEENWE DM - BFERE - FEROER AR R KR

Discussion and analysis of management on business environment, business review and future prospects and strategies

RERR

TR 2REEEBAER 8ITS
FRIUEKER BALERTER 2BRE
EmBBEFRNMBELET  ZHIEKRAN LT
REREENBEMEIRMZZE BTG
BRENFNEEESRHITELBREER
B IEEREE-—T LI BENNRERL
CERENEGADCRENER M—LF
EmEMNEEESNERERABESZ: F
N ARBEHETEXNAEAE HOd
EMEETRTRARBES HBENFRIT
MMM IHRRONE RECEEKERE
FHHREREREABER MEERARE
BB ARBTG5 08 -

BEFESHEARTER —S—EFEF
HERE(BEMBYE BYRERFR
HRKEWH - TH)EOEER2,669.5(F
ELBEFEATH1.5%  HOEEF 4
BeEHO2EEA1,097.78E 0 AL EFLH
45%  REHOESEAR1,571.8EET AL
TPEA0.4% B ETEREE 0% /5621.8
BRI B TRL5.8% #mztOs
BEEEMF THRELRDERFA  REZ
HoemAAEE=F (R BERER LT
HERKE -STHEREZHOSEEEED
FTEE SRELOSEZLHA39.6% (=

BUSINESS ENVIRONMENT

In 2017, the global economy turned into recovery; demands in
overseas market bottomed; domestic economy steadily increased;
and the consumption demands for global clothing products
perked up slightly. Affected by rising manufacturing costs, stricter
environmental supervision and difficulty in recruitment, middle and
small sized enterprises with weak profitability gradually quitted
the industry or reduced production scale. Concentration ration of
industry further increased, where substantial large-scale enterprises
focused more on application of automatic equipment, while some
production of middle and low end products turned into low-cost
countries. Within the year, rate of RMB to USD appreciated sharply,
which brought more pressure to performance of export enterprises.
The demand upgrading of consumers and slowdown of market
increase made enterprises more cautious about scale expansion
driven by investment, which sought more to win market shares with
quality.

According to statistical materials of China Customs, gross export
value of Chinese textile and garment (including sewing threads,
fabric and products as well as clothing and accessories, the same
below) in 2017 was 266.95 billion U.S. dollars, rising about 1.5%
than in the previous year. Among which, the export amount of textile
was 109.77 billion U.S. dollars with a year-on-year increase of about
4.5%; the export amount of clothing was 157.18 billion U.S. dollars
with a year-on-year decrease of about 0.4%, in which, the export
amount of knitwear was 62.18 billion U.S. dollars with a year-on-
year decrease of about 5.8%. The export amount of textile had a
slight rise after decline for two consecutive years, while the export
amount of clothing declined for three consecutive years, but the
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decreasing amplitude obviously narrowed than the previous year. The
export amount of knitwear had declined for four consecutive years,
accounting for 39.6% of export amount of clothing (2016: 42.1%). In
2017, the gross amount exported to three major import market, EU,
the United States and Japan accounted for 42.7% of gross export
value of Chinese textile and garment in current year (2016: 43.0%).
In which, the amount exported to EU was 48.86 billion U.S. dollars
with a year-on-year decline of 1.1% narrowing 5.7% than in the
previous year; the amount exported to the United States was 45.39
billion U.S. dollars with a year-on-year increase of 1.0%; and the
amount exported to Japan was 20.32 billion U.S. dollars, basically
leveling off the previous year. The Japan market was estimated to
top out after ending four consecutive years of decline. In 2017, the
proportion of Chinese textile and garment on above major import
market continued to decline, but the decline was slower. Within the
year, the export amount of textile on major markets was increased,
while the export amount of clothing products was declined. Because
rising of labor force cost had a larger affect on clothing products
than textile and garment, the clothing industry born more pressure
of industrial international transfer. In addition, textile and garment
exported to ASEAN was 34.75 billion U.S. dollars with an increase
of 4.5% than the previous year, in which, the export amount of
textile was 25.69 billion U.S. dollars with a year-on-year increase
of 6.7% and the export amount of clothing was 9.06 billion U.S.
dollars with a year-on-year decrease of 1.2%. In recent years, the
clothing products with middle and low added value has been turned
to Vietnam and Bangladesh, etc., for production. Low-cost countries
has accelerated industrial investment, and got improvement and
development of clothing production chain, which will create greater
competition against export of Chinese clothing industry.

In the domestic market, the consumption demands of clothing was
obviously better than in overseas market. According to materials
released by National Bureau of Statistics, retail sales of garment by
businesses above designated size reached RMB1,035.64 billion in
2017 with a year-on-year increase of 8.0%. In addition, growth of
wearing commodity reached 20.3% in online volume of retail sales.
The continuous improvement of domestic economy and convenience
of online shopping would drive continuous increase of consumption
demands.
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In 2017, the total export amount of textile and garments of top five
maritime provinces in China accounted for 75.5% of total national
export amount (2016: 75.1%) with an increase of 0.4% than the
previous year. The export amount of Zhejiang Province was 65.25
billion U.S. dollars with an increase of 0.9% than the previous year;
the export amount of Guangdong Province was 49.35 billion U.S.
dollars with a decrease of 2.1% than the previous year; the export
amount of Jiangsu Province was 47.00 billion U.S. dollars with
an increase of 7.3% than the previous year; the export amount of
Shandong Province was 21.37 billion U.S. dollars with an increase
of 2.3% than the previous year and the export amount of Fujian
Province was 19.94 billion U.S. dollars with a decrease of 5.1%
than the previous year. The proportion of the export amount of
top five maritime provinces accounting for national export amount
has been increased for three consecutive years. The east maritime
provinces remained the cluster of textile and garment industry, which
represented the development direction of the industry in Mainland China.

According to statistic information released by China’s General
Administration of Customs, total import and export value of china’s
foreign trade in 2017 was 4,104.47 billion U.S. dollars with an
increase of 11.4% than in 2016. Among which, the total export
value was 2,263.49 billion U.S. dollars and total import value was
1,840.98 billion U.S. dollars with a separate increase of 7.9% and
15.9% than in 2016. Within the year, China’s import and export
surplus amount was 422.51 billion U.S. dollars with a decrease of
87.45 billion U.S. dollars than 509.96 billion U.S. dollars in 2016,
which declined 17.1%. According to statistical materials of State
Administration of Foreign Exchange, the amount of state foreign
exchange reserves has been 3,139.95 billion U.S. dollars as of 31
December 2017, which increased 129.483 billion U.S. dollars than
in the end of the previous year. According to information of China’s
Ministry of Commerce, the amount of China’s non-financial outward
foreign direct investment in 2017 was 120.08 billion U.S. dollars
with a decrease of 29.4% than in the previous year, in which the
investment flowing to manufacturing industry was 19.12 billion U.S.
dollars with a year-on-year decrease of 38.4%, where the amount
of investments abroad greatly declined, but industries involved in
investment were more optimized.
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According to preliminary statistical materials of Vietnam National
Customs, in 2017, the export amount of Vietnam’s textile industry
was about 29.63 billion U.S. dollars with an increase of 10.7%
than in the previous year, in which, the export amount of textile
and garment was about 26.04 billion U.S. dollars with an increase
of 9.3% than in the previous year and the export amount of yarn
was about 3.59 billion U.S. dollars with an increase of 22.7% than
in the previous year. Textile and garment was mainly exported to
the United States, Japan and South Korea, whose export amount
was 12.28 billion U.S. dollars, 3.11 billion U.S. dollars and 2.64
billion U.S. dollars with an increase of 7.2%, 7.2% and 15.7% than
in 2016, respectively; yarn was mainly exported to China, whose
export amount was about 2.04 billion U.S. dollars with an increase of
23.7% than in the previous year. According to statistics from China
Customs, the amount of textile products exported to Vietnam from
China was about 10.383 billion U.S. dollars in 2017 with an increase
of 3.4%. According to statistical materials of Vietham Customs, the
amount of fabrics imported from Mainland China was 6.08 billion
U.S. dollars, accounting for 53.5% of total amount of imported
fabrics of Vietnam; in addition, the amount of fabrics imported
from South Korea and Taiwan were 2.04 billion U.S. dollars and
1.57 billion U.S. dollars, accounting for 17.9% and 13.8% of total
amount of imported fabrics of Vietnam, respectively. In recent years,
Vietnam'’s textile and garment industry has enlarged investment
scale via introduction of foreign capital. Except for higher import
dependence of fabrics, the upstream and downstream industry
chain in textile and garment has been improved. Lower salary and
stable resource supply contributes to the international competence
of Vietnam'’s textile and garment. Compared with Vietnam, Mainland
China has more advantages on domestic market, industry foundation
and professional talents, which is more competitive in the market of
medium and high-end product.

Annual Report 2017 £

21



22

BEEENWE DM - EFERE - FEROER AR R KR

Discussion and analysis of management on business environment, business review and future prospects and strategies

FR ZETEBTE AREHITHESX
BRPREEBIETH6.2% N2 TFIOARK
RENEHR: AREHBTHEXZFTHEE
fZ1ET #46.3% : AR S AT HYE RIZF ]
BABETHN% BE_ZTTAFARKEX
FERHEHREARE-_ZT—LF R AR
HETIER R THELN R26.7% ARBEEHE
TUHE R REHTHEX) /528.3% " ¥ B THE X R5t
THEA) /326.2% © £ AR BEEE TR 6B 12
£ RBEARRITHE - INATIZREE
RKOHE ERARBERERFHEE I
RIFAREEXRESBHEKE ENERNE
E o HEREMNER  BHREELORERN
PEE =K [l f

ZE—tFE PRAEMNBEANEERERLY
BR7BRARBI B LFERT6.9% &E
HIRBE BT - RERRGFT BHST &S
ZE—tFEFRPEKREI6RESIZMIAD
HBEAH,199BA BT~ NF T4 7548
B Me0m &I EAOLREAE24,0008 A
B EFEAT,0048 A - HHEWR LF 48
NTAREEE—TRL MEFADEMNEK
2aFE FREAEAQZEZRLE—F
ME-PEEE 2 FEEREBTERER
ADEENREAREXELEBOERD HRNY
BHORAIRENER BBREBBANER
MM RBEEREERXEEAY -

Within the year, rate of RMB to USD had an appreciation of about
6.2% at middle rate, which changed the expectation of RMB
devaluation in the beginning of the year; rate of RMB to Euro had
a devaluation of about 6.3% at middle rate; and rate of RMB to
Yen had an appreciation of about 3.0% at middle rate. Since RMB
exchange rate forming mechanism reform in 2005 until the end of
2017, rate of RMB to USD had a cumulative appreciation of about
26.7%; rate of RMB to Euro had a cumulative appreciation of about
28.3%; and rate of RMB to Yen had a cumulative appreciation of
about 26.2%. Based on RMB exchange rate forming mechanism
reform, the People’s Bank of China will further reinforce market
determining exchange rate, enhance the flexibility in both directions
of RMB exchange rate, and keep the basic stability of RMB exchange
rate in reasonable equilibrium level. Relatively stable exchange rate is
good for reducing exchange rate risk of export enterprises.

In 2017, gross domestic product (GDP) of Mainland China was
about RMB82.7 trillion with an increase of 6.9% than in the previous
year, and the economic growth was relatively stable. According to
statistical data of National Bureau of Statistics, the population gross
from 16 years old to 59 years old in Mainland China was 901.99
million at the end of 2017 with a decrease of 5.48 million people
than in 2016, while the population gross above 60 years old was
240.9 million with an increase of 10.04 million than in the previous
year. Compared with the previous year, the population of labor force
further decreased, while increase of aging population set a new
record again and the aging of population in Mainland China was
further aggravated. The sustainable growth of Chinese economy
depended more on the improvement of population quality and
transformation of industrial structure than the past. For industries
needing more labor force, it was more urgent to improve traditional
production pattern by machine replacing people and application of
new technology.
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Within the year, the environmental pressure in the industry was
significantly increased. The government of China has established
special environmental inspection team to take inspections of
pollution discharge of companies nationwide, which required
rectification and even shutdown of some enterprises for disqualified
discharge and required some factories to remove plant sites and
upgrade equipment; Ministry of Environmental Protection fully
implemented pollutant discharging license for industries of textile
and dyeing, etc., where only enterprises with pollutant discharging
license were allowed for normal production; With effect from
1 January 2018, Environmental Protection Tax Law of the People’s
Republic of China was officially implemented. Enterprises pay
for environmental protection tax legally and the sewage charge
collected from enterprise in the past has been officially cancelled.
The environmental requirements for textile and garment industry will
be further improved in the future and increase of environmental costs
of enterprises will have more significant effect on upstream dyeing
industry. With more intensified environmental policies, the leading
enterprise will benefit from the improvement of concentration ration
of industry.

According to materials released by National Bureau of Statistics, in
2017, China’s cotton plantation area was 3.23 million hectares with
a decrease of 0.12 million hectares than in the previous year. The
annual cotton output was 5.49 million tons with an increase of 3.5%
than in the previous year. With six consecutive years of decrease
of China’s cotton plantation area, the increase of output mainly
depends on increase of yield per unit which is controlled by many
factors including planting technology, management and climates.
If cotton plantation area is continuously reduced, China’s cotton
output will be hard to increase. According to materials in February
2018 released by United States Department of Agriculture (USDA),
it is estimated that global cotton output is about 26.43 million
tons in 2017/18 with an increase production of 3.23 million tons in
2016/17 and growing rate of 13.9%. The global cotton consumption
in 2017/18 will be 26.24 million tons with an increase of 1.26 million
tons than 24.98 million tons in 2016/17 and growing rate of 5.0%.
The global cotton carry-over stock will be 19.28 million tons with
an increase of 1% and ratio of inventory to consumption is about
73%. It is estimated that Chinese cotton inventory is about 8.9
million tons, accounting for 46% of global inventory; Chinese cotton
consumption accounts for about 33% of total global consumption
and the import amount accounts for about 13% of total global
import amount. Currently, global cotton inventory is basically stable;
Chinese cotton inventory continues to decline, while cotton inventory
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in the international market is increased. If China doesn’t increase
the cotton import quota, the inventory in the international market
will be increased due to increase production of global cotton and
relatively stable consumption. Although the consumption demand
sum of Chinese cotton exceeds its own yield, the dramatic increase
of cotton price will be restrained by underselling of State Reserve
Cotton and replacement of imported cotton yarn. Therefore, the
cotton price is not estimated to fluctuate sharply in a short term.

Consumer prices of household in 2017 rose 1.6% than in 2016,
whose growing rate decreased 0.4% than in the previous year; mill
price of industrial producer had a year-on-year increase of 6.3%,
whose growing rate increased 7.7% than in the previous year.
Among which, price-rise of production data rose 10.1% than in the
previous year and production costs of enterprises improved than in
the previous year. The government of China led the real economy to
transfer to quality and efficiency type through supply-side reform and
the mode of economic development was transformed into structure
optimization from gross expansion. Implementing steady and neutral
monetary policy, People’s Bank of China will optimize the liquid
direction of investment and structure. Those enterprises conforming
to direction of transition, such as advanced manufacturing industry
and innovative enterprises, etc., will have more opportunities to
obtain the support of financial resources. The concentration ratio
of industries is possible to get more improvement and leading
enterprises will benefit from the improvement of market shares.

With recovery signs of global economy, consumption demands in the
market of Mainland China maintained fast growth; other overseas
clothing production countries also faced pressure of rising costs
and short of industrial talents, then large-scale overseas industrial
transfer might slow down; the effective promotion of supply-side
reform reduced disordered competition of industries and export
amount of China’s textile and garment industry might be stabilized
or slightly recovery. But, the textile and garment industry will still
face many challenges, including how to respond to the upgrade
of consumption demands, ease pressure caused by difficulty in
recruitment and meet the increasing environmental supervision
requirements.
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BUSINESS REVIEW

Under operation pressure of rising costs and sharp appreciation
of RMB, sales income and operation performance of the Group in
2017 has experienced ideal increase, whose sales revenue and
profit attributable to equity holders increased by 19.8% and 27.7%
as compared with 2016, realizing earnings per share of RMB2.58.
During the year, the Group obtained more achievements on capacity
expansion of overseas bases, equipment upgrade of domestic
bases, investment expansion for environmental protection and
continuous improvement of all staff production efficiency, which
focused on improvement of long-term sustainable development
ability of the Group.

Capacity expansion of overseas bases

During the year, the production capacity of the Group located at
overseas sites had expanded significantly, which played an important
role for business development of the Group. Operation of newly
installed equipment in fabric plants in Vietham made production
capacity of upstream business of the Group to increase sharply
and provided capacity supplement for upgrade and transformation
of equipment in domestic bases; during the year, staff recruitment
of garment factories in Vietnam have met expectations, progresses
were made in respect of the technical training provided to the staff
and the management level has been matured. With the increase
in staff size and efficiency, the garment factories in Vietnam had
rapidly increased vyield, and apportioned fixed costs per finished
product has significantly declined and made profit in the first year.
Newly established special fabric factory of the Group in Vietham was
smoothly operated, which completed the talents reserve and training
of management and technician, and laid foundation for further
expansion of productivity scale.
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Equipment replacement in domestic bases

Benefit from increasing production capacity of overseas fabric
factory, within the year, the Group started to take upgrade and
transformation of equipment of domestic fabric factories by stages,
which effectively reduced resource consumption of water and
electricity, etc., of unit product by introduction of more automatic
and energy-saving equipment; meanwhile, took arrangement,
operation and management of production plan by application of
informatisation-based system, which reduced the number of frontline
operators, improved accuracy of production process and promoted
stability of product quality. In addition to equipment transformation,
the Group took all-round renewal of original sewer line facilities to
avoid bad influence on environment by effluent seepage. In 2018,
the Group will continue to make transformation and renovation of
uncompleted workshops.

Expanding input in environmental protection

During the year, the Group has completed the installation of two
new natural gas boilers, which greatly reduced emission of nitrogen
oxides and dust particle by using natural gas as basic fuels instead
of biomass. The construction of the project increased the investment
and operation costs of the enterprise, but it had important
significance to improvement of environment; in addition, the Group
cooperated with scientific research institutions on exhaust collection
and treatment of setter and recycle of waste heat to greatly reduced
emission of exhaust gas; the Group has changed to use LED lamps
as lightning source in all plants to effectively save electricity energy.
The environmental protection ability will become an important barrier
of entry to the industry and the Group will continue to invest in
environmental protection.
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Continuous improvement of production efficiency

During the year, the Group had significantly improved production
effectiveness to effectively promote increase of sales business. The
labor pressure of the Group in domestic bases had been alleviated
through popularization and application of automation equipment,
improvement and optimization of production process, continuous
deepening of lean production management and intensified
management and control of production plan; management and
operation of overseas sites has been matured, where the number
of newly recruited labor had been realized under the plan; business
training had significant achievements; and the actual output of
overseas plants had great improvement than the previous year. In
addition, the Group focused on improvement of remuneration and
welfare conditions of employees and continued to improve working
and life environment of employees, whose enterprise culture and
value have been recognized by all staff and the employee stability of
the Group had been raised further.

FINANCIAL REVIEW

Revenue

For the year ended 31 December 2017, the revenue had
been approximately RMB18,085,247,000, which increased by
approximately RMB2,986,171,000 than that of approximately
RMB15,099,076,000 for the year ended 31 December 2016, with
a growing rate of approximately 19.8%. Major reasons for increase
of revenue were: (1) capacity expansion and operation management
of production sites in Vietnam had been maturing; (2) production
efficiency of the Group was continuously improved; and (3) the order
demands of major customers kept ideal growth.

The comparison of revenue analyzed as per production classification
between 2017 and 2016 of the Group is as below:

BE+-B=t-HLEE
For the year ended 31 December

—E-tf ZE-RF 28
2017 2016 Change

ARBTR % AREBFL % AREFL %
RMB'000 % RMB'000 % RMB'000 %

REM By products
EDE Sports wear 12,048,896 66.6 9,815,537 650 2,233,359 28
KHE Casual wear 4,600,534 254 3,886,024 25.7 714510 18.4
AKE Lingerie wear 1,302,580 72 1,293,111 8.6 9,469 07
Hipdt @ aH Other knitwear 133,237 0.8 104,404 0.7 28,833 276
HEE Total revenue 18,085,247 100.0 15,099,076 1000 2,986,171 19.8

Annual Report 2017 £

27



28

BEEENWE DM - EFERE - FEROER AR R KR

Discussion and analysis of management on business environment, business review and future prospects and strategies

HE-ZT—+F+-_A=1+—HILFE EH
HEMmIHEBEA A/ ARME12,048,896,000
T BREEZE-RFTZA=t—HILEFE
2 $HERE Y AR ¥9,815,537,0007T &N T
%4 N R 82 233,359,0007T - 1 18 £522.8% °
EPEEMCHEERTIEREEREDN®
BARBMNTIEMERTSHRERTKIER
REFBHEEMERHRIGM-.

KREABEEmZHEEHEE S —RF1+=
A=+—RIEFEMH AKS3,886,024,000
T EAERHEE - E—+F+-_A=+—H
1FFE R H AR E4,600,534,0007T 30T
AN R#714,510,0007T © H#1@ & 4918.4%
FEZERRBAREMSRBATS 2 KFERE
HEHERk LA

AXFEER HERBRBE T —"F1+=
A=1+—RIEHEHARKEL1,293,111,000
T EAEEE=E—+F+=A=1+—HI
FE R H AR #1,302,580,0007T * A1 T 4
A R #9,469,0007T £ 18 & £90.7% ° £ A -
FERPCARERERET KRFBRAEE

ﬁﬂio

NWTAAEE —E—+FEA_ZT—X FE
EMBE D 2 HEBELE:

For the year ended 31 December 2017, revenue from sales of
sportswear had been approximately RMB12,048,896,000, which
increased by approximately RMB2,233,359,000 than that of
approximately RMB9,815,537,000 for the year ended 31 December
2016 with a growing rate of 22.8%. The revenue from sales growth
of sportswear mainly come from the increasing clothing demands
for international sports brands in European markets and American
markets and increasing demands for sportswear fabric products.

For the year ended 31 December 2017, revenue from sales of casual
wear had been approximately RMB4,600,534,000, which increased
by approximately RMB714,510,000 than that of approximately
RMB3,886,024,000 for the year ended 31 December 2016 with a
growing rate of approximately 18.4%. It was mainly attributed to the
increasing procurement demands for casual wear in Mainland China
markets and Japanese markets.

For the year ended 31 December 2017, revenue from sales of
lingerie products had been approximately RMB1,302,580,000,
which increased by approximately RMB9,469,000 than that of
approximately RMB1,293,111,000 for the year ended 31 December
2016 with a growing rate of approximately 0.7%. During the year, the
procurement demands for lingerie of major customers kept relatively
stable.

The comparison of revenue analyzed as per market segmentation
between 2017 and 2016 of the Group is as below:

BZt-A=t-HLEE
For the year ended 31 December
ZE-t% —E-R 28
2017 2016 Change

ARBTR % ARETL % ARETRL %
RMB’000 % RMB'000 % RMB'000 %

R As per market
B Europe 4,031,077 223 3355516 22.2 675,561 20.1
B Japan 3,129,042 17.3 3,003,735 19.9 125,307 42
E3E USA 2,337,903 129 1,548,387 10.3 789,516 51.0
Eiomis Others 3,742,637 20.7 3,501,563 23.2 241,074 6.9
BB HE Nt Sub-total of international sales 13,240,659 732 11,400,201 75.6 1,831,458 16.1
BREE Domestic sales 4,844,588 268 3,689,875 24.4 1,154,713 31.3
HER Total revenue 18,085,247 100.0 15,099,076 1000 2,986,171 19.8
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For the year ended 31 December 2017, revenue of the Group in
European market had been approximately RMB4,031,077,000,
which increased by approximately RMB675,561,000 than that of
approximately RMB3,355,516,000 for the year ended 31 December
2016 with a growing rate of approximately 20.1%. It was mainly
attributed to the increasing consumption demands for sportswear in
European market.

For the year ended 31 December 2017, revenue of the Group in
Japanese market had been approximately RMB3,129,042,000,
which increased by approximately RMB125,307,000 than that of
approximately RMB3,003,735,000 for the year ended 31 December
2016 with a growing rate of approximately 4.2%. It was mainly
attributed to the increasing procurement demands for casual wear in
Japanese market.

For the year ended 31 December 2017, revenue of the Group
in USA market had been approximately RMB2,337,903,000,
which increased by approximately RMB789,516,000 than that of
approximately RMB1,548,387,000 for the year ended 31 December
2016 with a growing rate of approximately 51.0%. The sharply
increase in revenue of the Group in USA market was mainly
attributed to recovery of the economy of the United States and the
increasing demands for sportswear in USA market.

December 2017,
Group in other overseas markets had been approximately
RMB3,742,637,000, which increased by approximately
RMB241,074,000 than that of approximately RMB3,501,563,000
for the year ended 31 December 2016 with a growing rate of

For the year ended 31 revenue of the

approximately 6.9%. It was mainly attributed to increasing sports
fabric products exported to Vietnam.
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For the year ended 31 December 2017, the revenue of the Group
from domestic market increase 31.3% as compared with last year.
Among domestic revenue, sales of the apparels in domestic markets
had been approximately RMB4,693,054,000, which increased
by approximately RMB1,091,394,000 than that of approximately
RMB3,601,660,000 for the year ended 31 December 2016 with a
growing rate of approximately 30.3%. The continuous increasing of
consumption demands in domestic market drove rapid increase of
order demands in domestic markets.

Cost of sales and gross profit

For the year ended 31 December 2017, cost of sales of the
Group had been approximately RMB12,413,947,000 (2016:
RMB10,189,636,000). The gross profit margin of the Group in 2017
was approximately 31.4%, declining approximately 1.1 percentage
points than that of 32.5% in 2016. During the year, factors
influencing gross profit margin were mainly attributed to positive
contribution of effective improvement of production efficiency of the
Group to gross profit margin, while appreciation of exchange rate of
RMB against USD, rising of labor costs and price of raw materials
had negative effect on gross profit margin.

Equities attributable to equity holders of the Company

As at 31 December 2017, the Group’s equity attributable to
equity holders of the Company amounted to approximately
RMB19,621,181,000 (2016: RMB15,092,944,000), in which
non-current assets was approximately RMB8,886,726,000
(2016: RMBS8,980,567,000), net current assets of approximately
RMB10,941,124,000 (2016: RMB9,741,013,000), non-current
liability of approximately RMB3,197,000 (2016: RMB3,411,978,000)
and equity attributable to non-controlling interests of approximately
RMB203,472,000 (2016: RMB216,658,000). Increase of equities
attributable to equity holders of the Company was mainly attributable
to the increase of retained earnings within the year and holders
of convertible bonds converting their holding bonds into ordinary
shares of the Company.

Liquidity and financial resources

For the year ended 31 December 2017, the net cash of operating
activities of the Group was approximately RMB3,689,266,000,
while it was approximately RMB3,061,398,000 in 2016. The
cash and cash equivalent of the Group as at 31 December 2017
was approximately RMB2,471,401,000, in which approximately
RMB352,935,000 was denominated in RMB, approximately
RMB2,080,308,000 was denominated in USD, approximately
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RMB20,220,000 was denominated in Euro, approximately
RMB11,793,000 was denominated in HKD, approximately
RMB4,451,000 was denominated in Vietnamese dong and
the remaining balance was denominated in other currencies
(2016: RMB2,105,184,000, in which RMB983,234,000 was
denominated in RMB, RMB1,033,681,000 was denominated in
USD, RMB39,168,000 was denominated in Euro, RMB35,925,000
was denominated in HKD, RMB12,256,000 was denominated in
Vietnamese dong and the remaining balance was denominated
in other currencies). The balance of bank borrowings was
approximately RMB2,130,409,000 (2016: RMB1,241,433,000), all
being short-term bank borrowing. The net cash of the Group as at
31 December 2017 (cash and cash equivalent less bank borrowing)
was approximately RMB340,992,000, while net borrowing was
approximately RMB2,546,394,000 as at 31 December 2016 (bank
borrowings and the balance of the debt component of convertible
bonds less cash and cash equivalent) with net cash increasing
approximately RMB2,887,386,000, which was mainly attributed that
all convertible bonds issued in June 2014 were converted to ordinary
shares of the company and then reduced related debts within the
year.

Equity attributable to equity holders of the Company amounted to
approximately RMB19,621,181,000 (2016: RMB15,092,944,000).
The Group had a good cash flow position and debt to equity ratio
was 10.9% (which was calculated as percentage of total outstanding
borrowings to equities attributable to equity holders of the Company)
(2016: 30.8%), whose major reason for sharply decline than the
previous year was converting share of convertible bonds less related
debts.

The Company issued convertible bonds with an aggregate principal
amount of HKD3,900,000,000 (equivalent to approximately
RMB3,097,380,000 according to calculate at exchange rate
of HKD1.00 to RMBO0.7942 on issue date) on 18 June 2014
(“the Issue Date”) with 0.5% of coupon rate and payable semi-
annually. The maturity date of the bonds would be 18 June 2019
(“the Maturity Date”) unless they were previously redeemed,
converted, purchased or cancelled or otherwise provided in the
terms and conditions of the bonds. The Company could redeem
the convertible bonds as per 103.86% of the principal amounts on
Maturity Date. On the Issue Date, the initially recognition amount
of debt part of the bonds was approximately RMB2,846,450,000,
which was calculated as per 3.55% of market interest rate of non-
convertible bonds in same class. Approximately RMB197,140,000
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of equities component amount had been calculated in reserves of
shareholders’ equities. The net proceeds from issuing the bonds
was approximately HKD3,832,271,000, which had been fully used
for business expansion and normal corporate purposes. During the
year, above convertible bonds had been totally converted to shares
of the company, correspondingly increasing 104,222,397 shares of
ordinary shares of the Company.

Details of the bank borrowings and convertible bonds of the Group
are set out in notes 27 and 28 to the financial statements.

As a part of overall treasury management policies of the Group, the
Group purchased financial products from licensed banks of China
(including available-for-sale investments, entrusted loans, pledged
deposits and structured deposits) to maximize the return brought
by idle money of the Group through legal and low-risk channel.
The results for applicable size test about purchasing the financial
products was lower than 5%, thus, this purchase was not subject
to the notifiable transaction requirements under Chapter 14 of the
Listing Rules (as defined below). The purchase of such financial
products had get approval of investment and lending committee
established by Board of directors based on implementation of
treasury management policies of the Company. Details of those
financial products can be fund in note 21, 22, 23 and 24 to the
Financial Statements contained in this annual report.

Pledge of assets of the group

Bank borrowings of the Group in Vietnam amounted to
approximately USD40,072,000 (approximately RMB261,836,000)
and unsettled balance of letter of credit amounted to approximately
EUR22,935,000 and approximately USD1,506,000 (totally equivalent
to approximately RMB188,785,000) had been pledged by related
equipments and real estate of Gain Lucky (Vietham) Limited, a
subsidiary of the Group. For the year ended 31 December 2017,
the costs of pledged assets was approximately USD158,000,000
(equivalent to approximately RMB1,032,404,000) and net book value
was approximately USD131,120,000 (equivalent to approximately
RMB856,765,000).

As at 31 December 2017, certain of time deposit of the Group
RMB500,000,000 (2016: RMB500,000,000) were pledged to secure
bank loans granted to the Group. The term of time deposit exceeded
one year and the fixed annual rate of return was 3.5%.
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Financing costs and tax

For the year ended 31 December 2017, the financing cost had
increased to approximately RMB123,016,000 from approximately
RMB119,834,000 for the year ended 31 December 2016, which
was mainly attributed to increasing of average balance of the group
from the bank borrowing during the year. The annual rate of USD
borrowings of the Group was between 2.1% and 4.1% during the
year (2016: USD annual borrowing rate was between 3.1% and
3.5%).

For the year ended 31 December 2017, the income tax expense
of the Group was approximately RMB528,280,000, declining
RMB166,987,000 than that of approximately RMB695,267,000 for
the year ended 31 December 2016 which was mainly attributed that
Vietnamese subsidiary of the Group made profit within the year and
benefited preferential policy for income tax and then reduced the
whole tax burden of the Group.

USE OF PROCEEDS FROM THE ISSUANCE OF
CONVERTIBLE BONDS OF THE COMPANY
Issuance of convertible bonds in June 2014

The Company issued convertible bonds in an aggregate principal
amount of HK$3,900,000,000 (equivalent to approximately
RMB3,097,380,000 when calculated with the exchange rate of
HK$1.00 = RMBO0.7942 on the Issue Date) on the Issue Date,
bearing a coupon rate of 0.5% and payable semi-annually. The
maturity date of convertible bonds is on the Maturity Date, unless
early redeemed, converted, purchased, cancelled or otherwise
provided in the terms and conditions of the bonds. The Company
will redeem the convertible bonds at 103.86% of their principal
amounts on the Maturity Date. The initial conversion price of the
bonds is HK$38.56 per share (subject to adjustment) and the latest
conversion price after the adjustment on 10 June 2017 is HK$37.01
per share. On the Issue Date, the initial recognition amount of
approximately RMB2,846,450,000 for the liability component of the
bonds was calculated using a market interest rate of 3.55% for a
non-convertible bond of the same class. Equity component amount
of approximately RMB197,140,000 was credited to the reserves of
shareholders’ equity. Net proceeds from the issue of those bonds
were approximately HK$3,832,271,000, which was intended to be
used for business expansion and for general corporate purpose.
As of 31 December 2017, the proceeds from such issue had been
all utilized for expansion of the Vietnam production bases and as
general working capital. For details of the issuance of convertible
bonds, please refer to the announcements of the Company dated 22
May 2014, 18 June 2014 and 19 June 2014.
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As of 31 December 2017, all convertible bonds have been converted
into a total of 104,222,397 shares of the Company pursuant to
the relevant terms and conditions of the convertible bonds. Such
convertible bonds were officially cancelled on 26 September 2017.
Details of which are set in the announcement of the Company on 26
September 2017.

EXPOSURE TO FOREIGN EXCHANGE

The exchange rate fluctuation had a certain influence on costs and
operating profits of the group as sales of the Group was mainly
settled in USD and the procurement was mainly settled in RMB. For
the current situation of exchange rate fluctuation of USD to RMB, the
Group adopted related policies to hedge part of related exchange
risk. As hedged amount depend on USD earnings, procurement and
capital expenditure of the Group, and also determined by market
prediction of exchange rate fluctuation of USD to RMB.

In order to avoid decrease in value of future cash flows and volatility
caused by any change of exchange rate of RMB to USD, the Group
had arranged certain amount of loans denominated in USD and
loans denominated in HKD with linked exchange rate with USD. In
total bank loan as at 31 December 2017, the loan of approximately
RMB460,149,000 denominated in US dollars (calculating amount
of original currency of approximately USD70,422,000) and
loan of approximately RMB1,170,260,000 denominated in HK
dollars (calculating amount of original currency of approximately
HKD1,400,000,000) (31 December 2016: loan of approximately
RMB383,633,000 denominated in US dollars (calculating amount
of original currency of approximately USD55,302,000) and loan of
approximately RMB357,800,000 denominated in HKD (calculating
amount of original currency of approximately HKD400,000,000)).
The global layout of the production sites of the group would reduce
impact of exchange rate fluctuation of RMB to USD on business.
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EMPLOYMENT, TRAINING AND
DEVELOPMENT

As at 31 December 2017, the Group totally employed approximately
77,100 employees. During the year, total labor costs (including
administration and management staff) accounted for approximately
27.2% of sales of the Group (2016: 27.4%). The Group gave
remunerations to employees based on their performance and
qualifications as well as industrial convention and took regular
review on remuneration policies. According to annual performance
appraisal, employees would get year-end bonus and reward.
In addition, the Company would give rewards to employees or
encouragement in other forms to promote individual growth of
employees and career development. For example, the Group
continued to provide trainings for employees to improve their
technologies, product knowledge and understanding of industrial
quality standard. All new staff of the Group must attend introductory
courses and all staff could also participate in various training
courses.
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CAPITAL EXPENDITURE AND CAPITAL
COMMITMENT

During the year, total investment in property, plants and equipment
as well as prepaid land lease payment of the Group was
approximately RMB1,124,630,000, in which approximately 55%
was used for purchasing production equipment, approximately
37% for construction and acquisition of new plant buildings as
well as prepayment for land lease, and the remaining balance for
procurement of other fixed assets.

As at 31 December 2017, the Group had contracted capital
commitments of approximately RMB683,052,000 for procurement of
land using right, property, plants and equipment, which was mainly
financed with internal resources.

SIGNIFICANT INVESTMENTS, ACQUISITIONS
AND DISPOSALS

The Company did not have significant investments, acquisitions and
disposals during the Year.

CAPITAL AND LIABILITIES RATIO

As at 31 December 2017, capital and liability ratio of the Group was
10.9%, which was calculated by percentage of total outstanding
loans to equities attributable to equity holders.

CONTINGENT LIABILITIES

As at 31 December 2017, the Group had no any material contingent
liabilities.

EVENTS AFTER THE REPORTING PERIOD

There were no significant events after the reporting period ended 31
December 2017, as at the date of this report which would have any
material effect to the Group.

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited



BEEENWE DN - BFERE - FEROER AR R KR

Discussion and analysis of management on business environment, business review and future prospects and strategies

KA = R KB
EhezREBEMR - RAREE HEMNK
RERBEXBRERAZZE PHOHERE
EFSRPHEGERIE KASHKEEN -
TENEUARCKREENBETR R
R BUFHEE AR B E TR S ¥ B R
WERRE RERIERE WABE &
BREEZNEEFEARNEHRFEZNLE
BAARRITENERERRRBEERE
MITENETERE-FRFG-THIE F
BAEERBANEREE THEELE NN L
o XHREARETESNER BATS
HREREEXENNSHZEKEMBRE Y
MoRBR ANNEERTPER BAFE
BEHERERAMBNNBERE HRRES
BEREAZRELZBINMISHRIEFRK  MA
BERMEXERXRS THERAE -+
B REERBBRMN BEE LONFEE
& Wi EEERRKNERAIE BERM
EREK—EAFBERT L BEAENT
BEXRGE M AE XM 1% R SR I8 R (2 AE BE
HRNEHER -BENL AEEBERR
ARREEFIMEERE - 5Bl 2 AR
BRKEERNIER

Future Prospects and Strategies

Affected by factors including accelerated social aging trend,
intensified environmental supervision and restrained resource supply,
China’s textile and garment industry will face the operation pressure
of hard recruitment and high costs in a long term. Therefore,
the transformation and upgrading of the industry has become a
spontaneous behavior of enterprises. Meanwhile, supply-side reform
pushed government guided the development of enterprises to turn
to focusing on quality and transforming of efficiency from pursuit of
speed and scale, where the configuration of resource and factors will
be inclined to more competitive advantage enterprises. It is expected
that the overall capacity scale of the industry will be relatively stable
in the future and the concentration ratio of the industry will be further
raised. For the market part, increase of resident income in Mainland
China has contributed to increase of consumption ability and has
higher requirements for quality upgrading. The domestic market will
have more significant driving affect on China’s textile and garment
industry. Developing countries, such as Vietnam, Cambodia and
Bangladesh will have more opportunities to undertake more order
demands from overseas market due to their advantages of lower
manufacturing costs and good international trading environment,
but relatively lagging industrial basis also restricts their development
scale. China’s textile and garment industry will form a complete
industry chain in Asia centered on China and with transnational
cooperation through continuous progress on technology and
management and enhancement of capacity cooperation with
neighboring countries. The synergistic effect of industry will also
contribute to economic development of related countries. In view
of such, the Group will continue to expand the overseas production
scale in Southeast Asia, in particular the expansion of garment
production lines in Vietnam and Cambodia.
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In order to pursue long-term sustainable development of the
Group, the Group will focus on strategy direction of improvement of
innovation ability of products, increase of operation efficiency of the
enterprise, enhancement of production automation and optimization
of human resource management for the future development, as
well as pay attention to continuous improvement of environmental
protection in all process of product manufacturing including selection
and purchase of raw materials, process formulation, equipment
selection and end-of-pipe treatment.

The quality of fabrics is the critical factors of competitiveness of
clothing products. On the basis of improving traditional quality
index of fabrics, the Group will focus on highlighting technological
contents of fabric, develop a series of new fabric with differentiation
advantage on the aspect of function and environmental protection.
The Group will integrate existing resources of research and
development institution to cultivate and introduce high-end
professional talents through increasing input in R&D and innovation
as well as enhance the project cooperation with scientific
research institution to build a leading fabric R&D center in the
industry. Also, the Group will timely collect and coordinate market
information, predict consumption popular trend to cater demands of
consumption upgrading by innovative product and win more market
shares for customers of the Group.

The Group will continue to enhance automation and informatisation
level and increase application of various new technology in the
industry to contribute to the improvement of production and
management efficiency of the Group. It realizes cutting staff to
improve efficiency by machine replacing person, improves working
comfort of employees to response to the recruitment pressure in
the future and proposes to conform a demand plan of personalized
equipment conforming to production process of the Group. The
garment innovation center of the Group is a functional institution for
promotion of automation project and trial of automation equipment.
The informatisation construction of the Group is aimed at improving
management efficiency and reducing manual input, especially
forming prediction and early warning information to guide front
intervention of management through data analysis and comparison
in each link, to further improve the ability of short deliver time of
the Group, contribute to the best utilization of existing capacity
and prevent error in each link as well as achieves effective cost
control; meanwhile, improve intelligent level of production process by
combination of informatisation and automation.
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Talent is the source power of corporate innovation, therefore,
optimization of human resource management is the basic guarantee
for the development of the Group. The Group will improve key
performance indicators of each layer of principals and employees to
provide transparent and fair occupational development channel for
all staff. Guiding employees to positively improve occupational skills
and professional technology with incentive mechanism, the Group
will also provide various training and education opportunities as
much as possible to push all staff to join in the corporate production
improvement; contribute to technological innovation and process
optimization of the Group by cultivating, introducing high-end talents
of the industry and related multi-industry talents. The Group also
pays attention to continuous improvement of employees’ work and
life environments and provides competitive salary in the industry to
make full use of human resource being the first production factor.

The development of technology contributes to the transformation of
production pattern in the industry of textile and garment. The Group
makes the enterprise more lively and energetic by application of new
technology, optimization of resource combinations and improvement
of innovation ability. The product quality is the competiveness of
an enterprise and capacity scale is the influence of an enterprise.
Based on quality first, the Group continues to promote technological
content of products to pursue long-term sustainability of the
corporate development.
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CORPORATE GOVERNANCE

The Group’s stated objective is to enhance its corporate value,
focusing on the solid growth in net profit and consistently
stable cash flow, to ensure the Group’s long-term, sustainable
development and to achieve sound returns for shareholders. The
Group is committed to raising its corporate governance standards
and increasing the transparency of its operations. Such objective
will be achieved by constantly improving the quality of corporate
governance of the Company through the provision of continuous
training for Directors as well as staff and the appointment of external
professional advisers.

The Board adopted its own Code of Corporate Governance, which
covers all of the code provisions and most of the recommended best
practices of the Code on Corporate Governance Practices (the “CG
Code”) as set out in Appendix 14 to the Rules (the “Listing Rules”)
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) since 9 October 2005. The
Company had complied with all the code provisions of the CG Code
throughout the year ended 31 December 2017.

Terms of Reference of Board Committees

In order to comply with the Listing Rules and the CG Code, the
terms of reference of each of the Audit Committee, Nomination
Committee and Remuneration Committee of the Company are
regularly revised based on amendments to the Listing Rules and the
CG Code. Such terms of reference and the list of Directors and their
roles and functions are published on the websites of the Company
and the Stock Exchange, respectively.
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Responsibilities of Directors

All Directors should participate in continuous professional
development to develop and refresh their knowledge and skills
pursuant to the code provision A.6.5 set out in the CG Code. The
Company arranged for continuous professional development on
the update of the Listing Rules and the related legal and regulatory
requirements for the Directors.

Independent Non-executive Directors

For the year ended 31 December 2017, the Board had complied
with (1) the requirement that the board of a listed issuer must include
at least three independent non-executive directors under Rule
3.10(1) of the Listing Rules; (2) the requirement that at least one
of the independent non-executive directors must have appropriate
professional qualifications or accounting or related financial
management expertise under Rule 3.10(2) of the Listing Rules; and
(3) the requirement that the number of independent non-executive
directors must represent at least one-third of the Board under Rule
3.10A of the Listing Rules.

