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FINANCIAL HIGHLIGHTS

RESULTS!
For the year ended December 31,
2017 2016 2015 2014 2013
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Revenue 1,605,880 3,305,105 3,261,129 3,230,327 3,439,200
(Loss) profit before taxation (187,545) 24,466 232,388 120,324 339,182

(Loss) profit attributable to
owners of the Company (203,351) (39,896) 190,458 32,418 173,422

FINANCIAL POSITION

At December 31,

2017 2016 2015 2014 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Cash and cash equivalents 439,931 339,731 215,629 324,388 560,147

Total borrowings 492,974 780,947 1,900,760 2,346,630 1,938,214

Total assets 8,730,032 6,301,860 8,223,605 9,137,332 9,133,894

Total liabilities 5,831,561 3,175,789 4,943,508 6,030,024 5,715,690
Equity attributable to

owners of the Company 2,814,419 3,034,173 3,167,334 2,962,707 3,261,417

FINANCIAL AND OPERATING RATIOS

At December 31,

2017 2016 2015 2014 2013
Dividend payout ratio (%)? - - - - 5.3%
Debt to equity ratio (%)* 17.0% 25.0% 57.9% 75.5% 56.7%
Net debt to equity ratio (%)* 1.8% 14.1% 51.4% 65.1% 40.3%
Trade and bills receivable 83 65 78 84 84
turnover days® (restated)
Inventory turnover days® 50 51 45 99 98
(restated)
Current ratio” 133.5% 189.9% 158.7% 151.9% 149.4%
(Loss) earning per share (RMB)
Basic (0.13) (0.03) 0.14 0.02 0.15
Diluted (0.13) (0.03) 0.14 0.02 0.15
Notes:
1. The figures in 2015 and 2016 included those of both the continuing operations and the discontinued operation.
2. The dividend per ordinary share divided by the profit (loss) attributable to owners of the Company per ordinary share.
3. Interest-bearing debt divided by total equity as at the end of the year.
4, Interest-bearing debt minus bank balances and cash divided by the total equity as at the end of each year.
o Trade and bills receivables as at the end of the year divided by turnover and multiplied by 365 days. 2015 figure has

been restated to the Group’s manufacturing segment from continuing operations in order to be consistent with the
presentation of the 2016 figure.

6. Inventories as at the end of the year divided by cost of sales and multiplied by 365 days. 2015 figure has been restated
to the Group’s manufacturing segment from continuing operations in order to be consistent with the presentation of the
2016 figure.

Current assets divided by current liabilities as at the end of each year.

8. The adoption of new accounting standards (as shown in note 2 to the consolidated financial statements) in 2017 has no

material impact on the Group.
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DIRECTORS AND MANAGEMENT PROFILES
EXECUTIVE DIRECTORS

ZHU Zhangjin, Kasen (k3R £ ) (“Mr. Zhu"), aged 52, is the founder of the Group and the chairman of the
Company. Mr. Zhu is also an executive director of the Company (the “Director”) and the chief executive officer of
the Company. Before founding the Group in 1995, Mr. Zhu was involved in several business ventures in the areas
of textile, leather processing, garment, trading, etc. With over 30 years of experience in the leather manufacturing
industry, Mr. Zhu has extensive knowledge in the upholstered furniture industry in the People’s Republic of China
(the “PRC”) and has been a successful entrepreneur in leather manufacturing related businesses. Mr. Zhu is also
the vice chairman of the China Leather Association. In recognition of his contribution to promote the development
of the leather manufacturing industry, Mr. Zhu was awarded the “Top Ten Businessmen in Zhejiang” in 2004. In
2006, Mr. Zhu was one of the 10 recipients of the prestigious “National May 4th Youth Award ( 2 & F U & F 82
) ”. In 2007, Mr. Zhu received the National May Day Award.

ZHOU Xiaohong (FA/)4L) , aged 49, joined the Group in 1995 as the cashier, treasury manager and vice
president of the Group. Ms. Zhou is currently the vice president of the Group in charge of the treasury operation,
information centre and organizational promotional work. Ms. Zhou was appointed as an executive Director with
effect from June 30, 2017. Ms. Zhou obtained a diploma in management from China University of Geosciences in
2008.

SHEN Jianhong (Jt#4L) , aged 50, joined the Group in 2007 as the manager of the purchasing department.
She is currently the assistant to the president and she is in charge of the property development division of the
Group. Ms. Shen was appointed as an executive Director with effect from February 20, 2017. Before joining the
Group, from 2002 to 2007, Ms. Shen served as a member of the senior management team of Haining Pacific
Insurance Co., Ltd. Ms. Shen graduated from East China Normal University (Z£ S A& X&) in 1998, major in
pre-school education.

ZHANG Mingfa, Michael (5 RB%) , aged 57, joined Zhejiang Kasen Industrial Group Co., Ltd., a subsidiary
of the Company, on October 1, 1997 as the vice president of the Import and Export Division and co-general
manager of the Group’s Leather Manufacturing Division. Mr. Zhang was appointed as an executive Director on
November 10, 2008 and resigned as an executive Director on February 20, 2017. He has more than 36 years of
experience in the leather manufacturing industry. Mr. Zhang is the director of the Logistics Department of Zhejiang
Kasen Industrial Group Co., Ltd. Mr. Zhang is a qualified international business engineer and obtained the
qualification certificate approved by the Ministry of Commerce of the PRC in 1995. In 1984, Mr. Zhang obtained a
diploma in leather industry from Chengdu University of Technology. Mr. Zhang also obtained a diploma in Business
Administration from Zhejiang University of Technology in 1989.
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DIRECTORS AND MANAGEMENT PROFILES (cont’d)
EXECUTIVE DIRECTOR AND CHIEF FINANCIAL OFFICER

SUN Hongyang (# %R ) , aged 38, joined the Group since July 2015 as an assistant to the chairman of the
Board and then was appointed as an executive Director and chief financial officer with effect from November 2,
2015 and December 2, 2015 respectively. He resigned as an executive Director and chief financial officer on June
30, 2017. Prior to joining the Group, Mr. Sun had worked in other industries for over 16 years where he gained
extensive experience in finance-related area. From June 2000 till December 2003, Mr. Sun worked as the finance
supervisor in Shanghai New Focus Auto Parts Co., Ltd. From January 2004 to August 2006, he worked as a
finance manager of Shanghai JFP Power Equipment Co., Ltd. and during the period from August 2006 to April
2012, Mr. Sun worked as a China finance manager of Baumann Springs (Shanghai) Co., Ltd. Prior to joining the
Group from May 2012 till June 2015, Mr. Sun was the China finance controller of Martin Sprocket & Gear (China)
Co,. Ltd. Mr. Sun graduated from Henan Finance & Taxation College (;i] & 81 B 5= Z 2 RIE4L ) in 2000, major
in computerised accounting and obtained an executive master degree in accounting from The Chinese University
of Hong Kong in 2010. Mr. Sun is a certified public accountant of the People’s Republic of China and Australia.

INDEPENDENT NON-EXECUTIVE DIRECTORS

ZHOU Linggiang ( A} i) , aged 54, joined the Company as an independent non-executive Director on June
1, 2011. Mr. Zhou obtained a bachelor degree in economics from Hangzhou University in 1986, a master degree
in economics from Hangzhou University in 1998 and a doctoral degree in management from Zhejiang University
in 2005. Mr. Zhou has been working at Zhejiang University since 1986. Mr. Zhou is now the faculty dean of the
Faculty of Tourism of Zhejiang University and the Head of the Tourism Research Institute of Zhejiang University.
From 2006 to 2007, Mr. Zhou was appointed by the PRC government to serve as the vice president of the Faculty
of Tourism and Foreign Language of University of Tibet. Apart from his professional career, Mr. Zhou serves as
a member of the Consultant Committee for Master’s Degree Education for National Tourism Management under
the State Council Academic Degrees Committee, the vice president of the Education Branch of China Tourism
Association, the vice president of Zhejiang Tourism Association, the vice president and secretary of Zhejiang
Recreation Academy and executive member of the World Leisure Organisation, China branch. Mr. Zhou is also a
committee member of the Zhejiang Tourism Standardisation of Technology Committee, Hangzhou Economic Zone
Tourism Cooperation and Development Coordination Section, Hangzhou Government Decisionmaking Advisory
Committee and Hangzhou Tourism Branding and Marketing Committee. Mr. Zhou has acted as the consultant in
relation to the tourism-related matters in various districts in Zhejiang Province and has acted as a government
consultant in various districts within the Tibet Autonomous Region.
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DIRECTORS AND MANAGEMENT PROFILES (cont’d)
INDEPENDENT NON-EXECUTIVE DIRECTORS (cont’'d)

ZHANG Yuchuan (5& £)I|) , aged 59, joined the Company as an independent non-executive Director on March
1, 2012. Mr. Zhang obtained a bachelor degree in information management from The School of Information
Management, Wuhan University in 1982. From 1982 to 1985, Mr. Zhang worked at the Ministry of Education.
From 1985 to 1986, he served as a finance journalist of the China Economic Press. From 1986 to 1987, Mr.
Zhang served as an assistant researcher at the China Association for Science and Technology. From 1988 to
1994, Mr. Zhang served as the division chief of The Development Research Centre of the State Council and
was later appointed as the deputy chief executive of the centre in 1994 till 2002. Since 1998 up to present, Mr.
Zhang has been serving as the director of the Beijing Owen Institute of Public Affairs, responsible for finance
public affairs related matters. From 2001 to 2006, Mr. Zhang served as an independent director of Hubei Guangji
Pharmaceutical Co., Ltd. From 2001 to 2008, Mr. Zhang served as an independent non-executive director of
Shenzhen Mingwah Aohan High Technology Corporation Limited, a company listed on The Stock Exchange of
Hong Kong Limited (Stock Code: 8301). Furthermore, Mr. Zhang is an independent non-executive director of
Tiandi Science and Technology Co., Ltd., a company listed on the Shanghai Stock Exchange. Apart from his
professional career, Mr. Zhang also serves as the vice chairman of China Electronic Commerce Association.

DU Haibo (#3838 ) , aged 49, joined the Company as the independent non-executive Director with effect
from November 2, 2015. From 1990 to 1999, Mr. Du served in several audit firms in the Henan Province of the
People’s Republic of China. Since 1999, he has been the chairman of Henan Zhengyong CPAs Co., Ltd., Henan
Zhengyong Venture Consulting Co., Ltd. and Henan Zhengyong Engineering Consulting Co., Ltd. During the
period from February 2005 to August 2013, Mr. Du acted as the independent non-executive director of New
Focus Auto Tech Holdings Limited, a company listed on the Stock Exchange of Hong Kong Limited. From 2007
to 2013, Mr. Du also served as an independent director of Henan Mingtai Aluminum Co., Ltd. (JAIEg 828R %
A% BB AR), a company listed on the Shanghai Stock Exchange. During the period from 2008 to 2014, he
served as an independent director of Henan Lingrui Pharmaceutical Co., Ltd. G E# i R EER D AR A F) , a
company listed on the Shanghai Stock Exchange and as an independent director of SF Diamond Co., Ltd. (A
PO ERRE A R D B IR A 7)) , a company listed on the Shenzhen Stock Exchange. From 2009 to 2015, Mr. Du
was an independent director of Star Hi Tech Co., Ltd. (i@ B ESEHIRMHBR A F)) , a company listed on the
Shenzhen Stock Exchange. As at the date of this report, Mr. Du is also the independent non-executive director
of Xinxiang Chemical Fiber Co. Ltd. and Sanquan Food Co., Ltd., each a company listed on the Shenzhen Stock
Exchange. Mr. Du graduated from the Zhengzhou University in 1989, major in audit studies and obtained an
executive master degree in business administration from China Europe International Business School in 2005. He
is a certified public accountant of the People’s Republic of China.

SENIOR MANAGEMENT

PENG Weijun (&{&E) , aged 42, joined the Group on June 30, 2017 as the chief financial officer. Mr. Peng has
over 17 years of corporate finance and accounting experience. Prior to joining the Group, Mr. Peng worked for
Qianjiang Water Resources Development Co., Ltd, a company listed on the Shanghai Stock Exchange from 2004
to 2017 and held various positions as the financial accountant, the deputy manager and the finance manager
of the finance department. Mr. Peng has obtained the qualification of senior accountant in the PRC. Mr. Peng
graduated from Central South Institute of Technology (currently known as University of South China) in 2000 with
a bachelor degree in accounting.
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DIRECTORS AND MANAGEMENT PROFILES (cont’d)
SENIOR MANAGEMENT (cont'd)

SUN Hongyang (# %R ) , aged 38, joined the Group since July 2015 as an assistant to the chairman of the
Board and then was appointed as an executive Director and chief financial officer with effect from November 2,
2015 and December 2, 2015 respectively. He resigned as an executive Director and chief financial officer on June
30, 2017. Prior to joining the Group, Mr. Sun had worked in other industries for over 16 years where he gained
extensive experience in finance-related area. From June 2000 till December 2003, Mr. Sun worked as the finance
supervisor in Shanghai New Focus Auto Parts Co., Ltd. From January 2004 to August 2006, he worked as a
finance manager of Shanghai JFP Power Equipment Co., Ltd. and during the period from August 2006 to April
2012, Mr. Sun worked as a China finance manager of Baumann Springs (Shanghai) Co., Ltd. Prior to joining the
Group from May 2012 till June 2015, Mr. Sun was the China finance controller of Martin Sprocket & Gear (China)
Co,. Ltd. Mr. Sun graduated from Henan Finance & Taxation College (;i] & 81 B 5= Z 2 RIE4L ) in 2000, major
in computerised accounting and obtained an executive master degree in accounting from The Chinese University
of Hong Kong in 2010. Mr. Sun is a certified public accountant of the People’s Republic of China and Australia.

