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FINAL RESULTS ANNOUNCEMENT

FOR THE YEAR ENDED 31 DECEMBER 2018

The board of directors of Fountain Set (Holdings) Limited (the “Company”, the “Directors” and the “Board”, respectively) announces
that the audited consolidated results of the Company and its subsidiaries (collectively, the “Group”) for the year ended 31 December

2018 are as follows:

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME &8 E& R E 2 Hl&E R

FOR THE YEAR ENDED 31 DECEMBER 2018 & Z 20184 12 431 HIFFE

2018 2017
Notes it HK$'000 FE7x  HK$000 F/&7T
Revenue —F 3] 3 7,510,789 6,913,785
Cost of sales THERAR (6,690,010) (6,162,290)
Gross profit EX 820,779 751,495
Other revenue EABA 68,957 44,892
Other gains and losses E ket & E518 (5,179) 22,250
Distribution and selling expenses 785 N SHE B (181,673) (172,868)
Administrative expenses 1TIRER (442,718) (412,891)
Finance costs RUE RN 4 (30,397) (22,533)
Share of profit of an associate E{h—EBE AT 2 &F 1,096 1,905
Profit before income tax expense BREF 88 MR Z R 230,865 212,250
Income tax expense FrigBisz 5 (52,586) (36,304)
Profit for the year EFERF 6 178,279 175,946

Profit for the year attributable to: Elh—FEET
Owners of the Company ZIN/NECTE ¥ N 160,792 156,846
Non-controlling interests JEVERR A 17,487 19,100
178,279 175,946
HK cents 1l HK cents &1l

Earnings per share FREF

— Basic - E R 8 13.3 13.0
- Diluted - #E 8 13.3 13.0




CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME 585 R At 2 A k&R

FOR THE YEAR ENDED 31 DECEMBER 2018 £ 20184 12 431 B ILFE

2018 2017
Note M1zt HK$°000 F& 7T HK$'000 F&T
Profit for the year EEERR 6 178,279 175,946
Other comprehensive income, Hth2EWE (KHNRBIE)
net of tax
Items that may be reclassified HEWRERIEZE
subsequently to profit or loss: B#E2IER
Net gain arising on revaluation of FAEHAIHREESREE
available-for-sale financial assets EAEZWEFE
during the year - 272
Exchange differences arising on BREBINEBEEZ
translation of foreign operations PEH =% (10,684) 16,434
Release upon disposal of EEAHINESHEERED
available-for-sale financial assets - (901)
Reclassification adjustment of FT 8 — FEIRT BB A B R BE R
translation reserve upon deregistration ZEMDERE
of a subsidiary - 1,127
Other comprehensive income EFEEHMEERE
for the year (10,684) 16,932
Total comprehensive income EFEZHEHKNREE
for the year 167,595 192,878
Total comprehensive income EERFEEZEREAE
for the year attributable to:
Owners of the Company RARHEEA 153,265 168,075
Non-controlling interests JEIE S 14,330 24,803
167,595 192,878




CONSOLIDATED STATEMENT OF FINANCIAL POSITION #&

AS AT 31 DECEMBER 2018 /22018412 A 31 H

At 31 December

BN R

At 31 December

M12831H K12 HA31H
2018 2017
Notes M7+ HK$’000 F#&7T HK$'000 F/&7T
Non-current assets FRBEE
Investment properties LEME 55,841 60,775
Property, plant and equipment eI 3 YN E 1,556,139 1,509,246
Prepaid lease payments A HEEKIE
— non-current portion — IEREIEH S 94,025 96,715
Other intangible assets Hihfmp & E 15,075 18,346
Interest in an associate RN—EBE AR 2 ER 19,901 18,805
Deferred tax assets RIERIAE B 30,725 42,877
1,771,706 1,746,764
Current assets REBEE
Inventories rE 9 1,479,107 1,450,187
Trade and bills receivables EEREREWIE 10 1,236,970 1,261,584
Prepayments, deposits and TERNFIE - e Rk
other receivables E b el FRIA 179,425 261,728
Prepaid lease payments A EERIE
— current portion — RENED 2,599 2,604
Tax recoverable AU EI R IR 5,070 3,500
Restricted bank deposits ZIR B IRITIFHK 13,981 13,003
Short-term bank deposits FEERTTER 76,856 206,405
Bank balances and cash RITERNIRS 898,810 643,196
3,892,818 3,842,207
Current liabilities REBARE
Trade and bills payables EEREERENMNKIE 11 770,819 817,067
Other payables and accruals HAb g IE R ERHE R 206,277 307,442
Contract liabilities BREE 17,834 -
Amounts due to non-controlling IRIEVERR AR R RIE
shareholders 80,100 80,100
Amount due to an associate R —[EE L R E A 4,269 5,286
Deferred income — current portion IR A — BN 1,622 1,622
Tax payable FERFIE 20,505 18,984
Bank borrowings — due within one year RITEE — —FREH 495,707 515,606
1,687,133 1,746,107
Net current assets REBEEFE 2,205,685 2,096,100
Total assets less current liabilities EEREBERRBEE 3,977,391 3,842,864




CONSOLIDATED STATEMENT OF FINANCIAL POSITION %4 Bk A&

AS AT 31 DECEMBER 2018 22018412 A 31 H

At 31 December

At 31 December

MW12881H M12A31H
2018 2017
Note fiiE HK$°000 F&7T HK$'000 F&7T
Non-current liabilities FRBEE
Deferred income — non-current portion RIEWA — SEREIE D 57,367 58,989
Bank borrowings — due after one year IRITIEE — —F125Hf 302,806 219,623
Deferred tax liabilities EIETIEAE 15,973 7,876
376,146 286,488
Net assets EEFHE 3,601,245 3,556,376
Capital and reserves ERRf#HE
Share capital [N 12 865,716 865,716
Reserves e 2,567,084 2,536,545
Equity attributable to owners of RAREE AEh R
the Company 3,432,800 3,402,261
Non-controlling interests IR 168,445 154,115
Total equity EREE 3,601,245 3,556,376




NOTES Mz

GENERAL INFORMATION

The Company is a public limited company incorporated in Hong Kong
and its issued shares are listed on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”). The addresses of the registered office and
the principal place of business of the Company are Block A, 6/F., Eastern
Sea Industrial Building, 29-39 Kwai Cheong Road, Kwai Chung, New
Territories, Hong Kong.

The financial information relating to the years ended 31 December 2018
and 31 December 2017 included in this final results announcement does
not constitute the Company’s statutory annual consolidated financial
statements for those years but is derived from those financial statements.
Further information relating to these statutory financial statements required
to be disclosed in accordance with section 436 of the Companies
Ordinance (Chapter 622 of the Laws of Hong Kong) (the “Companies
Ordinance”) is as follows:

The Company has delivered the financial statements of the Group for
the year ended 31 December 2017 to the Registrar of Companies as
required by section 662(3) of, and Part 3 of Schedule 6 to, the Companies
Ordinance and will deliver the financial statements for the year ended 31
December 2018 in due course.

The Company’s independent auditor has reported on those financial
statements of the Group for both years. The independent auditor’s report
was unqualified; did not include a reference to any matters to which the
independent auditor drew attention by way of emphasis without qualifying
its report; and did not contain a statement under section 406(2), 407(2) or (3)
of the Companies Ordinance.

—RER
RARBEREEMKNZHARERAR
HEBTRNREBBAZZMER AR
([BE32FT)) £70 o AR E s EEH
R FEEEEMBAEENRALBEER
29-39 R THERNEAREGE o

AARHEEANSFHBEBEEE=2018F12 A
1B N2017TF12AMHILFEEZHBE
B U NERARERZEFEZATFE
AT ERE - ERARERHIRE - B
BEBRGIE 622 A RIEE (TRENMEH])
BB IKRATHEREREZS LENHREZ
HE—FERINT

AREERE R THED % 6623) ik kKM% 6
EIHWMERAREMERES X AEEE
ZE2017F 12 A1 BILFE ZBEHRE - I
HerEgRREREZE 2018412 A31H
\EFE 7 HRE -

RARBUZBAMERAEBMZMEFEZ
BIISHRRELIRE - B ZEANHE W R
BER  WESBBZEMETEHERE
EHRBERZIBERT + LRFAN A NIEHE
SEEMAMEE  RIESARIER BHESG
25406(2) 1§ ~ 5 407(2) =k (3) I 1EH AIBR AL -



