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BUSINESS MODEL

The Group, founded in Hong Kong in 2001, principally designs, manufactures and sells apparel
products with a focus on women’s fashion outerwear such as coats and jackets, dresses, activewear,
pants and jeans. The Group is headquartered in Hong Kong and operates its owned Jiaxing Factory in
the PRC. The Group also operates four showrooms in New York, Los Angeles, Hong Kong and the
Jiaxing Factory respectively.

The Group’s turnover is principally derived from the sales of apparel products. The Group’s
products can be classified into two categories, namely, private label products and own brand products.
Private label products are those designed and manufactured under the private labels owned or specified
by the Group’s customers, while own brand products are those designed and manufactured under the
Group’s proprietary labels. The table below sets out the breakdown by product category of the Group’s
turnover during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$'000 %  HK$'000 %  HK$'000 %
(unaudited)
Private label
products (note) 275,258 89.9 293,249 88.6 57,372 85.0 53,355 87.7
Own brand products 31,056 10.1 37,839 11.4 10,154 15.0 7,504 12.3
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

Note: All of the Group’s sales of private label products can be regarded as OEM sales as the designs of private label
products are generally modified based on customers’ request even though the original designs or inspirations are
provided by the Group.

For the Group’s private label products operation, the Group provides and recommends new product
designs and inspirations to its customers on a continuous basis. The Group’s customers may develop
and/or make modifications to a design based on the Group’s recommendations or inspirations, or
alternatively, provide their own designs to the Group. After confirming a design with its customer and
receiving a purchase order from the customer, the Group will either manufacture the products at its
Jiaxing Factory or outsource the whole or the core parts of the manufacturing process to third-party
product suppliers.

For own brand products operation, the Group, on the one hand, presents new product designs to its
customers and arranges for the manufacture of the products upon receiving customers’ purchase orders,
and, on the other hand, the Group also maintains a certain level of inventory for various pre-selected
styles of products based on projected sales volume and anticipated fashion trends.

The table below sets out the relevant breakdown of the Group’s turnover during the Track Record
Period attributable to products manufactured by the Group’s Jiaxing Factory and products supplied by
third-party product suppliers:

Year ended Year ended Five months ended Five months ended

31 December 31 December 31 May 31 May

2011 2012 2012 2013
HK$°000 %  HK$’000 %  HK$’000 %  HK$'000 %
(unaudited)
Jiaxing Factory 177,026 57.8 182,806 55.2 25,198 37.3 28,824 47.4
Third-party product

suppliers (note) 129,288 42.2 148,282 44.8 42,328 62.7 32,035 52.6

306,314  100.0 331,088  100.0 67,526  100.0 60,859  100.0
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Note: Such figures include the Group’s turnover attributable to products supplied by third-party product suppliers with raw
materials supplied by the Group to the third-party product suppliers for further processing and/or with raw materials
procured by the third-party product suppliers themselves.

When determining whether to manufacture the products at the Group’s Jiaxing Factory or to
outsource to third-party product suppliers, the Group will take into consideration the level of utilisation
of capacity of the Jiaxing Factory, the economic efficiency and opportunity cost of carrying out the
production of the order at the Jiaxing Factory, and the type of materials involved in the products.

SALES AND MARKETING AND SALES CHANNELS

To maintain close relationship with existing customers and foster new business relationships with
potential customers of the Group, the Group pays regular visits to existing customers in the United
States and Canada in attempt to keep pace with their requirements, development trends and directions.
The Group also showcases to potential customers the Group’s product designs and production capability
through face-to-face presentations or by inviting them to visit the production facilities of the Group
located at the Jiaxing Factory and/or the Group’s showrooms in New York, Los Angeles, Hong Kong
and Jiaxing, where the Group presents product samples and conducts face-to-face presentations of new
product designs to its customers. Once the Group’s products are sold to its customers, the products are
typically retailed by the Group’s customers at their respective retail stores and department stores. The
Group does not have its own retail operation. The Group’s business model involves no distributorship,
franchising or consignment arrangements.

MAJOR CUSTOMERS, SUPPLIERS AND SUBCONTRACTORS

The Group’s customers for private label products mainly include well-known apparel brand owners
and fashion specialty chain retailers located in the United States as well as a Canadian-based apparel
brand owner and wholesaler. The Group’s customers for own brand products range from well-known
retail chain department stores to independent fashion boutiques in the United States. For each of the two
years ended 31 December 2012 and the five months ended 31 May 2013, the Group had not less than
32, 43 and 24 customers respectively.

Set out below is a breakdown of the Group’s turnover during the Track Record Period by location
of the customers:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 % HK$’000 % HK$’000 % HK$’000 %
(unaudited)

The USA 216,102 70.6 217,669 65.7 25,840 38.3 29,050 47.7
Canada 80,942 26.4 109,495 33.1 40,487 60.0 30,600 50.3
Others (Note) 9,270 3.0 3,924 1.2 1,199 1.7 1,209 2.0
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

Note: Other locations include the PRC, Australia and countries in Europe and the Middle East.

For each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
percentage of the Group’s sales attributable to the Group’s largest customer amounted to approximately
26.4%, 33.1% and 50.3% respectively, while the percentage of the Group’s sales attributable to the
Group’s five largest customers combined amounted to approximately 83.2%, 84.7% and 94.7%
respectively.

Suppliers of the Group include (i) third-party raw material suppliers; and (ii) third-party product
suppliers. During each of the two years ended 31 December 2012 and the five months ended 31 May
2013, the Group had engaged approximately 349, 324 and 184 third-party raw material suppliers and
approximately 40, 40 and 19 third-party product suppliers respectively. The major raw materials used for
the Group’s production include fabric and leather. The Group also requires other raw materials including
buttons, zippers, packing materials, labels and other accessories for its production. Third-party product
suppliers are apparel traders or manufacturers in the PRC to which the Group outsources the whole or
the core parts of the manufacturing process of some of the Group’s products.
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The Group also subcontracts certain auxiliary procedures, such as washing and embossing, to
external specialised subcontractors when the Group does not have the capability or capacity to complete
such auxiliary procedures at its Jiaxing Factory. For each of the two years ended 31 December 2012 and
the five months ended 31 May 2013, the Group engaged approximately 101, 95 and 46 subcontractors
for auxiliary procedures respectively.

COMPETITIVE LANDSCAPE

There are a large number of market players in the fashion and apparel industry and competition in
the PRC apparel manufacturing industry is intense. Apparel manufacturers such as the Group targeting
international apparel groups and specialty chain retailers in the United States and Canada compete
mainly on (i) product design and development capabilities and the ability to anticipate fashion trends;
(i1) reliability of product quality and timely delivery; (iii) price competitiveness; and (iv) ability to
operate under various social compliance requirements set out by the customers. For details of the
competitive landscape and the future opportunities and challenges faced by the Group, please refer to
the section headed “Industry overview” in this document.

COMPETITIVE STRENGTHS

The Group believes that it has several business strengths that set it apart from its competitors and
enables it to continue in its growth and enhance its profitability. The competitive strengths of the Group
include: (i) strong and innovative product design and development capabilities; (ii) vertically integrated
front-to-back-end operation; (iii) technical ability to manufacture complex apparel; (iv) established
relationship with international fashion retailers; and (v) stringent quality control measures to that ensure
high quality of products.

BUSINESS STRATEGIES

The principal business objective of the Group is to further strengthen its position as an established
vertically integrated apparel designer, manufacturer and supplier. The Group intends to achieve its future
expansion plans by (i) further developing its own brand products operation; (ii) enhancing its
manufacturing facilities; and (iii) further strengthening its design capability.

SHAREHOLDERS

Immediately after the Reorganisation and before [e], the Company is owned (i) as to 50% by All
Divine, which is an investment holding company wholly and beneficially owned by Mr. Tien; and (ii) as
to 50% by Fortune Zone, which is an investment holding company wholly and beneficially owned by
Mr. Gozashti.

Mr. Tien and Mr. Gozashti are founders of the Group. Mr. Tien is the chairman of the Board and
an executive Director. Mr. Gozashti is an executive Director and the chief marketing officer of the
Group. Mr. Tien and Mr. Gozashti do not, directly or indirectly, carry on, participate or engage in, nor
are they otherwise interested in, any other business which is or may be in competition with the business
of the Group. For details of the background of Mr. Tien and Mr. Gozashti, please refer to the section
headed “Directors and senior management” in this document.

NON-COMPLIANCES

A summary of the Group’s historical non-compliances during the Track Record Period is set out as
below:

Event(s) of Reason(s) for Remedial action(s) Legal consequence(s) and maximum
non-compliance non-compliance taken and to be taken potential penalty
Runway Jiaxing failed to The Group did not possess sufficient Since June 2013, the Group has made the The PRC Legal Advisers have advised that
make certain housing knowledge on and did not engage external required contributions to the housing provident under the relevant PRC laws and regulations,
provident fund contributions  adviser to provide professional advice on the  fund for employees of Runway Jiaxing. the relevant authorities may order the Group
into the designated bank relevant requirements under the relevant PRC to settle the outstanding contributions within a
accounts for the benefits of ~ laws and regulations before the preparation for The Group has adopted the measures as set prescribed period for failing to make
its employees. the [o]. Also, some of the Group’s employees out in the paragraph headed “Key measures  contributions to the housing provident fund or
at the time had no intention to participate in  taken to avoid the recurrence of the non- apply to the local court for compulsory
the scheme as they did not want to bear their ~compliance incidents” under the section enforcement when such period expires, and
part of the housing provident fund headed “Business” in this document to ensure impose a fine ranging from RMB10,000 to
contribution. the continuous compliance with the relevant ~ RMB50,000 for failing to comply with the
PRC laws and regulations in relation to requirement in relation to the registration of
making contributions to the housing provident housing provident fund and accounts opening
fund. within a time limit.
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Event(s) of
non-compliance

Runway HK failed to notify
the Companies Registry, in
the prescribed form, of the
change of particulars
(including residential address
and passport number) of Mr.
Tien and Mr. Gozashti within
14 days of such changes.

Reason(s) for
non-compliance

The former company secretary of Runway HK
was responsible for all the statutory filings of
Runway HK with the Companies Registry.
Although Runway HK had made the
corresponding updates of Mr. Tien’s and Mr.
Gozashti’s particulars in its annual returns
filed with the Companies Registry in 2004 and
2010 respectively, Runway HK did not use the
specified form to notify the Companies
Registry within the prescribed time limit for
each of the changes since the former company
secretary of Runway HK misbelieved that
Runway HK only had to update the directors’
particulars in the next annual return and no
separate notification was required.

Remedial action(s)
taken and to be taken

Upon discovery of the non-compliance
incidents in 2013, Runway HK submitted the
prescribed forms to the Companies Registry on
13 May 2013 and 15 July 2013 respectively
for the purpose of notifying the Companies
Registry of the changes in directors’
particulars pursuant to section 158(4) of the
Companies Ordinance.

The Group has adopted the measures as set
out in the paragraph headed “Key measures
taken to avoid the recurrence of the non-
compliance incidents” under the section
headed “Business” in this document to ensure
the due delivery of the requisite notifications
to the Companies Registry pursuant to the
Companies Ordinance.

KEY OPERATIONAL AND FINANCIAL DATA

Legal consequence(s) and maximum
potential penalty

According to the relevant provisions of the
Companies Ordinance, Runway HK, Mr. Tien
and Mr. Gozashti as directors of Runway HK
and the former company secretary of Runway
HK at the material times shall be liable to a
maximum penalty of HK$10,000 for each
default and, for each continued default, to a
daily default fine of HK$300. Each of
Runway HK, Mr. Tien, Mr. Gozashti and the
former company secretary of Runway HK is
therefore liable to a maximum penalty of
HK$1,254,200 for all the above non-
compliance incidents in relation to the
Companies Ordinance in case of successful
prosecution.

The table below sets forth selected information and analysis from the combined statements of
comprehensive income of the Group:

Five months

Five months

Year ended Year ended ended ended
31 December 31 December 31 May 31 May
2011 2012 2012 2013
HK$’000 HKS$’000 HKS$’000 HKS$’000
(unaudited)
Revenue
— Private label products 275,258 293,249 57,372 53,355
— Own brand products 31,056 37,839 10,154 7,504
306,314 331,088 67,526 60,859
Gross profit
— Private label products 57,769 69,094 9,459 10,892
— Own brand products 8,794 12,128 2,248 1,964
66,563 81,222 11,707 12,856
Gross profit margin
— Private label products 21.0% 23.6% 16.5% 20.4%
— Own brand products 28.3% 32.1% 22.1% 26.2%
— Overall 21.7% 24.5% 17.3% 21.1%
Sales quantity
(in thousands of pieces) 2,257 2,498 678 553
Average unit selling price
(in HK$) 135.7 132.5 99.6 110.1
Profit/(loss) before income tax 11,748 28,301 (3,765) (4,862)
Profit/(loss) for the year/period
attributable to the owners of
the Company 9,417 23,152 (3,100) (4,524)
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The Group’s turnover increased from approximately HK$306.3 million for the year ended 31
December 2011 to approximately HK$331.1 million for the year ended 31 December 2012 due to the
increase in the Group’s sales quantities while the turnover for the five months ended 31 May 2013
slightly decreased as compared to the corresponding period in 2012 which was mainly due to the delay
in placing orders by certain customers of the Group in 2013 (as further explained in the section headed
“Financial information™ in this document).

The Group’s gross profit amounted to approximately HK$66.6 million, HK$81.2 million and
HK$12.9 million for each of the two years ended 31 December 2012 and five months ended 31 May
2013 respectively. The Group’s overall gross profit margin was approximately 21.7%, 24.5% and 21.1%
for each of the two years ended 31 December 2012 and five months ended 31 May 2013 respectively.
Due to the effect of seasonality, the Group generally recorded a relatively lower gross profit margin in
the slack season before July each year. In addition, the Group’s overall gross profit margin is subject to
the proportion of sales of different type of products. The Directors consider that the gross profit margin
of sales of own brand products is generally higher than that of sales of private label products.

The Group’s profit for the year increased by approximately 146.8% or HK$13.8 million from
approximately HK$9.4 million for the year ended 31 December 2011 to approximately HK$23.2 million
for the year ended 31 December 2012, which was mainly due to the combined effect of increase in
turnover and improvement in gross profit margin during the year ended 31 December 2012.

The losses recorded by the Group for the five months ended 31 May 2012 and 2013 were mainly
attributable to seasonal fluctuation. Generally, demand for the Group’s apparel products is relatively
higher in winter. In preparation for the peak season in winter, customers normally place orders with the
Group for winter collection in the second to the third quarter of the year while the Group delivers the
corresponding finished goods to customers in the second half of the calendar year. During each of the
two years ended 31 December 2012, the Group’s sales recognised were higher during the period from
July to November, which accounted for approximately 67.7% and 65.1% of the Group’s annual turnover
for each of the two years ended 31 December 2012 respectively. In contrast, the Group’s sales
recognised were lower during the period from January to May, which accounted for approximately
18.5% and 20.4% of the Group’s annual turnover for each of the two years ended 31 December 2012
respectively.

