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OUR VISION

Make sports your life!

OUR MISSION

Discover your persistent passion for sports by providing
convenient and fun sports experiences via unique channels
full of quality services and products you can access
everyday.
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THE GROUP’S FINANCIAL HIGHLIGHTS

Percentage
Increase
(Decrease)

For the year ended
December 31,

2016
Revenue (RMB’000) 16,236,384 16.0%
Operating profit (RMB’000) 924,156 (16.6)%
Profit attributable to owners
of the Company (RMB’000) 560,579 (29.7%
Basic earnings per share (RMB cents) 10.72 (29.4)%
Dividend per share
Interim dividend (HK$) 0.02 (100)%
Final dividend (proposed) (HK$) 0.02 -
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Dear Shareholders,

| am pleased to present the annual results of
Pou Sheng International (Holdings) Limited for
the financial year ended December 31, 2017 to
you.

During the financial year 2017, our business
continued to expand, powered by the steady
growth of the Chinese economy and the
government’s policies of promoting sports-
related activities to make sports part of
everyday life in China. In 2017, total retail sales
in China grew by 10.2%, according to the
National Bureau of Statistics of China.

The continuous improvement of living standards
in China has led more and more consumers
to discover the benefits of a healthy and
active lifestyle, which is encouraging them
to participate more in sports and leisure activities. This has resulted in growing demand for
sportswear, including quality sports shoes, apparel and accessories. Frequent participation in
sports-related activities is also influencing fashion trends, as people increasingly wear sportswear
throughout their daily life and at various social occasions. This is encouraging sports brands to
design their products for both sports performance, as well as fashion and casual life. This has
contributed greatly to the growth of the sportswear market in China and globally.

The Chinese government is also playing an active role in promoting active lifestyles, particularly
through the development of sport ecosystems and events. According to an ISOP survey, running
has become one of the major sport activities favored by Chinese recreational athletes, with 44%
of “health-conscious” respondents identifying running as their favorite activity. The development
of soccer is also high on the government’s agenda, with the Chinese Football Association setting
a goal to open 50,000 football academies across the country by 2025. Other sports activities
and events like basketball, volleyball, skiing and tennis, among others, are in the pipeline of the
Chinese government’s promotional agenda.
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This growing vogue will also be a source of
demand for community-focused sporting
events, representing an opportunity for the
Group’s sports services platform, which mingles
sports services and products of our online and
offline stores, interacting with our consumers
24 hours a day and 365 days a year. Through
this online and offline platform, we encourage
consumers to make sports a part of their life.

All of these are hastening the pace of ever-
changing consumer demand, preferences
and shopping habits, which is the main factor
behind our strategy of upgrading our concept
stores and experimental shopping experiences
for our customers to further reinforce our
competitive position and partnerships with
leading international brands.

The Group’s total revenue for 2017 grew 16.0%
to RMB18,833.3 million, compared with the total revenue of RMB16,236.4 million for the last
financial year. During the financial year, we made further efforts to achieve our strategic vision
by expanding the geographic reach and range of our portfolio of sport and fashion brands. Our
management team continued to collaborate closely with the key international brands to create
new consumer experiences and instigate multiple interactions with our customers by further
integrating our flagship stores, digital platforms and sports services platform. This included rolling
out new mono-brand and multi-brand mega flagship stores in key cities. We also optimised
our e-commerce platform to better meet changing consumer tastes and preferences, evolving
it from being a simple online sportswear store to a more value-adding platform with sports
products of multiple brands, while also home to various sports services in selected categories.
Our management team also upgraded the training of our sales staff, enhanced our information
systems, and further integrated the Group’s CRM and logistics platforms to increase the quality of
services that we provide to our customers.

As a result of the ongoing revamps of our retail store network, as well as the continuous increases
in rents and wages across China, our operating margin declined 1.6% compared with last year.
As of the end of 2017, our workforce had expanded to approximately 30,500 employees, with
majority working in store expansion, marketing and customer service roles. To improve the quality
of our self-operated retail network, we continued to focus on screening, developing, and training
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talents throughout the year, while motivating our
sales teams through our incentive programs.
These measures ensured that a high standard
of customer experience and satisfaction was
maintained at our self-operated stores, enabling
us to preserve our advantages in the highly
competitive Chinese retail market.

Throughout the year, various control procedures
were implemented to closely track inventory °f
and store performance, as well as to ensure |
our workforce adhere to the Group’s objectives
and conduct guidelines. We continued to make
strategic and timely decisions to manage
multiple product launches to match and take
advantages of the changing market landscape
and rapid shifts in consumer preferences across
our omni-channel.

gYsporTs ffi@

As part of our corporate citizenship and community initiatives, %%......, the operating brand
of the Group, continued its philanthropic cooperations with various local schools and county
governments, such as the donation and visit program for a Hope Primary School in Cangzhou,
held on the International Children’s Day which aimed to help improving the livelihood of under-
privileged children. Meanwhile, our Dalian regional office also organised a ‘clean-up day’
to reinforce our commitment to environmental protection. We aim to cooperate with more
international sport and leisure brands to promote sustainable development and support under-
privileged communities.

Looking forward, we are optimistic about our long-term prospect, although our short-term
prospect remains challenging. Our brick-and-mortar stores are still facing strong pressure
from the rise of online shopping, as seen from the rapid growth of e-commerce platforms, as
well as the integration and collaboration of
online and offline operators and changing
consumer expectations. Our Group will also
continue to be challenged by increasing market
competition, such as more aggressive and
frequent promotions among sportswear brand
owners and the aggressive experimentation of
new store formats that is being undertaken by
various market players.
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We will continue to implement our long-term
strategy to overcome these challenges and
strengthen our competitiveness, namely to
expand our omni-channel capabilities; plan
promotional activities with key international
brands; enhance our store offerings; and provide
sports-related content and services. However,
given the challenging retail environment, the Board
has concluded that the strategy may involve
execution risks that could impact on the Group’s
performance in the near term, which may result
in share price volatility. As such, we believe that
our long-term strategy will be best achieved
under 100% ownership of Pou Chen Corporation
(“Pou Chen”). Owing to this reason and with the
privatisation proposal by way of a scheme of
arrangement offered by Pou Chen, we intend to
apply for withdrawal of listing of the Company’s
shares on The Stock Exchange of Hong Kong
Limited (the “Proposal”) as per our announcement issued jointly with Pou Chen and Yue Yuen
Industrial (Holdings) Limited on January 21, 2018 subject to the fulfiiment of the conditions to the
Proposal.

During this time of transition and transformation, | am extremely grateful to our dedicated staff and
management who have continued to uphold the Group’s philosophy, value and integrity. | am
also indebted for the continued support from our business partners, financial institutions and
shareholders.

| am confident that with
continued enhancement,
solid execution and
strong internal controls,
the long-term future
of our Group remains
bright.

Wu, Pan-Tsu
Chairman

March 23, 2018
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BUSINESS REVIEW

Business model and environment
“Make sports your life!l” is the vision of the Company.

From being one of the top tier sportswear distributors in China by the establishment of an
intensive brick-and-mortar store network with quality sporting products, to striving to become
the number one sports services provider and sportswear retailer in the Greater China region,
the Company defines its mission as “Discover your persistent passion for sports by providing
convenient and fun sports experiences via unique channels full of quality services and products
you can access everyday.”.

To efficiently implement the mission under the vision of the Company, the management of
the Company started, from 2017, to strengthen the contacts with consumers from what was
generally a single transaction taking a couple of minutes, to an aggressive initiative of 365-
day communications. The new initiative is being done by organising a full year sports services
calendar connected with the sports events organised by the Company, sponsored by sports
brand owners, licensed by sports event companies as well as cooperated with local governments
in the Greater China region. The 365-day communications with consumers are done both online
and offline with quality services and products relating to specific sports events in the full year
sports services calendar. The objective of the Company is to be the most valuable partner to
sports brand owners by connecting them with end consumers with quality services and products,
and enabling their precision marketing to be more effective and efficient both online and offline.

Digitising the daily management of the current retailing business and shortening the sales cycle
by efficiently integrating online and offline channels with potential partners are top priorities of
the Company’s agenda in 2018. Whilst we are growing our business by opening more and more
brick-and-mortar stores, we need to ensure the quality of the newly opened stores and apportion
part of the growth to be derived from new and promising online channels via competent business
partners.

With the benefit of effective communications with consumers and creative integrations of online
and offline channels, the Company is aiming to be not only a tier one sportswear distributor in the
Greater China region, but also an efficient and effective sports services provider providing quality
sports services to consumers as well as an effective and efficient network for the introduction of a
wide variety of sports and leisure brands into the region.

As at December 31, 2017, the Group’s nationwide retail network consisted of 5,465 directly-
operated stores and 3,313 sub-distributor stores.

14 POU SHENG INTERNATIONAL (HOLDINGS) LIMITED



The Group’s operating environment was
W . supported by growing interest in sports

"l’v_:.por‘r.s ‘ participation and healthy lifestyle among Chinese
: : consumers, which was in turn supported by the
e o government policies designed to develop the
- domestic sporting industry, such as the ‘Fitness-
ﬁ' el =T for-All’ program that was highlighted in the 19th

CPC National Congress policy report.

i
'3:1"'-‘.‘ d In the meantime, this heightened demand has

L kept the sportswear retailing environment in

_ China highly competitive. E-commerce sales
in the sector are rising quickly alongside the shift to online shopping. Despite this, traditional
offline retail channels remain important, as consumers still seek unique shopping experiences
for products and services. To better cope with the ever-changing consumer habits, continuous
investment is required to develop and upgrade existing store formats and digital channels, which
will help to reinforce consumer experiences and stimulate higher-margin sales.

With the vision and mission defined, and the ongoing projects implemented, there are great
opportunities. The Company will be able to upgrade itself from a distributor of sports brand
owners, to a quality sports services and products provider to both end consumers and sports
brand owners. There are numerous competitors with different approaches and initiatives in the
market eyeing the same end consumers and sports market. Hence, there will be enormous threats
if the Company is unable to deliver what are planned for end consumers and sports brand owners
in a timely manner. Only with determination and quality execution, can the Company prevail. It is
believed that the Company will successfully manage the costs and time to implement what are
planned under fierce market competition.

Analysis of Performance

Financial Review

For the financial year, the Group recorded revenue of RMB18,833.3 million, representing an
increase of 16.0% compared with the 2016 financial year. Gross profit was RMB6,593.6 million,
an increase of 14.3% compared with last year. The Group’s operating profit was RMB770.4
million, which was a decline compared with the operating profit of RMB924.2 million reported
during the 2016 financial year. Profit attributable to owners of the Company for the year was
RMB394.3 million, an decrease of 29.7% compared with the profit attributable to owners of
RMB560.6 million recorded last year.
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Revenue

Total revenue for the Group grew 16.0%
to RMB18,833.3 million for the year ended
December 31, 2017, as compared with
RMB16,236.4 million reported last year. This
growth was attributable to higher overall store
sales and higher contributions from newly
opened stores.

Gross Profit
Gross profit for the Group amounted to
RMB6,593.6 million, an increase comparing to

the comparable figure achieved during the last financial year. The gross profit margin was slightly
lower than comparable figure achieved in the last financial year. The decline in gross profit margin
was primarily due to increased discounting and allowances on the aging inventory of emerging
brands.

Selling & Distribution Expenses and Administrative Expenses

The selling and distribution expenses and administrative expenses of the Group were in aggregate
RMB6,051.2 million, representing 32.1% of total revenue and an increase of 19.3%, compared
with the last financial year. To align with the growth strategies of the Group’s brand owners
in China, the management team continued to invest in concept stores and store upgrades,
optimising distribution and digital channels, as well as motivating the sales team. These activities
led to a corresponding increase in staff costs, rental expenses and concession fees.

Operating Profit

The Group’s operating profit for the financial year was RMB770.4 million, while the operating
profit margin was 4.1%. This compared with the operating profit of RMB924.2 million, or 5.7% in
the 2016 financial year.

Other Gains (Losses) arising other than Operating Activities

The Group incurred various gains (losses) from a variety of situations, amounting to a net loss of
RMB9.1 million in the financial year. Amongst others, there were a loss on disposal of subsidiaries
and a joint venture, and a fair value gain on investment properties during the financial year.

16 POU SHENG INTERNATIONAL (HOLDINGS) LIMITED



Profit for the Year

Due to the aforementioned reasons, the Group
recorded a net profit of RMB415.0 million
for the year, a decrease over the net profit
of RMB569.6 million recorded from the last
financial year.

Working Capital Efficiency

The average inventory turnover period for
the year was 149 days (2016: 145 days). The
increase in the inventory turnover period
was mainly due to the underperformance of
emerging brands. The Group continues to diligently manage inventory levels to optimise the
required working capital. The average trade receivables turnover period was 28 days (2016: 28
days), which remained consistent with the credit terms of 30 to 60 days that the Group gives to its
department store counters and retail distributors. The average trade and bills payables turnover
period was 16 days (2016: 22 days).

Liquidity and Financial Resources

As at December 31, 2017, the Group had cash and cash equivalents of RMB377.4 million
(2016: RMB482.6 million) and working capital (current assets minus current liabilities) of
RMB4,039.6 million (2016: RMB3,858.7 million). Total bank borrowings were RMB2,532.2 million
(2016: RMB1,375.8 million) and are repayable within one year. Bank borrowings were mainly
denominated in Renminbi and so were cash and cash equivalents.

The Group’s gearing ratio for 2017 represented by total interest bearing loans (including the
amount due to a connected party) as a percentage of total equity was 41% (2016: 27%).

During the year, net cash used in operating activities was RMB199.7 million. The Group believes
its liquidity requirements will be satisfied with a combination of capital generated from operating
activities and bank borrowings in the future. Net cash used in investing activities was RMB581.7
million, of which RMB523.7 million was used for the purchase of property, plants and equipment.
Net cash generated from financing activities was RMB669.4 million. During the year, the Group
raised and repaid bank borrowings of RMB4,916.1 million and RMB3,759.8 million respectively.
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Capital Expenditure
The Group’s capital expenditure primarily comprised of payments for upgrading existing store
formats, expanding mega stores and injecting resources into its online sports services platform.
For the 2017 financial year, the total capital expenditure was RMB576.4 million (2016: RMB517.6
million). As at December 31, 2017, the Group had no material capital commitments and
contingent liabilities.

Foreign Exchange

The Group conducted its business primarily in the Greater China region, and the majority of its
transactions are denominated in RMB. As at December 31, 2017, the Group had no significant
hedging instruments for managing foreign exchange exposures. As the exchange rate of RMB
against foreign currencies may fluctuate, the Group may enter into forward contracts, currency
swaps or options to hedge against currency risks arising from foreign currency transactions when
necessary.

The Group has a dedicated treasury division and internal treasury policies and approval guidelines
to manage and control the Group’s exposure to structured deposit investments. The use of
derivatives and approval procedures were in accordance to our internal policies and guidelines
during the year under review.

HUMAN RESOURCES
As at December 31, 2017, the Group had approximately 30,500 employees in total. The Group

provides competitive remuneration packages that are determined with reference to prevailing
salary levels in the market and individual performance. The Company offers awarded shares and/
or share options to eligible employees in order to provide them with incentives and to recognise
their contributions and ongoing efforts. In addition, the Group provides other fringe benefits, such
as social insurance, mandatory provident funds,
medical coverage and training programs for
employees based on their respective personal
career development.