ADOPTION OF HONG KONG FINANCIAL REPORTING 2. RMBERMBHREEA (FEBHE

STANDARDS (“HKFRSs”) WEZEL ]
(a) Adoption of new/revised HKFRSs - effective on 1 January 2018 (a) BEFR] BT 2B BHBEREER
-R20185F1 A1 BEXK
HKFRS 9 Financial Instruments A RE TRITE
ZERIZE QR
HKFRS 15 Revenue from Contracts with Customers B BmE HPARRA
AR 155
HK(FRIC) - Interpretation 22 Foreign Currency Transactions and &4 (AR B®RE INEXHR
Advance Consideration wEZE®) BRRE
-REE2R
Annual Improvements to Amendments to HKAS 28, Investments in BAMBRELER  BEGITEA
HKFRSs 2014-2016 Cycle Associates and Joint Ventures 2014 F & F28RAEFTA -
2016 FiAHE REFERA R
FE M BERAMRE
Amendments to HKFRS 2 Classification and Measurement of EAMBREER  URHAERS
Share-based Payment Transactions EWk vl PN MRS ERTE
Amendments to HKFRS 15 Revenue from Contracts with Customers BAENBRE BEFERBA (BERE
(Clarifications to HKFRS 15) ZRIZE 155 P ey
BRI £15%)
Amendments to HKAS 40 Transfers of Investment Property BAGHER| BRIREME
F 405K 2 EFTAR
HKFRS 9 - Financial Instruments BBBHEEREIN — 2T A
HKFRS 9 replaces HKAS 39 Financial Instruments: Recognition and BBV EERFIGRMN2018F1 A1 H
Measurement for annual periods beginning on or after 1 January g BRENFERRARRES &R
2018, bringing together all three aspects of the accounting for financial FEMT A - RANE AffemI A
instruments: (i) classification and measurement; (i) impairment and (i) BEZHB=ZBERE : ()DBEREE (i)
hedge accounting. The adoption of HKFRS 9 from 1 January 2018 has BN et B2018F1 A1HER
resulted in changes in accounting policies of the Group and the amounts MEBTBRELEANFIRSIBAEEEE
recognised in the consolidated financial statements. BUR MR A VMR EROSE L IRES) -



ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 9 - Financial Instruments (continued)
() Classification and measurement of financial instruments

HKFRS 9 basically retains the existing requirements in HKAS 39 for
the classification and measurement of financial liabilities. However, it
eliminates the previous HKAS 39 categories for financial assets of held
to maturity financial assets, loans and receivables and available-for-sale
financial assets. The adoption of HKFRS 9 has no impact on the Group’s
accounting policies related to financial liabilities and derivative financial
instruments as there are no such financial instruments of the Group. The
impact of HKFRS 9 on the Group’s classification and measurement of
financial assets is set out below.

Under HKFRS 9, except for certain trade receivables (that the trade
receivables do not contain a significant financing component in
accordance with HKFRS 15), an entity shall, at initial recognition, measure
a financial asset at its fair value plus, in the case of a financial asset not
at fair value through profit or loss (“FVTPL”), transaction costs. A financial
asset is classified as: (i) financial assets at amortised cost (“amortised
cost”); (i) financial assets at fair value through other comprehensive income
(“FVTOCI”); or (i) FVTPL. The classification of financial assets under
HKFRS 9 is generally based on two criteria: (i) the business model under
which the financial asset is managed and (ii) its contractual cash flow
characteristics (the “solely payments of principal and interest” criterion,
also known as “SPPI criterion”). Under HKFRS 9, embedded derivatives is
no longer required to be separated from a host financial asset. Instead, the
hybrid financial instrument is assessed as a whole for the classification.

Amortised cost would be applied to the Group’s financial assets. Financial
assets at amortised cost are subsequently measured using the effective
interest rate method. Interest income, foreign exchange gains and losses
and impairment are recognised in profit or loss. Any gains or losses on
derecognition are recognised in profit or loss.

A financial asset is measured at amortised cost if it meets both of the
following conditions and it has not been designated as at FVTPL:
e |tis held within a business model whose objective is to hold financial

assets in order to collect contractual cash flows; and

e  The contractual terms of the financial asset give rise on specified
dates to cash flows that meet the SPPI criterion.
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ADOPTION OF HONG KONG FINANCIAL REPORTING 2.

STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018

(continued)

HKFRS 9 - Financial Instruments (continued)

HBEE D (E)

BRANETR] BT 2 BB KR EER
- R2018F1 A1 BEXN (&)

BEEBUBEEEREIN, — tHTA ()

BT AMSHERTE (B)

() Classification and measurement of financial instruments (continued) )

The following table summarises the original measurement categories under
HKAS 39 and the new measurement categories under HKFRS 9 for each
class of the Group’s financial assets as at 1 January 2018:

Financial assets

TEMEE

Original
classification
under HKAS 39
REEBETER
E 39N REEA

(a)

sHEmR

New
classification
under HKFRS 9
BREEBIE
WMEZERIEIF
B35 Bl

Carrying
amount as at

1 January 2018
under HKAS 39
RIEERGTER
%3955 2018 FF
181 BWREE

HK$’000 F&7T

RaEBUBREELER (FEBUHK

TERBMAEER2018F 1 A1 BHNEES
BMEERBEEGHEEIRNWRE
BRI MREE B MR

HAERE OFRAHT

Carrying
amount as at

1 January 2018
under HKFRS 9
BESBHBHRE
ZRIE IR
20181 H1H
K AREE
HK$°000 +&7T

Trade and bills receivables

LENEIRRYGA

Prepayments, deposits and
other receivables
FENFIE - ek
H At FEUGRIR

Restricted bank deposits
SIREIRITIER

Short-term bank deposits
% ERIRITE R

Bank balances and cash
RITHEBR LIRS

Loans and receivables
ER KRR GRIE

Loans and receivables
B R EWGRIE

Loans and receivables
B R EWGRIA

Loans and receivables
EF KRB GRIE

Loans and receivables
B R EWGRIA

Amortised cost

B SHA A

Amortised cost

DN

Amortised cost

B SRR

Amortised cost

BESHACA

Amortised cost

B SRR

1,261,584

28,920

13,003

206,405

643,196

1,261,584

28,920

13,003

206,405

643,196




ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 9 - Financial Instruments (continued)
(i) Impairment of financial assets

The adoption of HKFRS 9 has changed the Group’s impairment model by
replacing the HKAS 39 “incurred loss model” with the “expected credit loss
(“ECL”) model”. HKFRS 9 requires the Group to recognise ECLs for trade
and bills receivables, other receivables and financial assets at amortised
costs, earlier than HKAS 39. Cash and cash equivalents are subject to
ECL model but the impairment is immaterial for the current year.

Under HKFRS 9, the loss allowances are measured on either of the
following bases: (1) 12-month ECLs: these are the ECLs that result from
possible default events within the 12 months after the reporting date; and
(2) lifetime ECLs: these are ECLs that result from all possible default events
over the expected life of a financial instrument.

Measurement of ECLs

ECLs are based on the difference between the contractual cash flows
due in accordance with the contract and all the cash flows that the Group
expects to receive. The shortfall is then discounted at an approximation to
the assets’ original effective interest rate.

The Group’s significant financial assets which are subject to the new ECL
model include trade and bills receivables and other receivables. The Group
modified its impairment methodology under HKFRS 9 for these classes of
financial assets.

Impairment on other receivables is measured as either 12-month ECLs or
lifetime ECLs, depending on whether there has been a significant increase
in credit risk since initial recognition.

The Group has elected to measure loss allowances for trade and bills
receivables using HKFRS 9 simplified approach and has calculated ECLs
based on lifetime ECLs. The Group has established a provision matrix
that is based on the Group’s historical credit loss experience, adjusted
for forward-looking factors specific to the debtors and the economic
environment.
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 9 - Financial Instruments (continued)
(i) Impairment of financial assets (continued)
Presentation of ECLs

Loss allowances for financial assets measured at amortised cost are
deducted from the gross carrying amount of the assets.

Impact of the ECL model
(@) Impairment of trade and bills receivables

As mentioned above, the Group applies the HKFRS 9 simplified approach
to measure ECLs which recognises lifetime ECLs for all trade and bills
receivables. To measure the ECLs, trade and bills receivables have been
grouped based on shared credit risk characteristics and the days past
due.

(b) Impairment of other financial assets

Other financial assets at amortised cost of the Group include other
receivables. Applying the ECL model, no additional impairment for other
receivables as at 1 January 2018 is recognised.

The Group concluded that the impact of ECLs on the Group’s financial
position was insignificant as at 1 January 2018.

(i)  Hedge accounting

Hedge accounting under HKFRS 9 has no impact on the Group as the
Group does not apply hedge accounting in its hedging relationships.

(iv)  Transition

The general principle of HKFRS 9 is to apply the standard retrospectively
in accordance with HKAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors. For the new classification and measurement
requirements, the Group has elected for the exception from the
requirement to restate comparative information as set out in the transitional
provisions. As a result, the comparative information provided continues
to be accounted for in accordance with the Group’s previous accounting

policy.

10
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 15 - Revenue from Contracts with Customers

The new standard establishes a single revenue recognition framework. The
core principle of the framework is that an entity should recognise revenue
to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods and services. HKFRS 15 supersedes
existing revenue recognition guidance including HKAS 18 Revenue, HKAS
11 Construction Contracts and related interpretations.