The following table sets forth selected information from the Group’s combined statements of
financial position:

As at As at As at

31 December 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HKS$’000

Current assets 107,597 137,883 131,388
Current liabilities 88,264 101,245 99,028
Non-current assets 23,042 20,513 20,286
Non-current liabilities 649 418 317
Total equity 41,726 56,733 52,329

The table below sets forth selected information from the Group’s combined statements of cash
flows:

Five months Five months

Year ended Year ended ended ended
31 December 31 December 31 May 31 May
2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)
Net cash generated from/(used in)
operating activities 40,399 29,795 (33,716) (24,964)
Net cash (used in)/generated from
investing activities (6,080) 2,607 (6,247) 4,615)
Net cash (used in)/generated from
financing activities (22,696) (8,916) 29,674 23,967
Net increase/(decrease) in cash and
cash equivalents 11,623 23,486 (10,289) (5,612)
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Inventory

The following table sets out a summary of the Group’s inventory balance as at the respective
financial position dates below:

As at As at As at

31 December 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

Raw materials and consumables 7,728 8,983 16,875
Work in progress 1,731 813 1,522
Finished goods 14,331 17,479 23,663
23,790 27,275 42,060

The increase in the Group’s inventory balance was mainly attributable to the Group’s business
growth as well as seasonal factors. For details, please refer to the sub-section headed “Inventory
analysis” under the section headed “Financial information™ in this document.

Inventories are initially recognised at cost and subsequently stated at the lower of cost and net
realisable value. The Group reviews the inventories at each reporting date and makes allowance for
impairment of obsolete, slow-moving and impaired items. For each of the two years ended 31 December
2012 and the five months ended 31 May 2013, the Group recorded write-down of inventories of
approximately HK$293,000, nil and nil.

The following table sets out an ageing analysis of the Group’s finished goods inventory as at 31
May 2013 and the amount of subsequent sales up to 31 October 2013:

Finished goods

inventory

balance as at Subsequent sales up to

31 May 2013 31 October 2013
Age group HK$’000 HK$’000 %

(unaudited)

0-30 days 8,591 7,839 91.2
31-90 days 1,214 982 80.9
91-180 days 864 551 63.8
181-365 days 3,884 2,606 67.1
Over 1 year 9,110 5,082 55.8
Total 23,663 17,060 72.1
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Although approximately HK$9.1 million of the Group’s finished goods inventory (which is
primarily the Group’s own brand products) was aged over 1 year, the Directors consider that no
provision should be made as at 31 May 2013 because (i) the style and design of the relevant series of
winter clothing are classic and universal in nature which are not considered to be easily outmoded and
could be sold in two or three peak seasons (i.e. in two or three years); (ii) the Group usually aims at
selling its finished goods inventory within 2 years (i.e. 2 peak seasons) before making any impairment;
(iii) leveraged on the Group’s strategy on developing its own brand products operation, the Group’s sales
of own brand products increased by 21.5% from HK$31.1 million for the year ended 31 December 2011
to HK$37.8 million for the year ended 31 December 2012, while the gross profit margin increased from
28.3% to 32.1% over the same period, and as such, the Directors consider that this series of inventory
can be sold at price above its cost in the peak season in 2013; and (iv) approximately 55.8% of the
Group’s finished goods inventory that was aged over 1 year as at 31 May 2013 were subsequently sold
up to 31 October 2013 as illustrated in the above table. Based on the above, the Directors consider that
the write-down of inventories of approximately HK$293,000, nil and nil for each of the two years ended
31 December 2012 and the five months ended 31 May 2013 were adequate.

For a detailed inventory analysis of the Group, please refer to the sub-section headed ‘“Inventory
analysis” under the section headed “Financial information” in this document.

FOREIGN EXCHANGE STRUCTURED FORWARD CONTRACTS

During the Track Record Period, the Group entered into certain foreign exchange structured
forward contracts with two banks in Hong Kong to hedge against the currency risk in relation to the
appreciation of RMB to US$. According to the terms of such foreign exchange structured forward
contracts, a certain amount of money will be payable by the bank to the Group and/or by the Group to
the bank on roughly a monthly basis, depending on the exchange rate of RMB/US$ at the various
valuation dates specified in each foreign exchange structured forward contract. In essence, the foreign
exchange structured forward contracts worked in such a way that the more the RMB appreciates against
US$ as compared to a pre-agreed exchange rate, the higher the net amount of payment that the Group
will receive from the banks subject to certain ceiling; and the more the RMB depreciates against US$ as
compared to a pre-agreed exchange rate, the higher the net amount of payment that the Group would be
required to pay to the banks.

As at the Latest Practicable Date, the Group had 3 outstanding foreign exchange structured forward
contracts. In view of the substantial downside risk of the foreign exchange structured forward contracts,
the Directors confirm that other than the 3 outstanding foreign exchange structured forward contracts,
the Group will not enter into any additional foreign exchange structured forward contracts in the future
unless advance approval by the Shareholders has been obtained after [e] while Mr. Tien, Mr. Gozashti
and their respective associates shall abstain from voting on the relevant resolution(s). Please refer to the
sub-section headed “Hedging of currency risk” under the section headed “Business” in this document
for further information.
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RECENT DEVELOPMENTS SUBSEQUENT TO THE TRACK RECORD PERIOD

Notwithstanding the decrease in sales and increase in net loss of the Group recorded in the five
months ended 31 May 2013, the Directors confirm that the Group has not encountered or experienced
any material adverse changes in its business and financial performance in 2013 up to the date of this
document. In particular, as the delayed orders from the Group’s customers during the first five months
of 2013 (as further explained in the section headed ‘““Financial information™ in this document) gradually
picked up subsequent to 31 May 2013, based on the Group’s unaudited management accounts, the
Group’s revenue for the ten months ended 31 October 2013 and the Group’s total amount of orders
received for the ten months ended 31 October 2013 have both already surpassed the corresponding
figures for the ten months ended 31 October 2012:

Ten months Ten months
ended ended
31 October 31 October
2012 2013 Change
HK$’000 HKS$’000 %
(unaudited) (unaudited)
Revenue 285,745 297,378 4.1
Total amounts of orders received 321,160 335,686 4.5

For the ten months ended 31 October 2013, the Group recorded a gross profit of approximately
HK$69,997,000 based on its unaudited management accounts, with gross profit margin of approximately
23.5%. The total sales quantity increased from approximately 553,000 pieces for the five months ended
31 May 2013 to approximately 2,366,000 pieces for the ten months ended 31 October 2013, with the
average unit selling price slightly increased from approximately HK$110.1 per piece for the five months
ended 31 May 2013 to approximately HK$125.7 per piece for the ten months ended 31 October 2013.
The Group’s liquidity position remained healthy as at 31 October 2013 with its current ratio at
approximately 1.24.

In view of the above and in particular the growth in the Group’s revenue recognised as well as
total amount of orders received for the ten months ended 31 October 2013 compared to the ten months
ended 31 October 2012, the Directors consider that the Group did not experience any weakening of
order book or deterioration of liquidity position.

Based on the unaudited financial information prepared by the management of the Group, up to 31
October 2013, out of the Group’s trade receivables of approximately HK$23.1 million as at 31 May
2013, approximately HK$23.0 million was settled. Also, up to 31 October 2013, the Group has settled
approximately HK$39.3 million out of the HK$41.5 million in trade payables as at 31 May 2013.

The Directors confirm that subsequent to the Track Record Period and up to the date of this
document, there has been no material adverse change in the financial or trading position or prospects of
the Group.

DIVIDENDS

During each of the two years ended 31 December 2012 and the five months ended 31 May 2013,
Runway HK distributed interim dividends of approximately HK$3.9 million, HK$8.3 million and
HK$0.4 million respectively to Mr. Tien and Mr. Gozashti. In addition, Runway HK declared a special
dividend of HK$20.0 million to Mr. Tien and Mr. Gozashti in June 2013, which was fully paid in June
2013. All dividends declared had been fully paid prior to the Latest Practicable Date and the Group
financed the payment of these dividends by internal resources.
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SUMMARY

The declaration and payment of future dividends will be subject to the decision of the Board
having regard to, amongst other things, the Group’s earnings, prospects, investment opportunities and
cash requirements vis-a-vis the then economic situation. The Group does not have any predetermined
dividend payout ratio.

RISK FACTORS

Some of the particular risks are set out in the section headed “Risk factors” in this document,
among which the relatively material risks relating to the Group include:

° the Group’s top five customers accounted for a significant portion of its revenue and any
decrease in sales to any of these customers would affect the Group’s operations and financial
results;

° there is seasonal fluctuation in sales and hence the operating results of the Group for the
peak season of each calendar year or between any interim periods may not be taken as an
indication of the Group’s performance for the entire calendar year;

° the Group has not entered into long-term agreements with customers and there is no
assurance that the current relationship between the Group and any customer can be continued
in the future;
the Group is exposed to credit risks of its customers; and
the Group’s performance and profitability may be affected by consumer spending levels in
the United States and Canada.
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DEFINITIONS

In this document, unless the context otherwise requires, the following expressions have the

following meanings.

“All Divine”

“Articles” or “Articles of

Association”

“associate(s)”
“Audit Committee”
“Board”

“Business Day”

“BVI”
“CAD ’
“CAGR”

“Companies Law”

“Companies Ordinance”

“Company”

“connected person(s)”

“Controlling Shareholders”

“Director(s)”

All Divine Limited, a company wholly and beneficially owned by
Mr. Tien, incorporated in the BVI with limited liability on 28
May 2013 and a Controlling Shareholder

the articles of association of the Company conditionally adopted
on 22 November 2013 and as amended from time to time, a
summary of which is set out in Appendix IV to this document

has the meaning ascribed to it under the [e]
the audit committee of the Board
the board of Directors

a day (other than a Saturday, Sunday or public holiday) on which
licensed banks in Hong Kong are generally open for normal
banking business

the British Virgin Islands
Canadian dollars, the lawful currency of Canada
compounded annual growth rate

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands, as amended, modified and
supplemented from time to time

the Companies Ordinance (Chapter 32 of the Laws of Hong
Kong), as amended, modified and supplemented from time to
time

Runway Global Holdings Company Limited (/R i B2 Bk 28 i A7 R
/A H]), an exempted company incorporated in the Cayman Islands
with limited liability on 19 June 2013 under the Companies Law

has the meaning ascribed to it under the [e]

has the meaning ascribed to it under the [@] and in the case of the
Company, means collectively, Mr. Tien, Mr. Gozashti, All Divine
and Fortune Zone

the director(s) of the Company
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“EIT Law”

“Fortune Zone”

113 GDP”

“Great Entrepreneur”

“Groupn

“HKS$” or “HKD” and “cents”

“Hong Kong” or “HK”
“Hong Kong Legal Advisers”

“independent third party(ies)”

“Jiaxing”

“Jiaxing Factory”

“Latest Practicable Date”

“Memorandum of Association” or
“Memorandum”

“MOFCOM”

e N RILFNE A 26 fir 3 8% (the Enterprise Income Tax Law
of the PRC), which was promulgated on 16 March 2007 and
became effective from 1 January 2008

Fortune Zone Global Limited, a company wholly and beneficially
owned by Mr. Gozashti, incorporated in the BVI with limited
liability on 30 May 2013 and a Controlling Shareholder

gross domestic output

Great Entrepreneur Investments Limited, a company incorporated
in the BVI with limited liability on 21 May 2013, a wholly-
owned subsidiary of the Company and an intermediate holding
company of the Group

the Company and its subsidiaries at the relevant time or, where
the context otherwise requires, in respect of the period prior to
the Company becoming the holding company of its present
subsidiaries, its present subsidiaries and the businesses operated
by such subsidiaries

Hong Kong dollars and cents respectively, the lawful currency of
Hong Kong

the Hong Kong Special Administrative Region of the PRC
[e], the legal advisers to the Company as to Hong Kong laws

an individual(s) or a company(ies) who or which is/are
independent and not connected with (within the meaning of the
[e]) any Directors, chief executive or substantial Shareholders
(within the meaning of the [@]) or the Company, its subsidiaries
or any of their respective associates and not otherwise a
connected person of the Company

# BT (Jiaxing City), a city in the Zhejiang province of the PRC

the factory which is the Group’s manufacturing base located in
Jiaxing and is owned and operated by Runway Jiaxing

20 November 2013, being the latest practicable date prior to the
printing of this document for the purpose of ascertaining certain
information in this document prior to publication

the memorandum of association of the Company as amended from
time to time

e N R ILAN B B 5 (the Ministry of Commerce of the PRC)
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“Mr. Gozashti”

“Mr. Tien”

“Nomination Committee”

“PBOC”

“PRC ’

“PRC Government”

“PRC Legal Advisers”

“Reorganisation”

“Remuneration Committee”
“RMB” or “Renminbi”

“Runway HK”

“Runway HK Legal Counsel”

“Runway Jiaxing”

“Runway US”

Mr. Farzad Gozashti, an executive Director, the chief marketing
officer of the Company and one of the Controlling Shareholders

Mr. Hubert Tien (FHHEH)), an executive Director, chairman of the
Board and one of the Controlling Shareholders

the nomination committee of the Board

RN R SRTT (People’s Bank of China), the central bank of the
PRC

the People’s Republic of China, and for the purpose of this
document, excludes Hong Kong, the Macau Special
Administrative Region of the PRC and Taiwan

the government of the PRC including all governmental
subdivisions (including provincial, municipal and other regional
or local government entities) and organisations thereof or, as the
context requires, any of them

[e], the legal advisers to the Company as to PRC laws

the corporate reorganisation arrangements implemented by the
Group in preparation for the [e] which are more particularly
described in the section headed “History, Reorganisation and
Group structure” in this document

the remuneration committee of the Board
Renminbi, the lawful currency of the PRC

Runway Global Limited, a company incorporated in Hong Kong
on 12 October 2001 and an indirect wholly-owned subsidiary of
the Company

[e], the legal counsel acting for Runway HK in the arbitration
proceedings which is more particularly disclosed in the paragraph
headed “Litigation” under the section headed “Business” in this
document

Jiaxing Runway Global Garment Limited (/Rf i BR Bk AR fifi G 8l &
FR/Z D), a limited liability company established in the PRC on 9
October 2003 and an indirect wholly-owned subsidiary of the
Company

Runway Fashions, Inc., a company incorporated in the State of
California of the United States on 4 April 2003 and an indirect
wholly-owned subsidiary of the Company

— 12 —
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“SAFE”

“SAFE Circular No. 75”

“SAT”

“Share(s)”

“Shareholder(s)”
“Stock Exchange”
“subsidiary(ies)”

“Substantial Shareholder(s)”

“Track Record Period”

“Transformed Holdings”

“United States” or “USA” or
“«Us”

“US Legal Advisers”
6‘US$77 OI' 6‘USD’7
“sq.ft.”

sq.m.

