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Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong
Limited take no responsibility for the contents of this announcement, make no
representation as to its accuracy or completeness and expressly disclaim any liability
whatsoever for any loss howsoever arising from or in reliance upon the whole or any
part of the contents of this announcement.
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Prosperous Printing Company Limited

B R AR A

(incorporated in Hong Kong with limited liability)
(Stock code: 8385)

ANNOUNCEMENT OF ANNUAL RESULTS FOR
THE YEAR ENDED 31 DECEMBER 2017

CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM”) OF
THE STOCK EXCHANGE OF HONG KONG LIMITED (THE “STOCK
EXCHANGE”)

GEM has been positioned as a market designed to accommodate companies to which a
higher investment risk may be attached than other companies listed on the Stock
Exchange. Prospective investors should be aware of the potential risks of investing in such
companies and should make the decision to invest only after due and careful consideration.
The greater risk profile and other characteristics of GEM mean that it is a market more
suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities
traded on GEM may be more susceptible to high market volatility than securities traded
on the main board of the Stock Exchange and no assurance is given that there will be a
liquid market in the securities traded on GEM.

This announcement, for which the directors (the “Directors”, each a “Director”) of
Prosperous Printing Company Limited (the “Company”) collectively and individually
accept full responsibility, includes particulars given in compliance with the Rules
Governing the Listing of Securities on GEM of the Stock Exchange (the “GEM Listing
Rules”) for the purpose of giving information with regard to the Company. The
Directors, having made all reasonable enquiries, confirm that to the best of their
knowledge and belief the information contained in this announcement is accurate and
complete in all material respects and not misleading or deceptive, and there are no other
matters the omission of which would make any statement herein or this announcement
misleading.
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FINANCIAL HIGHLIGHTS

For the year ended 31 December 2017, operating results of the Group were as
follows:

— Our revenue increased by approximately 11.6% from approximately HK$386.0
million for the year ended 31 December 2016, to approximately HKS$430.7
million for the year ended 31 December 2017. The increase was primarily due to
the increase in revenue from orders from the customer for leisure and lifestyle
books.

— Our gross profit was approximately HK$125.6 million and HK§$119.1 million for
the year ended 31 December 2016 and 2017 respectively. Our gross profit margin
was 32.5% and 27.6% respectively. The decrease in our gross profit and gross
profit margin was primarily due to increase in the average prices of paper.

— Our net profit decreased by approximately 50% from HKS$13.0 million during the
year ended 31 December 2016 to HK$6.5 million during the year ended 31
December 2017, which was primarily due to the listing expenses of
approximately HK$15.2 million was incurred by the Group for year of 2017
while only approximately HK$8.1 million was recorded for the year of 2016.

— The Board does not recommend the payment of a final dividend for the year ended
31 December 2017 (2016: nil).
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ANNUAL RESULTS

The board of Directors (the “Board”) is pleased to announce the audited consolidated
results of the Company and its subsidiaries (collectively, the “Group”) for the financial
year ended 31 December 2017 together with the comparative audited figures for the
financial year ended 31 December 2016. The Group’s financial results have been audited
by Crowe Horwath (HK) CPA Limited.

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
For the year ended 31 December 2017

2017 2016
Note HKS$’000 HKS$°000
Revenue 4(a) 430,717 386,043
Cost of sales (311,635) (260,460)
Gross profit 119,082 125,583
Other income 4(c) 10,434 3,507
Distribution costs (26,972) (31,848)
Administrative expenses (65,776) (60,311)
Other expenses 5 (15,988) (10,256)
Profit from operations 20,780 26,675
Finance costs 6(a) (8,321) (8,296)
Profit before taxation 6 12,459 18,379
Income tax 7 (5,929) (5,415)
Profit for the year 6,530 12,964
Attributable to:

Equity shareholders of the Company 6,530 13,365
Non-controlling interests — (401)
Profit for the year 6,530 12,964
HK Cents HK Cents

FEarnings per share 11
Basic 1.07 2.51
Diluted 1.07 2.29
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME
For the year ended 31 December 2017

2017 2016
Note HKS$’000 HKS$°000
Profit for the year 6530 12,964
Other comprehensive income for the year,
net of nil tax 10
Items that may be reclassified subsequently to profit
or loss:
Exchange differences on translation of financial
statements of operations with functional
currency other than Hong Kong dollars 7,981 (7,331)
Available-for-sale investments:
Net movement in the fair value reserve (14) 3
Other comprehensive income for the year,
net of mil tax 71967 (7,328)
Total comprehensive income for the year 14,497 5,636
Attributable to:
Equity shareholders of the Company 14,497 6,037
Non-controlling interests — (401)
Total comprehensive income for the year 14,497 5,636
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 December 2017

Non-current assets

Property, plant and equipment
Intangible assets
Available-for-sale investments

Investments in key management insurance policies

Deposits for acquisition of property, plant and
equipment

Current assets

Inventories

Trade and other receivables
Pledged bank deposits
Cash and cash equivalents

Current liabilities

Trade and other payables
Derivative financial instruments
Bank loans and overdrafts
Obligations under finance leases
Tax payable

Net current assets/(liabilities)

Total assets less current liabilities

Non-current liabilities

Bank loans

Obligations under finance leases
Deferred tax liabilities

NET ASSETS
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Note

12
13
14
15

16
17
18
19

20
21
22
23
25(a)

22
23
25(b)

2017 2016
HKS$°000 HK$°000
259,265 278,931

915 963

2,573 2,405

8,176 5,116

3,533 3,233

__________ 274462 290,648
76,139 52,827
123,204 105,518
6,763 11,985
49,375 4,126
255,481 174,456
68,660 113,390

— 25

138,386 156,012
2,105 1,782

1,295 9,689
210,446 280,898
A0 (106,442)
319,497 184,206
41,425 —
4,893 68

4,572 3,332
50,890 3,400
268,607 180,806
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2017 2016
Note HKS$’000 HKS$°000

CAPITAL AND RESERVES
Share capital 26(c) 100,843 27,539
Reserves 167,764 153,267

Total equity attributable to equity shareholders of the
Company 268,607 180,806
Non-controlling interests — —

TOTAL EQUITY 268,607 180,806
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2017

Balance at 1 January 2016
Changes in equity for 2016:
Profit/(loss) for the year
Other comprehensive income
for the year

Total comprehensive income for the year
Acquisition of non-controlling interest
Issuance of convertible loan

Deemed contribution from a shareholder
Conversion of convertible loan

Balance at 31 December 2016 and 1
January 2017
Changes in equity for 2017:
Profit for the year
Other comprehensive income
for the year

Total comprehensive income
for the year

Issuance of shares upon initial public
offering

Listing expenses directly attributable to
issuance of shares

Capital contribution from the controlling
shareholder

Balance at 31 December 2017
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Note

10

)

10

Attributable to equity shareholders of the Company

(R1) (E>C)

Fair Non-
Share  Exchange  Capital value  Retained controlling Total
capital  reserve  reserve  reserve profits Total interests equity
HKSU00  HKS000  HKSU000  HKS000  HKSO00  HKS000 HKS000  HKS 000
5,000 (3,275) 2,389 86) 152,133 156,161 (4459) 151,702
— — — — 13,365 13,365 d01) 12,964
— (7,331) — 3 — (7328) — (7328)
— (7.331) — 3 13,365 6,037 (401) 5,036
— — — — (4.860) (4,800) 4860 —
— — 306 — — 306 — 306
— — 1,225 — — 1,225 — 1,225
20,539 — (602) — — 21937 — 21937
21,539 (10,606) 3318 (83) 160,638 180,806 — 180,806
— — — — 6,530 6,530 — 6,530
— 7981 — (14) — 7967 — 7967
— 7,981 — (14) 6,530 14,497 — 14,497
70,000 — — — — 70,000 — 70,000
(11,69) — — — —  (11,69) —  (11,69)
15,000 — — — — 15,000 — 15,000
100,843 (2,625) 3318 07 167,168 268,607 — 268,607
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CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2017

Note

Operating activities

Cash (used in)/generated from operations 19(b)

Tax paid
PRC Enterprise Income Tax
Hong Kong Profits Tax
Tax refund
Hong Kong Profits Tax

Net cash (used in)/generated from operating activities

Investing activities

Payment for purchase of property, plant and
equipment

Proceeds on disposal of property, plant and
equipment

Payment for purchase of intangible assets

Increase in amounts due from directors

Decrease/(increase) in pledged bank deposits

Net cash inflow from acquisition of assets 27

Upfront payment of investments in key management
insurance policies

Payment for deposit for acquisition of property,
plant and equipment

Interest received

Dividends received

Net cash generated from/(used in) investing activities
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2017 2016
HKS$000 HK$°000
(31,714) 33,109
(7,837) (1,057)
(5,979) (5,071)
— 173

___________ (45,530) 27,154
(2,433) (385)
6,809 1,731
— (112)
— (14,822)
5,222 (3,850)

— 136
(3,060) (5,083)
(300) (809)

226 192

— 62
6,464 (22,940)
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2017 2016
Note HKS$’000 HKS$°000
Financing activities
Proceeds form issuance of shares upon initial public
offering 70,000 —
Capital contribution from the controlling
shareholder 15,000 —
Payment for listing expenses attributable to issuance
of shares (11,696) —
Net proceeds from issuance of convertible loans 19(c) — 5,000
Proceeds from new bank loans 19(c) 425,094 382,521
Repayment of bank loans 19(c) (386,897) (393,5006)
Capital elements of finance lease rentals paid 19(c) (4,529) (3,165)
Interest elements of finance lease rentals paid 19(c) (276) (176)
Interest paid 19(c) (8,045) (7,770)
Net cash generated from/(used in) financing activities 98,651 (17,096)
Net increase/(decrease) in cash and
cash equivalents 59,585 (12,882)
Effects of foreign exchange rate changes 62 (127)
Cash and cash equivalents at 1 January (10,272) 2,737
Cash and cash equivalents at 31 December 19(a) 49,375 (10,272)

Major non-cash transactions:

(a) During the year ended 31 December 2016, the Group acquired 100% equity interests

(b)

(c)
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together with the shareholder’s loan in Super Noble Limited and Tactful Hero
Limited, through BVI companies of Mr. Classic Inc. and Great China Gains Inc.,
from Mr. Lam Sam Ming, the director and controlling shareholder of the
Company, at the considerations of approximately HK$62,178,000 and
HK$71,660,000, respectively (see Note 27(a)). The considerations were off-set
against the amount due from director — Mr. Lam Sam Ming.

During the year ended 31 December 2016, the consideration for acquisition of non-
controlling interests (see Note 27(b)) was offset against the amount due from
director — Mr. Lam Sam Ming.

During the year ended 31 December 2016, the entire principal amount of the
convertible loan was converted into 1,250,000 ordinary shares of the Company.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in Hong Kong dollars)

1. GENERAL INFORMATION

Prosperous Printing Company Limited (the “Company”) was incorporated in Hong Kong on 23
December 1992 with limited liability under the Hong Kong Companies Ordinance. The shares of the
Company have been listed on the Growth Enterprise Market (“GEM”) of The Stock Exchange of
Hong Kong Limited since 13 December 2017.

The address of the Company’s registered office is 3/F., Yip Cheung Centre, 10 Fung Yip Street,
Chai Wan, Hong Kong.

The Company and its subsidiaries (together referred to as the “Group”) are principally engaged in
the production and trading of books and paper products.

2.  SIGNIFICANT ACCOUNTING POLICIES
(a) Statement of compliance

These financial statements have been prepared in accordance with all applicable Hong Kong
Financial Reporting Standards (“HKFRSs”), which collective term includes all applicable
individual Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretations issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”), accounting principles generally accepted in Hong Kong and the
requirements of the Hong Kong Companies Ordinance. These financial statements also comply
with the applicable disclosure provisions of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited. Significant accounting policies adopted by the
Group are disclosed below.

The HKICPA has issued certain new and revised HKFRSs which are first effective or available
for early adoption for the current accounting period of the Group. Note 2(c) provides
information on any changes in accounting policies resulting from initial application of these
developments to the extent that they are relevant to the Group for the current and prior
accounting periods reflected in these financial statements.

(b) Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31 December 2017 comprise the
Company and its subsidiaries.

Items included in the financial statements of each entity in the Group are measured using the
currency of the primary economic environment in which the entity operates (the “functional
currency”’). These financial statements are presented in Hong Kong dollar (“HKD”), which is
the Company’s functional and presentation currency.

The measurement basis used in the preparation of the financial statements is the historical cost
basis except that the financial instruments classified as available-for-sale investments are stated
at their fair value as explained in the accounting policies set out in Note 2(e) below.

—~ 10—
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The preparation of financial statements in conformity with HKFRSs requires management to
make judgements, estimates and assumptions that affect the application of policies and
reported amounts of assets, liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and various other factors believed to be
reasonable under the circumstances, the results of which form the basis of making the
judgements about carrying amounts of assets and liabilities not readily apparent from other
sources. Actual results may differ from these estimates.

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

Judgements made by management in the application of HKFRSs that have significant effect on
the financial statements and major sources of estimation uncertainty are discussed in Note 3.

(c) Changes in accounting policies

The HKICPA has issued several amendments to HKFRSs that are first effective for the
current accounting period of the Group. None of these impact on the accounting policies of the
Group. However, additional disclosure has been included in Note 19(c) to satisfy the new
disclosure requirements introduced by the amendments to HKAS 7 “Statement of Cash Flows”:
Disclosure initiative, which require entities to provide disclosures that enable users of financial
statements to evaluate changes in liabilities arising from financing activities, including both
changes arising from cash flows and non-cash changes.

The Group has not applied any new standard or interpretation that is not yet effective for the
current accounting period.

(d) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is
exposed, or has rights, to variable returns from its involvement with the entity and has the
ability to affect those returns through its power over the entity. When assessing whether the
Group has power, only substantive rights (held by the Group and other parties) are
considered.

An investment in a subsidiary is consolidated into the consolidated financial statements from
the date that control commences until the date that control ceases. Intra-group balances and
transactions and any unrealised profits arising from intra-group transactions are eliminated in
full in preparing the consolidated financial statements. Unrealised losses resulting from intra-
group transactions are eliminated in the same way as unrealised gains but only to the extent
that there is no evidence of impairment.

Non-controlling interests represent the equity in a subsidiary not attributable directly or
indirectly to the Company, and in respect of which the Group has not agreed any additional
terms with the holders of those interests which would result in the Group as a whole having a
contractual obligation in respect of those interests that meets the definition of a financial
liability. For each business combination, the Group can elect to measure any non-controlling
interests either at fair value or at the non-controlling interests’ proportionate share of the
subsidiary’s net identifiable assets.

~11 =
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Non-controlling interests are presented in the consolidated statement of financial position
within equity, separately from equity attributable to the equity shareholders of the Company.
Non-controlling interests in the results of the Group are presented on the face of the
consolidated statement of profit or loss and the consolidated statement of profit or loss and
other comprehensive income as an allocation of the total profit or loss and total
comprehensive income for the year between non-controlling interests and equity shareholders of
the Company. Loans from holders of non-controlling interests and other contractual
obligations towards these holders are presented as financial liabilities in the consolidated
statement of financial position in accordance with Note 2(1), (m) or (n) depending on the
nature of the liability.

Changes in the Group’s interests in a subsidiary that do not result in a loss of control are
accounted for as equity transactions, whereby adjustments are made to the amounts of
controlling and non-controlling interests within consolidated equity to reflect the change in
relative interests, but no adjustments are made to goodwill and no gain or loss is recognised.

When the Group loses control of a subsidiary, it is accounted for as a disposal of the entire
interest in that subsidiary, with a resulting gain or loss being recognised in profit or loss. Any
interest retained in the former subsidiary at the date when control is lost is recognised at fair
value and this amount is regarded as fair value on initial recognition of a financial asset or,
when appropriate, the cost on initial recognition of an investment in an associate or joint
venture.

In the Company’s statement of financial position, an investment in a subsidiary is stated at cost
less impairment losses (see Note 2(i)), unless the investment is classified as held for sale (or
included in a disposal group that is classified as held for sale).

(e) Other investments in debt and equity securities

The Group’s policies for investments in debt and equity securities, other than investments in
subsidiaries, are as follows:

Investments in debt and equity securities are initially stated at fair value, which is their
transaction price unless it is determined that the fair value at initial recognition differs from
the transaction price and that fair value is evidenced by a quoted price in an active market for
an identical asset or liability or based on a valuation technique that uses only data from
observable markets. Cost includes attributable transaction costs, except where indicated
otherwise below. These investments are subsequently accounted for as follows, depending on
their classification:

Investments in securities held for trading are classified as current assets. Any attributable
transaction costs are recognised in profit or loss as incurred. At the end of each reporting
period the fair value is remeasured, with any resultant gain or loss being recognised in profit
or loss. The net gain or loss recognised in profit or loss does not include any dividends or
interest earned on these investments as these are recognised in accordance with the policies set
out in Notes 2(s)(iii) and 2(s)(iv).

Dated debt securities that the Group has the positive ability and intention to hold to maturity
are classified as held-to-maturity securities. Held-to-maturity securities are stated at amortised
cost less impairment losses (see Note 2(i)).

— 12—
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Investments in securities which do not fall into any of the above categories are classified as
available-for-sale securities. At the end of each reporting period the fair value is remeasured,
with any resultant gain or loss being recognised in other comprehensive income and
accumulated separately in equity in the fair value reserve. As an exception to this, investments
in equity securities that do not have a quoted market price in an active market for an identical
instrument and whose fair value cannot otherwise be reliably measured are recognised in the
statement of financial position at cost less impairment losses (see Note 2(i)). Dividend income
from equity securities and interest income from debt securities calculated using the effective
interest method are recognised in profit or loss in accordance with the policies set out in
Notes 2(s)(iii) and 2(s)(iv), respectively. Foreign exchange gains and losses resulting from
changes in the amortised cost of debt securities are recognised in profit or loss.