HKFRS 15 requires the application of a 5-step approach to revenue
recognition:

Step 1:  Identify the contract(s) with a customer

Step 2:  Identify the performance obligations in the contract

Step 3. Determine the transaction price

Step 4:  Allocate the transaction price to each performance obligation
Step 5: Recognise revenue when each performance obligation is

satisfied

HKFRS 15 includes specific guidance on particular revenue related topics
that may change the current approach taken under HKFRS. The standard
also significantly enhances the qualitative and quantitative disclosures
related to revenue.

Under HKFRS 15, revenue is recognised when the customer obtains
control of the promised goods or services in the contract. HKFRS 15
identifies 3 situations in which control of the promised goods or services is
regarded as being transferred over time:

— when the customer simultaneously receives and consumes the
benefits provided by the entity’s performance as the entity performs;

— when the entity’s performance creates or enhances an asset (for
example, work in progress) that the customer controls as the asset is
created or enhanced; or

— when the entity’s performance does not create an asset with an
alternative use to the entity and the entity has an enforceable right to
payment for performance completed to date.

If the contract terms and the entity’s activities do not fall into any of these
3 situations, then under HKFRS 15, the entity recognises revenue for
the sale of those goods or services at a single point in time, being when
control has passed. Transfer of risks and rewards of ownership is only one
of the indicators that will be considered in determining when the transfer of
control occurs.
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 15 - Revenue from Contracts with Customers (continued)

Nature of the goods, satisfaction of performance obligations and payments

The Group sells dyed fabrics, yarns and garments. Revenue is recognised
when control of the products has been transferred, being when the
products are delivered to the customer and there is no unfulfilled obligation
that could affect the customer’s acceptance of the products. Delivery
occurs when the products have been shipped to the specific location, the
risks of obsolescence and loss have been transferred to the customer,
and either the customer has accepted the products in accordance with
the sales contract, the acceptance provisions have lapsed, or the Group
has objective evidence that all criteria for acceptance have been satisfied.
There is generally only one performance obligation in the contract.

A receivable is recognised when the goods are delivered as this is the point
in time that the consideration is unconditional because only the passage
of time is required before the payment is due. Invoices are usually payable
within 60 days.

Right of return

Some of the Group’s contracts with customers provide customers a right
of return (a full or partial refund of any consideration paid within 14 days
after the arrival of the goods at the destination).

Nature of change in accounting policy and impact
Right of return

Under HKAS 18, revenue for these contracts was recognised when a
reasonable estimate of the returns could be made, provided that all other
revenue recognition criteria are met. If a reasonable estimate could not be
made, such revenue would be deferred until the return period lapsed or a
reasonable estimate could be made.

Under HKFRS 15, right of return gives rise to variable consideration. The
variable consideration is estimated at contract inception and constrained
until the associated uncertainty is subsequently resolved. The application
of the constraint on variable consideration increases the amount of revenue
that will be deferred. In addition, a refund liability and a right to recover
returned goods assets are recognised.
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(@) Adoption of new/revised HKFRSs - effective on 1 January 2018
(continued)

HKFRS 15 - Revenue from Contracts with Customers (continued)

The Group concluded that the impact of refund liability from the right of
return was insignificant as at 1 January 2018.

The Group has adopted HKFRS 15 Revenue from Contracts with
Customers from 1 January 2018 which resulted in changes in accounting
policies. In accordance with the transitional provisions in HKFRS 15,
comparative figures have not been restated.

Impact on the consolidated statement of financial position as at 1 January
2018 (increase/(decrease)):

2.

RMEEMBREER (FEBEHK
HER ) (8)
(@) FRAFRT, BB 2B BMEREER
-R2018F1 A1 BEN (&)

BB BREERFE15% — EFSEBA
(#&)

KREERE  P2018F1 A1 BAMESR
SIBMERETNFEL TERK -

AEBER2018F 1 A1 BREAE BT B
HREERE1SHEEFARBA - #Efm S|
GETBUREE) - RIEH B ISRELERE A5
SREVIEEIES - W EBHILLEHE -

7R20184F 1 A1 BH &AM K2
(&, Crd)) -

At 31 December Effect of At 1 January

2017 under adoption of 2018 under

HKAS 18 HKFRS 15 HKFRS 15

BRESBSET RinE BT % BB B K

ZRIZE185 WMEZERE155 HEERE 1555

R2017 F NEE R 2018 F

12A31H 1A1H

HK$'000 F#r HK$'000 F#&T HK$'000 F& T

Contract liabilities BHBE - 5,131 5,131
Other payables and accruals EAb BRI R ERT B 307,442 (5,131) 302,311

The Group assessed the impacts of adopting HKFRS 15 on its financial
statements. Based on the assessment, the adoption of HKFRS 15 has no
significant impact on the Group’s revenue recognition.

Except as described above regarding the impact of HKFRS 15 and HKFRS
9, the adoption of the above new/revised HKFRSs has no material impact
on the Group’s financial statements.
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(b) New/revised HKFRSs that have been issued but are not yet

effective

The following new/revised HKFRSs, potentially relevant to the Group’s
financial statements, have been issued, but are not yet effective and have
not been early adopted by the Group. The Group’s current intention is to
apply these changes on the date they become effective.

HKFRS 16
HK(IFRIC) - Interpretation 23

Annual Improvements to HKFRSs

2015-2017 Cycle

Annual Improvements to HKFRSs
2015-2017 Cycle

Amendments to HKAS 1
and HKAS 8
Amendments to HKAS 28

Amendments to HKFRS 9

Amendments to HKFRS 10 and
HKAS 28

Leases'
Uncertainty over Income Tax Treatments'

Amendments to HKAS 23, Borrowing
Costs'

Amendments to HKAS 12, Income Taxes'

Definition of Material®

Long-term Interests in Associates and
Joint Ventures'

Prepayment Features with Negative
Compensation'

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

! Effective for annual periods beginning on or after 1 January 2019

2 Effective for annual periods beginning on or after 1 January 2020

8 The amendments were originally intended to be effective for periods beginning

on or after 1 January 2016. The effective date has now been deferred/

removed. Early application of the amendments continues to be permitted.
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ADOPTION OF HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

(b) New/revised HKFRSs that have been issued but are not yet
effective (continued)

HKFRS 16 — Leases

The total operating lease commitment of the Group in respect of rented
premises and plant and machinery as at 31 December 2018 amounted to
HK$292,331,000 in which HK$290,061,000 were with original lease term
over 1 year. A preliminary assessment indicates that these arrangements
will meet the definition of a lease under HKFRS 16, and hence the Group
will recognise a right-of-use asset and a corresponding liability in respect
of all these leases at its present value upon the application of HKFRS 16.
The combination of straight-line depreciation of the right-of-use asset and
the effective interest rate method applied to the lease liability will result in a
higher total charge to the profit or loss in the initial years of the lease, and
decreasing expenses during the latter part of the lease term, but there is no
impact on the total expenses recognised over the lease term. The directors
of the Group do not expect the adoption of HKFRS 16, as compared to the
current accounting policy of the Group, would result in significant impact
on the Group’s financial position and financial performance in future. These
estimates are based on accounting policies, assumptions, judgements
and estimation techniques that may be subject to change until the Group
finalises its financial statements for the year ending 31 December 2019.

REVENUE AND SEGMENT INFORMATION

The Board, i.e. the chief operating decision maker, regularly reviews the
operating results and financial information based on distinct geographical
areas of location of customers, including Hong Kong (place of domicile of
the Group), the People’s Republic of China (the “PRC”), Taiwan, Korea, Sri
Lanka, America, Europe and Others (i.e. representing other geographical
locations mainly Bangladesh, Vietnam, Singapore and Macau). All of these
geographical areas are operating segments except “Others” which is an
aggregation of operating segments.
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REVENUE AND SEGMENT INFORMATION (continued)

The following is an analysis of the Group’s revenue and profit from the
production and sales of dyed fabrics, yarns and garments and results by
reportable segment for the year.

3.