The Company has received written annual confirmation from
each of the independent non-executive Directors in respect of his
independence in accordance with the independence guidelines set
out in Rule 3.13 of the Listing Rules. The Company is of the view
that all independent non-executive Directors are independent.
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EREIFIOHENT : ended 31 December 2017 is as follows:

EEnA EINER ()
Name of Directors Types of training (Notes)
HITES

Executive Directors

BRREE A&B
Mr. Ma Jianrong

ERAMELE A&B
Mr. Huang Guanlin

BLREE A&B
Mr. Ma Renhe

ITRREE A&B
Mr. Wang Cunbo

REFxt A&B

Ms. Chen Zhifen

BYFHBTES
Independent Non-executive Directors
BR B 5t & A&B
Mr. Chen Xu
BEmELE A&B
Mr. Jiang Xianpin
REB KL A&B
Mr. Qiu Weiguo
RGP & A&B
Mr. Xu Changcheng

(RZZT—tFNAZHEF)

(resigned on 2 June 2017)
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Notes:
A: attending seminars organized by the Company

B: reading seminar materials and updates relating to the latest
development of the Listing Rules and other applicable legal and
regulatory requirements

Corporate governance functions

The Company adopted the terms of reference for corporate
governance functions on 26 March 2012 in compliance with
the code provision D.3 set out in the CG Code, effective from 1
April 2012. Pursuant to the terms of reference of the corporate
governance functions, the Board shall be responsible for developing
and reviewing and/or monitoring the policies and practices on
corporate governance of the Group; training and continuous
professional development of Directors and senior management and
making recommendations; compliance with legal and regulatory
requirements; the code of conduct and compliance manual (if any)
applicable to employees and Directors; and the Group’s compliance
with the CG Code.

Communications with shareholders

Pursuant to the code provision E.1.2 set out in the CG Code, the
Company invited representatives of the external auditors of the
Company to attend the annual general meeting of the Company to
be convened on 25 May 2018 to answer shareholders’ questions
relating to the conduct of the audit, the preparation and content
of the auditors’ report, the accounting policies and auditor
independence.

The Company adopted a shareholders’ communication policy and
procedures with effect from 26 March 2012 for shareholders to
propose a person for election as a Director. The policy and the
procedures are available on the website of the Company.
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THE BOARD

The Group endeavours to enhance corporate efficiency and
profitability through the Board. The Directors recognise their
collective and individual responsibility to the shareholders and
perform their duties diligently to contribute to positive results for the
Company and maximize returns for shareholders.

As at the Latest Practicable Date, the Board comprised five
Executive Directors and three Independent Non-executive Directors,
whose biographical details and family relationships among certain
Directors are set out in the section headed “Biographical Details
of Directors and Members of Senior Management” on pages 116
to 128. There are no other material financial, business or relevant
relationships among the Directors.

The Board is responsible for governing the Company and managing
assets entrusted by the shareholders. The principal responsibilities
of the Board include formulating the Group’s business strategies and
management objectives, supervising the management and evaluating
of the effectiveness of management strategies.

The day-to-day management of the Group’s businesses is delegated
to the Executive Directors or officers in charge of each division. The
functions and power that are so delegated are reviewed periodically
to ensure that they remain appropriate. Matters reserved for the
Board are those affecting the Group’s overall strategic policies,
finances and shareholders including financial statements, dividend
policy, significant changes in accounting policy, material contracts
and major investments. All Board members have separate and
independent access to the Group’s senior management to fulfill their
duties. They also have full and timely access to relevant information
about the Group and are kept abreast of the operating condition,
business activities and development of the Group. Independent
professional advice can be sought at the Group’s expense upon their
request.

All Directors are required to declare to the Board upon their first
appointment of the directorships or other positions they are
concurrently holding at other companies or organizations. These
interests are updated on an annual basis. A Director should declare
his/her interests and abstain from voting in respect of any proposal
or transaction discussed by the Board in which he/she is deemed by
the Board to have a conflicting interest.
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Directors are requested to declare their direct or indirect interests,
if any, in any proposals or transactions to be considered by the
Board at Board meetings and withdraw from the meetings as
appropriate. The Company follows guidelines (available at the
“Corporate Governance” section of our website) at each financial
reporting period to seek confirmation from Directors in respect of any
transactions of the Company or its subsidiaries which are related to
Directors or their associates. The identified significant related party
transactions are disclosed in the notes to the financial statements of
this annual report.

CHAIRMAN AND GROUP GENERAL MANGER
The Chairman of the Board and the Group General Manager
have separate and distinctive roles. The Chairman of the Board is
responsible for the significant operational decisions of the Group,
while the Group General Manager is responsible for managing the
day-to-day operations of the Group’s business. Mr. Ma Jianrong
is the Chairman of the Board and Mr. Huang Guanlin is the Group
General Manager.

Independence of Independent Non-executive Directors

As at the Latest Practicable Date, Independent Non-executive
Directors accounted for 37.5% of the members of the Board. The
Independent Non-executive Directors are outstanding executives or
experts in the textile industry and business sectors who bring with
them expertise in different areas. They provide adequate control
and balances for the Group to protect the overall interests of the
shareholders and the Group. The role of the Independent Non-
executive Directors is to provide independent and objective opinions
to the Board for its consideration and decisions. All Independent
Non-executive Directors have submitted annual written confirmation
of their independence and compliance with the independence
guidelines as set out in the Listing Rules.

Board proceedings

Regular Board meetings are held to discuss the Group’s
operation, financial performance, corporate governance and future
development. At least 14 days prior notice and an agenda with
supporting papers of no less than 3 days of the Board meeting are
given to Directors to ensure timely access to the relevant information
for discharge of their duties.

Annual Report 2017 £

45



46

AN\ gy
EREBHRE

Corporate Governance Report

AREAMEAERIESENEZZEENT
AR EEUNELAERNRENERH
SRLBIHEXt - 2RESNHERS
BLEBOVIRMER ABEERHERIM
ACERTFHE -

RABREBE-_ZE—+tF+=ZA=+—HIE
FEARXBITOAZEBETSSH BEY
BRAELEHALERNBMBRE —XAGF 28BE
EERAXNENEREREEELE-

EXeREFRETRITNASH IRNER
ERARBINEGE UBTEBRBEREH R
iR MMtETHEFEXRENEBERS
T

FA-EFETEEEBIIIFNTESTETE

N N

VeE NEBEKNBEEER-

EEEHESZ L
RESTEFTEXRBERBE TINEE AR
AR BERERETETERENTEIRESE
KEBZHERAER -ZERRXBEER  Fik-
XIERBEES B TEER KM
N REFE -

EEFESE
REFERNRFNEEEE R BBIMITES
EEgERY=-"EEEg HERZES.
YHMEEERREEEE - REZEGME
MEESNAMLOKERBILIFENITES
UIMBEZEgNBIM AN SXEE g
REEBEYIFNTESE -MEZESHAR
BENBESERE FURESEHNAR
7] 49 3 www.shenzhouintl.com & B 32 By 48 b
www.hkexnews.hk °

BZEE@NRARRERABITRG - 8&
BEecHREEeER NiIWmEEEER
R UNEFSRHUEBRZZMERR

Minutes of the Board and Board Committees are taken by the
Company Secretary and, together with any supporting papers, are
open for inspection following reasonable notice by any Directors.
Draft and final versions of minutes are also sent to all Directors for
their comment and records, respectively.

The Company held 4 full Board meetings for the year ended 31
December 2017, with all the existing members of the Board attended
except for Mr. Xu Changcheng who was absent from 1 meeting as
he had to attend to other business engagements.

Board meetings will be held at least four times a year with additional
meetings convened as and when necessary to determine overall
strategic directions and objectives and approve interim and annual
results and other significant matters.

During the year, the Chairman also held a separate meeting with all
the Independent Non-executive Directors to address business issues
and concerns.

BOARD DIVERSITY

In order to achieve a diversity of perspectives among members of
the Board, it is the policy of the Company to consider a number
of factors when deciding on appointments to the Board and the
continuation of those appointments. Such factors include gender,
age, cultural and educational background, ethnicity, professional
experience, skills, knowledge and length of service.

BOARD COMMITTEES

To oversee particular aspects of the Company’s affairs and to
assist in the execution of its responsibilities, the Board has three
Committees, namely Audit Committee, Remuneration Committee
and Nomination Committee. The Nomination Committee and the
Remuneration Committee have been structured to include a majority
of Independent Non-executive Directors as members in order to
reinforce independence, while the Audit Committee only comprises
Independent Non-executive Directors. All of the Committees are
governed by its respective terms of reference, which are available
on the Company’s website www.shenzhouintl.com and the Stock
Exchange’s website www.hkexnews.hk.

All Committees are provided with sufficient resources to discharge
their duties. The Committees report to the Board on a regular
basis to discuss significant issues and findings and to make
recommendations to the Board for making decisions.
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REMUNERATION COMMITTEE

The Company established the Remuneration Committee in
compliance with the CG Code on 9 October 2005. As of the
issuance of this report, the Remuneration Committee comprises Mr.
Ma Renhe, an executive director, Mr. Chen Xu and Mr. Jiang Xianpin,
both independent non-executive directors. On 1 January 2017, Mr.
Chen Genxiang resigned as the chairman of remuneration committee
and Mr. Chen Xu is appointed to fill the vacancy, hence, Mr. Chen Xu
is the chairman of the Remuneration Committee.

The principal responsibilities of the Remuneration Committee are to
make recommendations to the Board on the overall remuneration
policy and structure for the directors and senior management and on
the establishment of a formal and transparent process for approving
such remuneration policy. The Remuneration Committee makes
recommendations to the Board on the remuneration packages of
individual executive directors and senior management. No director
will take part in any discussion on his or her own remuneration.The
details of the Directors’ fees are set out in note 8 to the financial
statements.

The Company’s objective for its remuneration policy is to maintain
fair and competitive packages based on business requirements and
industry practice. In order to determine the level of remuneration and
fees paid to members of the Board, market rates and factors such
as each director’s workload, responsibility, and job complexity are
taken into account.

The Remuneration Committee held 1 meeting with full attendance in
2017. At the meeting, it reviewed the remuneration of Directors and
senior management.

Details of the remuneration by band of the 10 members of the
senior management of the Company, whose biographies are set out
on pages 120 to 123 of this annual report, for the year ended 31
December 2017 are set out below:

A"

FHER (B TT) Number of

Remuneration band (HK$’000) individual

1,000L4 T~ Below 1,000 A N/A
1,000£2,000 1,000 to 2,000 7
2,000A Above 2,000 3
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NOMINATION COMMITTEE

The Company established the Nomination Committee on 9 October
2005. For the year ended 31 December 2017, the Nomination
Committee comprises Mr. Ma Jianrong, an executive director, Mr.
Qiu Weiguo and Mr. Jiang Xianpin, both independent non-executive
directors. Mr. Ma Jianrong is the chairman of the Nomination
Committee.

The principal responsibilities of the Nomination Committee are
to identify candidates with suitable qualifications as directors,
select and nominate such candidates for directorship and provide
recommendations to the Board accordingly; regularly review the
structure, size and composition (including skills, knowledge and
experience) of the Board and make recommendations to the Board
for any proposed changes.

The Nomination Committee held 1 meeting with full attendance
in 2017. At the meeting, it reviewed and recommended the
reappointment of retiring Directors for shareholders’ approval at the
Annual General Meeting (“AGM”).

APPOINTMENT AND RE-ELECTION OF
DIRECTORS

A person may be appointed as a member of the Board at any time
either by the shareholders in general meeting or by the Board upon
recommendation by the Nomination Committee.

In accordance with the Company’s Articles of Association, any
Directors appointed by the Board as additional Directors or to fill
casual vacancies shall hold office until the next AGM (in the case
of an addition to the Board) or until the next general meeting (in
the case of filling a casual vacancy), and are eligible for re-election
by the shareholders. In addition, all Directors are required to retire
by rotation at least once every three years at the AGM, subject to
re-election by the shareholders. All Independent Non-executive
Directors are appointed for specific terms of not more than three
years.
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AUDIT COMMITTEE

The Company established the Audit Committee in compliance with
Rules 3.21 to 3.23 of the Listing Rules on 9 October 2005. As of
the issuance of this report, the Audit Committee comprises three
independent non-executive directors, namely Mr. Jiang Xianpin, Mr.
Chen Xu and Mr. Qiu Weiguo. Mr. Jiang Xianpin is the chairman
of the Audit Committee. His expertise in accounting, auditing and
finance enables him to lead the Audit Committee. On 1 January
2017, Mr. Chen Genxiang resigned as a member of the Audit
Committee.

The principal responsibilities of the Audit Committee are to conduct
critical and objective reviews of the Group’s financial and accounting
practices, risk management and internal controls. These include
determining the nature and scope of statutory audit, reviewing
the Group’s interim and annual financials and assessing the
completeness and effectiveness of the Group’s accounting and
financial controls.

The terms of reference of the Audit Committee are consistent with
the recommendations as set out in “A Guide for Effective Audit
Committee” published by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”) and the provisions of the CG
Code and are subject to amendments in response to the regulatory
requirements from time to time (including the Listing Rules). Please
refer to the Company’s website www.shenzhouintl.com for the
details.

The Audit Committee held 2 meetings for the year ended 31
December 2017 with full attendance. At the meetings, it reviewed
the 2016 final results, financial report and auditing issues, with the
external auditors, and the 2017 interim results, the activities of the
Group’s internal audit functions, the internal audit report on business
operations and continuing connected transactions.
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Details of Director’s attendance at the AGM, Board and Board
Committee Meetings held in 2017 are set out in the following table.
The overall attendance rate of Directors at Board meetings was

96.97%.
HE/BTEERY
Meetings Attended/Held
Exgez ENZEES FMEES REZEE RRBFAE
Board Audit Remuneration Nomination
Meeting Committee Committee Committee AGM
HITES
Executive Directors
SRREE 4/4 - - 1/1 1/1
Mr. Ma Jianrong
BEMEE 4/4 - - - 1/1
Mr. Huang Guanlin
BLMEE 4/4 - 11 - 11
Mr. Ma Renhe
FREREE 4/4 - - - 1/1
Mr. Wang Cunbo
BReHat 4/4 - - - 1/1
Ms. Chen Zhifen
BYKHTES
Independent Non-executive Directors
BR1B St & 4/4 2/2 11 - 1/1
Mr. Chen Xu
BEmEHE 4/4 2/2 1/1 1/1 1/1
Mr. Jiang Xianpin
REBRLE 4/4 2/2 - 1/1 1/1
Mr. Qiu Weiguo
RGK K 010 - - - 0/1
Mr. Xu Changcheng
(RZB—tF AZHEH)
(resigned on 2 June 2017)

M (1) BELAEFRAQATEZTH/ALEIT—  Note: (1)  One board meeting was held during the period where Mr. Xu was

REEEEH-
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o

o

a director to the Company.

FINANCIAL REPORTING

The Board acknowledges its responsibility to prepare the Company’s
accounts which give a true and fair view in accordance with the
accounting standards generally accepted in Hong Kong as published
by the HKICPA. The Company has selected appropriate accounting
policies and has applied them consistently based on prudent and
reasonable judgments and estimates. The Directors endeavoured to
make a fair and comprehensible assessment of the Group’s current
conditions and prospects in the financial report.
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RISK MANAGEMENT AND INTERNAL
CONTROLS

The Board recognises its responsibility of risk management and
internal control system and reviewing its effectiveness. The Board
acknowledges its responsibility to assess and determine the nature
and degree of risks that it is willing to take in achieving strategic
goals as well as to maintain an appropriate and effective risk
management and internal control system and to ensure accurate
reporting of the Company’s state of affairs to shareholders and the
public in a timely manner.

The Group’s risk management and internal control system is
designed to manage and enhance operating effectiveness and
efficiency, to safeguard assets against misappropriation and
unauthorized disposition, to maintain appropriate accounting
records and financial reports that are true and fair, and to ensure
compliance with relevant laws and regulations. The system aims
at providing a reasonable, but not absolute, assurance against
material misstatement or loss and managing rather than eliminating
operational risks.

The overall risk management process of the Company is integrated
in the day-to-day operations of the Group and the management
is entrusted with duties to analyze, identify, monitor, evaluate
and respond to risks associated with the business activities and
operations of the Group. The management will evaluate risk levels
acceptable for the Company, set up contingency plans and formulate
contingency plans to minimize impact of unpredictable events and
report its findings to the Audit Committee and the Board, who
ultimately determine the nature and extent of significant risk that the
Company is willing to take in achieving its business objectives and
direct the Group’s risk management strategies.

The Internal Audit Department is tasked with performing internal
control functions of the Company and plays an important role in
monitoring the internal governance of the Company. The Internal
Auditor reports directly to the Chairman and has direct access to
the Audit Committee. The Internal Audit Department has unrestricted
access to information that allows it to review all aspects of the
Company’s risk management, control and governance processes.
On a regular basis, it conducts audits on major activities and
process of the Group’s business and support units. It also conducts
special reviews or investigations of areas of concern identified
by the management or the Audit Committee. All audit reports are
communicated to the Audit Committee, Directors and key senior
management. Audit issues are tracked and followed up for proper
implementation, with progress reported to the Audit Committee,
Directors and senior management directly and periodically.
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The Board, through the Audit Committee, reviewed the effectiveness
of the risk management and internal control system of the Group
for the year ended 31 December 2017, which covered controls
over financial reporting, operations and compliance, as well as risk
management functions, and considered that the system of internal
controls in operation in the Group have been in place and functioning
effectively.

Assisted by the Audit Committee, the Board assessed the
effectiveness of the risk management and internal control system
of the Group by reviewing the investigation results of management
report and internal audits, and considered that the risk management
and internal control system of the Group for the year ended 31
December 2017 was effective and adequate.

The Group has formulated procedures on the handling and
disclosure of inside information which provides a general guide
to the Company’s Directors, officers, senior management and
relevant employees in handling confidential information, monitoring
information disclosure and responding to enquiries. The procedures
help ensure that any material information which comes to the
knowledge of any officer of the Company should be promptly
identified, assessed and reported to the Board if required, and
that inside information of the Company is disclosed promptly in
accordance with the relevant laws and regulations when necessary.
To further enhance the internal control of the Company, the
Company has adopted a written inside information disclosure policy
on 27 March 2017 to standardize the responsibility and procedure of
information disclosure.

EXTERNAL AUDITORS

The Group’s independent external auditor is Ernst & Young. The
Audit Committee is responsible for the appointment of the external
auditors and reviewing the non-audit functions performed by the
external auditors for the Group. In particular, the Audit Committee
will, prior to the execution of contract with the external auditors and
the commencement of their duties, consider whether the non-audit
functions will result in any potential material conflict of interest.

The related remuneration for the audit services provided by Ernst
& Young to the Group for the year ended 31 December 2017
amounted to RMB2,983,000.
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The Board is satisfied with the audit fees, process and effectiveness
of Ernst & Young and has recommended their appointment as the
Company’s external auditors at the forthcoming AGM.

SECURITIES TRANSACTIONS OF DIRECTORS
The Company adopted the Model Code for Securities Transactions
by Directors of Listed Issuers as set out in the Listing Rules as
the Company’s code of conduct regarding Directors’ securities
transactions (“Securities Trading Code”). A copy of the Securities
Trading Code is provided to all Directors upon their appointment.
Reminder will be issued twice a year, being 30 days prior to the
Board meeting approving the Company’s interim results and 60
days prior to the Board meeting approving the Company’s annual
results, reminding the Directors that they are not allowed to deal in
the Company’s securities prior to the announcement of its results
(the period during which the directors are prohibited from dealing
in shares) and that all transactions must comply with the Securities
Trading Code. Upon specific enquiries, all Directors confirmed
their strict compliance with the relevant provisions of the Securities
Trading Code throughout the year ended 31 December 2017.

Senior management may be in possession of unpublished price
sensitive information or inside information due to their positions
in the Company, and hence, are required to comply with dealing
restrictions under the Securities Trading Code.

COMPANY SECRETARY

The Company Secretary, Mr. Chan Tak Hing Kenii, is responsible for
facilitating the Board process, as well as communications among
Board members, with shareholders and management. Mr. Chan’s
biography is set out in the “Biographical Details of Directors and
Members of Senior Management” section on pages 116 to 123 of
this annual report. During the year, Mr. Chan undertook not less than
15 hours of professional training to update his skills and knowledge.
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BREEBREARESR INVESTORS RELATIONS AND
COMMUNICATION

EEeRAHEREERBRAEE-FH{LFP  The Board recognises the importance of communication with its

HSRE BREEHE2EAMNSELRIBERINE  shareholders. Annual and interim reports offer comprehensive

BomBEREEFASBEREEEMESE operational and financial performance information to shareholders

eREMEHNER- and the AGM provides a forum for shareholders to express their
concerns directly to the Board.

AEENREEMESHELEMATOITER  Our Investor Relations Department communicates with research
BEREEBR YRANFRMHBMASEE analysts and institutional investors in an on-going manner and
RERERNEZAZTEEL - provides them with up-to-date and comprehensive information about

the Group’s strategies and development.
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The Company also issues press releases from time to time
throughout the year and responds to requests for information and
queries from the investors. Current information on the Company
including interim and annual reports, announcements, circulars,
press releases and presentations material can be retrieved through
our Company’s website www.shenzhouintl.com. Information on the
website is updated in a timely manner to ensure the speed, fairness
and transparency of our disclosure. We recognize that not all
shareholders and stakeholders have ready access to the internet. If
necessary, hard copies of those website information listed above are

available free of charge upon request to the Company Secretary.
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SHAREHOLDERS

The Company has a policy of open communication and fair
disclosure. Disclosure is a key means to enhance our corporate
governance standards, in that it provides our shareholders and
other stakeholders with the information necessary for them to form
their own judgment and to provide feedback to us. We understand
that more disclosure does not necessarily result in increased
transparency. The integrity of the information provided is essential for
building market confidence.

The Board and Senior Management recognize their responsibility
to represent the interests of all shareholders and to maximize
shareholder value. Therefore, we strongly encourage shareholders
to put forward proposals at an AGM or extraordinary general
meeting (‘EGM”) including a written notice of those proposals that
could be addressed to the Company Secretary at the registered
office. Enquires may be put to the Board by contacting either the
Company Secretary through our hotline 852-2310-4919, email at
2318ir@shenzhougroup.com or raising questions at an AGM or
EGM. Questions on the procedures for convening or putting forward
proposals at an AGM or EGM may also be put to the Company
Secretary by the same means.

Pursuant to the Articles of Association of the Company, any one or
more shareholders holding at the date of deposit of the requisition
not less than one-tenth of the paid up capital of the Company
carrying the right of voting at general meetings of the Company shall
at all times have the right, by written requisition to the Board or the
Company Secretary, to require an EGM to be called by the Board
for the transaction of any business specified in such requisition; and
such meeting shall be held within two (2) months after the deposit
of such requisition. If within twenty-one (21) days of such deposit
the Board fails to proceed to convene such meeting, the requesting
member(s) himself (themselves) may do so in the same manner, and
all reasonable expenses incurred by the requesting member(s) as a
result of the failure of the Board to convene such meeting shall be
reimbursed to the requesting member(s) by the Company.

We will continue to review and, where appropriate, improve on our
corporate governance practices in light of evolving experience,
regulatory requirements and international developments. Corporate
governance is an evolving process. Good corporate governance is a
journey, rather than a final destination.

Memorandum and Articles of Association

During the period from 1 January 2017 to the date of this annual
report, there was no material change in the Memorandum and
Articles of Association of the Company.
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ABOUT THIS REPORT

This sustainability report outlines the approaches, commitment
and strategies of the Group’s major subsidiaries in four aspects —
workplace quality, environmental protection, operating practices
and community involvement. The reporting period of this report is
from 1 January 2017 to 31 December 2017. The data disclosed
in this report is provided by the respective human resources,
administration, finance, energy and other relevant departments,
and has been prepared and collected by sustainable development
department.

This report has been prepared in accordance with the
“Environmental, Social and Governance Reporting Guide” set out in
Appendix 27 of the Listing Rules. During the reporting period, the
Company has complied with the “comply or explain” provisions set
out in the “Environmental, Social and Governance Reporting Guide”.

VISION

Shenzhou’s position for its future corporate development is to
be committed to becoming the best garment operator in the
worldwide. Shenzhou is Asia’s biggest vertically integrated garment
enterprise, with a complete operation system including research
and development, design, production and logistics. The future
development strategy of Shenzhou is not only to pursue the
continuous growth of the scale of the enterprise, but also to focus on
the comprehensive uplift in the corporate competitiveness, especially
the improvement in innovation, automation, informatisation and
environmental protection.
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MISSION

“Building a green enterprise and offering people a comfortable life” —

Environmental protection is Shenzhou’s primary social responsibility

as well as the basis of long-term viability for any enterprises. The

Group shall always remain devoted to environmental commitments,

from which corporate sustainability can be realized; Comfort is not

merely a tactile sensation from our knitwear, but also a state of living

that we so fervently pursue. By creating a life of comfort, we seek to

make the enterprise one with nature.

ENVIRONMENTAL PROTECTION

1.

The Profile of Shenzhou’s Environmental Protection:
Environmental protection is one of the key policies of the
government. In recent years, the Chinese government has
strengthened its effort in environmental protection policy
through reform of the supply side, which restricts and
eliminates the outdated production facilities that have negative
impact on the environment. The Chinese government has
implemented the amended Atmospheric Pollution Prevention
Law since 1 January 2016 and the amended Law on
Environmental Impact Assessment since 1 September 2016.
More clear and comprehensive requirements have been made
in monitoring of pollutants in the whole process, optimization
of energy structure, evaluation of the impact on environment
and measures for environmental issues and the environmental
responsibility of relevant entities are also emphasized.

During the reporting period, the Company has complied with
all relevant laws and regulations that have a significant impact
on the Company relating to environmental protection and
emissions of gas, wastewater and solid waste.
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The main resources and energy used in the process of the
Group’s production include water, electricity, coal, biomass fuel,
natural gas and steam. Fabric production is the main process
of energy consumption. The main wastes generated from
production are wastewater and waste gas etc., the former of
which is generated from dyeing process. Through clean water
and sewage split-flow in the production process, lightly polluted
water for dyeing and cleaning is recycled after treatment, and
dyed polluted water is discharged after strict treatment.

Currently, the Group has recycled facilities in Mainland China,
with a capacity of 15,000 tons of reclaimed water per day,
which effectively lower water consumption and direct discharge
of sewage. The air pollutant generated from production
process are mainly smoke and dust, sulphur dioxide and
nitrogen oxide.

The Group pays attention to the control of pollutants in the
whole process and attaches importance to the environmental
protection performance of raw materials provided by suppliers
in determination of suppliers. Each production department
continues to improve technique and tries to enhance the level
of environmental protection in technique. It optimizes energy
structure and gradually increases the use of clean energy.
It upgrades old equipment promptly through introduction
of advanced and greener equipment with low consumption
to reduce the consumption of resources and emission of
pollutants. In the final treatment of pollutants, it strictly
complies with relevant requirements of government and
ensures compliance with standards in emission.

In 2017, the emission of hazardous wastes of the Group was
641 tons in aggregate. In addition, the Group also has facilities
for emission of non-hazardous wastes and the emission of
non-hazardous wastes was 31,957 tons in aggregate. The
emission of hazardous wastes and non-hazardous wastes were
increasing substantially because the emission of hazardous
wastes and non-hazardous wastes in 2016 was only counted
the statistic in Ningbo district, and the emission of hazardous
wastes and non-hazardous wastes in 2017 was counted the
statistic in whole Group. And the hazard wastes in Vietnam and
Cambodia district like the chemical packaging material was
handled by the factories, but the chemical packaging material
in Ningbo district was handled by the suppliers.
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The total consumption of electricity of the Group for the year
was 508,706,347 kwh, representing a year-on-year increase of
13.06%. The main use of electricity was production of fabrics.
In 2017, the fabric output of the Group was 156,812 tons,
representing an increase of 19.98% as compared to that of
last year. The electric consumption of the fabric factory was
379,601,211 kwh, representing an increase of approximately
9.80% as compared to that of last year.

In 2017, the consumption of steam was 1,489,391 tons. As
there is no steam provided for the fabric factory in Vietham,
the heat energy required is mainly provided by fuel and
electricity instead. The increase in production capacity of
fabric for the year is totally attributed to the factory in Vietham.
Consequently, the unit consumption of fuel, electricity and
steam of the Group for the year increased.

In 2017, the total consumption of environment-friendly biomass
and coal was 251,352 tons (2016: 208,504 tons), representing
an increase of 20.55% as compared to that of last year, of
which, approximately 100% were biomass fuel in the area of
Ningbo, substantially reducing sulphur dioxide discharge and
effectively reducing adverse impacts on the environment.

In the current year, the Group’s activities had no significant
impact on environmental protection and natural resources. In
terms of the relevant policy in environmental protection and
natural resources, 100% of factories complied with emission
standards on waste water, waste gas and noise, respectively.
In terms of the emission of waste water, the current emission of
waste water of the Group is better than standard. In addition,
the water consumption the Group for the year increased by
7.24%, which was mainly due to the increase of production
capacity of fabric factory in Vietnam.
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Meanwhile, the Group will enhance the efforts to reduce
the discharge of water and the emission of the waste
gas. The discharge of wastewater for 2020 is expected
to be approximately 35% less than that for 2015. The
water consumption for unit product is likely to reduce by
approximately 20%, the energy consumption per kg will go
down by 35% and the emission of carbon dioxide per kg will
decrease by 35%. In addition, the Group will increase the use
of renewable energy.

Furthermore, raw materials used in the manufacture of each
unit product will be 10% less and the recycling and reuse of
20% of wasted production raw materials are guaranteed, which
reduces carbon dioxide’s emission.

In 2017, packaging materials of the Group’s garment
totalled approximately 24,970 tons, representing an increase
of 13.18% as compared to that of last year, which was
attributable to the increase in packaging materials due to the
growth in production volume.

In addition, the Group planted 37,370 trees in the current
year, representing an increase of approximately 111.73% as
compared to that of last year and covering a lawn of 380
square meters and Radix Ophiopogonis of 5,374 square
meters. Furthermore, the electricity consumption of the
Group at the power plant was 508,706,347 kwh for the
year, representing an increase of approximately 13.06% as
compared to that of last year, which resulted in the emission
of carbon dioxide of 307,258 tons. The electricity consumption
in Ningbo district for treatment of waste water in the current
year was approximately 8,832,906 kwh, representing an
increase of approximately 13.14% as compared to that of
last year, which resulted in the emission of carbon dioxide of
5,335 tons. Moreover, the electricity consumption in Ningbo
district for treatment of cleaning water in the current year was
approximately 2,538,192 kwh, representing a decrease of
approximately 1.14% as compared to that of last year, which
resulted in the emission of carbon dioxide of 1,533 tons.
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Note: The significant increase in emission of smoke and dust,
nitrogen oxides and waste water was attributable to the
remarkable growth of production capacity in Vietnam
district, and the direct energy in Vietnam district was coal.

Measures in energy conservation and emission reduction:
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Given that Ningbo district owns large-scale reclaimed
water recycling facilities, energy-saving eco-friendly
production equipment, clean production technique
for the whole process and high-standard wastewater
final treatment, therefore, the Group is able to the
effectiveness of save energy, lower consumption and
significantly bring down the energy consumption per ten
thousand output value.
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RZE—NF AEBE A a2 In 2016, the Group adopted measures in energy
PERE R BN 2R A B ENRES conservation and emission reduction, such as
BHNES FTARSEET A8 improvement works on steam pipelines and motors, with
EE CUBRETEUEEEZE-ZF a view to enhance production efficiency and decrease the
—tEFEERMRETEMERE consumption of electricity per unit. In 2017, we modified
BUE BRI R MMER R - (e biomass boilers to natural gas boilers in Ningbo district,
BT Z@/FmBENE- and would decrease the emission of sulphur dioxide.

SN AREEDERT REHK In addition, the Group had implemented projects like
HEOREBETTEADEERE BF transformation of facilities and promote automation of
‘bt EkBEEERMmPOLFIEE - packaging and automation of warehouse and clothing test

center.

FR M 5% [0 B0 R B € RO
ENERGY SAVING AND CONSUMPTION REDUCTION EFFECTIVENESS OF
SHENZHOU GROUP
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1.2 Solid waste separation and treatment

We conduct a classification and treatment process for
all solid waste, part of which will be recycled and reused
to minimize its pollution to the environment. Our Group
classifies all solid waste into four categories according
to the relevant Regulations for Waste Classification and
Management in the factories and the relevant offices
in China, Vietnam and Cambodia. Please refer to the
following table for the specific classification and weight.

ZE-RF —E-tF
g5 Efl B IR 58 (TR) EE(TR)
Weight in Weight in
Category Examples Source of waste 2016 (kg) 2017 (kg)
ABFARARR BRAAEL BAR BAK BLAL B HE - FEREKBR 9,312,123 11,935,600
Reusable or recyclable Waste paper boxes, waste Knitting, dyeing and garment
paperboards and papers paper cones, waste paper cores, making process
waste papers
BN AR ER 2R @ ER HE - REREKRR 27,884,676 13,171,825
Reusable or recyclable waste Waste fabric, pied hair Knitting, dyeing and garment
fabric making process
BRRARERZEERED BRI BHE HE - FEREKBR 876,793 1,191,378
Reused or recycled Plastic wire cores, plastic bags Knitting, dyeing and garment
non-hazardous waste making process
VEBMBARDWL FEREY RELR EERBRE 5,239,238 5,658,632

Non-hazardous waste that cannot
be reused or recycled

Household garbage

Canteen and office

. LT EY A B E R RS . All above mentioned wastes are collected by different local
HEpliE - service providers.
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1.3 Sewage treatment and testing of smoke emissions

The Group adopted the following facilities in treating
sewage and smoke emissions. Meanwhile, ozone wash
and digital printing were also applied to reduce the usage
of water. Furthermore, the Group also set up boiler heat
recovery system and built yarn dye-heat recovery in
the beginning of 2016 to improve the Group’s energy
efficiency, details of which are as follows:

The Group has set up integrated sewage treatment
facilities in its Ningbo and Vietnam factories since
construction completed to comply with the emission
standards before discharging. It carries out regular
inspections according to the Environmental Protection
Bureau’s requirements. The respective environmental
protection authorities have installed online detection
devices at the sewage outfalls.

At production district in Ningbo, the frequency of
inspection on wastewater discharge is: realtime
monitoring for on-site inspection; once every three
months for sample inspection.

The Group also conducts online monitoring on smoke
emission to ensure compliance with the emission
standards before discharging. The respective
environmental protection authorities have also installed
online monitoring devices at our smoke outfalls. At our
Ningbo factory, the frequency of inspection on smoke
and gas emission is: real-time monitoring for on-
site inspection; once every three months for sample
inspection.
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21 ZE—tEHERERE 2.1 Energy consumption in 2017
AEEBEMEZ EBREFRHEME Our main energy consumption in the last two years is as
NN follows:
ZEBEREEENERESE  LE The data includes the Group’s total energy consumption
RREMIUARRKBEPUARE in the entire knitting, dyeing and finishing and garment
FEEEMR 7R ERAE - manufacturing processes and all its operational regions.
BZAFUEEE - MR BEZAEFUEEE B
Indirect energy consumption-Gas Indirect energy consumption-Steam
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4,000 8% 1,200,000 1,108,405
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e 7 RO e I F7(90)
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Consumption in 2016~ Consumption in 2017 Consumption in 2016 Consumption in 2017
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e Note: The significant increase in gas consumption was
attributable to the replacement of biomass boilers
with natural gas boilers in Ningbo region.

o [k - ZOTARERD NI (8884 ) INEL
* Note: Steam is used for heating up some of the
dyeing machines (888) units to heat up
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Consumption in 2016 Consumption in 2017
o DRTRE : B R AV IR PR (R SRIE DN ER SRR

¢ Note: Coal and bio-mass fuels are used as fuel for boiler to heat up
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AR AR
Water consumption by source
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15,000,000 -
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10,000,000 Fresh water (Tons)
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—E-REFHREE T LFHREE
Consumption Consumption
in 2016 in 2017
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Please refer to the following table for the intensity of
direct energy consumption, indirect energy consumption
and water consumption in 2016 and 2017:

—E-RF —EB-tF
2016 2017

MEEERHAENRE - MR 0.0001 0.0001
The intensity of indirect energy consumption-Gas
MEEERERENRE %R 0.0036 0.0043
The intensity of indirect energy consumption-Steam
M REEENRE—EN 1.4514 1.4534
The intensity of indirect energy consumption-Electricity
BEEREREEENARE 0.0007 0.0007
The intensity of direct energy consumption
FKENRE 0.0898 0.0849

The intensity of water consumption

M BEZAEREHAERTSE
HEREMBEES Z LK

5] Uit £ 18 2 &
REBHRL T IRIEE G B R
RZE—+F  RIERERKRES
H A R30,600MA A EF A
BEFEEEINT7.73%  BIEKRA
695,454 T °

AT 2 Bl s g Zae ry B F

2.2

Note: Intensity represents the ratio between total consumption
and total production of knitwear each year.

Boiler Heat Recovery

The Group set up the boiler heat recovery system. In
2017, the boiler heat recovery system produced a total
of 30,600 tons of steam for the use of production,
representing an increase of 7.73% as compared to that of
last year, which saved USD695,454.

The following is the picture of the boiler heat recovery
system:
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BN AKEEBR T —+FIBEE In addition, the Group carried out transformation of
HEBCEMEEME REN AKX production facilities and replaced biomass boilers with
NAMIE - AR A RARRIER natural gas boilers in 2017. Given that the adoption of
ARERE/CRE FEREA natural gas boilers will reduce concentration of nitrogen
K 7100mg/m? « & M 12 /= i 4B A oxides to below 100 mg/m?, it will enhance the efficiency
R of the boilers.

NTREMERBERRARNRE The following is the picture of the replacement of biomass
" E F boilers with natural gas boilers:

UTRIEBEENEF: The following is the picture of the stereoscopic

warehouse:
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3. LEAN PRODUCTION AND INNOVATION
In order to expand the globalization layout of Shenzhou,
we launch new products development and improvement of
manufacture technology and process at the innovation center,
which is extremely crucial to our strategic planning.

3.1

The strengths of the innovation center

The vision to be achieved by Shenzhou through its
innovation center is to increase the added-value and
profitability of products, while developing the Company
into a sustainable operator through introducing our
ideology of environmental design in designing products
with our customers in the innovation centres, reducing
the use of fabrics and the pressure on the environment
caused by production emission.

Design for Manufacturing and Assembly (DFMA)
and design production-friendly products as well as
increasing productivity
Product diversification
Shortening the cycle of product development and
saving the labor and cost deployed by Shenzhou

and its customers in R&D

Integrating green elements in the design, reducing
the use of chemicals

Increasing the product quality

Ensuring a healthy and safe production environment
for the staff
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3.2

3.3

3.4
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Intelligent hanging system

The Group has always upheld lean manufacture. The
“intelligent hanging system” is controlled by computers
and is a transmission and logistic tool for allocating
production tasks to operators at each workstation. The
system lowers the heavy workload of operating staff and
reduces the transmission time of each working process,
which increases the production efficiency by 2 to 3%.

Digital Print

Through digital print, more accurate and vivid colors
can be achieved and consumption of film and water
in traditional printing is eliminated. The consumption
of power and resources can be effectively reduced.
Therefore, a T-shirt with beautifully-designed printing can
also be an environmental-friendly product.

Ozone Wash

G2 Ozone Wash means ozone washing. Ozone is a
strong oxidant which discolour the clothes naturally
and forms vintage style by washing the clothes with
ozone composing of G2. Generally this effect needs
to be completed by chemical agents, however, G2
production replaces the use of chemicals and reduces
water consumption, which minimizes the pressure on
environment caused by this type of products.
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As an enterprise keen on sustainable development,
the Group actively supports and maintains its role as a
proper environmental protector, strives to enhance and
raise environmental awareness, and deeply indoctrinated
the low-carbon concept in the whole Group. We firmly
believe that our commitment to environmental protection
will become a part of Shenzhou'’s core competitiveness,
leading the Group to greater success in the future.

The process of the garment factory in Vietnam, from
design and construction to completion, fulfils the
standard of LEED GREEN GOAL. The factory targets to
achieve the LEED SILVER GOAL ranking in the future.
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4. WORKPLACE QUALITY

4.1

Employees’ Basic Information

As at 31 December 2017, there were about 77,100
employees working in the Group. All of them are full-time
employees, and the majority are young and middle-aged
employees. The tables below show the employee details
by age distribution, education level, job locations and
gender ratio.

HESAH
A Bok
Percentages
of total
RFEREAESL 5 By Age Band Numbers employees
207 M AT 20 or below 20 6,417 8.32%
2124053 21 to 40 56,529 73.32%
415505 41 to 50 12,524 16.24%
515 R A £ 51 and above 51 1,630 2.12%
HmEt Total 77,100 100.00%
BEEFRDMH

Employees Age Distribution
HESHAH
A Bk
Percentages
of total
£ Bl Gender Numbers employees
5 Male 22,513 29.20%
Z Female 54,587 70.80%
1EEt Total 77,100 100.00%

Bl b =

Gender Ratio
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HEESEH
A B
Percentages
of total
EEXRE 2 By Country Numbers employees
Hp B K Mainland China 50,123 65.01%
e Vietnam 15,990 20.74%
RIS Cambodia 10,987 14.25%
HmEr Total 77,100 100.00%
EERMED M
Employees by Job Locations
HEEEH
A B
Percentages
of total
BHEE D By Education Numbers employees
Bt Doctor 2 0.01%
R E Postgraduate 38 0.05%
E Undergraduate 1,521 1.97%
AE College 2,359 3.06%
FERH Technical secondary school and high school 15,312 19.86%
LS Middle school and below 57,868 75.05%
HEr Total 77,100 100.000%
EBEHEKF
Employees Education Level
HEEEH
A8 B
Percentages
of total
REESEEE S By Type of Position Numbers employees
REIT Permanent position 5,420 7.08%
AT Contract position 71,680 92.97%
RET Short term position 0 0%
iy T Temporary position 0 0%
et Total 77,100 100.00%

EEIHESE

Types of Employees’ Position
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4.2 Statistical analysis of employee turnover rate

By the end of December 2017, there were 77,100
employees in total. According to the statistics, the
Group’s monthly average employee turnover rate in 2017
was 4.27%, representing a decrease of 0.15 percentage
point when compared with 2016 (2016: 4.42%). The
retention rate of employees who have been employed for
over one year was 70% in 2017. Meanwhile, the turnover
rate of male employees was 1.39% while that of female
employees was 2.98% in 2017.

TERBIIREL ST RIS
P ErE -2 L =

The tables below show the average turnover rate of
employees by age distribution and job locations.

EEFH

mE=E

Average

turnover

rate of

RERGESD By Age Band employees
208K SIA T Below 20 and 20 0.57%
21 E405% 21-40 3.39%
4158 Z505% 41-50 0.34%
515 R A £ 51 and above 51 0.06%

EBEFRD M
Age Distribution of Employees

EEFH

RE=E

Average

turnover

rate of

RERE D By Country employees
B K Mainland China 4.76%
g Vietnam 3.36%
R EE Cambodia 3.06%
H bR Other regions 0%

BEERMBESD
Employees by Job Locations

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited



B -

HERERKRE

Environmental, Social and Governance Report

4.3

EBENEBMER
AEEW B TIMWHE  AEEg
RESH T ERSBaRERE
85 AR - MEL BN TTEI
fHfE -

MEBETHESBHMEERIFA
BRRAGG KBREERBAEM
MBREHE  NBRERY A8
BB ABMNERNEKNEBE X
LB ERIRFERE M A A BRI RS
BEE  HEAAREMN TEER
ERERETE NELAABMIE
B IE SRR AESE = %
BE—FE—HBRENBERE
BE)A REN S REABEME
EAE ALERELFHERES
=T EREBER  NEBKE
EEI% B ENRAR - B fEE

|ﬁT’$%@$@iﬁﬁﬁﬁ

%%E

OB THETEEAR AT
MIER NEBEEDREN[E
BT -l BE)EBRIAIE
EIBG TRENEZEERET
%%$EI¢ W TRERE B RAA
BUNBITLHENTIIE KBEHET
BEBSE T BRI EAET
ﬁﬁ&v%K EBS T TIE: S8 B
ARFTLFHMKENEEBRBERE
iék Me BUE S B A REERE

M%Aﬁuﬁ“@%mﬁ'ﬁ
MX BENE RN ERK Ha
ﬁm%ﬁ¥WE%ﬁﬁﬁﬁé%:
REECEREBRERES b %
HE BARMERRELETR
AR KEBEFLEHERE DHEE
BAR  KEMESBA RG]
%Wﬁmgﬁ%mlﬂﬁéﬁk
Bl BELSBHEAREEIRTS
$EIAEFM A [ i%m+
O+ —I&EENER  ~&E
BB THRREBBERE KBS
ARESE M+ NG T HERE A&
BEES -

4.3 The management of employee dismissal

If an employee of the Group is dismissed, the Group will
take relevant action or make compensations based on
the applicable local labor contract law and other labor
regulations.