When the investments are derecognised or impaired (see Note 2(i)), the cumulative gain or loss
recognised in equity is reclassified to profit or loss. Investments are recognised/derecognised on
the date the Group commits to purchase/sell the investments or they expire.

(f) Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impairment
losses (see Note 2(i)).

Gains or losses arising from the retirement or disposal of an item of property, plant and
equipment are determined as the difference between the net disposal proceeds and the carrying
amount of the item and are recognised in profit or loss on the date of retirement or disposal.

Depreciation is calculated to write off the cost of items of property, plant and equipment, less
their estimated residual value, if any, over their estimated useful lives. The principal annual
rates and bases used are as follows:

Leasehold land and buildings classified as held under finance leases are depreciated over the
shorter of the useful life of the buildings or the unexpired term of the land lease using the
straight line method.

Plant and machinery 10% using the reducing balance method
Fixtures and furnitures 20% using the reducing balance method
Motor vehicles 20% using the reducing balance method

Where parts of an item of property, plant and equipment have different useful lives, the cost of
the item is allocated on a reasonable basis between the parts and each part is depreciated
separately. Both the useful life of an asset and its residual value, if any, are reviewed annually.

(g) Intangible assets
Intangible assets that are acquired by the Group are stated at cost less accumulated
amortisation (where the estimated useful life is finite) and impairment losses (see Note 2(i)).

Expenditure on internally generated goodwill and brands is recognised as an expense in the
period in which it is incurred.

— 13—
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Amortisation of intangible assets with finite useful lives is charged to profit or loss on a
straight-line basis over the assets’ estimated useful lives. The following intangible assets with
finite useful lives are amortised from the date they are available for use and their estimated
useful lives are as follows:

— Computer Software 10 years
Both the period and method of amortisation are reviewed annually.
(h) Leased assets

An arrangement, comprising a transaction or a series of transactions, is or contains a lease if
the Group determines that the arrangement conveys a right to use a specific asset or assets for
an agreed period of time in return for a payment or a series of payments. Such a
determination is made based on an evaluation of the substance of the arrangement and is
regardless of whether the arrangement takes the legal form of a lease.

i) Classitication of assets leased to the Group

Assets that are held by the Group under leases which transfer to the Group substantially
all the risks and rewards of ownership are classified as being held under finance leases.
Leases which do not transfer substantially all the risks and rewards of ownership to the
Group are classified as operating leases.

ii)  Assets acquired under finance leases

Where the Group acquires the use of assets under finance leases, the amounts
representing the fair value of the leased asset, or, if lower, the present value of the
minimum lease payments, of such assets are recognised in property, plant and equipment
and the corresponding liabilities, net of finance charges, are recorded as obligations under
finance leases. Depreciation is provided at rates which write off the cost of the assets over
the term of the relevant lease or, where it is likely the Group will obtain ownership of the
asset, the life of the asset, as set out in Note 2(f). Impairment losses are accounted for in
accordance with the accounting policy as set out in Note 2(i). Finance charges implicit in
the lease payments are charged to profit or loss over the period of the leases so as to
produce an approximately constant periodic rate of charge on the remaining balance of
the obligations for each accounting period.

iii) Operating lease charges

Where the Group has the use of assets under operating leases, payments made under the
leases are charged to profit or loss in equal instalments over the accounting periods
covered by the lease term, except where an alternative basis is more representative of the
pattern of benefits to be derived from the leased asset. Lease incentives received are
recognised in profit or loss as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to profit or loss in the accounting period in which they
are incurred.

~ 14—

e_06767_AD(1) (Prosperous Print).indd 14 29/03/2018 10:23:30



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.15(86) (R1) (E>C)

(i) Impairment of assets

i)
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Impairment of investments in debt and equity securities and other receivables

Investments in debt and equity securities and other receivables that are stated at cost or
amortised cost or are classified as available-for-sale securities are reviewed at the end of
each reporting period to determine whether there is objective evidence of impairment.
Objective evidence of impairment includes observable data that comes to the attention of
the Group about one or more of the following loss events:

— significant financial difficulty of the debtor;

— a breach of contract, such as a default or delinquency in interest or principal
payments;

— it becoming probable that the debtor will enter bankruptcy or other financial
reorganisation;

— significant changes in the technological, market, economic or legal environment that
have an adverse effect on the debtor; and

— a significant or prolonged decline in the fair value of an investment in an equity
instrument below its cost.

If any such evidence exists, any impairment loss is determined and recognised as follows:

—  For trade and other current receivables and other financial assets carried at amortised
cost, the impairment loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the
financial asset’s original effective interest rate (i.e. the effective interest rate
computed at initial recognition of these assets), where the effect of discounting is
material. This assessment is made collectively where these financial assets share
similar risk characteristics, such as similar past due status, and have not been
individually assessed as impaired. Future cash flows for financial assets which are
assessed for impairment collectively are based on historical loss experience for assets
with credit risk characteristics similar to the collective group.

If in a subsequent period the amount of an impairment loss decreases and the
decrease can be linked objectively to an event occurring after the impairment loss
was recognised, the impairment loss is reversed through profit or loss. A reversal of
an impairment loss shall not result in the asset’s carrying amount exceeding that
which would have been determined had no impairment loss been recognised in prior
years.

—  For available-for-sale securities, the cumulative loss that has been recognised in the
fair value reserve is reclassified to profit or loss. The amount of the cumulative loss
that is recognised in profit or loss is the difference between the acquisition cost (net
of any principal repayment and amortisation) and current fair value, less any
impairment loss on that asset previously recognised in profit or loss.
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Impairment losses recognised in profit or loss in respect of available-for-sale equity
securities are not reversed through profit or loss. Any subsequent increase in the fair
value of such assets is recognised in other comprehensive income.

Impairment losses in respect of available-for-sale debt securities are reversed if the
subsequent increase in fair value can be objectively related to an event occurring
after the impairment loss was recognised. Reversals of impairment losses in such
circumstances are recognised in profit or loss.

Impairment losses are written off against the corresponding assets directly, except for
impairment losses recognised in respect of trade debtors included within trade and other
receivables, whose recovery is considered doubtful but not remote. In this case, the
impairment losses for doubtful debts are recorded using an allowance account. When the
Group is satisfied that recovery is remote, the amount considered irrecoverable is written
off against trade debtors directly and any amounts held in the allowance account relating
to that debt are reversed. Subsequent recoveries of amounts previously charged to the
allowance account are reversed against the allowance account. Other changes in the
allowance account and subsequent recoveries of amounts previously written off directly
are recognised in profit or loss.

ii)  Impairment of other assets

Internal and external sources of information are reviewed at the end of each reporting

period to identify indications that the following assets may be impaired or an impairment

loss previously recognised no longer exists or may have decreased:

—  property, plant and equipment;

— intangible assets;

— deposit for acquisition of property, plant and equipment; and

— investments in subsidiaries in the Company’s statement of financial position.

If any such indication exists, the asset’s recoverable amount is estimated.

—  Calculation of recoverable amount
The recoverable amount of an asset is the greater of its fair value less costs of
disposal and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the
asset. Where an asset does not generate cash inflows largely independent of those

from other assets, the recoverable amount is determined for the smallest group of
assets that generates cash inflows independently (i.e. a cash-generating unit).
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—  Recognition of impairment losses

An impairment loss is recognised in profit or loss if the carrying amount of an asset,
or the cash-generating unit to which it belongs, exceeds its recoverable amount.
Impairment losses recognised in respect of cash-generating units are allocated to
reduce the carrying amount of the assets in the unit (or group of units) on a pro
rata basis, except that the carrying value of an asset will not be reduced below its
individual fair value less costs of disposal (if measurable) or value in use (if
determinable).

—  Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the
estimates used to determine the recoverable amount.

A reversal of an impairment loss is limited to the asset’s carrying amount that
would have been determined had no impairment loss been recognised in prior years.
Reversals of impairment losses are credited to profit or loss in the year in which the
reversals are recognised.

(j) Inventories
Inventories are carried at the lower of cost and net realisable value.

Cost is calculated using the weighted average cost formula and comprises all costs of purchase,
costs of conversion and other costs incurred in bringing the inventories to their present
location and condition.

Net realisable value is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those inventories is recognised as an
expense in the period in which the related revenue is recognised. The amount of any write-
down of inventories to net realisable value and all losses of inventories are recognised as an
expense in the period the write-down or loss occurs. The amount of any reversal of any write-
down of inventories is recognised as a reduction in the amount of inventories recognised as an
expense in the period in which the reversal occurs.

(k) Trade and other receivables

Trade and other receivables are initially recognised at fair value and thereafter stated at
amortised cost using the effective interest method, less allowance for impairment of doubtful
debts (see Note 2(i)(i)), except where the receivables are interest-free loans made to related
parties without any fixed repayment terms or the effect of discounting would be immaterial. In
such cases, the receivables are stated at cost less allowance for impairment of doubtful debts.

(I) Convertible loan
Convertible loan that can be converted to equity share capital at the option of the holder,
where the number of shares that would be issued on conversion and the value of the

consideration that would be received at that time do not vary, are accounted for as compound
financial instruments which contain both a liability component and an equity component.
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At initial recognition the liability component of the convertible loan is measured as the present
value of the future interest and principal payments, discounted at the market rate of interest
applicable at the time of initial recognition to similar liabilities that do not have a conversion
option. Any excess of proceeds over the amount initially recognised as the liability component
is recognised as the equity component. Transaction costs that relate to the issue of a
compound financial instrument are allocated to the liability and equity components in
proportion to the allocation of proceeds.

The liability component is subsequently carried at amortised cost. The interest expense
recognised in profit or loss on the liability component is calculated using the effective interest
method. The equity component is recognised in the capital reserve until either the loan is
converted or redeemed.

If the loan is converted, the capital reserve, together with the carrying amount of the liability
component at the time of conversion, is transferred to share capital as consideration for the
shares issued. If the loan is redeemed, the capital reserve is released directly to retained
profits.

(m) Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value less attributable transaction
costs. Subsequent to initial recognition, interest-bearing borrowings are stated at amortised cost
with any difference between the amount initially recognised and redemption value being
recognised in profit or loss over the period of the borrowings, together with any interest and
fees payable, using the effective interest method.

(n) Trade and other payables

Trade and other payables are initially recognised at fair value and are subsequently stated at
amortised cost unless the effect of discounting would be immaterial, in which case they are
stated at cost.

(o) Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with banks
and other financial institutions, and short-term, highly liquid investments that are readily
convertible into known amounts of cash and which are subject to an insignificant risk of
changes in value, having been within three months of maturity at acquisition. Bank overdrafts
that are repayable on demand and form an integral part of the Group’s cash management are
also included as a component of cash and cash equivalents for the purpose of the consolidated
statement of cash flows.

(p) Employee benefits
i) Short term employee benefits and contributions to defined contribution retirement plans
Salaries, annual bonuses, paid annual leave, contributions to defined contribution
retirement plans and the cost of non-monetary benefits are accrued in the year in which
the associated services are rendered by employees. Where payment or settlement is

deferred and the effect would be material, these amounts are stated at their present
values.
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ii)  Termination benefits

Termination benefits are recognised at the earlier of when the Group can no longer
withdraw the offer of those benefits and when it recognises restructuring costs involving
the payment of termination benefits.

(q) Income tax

Income tax for the reporting period comprises current tax and movements in deferred tax
assets and liabilities. Current tax and movements in deferred tax assets and liabilities are
recognised in profit or loss except to the extent that they relate to items recognised in other
comprehensive income or directly in equity, in which case the relevant amounts of tax are
recognised in other comprehensive income or directly in equity, respectively.

Current tax is the expected tax payable on the taxable income for the reporting period, using
tax rates enacted or substantively enacted at the end of the reporting period, and any
adjustment to tax payable in respect of previous years.

Deferred tax assets and liabilities arise from deductible and taxable temporary differences
respectively, being the differences between the carrying amounts of assets and liabilities for
financial reporting purposes and their tax bases. Deferred tax assets also arise from unused tax
losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to
the extent that it is probable that future taxable profits will be available against which the
asset can be utilised, are recognised. Future taxable profits that may support the recognition of
deferred tax assets arising from deductible temporary differences include those that will arise
from the reversal of existing taxable temporary differences, provided those differences relate to
the same taxation authority and the same taxable entity, and are expected to reverse either in
the same period as the expected reversal of the deductible temporary difference or in periods
into which a tax loss arising from the deferred tax asset can be carried back or forward. The
same criteria are adopted when determining whether existing taxable temporary differences
support the recognition of deferred tax assets arising from unused tax losses and credits, that
is, those differences are taken into account if they relate to the same taxation authority and the
same taxable entity, and are expected to reverse in a period, or periods, in which the tax loss
or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities are those temporary
differences arising from the initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part of a business combination), and
temporary differences relating to investments in subsidiaries to the extent that, in the case of
taxable differences, the Group controls the timing of the reversal and it is probable that the
differences will not reverse in the foreseeable future, or in the case of deductible differences,
unless it is probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected manner of
realisation or settlement of the carrying amount of the assets and liabilities, using tax rates

enacted or substantially enacted at the end of the reporting period. Deferred tax assets and
liabilities are not discounted.
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The carrying amount of a deferred tax asset is reviewed at the end of each reporting period
and is reduced to the extent that it is no longer probable that sufficient taxable profits will be
available to allow the related tax benefit to be utilised. Any such reduction is reversed to the
extent that it becomes probable that sufficient taxable profits will be available.

Additional income taxes that arise from the distribution of dividends are recognised when the
liability to pay the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are presented
separately from each other and are not offset. Current tax assets are offset against current tax
liabilities, and deferred tax assets against deferred tax liabilities, if the Company or the Group
has the legally enforceable right to set off current tax assets against current tax liabilities and
the following additional conditions are met:

— in the case of current tax assets and liabilities, the Company or the Group intends either
to settle on a net basis, or to realise the asset and settle the liability simultancously; or

— in the case of deferred tax assets and liabilities, if they relate to income taxes levied by the
same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which, in each future period in which significant amounts
of deferred tax liabilities or assets are expected to be settled or recovered, intend to
realise the current tax assets and settle the current tax liabilities on a net basis or
realise and settle simultaneously.

(r) Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group or the
Company has a legal or constructive obligation arising as a result of a past event, it is
probable that an outflow of economic benefits will be required to settle the obligation and a
reliable estimate can be made. Where the time value of money is material, provisions are stated
at the present value of the expenditure expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the
probability of outflow of economic benefits is remote. Possible obligations, whose existence will
only be confirmed by the occurrence or non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability of outflow of economic benefits is
remote.
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(s) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Provided it is
probable that the economic benefits will flow to the Group and the revenue and costs, if
applicable, can be measured reliably, revenue is recognised in profit or loss as follows:

i)  Sale of goods

Revenue is recognised when goods are delivered at the customers’ premises which is taken
to be the point in time when the customer has accepted the goods and the related risks
and rewards of ownership. Revenue excludes value added tax or other sales taxes and is
after deduction of any trade discounts.

ii)  Provision of sub-contracting services

Revenue arising from provision of sub-contracting services is recognised when the related
services are rendered.

iii)  Dividend income
— Dividend income from unlisted investments is recognised when the shareholder’s right

to receive payment is established.

— Dividend income from listed investments is recognised when the share price of the
investment goes ex-dividend.

iv)  Interest income
Interest income is recognised as it accrues using the effective interest method.
v)  Government grants

Government grants are recognised in the statement of financial position initially when
there is reasonable assurance that they will be received and that the Group will comply
with the conditions attaching to them. Grants that compensate the Group for expenses
incurred are recognised as income in profit or loss on a systematic basis in the same
periods in which the expenses are incurred. Grants that compensate the Group for the
cost of an asset are deducted from the carrying amount of the asset and consequently are
effectively recognised in profit or loss over the useful life of the asset by way of reduced
depreciation expense.

(t) Translation of foreign currencies
Foreign currency transactions during the reporting period are translated at the foreign
exchange rates ruling at the transaction dates. Monetary assets and liabilities denominated in

foreign currencies are translated at the foreign exchange rates ruling at the end of the
reporting period. Exchange gains and losses are recognised in profit or loss.
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Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the foreign exchange rates ruling at the transaction dates. Non-
monetary assets and liabilities denominated in foreign currencies that are stated at fair value
are translated using the foreign exchange rates ruling at the dates the fair value was measured.

The results of foreign operations are translated into Hong Kong dollars at the exchange rates
approximating the foreign exchange rates ruling at the dates of the transactions. Statement of
financial position items are translated into Hong Kong dollars at the closing foreign exchange
rates at the end of the reporting period. The resulting exchange differences are recognised in
other comprehensive income and accumulated separately in equity in the exchange reserve.

On disposal of a foreign operation, the cumulative amount of the exchange differences relating
to that foreign operation is reclassified from equity to profit or loss when the profit or loss on
disposal is recognised.