EXBER2EER (B)

NTRAKREREFERBRERHES
o B KRR IR T Ry BRI 2 EEE N
BIRIA KRB FVEZ DT ©

Segment
2018 N18% HongKong  The PRC Taiwan Korea ~ Srilanka  America Europe Others total  Eliminations Consolidated
B HE B BE  FEEF £ BN EfmE  HEERE 3f e
HK$000 ~ HKS000  HKS000  HKS000  HKS'000  HKS000  HKS000  HKS000  HKS000  HKS000  HK$000
FAr  FEr  FEn  FEn  FEn  FEn FEn FEL FEn FEL FER
Revenue 855
External sales e 1,638,762 1,656,757 805,785 869,874 857,847 665,073 23,058 993,633 7,510,789 - 1510789
Inter-segrment sales (note) PEREEE) 4993205 2804149 - - M - - 166227 8215029  (8,215029) -
Total segment revenue NEEFREE 6,631,967 4,460,906 805,785 869,874 1,169,295 665,073 23,058 1,159.860 15,785,818 (8,275,029 7,510,789
Resus £
Segment proft ARE 131,227 150,425 68,076 73,438 69,324 50,975 1,930 83,691 629,086
Interest income A 4,804
Unallocated income FARRA 3,802
Depreciation and amortisation T E R (185,455)
Other unallocated expenses EbFALL (192,161)
Finance costs BERL (30,397)
Share of proft of an associate e TS
R EH 1,096
Profit before income tax expense B 5TSH T diEI 2R 230,865
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REVENUE AND SEGMENT INFORMATION (continued)

2017 M7 HongKong ~ ThePRC Taiwan Korea  Silanka
Bk i qiE BE  HERL

HKSO000  HKS000  HKBO000  HKS000  HK$000

TEr  TEr T TEr TEn

3. EXRHENRDE

BqER (8

Segment

America Europe QOthers fotl  Elminations ~ Consolcated

eS| B AtiE  9BEE 35 A

HKSOD  HKSO00  AKSOOD  HKSO00  HKS000  HKSOOD
AT FEr TAr TRt TR TET

Revenue 1]
External sales HogE 1550506 1430586 654260 1024772 723,05

Inter-segment sales (nots) MEBEE ) ATogs 2682576 - - 3%

513,969 51417 963160 6913785 - 691378

- - 146873 7035668 (7,935,608 -

Total segment revenue ABEZELE 6,320,504 4113162 054260 1,024,772 1,096,296 513969 51417 1110083 14849453 (7935068 6,913,785
Results £
Segment proft prelinl 127,89 144,589 55,507 86,94 51,406 a,170 4,357 80,884 592,754
Interest income HEMA 4557
Unallocatedt income RATMA 23,051
Depreciation and amortisaion 7€ R (191,150)
Other unallocated expenses EfpRARTH (196,334)
Finance costs HARR (22,633
Share of profit of anassociate. B[ —TEEE

RELEMN 195
Proft before income tax expense A FFER AT RA 212,950

Note: Inter-segment sales are charged at price by reference to the prevailing market
rates.

Segment profit represents the profit earned by each segment without
allocation of central administration costs and other expenses (including
non-production related employee benefits expenses, directors’
emoluments, bank charges, etc.), depreciation and amortisation, interest
income, loss on disposal/written-off of property, plant and equipment, gain
from disposal of available-for-sale financial assets, finance costs, share of
profit of an associate, loss on deregistration of a subsidiary, etc. This is the
measure reported to the Board for the purposes of resource allocation and
performance assessment. No analysis on segment assets and liabilities is
disclosed as it is not presented to the Board.
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REVENUE AND SEGMENT INFORMATION (continued)

Disaggregation of revenue

Disaggregation of revenue from contracts with customers by products and
timing of revenue recognition are as follows:

3. BXERIBEH (B)

WA T 5

REmMMRERREFHEE SN EFARK
AR

0

2018 2017
HK$’000 F#& T HK$'000 F,%T

Revenue from contracts with customers FE B R ELEAE 155

within the scope of HKFRS 15: HEANEFESREKA :
Production and sales of dyed fabrics EERHEBMRY
and yarns 6,635,572 5,998,860
Production and sales of garments B3 M ER K 875,217 914,925
7,610,789 6,913,785
Timing of revenue recognition: AL N LT
At a point in time e N 7,510,789 6,913,785
Transferred over time BE R 82 % - -
7,510,789 6,913,785

The Group has initially applied HKFRS 15 using the cumulative effect
method. Under this method, the comparative information is not restated
and was prepared in accordance with HKAS 18.

The following table provides information about trade and bills receivables
and contract liabilities from contracts with customers.

AEBECERERETEVBRELRE1S
SR REMEE o RIFZIE - LEBRE
BARTEINHDHREBGTERIF 185

TREHEMEXNZBRRYGRENEEKS
EFAEHMAHMAEER -

At 31 December At 1 January

MW12A318 ®1A1H

2018 2018

HK$’000 F#T HK$'000 F&T

Trade and bills receivables (note 10) &% N ZiEREUWRIE (F5E10) 1,236,970 1,261,584
Contract liabilities GHAE 17,834 5,131

The contract liabilities mainly relate to the advance consideration received
from customers. HK$3,749,000 of the contract liabilities as of 1 January
2018 has been recognised as revenue for the year ended 31 December
2018.

Information about major customers

No revenue from individual customer contributed over 10% of the total
revenue of the Group for the years ended 31 December 2018 and 31
December 2017.
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FINANCE COSTS 4. FERAR
2018 2017
HK$’000 F&T HK$’000 F& T
Finance costs on: BB ¢
Bank borrowings RITIEE 30,397 22,533
INCOME TAX EXPENSE 5. P8 H
2018 2017
HK$’000 F&T HK$'000 F&7T
Current tax: EFEHIA
Hong Kong BB 228 1,523
The PRC H 30,292 22,440
Other jurisdictions E b REH &R 6,003 3,222
36,523 27,185
(Over)/under provision in prior years: B{FFE (BEEE) BETR
Hong Kong a5 (89) 61)
The PRC H (5,131) 407
Other jurisdictions HfhahEH= 1,044 820
(4,176) 1,146
32,347 28,331
Deferred tax: JEIERTIE -
Hong Kong B (103) 441
The PRC =8 12,124 7,368
Other jurisdictions Hibr)EH @ 8,218 164
20,239 7,973
52,586 36,304

In March 2018, the Hong Kong Government introduced a two-tiered
profits tax rates regime by enacting the Inland Revenue (Amendment)
(No. 8) Ordinance 2018 (the “Ordinance”). Under the two-tiered profits
tax rates regime, the first HK$2 million of assessable profits of qualifying
corporations is taxed at 8.25% and the remaining assessable profits at
16.5%. The Ordinance is effective from the year of assessment 2018-
2019.

Accordingly, the provision for Hong Kong Profits Tax for the year ended 31
December 2018 is calculated in accordance with the two-tiered profits tax
rates regime (2017: a single tax rate of 16.5% was applied).

Under the law of the PRC on Enterprise Income Tax (the “EIT Law”)
and Implementation Regulation of the EIT Law, the tax rate of the PRC
subsidiaries is 25%.

Pursuant to the relevant laws and regulations in Sri Lanka, the tax rate
of Sri Lanka subsidiary changed from 12% to 14% effective from 1 April
2018.

Taxation arising in other jurisdictions is calculated at the rates prevailing in
the respective jurisdictions.
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PROFIT FOR THE YEAR

6. RFEERN

2018 2017
HK$’000 F#& 71 HK$'000 F& T
Profit for the year has been arrived at RFEEAFBIR, (GTA)
after charging/(crediting): TF|&I1T -
Amortisation of deferred income IEFEU A RO SH (1,622) (1,607)
Amortisation of other intangible assets @ E {2 & 7 2 #i 43 3,271 3,271
Auditors’ remuneration TZELEM 2 S
- BDO Limited - BB ERFEAMERAERAR] 2,087 3,065
— Other auditors - H Az EEm 47 -
Cost of inventories sold (note i) TFEEERAR (B:i) 6,690,010 6,162,290
Depreciation of investment properties REMEZITE 3,627 3,780
Depreciation and impairment of property, 1% - #2E MREZITE R
plant and equipment VEREN 175,998 181,497
Employee costs (including directors’ EERE (BREEEHE)
emoluments) 1,009,030 961,823
Gain on disposal of available-for-sale BEMHIESHERE 2 W
financial assets 2 - (901)
Government grants (note i) ' AT FEL (B aii) (5,612) (3,493)
Interest income FBUA (4,894) (4,557)
Loss on deregistration of a subsidiary 2 3188 — M B A 7] 2 E5182 - 1,127
Loss on disposal/written-off of property, &, FEiEE  WERREZ EE2
plant and equipment 2 9,405 18,731
Net exchange losses/(gain) 2 PE R R (e ) JFE?2 4,592 (21,269)
Net rental income from investment REMENHES WA FE
properties ° (10,519) (9,655)
Provision for impairment loss reversed  E A EWGRIE ZREE K
on other receivables, net 2 B OB FE? (188) (89)
Provision for impairment loss reversed &2 K =R FEWRUE 2 BE
on trade and bills receivables, net 2 BRBEREFE? (8,630) (19,849)
Release of prepaid lease payments TENHEEFIEE T 2,559 2,602
1 Included in other revenue ! BRETEMBARN
2 Included in other gains and losses 2 BREEEME REEA
8 Included in administrative expenses 8 BETITHRERA
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PROFIT FOR THE YEAR (continued)

Notes:

(i) Cost of inventories sold includes HK$1,688,961,000 (2017:
HK$1,666,095,000) of staff costs, depreciation, subcontracting fee, provision/
(reversal) of write-down of inventories and other manufacturing overheads,
which are also included in the respective total amounts disclosed above for
each of these types of expenses.

(i)  Government grants mainly represent grants of HK$4,394,000 (2017:
HK$2,109,000) received from the PRC local government authority as
subsidies to the Group for (a) acquiring certain property, plant and equipment
for energy saving scheme and environmental protection scheme implemented
by the PRC local government; (b) incentive of foreign trade; and (c) incentive of
steady growth of business.

There were no restrictions with the use of such government grants.