18 POU SHENG INTERNATIONAL (HOLDINGS) LIMITED



PROSPECTS AND FUTURE DEVELOPMENTS

The Group’s management is optimistic about the long-term growth prospect for sportswear
retailing, given increasing health awareness, higher sports participation rate and the growth of
‘athleisure’ trend in the Greater China region. The Group’s omni-channel distribution strategy will
continue to benefit from the favorable environment being fostered by official government support
for the popularisation of sport as China’s economy is shifting away from over-dependence
on investment and exports towards more sustainable growth based on higher domestic
consumption, including spending on sport and cultural activities.
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The execution of strategic marketing initiatives of various sports events organised by the
Company, licensed by sports event companies, cooperated with local governments and global
brands partners in the Greater China region will remain one of the Group’s core development
strategies. This includes but is not limited to:

] “Go Wild” trail run tournament

o “Dou Dao Di” 3 on 3 basketball tournament

] HOOD to COAST marathon relay

o Kunshan Marathon, a cross Strait focused annual marathon event

o Baseball training camp coached by Taiwan baseball superstar players
] Running, basketball, baseball, rock climbing etc. training programs

The Group will also further synchronize traditional and experiential retail experiences, improve
operational management, utilize big data to analyse and respond to consumer purchasing
behavior, and roll-out new concept stores that combine the sales of goods with professional
sports training and after-sales training services. With the efforts to attract consumers coming to
offline store with a purpose, the Group now has further flexibility in planning new concept store
openings in suburbs, rather than in prime locations.

The Group will further develop its digital platform to better support inventory management and
allocate more resources to improve working capital efficiency. It will continue to optimise its
omni-channel sales and distribution network, as well as its operational systems, to support the
execution of sporting services and events across the Greater China region. With a comprehensive
product portfolio and event-focused services in the full year sports services agenda
implemented in the Company’s offline stores and online platform, it is expected that the 365-
day communications with end consumers, with quality products and services will strengthen the
interactions with consumers, better promote sports brands’ products and attract capable online
operators to team up with, which should result in a better sell-through for products and in-depth
communications with end consumers. All these are in the course of establishing a valuable sports
services platform for serving end consumers and sports brand owners better.

Business opportunities and investment risks always happen at the same time with similar
magnitude. The Company will plan and proceed all these new initiatives with caution but being
aggressive and proactive.
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SIGNIFICANT EVENTS SUBSEQUENT TO THE END OF THE FINANCIAL
YEAR

Proposed Privatisation

On January 21, 2018, Pou Chen Corporation (“Pou Chen”) requested the Board to put forward the
proposal (the “Proposal”) to the scheme shareholders of the Company for the privatisation of the
Company by way of a scheme of arrangement under section 99 of the Bermuda Companies Act
1981 (the “Scheme”), subject to the fulfilment or waiver (as applicable) of certain conditions. If the
Proposal is approved and implemented, (i) the Company will become a direct or indirect wholly-
owned subsidiary of Pou Chen; and (ii) the listing of the shares of the Company (the “Shares”) on
The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) will be withdrawn.

For further details of the Proposal and the Scheme, please refer to the announcement dated
January 21, 2018, jointly issued by Pou Chen, Yue Yuen Industrial (Holdings) Limited (“Yue
Yuen”) and the Company (the “Joint Announcement”), the subsequent announcements issued by
the Company and/or Pou Chen, and the scheme document issued jointly by Pou Chen and the
Company dated March 12, 2018 (the “Scheme Document”).
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BIOGRAPHICAL DATA OF DIRECTORS

Mr. WU, Pan-Tsu

WU, Pan-Tsu, aged 65, is the Chairman of the Company and has been an Executive
Director of the Company since April 2012. He is also the chairman of the Nomination
Committee of the Board. He once was the acting Chief Executive Officer of the Company
(the "CEO") during the period from April to August 2012. He is also a director of various
subsidiaries and a joint venture company of the Company. Mr. Wu graduated from
Tamkang University, Taiwan with a Bachelor's degree in Banking and Insurance and
started his career at Bank of America Taipei Branch in 1978. He later worked in ABN-AMRO
Bank, Chase Manhattan Bank and BNP PARIBAS in various managerial positions. In 2000,
Mr. Wu was invited to join Taishin Financial Holding Co. Ltd. in a position specializing in
corporate banking. After serving in the financial services industry for about 25 years, Mr.
Wu joined Pou Chen in 2003 and currently serves as a president. Pou Chen, a public
company listed on the Taiwan Stock Exchange Corporation (*TSEC"), is a controlling
shareholder of Yue Yuen, a public company listed on the Stock Exchange, and through
Yue Yuen, is deemed to have inferests in the shares of the Company which would fall
to be disclosed under the provisions of Divisions 2 and 3 of Part XV of the Securities and
Futures Ordinance (the "SFO”). Mr. Wu is a director of Elitegroup Computer Systems
Co., Ltd. (shares of which are listed on the TSEC). He was a director of First Sino Bank
in Shanghai, China and Kleine Development Ltd. Mr. Wu is also a director of certain
subsidiaries of Yue Yuen.

Mr. LEE, Shao-Wu

LEE, Shao-Wu, aged 54, is the CEO and has been an Executive Director of the Company
since February 2017. He once was the acting CEO from February 6, 2017 to March 23,
2017. Mr. Lee is also a director of various subsidiaries of the Company. He holds a Master
of International Business Administration Degree granted by Chinese Culture University in
Taiwan and a Bachelor of Mechanical Engineering Degree granted by National Central
University in Taiwan. Mr. Lee was the managing director of Barits Securities (HK) Ltd before
he joined InfoVision Optoelectronics (Kunshan) Co., Ltd., a TFT-LCD panel manufacturer
in China, as CFO and vice president of administration center in 2004. Mr. Lee was
an executive director of Yue Yuen during the period from January 2011 to 5 February
2017 and was the Head of Strategic Investment of Pou Chen. Pou Chen is a controlling
shareholder of Yue Yuen and through Yue Yuen, is deemed to have inferests in the shares
of the Company which would fall to be disclosed under the provisions of Divisions 2 and 3
of part XV of the SFO.
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BIOGRAPHICAL DATA OF DIRECTORS (Continued)

Ms. TSAI Patty, Pei Chun

TSAI Patty, Pei Chun, aged 38, has been a Non-executive Director of the Company since
April 2008. She is also a member of the Audit Committee of the Board. Ms. Tsai joined
Yue Yuen group in 2002. She has served as an executive director and the managing
director of Yue Yuen since January 2005 and June 2013 respectively. She is responsible for
the strategic planning and enterprise developments of Yue Yuen group. Ms. Tsai is also
the chief executive officer of Pou Chen group, a director of Pou Chen and Wealthplus
Holdings Limited (*Wealthplus”). She was previously a director of Mega Financial Holding
Company Limited (shares of which are listed on TSEC). Ms. Tsai graduated from the
Wharton School of the University of Pennsylvania in 2002 with a Bachelor of Science in
Economics degree with major in Finance and minor in Psychology. Pou Chen, Wealthplus
and Yue Yuen are deemed to have interests in the shares of the Company which would
fall to be disclosed under the provisions of Divisions 2 and 3 of Part XV of the SFO.

Mr. LI I-nan

LI I-nan, aged 76, has been a Non-executive Director of the Company since March 2013.
He is also a member of the Remuneration Committee of the Board. Mr. Li has many
years of experience in footwear business. He joined Yue Yuen group in 1992 and was
responsible for the financial operations of the group. He was previously an executive
director of Yue Yuen. He is currently a director of Yue Yuen Education Foundation in
which he has been involving in the planning and execution of various projects of the
Foundation. Mr. Li holds a Bachelor and a Master of Arts degree of National Chengchi
University in Taiwan and the University of Southern California in the United States,
respectively. Mr. Li was a non-executive director of Symphony Holdings Limited, a publicly
listed company in Hong Kong.

Mr. CHEN, Huan-Chung

CHEN, Huan-Chung, aged 62, has been an Independent Non-executive Director of
the Company since April 2008. He is also the chairman of the Audit Committee and a
member of the Nomination Committee and the Remuneration Committee of the Board.
Mr. Chen is a partner of Wong Tong & Co., CPAS (B@E4&esmMERA), a cerfified
public accountant in Taiwan and a cerfified securities investment analyst in Taiwan.
He was a supervisor of Pou Chen. Mr. Chen worked as a deputy manager in E. Sun Bills
Finance Corporation of Taiwan (82X ILE5& & (FR) 2 R]). He became a certified public
accounfant in Taiwan in 1992 and a certified securities investment analyst in Taiwan in
1990. He received a Bachelor degree from the Department of Industrial Management
of National Taiwan University of Science and Technology (formerly known as National
Taiwan Institute of Technology) in 1983.
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BIOGRAPHICAL DATA OF DIRECTORS (Continued)

Mr. HSIEH, Wuei-Jung

HSIEH, Wuei-Jung, aged 66, has been an Independent Non-executive Director of the
Company and the chairman of the Remuneration Committee of the Board since March
2013. He received a Bachelor of Science degree in Nuclear Engineering from the National
Tsing Hua University, Taiwan in 1973 and a Master degree of Business Administration,
finance from National Taiwan University in 1977. Mr. Hsieh started his career at Bank of
America, National Trust and Savings Association, Taipei Branch (renamed to Bank of
America N.A. Taipei Branch) as account officer in 1978 and later was promoted to vice
president and country banking head respectively. He was a vice president and chief
finance officer of Vanguard International Semiconductor Corporation, shares of which
are traded on Taipei Exchange (*TPEx’, formerly known as Gre Tai Securities Market) in
Taiwan. He was also a member of the compensation committee of Motech Industries,
Inc., shares of which are traded on TPEx. Mr. Hsieh currently serves as an independent
director, the chairman of the audit commitfee and a member of the compensation
committee of Anpec Electronics Corporation and an independent director, the chairman
of the audit committee and a member of the compensation committee of the board of
Xintec Inc. (the shares of these two companies are traded on TPEX).

Mr. SHAN Xue

SHAN Xue, aged 39, has been an Independent Non-executive Director of the Company,
a member of the Audit Committee and a member of the Nomination Committee of
the Board since October 2014. He is also a director and the general manager of JIC
Technology Investments Co., Ltd. (Z&RERHRE KD AR A R]) and an executive director of
ZT Dawn (Beijing) Investment Consultant Limited (F#EEBGELR)ZEBRBR2AR). He is
a qualified accountant, a qualified lawyer and a qualified securities practitioner in the
PRC. Prior to these, he was the chairman of the board of directors and the chairman of
investments committee of JIC Capital Management (Tianjin) Limited (FZREAEE (K 2)
AR 2AR) (NJIC Capital”) and had been working in Beijing Deheng Law Office (dtRiZiE
BN PT) and China Jianyin Investment Ltd. (FEIZRKEFRE(E L. Mr. Shan obtained
a Master degree from Dongbei University of Finance and Economics (RILEIEAE).
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BIOGRAPHICAL DATA OF SENIOR MANAGEMENT

Ms. CHANG, Su-Ching

CHANG, Su-Ching, aged 53, is currently in charge of Operation & Business Management
Department and CEO Office, and also a director of various subsidiaries and a joint
venture of the Company, and a supervisor of certain subsidiaries of the Company.
She was appointed as the Vice President of Finance Department of the Company in
September 2011. Ms. Chang graduated with a Master degree in Finance from National
Taiwan University. She has more than 20 years’ working experience in freasury, cash
management and financial planning.

Mr. CHEN Hang

CHEN Hang, aged 52, is the Executive Vice President of Executive Office of the Company
and also a director of certain subsidiaries of the Company at the same time. He joined
the Company as Vice President of Sports Platform Department (previously known
as"Marketing Management Department”) in September 2016. He graduated from
Oriental Institute of Technology, then studied Executive Master of Business Administration
at National Chengchi University. Prior to joining the Company, Mr. Chen was the senior
commercial director of an international sports brand company and has more than
25 years of experience in strategic planning, sales marketing, retail and operation
management in sportswear field.

Ms. SHEN, Yuan-Fang

SHEN, Yuan-Fang, aged 51, was appointed as the Chief Financial Officer of the Company
in July 2017. She is also a director of various subsidiaries of the Company. Ms. Shen
received a Bachelor degree of Business Administration from National Chengchi University
in Taiwan and a Master degree of Commerce, major in Accounting, from National Taiwan
University. She passed the Certified Public Accountant Examination in Taiwan. Ms. Shen
joined Procter & Gamble Taiwan, Ltd. as financial analyst in 1994 and was promoted
to Greater China financial analysis manager and then assigned to Greater China tax
manager. She then worked in Bristol-Myers Squiblbb Company ("Bristol-Myers Squibb”) as
finance director of Taiwan and Hong Kong and was later promoted and relocated to
Shanghai, China to serve various managerial positions in both finance and commercial
operations. She was Mature Product Business Lead, China of Bristol-Myers Squibb prior to
joining the Company. Ms. Shen has extensive experiences in financial management.

Mr. WANG Jun

WANG Jun, aged 49, is the Executive Vice General Manager of Merchandise & Retail
Business Unit of the Company and also a director of various subsidiaries of the Company
at the same time. He joined the Company as the Vice President of Brand & Retail
Management Division (previously known as "Brand and Merchandizing Management
Department”) in April 2014. Mr. Wang graduated from the Department of Marketing of
the Capital University of Economics and Business in Beijing. He has extensive experience
and achievements in strategic planning, sales marketing, product branding, and retail
operation.
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The directors of Pou Sheng International (Holdings) Limited (the "Company” and the
"Director(s)” or the "Board”, respectively) are pleased fo present this annual report (the
"Annual Report”) together with the audited consolidated financial statements of the
Company and its subsidiaries (collectively referred to as the "Group”) for the year ended
December 31, 2017.

All references made below to other sections, reports or notes in the Annual Report shall
form an integral part of this report.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The principal activities of the Group are
retailing of sportswear and distribution of licensed products.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended December 31, 2017 are set out in the
Consolidated Income Statement and Consolidated Statement of Comprehensive Income
on pages 89 and 90.

The appropriations of profits of the Group during the year are set out in the Consolidated
Statement of Changes in Equity on pages 93 to 94.

DIVIDENDS
The final dividend of HKS0.02 per Share for the year ended December 31, 2016 was paid
to the shareholders of the Company (the "Shareholders”) on June 16, 2017.

The Directors recommend the payment of a final dividend in respect of the year ended
December 31, 2017 of HKS0.02 per Share to the Shareholders whose names appear
on the register of members of the Company (the "Register of Members”) on Monday,
June 11, 2018, amounting to approximately HK$106.8 million, subject to approval by the
Shareholders at the forthcoming annual general meeting (the "2018 AGM"). The total
dividend for the year will amount to HK$0.02 per Share (2016: HK$0.04 per Share).

FIVE YEAR FINANCIAL SUMMARY
A financial summary of the Group for the past five financial years is set out on page 194.
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BUSINESS REVIEW

A review of the business of the Group during the year as required pursuant to schedule
5 to the Companies Ordinance (Chapter 622 of the Laws of Hong Kong) is covered in
different sections, reports or notes of the Annual Report, which shall form an integral part
of this review.

Fair Review of Business
The information is provided in the Chairman’s Statement on pages 6 to 11 and
Management Discussion and Analysis on pages 12 to 21.

Principal Risks and Uncertainties

The Board and senior management confinue to devotfe fime and resources in screening
for specific risks in the Group, and in developing a mindset of balanced risk minimization.
The Group has specific policies and management system in place to ensure that risks are
properly evaluated and managed at the appropriate level within the Group.

The principal risks and uncertainties that could impact the Group’s performance and our

mitigating activities are discussed below.

Description and Impact of Risk and
Uncertainty

Mitigation

Information Technology and Data Security

The reliance of the Group’s operation on
information technology (the "IT") system
is heavy. Any failure could cause adverse
effects to our business operation.

The IT system might be subject to security
breaches resulting in theft, leakage or
corruption of key information and sensitive
customer data, which could have a severe
impact on the Group's reputation.

Human Resources

Loss of key management personnel could
cause disruption in delivery of the strategic
objectives.

The Group needs to attract talents and
retain employees with relevant experience
and knowledge in order to take advantage
of all growth opportunities to achieve its
strategic objectives.

The Group makes significant investment in
technology infrastructure. The data stored in
the system is regularly backed-up. Contingency
plans and back-up system are in place to deal
with any system failures.