ZHOU Xiaohong ( A/NAL) , aged 49, joined the Group in 1995 as the cashier, treasury manager and vice
president of the Group. Ms. Zhou is currently the vice president of the Group in charge of the treasury operation,
information centre and organizational promotional work. Ms. Zhou was appointed as an executive Director with
effect from June 30, 2017. Ms. Zhou obtained a diploma in management from China University of Geosciences in
2003.

PAN Yougen (3B4118) , aged 54, the General Manager of Yancheng Sujia Real Estate Development Co., Ltd,
a subsidiary of the Group. Mr. Pan joined the Group in 2008 and is responsible for the operation of the property
projects in Yancheng, Jiangsu Province. He has years of experience in the property development industry. Before
joining the Group, he was the vice president of Jiaxing Zhongfang Design Institute from May 1988 to November
1998, the chairman and general manager of Zhejiang Jingjian Engineering Co., Ltd from November 1998 to
September 2000 and the vice president of Zhejiang Sujia Property Development Co., Ltd from September 2000 to
April 2006. Mr. Pan graduated from Southeast Jiaotong University with a bachelor degree in Engineering in 1985
and received a master degree in Architecture from Shanghai Tongji University in 1988.

WANG Dong ( £%) , aged 50, the General Manager of Hainan Boao Kasen Property Development Co., Ltd and
Hainan Sanya Kasen Property Development Co., Ltd, both are subsidiaries of the Group. Mr. Wang joined the
Group in 2011 and is responsible for the operation of projects in Hainan Province. He has years of experience in
the property development industry. Before joined the Group, Mr. Wang worked in Sichuan Zigong City Planning
and Designing Institute from 1989 to 1993, in Hainan International Tourism Investment and Development Co.
Ltd from March 1993 to November 1999, in Shenzhen Heneng Group from November 1999 to April 2006. From
April 2006 to August 2009, he was the general manager of Chengdu Jiashida Property Development Co. Ltd.
From August 2009 to June 2011, he took the position of general manager of Chengdu Longteng Shoes Market
Development Co., Ltd. Mr. Wang graduated from Chongging Institute of Architecture and Engineering with a
bachelor degree in Architecture in 1989.

COMPANY SECRETARY AND QUALIFIED ACCOUNTANT

YIU Hoi Yan, Kate (Bk8LfX) , aged 45, joined the Company as an accountant in April 2004 and was later
promoted as the company secretary and finance manager of the Company. She has over 22 years of experience
in auditing and accounting. She is a member of the Association of Chartered Certified Accountants and the Hong
Kong Institute of Certified Public Accountants. Ms. Yiu obtained a Bachelor of Arts (Honors) in Accountancy from
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CHAIRMAN'’S STATEMENT

Dear Shareholders,

On behalf of the board (the “Board®) of Directors of Kasen International Holdings Limited (the “Company”), |
am pleased to present the annual results of the Company and its subsidiaries (the “Group”) for the year ended
December 31, 2017.

In 2017, the Group is principally engaged in property development, tourism resort-related operation (comprising
operation of water parks, hot spring resorts, hotels and restaurants, etc.) and manufacturing and trading of
upholstered furniture. In 2017, the Group recorded a consolidated turnover of approximately RMB1,605.9 million
from its continuing operations, representing a decrease of approximately 24.6% as compared to the same period
in 2016. The loss attributable to the shareholders from continuing operations was approximately RMB203.4
million, representing an increase in loss by approximately RMB155.3 million as compared to the same period in
2016 (2016: a net loss of RMB48.1 million). The increase in loss was principally attributable to the sharp increase
in the relevant selling and distribution costs resulting from the large increase in the number of pre-sale properties
for the property development segment of the Group during the year ended December 31, 2017, which are
expected to be delivered in 2018 and 2019.

As of December 31, 2017, the Group had six property and tourism resort projects under different stages of
development in Mainland China. In 2017, revenue from property development amounted to RMB756.2 million,
representing a decrease of approximately 45.3% as compared to RMB1,383.4 million in 2016, due to the
decrease in properties delivered as compared to that in 2016. In 2017, due to significant locality advantage of
the properties developed by and more flexible and effective marketing tactics adopted by the Group, the pre-
sale of various property development projects are performing well (especially the Kasen Star City in Haining), with
contracted sales for all projects amounting to RMB4,485.8 million. The pre-sale properties are expected to be
delivered in 2018 and 2019 in batches, and will generate continuous revenue and bring more cash funding to the
Group.

In respect of tourism resort-related operation, the Group focused on the development and operation of water
parks and built a chain brand of "Dream Water World". In 2017, the water park located in Boao, Hainan was
in sound operation and the one located in Sanya, Hainan was basically completed. The water park located in
Yancheng, Jiangsu was under pre-development stage.

The manufacturing segment of the Group comprising manufacturing of upholstered furniture, most of which were
exported to the U.S. market. By continuously consolidating our cooperation with customers and strengthening
product quality control, we are devoted to develop new products that cater for customers’ needs better. The
revenue generated from the upholstered furniture segment was RMB696.3 million in 2017, representing an
increase of approximately 15.4% as compared to the revenue of RMB603.3 million in 2016.

Following the Disposal (details are set out on page 10) in 2016, no income attributable to owners of the Company

from the discontinued operation was recognised during the year under review (year ended December 31, 2016:
RMB8.2 million).
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CHAIRMAN'’S STATEMENT (cont’d)

In 2018, the emphasis of development strategy of the Group will remain on the tourism resorts operations and
the development of ancillary properties, especially the construction and operation of water parks located in
various regions, aiming to establish water parks which will serve as the Group’s benchmark for tourism resorts
operations. In terms of property development business, its development will be guided by accelerated selling
progress and delivery time to ensure sustainable cash flow. The "One Belt and One Road" initiative promulgated
by the Chinese government has provided support for the Group's overseas expansion. The Group will focus its
investment in Cambodia and identify other suitable investment opportunities so as to expand its revenue sources
and generate greater returns for its shareholders.

On behalf of the Board, | would like to express my sincere appreciation to my fellow directors, management team,
and employees for their contribution and dedication to the development of the Group and my deep gratitude to

our shareholders, customers, suppliers and business partners for their continuing support to the development of
the Group.

ZHU Zhangjin, Kasen
Chairman

The PRC, March 28, 2018
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MANAGEMENT DISCUSSION AND ANALYSIS
RESULTS OVERVIEW
Financial Review

On February 1, 2016, Kasen International Holdings Limited (the “Company”), Cardina International Company
Limited, a wholly-owned subsidiary of the Company, Zhejiang Kasen Industrial Group Company Limited, a wholly-
owned subsidiary of the Company, and Mr. Zhu Zhangjin entered into the sale and purchase agreement (the “Sale
and Purchase Agreement”) with Ms. Zhu Jiayun and Ms. Zhu Lingren (daughters of Mr. Zhu Zhangjin) to dispose
of seven subsidiaries (collectively the “Disposed Group”) engaging in automotive leather and furniture leather
manufacturing businesses (the “Disposal”), which are presented as “discontinued operation” for the presentation
of financial information of 2016 in this annual report. In November 2016, the transfer of control of the Disposed
Group was completed and therefore its results were de-consolidated from the Group’s financial statements
since the respective dates of transfer of control. For further details relating to the Disposal, please refer to the
announcements dated February 1, 2016 and November 25, 2016, respectively, and the circular of the Company
dated April 29, 2016.

For the year ended December 31, 2017, the Company together with its subsidiaries (the “Group”) recorded a
consolidated turnover of RMB1,605.9 million (2016: RMB2,129.6 million) from its continuing operations, i.e.
operations of the Group other than the Disposed Group, representing a decrease of approximately 24.6% when
compared with the year of 2016.

The Group’s gross profit from its continuing operations for the year ended December 31, 2017 was RMB332.4
million (2016: RMB367.9 million) with an average gross profit margin of 20.7% (2016: 17.3%), which resulted in a
decrease of approximately RMB35.5 million, representing a decrease of approximately 9.7% when compared with
the year of 2016.

The net loss attributable to owners of the Company from continuing operations was approximately RMB203.4
million in the year ended December 31, 2017 (2016: a net loss of RMB48.1 million). The increase in the net loss
by approximately RMB155.3 million was mainly attributable to the sharp increase in the selling and distribution
costs incurred during the year under review in relation to the substantially large number of pre-sale properties for
the property development segment of the Group, which are expected to be delivered in 2018 and 2019. Further
detailed discussions on the financial results were set out in the remaining parts of this section. Following the
Disposal in 2016, there was no profit (year ended December 31, 2016: RMB13.7 million) and no loss on disposal
of subsidiaries (year ended December 31, 2016: RMB5.5 million) from discontinued operation recognised during
the year under review. Taking into account of the aforesaid, no income attributable to owners of the Company
from the discontinued operation was recognised for the year ended December 31, 2017 (year ended December
31, 2016: RMB8.2 million). As a result, the overall net loss attributable to owners of the Company for the year
ended December 31, 2017 was approximately RMB203.4 million (year ended December 31, 2016: overall net
loss of RMB39.9 million), representing an increase of losses by approximately RMB163.5 million when compared
with the year of 2016.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont’d)
RESULTS OVERVIEW (cont’d)
Review by Business Segments of Continuing Operations

The Group’s reportable business segments of continuing operations principally consist of manufacturing and
trading of upholstered furniture, property development and others (comprising mainly tourism resort-related
operation, operation of restaurant, hotel and provision of travel-related services).

The table below shows the total turnover of the Group by business segments of continuing operations for the year
ended December 31, 2017 together with the comparative figures for the year ended December 31, 2016:

Y-0-Y

2017 2016 Change

RMB’Million % RMB’Million % %

Manufacturing 696.3 43.3 603.3 28.3 15.4
Property Development 756.2 47.1 1,383.4 65.0 -45.3
Others 153.4 9.6 142.9 6.7 7.3
Total 1,605.9 100.0 2,129.6 100.0 -24.6

Manufacturing Business

The Group’s manufacturing business was upholstered furniture segment. Sales of upholstered furniture
included finished sofa and sofa cut-and-sew, most of which were exported to the U.S. market. By continuously
consolidating the cooperation with customers and strengthening product quality control, the Group is devoted to
develop new products that cater for customers’ needs better. The turnover from upholstered furniture segment
amounted to RMB696.3 million in 2017, representing an increase of approximately 15.4% as compared to
RMB603.3 million in 2016. Due to the rapid increase in cost of materials (wood, sponge and carton, etc.) for
upholstered furniture manufacturing in the PRC and RMB strengthened against USD, as well as the absence of
a gain on disposal of available-for-sale investments amounting to approximately RMB74.8 million (refer to note
5(a) to the consolidated financial statements), the profit generated from such business segment decreased to
RMB31.5 million, representing a decrease of approximately 72.9% as compared to the profit of RMB116.4 million
in 2016.

Property Development Business

As at December 31, 2017, the Group had in total six property development projects under different stages of
development in Mainland China. The Group had no new property development project commenced in 2017. The
turnover from the property development segment was RMB756.2 million in 2017, representing a decrease of
approximately 45.3% as compared to RMB1,383.4 million in 2016. The decrease in turnover was mainly due to
a significant decline of properties delivered in 2017. An operating loss generated from this segment in 2017 was
RMB217.0 million, as compared to an operating loss of RMB119.4 million in 2016. The increase in the operating
loss was mainly due to the increase in selling and distribution costs incurred in the substantially large number
of pre-sale properties by around RMB180.8 million during the year, offset by the decrease in the impairment
loss recognised for properties under development and held for sale and deposits paid for certain development
projects in total of approximately RMB107.9 million (refer to note 7 to the consolidated financial statements) in the
segment as compared with 2016.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont’d)
RESULTS OVERVIEW (cont’d)
Review by Business Segments of Continuing Operations (cont’d)

Property Development Business (cont’d)

On the other hand, due to significant locality advantage of the properties developed by and more flexible and
effective marketing tactics adopted by the Group, the pre-sale of various property development projects have
been performing well. In 2017, the contracted sales in gross floor area was approximately 509,000 square meters
with a contracted pre-sales for all projects amounted to RMB4,485.8 million.