DIVIDENDS

=EERR (8)
Hrst -

() 717 & E KA 3E1,688,961,0007% 7T
(2017 % : 1,666,095,0007%7t) B TAAS «
WE -MIBR FHETEBE (&
B) REMBEER - WFEE MEBREE
EXFEEES AR 2 REsER -

(i)  BRAFAERE T ERRWEUR B P B2 R T #E
% H#9 4,394,000 7T (2017 4F © 2,109,000
BIL) ERAEE (@ RTEEMBNERL
ERRERTEIMRIRETEIMBES TWE - #aR
K& (o) BINE - R BB EBIRE
ERZ AR -

ZEBTHERRE AR -

7. RE

2018 2017
HK$°000 F#% T HK$'000 F&7T

Dividend recognised as distributon ~ 2FE DR AED IR ZALE.
during the year:

2017 final dividend of HK10.4 cents 2017 R HAPML B &A% 10.4 781
(2016 final dividend of HK5.3 cents) (2016 AR EARE S : 5.3781l)
per share

125,323 63,866

No interim dividend was paid or proposed for both years.

The final dividend of HK10.64 cents in respect of the year ended
31 December 2018 (2017: HK10.4 cents) per share, amounting to
approximately HK$128,215,000 (2017: HK$125,323,000) in total, and
the special dividend of HK1.33 cents in respect of the year ended 31
December 2018 (2017: Nil) per share, amounting to approximately
HK$16,027,000 (2017: Nil) in total, have been recommended by the Board
and are subject to the approval of the shareholders at the forthcoming
annual general meeting of the Company.
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EARNINGS PER SHARE 8.

The calculation of the basic earnings and diluted earnings per share
attributable to owners of the Company is based on the following data:

BREF

DT AR SR B RS B
TR TS

2018 2017
HK$°000 F#&7T HK$'000 F/&7T

Earnings Z%

At EEREAEN L HE
BN ARREAR A

Profit for the year attributable to owners of
the Company for the purposes of basic

earnings and diluted earnings per share EliE—FEET 160,792 156,846
2018 2017
Number of shares BB

M ESRERRN MEE
EFIFTA 2 BB g o2 B

Weighted average number of ordinary
shares for the purposes of basic
earnings and diluted earnings per share

1,205,026,960 1,205,026,960

The computation of diluted earnings per share for the years ended 31
December 2018 and 31 December 2017 does not assume the exercise of
the Company’s outstanding share options because the adjusted exercise
prices of those options calculated in accordance with HKAS 33 “Earnings

MRIRIERE ST ERFEISH [FREAF
FTE 2 AR R M ARITE BRI 2 EARITE
B BRORMEFE 2 FHIHE - Ftst
BEZE 201812 A31 HK& 2017412 A 31

Per Share” are higher than the average market price of the shares for both

B ILFE 2 SRE# SR NI BRR{ZFE

PR IETTHE

years.

INVENTORIES 9. ®E
At 31 December At 31 December
M12H831H M12A31H
2018 2017
HK$°000 F/&T HK$000 F&7T
Spare parts B 40,573 42,995
Raw materials JRAL 626,960 624,626
Work-in-progress FR 441,646 441,275
Finished goods RIFK 369,928 341,291
1,479,107 1,450,187
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10. TRADE AND BILLS RECEIVABLES

11.

EXNRBEWFE

At 31 December

At 31 December

M®12A831H W12 A31H

2018 2017

HK$’000 F% T HK$'000 F&7T

Trade receivables B EIFIR 973,909 965,409
Bills receivables ERRENEIA 273,910 324,358
Less: allowance for doubtful debts 5 : REEE#E (10,849) (28,183)
1,236,970 1,261,584

The Group allows a credit period ranging from 30 days to 60 days to its
trade customers. The following is an ageing analysis of trade and bills
receivables based on the payment due dates, net of allowance for doubtful

K%?&fﬁﬁ?soiﬁfso?ﬂ:ﬁﬁﬁﬁﬁ

EXIRR F &S e

RIAAR IR R 2

B (EMEBRRERE) RETNT

debts:
At 31 December At 31 December
M12A31H Mm12A31H
2018 2017
HK$’000 F#&7T HK$'000 F/&7T
Not yet due REIER 1,019,693 1,121,989
Overdue 1-30 days #HEA1-30K 141,800 90,821
Overdue 31-60 days #HI31-60K 47,743 24,211
Overdue >60 days B HER B 60 X 27,734 24,563
1,236,970 1,261,584

TRADE AND BILLS PAYABLES

1. EXRFRBEENRE

At 31 December

At 31 December

MW12A31H »12 A31H

2018 2017

HK$’000 F& T HK$000 F&7T

Trade payables EENE H,TA 525,832 641,859
Bills payables T RN R 244,987 175,208
770,819 817,067
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12.

TRADE AND BILLS PAYABLES (continued) 1. EERFEENRE (B)
The following is an ageing analysis of trade payables based on the EEENFRIRSREBAMERR ST
payment due dates: ™
At 31 December At 31 December
MW12831H m12 H31H
2018 2017
HK$’000 F& 71 HK$'000 F&7T
Not yet due REIER 467,562 553,549
Overdue 1-30 days #HA1-30 K 44,783 66,510
Overdue 31-60 days #EI31-60K 6,788 11,144
Overdue >60 days B HARR A 60 K 6,699 10,656
525,832 641,859
All the bills payables of the Group were not yet due at the end of the REpE LR - NEE A RIBERFRIEY
reporting period. REE] o
As at 31 December 2018, bills payables of HK$32,527,000 (31 December MN2018F12A 318 @ ZEER KA
2017: HK$43,345,000) were secured by the Group’s restricted bank 32,527,000/8 L (2017F 128318
deposits of HK$9,758,000 (31 December 2017: HK$13,003,000). 43,345,000/ 7C) JhlRAEE 2 PR HIER
171750 9,758,000/& 7T (20175 12 5 31 1
13,003,000/8 7T ) 1EREHR °
The credit period on purchase of goods ranges from 30 days to 120 days. BENEEBHNTI0XRE120K °
SHARE CAPITAL 12. IRA
At 31 December At 31 December
MW12A31H Mm12H31H
2018 2017
No. of shares HK$°000 No. of shares HK$’000
REOEE FAETT R17EH FET
Ordinary shares, issued LB BEITR
and fully paid BRI 1,205,026,960 865,716 1,205,026,960 865,716
In accordance with section 135 of the Hong Kong Companies Ordinance RIEEBQGED (F622F) H1351K -
(Cap. 622), the ordinary shares of the Company do not have a par value. RARME BRI EREEE -
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MANAGEMENT DISCUSSION & ANALYSIS EEEwk o

BUSINESS REVIEW

2018 was a year in which textile manufacturers experienced a massive
operating pressure, marked by a complicated and changeable market situation
and the combination of unfavorable factors of the operating environment. In
the face of a tough business environment, the Group managed to maintain
overall operational stability and meet its expected operational and management
targets by taking effective well-coordinated actions across all business units and
overcoming difficulties together. The Group successfully increased its revenue
by 8.6% to HK$7,510.8 million for the year ended 31 December 2018 (2017:
HK$6,913.8 million). The reason for this growth was the effective strategic
plan to capture more fabric orders from the existing customers as well as new
customers from the United States, Japan and Europe. During the year under
review, the Group’s fabric year-on-year volume growth was approximately 6.9%
while the average selling price slightly increased by 2.6% year-on-year due to
the change of product mix.

The Group’s gross profit margin during 2018 was 10.9% (2017: 10.9%). The
gross profit margin of the second half of 2018 (“2H18”) was 12.1%, which
was higher than 11.7% year-on-year; the net profit margin of 2H18 was 2.9%,
which was also higher than 2.8% year-on-year, reflecting the momentum of
our growth. Thanks to the continuous tight internal cost control, the Group’s
earnings before interest, tax, depreciation and amortisation (EBITDA) was
HK$429.2 million (2017: HK$406.8 million) for the year ended 31 December
2018, and it was a noticeable 5.5% increment year-on-year. Profit for the year
increased slightly by 1.3% to HK$178.3 million (2017: HK$175.9 million). Profit
for the year attributable to owners of the Company increased correspondingly
by 2.5% to HK$160.8 million (2017: HK$156.8 million). Basic earnings per share
was HK13.3 cents (2017: HK13.0 cents).

Facing such a difficult environment, the Board made concrete adjustments to
the Group’s operational strategy, optimally capitalized the Group’s production
capacity and devoted more effort to developing and refining products, and
adapting to the market changes. All staff members of the Group had built team
spirit and were determined to achieve the annual operational targets for 2018
in the past four years, and the Group achieved the best annual production
output ever during the year under review. Close to full utilization rate in our fabric
production facilities was successfully achieved over two-thirds of the year under
review.