Confidential files are password protected. Only
restricted employees with authority are allowed
to access to the sensitive data. Extensive and
resilient controls and reviews are undertaken
to maintain the integrity and efficiency of IT
infrastructure.

Effective retention system and succession
planning are established to develop and train
talents, and ensure effective continuation
of leadership and expertise without any
interruption respectively.

The Group continues to seek fo widen our talent
pool. The performance management system
is designed to provide reward, competitive
remuneration structures and personal
development opportunities to attract talents
and retain employees.
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BUSINESS REVIEW (Continued]

Principal Risks and Uncertainties (Continued])

Description and Impact of Risk and
Uncertainty

Mitigation

Market

The Group’s business is affected by general
seasonal trends. Prolonged unseasonal
weather conditions could have a material
adverse effect on the Group’s business.

The Group operates in a highly competitive
market with a wide variety of retailers,
which place pressure on the Group’s
pricing strategy, margins and profitability.

Sportswear retailers are exposed to ever-
changing consumers’ fashion preferences
which make it difficult for us to meet our
customers’ needs and building long-term
relationships with customers.

Strategy

The Group’'s experience in market
development of emerging brands is limited.
Wrong brand positioning could have
a material adverse effect on the sales
performance of those emerging brands.

Majority of the revenue of the Group is
derived from products of small number of
major brands. Any failure of these major
brands could have an adverse effect
on the Group’s business and financial
condition.

The Group strives to minimise the impact
by altering its merchandise mix to reflect
customers” demand. Diversification of the client
base also allows for some smoothing when there
are seasonal or sectorial changes in demand.

The Group seeks to differentiate itself from other
competitors by integrated sports product-and-
service offerings. Strong relationships with our
suppliers also ensure competitively priced and
high quality products.

Business units strive their best to identify key
market drivers and monitor the trends and
forecasts. The brand and product portfolios
are regularly reviewed. The Group also seeks
to engage with our customers through social
media and sports service platform to build
customers’ loyalty.

Relevant frainings, such as brand management,
are provided fo relevant employees. Frequent
and up-to-date performance reviews of those
brands are conducted.

The Group seeks to be more proactive in the
collaboration with the major brands and to work
with other different and new brand vendors to
lower the reliance on those major brands.
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BUSINESS REVIEW (Continued]

Principal Risks and Uncertainties (Continued])

Description and Impact of Risk and
Uncertainty

Mitigation

Financial

Defaults on receivables due from business
partners could cause financial distress on
cash flow to the Group.

Impairment of goodwill and intangible
assets depends on various assumptions.
The change in any of those assumptions
could impact the financial position of the
Group.

Regulatory environment and compliance
The Group has to comply with a large
number of different laws, rules, regulations
and accounting standards, which are
subject to continuing changes. Any breach
and non-compliance could damage the
Group's image and reputation.

Economic and political environment

The Group's business operations are mainly
conducted in the PRC. Thus the Group’s
business and prospects are significantly
affected by economic and political
environments in the PRC. A downturn in
the PRC economy and political unrest
could have a significant negative effect on
consumer spending.

Intellectual property

Intellectual property plays an important
role in the Group’s business operations.
Any failure in intellectual property
management and protection could
impair our competitiveness and harm our
relationship with the brand vendors.

Each business unit has established procedures
and credit control policies on managing
its receivables and will take action when
necessary. Credit evaluations are performed
on all customers requiring credit over a certain
amount.

The Group periodically reviews the assumptions
and reassesses the useful life of these assets.
Impairment review, which is a recurring task
for the accounting department and the Audit
Committee, is conducted regularly (please
see Note 16 to the consolidated financial
statements).

The Group actively seeks to identify and meet
its regulatory obligations and to respond to new
requirements. Good governance practices and
controls are in place to ensure ethical practices.

The Group keeps monitoring the political and
economic developments in the PRC on a
proactive continuous basis to enable the Group
to prepare itself to cope with the changes. To
arouse consumer senfiments, the Group keeps
exploring and strengthening its brand and
product portfolios continuously.

The Group endeavours to take all necessary
precautions to protect all the intellectual
property rights involved in our business
operations, including those of our partners.

Annual Report 2017 | www.pousheng.com 29



BUSINESS REVIEW (Continued]

Events after the Reporting Period

Proposal for Privatisation by Scheme of Arrangement

On January 21, 2018, Pou Chen requested the Board to put forward a proposal to the
holders of Shares which other than those held by Pou Chen directly and/or indirectly
through its wholly-owned subsidiary(ies) (the "Scheme Shares”) for the privatization of
the Company by way of a scheme of arrangement under section 99 of the Companies
Act 1981 of Bermuda (as amended). Subject to the Scheme becoming effective, all the
Scheme Shares will be cancelled in exchange for the cancellation price of HK$2.03 per
Scheme Share and the Company will apply to the Stock Exchange for withdrawal of listing
of the Shares on the Stock Exchange upon the completion of the Scheme.

Details of the Proposal were set out in the Joint Announcement, the subsequent
announcements issued by the Company and/or Pou Chen, and the Scheme Document.

Further information of events after the reporting period is provided in the Management
Discussion and Analysis on page 21 and Note 37 to the consolidated financial
statements.

Future Development in Business
The information is provided in the Chairman’s Statement on pages 6 to 11 and
Management Discussion and Analysis on pages 12 to 21.

Financial Key Performance Indicators

The financial key performance indicators are provided in the Corporate Overview on
page 4 and the relevant analysis is provided in the Chairman’s Statement on pages 6 to
11 and Management Discussion and Analysis on pages 12 to 21.
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BUSINESS REVIEW (Continued]

Environmental Policies and Performance

The noticeable deterioration of the environment arising from climate change persuades
us fo improve our energy and resource consumption. The Group follows the local laws
concerning environmental protection and also the relevant environmental policies, where
there is no discrepancy, of the various brands distributed by the Group.

Owing to the nature of retail business, the Group’s operation does not directly lead to
any emission of hazardous pollutants, the pollution emission standards that the Group
must comply with are relatively straightforward. We use our materials and resources as
efficiently as possible. Standardised methods and tools are applied to ensure waste-
optimised and low-emission processes covered the entire value chain.

More information is provided in the Environment, Social and Governance Report on
pages 67 to 82.

Compliance with Laws and Regulations
During the year, the Group is not aware of any non-compliance with laws and regulations
that have a significant impact on the operations of the Group.

Relationships with Employees, Customers and Suppliers

Our relationship with employees

Our employees are the foundation of our success. Respect, appreciation and fairness
are the tenets of our relationship with employees. When structuring our work environment,
we have let all the tenets incorporated in it. We do not tolerate any behaviour of
discrimination, harassment, vilification and victimization under any circumstances in the
workplace. We do not discriminate against any employees or candidates for employment
because of their race, ethnic origin, religion, political affiliation, disability or age. We
expect professional competence, exemplary management practices at all levels and
effective team work. We demand our staff fo be honest, responsible, trustworthy and
willing to adopt our principles of corporate responsibility, and to set an example and to
give their best contribution towards the Company’s success in every possible way through
applying the principles.

Our relationship with customers and suppliers

We aim fo be a leading and innovative company in our industry. Sustainable customer
and supplier relationships could only be built on the basis of honesty and frust. We
believe that these principles will defend and bolster our success and our suppliers’
success. The compliance guidelines and responsible supply chain management
principles we adhere fo will help us to achieve this aim. We consider our suppliers as
partners who are able to make an important confribution to our business success. Our
customers could choose to shop in-store or online or whichever they prefer. Best practices
are adopted by the Group for ensuring customers are freated fairly and receive good
customer service throughout their time with us. Regarding the wholesale business, the
Group abides by the following: 1) usually transact on “cash on delivery” basis; 2) short
term credits are provided fo those retailers the Group deems creditworthy; and 3)
endeavor to secure timely delivery as promised.
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ANNUAL GENERAL MEETING

The 2018 AGM will be held on Monday, June 4, 2018 at 10:00 a.m. at 22nd Floor, C-Bons
International Center, 108 Wai Yip Street, Kwun Tong, Kowloon, Hong Kong.

CLOSURE OF REGISTER OF MEMBERS

Entitlement to attend and vote at the 2018 AGM

For the purpose of ascertaining entitlement to attend and vote af the 2018 AGM (the
“Entitlement to 2018 AGM"), the Register of Members will be closed from Tuesday, May
29, 2018 to Monday, June 4, 2018, both days inclusive, during which period no transfer
of Shares will be effected. In order to be eligible to attend and vote at the 2018 AGM, all
transfer documents accompanied by the relevant share certificates must be lodged with
the Company’s branch share registrar and transfer office in Hong Kong, Computershare
Hong Kong Investor Services Limited at Shops 1712-1716, 17th Floor, Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong for registration no later than 4:30 p.m. on
Monday, May 28, 2018. The record date for Enfitlement to 2018 AGM will be Monday, June
4, 2018.

Entitlement to the proposed final dividend

For the purpose of ascertaining entittement fo the proposed final dividend (the
“Entitlement to Final Dividend”), the Register of Members will be closed from Monday,
June 11, 2018 to Thursday, June 14, 2018, both days inclusive, during which period no
transfer of Shares will be effected. In order to qualify for the proposed final dividend
payable on Monday, June 25, 2018, all transfer documents accompanied by the relevant
share certificates must be lodged with the Company’s branch share registrar and fransfer
office in Hong Kong, Computershare Hong Kong Investor Services Limited at Shops 1712-
1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong for
registration no later than 4:30 p.m. on Friday, June 8, 2018. Dividend warrants will be
despatched on Monday, June 25, 2018. The record date for Entitlement to Final Dividend
will be Monday, June 11, 2018.

DONATIONS
During the year, the Group made donations totalling approximately RMB1.9 million.

SUBSIDIARIES AND JOINT VENTURES

Details of the principal subsidiaries and joint ventures of the Group as at December 31,
2017 are set out in Notes 35 and 17 to the consolidated financial statements respectively.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the property, plant and equipment of the Group during the
year are set out in Note 13 to the consolidated financial statements.
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SHARE CAPITAL/ISSUE OF EQUITY SECURITIES

During the year, 800,000 ordinary Shares were issued on the exercise of options previously
granted under the share option scheme of the Company adopted on May 14, 2008 and
duly amended on March 7, 2012 (the "Share Option Scheme”). The total consideration
received for the issue was HK$1,023,000.

Details of the movements in share capital of the Company during the year are set out in
Note 27 to the consolidated financial statements.

EQUITY-LINKED AGREEMENT

Save as disclosed in the section "Share Opfion Scheme”, no equity-linked agreements
that will or may result in the Company issuing Shares nor require the Company to enter
into any agreements that will or may result in the Company issuing Shares were entfered
into by the Company during the year or subsisted at the end of the year.

DISTRIBUTABLE RESERVES

As at December 31, 2017, the Company’s reserves available for distribution consisted
of confributed surplus of approximately RMB1,252.4 million (December 31, 2016:
approximately RMB1,252.4 million) plus accumulated profits of approximately RMB538.1
million (December 31, 2016: plus accumulated profits of approximately RMB38.0 million).

Under the Companies Act 1981 of Bermuda (as amended), the confributed surplus
account of the Company is available for distribution. However, the Company cannot
declare or pay a dividend, or make a distribution out of contributed surplus if;

(a) the Company is, or would after the payment be, unable to pay its liabilities as they
become due; or

(b) the realisable value of the Company’s assets would thereby be less than its
liabilities.
PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

During the year ended December 31, 2017, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the Company’s Shares listed and traded
on the Stock Exchange (2016: 53,186,000 Shares).

PRE-EMPTIVE RIGHTS

There are no provisions for pre-empfive rights under the Company’s bye-laws (the "Bye-
laws”), or the laws of Bermuda, which would oblige the Company to offer new Shares on
a pro-rata basis to existing Shareholders.
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TAX RELIEF

The Company is not aware of any relief from taxation available fo the Shareholders by
reason of their holdings of the Shares. If the Shareholders are unsure about the taxation
implications of purchasing, holding, disposing of, dealing in, or exercising of any rights in
relation to the Shares, they are advised to consult their professional advisers.

DIRECTORS
The Directors during the year and up to the date of this report were as follow:

Executive Directors
Wu, Pan-Tsu (Chairman)
Lee, Shao-Wu (CEO)
(appointed as Director and acting CEO on February 6, 2017 and
re-designated as Director and CEO on March 24, 2017)
Kwan, Heh-Der (CEO)
(resigned on January 6, 2017)

Non-executive Directors (the “NEDs”)

Tsai Patty, Pei Chun
Li I-nan

Independent Non-executive Directors (the “INEDs”)
Chen, Huan-Chung

Hsieh, Wuei-Jung

Shan Xue

Mr. Kwan, Heh-Der has confirmed in writing that there was no disagreement with the
Board and nothing in relation to the affairs of the Company, save as disclosed in the
announcement of the Company dated January 8, 2017, needed to be brought to the
attention of the Shareholders in relation to his resignation.

In accordance with the Bye-laws, Mr. Li I-nan, Mr. Hsieh, Wuei-Jung and Mr. Shan Xue will
retire by rotation at the 2018 AGM and, being eligible, will offer themselves for re-election.
BIOGRAPHICAL DATA OF DIRECTORS AND SENIOR MANAGEMENT

Biographical data of the Directors and senior management of the Group are set out on
pages 22 to 25.

DIRECTORS’ SERVICE CONTRALTS

The terms of office of all Directors are three years and subject to retirement by rotation in
accordance with the provisions of the Listing Rules and the Bye-laws.

None of the Directors being proposed for re-election at the 2018 AGM has a service
contfract which is not determinable by the Group within one year without payment of
compensation (ofther than statutory compensation).
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PERMITTED INDEMNITY PROVISION

Pursuant to the Bye-laws, subject to the applicable laws and regulations, every Director
shall be entitled to be indemnified and secured harmless out of the assets and profits
of the Company from and against all actions, costs, charges, losses, damages and
expenses which they or any of them shall or may incur or sustain by or about the
execution of their duty in their respective offices provided that such indemnity shall not
extend to any matter in respect of any fraud or dishonesty.

The permifted indemnity provision has been in force throughout the year ended
December 31, 2017. The Company has arranged appropriate directors’ and officers’
liability insurance coverage for the directors and officers of the Group.

DIRECTORS’ AND CONTROLLING SHAREHOLDERS’ INTERESTS IN

TRANSACLTIONS, ARRANGEMENTS OR CONTRALTS

Save as disclosed in the section "Confinuing Connected Transactions” and Note 9(d)
to the consolidated financial statements, no fransaction, arrangement or contract of
significance in relation to the Group’s business, to which the Company or any of its
subsidiaries was a party and in which a Director or an entity connected with a Director,
or a conftrolling Shareholder or any of its subsidiaries had a material interest, whether
directly or indirectly, subsisted at any time during the year or at the end of the year.

In addition, no contract of significance for the provision of services to the Company or

any of its subsidiaries by a controlling Shareholder or any of its subsidiaries subsisted at
any time during the year or at the end of the year.
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT

POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2017, the interests or short positions of the Company’s Directors,
chief executives in the shares, underlying shares and debentures of the Company and
its associated corporations (within the meaning of Part XV of the SFO) (a) required to be
notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part
XV of the SFO (including interests or short positions which they were taken or deemed
to have under such provisions of the SFO); or (b) as recorded in the register required to
be kept by the Company pursuant to section 352 of the SFO; or (¢) as otherwise notified
to the Company and the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers (the "Model Code") contained in the Listing
Rules, were as follows:

Long Position in shares
(a) The Company
Ordinary shares of HK$0.01 each of the Company

Number of Shares

Name of Directors/ Personal Family  Corporate Other Percentage of the
chief executive Capacity interest interest interest interest Total issued Shares
Tsai Patty, Pei Chun Beneficial owner 19,523,000 - - - 19,523,000 0.37%
Lee, Shao-Wu Beneficial owner 1,000,000 - - - 1,000,000 002%
note:

! 1,000,000 Shares are awarded shares granfed under the share award scheme of
the Company (the "Share Award Scheme”), which are subject to certain vesting
conditions remained unvested. Details of the awarded shares are set out in the
section "Share Award Scheme”.
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT
POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

(Continued])

Long Position in shares (Continued]
(b) Associated Corporation - Yue Yuen
Ordinary shares of HK$0.25 each of Yue Yuen

Number of shares

Percentage of the

Name of Director/ Personal Family  Corporate Dther issued shares of
chief executive Capacity interest interest interest interest Total Yue Yuen
Lee, Shao-Wu Beneficil owner 78,000 - - - 78,000 0.00%
note:

! Included interests in 33,000 awarded shares granted by Yue Yuen under the share
award scheme of Yue Yuen (the "YY Share Award Scheme”) and are subject to
certain vesting conditions, remained unvested. Further information of the awarded
shares is set out in the section "Arrangement to Acquire Shares or Debentures”.