(u) Borrowings costs

Borrowing costs that are directly attributable to the acquisition, construction or production of
an asset which necessarily takes a substantial period of time to get ready for its intended use or
sale are capitalised as part of the cost of that asset. Other borrowing costs are expensed in the
period in which they are incurred.
The capitalisation of borrowing costs as part of the cost of a qualifying asset commences when
expenditure for the asset is being incurred, borrowing costs are being incurred and activities
that are necessary to prepare the asset for its intended use or sale are in progress.
Capitalisation of borrowing costs is suspended or ceases when substantially all the activities
necessary to prepare the qualifying asset for its intended use or sale are interrupted or
complete.
(v) Related parties
a) A person, or a close member of that person’s family, is related to the Group if that person:
i) has control or joint control over the Group;
ii)  has significant influence over the Group; or
iii) is a member of the key management personnel of the Group or the Group’s parent.

b)  An entity is related to the Group if any of the following conditions applies:

i)  The entity and the Group are members of the same group (which means that each
parent, subsidiary and fellow subsidiary is related to the others).

i)  One entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).

iii) Both entities are joint ventures of the same third party.

iv) One entity is a joint venture of a third entity and the other entity is an associate of
the third entity.
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v)  The entity is a post-employment benefit plan for the benefit of employees of either
the Group or an entity related to the Group.

vi) The entity is controlled or jointly controlled by a person identified in (a).

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

viii) The entity, or any member of Group of which it is a part, provides key management
personnel services to the Group or to the Group’s parent.

Close members of the family of a person are those family members who may be expected to
influence, or be influenced by, that person in their dealings with the entity.

(w) Segment reporting

Operating segments, and the amounts of each segment item reported in the financial
statements, are identified from the financial information provided regularly to the Group’s
most senior executive management for the purposes of allocating resources to, and assessing
the performance of, the Group’s various lines of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting purposes
unless the segments have similar economic characteristics and are similar in respect of the
nature of products and services, the nature of production processes, the type or class of
customers, the methods used to distribute the products or provide the services, and the nature
of the regulatory environment. Operating segments which are not individually material may be
aggregated if they share a majority of these criteria.

3. ACCOUNTING JUDGEMENTS AND ESTIMATES

Note 28 contains information about the assumptions and their risk factors relating to financial
instruments. Other key sources of estimation uncertainty are as follows:

a) Impairment of property, plant and equipment

If circumstances indicate that the carrying amounts of property, plant and equipment may not
be recoverable, the assets may be considered “impaired” and are tested for impairment. An
impairment loss may be recognised to reduce the carrying amounts to the recoverable amount
in accordance with the accounting policy for impairment of these assets as described in Note
2(i)(i1). The recoverable amount is the greater of the fair value less costs of disposal and the
value in use. In determining the value in use, expected cash flows generated by the asset are
discounted to their present value, which requires significant judgement relating to level of
future income and operating costs. The Group uses all readily available information in
determining an amount that is a reasonable approximation of recoverable amount, including
estimates based on reasonable and supportable assumptions and projections of future income
and operating costs. Changes in these estimates could have an impact on the carrying value of
the assets and could result in additional impairment charge or reversal of impairment in future
periods.
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b)  Useful lives, residual values and depreciation of property, plant and equipment

The Group determines the estimated useful lives, residual values and related depreciation
charges for its items of property, plant and equipment. This estimate is based on the historical
experience of the actual useful lives of items of property, plant and equipment of similar nature
and functions. Management will increase the depreciation charge where useful lives are less
than previously estimated useful lives, and it will write-off or write-down technically obsolete
or non-strategic assets that have been abandoned or sold. Actual economic lives may differ
from estimated useful lives; actual residual values may differ from estimated residual values.
Periodic review could result in a change in depreciable lives and residual values and therefore
depreciation expense in the future period.

¢) Impairment of trade and other receivables

The Group estimates the provision for impairment of trade and other receivables resulting
from inability of the customers to make the required payments. The Group bases the estimates
on the ageing of the trade and other receivables balance, customer credit-worthiness and
historical write-off experience. If the financial condition of the customers were to deteriorate,
actual write-offs would be higher than estimated.

d) Net realisable value of inventories

The Group performs regular review of the carrying amounts of inventories with reference to
ageing analysis of the Group’s inventories, projections of expected future saleability of goods
and management experience and judgement. Based on this review, write-down of inventories
will be made when the net realisable value of inventories declines below their carrying amount.
Due to changes in technological, market and economic environment and customers’ preference,
actual saleability of goods may be different from estimation and profit or loss could be
affected by differences in this estimation.

e) Income taxes and deferred tax assets

The Group is subject to income taxes in various jurisdictions. Significant judgement is required
in determining the provision for income taxes. There are many transactions and calculations
for which the ultimate tax determination is uncertain. Where the final tax outcome of these
matters are different from the amounts that were initially recorded, such differences will impact
the current income tax and deferred tax assets and liabilities in the period in which such
determinations are made.

Deferred tax assets relating to temporary differences and tax losses are recognised when
management expects it is probable that future taxable profits will be available to utilise against
the temporary differences or tax losses. Where the expectations are different from the original
estimates, such differences will impact the recognition of deferred tax assets in the period in
which such estimates have been changed.
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4. REVENUE AND SEGMENT REPORTING AND OTHER INCOME
(a) Revenue

The Group’s revenue is analysed as follows:

2017 2016
HKS$°000 HK$°000

Revenue arising from sales of books and
paper products 412,202 383,735
Revenue arising from provision of sub-contracting services 18,515 2,308
430,717 386,043

(b) Segment reporting

HKFRS 8 “Operating Segments” requires identification and disclosure of operating segment
information based on internal financial reports that are regularly reviewed by the Company’s
executive directors, being the Group’s chief operating decision maker, for the purpose of
resources allocation and performance assessment. On this basis, the Group has determined that
it only has one operating segment which is the production and sale of books and paper
products.

i) Information about major customers

The Group’s customer base is diversified and includes two customers (2016: one) with
whom transactions have exceeded 10% of the Group’s revenue for the year ended 31
December 2017. Revenue arising from sales of books and paper products to these
customers, including sales to entities which are known to the Group to be under common
control with each of these customers, for the year ended 31 December 2017 was
HK$110,845,000 (2016: HK$88,966,000) and HK$46,999,000 (2016: less than 10% of the
Group’s revenue).

Details of concentrations of credit risk arising from these customers are set out in Note
28(a).

ii)  Information about geographical areas

The following table sets out information about the geographical location of (i) the
Group’s revenue from external customers and (ii) the Group’s property, plant and
equipment, intangible assets and deposits for acquisition of property, plant and
equipment (“specified non-current assets”). The geographical location of customers is based
on the location of external customers. The geographical location of the specified non-
current assets is based on the physical location of the asset, in the case of property, plant
and equipment, and the location of the operation to which they are allocated, in the case
of intangible assets.
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Revenue from external

(R1) (E>C)

customers Specified non-current assets
2017 2016 2017 2016
HKS$’000 HK$°000 HKS$°000 HKS$°000
Hong Kong
(place of domicile) 213,977 199,654 145,380 150,888
Mainland China 18,515 2,308 118,333 132,239
USA 124,874 113,125 — —
UK 49,276 40,069 — —
Australia 8,042 13,608 — —
Europe (other than UK) 1,634 2,469 — —
Other countries 14,399 14,810 — —
430,717 386,043 263,713 283,127
Revenue from the individual countries included in other countries is not significant.
(c) Other income
2017 2016
HKS$°000 HKS$°000
Bank interest income 226 192
Interest income from investments in key management
insurance policies 184 94
Profit arising from sales of scrap materials 2,614 1,905
Income received from government subsidies 694 1,896
Loss on a forward foreign exchange contract — (25)
Net foreign exchange gain/(loss) 4,503 (1,252)
Gain on disposal of property, plant and equipment 620 190
Dividend income — 62
Bad debt recovery 388 —
Sundry income 1,205 445
10,434 3,507
5. OTHER EXPENSES
2017 2016
HKS$°000 HKS$°000
Impairment loss on trade debtors 321 3,212
Reversal of impairment loss on trade debtors — (1,059)
Listing expenses 15,243 8,103
Tax penalty for late submission 112 —
Sundry expenses 312 —
15,988 10,256

_ 26—

e_06767_AD(1) (Prosperous Print).indd 26

29/03/2018 10:23:31



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.27 (86) (R1) (E>C)

6. PROFIT BEFORE TAXATION

Profit before taxation is arrived at after charging:

2017 2016
HKS$’000 HKS$°000
a) Finance costs

Interest on convertible loan — 1,471
Interest on bank loans and overdrafts 6,579 5,411
Finance charges on obligations under finance leases 276 176
Other borrowing costs 1,466 1,238
8,321 8,296

b)  Staff costs* (including directors’ emoluments)
Contributions to defined contribution retirement plans 14,430 11,086
Salaries, wages and other benefits 91,031 91,378
105,461 102,464

The Group operates a Mandatory Provident Fund Scheme (the “MPF Scheme”) under the
Hong Kong Mandatory Provident Fund Schemes Ordinance for employees employed under the
jurisdiction of the Hong Kong Employment Ordinance. The MPF Scheme is a defined
contribution retirement plan administered by independent trustees. Under the MPF Scheme,
the employer and its employees are each required to make contributions to the plan at 5% of
the employees’ relevant income, subject to a cap of monthly relevant income of HK$30,000.
Contributions to the plan vest immediately.

In addition, employees with 4 years to 10 years of service of the Group are entitled to receive
the employer’s additional voluntary contributions equal to 5% to 10% of the employees’
monthly basic salaries when the employees make additional voluntary contributions at the same
time. The maximum voluntary contributions of the Group for those employees with services of
the Group more than 10 years are 10% of the employees’ basic salaries.

Pursuant to the relevant labour rules and regulations in the People’s Republic of China (the
“PRC”), the Group’s subsidiary in the PRC participates in defined contribution retirement
benefit schemes (the “Schemes”) organised by the relevant local government authorities in the
PRC whereby the subsidiary is required to make contributions to the Schemes based on a
percentage of the eligible employees’ salaries during the years ended 31 December 2017 and
2016.

The Group has no other material obligation for the payment of pension benefits associated
with those schemes beyond the annual contributions described above.
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¢)  Other items

2017 2016

HKS$°000 HKS$°000

Auditors’ remuneration — audit services 1,000 382

Amortisation of intangible assets 115 109

Depreciation of property, plant and equipment# 20,823 13,783
Operating lease rentals in respect of office,

factory and warehouse” 8,848 10,323

Cost of finished goods# (Note 16(b)) 311,635 260,460

# Cost of finished goods includes HK$83,964,000 (2016: HK$79,536,000) relating to staff
costs, operating lease charges and depreciation expenses, which are also included in the
respective total amounts disclosed separately above or in Note 6(b) for each of these
types of expenses.

7. INCOME TAX IN THE CONSOLIDATED STATEMENT OF PROFIT OR LOSS

a) Income tax in the consolidated statement of profit or loss represents:

2017 2016
HKS$°000 HK$°000
Current tax — Hong Kong Profits Tax
Provision for the year 3,400 4,219
Over-provision in respect of prior years (990) —
Tax penalty for prior year’s late submission — 80
Current tax — PRC Enterprise Income Tax
Provision for the year 2,461 1,419
Deferred tax
Origination and reversal of temporary difference 1,058 (303)
5,929 5,415

The Group is subject to income tax on an entity basis on profits arising in or derived from the
jurisdictions in which members of the Group are domiciled and operates.

The provision for Hong Kong Profits Tax of the Company and subsidiaries established in
Hong Kong are calculated at 16.5% of the estimated assessable profits for the reporting period.

The provision for the PRC Enterprise Income Tax of the subsidiary established in the PRC is
calculated at 25% of the estimated taxable profits for the reporting period.
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b) Reconciliation between tax expense and accounting profit at applicable tax rates:

2017 2016
HKS$°000 HK$°000
Profit before taxation 12,459 18,379
Notional tax on profit before taxation calculated
at the statutory tax rates applicable to the profit
in the jurisdictions concerned 3,199 3,097
Tax effect of non-deductible expenses 4,049 1,816
Tax effect of non-taxable income (78) 3)
Tax effect of tax losses not recognised 302 715
Utilisation of unused tax losses (547) —
Statutory tax concession — (60)
Over-provision in prior years (990) —
Others (6) (150)
Actual tax expense 5,929 5,415

8. DIRECTORS’ AND CHIEF EXECUTIVE’S EMOLUMENTS

Directors’ emoluments disclosed pursuant to section 383(1) of the Hong Kong Companies Ordinance
and Part 2 of the Companies (Disclosure of Information about Benefits of Directors) Regulation
and the chief executive’s emoluments are as follows:

For the year ended 31 December 2017:

Salaries,
allowance Retirement
Directors’  and benefits scheme
Note fees in kind contributions Total

HKS$’000 HKS$°000 HKS$’000 HKS$°000

Executive directors
Lam Sam Ming (Chairman and

chief executive) 110 2,565 234 2,909
Yao Yuan (i1) 12 258 13 283
Chan Sau Po (iii) 35 848 86 969
Non-executive director
Ong Chor Wei (ii1) 6 — — 6
Independent non-executive directors
Cheung Yin (iv) 6 — — 6
Wong Hei Chiu (iv) 6 — — 6
Leung Vincent Gar-Gene (iv) 6 — — 6

181 3,671 333 4,185
~29 _
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For the year ended 31 December 2016:

Note

Executive directors
Lam Sam Ming (Chairman and

chief executive)
Li Mun Kun (1)
Yao Yuan (i)
Chan Sau Po (ii1)
Non-executive director
Ong Chor Wei (iii)

(R1) (E>C)
Salaries,

allowance Retirement

Directors’  and benefits scheme
fees in kind contributions Total
HK$°000 HK$°000 HKS$°000 HKS$°000
— 2,573 224 2,797
— 143 8 151
— 218 26 244
— 2,934 258 3,192

During the year, there were no amounts paid or payable by the Group to the directors or any of the
highest paid individuals set out in Note 9 below as an inducement to join or upon joining the
Group or as compensation for loss of office. There was no arrangement under which a director
waived or agreed to waive any remuneration during the year.

The Company did not have any share option scheme for the purchase of ordinary shares in the

Company during the year.

Notes:

1) Li Mun Kun (“Mr. Li”) resigned as a director of the Company on 10 March 2016.

i)  Yao Yuan (“Ms. Yao”), the spouse of Mr. Lam Sam Ming (“Mr. Lam”), was appointed as a

director of the Company on 10 March

2016.

iii) Chan Sau Po and Ong Chor Wei were appointed as directors of the Company on 8 September

2016.

iv) Cheung Yin, Wong Hei Chiu and Leung Vincent Gar-Gene were appointed as independent non-
executive directors of the Company on 15 November 2017.
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9. INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, two (2016: two) are directors whose
emoluments are disclosed in Note 8. The aggregate of the emoluments in respect of the other three
(2016: three) individuals are as follows:

2017 2016

HKS$’000 HKS$°000

Salaries and other emoluments 2,120 1,965
Retirement scheme contributions 217 195
2,337 2,160

The emoluments of the three (2016: three) individuals with the highest emoluments are within the
following bands:

2017 2016

Number of Number of

individuals individuals

Nil to HK$1,000,000 3 3

10. OTHER COMPREHENSIVE INCOME

Components of other comprehensive income, including re-classification adjustments, are as follows:

2017 2016
HKS$°000 HK$°000
Exchange differences on translation of financial statements of
operations with functional currency other than Hong Kong dollars 7,981 (7,331)
Available-for-sale investments:
Changes in fair value recognised during the reporting period (14) 3
7,967 (7,328)
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11. EARNINGS PER SHARE
(a) Basic earnings per share

The calculation of basic earnings per share is based on the profit attributable to ordinary
equity shareholders of the Company of HK$6,530,000 (2016: HK$13,365,000) and the weighted
average of 610,411,000 (2016: 532,459,000) ordinary shares after taking into account the effect
of issuance of shares upon the initial public offering on 13 December 2017 and the share
subdivision on 14 September 2016, calculated as follows:

Weighted average number of ordinary shares (basic)

2017 2016

000 000

Issued ordinary shares at 1 January 600,000 5,000

Effect of convertible loan converted — 546

Effect of shares subdivision — 526,913

Effect of shares issued upon initial public offering 10,411 —
Weighted average number of ordinary shares

at 31 December 610,411 532,459

(b) Diluted earnings per share

The calculation of diluted earnings per share is based on the profit attributable to ordinary
equity shareholders of the Company of HK$6,530,000 (2016: HK$14,593,000) and the weighted
average of 610,411,000 (2016: 637,966,000) ordinary shares after taking into account the effect
of the share subdivision on 14 September 2016, calculated as follows:

(i)  Profit attributable to ordinary equity shareholders of the Company (diluted)

2017 2016
HKS$°000 HKS$°000
Profit attributable to ordinary
equity shareholders 6,530 13,365
After tax effect of effective interest on
the liability component of convertible loan — 1,228
Profit attributable to ordinary equity shareholders
(diluted) 6,530 14,593
(ii) Weighted average number of ordinary shares (diluted)
2017 2016
000 ‘000
Weighted average number of ordinary shares (basic) at
31 December 610,411 532,459
Effect of conversion of convertible loan — 105,507
Weighted average number of ordinary shares (diluted) at
31 December 610,411 637,966
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12. PROPERTY, PLANT AND EQUIPMENT

Land and
buildings Fixtures
held for Plant and and Motor
own use machinery furnitures vehicles Total

HK$’000 HKS$’000 HKS$’000 HK$000 HKS$000

Costs:
At 1 January 2016 — 360,902 10,662 5,645 377,209
Additions

— through acquisition of subsidiaries 131,800 — 514 — 132,314

— others — 16,944 30 — 16,974
Disposals — (2,9006) (59) — (2,965)
Exchange realignment — (8,491) (152) (52) (8,695)
At 31 December 2016 (131,800 366,449 10,995 5,593 514,837
At 1 January 2017 131,800 366,449 10,995 5,593 514,837
Additions — 608 708 1,117 2,433
Disposals — (51,804) — (948) (52,752)
Exchange realignment — 7,440 186 50 7,676
At 31 December 2017 131,800 322,693 11,889 5,812 472,194

Accumulated depreciation:

At 1 January 2016 — 215,915 7,408 3,658 226,981
Charge for the year 1,894 10,738 734 417 13,783
Written back on disposals — (1,291) (55) — (1,346)
Exchange realignment — (3,374) (93) (45) (3,512)
At 31 December 2016 1,894 221,988 7,994 4,030 235,906
At 1 January 2017 1,894 221,988 7,994 4,030 235,906
Charge for the year 4,544 15,134 674 471 20,823
Written back on disposals — (45,733) — (830) (46,563)
Exchange realignment — 2,592 128 43 2,763
At 31 December 2017 6,438 193,981 8,796 3,714 212,929

Carrying amount:

At 31 December 2017 125,362 128,712 3,093 2,098 259,265
At 31 December 2016 129,906 144,461 3,001 1,563 278,931
_33_
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a) The Group’s properties
The leasehold land and buildings are held in Hong Kong on long leases.

b)  Assets held under finance leases
In addition to the leasehold land and buildings classified as being held under a finance lease in
note (a) above, the Group leases production plant and machinery under finance leases expiring
3 years. At the end of the lease term the Group has the option to purchase the leased
machinery or equipment at a price deemed to be a bargain purchase option. None of the leases

includes contingent rentals.