The Group’s Property Project Portfolio as at December 31, 2017

Estimated
Interests Total Site year/actual
Attributable Area year of
No. Project Name Location/Postal address to the Group (sq.m.) Status completion  Usage
(Note)
1 Asia Bay Boao. Asia Bay, Binhai Avenue, Boao Town, 92% 590,165  Under development 2023  Residential and tourism
Qionghai City, Hainan Province resort
2 Sanya Project Dream Water Park, Shibu Nongchang Road, 80.5% 1,423,987 Under development 2028  Hotel and tourism resort
Tianya District, Sanya City, Hainan Province
3 Qianjiang Continent  No.66 Middle Dongjin Road, Tinghu District, 100% 335,822 Completed 2015 Residential and
Yancheng City, Jiangsu Province commercial
4 Kasen Star City No. 1 Haiyun Road, Haining City, 100% 469,867  Under development 2019 Residential and
Zhejiang Province commercial
(9 Changbai Paradise ~ Baihe Town, Er Dao, Antu County, Yanji City, 89% 118,195 Completed 2015 Residential and hotel
Jilin Province
6 Qianjiang Oasis No.29 Kaichuang Road, Yandu District, 56% 108,138 Under development 2020  Residential and
Yancheng City, Jiangsu Province commercial
Total 3,046,174
Note: The estimated year of completion is made based on the present situation and progress of each project.

Analysis of Properties Under Development as at December 31, 2017

GFA sold GFA delivered
Total as at as at Average
GFA under Saleable December 31, December 31, Selling
Total GFA  development GFA 2017 2017 Price
No. Project Name (sq.m.) (sg.m.) (sg.m.) (sq.m.) (sq.m.) (RMB/sg.m.)
1 Asia Bay 718,665 342,435 590,165 156,654 141,109 14,565
2 Qianjiang Continent 775,292 775,292 669,717 660,752 649,408 5,889
3 Kasen Star City 958,422 958,422 711,893 686,632 228,435 6,668
4 Changbai Paradise 122,412 122,412 122,010 30,972 22,851 -
5 Qianjiang Oasis 347,483 347,483 293,635 167,361 81,086 4,261
Total 2,922,274 2,546,044 2,387,420 1,702,371 1,122,889
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MANAGEMENT DISCUSSION AND ANALYSIS (cont’d)
RESULTS OVERVIEW (cont’d)
Operating Expense, Taxation and Loss Attributable to Owners

The Group’s selling and distribution costs from its continuing operations during the year under review increased
to approximately RMB317.7 million, as compared to approximately RMB156.0 million in 2016, mainly attributable
to the sharp increase of approximately RMB161.7 million in the selling and distribution costs incurred by all
segments during the year ended December 31, 2017. The sharp increase was mainly due to the substantially
large number of pre-sale properties for the property development segment of the Group, which are expected
to be delivered in 2018 and 2019. As a result, the Group’s selling and distribution costs to turnover in 2017
increased to approximately 19.8% as compared to approximately 7.3% in 2016.

The administrative costs from its continuing operations in 2017 was approximately RMB203.8 million,
representing an increase of approximately RMB21.7 million as compared to approximately RMB182.1 million
in 2016. The increase was mainly due to an increase in the administrative expenses incurred by the property
development segment of the Group.

The Group’s finance cost from its continuing operations in 2017 was approximately RMB17.0 million, representing
a decrease of approximately RMB9.7 million, as compared to approximately RMB26.7 million in 2016. The finance
cost for the year under review was mainly incurred in relation to the Group’s bank borrowings. The decrease in
the finance costs was mainly due to the absence of the exchangeable bond interests of approximately RMB10.2
million arising in year 2016 in relation to the exchangeable bonds which were issued in December 2014 by
Zhejiang Kasen Industrial Group Co., Limited (“Zhejiang Kasen”), a wholly-owned subsidiary of the Company
incorporated in the PRC, and then repurchased and cancelled in November 2016.

The Group’s other gains and losses from its continuing operations in 2017 recorded at a net gain of
approximately RMBO0.8 million, representing a decrease in net loss of approximately RMB18.4 million, as
compared to a net loss of approximately RMB17.6 million in 2016. For details, please refer to note 7 to the
consolidated financial statements.

The Group’s income tax from its continuing operations in 2017 was approximately RMB31.8 million, representing
a decrease of approximately RMB43.7 million, as compared to approximately RMB75.5 million in 2016. The
decrease was mainly attributable to (1) a decrease in PRC income tax of approximately RMB18.2 million mainly
due to a decrease in taxable profits generated at the subsidiary level; (2) the net decrease of approximately
RMB9.1 million in the over/under provision in taxation charge for prior years; and (3) a decrease in PRC land
appreciation tax of approximately RMB16.3 million from the property development projects.

For reasons mentioned above, the net loss attributable to owners of the Company from continuing operations for
the year 2017 increased by approximately RMB155.3 million to RMB203.4 million (2016: loss of RMB48.1 million).

As the Disposal was completed in 2016, there were no income generated from the discontinued operation for the
year ended December 31, 2017 (2016: RMB8.2 million).

Based on the aforesaid factors, the overall net loss attributable to owners of the Company for the year

ended December 31, 2017 was approximately RMB203.4 million (2016: overall net loss of RMB39.9 million),
representing an increase of losses by approximately RMB163.5 million when compared with the year of 2016.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont’'d)
CAPITAL EXPENDITURE

Capital expenditure (excluding assets acquired through acquisition of subsidiaries during the year) in 2017
increased to approximately RMB90.7 million from approximately RMB82.0 million in 2016 (from both continuing
operations and discontinued operation). The capital expenditure mainly comprised the amount of approximately
RMB90.7 million spent on the purchase of property, plant and equipment for operational purpose during the year
under review.

FINANCIAL RESOURCES AND LIQUIDITY
Bank and Other Borrowings

As at December 31, 2017, the Group’s bank and other borrowings amounted to approximately RMB493.0 million,
(in which approximately 3.0% (2016: 2.6%) was denominated in USD and approximately 97.0% (2016: 97.4%)
was denominated in RMB) representing a decrease of approximately 36.9% from approximately RMB780.9 million
as at December 31, 2016. Furthermore, in November 2016, a wholly-owned subsidiary of the Company, Zhejiang
Kasen, repurchased and then cancelled exchangeable bonds in the PRC which were issued on December
29, 2014 with an issue size of RMB216 million with a term of two years. For details of the repurchase of the
exchangeable bonds, please refer to the announcement of the Company dated November 7, 2016.

Turnover Period, Liquidity and Gearing

In 2017, the inventory turnover period from continuing operations maintained at 50 days (2016: 51 days).

In 2017, the Group continued to maintain a strict credit policy. The account and bills receivables turnover days of
the Group’s manufacturing segments from continuing operations increased to 83 days in 2017 (2016: 65 days).

The accounts and bills payable turnover days of the Group’s manufacturing segments from continuing operations
increased to 94 days in 2017 (2016: 76 days).

As at December 31, 2017, the Group’s current ratio was 1.34 (December 31, 2016: 1.90). The Group’s cash and
cash equivalent balance was approximately RMB439.9 million as at December 31, 2017 (December 31, 2016:
approximately RMB339.7 million). As at December 31, 2017, included in cash and bank balance of the Group
was approximately 95.6% (2016: 97.7%) of bank balance denominated in RMB, approximately 4.1% (2016: 2.1%)
denominated in USD, and approximately 0.3% (2016: 0.2%) denominated in HKD and Japanese Yen currency.
This represents a gearing ratio of 15.7% as at December 31, 2017 (December 31, 2016: 22.1%) and a net debt-
to-equity ratio of 0.1% as at December 31, 2017 (December 31, 2016: 10.9%). The gearing ratio is based on
bank borrowings to shareholders’ equity and the net debt-to-equity ratio is based on bank borrowings net of cash
and cash equivalent to shareholders’ equity. In 2017, the Group’s credit facilities were renewed on an on-going
basis, which provided sufficient cash to finance the Group’s working capital requirement during the year under
review.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont'd)
MATERIAL ACQUISITION AND DISPOSAL

On March 17, 2017, Haining Hengsen Furniture Co., Ltd. 82 B FE B R A 7)), a wholly-owned subsidiary
of the Company, entered into a sale and purchase agreement with Haining Kasen Home Furniture Materials
Technology Co., Ltd. CBZE RHFREMEEHEFRAE]), a connected party of the Company, to dispose a
parcel of land with a total floor area of 10,094.9 square meters situated at No. 5, Jianshe Road, Xiegiao Town,
Haining Province, PRC (/8% M &115 $E E % #5557 ) and together with the immovable properties thereon with a
total site area of 6,314.26 square meters (the “Land Disposal”), at an aggregate consideration of approximately

RMB8,710,000. For further details, please refer to the announcement of the Company dated March 17, 2017.

As at December 21, 2016, the Company entered into an agreement in relation to acquisition of 51% equity
interest in Hunan Province Zhongnan Stamp Trading Center Company Limited G R AP EHBELX S5 LER A
7)) . The acquisition constituted a major transaction under Chapter 14 of the Listing Rules, and the Company had
convened an extraordinary general meeting for the shareholders on March 29, 2017, under which the acquisition
agreement and the transactions contemplated thereunder were approved. However, the acquisition has not been
materialized and was subsequently terminated. For further details, please refer to the announcements and circular
of the Company dated June 7, 2016, December 21, 2016, March 14, 2017, March 29, 2017 and October 27,

2017 respectively.

On September 1, 2017, Zhejiang Kasen Property Development Co., Limited I RHREXE AR A &), a wholly-
owned subsidiary of the Company, entered into the Equity Transfer Agreement with Hangzhou Yuyou E-commerce
Co., Ltd. (MM HEKETFREHB AR A A) (‘Hangzhou Yuyou”), an independent third party, pursuant to which
Zhejiang Kasen Property Development Co., Limited agreed to transfer, and Hangzhou Yuyou agreed to acquire at
a consideration of RMB4,086,000 for 3,006,000 shares of Hangzhou Zoutianxia International Travel Agency Co.,
Ltd. (FUNER TEEKITHER A7), representing approximately 60% equity interest in together with all rights,
obligations and duties thereunder.

Save as otherwise, the Group did not have any material acquisitions or disposals during the year ended
December 31, 2017.

DISPOSAL OF EQUITY SECURITIES OF HCLM

As at January 1, 2017, the Group held an aggregate of 4,000,554 shares in HCLM (the “HCLM Shares”), a
company incorporated in the PRC and shares of which are listed on the Shenzhen Stock Exchange. During the
year ended December 31, 2017, the Company did not dispose of any HCLM Shares. The original acquisition
costs of the HCLM Shares paid by Zhejiang Kasen was RMB1.04 per HCLM Share. As at December 31, 2017,
the Company held 4,000,554 HCLM Shares.

HCLM is indirectly non-wholly owned by the State-owned Assets Supervision and Administrative Commission
of Haining Municipal Government ((BEZ MBI BEEEEEEZ 8 ). HCLM is principally engaged in the
development and operation of large leather product retail malls and was listed on the Shenzhen Stock Exchange

on January 26, 2010.

Save as otherwise, the Company had no other significant investments held during the year under review.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont’'d)
CONTINGENT LIABILITIES

As at December 31, 2017, the Group had certain contingent liabilities. For details, please refer to note 37 to the
consolidated financial statements.

PLEDGE OF ASSETS

Some of the Group’s assets have been pledged to secure the bank borrowings and the bank facilities granted to
the Group. For details, please refer to note 34 to the consolidated financial statements.

CAPITAL COMMITMENTS

As at December 31, 2017, the Group had contracted, but not provided for, a total capital expenditure of
RMB1,062.1 million (2016: RMB1,338.3 million), in which an amount of RMB1,021.7 million (2016: RMB1,286.5
million) was in respect of properties under development.

FOREIGN EXCHANGE EXPOSURE

The upholstered furniture export-related business of the Group (including sales and procurements) were mainly
denominated in U.S. dollars, and most of the trade receivables were exposed to exchange rate fluctuation. The
Group currently does not engage in any hedging activities but will continue to monitor the situation and make
necessary arrangement as and when appropriate.

EMPLOYEES AND EMOLUMENT POLICIES

As at December 31, 2017, from continuing operations, the Group employed a total of approximately 3,400
full time employees (December 31, 2016: approximately 3,300), including management staff, technicians,
salespersons and workers. In 2017, the Group’s total expense on the remuneration of employees was
approximately RMB172.8 million (2016: approximately RMB166.1 million), representing approximately 10.8%
(2016: 7.8%) of the operating revenue of the Group. The Group’s emolument policies for employees are
formulated on the performance of individual employees, which are reviewed regularly on an annual basis. Apart
from the provident fund scheme (for Hong Kong employees), state-managed retirement pension scheme (for the
PRC employees) and medical insurance, discretionary bonuses and employee share options are also awarded to
employees according to the assessment of individual performance.