Increase in profit for four consecutive years marked the enhancement of our
operating capability and management standards, the significant upgrade of
production techniques, and the gradual increase in product development
capability after four years of continuous reforms, the Group has entered a new
stage of growth.
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Enhancement of production capacity and management standards

A new production pattern of three primary fabric production facilities,
namely Jiangyin Fuhui Textiles Limited (“Jiangyin Fuhui”), Dongguan Shatin
Lake Side Textiles Printing & Dyeing Co., Ltd. (“Dongguan Shatin”) and
Yancheng Fuhui Textiles Limited (“Yancheng Fuhui”), was established
preliminarily after four years of reforms and embodied “sophistication,
quality and uniqueness”. Our production capacity has been enhanced
noticeably. We have established an operation and management system
focusing on the integration of production, supply and sales, thereby laying
a solid foundation for the Group’s sustainable and steady growth as well as
the continuous enhancement of management standards.

Jiangyin Fuhui fabric mill was built in 2001 with a current monthly
production capacity of 12.50 million pounds of finished fabric. It is
a primary fabric mill of the Group. After streamlining the processes,
enhancing lean manufacturing and management and upgrading the
equipment, it has become a mill with extensive varieties, multi-batch,
short delivery timeframe and mass production plant that satisfies market
demand with high-quality products and services.

Dongguan Shatin fabric mill was built in 1998 with a current monthly
production capacity of 7.50 million pounds of finished fabric. It has become
a backbone fabric mill of the Group with comprehensive capabilities
of producing featured categories and structures, after restructuring its
production and management model and improving its workshop of
synthetics fabric printing, knitting and dyeing.

Yancheng Fuhui fabric mill was built in 2009 with a current monthly
production capacity of 4.50 million pounds of finished fabric. Its key
development direction is to carry out product research and development,
and manufacture refined products in line with Japan and the PRC domestic
markets through upgrading the equipment and improving the production
techniques and product development standards.

Leverage integrated marketing as the principal means to effectively
respond to market changes

In the face of a changing market, the Group further developed the overall
consolidated business model integrating production, supply and sales
with a view to consolidating internal marketing resources and better
capturing market trends. The Group led formulation of marketing and
pricing strategies as well as coordination across procurement, supply and
production units to strengthen the collaboration in the service of strategic
customers and minimise negative impact of market changes on business
operations. Meanwhile, the Group further strengthened the management
of its integrated marketing system with the focus on ensuring an optimal
use of product strategy and sales strategy in the marketing process,
strengthening the Group’s unified pricing, and maximizing revenue
generated from the orders, which created favourable conditions for
meeting the year’s operational targets.
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Strengthen centralised procurement to maintain business stability

Steadily rising prices of cotton yarn, dyes and chemicals since the
beginning of the year caused a pressure on the Group’s business and
affected the earnings. The Group’s centralised procurement management
system played an important role in ensuring the supply of raw materials
and managing and mitigating the impact of rising raw material prices on
business operation.

Confronting with the adverse situation of rising prices of cotton yarn,
dyes and chemicals, the Group provided effective support for the sales
department by creating a well-priced sales strategy informed by an
accurate assessment of the price trends of raw materials through the
centralised procurement management system. In addition, the Group
coordinated the production units through the system by stepping up
quality grade management of raw materials and matching raw material
quality and price for orders in accordance with the principle of “same price
for the same quality”, which effectively buffered the impact of the decrease
in revenue from orders brought by rising raw material prices and improved
the Group’s average earnings per order.

Centralised procurement also helped the Group strengthen the strategic
cooperation with its main suppliers, effectively alleviate supply shortage
resulting from quickly rising raw material prices, and ensure stable and
efficient production and operations.

Unify production scheduling to maintain operational stability

In response to demand fluctuations and rising costs, the Group adjusted
its marketing strategy to reflect the adjusted market landscape. Due to
changes in demand, this year saw significant variation in order sizes and
categories compared to previous years, marked by increased small orders
and rush orders, which put a much greater pressure on the producers in
production management than they faced before.

Unified production scheduling played a role in stabilising the Group’s
management system by balancing production and demand. Unified
coordination of production management is the Group’s most important
mechanism to control full-year production cost, assure product quality,
and defuse and solve all types of adverse factors. By scheduling orders
according to the cost levels of different manufacturers with a view to saving
manufacturing costs, implementing early coordination for order fulfiment,
and closely monitoring the production lines of the manufacturers in order to
control production progress, increase production efficiency, ensure timely
product delivery and high product quality and reduce manufacturing loss,
the mechanism played a crucial role for meeting the year’s operational
targets.
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Shift growth drivers to bolster high-quality development

In accordance with the guidelines of China’s 13th Five-Year Plan for
the textile industry, the Group will be committed to achieving its goal of
business transformation and integrated development with industry-leading
process technologies and production equipment by relying on innovation
for higher quality and enhanced efficiency during the 13th Five-Year Plan
period.

Fabric printing and dyeing industry is an important part of the textile
production process which involves dyeing and finishing, property
enhancement, and improvement of quality and value. The industry has
a high technology content with strict requirements on manufacturing
precision and operating quality and has assumed a new landscape
featuring innovation-driven development, improved quality and efficiency,
increased brand effect, and strengthened international cooperation since
the beginning of the 13th Five-Year Plan period, driven by the 13th Five-
Year Plan for the textile industry. Information technology (IT) is widely
used in many areas of the industry, including production, research and
development (R&D), management, warehousing and logistics, and smart
automated production characterised by online monitoring of production
processes, automated handling and packaging, smart warehousing, and
smart management, has been promoted in the industry as well.

Increasing labour productivity and product quality stability through smart
production and integrated IT management has become a big trend of
innovation-driven development in the industry.

Against the backdrop of innovation-driven development, the Group
accelerated the switch of growth drivers for high-quality development in
2018 by summarising and drawing upon its experience in the previous
stage of development.

Optimize capacity planning, deployment and utilisation to lead the
industry in smart manufacturing

Against the backdrop of China’s industry policy adjustment, the Group’s
future domestic production capacity deployment will to varying degrees
be affected by changes in policy and environment. Going with the flow
by taking advantage of the process of industry policy adjustment as an
opportunity to reorganise the Group’s production capacity and upgrade
its production to IT-driven smart production is a choice that will allow
the Group to shift from a passive to proactive position in the process of
industry restructuring.

According to the Group's preliminary plan, Yancheng Fuhui fabric mill will
establish continuous production processes of smart dyeing and printing
based on extensive systems including online monitoring of production,
smart dyeing and automated process management, centralised distribution
of dyes and chemicals and quick inspection of half-finished products and
achieve industry-leading integration of manufacturing execution system
(MES) and enterprise resource planning (ERP) SAP system. This will
provide a substantial improvement in both product quality and operating
efficiency.
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Accelerate IT system overhaul to drive high-quality development

In the face of the dual pressure from the reindustrialisation of developed
countries and accelerated industrialisation of developing countries, the
restructuring and transformation of China’s textile industry will also pick up
speed during the 13th Five-Year Plan period.

It has become a consensus and shared pursuit of the textile manufacturing
industry to embrace innovation-driven, green, open and sharing-oriented
development, strengthen innovation capacity with the focus on improving
the quality of development and increasing efficiency, advance smart
and green manufacturing, foster new growth drivers and create new
competitive advantages.

Thanks to IT-driven process transformation with the continuous
development of programmed control of manufacturing processes and
information technology, IT-based methods that integrate MES and ERP
SAP system to improve printing and dyeing processes and production
capacity have been widely used in the printing and dyeing industry.

The Group has been committed to increasing the productivity of its
production subsidiaries by leveraging information technology for high-
quality development with improved product quality and reduced
consumption. In 2018, the Group drew upon advanced experience of
the textile industry peers in view of the trend of smart manufacturing in
the industry. It initiated the development and design of a manufacturing
execution system called MES+ which reflects the characteristics of the
Group’s production processes and management procedures and gives
a full scope to the Group’s traditional advantages in printing and dyeing
processes, with plans to integrate it with the existing ERP SAP system
to make up for the weakness of IT-based management of its production
subsidiaries.

The establishment of MES+ and its integration with ERP SAP system
will deliver a 30% productivity improvement, a 20% decrease in product
production cycle, and a 30% reduction in defect rate for the Group’s
production subsidiaries, thus effectively increasing the Group’s earnings.

Speed up product R&D to put brand building on a solid foundation

While continuously strengthening the production capacity building of
its production subsidiaries, the Group remained market-oriented and
customer-centric and committed to collaborating with upstream and
downstream partners to develop new and high value-added products in
2018.

By focusing on the notion of “fashionable, technological and green”, the
Group achieved fruitful results in designing and developing comfortable,
fashionable, environmental-friendly and functional products by using
high-performance fibre materials such as new materials like synthetic
biomass fibre and ultra-spun cotton fibre and new knitting techniques and
equipment.
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In the year, the Group rolled out a succession of products with new
technical features with a remarkable success in the market. Currently, the
Group’s new products include not only the blue wool series, super soft
series, synthetic woven fabric series and high elastic cotton series, but
also functional series which have been highly-recognised in the industry
as well. A lineup of collections including Stay New, Touch Cotton, TR120
BAL Poly, Micor Rayon/Acrylic, and NYLON(UMORFIL) have hit the market
one after another. We have also developed stretchable fabric called FBG-
tech™., FBG stands for “Fabric body guard”. This super fabric contains
fire amazing functions all-in-one, i.e. wind proof, air permeability, water
repellency, heat-generation and water vapour permeability.