At 31 December 2017, the carrying amount of plant and machinery held under finance leases
were HK$8,379,000 (2016: HK$5,789,000).

c¢) Pledge of property, plant and equipment
At 31 December 2017, the Group’s properties and machinery (as included in plant and
equipment) with carrying amounts of HKS$125,362,000 (2016: HK$129,906,000) and

HK$7,336,000 (2016: HKS$nil), respectively, were pledged as collateral for the Group’s banking
facilities (see Note 22).

_34_
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13. INTANGIBLE ASSETS

Computer

software

HKS$°000
Cost:
At 1 January 2016 1,079
Additions 112
Exchange realignment (77)
At 31 December 2006 1,114
At 1 January 2017 1,114
Additions —
Exchange realignment 83
At 31 December 2017 1 ,197
Accumulated amortisation:
At 1 January 2016 51
Charge for the year 109
Exchange realignment 9)
At 31 December 2006 151
At 1 January 2017 151
Charge for the year 115
Exchange realignment 16
At 31 December 2017 ] 2 82
Carrying amount:
At 31 December 2017 915
At 31 December 2016 963

The amortisation charge is included in “administrative expenses” in the consolidated statement of
profit or loss.
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14. AVAILABLE-FOR-SALE INVESTMENTS

2017 2016
HKS$°000 HK$°000

Investment funds in Hong Kong, at fair value
— Unlisted but quoted funds 2,573 2,405

The fair value of investment funds is based on quoted market price in an active market at the end
of the reporting period.

The available-for-sale investments of approximately HKS$2,573,000 (2016: HKS$2,405,000)
denominated in Renminbi (“RMB”) were pledged as collateral for the Group’s banking facilities (see
Note 22) as at 31 December 2017.

15. INVESTMENTS IN KEY MANAGEMENT INSURANCE POLICIES

During the years ended 31 December 2017 and 2016, the Group entered into the following key
management insurance policies:

(a) During the year ended 31 December 2017, the Company has entered into two key management
insurance policies (the “Policy I” and “Policy II”) with insurance companies to insure two
directors of the Company. Under these policies, the Company is the beneficiary and policy
holder, and the total insured sums of Policy I and Policy II are US$536,395 and US$1,000,000,
respectively. The Company is required to pay a single premium of US$128,000 (equivalent to
approximately HK$992,000) and US$256,580 (equivalent to approximately HK$1,988,000),
respectively, under the Policy I and Policy II to the insurance company at inception. The
Company can, at any time, withdraw cash based on the account value of the relevant policy
(“Account Value”) at the date of withdrawal, which is determined by the gross premium paid
plus accumulated interest earned and minus any charges made in accordance with the terms
and conditions of the policies. If withdrawal is made between the 1st to 15th policy year, there
is a specified amount of surrender charge deducted from Account Value. Under the Policy I,
the insurance company will pay the Group a guaranteed interest rate of 3.9% per annum for
the first five years and a variable return per annum afterwards (with guaranteed minimum
interest rate of 2.25%) during the effective period of the policy. Under the Policy II, the
insurance company will pay the Group a guaranteed interest rate of 3.4% per annum for the
first year and a variable return per annum afterwards (with guaranteed minimum interest rate
of 1.8%) during the effective period of the policy.

As represented by the directors of the Company, the Company will not terminate the policy
nor withdraw cash prior to the end of the 15th policy year and the expected life of the policy
remained unchanged since its initial recognition. The balance of the deposit of key
management insurance policy is denominated in United States dollars (“USD”), being a
currency other than the functional currency of the relevant group entity.

(b) During the year ended 31 December 2016, the Company has entered into a key management
insurance policy with an insurance company to insure a director of the Company. Under this
policy, the Company is the beneficiary and policy holder and the total insured sum is
US$1,250,000. The Company is required to pay a single premium of US$655,862 (equivalent to
approximately HK$5,083,000) to the insurance company at inception. The Company can, at any
time, withdraw cash based on the account value of the policy (“Account Value”) at the date of
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withdrawal, which is determined by the gross premium paid plus accumulated interest earned
and minus any charges made in accordance with the terms and conditions of the policy. If
withdrawal is made between the 1st to 18th policy year, there is a specified amount of
surrender charge deducted from Account Value. The insurance company will pay the Group a
guaranteed interest rate of 4% per annum for the first year and a variable return per annum
afterwards (with guaranteed minimum interest rate of 2%) during the effective period of the
policy.

As represented by the directors of the Company, the Company will not terminate the policy
nor withdraw cash prior to the end of the 18th policy year and the expected life of the policy
remained unchanged since its initial recognition. The balance of the deposit of key
management insurance policy is denominated in USD, being a currency other than the
functional currency of the relevant group entity.

At the inception date, the gross premium paid by the Company included a fixed policy premium
charge and a deposit. Monthly policy expense and insurance charges will be incurred over the
insurance period with reference to the terms set out in the relevant key management insurance
policies. The policy premium, expense and insurance charges are recognised in profit or loss over the
expected life of the relevant policy and the deposit placed is carried at amortised cost using the
effective interest method.

As at 31 December 2017, investments in key management insurance policies with carrying amount of
HK$7,213,000 (2016: HK$5,116,000) were pledged as collateral for the Group’s banking facilities (see
Note 22).

16. INVENTORIES

a) Inventories in the consolidated statement of financial position comprise:

2017 2016

HKS$’000 HK$°000

Raw materials 57,224 38,749
Work-in-progress 16,037 13,170
Finished goods 2,878 908
76,139 52,827

b)  The analysis of the amount of inventories recognised as an expense and included in profit or loss
is as follows:

2017 2016
Note HKS$°000 HKS$°000
Carrying amount of finished goods sold 6(c) 311,635 260,460
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17. TRADE AND OTHER RECEIVABLES

2017 2016

HKS$°000 HKS$°000

Trade debtors 123,439 105,541
Less: allowance for doubtful debts (17,362) (17,041)
106,077 88,500

Advance to a sub-contractor 9,023 9,035
Other receivables 729 889
Loans and receivables 115,829 98,424
Prepaid expense, for listing fee — 1,743
Other prepaid expenses 173 390
Utility and other deposits 604 1,450
Prepayment for acquisition of raw materials 2,715 —
Other tax recoverable 3,883 3,511
123,204 105,518

The amount of utility and other deposits expected to be recovered or recognised as expense after
more than one year is HK$580,000 (2016: HK$567,000). All of the other trade and other receivables
are expected to be recovered or recognised as expense within one year.

a)  Ageing analysis
As of the end of the reporting period, the ageing analysis of trade debtors (which are included

in trade and other receivables), based on the invoice date and net of allowance for doubtful
debts, is as follows:

2017 2016

HKS$°000 HK$°000

Within 1 month 36,654 30,749
1 to 3 months 29,032 22,901
3 to 6 months 31,315 29,583
6 to 12 months 7,506 4,967
Over 1 year 1,570 300
106,077 88,500

Trade debtors are normally due within 180 days from the date of billing. Further details on the
Group’s credit policy are set out in Note 28(a)(i).

_ 38 —

e_06767_AD(1) (Prosperous Print).indd 38 29/03/2018 10:23:32



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.39 (86) (R1) (E>C)

b) Impairment of trade debtors
Impairment losses in respect of trade debtors are recorded using an allowance account unless
the Group is satisfied that recovery of the amount is remote, in which case the impairment loss

is written off against trade debtors directly (see Note 2(i)(1)).

The movement in the allowance for doubtful debts during the reporting period is as follows:

2017 2016

HKS$°000 HK$°000

At 1 January 17,041 14,888
Impairment loss recognised 321 2,153
At 31 December 17,362 17,041

At 31 December 2017, trade debtors of HKS$17,362,000 (2016: HKS$17,041,000) were
individually determined to be impaired. The individually impaired receivables related to
customers that were in financial difficulties and management assessed that these receivables are
not expected to be recovered. Consequently, specific allowances for doubtful debts of
HK$17,362,000 (2016: HK$17,041,000) were recognised.

c¢) Trade debtors that are not impaired

The ageing analysis of trade debtors that are neither individually nor collectively considered to
be impaired are as follows:

2017 2016

HKS$°000 HK$°000

Neither past due nor impaired 65054 56,425
Less than 1 month past due 19,400 16,694
1 to 3 months past due 15,388 12,956
3 to 6 months past due 4,044 1,794
6 to 12 months past due 1,639 331
Over 1 year past due 552 300
. 32,075

106,077 88,500

Receivables that were neither past due nor impaired relate to a number of customers for whom
there was no recent history of default.
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Receivables that were past due but not impaired relate to a number of independent customers
that have a good track record with the Group. Based on past experience, management believes
that no impairment allowance is necessary in respect of these balances as there has not been a
significant change in credit quality and the balances are still considered fully recoverable.

18. PLEDGED BANK DEPOSITS

Pledged bank deposits are pledged to a bank to secure banking facilities granted to the Group (see
Note 22).

19. CASH AND CASH EQUIVALENTS AND OTHER CASH FLOW INFORMATION

a) Cash and cash equivalents comprise:

2017 2016
HKS$°000 HKS$°000
Cash and cash equivalents in the consolidated statement
of financial position
— Cash at banks and on hand 49,375 4,126
Bank overdrafts (Note 22) — (14,398)
Cash and cash equivalents in the consolidated statement
of cash flows 49,375 (10,272)

At 31 December 2017, bank balances of a PRC subsidiary amounting to HK$264,000 (2016:
HK$1,466,000) are not freely convertible into other currencies and subject to Mainland China’s
Regulation on the Administration of Foreign Exchange Settlement, Sale and Payment (% [ >
B [ J2 A [ 4 3881 72 ) promulgated by the People’s Bank of China of the PRC.

— 40 —

e_06767_AD(1) (Prosperous Print).indd 40 29/03/2018 10:23:32



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.41(86) (R1) (E>C)

b) Reconciliation of profit before taxation to cash (used in)/generated from operations:

2017 2016
HKS$°000 HK$°000
Profit before taxation 12,459 18,379
Adjustments for:
Depreciation of property, plant and equipment 20,823 13,783
Gain on disposal of property,
plant and equipment (620) (190)
Amortisation of intangible assets 115 109
Impairment loss on trade debtors 321 2,153
Bank interest income (226) (192)
Interest income from investments in key management
insurance policies (184) (94)
Insurance premium charge for investments in
key management insurance policies 24 44
Finance costs 8,321 8,296
Exchange difference (182) —
Dividend income — (62)
Changes in working capital:
(Increase)/decrease in inventories (18,969) 1,891
(Increase)/decrease in trade and other receivables (16,593) 29,752
Decrease in trade and other payables (36,978) (40,785)
(Decrease)/increase in derivative financial instruments (25) 25
Cash (used in)/generated from operations (31,714) 33,109
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¢) Reconciliation of liabilities arising from financing activities

(R1) (E>C)

The table below details changes in the Group’s liabilities from financing activities, including
both cash and non-cash changes. Liabilities arising from financing activities are liabilities for
which cash flows were, or future cash flows will be, classified in the Group’s consolidated
statement of cash flows as cash flows from financing activities.

At 1 January 2017

Changes from financing cash flows:

Proceeds from new bank loans

Repayment of bank loans

Interest paid

Capital elements of finance lease rentals paid
Interest elements of finance lease rentals paid

Total changes from financing cash flows

Exchange adjustments

Other changes:

Decrease in bank overdrafts

New finance leases

Finance charges on obligations under finance leases
(Note 6(a))

Interest on bank loans and overdrafts
(Note 6(a))

Other borrowing costs (Note 6(a))

Total other changes

At 31 December 2017
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Bank loans
and Finance
overdrafts leases Total
HKS$’000 HKS$°000 HKS$°000
(Notes 22) (Note 23)
156,012 1,850 157,862
425,094 — 425,094
(386,897) — (386,897)
(8,045) — (8,045)
— (4,529) (4,529)
— (276) (276)
30,152 (4,805) 25,347
— 32 32
(14,398) — (14,398)
— 9,645 9,645
— 276 276
6,579 — 6,579
1,466 — 1,466
(6,353) 9,921 3,568
179,811 6,998 186,809
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At 1 January 2016

Changes from financing cash flows:

Proceeds from new bank loans

Repayment of bank loans

Proceeds from issuance of convertible
loan

Interest paid

Capital elements of finance lease
rentals paid

Interest elements of finance lease
rentals paid

Total changes from financing cash flows

Changes arising from obtaining
control of subsidiaries

Exchange adjustments

Other changes:

Increase in bank overdrafts

Interest on bank loans and overdrafts
(Note 6(a))

Other borrowing costs (Note 6(a))

Interest on convertible loan (Note 6(a))

Classification of equity conversion
option
as an equity instrument

Conversion of convertible loan

Finance charges on obligations under
finance leases (Note 6(a))

Total other changes

At 31 December 2016

1st Proof Time: 29-03-2018_10:23:29 P.43 (86)

(R1) (E>C)
Bank loans
and Finance Convertible
overdrafts leases loan Total
HKS$°000 HKS$°000 HKS$°000 HKS$°000
(Notes 22) (Note 23) (Note 24)

157,813 4,920 16,893 179,626
382,521 — — 382,521
(393,506) — — (393,506)
— — 5,000 5,000
(6,649) — (1,121) (7,770)
— (3,165) — (3,165)
— (176) — (176)
(17,634) (3,341) 3,879 (17,096)
608 — — 608

— 95 — 95

8,576 — — 8,576
5,411 — — 5,411

1,238 — — 1,238

— — 1,471 1,471
— — (3006) (306)
— — (21,937) (21,937)

— 176 — 176
15,225 176 (20,772) (5,371)
156,012 1,850 — 157,862
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20. TRADE AND OTHER PAYABLES

Trade creditors

Accrued staff costs

Other accruals

Payables for listing expenses

Other payables

Bills payable for purchase of plant and machinery
Amount due to a director (Note 30(b))

Receipts in advance

Other tax payable

P.44 (86)

(R1) (E>C)
2017 2016
HKS$°000 HK$°000
39,253 36,692
6,377 7,035
2,816 1,820
11,388 —
8,592 12,664
— 14,612
— 40,025
199 487
35 55
68,660 113,390

All of the trade and other payables are expected to be settled or recognised as income within one

year or are repayable on demand.

As of the end of each reporting period, the ageing analysis of trade creditors (which are included in
trade and other payables), based on the invoice date, is as follows:

Within 1 month
1 to 3 months
3 to 6 months
6 to 12 months
Over 1 year

21. DERIVATIVE FINANCIAL INSTRUMENTS

2017 2016
HKS$°000 HK$°000
8,426 16,540
22,222 12,533
7,301 7,511
1,284 88

20 20
39,253 36,692

On 12 December 2016, the Company entered into a foreign currency forward contract with a bank
in Hong Kong in order to manage the Group’s currency risk. The Company recognised the fair
value loss of HK$25,000 in profit or loss during the year ended 31 December 2016.

The major items of the outstanding contract at 31 December 2016 were as follows:

Notional amount The contract maturity date

Buy JPY110,000,000 24 March 2017

Forward contract rate

HKS$1 to JPY15.00

The above foreign exchange forward contract was measured at fair value at the end of the reporting
period by reference to the contracted forward rate and the current spot rate.
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22. BANK LOANS AND OVERDRAFTS

At 31 December 2017, the bank loans and overdrafts were repayable as follows:

2017 2016
HKS$°000 HKS$°000
Bank overdrafts — 14,398
Portion of bank loans due for repayment within one year 134,596 106,393
Portion of bank loans due for repayment after one year which
contain a repayment on demand clause 3,790 35,221
Within 1 year or on demand under current liabilities 138386 156,012
After 1 year but within 2 years 11,358 —
After 2 years but within 5 years 20,337 —
After 5 years 9,730 —
Bank loans under non-current liabilities 445 —
179,811 156,012
At 31 December 2017, the bank loans and overdrafts were secured as follows:
2017 2016
HKS$°000 HKS$°000
Bank overdrafts
— secured and guaranteed — 14,398
Bank loans
— secured and guaranteed 179,811 141,614
179,811 156,012
The effective interest rates of the Group’s bank loans are as follows:
2017 2016
Effective interest rates:
Bank loans and overdrafts 2.69%—5.25% 2.38%—5.50%
per annum per annum

a)  All of the bank loans and overdrafts are carried at amortised costs.

b) At 31 December 2017, the bank loans and overdrafts of approximately HK$9,908,000 (2016:
HK$10,455,000) were denominated in USD.
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At 31 December 2017, the bank facilities were secured by bank deposits of the Group,
available-for-sales investments of the Group, the Group’s trade debtors, the Group’s property,
plant and equipment, the assignment of rental proceeds of the Group’s properties situated in
Hong Kong, benefits of key management insurance policies and corporate guarantees from the
Company and certain subsidiaries.