The Group’s emolument policies of the employees are formulated by the Board with reference to their respective
qualification and experience, responsibilities undertaken, contribution to the Group, and the prevailing market
level of remuneration for executives of similar position. The emoluments of the Directors are decided by the Board
and the remuneration committee of the Company (the “Remuneration Committee”), who are authorised by the
shareholders of the Company (the “Shareholders”) in the annual general meeting (the “AGM”), having regard to
the Group’s operating results, individual performance and comparable market statistics.

The Group has also adopted share option schemes for the purpose of providing incentives to Directors,

eligible employees and third party service providers. Further details in relation to the schemes are set out in the
“Directors’ Report” section of this report.
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MANAGEMENT DISCUSSION AND ANALYSIS (cont'd)
ENVIRONMENTAL PROTECTION AND SOCIAL RESPONSIBILITY

Having “Harmonious Development Achieved Through Coordinating Our Employees and Corporation to Serve
Social Benefits” as its core values, the Group emphasizes great importance to environmental protection and
advocates the concept of green manufacturing in its manufacturing process. The Group is one of the first
“Eco-Leather Enterprises” certified by the China Leather Industry Association. In the course of production, the
Group opts for clean production, energy efficiency and emission reduction, and it has been granted national
patents for recycling waste water from the leather-making process. In addition, the Group, for the sake of green
development, has collaborated with tertiary academic institutions in China for the R&D of key technologies
and production processes concerning environmental protection in the field of leather-making and furniture
manufacturing.

The Group concerns much to the growth of its employees and harmonious development of social relationships.
For the sustainable development of its employees, the Group provides them with a decent working environment,
cares about their occupational health and organises regular skill trainings. The Group actively participates in social
welfare and charity undertakings by setting up the Kasen Needy Employee Assistance Foundation ( <#x R 2§ T
HHKE S ) and Kasen Group Charity Foundation ( RERSEEZEE S ) in an effort to repay and serve the society
during the course of its development.

FUTURE PLANS AND PROSPECTS

Leveraging on the development and experience accumulated over the past few years, the tourism resorts
operations of the Group are taking shape. The emphasis of the development strategy of the Group will be on
promoting the chain brand of “Dream Water World” for its tourism resorts operations. Apart from the water
park located in Boao, Hainan that was currently in operation, the Group’s water parks located in Sanya,
Hainan, Yancheng, Jiangsu and Phnom Penh, Cambodia are under construction. These water parks, along
with the ancillary restaurants, hotels and property development projects, will form a collection of the Group’s
comprehensive tourism resorts with local features.

With respect to property development, the Group will also explore new projects when appropriate to ensure
the sustainable development of property development business on the basis of accelerated selling progress for
existing projects and delivery time of properties.

With the implementation of the “One Belt and One Road” initiative, the prospects for Chinese enterprises to
conduct overseas investment are more optimistic. Through site visits, the Group believes that Cambodia is an
investment destination with great potential for development. In addition to the development plan of a water park in
Phnom Penh, Cambodia, the Group is also evaluating and looking for more investment opportunities in Cambodia
to step into new business scope, with a view to expand its revenue sources and seek greater returns for the
Shareholders.
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DIRECTORS’ REPORT

The Directors present the annual report and the audited consolidated financial statements of the Company for the
year ended December 31, 2017.

The shares of the Company were listed on the Main Board of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) with effect from October 20, 2005.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are principally engaged in (i) manufacturing and
trading of upholstered furniture; (ii) properties development; and (iii) tourism resort-related operations.

BUSINESS REVIEW AND PERFORMANCE

A review of the business of the Group and a discussion and analysis of the Group’s performance during the
year under review and a discussion on the Group’s future business development and outlook of the Company’s
business, possible risks and uncertainties that the Group may be facing and important events affecting the
Company occurred during the year ended December 31, 2017 are provided in the section headed “Chairman’s
Statement” on pages 8 to 9, the section headed “Management Discussion and Analysis” on pages 10 to 17 of
this annual report and the paragraph headed “Principal Risks and Uncertainties” of this section of this annual
report. An analysis of the Group’s performance during the year ended December 31, 2017 using financial
performance indicators is provided in the section headed “Management Discussion and Analysis” on pages 10 to
17 of this annual report.

An account of the Company’s relationships with its key stakeholders is included in the paragraph headed
“Relationships with Employees, Suppliers and Customers” of this section of this annual report.

PRINCIPAL RISKS AND UNCERTAINTIES

The Group’s financial condition, results of operations, businesses and prospects may be affected by a number of
risks and uncertainties. The followings are the key risks and uncertainties identified by the Group. There may be
other risks and uncertainties in addition to those shown below which are not known to the Group or which may
not be material now but could turn out to be material in the future.

Business Risk

The Group is a contract manufacturer for its customers; accordingly, sales volume of the Group depends on the
success of the businesses of its customers, over which the Group does not have any control over. Further, the
Group’s business is subject to fierce competition, including price and costs of its products. The business of the
Group may also be affected by seasonal factors, such as weather and holidays.
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DIRECTORS’ REPORT (cont’d)
PRINCIPAL RISKS AND UNCERTAINTIES (cont’'d)
Environmental Risk

In conducting its business, the Group must comply with a variety of environmental protection laws and regulation,
including laws and regulations regarding discharge and disposal of waste materials. These laws and regulations
stipulate specific quotas for the discharge of waste products, permit the levy of fines and payment of damages
for serious environmental offences, and permit the national or local authorities, at their discretion, to require
companies to rectify non-compliance within a mandatory period, or suspend their operations if they fail to comply
with such relevant laws and regulations. As at the date of this annual report and to the best of the knowledge of
the Directors, the Company has complied with the relevant rules and regulations. However, environmental laws
and regulations applicable to the Group are constantly evolving. The Group may not be able to always quantify
the costs of complying such laws and regulations, and any further changes may also lead to a substantial
increase in the operational costs of the Group.

Liquidity Risk

Liquidity risk is the potential that the Group will be unable to meet its obligations when they fall due because of
an inability to obtain adequate funding. In managing relevant liquidity risk, the Group monitors cash flows and
maintains an adequate level of cash and credit facilities to ensure the ability to finance the Group’s operations and
reduce the effects of fluctuation in cash flows.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended December 31, 2017 are set out in the consolidated statement of profit
or loss and other comprehensive income on pages 65 to 66.

FINAL DIVIDEND

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

There is no arrangement that a Shareholder has waived or agreed to waive any dividends.

CLOSURE OF REGISTER OF MEMBERS FOR AGM

For the purpose of determining the entitlement to attend and vote at the AGM, the register of members of the
Company will be closed from May 28, 2018 to May 31, 2018 (both days inclusive), during which period no
transfer of shares of the Company will be effected. In order to be entitled to attend and vote at the AGM, all
transfer documents accompanied by the relevant share certificates must be lodged with the Company’s share
registrar in Hong Kong, Computershare Hong Kong Investor Services Limited, Shops 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, for registration no later than 4:30 p.m. on May
25, 2018.
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DIRECTORS’ REPORT (cont’d)
DISTRIBUTABLE RESERVES OF THE COMPANY

The amount of the Company’s reserves available for distribution to Shareholders as at December 31, 2017,
calculated in accordance with International Financial Reporting Standards, was approximately RMB1,042.7
million.

FIVE YEAR FINANCIAL SUMMARY

A summary of the results, assets and liabilities of the Group for the past five financial years is set out on page 3.

PROPERTY, PLANT AND EQUIPMENT

During the year of 2017, the Group had acquired property, plant and equipment of approximately RMB90.7 million
for the purpose of expanding its production capacity.

Details of these and other movements in the property, plant and equipment of the Group during the year of 2017
are set out in note 15 to the consolidated financial statements.

SHARE CAPITAL

Details of the Company’s share capital are set out in note 27 to the consolidated financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

During the year of 2017 (2016: from both continuing operations and discontinued operation), the aggregate sale
attributable to the Group’s five largest customers comprised approximately 59.8% of the Group’s manufacturing
segments sale and the sale attributable to the Group’s largest customer were approximately 34.4% of the
Group’s manufacturing segments sale.

The aggregate purchases during the year of 2017 (2016: from both continuing operations and discontinued
operation) attributable to the Group’s five largest suppliers were approximately 28.4% of the Group’s
manufacturing segments purchases and the purchases attributable to the Group’s largest supplier were
approximately 16.2% of the Group’s manufacturing segments purchases.

None of the Directors, their close associates or any Shareholders who, to the knowledge of the Directors, owned
more than 5% of the Company’s issued share capital had any interest in the share capital of any of the five largest
customers and suppliers of the Group.

RELATIONSHIPS WITH EMPLOYEES, SUPPLIERS AND CUSTOMERS

The Group recognises that the employees, customers and suppliers are the key to corporate sustainability
and are keen on developing long-term relationships with these stakeholders. The Company places significant
emphasis on human capital and strives to foster an environment in which the employees can develop to their
fullest potential and can assist their personal and professional growth. The Company provides a fair and
safe workplace, promotes diversity to our staff, provides competitive remuneration and benefits and career
development opportunities based on their merits and performance. The Group also provides adequate trainings
and development resources to the employees so that they can keep abreast of the latest development of the
market and the industry and, at the same time, improve their performance and self-fulfilment in their positions.
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DIRECTORS’ REPORT (cont’d)
RELATIONSHIPS WITH EMPLOYEES, SUPPLIERS AND CUSTOMERS (cont’'d)

The Group understands that it is important to maintain good relationship with customers and provide the
products in a way that satisfy needs and requirements of the customers. The Group enhances the relationship by
continuous interaction with customers to gain insight on the changing market demand for the products so that
the Group can respond proactively. The Group has also established procedures in place for handling customers’
complaints to ensure customers’ complaints are dealt with in a prompt and timely manner.

The Group is also dedicated to develop good relationship with suppliers and contractors as long-term business
partners to ensure stability of the Group’s businesses. We reinforce business partnerships with suppliers and
contractors by ongoing communication in a proactive and effective manner so as to ensure quality and timely
delivery.

COMPLIANCE WITH LAWS AND REGULATIONS

Compliance procedures are in place to ensure adherence to applicable laws, rules and regulations in particular,
those have significant impact on the Group. The audit committee of the Company (the “Audit Committee”) is
delegated by the Board to monitor the Group’s policies and practices on compliance with legal and regulatory
requirements and such policies are regularly reviewed. Any changes in the applicable laws, rules and regulations
are brought to the attention of relevant employees and relevant operation units from time to time, including but
not limited to, environment and labour laws.

As far as the Company is aware of, the Group has complied with all relevant rules and regulations promulgated by
the relevant regulatory bodies to which the Group operates its business in and holds relevant required licences for
provision of its services. The Group’s management strives to ensure that the conduct of business is in conformity
with the applicable laws and regulations.

WORKPLACE QUALITY

The Group is an equal opportunity employer and does not discriminate on the basis of personal characteristics.
The Group has employee handbooks outlining terms and conditions of employment, expectations for employees’
conduct and behavior, employees’ rights and benefits. The Group establishes and implements policies that
promote a harmonic and respectful workplace.

The Group believes that employees are the valuable assets of an enterprise and regards human resources as its
corporate wealth. It will continue to provide on-the-job training and development opportunities to enhance its
employees’ career progression. Through different training, staff’s professional knowledge in corporate operations,
occupational and management skills are enhanced. The Group also organised charitable and staff-friendly
activities for employees, such as outings, outward bound training and distance-running competitions to provide
communication opportunities among staff, which are vital to promote staff relationship and physical fitness.
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DIRECTORS’ REPORT (cont’d)
HEALTH AND SAFETY

The Group prides itself on providing a safe, effective and congenial work environment. Adequate arrangements,
training and guidelines are implemented to ensure the working environment is healthy and safe. The Group
provided health and safety communications for employees to present the relevant information and raise
awareness of occupational health and safety issues.

The Group values the health and well-being of staff. In order to provide employees with health coverage, staff are
entitled to medical insurance benefits as well as other health awareness programs.

DIRECTORS

The Directors during the year of 2017 and up to the date of this annual report are:

Executive Directors
ZHU Zhangjin, Kasen (Chairman)

SHEN Jianhong (appointed on February 20, 2017)
ZHOU Xiaohong (appointed on June 30, 2017)
SUN Hongyang (resigned on June 30, 2017)

ZHANG Mingfa, Michael  (resigned on February 20, 2017)

Independent Non-executive Directors

DU Haibo
ZHOU Lingagiang
ZHANG Yuchuan

In accordance with article 87 of the Company’s articles of association (the “Articles”), Mr. Zhu Zhangjin and Mr.
Du Haibo will retire from the office of Directors by rotation and, being eligible, will offer themselves for re-election
at the forthcoming AGM. Pursuant to article 86(3) of the Articles, Ms. Zhou Xiaohong will only hold office as
Director until the forthcoming AGM and, being eligible, will offer herself for re-election at such meeting.