Where an employee is under any of the following
circumstances, the Group may dissolve the labor contract
according to Article 39 of the Labor Contract Law: It is
proved that the employee does not meet the recruitment
conditions during the probation period; The employee
is in serious breach of the rules and procedures set
up by the employer; The employee causes any severe
damage to the employer due to gross negligence of
duties or malpractices for selfish ends; The employee
simultaneously enters an employment relationship with
other employers and thus seriously affects his completion
of the tasks of the employer, or the employee refuses
to make the ratification after the employer points out
the problem; The labor contract is invalidated due to
the circumstance as mentioned in Item (1), paragraph
1, Article 26 of this Law; or the employee is under
investigation for criminal liabilities according to law. In
addition, the Group will not pay relevant compensation to
the employee under such cases.

Furthermore, if the followings have occurred during the
working period of an employee, the Group will make
relevant compensation to the employee. For example:
the employee is sick or is injured for a non-work-related
reason and cannot resume his original position after the
expiration of the prescribed period for medical treatment,
nor can he assume any other position arranged by the
employer; the employee is incompetent to his position
or is still so after training or changing his position; or
the objective condition, on which the labor contract is
based, has changed considerably, rendering the labor
contract unenforceable and no agreement on changing
the contents of the labor contract is reached after
negotiations between the employer and the employee;
or if the company is under restructuring according to the
Enterprise Bankruptcy Law; or if the company encounters
serious difficulties in production and business operation;
or if the enterprise changes products, makes important
technological renovation, or adjusts business model, and
it is still necessary to lay off of employees after changing
the labor contract; or the objective economic condition,
on which the labor contract is based, has changed
considerably, rendering the labor contract unenforceable.
After the dismissal of employment relationship under the
circumstances stipulated in Article 40 and Article 41 in
the Labour Contract Law, the Group will pay relevant
compensation in accordance with Article 46 of the Labour
Contract Law.
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The dismissal procedures of the Group are as follow: the
group leaders and department head shall report specific
circumstance and the human resources department in
the headquarter shall determine its nature according to
the above circumstances and take the relevant actions or
make compensations.

The benefit of the employee

Shenzhou Group has successfully maintained a relatively
low staff turnover rate, thanks to the following effective
measures:

1. For eight years in a row, chartered coaches were
arranged during Chinese New Year holidays for staff
to go home: spending of approximately RMB17
million was made in 2017 for arranging 240 round-
trip chartered coaches covering 324 locations in 14
provinces such as Anhui, Sichuan, Shanxi, Yunnan
for approximately 11,805 staffs to go home, and to
return to work after the Chinese New Year holidays
safe and sound. Refreshment was provided on the
coaches for our staff’'s enjoyment.
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The Company places great importance to educational
causes and places great emphasises on team building
of staff and education for their children. In May 2011,
the inauguration ceremony of the Ningbo Shenzhou
Knitting Co., Ltd. Education Development Fund was
held at the administration centre in Beilun region. In
the area of schooling for the children of its staff, the
Company liaises with the staff union each year to
resolve practical difficulties in schooling for children of
management staff as far as possible.

Activities for education sponsorship:
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As a labor intensive corporation, Shenzhou Group
places exceptional emphasis on and pays special
attention to the physical and mental wellbeing of
its staff. The Company established a mental health
information centre, “Joyful Community”, in October
2011. With specialists serving as counsellors,
“Joyful Community” is equipped with music facilities
for relaxation and punching facilities for venting
emotions. Through handling cases received,
organising group activities and holding seminars, the
centre resolves psychological distress and relieves
emotional pressure of staff, giving them a peace of
mind.

Employees received an average salary raise of
approximately 10% to 12% each year for the past
seven years.
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5. In 2016, the Group invested approximately RMBO.1
billion in Ningbo to build a new central kitchen for
the purpose of providing safer, cleaner and more
delicious food to employees to ensure their health
and reduce turnover rate.

4.5 Working condition

Due to the needs of continual production and operation,
approved by the labor department, the Group implements
standard working hour system, comprehensive working
hour system and flexible working hour system according
to the job nature of employee.

In addition, the working hour is stipulated by respective
department according to the season, requirement of
production and operation and characteristic of the job.

The working hour of the employees of the Group generally
starts at 8 a.m. and finishes at 5 p.m. and the normal
working hour is less than 8 hours. If overtime work is
needed, the daily overtime will be less than 3 hours and
the monthly overtime will be less than 36 hours.

Time for rest:
Time for rest of the Group’s employees is generally from
11:30 a.m. to 12:30 p.m. There is also time for lunch and

midday rest for employees. The employees have at least
one day off per week.
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The employees of the Group are also entitled to the
national statutory holiday, annual leave, marriage leave,
funeral leave, casual leave and sick leave.

Procedures for application of leave:

The employees of the Group must go through the
formalities when they apply for leave and sign the
application form. In the meantime, employees should
state the nature of leave, holiday, time, reason and
handover matters and provide relevant valid certification.
After the approval of leaders, it will be reported to the
human resources office of the department for registration
and filing.

Health and Safety

The Group distributes labor protection appliances and
tools to employees every year, such as masks, gloves and
uniforms.

The Group cares about the physical health of employees.
It sets up employee health records for every employee
and also organizes routine examination of occupational
diseases.

A total of 56 injuries, which account for 0.075% of
total number of employees and no significant injuries
were recorded in 2017. Lost work days due to injuries
were approximately 15 days on average. The Group will
strengthen on-the-job trainings to raise awareness of
occupational safety.
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The Group supplies free first-aid kits and medicines
to employees, which plays an important role in
emergencies. The Group complies with national labor
laws and regulations and arranges the dayoff and
working timetables stringently in accordance with national
requirements. Employees are also entitled to annual
leave.

During the reporting period, the Company has complied
with all relevant health and safety laws and regulations
that have a significant impact on the Company.

Labor Standards

In 2003, the Group formulated some requirements
like the “Strict Prohibition of Engaging Child Labour
Administrative Provisions”, “Underage Worker
Administrative Provisions” and “Strict Prohibition of
Forced Labour Administrative Provisions” in order to
completely eradicate child labor, underage workers and
forced labor.
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Strict forbiddance of forced labor and child labor

Over the past 23 years of Shenzhou’s operation, there
has not been a single case of forced labor or child labor.
For the purpose of compliance with the relevant laws of
China, Vietnam and Cambodia, Shenzhou has laid out
comprehensive provisions and accountability procedures
in respect of the recruitment, labor use and dismissal.

The above administrative provisions are implemented
strictly in all departments. The following measures reveal
how the Group eradicates child labor effectively during
the recruitment process:

New employee must provide his/her identity card when
commencing employment, so as to verify his/her actual
age.

In the recruitment interview, interviewers will compare
very carefully the photograph on the identity card and
the genuine face. If there is much difference, or the job
applicant looks significantly younger, then the actual age
shall be verified by identity card identification system or
otherwise.

Zero discrimination

We have established anti-discrimination policy and
comply with relevant legal requirements. There has been
no discrimination in Shenzhou against race, region,
gender, nationality, age, pregnancy or disability in respect
of employee recruitment, training, salary and promotion.

During the reporting period, the Company has
complied with all relevant employment and labor laws
and regulations that have a significant impact on the
Company.
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5. DEVELOPMENT AND TRAINING

5.1

Training

The Group attaches great importance to internal and
external studies and trainings to improve employees’
education level and capabilities, and properly nurtures
talents required for the Group’s development. The Group
has established Shenzhou School of Management,
which has become the cradle that nurtures the Group’s
management talents. As at the end of 2017, trainings
were provided to 11,945 attendees.

The number of male employees who attend Shenzhou
School of Management is 726, representing 32.23% of
the total male employees while that of female employees
is 1,627, representing 67.77% of the total female
employees. In 2017, the cumulative training time of male
employees was 428 hours while that of female employees
was 900 hours.

In 2017, Shenzhou School of Management held 220
training sessions and total hours of training sessions was
1,328 hours during the year. Moreover, the customised
sessions of Shenzhou School of Management were
attended by 2,253 employees and accumulated 9,205
participants were recorded. The ratio of the training
frequency over ten times was 12%.
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The table below shows the number of trainees and
training time of employees by job position:

I BOk 230 B RS BOl

Number of Training
BEE IR By Job Position trainees  Percentage time  Percentage
BRERE Senior Management 50 2.22% 450 0.66%
AL E R B Middle Management 320 14.20% 2,880 4.21%
HMET Other Employees 1,883 83.58% 65,010 95.13%
BEr Total 2,253 100.00% 68,340 100.00%

BMNERERR T —=FNA
:+ E'ﬁ)z,i %ﬂxﬁﬂiu DJ”iT%J’}\%
KHMBEBABERTE BRiEARY
BRI EKEERE  BORAM
AR EEBABNEEKT K
RAEERSGEMMNEE MW o

AREBR-_Z—NF+ - ALK
T&mmmﬁﬁ%:miilﬁ
MERBETEACE C¥T
EMEXREBETIEERTLEA
T%fﬂﬁﬁA?%ﬁ%ﬁﬂ
A BBABRNESTERID
BESHALBPIBENEER
MEBLE -

TRl e REB LD E IR
FEI%EL#%H& =fE > AR H g 2%
BRE-—FPEREEBREE-

[ % £ [®]4%° 1% A BR 2 @] Shenzhou International Group Holdings Limited

Shenzhou School of Management was established on
21 September 2012. The training target was initially the
management staff of garment manufacturing department.
The school formulates the curriculum according to the
training requirements of the Company and devotes to
enhancing the management capabilities of management
staff above the level of group leader, so as to enhance the
product quality and efficiency in the production site.

The Group was successfully selected by Ningbo City
as the third batch of pilot enterprises for self appraisal
of enterprise engineer qualification since December
2014. Self appraisal of enterprise engineer qualification
effectively combines corporate and government
performance appraisal. Qualified persons are recognized
by the enterprise and will be awarded professional
technical qualification certificate by the Ministry of Human
Resources and Social Security.

In addition to training opportunities, certain managerial
staffs are provided with promotions to higher positions
so that they can demonstrate and further hone their
management skills.
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5.2 Career prospects for employees

Our employees have fair and adequate access to
learning and trainings as well as promotion opportunities.
Shenzhou’s Performance Committee has set up branches
in every department of the Company, establishing
a standardized system whereby the development
of employees and the enterprise are integrated. We
encourage our employees to engage in trainings with
regard to their own specialized duties and other industrial
technologies, and provide such learning opportunities as
well as the possibilities of promotions and reassignment
to our employees.

6. OPERATING PRACTICES

Bl s

RNz
Shenzhou-Anging

MM

(S
]

BN RD

Shenzhou-Vietnam

CYESES

Shenzhou-Cambodia

o

6.1

Shenzhou-Quzhou

Supply Chain Management

Major Operating Regions:

Shenzhou Group currently has operations in the
regions shown in the following picture: the orange color
represents the production bases of Shenzhou in Ningbo;
the pink color represents the sales offices of Shenzhou;
the purple color represents the production bases located
outside Ningbo.

Shenzhou-Japan

MR
Shenzhou-Ningbo

FMEE
Shenzhou-Hong Kong

[ §

FNEEEEE
Operating Regions of Shenzhou Group
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The table below shows the number of major raw material
suppliers of the Group by geographical region.

Summary of number of yarn suppliers of group
companies in 2017 (by country)

% HEBHE BoL
Number of
Rank EXR (EHE) & Name of Country (District) Suppliers Percentage
1 H China 115 71.88%
2 FEAE Taiwan, China 10 6.25%
3 5 Korea 8 5.00%
4 PR EB Hong Kong, China 5 3.13%
5 e USA 4 2.50%
6 =] Japan 4 2.50%
7 BARA Italy 3 1.88%
8 i Vietnam 3 1.88%
9 AR P Macau, China 3 1.88%
10 Z=H Thailand 2 1.25%
11 BRP Malaysia 1 0.63%
12 s Singapore 1 0.63%
13 ENfE fedaen Indonesia 1 0.63%
@t Total 160 100.00%

AR BB QR BRI E
BERARTIEEREEMELT
ERECE R RSEFEZET
tERIE 2 m M E - mERE T
tERIZ A — (A e -

AIERESRIZIENEE  KEE
REAE G L EIRE I - HIE— &5
EIRREH BRI ER  WiRH
RESMEITT - R NEEN B
MABRERERACERSFRER
T I TE A SR A RUIR AR - I 5T
ETIERE

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited

The working system of the main subsidiary of the
Group, Ningbo Shenzhou Knitting Co., Ltd. (% & &
NEH 8B R A 7)), manages the implementation of
key working processes, and controls and affects the
horizontal connection of working processes at the same
time, thereby creating an organic whole with working
processes.

To ensure the smooth operation of the key processes,
the Group adopts systematic management measures
and formulates a series of management systems to
fulfill the requirements of the processes and provide
tactical execution. At the same time, we utilize various
measures such as goal-oriented management to stipulate
key performance indicators to control and improve the
working processes.
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6.2 Procurement process

EEMMZERETARAKHE
MEZRBE - REZMBETERRE
R 8 @R MARm - BE
BE RBLEME AREER
ah o BRAE A ANER ) Th B T 2 dm A
ZEBBE -RBZRY R
HBHEERRERFEAKE
EnEEREETR -RBTAY
EEMBFHZBEETEZ -

RRERBREZ M AEEH
EEEXM - a0 [ERBEESIRZ] -
TEEASENREREZEE :

Dedicated staff of the designated departments is
responsible for the procurement of materials for the
Group. The materials procured mainly include cotton yarn,
dyestuffs, trims, office supplies, fixed assets, equipment
and spare parts, and canteen supplies. Procurement
cost control is an important measure to enhance profit
on products. The quality of cotton yarn, dyestuffs and
trims procured will directly affect the product quality
and the corporate image of the Group. Procurement is
one of the most important aspects affecting product
competitiveness.

To ensure the efficiency of the procurement process,
the Group formulates management documents such
as “Procurement Control Procedures”. The below chart

shows the procurement process of the Group:

HEREE
Chart of Procurement Process

A

Z3R512] Demand Plan

PREBERTE v

Purchase Requisition

$*E&%t 2 Purchasing Plan
A 4
R FER=Z Selection of Suppliers

EERBEER
Determination of Purchase Price

v

BAERBRRERBEL
Entering into Framework Agreement
or Purchase Contract
A 4

EEMERE
Management of Supply Process

v
BRUR Inspection for Acceptance

v
S ! A Fail o
= EBEB Pass or Fail  [oEEas 3 iR & Return of Goods
= Pass
[ 1
AJE Warehousing REEZ Claims etc. R
A 4 A4

ZBEZ Claims etc.

HEERE  S5%
Financial Control, Accounting etc.

RIS RS 1 BT ‘

Post Assessment of Procurement Business
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Topics concerned by our suppliers and the channels
we used to communicate with them are shown in the
following chart:

oSS BBEAR
Topic Concerned Communication Channel
1 e P T (A IR E g #K
Supplier evaluation policy Regular meetings
R EEmM HEBRS
Green products Supplier summit
EmEE BERMTIER
Product quality Cooperative technology projects
Ji& % Sk 1 B4, et & Mimig
fHpERg Response to climate changes Workshops and forums
Supplier AR
Sustainability
[ Bex = 28 Risk management

AEBECIHCEREBE  UHE
BRI BmETER  BRE
BB FTE A 2 R BLA
BB % 8 IR E 1B B o RSB &
REERTFHAREE AR
?@ AR B 2 BB BB e RE

AEBECD K —E(LEmERER
2 BRAREREREE KRR
T EmflEREKERRE -
ReEEZLERERERE-

The Group has established a list of chemicals and
conducts management and control on dangerous or
restricted chemicals to ensure that the dyes, agents
and detergents used during production are in strict
compliance with the management and control list. Non-
tested and uncertified chemicals are not allowed to be
used in production and a stringent identification and
tracking system is being established.

The Group has developed a set of chemical management and
control process, which covers dyestuff supplier management,
incoming material inspection, product testing and wastewater
discharge inspection, ensuring the comprehensive
management and control of chemical applications.

eV

NEBEEERE -
Shenzhou Group Chemicals Management Procedure

BB
MSDSKE:. e
FE=H MRS > es
Chemicals Provide MSDSK Supply
Supplier and 3 party test chemicals
report upon request
ERERE R
BORE  _, RERE? @, T [ Oniie testing
Check against Pass? Confirm*
environmental
standards
R R,
BRHEE
; EFE
Production |
3
Repair
K
treatment
Garment
production

“BEERER K - *Confirm once per product.

Ff5E : Notes:

1 REFPEREITFEE=HRAER
2. BE IR KRR (M TRRRIE)

ER M BB 55 @142 R A BR A A Shenzhou International Group Holdings Limited

— EERA? > Onine —» 2&MEA?
(e testing Pass?
R
Repaae?
HR o
“@J Destoy  Packaging ® @

Le  Water —» Wonitor& A%E'Z%s"?ﬁ?@"ﬁgiis

AR

EM BRI

testing

MR EE
Garment —
production

RETEE?
Reparable?
% e 253
L@-’ Destroy ~ Packaging

5
Repair

1. Annual 3rd party environmental audit according to customer requriements
2. Ramdonly testing of water and waste water (pre-treatment)
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6.3 ZEREREERE 6.3 Safety and environmental protection management

EZRINEBEGMERN EERME
RENERBEEEASHBEE
‘B AEENTENBARCDERA
ISO 14001 % OHSAS 18001% 12
BE AEBRECRERERR

TERAEBEMISO 14001 &
OHSAS 18001 & £ -

ISO 14001 EZ
ISO 14001 certificate

ER2RBRRTE  NEBENEZ
2HE REBEIEELNTERS
RERE WMBREHEE 5 —
THEEIEEBMEAN KK
BT IERMEERBRERE
#e

process
The Group’s major subsidiaries have adopted the
ISO 14001 and OHSAS 18001 management systems
to strengthen safety and environmental protection,
after considering the large number of employees and
production equipment, extensive span of control and
other facts.

The Group’s ISO 14001 and OHSAS 18001 certificates
are shown below:

OHSAS 18001 B &
OHSAS 18001 certificate

In terms of safety and environmental protection, the
Group strengthens safety education, establishes safety
operation specifications for related job posts and
enhances equipment maintenance. On the other hand,
considering its large workforce, the Group emphasizes on
food safety and occupational health administration.
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TE-

RS
Energy
Saving and
Emission
Reduction

With safety, health and environmental protection in
mind, the Group has established a safety department,
an emergency response team and a professional Three
Wastes Treatment System to reduce the use of toxic
and hazardous substances for meeting the standards of
Three Wastes treatment. These ensure the occupational
health of employees, maintain clean production, promote
energy conservation and carbon reduction, and facilitate
the response to and handling of emergencies. For major
areas of focus see the following chart.

Z2fh#E
Security
Protection

R2HBR .
Safety and JRafem
A mployee
Environmental Health
Protection

BREE
Clean
Production

ZERRRTIERH

Focuses of Safety and Environmental Protection Work

R AEEE _T— R FEEN
THRZEEEEBEERBERY
EAERELCRE  NHRALEE
REEEERRLE-_QEE(H
BARTE) - Ett AREEE 22
F—BHAE -HABEINT
HOUREHFERERER ]S
REEEKF BOERELE R
BASRE2RE RELELLR
BRI F T -

ER N BB 58 @142 R A BR A A Shenzhou International Group Holdings Limited

In the meantime, the Bureau of Work Safety of Zhejiang
Province awarded Standardized Safe Production
Certificate to the Group in 2016 and recognized it
as Second-Class Enterprise in Production Safety
Standardization (textile and garment). Therefore, based on
checking and controlling of potential hazards, the Group
complied with the principles of “safety first, prevention-
oriented and comprehensive governance” and enhanced
safe production to reduce accidents and ensure personal
safety and health as well as the smooth undertaking of
production and operation activities.
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The picture below is the Work Safety Standardization
Certificate:

AREREEERER
AEME_Z—RAFRBETHM (&
R)REERDREEN FBER
ERBARERES UEEEMR
PE R B A ERE

TERHM (LR REERA A
BGEAEEN _—_ZT-HFENH

HEREEBARERS:

6.4 Intellectual property management
In 2015, the Group obtained the certification of the
intellectual property management system awarded by
Zhongzhi (Beijing) Certification Co., Ltd. to monitor and
protect the intellectual property of the Company.

The picture below is the certification of the intellectual
property management system awarded by Zhongzhi

(Beijing) Certification Co., Ltd. in 2015:

MBEEEERR
Certificate of Intellectual Property
Management System
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65 BEEEERE 6.5 Quality management process
RNEETEGBREREED KR The Group conducts a full range of monitoring measures
THEEEERBEETEZHEZA in the purchase and manufacture of products based on a
- AMELEEEERE B2 comprehensive quality management system. Please refer
BTE- to the following chart for its quality management process.

HEEERE

Quality Management Process

H £ H4Z Quality Objectives

v

HEWE
Quality Assessment

B EEE Quality Management

v
\ 4 A 4 A 4 h 4
EERE BEEH BERH HEMWHE
Quiality Planning Quality Control Quality Assurance Quality Improvement
EEESTEEERRERNE Quality control is a very important segment in the quality
BEZ N HXrEpEEME management process. It mainly embodies the supervision,
EEE WA  REBERKL inspection and testing of product quality. The Group has
BEEHl o NKER- established six focuses of quality control.

i —BiESERE

( Integrated
quality

management

SRS
Incoming
Material
Inspection

HEAMN
Quality
Innovation

HEEH
Quality Control

STREER
HARR
Metrological
Control and
Model
Inspection

IR
Process
Inspection

Jpant
Finished
Product
Inspection

BEEEIIFES
Focuses of Quality Control Work
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The ISO 9001 certificate of the Group is shown as below:

gL

ISO 9001

e

ARz =

ISO 9001 certificate

Recall procedure due to the Quality Assurance’s problems:

1.

If the produced apparel do not meet or are not
acceptable by first quality standards, the clients
shall have the right to reject shipments of apparel
from the Group, which do not conform to the
client’s Purchase Order or Quality Assurance
Manual.

Where discrepancies are found, a complete
inspection of the shipment may be made by the
clients.

The clients shall charge back to the Group and if the
Group agrees to pay all costs incurred by the clients
in transporting and handling non-conforming apparel
shipped to the clients or directly to customers.

Factories are to communicate all of the produced
apparel, which do not meet or are not acceptable
by first quality standards, to their clients’ Factory
Merchandise Manager.

It is the Factory Merchandise Managers’
responsibility to deliver all of produced apparel,
which do not meet or are not acceptable by first
quality standards, to the Regional offices for
disposition consideration.

These apparel, which do not meet or are not
acceptable by first quality standards, must be
destroyed and a certification of destruction was sent
to the local clients’ office.
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6.6 EFRRAE 6.6 Customer Satisfaction
AEER IR BBIBERRBRP The Group aims to understand all kinds of customer
BBER HFHLE - BB T requirements, expectations and concerns by listening
T AKECEHEEWRHEERP 2 to them. Through the following methods, the Group has
ERNEF UHBEA TS transformed and satisfied customer requirements and
BoR K BRI HGE - AN BE P E expectations and promoted its market expansion and
FARBEEEN S EEEEAE service improvement. Furthermore, when customers visit
HPEEREBEALZNSH  UE the Group, the sales department will gather department
FEBERER P 2 B - BT heads and the person-in-charge who are directly relevant
BRFRE®H HERRREEP to attend meetings so as to develop a comprehensive
Bz T ESKABEATR understanding of customers’ expectations. The relevant
ER -HMEFIREES 2 EEZEE departments will convene special meetings to seek
AB2MEREEREENS & specific solutions for those aspects that fail to meet
RERBBEREPELR  DTRE customers’ expectations for the time being. The person
WERERRPERZBATR directly in charge of the sales, research and development

and production departments will attend regular sales
and operations meetings every week to discuss the
current problems and customers’ requirements, analyze
the causes and find solutions to meet customers’
requirements.

RZE—+LF AEERBEZLE In 2017, the Group did not recall any products sold
2 FH AR M RERA M or shipped due to safety and health reasons. During
BE- R NREBRAFEEHSR the year, the Group also did not receive complaints on
BUYE|ERFMRE BB S - bt products or services, which demonstrated customers’
DEBAAEENERMRBSE confidence and satisfaction about the products and
FEELNME - INRAEE K E services of the Group. If the Group receives any
EmMREEEES  HEER complaints on products or services, the complained
MR FEBFIE BRI E department of the relevant products and services will
FEOHERMERRFSAER convene special meetings to seek solutions for the
RF B relevant complaints at that time.

WTEXRERF B e ZEEMNE Topics concerned by our customers and the channels
ERERMA N we used to communicate with them are shown in the

following charts:

BrEE BEAR
Topic Concerned Communication Channel
AREER mENFEEHEH
Sustainability Regular meetings with senior and
middle-manager
BIRELZS
Employees’ health and safety EEMEERT
Client satisfaction survey
HeaE
Social responsibility 28 T
Factory visits
_ SHEBIRE S ‘ -
= Comfortable eco-products EFEFPEEBEE
Customer Visits to clients’ operation
KB EE headquarters

Operating performance

HEFHEAER L

HEmEER Co-establishing cooperative centres
Supply chain development with clients

94 BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited
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To prevent the leak of customers’ information, the
Company enters into confidential agreements with
specific customers and also protects the patents of
specific customers. The Group exercises strict control
over customers’ information. All information must be filed
and stored for two years and it is forbidden to take away
information outside the factory. Moreover, only senior staff
is allowed access to relevant customers’ information,
and safeguard client’s personal information which avoid
leakage.

In terms of the policy of protecting the personal
information (privacy) of customers, the Group
establishes relevant documents of procedures, namely
the Management System of Customer Relationship,
to protect the customer information from leakage.
In the meantime, in terms of policy of implementing
and monitoring the personal information (privacy)
of customers, the person-in-charge of respective
department conducts regular maintenance and review
of the information of customers to prevent the leak of
personal and private information of customers.
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In 2017, the Group was awarded the “Sustainability
Award” and the “Quality Award” by Creation Center
Shanghai 2017 of Adidas. Furthermore, the Group
was awarded the “Human Resources Award” and the
“Manufacturing Excellence Award” by Adidas in the
Cambodia Summit 2017 of Adidas. Meanwhile, the Group
was also awarded the “Talent Award”, the “Leadership
Award”, the “Quality Award” and the “Sustainability
Award” by North Asia 2017 of Adidas. In addition, the
Group was awarded the “Platinum Supplier Award” by
ANTA Sports Product Limited in 2017.

The following pictures are the trophies awarded to our
Group by Adidas and ANTA.
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In the meantime, the Group was awarded the Certificate
of Zhejiang Name by the Zhejiang Bureau of Quality and
Technical Supervision in 2016. According to the Zhejiang
Bureau of Quality and Technical Supervision, a total of
879 applications for Zhejiang Name Brand have passed
the re-assessment in the current year, which will expire on
31 December 2019.

The picture below is the Certificate of Zhejiang Name
Brand in 2016:
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In addition, the Group was awarded “2016 Ningbo Brand
Top 100” by China Brand Center, Ningbo Entrepreneur
Brand Research Institute, Ningbo Businessmen Sodality
in 2016 and the value of the brand amounted to
RMB6.54 billion. In 2016, there were 64 brands from the
manufacturing industry made it to the list, among which
was a brand of the Company.

The picture below is the Certificate of Ningbo Brand Top
100 in 2016:

ER N B0 5% £ 91438 % 5 FR A 7 Shenzhou International Group Holdings Limited
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In the meantime, the Group was awarded Top 100
Technical Innovation Enterprises in Zhejiang Province
in 2014 and 2016, which recognizes the technical
innovation ability of the Group. The Top 100 Technical
Innovation Enterprises are granted to select the
model pioneers for the in-depth implementation of the
innovation-driven development strategy, speeding up
the building of innovative province and encouraging
technical innovation of enterprises in Zhejiang Province.
The assessment was based on innovation investment
and innovation output, and involved 7 aspects including
proportion of research and development expenses and
staff, average research and development expenses
for research and development staff, the amount of
intellectual property rights owned per 1,000 research
and development staff, revenue rate of sales of new
products, labor productivity of all staff and profit-taxation
rate. The Group plays a model role in upgrading the
industry and promoting local economic development in its
advantageous industry of textile.

The picture below is the certificate of the Top 100
Technical Innovation Enterprises in Zhejiang Province in
2014:

Since January 2015, the registered trademark of
Shenzhou Knitting (registered number: 7226707), a
subsidiary of the Group, was recognized as a “Famous
Brand of Zhejiang Province” by Zhejiang Provincial
Administration of Industry and Commerce, signifying the
recognition of the Group’s development over the past few
years and reflecting the influence and reputation of the
Shenzhou brand in the industry.
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The Group actively encourages patent applications by
research and development staff, introduces reward
policies for the grant of patents for inventions, steadily
promotes patent commercialization and endeavors to
create its own brand products.

At the same time, the Group establishes a comprehensive
relevant intellectual property management system, persist
in autonomy innovation, apply for intellectual property
protection aggressively, prior to complete the layout for
intellectual property development, avoid infringement of
others intellectual property and safeguard its own rights.

In recent years, the Group has applied for 60 utility
patents. It also had 34 self-developed projects with
an annual average of 25 series of patents turning into
products. It is estimated that each of such service
comprises 25 products on average, hence there are
approximately 625 new products. The Group has
approximately 246 patents, including 90 patents of new
materials and fabrics and 156 patents for transformation
and innovation of equipment and technique for production.

In addition, it has made 151 applications for utility patents
and 58 applications for corporate standards (including an
addition of 13 corporate standards in 2017). The Group
led or participated in the formulation of 3 mandatory
national standards and 11 industry standards. The
Group introduced policies to encourage technological
innovation, including the Incentive Administration for
on Scientific and Technological Achievements and
established a scientific and comprehensive incentive
mechanism on technological innovation.

During the reporting period, the Company has complied
with all relevant laws and regulations that have a
significant impact on the Company in respect of health
and safety and other matters relating to product
responsibility.
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ANTI-CORRUPTION:

In over two decades of Shenzhou Group’s history, the founder
and former chairman of the Group, Mr. Ma Baoxing, and each
senior management member have always been focusing on
“integrity” in establishing the corporate culture. Integrity is the
code of conduct and moral standard of the Group.

Back in early 2000, Mr. Ma wrote the two Chinese characters
“BL{Z (integrity)” and hung them in the centre of the lobby,
reminding all employees that it is the principle and requirement
of the Group. All employees must abide by it and the Group
also welcomes close monitoring by related authorities and
customers.

In 2017, the Group had no law suit of corruption and bribery.
Meanwhile, the Group also did not receive complaints on
products or services due to the corruption during the year. If
the Group receives any complaints on products or services due
to the corruption, the complained department of the relevant
products and services will convene special meetings to seek
solutions for the relevant complaints.
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The Group has set up an internal audit department and
engaged Ernst & Young as external auditor to improve its anti-
corruption standard in preventing corruption.

The Group’s employee guidelines clearly states the obligations
of staff in anti-corruption, anti-bribery and conflict of interest.
Accordingly, employees should follow the requirements.

The anti-corruption procedures of the Group according to the
guidelines for the staff are as follows:

(1) We offer anti-corruption and anti-bribery education for key
staff and major positions;

(2) Suppliers and service providers which have business
relationship with the Company should sign integrity
undertakings and anti-commercial bribery agreement;

(3) We have special email and phone line for the report
against corruption behavior from people in and outside
the Company;

(4) Internal auditor and competent department analyze
data from time to time, conduct investigation and visits,
study features and pattern of corruption behavior and
implement and improve the prevention measures and
systems for anti-corruption;

(5)  We deal with workplace corruption in a timely manner
and report to competent authorities. People who are
suspected of committing the crime are transferred to the
public security organ.

The Group takes relevant measures in implementation and
monitoring of corruption prevention practices. For example,
when we sign contract with new suppliers for the first time,
suppliers must sign integrity undertakings and anti-commercial
bribery agreement as well. In addition, internal auditor and
competent department check email and receive reporting calls
at any time and record and investigate reporting matters. The
investigation results will be reported to relevant leaders and
departments and relevant employees undertake that they will
keep the personal information of the informant confidential.
Furthermore, relevant departments including internal audit and
legal affairs departments monitor and review daily course of
business, track and investigate the abnormal information and
circumstances identified.

If the staff of the Group notices corruption behavior, it primarily
reports corruption to senior staff through reporting email and
phone calls. Senior staff will follow up and investigate relevant
corruption matter.

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited
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ETEE:

8.

INTERACTION IN COMMUNITY

8.1

Community involvement

Since 2014, the Group joined Ningbo Charity Federation
(Beilun). In 2016, the Group was awarded the 4th Top
Ten Caring Companies in Ningbo by Ningbo Charity
Federation.

The following picture is the certificates of merit awarded
to the Group by Ningbo (Beilun) Charity Association:

The Group considers that supporting the community is
one of the driving forces for corporate development, as
well as an important motivation for building a “Harmonious
Shenzhou”. The Group places great emphasis on cultivating
social responsibility awareness of its staff and encourages
employees to participate in charitable community activities.
The Group contributed approximately RMB1.7747 million
in 2017 towards participating in community activities and
making various donations for charitable causes, which
included sponsoring the education of University students
in order to complete their university’s degress, caring for
employees in distress, helping those with critical illnesses
and sending warm greeting in Chinese New Year.

Volunteering activities:
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Charitable donations are applied mainly to various charity
activities. For example, the Group has established
an environmental protection fund for environmental
protection. In addition, in the aspect of education,
the Group sponsors in summer tutorial class, which is
“Speak Love Loud”, and this activity hope that children
can have a happy summer vacation. Further, it also
contributed approximately RMB200,000 to about 35
university students who have financial difficulties by
paying tuition fees, so that they have the opportunities to
enter universities. Meanwhile, it establishes scholarship
for Minshan School so that more students with financial
difficulties can receive educational sponsorship.

Caring for employees in distress:

The activity of “Speak Love Loud”:
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The Group established an environmental protection fund
with enterprises nearby and invested approximately
RMB1 million to this fund for the purpose of protecting
the local environment of Beilun in 2016.

In 2017, the Group was awarded “Outstanding Social
Caring Organization Award” by Social Enterprise
Research Academy, The award aims to recognise the
relevant industry leaders for their efforts in promoting
social development based on the principle of achieving
shared growth through discussion and collaboration.
While pursuing investment and development, the
enterprises take into consideration environmental
protection and labour rights in making investment
decisions, thereby achieving social sustainability without
compromising investment return.

The picture below shows the Outstanding Social Caring
Organization Award received by the Group in 2017:
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The Group has devoted to blood donation over the years.
Since 2008, we have organized over 40 blood donation
events and a total of over 4,000 people have donated
blood. The blood that we have collected amounts to over
1.2 million ml. We have obtained various honors including
QOutstanding Unit in Blood Donation in Zhejiang Province
and Promotion Award for Blood Donation of the city.

Blood donation activities for charity:

In 2016, the Group was awarded Red Cross Charity
Award in Beilun in the fourth representative meeting
of Red Cross in Beilun. The activities of Red Cross
embody the spirit of dedication and care, share positive
energy and love, which spreads the spirit of Red Cross
across the community and aims to build a harmonious
community.

The picture below is Red Cross Charity Award in Beilun
received by the Group in 2016:
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Shenzhou has become a member of Textile Exchange
since October 2011. Textile Exchange is a non-profit
organization based in the USA, the mission of which is
to promote the sustainable development of the entire
textile value chain. Shenzhou has all along been actively
participating in industry conferences, seminars and other
activities, sharing best practices with relevant parties and
discussing the future development of the textile industry.

Since 2012, guided by PUMA, our Group’s major
subsidiary, Ningbo Shenzhou Knitting Co., Ltd. has
participated in the development of PUMA C2C (Cradle
to Cradle) closed-loop ecological environmentally friendly
products. From its selection of original yarns to dyeing
materials, printing materials and agents, this category
complies with the C2C environmentally-friendly product
requirements and passed the C2C product certification.
For more relevant information about C2C, please refer to
the C2C website: www.c2c-world.com.

The Group has been a member of BCI (in full “better
cotton initiative”) since 2013. The keynote of BCI is to
ensure the cultivation of cotton to be more beneficial
to cotton farmers, the cultivation environment and the
future development of the industry. Nike and Adidas,
being the major customers of Shenzhou, are both
members of BCIl. The six major principles (quality
assurance, water resources, the health of soil for cotton
cultivation, protection of the ecological environment of the
surrounding areas of cotton cultivation, quality of cotton
and decent work) of BCIl are increasingly recognized
by the community. These are in line with Shenzhou’s
philosophy that emphasizes on social responsibilities and
promotion of conscious business, which are therefore
well-received by the management of Shenzhou.
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The Group also concerns the protection of wild life. The
Group became a silver member of WWF since 2013.

The following pictures are the trophies awarded to our
Group by WWF from 2013 to 2017.
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8.3 Cooperate with Chinese Academy of Sciences in the

research and development

Shenzhou Group is committed to creating economic benefits
while it should undertakes its social responsibility in the
governance of environmental protection. Thus, it cooperated
with the Ningbo Urban Environment Observation and Research
Station of Chinese Academy of Sciences in technology
development for the treatment of exhaust gas and recycling of
heat from dyeing and finishing processes in the textile industry.
The research and development initiative focused on the
treatment technology and process for exhaust gas treatment
and recycling of residual heat, which is expected to solve
difficulties in treating exhaust gas from the production process
in the dyeing industry. This will realizes enterprise to govern
environmental issues while achieving the aims of saving energy
and reducing emission.

On 28 March 2017, the Group appointed Mr. He Hong, an
academician of Chinese Academy of Engineering, as the
consultant of the Group in environmental protection. Mr. He
provides consultation services on environmental assessment
policy, professional environmental protection technology and
compliance with environmental laws to the Group. He also
makes reasonable plans and arrangements for emission
of pollution under operation and carries out professional
evaluation, optimisation and planning for previous projects.
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9. OTHER AWARDS:

9.1

Sustainability:

Starting from September 2015, Shenzhou International
was included in the Hang Seng Corporate Sustainability
Index Series, which includes Hong Kong listed companies
with the most outstanding performance in terms of
corporate sustainability. The index is a cross-market
index covering leaders of corporate sustainability in
Hong Kong and Mainland. The constituent stocks are
carefully selected with reference to the rating results of
sustainability by Hong Kong Quality Assurance Agency,
an independent professional accreditation body, in
accordance to the framework it designed for sustainability
rating. This enables the Hang Seng Corporate
Sustainability Index Series to achieve objectivity, reliability
and of high investment significance, offering a series of
quality benchmark for the index funds under the theme of
corporate sustainability.

Below is the certificate of membership of the Hang
Seng Corporate Sustainability Index Series of Shenzhou

International in 2017:

ER N B0 5% £ 91438 % 5 FR A 7 Shenzhou International Group Holdings Limited



RE - HERERRSE
Environmental, Social and Governance Report

RZZ—tF AEEESEER
ERERAKETRASEME
PEIEBUMARE - REBKIBRETT
HEEMT(CSR)  BERERE
RERSLBESRITHVEX
T R20084F H#E HH [HKQAA%L
SRR -EHERHHAEAR
EREFERET EH—EEENE
RIEZREECEEHRTLSE
TR EHRARE -

e B EREIRIEISO 26000 [+t
2ETMIES ] HMEEZRTERK
BRI LEERABERERT
DoMBEREATEER HER
A ER R RIRBRE BB
BLE#EEs H40BEBLEEREDN
R

MATRASBEEGHERED

&t
TN Nt

In 2017, the Group was granted with an A Sustainability
accreditation of CSR Index Plus Mark by the Hong
Kong Quality Assurance Agency (HKQAA). To facilitate
organisations to translate these good intentions into
good actions, in 2008 HKQAA launched the HKQAA CSR
Index, with the initial support of The Hong Kong and
Shanghai Banking Corporation Limited (HSBC). Now run
by HKQAA, the Index provides quantitative metrics to
measure organisations’ maturity level in practicing their
social responsibilities.

The index is designed with reference to the ISO 26000
Guidance on Social Responsibility. The index will measure
an organisation’s maturity level in practicing its social
responsibilities from four different perspectives, namely
Corporate Governance, Social Well-being, Economic
Performance and Environmental Conservation. More
specifically, the quantitative metrics will contain seven
core elements and 40 recommended practices in a five-
points scoring approach.

Set out below is the symbol of the relevant accreditation
granted to the Group:

-~

\

SUSTAINABILITY /
\HKonﬂ-Azo%\'/j

SEHK:2313
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9.2

Investor relations:

Shenzhou International garnered a number of awards at
the 3rd Hong Kong Investor Relations Awards organised
by Hong Kong Investor Relations Association, which
included “Best IR Company” (large corp) award, “Best IR by
Chairman/CEQ” award and “Best IR by CFO” award. These
relevant awards acknowledge the excellent performance of
the Company and the management in investor relations and
demonstrates the outstanding transparency and corporate
governance level of the Company, which are widely
recognised by the investor community.

The Hong Kong Investor Relations Award is organised
by Hong Kong Investor Relations Association, with the
aim of celebrating excellence in IR relations aspect and
corporates and talents which adopt sound IR principles. A
total of 165 listed companies entered the competition this
year and 54 listed companies received awards in different
categories. The winning enterprises were selected by
buy-side and sell-side investors online. Over 640 qualified
voters casted more than 8,400 votes for the best IR
talents and listed companies.

Best IR Company - Large Cap
Best IR by Chairman/CEO - Large Cap

Best IR by CFO - Large Cap

AEBMESBERMR [RBRE
E A RO7TF MR EREEH
BEZ— CHEBRAR) -

[ £ W42 (% 4 PR /A & Shenzhou International Group Holdings Limited

The Group was also elected as one of the 2017 All-Asia
Executive Team (the group of consumer sector) by the
international magazine “Institutional Investor”.
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9.3 Corporate Governance:

In 2015, Shenzhou International was recognised for its
corporate governance practices. It was named as one
of the 2015 Best Corporate Governance Awards for
Listed Companies by Ta Kung Pao, and was selected as
one of the Private Companies with the Largest Market
Capitalization on the Hong Kong Stocks Ranking, the
Mainland Enterprises Category in 2014-2015 (2014-2015
FERERECEANESRTHTENRATERD)
by Yazhou Zhoukan.

Furthermore, during 2016, Shenzhou International was
awarded “Enterprise Award” in 2016 DHL/SCMP Hong
Kong Business Awards 2016. This greatly encourages
Shenzhou International and proves that the community
is confident in the corporate governance of Shenzhou
International. Therefore, the Group will continue its
efforts to raise the level of corporate governance, so as
to meet the rising international standards of corporate
governance.

Below is the Group’s trophy of “Enterprise Award”
awarded by DHL/SCMP Hong Kong Business Awards in

2016:
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The Group was awarded “Zhejiang May 1st Labour Certificate”
in 2016, which is one of the highest provincial honor for labor
groups. It is also a major honor that Zhejiang Federation
of Trade Unions awards to entrepreneurial labor groups for
significant contributions to the society. The recommendation
standards and the selection procedures are strict. After over
2 months of recommendation and selection, the honor was
awarded officially following recommendation, preliminary
review, publication, re-examination and final review.