At 31 December 2016, the bank facilities were secured by bank deposits of the Group,
available-for-sales investments of the Group, the Group’s trade debtors, the Group’s property,
plant and equipment, the assignment of rental proceeds of the Group’s properties situated in
Hong Kong, benefits of key management insurance policy, corporate guarantees from the
Company and certain subsidiaries, personal guarantees from Mr. Lam.

At the end of the reporting period, the directors of the Company do not consider it probable
that a claim will be made against the Company and the Group under the corporate guarantees
given by the Company and the Group, no liability is provided for in the financial statements of
the Group and the Company. The Company and the Group have not recognised any deferred
income in respect of these financial guarantees given by the Company and the Group as their
fair values are insignificant.

The carrying amounts of assets pledged against bank loans and overdrafts as at the end of the
reporting period were analysed as follows:

2017 2016

HKS$°000 HK$°000

Property, plant and equipment 132,698 129,906
Available-for-sale investments 2,573 2,405
Investments in key management insurance policies 7,213 5,116
Trade debtors 31,489 24,755
Bank deposits 6,763 11,985
180,736 174,167

Less: Factoring trade receivables covered by insurance (31,489) (24,755)
149,247 149,412

These banking facilities amounted to HKS$323,399,000 (2016: HK$317,396,000) as at 31
December 2017. These facilities were utilised to the extent of HKS$179,633,000 (2016:
HKS$162,116,000) as at 31 December 2017.

c¢) All of the Group’s banking facilities are subject to the fulfilment of covenants based on the
financial information of the Group and certain of its subsidiaries, as are commonly found in
lending arrangements with financial institutions. If the Group were to breach the covenants the
drawn down facilities would become payable on demand. In addition, certain of the Group’s
banking facilities letters contain clauses which give the banks the right at its sole discretion to
demand immediate repayment at any time irrespective of whether the Group has complied with
the covenants and met the scheduled repayment obligations.
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The Group regularly monitors its compliance with these covenants, is up to date with the
scheduled repayments of bank loans and does not consider it probable that the banks will
exercise its discretion to demand repayment for so long as the Group continues to meet these
requirements. Further details of the Group’s management of liquidity risk are set out in Note
28(b). As at 31 December 2017, none of the covenants relating to drawn down facilities had
been breached (2016: Nil).

d) Notwithstanding the specified repayment schedules as stated in the facilities letters (“specific
repayment terms”) which allow the loans to be repaid over a period of more than one year,
certain banking facilities granted to the Group include a clause that gives the banks the
unconditional rights to call the bank loans at any time (“repayment on demand clause”). These
bank loans as at 31 December 2017 and 2016 were classified as current liabilities in the
consolidated statement of financial position.

However, the directors of the Company expects that the bank loans and overdrafts are to be
repaid as follows based on the specific repayment terms:

2017 2016
HKS$’000 HK$°000
Bank loans and overdrafts due
for repayment within one year or on demand:
Overdrafts repayable on demand — 14,398
Bank loans due for repayment within one year 134,596 106,393
______________ 134,596 120,791
Bank loans due for repayment after one year
(see note below):
After 1 year but within 2 years 14,010 8,263
After 2 years but within 5 years 21,475 21,065
After 5 years 9,730 5,893
45,215 35,221
179,811 156,012
Note: The amounts due are based on the specific repayment terms set out in the banking

facilities letters and ignore the effect of any repayment on demand clause.
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23. OBLIGATIONS UNDER FINANCE LEASES

At 31 December 2017, the Group had obligations under finance leases repayable as follows:

2017 2016
Present value of Present value of

the minimum  Total minimum the minimum  Total minimum
lease payments  lease payments lease payments lease payments
HKS$’000 HKS$000 HKS$°000 HKS$°000
Within 1 year e A0S RO L8 1,822
After 1 year but within 2 years 2,120 2,277 68 68
After 2 years but within 5 years 2,773 2,848 — —
6,998 7,471 1,850 1,890
Less: Total future interest expenses (473) (40)
Present value of lease obligations 6,998 1,850

24. CONVERTIBLE LOAN

On 20 September 2014, the Company and Mr. Lam Sam Ming (“Mr. Lam”), a director and
controlling shareholder of the Company, entered into a convertible loan agreement with an
independent third party (the “Investor”) (the “Original Convertible Loan Agreement”), which was
supplemented by a supplemental convertible loan agreement dated 25 July 2016 (the “Supplemental
Convertible Loan Agreement”, together with the Original Convertible Loan Agreement, the
“Convertible Loan Agreements”). Pursuant to the Convertible Loan Agreements, the Company agreed
to obtain from the Investor three tranches of the convertible loan with the facility amounts of
HK$10,000,000, HK$5,000,000 and HK$10,000,000, respectively.

The convertible loan bears interest at 12% per annum, are secured by personal guarantee provided
by Mr. Lam and has a maturity date falling thirty months after the date of the Original Convertible
Loan Agreement (i.e. 20 March 2017). According to the Original Convertible Loan Agreement, Mr.
Lam agreed to bear and pay on behalf of the Company five-sixths (5/6th) of all interest on the
convertible loan. During the year ended 31 December 2016, the Company drew down the amount of
HK$5,000,000.

The rights of the Investor may convert all or any portion of the convertible loan at any time up to
maturity at the option of the Investor at a fixed exercise price of HK$17.6 per share.

The imputed finance cost on the convertible loan is calculated using the effective interest method by
applying effective interest rates from 12.96% to 21.00% per annum for the convertible loan during
the year ended 31 December 2016.
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On 25 July 2016, the Investor converted the entire principal amount of the convertible loan into
1,250,000 ordinary shares of the Company. The carrying amount of the convertible loan at the time
of conversion, together with the capital reserve of HK$602,000, was transferred to the share capital
account in accordance with the accounting policy set out in Note 2(1).

25. INCOME TAX IN THE CONSOLIDATED STATEMENT OF FINANCIAL POSITION

a) Current taxation in the consolidated statement of financial position represents:

2017 2016
HKS$°000 HK$°000
Tax payable at 1 January 9,689 9,885
Provision for Hong Kong Profits Tax
for the current year 3,400 4,219
Over-provision for Hong Kong Profits Tax
in respect of prior years (990) —
Provision for PRC Enterprise Income Tax
for the current year 2,461 1,419
Tax paid (13,816) (6,128)
Tax refund — 173
Exchange realignment 551 121
Tax payable at 31 December 1,295 9,689

b) Deferred tax liabilities recognised

The components of deferred tax liabilities recognised in the consolidated statement of financial
position and the movements during the reporting period are as follows:

Unrealised Depreciation

loss arising allowance

from in excess of

intra-group the related
transactions depreciation Total
HKS$°000 HKS$°000 HKS$’000
At 1 January 2016 272 3,393 3,665
Charged/(credited) to profit or loss 463 (766) (303)
Exchange realignment — (30) (30)
At 31 December 2016 735 2,597 3,332
At 1 January 2017 735 2,597 3,332
Charged/(credited) to profit or loss (200) 1,258 1,058
Exchange realignment — 182 182
At 31 December 2017 535 4,037 4,572
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¢) Deferred tax assets not recognised

As at 31 December 2017, the Group has not recognised deferred tax assets in respect of
cumulative tax losses of HK$32,426,000 (2016: HK$33,911,000) as it is not probable that future
taxable profits against which the losses can be utilised will be available in the relevant tax
jurisdiction and entity. The tax losses do not expire under current tax legislation.

d) Deferred tax liabilities not recognised

The PRC income tax law and its relevant regulations impose a withholding tax at 10%, unless
reduced by a tax treaty/arrangement, for dividend distributions out of earnings accumulated
beginning on or after 1 January 2008. At 31 December 2017, temporary differences relating to
the undistributed profits of a PRC subsidiary amounted to HKS$28,275,000 (2016:
HK$17,376,000). Deferred tax liabilities of HK$2,828,000 (2016: HK$1,738,000) have not been
recognised in respect of the tax that would be payable on the distribution of these retained
profits as the Company controls the dividend policy of this subsidiary and it has been
determined that it is probable that these profits will not be distributed in the foreseeable
future.
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26. CAPITAL, RESERVES AND DIVIDENDS
a) Movements in components of equity

The reconciliation between the opening and closing balances of each component of the Group’s
consolidated equity is set out in the consolidated statement of changes in equity. Details of the
changes in the Company’s individual components of equity between the beginning and the end
of the reporting period are set out below:

The Company
Share Capital Fair value Retained Total

capital reserve reserve profits equity
HKS$000 HK$000 HKS$000 HKS$000 HKS000

Balance at 1 January 2016 5,000 2,389 (86) 66,220 73,523
Changes in equity for 2016:
Profit for the year — — — 12,625 12,625
Other comprehensive income

for the year — — 3 — 3
Total comprehensive income

for the year — — 3 12,625 12,628
Issuance of convertible loan — 306 — — 306
Deemed contribution

from a shareholder — 1,225 — — 1,225
Conversion of convertible loan 22,539 (602) — — 21,937
Balance at 31 December 2016 27,539 3,318 (83) 78,845 109,619
Balance at 1 January 2017 27,539 3,318 (83) 78,845 109,619
Changes in equity for 2017:
Profit for the year — — — 2,226 2,226
Other comprehensive income

for the year — — (14) — (14)
Profit and total comprehensive

income for the year — — (14) 2,226 2,212
Issuance of shares upon initial public

offering 70,000 — — — 70,000

Listing expenses directly attributable
to issuance of

shares (11,696) — — — (11,696)
Capital contribution from the

controlling shareholder 15,000 — — — 15,000
Balance at 31 December 2017 100,843 3,318 97) 81,071 185,135

b)  Dividends

The directors do not recommend the payment of any dividend for the year ended 31 December
2017 (2016: Nil).

~51 -

e_06767_AD(1) (Prosperous Print).indd 51 29/03/2018 10:23:33



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.52 (86) (R1) (E>C)

¢)  Share capital

i)  Issued share capital

2017 2016
Number of Number of
shares HKS$°000 shares HKS$°000

Ordinary shares, issued and

fully paid:
At 1 January 600,000,000 27,539 5,000,000 5,000
Conversion of convertible

loan (see Note 24) — — 1,250,000 22,539
Effect of share subdivision — — 593,750,000 —
Capital contribution from

the controlling shareholder — 15,000 — —
Issuance of shares upon

initial public offering 200,000,000 70,000 — —
Listing expenses directly attributable

to issuance of shares — (11,696) — —
At 31 December 800,000,000 100,843 600,000,000 27,539

In accordance with section 135 of the Hong Kong Companies Ordinance, the ordinary
shares of the Company do not have a par value.

The holders of ordinary shares are entitled to receive dividends as declared from time to
time and are entitled to one vote per share at meetings of the Company. All ordinary
shares rank equally with regard to the Company’s residual assets.

ii)  Share subdivision

On 14 September 2016, each and every ordinary share of the Company was divided into
96 ordinary shares, and immediately following completion of the share subdivision, the
number of the Company’s issued ordinary shares was increased from 6,250,000 ordinary
shares to 600,000,000 ordinary shares.

iii)  Capital contribution from the controlling shareholder
Pursuant to written resolutions passed by all the shareholders of the Company on 15
November 2017, the share capital of the Company was increased from HKS$27.5 million
to HK$42.5 million without issuing any shares by way of a capital contribution of
HK$15,000,000 made by Mr. Lam on behalf of First Tech Inc. in cash.

iv)  Issuance of shares upon initial public offering
In connection with the Company’s listing on GEM of the Stock Exchange on 13
December 2017, 200,000,000 ordinary shares were issued by initial public offering, at price

of HK$0.35 per ordinary shares. Proceeds from such issue amounted to HK$70,000,000,
all of which were credited to share capital.
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d) Nature and purpose of reserves
i) Exchange reserve

The exchange reserve comprise all foreign exchange differences arising from the
translation of the financial statements of operations outside Hong Kong. The reserve is
dealt with in accordance with the accounting policy set in Note 2(t).

ii)  Capital reserve
Capital reserve comprising the following:

— the amount allocated to the unexercised equity component of convertible loan issued
by the Company recognised in accordance with the accounting policy adopted for
convertible loan in Note 2(1);

— the contribution from the controlling shareholder for bearing the interest of
convertible loan.

iii)  Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value of available-
for-sale securities held at the end of the reporting period and is dealt with the accounting
policies in Notes 2(e) and 2(i)(1).

e) Capital management

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to
continue as a going concern, so that it can continue to provide returns for shareholders and
benefits for other stakeholders, by pricing products and services commensurately with the level
of risk and by securing access to finance at a reasonable cost.

The Group actively and regularly reviews and manages its capital structure to maintain a
balance between the higher shareholder returns that might be possible with higher levels of
borrowings and the advantages and security afforded by a sound capital position, and makes
adjustments to the capital structure in light of changes in economic conditions.

The Group monitors its capital structure on the basis of a net debt to equity ratio. For this
purpose, net debt is defined as total debt (which includes bank loans and overdrafts,
obligations under finance leases and amount due to a director) less cash and cash equivalents
and pledged bank deposits. Equity comprises all of components of equity.

During 2017, the Group’s strategy, which was unchanged from 2016, was to maintain the net
debt to equity ratio in a balanced position. In order to maintain or adjust the ratio, the Group

may adjust the amount of dividends paid to shareholders, issue new shares, raise new debt
financing or sell assets to reduce debt.
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The Group’s net debt to equity ratios as at 31 December 2017 and 2016 were as follows:

2017 2016
HKS$’000 HKS$°000
Current liabilities

Bank loans and overdrafts 138,386 156,012
Obligations under finance leases 2,105 1,782
Amount due to a director — 40,025
_____________ 140491 197,819

Non-current liabilities
Bank loans 41,425 —
Obligations under finance leases 4,893 68
e 38318 68
Total debt 186,809 197,887
Less: Cash and cash equivalents (49,375) (4,126)
Pledged bank deposits (6,763) (11,985)
Net debt 130,671 181,776
Total equity 268,607 180,806
Net debt to equity ratio 49% 101%

Except for the banking facilities which require the fulfilment of covenants as disclosed in Note
22, neither the Company nor any of its subsidiaries are subject to externally imposed capital
requirements.

27. ACQUISITIONS OF ASSETS AND NON-CONTROLLING INTERESTS
a)  Acquisition of assets and liabilities through acquisition of subsidiaries

The below acquisitions were determined by the directors of the Company to be acquisitions of
assets and liabilities through acquisition of subsidiaries as the assets acquired are just
industrial properties which in itself do not meet the definition of a business.

1) On 29 July 2016, the Group acquired 100% equity interests together with shareholder’s loan
in Super Noble Limited, which holds properties in Hong Kong that are rented by the
Group as office, factory and warehouse, through a BVI company, Mr. Classic Inc., from
the director and controlling shareholder of the Company, Mr. Lam Sam Ming, at a
consideration of approximately HK$62,178,000.
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Details of the net assets acquired in respect of the acquisition
summarised as follows:

Leasehold land and buildings

Plant and equipment

Deposit for acquisition of property, plant and equipment
Deposits and other receivables

Cash and cash equivalents

Accruals and other payables

Shareholder’s loan

Tax payables

Assignment of shareholder’s loan to the Group

(R1) (E>C)

of Super Noble Limited are

Fair value on
acquisition
HKS$°000

61,900
89
1,138
114
52
(253)
(7,595)
(862)

54,583
7,595

62,178

The consideration of HKS$62,178,000 was set-off against the amount due

from a director — Mr. Lam Sam Ming.