44%93

rhaE N RSB B K AMNEE RS (the State Administration of
Foreign Exchange of the PRC)

B %% A ME 7 P ) B 7 B TR S R A o8 5 A e R E R A D Rl ROR
FEHE S A HAT B [ R %8 A1 (the SAFE Notice on Relevant
Issues Concerning Foreign Exchange Administration for PRC
Residents to Engage in Financing and Inbound Investment via
Overseas Special Purpose Vehicles)

W N RICA S B R BB 4 )5  (the State Administration of
Taxation of the PRC)

ordinary share(s) with nominal value of HK$0.01 each in the
share capital of the Company

holder(s) of the issued Share(s)
The Stock Exchange of Hong Kong Limited
has the meaning ascribed thereto in [e]

has the meaning ascribed thereto in the [e] and details of the
Substantial Shareholders are set out in the section headed
“Substantial Shareholders” in this document

the two years ended 31 December 2012 and the five months
ended 31 May 2013

Transformed Holdings Limited, a company incorporated in the
BVI with limited liability on 21 May 2013, a wholly-owned
subsidiary of the Company and an intermediate holding company
in the Group

the United States of America

[e], the legal advisers to the Company as to United States laws
United States dollars, the lawful currency of the United States
square foot

square metre(s)

per cent.
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Unless otherwise specified, translations of RMB into HK$ and US$ into HK$ in this document are
based on the exchange rate set out below (for the purpose of illustration only):

RMB0.79: HK$1.00
US$1.00: HK$7.80

No representation is made that any amounts in RMB, US$ and HK$ can be or could have been
converted at the relevant dates at the above exchange rate or any other rates.

Certain amounts and percentage figures included in this document have been subject to rounding
adjustments. Accordingly, totals of rows or columns of numbers in tables may not be equal to the
apparent total of individual items. Where information is presented in thousands or millions of units,
amounts may have been rounded up or down.

In this document, if there is any inconsistency between the Chinese names of the PRC entities or
enterprises established in the PRC and their English translations, the Chinese names shall prevail.

The English translations of the names of the PRC laws, rules and regulations printed in this
document are not official names for, and do not form any official part of, such laws, rules and
regulations. Translated English names of Chinese natural persons, legal persons, governmental
authorities, institutions or other entities for which no official English translation exist are unofficial
translations for identification purposes only, and in the event of any inconsistency between the Chinese
names of the PRC entities mentioned in this document and their English translations, the Chinese names
shall prevail.
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FORWARD-LOOKING STATEMENTS

this document contains forward-looking statements that are, by their nature, subject to significant

risks and uncertainties. In some cases the words such as “aim”, “anticipate”, “believe”, “estimate”,
“expect”, “going forward”, “intend”, “may”, “plan”, “potential”’, “predict”, “propose”, “seek’,
“should”, “will”, “would” and other similar expressions are used to identify forward-looking

statements. These forward-looking statements include, without limitation, statements relating to:
° the Group’s business and operating strategies and plans of operation;
° the amount and nature of, and potential for, future development of the Group’s business;
° the Company’s dividend distribution plans;

° the regulatory environment as well as the general industry outlook for the industry in which
the Group operates;

° future developments in the industry in which the Group operates; and

° the trend of the economy of Hong Kong, the United States, the PRC and the world in
general.

These statements are based on several assumptions, including those regarding the Group’s present
and future business strategy and the environment in which the Group will operate in the future.

The Group’s future results could differ materially from those expressed or implied by such
forward-looking statements. In addition, the Group’s future performance may be affected by various
factors including, without limitation, those discussed in the sections headed ‘“Risk factors” and
“Financial information” in this document.

Should one or more risks or uncertainties stated in the aforesaid sections materialise, or should any
underlying assumptions to prove incorrect, actual outcomes may vary materially from those indicated.

In this document, statements of, or references to, the Group’s intentions or those of any of the
Directors are made as at the date of this document. Any such intentions may change in light of future
developments.

- 15 -
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RISK FACTORS

RISKS RELATING TO THE GROUP

The Group’s top five customers accounted for a significant portion of its revenue and any decrease
in sales to any of these customers would affect the Group’s operations and financial results

The Group’s top five customers accounted for approximately 83.2%, 84.7% and 94.7% of its total
revenue for each of the two years ended 31 December 2012 and the five months ended 31 May 2013. In
particular, approximately 50.3% of the Group’s sales for the five months ended 31 May 2013 was made
to the Group’s largest customer. Further, the Group’s top five customers represented approximately
71.0%, 84.3% and 92.3% of its gross trade receivable balances as at 31 December 2011 and 2012 and
31 May 2013, respectively. The Group’s top five customers are not obligated in any way to continue
placing orders with the Group at the same historical level or at all. If any of these top customers were to
substantially reduce the volume and/or the value of the orders it places with the Group or were to
terminate its business relationship with the Group entirely, there can be no assurance that the Group
would be able to obtain orders from new customers or other existing customers to replace any such loss
of sales or that, even if the Group would be able to obtain other orders, they would be on commercially
comparable terms. As such, the Group’s operations and financial results may be adversely affected.

There is seasonal fluctuation in sales and hence the operating results of the Group for the peak
seasons of each calendar year or between any interim periods may not be taken as an indication of
its performance for the entire calendar year

The Group’s sale is subject to seasonal fluctuations. Generally, demand for the Group’s apparel
products is relatively higher in winter. In preparation for the peak season in winter, customers normally
place orders with the Group for winter collection in the second to the third quarter of the year while the
Group delivers the corresponding finished goods to customers in the second half of the calendar year.
During each of the two years ended 31 December 2012, the Group’s sales recognised were higher during
the period from July to November, which accounted for approximately 67.7% and 65.1% of the Group’s
annual turnover for each of the two years ended 31 December 2012 respectively. For the five months
ended 31 May 2013, the Group’s turnover was approximately HK$60.9 million, representing
approximately 18.4% of the Group’s annual turnover for the year ended 31 December 2012, which was
generally in line with the conventional trend of slack season of the Group. The operating results of the
Group for the peak seasons of each calendar year or between any interim periods may not be taken as an
indication of its performance for the entire calendar year. In particular, the Group recorded a net loss of
approximately HK$3.1 million and HK$4.5 million for the five months ended 31 May 2012 and the five
months ended 31 May 2013 respectively.

The Group has not entered into long-term agreements with customers and there is no assurance
that the current relationship between the Group and any customer can be continued in the future

The Group’s customers typically place a single purchase order with the Group for each purchase,
as opposed to entering into long-term purchase agreements with the Group. As such, there is no
assurance that the relationship between the Group and any customer will continue on the same or similar
terms, and the customers are free to terminate their respective relationship with the Group at any time in
the future. Accordingly, the volume of the customers’ purchase orders and the product mix may vary
significantly from period to period, and it may be difficult to forecast the number of future orders. As a
result, the Group’s business, results of operations and financial condition may vary from period to
period, depending on the volume of purchase orders from the customers, whether existing or new.

— 16 —
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The Group is exposed to credit risks of its customers. If any of the Group’s major customers
experience any financial difficulty, the Group’s business with such customers and the settlement
process of their outstanding amounts owing to the Group may be adversely affected which may in
turn adversely affect the liquidity, results of operations and profitability of the Group

The Group relies on the businesses generated from its customers. The Group normally grants
customers a credit period of 10 to 60 days. The Group does not have access to all information of its
customers to determine their creditworthiness. The complete financial and operational condition of
customers is not always available to the Group, and the Group may not be in any position to obtain such
information. As a result, if any of the Group’s major customers experience any financial difficulty, the
Group’s business with such customers and the settlement process of their outstanding amounts owing to
the Group may be adversely affected, which may in turn adversely affect the liquidity, the results of
operations and profitability of the Group.

The Group’s performance and profitability may be affected by consumer spending level in the
United States and Canada

The Group’s customers are predominantly located in the United States and Canada whilst most of
them will sell their products through their respective retail operations. The Group’s performance and
profitability are dependent on the consumer consumption level and the macroeconomic conditions
around the world especially in the United States and Canada. There are many factors affecting the level
of consumer spending, including but not limited to level of disposable income, interest rates, currency
exchange rates, recession, inflation, political uncertainty, taxation, tariff regime, stock market
performance, unemployment level and general consumer confidence. For example, the recent
depreciation of the USD relative to other currencies means more expensive imported apparel products to
the consumers in the United States. According to the statistics published by the Bureau of Economic
Analysis of the US Department of Commerce, since 2010, the US economy has been recovering from
the global financial crisis that took place in 2008 and 2009. The real GDP of the United States grew
from approximately US$13,063 billion in 2010 to approximately US$13,299 billion in 2011, and further
increased to approximately US$13,593 billion in 2012, representing an annual growth of approximately
1.8% and 2.2% respectively. In addition, the adjusted per capita disposable personal income of the
United States has increased from approximately US$32,335 in 2010 to approximately US$32,527 in
2011, and further increased to approximately US$32,841 in 2012, representing an annual growth of
approximately 0.6% and 1.0% respectively. The Directors consider that such recovery of the US
economy might have contributed to the growth in the Group’s business during the Track Record Period,
as evidenced by the increase of approximately 8.1% in the Group’s revenue from approximately
HK$306.3 million for the year ended 31 December 2011 to approximately HK$331.1 million for the
year ended 31 December 2012. However, any factors that would hinder the economic recovery of the
United States and Canada from the financial crisis may cause a slowdown of orders from customers in
the United States and Canada, as well as potential delay and/or default in payment by such customers. In
particular, the US Federal Reserves has announced the possible tightening of its monetary policy in the
near future and as such, the US economic situation may be negatively affected and may become worse
than the prevailing conditions and the Group’s sales to the US market may be adversely affected if the
US economic situation deteriorates. All these potential events may have a negative impact on the
Group’s future performance and profitability.
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The Group may not be able to maintain its gross profit margin and growth in profit in the future

The Group’s turnover increased by approximately 8.1% from HK$306.3 million to HK$331.1
million for the year ended 31 December 2012, which was primarily attributable to increase in sales of
private label products by approximately 6.5% or HK$18.0 million and increase in sales of own brand
products by approximately 21.5% or HK$6.8 million for the year ended 31 December 2012.

The Group’s gross profit amounted to approximately HK$66.6 million, HK$81.2 million and
HK$12.9 million for each of the two years ended 31 December 2012 and five months ended 31 May
2013 respectively. The Group’s overall gross profit margin was approximately 21.7%, 24.5% and 21.1%
for each of the two years ended 31 December 2012 and the five months ended 31 May 2013
respectively. Due to the effect of seasonality, the Group generally recorded a relatively lower turnover in
the slack season before July each year. In addition, the Group’s overall gross profit margin is subject to
the proportion of sales of different type of products. The Directors consider that the gross profit margin
of sales of own brand products is generally higher than that of sales of private label products.

Nevertheless, the Directors cannot provide any assurance that the Group will continue to maintain
the current gross profit margin and growth in profit in the future if the operational costs continue to
increase as a result of, among other factors, increased costs of labour, raw materials and manufacturing.
In addition, as the Group receives purchase orders from the customers normally two to four months
ahead of the delivery of the products, the Group may not be able to successfully implement the pricing
policy in the future, especially if there are unexpected changes in production costs charged by the third-
party product suppliers subsequent to the Group finalising sales orders with the customers. Furthermore,
the Group may not be able to maintain the current product mix and sustain the growth in sales of
products that entail higher gross profit margins, hence any changes in the product mix in the future may
adversely affect the Group’s profitability.

There is no assurance that the Group’s business strategy of further developing its own brand
products operation will be implemented successfully

Whilst the majority of the Group’s turnover during the Track Record Period is derived from the
Group’s private label products operation, the Group’s own brand products operations also accounted for
approximately 10.1%, 11.4% and 12.3% of the Group’s total turnover for each of the two years ended
31 December 2012 and the five months ended 31 May 2013 respectively. The Directors plan further
development of the Group’s own brand products operation by increasing marketing efforts in promoting
the Group’s own brand products. However, these moves may create pressure on the Group’s managerial,
technical, financial, manufacturing, operational and other resources allocation. There can be no
assurance that the Group will be able to implement such growth strategy successfully, or that its own
brand products operation will grow as the Directors have expected, in which case the Group’s business
and results of operations may be adversely affected.

In addition, the Directors consider that brand image is a key factor in consumers’ purchasing
decisions for apparel and accessories products. However, the Group may not be successful in promoting
its proprietary brands. The willingness of consumers to purchase apparel products depends upon various
factors such as the design and the price of the products, and brand image. Since the Group does not
directly sell its own brand products to end consumers, there is no assurance that the value attributed to
the Group’s products will match the final selling price of such products. If the Group’s products are
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RISK FACTORS

perceived to be overpriced or inferior in quality, negative publicity may arise on the Group’s proprietary
brands. If the Group fails to promote its proprietary brands, the Group’s business could be materially
and adversely affected.

The outcome of an outstanding arbitration case of the Group is uncertain, which may have adverse
impact on the Group’s financial position and reputation

As at the Latest Practicable Date, there was one outstanding arbitration case in Hong Kong where
Runway HK was the claimant while an independent third-party product supplier of the Group was the
respondent (the “Respondent™), details of which are disclosed in the paragraph headed “Litigation”
under the section headed “Business’ in this document.

In this outstanding arbitration case, Runway HK is claiming against the Respondent for certain
undelivered apparel products (which Runway HK had paid for) and an amount in the sum of
US$153,055.92 (or approximately HK$1.19 million). While Runway HK was the claimant, the
Respondent filed a counterclaim against Runway HK, according to which if Runway HK ultimately
loses in the proceedings, it may be required to pay to the Respondent a certain amount (which had been
calculated by the Respondent to be US$189,813.88, or approximately HK$1.48 million) plus other
possible damages and costs. The arbitration hearing took place over 2 days from 23 to 24 September
2013 but the Respondent was absent for both days. The Runway HK Legal Counsel made the closing
submissions to the arbitration tribunal on 4 October 2013. As at the Latest Practicable Date, Runway
HK is awaiting the arbitration tribunal to hand down its judgment. As such, the outcome is uncertain as
at the Latest Practicable Date. If Runway HK ultimately loses in the proceedings, the Group’s financial
position and reputation may be adversely affected.