The picture below is “Zhejiang May 1st Labour Certificate”
received by the Group in 2016:

9.4 Energy conservation and emission reduction:

To boost the production capacity of the Group and
minimize the environmental impact of the production
process effectively, the Group has been committed
to environmental protection, energy conservation and
emission reduction in production. Since 2009, the Group
was awarded “Advanced Enterprise in Energy Saving
and Emission Reduction in 2009”, “2011 Advanced Unit
in Pollution and Emission Reduction in Ningbo”, “2012
Circular Economy Demonstration Industrial Enterprise
in Ningbo”, “2013 Advanced Enterprise in Water Saving
in Ningbo”, “Advanced Unit in Energy Conservation
and Consumption Reduction in the 11th Five-year Plan
in Ningbo”, “Advanced Unit in Pollution and Emission
Reduction in the 11th Five-year Plan in Ningbo”, “Circular
Economy Demonstration Industrial Enterprise in Ningbo”,
“2012 Energy Conservation and Emission Reduction
in Knitting Industry in China” and “2014 Water-saving
Enterprise (Unit) in Zhejiang Province” in the area of
energy conservation and emission reduction. The awards
of the Group in energy conservation and emission
reduction are as below:

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited
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BRI+ — R SRR BE T e EEN
Advanced Unit in Pollution and Emission Reduction in
Ningbo in the 11th Five-year Plan

BT [+ — Rl eI ERERL
Advanced Unit in Energy Conservation and Consumption
Reduction in the 11th Five-year Plan in Ningbo

B B 41T R ER BRI HE2012
2012 Energy Conservation and Emission
Reduction in Knitting Industry in China

2011 B T )5 R TIE L B
2011 Advanced Unit in Pollution and Emission
Reduction in Ningbo

012FERMIXBREBE RABLE
2012 Circular Economy Demonstration Industrial
Enterprise in Ningbo

2013F )R T 8i /K L s (b 3¢
2013 Advanced Enterprise in
Water Saving in Ningbo

20145 T A B KA 3 (BT )
2014 Water-saving Enterprise (Unit) in Zhejiang
Province
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EXECUTIVE DIRECTORS

Mr. Ma Jianrong ( 5% ), aged 54, is an Executive Director,
the Chairman of the Group and the chairman of the Nomination
Committee. He is a senior economist. He is responsible for the
overall business development strategy of the Group and has over
37 years of experience in the textile industry. Prior to joining the
Group in 1989, he worked for Shaoxing Cotton Mill ( #3 B8 47 &% )
and Hangzhou Linping Knitting and Garment Plant (7} & 3 $1 45
AREE M) . After joining the Group, Mr. Ma served as the manager
of the knitting and weaving department, a deputy general manager
and the general manager of Ningbo Shenzhou Weaving Group Co.,
Ltd. (“Ningbo Weaving”), the earliest operating entity of the Group.
He has been the chairman of Ningbo Shenzhou Knitting Co., Ltd.
(“Shenzhou Knitting”) since April 2005. He was appointed as the
chairman of the Nomination Committee on 1 April 2012. Mr. Ma is
a deputy to the People’s Congress of Zhejiang Province. He was
awarded “Charity Model of Ningbo (2 T EZE ) ", “Charity
Prize of Zhejiang — Individual” (#7/T 2 2 8% — {& A #€) and “Prize for
Outstanding Charity Contribution in China”( R Bl Z =52 i & L #8) .
Mr. Ma is the brother-in-law of Mr. Huang Guanlin and is a cousin of
Mr. Ma Renhe (his father and Mr. Ma Renhe’s father are brothers).

Mr. Huang Guanlin (ZE#) , aged 53, is an Executive Director
and the general manager of the Group. He is responsible for the daily
operations of the Group such as production, sales and marketing
and has over 30 years of experience in the textile industry. Mr.
Huang graduated from Zhejiang University of Technology (#7/T T %
X&) majoring in chemical industry management and engineering.
Prior to joining the Group in 1989, he worked for a silk knitting mill
in Yuhang County, Zhejiang Province. After joining the Group, Mr.
Huang worked as the manager and a deputy general manager of the
production and operation department of Ningbo Weaving. He has
been the general manager of Shenzhou Knitting since April 2005. Mr.
Huang was the chairman of the Nomination Committee during the
period from October 2005 to March 2012. He is the brother-in-law of
Mr. Ma Jianrong.
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Mr. Ma Renhe (F1=#1), aged 58, is an Executive Director,
a deputy general manager of the Group and a member of the
Remuneration Committee. He is responsible for administration,
dyeing and finishing affairs of the Group and has over 41 years of
experience in textile industry. Prior to joining the Group in 1989,
he worked for Shaoxing Cotton Mill and Hangzhou Linping Knitting
and Garment Plant. After joining the Group, Mr. Ma worked as the
manager and a deputy general manager of the dyeing and finishing
department of Ningbo Weaving. He has been a deputy general
manager of Shenzhou Knitting since May 2002. From October 2005
to March 2012, Mr. Ma was also the chairman of the Remuneration
Committee and subsequently redesignated as a member of the
Remuneration Committee. He is a cousin of Mr. Ma Jianrong (his
father and Mr. Ma Jianrong’s father are brothers).

Mr. Wang Cunbo (E7FJK) , aged 46, is an Executive Director and
a deputy general manager of the Group. He joined the Group as the
department head of the finance department of the Group, promoted
as the financial controller of Shenzhou Knitting in May 2004 and
became deputy general manager of the group since 16 December
2016. He was appointed as a Director of the Group in 2011. He
graduated from Zhejiang University of Technology (HT/T T2 K&)
majoring in biology and chemical engineering, with a bachelor’s
degree in engineering in 1995. In the same year, Mr. Wang
studied at Zhejiang University of Technology where he obtained a
master’s degree in management in 1998. In addition, he obtained
the certificates of the PRC certified public accountant, the PRC
registered tax agent and the PRC certified public valuer and senior
accountant and the operating permit of the PRC public certified
accountant engaged in securities and futures-related business. Prior
to joining the Group, he was a partner of Ningbo Tianjian Yongde
United Accounting Firm ( 228 KK BB S ZFTEISE5FT) |, a deputy
general manager of Ningbo Yongde Corporate Management and
Consulting Firm (2K EMPZEEEZEMAEHAT) , and has over 6
years of experience as certified accountant.
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Ms. Chen Zhifen (FRZ %), aged 49, was appointed as an
Executive Director on 1 December 2013. She is a deputy general
manager of the Group, responsible for all garment manufacturing
departments, and has over 28 years of experience in the textile
industry. After joining the Group in April 1990, she worked as
the section chief, the manager of the garment manufacturing
department, the manager of the No. 2 and No. 6 garment
manufacturing departments, an assistant to the general manager
of Ningbo Weaving and an assistant to the general manager of the
Group. During the period from September 2000 to June 2003, Ms.
Chen studied at Naval University of Engineering (&&= T2 K2)
majoring in management engineering. She also graduated from TBM
LeanSigma Institute with a certificate for completion of the Kaizen
Promotion Office Toward World-Class Manufacturing Excellence in
2007 and the College of Economics of Zhejiang University (/T A2
LB E T ) with a certificate for the senior seminar class for modern
entrepreneur managers in 2012.

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Jiang Xianpin (B & ), aged 53, studied accounting in
Southwestern University of Finance and Economics, the PRC
(PFaE B &8 K E) from 1982 to 1986 and obtained a bachelor’s
degree in Economics majoring in accounting. Mr. Jiang started
teaching at Zhejiang University of Technology (#T /L T# K £)
in 1986 and is currently a professor in the School of Accounting,
Trade and Management (& & &2 EFT ) of Zhejiang University of
Technology. Mr. Jiang is also a key teaching staff in the University’s
MBA Education Centre and has been engaged by the Science
Technology Department of Zhejiang Province (/T & & £ B )
as its special finance expert, as well as a director of Institute of
Finance Engineering, Zhejiang Province, PRC (¥ I 4 &R T2 &2
@), and the chief financial adviser to /I B EEIE XM AT, Mr.
Jiang was appointed as an Independent Non-executive Director
and the Chairman of the Audit Committee and a member of the
Remuneration Committee and the Nomination Committee on 1 April
2012.
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Mr. Qiu Weiguo (3/&H) , aged 66, joined the Group on 1 April
2013 as an Independent Non-executive Director, and a member
of the Audit Committee and the Nomination Committee. Mr. Qiu
graduated from Party School of Ningbo Municipal Committee of the
Communist Party of China, holding a bachelor’s degree and the
qualification of practicing as an economist in Ningbo (Intermediate
level). He served as a factory manager of Ningbo Chemical Fibre
Plant (Z &L 28 4 ¥ ) , the chairman and chief executive of %
B ERN LB, a manager of ZER M A7 4 T 3 2 7], the chairman
and chief executive of Z)F 4 # &£ EIZEA A 7], the party secretary
of the Communist Party Committee of the city of Fenghua. Before
joining the Group, Mr. Qiu served as the chief of Ningbo Bureau of
Quality and Technical Supervision (Z} T E £ HITEE H) and the
secretary to the Party Committee and retired from these positions in
April 2012.

Mr. Chen Xu (&/f8) ,
2013 as an Independent Non-executive Director and a member of

aged 69, joined the Group on 1 December

the Audit Committee and Chairman of the Remuneration Committee.
Mr. Chen graduated from Hangzhou Chemistry and Industry Institute
(P INfE 2 T2 25 ) with a diploma in chemical machinery and the
Leadership Training Class of the Party School of Zhejiang Municipal
Committee of the Communist Party I/ I & & £ R & EEEEFIPL) .
Between July 1970 and September 1983, Mr. Chen held various
positions at Zhenhai Fertiliser Plant (#8781t JE ) including
coordinator, deputy section chief of production and technology,
workshop director, deputy secretary of the party committee as well
as factory director. Mr. Chen also served as deputy head of the
organisation department of Zhenhai County Party Committee ($8/&
SZEZ4BEEEL) from June 1985 to October 1985. He was a member
of the standing committee and the secretary of the Commission
for Discipline Inspection of Binhai (Beilun) District of Ningbo (
W TEE (4% )2 ) between October 1985 and March 1992. He
was also a member of the standing committee of the Commission
BH T4 % ) between August
1989 and March 1992, the vice secretary and the secretary of the

for Discipline Inspection of Ningbo (2

commission and the chairman of the standing committee of the
Local People’s Congress of Binhai (Beilun) District ( 2 /1t & A
K&HZE) between March 1992 and January 2003. From February
2002 to March 2011,
standing committee of the Local People’s Congress of Ningbo ( 2
BEMARBZ®).
advisory committee to the People’s Government of Ningbo ( 2 )&%
ARBF#HZEE ) in August 2011 and retired from this position in
September 2013.

Mr. Chen served as the vice chairman of the

He was appointed as the deputy director of the
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COMPANY SECRETARY

Mr. CHAN Tak Hing, Kenji (BR#ZE %) , aged 47, joined the Group
in September 2008. He is currently the Financial Controller and
Company Secretary of the Group. Mr. Chan has over 22 years of
experience in auditing, financial controlling, company secretarial
and accounting. Mr. Chan holds a Master Degree in Business
Administration and a Master of Science Degree in China Business
Management. Mr. Chan is also a fellow member of the Association of
Chartered Certified Accountants, an associate member of the Hong
Kong Institute of Certified Public Accountants, a Certified Tax Adviser
in Hong Kong and an associate member of the Institute of Chartered
Accountants in England & Wales.

SENIOR MANAGEMENT

Mr. Chen Lan (FR/&) , aged 52, is a deputy general manager of
the Group, responsible for the procurement of raw materials, such
as cotton yarn, and information management, and has over 29 years
of experience in textile industry. After joining the Group in July 1989,
he served as the manager of the weaving department, the deputy
manager of the production and operation department, the manager
of the raw materials procurement department and an assistant to the
general manager of Ningbo Weaving and an assistant to the general
manager of the Group.

Mr. Gu Chaoquan ( EEEi#) , aged 56, is a deputy general manager
of the Group, responsible for the production planning of the Group,
and has over 30 years of experience in textile industry. Prior to
joining the Group in 1989, he worked for the government of Beilun
District, Ningbo City, China. Mr. Gu served as the deputy head of
the office, the manager of the garment manufacturing department,
the manager of the No. 1 garment manufacturing department ( 27%
— &) , assistant to the general manager of Ningbo Weaving and an
assistant to the general manager of the Group.
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Mr. Yan Delin (&%), aged 63, is a deputy general manager
of the Group, in charge of the operations of the Group’s garment
factory in Cambodia and has over 30 years of experience in textile
industry. He has obtained the certificate of assistant economist. Prior
to joining the Group, Mr. Yan worked as the head of the equipment
division of Hangzhou Linping Knitting and Garment Plant, the
head of its office, and a deputy general manager of joint venture
companies under Yuhang Cooperative Office (RMHIEMRAE) ,
during which, he served as the general manager of a Cambodian
company under the Yuhang Cooperative Office. After joining the
Group in October 1999, Mr. Yan worked as the deputy head of the
office of Ningbo Weaving and has been an assistant to the general
manager of Shenzhou Knitting since May 2005. He graduated from
the Correspondence College at the Party School of the Central
Committee of CCP, majoring in economic management.

Mr. Jiang Tao (JI3%), aged 51, is an assistant to the general
manager and the manager of the Uniglo Business Department of
the Group. He has 22 years of experience in knitting and weaving
industry. Mr. Jiang graduated from the Faculty of English at Shanghai
University (_E/8K£) | majoring in English for international trade.
Prior to joining the Group, he worked at Shanghai Dongfang Rimian
Company Limited ( /@R 5 B#ER A F]) . After joining the Group
in October 1998, Mr. Jiang served as an assistant to the general
manager of Ningbo Weaving and was responsible for the sales to
Uniglo.

Mr. Cui Jifeng (E#42# ), aged 54, is an assistant to the general
manager of the Group, responsible for the Group’s technology
and quantity affairs, and has over 29 years of experience in textile
industry. Prior to joining the Group in 1990, he worked as the deputy
factory manager of Ningbo Beilun Garments Plant ( % )% 4t /& AR <
%) , in charge of technology. Mr. Cui served as the deputy manager
of the production and operation department and an assistant to the
general manager of Ningbo Weaving.

Mr. Hu Yonghai (#17k#§) , aged 52, is an assistant to the
general manager of the Group, responsible for the affairs of
fabric technology, and has over 29 years of experience in textile
industry. He obtained the certificate of assistant economist. Mr. Hu
graduated from Zhejiang University of Technology (/L T % A £2)
with a bachelor’s degree in industrial management engineering. He
joined the Group immediately after graduation and worked as an
assistant manager, deputy manager of the production and operation
department and an assistant to the general manager of Ningbo
Weaving, responsible for the affairs of fabrics and technology.
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Mr. Ma Bin ( E#2) , aged 47, joined the Group in 2001. Currently,
he is an assistant to the general manager and the manager of the
NIKE Business Department of the Group. He is fully in charge of
the operation and project management and customer relationship
maintenance of the NIKE business department. Mr. Ma has 18
years of experience in the textile industry. After joining the Group,
he participated in the formation of the Shenzhou Department of
European and U.S. Business and was responsible for targeting
potential customers. He has been responsible for the NIKE business
since early 2005. In January 2009, he was appointed as an assistant
to the Group’s general manager. He graduated from the Department
of Electronic Engineering of the Fudan University and later obtained
his SUFE-Webster joint MBA from the MBA School of Shanghai
University of Finance and Economics. Before joining the Group, Mr.
Ma served as the business development manager of the Sealand
Securities.

Mr. Song Qing (RE), aged 48,
manager and the manager of the ADIDAS Business Department

is an assistant to the general

of the Group. He is fully in charge of the general management
and system construction of the ADIDAS Business Department of
the Group. He assists the general manager with other aspects of
operations and has 20 years of experience in the textile industry.
In 1994, Mr. Song graduated from the Department of Computer
Science and Technology of the Northwestern Polytechnical
University. He obtained a Master of Technology from the National
University of Singapore in 2005 and graduated from the NTU-SJTU
Joint Executive MBA (EMBA) Programme in 2008. Having joined the
Group in January 2007, Mr. Song has 10 years of work experience
in Singapore. Beginning in 1997, he worked as a senior software
development engineer for a software development firm for a year.
In 1998, he joined KZET %A ABR AR of the textile industry
and served as its IT Manager and Chief Information Officer CIO
successively.
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Mr. Xu Huiguo (&2 El) , aged 65, joined the Group in 2011. He
is currently a deputy general manager of the Group in charge of
the administrative affairs of the Group. Mr. Xu has over 46 years
of experience in administration and management. Mr. Xu obtained
an undergraduate qualification in economic management from the
Party School of the Central Committee of C.P.C. and is a qualified
engineer. Prior to joining the Group, he was the team leader of the
wiring team (#4288 %) of Ningbo Electricity Bureau (B X EZ£E) | a
manager and the secretary of the party branch of Z X ER B E X
#E N 7, the general manager of 2§ # & & /A 7], the chief of Beilun
District Electricity Bureau (3t % /&) and the general manager of
Ningbo Mingyao Environmental Thermal Power Co., Ltd.

Mr. Yang Honghui (54 ), aged 49, is a deputy general
manager of the Group and is responsible for the production planning
of the Group. He has accumulated over 28 years of management
experience in textile industry. He joined in Shenzhou Weaving in
February 1990. He once served as the manager of trims office of
the production and operation department and accessory department
of Ningbo Weaving, vice head of production planning department,
head of production planning department, and was responsible for
the procurement and management of auxiliary materials as well
as production planning and management of the Group. He was
appointed as the vice general manager of the Group in January
2018. His main duties are included: assisting the general manager
to work, executing the guidance, direction, supervision and
management on daily production and operation of the Company.
This includes improving the production management system,
participating in the formulation and planning of the plan of the Group
yearly, allocating the orders from each of the clients of the Group,
preparing the production plan, tracking production progress, to
ensure the completion of production task.
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The Directors of Shenzhou International Group Holdings Limited
(the “Company”) are pleased to submit their report together with the
audited financial statements of the Company and its subsidiaries
(collectively the “Group”) for the year ended 31 December 2017.

PRINCIPAL ACTIVITIES AND GEOGRAPHICAL
ANALYSIS OF OPERATIONS

The principal activity of the Company is investment holding and
garment trading. The primary activities of its subsidiaries are set out
in note 1 to the financial statements.

An analysis of the Group’s performance for the year by business
and geographical segments is set out in note 4 to the financial
statements and the Management Discussion and Analysis section of
this annual report.

BUSINESS REVIEW AND PERFORMANCE

A fair review of the business of the Group and a discussion and
analysis of the Group’s performance during the year and the material
factors underlying its results and financial position and principal risks
and uncertainties facing the group are provided in the Chairman’s
Statement, Financial Review and Business Review sections
respectively from pages 12 to 15, pages 27 to 36 and pages 25
to 27 of this annual report. The future development of the Group’s
business is discussed throughout this annual report including in the
Chairman’s Statement and Future Prospect and Strategies from
pages 12 to 15 and 37 to 39 of this annual report. In addition,
more details regarding the Group’s performance by reference to
environmental and social-related key performance indicators and
policies, as well as relationships with its employees, customers and
suppliers, are provided in this annual report in the Environmental,
Social and Governance Report. The discussion above forms part of
this Report of the Directors.
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RESULTS AND DIVIDENDS

The results of the Group for the year ended 31 December 2017 and
the state of affairs of the Company and of the Group as at that date
are set out in the financial statements on pages 144 to 251.

The Board recommends the payment of a final dividend of
HK$0.75 per ordinary share (equivalent to approximately RMB0.65
per ordinary share) for the year ended 31 December 2017 to
shareholders whose names appear on the register of members of
the Company on 6 June 2018. However, the proposed payment
of the dividend shall be subject to approval by shareholders at the
forthcoming annual general meeting (the “AGM”) to be held on 25
May 2018 and subject to such approval having been obtained, the
payment of such dividend is expected to be before late June 2018
(which will be confirmed in a separate announcement after the
relevant resolution is passed at the AGM).

Interim dividend of HK$0.70 (equivalent to approximately RMB0.61)
per share was declared for the six months ended 30 June 2017 (for
the six months ended 30 June 2016: Nil) to the shareholders whose
names appeared on the register of members of the Company at the
close of business on 8 September 2017. The interim dividend was
paid on 26 September 2017.

There was no arrangement under which a shareholder of the
Company had waived or agreed to waive any dividend during the
year ended 31 December 2017.

RESERVES

Details of movements in the reserves of the Company and of
the Group during the year are set out in note 41 to the financial
statements and in the consolidated statement of changes in equity,
respectively.

DONATIONS

Charitable and other donations made by the Group during the year
amounted to approximately RMB2,840,000.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in property, plant and equipment of the
Group are set out in note 14 to the financial statements.

SHARE CAPITAL

Details of the movements in the authorised or issued share capital of
the Company are set out in note 30 to the financial statements.
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DISTRIBUTABLE RESERVES

Distributable reserves of the Company as at 31 December 2017,
calculated in accordance with the Companies Law Cap. 22 (Law
3 of 1961, as consolidated and revised) of the Cayman Islands,
amounted to RMB4,177,818,000, of which RMB942,408,000 has
been proposed as final dividend for the year.

PRE-EMPTIVE RIGHTS

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

SUMMARY OF FINANCIAL INFORMATION
A summary of the results, assets and liabilities of the Group for the
last five financial years is set out on page 252.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

Save as the issuance of 104,222,397 ordinary shares of the
Company pursuant to conversion of the convertible bonds of the
Company, neither the Company nor any of its subsidiaries has
purchased, redeemed or sold any of the Company’s listed securities
for the year ended 31 December 2017.

SHARE OPTION SCHEME

No share option scheme was operated by the Company as at 31
December 2017.

DIRECTORS
The Directors during the year and up to the Latest Practicable Date
were:

Executive Directors:

Mr. Ma Jianrong

Mr. Huang Guanlin

Mr. Ma Renhe

Ms. Zheng Miaohui (resigned on 1 January 2017)
Mr. Wang Cunbo

Ms. Chen Zhifen

Independent Non-executive Directors:

Mr. Chen Genxiang (resigned on 1 January 2017)
Mr. Chen Xu

Mr. Jiang Xianpin

Mr. Qiu Weiguo

Mr. Xu Changcheng (resigned on 2 June 2017)
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In accordance with Article 87(1) and 87(2) of the Company’s Articles
of Association, Mr. Huang Guanlin, Mr. Ma Renhe and Mr. Chen Xu
shall retire by rotation at the forthcoming AGM and, being eligible,
have offered themselves for re-election thereat.

The Independent Non-executive Directors are appointed for a term
of three years. The Company has received annual confirmations
of independence from Mr. Chen Xu, Mr. Jiang Xianpin and Mr. Qiu
Weiguo pursuant to Rule 3.13 of the Listing Rules and considers that
they are all independent.

DIRECTORS’ SERVICE CONTRACTS

Each of the Executive Directors entered into a service contract with
the Company for a term of three years which will be automatically
renewed for another term of three years subject to compliance with
the Articles of Association of the Company and the Listing Rules
until it is terminated pursuant to the terms of the respective service
contract. According to the respective service contract, it may be
terminated at any time by either party giving the other party not less
than three months’ prior written notice.

Each of the Independent Non-executive Directors entered into a
service contract with the Company for a term of three years which
will be automatically renewed for another term of three years subject
to compliance with the Articles of Association of the Company and
the Listing Rules until it is terminated pursuant to the terms of the
respective service contract. According to the respective service
contract, it may be terminated at any time by the Independent
Non-executive Director giving not less than three months’ prior
written notice.

Under the respective service contracts, each of the Executive
Directors is entitled to an annual discretionary management bonus
as the Remuneration Committee of the Board may approve, provided
that the aggregate amount of the discretionary management
bonuses payable to all Executive Directors in respect of any financial
year of the Group would not exceed 5% of the net profits of the
Group after taxation and minority interests and less the aggregate
amount of the discretionary management bonuses but before non-
recurring items for the relevant financial year.
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PERMITTED INDEMNITY AND DIRECTORS’
AND OFFICERS’ LIABILITY INSURANCE

Pursuant to the Articles of Association of the Company and subject
to the provisions of the Companies Law of the Cayman Islands,
every Director, auditor or other officer of the Company shall be
entitled to be indemnified out of the assets and profits of the
Company against all actions, costs, charges, losses, damages and
expenses incurred or sustained by him/her as a Director, auditor or
other officer of the Company, other than for any matter in respect of
any fraud or dishonesty which may attach to any such persons. The
Company has arranged appropriate Directors’ and officers’ liability
insurance coverage for the Directors and officers of the Company
during the year in respect of any legal actions which may be taken
against the Directors and officers in the execution and discharge of
their duties or in relation thereto.

REMUNERATION OF THE DIRECTORS

Details of the remuneration of the Directors are set out in note 8 to
the financial statements.

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed under the heading “Connected transactions”
and “Continuing connected transactions” below and “Related party
transactions” in note 37 to the financial statements, no Director had
a material interest, either directly or indirectly, in any transaction,
arrangement and contract of significance to the business of the
Group to which the Company, or any of its holding companies,
subsidiaries or fellow subsidiaries was a party during the year.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

During the year ended 31 December 2017, none of the Directors of
the Company had any interest in any competing business with the
Company or any of its subsidiaries.

BIOGRAPHICAL DETAILS OF THE DIRECTORS
AND MEMBER OF SENIOR MANAGEMENT

Brief biographical details of the Directors of the Company and
members of the Senior Management of the Group are set out on
pages 116 to 123.
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Capacity and

DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS AND SHORT POSITIONS IN THE
SHARES OF THE COMPANY

As at 31 December 2017, the interests and short positions of
the directors and chief executive of the Company in the shares,
underlying shares and debentures of the Company and its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFO”)) which were notified to
the Company and The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests and short positions which was taken or
deemed to be held by any such director or chief executive under
such provisions of the SFO) and were recorded in the register
maintained by the Company pursuant to section 352 of the SFO,
or which were notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors
of Listed Companies (“Securities Trading Code”) contained in the
Rules Governing the Listing of Securities on the Stock Exchange (the
“Listing Rules”), were as follows:

Long positions in ordinary shares of the Company

EERARE BT
RZAH 2 Lt (%)
Percentage of

the Issued Share

BB E

Capital of

Name Notes  Nature of Interest Number of Shares the Company
HBREEEE 1 NS £ 700,808,750 46.62%
Mr. Ma Jianrong 1 Corporate interests 700,803,750 46.62%
BT A& 2 UNSIE: £ 79,465,250 5.29%
Mr. Ma Renhe 2 Corporate interests 79,465,250 5.29%
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Notes:

1. As at 31 December 2017, 700,803,750 Shares were held by Keep
Glory Limited (“Keep Glory”), a company incorporated in the British
Virgin Islands with limited liability, which in turn was owned as to
78.89% by Splendid Steed Investments Limited (“Splendid Steed”),
14.69% by BMX (HK) LTD. (“BMX”) and 6.42% by Super China
Enterprises Limited (“Super China”). Splendid Steed, a company
incorporated in the British Virgin Islands with limited liability, is wholly
owned by Mr. Ma Jianrong. BMX, a company incorporated in the
British Virgin Islands with limited liability, is wholly owned by Mr. Huang
Guanlin (brother-in-law of Mr. Ma Jianrong and son-in-law of Mr. Ma
Baoxing). Super China, a company incorporated in the British Virgin
Islands with limited liability, is wholly owned by Mr. Ma Baoxing (father
of Mr. Ma Jianrong). By virtue of the SFO, Mr. Ma Jianrong is deemed
to be interested in the 700,803,750 Shares held by Keep Glory.

2. As at 31 December 2017, 79,465,250 Shares were held by Fairco
Group Limited (“Fairco”), a company incorporated in the British Virgin
Islands with limited liability, which in turn was owned as to 77.08% by
MCC Group Ltd (“MCC”) and 22.92% by certain senior management
of the Group including Mr. Wang Cunbo and Ms. Chen Zhifen (all are
executive Directors). MCC, a company incorporated in the British
Virgin Islands with limited liability, is wholly owned by Mr. Ma Renhe,
an executive Director and a cousin of Mr. Ma Jianrong. By virtue of
the SFO, Mr. Ma Renhe is deemed to be interested in the 79,465,250
Shares held by Fairco.

Save as disclosed above, as at 31 December 2017, none of the
Directors and chief executive of the Company had or was deemed to
have any interests or short position in the shares, underlying shares
or debentures of the Company and its associated corporations
(within the meaning of Part XV of the SFO), which were recorded in
the register maintained by the Company pursuant to section 352
of the SFO or which were notified to the Company and the Stock
Exchange pursuant to the Securities Trading Code.

At no time during the year was the Company, or any of its holding
companies, its subsidiaries or its fellow subsidiaries a party to any
arrangement to enable the Directors and chief executive of the
Company (including their spouse and children under 18 years of age)
to hold any interests or short positions in the shares or underlying
shares in, or debentures of, the Company or its associated
corporation.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND SHORT POSITIONS IN THE SHARES OF
THE COMPANY

At 31 December 2017, the following persons who held interests of
5% or more of the issued share capital of the Company, other than
Directors of the Company, were recorded in the register of members
required to be kept by the Company pursuant to Section 336 of the
SFO:

Long position in ordinary shares of the Company

HARATRE BT

=x iz S REZER ROEE IRZA 8 2 ke (%)

Percentage of

the Issued Share

Capacity and Capital of

Name Notes  Nature of Interest Number of Shares the Company

ISES 1 EREBA 700,803,750 46.62%

Keep Glory 1 Beneficial owner 700,803,750 46.62%

TES 1 NEIR £ 700,803,750 46.62%

Splendid Steed 1 Corporate interests 700,803,750 46.62%

E& 2 EnEEA 79,465,250 5.29%

Fairco 2 Beneficial owner 79,465,250 5.29%

MCC 2 NEIE £ 79,465,250 5.29%

MCC 2 Corporate interests 79,465,250 5.29%
B 5 Notes:
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1. As at 31 December 2017, 700,803,750 Shares were held by Keep
Glory, a company incorporated in the British Virgin Islands with limited
liability, which is owned as to 78.89% by Splendid Steed, 14.69%
by BMX and 6.42% by Super China. Splendid Steed, a company
incorporated in the British Virgin Islands with limited liability, is wholly
owned by Mr. Ma Jianrong. BMX, a company incorporated in the
British Virgin Islands with limited liability, is wholly owned by Mr. Huang
Guanlin. Super China, a company incorporated in the British Virgin
Islands with limited liability, is wholly owned by Mr. Ma Baoxing (father
of Mr. Ma Jianrong). By virtue of the SFO, Splendid Steed is deemed to
be interested in the 700,803,750 Shares held by Keep Glory.
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2. As at 31 December 2017, 79,465,250 Shares were held by Fairco, a
company incorporated in the British Virgin Islands with limited liability,
which is owned as to 77.08% by MCC and 22.92% by certain senior
management of the Group including Mr. Wang Cunbo and Ms. Chen
Zhifen (all are executive Directors). MCC, a company incorporated in
the British Virgin Islands with limited liability, is wholly owned by Mr.
Ma Renhe, an executive Director and a cousin of Mr. Ma Jianrong. By
virtue of the SFO, MCC is deemed to be interested in the 79,465,250
Shares held by Fairco.

Save as disclosed above, as at 31 December 2017, no person, other
than the Directors of the Company, whose interests are set out in
the paragraph headed “Directors and Chief Executives’ interests and
short positions in the shares of the Company” above, had interest or
short position in the shares and underlying shares of the Company
that was required to be recorded pursuant to Section 336 of the
SFO.

CONTROLLING SHAREHOLDER'’S INTERESTS
IN CONTRACTS

Save as disclosed under the heading “Connected transactions”
and “Connected continuing transactions” below and “Related party
transactions” in note 37 to the financial statements, no controlling
shareholder or any of its subsidiaries had a material interest, either
directly or indirectly, in any contract of significance to the business
of the Group to which the Company, or any of its subsidiaries was a

party during the year.

MANAGEMENT CONTRACTS

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

MAJOR SUPPLIERS AND CUSTOMERS

The percentage of major suppliers and customers of the group

accounting for procurement and sales up to December 31, 2017
was shown as following:
HERBEZ HEEEZ
B2 (%) B2 (%)
Accounting for Accounting for
of procurement of sales

Percentage (%) Percentage (%)

AR B
RALER, EEAT

The largest supplier/customer
Summation of five suppliers/customers

15.86
30.79

29.06
83.99
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Details of top three customers referred to Notes 4 of financial report.

At any time within the year, directors, their linkman or any
shareholders (holding more than 5% capital stock of the company
as directors had known) had no any interests from the suppliers or
customers.

RELATED TRANSACTIONS

According to regulations on disclosure in Article 14A of listing rules,
several related-party transaction disclosed in Notes 37 of financial
report also constituted continuous related transaction according
to listing rules. If following transactions between several affiliated
people (according to definition of listing rules) and the company had
been concluded and/or continuously carried on, and the company
had made related disclosure according to regulations on disclosure
in Article 14A of Listing Rules, other related party transaction would
not constitute related transaction of the company or continuous
related transaction.
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CONTINUOUS RELATED TRANSACTIONS

a.

Leasing some production properties and facilities

The wholly-owned subsidiary of the company, Ningbo
Shenzhou Knit Co., Ltd. (“Shenzhou Knit”) signed a leasing
agreement with Shenzhou Property Co., Ltd. (“Shenzhou
Property”) on December 16, 2016. Hereby, Shenzhou Property
leased clothing production property to Shenzhou Knit with
tenancy term from January 1, 2017 to December 31, 2019.
Shenzhou Knit could perform the renewal rights to relet
another three years as per current or lower than current
market rent (“Leasing Agreement”). Shenzhou Knit would give
no less than 3-month notification to Shenzhou Property to
terminate the leasing agreement. The above rent collected
by Shenzhou Property should be determined by market
rent of leasing similar property and production facilities from
independent third parties according to common business
articles in daily business process of Ningbo City China. The
corporate management had complied with process approved
by board meetings to determine the market rent collected
by independent third parties on similar properties. Shenzhou
Property, whose 80% and 20% of equities were separately held
by the executive directors Mr. Ma Jianrong and linkman Ningbo
Rongrong Industry Investment Co., Ltd. (“Rongrong Industry”)
was affiliated person according to Article 14A. 07 (4) of listing
rules. Within the year, the group totally paid RMB9,624,000 to
Shenzhou Property for rent.
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Supplying packing materials

Shenzhou Knit signed a supply agreement (“Packing Material
Supply Agreement”) with Shaoxing County Huaxi Packing
Co., Ltd. (“Huaxi Packing Company”) on December 16,
2016. Hereby, Huaxi Packing Company had agreed to supply
packing materials to the group from time to time according
to common business articles no less favorable than provided
by independent third parties. The term of packing material
supply agreement was from January 1, 2017 to December 31,
2019. Mr. Huang Guanquan, brother of the executive director
Mr. Huang Guanglin, and Mr. Huang Fuchang, father of the
executive director Mr. Huang Guanglin, separately held 87.5%
and 12.5% of equities of Huaxi Packing Company, which was
an affiliate person according to Article 14A. 07 (4) of listing
rules. Within the year, the group totally paid RMB43,861,000 to
Huaxi Packing Company for procurement of packing materials.

Details of above continuous related transaction referred to the
announcement of the company on December 16, 2016.

The independent non-executive director had checked and
approved above continuous related transaction, and confirmed
the transaction: (1) being operated in common and daily
business operation of the group; (2) being operated according
to common commercial articles or articles obtainable or
provided by no less favorable to independent third parties for
the company; and (3) being operated according to articles
of related agreements of the transaction which were fair and
reasonable as well as meeting overall interests of shareholders
of the company.

According to the implemented work, the auditor of the
company also wrote to confirm and notice that no any matters
make they believe in the continuous related transaction: (1)
without approval of board meetings of the company; (2) in
no accordance with pricing policies of the group on all major
aspects; (3) in no accordance with agreement of regulations
on related transactions on all major aspects; and (4) exceeding
annual upper limits of the company announced on December
16, 2016.
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COMPLIANCE WITH LAWS AND
REGULATIONS

Compliance procedures are in place to ensure adherence to
applicable laws, rules and regulations in particular, those have
significant impact on the Group, such as the Listing Rules and the
Hong Kong Financial Reporting Standards. The Board is responsible
for monitoring the Group’s policies and practices on compliance with
legal and regulatory requirements and such policies are regularly
reviewed. Any changes in the applicable laws, rules and regulations
are brought to the attention of relevant employees and relevant
operation units from time to time.

As far as the Company is aware, it has complied in material respects
with the relevant laws and regulations that have a significant impact
on the business and operation of the Company.

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 for the
year ended 31 December 2017 and as at the date of this report.

AUDITORS

Ernst & Young has audited the financial statements for the year
ended 31 December 2017. A resolution for the re-appointment of
Ernst & Young as auditors of the Company will be proposed at the
forthcoming AGM.

By Order of the Board

Ma Jianrong
Chairman

Hong Kong, 26 March 2018
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To the shareholders of

Shenzhou International Group Holdings Limited

(Incorporated in the Cayman Islands as an exempted company with
limited liability)

OPINION

We have audited the consolidated financial statements of Shenzhou
International Group Holdings Limited (the “Company”) and its
subsidiaries (the “Group”) set out on pages 144 to 251, which
comprise the consolidated statement of financial position as at
31 December 2017, and the consolidated statement of profit or
loss, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated
statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at 31
December 2017, and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by
the Hong Kong Institute of Certified Public Accountants (“HKICPA”)
and have been properly prepared in compliance with the disclosure
requirements of the Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards
on Auditing (“HKSAs”) issued by the HKICPA. Our responsibilities
under those standards are further described in the Auditor’s
responsibilities for the audit of the consolidated financial statements
section of our report. We are independent of the Group in
accordance with the HKICPA’s Code of Ethics for Professional
Accountants (the “Code”), and we have fulfilled our other ethical
responsibilities in accordance with the Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to

provide a basis for our opinion.

Annual Report 2017 £

137



138

B FTE RS

Independent Auditor’s Report

BARETEE

HRBAFEHIREESFNREHE B
MG AN BBRRNEARRERNFIE %
ﬁ$ﬁmﬁiﬁﬁﬁ%¥ﬁﬁﬁﬁﬁ%&ﬁ
ARRBNER TETREN -FFTEY
%%%Ehﬁﬁﬁ%%ﬁ°£ﬁﬂTLl_
FEABRGPRUNMESNREADALRE

e

ERBEITT AREFTMAFS LR
ﬁ%ﬁﬁ%ﬁﬁﬁ—ﬁ%umaﬁ'@%ﬁ
ZEARBFFAMABENE T AR BF
B TEERATRREMENGEAMH
BREAHEBRABR MR NWETEF - BF
T REFNER BRRETLHERSE
AEEAATHNERF SEEMHBMRER
BREABRIEHETER-

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters. For each matter
below, our description of how our audit addressed the matter is

provided in that context.

We have fulfilled the responsibilities described in the Auditor’s
responsibilities for the audit of the consolidated financial statements
section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures
designed to respond to our assessment of the risks of material
misstatement of the consolidated financial statements. The results
of our audit procedures, including the procedures performed to

address the matters below, provide the basis for our audit opinion on

the accompanying consolidated financial statements.

BREETER

Key audit matter
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How our audit addressed the key audit matter
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Impairment risks for trade and bills receivables

The Group was exposed to credit risks arising from the
significant balance of trade and bills receivables. As
at 31 December 2017, the Group had trade and bills
receivables of approximately RMB2,815 million, which
accounted for 11.7% of the Group’s total assets.
No bad debt provision was provided based on the
management’s impairment assessment. A high level of
management judgement was required when assessing
the recoverability of trade and bills receivables.
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Our audit procedures to assess the recoverability of trade
and bills receivables included, but are not limited to,
inquiry about management’s special consideration and
examination of subsequent receipts by checking against
bank receipts. We also tested aged balances by checking
customers’ historical repayment pattern, and evaluating
the financial strength of customers with significant overdue
balances.
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BRETEE
Key audit matter

KEY AUDIT MATTERS (continued)

HREBTSHREFTHTROFEHH

How our audit addressed the key audit matter

The accounting policies and disclosures for trade and
bills receivables are included in notes 3 and 19 to the
consolidated financial statements.
FHEBRERLEBENSTRERBRERNGESHH
MR EE319 ©

FEBFIREREFRREE

Inventory excess and obsolescence provisions

The balances of inventory and the related excess and
obsolescence provision as at 31 December 2017
amounted to RMB4,520 million and RMB43 million,
respectively. The gross inventory balances were
material to the consolidated financial statements and
significant management judgement was required when
assessing the adequacy of provision.
RZB—+tF+A=+—H HFEREHERFRRE
FERBHEASIAARK4208B TR ARK43E
BT FEARERHGSVBRIABEER FHERE
WARUHRZERENENHE-

The accounting policies and disclosures for inventory
and the related excess and obsolescence provision
are included in notes 3 and 18 to the consolidated
financial statements.
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We assessed the processes, methods and assumptions
used to develop the provision for slow moving, excess or
obsolete items. This included comparing management’s
calculations for consistency against those used in the prior
year.
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We tested the reliability of the underlying data used by
management to calculate the inventory obsolescence
provision, typically the ageing analysis of inventories. We
also tested the accuracy of the calculation by assessing
the calculation criteria and recalculating the provision for
products on a sample basis.
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OTHER INFORMATION INCLUDED IN THE
ANNUAL REPORT

The directors of the Company are responsible for the other
information. The other information comprises the information
included in the Annual Report, other than the consolidated financial
statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated. If, based
on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that
fact. We have nothing to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS

FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such
internal control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors
of the Company are responsible for assessing the Group’s ability
to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of
accounting unless the directors of the Company either intend to
liquidate the Group or to cease operations or have no realistic
alternative but to do so.

The directors of the Company are assisted by the Audit Committee
in discharging their responsibilities for overseeing the Group’s
financial reporting process.
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AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Our report is made solely
to you, as a body, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the
contents of this report.

Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of
these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional scepticism
throughout the audit. We also:

° Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the

override of internal control.

° Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used

and the reasonableness of accounting estimates and related
disclosures made by the directors.
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AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continuea)

Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the
Group’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in
the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the
Group to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent
the underlying transactions and events in a manner that

achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely

responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other

matters, the planned scope and timing of the audit and significant

audit findings, including any significant deficiencies in internal control

that we identify during our audit.

We also provide the Audit Committee with a statement that we have

complied with relevant ethical requirements regarding independence

and to communicate with them all relationships and other matters

that may reasonably be thought to bear on our independence, and

where applicable, related safeguards.
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AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (continuea)

From the matters communicated with the Audit Committee, we
determine those matters that were of most significance in the audit
of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our
auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such
communication.

The engagement partner on the audit resulting in this independent
auditor’s report is Lai Wing Kwong.