Cash inflow arising on acquisition:
Cash and cash equivalents acquired

52

On 29 July 2016, the Group acquired 100% equity interest together with shareholder’s loan
in Tactful Hero Limited, which holds properties in Hong Kong that are rented by the
Group as office, factory and warehouse, through a BVI company, Great China Gains
Inc., from the director and controlling sharecholder of the Company, Mr. Lam Sam Ming,

at a consideration of approximately HK$71,660,000.
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Details of the net assets acquired in respect of the acquisition of Tactful Hero Limited are
summarised as follows:

Fair value on

acquisition
HK$°000
Leasehold land and buildings 69,900
Plant and equipment 425
Deposit for acquisition of property, plant and equipment 1,286
Deposits and other receivables 207
Cash and cash equivalents 84
Tax recoverable 415
Accruals and other payables (49)
Shareholder’s loan (10,945)
Bank loan (608)
60,715
Assignment of shareholder’s loan to the Group 10,945
71,660
The Consideration of HK$71,660,000 was off-set against the amount
due from a director — Mr. Lam Sam Ming.
Cash inflow arising from acquisition:
Cash and cash equivalents acquired 84

b)  Acquisition of non-controlling interests

1)  On 29 July 2016, the Company acquired an additional 1% interest in Printplus Limited at
a nominal consideration of HK$10. After the aforesaid acquisition, Printplus Limited
became a wholly-owned subsidiary of the Company. The Group recognised:
— a decrease in non-controlling interests of HK$110,000; and
— an increase in retained profits of HK$109,990.

i1)  On 29 July 2016, the Company acquired an additional 31% interest in Century Sight
Limited (“Century Sight”) and its subsidiaries at a nominal consideration of HK$10. After
the aforesaid acquisition, Century Sight and its subsidiaries became wholly-owned
subsidiaries of the Company. The Group recognised:

— an increase in non-controlling interests of HK$4,970,000; and

— a decrease in retained profits of HK$4,970,010.
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28. FINANCIAL RISK MANAGEMENT AND FAIR VALUES OF FINANCIAL INSTRUMENTS

The Group’s financial instruments include available-for-sale investments, investments in key
management insurance policies, trade and other receivables, pledged bank deposits, cash and cash
equivalents, trade and other payables, derivative financial instruments, bank loans and overdrafts
and obligations under finance leases. Details of these financial instruments are disclosed in
respective notes. The risks associated with these financial instruments and the policies on how to
mitigate these risks are set out below. The management of the Group manages and monitors these
exposures to ensure appropriate measures are implemented on a timely and effective manner.

a) Credit risk

The Group’s credit risk is primarily attributable to trade and other receivables, pledged bank
deposits and cash at banks. Management has a credit policy in place and the exposures to
these credit risks are monitored on an ongoing basis. The management reviews the recoverable
amount of each debtor at the end of the reporting period to ensure that adequate impairment
losses are recorded for irrecoverable amounts.

i) Trade debtors

In respect of trade debtors, individual credit evaluations are performed on all customers
requiring credit over a certain amount. These evaluations focus on the customer’s past
history of making payments when due and current ability to pay, and take into account
information specific to the customer as well as pertaining to the economic environment in
which the customer operates. Trade debtors are due within 180 days from the date of
billing. Normally, the Group does not obtain collateral from customers.

The Group’s exposure to credit risk is influenced mainly by the individual characteristics
of each customer rather than the industry or country in which the customers operate and
therefore significant concentrations of credit risk primarily arise when the Group has
significant exposure to individual customers. At 31 December 2017, 11.7% (2016: 9%) of
the total trade debtors were due from the Group’s largest customer and 33.9% (2016:
35%) of the total trade debtors were due from the Group’s five largest customers.

Further quantitative disclosures in respect of the Group’s exposure to credit risk arising
from trade debtors are set out in Note 17.

ii)  Pledged bank deposits and cash at banks
The Group’s cash is deposited with banks with sound credit ratings and the Group have
exposure limit to any single bank. Given their high credit ratings, management does not

expect any of these banks will fail to meet their obligations.

Except for the financial guarantees given by the Group as set out in Note 22(b), the Group
does not provide any other guarantees which expose the Group to credit risk.

The maximum exposure to credit risk is represented by the carrying amount of each financial
asset in the consolidated statement of financial position.
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b) Liquidity risk

Individual operating entities within the Group are responsible for their own cash management,
including the short term investment of cash surpluses and the raising of loans to cover
expected cash demands, subject to approval by the parent company’s board when the
borrowings exceed certain predetermined levels of authority. The Group’s policy is to regularly
monitor its liquidity requirements and its compliance with lending covenants, to ensure that it
maintains sufficient reserves of cash and adequate committed lines of funding from major
financial institutions to meet its liquidity requirements in the short and longer term.

The following tables show the remaining contractual maturities at the end of the reporting
period of the Group’s non-derivative financial liabilities, which are based on contractual
undiscounted cash flows (including interest payments computed using contractual rates or, if
floating, based on rates current at the end of the reporting period) and the earliest date the
Group can be required to pay.

For bank loans subject to repayment on demand clauses which can be exercised at the bank’s
sole discretion, the analysis shows the cash outflow based on the contractual repayment
schedule and, separately, the impact to the timing of the cash outflows if the lenders were to
invoke their unconditional rights to call the loans with immediate effect.

2017
Contractual undiscounted cash outflow
More than More than Carrying
Within 1 year 2 years amount
1 year but less but less at 31
or on than than More than December
demand 2 years 5 years 5 years Total 2017

HK$’000 HK$°000 HKS$’000 HKS$’000 HKS$000 HKS$000

Trade and other payables 68,660 — — — 68,660 68,660
Bank loans 136,903 15,638 23,801 10,109 186,451 179,811
Obligations under

finance lease 2,346 2,277 2,848 — 7,471 6,998

207,909 17,915 26,049 10,109 262,582 255,469
Adjustments to present cash flow
on bank loans based on lender’s
right to demand repayment 4,269 (2,760) (1,150) — 359 —

212,178 15,155 25,499 10,109 269,941 255,469

—_ 58 —

e_06767_AD(1) (Prosperous Print).indd 58 29/03/2018 10:23:34



e_06767_AD(1) (Prosperous Print) 1st Proof Time: 29-03-2018_10:23:29 P.59 (86) (R1) (E>C)

2016
Contractual undiscounted cash outflow
More than More than Carrying
Within | year 2 years amount
1 year but less but less at 31
or on than than More than December
demand 2 years 5 years 5 years Total 2016

HKS$'000 HK$000 HK$000 HKS$S000 HKS000 HKS$000

Trade and other payables 105,813 — — — 105,813 105,813
Bank loans 108,226 9,140 22,475 5,977 145,818 141,614
Bank overdrafts 14,398 — — — 14,398 14,398

Obligations under
finance leases 1,822 68 — — 1,890 1,850
230,259 9,208 22,475 5,977 267,919 263,675

Adjustments to present cash flow
on bank loans based on lender’s
right to demand repayment 33,388 (9,140) (22,475) (5,977) (4,204) —

263,647 68 — — 263,715 263,675

Financial derivatives
settled gross:
Forward foreign exchange contract

(Note 28(d)(i))
— outflow (7,331) — — — (7,331)
— inflow 7,306 — — — 7,306
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¢) Interest rate risk

The Group’s interest rate risk arises primarily from bank loans and overdrafts, and obligations
under finance leases. Borrowings issued at variable rates and at fixed rates expose the Group
to cash flow interest rate risk and fair value interest rate risk respectively. The Group does not
use financial derivatives to hedge against the interest rate risk. The Group’s interest rate
profile as monitored by the management is set out in note (i) below.

i)  Interest rate profile

The following table details the interest rate profile of the Group’s borrowings at the end
of the reporting period:

2017 2016
Effective Effective
interest rate Amount  interest rate Amount
HKS$’000 HKS$°000
Fixed rate borrowings:
Bank loans 3.75% 178 3.75% 1,202
Obligations under 4.00%— 4.48%—
finance leases 4.76% 6,998 6.15% 1,850
SO OOL.JO 3,052
Variable rate borrowings:
Bank overdrafts 5.00%—
— — 6.50% 14,398
Bank loans 2.69%— 2.38%—
5.25% 179,633 5.50% 140,412
________ 179,633 ... 154810
Total borrowings 186,809 157,862

ii)  Sensitivity analysis

At 31 December 2017, it is estimated that a general increase/decrease of 100 basis points
in interest rates, with all other variables held constant, would have decreased/increased
the Group’s profit after tax and retained profits by approximately HK$1,500,000 (2016:
HK$1,293,000).

The sensitivity analysis above indicates the annualised impact on the Group’s interest
expense that would arise assuming that the change in interest rates had occurred at the
end of the reporting period and had been applied to floating rate instruments which
expose the Group to cash flow interest rate risk at that date. The analysis is performed
on the same basis as 2016.
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The analysis does not take into account exposure to fair value interest rate risk arising
from fixed rate instruments as the Group’s exposure to fair value interest risk is
insignificant.

d) Currency risk

The Group is exposed to currency risk primarily through sales and purchases which give rise to
receivables, payables and cash balances that are denominated in a foreign currency, i.e. a
currency other than the functional currency of the operations to which the transactions relate.
The currencies giving rise to this risk are primarily Unites States dollars, Renminbi, British
pound and Japanese Yen. The Group manages this risk as follows:

i)  Recognised assets and liabilities

Changes in the fair value of forward exchange contracts that economically hedge
monetary assets and liabilities denominated in foreign currencies are recognised in profit
or loss (see Note 4(c)). The net fair value of forward exchange contracts used by the
Group as economic hedges of monetary assets and liabilities denominated in foreign
currencies at 31 December 2017 was HKS$nil (2016: HK$25,000), recognised as derivative
financial instruments (see Note 21).

In respect of other financial assets and liabilities denominated in foreign currencies, the
Group ensures that the net exposure is kept to an acceptable level, by buying or selling
foreign currencies at spot rates when necessary to address short-term imbalances.

All the Group’s borrowings are denominated in either Hong Kong dollars or United
States dollars. Given this, management does not expect that there will be any significant
currency risk associated with the Group’s borrowings.

ii)  Exposure to currency risk

The following table details the Group’s exposure at the end of the reporting period to
currency risk arising from recognised assets or liabilities denominated in a currency other
than the functional currency of the entity to which they relate. For presentation purposes,
the amounts of the exposure are shown in Hong Kong dollars, translated using the spot
rate at the reporting period end date. Differences resulting from the translation of the
financial statements of operations outside Hong Kong into the Group’s presentation
currency are excluded.
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Available-for-sale investments

Investments in key management insurance
policies

Trade and other receivables

Pledged bank deposits

Cash and cash equivalents

Trade and other payables

Bank loans and overdrafts

Obligations under finance leases

Gross exposure arising from recognised
assets and liabilities

Notional amount of forward exchange
contract used as economic hedge

Net exposure arising from recognised
assets and liabilities

Sensitivity analysis
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Exposure to foreign currencies (expressed in HK$°000)
At 31 December

2017 2016

United United
States British States British  Japanese
Dollars Renminbi  pound Euro  Dollars Renminbi  pound Yen
HK$000 HKS$'000 HK$000 HKS$'000 HKS000 HKS000 HKS000 HKS000
— 257 — — — 2405 — —
8,205 — — — 5,116 — — —
60,373 — 1,304 361 57,726 — 878 —
— 2940 — — — 6,56 — —
365 1 — — 1,302 2 — —
(14,326) (20) — - (6,590) (20) (20) (14,612)
(9,908) — — —  (10,455) — — —
44709 5494 1,304 361 47,099 8,913 852 (14,612)
— — — — — — — 7,306
44709 5494 1,304 361 47,099 8,913 852 (7,3006)

The following table indicates the instantaneous change in the Group’s profit after tax
(and retained profits) that would arise if the foreign exchange rates to which the Group
has significant exposure at the end of the reporting period had changed at that date,
assuming all other risk variables remained constant. In this respect, it is assumed that
pegged rate between the Hong Kong dollar and the United States dollar would be
materially unaffected by any changes in movement in value of the United States dollar

against other currencies.
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2017 2016
Increase/ Effect on Increase/  Effect on
(decrease) profit after (decrease) profit after
in foreign tax and in foreign tax and
exchange retained exchange retained
rates profits rates profits
% HKS$°000 % HKS$°000
United States dollars 5 1,867 5 1,966
3 (1,867) (5) (1,966)
Renminbi 5 1,499 5 784
5) (1,499) (%) (784)
British Pound 5 54 5 36
5 (54) (%) (36)
Euro 5 15 5 —
6 as) (5) —
Japanese Yen 5 — 5 (305)

(5) — 5) 305

Results of the analysis as presented in the above table represent an aggregation of the
instantaneous effects on each of the group entities’ profit after tax and equity measured in
the respective functional currencies, translated into Hong Kong dollars at the exchange
rate ruling at the end of the reporting period for presentation purpose.

The sensitivity analysis assumes that the change in foreign exchange rates had been
applied to re-measure those financial instruments held by the Group which expose the
Group to foreign currency risk at the end of the reporting period, including inter-
company payables and receivables within the Group which are denominated in a currency
other than the functional currencies of the lender or the borrower. The analysis excludes
differences that would result from the translation of the financial statements of operations
outside Hong Kong into the Group’s presentation currency. The analysis is performed on
the same basis for 2016.

e)  Fair value measurement
i)  Financial assets measured at fair value

The following table presents the fair value of the Group’s financial instruments measured
at the end of the reporting period on a recurring basis, categorised into the three-level
fair value hierarchy as defined in HKFRS 13 “Fair Value Measurement”. The level into
which a fair value measurement is classified is determined with reference to the
observability and significance of the inputs used in the valuation technique as follows:

. Level 1 valuations: Fair value measured using only Level 1 inputs i.e. unadjusted
quoted prices in active markets for identical assets or liabilities at the measurement
date.

. Level 2 valuations: Fair value measured using Level 2 inputs i.e. observable inputs

which fail to meet Level 1, and not using significant unobservable inputs.
Unobservable inputs are inputs for which market data are not available.
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. Level 3 valuations: Fair value measured using significant unobservable inputs.

Fair value measurements
at 31 December 2017 categorised into
Fair value Level 1 Level 2 Level 3
HKS$’000 HKS$’000 HKS$’000 HKS$’000

Recurring fair value measurements
Assets:
Available-for-sale investments
— Investment funds
in Hong Kong 2,573 2,573 — —

Fair value measurements
at 31 December 2016 categorised into
Fair value Level 1 Level 2 Level 3
HKS$°000 HKS$°000 HKS$°000 HKS$°000

Recurring fair value measurements
Assets:
Available-for-sale investments
— Investment funds
in Hong Kong 2,405 2,405 — —

Liabilities:
Derivative financial instruments:

— Forward exchange contract
(see Note 21) 25 — 25 —

During the years ended 31 December 2017 and 2016, there were no transfers between
Level 1 and Level 2, or transfers into or out of Level 3. The Group’s policy is to
recognise transfers between levels of fair value hierarchy as at the end of the reporting
period in which they occur.

Fair value of financial assets and liabilities carried at other than fair value
The directors of the Company consider that the carrying amounts of the Group’s

financial instruments carried at cost or amortised cost were not materially different from
their fair values as at 31 December 2017 and 2016.
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29. COMMITMENTS

a) Capital commitments outstanding as at 31 December 2017 not provided for in the financial
statements were as follows:

2017 2016
HKS$°000 HKS$°000

Contracted for:
— purchase of plant and machinery 1,700 91

b) At the end of each reporting period, the total future minimum lease payments under non-cancellable
operating leases are payable as follows:

2017 2016

HKS$°000 HKS$°000

Within 1 year 10,316 8,963
After 1 year but within 5 years 14,683 23,250
24,999 32,213

The Group is the lessee in respect of the office, factory and warehouse. The leases typically run
for an initial period of 1 to 3 years, with an option to renew the lease when all terms are
renegotiated. None of the leases includes contingent rentals.

30. MATERIAL RELATED PARTY TRANSACTIONS

During the years ended 31 December 2017 and 2016, transactions with the following parties are
considered to be related party transactions:

Name of related party Relationship with the Group

Mr. Lam Sam Ming (“Mr. Lam”) A director and the controlling shareholder of the
Company and the spouse of Ms. Yao

Ms. Yao Yuan (“Ms. Yao”) A director of the Company and the spouse of Mr.
Lam

Mr. Li Mun Kun An ex-director of the Company (he resigned as a
director of the Company on 10 March 2016)

Topping Shiny Limited Controlled by Mr. Lam

Prosperous Printing Co. A partnership carried on by Mr. Lam and Ms. Yao

(5 LB SRR RERT 2 A
(the “Partnership”)

In addition to the transactions and balances disclosed elsewhere in these financial statements,
particulars of significant transactions between the Group and the above related parties during the
years ended 31 December 2017 and 2016 are as follows:
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a) Transactions with key management personnel
(i) Key management personnel remuneration
Remuneration for key management personnel of the Group, including amounts paid to the

Company’s directors as disclosed in Note 8 and all of the highest paid employees as
disclosed in Note 9, is as follows:

Year ended 31 December

2017 2016

HKS$’°000 HKS$°000

Salaries and other emoluments 6,434 5,958
Retirement scheme contributions 619 574
7,053 6,532

Total remuneration is included in “staff costs” (see Note 6(b)).
(ii) Transactions with the Company’s director

During the year ended 31 December 2016, Mr. Lam had given his personal guarantee to
financial institutions in respect of the banking facilities granted to the Company. During
the year ended 31 December 2017, this personal guarantee was released. Details of which
are set out in Note 22.

The Company acquired two subsidiaries and non-controlling interests from Mr. Lam
during the year ended 31 December 2016. Details of which are set out in Note 27.

The Partnership have granted to the Company an exclusive right to use the vehicle
licences, as the same may be extended or renewed from time to time, free of charge
during the years ended 31 December 2017 and 2016.

The Company has granted to Mr. Lam and Ms. Yao, in their capabilities as the partners

of the Partnership, a non-exclusive licence to use the name “Prosperous” or “@# H”
(whether used individually or together) for the Partnership free of charge.
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b) Financing arrangements with related parties
At 31 December 2017, the Group has the following balances with related parties:

At 31 December

2017 2016
Note HKS$°000 HKS$°000
Amounts due from directors
(Non-trade in nature)
— Lam Sam Ming (1), (i1) — —
— Li Mun Kun (1), (i) — —
Amount due to a director
(Non-trade in nature)
— Lam Sam Ming (1) — (40,025)

Notes:

i)  The amounts due from/(to) directors and related companies are unsecured, interest-free and
repayable on demand.

During the year ended 31 December 2016, amount due from Li Mun Kun of
HK$21,849,000 was assigned and transferred to Mr. Lam.