Save as disclosed above, as at December 31, 2017, none of the Directors nor chief
executives of the Company had any inferests or short position in the shares, underlying
shares and debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) which (a) required to be notified to the Company and the
Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests
or short positions which they were taken or deemed to have under such provisions of the
SFO); or (b) as recorded in the register required to be kept by the Company pursuant
to section 352 of the SFO; or (c) as otherwise nofified to the Company and the Stock
Exchange pursuant to the Model Code.

Annual Report 2017 | www.pousheng.com 37



DIRECTORS’ INTERESTS IN COMPETING BUSINESS

In accordance with the register of inferests in Shares and short positions of substantial
Shareholders maintained by the Company pursuant to section 336 of the SFO, Yue
Yuen is a controlling shareholder of the Company and holding approximately 62%
indirect interest in the Company. Yue Yuen's principal activities are OEM/ODM footwear
manufacturing business. During the reporting period, Ms. Tsai Patty, Pei Chun was a
director and the managing director of Yue Yuen, Mr. Wu, Pan-Tsu was a director of
certain subsidiaries of Yue Yuen, and Mr. Lee, Shao-Wu held 78,000 shares and underlying
shares in Yue Yuen, they therefore were considered as having an interest in Yue Yuen.

However, the Company and Yue Yuen are separate listed entities and are mainly run
by separate and independent management teams, which the Directors believe that the
Company is capable of carrying on its business independently of, and at arm’s length
from, Yue Yuen. As the Company no longer has any footwear manufacturing business, it
is expected that there will not be any competition between the Company and Yue Yuen
in term of the footwear manufacturing business.

Save as disclosed above, as at December 31, 2017, none of the Directors had any interest
in a business which may compete with that of the Group and which is required to be
disclosed pursuant fo Rule 8.10 of the Listing Rules.

UPDATE ON DIRECTORS’ INFORMATION

Pursuant fo Rule 13.51B(1) of the Listing Rules, the changes in information of Directors are
set out below:

1. On August 8, 2017, Mr. Shan Xue ceased to be the chairman of the board of
directors and the chairman of the investment committee of JIC Capital.

2. On September 1, 2017, Mr. Shan Xue entered into a supplemental letter of
appointment with the Company for renewal of his term of appointment as an
INED for further three years commencing from October 1, 2017 to September 30,
2020, subject to retirement by rotation and re-election at annual general meetings
pursuant to the Bye-Laws.

38 On November 6, 2017, Mr. Wu, Pan-Tsu resigned as a director of Kleine
Developments Limited.

4. Details of changes in the Directors’ remuneration are set out in Nofe 9(a) to the
consolidated financial statements.
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SHARE OPTION SCHEME

The Company recognises the importance of offering incentive and rewards through
the grant of share-based incentive mechanism for attracting talents and retaining
employees. The Company believes that this will align their interests with that of the
Company.

The Share Optfion Scheme was adopted by the Shareholders on May 14, 2008 and
amended on March 7, 2012. The Share Option Scheme is valid and effective for a period
of ten years commencing on May 14, 2008, after which no further share options may be
offered or granted.

Pursuant to the ferms of the Share Option Scheme, the total number of Shares which
may be issued upon exercise of all share options to be granted under the Share Option
Scheme shall not exceed 10% of the total number of the issued Shares as af the date on
which dealings in the Shares first commence on the Stock Exchange (i.e. June 6, 2008)
(being 355,000,000 Shares). Unless approved by Shareholders, the maximum number
of Shares issued and to be issued upon exercise of the share options granted to each
grantee under the Share Option Scheme in any 12-month period should not exceed 1% of
the Shares in issue for the time being.

All the share options granted under the Share Option Scheme should be exercised at
any time during a period to be determined and notified by the Board at the fime of
making an offer and should not be exercised later than 10 years after the date of grant.
The minimum period for which a share option must be held before it can be exercised
should be determined by the Board. The exercise price of any share option should be
determined by the Board but in any event should not be less than the higher of (i) the
closing price of the Shares on the date of grant; (ii) the average closing price of the
Shares for the five business days immediately preceding the date of grant; and (iii) the
nominal value of the Share. For grantee who is an employee or director of the Group,
he has to remain as an employee or director of the Group until the share options being
vested to him.

For the share options in respect of 11,663,190 Shares granted on November 14, 2016,
upon the terms of the operation and share incentive agreement governing the grant,
the total amount payable on acceptance of the share options was US$303,950.77 and
the payment must be made within 5 days from the date on which the offer letters were
delivered to the relevant grantees. Save for the aforesaid, under the rules of the Share
Option Scheme, the amount payable on acceptance of the option is HK$1.00 and the
payment must be made within 28 days from the date on which the offer letter is delivered
to the participant.

As af the date of this report, the total number of Shares available for issue under the
Share Option Scheme is 301,614,810 Shares, representing approximately 5.65% of the
total number of issued Shares. As at December 31, 2017, an aggregate of 12,826,000
ordinary Shares have been issued on the exercise of share options and an aggregate of
53,749,190 ordinary Shares are issuable for share options granted under the Share Option
Scheme, representing approximately 1.01% of the total number of issued Shares.
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SHARE OPTION SCHEME (Continued]
Pursuant to the Share Option Scheme, movements in share options during the year are

listed below:
Number of underlying Shares comprised in the share options
Balance Lapsed/ Balance
asat  Granted Exercised  cancelled as at
Exercise January 1, during during during December 31,
Date of grant price Vesting period Exercisable period 2017  theyear  theyear  the year 2017
HK$

Employees/Consultants
21012010 1620 21.01.2010-2001.2011  21.01.2011-20.01.2018 1,668,450 1,668,450
21012010-2001.2012  21.01.2012-20.01.2018 1,673,450 1,673,450
21012010-2001.2013  21.01.2013-20.01.2018 3,401,900 3,401,900
21012010-2001.2014  21.01.2014-20.01.2018 4,719,200 4,719,200
2001201 1230 20.01.2011-19.01.2012  20.01.2012-19.01.2019 2,525,000 (25,000) 2,500,000
2001.2011-19.01.2013  20.01.2013-19.01.2019 2,675,000 (75,000) 2,800,000
20.01.2011-19.01.2014  20.01.2014-19.01.2019 3,264,000 (300,000) 2,964,000
20.01.2011-19.01.2015  20.01.2015-19.01.2019 3,375,000 (300,000) 3,075,000
14112016 2094 1411.2016:31.08.2007  01.09.2017-01.09.2019 1,166,320 1,166,320
1411.2016:31.08.2018  01.09.2018-01.09.2020 1,166,320 1,166,320
1411.2016:31.08.2019  01.09.2019-01.09.2021 1,166,320 1,166,320
1411.2016:31.08.2020  01.09.2020-01.09.2022 2,332,640 2332640
1411.2016:31.08.2021  01.09.2021-01.09.2023 5,831,590 5,831,590
Subofal 3,165,190 (700,000) 34,465,190
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SHARE OPTION SCHEME (Continued])

Number of underlying Shares comprised in the share options

Balance Lapsed/ Balance
asat  Granted Exercised  cancelled as at
Exercise January 1, during during during December 31,
Date of grant price Vesting period Exercisable period 2017  theyear  theyear  the year 2017
HKS
Former Employees

21012010 1620 21.01.2010-2001.2011  21.01.2011-20.01.2018 1,870,000 (16,000) 1,854,000
21.01.2010-2001.2012  21.01.2012-20.01.2018 1,899,000 (45,000) 1,854,000
21.01.2010-2001.2013  21.01.2013-20.01.2018 2,763,000 (39.000) 2,724,000
21.01.2010-2001.2014  21.01.2014-2001.2018 852,000 - 852,000
2001201 1230 20.01.2011-19.01.2012  2001.2012-19.01.2019 6,987,500 6,987,500
2001.2011-19.01.2013 - 20.01.2013-19.01.2019 3,337,500 3,337,500
20.01.2011-19.01.2014  20.01.2014-19.01.2019 1,000,000 1,000,000
20.01.2011-19.01.2015  20.01.2015-19.01.2019 300,000 300,000
07.03.2012 1050 07.08.20120003.2013  07.03.2013-06.03.2020 375,000 375,000
07.03.2012:06.03.2014  07.03.2014-06.03.2020 - -

07.03.2012:06.03.2015  07.03.2015-06.03.2020

07.03.2012:06.03.2016  07.03.2016-06.03.2020
Subotal 19,384,000 (100,000 19,284,000
Grand fotol 54,549,190 (800,000) 53,749,190

The weighted average closing price of the Shares immediately before the dates on which
the share options were exercised during the year is HK$1.78 per Share.

Saved as disclosed above, no share options had been granted, exercised, lapsed or
cancelled under the Share Option Scheme during the year.

Subsequent to the end of the reporting period and on January 21, 2018, all the
outstanding share options that were exercisable into 18,747,000 Shares at the exercise
price of HKS1.62 per Share and were granted on January 21, 2010 lapsed.

Further details of the Share Option Scheme are set out in Note 30(a) to the consolidated
financial statements.
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SHARE AWARD SCHEME

The Share Award Scheme was adopted on May 9, 2014 and duly amended on November
11, 2016 for recognising the contributions by certain persons, including Directors and
employees of the Group, providing incentives to retain them for the continual operation
and development of the Group, and to attract suitable personnel for further development
of the Group. The scheme shall be valid and effective for a term of 10 years commencing
on May 9, 2014. No further share awards should be granted upon termination or expiry of
the term of the Share Award Scheme.

Any proposed award should be on the basis of individual performance and must
be recommended by the remunerafion committee of the Board and approved by
the Board. All the share awards granted under the Share Award Scheme should be
vested in accordance with the conditions (such as employment status and individual
performance) and timetable as set out in the relevant letter of award as determined by
the Board.

The fotal number of Shares to be awarded under the Share Award Scheme should not
exceed 4% of the issued Shares as at the date of grant. The maximum number of Shares
which may be awarded fo a selected participant (including vested and non-vested
Shares) should not exceed 1% of the issued Shares from time to time.

Eligible participant(s) selected by the Board for participation in the Share Award Scheme
shall have no right to any dividend held under the tfrust before vesting which shall form
part of the residual cash or any of the refurned Shares. The trustee of the Share Award
Scheme shall not exercise the voting rights in respect of any Shares held under the trust
(including but not limited to the awarded Shares, the returned Shares, any bonus Shares
and scrip Shares).
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SHARE AWARD SCHEME (Continued)

Pursuant to the Share Award Scheme, movements in awarded Shares during the year are
listed below:

Number of awarded Shares

Balance Lapsed/ Balance
as at Granted Vested cancelled as at
January 1, during during during December 31,
Date of grant Vesting period 2017 the year the year the year 2017
Director/former Director
Lee, Shao-Wu 2503.2017 25.03.2017-24.03.2018 - 300,000 - - 300,000
2503.2017 25.03.2017-24.03.2019 - 300,000 - - 300,000
2503.2017 25.03.2017-24.03.2020 - 400,000 - - 400,000
Kwan, Heh-Der' 01.09.2014 01.09.2014-31.08.2017 1,200,000 - - (1,200,000) -
13.06.2016 13.05.2016-30.08.2018 1,400,000 - - (1,400,000)
Sub-otal 2,600,000 1,000,000 - (2600,000y 1,000,000
Employees
01.09.2014 01.09.2014-31.08.2017 7,100,000 - (4100,000)  (3,000,000) -
21.03.2015 21.03.2015-20.03.2018 7,783,000 - - (2425000) 5,358,000
14,08.2015 14,08.2015-13.08.2018 8,330,000 - - (220,000) 8,110,000
24.03.2016 24.03.2016-23.03.2019 4,920,000 - - (1,700,000) 3,220,000
13.08.2016 13.08.2016-12.08.2019 5,460,000 - - - 5,460,000
12.11.2016 12.11.2016-30.08.2019 600,000 - - 600,000
14.11.2016 14.11.2016-:31.08.2017 833,080 - (833,680) -
14.11.2016 14.11.2016:31.08.2018 833,080 - - - §33,680
14.11.2016 14.11.2016-31.08.2019 833,080 - - - 833,680
14.11.2016 14.11.2016-31.08.2020 1,667,360 - - - 1,667,360
14.11.2016 14.11.2016-31.08.2021 4,168,410 - - - 4,168,410
25.03.2017 25.03.2017-24.03.2020 - 5,026,000 - (498,000) 4,528,000
03.07.2017 03.07.2017-02.07.2020 - 300,000 - - 300,000
14.11.2017 14.11.2017-28.02.2018 - 270,000 - - 270,000
14.11.2017 14.11.2017-28.02.2019 - 315,000 - - 315,000
14.11.2017 14.11.2017-11.12.2019 = 300,000 = = 300,000
14.11.2017 14.11.2017-29.02.2020 315,000 - - 315,000
14.11.2017 14.11.2017-13.11.2020 = 3,800,000 = = 3,800,000
Sub-tofal 42529810 10326000  (4.933,680)  (7,843,000) 40,079,130
Grond fotal 45129810 11326000  (4.933,680) (10,443,000) 41,079,130
note:
! Mr. Kwan, Heh-Der resigned as an executive Director and the CEO on January 6, 2017 and alll

the awarded shares granted to him lapsed on that date.
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SHARE AWARD SCHEME (Continued)

The weighted average closing price of the Shares immediately before the grant of
awarded shares during the year is HK$1.68 per Share.

Further details of the Share Award Scheme are set out in Note 30(b) to the consolidated
financial statements.

ARRANGEMENT TO ACOQUIRE SHARES OR DEBENTURES

Mr. Lee, Shao-Wu, being a former executive director of Yue Yuen, an infermediate holding
company of the Company, was awarded 33,000 ordinary shares of Yue Yuen under the
YY Share Award Scheme on October 3, 2016 during his employment with Yue Yuen. The
33,000 awarded shares of Yue Yuen remain unvested and fto be vested on October 2,
2018 subject fo certain vesting conditions.

Save as disclosed herein and as stated in the sections “Share Option Scheme” and
"Share Award Scheme” above, at no time during the year was the Company or any of
its holding companies, fellow subsidiaries or subsidiaries a party to any arrangements to
enable the Directors to acquire benefits by means of the acquisition of shares in, or debt
securities (including debentures) of the Company or any other body corporate.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT

POSITIONS IN SHARES AND UNDERLYING SHARES

As at December 31, 2017, the register of inferests in Shares and short positions of
substantial Shareholders maintained by the Company pursuant to section 336 of the
SFO showed that other than the interests disclosed in the section "Directors’ and Chief
Executives’ Interests and Short Positions in Shares, Underlying Shares and Debentures”,
the following Shareholders had notified the Company of relevant interests in the issued

Shares:
Percentage
Capacity/ Number of of the issued
Name of Shareholders notes Nature of interest Shares held Shares
Major Focus Management (@) Beneficial owner 3,311,090,560 62.02%
Limited ("Major Focus”)
Yue Yuen (a), (b) Interest of a controlled 3,311,090,560 62.02%
corporation/
Beneficial owner
Wealthplus (b) Interest of a controlled  3,311,090,560 62.02%
corporation
Pou Chen (b) Interest of a controlled  3,311,090,560 62.02%
corporation
notes:

All interests stated are long positions.