Ernst & Young
Certified Public Accountants
Hong Kong

26 March 2018
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—E—+F —ZE—RF
2017 2016
B &E AR¥B T ARBEF T
Notes RMB’000 RMB’000
WA REVENUE 5 18,085,247 15,099,076
e DN Cost of sales (12,413,947)  (10,189,636)
E7 Gross profit 5,671,300 4,909,440
Hab g A Other income 5 571,554 461,640
$HE Lo AR Selling and distribution expenses (469,833) (353,693)
THAX Administrative expenses (1,231,175) (1,102,797)
HibR = Other expenses (134,277) (154,305)
B & AR Finance costs 7 (123,016) (119,834)
FEAG — B 2 A R B9 R Share of profits of an associate 17 3,678 2,496
RR B4 B0 R 8 PROFIT BEFORE TAX 6 4,288,231 3,642,947
FTSBiF X Income tax expense 11 (528,280) (695,267)
FERNH PROFIT FOR THE YEAR 3,759,951 2,947,680
AT AT EEER: Attributable to:
RABHEE A Owners of the Company 3,762,721 2,947,673
FE 12 1 R 2 Non-controlling interests (2,770) 7
3,759,951 2,947,680
AprERERRESEA EARNINGS PER SHARE
EaEER2ER ATTRIBUTABLE TO ORDINARY
EQUITY HOLDERS OF THE
COMPANY 13
BN Basic
—FE A — For profit for the year AR¥2587t ARE2117L
RMB2.58 RMB2.11
s Diluted
—FENE — For profit for the year ARM¥253t AR#¥2027T
RMB2.53 RMB2.02
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—E—+tF ZE—RF
2017 2016
AR TR ARBFT
RMB’000 RMB’000
FEFE PROFIT FOR THE YEAR 3,759,951 2,947,680
Hit 2 EW = OTHER COMPREHENSIVE INCOME
e =5 Exchange differences:
MEEIER ZEHZE  Exchange differences on translation of foreign
operations (130,313) 186,687
FEHMZ2E (EE), WE OTHER COMPREHENSIVE (LOSS)/INCOME
(BRFLZ) FOR THE YEAR, NET OF TAX (130,313) 186,687
FEXENREAE TOTAL COMPREHENSIVE INCOME
FOR THE YEAR 3,629,638 3,134,367
DTALTEMAERS: ATTRIBUTABLE TO:
KRARHEE A Owners of the Company 3,642,824 3,124,619
FE12 B R 2 Non-controlling interests (13,186) 9,748
3,629,638 3,134,367
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—“E—+¥+=-HF=+—H 31 December 2017

—E—tF —ZE—RF
2017 2016
B 5 AR TR ARBEF T
Notes RMB’000 RMB’000
FRBEE NON-CURRENT ASSETS
W BB K& Property, plant and equipment 14 7,116,787 7,013,037
T T EFRIE Prepaid land lease payments 15 956,908 923,172
BVEE Intangible assets 16 98,257 105,228
IR Pledged deposits 24 500,000 500,000
ERRETHRHEHER  Long-term time deposits at banks 24 150,000 350,000
REFFERI B Long-term prepayments 20 44,291 78,328
R—EBERAZ2"E An investment in an associate 17 10,851 7,173
EEFIEE B Deferred tax assets 29(a) 9,632 3,629
BIERBEE Total non-current assets 8,886,726 8,980,567
RBEE CURRENT ASSETS
FE Inventories 18 4,477,489 3,699,090
JE W BR R e B AR Trade and bills receivables 19 2,814,779 2,652,707
ENFIE EE R Prepayments, deposits and other
H th i e3R8 receivables 20 809,786 674,236
JE W B8 Bk N =R Amounts due from related parties 37(c) 606 826
ZRER Entrusted loans 21 - 150,000
AHEERE Available-for-sale investments 22 2,976,900 3,120,000
EETR Structured deposits 23 1,050,000 -
s FEREBRE =EA 2 Bank deposits with an initial term of
RITEMR over three months 24 605,518 433,452
RekReEEY Cash and cash equivalents 24 2,471,401 2,105,184
REEE Total current assets 15,206,479 12,835,495
RBAEE CURRENT LIABILITIES
FEATBR SR Trade payables 25 873,106 758,217
78 U BR =X Advances from customers 26,225 16,650
Hfh JE 5B K E R RIR Other payables and accruals 26 944,649 787,074
STRIRTEE Interest-bearing bank borrowings 27 2,130,409 1,241,433
JE& A5F T2 3R Tax payable 290,966 291,108
wneaE Total current liabilities 4,265,355 3,094,482

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited



e BB R

Consolidated Statement of Financial Position

—“E—+¥+=-HF=+—H 31 December 2017

—E—tHF —E—RF
2017 2016
B 7 AR T AREF T
Notes RMB’000 RMB’000
FRABEE NET CURRENT ASSETS 10,941,124 9,741,013
HWEEBRRBEE TOTAL ASSETS LESS CURRENT
LIABILITIES 19,827,850 18,721,580
kRBEE NON-CURRENT LIABILITIES
Al ] RR E Convertible bonds 28 = 3,410,145
REFIBEAE Deferred tax liabilities 29(b) 3,197 1,833
WIERBEE Total non-current liabilities 3,197 3,411,978
BEE NET ASSETS 19,824,653 15,309,602
s EQUITY
AKATEEAEMLER Equity attributable to owners of
the Company
&% 2 Share capital 30 151,200 142,105
1 Reserves 31 19,469,981 14,950,839
19,621,181 15,092,944
FEEH M ER Non-controlling interests 203,472 216,658
4AE = Total equity 19,824,653 15,309,602
BEY EHEM
Ma Jianrong Huang Guanlin
ETEREHTEE TTIAA TN ITEE

Chairman and Executive Director

Chief Executive Officer and Executive Director
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Consolidated Statement of Changes in Equity

HEZZ—tF+ZA=1T—HILFE VYear ended 31 December 2017

ENAREARE
Attributable to owners of the Company
ERRH Ex FRbltE
e NEg FBEE ] ARk RERA & s fEs
Employee
Share  component of Statutory Exchange equity Non-
Share premium convertible surplus fluctuation benefits Other Retained controling Total
capital account™ bonds reserve reserve resenve resenve profits™ Total interests equity
Wi ARBTR ARBTT AEBTT AREFT AREFT ARETT ARETT ARETT ARETT ARETT ARETT
Note RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
(Ht3t30) (Wskes)  (WaESHR)  (W3Esig)) (M3t
(note 30) (note 28) (note 31() (note 31(i)) (note 31(ii))
At 1 January 2016 142,106 1,471,742 197,140 1,150,505 10,134 48,191 - 10,054,303 13,074,120 15,716 13,089,836
FRE2ENEES Total comprehensive income for the year - - - - 176,946 - - 2,947,673 3,124,619 9,748 3,134,367
AHEARFEES Effects of transaction with non-controling
EIRANTE interests of subsidiaries 32 - - - - - - 148,333 - 148,333 (71,088) 77,246
WEAFEERRRTE  Capital iection from non-controling
sharefolders of subsidiaries - - - - - - - - - 266,705 266,705
€ £30t e a1 Acquisition of non-controling interests - - - - - - - - - (4423 (4423)
SE-F-RERERE  Final 2015 dividend declared - (810,094 - - - - - (444,034) (1,254,128) - (1,254,128)
HRERAEH Transfer from retained profts - - - 20911 - - - (20911) - - -
T-7E+ZA=1-H M3t December 2016 142,106 661,648° 197,140 1,171,416* 187,080° 48191 148,333 12,637,031 15,092,944 216,658 15,309,602
ARARAAEE
Attributable to owners of the Company
RRES2 HERR E} EERE FEHE
Rx  RHEER BERS Py & RDRE AR RthfE RERA #it .5 aEs
Equity Employee
Share  component of Statutory Exchange equity Non-
Share premium convertible surplus fluctuation benefits Other Retained controlling Total
capital account bonds reserve reserve reserve reserve profits Total interests equity
fE  ARETR AE#TR AR¥TR ARBTR ARBTR ARBTR ARBTR ABBTR ABBTR AB®TR ABHTR
Notes RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
(H&30) (W28 (W&310)  (WE31G) (W3 (i)
(note 30) (ote28) (note31()) (note 31(ii) (note 31(ii)
RZF-t5-A-R At 1 January 2017 142,105 661,648 197,140 1,171,416 187,080 48,191 148,333 12,537,031 15,092,944 216,658 15,309,602
FE2ENEES Total comprehensive income for the year - - - - (119,897) - - 3,762,721 3,642,824 (18,186) 3,629,638
ghiakiEs Conversion of convertible bonds 28,30 9,095 3,557,285 (197,140 - - - - - 3,369,240 - 3,369,240
T-AERBRE  Final 2016 dividend declared 12 - (700,787) - - - - - (894500) (1,595,281 - (1,595,281
“E-tEPERE Interim 2017 dividend 12 - (888,540) - - - - - - (888,540) - (888,540)
SEERIEN Transfer from retained profits - - - 79471 - - - (19.471) - - -
RZF-t5+ZA=+-H A8t December 2017 151,200 2,629,606 = 1,250,887 67,183* 48,191* 148,333 15,325,781* 19,621,181 203,472 19,824,653
* GEVBEURRARFPZEEAHEBEAREL - These reserve accounts comprise the consolidated reserves of

19,469,981,000t (=T — R F: AR
14,950,839,0007T ) HEE FEEIRAMN ©

o BREBEARFEZZIRN R

£

statement of financial position.

presentation.
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RMB19,469,981,000 (2016: RMB14,950,839,000) in the consolidated

BRLRE ** Share premium account and retained profits have been adjusted for

BMNERBZE T - R"ERPRSEHH

the proposed final 2016 dividend in accordance with the current year’s



n _\éiﬁﬁiﬁéﬁ
Consolidated Statement of Cash Flows

HEZZ—tF+ZA=1T—HILFE VYear ended 31 December 2017

—E—tF ZE—RF
2017 2016
Bt 5 AR T ARBTT
Notes RMB’000 RMB’000
REXBABHAERE CASH FLOWS FROM
OPERATING ACTIVITIES
B 5% B A B Profit before tax 4,288,231 3,642,947
R Adjustments for:
B & A Finance costs 7 123,016 119,834
FEAE — AR & R R A Share of profits of an associate 17 (3,678) (2,496)
FLE A Interest income 5 (211,436) (177,656)
HEME - BWE R Loss on disposal of items of property,
RiBEEE 2 EE plant and equipment 6 26,350 5,034
AEROBEEHIENEIE  Unrealised exchange loss from
financing activities - 241,090
WE BEERIBEEENE Depreciation of items of property,
plant and equipment 6 751,125 639,818
TE LA & FRIBHE 5 Amortisation of prepaid land lease
payments 6 24,447 23,280
B Amortisation of intangible assets 6 8,119 12,321
FEEET A (BE) Accrual/(reversal) provision of
inventories 18 26,659 (7,454)
5,032,833 4,496,718
FE®EMN Increase in inventories (805,058) (458,789)
JE U BR R I R R AL AN Increase in trade and bills receivables (162,072) (650,924)
ENFIE &Rk (Increase)/decrease in prepayments,
Hh U FRIE (38 01), %4 deposits and other receivables (81,787) 16,127
FE U B ESE A -3k IB Decrease/(increase) in amounts due
A (3G hn) from related parties 220 (267)
JFE AF BR FR 42 N Increase in trade payables 114,889 79,682
8 Uk BR FR3E N Increase in advances from customers 9,575 11,520
H b B FTE K FEET FRIEIE N Increase in other payables and accruals 194,669 162,983
JET— & BAEE A T 3IER 2 Decrease in amount due to
a related party - (2,166)
KEEBARERS Cash generated from operations 4,303,269 3,654,884
=ENEESS Interest paid (80,942) (23,364)
BERNEAFEM Hong Kong profits tax paid (35,132) (22,769)
B REMEMER PRC corporate income tax paid (497,929) (547,353)
REXBMBRELSREFEE  NET CASH FLOWS FROM
OPERATING ACTIVITIES 3,689,266 3,061,398
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Consolidated Statement of Cash Flows

BE_ZT—+F+-A=

+—HIF4E Year ended 31 December 2017

—E—tF —T—RF
2017 2016
Bt 5 AR T AREET T
Notes RMB’000 RMB’000
KEEBHMERSREFE Net cash flows from operating activities 3,689,266 3,061,398
REXBFARESRE CASH FLOWS USED IN
INVESTING ACTIVITIES
SR @YY Interest received 175,114 206,869
BEWME KELRKREIEE Purchases of items of property,
plant and equipment (1,172,047) (2,090,085)
LEWE - -HER Proceeds from disposal of items of
REEEB 2B HIA property, plant and equipment 76,930 1,458
W B TE i FE E 38 Acquisition of prepaid land lease
payments (32,635) -
REIFENZEB D ()  Decrease/(increase) in long-term
prepayments 2,647 (78,328)
WA MR EE Purchases of other intangible assets (1,417) (8,099)
I B8 — R B A A7) Acquisition of a subsidiary (46,377)
U BY 45 #1730 Collection of pledged deposits - 1,330,908
H&HX;%“?E;” Collection of entrusted loans 150,000 520,000
mEES MmO (Increase)/decrease in
structured deposits (1,050,000) 110,000
AHHERERD, (IN)  Decrease/(increase) in
available-for-sale investments 143,100 (2,320,000)
TRFEFRHEBER=EAZ Decrease/(increase) in bank deposits
BITHEFORL 7 (38m) with an initial term of
over three months 27,934 (160,010)
REXBFALREREFE  NET CASH FLOWS USED IN
INVESTING ACTIVITIES (1,726,751) (2,487,287)
RMEETHARERE CASH FLOWS USED IN
FINANCING ACTIVITIES
MERITER New bank loans 33 1,437,032 2,035,884
ERIETER Repayment of bank loans 33 (548,056) (1,451,302)
U B FE I I M R 2 Acquisition of non-controlling interests - (4,423)
EART RN R FEE S MR Proceeds from transaction with
EITRGFEHKIA non-controlling interests
of a subsidiary - 77,245
MEARIEERERETE Capital injections from non-controlling
shareholders of subsidiaries - 266,705
MARQE#EES MRS ERE Dividends paid to owners
of the Company (2,483,827) (1,254,128)
AR Interest paid 33 (1,363) (16,890)
BMEEHHAEESREFE  Net cash flows used in
financing activities (1,596,214) (346,909)

BRI B 5% 45 @1 4% % 45 PR /2 @ Shenzhou International Group Holdings Limited



MERERER
Consolidated Statement of Cash Flows

HEZZ—tF+-A=+—HILFE VYear ended 31 December 2017

—E—tHF —ZE-RF
2017 2016
Bt & ARETR ARBTT
Notes RMB’000 RMB’000
ReRESEEYIEMTFE  NET INCREASE IN CASH AND
CASH EQUIVALENTS 366,301 227,202
FUReRBESEFEEY Cash and cash equivalents
at beginning of year 2,105,184 1,815,678
ERGe) s w2 FHE Effect of foreign exchange rate
changes, net (84) 62,304
FRASRREEEY CASH AND CASH EQUIVALENTS
AT END OF YEAR 2,471,401 2,105,184
REeRBESEEYHEHSH T ANALYSIS OF BALANCES OF
CASH AND CASH EQUIVALENTS
& RIRITAEER Cash and bank balances 24 2,079,349 1,961,086
RERERE DR =0 A ZE Time deposits with
2 TEBFE original maturity of less than
three months when acquired 392,052 144,098
BEMRRAR MBS RER Cash and cash equivalents as stated
FiolciBe RESEEY in the statement of financial position
and the statement of cash flows 24 2,471,401 2,105,184
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Notes to Financial Statements

—E—+HF+-"F=+—H 31 December 2017
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ARAREEER
RMBEREEZERER AT ([RAAR])
R_EERENAZ_T=PEHS
SEMK L AEERRER A o 5P
= & i 3 & Cricket Square, Hutchins
Drive, P.O. Box 2681, Grand Cayman
KY1-1111, Cayman lIslands ° 2" 2 & i%
ME_ZEEZRF T+ A THBERES
BHARSHARARER ([EIR])
e

KA REMBAR (REIREE])
TERREREREEHBREER ([§
e AP

E=ZAR TESREERAA (R
RERBEIES ([RBREZEHS])E
M2 A8 BARAZREERA
AlMRARAE (—RREBELE
EEMKLZ AR BAREZFNIE

SONSE

N,

o 2 AR
ARABATZFHEMT

CORPORATE AND GROUP INFORMATION
Shenzhou International Group Holdings Limited (the
“Company”) was incorporated as an exempted company with
limited liability in the Cayman Islands on 23 June 2005. The
address of its registered office is Cricket Square, Hutchins
Drive, P.O. Box 2681, Grand Cayman KY1-1111, Cayman
Islands. The Company’s shares have been listed on the Main
Board of the Stock Exchange of Hong Kong Limited (the “Main
Board”) since 24 November 2005.

The Company and its subsidiaries (collectively referred to as
the “Group”) are principally engaged in the manufacture and
sale of knitwear products (the “Knitwear Business”).

In the opinion of the directors, Splendid Steed Investments
Limited, a company incorporated in the British Virgin Islands
(“BVI"), is the ultimate holding company of the Company.
Keep Glory Limited, a company incorporated in the BVI, is the
intermediate holding company of the Company.

Information about subsidiaries
Particulars of the Company’s subsidiaries are as follows:

KRR E
EMAY/ EMEHR BEEDL TEXBR
A1 EAERZME ERTRE =§:3 M RKEH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Top Always Investments Ltd. BVI, US$30,002 100% - Investment holding in the BVI
(“Top Always”) limited liability company and property leasing in
Hong Kong
XRRERRDA ([KFE]) EERAES 30,002% T NEBRLZEERERERR
BEREERAT EREREEME
Ningbo Shenzhou Knitting Co., Ltd. ~ PRC, US$135,000,000 - 100% Manufacture and sale of

(“Shenzhou Knitting”)

wholly-foreign-owned

knitwear products in

enterprise Mainland China
EREBENHEAERAR RECEEERE 135,000,000 7T RPBEABEHERHEE
(TEiMstA]) HEREER

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited
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Notes to Financial Statements
—E—+F+=-A=+—H 31 December 2017

1.

REAIREEBER (@) 1. CORPORATE AND GROUP INFORMATION
(continued)
MEBLARER (&) Information about subsidiaries (continued)
KRR B
AMARYL/ MG HR BEEDL TEXBR
a8 EAERZME ERTRE =§:3 M RKEHH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Ningbo Shixing Knitwear PRC, US$2,100,000 - 100% Printing and sale of
Printing Co., Ltd. wholly-foreign-owned knitwear products in
(“Shixing Printing”) enterprise Mainland China
Rt A B AR AT mEHNEBERE 2,100,000t NGNS &
([t JEt4]) HEREER
Ningbo Yongmian Fashion PRC, US$10,000,000 - 91% Manufacture and sale of
Garment Co., Ltd. foreign equity joint venture knitwear products in
(“Yongmian Fashion”) Mainland China
ERABAREARAR mECHERERE 10,000,000% 1T REARSERHEE
(IBREE]) HEREER
Ningbo Shendie Fashion Co., Ltd. ~ PRC, US$5,000,000 - 100% Manufacture and sale of
(“Shendie Fashion”) foreign equity joint venture knitwear products in
Mainland China
ERERHEERAT mE - HEERERE 5,000,000% 7 RHEARSERHEE
([REE]) HEREER
Shenzhou (Cambodia) Co., Ltd. Kingdom of Cambodia, US$30,000,000 - 100% Manufacture and sale of
(“Shenzhou Cambodia”) wholly-foreign-owned knitwear products in
enterprise Cambodia
B (RER)BRAF REZETE NEBELE  80,000,000% T RRERHERKE
(TeilREE]) HEREER
Ningbo Dagian Knitwear Co., Ltd. PRC, US$78,000,000 - 100% Manufacture and sale of
(“Dagian Knitting") wholly-foreign-owned knitwear products in
enterprise Mainland China
ERATHBRBERAA mE - NEBERE 78,000,000 7t REARSERHEE
(TRFm#l) HEREER
Ningbo Linlin Knitting Co., Ltd. PRC, US$1,050,000 - 100% Manufacture and processing
(“Linlin Knitting”) wholly-foreign-owned of knitwear products in
enterprise Mainland China

B BARAT
(THhhet])

RECIEBELR

1,050,000% 1T

R EAEEERNT
HEREER
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Notes to Financial Statements
—E—+F+=-A=+—H 31 December 2017

1.

ARAREEER (#)

MEBARESR (&)

1. CORPORATE AND GROUP INFORMATION

(continued)

Information about subsidiaries (continued)

KRR B
AMRYL/ MG HR BEEDL TEEBR
A1 EAERZME ERTRE =§:3 M RKEwH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Tuton Textile (Ningbo) Co., Ltd. PRC, US$7,060,000 - 100% Manufacture and processing
(“Ningbo Tuton”) wholly-foreign-owned of knitwear products in
enterprise Mainland China
ERERRGHERAA RECIEEERE 7,060,000% 7t R EABERERNT
(I=kEE]) HEREER
Shenzhou Knitting (Anhui) Co., Ltd. ~ PRC, US$15,000,000 - 100% Manufacture and processing
(“Shenzhou Anhui”) wholly-foreign-owned of knitwear products in
enterprise Mainland China
Bl (R BRAF RECIEEERE 15,000,000 7T R EABERERNT
(Teil=#l) HEREER
Shenzhou Knitting (Quzhou) Co., PRC, US$8,000,000 - 100% Manufacture and processing
Ltd. (“Shenzhou Quzhou”) wholly-foreign-owned of knitwear products in
enterprise Mainland China
st (BN BRAF RECIEEERE 8,000,000% 7t R BEABERERNT
(TeifaEml) HEREER
Shanghai Maxwin Garments Co., PRC, RMB2,000,000 - 51%  Trading in Mainland China
Ltd. (“Shanghai Maxwin”) sole proprietorship
company
FEEERHERRLA B BELERT AR #2,000,0007T REBEABERTE HEK
(TEBSHE])
Ningbo Dagian Import & Export PRC, RMB10,000,000 - 100% Import and export of
Co., Ltd. (“Dagian Import & limited liability company commodities in
Export”) Mainland China
ERATEHAERALAT mE EREERA AR #10,000,0007T RAEAREE A
(TRF#ELHO])
Shenzhou Trading Co., Ltd. Hong Kong HK$100 - 100% Dormant
(“Shenzhou Trading”) limited liability company
BNESERDR BB BRALAH 100t EXB
(TRNES])

BRI B 5% 45 @1 4% % 45 PR /2 @ Shenzhou International Group Holdings Limited



PR ERAR BT RE

Notes to Financial Statements
—E—+F+=-A=+—H 31 December 2017

1.

RAREBEHR &) 1. CORPORATE AND GROUP INFORMATION
(continued)
MEBLARER (&) Information about subsidiaries (continued)
KRR B
AMRYL/ MG HR BEBEDL TEEBR
A1 EAERZME ERTRE =§:3 Mg RKEHH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Top Always (Hong Kong) Hong Kong HK$100 - 100% Investment holding and
Investment Limited limited liability company import and export of
(“Top Always HK") commodities in Hong Kong
XE(BB)REBRDA BB BRALAHA 100t REBREER &L OEMR
(kREE])
Ningbo Hengzhi Clothing Detection ~ PRC, RMB8,000,000 - 100%  Quality check of garments in
Co., Ltd. ("Hengzhi") limited liability company Mainland China
ERBERERAGRLA HE EREERA AR #8,000,0007T B AREETRKE 2
([EE])
Shenzhou Japan Co., Ltd. Japan, JPY5,000,000 - 100% Trading in Japan
(“Shenzhou Japan’) limited liability company
Bl B AR gt AR BREEAF 5,000,000 & RBAETBESEH
(TeMAAR])
Ningbo Maxwin Fashion Co., Ltd. PRC, RMB80,000,000 - 51% Retail in Mainland China
(“Ningbo Maxwin”) limited liability company
EREHRHER LA mEEREERA AR #80,000,0007T RPEABERITTEEHK
(TEKSHE])
Anging Shenzhou Import & Export ~ PRC, RMB5,000,000 - 100% Import and export of
Co., Ltd. (“Shenzhou Anging”) limited liability company commodities in
Mainland China
ZERMELOERAA mEBEREERA AR #5,000,0007T RAE AR A
(TRiNzE])
Shanghai Maxwin Industry Co., Ltd.  PRC, RMB10,000,000 - 100% Property management in
(“Maxwin Industry”) limited liability company Mainland China
HEBHEEXRERAR mE EREERA AR #10,000,0007T RHEAEETNEERER
(IHEHEZE])
Superior Enterprises Investments BVI, US$10,000 100% - Investment holding in the BVI
Limited (“Superior Investments”) limited liability company
(formerly known as Buddies
Investments Limited)
EMCEREARAR EERAES EREEAR 10,000% T REABRZHSHERARR
([EHRE])

(ABREFERBEARAT)
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Notes to Financial Statements
—E—+F+=-A=+—H 31 December 2017

1.

AREAREEER (#)

MERRER (&)

1. CORPORATE AND GROUP INFORMATION

(continued)

Information about subsidiaries (continued)

KRR E

AMRYL/ MG HR BEEDL TEEBR

a1 EAERZME ERTRE =§:3 M RKEwH
Percentage of

Place of incorporation/ equity attributable to

registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Maxwin (BVI) Limited BVI, US$10,000 51% - Investment holding in the BVI

(“Maxwin BVI")
ERBVLERAT
(TEEBVI])

Maxwin (Hong Kong) Limited
(“Maxwin HK")

SH(FE)ERAF
(TBEEE])

Maxwin (China) Limited
(“Maxwin China”)

SR (PE)ERAR
(THETE]

Huayao Textile Limited
(*Huayao”)

ERHBARAT
(T#2])

Buddies (Macao Commercial
Offshore) Limited
(“Buddies Macao”)

BEE(RMBERERE)
ERAR([AEFERM])

Dagjian Textile (Cambodia)
Co., Ltd.
(“Dagian Cambodia”)
AFH8 (REF)BERAT
([RFRHE])

limited liability company

ERRAES EREEAR 10,000% 7T
Hong Kong, HK$10,000
limited liability company
R BREEAF 10,0007 7T
PRC, US$50,000,000
wholly-foreign-owned
enterprise
mENEBERE 50,000,000% 7T
PRC, US$60,000,000
wholly-foreign-owned
enterprise
mE - NEBERE 60,000,000% 7T
Macao, MOP100,000
limited liability company
B BREELR 100,00087%
Kingdom of Cambodia, US$40,000,000
wholly-foreign-owned
enterprise
REFTE NEBEELE  40,000,000% 7T

BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited

- 51%

- 51%

- 100%

- 100%

- 100%

REBEIHSUSREAER

Investment holding in
Hong Kong
RERREREZR

Trading in Mainland China

RRBEAEETESEH

Manufacture and sale of
knitwear products in
Mainland China

RPEABEHERHEE
HEREER

Trading in Macao

RRFETESER

Manufacture and sale of
knitwear products in
Cambodia

RRERHERKE
HEREER
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Notes to Financial Statements
—E—+F+=-A=+—H 31 December 2017

1.

ANAREEER (#)

MEBARESR (&)

1. CORPORATE AND GROUP INFORMATION

(continued)

Information about subsidiaries (continued)

KRR B
AMARYL/ MG HR BEEDL TEEBR
a8 EAERZME ERTRE =§:3 M RKEHH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Buddies Group Limited BVI, Us$1 - 100% Investment holding in the BVI
(“Buddies Group”) limited liability company
BEEEEERRA ERRAES ERECAR Y REBRIHSETRERK
(lEEEEE])
Dagian Textile (Anhui) Co., Ltd. PRC, US$8,000,000 - 100% Manufacture and sale of
(“Dagian Anhui”) wholly-foreign owned knitwear products in
enterprise Mainland China
ATH8 (B BRAF RECIEEERE 8,000,000% 7t RPBEABEHERHEE
(TRF=#]) HEREER
Gain Lucky Co., Ltd. BVI, USs$1 100% - Investment holding in the BVI
(“Gain Lucky”) limited liability company
ERERAR ([EFH]) ERRAEE BEREEAR Y NEBRIAHSETRERR
Gain Lucky (Vietnam) Co., Ltd. Vietnam, US$50,000,000 - 100% Manufacture and sale of
(“Gain Lucky Vietnam”) limited liability company knitwear products in
Vietnam
Gain Lucky (Vietnam) Co., Ltd. HE BREEAF 50,000,000 7T REERERHE S BREE
(TERmeE]) a
Worldon (Vietnam) Co., Ltd. Vietnam, US$36,000,000 - 100% Manufacture and processing
(“Worldon Vietnam”) limited liability company of knitwear products in
Vietnam
Worldon (Vietnam) Co., Ltd. HE - BREEAA 36,000,0003 7T RBEEERNT
(Tt@Eml) HEREER
Anhui Maxwin Fashion Co., Ltd. PRC, RMB5,000,000 - 51% Retail in Mainland China
(“Anhui Maxwin”) limited liability company
ZHERRHERAF mE EREERR AR #5,000,0007T iNGEPNE RS 3
(TZBEE))
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1. RAREEER (2)

MEBARESR (&)

1. CORPORATE AND GROUP INFORMATION

(continued)

Information about subsidiaries (continued)

KRR E
AMRYL/ MG HR BEEDL TEEBR
a1 EAERZME ERTRE =§:3 M RKEwH
Percentage of
Place of incorporation/ equity attributable to
registration and nature Issued the Company Principal activities and
Name of legal entity share capital Direct Indirect  place of operations
Ningbo Ruiding New Materials Co.,  PRC, RMB44,932,428 - 100% Manufacture and sale of
Ltd. (“Ningbo Ruiding”) limited liability company knitwear products in
Mainland China
TR S HERAT HE EREERA AR #44,932,4287C RHEARSERHEE
(IZkm&]) HEREER
Ningbo A&C Technology Co., Ltd. PRC, RMB28,653,010 - 100% Property management in
(“Ningbo A&C") limited liability company Mainland China
EREXHARNRERRA HE EREERA AR #28,653,0107C RRE RS MEERER
==3:¢-0))
Vogue Apparel Limited Malaysia, US$10,000 - 100% Pre-operating
(“Vogue Apparel”) limited liability company
B el AR & R A A EREZ FREERF 10,000% T SEA
(TEF R 6 ])
Fly Safety Limited (“Fly Safety”) BVI, US$10,000 - 100% Pre-operating
limited liability company
ZERTEBR AT ERRAEE EREEAR 10,000% T =]
(l=2/7])
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21 RRE%E 2.1 BASIS OF PREPARATION

ZEMBHRRDBEBEELEFAMAE
(IBEEGRMMAE)EM2BEBUH
WEEA ([FEVHREER ] EE
ERETRAMBHREER FEgtE
Al ([FEesER]) M) FEA
R RAERFBRAGINRERE
M3 o B TSR R IR IE L X AN B BA AR
H-BRIBER TAMFVHERER
UARE (TARK]) 27 BEREH
BB ANERABEREA T -

REEX

HEMBRREBEARTLEMELQT
HE_ZT—+F+-A=+—HILFE
ZHBHRR -WEARIBRARNRREE
SEEEH 2B (BRERITEERE) -
EAEER2BREHRLERFZA
EOHATARNIZEREN BHEE
REHREHRZENZEZFOHRN
N (B TFTAKEREREHRIEH
XBRBENZEAERN) B BIRAHE
B P2 I o

HARBEERABMEAEGIRREHR
REBERBHECER RN - BIAE
ERFEERCHEHREHRNEN
BeZE - UHRFERER 8H:

(@) HEREHREGBREFAANEG
Mz BE:

b) HMEDHLHMELNEN: &
0 AKBEZREEIBEKRZE-

Wi AR M F R T E R — 2 & &t
B W REARRRER RS HER
H-MBARMNEED AAEEREE
HEEEGAEAR URKEECHES
REEBIERIEERRLE-

These financial statements have been prepared in
accordance with Hong Kong Financial Reporting Standards
(*HKFRSs”) (which include all Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards (“HKASs”) and
Interpretations) issued by the Hong Kong Institute of Certified
Public Accountants (“HKICPA”), accounting principles generally
accepted in Hong Kong and the disclosure requirements of
Hong Kong Companies Ordinance. They have been prepared
under the historical cost convention. These financial statements
are presented in Renminbi (“RMB”) and all values are rounded
to the nearest thousand except when otherwise indicated.

Basis of consolidation

The consolidated financial statements include the financial
statements of the Company and its subsidiaries for the year
ended 31 December 2017. A subsidiary is an entity (including
a structured entity), directly or indirectly, controlled by the
Company. Control is achieved when the Group is exposed,
or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through
its power over the investee (i.e., existing rights that give the
Group the current ability to direct the relevant activities of the
investee).

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

(@) the contractual arrangement with the other vote holders
of the investee;

(b) rights arising from other contractual arrangements; and

(c) the Group’s voting rights and potential voting rights.

The financial statements of the subsidiaries are prepared
for the same reporting period as the Company, using
consistent accounting policies. The results of subsidiaries are
consolidated from the date on which the Group obtains control,
and continue to be consolidated until the date that such control
ceases.
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21 RREE (&) 2.1 BASIS OF PREPARATION (continued)

160

B3R A2 AR S AR BH NS
BRAEETAAESARIFEHM
HEaS BB RS BIE R BIM AR
BoAARBKEANNRBMEELD
FEEmAARMAE RS %
WA BIX RES R EERA HE R
3 -

68 FE R ERBER _EXHE R A
M = EZBIETERS B —EA L
BEH AASESERFEHEEES
KREBEE —ZXMBRARZMEEER
LAY (WEAETHE)EESR
HAFR e

MAEEKXEH —KHMNBRA A ZZEH
#RAEREERO)ZMBRARZEE
(BIE/E) RARE - (i) T I 61
2 BRENE R (i) A = ARt 8% 2 R etk
HEH RERVFABRREZALE
(i FTIR & E IR & 2 A A E K i) B &= R
REME L ES 2 BB EE KRR
HEf2mkami AR NS B EGI
D eERAEEEELEEBEEL
BEAENEREEEH DB AIBLENK
REBEAN (REAEBEE)

Profit or loss and each component of other comprehensive
income are attributed to the owners of the parent of the Group
and to the non-controlling interests, even if this results in the
non-controlling interests having a deficit balance. All intra-
group assets and liabilities, equity, income, expenses and cash
flows relating to transactions between members of the Group
are eliminated in full on consolidation.

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 described above. A
change in the ownership interest of a subsidiary, without a loss
of control, is accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises (i)
the assets (including goodwill) and liabilities of the subsidiary,
(i) the carrying amount of any non-controlling interest and (iii)
the cumulative translation differences recorded in equity; and
recognises (i) the fair value of the consideration received, (i)
the fair value of any investment retained and (iii) any resulting
surplus or deficit in profit or loss. The Group’s share of
components previously recognised in other comprehensive
income is reclassified to profit or loss or retained profits, as
appropriate, on the same basis as would be required if the
Group had directly disposed of the related assets or liabilities.
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22 BT HEREHREE 2.2 CHANGES IN ACCOUNTING POLICIES AND

AEBMRAFE M BREREREAA
TRIEFTNE BT B mEER

DISCLOSURES

The Group has adopted the following revised HKFRSs for the
first time for the current year’s financial statements.

ERGHEMNETR 2 BIIA  #EHE Amendments to HKAS 7 Disclosure Initiative
BEGEAB12R 2 BIR  HAZEEEERE Amendments to HKAS 12 Recognition of Deferred Tax Assets for
EHEEE Unrealised Losses
TEAFHELAN_E—MF RERAEMERIE Amendments to HKFRS 12 Disclosure of Interests in Other Entities:
BoE-NFHBCFRE & BEEEYF included in Annual Improvements  Clarification of the Scope of HKFRS 12
HEFHBE BN BREER HEEAE12% to HKFRSs 2014-2016 Cycle
E12% 2B 2 EE

ERBEMBRE LR 2T EE X
SEMBBRRELEAMBEE -RAE
BRI ENETR ZERT AR  BBRE
MEESSEFH M E - (ERI AN B R ERIR
HEE SHBEHRENEREAFERE
TRABEANBEEY (BREEARE
MERFRSEHELNES) -

None of the above amendments to HKFRSs has had a
significant financial effect on these financial statements.
Disclosure has been made in note 33 to the financial
statements upon the adoption of amendments to HKAS 7,
which require an entity to provide disclosures that enable users
of financial statements to evaluate changes in liabilities arising
from financing activities, including both changes arising from
cash flows and non-cash changes.
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23 CHEMEBEAREMNEBET 2.3 ISSUED BUT NOT YET EFFECTIVE
HEA HONG KONG FINANCIAL REPORTING
STANDARDS
AEEWEANETERETERT The Group has not applied the following new and revised
BB 6 18 14 o A R BT T RSB AT B
B S SR 28 o

HKFRSs, that have been issued but are not yet effective, in
these financial statements.

BENBREED  URGEEBRAFKREZ Amendments to HKFRS 2 Classification and Measurement of
oW ZIERI R PR E Share-based Payment Transactions'
BENBREED  BAREYEHEENE Amendments to HKFRS 4 Applying HKFRS 9 Financial Instruments

FARZETR

IR BT REZTEL
BHREERZ4T R IR

with HKFRS 4 Insurance Contracts’

=Yk

ERMBREENE 2FTA HKFRS 9 Financial Instruments'
955

ERUBREENE EEEFFMREHRE Amendments to HKFRS 9 Prepayment Features with
5 Z (BRI A Negative Compensation?

ERUBREEN AREFHEEBELFRE Amendments to HKFRS 10 and  Sale or Contribution of Assets between
FI0RRERGT  ELRANEEHEN HKAS 28 (2011) an Investor and its Associate or
BRIF28F BT A Joint Venture®
A(ZB——F)

BEEMBREED  EFAAME HKFRS 15 Revenue from Contracts with Customers'
E15%

ERUBREEN  BEYBHEENE 15T Amendments to HKFRS 15 Clarifications to HKFRS 15 Revenue from
ENEL AL EREAAM 2 EF Contracts with Customers'

ERUBREEN HE HKFRS 16 Leases?
£16%

ERUBREEN  RRAAP HKFRS 17 Insurance Contracts®
F175R

ERGHERFENRY REFLGREELEZ Amendments to HKAS 28 Long-term Interests in Associates and
ZIERTR R Joint Ventures®

ERGHERFELWR ZEREYE Amendments to HKAS 40 Transters of Investment Property'
ZIERTR

5 (BREBHRE SESGRENAE HK(IFRIC)-Int 22 Foreign Currency Transactions and
ZEZEE) - Advance Consideration'
BB

55 (BERUBRE FREHEZHTETH HK(FRIC)-Int 23 Uncertainty over Income Tax Treatments?
ZEZEE) -
ABE23

—EF-mEE HREBPBREEDE Annual Improvements Amendments to HKFRS 1 and HKAS 28'
ZE-ANFEEH s TRERGHENFES 2014-2016 Cycle
FRA#E K2R

—EF-fFEF HEBITSHE AR FE3 Annual Improvements Amendments to HKFRS 3, HKFRS 11,
ZE—+FEH % BBUMBRERES 2015-2017 Cycle HKAS 12 and HKAS 232
FRA#E 119 A&

e

F12 R BB G LS|
FE235% 2 (B3T2
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23 EHEMEEAERNNE BT 2.3 ISSUED BUT NOT YET EFFECTIVE

H2A| (#)

A=A

! R-Z—N\F-A-H® &KL

HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

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

FEHR AR
2 RZZE-hF-HA—Hsz&RBEZ 2 Effective for annual periods beginning on or after 1 January 2019
FEHR AR
8 RZZE_—F—-HA—Hsiz&RABZ 8 Effective for annual periods beginning on or after 1 January 2021
FEHR AR
4 i#) AR 7 T SR ) AR 2 B HR - M AT R 4 4 No mandatory effective date yet determined but available for
adoption

EBEZSREHERARAER 2 BBHG
WMEEAZE—TSERFELNT ¢

N

R-Z—HFALR BEGHAMAER
MhEBEEMBREENFEINR 2 HEMR
HEMTEREBNSEREE G FEN
BREFB G EREI9R N ELBMBR
&R S 057 # & Bl ST ATAR AN - 52 2E A5
ARDERFE RMERETOEE
B AHBAE AEEHE T —N\F
—A-HERBEEVBHBRSERF
FeoAEEITSEMLRER M
RE—_T-NF-A-HFNEREH
MEABEERABE- R T —LFR-
AEECDFHAFERABEM B REE
ARS8 - F RN B REFTEARIM
BEREZERZERRNT

(@) 7EREE

KRR E B W oS R FO5%
% sREEZD BN EIRR
MIERHE  EREEZEHNRTA
FIEREBERSRMEEZER
B REEEE - BE A ARG
EZAHHEEREREHFVESE
BAREAELEHFABRER
Httzmbisz emEE A58
BREEZERE REESHE
TARENE AREREHRTE
HEAMBEBREBEATE -

Further information about those HKFRSs that are expected to
be applicable to the Group is described below:

In September 2014, the HKICPA issued the final version
of HKFRS 9, bringing together all phases of the financial
instruments project to replace HKAS 39 and all previous
versions of HKFRS 9. The standard introduces new
requirements for classification and measurement, impairment
and hedge accounting. The Group will adopt HKFRS 9 from
1 January 2018. The Group will not restate comparative
information and will recognise any transition adjustments
against the opening balance of equity at 1 January 2018.
During 2017, the Group has performed a detailed assessment
of the impact of the adoption of HKFRS 9. The expected
impacts relate to the classification and measurement and the
impairment requirements and are summarised as follows:

(@) Classification and measurement

Upon adoption of HKFRS 9, the classification and
measurement of financial assets depends on two
assessments: the financial asset’s contractual cash
flow characteristics and the entity’s business model for
managing the financial asset. The Group has assessed
that the available-for-sale investments that are currently
measured at cost, will be reclassified to financial assets
at fair value through profit or loss or other comprehensive
income, which is being under the process of the election.
Based on the fair value assessments undertaken to
date, the Group does not expect material impact on the
consolidated financial statements.
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HERA (&)
(b) RE
EAHBREENERBT B
15 7 5 B 75 R 45 2 B SE 0% 12 M 5
MRARSIRA A B B R B A
Hip a2 E 2 EETA ik
BHIE WREAERLIFRALE
HERFBIARSOMBER
K BEET - EARERER
FHEENTEREEEHBERA
B o T8 HAZN £ @5 FE AR RS (L =
3 45 18 95 3 H P AT RE IBR B R B
Ho JE UK T £4 T EE BRI B0 TS R
SERRMEMTHAEBEYE
RS 18 A B o It 41 - 7N 22 [ 45 FE R
— MR E R R+ 18
7N 42 B Ao B U 2R TR AT AR R OB
CRHEHGH 2+ -_EAHE
HEEIBAAR REE ST
(YT - 2N 2 E TE BT R W44 SR A 3%
o BI| 14 AN 22 1 7 R LK BR R % LA
BB FRERETEEEA

28

EEUBRELNFIR LT G
RERF28F (—F——F)EFIARH
EEWBHRELNFI0RRELET
HAFBFE(—F——F)EHEER
BERHBENASAECRETEE
HEFETEZRERNT—HITR - %
FRIAREEREEBEBENAK
BECRETZEEHEITERK —
EEBR F2UEBERRANEE-H
BRABR-BEBZEERSME
RHELEZWGEHBEENEEE 2 BR
R WENBEBRREENZBZA
ARAERR SRR -ZFEBIAR
BiREREERA -FEGHMAEE
R-FE—RF-ABKREBMBREE
AIF10E BB ERF285 (= F
——F)BRIAZ AR RS AR A
T 7 58 1) A 2 B RS 10 S K T B R )
REECEEFREFEERZRIRE
TE o AT - R FER] AR A LR -

23 EHEMEEAERNNE BT 2.3 ISSUED BUT NOT YET EFFECTIVE

HONG KONG FINANCIAL REPORTING

STANDARDS (continued)

(b) Impairment
HKFRS 9 requires an impairment on debt instruments
recorded at amortised cost or at fair value through
other comprehensive income, lease receivables, loan
commitments and financial guarantee contracts that
are not accounted for at fair value through profit or loss
under HKFRS 9, to be recorded based on an expected
credit loss model either on a twelve-month basis or a
lifetime basis. The Group expects to apply the simplified
approach and record lifetime expected losses that
are estimated based on the present values of all cash
shortfalls over the remaining life of all of its trade and
other receivables. Furthermore, the Group will apply the
general approach and record twelve-month expected
credit losses that are estimated based on the possible
default events on its other receivables within the next
twelve months. Based on the assessments undertaken
to date, the Group does not expect material change
of the loss allowance for the Group’s trade and other
receivables upon the initial adoption of the standard.