None of the Directors, including the Directors being proposed for re-election at the forthcoming AGM, has a
service contract with the Company or any of its subsidiaries which is not determinable by the Group within one
year without payment of compensation (other than statutory compensation).

BRIEF DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

Brief details of Directors and senior management are set out on pages 4 to 7. The existing Directors (including
the independent non-executive Directors) were appointed for a term of three years commenced from September
26, 2017 for Mr. Zhu Zhangjin; June 30, 2017 for Ms. Zhou Xiaohong; February 20, 2017 for Ms. Shen
Jianhong; January 1, 2015 (subsequently renewed on January 1, 2018) for Mr. Zhou Linggiang; March 1, 2015
(subsequently renewed on March 1, 2018) for Mr. Zhang Yuchuan and November 2, 2015 for Mr. Du Haibo
respectively and are subject to retirement by rotation and re-election at the annual general meeting of the
Company in accordance with the Articles. Particulars regarding Directors’ emoluments are set out in note 10 to
the consolidated financial statements.
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DIRECTORS’ REPORT (cont’d)

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT POSITIONS
IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2017, the interests and short positions of the Directors and the chief executives and their
associates in the shares, underlying shares and debentures of the Company or any associated corporation (within
the meaning of Part XV of the Securities and Futures Ordinance (“SFQ”) as recorded in the register required to be
kept under Section 352 of the SFO or as otherwise notified to the Company and the Stock Exchange pursuant to
the Model Code for Securities Transactions by Directors of Listed Companies (the “Model Code”) as contained in
Appendix 10 to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules”) are as follows:

(1) Long Positions in Shares of the Company

Number of shares held,
capacity and nature of interest
Percentage of
Directly Through Total number the Company’s
beneficially controlled of shares issued share
Name of Directors owned corporation interested capital

Zhu Zhangjin (“Mr. Zhu”) (Note 1) 12,360,000 518,919,635 531,279,635 35.16%
Zhou Xiaohong (Note 2) 9,214,561 - 9,214,561 0.61%

Notes:

(1) Mr. Zhu Zhangjin, the chairman of the Company, as settlor, and together with persons acting in concert with
him as beneficiaries of a family trust (a trust set up to hold interest of family of Mr. Zhu Zhangjin (excluding Mr.
Zhu Zhangjin) in the Company), being the substantial shareholders of the Company, are collectively holding
531,279,635 Shares or approximately 35.16% of the total number of issued Shares (including the 518,919,635
Shares or approximately 34.34% of the issued Shares held by Joyview Enterprises Limited (“Joyview”) which in
turn is wholly owned by the trustee of such family trust). This figure does not include the options granted to Mr.
Zhu to subscribe for 1,000,000 shares as at December 31, 2017 under the share option scheme adopted by a
resolution of the Shareholders on September 24, 2005 and passed by a resolution of the Board on September
26, 2005 (the “2005 Share Option Scheme”), in which share option grant was approved by the Board on May
26, 2015.

(2) This figure does not include the options granted to Ms. Zhou Xiaohong to subscribe for 3,500,000 shares as

at December 31, 2017 under the 2005 Share Option Scheme and approved by the Board on May 5, 2008 and
May 26, 2015 for the share option grant.
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DIRECTORS’ REPORT (cont’d)

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT POSITIONS
IN SHARES, UNDERLYING SHARES AND DEBENTURES (cont’d)

(2) Long Positions in Underlying Shares of the Company

Long positions in underlying shares of the Company are separately disclosed in the section “Share Option
Schemes” below.

Save as disclosed herein, none of the Directors nor the chief executives of the Company has any interests
or short positions in any shares, underlying shares and debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO) as recorded in the register to be kept under
Section 352 of the SFO or as otherwise notified to the Company and the Stock Exchange pursuant to the
Model Code as at December 31, 2017.

SHARE OPTION SCHEMES

Particulars of the Company’s share option schemes are set out in note 28 to the consolidated financial
statements.

The 2005 Share Option Scheme was adopted for the primary purpose of providing incentives to Directors, eligible
employees and third party services providers. The 2005 Share Option Scheme became effective on October
20, 2005 and the options issued pursuant to the 2005 Share Option Scheme will expire no later than 10 years
from the date of grant of the option. Under the 2005 Share Option Scheme, the Board may grant options to any
employees of the Company or any of its subsidiaries to subscribe shares of the Company. The 2005 Share Option
Scheme was terminated on May 29, 2015. As at December 31, 2017, the Company had 27,600,000 outstanding
options granted pursuant to the 2005 Share Option Scheme.

On the same date of the termination of the 2005 Share Option Scheme, a new share option scheme was adopted
by the Company pursuant to a shareholders resolution passed on May 29, 2015 (the “2015 Share Option
Scheme”) for the primary purpose of providing incentives to Directors and eligible employees. The 2015 Share
Option Scheme became effective on May 29, 2015 and the options issued pursuant to the 2015 Share Option
Scheme will expire no later than 10 years from the date of grant of the option. As at the date of this report, no
options have been granted by the Company under the 2015 Share Option Scheme.

For any options granted to Directors, chief executives or substantial shareholders of the Company, options

to be granted shall be approved by the independent non-executive Directors of the Company (excluding any
independent non-executive Director who is the proposed grantee of options).
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DIRECTORS’ REPORT (cont’d)
SHARE OPTION SCHEMES (cont’d)

The total number of shares in respect of which options may be granted under the 2005 Share Option Scheme
is not permitted to exceed 10% of the shares of the Company on October 20, 2005 (i.e. 101,404,536 shares of
the Company) and the total number of shares in respect of which options may be granted under the 2015 Share
Option Scheme is not permitted to exceed 10% of the shares of the Company on May 29, 2015 (i.e. 116,232,298
shares of the Company) without prior approval from the Shareholders. The number of shares issued and to be
issued in respect of options granted and may be granted to any individual in any one year is not permitted to
exceed 1% of the total shares of the Company in issue at any point of time, without prior approval from the
Shareholders.

The amount payable on acceptance of an option is HK$1.00. In relation to any options granted under both
the 2005 Share Option Scheme and the 2015 Share Option Scheme, the exercise price is determined by the
Directors, and will not be less than the higher of (i) the closing price of the Company’s shares on the date of
grant; (ii) the average closing price of the shares for the five business days immediately preceding the date of
grant; and (i) the nominal value of the Company’s share. Each grantee shall pay a consideration of HK$1.00 at
the time the option is granted.

Both the 2005 Share Option Scheme and the 2015 Share Option Scheme do not contain any minimum period(s)
for which an option must be held before it can be exercised. However, at the time of granting of the options, the
Company may specify any such minimum period(s).

Unless otherwise terminated by the Board or the Shareholders in general meeting in accordance with the terms
of the 2015 Share Option Scheme, the 2015 Share Option Scheme shall be valid and effective for a period of 10
years from the date on which it becomes unconditional which was May 29, 2015, after which no further options
will be granted or offered but the provisions of the 2015 Share Option Scheme shall remain in full force and effect
to the extent necessary to give effect to the exercise of any subsisting options granted prior to the expiry of the
10-years period or otherwise as may be required in accordance with the provisions of the 2015 Share Option
Scheme.

As at December 31, 2017, the total numbers of shares available for issue (including the outstanding options
already granted) under the 2005 Share Option Scheme and the 2015 Share Option Scheme were 27,600,000
shares and 116,232,298 shares, respectively, which represented 1.87% and 7.87% of the shares in issue
respectively as at the date of this annual report.
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DIRECTORS’ REPORT (cont’d)
SHARE OPTION SCHEMES (cont’d)

Details of movement of the share options during the year ended December 31, 2017, being share options granted
pursuant to the 2005 Share Option Scheme on May 5, 2008 and May 26, 2015, respectively, were as follows:

Number of share options
Forfeited Lapsed Exercised

from from from Percentage

Outstanding January 1, January 1, January 1, Outstanding of total

as at 2017 to 2017 to 2017 to as at issued

Exercise January 1, December 31, December 31, December 31, December 31, share
Name of Director price 2017 2017 2017 2017 2017 capital  Exercisable period Notes

HKS

Zhu Zhangjin 1.37 1,000,000 - - - 1,000,000 0.06%  1/1/2016 to 25/5/2025 34,5
Zhou Xiaohong 1.18 250,000 - - - 250,000 0.02%  1/1/2009 to 4/5/2018 14,5
(appointed on 1.18 250,000 - - - 250,000 0.02%  1/1/2010 to 4/5/2018 2,45
June 30, 2017) 1.37 3,000,000 - - - 3,000,000 0.20%  1/1/2016 to 25/5/2025 34,5
Zhang Mingfa, Michagl 1.18 250,000 - - - 250,000 0.02%  1/1/2009 to 4/5/2018 14,5
(resigned on 1.18 250,000 - - - 250,000 0.02%  1/1/2010 to 4/5/2018 2,45
February 20, 2017) 1.37 3,000,000 - - - 3,000,000 0.20%  1/1/2016 to 25/5/2025 34,5

8,000,000 - - - 8,000,000 0.54%
Other employees in 1.18 1,300,000 - - - 1,300,000 0.08%  1/1/2009 to 4/5/2018 14,5
aggregate 1.18 1,300,000 - - - 1,300,000 0.08%  1/1/2010 to 4/5/2018 2,45
1.37 17,000,000 - - - 17,000,000 1.12%  1/1/2016 to 25/5/2025 34,5

27,600,000 - - - 27,600,000 1.82%

Notes:

1. These share options were granted pursuant to the 2005 Share Option Scheme on May 5, 2008 and are exercisable

at HK$1.18 per Share from January 1, 2009 to May 4, 2018. The closing price of shares of the Company immediately
before the date of grant of share options was HK$1.18.

2. These share options were granted pursuant to the 2005 Share Option Scheme on May 5, 2008 and are exercisable
at HK$1.18 per Share from January 1, 2010 to May 4, 2018. The closing price of shares of the Company immediately
before the date of grant of share options was HK$1.18.

el These share options were granted pursuant to the 2005 Share Option Scheme on May 26, 2015 and are exercisable
at HK$1.37 per Share from January 1, 2016 to May 25, 2025. The closing price of shares of the Company immediately
before the date of grant of share options was HK$1.38.

4, These share options represent personal interest held by the relevant participants as beneficial owner.

(5% Up to December 31, 2017, none of these share options were exercised, lapsed or forfeited.
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DIRECTORS’ REPORT (cont’d)
SUBSTANTIAL SHAREHOLDERS
As at December 31, 2017, the following persons (other than Directors or chief executives of the Company stated
in “Directors’ and Chief Executive’s Interests and Short Positions in Shares, Underlying Shares and Debentures”)

had interests or short positions in the shares and underlying shares of the Company as recorded in the register
required to be kept by the Company pursuant to Section 336 of the SFO:

Percentage

of the

Number Company’s

Name of Short Long of issued issued share

Shareholder Capacity position position shares held capital

Joyview' Beneficial owner - 518,919,635 518,919,635 34.34%

China Postal Code Card Beneficial owner - 235,043,057 235,043,057 15.56%

Trading Management Limited?

Qin Xuetong (&S 1 )2 Beneficial owner (50%) - 235,043,057 235,043,057 15.56%

Xu Helin (FF& #)? Beneficial owner (50%) - 235,043,057 235,043,057 15.56%
Notes:

1. Mr. Zhu Zhangjin, the chairman of the Company, as settlor, and together with persons acting in concert with him as

beneficiaries of a family trust (a trust set up to hold interest of family of Mr. Zhu Zhangjin (excluding Mr. Zhu Zhangjin)
in the Company), being the substantial shareholders of the Company, are collectively holding 531,279,635 Shares or
approximately 35.16% of the total number of issued Shares (including the 518,919,635 Shares or approximately 34.34%
of the issued Shares held by Joyview Enterprises Limited (“‘Joyview”) which in turn is wholly owned by the trustee of
such family trust).

2. China Postal Code Card Trading Management Limited is a company 50% beneficially owned by Qin Xuetong and Xu
Helin respectively.

Save as disclosed herein, the Company has not been notified of any other person (other than a Director or a chief
executive of the Company) who had an interest or a short position in the shares and underlying shares of the
Company as recorded in the register required to be kept by the Company pursuant to Section 336 of the SFO as
at December 31, 2017.
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DIRECTORS’ REPORT (cont’d)
DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBT SECURITIES

Other than the share option schemes disclosed in the section “Share Option Schemes”, at no time during the year
of 2017 was the Company or any of its subsidiaries a party to any arrangements which enables the Directors of
the Company acquire benefits by means of the acquisition of shares in, or debt securities (including debentures)
of, the Company or any other body corporate.