(a) 3,311,090,560 Shares are held by Major Focus, a wholly-owned subsidiary of Yue Yuen.

(b) Pou Chen is deemed to be interested in these Shares under the SFO by virtue of its interests
in more than one-third of the voting shares in Wealthplus, which in turn is deemed to be
interested in these shares under the SFO by virtue of its interests in more than one-third of the
voting shares in Yue Yuen. Wealthplus is wholly owned by Pou Chen and is interested in more

than one-third of the voting shares of Yue Yuen.

Ms. Tsai Patty, Pei Chun, a Director, is also a director of Yue Yuen, Wealthplus and Pou Chen.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT

POSITIONS IN SHARES AND UNDERLYING SHARES (Continued])

Save as disclosed above, as at December 31, 2017, the Directors were not aware of
any other person (other than Directors or chief executives of the Company) who had
an interest or short position in the Shares or underlying Shares which would fall to be
disclosed to the Company and the Stock Exchange under the provisions of Divisions 2
and 3 of Part XV of the SFO or which were required, pursuant to section 336 of the SFO, to
be entered info the register referred to therein.

CONTINUING CONNECTED TRANSACLTIONS

Purchase of footwear products from Yue Yuen

On November 11, 2016, the Company entered into a framework agreement with Yue
Yuen (the “Framework Agreement”), pursuant to which the Company might, through
its subsidiaries, joint ventures and associates (the "PS Sub Group”), purchase from
Yue Yuen'’s subsidiaries, joint ventures and associates (the "YY Sub Group”) and/or
any factories operated and/or appointed by members of the YY Sub Group (the "YY
Factories”) footwear products for the period from January 1, 2017 to December 31, 2018
subject to the following annual caps.

Period Annual Cap
January 1, 2017 to December 31, 2017 RMB143,000,000
January 1, 2018 to December 31, 2018 RMB200,000,000

The annual caps for each of the aforesaid periods were determined after taking into
account (a) the unit price of the footwear products; (b) the historical purchase amounts
of the footwear products; and (c) the expected increment of the purchase amounts of
the footwear products from members of the YY Sub Group and/or the YY Factories.

Yue Yuen was a confrolling shareholder of the Company and holding approximately
61.75% of the then issued Shares and was therefore a connected person of the Company
as at November 11, 2016. Accordingly, the Framework Agreement and the transactions
contemplated therein constitute continuing connected transactions for the Company
under Chapter T4A of the Listing Rules.

Ms. Tsai Patty, Pei Chun, a Director and also a director of Yue Yuen, is considered to have
a material interest in the Framework Agreement by virtue of her directorship.

Details of the fransactions were set ouf in the announcement of the Company dated
November 11, 2076.

During the year ended December 31, 2017, the total amount of fransaction orders placed
under the Framework Agreement was approximately RMB19 million. The determination of
prices and ferms of the transaction orders conducted has followed the pricing policies
and guidelines as described in the announcement.
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CONTINUING CONNECTED TRANSACLTIONS (Continued])

Annual Review of Continuing Connected Transactions

Pursuant to Rule 14A.55 of the Listing Rules, the INEDs have reviewed the above
confinuing connected transactions and confirmed that the transactions have been
entered info:

(a) inthe ordinary and usual course of business of the Company;
(b) on normal commercial ferms; and

(c) according fo the agreement governing them on terms that are fair and reasonable
and in the interests of the Company and the Shareholders as a whole.

The Company’s independent auditor was engaged to report on the above confinuing
connected tfransactions in accordance with Hong Kong Standard on Assurance
Engagements 3000 (Revised) "Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information” and with reference to Practice Note 740 “Auditor’s Letter
on Continuing Connected Transactions under the Hong Kong Listing Rules” issued by
the Hong Kong Institute of Cerfified Public Accountants. The independent auditor has
issued an unqualified report containing its findings and conclusions in respect of the
above continuing connected transactions and confirmed that nothing has come to their
aftention in relation to the above confinuing connected transactions of the matters set
out in Rule 14A.56 of the Listing Rules.

RELATED AND CONNECTED PARTY TRANSACTIONS

Details of related and connected party transactions for the year are set out in Note 32 to
the consolidated financial statements.

Save as disclosed herein and above in the section "Continuing Connected Transactions”,
the Company has not entered into other transactions with its connected parties which
are required to be disclosed in the Annual Report in accordance with Chapter 14A of the
Listing Rules.

With regard to the related party transactions which also constitute connected
fransactions or contfinuing connected fransactions, the Company has complied with the
disclosure requirements in accordance with Chapter 14A of the Listing Rules in so far as
they are applicable.

REVIEW OF ACCOUNTS

The audit commifttee of the Company (the "Audit Committee”) has reviewed, with
management and the external auditor of the Company, the Group’s consolidated
financial statements for the year ended December 31, 2017, the accounting principles
and practices adopted by the Group and has discussed auditing, risk management and
internal controls, and financial reporting matters.
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MANAGEMENT CONTRALCTS

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

MAJOR CUSTOMERS AND SUPPLIERS

Aggregate sales attributable to the Group’s five largest customers was less than 30% of
the Group’s total sales for the year.

Aggregate purchases attributable to the Group’s largest and five largest suppliers were
51% and 98% of the Group’s total purchases for the year, respectively.

None of the Directors or the close associates of the Directors or the Shareholders (which
to the knowledge of the Directors own more than 5% of the Company’s issued Shares)
have an inferest in any of the Group’s five largest customers or suppliers at any time
during the year.

EMOLUMENT POLICY

The Group’s emolument policy for employees is set up by the Board. The emoluments
of the employees are determined on the basis of their merit, qualifications and
competence, with reference to prevailing salary levels in the market. In addition, the
Group provides other fringe benefits, such as social insurance, mandatory provident
funds, medical coverage and training programs to employees based on their respective
personal career development.

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

The Company has adopted the Share Option Scheme and Share Award Scheme to
provide its Directors and eligible employees with incentives and to recognise their
contributions and ongoing efforts. Details of which are set ouf in the sections “Share
Option Scheme” and "Share Award Scheme”, and Note 30 to the consolidated financial
statements.
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PENSION SCHEME

The employees employed in the PRC are members of the state-managed retirement
benefit schemes operated by the PRC government. The PRC subsidiaries of the Group are
required to contribute to the retirement benefit schemes to fund the benefits at a defined
percentage of employees’ payroll. The only obligation of the Group with respect to the
retirement benefit schemes is fo make the required contributions under the schemes.

The Group has also enrolled all its qualifying employees in Hong Kong info a Mandatory
Provident Fund Scheme ("MPF Scheme”). The assets of the MPF Scheme enrolled are
held separately from those of the Group in frust under the management of independent
trustees. In accordance with the relevant ordinances and regulations of MPF Scheme, the
employer and its employees both are required to make confributions to the scheme at
rate specified.

The Group contributed approximately RMB260.4 million to the above-mentioned schemes
for the year ended December 31, 2017.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the knowledge
of the Directors, the Company has maintained a sufficient public float as required by the
Listing Rules throughout the year ended December 31, 2017 and up to the date of this
report,

INDEPENDENT AUDITOR

The consolidated financial statements of the Group for the year ended December
31, 2017 have been audited by Messrs. Deloitte Touche Tohmatsu, certified public
accountants, who will retire and, being eligible, offer themselves for re-appointment as
independent auditor of the Company at the 2018 AGM.

On behalf of the Board

Wu, Pan-Tsu
Chairman
Hong Kong
March 23, 2018
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The Board and the management of the Company recognise the importance of
maintaining good corporate governance practices and procedures, hence corporate
tfransparency and accountability can be practised. The Company believes that good
corporate governance provides a framework that is essential for effective management,
a healthy corporate culture, successful business growth and thereby enhancing
Shareholders’ value. The Board is committed to achieving a high standard of corporate
governance and to leading the Group to grow in an efficient manner directed by the
Group’s vision and mission.

CORPORATE GOVERNANCE PRACLTICES

During the year ended December 31, 2017, the Company has applied the principles of
and has complied with all code provisions confained in the Corporate Governance Code
(the "CG Code") set out in Appendix 14 fo the Listing Rules, except for the two deviations
as explained below.

()  There was no segregation of duties between the roles of the Chairman and CEO
during the period from January 6, 2017 to February 5, 2017. This is a deviation from
code provision A.2.1 of the CG Code. Further details are stipulated in the section
"Chairman and Chief Executive Officer” in this report.

(I There was no company secretary (the "“Company Secretary”) for the period from
January 19, 2017 to May 11, 2017. This is a deviation from code provision F.1.1 of the
CG Code. Further details are stipulated in the section "Company Secretary” in this
report.

BOARD OF DIRECTORS

The Board

The Company is committed to the view that the Board should include a balanced
composition of executive, non-executive and independent non-executive Directors so
that there is a strong independent element on the Board, which can effectively exercise
independent judgment.

Currently, the Board comprises the following seven Directors:

Executive Directors
Mr. Wu, Pan-Tsu (Chairman)
Mr. Lee, Shao-Wu (CEQ)*

Non-executive Directors
Ms. Tsai Patty, Pei Chun
Mr. Li I-nan

Independent Non-executive Directors
Mr. Chen, Huan-Chung

Mr. Hsieh, Wuei-Jung

Mr. Shan Xue

* Mr. Lee, Shao-Wu was appointed as an executive Director and acting CEO with effect from
February 6, 2017 after the resignation of Mr. Kwan, Heh-Der as an executive Director and CEO
on January 6, 2017. He was then re-designated as an executive Director and the CEO on
March 24, 2017.
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BOARD OF DIRECTORS (Continued])

The Board (Continued])

The biographical data of the Directors are set out in "Biographical Data of Directors
and Senior Management” section on pages 22 to 25. Save as disclosed in that section,
to the best knowledge of the Company, there is no other financial, business or family
relationship among the members of the Board.

The Board has overall responsibility in formulating the strategic development of the
Group, monitoring and controlling the Group’s operation and financial performance, and
performing the corporate governance duties.

The management is delegated with the authority and responsibility for the day-to-day
operations of the Group under the leadership and supervision of the CEO. The CEO,
working with the management team, is responsible for overseeing and managing
the businesses of the Group, including the implementation of policies and strategies
delegated and adopted by the Board and assuming full accountability to the Board for
the operations of the Group.

Board meetings are scheduled to be held at approximately quarterly intervals and as
required by business needs to discuss and review the overall strategy as well as the
operation and financial performance of the Group and other duties of the Board. Seven
Board meetings and one Shareholders” meeting were held during the year. The Chairman
also during the year held a meeting with the NEDs (including the INEDs) without CEO’s
presence. The aftendance record of Directors is set out in the table herein. The annual
meetings schedule is made available fo Directors in advance so that the Directors are
given the opportunity to schedule for aftending the meetings. For regular board meeting,
notice of at least 14 days is given to all Directors to ensure that all Directors are given
an opportunity to attend and to include matters for discussion in the agenda. Agenda
and Board papers are normally sent to all Directors at least 3 days before each meeting
to enable them to make informed decisions with adequate data. All Directors have full
access to information of the Group and are able to obtain independent professional
advice in performing their duties at the expense of the Company in appropriate
circumstances or upon their request.

Minutes of all Board and committees meetings are kept by the Company Secretary. Draft
minutes are circulated to all Directors or commitfee members for review and comment
in a timely manner and final version for their records. Minutes are recorded in sufficient
detail of the matters considered by the Board and decisions reached. The final versions
of minutes/resolutions of the Board and the committees are available for inspection by
Directors. Any matters which are material and/or substantial Shareholder(s) or Directors
and their close associates (as defined in the Listing Rules) with a material interest in
or may cause potential conflicts of interests are discussed at physical Board meetings
(instead of by circulating written resolutions of Directors) and relevant Directors will
abstain from voting on the resolutions approving such transactions and are not counted
in the quorum of the meetings.
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BOARD OF DIRECTORS (Continued])

The Board (Continued])

The table below sets out the number of meetings of the Board and its committees,
individual attendance by the Board and committee members at these meetings and the
annual general meeting during the year:

Audit  Nomination Remuneration Annual Chairman
Board Committee Committee Committee General  and NEDs
Name of Directors Meetings Meetings Meetings Meetings Meeting Meeting

Number of meeting(s) attended/held

Executive Directors

Wu, Pan-Tsu 11 N/A 2/2 N/A /1 1/1
Lee, Shao-Wu! 5/5 N/A N/A N/A 1/1 N/A
Kwan, Heh-Der? N/A N/A N/A N/A N/A N/A
Non-executive Directors
Tsai Patty, Pei Chun 117 6/6 N/A N/A 1/1
Li nan 11 N/A N/A 414 1/1
Independent Non-executive

Directors
Chen, Huan-Chung 17 6/6 2/2 4/4 /1 1/1
Hsieh, Wuei-Jung 17 N/A N/A 4/4 1/1 1/1
Shan Xue 5/7 316 2/2 N/A 0/1 1/1
notes:

B Mr. Lee, Shao-Wu was appointed as an executive Director and acting CEO with effect from
February 6, 2017. He was then re-designated as an executive Director and CEO on March 24,
2017.

2 Mr. Kwan, Heh-Der resigned as an executive Director and CEO with effect from January 6,
2017.
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BOARD OF DIRECTORS (Continued])

Chairman and Chief Executive Officer

The Chairman of the Board is Mr. Wu, Pan-Tsu and the CEQO is Mr. Lee, Shao-Wu.

Save as disclosed below, the roles and responsibilities of the Chairman and CEO are
separate during the year and set out in writing in the Statement of Policy on Corporate
Governance of the Company. The Chairman is responsible for the leadership,
governance to and effective running of the Board. The CEO is responsible for overseeing
the overall strategy, planning and leading the management in the day-to-day operations
of the Group.

For the period from January 6, 2017 to February 5, 2017, there was no segregation
between the roles and responsibilities of the Chairman and CEO. Upon the resignation of
the former CEO, Mr. Kwan, Heh-Der, on January 6, 2017, the role and responsibilities of the
CEO were temporarily assumed by the Chairman until Mr. Lee, Shao-Wu, the existing CEO,
was appointed as the acting CEO on February 6, 2017,

This is a deviation from code provision A.2.1 of the CG Code which stipulates that the
roles of the Chairman of the Board and CEO should be separate and should not be
performed by the same individual. The Company believes that it was only a temporary
measure while the Company was actively searching for a replacement to fill in the
position. As such, the Board does not consider that no segregation of the roles for such
a short period had impaired the balance of power and authority between the Board and
the management of the Company given there is a division of responsibilities for each of
the individual business operation segments of the Group.
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BOARD OF DIRECTORS (Continued])

Non-executive Directors and Independent Non-executive Directors

All NEDs (including INEDs) are appointed for a specific ferm of three years. All Directors
including INEDs are subject to retirement by rotation and re-election at least once every
three years in accordance with the provisions of the Listing Rules and the Bye-laws.

At all times during the year ended December 31, 2017, the Company has complied
with the requirements under Rules 3.10 and 3.10A of the Listing Rules relating to the
appointment of at least three INEDs, representing at least one-third of the Board and
with at least one of them possessing appropriate professional accounting and financial
management expertise.

The Company has received from each of the INEDs, namely Mr. Chen, Huan-Chung,
Mr. Hsieh, Wuei-Jung and Mr. Shan Xue, an annual confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. Although Mr. Chen, Huan-Chung has been
serving the Company as an INED for more than 9 years, he does not have any executive
or management role in the Company nor has he been under the employment of any
member of the Group. The Board considers that he has made considerable contributions
to the Company with his relevant experience and knowledge throughout his years of
service and he has maintained an independent view in relation to the Company’s
affairs. The Company considers that all INEDs are independent in accordance with
the independence guidelines as set out in the Listing Rules and will confinue to bring
valuable business experience, knowledge and professionalism to the Board for its efficient
and effective functioning.