Amendments to HKFRS 10 and HKAS 28 (2011) address an
inconsistency between the requirements in HKFRS 10 and
in HKAS 28 (2011) in dealing with the sale or contribution of
assets between an investor and its associate or joint venture.
The amendments require a full recognition of a gain or loss
when the sale or contribution of assets between an investor
and its associate or joint venture constitutes a business. For a
transaction involving assets that do not constitute a business,
a gain or loss resulting from the transaction is recognised in
the investor’s profit or loss only to the extent of the unrelated
investor’s interest in that associate or joint venture. The
amendments are to be applied prospectively. The previous
mandatory effective date of amendments to HKFRS 10 and
HKAS 28 (2011) was removed by the HKICPA in January 2016
and a new mandatory effective date will be determined after the
completion of a broader review of accounting for associates
and joint ventures. However, the amendments are available for
adoption now.
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23 EHEMEEAERNNE BT 2.3 ISSUED BUT NOT YET EFFECTIVE

HERA (&)
W-T—EL ARG EERERE
HBE15HBT — AR ES RIS E
FRREREA KIS - BIEEEHG

RIS FIRRM NS EA
R —REERAECERE AR
A BRI 2 18 BB B RE LA
F155% 2 BB B RERKSIR M —
B A AR 75 5% - WERITFB A KB
TUHRTEREST BEHFRES
B ENEE TAPBANEERS
EEE - LR T B A RIS ER -
RIS IUR IR BB B RE AT
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BREB-R-E—AEAA BEE
HEMAEBHE S BRE ERF 155
HIET NREHABOEE TFA
BRI A ) 8 F 35 31 Rk 0 A 5T AT LA
RBEZ BHAE RS IET MR8
HIRE AR E B IS RSB 15
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T \F—A-—BEBEAUBRSE
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B2 ErauENRBRNES
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A BB SRS LB E155 & ER =
T N\F—F—BELZBEERET
TEK-

HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

HKFRS 15, issued in July 2014, establishes a new five-
step model to account for revenue arising from contracts
with customers. Under HKFRS 15, revenue is recognised
at an amount that reflects the consideration to which an
entity expects to be entitled in exchange for transferring
goods or services to a customer. The principles in HKFRS
15 provide a more structured approach for measuring and
recognising revenue. The standard also introduces extensive
qualitative and quantitative disclosure requirements, including
disaggregation of total revenue, information about performance
obligations, changes in contract asset and liability account
balances between periods and key judgements and estimates.
The standard will supersede all current revenue recognition
requirements under HKFRSs. Either a full retrospective
application or a modified retrospective adoption is required
on the initial application of the standard. In June 2016, the
HKICPA issued amendments to HKFRS 15 to address the
implementation issues on identifying performance obligations,
application guidance on principal versus agent and licences
of intellectual property, and transition. The amendments are
also intended to help ensure a more consistent application
when entities adopt HKFRS 15 and decrease the cost and
complexity of applying the standard. The Group plans to
adopt the transitional provisions in HKFRS 15 to recognise the
cumulative effect of initial adoption as an adjustment to the
opening balance of retained earnings at 1 January 2018. In
addition, the Group plans to apply the new requirements only
to contracts that are not completed before 1 January 2018.
The Group expects that the transitional adjustment to be made
on 1 January 2018 upon initial adoption of HKFRS 15 will not
be material.
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2.3 ISSUED BUT NOT YET EFFECTIVE

HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

HKFRS 16, issued in May 2016, replaces HKAS 17 Leases,
HK(IFRIC)-Int 4 Determining whether an Arrangement contains
a Lease, HK(SIC)-Int 15 Operating Leases - Incentives and
HK(SIC)-Int 27 Evaluating the Substance of Transactions
Involving the Legal Form of a Lease. The standard sets out
the principles for the recognition, measurement, presentation
and disclosure of leases and requires lessees to recognise
assets and liabilities for most leases. The standard includes two
recognition exemptions for lessees — leases of low-value assets
and short-term leases. At the commencement date of a lease,
a lessee will recognise a liability to make lease payments (i.e.,
the lease liability) and an asset representing the right to use
the underlying asset during the lease term (i.e., the right-of-
use asset). The right-of-use asset is subsequently measured at
cost less accumulated depreciation and any impairment losses
unless the right-of-use asset meets the definition of investment
property in HKAS 40, or relates to a class of property, plant
and equipment to which the revaluation model is applied. The
lease liability is subsequently increased to reflect the interest on
the lease liability and reduced for the lease payments. Lessees
will be required to separately recognise the interest expense
on the lease liability and the depreciation expense on the right-
of-use asset. Lessees will also be required to remeasure the
lease liability upon the occurrence of certain events, such as
change in the lease term and change in future lease payments
resulting from a change in an index or rate used to determine
those payments. Lessees will generally recognise the amount
of the remeasurement of the lease liability as an adjustment to
the right-of-use asset.
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23 EHEMEEAERNNE BT 2.3 ISSUED BUT NOT YET EFFECTIVE

HER (#)
AR BHREERNFIGRABUEASE
BEEERFEI7THRALHBANSEE
BRRX - HBAABEEFREEES
EAFE1TREARN D BRRNEMER
ERTOE Uz RKERERRM
BHE -ABMEHmEEAE16TEK
FEARLHEAELRBE B G ERSE
17RFTRE 2 EZ W EE o A AH AAE 2
5 R 2B S ASEBUR T T A
RAazEE - AEEEHE =T —NF—
A—HERWNEBTBEREERNSE6
PR AREBBIETEEMNBTAVB®RSE
ERIFI6HR 2B WIEERESHEE
FMARBENERERE 2 ARBER
Al E A 75 = R AR e o A0 B S 3R
KM 6@ HE RZE—tF+=
A=+—H Ax5EEBEHEHNBEARE
517,650,000 2 MRI B EH R 2 HE T
ZARRGRERERN R - RENE BB
WELERFE165%  HP BT RIEAE
FERRATERAREAERMERAE
AM - FEETE—THDTUETH
FRAEEENHEBB L RRHE &
FEATEREEEELEEREREHR
ERfAscANESE EHMEECERF
R R RUIEIE - AR ERAN A BR 2 BT ET
SLZFTHE o

HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

Lessor accounting under HKFRS 16 is substantially unchanged
from the accounting under HKAS 17. Lessors will continue
to classify all leases using the same classification principle
as in HKAS 17 and distinguish between operating leases
and finance leases. HKFRS 16 requires lessees and lessors
to make more extensive disclosures than under HKAS 17.
Lessees can choose to apply the standard using either a
full retrospective or a modified retrospective approach. The
Group expects to adopt HKFRS 16 from 1 January 2019. The
Group is currently assessing the impact of HKFRS 16 upon
adoption and is considering whether it will choose to take
advantage of the practical expedients available and which
transition approach and reliefs will be adopted. As disclosed in
note 36(a) to the financial statements, at 31 December 2017,
the Group had future minimum lease payments under non-
cancellable operating leases in aggregate of approximately
RMB517,550,000. Upon adoption of HKFRS 16, certain
amounts included therein may need to be recognised as
new right-of-use assets and lease liabilities. Further analysis,
however, will be needed to determine the amount of new rights
of use assets and lease liabilities to be recognised, including,
but not limited to, any amounts relating to leases of low-value
assets and short term leases, other practical expedients and
reliefs chosen, and new leases entered into before the date of
adoption.
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2.3 ISSUED BUT NOT YET EFFECTIVE

HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

Amendments to HKAS 40, issued in April 2017, clarify when
an entity should transfer property, including property under
construction or development, into or out of investment
property. The amendments state that a change in use occurs
when the property meets, or ceases to meet, the definition of
investment property and there is evidence of the change in
use. A mere change in management’s intentions for the use of
a property does not provide evidence of a change in use. The
amendments should be applied prospectively to the changes in
use that occur on or after the beginning of the annual reporting
period in which the entity first applies the amendments. An
entity should reassess the classification of property held at the
date that it first applies the amendments and, if applicable,
reclassify property to reflect the conditions that exist at that
date. Retrospective application is only permitted if it is possible
without the use of hindsight. The Group expects to adopt
the amendments prospectively from 1 January 2018. The
amendments are not expected to have any significant impact
on the Group’s financial statements.

HK (IFRIC)-Int 22, issued in June 2017, provides guidance on
how to determine the date of the transaction when applying
HKAS 21 to the situation where an entity receives or pays
advance consideration in a foreign currency and recognises
a non-monetary asset or liability. The interpretation clarifies
that the date of the transaction for the purpose of determining
the exchange rate to use on initial recognition of the related
asset, expense or income (or part of it) is the date on which
an entity initially recognises the non-monetary asset (such
as a prepayment) or non-monetary liability (such as deferred
income) arising from the payment or receipt of the advance
consideration. If there are multiple payments or receipts in
advance of recognising the related item, the entity must
determine the transaction date for each payment or receipt of
the advance consideration. Entities may apply the interpretation
on a full retrospective basis or on a prospective basis, either
from the beginning of the reporting period in which the entity
first applies the interpretation or the beginning of the prior
reporting period presented as comparative information in the
financial statements of the reporting period in which the entity
first applies the interpretation. The Group expects to adopt
the interpretation prospectively from 1 January 2018. The
interpretation is not expected to have any significant impact on
the Group’s financial statements.
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HONG KONG FINANCIAL REPORTING
STANDARDS (continued)

HK(IFRIC)-Int 23, issued in July 2017, addresses the
accounting for income taxes (current and deferred) when tax
treatments involve uncertainty that affects the application of
HKAS 12 (often referred to as “uncertain tax positions”). The
interpretation does not apply to taxes or levies outside the
scope of HKAS 12, nor does it specifically include requirements
relating to interest and penalties associated with uncertain
tax treatments. The interpretation specifically addresses
(i) whether an entity considers uncertain tax treatments
separately; (i) the assumptions an entity makes about the
examination of tax treatments by taxation authorities; (iii) how
an entity determines taxable profits or tax losses, tax bases,
unused tax losses, unused tax credits and tax rates; and (iv)
how an entity considers changes in facts and circumstances.
The interpretation is to be applied retrospectively, either fully
retrospectively without the use of hindsight or retrospectively
with the cumulative effect of application as an adjustment to
the opening equity at the date of initial application, without
the restatement of comparative information. The Group
expects to adopt the interpretation from 1 January 2019. The
interpretation is not expected to have any significant impact on
the Group’s financial statements.

Annual Report 2017 £

169



MIE R MR

Notes to Financial Statements

—E—+HF+-"F=+—H 31 December 2017

24 FESTHERE 2.4 SUMMARY OF SIGNIFICANT ACCOUNTING

170

RBELRZRE
BERRRAEERNETRHEE RP#R
(=B DR20%M A% THE) - I Al #E
HHETEEAFENZER -EA¥Y
ENRSEPIRERBMB MK EHE
RTEZHE S MR BRI 42 ) =X
HREHIE -

AEERBLERRZRERBEED SR
% BAS B R E EFER AR E
BENEE MR KRR -

AR E 2 HE ST HRE AHEE
HFEABAE 2B/ —2-

AEBEEBERTRBREGREM
2HRENRIFAGERAREEEE
YR R A UL SN BB NS
NAEETHERAR AEEERNEREE
DnEBRPEREBENEAES (1
BA) AEEEABERRARNZIRS
PREL 2 RERBEHRAEEREZ
REIZHEHH EEIFBRERAMEE
BELBRRBEZRERERAIER®-
Wik E R mEL 2 BEALKER

fERAZRE -

HREERRZRERBRNAEERFZ
BEXRAZRRIZNEKRRBERT 2
BRE REBEaTESHAE MK
2 REBBENESEAR -RAAHR
WERT RREHBERR ZEAY
ENYHELERAZ HRESIERE - K
SEERAAEFELEREMNRE
RE - NREERFENIHARZ
B BEARSAE AR ZREERR
BREARERHEMSREZEMNE
BRBEPHER -

RERBZREDER/FEHEZR
B HREEBY SIS LR 654
IEHEZHRBEERCKRIFZERT
N

POLICIES

Investment in an associate

An associate is an entity in which the Group has a long term
interest of generally not less than 20% of the equity voting
rights and over which it is in a position to exercise significant
influence. Significant influence is the power to participate in the
financial and operating policy decisions of the investee, but is
not control or joint control over those policies.

The Group’s investment in an associate is stated in the
consolidated statement of financial position at the Group’s
share of net assets under the equity method of accounting,
less any impairment losses.

Adjustments are made to bring into line any dissimilar
accounting policies that may exist.

The Group’s share of the post-acquisition results and other
comprehensive income of the associate is included in the
consolidated statement of profit or loss and consolidated
other comprehensive income, respectively. In addition, when
there has been a change recognised directly in the equity of
the associate, the Group recognises its share of any changes,
when applicable, in the consolidated statement of changes in
equity. Unrealised gains and losses resulting from transactions
between the Group and its associate are eliminated to the
extent of the Group’s investments in the associate, except
where unrealised losses provide evidence of an impairment of
the assets transferred. Goodwill arising from the acquisition of
an associate is included as part of the Group’s investments in
an associate.

If an investment in an associate becomes an investment
in a joint venture or vice versa, the retained interest is
not remeasured. Instead, the investment continues to be
accounted for under the equity method. In all other cases,
upon loss of significant influence over the associate or joint
control over the joint venture, the Group measures and
recognises any retained investment at its fair value. Any
difference between the carrying amount of the associate or
joint venture upon loss of significant influence or joint control
and the fair value of the retained investment and proceeds from
disposal is recognised in profit or loss.

When an investment in an associate is classified as held for
sale, it is accounted for in accordance with HKFRS 5 Non-
current Assets Held for Sale and Discontinued Operations.
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POLICIES (continuea)

Business combinations and goodwill

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

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

If the business combination is achieved in stages, the
previously held equity interest is remeasured at its acquisition
date fair value and any resulting gain or loss is recognised in
profit or loss.

Any contingent consideration to be transferred by the acquirer
is recognised at fair value at the acquisition date. Contingent
consideration classified as an asset or liability is measured
at fair value with changes in fair value recognised in profit or
loss. Contingent consideration that is classified as equity is not
remeasured and subsequent settlement is accounted for within
equity.
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POLICIES (continuea)

Business combinations and goodwill (continued)

Goodwill is initially measured at cost, being the excess of
the aggregate of the consideration transferred, the amount
recognised for non-controlling interests and any fair value of
the Group’s previously held equity interests in the acquiree over
the identifiable net assets acquired and liabilities assumed. If
the sum of this consideration and other items is lower than
the fair value of the net assets acquired, the difference is, after
reassessment, recognised in profit or loss as a gain on bargain
purchase.

After initial recognition, goodwill is measured at cost less
any accumulated impairment losses. Goodwill is tested for
impairment annually or more frequently if events or changes
in circumstances indicate that the carrying value may be
impaired. The Group performs its annual impairment test of
goodwill as at 31 December. For the purpose of impairment
testing, goodwill acquired in a business combination is, from
the acquisition date, allocated to each of the Group’s cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities of the Group
are assigned to those units or groups of units.

Impairment is determined by assessing the recoverable
amount of the cash-generating unit (group of cash-generating
units) to which the goodwill relates. Where the recoverable
amount of the cash-generating unit (group of cash-generating
units) is less than the carrying amount, an impairment loss is
recognised. An impairment loss recognised for goodwill is not
reversed in a subsequent period.

Where goodwill has been allocated to a cash-generating unit
(or group of cash-generating units) and part of the operation
within that unit is disposed of, the goodwill associated with the
operation disposed of is included in the carrying amount of the
operation when determining the gain or loss on the disposal.
Goodwill disposed of in these circumstances is measured
based on the relative value of the operation disposed of and
the portion of the cash-generating unit retained.
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POLICIES (continuea)

AREFE Fair value measurement
AEERESHREPRAEETESRT The Group measures its derivative financial instruments at fair
EMARB ARAEAMBELBERR value at the end of each reporting period. Fair value is the price

that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants
at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or
transfer the liability takes place either in the principal market
for the asset or liability, or in the absence of a principal market,
in the most advantageous market for the asset or liability.
The principal or the most advantageous market must be
accessible by the Group. The fair value of an asset or a liability
is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that
market participants act in their economic best interest.

A fair value measurement of a non-financial asset takes into
account a market participant’s ability to generate economic
benefits by using the asset in its highest and best use or by
selling it to another market participant that would use the asset
in its highest and best use.

The Group uses valuation techniques that are appropriate in
the circumstances and for which sufficient data are available to
measure fair value, maximising the use of relevant observable
inputs and minimising the use of unobservable inputs.
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POLICIES (continuea)

Fair value measurement (continued)

All assets and liabilities for which fair value is measured or
disclosed in the financial statements are categorised within the
fair value hierarchy, described as follows, based on the lowest
level input that is significant to the fair value measurement as a

whole:
—H — EREREESBERGR Level 1 -  based on quoted prices (unadjusted) in active
Mgz HmE (REFHE) markets for identical assets or liabilities
FoR - ERFERN ERFERZ Level 2 -  based on valuation techniques for which the
HARBHEMEBERZ lowest level input that is significant to the
SRELRBMABIBDAEE fair value measurement is observable, either
S EEBEME directly or indirectly
BE=H — ERHEREN - EMERZ Level 3 —  based on valuation techniques for which the
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lowest level input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognised in the financial
statements on a recurring basis, the Group determines whether
transfers have occurred between levels in the hierarchy by
reassessing categorisation (based on the lowest level input that
is significant to the fair value measurement as a whole) at the
end of each reporting period.

Impairment of non-financial assets

Where an indication of impairment exists, or when annual
impairment testing for an asset is required (other than
inventories and financial assets), the asset’s recoverable
amount is estimated. An asset’s recoverable amount is the
higher of the asset’s or cash-generating unit’s value in use
and its fair value less costs of disposal, and is determined for
an individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets
or groups of assets, in which case the recoverable amount
is determined for the cash-generating unit to which the asset
belongs.
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POLICIES (continuea)

Impairment of non-financial assets (continued)

An impairment loss is recognised only if the carrying amount of
an asset exceeds its recoverable amount. 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. An impairment loss is charged to the
consolidated statement of profit or loss in the period in which it
arises in those expense categories consistent with the function
of the impaired asset.

An assessment is made at the end of each reporting period
as to whether there is an indication that previously recognised
impairment losses may no longer exist or may have decreased.
If such an indication exists, the recoverable amount is
estimated. A previously recognised impairment loss of an
asset other than goodwill is reversed only if there has been
a change in the estimates used to determine the recoverable
amount of that asset, but not to an amount higher than the
carrying amount that would have been determined (net of
any depreciation/amortisation) had no impairment loss been
recognised for the asset in prior years. A reversal of such an
impairment loss is credited to the consolidated statement of
profit or loss in the period in which it arises, unless the asset
is carried at a revalued amount, in which case the reversal of
the impairment loss is accounted for in accordance with the
relevant accounting policy for that revalued asset.

Related parties
A party is considered to be related to the Group if:

(@) the party is a person or a close member of that person’s
family and that person

(i) has control or joint control over the Group;
(i) has significant influence over the Group; or

(i) is a member of the key management personnel of
the Group or of a parent of the Group;
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (continuea)

Related parties (continued)

or

(b)  the party is an entity where any of the following conditions
applies:

(i)

(iv)

(vi)

(vii)

(vili)

[ £ W42 (% 4 PR /A & Shenzhou International Group Holdings Limited

the entity and the Group are members of the same
group;

one entity is an associate or joint venture of the
other entity (or of a parent, subsidiary or fellow
subsidiary of the other entity);

the entity and the Group are joint ventures of the
same third party;

one entity is a joint venture of a third entity and the
other entity is an associate of the third entity;

the entity is a post-employment benefit plan for the
benefit of employees of either the Group or an entity
related to the Group;

the entity is controlled or jointly controlled by a
person identified in (a);

a person identified in (a)(i) has significant influence
over the entity or is a member of the key
management personnel of the entity (or of a parent
of the entity); and

the entity, or any member of a group of which it is a
part, provides key management personnel services
to the Group or to the parent of the Group.
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POLICIES (continuea)

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in
progress, are stated at cost less accumulated depreciation and
any impairment losses. The cost of an item of property, plant
and equipment comprises its purchase price and any directly
attributable costs of bringing the asset to its working condition
and location for its intended use.

Expenditure incurred after items of property, plant and
equipment have been put into operation, such as repairs
and maintenance, is normally charged to the consolidated
statement of profit or loss in the period in which it is incurred.
In situations where the recognition criteria are satisfied, the
expenditure for a major inspection is capitalised in the carrying
amount of the asset as a replacement. Where significant parts
of property, plant and equipment are required to be replaced at
intervals, the Group recognises such parts as individual assets
with specific useful lives and depreciates them accordingly.

Depreciation is calculated on the straight-line basis to write
off the cost of each item of property, plant and equipment to
its residual value over its estimated useful life. The estimated
useful lives of property, plant and equipment used for this
purpose are as follows:

et RS FerEE

Estimated Residual

5l Category useful life value
BFEEE Buildings and plants 20 — 25 years F 0% — 10%
14 2% Machinery 10 years 0% — 10%
b Motor vehicles 5 - 6 years 4 0% — 10%
EHEEERE Furniture and fixtures 5 years F 0% — 10%
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POLICIES (continuea)

Property, plant and equipment and depreciation
(continued)

Where parts of an item of property, plant and equipment have
different useful lives, the cost of that item is allocated on a
reasonable basis among the parts and each part is depreciated
separately. Residual values, useful lives and the depreciation
method are reviewed, and adjusted if appropriate, at least at
each financial year end.

An item of property, plant and equipment including any
significant part initially recognised is derecognised upon
disposal or when no future economic benefits are expected
from its use or disposal. Any gain or loss on disposal or
retirement recognised in the consolidated statement of profit
or loss in the year the asset is derecognised is the difference
between the net sales proceeds and the carrying amount of the
relevant asset.

Construction in progress represents buildings and plants,
machinery, motor vehicles, furniture and fixtures under
construction or pending installation, which is stated at cost
less any impairment losses, and is not depreciated. Cost
comprises the direct costs of construction and capitalised
borrowing costs on related borrowed funds during the period
of construction. Construction in progress is reclassified to the
appropriate category of property, plant and equipment when
completed and ready for use.

Intangible assets (other than goodwill)

Intangible assets acquired separately are measured on initial
recognition at cost. The cost of intangible assets acquired in a
business combination is the fair value at the date of acquisition.
The useful lives of intangible assets are assessed to be finite.
Intangible assets with finite lives are subsequently amortised
over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be
impaired. The amortisation period and the amortisation method
for an intangible asset with a finite useful life are reviewed at
least at each financial year end.
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POLICIES (continuea)

Intangible assets (other than goodwill) (continued)
Intangible assets are stated at cost less any impairment
losses and are amortised on the straight-line basis over their
estimated useful lives. The estimated useful lives of intangible
assets are as follows:

F A st AEH Category Estimated useful life
gL 4ZE10F Software 4 - 10 years
FAKHE 204F Water use right 20 years
HneE Leases
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FRMAEMAEGABRRRIIK -
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MR
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EEATHEEZ AEERSET L
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BIRI0F E50F 2 HE H#H -

Leases that transfer substantially all the rewards and risks of
ownership of assets to the Group, other than legal title, are
accounted for as finance leases.

Leases where substantially all the rewards and risks of
ownership of assets remain with the lessor are accounted for
as operating leases. Where the Group is the lessor, assets
leased by the Group under operating leases are included in
non-current assets, and rentals receivable under the operating
leases are credited to the statement of profit or loss on the
straight-line basis over the lease terms. Where the Group is
the lessee, rentals payable under the operating leases net of
any incentives received from the lessor are charged to the
consolidated statement of profit or loss on the straight-line
basis over the lease terms.

Prepaid land lease payments under operating leases are initially
stated at cost and subsequently recognised on the straight-line
basis over the lease terms.

Prepaid land lease payments

All land in Mainland China is state-owned and no individual
land ownership rights exist. The Group acquires the right to
use certain land and the considerations paid for such right are
recorded as prepaid land lease payments, which are amortised
over the lease terms of 30 to 50 years using the straight-line
method.
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POLICIES (continuea)

Investments and other financial assets

Initial recognition and measurement

Financial assets are classified, at initial recognition, as financial
assets at fair value through profit or loss, loans and receivables,
and available-for-sale financial investments, or as derivatives
designated as hedging instruments in an effective hedge, as
appropriate. When financial assets are recognised initially,
they are measured at fair value plus transaction costs that are
attributable to the acquisition of the financial assets, except in
the case of financial assets recorded at fair value through profit
or loss.

All regular way purchases and sales of financial assets are
recognised on the trade date, that is, the date that the Group
commits to purchase or sell the asset. Regular way purchases
or sales are purchases or sales of financial assets that require
delivery of assets within the period generally established by
regulation or convention in the marketplace.

Subsequent measurement
The subsequent measurement of financial assets depends on
their classification as follows:

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include
financial assets held for trading and financial assets designated
upon initial recognition as at fair value through profit or loss.
Financial assets are classified as held for trading if they are
acquired for the purpose of sale in the near term. Derivatives,
including separated embedded derivatives, are also classified
as held for trading unless they are designated as effective
hedging instruments as defined by HKAS 39.

Financial assets at fair value through profit or loss are carried in
the statement of financial position at fair value with positive net
changes in fair value presented as other income and gains and
negative net changes in fair value presented as finance costs
in the consolidated statement of profit or loss. These net fair
value changes do not include any dividends or interest earned
on these financial assets, which are recognised in accordance
with the policies set out for “Revenue recognition” below.
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POLICIES (continuea)

Investments and other financial assets (continued)
Financial assets at fair value through profit or loss
(continued)

Financial assets designated upon initial recognition as at fair
value through profit or loss are designated at the date of initial
recognition and only if the criteria in HKAS 39 are satisfied.

Derivatives embedded in host contracts are accounted for as
separate derivatives and recorded at fair value if their economic
characteristics and risks are not closely related to those of
the host contracts and the host contracts are not held for
trading or designated as at fair value through profit or loss.
These embedded derivatives are measured at fair value with
changes in fair value recognised in the statement of profit or
loss. Reassessment only occurs if there is either a change in
the terms of the contract that significantly modifies the cash

EHEFHEFABRERNNIN TEELD flows that would otherwise be required or a reclassification

ERR of a financial asset out of the fair value through profit or loss
category.

BRREWKE Loans and receivables
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Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in
an active market. After initial measurement, such assets are
subsequently measured at amortised cost using the effective
interest rate method less any allowance for impairment.
Amortised cost is calculated by taking into account any
discount or premium on acquisition and includes fees or costs
that are an integral part of the effective interest rate. The
effective interest rate amortisation is included in other income
and gains in the consolidated statement of profit or loss. The
loss arising from impairment is recognised in the consolidated
statement of profit or loss in finance costs for loans and in
other expenses for receivables.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continuea)

Investments and other financial assets (continued)
Available-for-sale financial investments

Available-for-sale financial investments are non-derivative
financial assets in listed and unlisted equity investments and
debt securities. Equity investments classified as available for
sale are those which are neither classified as held for trading
nor designated as at fair value through profit or loss. Debt
securities in this category are those which are intended to be
held for an indefinite period of time and which may be sold in
response to needs for liquidity or in response to changes in
market conditions.

After initial recognition, available-for-sale financial investments
are subsequently measured at fair value, with unrealised gains
or losses recognised as other comprehensive income in the
available-for-sale investment revaluation reserve until the
investment is derecognised, at which time the cumulative gain
or loss is recognised in the consolidated statement of profit or
loss in other income, or until the investment is determined to
be impaired, when the cumulative gain or loss is reclassified
from the available-for-sale investment revaluation reserve to
the consolidated statement of profit or loss in other gains
or losses. Interest and dividends earned whilst holding the
available-for-sale financial investments are reported as interest
income and dividend income, respectively and are recognised
in the consolidated statement of profit or loss as other
income in accordance with the policies set out for “Revenue

recognition” below.
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POLICIES (continuea)

Investments and other financial assets (continued)
Available-for-sale financial investments (continued)

When the fair value of unlisted equity investments cannot be
reliably measured because (a) the variability in the range of
reasonable fair value estimates is significant for that investment
or (b) the probabilities of the various estimates within the range
cannot be reasonably assessed and used in estimating fair
value, such investments are stated at cost less any impairment
losses.

The Group evaluates whether the ability and intention to sell
its available-for-sale financial assets in the near term are
still appropriate. When, in rare circumstances, the Group is
unable to trade these financial assets due to inactive markets,
the Group may elect to reclassify these financial assets if
management has the ability and intention to hold the assets for
the foreseeable future or until maturity.

For a financial asset reclassified from the available-for-
sale category, the fair value carrying amount at the date of
reclassification becomes its new amortised cost and any
previous gain or loss on that asset that has been recognised
in equity is amortised to profit or loss over the remaining
life of the investment using the effective interest rate. Any
difference between the new amortised cost and the maturity

AAEFTHESH ﬁﬂ%ﬁ?ﬁf&*&*ﬁaﬁ)ﬁi amount is also amortised over the remaining life of the asset
1 CAERSERNTSEET O EE using the effective interest rate. If the asset is subsequently
REBEmE- determined to be impaired, then the amount recorded in equity

is reclassified to the consolidated statement of profit or loss.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (continuea)

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial
asset or part of a group of similar financial assets) is primarily
derecognised (i.e.,
statement of financial position) when:

removed from the Group’s consolidated

° the rights to receive cash flows from the asset have
expired; or

° the Group has transferred its rights to receive cash flows
from the asset or has assumed an obligation to pay the
received cash flows in full without material delay to a third
party under a “pass-through” arrangement; and either
(@) the Group has transferred substantially all the risks
and rewards of the asset, or (b) the Group has neither
transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the
asset.

When the Group has transferred its rights to receive cash
flows from an asset or has entered into a pass-through
arrangement, it evaluates if and to what extent it has retained
the risk and rewards of ownership of the asset. When it has
neither transferred nor retained substantially all the risks and
rewards of the asset nor transferred control of the asset, the
Group continues to recognise the transferred asset to the
extent of the Group’s continuing involvement. In that case, the
Group also recognises an associated liability. The transferred
asset and the associated liability are measured on a basis that
reflects the rights and obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over
the transferred asset is measured at the lower of the original
carrying amount of the asset and the maximum amount of
consideration that the Group could be required to repay.
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POLICIES (continuea)

Impairment of financial assets

The Group assesses at the end of each reporting period
whether there is objective evidence that a financial asset or a
group of financial assets is impaired. An impairment exists if
one or more events that occurred after the initial recognition of
the asset have an impact on the estimated future cash flows
of the financial asset or the group of financial assets that can
be reliably estimated. Evidence of impairment may include
indications that a debtor or a group of debtors is experiencing
significant financial difficulty, default or delinquency in interest
or principal payments, the probability that they will enter
bankruptcy or other financial reorganisation and observable
data indicating that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or
economic conditions that correlate with defaults.

Financial assets carried at amortised cost

For financial assets carried at amortised cost, the Group first
assesses whether impairment exists individually for financial
assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Group
determines that no objective evidence of impairment exists for
an individually assessed financial asset, whether significant or
not, it includes the asset in a group of financial assets with
similar credit risk characteristics and collectively assesses
them for impairment. Assets that are individually assessed for
impairment and for which an impairment loss is, or continues to
be, recognised are not included in a collective assessment of
impairment.

The amount of any impairment loss identified is measured as
the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future
credit losses that have not yet been incurred). The present
value of the estimated future cash flows is discounted at the
financial asset’s original effective interest rate (i.e., the effective
interest rate computed at initial recognition).
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POLICIES (continuea)

Impairment of financial assets (continued)

Financial assets carried at amortised cost (continued)

The carrying amount of the asset is reduced through the
use of an allowance account and the loss is recognised in
the consolidated statement of profit or loss. Interest income
continues to be accrued on the reduced carrying amount using
the rate of interest used to discount the future cash flows for
the purpose of measuring the impairment loss. Loans and
receivables together with any associated allowance are written
off when there is no realistic prospect of future recovery and
all collateral has been realised or has been transferred to the
Group.

If, in a subsequent period, the amount of the estimated
impairment loss increases or decreases because of an
event occurring after the impairment was recognised, the
previously recognised impairment loss is increased or reduced
by adjusting the allowance account. If a write-off is later
recovered, the recovery is credited to other expenses in the
consolidated statement of profit or loss.

Assets carried at cost

If there is objective evidence that an impairment loss has been
incurred on an unquoted equity instrument that is not carried
at fair value because its fair value cannot be reliably measured,
or on a derivative asset that is linked to and must be settled
by delivery of such an unquoted equity instrument, the amount
of the loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future
cash flows discounted at the current market rate of return for
a similar financial asset. Impairment losses on these assets are
not reversed.
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POLICIES (continuea)

Impairment of financial assets (continued)
Available-for-sale financial investments

For available-for-sale financial investments, the Group assesses
at the end of each reporting period whether there is objective
evidence that an investment or a group of investments is
impaired.

If an available-for-sale asset is impaired, an amount comprising
the difference between its cost (net of any principal payment
and amortisation) and its current fair value, less any impairment
loss previously recognised in the consolidated statement of
profit or loss, is removed from other comprehensive income
and recognised in the consolidated statement of profit or loss.

In the case of equity investments classified as available
for sale, objective evidence would include a significant or
prolonged decline in the fair value of an investment below
its cost. “Significant” is evaluated against the original cost of
the investment and “prolonged” against the period in which
the fair value has been below its original cost. Where there is
evidence of impairment, the cumulative loss — measured as
the difference between the acquisition cost and the current fair
value, less any impairment loss on that investment previously
recognised in the consolidated statement of profit or loss — is
removed from other comprehensive income and recognised in
the consolidated statement of profit or loss. Impairment losses
on equity instruments classified as available for sale are not
reversed through the consolidated statement of profit or loss.
Increases in their fair value after impairment are recognised
directly in other comprehensive income.

The determination of what is “significant” or “prolonged”
requires judgement. In making this judgement, the Group
evaluates, among other factors, the duration or extent to which
the fair value of an investment is less than its cost.
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POLICIES (continuea)

Financial liabilities

Initial recognition and measurement

Financial liabilities are classified, at initial recognition, as
financial liabilities at fair value through profit or loss, loans
and borrowings, or as derivatives designated as hedging
instruments in an effective hedge, as appropriate.

All financial liabilities are recognised initially at fair value and, in
the case of loans and borrowings, net of directly attributable
transaction costs.

The Group’s financial liabilities include trade payables, financial
liabilities included in other payables and accruals, convertible
bonds and interest-bearing bank and borrowings.

Subsequent measurement
The subsequent measurement of financial liabilities depends on
their classification as follows:

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include
financial liabilities held for trading and financial liabilities
designated upon initial recognition as at fair value through profit
or loss.

Financial liabilities are classified as held for trading if they are
acquired for the purpose of repurchasing in the near term. This
category includes derivative financial instruments entered into
by the Group that are not designated as hedging instruments
in hedge relationships as defined by HKAS 39. Separated
embedded derivatives, are also classified as held for trading
unless they are designated as effective hedging instruments.
Gains or losses on liabilities held for trading are recognised in
the consolidated statement of profit or loss. The net fair value
gain or loss recognised in the consolidated statement of profit
or loss does not include any interest charged on these financial
liabilities.

Financial liabilities designated upon initial recognition as at fair
value through profit or loss are designated at the date of initial
recognition and only if the criteria in HKAS 39 are satisfied.
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POLICIES (continuea)

Financial liabilities (continued)

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings
are subsequently measured at amortised cost, using the
effective interest rate method unless the effect of discounting
would be immaterial, in which case they are stated at cost.
Gains and losses are recognised in the statement of profit or
loss when the liabilities are derecognised as well as through the
effective interest rate amortisation process.

Amortised cost is calculated by taking into account any
discount or premium on acquisition and fees or costs that
are an integral part of the effective interest rate. The effective
interest rate amortisation is included in finance costs in the
consolidated statement of profit or loss.

Convertible bonds

The component of convertible bonds that exhibits
characteristics of a liability is recognised as a liability in the
statement of financial position, net of transaction costs. On
issuance of convertible bonds, the fair value of the liability
component is determined using a market rate for an equivalent
non-convertible bond; and this amount is carried as a long
term liability on the amortised cost basis until extinguished
on conversion or redemption. The remainder of the proceeds
is allocated to the conversion option that is recognised and
included in shareholders’ equity, net of transaction costs. The
carrying amount of the conversion option is not remeasured in
subsequent years. Transaction costs are apportioned between
the liability and equity components of the convertible bonds
based on the allocation of proceeds to the liability and equity
components when the instruments are first recognised.
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POLICIES (continuea)

Derecognition of financial liabilities

A financial liability is derecognised when the obligation under
the liability is discharged or cancelled, or expires.

When an existing financial liability is replaced by another from
the same lender on substantially different terms, or the terms of
an existing liability are substantially modified, such an exchange
or modification is treated as a derecognition of the original
liability and a recognition of a new liability, and the difference

7o between the respective carrying amounts is recognised in the
consolidated statement of profit or loss.
HEemIT A Offsetting of financial instruments
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Financial assets and financial liabilities are offset and the net
amount is reported in the statement of financial position if there
is a currently enforceable legal right to offset the recognised
amounts and there is an intention to settle on a net basis, or to
realise the assets and settle the liabilities simultaneously.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is determined on the weighted average basis and,
in the case of work in progress and finished goods, comprises
direct materials, direct labour and an appropriate proportion of
overheads. Net realisable value is based on estimated selling
prices less any estimated costs to be incurred to completion
and disposal.

Cash and cash equivalents

For the purpose of the consolidated statement of cash flows,
cash and cash equivalents comprise cash on hand and
demand deposits, and short-term highly liquid investments that
are readily convertible into known amounts of cash, are subject
to an insignificant risk of changes in value, and have a short
maturity of generally within three months when acquired, less
bank overdrafts which are repayable on demand and form an
integral part of the Group’s cash management.

For the purpose of the consolidated statement of financial
position, cash and cash equivalents comprise cash on hand
and at banks, including term deposits, and assets similar in
nature to cash, which are not restricted as to use.
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POLICIES (continuea)

Provisions

A provision is recognised when a present obligation (legal or
constructive) has arisen as a result of a past event and it is
probable that a future outflow of resources will be required to
settle the obligation, provided that a reliable estimate can be
made of the amount of the obligation.

When the effect of discounting is material, the amount
recognised for a provision is the present value at the end of
the reporting period of the future expenditures expected to be
required to settle the obligation. The increase in the discounted
present value amount arising from the passage of time is
included in finance costs in the consolidated statement of profit
or loss.

Income tax

Income tax comprises current and deferred tax. Income tax
relating to items recognised outside profit or loss is recognised
outside profit or loss, either in other comprehensive income or
directly in equity.

Current tax assets and liabilities are measured at the amount
expected to be recovered from or paid to the taxation
authorities, based on tax rates (and tax laws) that have been
enacted or substantively enacted by the end of the reporting
period, taking into consideration interpretations and practices
prevailing in the countries in which the Group operates.

Deferred tax is provided, using the liability method, on all
temporary differences at the end of the reporting period
between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes.
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POLICIES (continuea)

Income tax (continued)

Deferred tax liabilities are recognised for all taxable temporary
differences, except:

° when the deferred tax liability arises from the initial
recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, at
the time of the transaction, affects neither the accounting
profit nor taxable profit or loss; and

° in respect of taxable temporary differences associated
with investments in subsidiaries and an associate, when
the timing of the reversal of the temporary differences
can be controlled and it is probable that the temporary
differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary
differences, the carryforward of unused tax credits and any
unused tax losses. Deferred tax assets are recognised to the
extent that it is probable that taxable profit will be available
against which the deductible temporary differences, the
carryforward of unused tax credits and unused tax losses can
be utilised, except:

° when the deferred tax asset relating to the deductible
temporary differences arises from the initial recognition of
an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss;
and

o in respect of deductible temporary differences associated
with investments in subsidiaries and an associate,
deferred tax assets are only recognised to the extent that
it is probable that the temporary differences will reverse in
the foreseeable future and taxable profit will be available
against which the temporary differences can be utilised.
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POLICIES (continuea)

Income tax (continued)

The carrying amount of deferred tax assets is reviewed at the
end of each reporting period and reduced to the extent that
it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred tax asset to be
utilised. Unrecognised deferred tax assets are reassessed at
the end of each reporting period and are recognised to the
extent that it has become probable that sufficient taxable profit
will be available to allow all or part of the deferred tax asset to
be recovered.

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

Deferred tax assets and deferred tax liabilities are offset if
and only if the Group has a legally enforceable right to set off
current tax assets and current tax liabilities and the deferred tax
assets and deferred tax liabilities relate to income taxes levied

ARBEERIEBEEXEETELEX by the same taxation authority on either the same taxable entity
AR B FRAELEIBFEE or different taxable entities which intend either to settle current
BEREEXRRBEREERGEERY tax liabilities and assets on a net basis, or to realise the assets
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and settle the liabilities simultaneously, in each future period in
which significant amounts of deferred tax liabilities or assets
are expected to be settled or recovered.

Government grants

Government grants are recognised at their fair value where
there is reasonable assurance that the grant will be received
and all attaching conditions will be complied with. When the
grant relates to an expense item, it is recognised as income on
a systematic basis over the periods that the costs, which it is
intended to compensate, are expensed.

Where the grant relates to an asset, the fair value is credited to
a deferred income account and is released to the consolidated
statement of profit or loss over the expected useful life of
the relevant asset by equal annual instalments or deducted
from the carrying amount of the asset and released to the
consolidated statement of profit or loss by way of a reduced
depreciation charge.
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POLICIES (continuea)

Revenue recognition

Revenue is recognised when it is probable that the economic
benefits will flow to the Group and when the revenue can be
measured reliably, on the following bases:

(@) from the sale of goods, when the significant risks and
rewards of ownership have been transferred to the buyer,
provided that the Group maintains neither managerial
involvement to the degree usually associated with
ownership, nor effective control over the goods sold;

(b) rental income is recognised on the straight-line basis over
the lease terms;

(c) interest income, on an accrual basis using the effective
interest method by applying the rate that exactly
discounts the estimated future cash receipts over the
expected life of the financial instrument or a shorter
period, when appropriate, to the net carrying amount of
the financial asset; and

(d) dividend income, when the shareholders’ right to receive
payment has been established.

Employee benefits

Pension scheme

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

[ £ W42 (% 4 PR /A & Shenzhou International Group Holdings Limited



MIE R MR

Notes to Financial Statements

—E—+HF+-"F=+—H 31 December 2017

24 T ESHHERE &) 2.4 SUMMARY OF SIGNIFICANT ACCOUNTING

BEEA (&)

BitzitE (&)
AEBRBRBRIERTBEF G B
RERZEZEEER —ATHARRA
BHELE S RKEAEE ([REEE
g2l HRDNREEEAFEZXER
DHXN WRERES BRI ER
XAEREEBERNR - RESE
ZEETANBYEBzESRN BAE
BHMEEDRTA ANEBEZEEHR
REBES L HRE T2 BN E

POLICIES (continuea)

Employee benefits (continued)

Pension scheme (continued)

The Group operates a defined contribution Mandatory
Provident Fund retirement benefit scheme (the “MPF Scheme”)
under the Mandatory Provident Fund Schemes Ordinance for
those employees who are eligible to participate in the MPF
Scheme. Contributions are made based on a percentage of
the employees’ basic salaries and charged to the consolidated
statement of profit or loss 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

8o in an independently administered fund. The Group’s employer
contributions vest fully with the employees when contributed
into the MPF Scheme.

=428 Borrowing costs
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Borrowing costs directly attributable to the acquisition,
construction or production of qualifying assets, i.e., assets
that necessarily take a substantial period of time to get ready
for their intended use or sale, are capitalised as part of the
cost of those assets. The capitalisation of such borrowing
costs ceases when the assets are substantially ready for
their intended use or sale. Investment income earned on
the temporary investment of specific borrowings pending
their expenditure on qualifying assets is deducted from the
borrowing costs capitalised. All other borrowing costs are
expensed in the period in which they are incurred. Borrowing
costs consist of interest and other costs that an entity incurs in
connection with the borrowing of funds.

Dividends
Final dividends are recognised as a liability when they are
approved by the shareholders in a general meeting. Proposed
final dividends are disclosed in the notes to the financial
statements.

Interim dividends are simultaneously proposed and declared,
because the Company’s memorandum and articles of
association grant the directors the authority to declare interim
dividends. Consequently, interim dividends are recognised
immediately as a liability when they are proposed and declared.
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POLICIES (continuea)

Foreign currencies

These financial statements are presented in RMB, which is the
Company’s presentation currency. Each entity in the Group
determines its own presentation currency and items included in
the financial statements of each entity are measured using that
functional currency. Foreign currency transactions recorded
by the entities in the Group are initially recorded using their
respective functional currency rates prevailing at the dates of
the transactions. Monetary assets and liabilities denominated
in foreign currencies are translated at the functional currency
rates of exchange ruling at the end of the reporting period.
Differences arising on settlement or translation of monetary
items are recognised in the consolidated statement of profit or
loss.

Non-monetary items that are measured in terms of historical
cost in a foreign currency are translated using the exchange
rates at the dates of the initial transactions. Non-monetary
items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was
measured. The gain or loss arising on translation of a non-
monetary item measured at fair value is treated in line with the
recognition of the gain or loss on change in fair value of the
item (i.e., translation difference on the item whose fair value
gain or loss is recognised in other comprehensive income or
profit or loss is also recognised in other comprehensive income
or profit or loss, respectively).

The functional currency of the Company is the Hong Kong
dollar (“HK$”). The functional currencies of certain subsidiaries
located outside Mainland China are currencies other than RMB.
As at the end of the reporting period, the assets and liabilities
of these entities are translated into RMB at the exchange
rates prevailing at the end of the reporting period, and their
statements of profit or loss are translated into RMB at the
average exchange rates for the year.

The resulting exchange differences are recognised in other
comprehensive income and accumulated in the exchange
fluctuation reserve.
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POLICIES (continuea)

Foreign currencies (continueq)

For the purpose of the consolidated statement of cash
flows, the cash flows of the Company and certain overseas
subsidiaries are translated into RMB at the exchange rates
ruling at the dates of the cash flows. Frequently recurring cash
flows of overseas subsidiaries which arise throughout the year
are translated into RMB at the average exchange rates for the
year.

SIGNIFICANT ACCOUNTING ESTIMATES
The preparation of the Group’s financial statements requires
management to make judgements, estimates and assumptions
that affect the reported amounts of revenues, expenses, assets
and liabilities, and their accompanying disclosures, and the
disclosure of contingent liabilities. Uncertainty about these
assumptions and estimates could result in outcomes that could
require a material adjustment to the carrying amounts of the
assets or liabilities affected in the future.