CONNECTED TRANSACTIONS

Except for the Land Disposal, during the year ended December 31, 2017, the Group did not enter into any
transactions which constituted connected transactions of the Company under the Listing Rules with its connected
persons.

CONTINUING CONNECTED TRANSACTIONS

During the year ended December 31, 2017, the Group entered into the following transactions with its connected
persons. The transactions constituted continuing connected transactions for the Company under the Listing
Rules, details of which are disclosed in compliance with the requirement of Chapter 14A of the Listing Rules.

(1) Agreement for Sale of Production Wastes to Haining Yujie Material Recycling
Co., Ltd. (“Yujie”)
On November 28, 2016, Yujie entered into a renewal agreement with the Group (the “Renewal Agreement”)
which will be expired on December 31, 2018 and, subject to compliance with the Listing Rules
requirements regarding connected transactions, is renewable for a term of 2 years thereafter. The pricing
under this agreement was determined with reference to: (i) a comparable market price based on the type of
waste involved, in the case of cowhides, whether the cowhides are processed or not; and (i) the expected
costs to be incurred by the Group in providing such products.

Pursuant to this Renewal Agreement, the Company agreed to sell certain production wastes (including
materials such as residue leather, used tubs, hair and fat) to Yujie (the “Haining Yujie Transactions”). Yujie
is one of the largest recycling companies in Haining and is located near many of the Group’s production
facilities. The Company believes that by selling wastes to Yujie, the Group will achieve an efficient
management of disposal logistics and an effective supervision of its employees in its sale of production
wastes. Given that no direct comparable price from the market is available, it was then agreed that the
price with Yujie will be made with reference to Yujie's price from collecting similar production waste from
the third parties. Since Haining Yujie Transactions have been made for many years, price movement will be
regularly monitored by the Group. During the year under review, the aggregate amount of the transactions
under the Renewal Agreement was approximately RMB1.8 million and the annual cap amount was
RMB5,000,000.
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DIRECTORS’ REPORT (cont’d)
CONTINUING CONNECTED TRANSACTIONS (cont’d)

(1) Agreement for Sale of Production Wastes to Haining Yujie Material Recycling
Co., Ltd. (“Yujie”) (cont’d)
Yujie is a subsidiary of Zhejiang Sunbridge Industrial Group Co., Ltd (“Sunbridge”) and Sunbridge is a
company in which Mr. Zhu Zhangjin indirectly controls 30% of the voting power at its general meetings.
Accordingly, Yujie is a connected person of the Company and transaction between the Group and Yujie
constitute connected transaction for the Company pursuant to Chapter 14A of the Listing Rules.

For further details, please refer to the announcement of the Company dated November 28, 2016.

(2) Agreement for providing guarantee to the CCT Group

On September 12, 2016, Mr. Zhu Zhangjin, Ms. Zhu Jiayun, Ms. Zhu Lingren, Haining Lingjia New Material
Technology Company Limited (“Lingjia New Material”), Haining Kasen Leather Company Limited (“Haining
Kasen Leather”), Haining Schinder Leather Company Limited (“Haining Schinder®) and Yancheng Dafeng
Huasheng Leather Company Limited (“Dafeng Huasheng”) entered into an agreement with the Group which
will be expired on December 31, 2018 and, subject to compliance with the Listing Rules requirements
regarding connected transactions, is renewable for a term of 2 years thereafter.

Pursuant to this agreement, the Group agreed to provide the guarantee to Haining Kasen Leather, Haining
Schinder and Dafeng Huasheng (collectively named as the “CCT Group”), which formed part of the
Disposal Group; and each of Mr. Zhu Zhangjin, Ms. Zhu Jiayun, Ms. Zhu Lingren, Lingjia New Material
(collectively named as the “CCT Counter Guarantors”) agreed to jointly and severally provide the counter
guarantee to fully indemnify the Company, for the performance and repayment obligations of bank facilities
to the CCT Group up to the amount of the annual caps, subject to the terms and conditions of the
agreement. During the year under review, the aggregate value of bank facilities guaranteed by the Group to
the CCT Group and the associated costs under the agreement did not exceed the annual cap amount of
RMB675,600,000.

Mr. Zhu is a Director and the controlling shareholder of the Company. Ms. Zhu Jiayun and Ms. Zhu Lingren
are the daughters of Mr. Zhu and wholly own Lingjia New Material. Therefore, Mr. Zhu, Ms. Zhu Jiayun, Ms.
Zhu Lingren and Lingjia New Material, being the CCT Counter Guarantors, are connected persons of the
Company under the Listing Rules and transaction under the agreement constitutes connected transaction
of the Company pursuant to Chapter 14A of the Listing Rules.

For further details, please refer to the announcement and the circular of the Company dated September
12, 2016 and October 4, 2016 respectively.
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DIRECTORS’ REPORT (cont’d)
CONTINUING CONNECTED TRANSACTIONS (cont’d)
(3) Agreement for Purchase of Raw Materials from Lingjia New Material

On November 28, 2016, Lingjia New Material entered into an agreement with the Group which will be
expired on December 31, 2018 and, subject to compliance with Listing Rules requirements regarding
connected transactions, is renewable for a term of 2 years thereafter. The price and terms of the individual
orders in respect of this agreement will be on normal commercial terms, negotiated on an arm’s length
basis, on similar basis as the Group transacts business with other independent third party suppliers and
shall be on terms which are no less favourable to the Group than those provided by independent third
party suppliers. Subject to the general principle disclosed above, the Group will also take into account the
following factors when determining the prices payable by the Group for the transactions: (i) the comparable
market prices of similar products based on the raw materials or types of leather involved as well as
information obtained through internal checks and research conducted by the Company; (i) the quality
and prices of the products offered by independent third party suppliers; and (iii) the expected costs to be
incurred by Lingjia New Material in providing such products. In addition, the Group will also obtain market
prices of the products through publicly available sources on an annual basis.

Pursuant to this agreement, the Group agreed to purchase from Lingjia New Material and its subsidiaries
certain raw materials for production of upholstered furniture (including materials such as sofa leather,
faux leather and decorative fabrics). Lingjia New Material is a company established under the laws of
the PRC with limited liability. Its principal business is research and development of new material. Owing
to the nature of business of the Group, the Group requires a reliable supply of raw materials in order to
meet the Group’s operation needs for production of upholstered furniture. During the year under review,
the aggregate value of the transaction under this agreement was approximately RMB39.4 million and the
annual cap amount was RMB70,000,000.

Lingjia New Material is wholly-owned by Ms. Zhu Jiayun and Ms. Zhu Lingren, the daughters of Mr. Zhu, an
executive Director and the controlling Shareholder of the Company. Ms. Zhu Jiayun and Ms. Zhu Lingren
are therefore associates of Mr. Zhu, and hence Ms. Zhu Jiayun, Ms. Zhu Lingren and Lingjia New Material
are connected persons of the Company and transaction between the Group and Lingjia New Material
constitutes connected transaction of the Company pursuant to Chapter 14A of the Listing Rules.

For further details, please refer to the announcement of the Company dated November 28, 2016.
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DIRECTORS’ REPORT (cont’d)
CONTINUING CONNECTED TRANSACTIONS (cont’d)

Pursuant to Rule 14A.56 of the Listing Rules, the Board engaged the auditor of the Company to perform certain
agreed upon procedures in respect of the continuing connected transactions of the Group. The auditor has
reported their factual findings on these procedures to the Board that:

a. nothing has come to the auditor’s attention that causes the auditor to believe that the disclosed continuing
connected transactions have not been approved by the Board;

b. for transactions involving the provision of goods or services by the Group, nothing has come to the
auditor’s attention that causes the auditor to believe that the transactions were not, in all material respects,
in accordance with the pricing policies of the Company;

C. nothing has come to the auditor’s attention that causes the auditor to believe that the transactions were
not entered into, in all material respects, in accordance with the relevant agreements governing such
transactions; and

d. with respect to the aggregate amount of each of the continuing connected transactions set out as above,
nothing has come to the auditor’s attention that causes the auditor to believe that the disclosed continuing
connected transactions have exceeded the maximum aggregate annual value disclosed in the previous
announcements dated September 12, 2016 and November 28, 2016 made by the Company in respect of
each of the disclosed continuing connected transactions.

The independent non-executive Directors have reviewed the continuing connected transactions and the report of
the auditor.

In the opinion of the independent non-executive Directors, the continuing connected transactions entered into by
the Group were:

(i) in the ordinary and usual course of business of the Group;

(if) either (a) on normal commercial terms; or (b) where there is no available comparison, on terms that are no
less favorable to the Group than terms to or from independent third parties; and

(iii) in accordance with the agreements governing the transactions on terms that are fair and reasonable and in
the interests of the Company and its shareholders as a whole.

Other than disclosed above, there was no other transaction which needs to be disclosed as connected
transaction in accordance with the requirements of the Listing Rules during the year ended December 31, 2017.
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DIRECTORS’ REPORT (cont’d)
RELATED PARTY TRANSACTIONS

During the year ended December 31, 2017, the Group had certain transactions with “related parties” as defined
under the applicable accounting standards. Except for the Land Disposal, none constitutes a discloseable
connected transaction as defined under the Listing Rules.

DIRECTORS’ INTEREST IN CONTRACTS OF SIGNIFICANCE

Save as disclosed under the sections headed “Connected Transactions” and “Continuing Connected
Transactions”, there were no contracts of significance to which the Company or any of its subsidiaries or a
controlling shareholder of the Company or its subsidiaries was a party and in which a Director had a material
interest, whether directly and indirectly, subsisted at the end of the year or at any time during the year ended
December 31, 2017.

MANAGEMENT CONTRACTS

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

INDEMNITY AND INSURANCE PROVISIONS

The Articles of Association of the Company provides that every Director shall be indemnified out of the assets of
the Company against any liability, action, proceeding, claim, demand, costs, damages or expenses as a result of
any act or failure to act in carrying out his/her functions. The Company has arranged appropriate directors and
officers liability insurance in respect of legal action against Directors.

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

At no time during the year under review, did the Company nor any of its subsidiaries purchase, sell or redeem any
of the Company’s listed securities.

SUFFICIENCY OF PUBLIC FLOAT

Based on information available to the Company and within the knowledge of its Directors, the Company has
maintained sufficient public float as required under the Listing Rules throughout the year ended December 31,
2017.

DIRECTOR’S INTERESTS IN COMPETING BUSINESS

None of the Directors held any interests in any competing business against the Company or any of its jointly
controlled entities and subsidiaries for the year ended December 31, 2017.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Articles, or the laws of the Cayman Islands, which would
oblige the Company to offer new shares on a pro-rata basis to existing Shareholders.

DONATIONS

During the year under review, donations made by the Group were approximately RMB395,000.
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DIRECTORS’ REPORT (cont’d)
INDEPENDENT NON-EXECUTIVE DIRECTORS’ CONFIRMATION OF INDEPENDENCE

The Company has received, from each of its independent non-executive Directors, namely Mr. Du Haibo, Mr. Zhou
Linggiang and Mr. Zhang Yuchuan, a confirmation of his independence pursuant to Rule 3.13 of the Listing Rules.
The Company considers all of its independent non-executive Directors are independent.

EVENTS AFTER THE REPORTING PERIOD

The Company had events after the reporting period. For details, please refer to note 43 to the consolidated
financial statements.

AUDIT COMMITTEE

The Audit Committee was established by the Company to review and monitor the Company’s financial reporting
and internal control. The Audit Committee comprises all the independent non-executive Directors. Mr. Du Haibo is
the chairman of the Audit Committee.

The annual results of the Company for the year ended December 31, 2017 have been reviewed by the Audit
Committee.

REMUNERATION COMMITTEE

A remuneration committee of the Company (the “Remuneration Committee”) was established by the Company
to establish policies, review and determine the remuneration of the Directors and the senior management of the
Company. The Remuneration Committee comprises two independent non-executive Directors and an executive
Director. Mr. Zhou Linggiang is the chairman of the Remuneration Committee.

NOMINATION COMMITTEE

A nomination committee of the Company (the “Nomination Committee”) was established by the Company to
make recommendations to the Board on nominations, appointment or reappointment of Directors and Board
succession. The Nomination Committee comprises two independent non-executive Directors and an executive
Director. Mr. Du Haibo is the chairman of the Nomination Committee.

AUDITOR
A resolution will be proposed at the AGM to re-appoint BDO Limited as auditor of the Company.

On behalf of the Board

ZHU Zhangjin, Kasen
Director

The PRC, March 28, 2018
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CORPORATE GOVERNANCE REPORT

The Board and the management team of the Company are committed to maintain a high standard of corporate
governance, holding the beliefs of transparency, independence, honesty and accountability. The Company
believes that effective corporate governance is an essential factor to create more value for its Shareholders.
Therefore the Company continuously review and improve its corporate governance standards to ensure maximum
compliance with the relevant laws and codes.