Appointment and Re-election of Directors
The appointment of a new Director is made on the recommendation of the Nomination
Committee and by approval of the Board or by the Shareholders in a general meeting.

In assessing potential candidates for the Board, the Nomination Committee considers
the diversity perspectives, such as, gender, age, cultural and education background,
professional experience, skills, knowledge and length of service; and the Director
succession plan adopted by the Company. Notwithstanding the diversity perspectives, all
appointments to the Board are based on merit, having regard to the ability of candidates
to complement and expand the skills, knowledge and experience of the Board as a
whole. The recommendations of the Nomination Committee are then put to the full Board
for decision. All newly appointed Directors are subject to re-election by the Shareholders
at the first general meeting following their appointments.

Besides that, at least one-third of Directors shall retire from office every year at the
Company’s annual general meeting. All Directors are subject to retirement by rotation
at least once every three years and re-election in accordance with the provisions
of the Listing Rules and the Bye-laws. The key terms and conditions of the Directors’
appointments are set out in their respective letter of appointment and/or service
contract.
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BOARD OF DIRECTORS (Continued])

Directors’ Induction and Training

Each newly appointed Director is provided with a tailored induction to ensure that he or
she has a proper understanding of the operations and business of the Group and is fully
aware of his or her responsibilities under applicable legal requirements and the business
and corporate governance policies of the Group.

The Company continuously updates the Directors on the Group's business and the latest
developments regarding the Listing Rules and other applicable regulatory requirements,
to ensure compliance and enhance their awareness of good corporate governance
practices.

Pursuant fo Code Provision A.6.5 of the CG Code, the Directors should participate in
confinuous professional development to develop and refresh their knowledge and skills.
According to the records provided by the Directors, the Directors had participated in the
following trainings during the year:

Attending briefings/ Reading/studying

seminars/ training or other
Name of Directors conferences/forums materials
Executive Directors
Wu, Pan-Tsu v/ v/
Lee, Shao-Wu* v v
Kwan, Heh-Der** N/A N/A
Non-executive Directors
Tsai Patty, Pei Chun v v
Li I-nan v v/
Independent Non-executive Directors
Chen, Huan-Chung v/ v/
Hsieh, Wuei-Jung v/ v/
Shan Xue v/ v/
* Mr. Lee, Shao-Wu was appointed as an executive Director and acting CEO with effect from
February 6, 2017. He was then re-designated as an executive Director and CEO on March 24,
2017.
o Mr. Kwan, Heh-Der resigned as an executive Director and CEO with effect from January 6,
2017.
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BOARD COMMITTEES

The Board has established the Audit Committee, the Remuneration Committee and the
Nomination Committee (collectively the "Board Committees”) to oversee various aspects
of the Group’s affairs.

Audit Committee

The Audit Committee has been in place since May 2008 with specific written terms of
reference, which are available for viewing on the websites of the Stock Exchange and the
Company.

The Audit Committee currently consists of one NED and two INEDs: Mr. Chen, Huan-
Chung (Chairman), Ms. Tsai Patty, Pei Chun and Mr. Shan Xue. Mr. Chen, Huan-Chung is
an INED possessing the appropriate professional accounting and financial management
expertise as required under the Listing Rules.

The primary functions of the Audit Committee are, inter alia, to assist the Board in fulfilling
its responsibilities, to maintain appropriate relationship with external auditors, to review
the Group’s financial control, risk management and internal control, to review the annual
and inferim reports and other financial information provided by the Company fo its
Shareholders, the public and others, and fo deal with other matters within the scope of its
terms of reference.

The Audit Committee is responsible for considering the appointment of the external
auditors and reviewing any non-audit functions performed by the external auditors,
including whether such non-audit functions could lead to any potential material adverse
effect on the Group.

The following is the summary of work performed by the Audit Committee during the year:

reviewed and recommended the quarterly results, and interim and annual reports
of the Group to the Board for approval;

. reviewed and discussed the various audit issues as reported by the external auditor;
recommended the re-election of the external auditor;

. reviewed the internal control or internal audit issues as reported by the Company’s
internal audit department (the ‘Internal Audit Department”) covering the
investigation findings and recommendations;

reviewed and recommended amendments to the terms of reference for the Audit
Committee to the Board for approval;

. reviewed the adequacy and effectiveness of the Company’s financial controls, risk
management and internal control systems;

reviewed the continuing connected transactions of the Group for the year; and

c monitored the engagement/re-appointment, services provided by and
remuneration of the external auditor and its independence and objectivity.

The Audit Committee held six meetings during the year. The attendance record of

the members of the Audit Committee meetings is set out in the table under "Board of
Directors” section.
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BOARD COMMITTEES (Continued)

Remuneration Committee

The Remuneration Committee has been in place since May 2008 with specific written
terms of reference, which are available for viewing on the websites of the Stock Exchange
and the Company.

The Remuneration Committee currently consists of one NED and two INEDs: Mr. Hsieh,
Wuei-Jung (Chairman), Mr. Chen, Huan-Chung and Mr. Li I-nan.

The primary functions of the Remuneration Committee include making recommendations
to the Board on remuneration policy, structure and packages of the Directors and senior
management of the Group and other related matters. A remuneration policy for Directors
has been established. In recommendation of the remuneration package of Directors, the
Remuneration Committee considers the qualifications and experience of each Director
and also remuneration policies of other comparable listed companies of similar business
and size, time commitment and responsibilities of the Directors, employment conditions
of the Group and the desirability of performance-based remuneration. The Remuneration
Committee also ensures that the levels of remuneration should be sufficient to atfract and
retain the Directors to run the Company successfully but would avoid paying more than
necessary for this purpose. No Directors or any of their respective associates are involved
in determining their own remunerations.

The following is the summary of work performed by the Remuneration Committee during
the year:

. reviewed and recommended the remuneration of Directors for the year ended
December 31, 2016 to the Board for approval;

. reviewed and recommended the remuneration packages of an ED and a senior
management personnel of the Company to the Board for approval;

. reviewed and recommended the renewal of tferms of appoinfment of a NED and
two INEDs;
C reviewed the effectiveness of the Remuneration Committee and recommended

amendments fo its ferms of reference to the Board for approval;

. recommended the grant and cancellation of share awards of the CEO and other
employees of the Group fo the Board for approval; and

. reviewed the status of the Share Option Scheme and the Share Award Scheme.
The Remuneration Committee held four meetings during the year. The atfendance record

of the members of the Remuneration Committee meetings is set out in the table under
"Board of Directors” section.
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BOARD COMMITTEES (Continued)

Nomination Committee

The Nomination Committee has been in place since December 2011 with specific written
terms of reference, which are available for viewing on the websites of the Stock Exchange
and the Company.

The Nomination Committee currently consists of one ED and two INEDs: Mr. Wu, Pan-Tsu
(Chairman), Mr. Chen, Huan-Chung and Mr. Shan Xue.

The primary functions of the Nomination Committee are to assist the Board in
identification of suitable individuals qualified to become Board members, review the
structure, size, composition and diversity of the Board and make recommendations on
any proposed changes to the Board to complement the Company’s corporate strategy.

The following is the summary of work performed by the Nomination Committee during the
year:

. recommended the appointment of an ED and a senior management personnel of
the Company to the Board for approval;

. assessed the independence of INEDs;

. reviewed the retirement and nominated the re-election of retiring Directors at the
2017 AGM;

. reviewed and recommended amendments to the terms of reference for the

Nomination Committee to the Board for approval; and
. reviewed the structure, size, composition and diversity of the Board.

The Nomination Committee held two meetings during the year. The aftendance record
of the Nomination Committee meetings is set out in the table under "Board of Directors”
section.

Board Diversity

On August 13, 2013, the Board has adopted a Board Diversity Policy. The Company
considers increasing diversity at the Board level as an essential element in supporting
the attainment of its strategic objectives and its sustainable development. In designing
the Board’s composition, Board diversity has been considered from a number of aspects,
including but not limited to gender, age, cultural and educatfional background,
professional experience, skills, knowledge and length of service. All appointments of
Directors will be based on meritocracy, and candidates will be considered against
objective criteria, having due regard for the benefits of diversity on the Board. The policy
is available for viewing on the website of the Company.

The Nomination Committee is also responsible to review the Board Diversity Policy, the
measurable objectives and monitor the implementation of the Board Diversity Policy.
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BOARD COMMITTEES (Continued)

Board Diversity (Continued])
An analysis of the Board’s current composition based on the measurable objectives of the
existing Directors is set out below:

Number of Directors

7
6 ED 6-9
5 Over 60
4
3
2
1
0
Designation Gender Age Group Board tenure Directorship in
(number of years) other listed
companies
(number of
companies)
Academic Background Experience/Expertise
Banking & 14%  Sportswear Industry k & & 43%
Legal & 14%  Accounting Expertise k‘: & 29%
Economics/ e \@ \e o EqQuity Investment/ e \@ \@ \@ \@ \e o
Finance XXXk A3% Financial Services EEXXEX 8%
Others X & 29%  Global Operation X & X & 57%
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CORPORATE GOVERNANCE FUNCTION

The Board has adopted a Statement of Policy on Corporate Governance and is
collectively responsible for performing the corporate governance duties including:

(a) to develop, review and implement the Company’s policies and practices on
corporate governance;

(b) to review and monitor the fraining and continuous professional development of
Directors and senior management;

(c) to review and monitor the Company’s policies and practices on compliance with
legal and regulatory requirements;

(d) to develop, review and monitor the code of conduct and compliance manual (if
any) applicable to employees and Directors;

(e) to review the Company’s compliance with the CG Code and disclosure in the
Corporate Governance Report; and

(f) to develop, review and monitor the implementation of the Shareholders’
communication policy to ensure its effectiveness.

INDEPENDENT AUDITOR’S REMUNERATION

During the year ended December 31, 2017, the remuneration paid or to be payable
to Messrs. Deloitte Touche Tohmatsu ("Deloitte”), the Company’s external auditor, in
respect of audit services rendered is approximately RMB3,677,000 (2016: approximately
RMB4,871,000 and in respect of non-audit services rendered is approximately
RMB1,144,000 (2016: approximately RMB1,560,000). The non-audit services fees include
the review of interim financial statements, professional services rendered in connection
with profits tax and consolidation system implementation.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Directors acknowledge their responsibilities with respect to the financial statements of
the Group and ensure that they are prepared in accordance with statutory requirements
and applicable accounting standards. The Directors also ensure the publication of the
financial statements of the Group in a timely manner.

A statement made by the external auditor of the Company, Deloitte, with regard to their
reporting responsibilities on the Group’s financial statements is set out in the Independent
Auditor’'s Report on pages 83 to 88.

The Directors confirm that, to the best of their knowledge, information and belief after
having made all reasonable enquiries, they are not aware of any material uncertainties
relating to events or conditions that may cast significant doubt upon the Company’s
ability to continue as a going concern.
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MODEL CODE FOR SECURITIES TRANSALCTIONS

The Company has adopted the Model Code as set out in Appendix 10 to the Listing
Rules as the Company’s code of conduct for dealings in securities of the Company by
Directors. Following specific enquiry by the Company to all Directors, each of them has
confirmed that he/she has complied with the required standards set out in the Model
Code throughout the year ended December 31, 2017.

The Company has also established and adopted internal guidelines for securities
transactions by relevant employees (the "Employees Guidelines”) which are on no
less exacting terms than the Model Code. Specified employees who are likely to be in
possession of unpublished inside information related to the Company and its securities
must comply with the Employees Guidelines.

COMPANY SECRETARY

There was no Company Secretary for the period from January 19, 2017 up to May 11,
2017 upon the resignation of the former Company Secretary, Ms. Chong Yim Kuen, on
January 19, 2017. The day-to-day tasks of the Company Secretary were carried out by
personnel at the Company who possess relevant experience to deal with such tasks.
This is a deviation from code provision F.1.1 of the CG Code which stipulates that the
Company Secretary should be an employee of the issuer or external service provider. Mr.
Fan Kam Wing ("Mr. Fan”) was appointed as the new Company Secretary on May 12,
2017.

Mr. Fan confirms that he has complied with all the required qualifications, experience and
training requirements as specified under the Listing Rules during the year under review.

SHAREHOLDERS’ RIGHTS

1. Procedures by which Shareholders may convene a special general

meeting

1.1 Shareholders holding not less than one-tenth of the paid-up capital of the
Company carrying the right of vofing at general meetings of the Company
as at the date of the deposit of the requisition are entitled to require the
Board to convene a special general meeting by depositing a requisition at
the registered office of the Company for the attention of the Board or the
Company Secretary.

1.2 The requisition must specify the purposes of the meeting, signed by the
requisitionists and may consist of several documents in like form each signed
by one or more of those requisitionists.

1.3 The signatures and the requisition will be verified by the Company’s share
registrar. The Board will proceed to convene a special general meeting for the
transaction of any business specified in the requisition within 21 days from the
date of deposit of such requisition if it has been validly raised.

1.4 If the Board does not within 21 days from the date of the deposit of a valid
requisition, proceed duly fo convene such meeting, the requisitionists, or any
of them representing more than one half of the total voting rights of all of
them, may themselves convene a meeting, but any meeting so convened
shall not be held after the expiration of three months from the said date.
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SHAREHOLDERS’ RIGHTS (Continued])

e. Procedures for putting forward enquiries to the Board
Shareholders may put forward enquiries to the Board through the Company
Secretary, whose contact details are as follows:

The Company Secretary

Pou Sheng International (Holdings) Limited
22nd Floor, C-Bons International Center
108 Wai Yip Street, Kwun Tong

Kowloon, Hong Kong

Tel. No.: +852 3182 5800
Fax No.: +852 3182 5808

3. Procedures for putting forward proposals at Shareholders’ meeting

3.1 In general, subject to paragraph 3.2 below, no resolution may be proposed at
a Shareholders’” meeting (whether it is a special general meeting or an annual
general meeting) if such resolution is not included in the notice convening
the general meeting. However, if the proposal is to amend an existing ordinary
resolution set out in the notice convening the general meeting and such
amendment is within the scope of the notice, such amendment may be made
if approved by the Shareholders by ordinary resolution.

3.2 On the requisition in writing of either (i) any number of Shareholders
representing not less than one-twentieth of the fotal voting rights of all the
Shareholders having at the date of the requisition a right to vote at the
meeting to which the requisition relates, or (ii) not less than 100 Shareholders,
the Company shall be under a duty to:

(a) give to Shareholders entitled to receive notice of the next annual
general meeting notice of any resolution which may properly be moved
and is intended to be moved at that meeting; and/or

(b) circulate to Shareholders entitled to have notice of any general meeting
sent to them any statement of not more than 1,000 words with respect to
the matter referred to in any proposed resolution or the business to be
dealt with at that meeting.

3.3 Notice of any such intended resolution under paragraph 3.2 shall be given,
and any such statement shall be circulated, to Shareholders entitled fo have
notfice of the meeting sent to them by serving a copy of the resolution or
statement on each such Shareholder in any manner permitted for service of
nofice of the meeting, and notice of any such resolution shall be given to any
other Shareholders by giving notice of the general effect of the resolution in
any manner permitted for giving him notice of meetings of the Company.
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3. Procedures for putting forward proposals at Shareholders’ meeting
(Continued]
3.4 The requisition under paragraph 3.2 must be signed by the requisitionists
and deposited at the registered office of the Company (i) in the case of a
requisition requiring notice of a resolution, not less than 6 weeks before the
meeting; and (ii) in the case of any other requisition, not less than 1 week
before the meeting.

INVESTOR RELATIONS AND COMMUNICATION

The Company endeavors to maintain good relationship with the Shareholders and
potential investors. To ensure effective ongoing dialogue with the Shareholders, the Board
has adopted the Shareholders Communication Policy on March 5, 2012 which is regularly
reviewed to ensure its effectiveness.