Estimation uncertainty

The key assumptions concerning the future and other key
sources of estimation uncertainty at the end of the reporting
period, that have a significant risk of causing a material

WEEvEERBEREEAFEHER adjustment to the carrying amounts of assets and liabilities
PR EBRER- within the next financial year, are described below.
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Management of the Group reviews ageing analysis, repayment
history of its trade and bills receivables and takes into
consideration the estimation of future cash flows to determine
Impairment of trade and bills receivables. According to the
good reputation of the customers, large transaction volumes
and significant repayment amounts during the year and after
the year end, management concludes that the trade and bills
receivables balance does not have recoverability issue and
hence, no provision is provided.

Inventory excess and obsolescence provisions
Management of the Group reviews ageing analysis at the end
of the reporting period, and makes allowance for obsolete and
slow-moving inventory items identified that are not suitable
for use in current production. Management estimates the net
realisable value for such raw materials, work in progress and
finished goods based primarily on the latest invoice prices and
current market conditions.
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SIGNIFICANT ACCOUNTING ESTIMATES
(continueq)

Estimation uncertainty (continued)

Useful lives of property, plant and equipment

The Group’s management determines the estimated useful
lives and consequently related depreciation charges. This
estimate is based on the historical experience of the actual
useful lives of property, plant and equipment of similar nature
and functions. It could change significantly as a result of
technical innovations and competitor actions in response to
the industry cycles. Management will increase the depreciation
charge where useful lives are less than previously estimated
lives, or it will write off or write down technically obsolete or
non-strategic assets that have been abandoned or sold.

Impairment of non-financial assets (other than goodwill)
The Group assesses whether there are any indicators of
impairment for all non-financial assets at the end of each
reporting period. Non-financial assets 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 of disposal 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.

Deferred tax assets

Deferred tax assets are recognised for unused tax losses
to the extent that it is probable that taxable profit 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. There were no deferred
tax assets relating to recognised tax losses at 31 December
2017 (2016: Nil). The amount of accumulated tax losses at 31
December 2017 was approximately RMB316,224,000 (2016:
RMB586,042,000), which will expire in one to five years for
offsetting against future taxable profits. Further details are given
in note 29 to the financial statements.
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4.

«(#é/'\fzgﬁ*gl,

RABEEE FEBREEDREH AT
REFEL HRFIABF—EAEFREE D
B HNEREEHRAREER -BEE
NEXEBETHA EBMEEREE
B AEATE RSB R ERIE -

TE]

EER
(a) HEBEFUKA

OPERATING SEGMENT INFORMATION

For management purposes, the Group is organised into
business units based on their products and there is one
reportable operating segment: the manufacture and sale
of knitwear products. Management monitors the operating
results of its business units as a whole for the purpose of
making decisions about resources allocation and performance
assessment.

Geographical information
(a) Revenue from external customers

—E—+tF ZE—RF

2017 2016

AR¥ T AREF T

RMB’000 RMB’000

N7 Mainland China 4,844,588 3,689,875
[Eg==] European Union 4,031,077 3,355,516
=N Japan 3,129,042 3,003,735
EE United States of America 2,337,903 1,548,387
H b [& 15 Other regions 3,742,637 3,501,563

18,085,247 15,099,076

Al W AN E R T B R R A

§|J§j °

The revenue information above is based on the delivery
destinations of the products.
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—E—+HF+-"F=+—H 31 December 2017

4.

grEIHER (&) 4. OPERATING SEGMENT INFORMATION
(continued)
HWEER (F) Geographical information (continued)
(b) HREEE (b) Non-current assets
—E—tF —ZT—K
2017 2016
AR®B TR ARETT
RMB’000 RMB’000
R K P Mainland China 5,005,773 4,816,266
fiiqET] Vietnam 3,066,377 3,161,473
R Cambodia 138,291 135,094
oAt [ 1% Other regions 5,802 6,932
8,216,243 8,119,765

IR B AR T R
i8S T RIER R BRT
TR RS R — RIS AT

The non-current asset information above is based on
the locations of the assets and excludes long-term time
deposits at banks, pledged deposits, an investment in an

ZEERBELEBIAEE - associate and deferred tax assets.
FEEFZESR Information about major customers
REUTEEEFP ZBADIMEEREH Revenue from major customers which individually accounts for
W A10%3k BA £ 10% or more of the Group’s revenue is as follows:
—E2—+tF —F—x
2017 2016
AR¥ T ARET T
RMB’000 RMB’000
BPH Customer A 5,256,058 3,868,526
®EZ Customer B 3,697,096 3,368,179
EFPR Customer C 3,609,402 3,421,963
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—“E—+¥+=-HF=+—H 31 December 2017

5. WARHEMUEA
WA BE & Y InRR
BB BRFE-

)

\

WAREMBADHTAOT

&L LiEil

5. REVENUE AND OTHER INCOME

Revenue represents the net invoiced value of goods sold, after

allowances for returns and trade discounts.

An analysis of revenue and other income is as follows:

—E—+tF ZE-RF
2017 2016
AR T ARETIT
RMB’000 RMB’000
KA Revenue

HEEW Sale of goods 18,085,247 15,099,076

Hiwr A Other income
B 46 B Government grants 341,436 261,275
RITF B YA Bank interest income 205,846 149,171
ZEEFRFBIA Interest income from entrusted loans 5,590 28,485
He WA Rental income 18,682 22,709
571,554 461,640
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—“E—+¥+=-HF=+—H 31 December 2017

6. BR¥AIAIE 6. PROFIT BEFORE TAX
AEBZBRRBATFBEDIR 7 (FFA) The Group's profit before tax is arrived at after charging/
(crediting):
—E—tF ZE-RF
2017 2016
Bt 5 AR T ARBTT
Notes RMB’000 RMB’000
BEHEFERAK Cost of inventories sold 12,388,106 10,180,276
W WMENREBEBITE Depreciation of items of property,
plant and equipment 14 751,125 639,818
T8 £ b FH & F0E 5 Amortisation of prepaid land lease
payments 15 24,447 23,280
| EEHH Amortisation of intangible assets 16 8,119 12,275
RIFEEHEREMNZ Minimum lease payments under
=K & FIB operating leases 150,364 103,862
FETEN BN 2 Auditor’s remuneration 2,983 3,589
EBEBRFRAS (BFEESEKL Employee benefit expense (including
EaTRAEME directors’ and chief executive’s
(MFzE8) ) - remuneration (note 8)):
TERF® Wages and salaries 4,385,206 3,732,745
RREHEIE R Pension scheme contributions 382,511 266,562
H At 12 7 Other benefits 148,774 136,199
4,916,491 4,135,506
PE 5 =58 55 Foreign exchange differences, net* 98,041 138,831
MR FEZERFE Write-down of inventories to net
realisable value 26,659 1,900
H|ITH BUA Bank interest income (205,846) (149,171)
ZEEFRFBIA Interest income from entrusted loans (5,590) (28,485)
HEWE HMEKLZXHEED Loss on disposal of items of
ZEE property, plant and equipment 26,350 5,034
* HE_Z—tF+-_A=1+—RHBEZ= * The net foreign exchange differences for the years ended 31

E-—RET_A=T—RHILFEZE December 2017 and 31 December 2016 are included in “Other
HEBFHECOTAGEBRAZ [EM expenses” on the face of the consolidated statement of profit or
fis] e loss.
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—E—+HF+-"F=+—H 31 December 2017

7. BERAEK 7. FINANCE COSTS

BEKAR DT : An analysis of finance costs is as follows:
—E—+tF ZE—RF
2017 2016
AR TR ARETT
RMB’000 RMB’000
AR ES 2 M)A (H15E28) Interest on convertible bonds (Note 28) 42,074 96,470
RITEEZFE Interest on bank borrowings 80,942 23,364
123,016 119,834

8. EENRBESTHAEZME 8.

RiE TR AR EE D FEHIZE383(1)
@) C)ROHENRERAT (HEE
ERHER)ROIFETBE AFEE
ERERITBABZHeRELNT

DIRECTORS’ AND CHIEF EXECUTIVE’S
REMUNERATION

Directors’ and chief executive’s remuneration for the year,
disclosed pursuant to the disclosure requirements of Listing
Rules, section 383(1)(a), (b), (c) and (f) of the Hong Kong
Companies Ordinance and Part 2 of the Companies (Disclosure
of Information about Benefits of Directors) Regulation, is as

follows:
—E—tF ZE-RF
2017 2016
AR¥E T AREEF T
RMB’000 RMB’000
we Fees 96 156
e R REDA S Salaries, allowances and benefits in kind 6,420 7,417
RIRET &R Pension scheme contributions 103 96
6,523 7,513
6,619 7,669
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—“E—+¥+=-HF=+—H 31 December 2017

EERBETHRAEZHME 8.

DIRECTORS’ AND CHIEF EXECUTIVE’S

(%) REMUNERATION (continued)
HITES (BRERSTTHRAB)REY Executive directors (including the chief executive) and
FHITES independent non-executive directors
e EZHR BIRGTE
e BEYA & R [k
Salaries,
allowances Pension
and benefits scheme Total
Fees in kind contributions remuneration
ARET R ARBT R ARET R ARBT R
RMB’000 RMB’000 RMB’000 RMB’000
—E—+F 2017
WITES: Executive directors:
BEREE Mr. Ma Jianrong - 1,540 27 1,567
EEMEE Mr. Huang Guanlin
(7T AEZ) (Chief executive) - 1,423 27 1,450
BEMEE Mr. Ma Renhe - 1,141 27 1,168
ITEREE Mr. Wang Cunbo - 1,051 11 1,062
[N Ms. Chen Zhifen - 1,139 11 1,150
- 6,294 103 6,397
BYIERTESE: Independent non-executive
directors:
BEmEE Mr. Jiang Xianpin 96 39 - 135
KRB EE Mr. Qiu Weiguo - 39 - 39
BRIBEHE Mr. Chen Xu - 39 - 39
RGR K E Mr. Xu Changcheng
(R=ZF—+4F (appointed on
PR —HEZERK 1 Aprl 2017
—F—+FNHZH  andresigned on
) 2 June 2017) - 9 - 9
96 126 - 222
96 6,420 103 6,619
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8. EERRSITHAEZ#ME 8. DIRECTORS’ AND CHIEF EXECUTIVE’S
(%) REMUNERATION (continued)
HITES (BRERSTTHRAB)REY Executive directors (including the chief executive) and
EHMITES (£2) independent non-executive directors (continued)
e 02Uk RIREE
we EWH = HR MewE
Salaries,
allowances Pension
and benefits scheme Total
Fees in kind  contributions  remuneration
ARBFT AR®FT ARBFT ARBTFT
RMB’000 RMB’000 RMB’000 RMB’000
—E-RE 2016
WITES: Executive directors:
FRRESE Mr. Ma Jianrong - 1,489 26 1,515
EEAMREE Mr. Huang Guanlin
(7T 4% ) (Chief executive) - 1,340 25 1,365
FCMESE Mr. Ma Renhe - 1,184 25 1,209
BYEat Ms. Zheng Miaohui
(R=FE—+E (resigned on
—H—HEHE) 1 January 2017) - 1,150 - 1,150
THEREE Mr. Wang Cunbo - 971 10 981
R Hm+t Ms. Chen Zhifen - 1,131 10 1,141
- 7,265 96 7,361
BUERITES Independent non-executive
directors:
BEmEAE Mr. Jiang Xianpin 96 38 - 134
BRIBFE K& Mr. Chen Genxiang
(RZF—+4F (resigned on
— A —HEF) 1 January 2017) 60 38 - 98
KRB EE Mr. Qiu Weiguo - 38 - 38
BRIB & Mr. Chen Xu - 38 - 38
156 152 - 308
156 7,417 96 7,669
FA UEEZFLAHZEITHRABNREL There was no arrangement under which a director or the chief

REREEFAME 225 -

executive waived or agreed to waive any remuneration during
the year.
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—“E—+¥+=-HF=+—H 31 December 2017

9. HIEESHFMES 9. FIVE HIGHEST PAID EMPLOYEES
FARB(ZE—RF:ARB)IFART Details of the remuneration for the year of the five (2016: five)
RN EETRABERS FHES 2B highest paid employees who are neither a director nor chief
SEIBNT executive of the Company are as follows:

—E—tF —E—RF
2017 2016
ARE T ARETF T
RMB’000 RMB’'000
e R REMN S Salaries, allowances and benefits in kind 9,697 8,801
IRRET B4 3K Pension scheme contributions 42 21
9,739 8,822
MeENFUTERNZFESRERITH The number of non-director and non-chief executive highest
AEESFNEE AS: paid employees whose remuneration fell within the following

bands is as follows:

EEAH"

Number of employees
—B—t& —TAF
2017 2016

1,000,001 T2 HK$1,000,001 to HK$2,000,000

2,000,000/ 7T 2 3
8 #%2,000,0007% 7T Over HK$2,000,000 3 2
5 5
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—“E—+¥+=-HF=+—H 31 December 2017

10. RIKEF

10. RETIREMENT BENEFITS

—E—tF —E—RF
2017 2016
AR®B T ARBFIT
RMB’000 RMB’'000
RixE BmE RN Charged to the consolidated statement of
profit or loss
—RIREF R - Retirement benefit contributions 382,511 266,562

AEBRHPBEARE 2 2BEE 2 RIKE
N2 ZBEHBTE B < RS8R
F RERZEFE AKEAFLZRF
REMENEFZEEFCEBZIET
BOLEE YRAERT ERAAE:
I AABEBRTE RS-

AL TR B R B 1 ATE 2 5 B R DI
BERARERZERESHEZEES
H-THRERFREEAE - HRTS
BEEAFH 2XEBED XM AR
BERBESHERAEBAINBERES
BmiMk BRI CEEFAR
VEBZEGHN BARAKENEEDH
HAE - AKEZEBEHFNABES
FFLE R Z2BRNER -BE_F
—tF+T A=+ —BLFE BEA
IR A R B8 M 5K

R T

RREETENBEEMKIZIZZEN
BAREMRIER KATREE 7
MR AR AR A RS A
HE R B B % MR KRR E & H 5K
(FREHK) -

The retirement benefits of full-time employees of the Group in
Mainland China are covered by various government-sponsored
pension plans under which the premiums and welfare benefit
contributions that should be borne by the Group are calculated
based on percentages of the total salary of employees, subject
to a certain ceiling, and are paid to the relevant government
authorities.

The Group also participates in a defined contribution, the MPF
Scheme in Hong Kong under the Mandatory Provident Fund
Schemes Ordinance, for those employees who are eligible
to participate in the MPF Scheme. Contributions are made
based on a percentage of the employees’ basic salaries and
are charged to the consolidated statement of profit or loss 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. No
forfeited contribution is available to reduce the contribution
payable for the year ended 31 December 2017.

Shenzhou Cambodia, Dagian Cambodia, Gain Lucky Vietnam
and Worldon Vietnam, wholly-owned subsidiaries incorporated
in the Kingdom of Cambodia and Vietnam, are required to
contribute amounts based on employees’ salaries (defined
contribution) to the retirement benefit schemes as stipulated by
the relevant local authorities.
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—“E—+¥+=-HF=+—H 31 December 2017

10. BK\EHR (#)

11.

RRFEMRZIZ 2 EMBARIAEE
MRPT - BIRE W AE R B PT R E AR R AR
MEFBELE T2 ke

B £ XAtz RN - AN SR B B R A
HiRAREENXEEABEE 2EE-

R
BHE_Z2—+tFEk-_F— X F+=HA
T —HLEFEZHGEHERAIETEXD

10. RETIREMENT BENEFITS (continuea)

11.

Buddies Macao, a wholly-owned subsidiary incorporated
in Macao, is required to contribute a certain amount to the
retirement benefit scheme as stipulated by the relevant local
authority.

The Group has no further obligation for post-retirement benefits
or housing funds beyond contributions in respect of the above.

INCOME TAX

The major components of income tax expense for the years
ended 31 December 2017 and 2016 are:

—E—tF —E—RF

2017 2016

AR®B T ARETT

RMB’000 RMB’'000

BEAEZEBNEH Current Hong Kong profits tax 45,883 39,366
REIREEZ B HREMEH Current Mainland China corporate

([EMEH]) income tax (“CIT") 487,036 652,716

EIERIIA (M3E29) Deferred taxation (note 29) (4,639) 3,185

528,280 695,267

REFASHENKERE(—NLANEF
BRI BN ARRCERERS
RESRTRRAAR HERSLEZX
UESRNCIE RS IS RN R PN
Was IR A -

ARRREMBARNEBSELEER
MERBEBEE 2 G ERRABAER
16.5% (=T —/NF 1 16.5% ) Z T K4
RNBEBFEH -

Pursuant to section 6 of the Tax Concessions Law (1999
Revision) of the Cayman Islands, the Company has obtained an
undertaking from the Governor-in-Council that no law enacted
in the Cayman Islands imposing any tax to be levied on profits,
income, gain or appreciation shall apply to the Company or its
operations.

The Company and the subsidiaries which carry on business
in Hong Kong are subject to Hong Kong profits tax at a rate
of 16.5% (2016: 16.5%) on the estimated assessable profits
arising in Hong Kong.
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11. Fr8 % (&) 11. INCOME TAX (continued)

RRBREZFSEMALZHERRH
BEMMEN REA/ZEWERRR
RERABESYELEWE (REEM
WMER) AL ERNRBELEEET
EAER - FBARN -

RRIEFEBTMA L 2 B R FRR
20% (=T —7RF 1 20% ) LB FT1F
M-RBERBFREBARBE BTHE
REINE N EENFEERANARE
i

RAARFEMALZHERBREB AR
MG EBRMERHEE30% (ZF—X
F:30% )N BARELE Z BRTAE
BATIR -

1A B R R MR S22 Y B 8RR A R 20%
BMAEH - REBEBEEEEZLER &
T8 2~ B AR BUE R K10% AT 15
Bopsh BETHBARANERZEN
FREBNFABRE0%FTFH

R R BORFIARRE TS - 7ORFIE M A
372 P B8 X B ER S AR P RIS A o

RIFFEARIMBEEEMESTL (5
CEMRFIE]) &P BEBRANSE
7B 5h FE FR B M A 1R25% 2 B K B R
(RBEHEEMEREAEE) - & THEB
RAEIFFE R EE (SRt
XER BHABB-_T—R"F—A—
FE=ZFZH15%IAMEHEEHR XK -

The subsidiaries incorporated in the BVI are not subject to
income tax as these subsidiaries do not have a place of
business (but only a registered office) or carry on any business
in the BVI, and therefore are not subject to tax.

The subsidiaries incorporated in the Kingdom of Cambodia, are
subject to income tax at a rate of 20% (2016: 20%). Certain
subsidiaries are entitled to an exemption from income tax for
the first four profit-making years pursuant to the law of Taxation
in Cambodia.

The subsidiary incorporated in Japan, under the Law of
Taxation in Japan, is subject to income tax at a rate of 30%
(2016: 30%) of the assessable profits arising in Japan.

The subsidiaries incorporated in Vietnam, are subject to
income tax at a rate of 20%. Under the laws and regulations
of Vietnam, certain subsidiaries are entitled to enjoy a lower
profits tax rate of 10%. Furthermore, certain subsidiaries are
entitled to an exemption from income tax for four years and
50% reduction for the nine years thereafter.

The subsidiary incorporated in Macao is exempted from
Macao Complementary Tax pursuant to Macao’s relevant tax
legislations.

Pursuant to the Corporate Income Tax Law of the
People’s Republic of China (the “New CIT Law”), the PRC
subsidiaries as determined for the year in accordance with
the New CIT Law are subject to a tax rate of 25% on their
assessable income. Certain subsidiary is qualified as a High-
New Technology Enterprise (“HNTE”), and is entitled to a
concessionary rate of income tax at 15% for three years
commencing 1 January 2016.
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—“E—+¥+=-HF=+—H 31 December 2017

11. Fr8 % (&)
BENYEeHFNERUABE S+

11. INCOME TAX (continued)

A reconciliation between the tax expense and the product of

210

FRZB-RE+A=ZT—HBILRB accounting profit multiplied by the PRC’s domestic tax rate
FEZHPBERABEZ2HENOT for the tax years ended 31 December 2017 and 2016 is as
follows:
—E—tHF —E-RF
2017 2016
AR TR ARBFIT
RMB’000 RMB’000
B 5% AT A1) Profit before tax 4,288,231 3,642,947
LUEERME25% ( ZZ—7"4%F :  Tax at the statutory tax rate of 25%
26% )T E 2 HA (2016: 25%) 1,072,058 910,737
BEREERS M T EFIEE 2 Lower tax rates and tax exemption for
BIEHELNE specific jurisdictions or enacted
by local authorities (631,354) (267,836)
HUARTEARE & B IE e & Adjustments in respect of current tax of
previous periods (5,516) (13,790)
JE & — Al Bt & 2 R ) B Profits attributable to an associate (920) (624)
HAERTWA Income not subject to tax (2,583) (2,210)
AR X Expenses not deductible for tax 17,050 21,398
FRRERZHIBEE Tax losses not recognised during the year 14,026 67,114
FI A DA R R SR A Utilisation of previously unrecognised
AR IR RS 1B deductible tax losses (34,481) (38,052)
528,280 676,737
HAEEPEME R A Withholding tax at 5% on the distributed
B 5K F)E 8 5% T8 0 8 profits of the Group’s PRC subsidiaries = 15,000
BB AT I MRS Withholding tax at 10% on the proceeds
RS FMSHRBEHMI0%TEFIFL  from a transaction with non-controlling
interest of a subsidiary - 3,530
528,280 695,267
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12. KB

13.

12. DIVIDENDS
—E—tF —E—RF
2017 2016
ARET T ARET T
RMB’000 RMB’000
FH - B EEAR0.7TOE T Interim — HK$0.70 (2016: Nil)
(ZE2—RF: &) per ordinary share 888,540 -
Bk R B B — TR @A%0.75 Proposed final — HK$0.75
BIL(ZE—RF 12087 (2016: HK$1.20 (including a special
(RESKRE0.35%T)) dividend of HK$0.35)) per ordinary share 942,408 1,595,287
1,830,948 1,595,287

REE 2 KRR SRR AR A RR
RIEE R RBF RS k-

AAREBRRERFE ARG
BREF

FREARZGHTHIRE QA E) L m AR AR E
BEANEBEFRAFBARFRNEEITYE
RS hn#E F 5 801,456,223,0000% (==
— 754 :1,399,000,0000% ) 5+ & -

13.

The proposed final dividend for the year is subject to the
approval of the Company’s shareholders at the forthcoming
annual general meeting.

EARNINGS PER SHARE ATTRIBUTABLE

TO ORDINARY EQUITY HOLDERS OF THE
COMPANY

The calculation of the basic earnings per share amount is
based on the profit for the year attributable to ordinary equity
holders of the parent, and the weighted average number of
ordinary shares of 1,456,223,000 (2016: 1,399,000,000) in
issue during the year.
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—E—+HF+-"F=+—H 31 December 2017

13. A RFEBERKREFEAEN 13,

EARNINGS PER SHARE ATTRIBUTABLE

BRER &)

BREER N IRES AR EERE
BEAREFATBETE WEFHEN
RER AT AE 75 2 B B - R B R AR
Ao BT BRINEFHBARE
BEREABNAEANFEADEITER
BNt FH BUA R RERFTE A B E#E
FEZERBRBEOPESTEITERLE
BAEBRMEERETUETZER
P N4 19 81 o

BREANEERNZFENT

TO ORDINARY EQUITY HOLDERS OF THE
COMPANY (continued)

The calculation of the diluted earnings per share amount is
based on the profit for the year attributable to ordinary equity
holders of the parent, adjusted to reflect the interest on the
convertible bonds. The weighted average number of ordinary
shares used in the calculation is the weighted average number
of ordinary shares in issue during the year, as used in the basic
earnings per share calculation, and the weighted average
number of ordinary shares assumed to have been issued at
no consideration on the deemed exercise or conversion of all
dilutive potential ordinary shares into ordinary shares.

The calculations of basic and diluted earnings per share are
based on:

ZF Earnings
—E—+tF —E—RK
2017 2016
ARE T ARETT
RMB’000 RMB’000
HESRERBFMEA 2 Profit attributable to ordinary equity
NEIEBRRERESE A holders of the parent used in the
JE {5 71 basic earnings per share calculation 3,762,721 2,947,673
AR E S 2 FE Interest on convertible bonds 42,074 93,684
Mg AR RES 2 F SR AT Profit attributable to ordinary equity
LTRRRERES ABIGFE holders of the parent before interest on
convertible bonds 3,804,795 3,041,357
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—E—+HF+-"F=+—H 31 December 2017

13.

KA EERKREZEAEMN 13. EARNINGS PER SHARE ATTRIBUTABLE

BREN #) TO ORDINARY EQUITY HOLDERS OF THE
COMPANY (continued)
&) Shares
R & E
Number of Shares
=B—+tfF ZE—RF
2017 2016
HESRERBFMAEAZ Weighted average number of ordinary

FRNEEITEBIINETFIEE shares in issue during the year used in

the basic earnings per share calculation 1,456,223,000 1,399,000,000

BEoYE-EBR Effect of dilution — weighted average

DAE I R% number of ordinary shares:

AR AR 25 Convertible bonds 46,999,397 104,000,000
FTEEREERFMRA Weighted average number of ordinary

T AR I RE T 8 shares used in diluted earnings per

share calculation

1,503,222,397 1,503,000,000

BRERN Earnings per share
—EB—+F —E—RF
2017 2016
AR% AR
RMB RMB
AR Basic 2.58 2.11
B Diluted 2.53 2.02
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—“E—+¥+=-HF=+—H 31 December 2017

14. Y% BERRE 14. PROPERTY, PLANT AND EQUIPMENT
BAR
BFREBE e "E BERE ERIR &3t
Furniture
Buildings Motor and Construction
and plants ~ Machinery vehicles fixtures  in progress Total
ARBTRT ARETR ARETR AR%Tn AR%®TR ARET:R
RMB'000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
FEFE: Net book value:
WZE-RE+-A=1+—-H  At31 December 2016 3,455,277 3,018,825 60,686 133,489 344,760 7,013,037
A Cost:
RZE—t45-A-A At 1 January 2017 4,412,175 5,404,661 139,290 344,297 344,760 10,645,183
AE Additions 11,402 419,748 13,277 51,597 628,398 1,124,422
e Disposals (34984)  (336,008) (3322)  (30,905) - (405219
g Transfers 292,206 348,892 2,120 2,422 (645,640) -
BERAR Exchange realignment (89,409) (82,755) (1,950) (6,352) (10,086) (190,552)
W-Z—+F+-A=+—H At 31 December 2017 4,591,390 5,754,538 149,415 361,059 317,432 11,173,834
RiME: Accumulated depreciation:
RZE—t%-f—H At 1 January 2017 956,898 2,385,836 78,604 210,808 - 3,632,146
FEMERE Depreciation provided during the year 265,519 412,189 17,870 55,547 - 751,125
HE Disposals (33,233) (234,909) (3,169) (30,628) - (301,939)
ERAR Exchange realignment (6,346) (14,466) (646) (2,827) - (24,285)
WZE—+F+-F=F+—H At 31 December 2017 1,182,838 2,548,650 92,659 232,900 - 4,057,047
FHFE: Net book value:
WZZE—+F+-F=+—H  At31 December 2017 3,408,552 3,205,888 56,756 128,159 317,432 7,116,787
REEE: Net book value:
WZZE-HF+-A=+—H  At31 December 2015 2,528,427 2,138,968 62,141 99,691 720,523 5,549,750
A Cost:
RZE-~¥-A—H At 1 January 2016 3,284,630 4,193,289 128,111 262,193 720,523 8,588,746
nE Additions 144,872 559,937 15,118 53,842 1,254,176 2,027,945
LB Transfers 962,092 638,606 978 28,263 (1,629,939) -
ik Disposals 26,377) (32,240) (6,498) (3,166) - (68,281)
BRAR Exchange realignment 46,958 45,069 1,581 3,165 - 96,773
WZZE—xE+-A=+—H At 31 December 2016 4,412,175 5,404,661 139,290 344,297 344760 10,645,183
BiE: Accumulated depreciation:
RZE-~E-A-H At 1 January 2016 756,203 2,054,321 65,970 162,502 - 3,038,996
FENERE Depreciation provided during the year 224,409 347,652 17,940 49,817 - 639,818
HE Disposals 26,377) (27,268) (5,731) (2,413) . (61,789)
ik Exchange realignment 2,663 11,131 425 902 - 15,121
WZZE—x"E+-A=+t—H At 31 December 2016 956,898 2,385,836 78,604 210,808 - 3,632,146
FHFE: Net book value:
WZZE—7~"E+-A=+—H At 31 December 2016 3,455,277 3,018,825 60,686 133,489 344,760 7,013,037
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14. Y% BERRE #) 14. PROPERTY, PLANT AND EQUIPMENT
(continued)
RZE—+tF+_HAH=1T—0 Fx5H At 31 December 2017, certain of the Group’s equipments,
AETHRE EFRBEEEEFEOAR buildings and plants with net carrying amounts of
#856,765,0007T ( ZZE—/NF: AR approximately RMB856,765,000 (2016: RMB612,791,000)
612,791,0007T ) B/ IE AR S E AT were pledged to secured certain bank loans granted to the
ERETRITERZER (Hix27) - Group (note 27).
RAFERH AEBEAER TE As at the date of this report, the Group was in the process
FHEMEEE R-T—tF+= of applying for the title certificates of certain of its buildings
A=T—"BEREFEEBHNARE with an aggregate net carrying amount of approximately
1,217,677,0007C (=T —XF: AR RMB1,217,677,000 (2016: RMB1,697,554,000) as at 31
1,697,554,0007T) - AR BIEER AL December 2017. The directors of the Company are of the view
SEBERGEUBREE RER LilE that the Group is entitled to lawfully and validly occupy and use
FoARAEENRALMEETSY the above-mentioned buildings. The directors of the Company
AEBR-_ZE—+tF+-_A=+—HHK are also of the opinion that the aforesaid matters will not have
BRREERTE- any significant impact on the Group’s financial position as at 31
December 2017.
15. A L thHERIE 15. PREPAID LAND LEASE PAYMENTS
—E—tHF —ZE-RF
2017 2016
AR TR ARBFIT
RMB’000 RMB’000
PR Cost:
n—H—H At 1 January 1,043,511 1,027,888
NE Additions 72,970 160
ME 5, 8 & Exchange realignment (15,577) 15,463
W+—A=+—8 At 31 December 1,100,904 1,043,511
2T Accumulated amortisation:
w—R—H At 1 January 120,339 96,633
N Amortisation during the year 24,447 23,280
ME 3, 8 B Exchange realignment (790) 426
W+=—HA=+—8 At 31 December 143,996 120,339
BREFE Net book value:
Rt+t-—A=+—H At 31 December 956,908 923,172
n—H—H At 1 January 923,172 931,255

Annual Report 2017 £



216

B S R 2R Y

Notes to Financial Statements

—“E—+¥+=-HF=+—H 31 December 2017

16. B EE

16. INTANGIBLE ASSETS

B4 kR M5t
Water Use
Software Right* Total
ARETR AR¥T R ARBT R
RMB’000 RMB’000 RMB’000
RZE—+F 31 December 2017
+-A=+—8H
RZZE—+tF—H—HZ Costat1 January 2017, net of
B - B0 R AT 8 accumulated amortisation 31,590 73,638 105,228
NE Additions 1,417 - 1,417
FREEHEE Amortisation provided during the year (1,669) (6,450) (8,119)
BE X R Exchange realignment (269) - (269)
RZE—+F At 31 December 2017
+=-A=+—H 31,069 67,188 98,257
RZE—+F At 31 December 2017:
+ZA=+—8:
BN Cost 46,142 129,000 175,142
ZRETH# 5 Accumulated amortisation (15,073) (61,812) (76,885)
FEFE Net carrying amount 31,069 67,188 98,257
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16. B EE (&)

16. INTANGIBLE ASSETS (continued)

EERFHATZBEARAEE -
BT @ EKF B EE R 8 KK
BRARRZZEENFIALZ=NER
W ALEBECRERE BRI TA
R #129,000,0007T * AR E A B EE
FEEBKEIREIE - B EI20F ([H
KE]) RZT—+tF+_A=+—
A A&EEE X ARKS53,000,000
L (ZZ—7"F: AR#53,000,000
JT) c MEREE A R#76,000,0005t 2 &
A H Ath FE - 3008 o

/s Rk st
Water Use
Software Right* Total
ARBTT AREFT ARBEFIT
RMB’000 RMB’000 RMB’000
RZE—RF 31 December 2016
+-ZA=+—8H
RZZE—R"F—H—HZ Costat1 January 2016, net of
B - B R 2 at #E 8 accumulated amortisation 29,362 80,088 109,450
NE Additions 7,625 - 7,625
FEBHER Amortisation provided during the year (5,825) (6,450) (12,275)
BEE 5, 2 Exchange realignment 428 - 428
RZE—R At 31 December 2016
+-RA=+—H 31,590 73,638 105,228
RZE—RF At 31 December 2016:
+ZA=+—8:
(BN Cost 45,189 129,000 174,189
RETH# 5 Accumulated amortisation (13,599) (55,362) (68,961)
EEFE Net carrying amount 31,590 73,638 105,228
* REAEBRHEEFHitREBRFR * Pursuant to an agreement entered into by the Group and the

Government of Beilun District, Ningbo City, in April 2006 and
three supplementary agreements entered into by the Group,
Ningbo Beilun Water Conservancy Bureau and Ningbo Water
Supply General Company in 2008, the Group has agreed to pay
the local government an amount of RMB129 million in exchange
for a guaranteed constant water supply with a favourable price
for a period of 20 years (“Water Use Right”). As at 31 December
2017, the Group has paid an amount of RMB53,000,000 (2016:
RMB53,000,000), and the remaining amount of RMB76,000,000
was included in other payables.
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17.

+tH&+=-A=+—H 31 December 2017

R—EEBEQATZ2RE 17. AN INVESTMENT IN AN ASSOCIATE
—E—tF —E—RF
2017 2016
AR®TRE ARETT
RMB’000 RMB’000
BEEEFRE Share of net assets 10,851 7,173

BRI RN EENTERR AR ([ZR
A mALE — L QF - WK
f/|5$%.2%§ wE"

AEBRZBE AT 2EREREBBA
RE—HE2ENBARHFHE Z230%H #E
=g e

TRAAANEELFEAZHERT
BT E R

Ningbo Avery Dennison Shenzhou Knitting and Printing Co.,
Ltd. (“Ningbo Avery”) is an associate of the Group and is

considered to be a related party of the Group.

The Group’s shareholding in the associate represents the 30%

equity shares held through a wholly-owned subsidiary of the

Company.

The following table illustrates the financial information of the

Group’s associate that is not material:

—E—tF —ZE-RF
2017 2016
AR T AREET T
RMB’000 RMB’000
FE{GEE S ARIFEFBE KR Share of the associate’s profit for the year
H b2 and other comprehensive income 3,678 2,496
NEFEPE L QAFIRE 2 Aggregate carrying amount of the Group’s
IR EER investment in the associate 10,851 7,173

M
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18. F & 18. INVENTORIES

—E—tF —E—RF
2017 2016
ARE T ARBET T
RMB’000 RMB’000
R K Raw materials 994,954 773,025
8 Work in progress 1,677,620 1,525,175
2R SR Finished goods 1,847,674 1,416,990
4,520,248 3,715,190
B Provision (42,759) (16,100)
4,477,489 3,699,090

19. EWERF K EE 19. TRADE AND BILLS RECEIVABLES
—E—+1F —E—RF
2017 2016
ARE T ARBETIT
RMB’000 RMB’000
JE U BR 3 & R R Trade and bills receivables 2,814,779 2,652,707

AEBREZPZEHERTIEUEET
RET EEHORNEAUNRN -GRE
EEeERmdaiRIERe

are reviewed regularly by senior management.

The Group’s trading terms with its customers are mainly on
credit with credit terms of within six months. Overdue balances
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19. EWERF R ZEE (#) 19. TRADE AND BILLS RECEIVABLES (continued)
RBEHR BEEZEHHAE 2B An ageing analysis of the trade and bills receivables as at the
EREREBRRS AT : end of the reporting period, based on the invoice date, is as

follows:
—E—+tfF —E-RF
2017 2016
ARE T ARETT
RMB’000 RMB’000
=@AR Within three months 2,709,033 2,445,597
=@AMNE Over three months 105,746 207,110
2,814,779 2,652,707
I fm B B sk R AR A B IR E 2 YR The ageing analysis of the trade and bills receivables that are
REEBRZRRDTOT not individually nor collectively considered to be impaired is as
follows:
—E—tF —E-REF
2017 2016
ARE T ARBTT
RMB’000 RMB’000
7 i8 BR oY R B Neither past due nor impaired 2,801,177 2,620,070
B H R = (A A Less than three months past due 6,747 8,766
BmE=EA MU Over three months past due 6,855 23,871
2,814,779 2,652,707

RiEERSORE 2 & Wk IR ST HANE R e
REEZEFPER-

EBRHERBE BKFRRE TIBL
EFAM ZEFEFAAKENRZE
BRIF-BRBEBERLR ARAEER
B EHRNEEERUBEAES BZ
FEADRE AT 2RIE - BEER
ZE R R ERE - N R E Y EL
AERBBRATAEA RIS EEME
FHEEE R

Receivables that were neither past due nor impaired relate to
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 track
record with the Group. Based on past experience, the directors
of the Company are of the opinion that no provision for
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. The Group does
not hold any collateral or other credit enhancements over these
balances.
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10. EWERF R EE (&)

RTZA=+—8 BEEIAEZEIA

T EEHE:

19. TRADE AND BILLS RECEIVABLES (continued)

At 31 December, the trade and bills receivables were

denominated in the following currencies:

—E—tF —E-RF
2017 2016

RH# HEARY Rt HeARE
Original RMB Original RVB
currency  equivalent currency equivalent
T AR¥Tr T ARETRT
in thousand RMB’000 in thousand RMB’000
e US$ 255,432 1,669,042 243,710 1,690,614
AR RMB 1,145,737 962,093
2,814,779 2,652,707

EUEREREZREEREEQAAER

go

approximate to their fair values.

The carrying amounts of the trade and bills receivables
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20. ENHE -BREREMEWSE 20. PREPAYMENTS, DEPOSITS AND OTHER

g RECEIVABLES
—E—+tF —ZE-RF
2017 2016
ARE TR ARBET T
RMB’000 RMB’000
BP H#A Current
AR FRIB MR e Prepayments and deposits
—BERME — Purchase of raw materials 130,460 125,029
—BEME BWE X - Purchase of items of property,

HEIEE plant and equipment 104,223 86,782
—-JEREERIES — Prepaid rental fee and deposits 106,432 124,375
—Hftb - Others 13,900 15,356

FEU R AT W BISERLRF VAT refund receivable and recoverable 256,004 183,540
JFE U F| B, Interest receivable 106,119 69,797
E h fE W 5k 1E Other receivables 92,648 69,357
809,786 674,236
JEBNER Non-current
RHEATE S FRIE Long-term prepayments* 44,291 78,328
T EESEE B RE . Ll SR None of the above assets is either past due or impaired.
BEZeMEERI Y H/ARGLEEH The financial assets included in the above balances relate to
JEWGRIA B receivables for which there was no recent history of default.
BRFRIE - Ze REMERRIEZEREE The carrying amounts of the prepayments, deposits and other
BEHREARBERS- receivables approximate to their fair values.
* RHEBEMNFIBE L HFEAE 2BRNRK * Long-term prepayments represent the prepayments for land use
I8 ° right.

222 BRI B B 45 @142 % 5 PR /2 @ Shenzhou International Group Holdings Limited



B ER IR I EE
Notes to Financial Statements

—“E—+¥+=-HF=+—H 31 December 2017

21.

22,

EZEEX 21. ENTRUSTED LOANS
“E-t% NS
2017 2016
b ] PN
%= (%) A AR%Tx FI2 (%) I#8ME ARETL
Principal Principal
Interest amount Interest amount
rate (%) Maturity  RMB’000 rate (%) Maturity RMB’000
IR Current
RREN-BER Entrusted loans - guaranteed TERA TEAR - 6.40 —F—+F 150,000
N/A N/A 2017

RZB-—RF+ZA=+—RH %7TE
e — B RER R IRITIRMER -

As at 31 December 2016, entrusted loans are guaranteed by a
licensed bank in Mainland China.

AHEHERE 22. AVAILABLE-FOR-SALE INVESTMENTS
—E—tH —T—RHF
2017 2016
AR® T AREFIT
RMB’000 RMB’000
e EETH Financial products issued
& ®E m by financial institutions 2,976,900 3,120,000

RZE—+F+A=+—H B—HE
CREBIBETETEEEAARYE
2,976,900,0007T (ZZE—XF: AR
3,120,000,0007T ) #) & Bl 2 i J9 R A A
BREAR BEHBEZSSRERN
HEEARENAERHERES
MZzEBEDBETERHMERIMA
RARIZEHEMAA([LEWARRIE
THEATRAIMORZZHRE - S BE
MZEHLOR—FEEPFERERES
E55% (ZZF—/RNF:148%) - IRIEMA
BEHSAMN ZEEMERRAE K
SETHNOHEEZSESRER-

As at 31 December 2017, certain financial products
issued by financial institutions with a carrying amount of
RMB2,976,900,000 (2016: RMB3,120,000,000) were stated at
cost less impairment. The applicable size test results in respect
of the purchases of these financial products are all below 5%
and thus, these purchases are not subject to the notifiable
transaction requirements under Chapter 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”). The financial products
have terms of less than one year and have expected annual
rates of return up to 5.5% (2016: 4.8%). Pursuant to the
underlying contracts or notices, these financial products are
capital guaranteed. The Group does not intend to dispose of
them in the near future.
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23. £BER

23. STRUCTURED DEPOSITS

—E—+tF ZE—RF
2017 2016
AR¥ T ARETT
RMB’000 RMB’000
17 B AR B 55 B2 R 1T Y Structured deposits in licensed
HEIBTT 0 IR ANET  banks in the PRC, at amortised cost 1,050,000 -

RZZE—+tF+A=+—HB &EF
RHBERR—FUAR-BEFEHRESZE
4.65% - RIFABENHBE XFH
BERRABRE RS-

As at 31 December 2017, the structured deposits had terms
of less than one year with fixed annual rates of return up to
4.65%. Pursuant to the underlying contracts or notices, these
structured deposits are capital and return guaranteed.

24 BERMBITHEBRKREHENR  24. CASH AND BANK BALANCES AND TIME

DEPOSITS
—E—tHF —E— X
2017 2016
B 5 ARE T ARET T
Note RMB’000 RMB’000
Re MIRTTHES Cash and bank balances 2,079,349 1,961,086
7E 8317 3k Time deposits 1,647,570 1,427,550
3,726,919 3,388,636
AR Less: Pledged deposits 27(b) (500,000) (500,000)
617 5K HA R B Bank deposits with
=@ A ZR1T an initial term of over
& three months (605,518) (433,452)
HRIT R BE B 3K Long-term time deposits at banks (150,000) (350,000)
RehBEEEEY Cash and cash equivalents 2,471,401 2,105,184
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24. BERBITEBREHER  24. CASH AND BANK BALANCES AND TIME

(#&)

RBEHR AEBUAREEZR
© RIRITHE R R A R E352,935,000
T(ZE—RE+TZA=+T—H: AR
#£083,234,0007T) - ARKEAT B
BAEHMEK - A BRIEPEAEL
SNIE B IR G0 R A TE - BB RS EE R
R AEEEMESBERER] S
TIE R EB 2 RITIHARE LR AEM
Bk

R RIT 2 RS LIRTT 28 B FHA
AT B H R EREUA B, o FE HTF 5UA —
BE3GEATFZTRAYEFE 7T
AEBEZBRREHERME  LIRERE
REIF RN R REUA B - RITEHREF
AR E\BEX IR ZEERIFRIT
RekReEEYREEEEQAE
& -

NZE—+F+_A=+—B 5T
N & B F #8775 A R #500,000,0007T
(ZE—RF+-_A=+—H: ARK
500,000,0007T) EBFE FTAREE 2 B
HIRITERER IR - T EF K HIRE B
—F BEEFEHREAE35%

DEPOSITS (continuead)

At the end of the reporting period, the cash and bank balances
of the Group denominated in RMB amounted to approximately
RMB352,935,000 (31 December 2016: RMB983,234,000). The
RMB is not freely convertible into other currencies. However,
under Mainland China’s Foreign Exchange Control Regulations
and Administration of Settlement, Sale and Payment of Foreign
Exchange Regulations, the Group is permitted to exchange
RMB 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. Time deposits are made for varying
periods of between one day and 36 months depending on the
immediate cash requirements of the Group, and earn interest
at the respective short-term time deposit rates. The bank
balances are deposited with creditworthy banks with no recent
history of default. The carrying amounts of the cash and cash
equivalents approximate to their fair values.