The Company has complied with code provisions (the “CG Code Provisions”) set out in the Corporate
Governance Code (the “CG Code”) contained in Appendix 14 of the Listing Rules throughout the year ended
December 31, 2017, except for the following deviation:

CODE PROVISION A.2.1

Under CG Code Provision A.2.1, the roles of chairman and chief executive should be separated and should not
be performed by the same individual. The Company does not at present separate the roles of chairman and chief
executive. Mr. Zhu Zhangjin, Kasen is the chairman and chief executive officer of the Company responsible for
overseeing the operations of the Group. The Company is still considering appointing a new chief executive officer
to replace Mr. Zhu if a candidate with suitable leadership, knowledge, skills and experience can be identified
within or outside the Group. However, due to the nature and extent of the Group’s operations, in particular in the
PRC and the in-depth knowledge and experience in the leather and upholstered furniture market required for the
position of chief executive officer, the Company is unable to determine as to when the appointment of a chief
executive officer for the Company can be effected.

The Board will keep this matter under review. Following sustained development and growth of the Company, the
Company will continue to monitor and revise the Company’s corporate governance policies in order to ensure that
such policies can meet the general rules and standards required by the Stock Exchange.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model
Code”) as set out in Appendix 10 to the Listing Rules as its own code of conduct regarding directors’ securities
transactions. Specific enquiries have been made with all Directors, who have confirmed that, during the year
ended December 31, 2017, each of them has complied with the provisions with the required standards as set out
in the Model Code.
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CORPORATE GOVERNANCE REPORT (cont’d)
BOARD OF DIRECTORS

The primary responsibilities of the Board are to establish long term strategies, administrate and oversee the
operations and financial policies and set up and regularly review the Company’s performance. The Board may
from time to time delegate certain functions to the management of the Group if and when considered appropriate.
The management is mainly responsible for the execution of the business plans, strategies and policies adopted
by the Board from time to time. As at the year ended December 31, 2017, the Board comprised six members,
including three executive Directors and three independent non-executive Directors. The Board members for the
year ended December 31, 2017 and up to the date of this annual report are shown below:

Executive Directors
ZHU Zhangjin, Kasen (Chairman and Chief Executive Officer)

SHEN Jianhong (appointed on February 20, 2017)
ZHOU Xiaohong (appointed on June 30, 2017)
SUN Hongyang (resigned on June 30, 2017)
ZHANG Mingfa, Michael (resigned on February 20, 2017)

Independent Non-executive Directors

DU Haibo
ZHOU Linggiang
ZHANG Yuchuan

The biographical details of all Directors and the relationships between them are set out in the “Directors
and Management Profiles” section on pages 4 to 7 of this annual report, the Company’s website:
http://www.kasen.com.cn, and http://www.irasia.com/listco/hk/kasen/index.htm. None of the Directors has any
financial, business, family or other material or relevant relationships among members of the Board.

The Company has received an annual confirmation of independence from each of its independent non-executive
Directors pursuant to Rule 3.13 of the Listing Rules. Based on such confirmations, the Company considers that
the three independent non-executive Directors are independent and that they have met the specific independence
guidelines as set out in Rule 3.13 of the Listing Rules.

The independent non-executive Directors have brought a wide range of business and financial expertise,
experiences and independent judgement to the Board. Through active participation in the Board meetings and
serving on various Board committees, all independent non-executive Directors have made various contributions to
the Company.

During the year under review, the Company has purchased Directors & Officers Liability and Company
Reimbursement Insurance for all its Directors and some of its senior management.
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CORPORATE GOVERNANCE REPORT (cont’d)
CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Mr. Zhu Zhangjin is the chairman and chief executive officer of the Company responsible for overseeing the
operations of the Group. The Board believes that the appointment of Mr. Zhu Zhangjin as the chairman and chief
executive officer of the Company will not impair the balance of power and authority between the Board and the
management of the Company, and is most beneficial to the Company’s interest at present.

NON-EXECUTIVE DIRECTOR

The existing non-executive Directors (including the independent non-executive Directors) were appointed for a
term of three years commenced from January 1, 2015 (subsequently renewed on January 1, 2018 for Mr. Zhou
Linggiang), March 1, 2015 (subsequently renewed on March 1, 2018 for Mr. Zhang Yuchuan) and November 2,
2015 (for Mr. Du Haibo) and are subject to retirement by rotation and re-election at the annual general meeting of
the Company in accordance with the Articles.

INDUCTION AND CONTINUING DEVELOPMENT OF DIRECTORS

Each newly appointed Director will receive formal, comprehensive and tailored induction on the first occasion
of his/her appointment to ensure appropriate understanding of the business and operations of the Company
and full awareness of director’s responsibilities and obligations under the Listing Rules and relevant statutory
requirements.

Directors are continually updated on the statutory and regulatory regime and the business environment to
facilitate the discharge of their responsibilities. Continuing briefing and professional development for Directors will
be arranged where necessary.

The Company has put in place an on-going training and professional development programme for Directors.
During the year ended December 31, 2017, all Directors of the Company namely, Mr. Zhu Zhangjin, Ms. Zhou
Xiaohong, Ms. Shen Jianhong, Mr. Sun Hongyang (resigned on June 30, 2017), Mr. Zhang Mingfa, Michael
(resigned on February 20, 2017), Mr. Zhou Linggiang, Mr. Du Haibo and Mr. Zhang Yuchuan received regular
briefings and updates on the Group’s business, operations, risk management and corporate governance matters.
Furthermore, all of the Directors attended in-house seminars conducted which covers the topics of disclosure
requirements under the Listing Rules and SFO during the year under review. All Directors are requested to provide
the Company with their respective training records pursuant to the CG Code.

ﬂKASEN INTERNATIONAL HOLDINGS LIMITED Annual Report 2017



CORPORATE GOVERNANCE REPORT (cont’d)
BOARD COMMITTEES

As an integral part of good corporate governance, the following committees have been set up:

Audit Committee

The Audit Committee comprises all the independent non-executive Directors:

Mr. DU Haibo (Chairman of the Audit Committee)
Mr. ZHOU Linggiang
Mr. ZHANG Yuchuan

The Audit Committee was set up in compliance with Rules 3.21 and 3.22 of the Listing Rules with written terms
of reference prepared based on “A Guide for Effective Audit Committees” published by the Hong Kong Institute of
Certified Public Accountants and the CG Code adopted. The primary duties of the Audit Committee are to review
and monitor the Company’s financial reporting, internal control principles and risk management effectiveness of
the Company and to assist the Board to fulfill its responsibilities over audit. The members of the Audit Committee
meet regularly with the external auditors and the Company’s senior management to review, supervise and discuss
the Company’s financial reporting, internal control procedures and risk management effectiveness and to make
recommendations to improve the Company’s internal control, and to ensure that management has discharged its
duty to have an effective internal control system.

The written terms of reference of the Audit Committee are available on the websites of the Stock Exchange and
the Company.

During the year ended December 31, 2017, the Audit Committee performed the following Company’s corporate
governance functions:

1. to develop and review the Company’s policies and practices on corporate governance and make
recommendations to the Board;

2. to review and monitor the training and continuous professional development of Directors and senior
management of the Company;

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

4. to develop, review and monitor the code of conduct and compliance manual (if any) applicable to
employees and directors of the Company; and

% to review the Company’s compliance with the code and disclosure in the Corporate Governance Report of
the Company.
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CORPORATE GOVERNANCE REPORT (cont’d)
BOARD COMMITTEES (cont’d)
Audit Committee (cont’d)

During the year ended December 31, 2017, the Audit Committee held three meetings to review the annual and
interim results, and to make recommendations to improve the Company’s internal control. The chief financial
officer, internal audit officer and representatives of the external auditors attended the meetings.

Remuneration Committee

The Remuneration Committee comprises three members, the majority of which are independent non-executive

Directors:

Mr. ZHOU Linggiang (Chairman of the Remuneration Committee)
Ms. ZHOU Xiaohong (appointed on June 30, 2017)

Mr. SUN Hongyang (resigned on June 30, 2017)

Mr. ZHANG Yuchuan

The Remuneration Committee has adopted written terms of reference prepared by reference to the suggested
terms of reference stated under the CG Code Provision B.1.3.

The written terms of reference of the Remuneration Committee are available on the websites of the Stock
Exchange and the Company.

The Remuneration Committee has been delegated with the powers and authorities to implement the share
option scheme of the Company and to deal with all compensation matters regarding the Directors and senior
management of the Company in accordance with the terms and conditions of their respective agreement/
contract with the relevant member of the Group.

During the year ended December 31, 2017, the Remuneration Committee held three meetings to review and
approve the remuneration package of the Board members and the senior management.

ﬂKASEN INTERNATIONAL HOLDINGS LIMITED Annual Report 2017



CORPORATE GOVERNANCE REPORT (cont’d)
BOARD COMMITTEES (cont’d)
Remuneration Committee (cont’d)

Pursuant to paragraph B.1.5 of the CG Code, the remuneration of Directors and the members of the senior
management by band for the year ended December 31, 2017 is set out below:

Remuneration band Number of individuals

Nil to HK$1,000,000 12

Further particulars regarding Directors’ emoluments and the five highest paid employees as required to be
disclosed pursuant to Appendix 16 to the Listing Rules are set out in note 10 to the consolidated financial
statements.

Nomination Committee

The nomination committee of the Company (the “Nomination Committee”), comprises of three members, the
majority of which are independent non-executive Directors:

Mr. DU Haibo (Chairman of the Nomination Committee)
Mr. ZHOU Linggiang

Ms. SHEN Jianhong (appointed on February 20, 2017)

Mr. ZHANG Mingfa, Michael (resigned on February 20, 2017)

The Nomination Committee is responsible for making recommendations to the Board on nominations,
appointment or reappointment of Directors and Board succession. The principal duties of the Nomination
Committee include reviewing the structure, size and composition (including the skills, knowledge, diversity and
experience) of the Board at least annually and making recommendations on any proposed changes to the Board
to complement the Company’s corporate strategy, identifying individuals suitably qualified to become Board
members and accessing the independence of independent non-executive Director. The terms of reference of the
Nomination Committee are available on the websites of the Stock Exchange and the Company.

The Nomination Committee adopted the “Board Diversity Policy” in relation to the nomination and appointment of
new directors. The Nomination Committee selects board candidates based on a range of diversity perspectives
with reference to the Company’s business model and specific needs, including but not limited to gender, age,
race, language, cultural background, educational background, industry experience and professional experience.

During the year ended December 31, 2017, the Nomination Committee held three meetings to discuss about the
re-appointment of directors.
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CORPORATE GOVERNANCE REPORT (cont’d)
NUMBER OF MEETINGS AND DIRECTORS’ ATTENDANCE

The individual attendance record of each Director at the meetings of the Board, Remuneration Committee,
Audit Committee and Nomination Committee as well as general meeting of the Company during the year ended
December 31, 2017 is set out below:

Attendance/Number of Meetings

Annual Extraordinary

General General

Meeting Meeting

Remuneration Audit Nomination held on held on

Board Committee Committee Committee May 31, March 29,

Name of Directors Meetings Meeting Meeting Meeting 2017 2017
Executive Directors

Mr. ZHU Zhangjin, Kasen (Chairman) 4/4 N/A N/A N/A 11 01

Ms. SHEN Jianhong 3/4 N/A N/A 2/3 11 11

(Member of Nomination Committee)
(appointed on February 20, 2017)

Ms. ZHOU Xiaohong 1/4 N/A N/A N/A N/A N/A
(Member of Remuneration Committee)
(appointed on June 30, 2017)

Mr. ZHANG Mingfa, Michael 1/4 N/A N/A 1/3 11 11
(Member of Nomination Committee)
(resigned on February 20, 2017)

Mr. SUN Hongyang 3/4 2/3 N/A N/A 1/1 11
(Member of Remuneration Committee)
(resigned on June 30, 2017)

Independent Non-executive Directors

Mr. DU Haibo 4/4 N/A 3/8 3/3 1/1 11
(Chairman of Audlit Committee and
Chairman of Nomination Committee)

Mr. ZHOU Linggiang 2/4 3/3 1/3 3/3 1/1 0/
(Member of Audit Committee,
Member of Nomination Committee and
Chairman of Remuneration Committee)

Mr. ZHANG Yuchuan 4/4 3/3 3/3 N/A 1/1 11
(Member of Audlit Committee and
Remuneration Committee)

RESPONSIBILITIES IN RESPECT OF THE FINANCIAL STATEMENTS

The Board is responsible for presenting a balanced, clear and understandable assessment of annual and interim
reports, price sensitive information announcements and other disclosures required under the Listing Rules and
other regulatory requirements.