By continuously improving product R&D capacity and adopting new
materials, new processes and new technologies over the years, the Group
has advanced from category expansion to product serialisation based on
steadily accumulated know-how, which positions it strongly for subsequent
brand building.

Events after the Reporting Date

The Group did not have any significant event after the reporting date (i.e.
31 December 2018) and up to the date of this announcement.
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FINANCIAL REVIEW

The key operating and financial indicators of the Group for the year ended

31 December 2018 are set out below:

Br 5Bl

REBHZ2018F 12 AT HILFE 2 T BKE

KREISIER 25T ¢

2018 2017
Statement of Profit or Loss ltems BEKREE

(Al amounts in HK$ thousands unless (BRIFRIGEEAINT B 58

otherwise stated) HAFHETIIR)
Revenue E 7,510,789 6,913,785
Gross profit EA 820,779 751,495
EBITDA* BBHTE KSR E 429,230 406,833
Profit for the year EFEAR 178,279 175,946
Profit attributable to owners of the KARHEB ANELEF

Company 160,792 156,846
Basic earnings per share (HK cents) FREEARZF GBI 13.3 13.0

Key Financial Ratios FEHMKLLE

Profitability ratios BFIEEDHFE
Gross profit margin (%) FEFNE (%) 10.9% 10.9%
EBITDA* margin (%) BHHTE KT X (%) 5.7% 5.9%
Expenses as a % of revenue BIZIE &5 F
Distribution and selling expenses DM HE B R 2.4% 2.5%
Administrative expenses THEM 5.9% 6.0%
Finance costs BB R 0.4% 0.3%
Asset efficiency BEME
Inventory turnover period (days) GFERASEE (8) 81 86
Trade and bills receivables EERFRERZIEEES ()

turnover period (days) 60 67
Trade and bills payables EERBIBRENFIEEES (B)

turnover period (days) 42 48

* EBITDA means earnings before interest, tax, depreciation and amortisation.

*  EBITDAfREER BN E REHAIAE -

At 31 December

At 31 December

M12A31H W12 A31H
2018 2017
Asset ratios BELER
Current ratio* BN R 23 2.2
Net debt/EBITDA ratio SHETS BRITE LR A =R (0.4) 0.3)
Gearing ratio EREELR
Total liabilities/Equity attributable to BERE,AAA
owners of the Company HE AR 0.6 0.6

#  Current ratio is calculated by dividing current assets by current liabilities.
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Revenue

The Group’s revenue for the year ended 31 December 2018 amounted to
approximately HK$7,510,789,000 (2017: HK$6,913,785,000).

Revenue by business segments

o,

EEE

EBEHE2018F12 A1 BILFEMNE XL A
7,510,789,0003% 7T (2017 4F : 6,913,785,000 %
JL) °

ERBREBIE

Production and Sales of Dyed Fabrics

0
1.7% and Yarns
SLERHERM MY
5 88.3% [ Production and Sales of Garments
‘%,0 SHENHERK
<0,
76ﬂ$

In current year, the Group’s core business, production and sales of dyed
fabrics and yarns, generated revenue of approximately HK$6,635,572,000
(2017: HK$5,998,860,000), which accounted for 88.3% (2017: 86.8%) of the
Group’s total revenue. Revenue from production and sales of garments was
approximately HK$875,217,000 (2017: HK$914,925,000), which accounted for
11.7% (2017: 13.2%) of the Group’s total revenue.

Cost of Sales and Gross Profit

For the year ended 31 December 2018, overall cost of sales of the Group
amounted to approximately HK$6,690,010,000 (2017: HK$6,162,290,000) and
overall gross profit margin was 10.9% (2017: 10.9%).

During the year under review, the Group’s revenue increased by 8.6%, which
was mainly due to the increase in sales volume of fabric by approximately
6.9%. The increase in average selling price of fabric was offset by the increase
in energy costs, resulting in a stable gross profit margin as compared with last
year.
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Distribution and Selling Expenses

For the year ended 31 December 2018, the Group’s overall distribution
and selling expenses amounted to approximately HK$181,673,000 (2017:
HK$172,868,000), which accounted for 2.4% (2017: 2.5%) of the Group’s total
revenue.

Administrative Expenses

For the year ended 31 December 2018, the Group’s overall administrative
expenses amounted to approximately HK$442,718,000 (2017: HK$412,891,000),
which accounted for 5.9% (2017: 6.0%) of the Group’s total revenue.

Earnings before Interest, Tax, Depreciation and Amortisation (EBITDA)

For the year ended 31 December 2018, the Group’s EBITDA amounted to
approximately HK$429,230,000 (2017: HK$406,833,000) and the EBITDA
margin was 5.7% (2017: 5.9%).

Finance Costs

For the year ended 31 December 2018, the Group’s finance costs amounted
to approximately HK$30,397,000 (2017: HK$22,533,000), representing 0.4%
(2017: 0.3%) of the Group’s total revenue.

Capital Expenditure

During the year under review, the Group invested approximately
HK$242,653,000 (2017: HK$231,326,000) in additions of property, plant and
equipment. The Group’s capital commitments primarily relate to the acquisition
of property, plant and equipment. As at 31 December 2018, the Group
had contracted capital commitments of approximately HK$20,000,000 (31
December 2017: HK$66,663,000) in relation to the acquisition of property, plant
and equipment.

Income Tax Expense

For the year ended 31 December 2018, income tax expense of the Group
amounted to approximately HK$52,586,000 (2017: HK$36,304,000).

Profit Attributable to Owners of the Company

For the year ended 31 December 2018, profit attributable to owners of the
Company was approximately HK$160,792,000 (2017: HK$156,846,000) and
the corresponding profit margin was 2.1% (2017: 2.3%).
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Inventories

As at 31 December 2018, the Group’s inventories amounted to approximately
HK$1,479,107,000 (31 December 2017: HK$1,450,187,000). The inventory
turnover period was 81 days, a decrease of 5 days compared with 86 days in
2017.

Trade and Bills Receivables

As at 31 December 2018, the Group’s trade and bills receivables amounted to
approximately HK$1,236,970,000 (31 December 2017: HK$1,261,584,000).
Trade and bills receivables turnover period was 60 days, a decrease of 7 days
compared with 67 days in 2017.

Trade and Bills Payables

As at 31 December 2018, the Group’s trade and bills payables amounted to
approximately HK$770,819,000 (31 December 2017: HK$817,067,000). Trade
and bills payables turnover period was 42 days, a decrease of 6 days compared
with 48 days in 2017.

Liquidity and Financial Resources

As at 31 December 2018, the Group’s net assets amounted to approximately
HK$3,601,245,000 (31 December 2017: HK$3,556,376,000). The key figures
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of the Group’s financial position were as follows: 3,556,376,00078 L) - EE AR EZE R
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At 31 December At 31 December

MW12831H W12 318

2018 2017

HK$’000 F#& 7 HK$'000 F& T

Non-current assets ERBEE 1,771,706 1,746,764

Current assets mENEE 3,892,818 3,842,207

Total assets BEHRE 5,664,524 5,588,971

Current liabilities mEEE 1,687,133 1,746,107

Non-current liabilities JEREIEE 376,146 286,488

Total liabilities BEAE 2,063,279 2,032,595

Net assets BEFE 3,601,245 3,556,376

The Group met its funding requirements in its usual course of operation by cash S B LA & Fﬁ/E' RemeE MEITHREHAENE

flows from operations, as well as long-term and short-term bank borrowings. THEEE2FE - MEARZAEZEHRRTT
Capital expenditure was mainly financed by long-term bank borrowings. BRI -
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As at 31 December 2018, the principal financial covenant figures/ratios
(according to the definitions of the Group’s principal banks) were as follows:

MN2018F 12 A31 B - T BB KRLEE 't
R (BEAEEETEEREITHTE) T -

At 31 December
M®12A31H
2018

At 31 December
»12 A31H
2017

Consolidated tangible net worth RAEFBREE
Consolidated total bank debt to A RIRTTRES
consolidated tangible net worth e FAEREELD
Consolidated EBITDA to R BBITE RE RN E Y
consolidated interest expense EREF B A
Consolidated current assets to ERBEES
consolidated current liabilities ARSI BELD
Consolidated capital expenditure FAEEARRX

HK$3,162,107,000 8T HK$3,124,272,0008 7T

0.3 0.2

14.1 18.1

23 2.2

HK$242,653,000 7% JT HK$231,326,000 /% 7T

During the years ended 31 December 2018 and 2017, the Group had complied
with all covenant ratios and undertakings.

Risk Management

The Group follows a stringent and prudent risk management policy to manage
foreign exchange and interest rate risks.