During the year ended 31 December 2016, amount due from Tactful Hero Limited of
HK$5,002,000, amount due from Super Noble Limited of HK$115,000 and amount due
from Topping Shiny Limited of HK$2,816,000 were assigned and transferred to Mr. Lam.

i)  The maximum outstanding amounts due from related parties during the years ended 31
December 2017 and 2016 were as follows:

Maximum balance outstanding
during the year ended

31 December

2017 2016
HKS$’000 HK$°000

Amounts due from directors
— Lam Sam Ming — 38,320
— Li Mun Kun — 21,849

Maximum balance outstanding
during the year ended

31 December

2017 2016
HKS$°000 HKS$000

Amount due from a related company
— Topping Shiny Limited — 2,816
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31. CONTINGENT LIABILITIES

The Group is a party to a number of legal proceedings where the Group, as plaintiff, claims for
unpaid fees with respect to the Group’s printing services, all of which arose during the ordinary
course of the Group’s business. Among such legal proceedings, the Group has been subject to a
counterclaim by the Group’s former customer in one legal proceeding as at 31 December 2017.
Details of this counterclaim are set forth below:

The customer in France (the “French Publisher”) counterclaims (1) approximately US$318,000 as
copyright payments (“Copyright Claim”) in respect of certain books and other printing products
printed by the Group under the relevant printing arrangement, which is the underlying cause of the
Copyright Claim; (2) approximately US$100,000 for alleged payments (“Alleged Payment Claim™) to
the Group or the Group’s affiliate which shall partially off-set against the Group’s original claim of
approximately US$752,000 and Euros 180,000 (approximately equivalent to HK$7.35 million in
aggregate) in respect of non-payment of printing products against the French Publisher (“French
Original Claim”), where it alleged to have made a payment of such amount to a print broker based
in Germany with the authorisation of a third party alleged to be the Group’s agent; (3)
approximately Euros 1,400,000 being the primary claim on the grounds of late deliveries of print
products (“Late Delivery Primary Claim”); (4) approximately US$501,000, Euros 584,000, 2,000
Australian Dollars and 2,000 Pounds Sterling being the secondary claim (“Late Delivery Secondary
Claim”) if the Late Delivery Primary Claim fails, plus legal interests from the date of the
judgement; and (5) Euros 100,000 of moral damages on the grounds for damaged reputation
(“Damaged Reputation Claim”), where it alleged to have suffered damage to its reputation and brand
as a result of late and/or faulty deliveries. The Copyright Claim and the Alleged Payment Claim
were first filed on 17 December 2014 and 30 April 2016 respectively, while the Late Delivery
Primary Claim, the Late Delivery Secondary Claim and the Damaged Reputation Claim were filed
on 5 October 2016.

Based on currently available documents, the Group’s legal advisers have advised the Group that:

(1) the risk of the Copyright Claim being successfully pursued against the Group is uncertain at
this stage as regards the amount recoverable, pending further court proceedings and exchange
of further evidence; but it is for off-setting against the French Original Claim;

(2) the Alleged Payment Claim is for off-setting against the Original Claim;

(3) the risk of the Late Delivery Primary Claim being successfully pursued against the Group is
remote because (i) the evidence produced by the French Publisher fails to prove the existence
of any late and/or faulty deliveries nor does it establish any causal connection between the
amounts claimed and any delivery made by the Group; and (ii) the amount claimed is
arbitrary and unjustified as the French Publisher fails to prove any causal connection between
the alleged late deliveries and the alleged reduction in price of the printing products on-sold to
its customers;

(4) the risk of the Late Delivery Secondary Claim being successfully pursued against the Group is
uncertain at this stage pending further court proceedings and exchange of further evidence and
it is difficult to reasonably estimate the amount payable by the Group to the French Publisher;
and

(5) the risk of the Damaged Reputation Claim being successfully pursued against the Group is
remote because there is a lack of evidence showing any damage to the French Publisher’s
reputation to justify the amount claimed.

Given that Mr. Lam and two former directors of the Company entered into arrangements in 2012
and 2013 to settle the unpaid trade receivable due from the French Publisher (among other
customers) without recourse to the Group, the directors of the Company are of the opinion, based
on the above legal advices, that this counterclaim is not expected to have a significant impact on the
consolidated financial statements. Accordingly, no provision has been made in the consolidated
financial statements.
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32. COMPANY-LEVEL STATEMENT OF FINANCIAL POSITION

2017 2016
HKS$’000 HKS$°000
Non-current assets
Plant and equipment 9,481 9,740
Investments in subsidiaries 187,716 187,716
Available-for-sale investments 2,573 2,405
Investments in key management insurance policies 8,176 5,116
e 207946204977
Current assets
Trade and other receivables 54,077 51,528
Amounts due from subsidiaries 106,945 82,836
Pledged bank deposits 6,763 10,121
Cash and cash equivalents 47,070 1,350
Tax recoverable 81 —
214,936 145,835
Current liabilities
Trade and other payables 41,026 89,362
Amounts due to subsidiaries 13,735 177
Derivative financial instruments — 25
Bank loans and overdrafts 134,169 146,889
Obligations under finance leases 2,037 480
Tax payable — 3,935
190,967 240,868
Net current assets/(liabilities) 2399 (95,033)
Total assets less current liabilities 231,915 109,944
Non-current liabilities
Bank loans 41,425 —
Obligations under finance leases 4,893 —
Deferred tax liabilities 462 325
46,780 325
NET ASSETS 185,135 109,619
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2017 2016
HKS$°000 HKS$°000

CAPITAL AND RESERVES
Share capital 100,843 27,539
Reserves 84,292 82,080
TOTAL EQUITY 185,135 109,619

The statement of financial position of the Company was approved by the board of directors on 29
March 2018 and was signed on its behalf:

Lam Sam Ming Chan Sau Po
Director Director

33. IMMEDIATE AND ULTIMATE CONTROLLING PARTY

At 31 December 2017, the directors consider the immediate controlling party of the Company to be
First Tech Inc., which is incorporated in the British Virgin Islands. This entity does not produce
financial statements available for public use.

The directors regard ultimate controlling party of the Company to be Mr. Lam Sam Ming.

34. POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE YEAR ENDED 31 DECEMBER 2017

Up to the date of issue of these financial statements, the HKICPA has issued a number of
amendments, new standards and interpretations which are not yet effective for the year ended 31
December 2017 and which have not been adopted in these financial statements. These include the
following which may be relevant to the Group.

Amendments to HKFRS 2 Share-based Payment: Classification and measurement of share-based
payment transactions!

HKFRS 9 Financial Instruments'

HKFRS 15 Revenue from Contracts with Customers!

HKFRS 16 Leases?

HK{FRIC)-Int 22 Foreign Currency Transactions and Advance Consideration!
HK(IFRIC)-Int 23 Uncertainty over Income Tax treatments?

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

2 Effective for annual periods beginning on or after 1 January 2019
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The Group is in the process of making an assessment of what the impact of these amendments, new
standards and interpretations is expected to be in the period of initial application. So far the Group
has identified some aspects of the new standards which may have a significant impact on the
consolidated financial statements. Further details of the expected impacts are discussed below. While
the assessment has been substantially completed for HKFRS 9 and HKFRS 15, the actual impacts
upon the initial adoption of the standards may differ as the assessment completed to date is based
on the information currently available to the Group, and further impacts may be identified before
the standards are initially applied in the Group’s interim financial report for the six months ended
30 June 2018. The Group may also change its accounting policy elections, including the transition
options, until the standards are initially applied in that financial report.

HKFRS 9 “Financial Instruments”

HKFRS 9 will replace the current standard on accounting for financial instruments, HKAS 39
“Financial Instruments: Recognition and Measurement”. HKFRS 9 introduces new requirements for
classification and measurement of financial assets, including the measurement of impairment for
financial assets. On the other hand, HKFRS 9 incorporates without substantive changes the
requirements of HKAS 39 for recognition and derecognition of financial instruments and the
classification and measurement of financial liabilities.

HKFRS 9 is effective for annual periods beginning on or after 1 January 2018 on a retrospective
basis. The Group plans to use the exemption from restating comparative information and will
recognise any transition adjustments against the opening balance of equity at 1 January 2018.

Expected impacts of the new requirements on the Group’s financial statements are as follows:
(a) Classification and measurement

HKFRS 9 contains three principal classification categories for financial assets: measured at (1)
amortised cost, (2) fair value through profit or loss (FVTPL) and (3) fair value through other
comprehensive income (FVTOCI):

. The classification for debt instruments is determined based on the entity’s business model
for managing the financial assets and the contractual cash flow characteristics of the
asset. If a debt instrument is classified as FVTOCI then interest revenue, impairment and
gains/losses on disposal will be recognised in profit or loss.

. For equity securities, the classification is FVTPL regardless of the entity’s business model.
The only exception is if the equity security is not held for trading and the entity
irrevocably elects to designate that security as FVTOCI. If an equity security is
designated as FVTOCI then only dividend income on that security will be recognised in
profit or loss. Gains, losses and impairments on that security will be recognised in other
comprehensive income without recycling.

The Group has assessed that its financial assets currently measured at amortised cost and
FVTPL will continue with their respective classification and measurements upon the adoption
of HKFRS 9.

With respect to the Group’s financial assets currently classified as “available-for-sale”, these
are investments in equity securities which the Group has the option to irrevocably designate as

FVTOCI (without recycling) on transition to HKFRS 9. The Group plans not to elect this
designation option for any of the investments held on 1 January 2018 and will recognise any
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fair value changes in respect of these investments in profit or loss as they arise. This will give
rise to a change in accounting policy as currently the Group recognises the fair value changes
in respect of available-for-sale equity investments in other comprehensive income until disposal
or impairment, when gains or losses are recycled to profit or loss in accordance with the
Group’s policies set out in Notes 2(e) and (i). This change in policy will have no impact on the
Group’s net assets and total comprehensive income, but will increase volatility in profit or loss.
Upon the initial adoption of HKFRS 9, fair value losses of HKS$97,000 related to the
available-for-sale investments will be transferred from the fair value reserve to retained profits
at 1 January 2018.

The classification and measurement requirements for financial liabilities under HKFRS 9 are
largely unchanged from HKAS 39, except that HKFRS 9 requires the fair value change of a
financial liability designated at FVTPL that is attributable to changes of that financial
liability’s credit risk to be recognised in other comprehensive income (without reclassification
to profit or loss). The Group currently does not have any financial liabilities designated at
FVTPL and therefore this new requirement will not have any impact on the Group’s financial
statements on adoption of HKFRS 9.

(b) Impairment

The new impairment model in HKFRS 9 replaces the “incurred loss” model in HKAS 39 with
an “expected credit loss” model. Under the expected credit loss model, it will no longer be
necessary for a loss event to occur before an impairment loss is recognised. Instead, an entity
is required to recognise and measure either a 12-month expected credit loss or a lifetime
expected credit loss, depending on the asset and the facts and circumstances. The Group has
assessed how its impairment provisions would be affected by the new model. So far it has
concluded that there would be no material impact for the application of the new impairment
requirements.

HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 establishes a comprehensive framework for recognising revenue from contracts with
customers. HKFRS 15 will replace the existing revenue standards, HKAS 18 “Revenue”, which
covers revenue arising from sale of goods and rendering of services, and HKAS 11 “Construction
Contracts” which specifies the accounting for revenue from construction contracts.

Based on the assessment completed to date, the Group has identified the following areas which are
expected to be affected:

The Group’s revenue recognition policies are disclosed in Note 2(s). Currently, revenue arising from
the provision of services is recognised over time, whereas revenue from the sale of goods is generally
recognised when the risks and rewards of ownership have passed to the customers. Under HKFRS
15, revenue is recognised when the customer obtains control of the promised good or service in the
contract. HKFRS 15 identifies 3 situations in which control of the promised good or service is
regarded as being transferred over time:

(i)  When the customer simultaneously receives and consumes the benefits provided by the entity’s
performance, as the entity performs;

(i)  When the entity’s performance creates or enhances an asset (for example work in progress) that
the customer controls as the asset is created or enhanced;
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(iii) When the entity’s performance does not create an asset with an alternative use to the entity and
the entity has an enforceable right to payment for performance completed to date.

If the contract terms and the entity’s activities do not fall into any of these 3 situations, then under
HKFRS 15 the entity recognises revenue for the sale of that good or service at a single point in
time, being when control has passed. Transfer of risks and rewards of ownership is only one of the
indicators that will be considered in determining when the transfer of control occurs.

The Group has assessed that the new revenue standard is not likely to have significant impact on
how it recognises revenue from the provision of services and the sale of goods.

HKFRS 16 “Leases”

As disclosed in Note 2(h), currently the Group classifies leases into finance leases and operating
leases and accounts for the lease arrangements differently, depending on the classification of the
lease. The Group enters into leases as the lessee.

HKFRS 16 is not expected to impact significantly on the way that lessors account for their rights
and obligations under a lease. However, once HKFRS 16 is adopted, lessees will no longer
distinguish between finance leases and operating leases. Instead, subject to practical expedients,
lessees will account for all leases in a similar way to current finance lease accounting, that is, at the
commencement date of the lease the lessee will recognise and measure a lease liability at the present
value of the minimum future lease payments and will recognise a corresponding “right-of-use” asset.
After initial recognition of this asset and liability, the lessee will recognise interest expense accrued
on the outstanding balance of the lease liability, and the depreciation of the right-of-use asset,
instead of the current policy of recognising rental expenses incurred under operating leases on a
systematic basis over the lease term. As a practical expedient, the lessee can elect not to apply this
accounting model to short-term leases (that is, where the lease term is 12 months or less) and to
leases of low-value assets, in which case the rental expenses would continue to be recognised on a
systematic basis over the lease terms.

HKFRS 16 will primarily affect the Group’s accounting as lessee of leases for properties which are
currently classified as operating leases. The application of the new accounting model is expected to
lead to an increase in both assets and liabilities and to impact on the timing of the expense
recognition in the consolidated statement of profit or loss over the period of the lease. As disclosed
in Note 29(b), at 31 December 2017 the Group’s future minimum lease payments under non-
cancellable operating leases amount to HK$24,999,000 for properties, the half of which is payable
between | year and 5 years after the reporting date. Some of this amount may therefore need to be
recognised as lease liabilities, with corresponding right-of-use assets, once HKFRS 16 is adopted.
The Group will need to perform a more detailed analysis to determine the amounts of new assets
and liabilities arising from operating lease commitments on adoption of HKFRS 16, after taking
into account the applicability of the practical expedient and adjusting for any leases entered into or
terminated between now and the adoption of HKFRS 16 and the effects of discounting.

HKFRS 16 is effective for annual periods beginning on or after 1 January 2019. At this stage, the
Group does not intend to adopt the standard before its effective date.
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The following list contains the particulars of subsidiaries. All the subsidiaries are private companies
and the class of shares held is ordinary unless otherwise stated.

Name of company

Printplus Limited

Century Sight Limited

Great Wall Printing Company Limited

Prosperous Printing (Shenzhen)
Co., Ltd. ("FE PRI (FHD

A R F) (Note)

Mr. Classic Inc.

Great China Gains Inc.
Super Noble Limited

Tactful Hero Limited

Note:

Place and date of
incorporation/
establishment

Hong Kong/

18 February 2004
Hong Kong/

22 February 2008
Hong Kong/

23 May 2008

The People’s Republic

of China

(the “PRC”)/

3 December 2010
British Virgin

[slands (“BVI”)/

6 January 2016
BVI/

6 January 2016
Hong Kong/

10 March 2008
Hong Kong/

10 March 2008

Particulars of
issued and fully
paid capital/
registered share
capital

100 shares

100 shares

100 shares

RMB60,000,000
registered capital

50,000 shares of
USS1 each
50,000 shares of
USSI each

10,000 shares

1,000 shares

Proportion of ownership interest

Group’s
effective
interest

100%

100%

100%

100%

100%

100%
100%

100%

Held
by the
Company

100%

100%

100%

100%

100%

Held
by a
subsidiary

100%

100%

Principal
activity

Trading of books and
paper products

Investment holding

Trading and
production of books
and paper products

Productions of books
and paper products

Investment holding

Investment holding
Property investment

Property investment

Prosperous Printing (Shenzhen) Company Limited is established in the PRC as a wholly

foreign-owned enterprise. The English name is for identification purpose only.
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MANAGEMENT DISCUSSION AND ANALYSIS
BUSINESS REVIEW

We are a provider of printing products to Hong Kong-based print brokers with
customers in overseas markets and to international publishers mainly located in the
U.S., U.K., Australia and Europe (excluding U.K.). Our products comprise mainly
books and other paper-related products. Paper and ink are our principal raw materials.
Our two production sites were the Shenzhen Factory and the Hong Kong Factory. Each
of these factories is a self-functioning printing and production arm of our Group, and
they share the printing workload allocated by our management.

The year 2017 is a significant milestone for our development history as we were
successfully listed on the GEM in December 2017. Notwithstanding the intense market
competition, we achieved an increase in revenue as a result of an increment in customer
orders.

Looking forward, there are certain risk that the Group will face in further development
such as challenges from increase in paper cost and technological advancements in
publishing and new forms of information dissemination. However, we remain cautiously
optimistic of the 2018 prospects and believe that the printing market will be sustainable
in a steady and healthy way, and intend to continue to build our competitive strengths
so as to increase market share and profitability. To achieve our goal, we plan to
implement the following business strategies: improving our equipment and the level of
automation, expanding customer base and strengthening sales and marketing coverage,
and continuing to attract and retain top talent in the industry.

FINANCIAL REVIEW
Revenue

We generate revenue primarily from the provision of printing products to Hong Kong-
based print brokers with customers in overseas markets and to international publishers
mainly located in the U.S., U.K., Australia and Europe (excluding U.K.). Our revenue
increased by approximately 11.6% from approximately HK$386.0 million for the year
ended 31 December 2016, to approximately HK$430.7 million for the year ended 31
December 2017. The increase was primarily due to the increase in revenue from orders
from the customer for leisure and lifestyle books.