At 31 December 2017, certain of the Group’s time deposits
with an amount of RMB500,000,000 (31 December 2016:
RMB500,000,000) were pledged to secured bank loans
granted to the Group. The time deposits have terms of more
than one year and have fixed annual rates of return at 3.5%.
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25, ERERRRREE 25. TRADE PAYABLES
REmEER BNERARESTOT An ageing analysis of the trade payables as at the end of the

reporting period is as follows:

—E—tF —ZE-RF
2017 2016
AR T AREET T
RMB’000 RMB’000
~EAR Within six months 847,695 739,842
NERAE—F Six months to one year 7,761 4,377
—FEMF One year to two years 7,630 3,632
MEM Over two years 10,020 10,366
873,106 758,217
JER BRI ET B o B BR SR 2 BREI (B £ The trade payables are non-interest-bearing. The carrying
HERARBEMRSE- amounts of the trade payables approximate to their fair values.

26. H b B+ FIE KR BT RRIE 26. OTHER PAYABLES AND ACCRUALS

ZE-—+tF ZTRF
2017 2016
ARE TR ARETT
RMB’000 RMB’000
FEETR X Accrued expenses 626,742 408,765
FKHERE 28 (MF3E16)  Payable for Water Use Right (note 16) 76,000 76,000
BEWE BEL Payables for purchase of
[ FERT IR property, plant and equipment 18,954 56,048
BHEETIRERL Payables and guarantee deposits related
JENFBRIRES to construction projects 52,371 9,143
EEEWERIA Advance from customers - 48,268
HEZS Rental deposits 10,640 4,359
Hth A £ 18 Other taxes payable 100,732 122,983
Hit Others 59,210 61,508
944,649 787,074
B eI RIB R ERTRIB REEREE The carrying amounts of the other payables and accruals
NABEEE HEMENFIBEBTE S - approximate to their fair values. Other payables are non-

interest-bearing.
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27. ;TEBTEE 27. INTEREST-BEARING BANK BORROWINGS
ZB-tfE “E-RE
2017 2016
ERA=E iR
(&) M AR®TR (B) A  ARETR
Effective Effective
interest interest

rate (%) Maturity RMB’000 rate (%) Maturity RMB'000

wE Current

ROER-BER Bank loans - unsecured
(RERER) (due for repayment on demand)

BOER-BER Bank loans - secured
(RERER) (due for repayment on demand)

ROER-BER Bank loans - secured
(RERER) (due for repayment on demand)

* ZERTEEFARDEER RER
RITHABYEN TR ERABR S
BRMBAE - FEELAEETR
RERAEBEBRNRITZ ML

HIBOR HIBOR
+0.55 - 0.72 2018 1,170,260 +0.81 2017 357,800
2,65 2019* 500,000 2.65 2019 500,000
6M LIBOR
+0.75/
3M LIBOR 3M LIBOR
+2.40 2018 - 2022* 460,149 +2.40  2019-2021* 383,633
2,130,409 1,241,433

These bank borrowings are included in current liabilities as the
banks have an overriding right to call for cash repayment on
demand at any time without further reference to the Group and
to demand settlement of any balance owing by the Group to the
banks.
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27. st EHRITEE (&) 27. INTEREST-BEARING BANK BORROWINGS
(continued)
—E—tF —E-RF
2017 2016
ARE TR ARBET T
RMB’000 RMB’000
=R Analysed into:
AR T HMEEREZ Bank loans and overdrafts repayable:
RITERRBESR :
—FAHIZEK Within one year or on demand 2,130,409 1,241,433

@ RZE—ttHF+=2A=+—
H RITEBEEHBHARE
460,149,0007C A ETTEHE - 49 A
K #1,170,260,0007T A 7% LT E
K43 A R #500,000,0007C A A R
WETE -

b) AEEETRITER D TlE
TR

() AEBETHRE BFRK
EzRE R_ZT—+tfF
+—A=Z+—HBZE@EE
@R K A R #856,765,000
T(ZZE—RF:ARE
612,791,0007T) : &

iy AEHEzETEHFRE
8- AR %500,000,000
T(ZZE—RNF:ARH
500,000,0007T ) °

(@) As at 31 December 2017, bank borrowing balances of
approximately RMB460,149,000 were denominated in
United States dollars, approximately RMB1,170,260,000
were dominated in Hong Kong dollars, and approximately
RMB500,000,000 were dominated in RMB, respectively.

(b)  Certain of the Group’s bank loans are secured by:

(i) mortgages over certain of the Group’s
equipments, buildings and plants, which had
an aggregate carrying value as at 31 December
2017 of approximately RMB856,765,000 (2016:
RMB612,791,000); and

(i) the pledge of certain of the Group’s time
deposits amounting to RMB500,000,000 (2016:
RMB500,000,000).
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28. MR ESH 28. CONVERTIBLE BONDS

—E—+tF ZE—RF
2017 2016
ARET ARBTT
RMB’000 RMB’000
RZZE—WNF/XA+/\H Face value of convertible bonds
BT BRRES 2 issued on 18 June 2014
[EIRE] 3,097,380 3,097,380
BB Issuing expenses (53,790) (53,790)
SIS Equity component (197,140) (197,140)
RZZE—WNFXA+/\H Liability component on initial recognition
VA ERFOEERHS  on 18 June 2014 2,846,450 2,846,450
EEEF 2 Effect of exchange rate changes 292,218 373,834
RETRLE AR Accumulated finance costs 273,097 231,023
ERHE Interest paid (42,525) (41,162)
LEE = WIN/NS g Converted to shares of the Company (3,369,240) -
BEHLY Liability component = 3,410,145

RZZ—WFNA+NB AR 5%
77 7K & 48 %63,900,000,0008 Tt — &
—NFEANATNBRHZ JRBRES
MR E AER AR R L BA38.56
B (A THAE)EEF X ROSE-
BRIECATE BE S - B30 - B 2 ol Rk 88 -
GRZEES BRI BEERASEY
103.86%ER - R T —HF~A+T=
B —ZE—X"F~A+—8k=ZZ—t
FRA+TH KER-_FT—NF %
—AFRZT-ANFREBRE®R BE
BN Rl AR AFRA QS L HERSS.00
7T~ 37.50% 7T & 37.01/8 T

BESMD MBS D < AARER AT R
BEHFRITREE -

KFEER R-ZZE—+tF XA+ HH
BoAMRESREFHNSEZRTR
37.50 TIA KRBT KR37.01E T 21
B E» Rl 887,199,985 A &
17,022,412/ N A 5] G R E{E0.1048 7T
ZERRD -

On 18 June 2014, the Company issued convertible bonds
which will be due on 18 June 2019, in the aggregate principal
amount of HK$3,900,000,000 with an initial conversion price
of HK$38.56 (subject to adjustment) per ordinary share of
the Company and a coupon rate of 0.5%. Unless previously
redeemed, converted, purchased or cancelled, these bonds
will be redeemed at 103.86% of their principal amount on the
maturity date. On 18 June 2015, 11 June 2016 and 10 June
2017, the conversion price has been adjusted to HK$38.00,
HK$37.50 and HK$37.01 per ordinary share of the Company
respectively, upon the declaration of the final dividend of 2014,
2015 and 2016 respectively.

The fair values of the liability component and the equity
component were determined upon the issuance of the
convertible bonds.

During the year, the convertible bonds together with accrued
interest were converted into 87,199,985 shares of the
Company of HK$0.10 each at a conversion price of HK$37.50
per ordinary share and 17,022,412 shares of the Company of
HK$0.10 each at a conversion price of HK$37.01 per ordinary
share for conversions that took place before and after 10 June
2017 respectively.
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29, IELERIE
EFERER 2 @28 mT

29. DEFERRED TAX

The movements in the deferred tax accounts are as follows:

—E—+tF —E-RF

2017 2016

ARE TR ARETT

RMB’000 RMB’000

mn—A—H At 1 January 1,796 4,981
RAFEBRRAAS Deferred tax credited/(charged)

(kR 2 IBEFIA to the statement of profit or
(MIEE11) loss during the year (note 11) 4,639 (3,185)
R+=—A=+—H At 31 December 6,435 1,796

BEERBEERBERFAZE The movements in deferred tax assets and liabilities during the

year are as follows:

(a) EEHEEE (a) Deferred tax assets
—E—t5F ZE—RF
2017 2016
AR TR ARETT
RMB’000 RMB’000
BE Provisions

w—H—H At 1 January 3,629 4,981

RAFEBIERAAS Deferred tax credited/(charged) to the

(k) 2 IBERERI IR statement of profit or loss

during the year 6,003 (1,352)
Rt+-_A=+—H At 31 December 9,632 3,629

RZB—+F+_A=+—80 =&
EEBERTEARE REEIBER
MREEEZ RETRBEBEERHARK
316,224,000 (ZE —RF+=
A=+—8: AR%586,042,000
TR —ERFRFGIE - ALK
SR SR FERR BB o AR B R R
HEAINH R EEERETER
BEE RAAERBTKRMEE

JE AR 5 DA 41 K 8 AT 30 B A
EEo

As at 31 December 2017, the Group had accumulated
tax losses of approximately RMB316,224,000 (31
December 2016: RMB586,042,000) arising in Mainland
China, the Kingdom of Cambodia and Vietnam, which
will expire in one to five years for offsetting against
future taxable profits. Deferred tax assets have not been
recognised in respect of these deductible temporary
differences as it is not considered probable that taxable
profits will be available against which the deductible
temporary differences can be utilised.
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29, IEERIE (&) 29. DEFERRED TAX (continued)

(b) EZEHEEME (b) Deferred tax liabilities
—B-tF —TAF
2017 2016
ARET ARBTT
RMB’000 RMB’000
ERBELEBRITEMNSEE Depreciation allowance in
excess of related depreciation
®n—A—H At 1 January 1,833 -
RAFEEZRMBRZ Deferred tax charged to the
EET IR statement of profit or loss
during the year 1,364 1,833
W+—A=+—8 At 31 December 3,197 1,833

RIBRERERGENRE RZZE
NEFE—A—BRBLEARZ-ZZE
tE+A=+—HEBZ2ABF:
AR B RBERG L 2 B IMEE 2
FTE IR 2 IR BAKKI10%TENT -
fisf FR B K fE B2 SN & & BT S A
ERERAERSRE  BIR] EARK
ZHEABER -GAREEMES - EA
MERS% BB HEEAR —FZN
FZAZTZHEMIT(2008)5
155 AR —ZEZT+HF+ =8
=T -HHNREBRMNE IR RE L
PE AR BIER R BANTERL o

RZE—tF+=—A=+—H %
B A EBE NP EREN B
NRAZBZIBIG 2 K ELHE A
ZIENTEMB mEREERIE &
ERE  ZEWBRRRNARiERK
DIRZERBN 2 AJREET K R =
T—t+F+-_A=+—H HEEE
A AR B K BE BT B R B A B8 A R
REEHEAB YR EZHEH
B ANR¥14,129,494,0005T (=
E-RE+-A=1+—H8: ARK
12,293,092,0007T ) °

Pursuant to the PRC Corporate Income Tax Law, a 10%
withholding tax is levied on dividends declared from the
foreign investment enterprises established in Mainland
China effective from 1 January 2008 and applied to
earnings after 31 December 2007. A lower withholding
tax rate may be applied if there is a tax treaty between
Mainland China and the jurisdiction of the foreign
investors. For the Group, the applicable rate is 5%. On 22
February 2008, Caishui (2008) No. 1 was promulgated by
the tax authorities to specify that dividends declared and
remitted out of the PRC from the retained profits as at 31
December 2007 are exempted from withholding tax.

At 31 December 2017, no deferred tax has been
recognised for withholding taxes that would be payable
on the unremitted earnings that are subject to withholding
taxes of the Group’s subsidiaries established in Mainland
China. In the opinion of the directors, it is not probable
that these subsidiaries will distribute such earnings
in the foreseeable future. The aggregate amount of
temporary differences associated with investments in
subsidiaries in Mainland China for which deferred tax
liabilities have not been recognised totalled approximately
RMB14,129,494,000 at 31 December 2017 (31
December 2016: RMB12,293,092,000).
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30. A& 30. SHARE CAPITAL
B Shares
—E—t& ZT-R%E
2017 2016
TExr AR®Tn TEL  ARETR
HK$’000 RMB’000 HK$'000 RMB’000
BETRAR: Issued and fully paid:
1,503,222,397% 1,503,222,397 (2016:
(ZE—R%F: 1,399,000,000) ordinary
1,399,000,0008% ) 2R E (& shares of HK$0.10 each
01082 @K 150,322 151,200 139,900 142,105

ARRRAZHBEMT -

A summary of movements in the Company’s share capital is as
follows:

EERTRAHE &N
Number of
shares in
issue Share capital
BT AREFT
HKS RMB'000
RZZ—R"E+ZA=+—HK At 31 December 2016 and

—T—+%-f-H 1 January 2017 1,399,000,000 139,900,000 142,105
BRI RRES Conversion of convertible bonds 104,222,397 10,422,240 9,095
RZE—+F+=ZRA=+—H At 31 December 2017 1,503,222,397 150,322,240 151,200

KEER R_Z—tFEXA+HBA
1% » K& %8 /3,900,000,000/% 7T 2 A #
W& (EFE R AT BB TR T AR
37.50 L R B L BAR37.01E L 214
BB 9 Bl 88 #a A A& ££104,222,397 % K
NEFREMEC10EB Tz B 318
% AN 18 50 A R #9,095,0007T

BRI B B 45 @1 4% % 5 PR /2 @ Shenzhou International Group Holdings Limited

During the year, the convertible bonds in the principal amount
of HK$3,900,000,000 together with accrued interest were
converted into a total of 104,222,397 shares of the Company
of HK$0.10 each at a conversion price of HK$37.50 per
ordinary share and of HK$37.01 per ordinary share for
conversions that took place before and after 10 June 2017
respectively, resulting the increase of share capital amounting
to RMB9,095,000.
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31. &
AEBRENRBEEE I HESER

H

P

(ii)

(iii)

HOEINNMBRKRE148ALRA

REEDE-

ZERBABS ([AEBRHAE
£1)

BHE B R RE R B KRB
NRZBBERMA - SHBE KR
MEBARAERERIREARE:
JRAVETE 2 BRI AE10% 8 A E
ETERBAES EEBBEAESR
EFFMARAR 250% 5 1E o #890E
ERBATES A AREIMNER R
KN EER B ZBETBIORE
I 2 25% ©

BE 5% Bh 7 44
[E R B e AR E BN B A
AZzHBHRREEZELZR

H At 7 48
HitEHE T RRIEFENBTR
T BOHEMBRTMESNHK
BHEBENR S BHFZEHEER
BREERED  #fE— S FBEN B
AP FES2 ©

31. RESERVES

The amounts of the Group’s reserves and the movements

therein for the current and prior years are presented in the

consolidated statement of changes in equity on page 148 of

the financial statements.

(i)

(i)

(iii)

Statutory surplus reserve (“SSR”)

In accordance with the Company Law of the PRC and the
articles of association of the Mainland China subsidiaries,
each of the Mainland China subsidiaries is required to
allocate 10% of their profit after tax, as determined in
accordance with the PRC generally accepted accounting
principles, to the SSR until the reserve reaches 50% of
its registered capital. Part of the SSR may be converted
to increase paid-up capital, provided that the remaining
balance after the capitalisation is not less than 25% of the
registered capital.

Exchange fluctuation reserve

The exchange fluctuation reserve represents exchange
differences arising from the translation of the financial
statements of the foreign subsidiaries.

Other reserve

The other reserve represents the excess of the
consideration received for partial disposal of a subsidiary
without loss of control, over the carrying amount of
the non-controlling interests as at the transaction date.
Further details are given in note 32 to the financial
statements.
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2. FERERZZRS 32. TRANSACTIONS WITH NON-
CONTROLLING INTERESTS
(a) TEEXEHFHEBATHENREL (a) Disposal of interest in a subsidiary without loss of
AR control
RZE—-—X"FNAZ+8" On 26 August 2016, the Company and NetEase (Hong
RAGHBE (BEB)BRAA Kong) Limited entered into a share purchase agreement
Bt H %4,9000% 5 EBVIE @ AR 5T in relation to the sales of 4,900 ordinary shares of Maxwin
v—mERBE REHARE BVI for a consideration of approximately RMB77,245,000.
77,245,0007T ° ANF E A 2B There had been no such transaction during the current
Z e year.
(b) BE-ZE—ARF+ZA=+—HL (b) Effects of transactions with non-controlling
FE BEFEHUEERNARZHR interests on the equity attributable to owners of the
PAEEEEAELESNEE Company for the year ended 31 December 2016
Ve
Effect on the
total equity
ARETT
RMB’'000
RAFIRREGEZEFSRE : Changes in equity attributable to shareholders of
the Company arising from:
—PEREHEBEATLE — disposal of an interest in a subsidiary without
B B8 A B HE 25 loss of control 148,333
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33. REBERERWTE 33. NOTES TO THE CONSOLIDATED
STATEMENT OF CASH FLOWS
AMETHERCAEED Changes in liabilities arising from financing activities

RITER R E S

Convertible

Bank loans bonds

ARBFIT ARBTT

RMB’000 RMB’'000

RZZE—+tF—H—H At 1 January 2017 1,241,433 3,410,145

MERSREECE Changes from financing cash flows 888,976 (1,363)
s AR R AR (HaE28) Converted to shares of the Company

(note 28) - (3,369,240)

B 5, & Foreign exchange movement - (81,616)

MERX Interest expense 80,942 42,074

DERKEREREL Interest paid classified as

EATHE operating cash flows (80,942) -

RZZ—+F+=ZA=+—H At 31 December 2017 2,130,409 -

34. FREE 34. CONTINGENT LIABILITIES
RZEBE—+F+_A=1+—8B &K&EE As at 31 December 2017, the Group had no significant
WHmERNIABE- contingent liabilities.

35. EEEH 35. PLEDGE OF ASSETS
RAEERTERERIAEREE Details of the Group’s assets pledged for the Group’s bank
ZHBORENRM B HREWE14 24K loans, are included in notes 14, 24 and 27, respectively, to the
27 ° financial statements.
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36. & 36. COMMITMENTS
(a) RERERIE (a) Operating lease commitments
REERBIIHESCEHELH The Group leases certain of its office premises and plant
HMEEETHAEMERKSE - under non-cancellable operating lease arrangements.
RZE—+F+_A=+—H" K At 31 December 2017, the Group had total future
EEREBETATRMECEHERN minimum lease payments under non-cancellable
ZARKEHEESWT operating leases as follows:
—E—+tHF —ZE-RF
2017 2016
ARE TR ARBETF T
RMB’000 RMB’000
—F R Within one year 110,173 95,430
E_EZERF In the second to fifth years, inclusive
(BREERMF) 322,883 269,761
hF%& After five years 84,494 143,783
517,550 508,974
(b) EXEE (b) Capital commitments
—E—tHF ZE—RF
2017 2016
AR TR ARBT T
RMB’000 RMB’000
SHESIEE 3= Contracted, but not provided for:
BEVE BELEE Acquisition of property,
plant and equipment 577,922 325,766
BE AR Acquisition of land use right 105,130 109,244
683,052 435,010
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37. BBA LIRS

() ZAEEXFEEBABZHE

37. RELATED PARTY TRANSACTIONS

(@) Compensation of key management personnel of the

Group
—E—tF ZE-RF
2017 2016
ARBTR AREF T
RMB’000 RMB’000
BEELSAERASME  Remuneration of directors and
senior management 26,986 24,663

BEREERERITBRARFHEZ
E—THBEN MWK ES

(b) HBEBMALIZHEXRS

RN B s R b3 5 F il 2 2
ZHN REBRERN G EREBA L

ETTIERRS:

Further details of the directors’ and chief executive's
emoluments are included in note 8 to the financial
statements.

(b) Continuing transactions with related parties
In addition to the transactions detailed elsewhere in these
financial statements, the Group had the following material
transactions with related parties during the year:

—E—tF ZE—RF
2017 2016
AR¥ T ARBTT
RMB’000 RMB’000
MERRMNEEBRAR Lease of apparel production properties
(feamzEzl) " from Ningbo Shenzhou Properties Co.,
HERELEME Ltd. (“Shenzhou Properties”)* 9,624 8,989
B BN ES AR QR Processing services provided by Ningbo
(TERMtts@]) - Shenzhou Shitong Knitwear Co., Ltd.
R Z NI R (“Shenzhou Shitong”)* - 10,528
MR E R EET Purchase of packaging materials from
BEmERAA Shaoxing County Huaxi Packaging
(TERBERRAF]) ™ Materials Company Limited
REBEYR (“Huaxi Packaging Company”)** 43,861 48,377
B LR EIE R Printing service provided by
Ningbo Avery*** 65,533 59,371
[ 2% SRR 4t $4% K& Sales and marketing services and
BRI IA R —R IR general support services provided
Bk 7% to Ningbo Avery*** 3,821 -
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37. BBA TR F
EREBA LTI RERS (£)

(b)

(c)

*k

RMNEZ N RN B ARE—
RMITERES

ERRERARHAARRA—EH
TEEZRBIES -

BREUMAREEZBE QG
RIEAKBZBBALT -ZR5
WAREK EHHRANEIAZRE
M ERERS -

() B8 B A £ 42 41 2 AR 75 B () R e
ALTZEBMEEDIREABEAR
AAETEEFPREZARER
R fRBETT

BEEBALZREESER
AEEEEBRBA LA TAR:

37. RELATED PARTY TRANSACTIONS (continued)

(b)

(c)

Continuing transactions with related parties

(continued)
* Shenzhou Properties and Shenzhou Shitong are controlled
by one of the Company’s executive directors.

*k

Huaxi Packaging Company is controlled by the relatives of
one of the Company’s executive directors.

Ningbo Avery is an associate of the Group and is
considered to be a related party of the Group. This
transaction does not constitute continuing connected
transactions as defined in Chapter 14A of the Listing
Rules.

The services provided to and purchase and lease from
the related parties were made according to the published
prices and conditions offered by the related companies to
their major customers.

Outstanding balance with related parties
The Group had the following balance with its related
parties:

—E—tF —T—RF
2017 2016
ARET AREET T
RMB’000 RMB’000
JE UR BEBSE A =38 Amounts due from related parties

—HEZE@M: — trade related:
BIMNE Shenzhou Properties 444 70
=R Ningbo Avery 162 756
606 826
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38. REHE s 2EMITH
REEMR SEBEMTAZREE

38. FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of financial

N instruments as at the end of the reporting period are as follows:
SREE Financial assets
—E-—tF
2017
EMR AHEE
& W E CREE 5t
Available-
for-sale
Loans and financial
receivables assets Total
AR¥ETR AR®T R AR¥T R
RMB’000 RMB’000 RMB’000
AHEERE Available-for-sale investments - 2,976,900 2,976,900
FEYRR R R B Trade and bills receivables 2,814,779 - 2,814,779
SFAFERMFIE % E& M Financial assets included in
Hh W IR 2 prepayments deposits
ERMEE and other receivables 198,767 - 198,767
JE UG B B A 5008 Amounts due from related parties 606 = 606
BEEEFER Structured deposits 1,050,000 - 1,050,000
BT R Pledged deposits 500,000 = 500,000
M fFEFEHE =B 2 Bank deposits with an initial term
RITF K of over three months 755,518 - 755,518
ReNBESEEY Cash and cash equivalents 2,471,401 - 2,471,401
7,791,071 2,976,900 10,767,971
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38. ZEAHE D ZEMT A (&)

(continued)

Financial assets (continued)

38. FINANCIAL INSTRUMENTS BY CATEGORY

—E-RF
2016
BEXR AHEE
JE W R IR TREE et
Available-
for-sale
Loans and financial
receivables assets Total
ARBETT ARETT ARETT
RMB’000 RMB’000 RMB’000
AHEERE Available-for-sale investments - 3,120,000 3,120,000
JE W BR 3 e R AR Trade and bills receivables 2,652,707 - 2,652,707
FFATENFIE &K Financial assets included in
H b e Y IE 2 prepayments deposits
SREE and other receivables 139,154 - 139,154
FE W B Bk A - FRIB Amounts due from related parties 826 - 826
ZEEN Entrusted loans 150,000 - 150,000
[RELRErER Pledged deposits 500,000 - 500,000
MR FEZEE =M 2 Bank deposits with an initial term
|ITFER of over three months 783,452 - 783,452
ReMRESEFEEY Cash and cash equivalents 2,105,184 - 2,105,184
6,331,323 3,120,000 9,451,323
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38. ERE S Z2EMIE (&) 38. FINANCIAL INSTRUMENTS BY CATEGORY

(continued)
cEAas Financial liabilities
—E—+tF ZE—RF
2017 2016
AR®ET ARBTT
RMB’000 RMB’000
REBERTTEZ Financial liabilities at amortised cost
SRAasE
RN BRF LR Trade payables 873,106 758,217
AT A H b B A SR IE K Financial liabilities included in
EErRIEzSRAE other payables and accruals 317,907 330,041
AR AR 25 Convertible bonds - 3,410,145
RIRITEE Interest-bearing bank borrowings 2,130,409 1,241,433
3,321,422 5,739,836

30. T AZAAERAAMEE 39. FAIR VALUE AND FAIR VALUE HIERARCHY

5 OF FINANCIAL INSTRUMENTS

AEEZERMTARBENRAAE (K
FHEEAREBEBEEMEERIN N

The carrying amounts and fair values of the Group’s financial
instruments, other than those with carrying amounts that

N reasonably approximate to fair values, are as follows:
RHEE AfE
Carrying amounts Fair values
—E-t& —T-RFE Bt —T-RF
2017 2016 2017 2016
ARETRT ARETT ARETR AR%®TR
RMB’000 RMB’000 RMB’000 RMB’000
EREE: Financial assets:
EEATR Pledged deposits 500,000 500,000 498,739 497,255
RITRMEHER Long-terms time deposit at bank 150,000 350,000 150,250 354,863
650,000 850,000 648,989 852,118
SRAE: Financial liabilities:
FERITEE Interest-bearing bank borrowings 2,130,409 1,241,433 2,107,387 1,216,901
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39.

40.

EMIBECZARBERAAERE
e

EREIE BORBLZEY N
FERERB= A 2 RITIF R ENEEE
SAEHEERE EHER HBT
% ENRR R RS EAER AT
NHE R REMERREZ S RE
E A AHMEMRERESREY S
BhEE - E U R A £ EIE DA R AT AR
EHEMAAERAETERE 2R
HAZETAREHABIE-

TRMEEMNBBEZAREBENZIARE
R 57 (MIERAIFERIFE)EA
RETHARZEEAR NITAR
BRIOTARGEEARE:

RITRMERFR S HERFRLFE
RITEEZARETERAEBRLE
K EERBEGTIHHA 2 TARE
ARG Z M EBRIBRAR KB REM

Sy e
ar = °

HHEEREEBEEREXK

BOTETES AEEZTESRMTA
BREABRERES ROTERMEEUAR
RITFER - ZFEMTATBEERN
SEZEEEMFTES AKETEZ
BHEMSHEENAE PIMEERKE
BELEZBUWIRR M EMRR -

AEEEMITEEEAZ T BRARANE
R-SMNERR EERRBERBES
R 22 EMRHERRNEES
R - B BEBERR XA -

39.

40.

FAIR VALUE AND FAIR VALUE HIERARCHY
OF FINANCIAL INSTRUMENTS (continued)
Management has assessed that the fair values of cash
and cash equivalents, the current portion of bank deposits
with an initial terms of over three months, available-for-sale
investments, entrusted loans, structured deposits, trade and
bills receivables, trade payables, financial assets included in
prepayments, deposits and other receivables, financial liabilities
included in other payables and accruals, amounts due from
related parties and convertible bonds approximate to their
carrying amounts largely due to the short term maturities of
these instruments.

The fair values of the financial assets and liabilities are included
at the amount at which the instrument could be exchanged
in a current transaction between willing parties, other than
in a forced or liquidation sale. The following methods and
assumptions were used to estimate the fair values:

The fair values of long-term time deposits at banks, pledged
deposits and interest-bearing bank borrowings have been
calculated by discounting the expected future cash flows using
rates currently available for instruments on similar terms, credit
risk and remaining maturities.

FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise
convertible bonds, bank loans and cash and bank deposits.
The main purpose of these financial instruments is to raise
finance for the Group’s operations. The Group has various
other financial assets and liabilities such as trade receivables
and trade payables, which arise directly from its operations.

The main risks arising from the Group’s financial instruments
are interest rate risk, foreign currency risk, credit risk and
liquidity risk. The board of directors reviews and agrees policies
for managing each of these risks and they are summarised
below.
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AEEEHRZZFEERR - %5 E K
BAYZFETIREB Z2EEK
BZBETLZHE ANEHEN6% (ZF
—INEF 1 76% ) HHE PASMNEFHE - M IEIA
ETHEZKEBMNREERHE

40. R EE B ERBER 40. FINANCIAL RISK MANAGEMENT
(%) OBJECTIVES AND POLICIES (continued)
F = & B Interest rate risk
AEEMEY TS REE R £ S The Group’s exposure to the risk of changes in market interest
AEERFYERPEBET (BHEHER rates relates primarily to the Group's long-term debt obligations
EREFENBER —FRIBAEE Y (including the bank borrowings due to repayment after one year
RITEE) BB - which contain a repayment on demand clause) with floating
interest rates.
TRINTHRIRERK  TAHE EMEEH The following table demonstrates the sensitivity at the end of
T ZIERT - ANE B AR E R the reporting period to a reasonably possible change in interest
REBAEE T BREDT - rate, with all other variables held constant, of the Group’s profit
before tax.
BR B AT
=) FEE
(THEHEZ (R 2)
Increase/
Increase/ (decrease)
(decrease) in in profit
basis points before tax
ARBTT
RMB’000
—EB-tF 2017
T E R If interest rate increases 50 (1,309)
AR 2T If interest rate decreases (50) 1,309
—T-R#F 2016
INF &= E If interest rate increases 50 (1,918)
LUR Y NG If interest rate decreases (50) 1,918
S EE B B Foreign currency risk

The Group has transactional currency exposures. Such
exposures arise from sales by operating units in currencies
other than the units’ functional currencies. Approximately 36%
(2016: 76%) of the Group’s sales were denominated in foreign
currencies other than the functional currencies of the operating
units making the sales.
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40.

ERAREEEERKE 40. FINANCIAL RISK MANAGEMENT

(#&)
SNERBE (F)

TRIRA R MK - 15 Fi7 R A B

TE 2RSS B B AR
TR LB R A 2 AT A B 2 B 5
RGES LTI RY PO T

OBJECTIVES AND POLICIES (continued)

Foreign currency risk (continued)

The following table demonstrates the sensitivity at the end of
the reporting period to a reasonably possible change in US$
and HK$ exchange rate, with all other variables held constant,
of the Group's profit before tax (due to changes in the fair value

FrEL) ° of monetary assets and liabilities).
NEER HEBANEZ BE LT/
R/ (F®) LR/ (TH) (F&)*
Increase/ Increase/
(decrease) in (decrease) in Increase/
foreign profit (decrease) in
currency rate before tax equity”
AREFT ARETR
% RMB’000 RMB’000
—2—t§ 2017
MARBRETHE If RMB strengthens against US$ 5 (58,088) (72,697)
MARERETRE If RMB weakens against US$ (5) 58,088 72,697
—E-RF 2016
MARBLETHE If RMB strengthens against US$ 5 (53,415) (50,293)
MARBEETRE If RMB weakens against US$ (5) 53,415 50,293
e 2017
MARBHEBETHE If RMB strengthens against HK$ 5 8,327 50,066
MARBLETEE If RMB weakens against HK$ (5) (8,327) (50,066)
—E-RE 2016
MARB LB THE If RMB strengthens against HK$ 5 1,095 15,478
WMAREEBTRE If RMB weakens against HK$ (5) (1,095) (15,478)

: R & &I SN

*

Excluding retained profits
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40. i EABREEBEEREE 40. FINANCIAL RISK MANAGEMENT
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AEBEEMEREE (BRREERE
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MR 2 & REE BB AL
RAE)ZEERRREXZHFELD:
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'
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FEORS ARBAERR-FES
HEBRER,/ XZHFEE -NRE
HR AEBBEETEESETRARK:
REBEZ2% (ZF—71F :34% ) &92%
(ZE—RNF:02% ) BURERREES
FIREAEBZBEAERFRARES -
HRAEBEZFERFPHATRELR
AR HEEASECEYRPELH
FE AEENZEZEREEES
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OBJECTIVES AND POLICIES (continued)

Credit risk

The Group trades only with recognised and creditworthy
third parties. It is the Group’s policy that all customers who
wish to trade on credit terms are subject to credit verification
procedures. In addition, receivable balances are monitored on
an ongoing basis and the Group’s exposure to bad debts is not
significant.

The credit risk of the Group’s other financial assets, which
comprise cash and cash equivalents, bank deposits with an
initial term of over three months, entrusted loans, structured
deposits, pledged deposits, available-for-sale investments,
financial assets included in prepayments, deposits, and other
receivables, amounts due from related parties, arises from
default of the counterparty, with a maximum exposure equal to
the carrying amounts of these instruments.

Since the Group trades only with recognised and creditworthy
third parties, there is no requirement for collateral.
Concentrations of credit risk are managed by customer/
counterparty. At the end of the reporting period, the Group had
certain concentrations of credit risk as 32% (2016: 34%) and
92% (2016: 92%) of the Group’s trade and bills receivables
were due from the Group’s largest customer and the five
largest customers, respectively. As the major customers of
the Group are all world-famous brand companies, which have
established long-term business relationships with the Group,
concentrations of credit risk are well managed by the Group.

Further quantitative data in respect of the Group’s exposure to

credit risk arising from trade and bills receivables are disclosed
in note 19 to the financial statements.

Annual Report 2017 £

245



MIE R MR

Notes to Financial Statements

—“E—+¥+=-HF=+—H 31 December 2017

40. I REBEEEEREEK 40.
(&)
FEE S AR
AEEEBREADHELHE T AEE
BeEmAK - BRI AZERSRT
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FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)
Liquidity risk

The Group monitors its risk to a shortage of funds using a
recurring liquidity planning tool. This tool considers the maturity
of both its financial instruments and financial assets (e.g., trade
and bills receivables) and projected cash flows from operations.

RS ER  IRRE T4 EA IR 3G The maturity profile of the Group’s financial liabilities as at
E-AEERmABECIBABRLNA the end of the reporting period, based on the contractual
™ undiscounted payments, was as follows:
ZE-tF
2017
~MiAE
REX  ORAER HRT=fEA -EWE WERL @it
6to
Less than less than 1t02 Over
On demand 6 months 12 months years 2 years Total
AE®TR ARETR ARETR ARETR ARETR ARETR
RMB’000 RMB'000 RMB’000 RMB'000 RMB'000 RMB'000
ERER Trade payables 25,411 847,695 - - - 873,106
AEMFE Other payables 317,007 - - - - 317,907
HERAMEE Interest-bearing bank borrowings - 973,642 430,759 517,622 273,000 2,195,023
343318 1,821,337 430,759 517,622 213,000 3,386,036
Z3-RE
2016
nELES
BELX  ORAEAR SRTZBA —ZMmF AENE i
Less than 6 1o less than 1102 Over
On demand 6 months 12 months years 2 years Total
ARBTR  ARETT AR%®TR  ARETRT ARETR  ARETR
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ERERRZE Trade payables 18,375 789,842 - - - 758,217
EthEAE Other payables 330,041 - - - - 330,041
aRES Convertible bonds - 8,721 8,721 17,443 3,497,271 3,532,156
HERAEE Interest-bearing bank borrowings - 374,473 12,866 25,732 916,179 12329,50

348,416 1,123,036 21,587 43175 4,413,450 5,949,664
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40. i EABREEBEEREE 40. FINANCIAL RISK MANAGEMENT
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AEBEAREEZ T ZEARAERGERN
SERBEEZRNRBERRIFERL
T PUFHEEB RSB RFERRKE
=

REBRBEERAEBDEERFAER
BARE - BEBIABREAEE K
SEATEAERRIRMNS ZRE - [
REEEARBETHR - BE2=F—+
F+-—A=+—BRZZE—F"F+=
A=+—HLEFE BUEEEANE
Z BERREFTEES-
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A R LAt & A SRR R BT AR BR &
ERBEEEEY BEXBREARKRERE
EED RARAEE ARERED RNR
TR BABELERNT:

OBJECTIVES AND POLICIES (continued)

Capital management

The primary objectives of the Group’s capital management are
to safeguard the Group’s ability to continue as a going concern
and to maintain healthy capital ratios in order to support its
business and maximise shareholders’ value.

The Group manages its capital structure and makes
adjustments to it in light of changes in economic conditions.
To maintain or adjust the capital structure, the Group may
adjust the dividend payment to shareholders, return capital
to shareholders or issue new shares. No changes were made
in the objectives, policies or processes for managing capital
during the years ended 31 December 2017 and 31 December
2016.

The Group monitors capital using a gearing ratio, which is net
debt divided by the adjusted capital plus net debt. Net debt
includes interest-bearing bank borrowings, trade payables and
other payables and accruals, less cash and cash equivalents.
Capital includes the liability component of convertible bonds
and equity attributable to owners of the Company. The gearing
ratios as at the end of the reporting periods were as follows:
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40. B EREERBERBEE

(#&)
EXER (&)

40. FINANCIAL RISK MANAGEMENT

OBJECTIVES AND POLICIES (continued)

Capital management (continued)

—E—tF —E—RF

2017 2016

ARE T ARBEF T

RMB’000 RMB’000

SFRIRITEE Interest-bearing bank borrowings 2,130,409 1,241,433
FETER 3K Trade payables 873,106 758,217
H it E B M EETFIE  Other payables and accruals 944,649 738,806
BReRBEEEEY Less: Cash and cash equivalents (2,471,401) (2,105,184)
B F58 Net debt 1,476,763 633,272
AR ES  BEID Convertible bonds, the liability component = 3,410,145
KRNBHEE AE(LEZE Equity attributable to owners of the Company 19,621,181 15,092,944
KRB ER Adjusted capital 19,621,181 18,503,089
EARNRERFRE Capital and net debt 21,097,944 19,136,361
EARABELEX Gearing ratio 7% 3%
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41. QBB AR R T 41. STATEMENT OF FINANCIAL POSITION OF
THE COMPANY

Information about the statement of financial position of the

RRABRARERR 2 M BARRK 25

BEEF T Company at the end of the reporting period is as follows:
—E—+F —E—RF
2017 2016
ARE TR AREFIT
RMB’000 RMB’000
ERBEE NON-CURRENT ASSETS
W% BB k& E Property, plant and equipment 7 6
KRB AR ZEE Investments in subsidiaries 883,681 883,681
BTMBARIZER Loans to subsidiaries 3,296,007 4,451,989
IERBEELE Total non-current assets 4,179,695 5,335,676
REEE CURRENT ASSETS
JFE L BR 3R Trade receivables 181,861 149,101
H b e W AR 3R Other receivables 2,623,543 3,019,144
LTHBRRIZER Loans to subsidiaries 1,082,260 1,037,814
JFE U B B A B FIE Amounts due from subsidiaries 602,029 267,961
ReMBREEEY Cash and cash equivalents 109,022 122,631
wmmEEE Total current assets 4,598,715 4,596,651
REEE CURRENT LIABILITIES
Hith fEF FIB N JEETFIE  Other payables and accruals 1,303 261
FFERITEE Interest-bearing bank borrowings 1,003,080 357,800
JE 1B B A B FE Amounts due to subsidiaries 3,180,587 3,781,988
JE B AR 18 Tax payable 18,952 8,262
FENTEN=R= Total current liabilities 4,203,922 4,148,311
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M. ARFHMEMRREK &)

41.

STATEMENT OF FINANCIAL POSITION OF
THE COMPANY (continuead)

—E—+tF —E—RF
2017 2016
AR T AREFIT
RMB’000 RMB’000
BARABEE NET CURRENT ASSETS 394,793 448,340
WEERRBERE TOTAL ASSETS LESS CURRENT
LIABILITIES 4,574,488 5,784,016
ERBEE NON-CURRENT LIABILITIES
AR ES Convertible bonds = 3,410,145
WIETBEGE Total non-current liabilities = 3,410,145
FEE Net assets 4,574,488 2,373,871
Ea EQUITY
& A Share capital 151,200 142,105
s (M EE) Reserves (note) 4,423,288 2,231,766
BRET Total equity 4,574,488 2,373,871
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41.

42,

RATHBMRRER #) 41. STATEMENT OF FINANCIAL POSITION OF
THE COMPANY (continuead)
B 5 - Note:
RABKFEHEHRENT A summary of the Company’s reserves is as follows:
4 & TaKRES EXRE
Bk RABH 2EHHH ik REEF Az
Equity
component
Share of Exchange
premium Capital  convertible  fluctuation Retained
account surplus bonds reserve profits Total
ARETT  AREFTR  ARETT ARETT ARETR ARETR
RMB'000 RMB'000 RMB’000 RMB'000 RMB'000 RMB'000
RZB-x%¥-A—-H At 1 January 2016 1,471,742 727,430 197,140 (378,967) 524,421 2,541,766
FERENRLE Total comprehensive income for the year - - - 72,253 871,875 944,128
SE-E-RERERS Final 2015 dividend declared (810,094) - - - (444,034 (1254128)
RZZ-RF+ZA=1t—H  At31 December 2016 661,648 727,430 197,140 (306,714) 952,262 2,231,766
EEZENEAE Total comprehensive income for the year - - - (175,246) 1490450 1,315,204
ERTARESR Conversion of convertible bonds 3,557,285 - (197,140) - - 3,360,145
ER-T-ANERERE Final 2016 dividend declared (700,787) - - - [894500)  (15595,287)
“E-tERERE Interim 2017 dvidend (838,540) - - - - (888,540)
RZB-tE+ZBA=1—H At 31 December 2017 2,629,606 727,430 - (481,960) 1,548,212 4,423,288

BERMBE®RER

EEgN T N\F=ZA-+XAH#LE
b 35 4 T B A A K

42. APPROVAL OF THE FINANCIAL
STATEMENTS

The financial statements were approved and authorised for

issue by the board of directors on 26 March 2018.
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Financial Information Summary
(BRBEFHIN FTBSEAARETITIR)

(Amounts expressed in RMB’000 unless otherwise stated)

AEERBEAMBHREMBEERFRAER
EFBFEZEAMEEAREE BER
DHBEREREEHIMT

A summary of the published results and assets, liabilities and
minority interests of the Group for the last five financial years,
prepared on the basis as set out herein, is set out below:

BE+t-A=+-BLEE R+t=A=+-H

For the year ended 31 December/As at 31 December

ZE—tH _—ZT—R#E —RF —mE —EB-=
2017 2016 2015 2014 2013
ARBTR ARBTT AR®BTT ARETIT ARETR
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
¥ Results
WA Revenue 18,085,247 15,099,076 12,639,332 11,131,532 10,047,217
BB AR Finance costs (123,016) (119,834) (98,733) (46,442) (10,010)
B 35t A R R Profit before tax 4,288,231 3,642,947 2,886,901 2,543,347 2,201,209
FTE R X Income tax expense (528,280) (695,267) (532,059) (476,717) (397,297)
FE Profit for the year 3,759,951 2,947,680 2,354,842 2,066,630 1,803,912
ATATEIE#ER: Attributable to:
NAEB A Owners of the parent 3,762,721 2,947,673 2,354,664 2,065,867 1,802,989
FEPE 1 A Non-controlling interests (2,770) 7 178 763 923
3,759,951 2,947,680 2,354,842 2,066,630 1,803,912
EE -BEBR Assets, Liabilities and
FEFMER Non-controlling
Interests
BEE Total assets 24,093,205 21,816,062 18,361,614 15,943,028 11,317,274
BEE Total liabilities (4,268,552) (6,506,460) (5,271,778)  (4,131,702) (985,617)
FEPE I 1 2 Non-controlling interests (203,472) (216,658) (15,716) (15,757) (15,393)
19,621,181 15,092,944 13,074,120 11,795,569 10,316,264
Wit AEBHE-Z—RER-F—+4+-H Note: The consolidated results of the Group for each of the two years ended

“t+—HUMEFESEZHRAEE UK

F:gfﬁi&:%ft¢+—ﬂ_+fa
REEBE - BB NRIETHI RS RN R

%%umﬁi%ZﬂE%ﬁ%

31 December 2016 and 2017 and the consolidated assets, liabilities
and non-controlling interests of the Group as at 31 December 2016
and 2017 are those set out on pages 144 to 251 of the financial
statements.
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