The sale and the purchase of raw materials of the Group were mainly
denominated in HKD, USD and RMB. Since the Group mainly carries out
production in China, we are exposed to foreign exchange risk arising from RMB
exposure. The Group has been closely monitoring the exchange rate fluctuation
for USD and RMB and will continue to monitor the trend of the exchange rate
and adopt appropriate measures in order to mitigate the foreign currency risk in
a cautious manner.

In addition, bank borrowings of the Group were denominated in HKD and
USD and interests were mainly charged on a floating rate basis. The Group will
continue to monitor the interest rates fluctuation in the market and will adopt
appropriate measures to minimise the interest rate risk.
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EMPLOYEES AND REMUNERATION POLICIES

As at 31 December 2018, the Group had 8,926 (2017: 9,345) full-time
employees. The Group will continue to implement streamlined production so
as to further minimize our labour cost. The Group’s emolument policies are
formulated on the performance of individual employee and the salary trends in
various regions, which are reviewed regularly. Subject to the Group’s profitability,
the Group may also distribute a discretionary bonus to its employees as an
incentive for their contribution to the Group.

The Company has established a share option scheme for its employees, and
also provides regular training courses and subsidies for continuing education so
as to improve the skills of its employees with respect to production, selling and
management.

OUTLOOK

Steadily advancing key work plans in a well-coordinated manner

In line with the larger trend of industrial restructuring, transformation and
upgrading and with the focus on shifting growth drivers, the Group in the
coming three years will be committed to accelerating capacity building and
innovation-driven business transformation under the guidance of China’s 13th
Five-Year Development Plan for the textile industry.

The Group will focus its work in four key areas, namely adjusting its production
capacity deployments and building Yancheng Fuhui fabric mill into an exemplary
smart factory; accelerating IT-driven technological restructuring and upgrading
and improving product quality and operating performance; improving product
R&D capacity and forming a series of branded product series with proprietary
intellectual property rights; and actively taking part in industry integration and
establishing industry alliances integrating upstream and downstream partners for
strategic coordination. In accordance with the principles of coordinated planning
and steady advancement, it will gradually achieve high-quality development.

In accordance with its three-year work plan, the Group will complete the design,
feasibility verification, regulatory approval and organisational preparation of
Yancheng Fuhui fabric mill; complete the IT management system overhaul
of production subsidiaries; and establishing strategic partnerships with key
partners to develop products, expand market and share gains together in 2019.

The plan is to complete Yancheng Fuhui fabric mill as an exemplary smart
factory in 2020 in a milestone achievement of the Group's manufacturing
transformation, marked by the preliminary formation of a portfolio of competitive
product series with increased added value, updated IT management systems
and industry leading manufacturing.

The Group aims to achieve high-quality development in 2021 when it will have
put in place a solid smart manufacturing infrastructure, increase brand premium
comprehensively, and achieve industry leadership in terms of manufacturing
technologies and product quality.
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CORPORATE GOVERNANCE CODE = # &5 8l

Throughout the year from 1 January 2018 to 31 December 2018 (the “Year”),
the Company has consistently adopted and complied with all the applicable
code provisions of the Corporate Governance Code as set out in Appendix
14 to the Rules Governing the Listing of Securities on the Stock Exchange
(the “Listing Rules” and the “CG Code”, respectively), except for the deviation
disclosed below, as guidelines to reinforce our corporate governance principles.

With effect from 23 January 2015, Mr. ZHAO Yao, the chairman of the Board
and an executive Director, has taken up the position of the chief executive officer
of the Company, details of which were set out in the Company’s announcement
dated 23 January 2015. This deviated from code provision A.2.1 of the CG
Code which stipulates that the roles of the chairman and chief executive officer
should be separate and should not be performed by the same individual.
However, having considered the current status of the Group, vesting the roles of
both chairman and chief executive officer in the same person enables the Group
to plan its overall strategy more efficiently and achieve the budgeted target. The
Board believes that the balance of power and authority under this arrangement
is adequately ensured by the Board which comprises experienced, professional
and high caliber individuals with a sufficient number thereof being independent
non-executive Directors.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS

EEETERSRZNEESE

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers as set out in Appendix 10 to the Listing Rules (the
“Model Code”) as its own code of conduct regarding Directors’ securities
transactions. In response to the specific enquiries made by the Company on
all Directors, they have confirmed that they had complied with the required
standard set out in the Model Code throughout the Year.

ANNUAL GENERAL MEETING BRFRBF K

It is proposed that the annual general meeting of the Company (the “AGM”)
will be held on Friday, 10 May 2019. The notice of the AGM will be dispatched
to the shareholders of the Company (the “Shareholders”) and available on the
respective websites of the Company and the Stock Exchange in due course in
the manner as required by the Listing Rules.

FINAL DIVIDEND >R i fig &

The Board has resolved to recommend the payment of a final dividend of
HK10.64 cents per share in respect of the Year (the “Final Dividend”) to the
Shareholders whose names will appear on the register of members of the
Company (the "Register of Members") on Wednesday, 22 May 2019. Subject to
the approval of the Shareholders at the forthcoming AGM, the proposed Final
Dividend will be payable on or about Friday, 31 May 2019.
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SPECIAL DIVIDEND %5 5 iz 5.

For the celebration of 30th listing anniversary of the Company, the Board has
also resolved to recommend the payment of a special dividend of HK1.33 cents
per share in respect of the Year (the “Special Dividend”) to the Shareholders
whose names will appear on the Register of Members on Wednesday, 22 May
2019. Subject to the approval of the Shareholders at the forthcoming AGM, the
proposed Special Dividend will be payable on or about Friday, 31 May 2019.
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CLOSURE OF REGISTER OF MEMBERS E {3} % Iz {718 F & &2

In relation to the AGM

The Register of Members will be closed from Tuesday, 7 May 2019 to Friday, 10
May 2019, both dates inclusive, during which period no transfer of shares will
be registered. In order to qualify for attending and voting at the AGM, the non-
registered Shareholders must lodge all transfer documents accompanied by the
relevant share certificates with the Company’s share registrar, Boardroom Share
Registrars (HK) Limited at Room 2103B, 21/F., 148 Electric Road, North Point,
Hong Kong for registration, not later than 4:30 p.m. on Monday, 6 May 2019.

In relation to the proposed Final Dividend and Special
Dividend

Conditional on the passing of the resolutions approving the payment of the Final
Dividend and the Special Dividend in respect of the Year by the Shareholders
at the AGM, the Register of Members will be closed from Wednesday, 22 May
2019 to Friday, 24 May 2019, both dates inclusive, during which period no
transfer of shares will be registered. In order to qualify for the proposed Final
Dividend and the proposed Special Dividend, the non-registered Shareholders
must lodge all transfer documents accompanied by the relevant share
certificates with the Company'’s share registrar, Boardroom Share Registrars (HK)
Limited at Room 2103B, 21/F., 148 Electric Road, North Point, Hong Kong for
registration, not later than 4:30 p.m. on Tuesday, 21 May 2019.
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PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED

SECURITIES
Bl - HENBEAQFZ LHES

During the Year, the Company had not redeemed its listed securities, nor did the
Company or any of its subsidiaries purchase or sell any of such securities.
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AUDIT COMMITTEE’S REVIEW B ZE 2% H

The Company has established an audit committee of the Board (the “Audit
Committee”) for the purposes of reviewing and providing supervision over the
Company’s financial reporting process, risk management and internal controls.
The Audit Committee presently comprises 1 non-executive Director and 2
independent non-executive Directors (the “INEDs”), and one of the INEDs acts
as the chairman of the Audit Committee. The Audit Committee has reviewed the
audited consolidated final results as well as the systems of risk management
and internal control of the Group for the Year.
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PUBLICATION OF 2018 FINAL RESULTS ANNOUNCEMENT AND
ANNUAL REPORT

T3 2018 FARAHXE A ERFR

This results announcement is published on the respective websites of the — ANE4E N &1 9 BIF A A &) 4815 (www.fshl.com)
Company (www.fshl.com) and the Stock Exchange (www.hkexnews.hk). The K B 32 BT 48 ik (www.hkexnews.hk) FI & - & H
2018 annual report of the Company containing all the information required by ~ TR BIARE K FTE E kL2 AR R Z 2018 F F 3f
the Listing Rules will be dispatched to the Shareholders and available on the &R AR IESE TR - WHIE FHEANE
respective websites of the Company and the Stock Exchange in due course in - SREIFZ 7 BIFIE A A 2 7] K B 32 P40

the manner as required by the Listing Rules.

By Order of the Board

Fountain Set (Holdings) Limited
ZHAO Yao

Chairman and Chief Executive Officer

Hong Kong, 22 March 2019
As at the date of this announcement, the Board comprises 4 executive Directors, namely Mr. ZHAO Yao (Chairman and
Chief Executive Officer), Mr. LIU Xianfu, Mr. TAO Yongming and Mr. YAU Hang Tat Andrew; 2 non-executive Directors,

namely Dr. YEN Gordon (Non-executive Vice Chairman) and Mr. SUN Fuji; and 3 INEDs, namely Mr. NG Kwok Tung,
Mr. YING Wei and Mr. William LAM.
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