Information in relation to the Group is disseminated to the Shareholders in a timely
manner through a number of communication channels including interim and annual
reports, announcements and circulars published in accordance with the Listing Rules.
Such published documents, together with the latest corporate information and news, are
also available for viewing on the Company’s website.

Shareholders are encouraged to attend the Company’s general meetings, at which the
Chairman of the Board, the chairmen of the Board Committees (or in their absence,
another member of the Board Committees), appropriate management executives and/or
external auditors are available to answer the Shareholders’ questions.

CONSTITUTIONAL DOCUMENTS
There was no change in the Company’s constitutional documents during the year.

INTERNAL CONTROL AND RISK MANAGEMENT

Responsibility

The Board has the overall responsibility fo evaluate and determine the nature and
extent of risks the Group is willing to take in achieving the Group’s objectives. It is also
responsible for the introduction and the on-going maintenance and review of appropriate
and effective risk management and internal control systems of the Group. The Board has
delegated to the management with defined structure and scope of authority, fo conduct
reviews on and maintenance of all material controls fo ensure compliance with relevant
legislations and regulations.

The Company has established its own Internal Audit Department which is independent
of the Company’s management in assessing and monitoring the control on the risk
management and internal control systems of the Company. On quarterly basis, Head of
Internal Audit reports on reviews of the business processes and activities, including action
plans to address any identified control weaknesses to the Audit Committee. If the Internal
Audit Department suspects the weakness will materially affect the Group. they will report
to the Audit Committee when necessary on timely basis. Regular follow up actions will be
carried out until condition is improved.
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INTERNAL CONTROL AND RISK MANAGEMENT (Continued])

Responsibility (Continued)

The Board has entrusted the Audit Committee with the responsibility to review the
financial controls, risk management and internal control systems of the Group. The
Audit Committee, on behalf of the Board, reviews the Internal Audit Department’s work
and findings through internal audit reports on a quarterly basis. It reports to the Board
especially on any material matters including but not limited to financial, operational
and compliance controls that have arisen from the Audit Committee’s review on the risk
management and internal control processes on a quarterly basis. The Board has also
conducted an annual review of the effectiveness of the Group’s risk management and
internal control systems, including changes in the nature and severity of significant risks
for the year, the Group’s ability to cope with external environmental changes, the ability
to monitor the scope and quality of the risk and internal control systems, internal audit
work, the major weaknesses detected and their related impacts, the Group’s financial
reports and compliance with the relevant regulations, etc.

Risk Management Framewaork

The Company has put in place the policy and procedures, including the parameters of
delegated authority, which provide a framework for the identification and management
of risk. The procedures are designed fo identify, evaluate, manage and minimise risks that
could adversely impact the achievement of the Group’s business objectives but do not
provide absolute assurance against material misstatement, errors, losses, fraud or non-
compliance.

The Group’s risk management and internal control systems are characterised by a clear
governance structure, policy procedures and reporting mechanism to facilitate the
management of the Group’s business risk.

Responsible Unit Function
Board + Has overall responsibility for the Group’s risk
management system
Final decision, guidance and instruction on the risk
management system and its mitigation

Audit Committee + Oversee the implementation of the control on risk
management
+ Report the results of risk management to the Board

Internal Audit Department +  Co-ordinate the operation of risk management
mechanism
« Conduct independent review on the mechanism
+ Oversee the control and follow up of the risk and
report the result to the Audit Committee
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Risk Management Framework (Continued)

Responsible Unit Function
Internal risk management + Establish and contfinuously modify the risk
committee management system

Execute identification and estimation of risks
Manage, monitor and control risks
Report on risk management

Risk management unit * Implement risk management system
+ Co-ordinate and assist the internal risk
management committee
Implement mitigation of risks
Arrange tfraining for and infroduce risk
management

Functional and operation unit +  Communicate between risk management unit
and departments
Guide, structure and co-ordinate risk
management work
Identify risks, assess and mitigation review, and
investigate on risk management work and
its improvement

Process
The Group’s methodology for its risk assessment comprises four core stages:

a)  Risk Identification
Department/functional heads identify risks in the operations they are responsible for
as well as risks they believe are relevant to the Group as a whole. All the identified
risks are consolidated into a risk inventory.

P)  Risk Assessment
Risks in the risk inventory are evaluated by assessment participants from the Group
using predefined risk assessment criteria associated with two risk dimensions - 1)
impact of each risk; and ii) the Group’s vulnerability o each risk. The risk scoring
and prioritization process is then performed.

c) Risk Response
The prioritised risk ranking is then submitted to the infernal risk management
committee for review. Risk owners are assigned for each selected risk, with more
significant risks being assigned to more senior individuals. Risk owners also
formulate risk mitigation plans for the significant risks identified and relating to their
areas of responsibility.

d)  Risk Monitoring and Reporting

Risk monitoring and reporting are key components of the enterprise risk
management system as they enable the Board of Directors, the Audit Committee,
the infernal risk management committee and department/functional heads to
determine whether the system is functioning effectively. This includes ensuring that
risks are identified, prioritised and communicated to those responsible for taking
actions to address them, and that such acfions have been taken and are being
operated effectively.
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Process (Continued])

Risk owners are responsible for monitoring the implementation and effectiveness of
risk mitigation plans. They provide periodic updates to the internal risk management
committee regarding the progress of the implementation of their risk mitigation plans and
on the performance of these plans, according to the frequency specified in each plan.
Risk management monitoring activities and the effectiveness of the implementation of risk
mitigation plans are made subject to review by the Internal Audit Department and are
included in its internal audit plans.

Control Effectiveness

In respect of the year ended December 31, 2017, after reviewing the effectiveness of
the risk management and infernal control systems as reported by the Audit Committee,
the Board considers the risk management and internal control systems be effective and
adequate.

Inside Information

The Company has adopted an inside information policy in compliance with the
SFO under which procedures are established for handling and disseminating inside
information and to guard against possible mishandling of inside information within the
Group.

The Board has delegated to its disclosure committee the authority to consider matters
associated with compliance with the Company’s continuous disclosure obligations. The
disclosure commitfee members review the materiality of the relevant information and
assess any possible impact on the Group in order to determine the appropriate course of
actions and, if considered appropriate, a Board meeting may be convened to consider
and decide whether or not the information constitutes inside information and disclosure
shall be made immediately. The Board may seek independent professional advice, if and
when appropriate, to ensure that the Company can timely comply with the disclosure
requirements.
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Upholding the business philosophy of “healthiness, leisure, sports, fashion, green’, the
Group strives to create value for shareholders, as well as to promote quality living and
healthy lives, and in order to become a sustainable and joyful enterprise. To inform all
stakeholders about the environmental, social and governance ("ESG") policies, measures
and performance of the Group, we have prepared this ESG report (the "Report”) pursuant
to the Environmental, Social and Governance Reporting Guide (the "ESG Guide”) as set
out in Appendix 27 to the Listing Rules, and have complied with all *comply or explain”
provisions set out in the ESG Guide.

This Report covers the retail of sportswear products, distribution of licensed products and
sports services businesses for the period commenced from January 1, 2017 and ended
on December 31, 2017. All principal subsidiaries, stores as well as the management and
employees of all functions have participated in the preparation of this Report, so as to
assist the Group in conducting operation review and identification of ESG issues, and to
assess the materiality of such issues to our businesses and stakeholders. The table below
summarises the ESG issues that are significant to the Group included herein:

Aspects of ESG Guide Significant ESG Issues

A. Environmental

Al. Emissions Waste freatment and carbon emission

A2. Use of resources Consumption of energy, water and packaging
materials

A3. Environment and natural Environmental impact management

resources

B. Social

Bl. Employment Employee remuneration, benefits, diversity and
equal opportunity

B2. Health and safety Occupational health and safety

B3. Development and training Staff development and training

B4. Labour standards Prevention of child labour or forced labour

B5. Supply chain management Supply chain management

B6. Product responsibility Product and service safety and quality, customer
service and information privacy policy

B7. Anti-corruption Anti-bribery and anti-corruption

B8. Community investment Community charity

Note: As a retailer of sportswear and distributor of licensed products, the Group has no significant
gas emission or hazardous waste produced during the reporting period. Hence the relevant
disclosure requirements under the ESG Guide (KPI A1.1, A1.3 and A1.5) are not applicable fo
the Group.

Unless otherwise specified, the data set out under “A. Environmental” in this Report only
covers the retail of sportswear products and distribution of licensed products businesses of
the Group, but excluding the sports services which only account for an insignificant portion
of the overall business of the Group.
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A. ENVIRONMENTAL

Al Emissions

The Group is always dedicated to protecting the environment and promoting green living.
Thus, it selects the product mix very carefully and exercises strict control over the safety
and eco-quality of products, thereby assuring our nature-loving stakeholders that no
harm will be done to the Earth and to stick up for a healthy green Earth together.

As a retfailer of sportswear and distributor of licensed products, the Group does not
engage in business operation that directly generates hazardous wastes and air, water
and land pollution, which are usually regulated under laws and regulations.

Waste treatment

The Group actively implements green measures and all of its subsidiaries and stores
are required fo strictly comply with the internal environmental management system to
reduce waste in the course of daily operation and business activities while maintaining
compliance with the relevant statutory requirements strictly based on the waste
management system. During the reporting period, the Group found no significant
violation of environmental laws and regulations.

Non-hazardous waste produced by the Group comprised mainly renovation waste and
domestic waste, which included paper, ink cartridges, toner cartridges, plastic bottles,
paper cups and ink ribbons for printers. Total amount and intensity of non-hazardous
waste produced by the Group during the reporting period are as follows:

Non-hazardous waste 2017 2016

Domestic waste

Total amount (fonnes) 62.40 51.66
Intensity (ftonnes/operation unit) 0.0111 0.0091
Renovation waste

Total amount (tonnes) 990 990
Intensity (tonnes/operation unit) 0.1769 0.1742

Note: The above statistics included non-hazardous waste produced in the course of operation by
various operating units of the Group (including: directly operated stores, department store
counters, sports cities and offices) located in mainland China, Taiwan and Hong Kong, but
excluded those produced by customers or from other sources over which the Group had no
direct control.
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Al Emissions (Continued])

Waste treatment (Continued)

We are dedicated to maintain strict complionce with the waste management system
and adopt waste separation. Upon separation, the waste is handed over to qualified
freatment companies for processing and recycling. We engage contractors to collect
and fransport renovation waste to the disposal sites as designated by the municipal
construction waste office.

In term of waste reduction, we mainly exercise control at the source, i.e. minimise
resources consumption and wastage, thereby reducing waste production. To this end,
the Group launched the following initiatives during the reporting period:

+ Adopted electronic office platform for paperless operation and reused used paper,
which lowered the usage of new paper by 5%;

+ Replaced bottled water and disposable cups with eco-friendly cups at most of our
conferences and receptions. By not using disposable cups, around 8,000 paper
cups were saved in 2017, which is the equivalent of one big tree;

+ Collected and stored reusable materials and equipment (such as shelves, props,
air conditioners and televisions) which were demolished when stores shut down or
underwent renovation at our regional warehouses for recycling and reuse at next
store opening; and

* Recycled used paper and ftoner cartridges.
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Al Emissions (Continued])

Carbon emission

Our main sources of carbon emission included energy consumption in the forms of
electricity, gasoline and diesel, as well as paper consumption. We will confinue to monitor
the environmental impacts of our business operation and implement a wide range of
conservation measures to reduce carbon emissions. Details are set out in the following
section "Use of Resources”. Carbon emission resulfing from our business operation during
the reporting period is as follows:

2017 2016
Carbon dioxide equivalent
Emission (fonnes) 47,725.17 58,895.68
Intensity (ftonnes/operation unit) 8.5269 10.3617

Nofte: Carbon dioxide emission equivalent is calculated based on the Greenhouse Gas Protocol
published by the World Business Council for Sustainable Development (WBCSD) and World
Resources Institute (WRI), the Reporting Guidance on Environmental KPIs issued by the Stock
Exchange and the Baseline Emission Factors for Regional Power Grids in China promulgated
by the Department of Climate Change under the National Development and Reform
Commission of the PRC and the electricity emission factors by the Bureau of Energy under
the Ministry of Economic Affairs of Taiwan.
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A2 Use of Resources
In pursuit of green operation, the Group has long been monitoring resources
consumption of its subsidiaries and stores.

We are dedicated to enhance energy efficiency and reduce wastage. We encourage
employees to switch off the lighting system, computers and electronic equipment in
idle to save energy, minimise the use of paper, communicate and hold meetings via
videoconferencing and other means in place of business trips to reduce business flights.

The Group not only promoted energy saving initiatives to employees, but also established
a variety of energy consumption indicators for all subsidiaries and stores, which were
under regular monitoring to ensure efficient use of energy. At the same fime, the Group
organised promotion, education and fraining for employees in this regard.

Apart from raising employees’ green awareness, the Group is dedicated to promote
green awareness of customers as well; such as using lesser packaging materials and
encouraging consumers to bring their own eco-bags.

Energy consumption
Total energy consumption and intensity of the Group during the reporting period are as
follows:

Energy type 2017 2016
Electricity

Consumption (kWh) 68,666,339 84,174,863
Intensity (kWh/operation unit) 12,268.4186 14,809.0892
Gasoline

Consumption (litre) 45,834 47,460
Intensity (litre/operation unit) 8.1890 8.3498
Diesel

Consumption (litre) 33,945 53,746
Intensity (litre/operation unit) 6.0649 9.4557

Note: The above statistics included major energy consumption by various operating units of the
Group (including: directly operated stores, department store counters, sports cities and
offices), but excluded energy consumption which the Group had no direct control.
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A2 Use of Resources (Continued)
Energy consumption (Continued)

The Group implemented the following energy saving and emission reduction measures
during the reporting period:

Gradually replacing aging light tubes with LED lighting at offices, which reduced
electricity consumption by approximately 15%;

Adopted outdoor lightboxes made of LED resin and other energy-saving materials;

Turned off outdoor lightboxes and spotlights for billboards (accounting for 20% of
power consumption of store lighting) in the morning and turned them on only atf
night;

Turned off air-conditioning and power connection during lunch breaks and all
lightings and computers, etc. before leaving the offices; conducted regular
inspections and monitoring by dedicated staff, which reduced electricity
consumption by approximately 10%;

Implemented light zoning at stores when cleaning the stores before and after
opening hours, which reduced electricity consumption by 3-5%;

Installed energy-saving lightings and equipment as possible when renovating
offices and adopted space planning that reduce energy consumption;

Adopted video conferencing and multi-party teleconferencing for communication
with clients and subsidiaries, which reduced business trips by approximately 20%.
During the current financial year, over half of the meetings of the Board and its
committees were conducted through video or teleconferencing;

Set air conditioning temperature strictly in line with the national requirements (i.e.,
not lower than 26°C) and performed regular inspections, which reduced electricity
consumption by approximately 5%; and

Unplugged electrical appliances that were fully charged to reduce power wastage
and reserve battery life, which saved electricity consumption by approximately 1%.
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A2 Use of Resources (Continued])

Water consumption

The main water consumption of the Group is for staff's domestic utilisation. To support
environmental protection, the Group provides direct drinking water instead of bottled
water for most offices, so as to reduce secondary contamination and environmental
impact. Total water consumption and intensity of the Group during the reporting period
are as follows:

2017 2016
Water
Consumption (m?) 85,739 94,505
Intensity (m?/operation unit) 15.3187 16.6265

Note: The above statistics include water consumption of various operating units of the Group
(including: directly operated stores, department store counters, sports cities and offices), but
excluded the consumption borne by the landlord.

The Group implemented the following measures to reduce water consumption during the
reporting period:

Posted signs and notices by the washbasins to raise awareness towards water
conservation;

Carried out inspection by dedicated staff to check if the taps were closed and
whether there was any leakage, which reduced water consumption by 5%; and

Installed sensors at water taps to control water consumption, which reduced water
consumption by approximately 5%.