In addition, even if Runway HK is successful in the arbitration proceedings, there is question of
enforcing the arbitral judgement against the Respondent in view of the fact that the Respondent is a
company established in the PRC with its main operation located in the PRC. The PRC Legal Advisers
consider that according to the i E A BB BH A A1 b B A v 4R il A7 B AR B BUAT i 38 3 D i) 22 B
(Supreme People’s Court’s Arrangement Concerning Mutual Enforcement of Arbitral Awards Between
the Mainland and the Hong Kong Special Administration Region) issued on 24 January 2000, there is no
material legal obstacle to the enforcement in the PRC of the judgment to be handed down by the
tribunal of the arbitration proceedings in Hong Kong in relation to the aforementioned arbitration.
However, should the PRC court have different view resulting the Group’s failure to enforce the arbitral
judgement against the Respondent, the Group’s financial position and reputation may be adversely
affected.

Save as disclosed above, during the Track Record Period and as at the Latest Practicable Date, no
member of the Group was engaged in any litigation, claim or arbitration of material importance and no
litigation, claim or arbitration of material importance was known to the Directors to be pending or
threatened against any member of the Group. However, there is no assurance that the Group will not
face litigation in the future and any occurring of such may have adverse impact on the financial position
and reputation of the Group.
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The Group entered into certain foreign exchange structured forward contracts with two banks in
Hong Kong during the Track Record Period and according to the foreign exchange structured
forward contracts, the Group may be required to pay substantial amounts of money to the banks if
RMB depreciates against USD under certain circumstances

During the Track Record Period, the Group entered into certain foreign exchange structured
forward contracts with two banks in Hong Kong to hedge against the currency risk in relation to the
appreciation of RMB to US$. According to the terms of such foreign exchange structured forward
contracts, a certain amount of money will be payable by the bank to the Group or by the Group to the
banks on roughly a monthly basis, depending on the exchange rates of RMB/US$ at the various
valuation dates specified in each foreign exchange structured forward contract. In essence, the foreign
exchange structured forward contracts worked in such a way that the more RMB appreciates against
US$ as compared to a pre-agreed exchange rate, the higher the net amount of payment that the Group
will receive from the banks; and the more RMB depreciates against US$ as compared to a pre-agreed
exchange rate, the higher the net amount of payment that the Group would be required to pay to the
banks. There is no assurance that RMB will maintain its appreciation against US$ in the future or at all.
If RMB depreciates against US$ substantially in the future, the Group’s obligation to pay to the banks
under the outstanding foreign exchange structured forward contracts may adversely affect the Group’s
cash flows and financial position.

As at the Latest Practicable Date, 3 foreign exchange structured forward contracts entered into by
the Group remained outstanding. The following table illustrates the Group’s exposure subsequent to 31
October 2013 in respect of the 3 outstanding foreign exchange structured forward contracts assuming
that an immediate depreciation of 5% of RMB against USD compared to the exchange rate of US$1:
RMB6.10 as at the Latest Practicable Date took place on 31 October 2013 and the exchange rate then
held constant throughout the relevant contract periods (while assuming the exchange rate of US$:HKS$
will hold constant at US$1:HK$7.8):

Subsequent
to 31
October
2013

and up to  Year ending Year ending

31 December 31 December 31 December

2013 2014 2015 Total
HK$’000 HK$’000 HK$’000 HK$’000
Potential losses incurred

by the Group
— Contract 1 (note 1) 29 175 15 219
— Contract 2 (note 2) 80 482 80 642
— Contract 3 (note 3) 244 852 — 1,096
353 1,509 95 1,957
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Notes:

1. Contract 1 will expire on 7 January 2015. Under the hypothetical scenario, the Group will have to pay the bank a
fixed amount of US$2.40 million (or approximately HK$18.72 million) while the bank will at the same time pay the
Group a fixed amount of RMB15.36 million (or approximately HK$18.71 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$14,614 to be incurred by the Group each month until expiry of contract.

2. Contract 2 will expire on 25 February 2015. Under the hypothetical scenario, the Group will have to pay the bank a
fixed amount of US$2.20 million (or approximately HK$17.16 million) while the bank will at the same time pay the
Group a fixed amount of RMB14.06 million (or approximately HK$17.12 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$40,187 to be incurred by the Group each month until expiry of contract.

3. Contract 3 will expire on 29 July 2014. Under the hypothetical scenario, the Group will have to pay the bank a fixed
amount of US$1.00 million (or approximately HK$7.80 million) while the bank will at the same time pay the Group
a fixed amount of RMB6.31 million (or approximately HK$7.68 million based on the exchange rate assumed in the
hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately HK$121,780 to
be incurred by the Group each month until expiry of contract.

As illustrated in the above table, based on the aforementioned assumptions, the total exposure of
the Group under the 3 outstanding foreign exchange structured forward contracts throughout their
remaining contract periods was approximately HK$1.96 million as at 31 October 2013. It should be
noted that if RMB depreciates against USD by more than the assumed 5%, the Group’s exposure in
respect of the 3 outstanding foreign exchange structured forward contracts would be significantly higher
than HK$1.96 million, which could materially and adversely affect the Group’s profit, cash flows,
financial and business position.

In addition, for accounting purpose, outstanding foreign exchange structured forward contracts are
stated at fair value in the combined statements of financial position of the Group, and fluctuations of the
exchange rates of RMB/US$ will result in fair value gain/loss of derivative financial instruments to be
recognised in the combined statements of comprehensive income of the Group. During the years ended
31 December 2011 and 2012 and the five months ended 31 May 2013, the Group recorded realised gains
of approximately HK$1,073,000, HK$2,323,000 and HK$660,000 with total fair value gains of
approximately HK$2,071,000, HK$2,332,000 and HK$3,721,000 on foreign exchange structured forward
contracts respectively. The fair value gains represented approximately 22.0%, 10.1% and (82.3)% of the
Group’s net profit/(loss) for the respective year/period. Fluctuations in the exchange rate between RMB
and US$ may lead to fair value gain or loss to be recognised in the Group’s financial statements and
may adversely affect the financial performance of the Group.

Certain manufacturing process of the Group is outsourced to third-party product suppliers and
subcontractors and the operations and profitability of the Group may be adversely affected by
their performance

Certain manufacturing process of the Group is outsourced to various third-party product suppliers
and subcontractors. Details of the mechanisms and policies in respect of the outsourcing arrangements
are set out in the paragraphs headed “Third-party product suppliers” under the sub-section headed
“Suppliers, raw materials and inventory” and the paragraph headed ‘“Subcontracting” in the section
headed “Business” in this document. For each of the two years ended 31 December 2012 and the five
months ended 31 May 2013, there were about 349, 324 and 184 third-party raw material suppliers, about
40, 40 and 19 third-party product suppliers, as well as 101, 95 and 46 third party subcontractors,
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respectively, engaged by the Group. The subcontracting fee of the Group increased by approximately
0.4% from approximately HK$30,346,000 for the year ended 31 December 2011 to approximately
HK$30,465,000 for the year ended 31 December 2012; and increased by approximately 92.6% from
approximately HK$3,012,000 for the five months ended 31 May 2012 to approximately HK$5,801,000
for the five months ended 31 May 2013. Such increase was due to the different amount of auxiliary
procedures required as a result of different styles of apparel products ordered by customers in different
reporting periods. In the event that the Group is unable to secure suitable third-party product suppliers
or subcontractors when required, or if the fees/prices charged by the third-party product suppliers or
subcontractors substantially increase, the manufacturing process and financial position of the Group may
be adversely affected. Furthermore, the third-party product suppliers and subcontractors may be late in
completing the manufacturing process and/or producing products with unsatisfactory quality. Problems
with any of the third-party product suppliers or subcontractors’ performance could result in deteriorated
quality of the Group’s products if the Group could not identify suitable third-party product suppliers or
subcontractors as replacement in a timely manner. In such event, the operations and profitability of the
Group would be adversely affected.

There are potential fluctuations in raw material prices and there is no assurance that future price
increases in raw materials or changes in the supply of raw materials will not materially and
adversely affect the Group’s operating results and performance

The Group’s cost of sales primarily consists of costs of materials, which accounted for
approximately 76.5%, 75.8% and 67.7% respectively of the Group’s cost of sales for each of the two
years ended 31 December 2012 and the five months ended 31 May 2013. Costs of materials include the
cost of fabric, leather, semi-products, finished goods and other accessories including but not limited to
buttons, zippers and labels purchased from third-party raw material suppliers and third-party product
suppliers. The costs of materials of the Group increased by approximately 3.2% from approximately
HK$183,479,000 for the year ended 31 December 2011 to approximately HK$189,432,000 for the year
ended 31 December 2012; and decreased by approximately 26.4% from approximately HK$44,153,000
for the five months ended 31 May 2012 to approximately HK$32,507,000 for the five months ended 31
May 2013.

During the Track Record Period, the Group did not enter into any long-term supply contracts with
any of its suppliers as the Group considers that the apparel and fashion industry is characterised by rapid
changes in style and trends and it is in the interest of the Group not to enter into any long-term
agreement with, or commit any minimum quantities to, its third-party raw material suppliers and third-
party product suppliers. The fluctuation in prices of raw materials may, however, have a material effect
on the cost of sales of the Group as the prices of fabric and leather can be volatile given that they are
determined by various factors such as the industry demand and supply. The Group cannot give assurance
that future price increases in raw materials or changes in the supply of raw materials will not materially
and adversely affect the Group’s operating results and performance.

The Group derives a substantial portion of its revenue in USD and foreign exchange rate
fluctuations may adversely affect the Group’s business and performance

The Group’s sales are predominantly denominated in USD while its costs are mostly denominated
in RMB. The exchange rates between RMB and USD are subject to continuous movements affected by
international political and economic conditions and changes in the PRC Government’s economic and
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monetary policies. On 21 July 2005, the PRC Government reformed the exchange rate regime by
moving into a managed floating exchange rate regime based on market demand and supply with
reference to a basket of currencies, determined by the PBOC. This change in policy has resulted in a
significant appreciation in the value of the RMB against the USD.

There remains significant pressure from foreign countries on the PRC Government to adopt a more
flexible currency policy, which could result in a more significant appreciation of the RMB against the
USD. The RMB may appreciate further against the USD, or may be permitted to enter into a full or
limited free float, which may result in unforeseen fluctuations in the value of the RMB.

As the Group derives a substantial portion of its revenue in USD while substantial portion of its
costs are denominated in RMB, appreciation of RMB against USD will therefore directly decrease the
profit margin of the Group if the Group is unable to increase the selling prices of its products
accordingly. If the Group increases the selling prices of its products as a result of the appreciation of
RMB, it may in turn affect the Group’s competitiveness against other competitors. To the extent that the
Group needs to convert future financing into RMB for its operations, appreciation of the RMB against
the relevant foreign currencies would have an adverse effect on the purchasing power of the RMB
amount that the Company would receive from the conversion. On the other hand, any depreciation of
RMB would adversely affect the Group’s ability to pay for foreign currency obligations.

Failure to anticipate and respond in a timely manner to the rapid changes in fashion trends,
consumer preferences and spending patterns may cause the Group’s sales to decline and its
business and results of operations may be materially and adversely affected

The Group designs, manufactures and sells apparel products with a focus on women’s fashion
outerwear. The Group’s revenue is principally derived from the sale of apparel products. Consumer
preferences in the men’s and women’s apparel and accessories market are constantly evolving. The
ability to anticipate future fashion trends and consumer demand and the ability to respond and take
appropriate actions will be crucial to the Group’s future business growth in the apparel industry. There is
no assurance that the Group’s product designs will be well received. If the Group no longer meets the
preferences of the customers and consumers, the results of its operations, financial performance and
business of could be materially and adversely affected.

The Group is dependent on key personnel and there is no assurance that the Group can retain
them

The Directors believe that the Group’s success, to a large extent, is attributable to, amongst other
things, the contribution of Mr. Tien and Mr. Gozashti, who are the founders of the Group. Details of
their expertise and experience are set out in the section headed “Directors and senior management” in
this document.

The Group’s key personnel and management talents, efforts and expertise in the apparel industry
are crucial to the operations and financial performance of the Group. Although the Company has entered
into a service agreement with each of its executive Directors, there could be an adverse impact on the
Group’s operations should any of the executive Directors or member of the senior management terminate
his/her service agreement with the Group and the Group is unable to find appropriate replacements in a
timely manner or at all. There is no assurance that the Group will be able to attract and retain capable
staff or that they will not resign in the future.
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Any increase in cost of labour and the availability of labour may adversely affect the Group’s
competitiveness and profitability

The Group’s manufacturing process of apparel products is labour intensive. Labour cost in the PRC
is affected by the demand for and supply of labours as well as economic factors in the PRC including
the inflation rate and standard of living. According to the National Bureau of Statistics of China, the
average labour cost in the PRC has increased by approximately 189% from 2003 to 2011. The direct
labour costs of the Group increased by approximately 44.9% from approximately HK$7,973,000 for the
year ended 31 December 2011 to approximately HK$11,556,000 for the year ended 31 December 2012;
and increased by approximately 7.0% from approximately HK$4,285,000 for the five months ended 31
May 2012 to approximately HK$4,585,000 for the five months ended 31 May 2013. Besides, there is no
assurance that the Group will be able to identify and recruit replacement staff in a timely manner, which
could have an adverse effect on the Group’s operation. In view of the potential increase in labour cost, if
the Group is unable to apply effective measures to control the labour cost or increase the price of its
products correspondingly, the Group’s competitiveness and profitability could be adversely affected.

Competition from Southeast Asia garment manufacturers may adversely affect the Group’s
business, financial condition and results of operations

During the Track Record Period, sales to US and Canadian customers in aggregate accounted for
approximately 97.0%, 98.8% and 98.0% of the Group’s total revenue for each of the two years ended 31
December 2012 and the five months ended 31 May 2013 respectively. According to the figures
published by the International Trade Administration, U.S. Department of Commerce Office, Vietnam,
Indonesia, Bangladesh, Cambodia, together accounted for approximately 23% of the USA total apparel
import and accessories in 2012. Besides, based on the figures published by Industry Canada, Vietnam,
Indonesia, Bangladesh, Cambodia, together accounted for approximately 24% of the Canada total
clothing manufacturing import in 2012. Similar to the Group, Southeast Asia garment manufacturers also
provide outsourcing services to US and Canadian customers, possibly at even cheaper costs. Although
the Group may not be competing with these manufacturers directly, the Group may be affected if the
market shares of these manufacturers continue to grow. Therefore, if the Group is unable to compete
effectively with these competitors, the Group’s business, financial condition and results of operations
may be materially and adversely affected.