Costs of sales

Our cost of sales primarily consists of raw materials and consumables, staff costs, sub-
contracting fees, depreciation and water and electricity. Our cost of sales increased by
approximately 19.6% from approximately HKS$260.5 million for the year ended 31
December 2016 to approximately HK$311.6 million for the year ended 31 December
2017. The increase was primarily due to the increase in our revenue and the increase in
average prices of paper used.
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Gross profit and gross profit margin

Our gross profit was approximately HK$125.6 million and HK$119.1 million for the
year ended 31 December 2016 and 2017 respectively. Our gross profit margin was 32.5%
and 27.6% respectively. The decrease in our gross profit and gross profit margin was
primarily due to increase in the average prices of paper.

Other income

Other income/(losses) mainly consists of the gain on disposal of property, plant and
equipment, exchange gain/loss, the profit arising from sale of paper and scrap materials
and income received from government subsidies. We recorded other income of
approximately HK$3.5 million during the year ended 31 December 2016 to HK$10.4
million during the year ended 31 December 2017. The increase was due to the exchange
gain of HK$4.5 million during the year ended 31 December 2017 as compared to the
exchange loss of HK$1.3 million during the year ended 31 December 2016.

Distribution costs

Distribution costs primarily consist of courier and freight charges, sales commissions
and transportation costs. We recorded distribution cost of approximately HK$26.9
million during the year ended 31 December 2017 representing a decrease of 15.3% from
HK$31.8 million during the year ended 31 December 2016, which was primarily due to
the decrease in our sales commissions as a result of a greater portion of sales procured
by our in-house sales team instead of external third party.

Administrative expenses

Administrative expense primarily consists of staff costs and benefits, directors’
emoluments and rental and rates. The administrative expenses increased from HK$60.3
million during the year ended 31 December 2016 to HK$65.8 million during the year
ended 31 December 2017, which is mainly due to the increase of our staff costs and
benefits.

Other expenses

Other expenses primarily consist of impairment loss on trade debtors and listing
expenses. Our other expenses increased from HKS$10.3 million during the year ended 31
December 2016 to HK$16.0 million during the year ended 31 December 2017, which is
mainly due to the increase of listing expenses.

Finance costs

We recorded finance costs of HK$8.3 million during the year ended 31 December 2016
and HK$8.3 million during the year ended 31 December 2017. The finance cost
remained stable and mainly comprises interest on bank loans and overdrafts.
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Income tax

Income tax represents income tax paid or payable by us, at the applicable tax rates in
accordance with the relevant laws and regulations in each tax jurisdiction our Group
operates or domiciles. We had no tax payable in other jurisdiction other than Hong
Kong and the PRC during the year ended 31 December 2017. Our operations in Hong
Kong are subject to a statutory profit tax rate of 16.5%. Our operations in the PRC are
subject to an enterprise income tax rate of 25.0%. Our income tax was approximately
HKS$5.4 million during the year ended 31 December 2016 and HK$5.9 million during the
year ended 31 December 2017.

Profit for the year

As a result of the foregoing, our net profit decreased by approximately 50% from
HK$13.0 million during the year ended 31 December 2016 to HK$6.5 million during the
year ended 31 December 2017, which was primarily due to the listing expenses of
approximately HK$15.2 million was incurred by the Group for year of 2017 while only
approximately HK$8.1 million was recorded for the year of 2016.

Liquidity, Financial Resources and Capital Structure

As at 31 December 2017, the Group had net current assets of approximately HK$45.0
million (31 December 2016: net current liabilities of HK$106.4 million), of which the
cash and cash equivalents were approximately HK$49.4 million. The Group’s current
ratio is 1.2 (31 December 2016: 0.6).

Total bank borrowings, overdrafts and obligations under finance lease for the Group
amounted to HK186.8 million as at 31 December 2017 (31 December 2016: HK$156.0
million). As at 31 December 2017, bank borrowings of HKS$118.5 million are
denominated in Hong Kong dollars while bank borrowings of HK$9.9 million were
denominated in US Dollars. The effective interest rates are in the range of 2.69%-5.25%
per annum. The gearing ratio as at 31 December 2017 was 0.70 (31 December 2016:
0.87) which is calculated on the basis of the Group’s total bank loans, overdrafts and
obligations under finance lease over the total equity.

As at 31 December 2017, bank loans and overdrafts in the amounts of HK$138.4
million within one year while the amounts of HK$41.4 million are due after one year.
For details, please refer to note 22 of the financial statements.

The Group adopts centralized financing and treasury policies in order to ensure the
Group funding is utilized efficiently. The Group also regularly monitors its liquidity
requirements, its compliance with lending covenants and its relationship with bankers to
ensure that it maintains sufficient rersrves of cash and adequate committed lines of
funding from major financial institutions to meet its liquidity requirements in the short
and long term.
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The Shares were listed on GEM on 13 December 2017. There has been no change in the
capital structure of the Group since then. The capital structure of the Company
comprised ordinary shares only.

Foreign Currency Management

We are exposed to currency risk primarily through our sales and purchases which give
rise to receivables, payables and cash balances that are denominated in a foreign
currency, i.e. a currency other than the functional currency of the operations to which
the transactions relate. The currencies giving rise to this risk are primarily U.S. dollars,
Renminbi, GBP and JPY.

On 15 December 2016, we entered into an optional forward foreign exchange contract,
pursuant to which we will be able to exchange HK$7,331,500 for JPY 110,000,000 by 24
March 2017. This arrangement is to mitigate our foreign exchange risk exposure related
to the purchase of a machine at a cost of JPY110,000,000. On 14 March 2017, we
exercised and settled such an optional forward foreign exchange contract. Save for the
abovementioned optional forward foreign exchange contract, we have not entered into
or transacted any other financial instruments for hedging purpose during the year
ended 31 December 2017.

Our Directors will determine by reference to our currency risk management policies,
assess our exposure to foreign exchange risk, consider whether or not and to what
extent we should enter into similar forward foreign exchange contracts and monitor
them in line with our currency risk management policies.

CAPITAL EXPENDITURE

Our capital expenditure primarily comprised of purchase of property, plant and
equipment such as machinery for production. Our capital expenditure was funded by
internal resources, finance leases and bank borrowings during the year ended 31
December 2017.

The following sets forth our Group’s capital expenditure as at the dates indicated:

As at 31 December
2017 2016
HKS$’000 HKS$°000

Property, plant and equipment 259,265 278,931
Intangible assets 915 963
Deposit for acquisition of property, plant and equipment 3,533 3,233

263,713 283,127
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Contingent Liabilities

The Group is a party to a number of legal proceedings where the Group, as plaintiff,
claims for unpaid fees with respect to the Group’s printing services, all of which arose
during the ordinary course of Group’s business. Among such legal proceedings, the
Group has been subject to a counterclaim by the Group’s former customer in one legal
proceeding as at 31 December 2017. Given that Mr. Lam and two former directors of
the Company entered into arrangements in 2012 and 2013 to settle the unpaid trade
receivable due and the legal advices, the counterclaim is not expected to have a
significant impact on the consolidated financial statements. For details, please refer to
note 31 to the financial statements.

Significant investments, material acquisitions and disposals of subsidiaries, associates and
joint ventures

There was no significant investment held by the Group nor any material acquisition or
disposal of subsidiary, associate and joint venture for the year ended 31 December
2017, except the corporate reorganisation undergone in preparation for the Listing as set
out in the prospectus of the Company dated 29 November 2017 (the “Prospectus”™).

Future plans for material investments or capital assets

As at the date of this announcement, the Board does not have any plan for material
investments or additions of capital assets.

CHARGE ON GROUP ASSETS

As at 31 December 2017, the bank facilities were secured by bank deposits of the
Group, available-for-sale investments of the Group, the Group’s trade receivables, the
Group’s property, plant and equipment, the assignment of rental proceeds of the
Group’s properties situated in Hong Kong, benefits of key management insurance
policies and corporate guarantees from the Company and certain subsidiaries. These
banking facilities amounted to HK$323,399,000 (2016: HK$317,396,000) as at 31
December 2017. These facilities were utilized to the extent of HK$179,633,000 (2016:
HK$162,116,000) as at 31 December 2017.

Pledged bank deposits are HK$6.8 million as at 31 December 2017 (31 December 2016:
HK$12.0 million).

As at 31 December 2017, the Group’s properties and machinery (as included in plant
and equipment) with carrying amounts of HK$125,362,000 (2016: HK$129,906,000) and
HK$7,336,000 (2016: nil), respectively, were pledged as collateral for the Group’s
banking facilities.
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CAPITAL STRUCTURE

The Group’s shares were successfully listed on GEM on 13 December 2017 (“Listing
Date”). There has been no change in the capital structure of the Group since the Listing
Date and up to the date of this announcement.

COMMITMENTS

The capital commitments outstanding as at 31 December 2017 not provided for in the
financial statements were HK$1.7 million (2016: HK$91,000) for purchase of plant and
machinery.

The total future minimum lease payments under non-cancellable operating leases
payable within 1 year amounted to HKS$10.3 million as at 31 December 2017 (2016:
HK$9.0 million), while The total future minimum lease payments under non-cancellable
operating leases payable after 1 year but within 5 years amounted to HK$14.7 million
(2016: HK$23.3 million).

Treasury policy

The Group adopted a prudent financial management approach towards its treasury
policies and maintained a healthy liquidity position throughout the reporting period. To
manage liquidity risk, the Board closely monitors the Group’s liquidity position to
ensure that the liquidity structure of the Group’s assets, liabilities and commitments can
meet its funding requirements from time to time.

Employees and remuneration policy

As at 31 December 2017, the Group had 860 employees in total. The staff costs of the
Group (including directors’ emoluments, and management, administrative and

operational staff costs) for the year ended 31 December 2017 were approximately
HK$105.5 million (2016: HK$102.5 million).

The Directors and senior management receive compensation in the form of director fees,
salaries, benefits in kind and/or discretionary bonuses with reference to those paid by
comparable companies, time commitment and the performance of the Group. The
Group also reimburses the Directors and senior management for expenses which are
necessarily and reasonably incurred for the provision of services to the Group or
executing their functions in relation to the operations of the Group. The Group
regularly reviews and determines the remuneration and compensation packages of the
Directors and senior management by reference to, among other things, market level of
remuneration and compensation paid by comparable companies, the respective
responsibilities of the Directors and the performance of the Group.
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Events after the reporting period

The Board is not aware of any events after the reporting period that requires
disclosure.

ACHIEVEMENT OF BUSINESS OBJECTIVES AS COMPARED WITH ACTUAL
BUSINESS PROGRESS

An analysis comparing the achievement of business objectives as set out in the
Prospectus with the Group’s actual business progress for the period from the Listing
Date to 31 December 2017 and as at the date of this announcement is set out below:

Actual business progress for

the year ended 31 December

2017 and as at the date of
Business objectives Implementation plans this announcement

Improve our equipment and the Upgrade other software  Purchased one set of five-

level of automation and purchase accessory color press printing press
for machinery from time and one set of hard-cover
to time, so as to binding machine
improve production
efficiency.
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Actual business progress for
the year ended 31 December
2017 and as at the date of

Business objectives Implementation plans this announcement
Expand customer base and Implement the following Upgraded website with
strengthen sales and measures from time to more information of our
marketing coverages time: printing capabilities
— conduct site visits Conducted site visit to
(through internal sales  publisher, print broker
team or sales and top ten customers
representatives) to at who were based in Hong
least ten potential Kong and scheduled
international visits to more publisher,
publishers and/or and customers

print brokers for

business development Engaged one additional
in every calendar external sales agent for

year; overseas market

— conduct site visits
(through internal sales
team or sales
representatives) to at
least half of the top
twenty customers to
obtain after-sales
feedback and maintain
business contacts in
every calendar year;

— maintain and enhance
our website to include
more information of
our printing
capabilities; and

— increase our exposure
on the various online
search platforms
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Actual business progress for
the year ended 31 December
2017 and as at the date of

Business objectives Implementation plans this announcement

Attract and retain top talent in Recruit one head of sales In the process of searching
the industry and customer services for suitable candidates
team, who will be

responsible for
developing clienteles of
publishers as well as
print brokers. The
candidate shall have at
least ten years of
experience in business
development in printing
industry.

USE OF PROCEEDS

Based on the Offer Price of HK$0.35 per Offer Share and 200,000,000 Shares offered by
the Company, the net proceeds from the Share Offer to be received by the Company,
after deducting the underwriting fees and commissions and estimated expenses paid and
payable by the Company in relation to the Share Offer, are approximately HK$38.2
million. Such net proceeds are intended to be or have been applied in accordance with
the proposed applications as set out in the section headed “Use of Proceeds” in the
Prospectus.

An analysis of the utilisation of the net proceeds from the Listing Date up to 31
December 2017 is set out below:

Planned use of the Actual use of the net

net proceeds up to proceeds up to

31 December 2017 31 December 2017

(HKS$ million) (HKS$ million)

repaying bank loan 4.80 4.80
Total: 4.80 4.80

The business objectives, implementation plans and planned use of proceeds were based
on the estimation and assumption of future market conditions made by the Group for
the purpose of Listing. The actual use of proceeds was based on the Group’s business
operations and development.
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DIVIDENDS

The Board does not recommend the payment of a final dividend for the year ended 31
December 2017 (for the year ended 31 December 2016: Nil).

PURCHASE, SALE OR REDEMPTION OF THE SHARES

Neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of
the Shares during the year ended 31 December 2017.

CORPORATE GOVERNANCE PRACTICE

The Board is responsible for performing the corporate governance duties in the
Corporate Governance Code and Corporate Governance Report (the “CG Code”) as set
out in Appendix 15 of the GEM Listing Rules, which includes developing and reviewing
the Company’s policies and practices on corporate governance, training and continuous
professional development of Directors, and reviewing the Company’s compliance with
the code provision in the CG Code and disclosures in this announcement.

The Company has complied with the principles and applicable code provisions of the
CG Code for the year ended 31 December 2017, except the deviation from CG Code
provision A.2.1 set out below.

Chairman and Chief Executive Officer

Code provision A.2.1 of the CG Code stipulates that the roles of chairman and chief
executive officer should be separated and should not be performed by the same
individual. The division of responsibilities between the chairman and chief executive
officer should be clearly established and set out in writing.

Mr. Lam Sam Ming (“Mr. Lam”) is the chairman and the chief executive officer of the
Company. Mr. Lam has over 35 years of experience in the printing industry. Mr. Lam
established our Group through L & L in December 1992. Since then he has been in
charge of the overall business strategies and operation of our Group. The Directors are
of the view that it would be in the Group’s best interest for Mr. Lam to continue
performing the two roles in terms of effective management and business development.
The Directors further believe that the balance of power and authority is adequately
ensured by the operations of the Board, which comprises experienced and high-caliber
individuals, with three of them being independent non-executive Directors.

Based on the above factors, the Board considers that the deviation from the code
provision A.2.1 of the CG Code is appropriate.
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DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted Rules 5.48 to 5.67 of the GEM Listing Rules as the code of
conduct for securities transactions by the Directors in respect of the Shares (the “Code
of Conduct”). Having made specific enquiries to all Directors, each of them has
confirmed that he/she has fully complied with the required standard of dealings set out
in the Code of Conduct during the year ended 31 December 2017.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the
knowledge of the Directors as at the date of this announcement, the public float of the
Company’s issued securities is sufficient with at least 25% held by the public.

REVIEW OF RESULTS BY AUDIT COMMITTEE AND AUDITOR

The Audit Committee of the Company has reviewed with the management of the Group
regarding the accounting principles and practices adopted by the Group in respect of the
Group’s consolidated financial statements for the year ended 31 December 2017.

The figures in respect of the announcement of the Group’s results for the year ended 31
December 2017 have been agreed by the Group’s auditor, Crowe Horwath (HK) CPA
Limited (“Crowe Horwath™), to the amounts set out in the Group’s audited consolidated
financial statements for the year. The work performed by Crowe Horwath in this
respect did not constitute an assurance engagement in accordance with Hong Kong
Standards on Auditing, Hong Kong Standards on Review Engagements or Hong Kong
Standards on Assurance Engagement issued by the Hong Kong Institute of Certified
Public Accountants and consequently no assurance has been expressed by Crowe
Horwath on the announcement.

DIVIDEND

The Board does not recommend the payment of any final dividend for the year ended
31 December 2017 (2016: nil).

By order of the Board of
Prosperous Printing Company Limited
Lam Sam Ming
Chairman

Hong Kong, 29 March 2018
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As at the date of this announcement, the executive Directors are Mr. Lam Sam Ming,
Ms. Chan Sau Po and Ms. Yao Yuan; the non-executive Director is Mr. Ong Chor Wei;
and the independent non-executive Directors are Ms. Cheung Yin, Mr. Wong Hei Chiu
and Mr. Leung Vincent Gar-Gene.

This announcement, for which the Directors collectively and individually accept full
responsibility, includes particulars given in compliance with the Rules Governing the
Listing of Securities on the GEM of the Stock Exchange of Hong Kong Limited for the
purpose of giving information with regard to the Company. The Directors, having made
all reasonable enquires, confirm that, to the best of their knowledge and belief, the
information contained in this announcement is accurate and complete in all material
respects and not misleading or deceptive, and there are no other matters the omission of
which would make any statement herein or this announcement misleading.

This announcement will remain on the GEM website (www.hkgem.com) for at least
seven days from the day of its posting. This announcement will also be published on the
Company’s website at www.prosperous-printing-group.com.hk.
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