Use of packaging materials

We strive to reduce use of packaging materials. Since 2013, we have replaced paper
bags with eco-shopping bags at most of our stores. In 2017, our consumption of
packaging materials mainly comprised shopping bags offered to customers, which
included plastic bags, eco-bags and paper bags. Total consumption and intensity of
packaging materials used by the Group during the reporting period are as follows:

Packaging materials 2017 2016

Shopping bags
Consumption (tonnes) 1,078 1,132
Intensity (fonnes/operation unit) 0.1926 0.1992
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A3 Environment and natural resources

The Group closely monitors the potential environmental impacts caused by its subsidiaries
and stores, with the aim of minimising the damages to the environment as a result of our
operation.

Environmental impact management

Apart from the aforementioned measures for non-hazardous waste and resources
consumption, during the reporting period, the Group took actions to manage other
significant environmental impacts caused by our operation as well, including dusts,
odours and noises from renovation works. Meanwhile, the lightboxes installed outside
street shops and sports cities are mainly in two forms: (1) lightboxes made of LED resin for
signboards displaying brand names and logos; and (2) spotlights used to illuminate the
billboards and signboards at nights.

To better control and reduce the environmental impacts, the Group has adopted the
following principal measures:

+ Construction materials: we followed stringent criteria in selecting construction
materials and contractors, so as to protect employees and customers from the
harmful effects of odour and toxic substances after decoration.

+ Dusts and odours: we erected site hoardings around the worksites and reduced
airborne dusts and odours by water sprays.

* Noises: we erected site hoardings with rock wools around the worksites to reduce
noises.

+ Lightboxes: The Group regularly reviewed and considered shortening the operating
hours of the lightboxes at night to reduce light pollution and energy consumption.
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B1 Employment

Employee remuneration and benefits

Talents are the Group’s most valuable assets, hence nurturing them has become one of
our]c nlwlajor development goals. The philosophies of our talent development strategies are
as follows:

+ Enhancing soft power: Introduce and enhance our employees’ recognition of
our corporate core values, namely dedication, loyalty, innovation and service,
and incorporate such values in the performance evaluation to set up standards
for mind-sets and behaviours, so as to ensure that their attfitudes and behaviours
embody and conform to our corporate culture;

+ Boosting hard power: Establish the organisational structure, staff evaluation system,
recruitment platform and system, and formulate plans for the sustainable career
development of employees based on the development strategies;

Enhancing employees’ knowledge and skills by on-going and well-planned talent
nurturing system, so as to maximise efficiency and productivity;

+ Incentive strategy characterised by high-compensation for talents with remarkable
performance and high-contribution;

Building of comprehensive employer brand; and

+ Providing opportunities to achieve personal ambition to talents who share the same
vision with the Group, making the Group the best and desirable employer.

The Group has a sound employment system in place, which is designed for systematic
management of staff recruitment, remuneration and benefits, promotion, fermination
and dismissal. We conduct open recruitment online and recruit employees that meet
the position requirements and our corporate culture based on the business nature and
employment criteria of such positions. Furthermore, we sign, renew, terminate or dismiss
labour contracts with employees in

accordance with the relevant national —

and local laws and regulations. We also
fulfil our obligations as agreed in the
labour contracts.

The Group offers competitive, fair
and just remuneration and benefits.
We conduct salary market research
annually, for the purpose of maintaining
the competitiveness of the overall
remuneration package, which is also
the cornerstone of talent attraction
and refention. We also review sfaff
remuneratfion annually based on
individual performance and the
remuneration system of the Group. To
share our success with staff, attract talents
and retain employees, the Group has
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B1 Employment (Continued])
Employee remuneration and benefit (Continued)

adopted two share-based incentive schemes, namely (1) the Share Option Scheme and
(2?‘. the Share Award Scheme, details of which are sef out in “Share Option Scheme” and
"Share Award Scheme” in the Directors’ Report. Furthermore, the Group maintains social
insurance as required by the labour laws and provides various benefits and allowances,
such as mandatory provident fund, staff discounts and healthcare benefits.

We believe a healthy working environment that emphasises on work-life balance can
enhance employees’ belongingness to the Group and bring us more vitality. Thus, the
Group offers reasonable work hours and paid leaves to employees. Apart from maternal
leaves and paternity leaves as required by local laws, employees are also entitled to
marriage leaves, bereavement leaves and examination leaves. We organise a wide range
of relaxing and socialising activities for our employees on a regular basis, which include
’rro;/.e.IT_’rrips, sports and recreation events, health, staff caring and community service
activities.

Diversity and equal opportunity

With equal opportunities in mind, the Group is committed to create a workplace that

is inclusive and free from discrimination. It aims to freat all employees equally and

respect their differences. In doing so, we do not discriminate our staff on the grounds

of gender, race, ethnic origin, re i%ion, political affiliation, disability or age. This covers

all employment arrangements, such as employment, deployment, recruitment, Troinin%

o)

P

promotion, conduct, rates of pay and benefits, so as to ensure all employees and j
applicants are entitled to equal opportunities and fair treatment. In addition, the Grou
employs peoBIe with disabilities as appropriate pursuant to the Law of the PRC on the
Protection of Disabled Persons.

During the reporting period, the Group found no significant non-compliance with laws
and regulations regarding human resources management. As at December 31, 2017, the
Group has a total of approximately 30,500 employees. Below sets out the details of our
employee distribution:

Region/Nationality Gender

1.5%
0.1%

[ pre

™ Taiwan [ Female

Hong Kong and others [ Male
Age Group Employment Type
0.9%

I Below 30

1M 30-39

W 40-29 I Contract
Above 50 [ Permanent
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B1 Employment (Continued])

Diversity and equal opportunity (Continued)

Below setfs out the turnover of our employees by gender, age group and region/nationality
in 2017:

By gender By age group By region/nationality

Male 89% Below 30 95% Mainland China 70%

Female 64% 30-39 45% Taiwan 41%
40-49 32% Hong Kong and others 143%
Above 50 40%

B2 Health and safety

Occupational health and safety

The Group recognises its employees as the most valuable assets, hence it is dedicated
to provide a desirable and safe working environment by implementing appropriate
measures, such as regular body checks and health counselling to ensure their health
and safety. As to employees who need to work under extreme temperature (for
example, warehouse staff), the Group will provide subsidies and supports (offering
cold drinks, warm clothes and reminding them fo take rest) in strict compliance with
relevant requirements. Dedicated electrical technicians and mechanics are assigned
to subsidiaries of the Group for periodic safety inspection and prompt rectification of
potential safety risks, so as to prevent accidents and protect our employees. All of our
operation units have passed fire inspection and we actively cooperate with the shopping
malls in regular emergency drills and replacing relevant equipment. The administration
department also conduct regular safety inspection at offices and make improvements
and recommendations when necessary.

We put emphasis on employees’ mental and physical well-being. For example, the
human resources department interviews employees and checks on their work and lives
during regular store visits.

During the reporting period, the Group found no significant violation of laws and
regulations regarding health and safety at workplace.
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B3 Development and training

Staff development

We give priority to internal promotion and offer a
platform for employees’ career development. With
reference to the job nature and individual ambitions,
ability and development needs, we offer different
career development plans. Meanwhile, employees
of the finance department, human resources and
administration department, information technology
department and legal department are able to gain
exposure to different business segments through job
or project rotation, which allows them to broaden
their horizons.

Staff training

We encourage continuous learning and
8, o . offer specific on-the-job fraining, counselling

.,:..' A :-.*‘4&"*“ / and lectures to employees to enhance
‘ ' o ¥ their capacity, professional skills and

d | ~ R, knowledge. This not only facilitates their on-

ot et ot " R e Sl going personal development and fulfilment
2 a)e ‘A h_ Y of potential, but also supports the long-
LE L TSI VEES R SRPR w 1 ferm growth of the Group. Our training
' cs 1007 FERL Seeanguit for employees covers corporate culture,

LY

management capability, communication
skills, time management and legal

knowledge.

g

Besides, an e-learning platform named “"Pou Sheng Academy” has been set up, which
allows employees to assess with mobile communication devices and learn anywhere and
anytime at their own pace.

The table below shows the percentage of employees trained and the average training
hours per employee in 2017:

% of Average By % of Average
By Gender Employee Training Employee Employee Training
trained Hours Catergory trained Hours
Male 72% 14.3 Senior 32% 4.0
Female 75% 14.9 Middle-level 52% 9.5
Supervisory- 67% 13.2
level
General 47% 6.7
Shop 79% 16.0

The above stafistics include all full-time, part-time and confract employees of the Group.
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B4 Labour standards

Prevention of child labour or forced labour

All of our subsidiaries, stores and offices are in strict compliance with the local statutory
requirements and expressly prohibit any forced or child labour.

The Group complies with the local labour laws and ensures that all employees must
attain the local minimum legal working age. Job applicants are required to present
identification documents at inferviews for us to verify their ages and conduct background
checks. The human resources department also carries out comprehensive recruitment
screening procedures fo ensure the information provided by the applicants is accurate
and correct.

Moreover, the Group will regularly review its business operation to check if any child or
forced labour is employed. During the reporting period, the Group found no significant
violation of laws and regulations regarding the prevention of child or forced labour.

B5S Supply chain management

Supply chain management

In pursuit of close cooperation and mutual development with international and domestic
leading brands, we adopt stringent criteria in selecting suppliers and require them to
maintain high standards in terms of quality control, service quality and environmental
policies. We implement stringent ecological quality and safety standards for supplies
from suppliers and manufacturing technique. We also assess suppliers based on their
quality, price, delivery timeliness, overall capabilities and experience. In addition, their
operation must be in compliance with all relevant environmental and social regulations,
and observe business ethics.

In the meantime, the Group insists on offering equal opportunities to all potential partners
and participates actively in market competition to fulfil the various needs of different
stakeholders. This allows it to enhance product quality, achieve cost minimization, rapidly
respond to clients’ needs and provide more options. The Group will continue to provide
high quality products and omni-channel consumer experience to diverse customers
centring on the concept of innovation and service offering, so as to establish its leading
position as the best retailer in the sports-inspired and lifestyle industry in the PRC.

B6 Product responsibility

Product and service safety and quality

The Group’s products and services do not involve any form of unfair commercial
practices. We are committed to provide high-quality products as well as all-rounded
consumer experience and services to diverse consumers in the sports-inspired and
lifestyle industry. To safeguard consumers’ health and safety, the Group upholds its
commitment to quality and offers excellent and qualified products. Therefore, we carefully
select our product and service mix and strictly control their safety. Our procurement and
service procedures are designed to enhance information fransparency and safety of
products and services. We make sure that the labels and advertisements of our products
fruly reflect their features, quality standards and authenticity. Besides, we have made
our customer rights policy publicly available, and implemented it in our operation, so
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B6 Product responsibility (Continued])

Product and service safety and quality (Continued)

that our products and services will not jeopardise consumers’ rights. The Group is in strict
compliance with regulations and international standards relating to its products and
services. Besides, it prohibits fraudulent, misleading, deceptive or any other behaviours
that may undermine customers’ confidence and their rights.

Customer service
We adopt a business model centring on customers’ needs so as fo provide products with
highest quality and fulfil their requirements. In pursuing the ultimate goal of providing
the best services, we carry out inspection in line with our commitment. In the event of
complaints, an independent investigation will be conducted in accordance with the
internal guidelines.

Information privacy
Brand vendor

The Group ensures strict compliance with the laws in maintaining high level of security
and privacy protection of all brand information. We attach great importance to the
privacy of such information, which include all intellectual property and confidential
information related to the brand, such as design layouts, information of the brand
vendor, trademark information, development and production information, operation
manual and inspection results, as well as confidential information of any form with
implied property interests or economic value. We are dedicated to safeguarding and
protecting such information. We also require suppliers who are working with us to execute
relevant agreements for brand privacy protection. Unless required by the laws or notice
is given in advance, we will not transfer or disclose the information of suppliers or brand
vendors to any entities other than members of the Group without the consent of the
relevant parties. In addition, appropriate security system and measures are in place to
prevent unauthorised use of such information. Once any suppliers or employees are
found to be responsible for any leakage of information, we will strictly enforce the relevant
provisions under the signed agreements or our infernal regulations for reward and
punishment,

Consumer

The Group holds a huge database of consumer and member information. Therefore,
safeguarding the privacy of our members is one of our most concerned issues.
The informatfion technology department of the Group has been implementing the
comprehensive data security system and standardised informationalization security
management in compliance with the relevant national laws and regulations, regulatory
requirements of the industry as well as relevant confidentiality provisions of the Company.
As a result, the data collected by us is well-protected and the privacy of our customers is
respected and secured.

As to the promotional and advertising messages of the Group, we will not send any
commercial messages to our members without their consent or upon their refusal. The
privacy information of our members is kept in strict confidence by the Group, and will not
be disclosed, transferred, rented/sold to third parties without the consent of the members
or otherwise prescribed by laws.

During the reporting period, the Group found no significant violation of laws and
regulations regarding product responsibility.
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B7 Anti-corruption

Anti-bribery and anfi-corruption

"Loyalty” is one of the Group’s core values. We define "honesty and integrity” as the
commitment fo follow the rules and regulations of the Group, dedication to do the right
things and zero tolerance to corruption or any misconduct that is against the Group’s
interest.

We always endeavour to uphold the core value of integrity. The Group requires all
supervisors and employees to observe personal and professional conduct, and not fo
participate in offering and taking of bribes, blackmail, fraud and money-laundering.
Apart from maintaining strict compliance with anfi-corruption and anti-bribery laws, we
also incorporate relevant policy in the employee handbook, set up relevant reporting
procedure and review the effectiveness of the internal management on a regular basis.

During the reporting period, the Group found no significant violation of relevant laws and
regulations.

B8 Community investment

Community charity

Corporate social responsibility is always our priority. The Group has attaches great
importance to community charity, with the aims of better serving the community and
giving back to society at various levels. For years, it has been acfively parficipated in
community events such as promoting sports development for teenagers, disaster relief,
poverty alleviation and donation for school establishment and operation. We also strive
to carry out charity events more effectively by gradually integrating diverse resources and
organising efforts, so as to boost community engagement and gain public recognition.

Leveraging its own business operation, the Group takes initiatives to support sports
development for teenagers. Since 2015, the Group has been working with the "Yao
Foundation”, which was founded by the famous basketball player Mr. Yao Ming, to use
basketball as a vehicle in promoting sports among teenagers, in particular those in
deprived regions. By participating in the "Yao Foundation Hope Primary School Basketball
Season” and providing sports equipment and subsidies, we helped teenagers to develop
a sporty and happy living style.

In April 2017, the Group organised a basketball donation event at 100 Y% ... SPOItS
cities across 20 districts, with the aim of raising public (consumers) awareness and
engagement of sports development for teenagers. For every purchase above a certain
amount, consumers could leave their blessings and signatures on the basketballs that
were designed by us under the name of ¥YY¥...... for the “Yao Foundation Hope Primary
School Basketball Season”. Following the event, we donated the basketballs with
blessings and signatures to the hope primary schools in underprivileged and remote
regions. During the one-month campaign, we donated approximately 5,000 basketballs
to 328 schools in 23 cities, which were used in daily exercise and training. The basketballs
were also used in the "2017 Hope Primary School Basketball Season”.

In 2017, the Group continued fo sponsor the basketball match U League, where over 30
colleges competed in 10 cities and more than 55,000 students participated in. It also
sponsored the U League campus run event, namely Urunning, which took place in 10
cities and were joined by over 40,000 students of 30 colleges.
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B8 Community investment (Continued])

Community charity (Continued)

From July to September 2017, the Group organised a 3-on-3 basketball tournament at 7
cities in collaboration with Adidas, which attracted more than 2,000 players from over 500
teams nationwide. In the second half of 2017, the Group, the sports authorities of Beijing
and Yue Yuen Innovation an