Counterfeit apparel products could negatively impact the Group’s revenue, brand reputation,
business and results of operations

The Group’s own brand products (products under the Group’s proprietary brands) may be subject
to competition from counterfeit products, which are products without approvals from the Group and are
fraudulently mislabeled with the Group’s proprietary brands. Counterfeiters may illegally manufacture
apparel or accessory products under the Group’s proprietary labels. Counterfeit products are generally
sold at lower prices than authentic products, and in some cases are very similar in appearance to the
authentic counterparts.
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During the Track Record Period, one incident of infringement of the Group’s trademark came to
the Group’s attention. The incident took place in 2011 when it came to the Group’s attention that a
company by the name of Blanc & Noir with registered address in Vancouver, Canada manufactured and
distributed clothing under the name of “Blanc & Noir” through a website www.blancandnoir.com and
through retailers in the United States, Canada, and other locations worldwide. The Group considered that
the name “Blanc & Noir” was confusingly similar to the Group’s “BLANC NOIR” trademark and that
the incident was an intentional attempt on the part of Blanc & Noir to leverage on the goodwill and
reputation of the Group under its proprietary “BLANC NOIR” brand name. In October 2011, the
trademark attorneys of the Group in the United States, upon the instruction of the Group, sent a letter to
Blanc & Noir demanding Blanc & Noir to (i) forthwith cease and desist all use of the name “Blanc &
Noir” or any other name confusingly similar to the Group’s trademarks; (ii) take immediate steps to
remove the name “Blanc & Noir” from the tags on their clothing; (iii) delete the name “Blanc & Noir”
from all advertising and promotional materials, business cards, invoices and the like; and (iv) cease
using the www.blancandnoir.com website bearing the “Blanc & Noir” name. Although Blanc & Noir
did not provide a written and positive confirmation to the Group confirming that it had complied with
the Group’s demands set out in the letter, to the best of the Group’s knowledge and based on the
Group’s observation that (a) the website www.blancandnoir.com had ceased to operate in the distribution
of clothing; and (b) the Group was no longer aware of any clothing distributed under the name of
“Blanc & Noir” in the market, the Group believes that Blanc & Noir had complied with the Group’s
demands stated in the letter up to the Latest Practicable Date. As such trademark infringement incident
involved only the use of a name that was confusingly similar to the Group’s “BLANC NOIR” trademark
and the Group was not aware of any attempt by Blanc & Noir to contact or establish relationship with or
market counterfeit products to the Group’s potential or existing customers, the Directors consider that
the Group did not suffer any observable loss as a result of the incident.

If counterfeit products illegally sold under the Group’s proprietary labels are found to be of poor
quality by the consumers, the Group may be associated with negative publicity resulting from such
incidents. In addition, consumers may buy counterfeit products that are in direct competition with the
Group’s products, which could have an adverse impact on the Group’s revenue, business and results of
operations. Any increase in sale and production of counterfeit of the Group’s products could negatively
impact the Group’s revenue, brand reputation, business and results of operations.

If the Group fails to properly protect the product designs and intellectual property rights of its
customers, the Group’s reputation, business operations and results of operations may be adversely
affected

Documents such as product design sketches and technical spec sheets may contain confidential
information regarding proprietary product designs of the Group and the Group’s customers. The Group
has established policies and procedures to protect the intellectual properties of the Group and its
customers. For instance, such confidential documents are stored in safeguarded premises and entrance
restriction is in place such that only authorised personnel are allowed to enter into such premises. The
Group’s policies have also stipulated that only certain authorised personnel are allowed to access the
confidential documents.
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In addition, there may be surplus products that are produced in excess of the actual quantity
required to be delivered to customers and there may be products which do not pass the quality assurance
review and are not delivered to customers. According to the agreements between the Group and its
customers, the Group is not allowed to market, distribute, sell or otherwise transfer any such surplus
products bearing customers’ brands to third parties. The Group has internal control measures in place to
keep such surplus products separately in a restricted storage and to destroy such products regularly, if
any.

Nevertheless, there is no assurance that the above-mentioned internal control procedures in relation
to the protection of the product designs and the intellectual property rights of the Group’s customers will
not fail. If the Group fails to properly protect the product designs and intellectual property rights of its
customers, the Group’s reputation, business operations and results of operations may be adversely and
materially affected.

The Group is exposed to potential product liability claim, which could adversely affect its
reputation, business, prospects, financial condition and results of operations

In general, the Group does not maintain product liability insurance for its products. The Group’s
products are principally sold to overseas markets in the United States and Canada, where the legal
concept of product liability is generally considered to be relatively mature. While the Group has put in
place stringent quality control procedures on its raw materials, semi-products and finished products,
there is no assurance that there will not be any product liability claim taken out against the Group,
which may cause the Group to incur significant costs and expenses to defend against such claims and/or
making payments for damages. The Group may also be fined or sanctioned, which could adversely affect
its reputation, business, prospects, financial condition and results of operations.

Non-compliances relating to housing provident funds could have an adverse effect on the
reputation and business operations of the Group

Before June 2013, the Group had not made its housing provident fund registered with the local
housing provident fund bureau within the time stipulated under the relevant PRC laws and regulations,
and had not made contributions to the housing provident fund in accordance with the relevant PRC laws
and regulations. Please refer to the paragraph headed “Non-compliance” in the section headed
“Business” in this document for further details.

As advised by the PRC Legal Advisers, according to 5 AfEEE HAEH] (Regulations on
Management of Housing Provident Fund), if a company fails to register its housing provident fund with
the local housing provident fund management centre, the company may be ordered by the housing
provident fund management centre to make the registration within a time limit. If the company still fails
to comply with such order within the time limit, a fine ranging from RMB10,000 to RMB50,000 may be
imposed. If a company fails to pay the housing provident fund contribution in accordance with the
relevant regulations, the housing provident fund management centre is entitled to order it to make
payment before a specified deadline, and if the company still fails to do so, the housing provident fund
management centre may apply to the court for enforcement of the unpaid amount. Any judgment or
decision against the Group in respect of the outstanding housing provident fund contributions could
have an adverse effect on the reputation and business operations of the Group.
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Non-compliances relating to the failure to make required statutory filings in Hong Kong could
have an adverse effect on the reputation and financial position of the Group

Pursuant to section 158(4) of the Companies Ordinance, where there is any change in Runway
HK’s directors, reserve director (if any), secretary or joint secretaries (if any) or in any of their
particulars contained in the register, Runway HK shall send to the Companies Registry a notification in
the specified form of the change and of the date on which it occurred, and such other matters as may be
specified in the form within 14 days from the change.

Both Mr. Tien and Mr. Gozashti have been directors of Runway HK since its incorporation. There
were changes in the particulars of Mr. Tien and Mr. Gozashti in 2004 and 2010 respectively, including
residential address and passport number. The former company secretary of Runway HK was responsible
for all the statutory filings of Runway HK with the Companies Registry. Although Runway HK had
made the corresponding updates of Mr. Tien’s and Mr. Gozashti’s particulars in its annual returns filed
with the Companies Registry in 2004 and 2010 respectively, Runway HK did not use the specified form
to notify Companies Registry within the prescribed time limit for each of the changes since the former
company secretary of Runway HK misbelieved that Runway HK only had to update the directors’
particulars in the next annual return and no separate notification was required.

Upon discovery of the above non-compliance incidents in 2013, Runway HK submitted the
prescribed forms to the Companies Registry on 13 May 2013 and 15 July 2013 respectively for the
purpose of notifying the Companies Registry of the changes in directors’ particulars pursuant to section
158(4) of the Companies Ordinance. The prescribed forms for Mr. Tien and Mr. Gozashti were filed 930
days and 3,184 days respectively after the prescribed time limit. According to the relevant provisions of
the Companies Ordinance, Runway HK, Mr. Tien and Mr. Gozashti as directors of Runway HK and the
former company secretary of Runway HK at the material times shall be liable to a maximum penalty of
HK$10,000 for each default and, for each continued default, to a daily default fine of HK$300. Each of
Runway HK, Mr. Tien, Mr. Gozashti and the former company secretary of Runway HK is therefore
liable to a maximum penalty of HK$1,254,200 for all the above non-compliance incidents in relation to
the Companies Ordinance in case of successful prosecution. The Hong Kong Legal Advisers have
advised that it is for the Companies Registry to take any potential action against the Group for such
non-compliances. Any action that may be taken by the Companies Registry in relation to such non-
compliances could have an adverse effect on the reputation and financial position of the Group.
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The profitability of the Group may be affected by the potential increase in depreciation expenses
upon the planned replacement of aged machineries and equipment

As at the Latest Practicable Date, the Group owned approximately 213 sets of production
machinery and equipment such as sewing stations, fabric cutting machines, ironing stations and
computer drawing systems. In general, the Group’s production machinery and equipment have an
estimated useable life of 10 years. The following table sets out the age of the Group’s production
machinery and equipment:

Number of sets
of production
machinery and

equipment

Within 2 years 24
2 to 4 years 21
4 to 6 years 23
6 to 8 years 30
More than 8 years (Note) 115
213

Note: The majority of the 115 sets of production machinery and equipment that are aged more than 8 years are sewing
machines, with a small number of various types of other machineries such as button-attaching machine, fabric
cutting machine, packing machine, bonding machine, pressing and ironing equipment, over-lock machine, tacking
machine and buttonhole machine.

The Group estimates that starting from 2014, some of the Group’s production machinery and
equipment may need to be replaced depending on the operating condition of each machine.

As a result of the purchase of additional new manufacturing facilities, it is expected that additional
depreciation will be incurred by the Group and charged to the Group’s financial statements, which may
affect the Group’s financial performance. Assuming an estimated useable life of 10 years for the
additional new manufacturing facilities, an aggregate depreciation expenses of approximately HK$[e]
million will be incurred by the Group over the entire useable life of 10 years of the additional new
manufacturing facilities, among which, based on straight-line method, approximately HK$[e] million
will be incurred for the year ending 31 December 2014, and approximately HK$[e] million per year for
the year ending 31 December 2015 and afterwards. Such additional depreciation will be charged to the
Group’s profit and loss account and may therefore affect the Group’s financial performance and
operating results.

Future expansion plans are subject to uncertainties and risks and therefore may not materialise

The Group has set out its future plans in the section headed “Future plans” in this document.
Whether the Group’s future plans can be implemented successfully may be beyond the Group’s control
and some future events may affect the smooth running of the expansion plans such as changes in
consumers’ reception of the Group’s products, rules and regulations and general market conditions.
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In addition, the general economic environment and the development of the consumer apparel
markets in the North America and around the world may be unpredictable, and in view of such
uncertainty, there is no assurance that the Group will be able to secure more sales from existing
customers or potential new customers and/or maintaining profit margins that are consistent with the level
that the Group had been able to achieve during the Track Record Period or at all.

Past dividend distributions are not an indication of the Company’s future dividend policy

During the years ended 31 December 2011 and 2012 and the five months ended 31 May 2013,
Runway HK distributed interim dividends of approximately HK$3.9 million, HK$8.3 million and
HK$0.4 million respectively to Mr. Tien and Mr. Gozashti. In addition, Runway HK declared a special
dividend of HK$20.0 million to Mr. Tien and Mr. Gozashti in June 2013, which was fully paid in June
2013. No assurance can be given that dividends of similar amounts or at similar rates will be paid in the
future or that dividends will be paid at all. Any future dividend declaration and distribution by the
Group will be at the discretion of the Directors depending upon the Group’s financial results, the
Shareholders’ interests, general business conditions, strategies and future expansion needs, the Group’s
capital requirements, payment by its subsidiaries of cash dividends to the Company, possible effects on
liquidity and financial position of the Group and such other factors as the Board may consider relevant.
As a result, there is no reference to the basis for forecasting the amount of dividend payable in future in
this document. The past dividend distribution record should not be used as a reference of the amount of
dividend payable in the future.

The Group’s business could be harmed by a failure of its proprietary online product development
platform

The Group maintains a proprietary online product development platform, known as the Clothing
Technology Initiative (the “CTI”"), for customers to create and submit new ideas of apparel design to the
Group directly and electronically. The CTI is a tool that allows customers of the Group to view, choose,
and mix and match numerous available raw materials and trims online and allows customers to submit
new designs to the Group for prototype development electronically. The use of the Group’s proprietary
CTI platform is intended to provide the Group’s customers with sources of inspiration and ideas for
product design and development and to shorten the time between the initial product design and the mass
production so as to allow the Group’s customers to respond more quickly to market trends. However,
any technical failure of the CTI platform could disrupt the Group’s business, causing inefficiencies and
potential loss of sales and customers. In addition, the Group’s information technology systems may be
vulnerable to damage or interruption from circumstances beyond the Group’s control, including without
limitation, security breaches, computer viruses, system failures, fire and natural disasters. Any such
damage or interruption could have an adverse effect on the Group’s business and financial performance.

One of the leased properties of the Group was subject to building orders issued against the
landlord

With respect to the premises situated at Unit C6, 2nd Floor, Por Mee Factory Building (the
“Building”), 500 Castle Peak Road, Kowloon, Hong Kong (the “Storage”), the Group has become the
tenant since 6 July 2010. The Group currently uses the Storage for storage of documents and product
samples.

— 20 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

Prior to the Group becoming the tenant of the Storage, two building orders dated 31 August 2009
(the “Building Orders™) had been issued by the Building Authority against the landlord of the Storage
(the “Landlord”) and the Incorporated Owners of the Building (the “Incorporated Owners’’) respectively
in connection with the unauthorised building works at the Storage and the common staircases of the
Building pursuant to section 24(1) of the Buildings Ordinance (Cap. 123 of the Laws of Hong Kong).

Pursuant to the Building Orders, the Landlord and the Incorporated Owners were required to
demolish the unauthorised building works as stipulated in the respective Building Orders and reinstate
the parts of the Building in accordance with the plans approved by the Building Authority within 60
days of the date of the Building Orders. As at the Latest Practicable Date, no letter of compliance had
been issued by the Building Authority in respect of the Building Orders pursuant to the records of the
Land Registry.

The Building Orders had been addressed to the Landlord and the Incorporated Owners prior to the
Group becoming the tenant of the Storage, the Group was unaware of the existence of the Building
Orders and the relevant unauthorised building works until copies of the Building Orders were retrieved
by the Hong Kong Legal Advisers from the Land Registry and sent to the Group in July 2013. As
advised by the Hong Kong Legal Advisers, the Landlord and the Incorporated Owners are responsible
for carrying out the rectification works in accordance with the respective Building Orders, and the
Group, as the tenant of the Storage, should not be subject to any liability under the Buildings Ordinance
with respect to the Building Orders. However, if any rectification works are to be carried out by the
Landlord and/or the Incorporated Owners and the Group’s normal use of the Storage is interrupted or
otherwise affected as a result, the Group’s business and operations may be affected.