The Directors acknowledge their responsibility for preparing the consolidated financial statements of the Company
for the year ended December 31, 2017.

The statement of the external auditors of the Company about their reporting responsibilities on the consolidated
financial statements is set out in the “Independent Auditor’s Report”.
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CORPORATE GOVERNANCE REPORT (cont’d)
AUDITORS’ REMUNERATION

The remuneration paid to the external auditors of the Company in respect of audit services and non-audit
services for the year ended December 31, 2017 amounted to approximately RMB1.5 million and RMBO.6 million,
respectively. The non-audit services included services in interim review performed by the external auditors.

RISK MANAGEMENT AND INTERNAL CONTROL

The Company has established a sound risk management and internal control system. The Board is responsible for
assessing, maintaining and improving the effectiveness of our internal control system to safeguard Shareholders’
investments and Company’s assets. The Audit Committee reports to the Board on any material issues and makes
recommendations to the Board, so as to ensure strict compliance with relevant rules and regulations.

To facilitate and support the Audit Committee and the Board in the maintenance of a good risk management and
internal control system, the internal control department has been established and delegated to implement the
Company’s risk management and internal control systems specifically, to report to the Audit Committee and the
Board about any internal control issues, as well as to evaluate and improve our internal control policy continually.

As the principal business of the Company is located in the Mainland China, we have formulated our risk
management and internal control system based on the Standards for Enterprise Internal Control and the
Complementary Guidelines for Enterprises Internal Control promulgated by China’s Ministry of Finance. Our
system is designed to manage rather than to eliminate the risk of failure to achieve business objectives, and
provide reasonable but not absolute assurance against material misstatement or loss.

During the year under review, the Company implemented risk management and internal control based on five
indicators including internal environment, risk assessment, information and communication and internal oversight.
Under the guidance of the Board and the Audit Committee, the internal control department has developed annual
internal audit plans and targets to oversee and evaluate the operations of each business segment, including
financial data review, economic obligation of management, fund functioning condition, execution of material
contracts, financial budgets review as well as business risk oversight. At the beginning of the year, the Board
and the Audit Committee, based on a comprehensive assessment of the risks arising from the previous year’s
operation, have determined the significant risks we faced with and prepared a risk warning report according to a
review on the Group’s strategic objectives, operation objectives and conditions of each business segment. Under
the guidance of the risk warning report, the internal control department implemented significant risk control plans
for the purpose of assessing the effectiveness of the risk management and the internal control of the Group, so as
to ensure an effective management has been conducted on those identified risks. During the internal monitoring
process, the internal control department conducts an independent periodic audit every month to test whether the
internal monitoring procedures are valid. The internal control department conducts a comprehensive annual audit
in each year to review and assess whether the risk is effectively managed and whether the internal control system
is functioning effectively. The internal control department shall investigate, discover and evaluate the significant
risks in the operation of the Company promptly, report to the Audit Committee and the Board in a timely manner,
and take effective measures to correct and improve the internal control in the business activities. During the year,
the internal control department has conducted internal audits on the financial data, compliance operations, fund
management, information systems and human resources involved in the Group’s business activities. In addition,
the Group’s business segments are required to assess the effectiveness of their risk management and internal
control systems on a monthly basis based on the five elements stated in the Basic Internal Control Norms for
Enterprises, to review the risks identified and to report to the Board. The Board and the Audit Committee continue
to monitor the effectiveness of the Group’s risk management and internal control systems through monthly
reports, annual reports submitted by the internal control department and review reports from business segments.
For the year ended December 31, 2017, the Audit Committee and the Board were not aware of any significant
internal control deficiencies and considered that the Company’s risk management and internal control systems
were effective and fully operational.
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CORPORATE GOVERNANCE REPORT (cont’d)

PROCEDURE AND INTERNAL CONTROLS FOR THE HANDLING AND
DISSEMINATION OF INSIDE INFORMATION

The Company formulated its own policy and procedure on disclosure of inside information in accordance with the
Guidelines on Disclosure of Inside Information and other relevant regulations issued by the Securities and Futures
Commission, and conducted regular review to ensure the properly implementation on mechanisms of the handling
and dissemination of inside information. For the year ended December 31, 2017, our dissemination of inside
information has been fully complied with our inside information policies and the applicable laws and regulations.

SHAREHOLDER RIGHTS AND INVESTOR RELATIONS

Any one or more Shareholders holding at the date of deposit of the requisition not less than one-tenth of the
paid up capital of the Company carrying the right of voting at general meetings of the Company (the “Eligible
Shareholder(s)”) shall at all times have the right, by written requisition to the Board or the company secretary
of the Company (the “Company Secretary”), to require an extraordinary general meeting to be called by the
Board for the transaction of any business specified in such requisition, including making proposals or moving
a resolution at an extraordinary general meeting. Eligible Shareholders who wish to convene an extraordinary
general meeting for the purpose of making proposals or moving a resolution at an extraordinary general meeting
must deposit a written requisition (the “Requisition”) and signed by the Eligible Shareholder(s) concerned to the
principal place of business of the Company in Hong Kong, such Requisition should state clearly the name of
the Eligible Shareholder(s) concerned, his/her/their shareholding in the Company, the reason(s) to convene an
extraordinary general meeting and the proposed agenda.

The rights of Shareholders and the procedures for them to demand a poll on resolutions at shareholders’
meetings are contained in the Articles. Details of such rights to demand a poll and the poll procedures are
included in all circulars to Shareholders prior to December 31, 2017 and will be explained during the proceedings
of meetings. Poll results, if any, will be posted on both the websites of the Stock Exchange and the Company no
later than 30 minutes before the earlier of the morning session or any pre-opening session on the next business
day of the shareholders’ meeting.

The general meetings of the Company provide a platform for communication between the Shareholders and the
Board. The chairman of the Board as well as chairman of the Remuneration Committee and Audit Committee or
if, in their absence, other members of the respective committees, and where applicable, the independent board
committee, are available to answer questions at the shareholders’ meetings. The Company continues to enhance
communications and relationships with its investors. Enquiries from investors are dealt with in an informative and
timely manner.

There has been no changes in the Articles during the year ended December 31, 2017.

Taking advantages of various resources, the Company keeps communicating with its Shareholders regularly
and properly to ensure that Shareholders are adequately aware of any important issues during the course of
the Company’s operation, and then exercise their rights as shareholders with sufficient knowledge. In addition,
the Company regularly meets with institutional investors, financial analysts and financial media, and promptly
releases information related to any significant progress of the Company, so as to promote the development of the
Company through mutual and efficient communications. Shareholders may send their enquiries and concern and
investors are welcome to write directly to the Company at its place of business in Hong Kong for any inquiries
through the following means:

Telephone number: (852) 2359 9329

By post: Room 1605, 16/F., Tai Tung Building, 8 Fleming Road, Wanchai, Hong Kong
Attention: Company Secretary

By email: kasen@kasen.imsbiz.com.hk

ﬂKASEN INTERNATIONAL HOLDINGS LIMITED Annual Report 2017



ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT

Being dedicated to the manufacturing of upholstered furniture for over 16 years, Kasen International Holdings
Limited (hereafter “Kasen”, “We”, “the Company”) has grown into one of the top enterprises in upholstered
furniture manufacturing, and tourism property developments in recent years. During the business growth of
Kasen, we always emphasise on fulfilling our corporate social responsibility (‘CSR”), which is deep-rooted in our
core value — “Harmonious Development Achieved Through Coordinating Our Employees and Corporation to
Serve Social Benefits”. This core value is the cornerstone to guide us in turning our operation and sustainability
into action, and ultimately to be responsible to our stakeholders.

This report is also the second environmental, social & governance (“ESG”) report prepared according to appendix
27 of the Rules Governing the Listing of Securities set by the Hong Kong Exchanges and Clearing Limited
(“HKEX”) for the reporting period from January 1, 2017 to December 31, 2017 (“FY2017”). The ESG report, which
has been reviewed and approved by the Board, include data on environmental key performance indicators (“KPI”),
focuses on the activities that are of material significance to the Company —mainly the upholstered furniture factory
in Haining, the property development projects (mainly at Asia Bay and Sanya Project), and include the following
key subsidiaries:

° Hainan Sanya Kasen Property Development Co., Ltd.
° Hainan Boao Kasen Property Development Co., Ltd.
° Haining Kareno Furniture Co., Ltd

o Zhejiang Kasen Industrial Group Co., Limited
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (cont’d)
STAKEHOLDER ENGAGEMENT AND MATERIALITY ASSESSMENT
Stakeholder Engagement

Engaging stakeholders is a critical process for us to identify the most material ESG topics in our operation.
This year, we conducted an online questionnaire to obtain the opinions from all key stakeholders on the ESG
issues within the Group. The key stakeholder groups that we have engaged included the Board of Director, top
management, employees, customers, investors, and shareholders.

Materiality Assessment

Among different ESG issues, we have to prioritise the issues that are most material to us and our stakeholders.
The survey allowed our stakeholders to rate the sustainability issues according to their relative importance. Then
we conducted a materiality assessment to identify those issues that are with the greatest impact to our business
and significance to our stakeholders. The result is presented in the following graph:

Materiality Assessment
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Among the various ESG topics, customer satisfaction, product quality and safety, ethical business, supply chain
management and intellectual properties were identified to be the most material issues from the result of the
materiality assessment. We will continually improve our sustainability practices to fulfill the expectations of our
stakeholders in the coming years.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (cont’d)
RUNNING GREEN OPERATIONS

Facing global challenges such as climate change and other environmental disruptions, we realise the importance
of being an environmental responsible enterprise to fight against these challenges. Throughout these years we
remain committed to protecting the environment and reducing the carbon operational footprint in order to stay
green in our manufacturing and tourism development businesses, as well as at our office. In doing so, we have
several approaches incorporated in our daily operations—to use the resources in a sustainable way; to limit the
emissions to the environment; as well as to work together with others.

Utilising Resources Sustainably

Our growing business relies a lot on valuable resources to manufacture products and develop property projects
for our customers. We want to make sure we use our resources in a way that is good for the planet and reduces
environmental impacts as much as possible.

We have established various approaches in running green operations by categorising our resource management
into three aspects: energy, water, and product materials:

e Electricity
consumption: 1.52
GWh
CO2¢e emission: 1,431
tonnes COqe
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (cont’d)
RUNNING GREEN OPERATIONS (cont’d)

Utilising Resources Sustainably (cont’d)

Green procurement

Sourcing green materials and building green a supply chain is what we aim for in the procurement stage during
manufacturing operations. To achieve that, we have developed the “Green Procurement Guide” to apply our
goals into our daily practices in operation. When we source raw materials, we consider not only the related
environmental standards of the materials, but also the performance in terms of recyclability, pollution level and
hazards of the materials.

Taking the application of leather as an example, we strictly constrict the level of hazardous chemicals in leather,
including chromium, azo dyes, pentachlorophenol (“PHP”), and formaldehyde, as they are the major raw materials
in our upholstered furniture production and are thus fundamental to our business. As a good reflection of
our efforts, we have been recognised and certified as “Eco Leather Enterprise” by the China Leather Industry
Association.

Energy and water use

Energy and water are the two major resources that are essential to our operations. As part of our goals to
increase their efficiencies in the production stage, we closely monitor the use of energy and water, and ultimately,
reduce the greenhouse gas emissions (“GHG”) within the operation.

We have established our Resource Management Steering Team to oversee the usage of energy and water in the
factories with the aim to improve the performance or the resource use continuously. We also focus on promoting
energy conservation through education and training, to raise awareness and to make sure our people are fully
aware of the goals, and that they are competent to fulfill the respective energy saving responsibilities and to
thus participate constructively in relevant activities. No industrial wastewater is produced in our manufacturing
operations. Sewage generated are tertiary-treated within our in-house wastewater treatment facilities before being
discharged to connected sewage network, in accordance with the environmental requirements.
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ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT (cont’d)
RUNNING GREEN OPERATIONS (cont’d)

Utilising Resources Sustainably (cont’d)

Energy and water use (cont’d)

In our tourism property development business, developing sustainable properties that are in harmony with the
natural surroundings is what we are striving for. During the design phase of the projects, we always look for the
opportunities to incorporate energy saving features into our buildings to lower the carbon footprint. For instance,
in the Asia Bay project, a number of energy-efficient designs have been incorporated into the development of the
buildings, as outlined as follows:

Making use of We have installed solar water heating system on rooftop, which can
renewable energy reduce the energy used to heat up the water.

To improve the energy efficiency and reduce energy consumption, we
have incorporated natural lightling in the interior environment of our
Energy design, opted for energy-efficient lights such as fluorescent tube with
electrical ballast, and installed Building Management System (BMS) for

controlling the lights in public and outdoor areas.

efficient lighting

Integrating green We have designed the walls, windows and rooftops to have ability to

elements in trap heat. This can reduce the heat leaving the buildings as well as the
building structure need for heating in winter.

KASE