Unauthorised building works involved in the Storage may affect its fire safety

As mentioned in the preceding paragraphs, certain Building Orders were issued by the Building
Authority against the Landlord. According to the Building Orders, the unauthorised building works
involved included, among other things, the removal of fire resisting door and subsequent replacement by
a door of inadequate fire rating at the entrance of the Storage, which was in breach of Regulation 90 of
the Building (Construction) Regulations (Cap. 123B of the Laws of Hong Kong) which requires the
building to be designed and constructed so as to inhibit or provide adequate resistance to the spread of
fire and smoke, and to maintain stability of the building in case of fire. Such unauthorised building
works may affect the fire safety of the Storage. If any fire occurs in the Building, the Group’s properties
stored in the Storage may be damaged and the Group’s operation may be affected as a result.

RISKS RELATING TO THE INDUSTRY IN WHICH THE GROUP OPERATES

Certain number of the Group’s customers are sensitive to social responsibility standards and if the
Group has or is perceived to have failed to comply with these standards, these customers may
choose not to continue their businesses with the Group

Retailers are facing increasing pressure to ensure that labour practices and factory conditions in
relation to their products meet certain social responsibility standards. Accordingly, a number of such
retailers, who are the Group’s customers, require their key suppliers such as the Group to fulfil certain
corporate social responsibility standards. In this regard, the Group has entered into separate social
compliance agreement with certain customers. Should the Group fail to fulfil such standards required or

— 30 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

otherwise be publicly associated with poor social responsibility standards, these customers may
discontinue their business with the Group and the Group’s financial results and business operations may
be adversely and materially affected.

Increased inspection procedures, tighter import and export controls and additional trade
restrictions could increase the Group’s operating costs and cause disruption to its business

Import and export of apparel products are subject to customs inspection and related procedures in
countries of origin and destination as well as at transhipment points. Such inspection procedures can
result in the seizure of apparel, delay in transhipment or delivery of products and the levying of customs
duties, fines or other penalties against exporters or importers. If inspection procedures or other controls
are further tightened, it may cause further costs to the Group and result in delivery delays and the
Group’s business may be adversely affected.

On the other hand, the Group cannot predict whether it will be subject to any additional trade
restrictions, including the likelihood, type or effect of any of such restrictions. Generally, trade
restrictions, including increased tariffs or quotas, embargoes and customs restrictions against apparel
items, as well as labour strikes, work stoppages or boycotts, could adversely affect the Group’s business,
financial conditions and results of operations.

RISKS RELATING TO THE PRC

Changes in the economic, political and social conditions or policies in the PRC may affect the
Group’s business, financial conditions and results of operations

The Group’s Jiaxing Factory is located in the PRC. In addition, the Group’s suppliers are mainly
located in the PRC and the majority of the Group’s purchases during the Track Record Period were
attributable to them. Accordingly, the Group’s results of operation, financial conditions and prospects
are and will continue to be subject to political, economic and legal developments of the PRC. The PRC
economy differs from the economies of most developed countries in many aspects, including but not
limited to structure, government involvement, level of development, economic growth rate, control of
foreign exchange, capital reinvestment, allocation of resources, rate of inflation and trade balance
position and taxation.

The PRC economy has been transitioning from a planned economy to a more market-oriented
economy. In recent years, the PRC Government has implemented economic reforms and measures
emphasising on the utilisation of market forces in the development of the PRC economy. The Group
cannot predict whether the changes in the PRC economic, political and social conditions, laws,
regulations and policies will have any adverse effect on its current or future business, financial
conditions or results of operations.

Moreover, the Group cannot assure that the policy of economic reform and the direction of reform
towards market-oriented in the PRC will continue in the future. A variety of policies and other measures
that could be taken by the PRC Government to regulate the economy could have a negative impact on
the Group’s business, including the introduction of measures to control inflation or reduce growth,
changes in the interest rate or method of taxation. The Group’s business, financial conditions and results
of operations may be adversely affected by the PRC Government’s economic, political and social
policies and regulations.
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Changes and uncertainties in the PRC legal system may have a material impact on the Group’s
business, financial conditions and results of operations

The PRC legal system is based on written statutes, and prior court decisions may be cited as
reference but have limited precedential value. Since 1979, the PRC Government has established a
commercial law system, and significant progress has been made in promulgating laws and regulations
relating to economic affairs and matters such as corporate organisation and governance, foreign
investment, commerce, taxation and trade. However, many of these laws and regulations are relatively
new, and the implementation and interpretation of these laws and regulations may involve a certain
degree of uncertainty. Consequently, developments and changes in the PRC laws and regulations,
including their interpretation and enforcement, may lead to additional restrictions and uncertainties for
the Group’s business and uncertainties with respect to the outcomes of any legal action in the PRC.

Foreign exchange restrictions imposed by the PRC Government could negatively affect the
business operations of the Group

RMB is currently not a freely convertible currency. Both the conversion of RMB into any other
currencies and the conversion of foreign currencies into RMB for use in the PRC are regulated by the
PRC Government.

Under the existing PRC foreign exchange regulations, payments of current account items,
including profit distributions, interest payments and expenditures from trade related transactions, can be
made in foreign currencies without prior approval from the SAFE by complying with certain procedural
requirements. However, approval from the SAFE or its local branch is required where RMB is to be
converted into foreign currencies and remitted out of the PRC to pay capital expenses. There can be no
assurance that the PRC Government will not in the future impose restrictions on foreign exchange
transactions for current account items, including the payment of dividends. On the other hand, capital
contributions or loans that the Company makes to its PRC subsidiary (i.e. Runway Jiaxing), are also
subject to PRC regulations. The PRC foreign exchange regulations also regulate the use of foreign
currencies by foreign-invested enterprises which are converted into RMB funds for capital expenditure
purposes. Such regulations may impose additional requirements on the Group when it needs to convert
foreign currencies into RMB funds for capital expenditure purposes or may limit or restrict the use by
Runway Jiaxing of such capital contributions for certain purposes. If any laws, regulations or
government policies in relation to foreign exchange are implemented and the Group fails to comply with
the relevant PRC foreign exchange regulations on a timely basis or at all, the Group’s ability to fund
Runway Jiaxing’s operations may be negatively affected or delayed, which may adversely affect the
Group’s profitability and business operations.

Tightening of credit policy in the PRC may adversely affect the Group’s business, growth
strategies, financial conditions and results of operation

Recently, the PRC has adopted a tight credit policy which increases the difficulties for enterprises
in obtaining financing from banks. The Group is unable to predict whether there is any further fiscal or
credit tightening by the PRC Government. If the Group needs to seek additional financing from banks in
the PRC in the future, those policies may increase the Group’s financing costs. If the Group is unable to
obtain financing in a timely manner or at all, at reasonable cost or on reasonable terms, the Group’s
business plans may be hindered, and the Group’s growth, financial position and results of operations
may be adversely affected.
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SOURCES OF INFORMATION

Certain information provided in this section is derived from various official or publicly available
sources including the following:

Bureau of Economic Analysis, United States Department of Commerce

The Bureau of Economic Analysis is an agency of the Department of Commerce of the United
States, and is under direct control of the Department Economics and Statistics Administration in the
United States. The agency produces economic accounts statistics that enable government and business
decision-makers, researchers and the public to follow and understand the performance of the USA
economy. The information presented in this document from Bureau of Economic Analysis is freely
accessible by the public.

The International Trade Centre

The International Trade Centre was formed in 1964 and is a joint agency of the World Trade
Organization and the United Nations for trade related technical assistance. The information presented in
this document from the International Trade Centre is freely accessible by the public.

The National Bureau of Statistics of China

The National Bureau of Statistics of China is the official agency under the direct supervision of the
State Council in charge of producing and issuing statistics and economic accounting in the PRC. The
information presented in this document from the National Bureau of Statistics of China is freely
accessible by the public.

Industry Canada

Industry Canada is the department of the Government of Canada with a mandate of fostering a
growing, competitive, knowledge-based Canadian economy. The information presented in this document
from Industry Canada is freely accessible by the public.

Statistics Canada

Statistics Canada is the Canadian federal government agency commissioned with producing
statistics and economic accounting in Canada. The information presented in this document from
Statistics Canada is freely accessible by the public.

China Textile City Construction Management Committee

China Textile City Construction Management Committee is a PRC government agency, who leads
planning, construction and management of China Textile City. The information presented in this
document from China Textile City Construction Management Committee is freely accessible by the
public.
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Bureau of Labor Statistics, Department of Labor of the United States

The Bureau of Labor Statistics of the U.S. Department of Labor is the principal federal agency
responsible for measuring labor market activity, working conditions, and price changes in the economy.
The information presented in this document from Bureau of Labor Statistics, Department of Labor of the
United States is freely accessible by the public.

International Trade Administration, Department of Commerce of United States

The International Trade Administration (“ITA”) is an agency of the Department of Commerce of
the United States. Its main functions are to strengthen the competitiveness of industries in the United
States, promote trade and investment, and ensure fair trade through the rigorous enforcement of
respective trade laws and agreements. ITA works to improve the global business environment and helps
US organisations compete locally and abroad. The information presented in this document from ITA is
freely accessible by the public.

Energy Information Administration of the United States

Energy Information Administration (“EIA”) of the United States is the statistical and analytical
agency within the Department of Energy of the United States Government. EIA collects, analyses, and
disseminates independent and impartial energy information, which is independent of approval by any
other officer or employee of the US Government. The information presented in this document from EIA
is freely accessible by the public.

China Cotton Association

China Cotton Association is a non-profit organisation in the PRC whose main functions are to
gather, analyse and release information about the area of cotton. The information presented in this
document from China Cotton Association is freely accessible by the public.

China Statistical Yearbook 2012

China Statistical Yearbook is an annual statistical publication published by the National Bureau of
Statistics of the PRC to reflect comprehensively the economic and social development in the PRC. The
China Statistical Yearbook 2012 covers key statistical data in recent years up to 2011 at the national
level and at the local levels of province, autonomous region and municipality directly under the central
PRC Government. The information presented in this document from China Statistical Yearbook 2012 is
freely accessible by the public.

Federal Reserve of the United States

The Federal Reserve is the central bank of the United States. It formulates monetary policies and
ensures stability of the financial system in the United States. The information presented in this document
from Federal Reserve of the United States is freely accessible by the public.
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THE PRC APPAREL MANUFACTURING INDUSTRY
Industry characteristics and size

The Group operates in the apparel manufacturing industry with its manufacturing base located in
the PRC and its customers being mainly international apparel groups based in the USA and Canada.

There are a large number of market players in the apparel manufacturing industry throughout the
world. Among all countries, the PRC has maintained its leading position in the apparel exports market
for the year 2012. Based on the statistics published by the International Trade Centre, for the year 2012,
the world in aggregate exported a total value of apparel and accessories of approximately US$212,937
million. The country that supplied the highest value of apparel and accessories was the PRC, reaching
approximately US$98,372 million, which accounted for approximately 46.2% of the total worldwide
exports value. The other major exporting countries and regions include Bangladesh, Germany, Turkey,
Italy, Vietnam, India, Cambodia, Belgium and France. The chart below lists out the top 10 exporters that
exported the highest value of articles of apparel and accessories for the year 2012:

Export value in 2012

US$ million %
PRC (include Hong Kong) 98,372 46.2
Bangladesh 11,282 5.3
Germany 8,477 4.0
Turkey 8,428 4.0
Italy 7,806 3.7
Vietnam 6,913 3.2
India 5,466 2.6
Cambodia 4,307 2.0
Belgium 4,017 1.9
France 3,924 1.8
All other countries and regions 53,945 25.3
Total 212,937 100.0

Source: The International Trade Centre
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Competitive landscape and entry barriers

There are a large number of competitors of different scales of operation in the market and the
competition in the PRC apparel manufacturing industry is intense. Apparel manufacturers and suppliers
such as the Group targeting international apparel groups and specialty chain retailers in the United
States and Canada are competing mainly on (i) product design and development capabilities and the
ability to anticipate fashion trends; (ii) reliability of product quality and timely delivery; (iii) price
competitiveness; and (iv) the ability to operate under various social compliance requirements set out by
the customers.

Notwithstanding the relatively low initial capital commitment and technology requirements, PRC
apparel manufacturers targeting international apparel groups and specialty chain retailers in the United
States and Canada have to build a strong product design and development team that is capable of
bringing constant ideas on the fashion trends and new design inspirations to the customers as well as an
efficient manufacturing operation with reliable and high quality. Potential competitors will also have to
face the challenges of increasing manufacturing costs associated with labour costs, raw material prices
and the appreciation of RMB against US$, as well as the stringent social compliance requirements
imposed by the customers. All of the above factors create relatively high entry barriers for potential
competitors of the Group.

For the Group’s market share in the apparel markets in the United States and in Canada, please
refer to the paragraphs headed “USA apparel import” and ‘“Canada total clothing manufacturing
import” below in this section.

FUTURE OPPORTUNITIES AND CHALLENGES

The Group considers that the future opportunities and challenges faced by the Group will be
affected by the development of the apparel industry in the USA and Canada as well as factors affecting
the cost structure of the Group such as the costs of raw materials and labours and the fluctuation of the
exchange rate between US$ and RMB. With its vertically-integrated operation, the Group considers
itself to be well-positioned to compete favourably against its competitors under such future challenges
that are commonly faced by all competitors. When the Group’s competitors are unable to survive or
maintain their market share as a result of such future challenges, the Group considers that it may bring
opportunities for the Group to acquire its competitors’ market shares and to further enhance its business
and performance. Set out below is an analysis of the opportunities and challenges faced by the industry.
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USA apparel industry
Overview of USA economy

According to the statistics published by the Bureau of Economic Analysis of the Department of
Commerce of the United States, the real GDP of the USA steadily increased from approximately
US$11,836 billion in 2003 to approximately US$13,593 billion in 2012, with a CAGR of approximately
1.55%:

USA real GDP
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Source: Bureau of Economic Analysis, Department of Commerce of the United States

The sudden decrease in the real GDP of USA in 2008 and 2009 was mainly due to the global
financial crisis which took place in 2008 and 2009 led by the collapse of some international financial
institutions. The severe and significant damage to the USA economy can be shown from the significant
drop in the GDP in 2009. The USA economy has been recovering since 2010 as illustrated in the above

chart.
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Per capita disposable personal income of USA

According to the statistics published by the Bureau of Economic Analysis, U.S. Department of
Commerce, the real adjusted per capita disposable personal income has increased from US$30,453 in
2003 to US$32,841 in 2012, representing a CAGR of 0.84% for the period from 2003 to 2012.
Disposable personal income is defined as personal income less personal current taxes. The below chart
illustrates the real adjusted per capita disposal personal income figures for the period from 2003 to
2012:

USA real adjusted per capita disposable personal income
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USA apparel price index

According to the data published by the Bureau of Labor Statistics, Department of Labor of the
United States, the consumer price index for apparel has increased from 120.9 in 2003 to 126.3 in 2012.
The price level of apparel market in the United States has been increasing since 2010 as illustrated in
the graph below.

USA consumer price index (apparel)
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USA apparel import

According to the figures published by the International Trade Administration, U.S. Department of
Commerce Office, USA total apparel and accessories import values in year 2012 was US$81,449 billion.
The 10 countries that contributed most to USA total apparel import value were, in sequence, China,
Vietnam, Indonesia, Bangladesh, Mexico, India, Honduras, Cambodia, El Salvador and Pakistan for the
year 2012. USA total apparel import values from each of the top 10 countries were approximately
US$32,102 billion from China, US$7,131 billion from Vietnam, US$4,961 billion from Indonesia,
US$4,474 billion from Bangladesh, US$3,912 billion from Mexico, US$3,206 billion from India,
US$2,651 billion from Honduras, US$2,537 billion from Cambodia, US$1,840 billion from El Salvador
and US$1,560 billion from Pakistan for the year 2012. The chart below sets out the USA total apparel
and accessories import value distribution by countries for the year 2012.

2012 USA total apparel import and accessories distribution by countries
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As at the Latest Practicable Date, there were approximately 50 listed companies on the New York
Stock Exchange that were apparel retailers or clothing and accessories sellers. These companies include
existing and potential customers of the Group.

Based on the total apparel and accessories import value of the United States in 2012 of US$81,449
billion and the Group’s sales to customers in the United States in 2012 of approximately HK$217.7
million (or approximately US$27.9 million), the Group’s market share in the apparel market in the
United States is insignificant (less than 0.01%).
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Canada apparel industry
Overview of Canada economy

According to the statistics published by Statistics Canada, the Canada’s central statistical office,
the real GDP of Canada steadily increased from approximately CAD1,009 billion in 2003 to
approximately CAD1,297 billion in 2012, with a CAGR of approximately 2.83%:

Canada real GDP
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Disposable personal income of Canada

According to Statistics Canada, the real adjusted disposable income for a typical economic family
has increased from CAD71,600 in 2004 to CAD79,600 in 2011, representing a CAGR of 1.52% for the
period. Disposal income is defined as personal income less personal current taxes; an economic family is
defined as a group of two or more persons who live in the same dwelling and are related to each other
by blood, marriage, common law or adoption; whereas unattached individual is a person living either
alone or with others to whom he or she is unrelated, such as roommates or a lodger. The following chart
shows the real adjusted disposal income figures for the period from 2004 to 2011:

Canada real adjusted disposable personal income
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Canada apparel retail value

According to the data published by Statistics Canada, the consumer price index (Canada) for
clothing and footwear has increased from 114.1 in 2008 to 121.7 in 2012. The chart below sets out the
consumer price index in Canada for clothing and footwear from 2008 to 2012.

Canada consumer price index (clothing and footwear)
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Canada total clothing manufacturing import

According to the figures published by Industry Canada, Canada’s total clothing manufacturing
import value in year 2012 was US$9,126 million. The 10 countries that contributed most to Canada’s
total clothing manufacturing import value were, in sequence, China, Bangladesh, USA, Cambodia,
Vietnam, Mexico, India, Indonesia, Italy and Pakistan for the year 2012. Canada’s total clothing
manufacturing import values from each of the top 10 countries for the year 2012 were approximately
US$4,282 million from China, US$1,012 million from Bangladesh, US$593 million from USA, US$536
million from Cambodia, US$399 million from Vietnam, US$323 million from Mexico, US$288 million
from India, US$242 million from Indonesia, US$198 million from Italy and US$120 million from
Pakistan. The chart below sets out the 2012 Canada’s total clothing manufacturing import value
distribution by countries.

2012 Canada total clothing manufacturing import distribution by countries
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According to the statistics from Industry Canada, there were approximately 552 companies in
Canada engaged in the apparel sector or operating clothing and clothing accessories stores in September
2013. Such companies include existing and potential customers of the Group.

Based on the total clothing manufacturing import value of Canada in 2012 of US$9,126 million
and the Group’s exports to Canada in 2012 of approximately HK$109.5 million (or approximately
US$14.0 million), the Group’s market share in Canada’s apparel market was approximately 0.15% in
2012.
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Costs of raw materials and labour in the PRC
Fabric prices
One of the Group’s major raw materials is fabric, which is mainly made of cotton and polyester.

The following graph illustrates the movement in the price of cotton in the PRC from 2008 up to
the end of 2012:

Average price trend of cotton in China (2008-2012)
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The monthly average price of cotton in the PRC increased from approximately RMB13,622 per
tonne in January 2008 to approximately RMB19,068 per tonne in December 2012, representing a CAGR
of approximately 6.96%. Driven by domestic and foreign demand, fallen local supply and increased
global cotton price, the average cotton price started to rise since 2009 and peaked in March 2011 at
around RMB30,733 per tonne. The cotton price has fallen substantially since then and remained
relatively stable throughout 2012 at the level of approximately RMB19,000 per tonne.
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Polyester is mainly made from crude oil. The table below sets out the international price trend of
crude oil from 2008 up to the end of 2012:
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The price of crude oil underwent a significant decrease after the record peak of USD133.88 per
barrel recorded in June 2008. Then the monthly average price of crude oil increased at a CAGR of
approximately 20.31% from approximately USD42 per barrel in the beginning of 2009 to approximately
USD88 per barrel at the end of 2012. During the Track Record Period, the monthly average price of
crude oil was about USD89 per barrel in January 2011 and about USD88 per barrel in December 2012.
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Leather prices

One of the Group’s major raw materials is leather. The Directors are not aware of any statistics in
relation to the historical price trend of leather in the PRC markets. However, the Directors are aware of
the following producer price index (leather and allied product manufacturing) published by the Bureau
of Labor Statistics of the Department of Labor of the United States, and the Directors consider that such
index is reflective of the general price trend of leather in the PRC markets. The following graph
illustrates the producer price index (leather and allied product manufacturing) from 2003 to 2012
published by the Bureau of Labor Statistics of the Department of Labor of the United States:

Producer price index — Leather and allied product manufacturing
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The producer price index (leather and allied product manufacturing) has increased from
approximately 142.8 in 2003 to approximately 167.7 in 2012, representing a CAGR of approximately
1.80% in price of leather and allied product manufacturing.
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Labour costs

According to the statistics published by National Bureau of Statistics of China, the average wage
of employed persons in manufacturing sector located in urban areas of the PRC has been increased from
approximately RMB12,671 in 2003 to approximately RMB36,665 in 2011, representing a CAGR of
approximately 14.20%. The series of high-profile strikes happening in some of the PRC factories in
2010 has put a spotlight on growing unrest among the PRC’s massive migrant worker populations
wanting a greater share of the profit of the employers. The following chart sets out the average wage of
employed persons in manufacturing sector located in urban areas of the PRC for the period from 2003 to
2011.

Average wage of employed persons in urban units of PRC (manufacturing sector)
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Foreign exchange rate fluctuation and its effect on the Group
Trend of exchange rate between US$ and RMB

On 21 July 2005, the PRC Government reformed the exchange rate regime by moving into a
managed floating exchange rate regime based on market demand and supply with reference to a basket
of currencies, determined by the PBOC. This change in policy has resulted in the value of the RMB
appreciating against the USD significantly. The following chart illustrates the historical exchange rates
between RMB and USD from January 2005 to January 2013.

Historical exchange rate (RMB per USD)
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Foreign exchange risk

The exchange rates between RMB and the USD are subject to changes in the PRC Government’s
policies and international political and economic conditions. The Group derives a substantial part of its
revenue in USD while its costs are mainly denominated in RMB. Appreciation of RMB against USD
will therefore directly decrease the profit margin of the Group if the Group is unable to increase the
selling prices of its products accordingly. If the Group increases the selling prices of its products as a
result of the appreciation of RMB, it may in turn affect the Group’s competitiveness against overseas
competitors. To the extent that the Company needs to convert future financing into RMB for its
operations, appreciation of the RMB against the relevant foreign currencies would have an adverse effect
on the purchasing power of the RMB amount that the Company would receive from the conversion.
Please refer to the paragraph headed “Hedging of currency risk” under the section headed “Business”
in this document for further details of the Group’s currency risk and the related hedging activities.
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The relevant laws and regulations applicable to the operations and the business of the Group are
set out below:

(A) HONG KONG LAWS AND REGULATIONS
The Business Registration Ordinance (Chapter 310 of the Laws of Hong Kong)

Every person, (a company or individual), carrying on a business in Hong Kong is required by
the Business Registration Ordinance (Chapter 310 of the Laws of Hong Kong) to register with the
Inland Revenue Department and obtain a business registration certificate within one month of the
commencement of the business. Business registration is a process based on application and does
not involve government approval. Once the stated criteria are met, a business registration
certificate will be granted. Business registration serves to notify the Inland Revenue Department of
the establishment of a business in Hong Kong and therefore, it is designed to facilitate the Inland
Revenue Department to collect tax from various ‘“businesses” in Hong Kong. Business registration
does not serve to regulate the business activities of any person. If a person carries on a business
using one or more business or trade names, then a business registration certificate will be required
for each different business or trade name. A business registration certificate is renewable every
year and the current fee is HK$450 for a 1-year business registration certificate. As at the Latest
Practicable Date, the Group had all of the required business registration certificates for its business
in Hong Kong.

As advised by the Hong Kong Legal Advisers, there is no specific licensing requirement for
conducting the Group’s business in Hong Kong (in addition to what is required for carrying on
business in Hong Kong in general) pursuant to the laws of Hong Kong.

Taxation
(i)  Corporate profits tax

In general, persons, including corporations, partnerships, trustees and bodies of persons
carrying on any trade, professional or business in Hong Kong are liable for tax on all profits
(excluding profits arising from the sale of capital assets) arising in or derived from Hong Kong
from such trade, profession or business. The corporate tax rate of Hong Kong was 16.5% for the
Track Record Period.

(ii) Stamp duty

Hong Kong stamp duty will be payable by the purchaser on every purchase, and by the seller
on every sale, of Shares registered on the Hong Kong branch register of members. The duty is
charged at the ad valorem rate of 0.1% of the consideration for, or (if greater) the value of, the
Shares transferred on each of the seller and purchaser. In addition, any instrument of transfer (if
required) will be subject to a flat rate of stamp duty of HK$5.00. Where a sale or purchase of
Shares registered on the Hong Kong branch register is effected by a person who is not resident in
Hong Kong and any stamp duty payable on the contract note is not paid, the relevant instrument of
transfer (if any) shall be chargeable with such duty, together with the duty otherwise chargeable
thereon and the transferee shall be liable to pay such duty.
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(iii) Dividends

Under the current practice of the Inland Revenue Department, no profits tax is payable in
Hong Kong in respect of dividends paid by the Group.

(B) PRC LAWS AND REGULATIONS

This section sets out summaries of certain major laws and regulations, which are relevant to the
Group’s business and operation in the PRC.

A. Company establishment and foreign investment
1. Company Law and the Wholly Foreign-owned Enterprise Law

The establishment, operation and management of corporate entities in the PRC are governed
by the Company Law of the PRC (H'# A [RILFEH 22 7)) (the “PRC Company Law”), which
was promulgated by the Standing Committee of the National People’s Congress (2 A RAFRK
FHHZBE) on 29 December 1993 and came into effect on 1 July 1994. The PRC Company
Law was subsequently amended on 25 December 1999, 28 August 2004 and 27 October 2005.
According to the PRC Company Law, companies established in the PRC are either limited liability
companies or joint stock limited companies. The PRC Company Law applies to both PRC domestic
companies and foreign-invested companies; however where the PRC Company Law is silent on
matters relating to foreign-invested companies, such matters may be addressed by other PRC laws
and regulations.

The establishment procedures, approval procedures, registered capital requirements, foreign
exchange matters, accounting practices, taxation and labour matters of a wholly foreign-owned
enterprise are regulated by the Wholly Foreign-owned Enterprise Law of the PRC (*#E A R ILA!
B /M & 3% (the “WFOE Law”) promulgated on 12 April 1986 and amended on 31 October
2000, and the Rules for the Implementation of the WFOE Law ("% A &IN5 41 & 4> 375 F e
4 HI]) promulgated on 12 December 1990 and amended on 12 April 2001.

2. The Provisions on Guiding Foreign Investment Direction and the Catalogue for the Guidance
of Foreign Investment Industries

In 1995, the State Planning Commission (Bl %7 #|Z% B ), the State Economic and Trade
Commission (B R4 % Z B &) and the Ministry of Foreign Trade and Economic Cooperation
CE AN T8 55 5 /E D) jointly promulgated the Interim Provisions on Guiding Foreign Investment
Direction (18 E4/Pp#E 7 M 1THE) (the “Interim Foreign Investment Provisions”) and the
Catalogue for the Guidance of Foreign Invested Industries (JM 4% & & 345 % H #%) (the “Foreign
Investment Catalogue”), classifying all foreign investment projects into four categories:
encouraged projects, permitted projects, restricted projects and prohibited projects. On 11 February
2002, the State Council promulgated the Provisions on Guiding Foreign Investment Direction (&
AN E I ML E) (the “Foreign Investment Provisions”), re-stating the four categories of
foreign investment projects. The Foreign Investment Provisions came into force on 1 April 2002
and the Interim Foreign Investment Provisions were simultaneously repealed. The Foreign
Investment Catalogue has been revised in 1997, 2002, 2004, 2007 and 2011 respectively since it
was first promulgated. The version of the Foreign Investment Catalogue currently in effect was

— 53 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

REGULATIONS

jointly promulgated by the National Development and Reform Commission (B{Z%E @k Z §
@) and the Ministry of Commerce (PG5 ER) on 24 December 2011 and came into effect on 30
January 2012, pursuant to which garment production and sale falls into permitted projects.

B. Product quality

The Product Quality Law of the PRC ("% A\ [ H A F 2 i B 7 1%), which was promulgated by
the Standing Committee of the National People’s Congress on 22 February 1993 and amended on 8 July
2000 and 27 August 2009 respectively, applies to all production and marketing activities within the
territory of the PRC. Producers and sellers are responsible for the product quality according to the
provisions of this law.

Responsibilities and obligations of producers for the products include: (i) be responsible for the
quality of the products they produce; (ii) marks on the products or on the packages thereof shall be true
to the fact; (iii) not to produce products expressly phased out by state laws or decrees; (iv) not to forge
the place of origin, or forge or illegally use the name and address of another producer; (v) not to forge
or illegally use product quality marks, such as authentication marks; (vi) not to mix impurities or
imitations into the products, or substitute a fake product for a genuine one, a defective product for a
high-quality one, or pass off a substandard product as a qualified one in the production; and (vii) to
ensure that, for products that are fragile, inflammable, explosive, toxic, corrosive or radioactive,
products that should be kept upright during storage and transportation, or other products with special
requirements, the packaging thereof must meet the corresponding requirements, and carry warning marks
or warning notes to highlight the way of handling that calls for attention.

A producer in breach of the above responsibilities and obligations shall be liable for civil
compensation. The authorities shall order the suspension of production, confiscate the products illegally
produced, impose a fine and confiscate the unlawful proceeds (if any) therefrom. Where the case is
serious, business licences shall be revoked. Where a criminal offence is constituted, the offenders will
be pursued for criminal liabilities.

C. Intellectual property right

In accordance with the Trademark Law of the PRC (3 AR ILAIE E4E7%), which was
promulgated by the Standing Committee of the National People’s Congress on 23 August 1982 and
amended on 22 February 1993 and 27 October 2001 respectively, natural persons, legal persons, or other
organizations that need to obtain the exclusive right to use trademarks for the goods they produce,
manufacture, process, select, or distribute shall apply to the Trademark Office (Pi1%/)%) for trademark
registration. The users of a trademark shall be responsible for the quality of their goods bearing that
trademark. If the goods bearing a registered trademark are roughly and poorly manufactured or are
inferior goods passed off as quality goods, thereby deceiving consumers, the administrative departments
for industry and commerce at each level shall, depending on the circumstances, order rectification within
a specified time period and may additionally circulate a notice on the matter or impose a fine, or
alternatively, the Trademark Office (Fi1%J5) may cancel the registered trademark.

The exclusive right to use a registered trademark shall be limited to the trademark registered upon
verification and approval and the goods approved to be designated to be covered by the trademark. Any
of the following acts shall be deemed infringement of the exclusive right to use a registered trademark:
(1) using a trademark which is identical with or similar to the registered trademark on the same kind of
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goods or similar goods without the permission of the trademark registrant; (ii) selling any goods that
infringe upon the exclusive right to use a registered trademark; (iii) forging, manufacturing without
authorisation the marks of a registered trademark of others, or selling the marks of a registered
trademark forged or manufactured without authorisation; (iv) changing a registered trademark and
putting the goods bearing the changed trademark into the market without the consent of the trademark
registrant; (v) causing any other damage to the exclusive right of others to use a registered trademark.

In the event of disputes arising from any of the above acts, the parties shall negotiate for a
resolution. If any party refuses to negotiate or the negotiation proves futile, the trademark registrant or
an interested party may file a lawsuit with a people’s court, or refer the case to the administrative
department for industry and commerce. If the administrative department for industry and commerce
concludes that an infringement is constituted, it shall order an immediate cessation of the infringement,
and shall confiscate and destroy the infringing goods and the tools especially used to produce the
infringing goods and to forge the marks of the registered trademark, and may additionally impose a fine.

D. Environmental protection

The PRC laws and regulations on environmental protection mainly include the Environmental
Protection Law of the PRC (% ARILABIIREE{Ri# %) promulgated on 26 December 1989 and
amended on 25 December 1995, Regulations on Management of Environmental Protection for
Construction Projects (% H H 3R 5 - i# 4 B 491)), promulgated on 29 November 1998, Law of the
People’s Republic of China on Environmental Impact Appraisal (3 A R I A B 3R 55 52 25T E 1)),
promulgated on 28 October 2002, Law of the PRC on the Prevention and Control of Water Pollution ('
#e N R ILHNE /KI5 YLl iR 7%) promulgated on 11 May 1984 and amended on 15 May 1996 and 28
February 2008 respectively, Law of the PRC on the Prevention and Control of Air Pollution (H13E AR
LA B K575 YL B 16 #5) promulgated on 5 September 1987 and amended on 29 August 1995 and 29
April 2000 respectively, Law of the PRC on Prevention and Control of Environmental Pollution by
Solid Waste (1 A [ A (20 [ 8 58 975 YL BR B3 7 1A 15) promulgated on 30 October 1995 and amended
on 29 December 2004, and Law of the PRC on the Prevention and Control of Environmental Noise
Pollution (H73 A [ L0353 55 M 8 15 YL 7 2 ¥%) promulgated on 29 October 1996.

Pursuant to the above laws and regulations, enterprises that discharge waste gases, waste water,
waste residues, dust, malodorous gases, radioactive substances, noise, vibration and electromagnetic
radiation in the course of production, construction or other activities shall adopt effective measures to
prevent and control the pollution and harms caused to the environment, comply with applicable national
and local standards, as well as report to and register with the applicable environmental protection
authorities.

According to the requirements of competent environmental protection bureau, Runway Jiaxing’s
production must meet the following environmental protection standards: (i) living waste water must be
discharged into the sewage pipe network after being treated to meet the Level Three standard in the
Table 4 of GB8978-1996 Standard, and no other outfalls may be set; (ii) waste gases from kitchens
within the factory area must be discharged after being treated to meet GB18483-2001 Standard; (iii)
noise reduction measures must be taken on equipment generating intense noise to meet the Class III
standard of GB12348-90 Standard; and (iv) solid waste may not be piled up randomly and must be
collected by qualified organizations for recycling and comprehensive utilization.
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E. Labour Laws
1. The Labour Contract Law

The Labour Contract Law of the PRC (¥ AN RILFIE 25 E) A F %) (the “PRC Labour
Contract Law”) was promulgated by the Standing Committee of the National People’s Congress on
29 June 2007 and came into effect on 1 January 2008. The PRC Labour Contract Law is enacted to
define the rights and obligations of parties to a labour contract, including matters with respect to
the establishment, performance and termination of a labour contract.

Under the PRC Labour Contract Law, (i) a written labour contract shall be concluded when a
labour relationship is to be established between an employer and an employee; (ii) an employer
must pay an employee two times his salary for each month in circumstance where it fails to enter
into a written labour contract with the employee for more than a month but less than a year; where
such period exceeds one year, the parties are deemed to have entered into a unfixed-term labour
contract; (iii) an employer shall pay an employee the full amount of salary in a timely manner in
accordance with the provisions stipulated in the labour contract; (iv) an employer who fails to pay
an employee’s salary on time and in full as stipulated in the labour contract must, in addition to his
full salary, pay additional compensation to the employee at a rate of not less than 50 percent but
not more than 100 percent of the amount payable; (v) the amount of compensation an employer
may seek from an employee for breach of the agreed service term may not exceed the training
expenses paid by the employer; (vi) an employee may have his labour contract terminated if the
employer fails to pay social insurance premiums for the employee in accordance with law; and
(vii) an employer who collects money or property from employees in the name of guarantee or in
other names may be fined a maximum of RMB2,000 for each employee.

2. Law on Employment Promotion

The Law of the PRC on Employment Promotion (H#E A & I 5w S #E7%) (the “Law on
Employment Promotion”) was promulgated by the Standing Committee of the National People’s
Congress on 30 August 2007 and came into effect on 1 January 2008. The Law on Employment
Promotion contains provisions on policy support, fair employment, employment service and
management, and vocational education and training. More particularly, the Law on Employment
Promotion (i) states explicitly that employment discrimination should be eliminated, and the
employees discriminated by acts in violation of the provisions may file a lawsuit with the people’s
court; (ii) provides that public employment service agencies established by the People’s
Government at the county level or above should provide free services to employees, including
consultation of employment policies and regulations, vocational training, and price guidance for
market wages; (iii) establishes an employment and unemployment registration system, stipulating
that employers should provide necessary information to facilitate the registration.
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F. Social Insurance and Housing Provident Fund
1. Social insurance

According to the Interim Regulations on Collection and Payment of Social Insurance
Premiums (f1 & Ff 2 S8 174 6)), which was promulgated and came into effect on 22 January
1999, enterprises are required to pay basic pension insurance, basic medical insurance and
unemployment insurance for their employees. An enterprise shall, within 30 days from the date of
its establishment, apply for social insurance registration with the local social insurance agency
based on its business license, registration certificate or other relevant certificate. After verification,
a Social Insurance Registration Certificate (th &R EFL##) will be issued to it by the social
insurance agency. Furthermore, the enterprise shall, on a monthly basis, report to the social
insurance agency the amount of social insurance premiums payable and, after assessment by the
social insurance agency, pay its social insurance premiums within the prescribed time limit.

Furthermore, pursuant to the Regulations on Occupational Injury Insurances (L5 & B 6 i),
which was amended on 20 December 2010 and came into effect on 1 January 2011, employers are
required to pay occupational injury insurance premiums for their employees. Pursuant to the
Provisional Measures on Maternity Insurance for Enterprise Employees ({360 T4 & fRBrat A7 ¥
%), which was promulgated on 14 December 1994 and came into effect on 1 January 1995,
employers are required to pay maternity insurance premiums for their employees.

The Social Insurance Law of the PRC (% A\ B3 A1 41 € - [ 7%), which was promulgated
on 28 October 2010 and came into effect on 1 July 2011, requires that employers within the PRC
shall pay social insurance premiums, including basic pension insurance, basic medical insurance,
occupational injury insurance, unemployment insurance and maternity insurance. According to this
law, rural residents working in urban cities and foreigners working in the PRC shall also
participate in social insurance.

2. Housing provident fund

According to the Regulations on Management of Housing Provident Fund ({5 /& 4 & ##
@%W), which became effective on 3 April 1999 and was amended on 24 March 2002, enterprises in
the PRC must register with the housing provident fund management centre, maintain housing
provident fund accounts with designated banks for their employees, and deposit into the fund an
amount not less than 5% of each employee’s average monthly salary in the previous year.

G. Taxation
1. Income tax

According to the new Enterprise Income Tax Law of the PRC (H 3 A [ A0 5 1> 3£ i 15 Bl
%) which was promulgated by the National People’s Congress on 16 March 2007 and came into
effect on 1 January 2008, and the Implementation Regulations of the Enterprise Income Tax Law
of the PRC (" #E A RILFNEE 1> 2 BT 5B L B 17]) which was promulgated on 6 December
2007 and came into effect on 1 January 2008, PRC resident enterprises shall pay enterprise income
tax on their income derived from both within and outside the PRC. For non-resident enterprises
which have established agencies or offices in the PRC, they shall pay enterprise income tax on
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their income earned by such agencies or offices from inside the PRC, and their income derived
from outside the PRC but actually associated with such agencies or offices. The income tax rate
for both domestic and foreign-invested enterprises is 25%.

In accordance with the Arrangement between Mainland China and Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and Prevention of Fiscal Evasion (A
R A S A o A IR [ B S T A Ak B OB AN 7 LE IR B ZEHE) promulgated on 21 August
2006 and effective on 8 December 2006, if a Hong Kong enterprise owns at least 25% equity
interest in a PRC enterprise, the dividends paid by the PRC enterprise to the Hong Kong enterprise
are subject to a withholding tax of up to 5% of the total amount of the dividends. In accordance
with the Notice on Issues Relevant to the Implementation of Dividend Provisions in Tax Treaties
(Eﬁﬁ@*ﬂﬁﬁ“ﬁ%%ﬂﬁﬁ@%ﬁﬁ%ﬁFﬂ%ﬂ@ﬁ%ﬂ) issued by the State Administration of Taxation on
20 February 2009, to enjoy the benefits offered by tax treaties, the proportion of interest in the
PRC resident enterprise directly owned by the tax resident of the other side at any time during the
12-month period prior to the receipt of dividends shall remain compliant with that provided in the
tax treaties.

2. Value-added tax

Pursuant to the Interim Regulations of the PRC on Value-added Tax (H & A 3t 1[5 34 (E Bl
1746 41) which was last amended on 10 November 2008 and took effect on 1 January 2009, and
its Implementation Regulations which was last amended on 28 October 2011, all enterprises and
individuals engaging in the sales of goods, provision of processing, repairs and replacement
services, and the importation of goods within the territory of the PRC are subject to value-added
tax (“VAT”). The applicable VAT rate for taxpayers providing processing, repairs and
replacement services shall be 17%, and that for taxpayers exporting goods shall be 0 percent
except as otherwise stipulated by the State Council.

3. Urban maintenance and construction tax and education surtax

Pursuant to the Interim Regulations of the PRC on Urban Maintenance and Construction Tax
(Fp e A R S A [ 0 i 4 o A B T 1T % 1) which was promulgated on 8 February 1985 and took
effect from 1 January 1985, and Circular of the State Administration of Taxation on Issues
Concerning the Collection of the Urban Maintenance and Construction Tax (] ZHi 55 48 J5) B i 9%
T 4 R A B AU R A A J8 1) which was promulgated on 12 March 1994 and took effect from 1
January 1994, any enterprise or individual subject to consumption tax, VAT and business tax shall
also be required to pay urban maintenance and construction tax. The amount of urban maintenance
and construction tax shall be based on the consumption tax, VAT and business tax actually paid by
a taxpayer, and shall be paid simultaneously with payment thereof. The rates of urban maintenance
and construction tax shall be 7% for a taxpayer in city, 5% for a taxpayer in county or town and
1% for a taxpayer in places other than a city, county or town.

In accordance with the Interim Provisions on the Collection of Educational Surtax (FUXZ &
BN E AT ) which was last revised on 8 January 2011, any enterprise or individual subject
to consumption tax, VAT and business tax shall also be required to pay educational surtax. The
rate of educational surtax is 3%, based on the amount of consumption tax, VAT and business tax
actually paid by each enterprise or individual, and the educational surtax shall be paid
simultaneously with the payment of consumption tax, VAT and business tax.
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4. Land use tax

Pursuant to the Interim Regulations of the PRC on Land Use Tax in Cities and Towns (%
N R R 5] Sk 8 b A I BB AT 9]) which was promulgated on 27 September 1988 and
amended on 31 December 2006 and 8 January 2011 respectively, all enterprises and individuals
using land within the scope of cities, counties, administrative towns, and industrial and mining
areas are subject to land use tax. The land use tax shall be calculated on the basis of the areas of
land actually occupied by the taxpayers and shall be collected in accordance with the specified
amount of tax.

The annual amount of land use tax per square meter is as follows: (i) 1.5 to 30 yuan in large
cities; (ii) 1.2 to 24 yuan in medium cities; (iii) 0.9 to 18 yuan in small cities; and (iv) 0.6 to 12
yuan in counties, administrative towns, and industrial and mining areas.

5. Real estate tax

Pursuant to the Interim Regulations of the PRC on Real Estate Tax (9 3 A 3 AE 55 2 Bl
W ATWA1) which was promulgated on 15 September 1986 and amended on 8 January 2011, real
estate tax is levied in cities, counties, state designated townships and industrial and mining areas,
and shall be paid by the owner of the property right. The real estate tax shall be calculated on the
residual value following the subtraction of 10% to 30% of the original value of the property at a
rate of 1.2%.

H. Rules on foreign exchange and dividend distribution
1. The Regulations on Foreign Exchange Administration

The principal regulation governing foreign exchange in the PRC is the Regulations of the
PRC on Foreign Exchange Administration (9% A [RILHNEHMES B B]), which was
promulgated by the State Council on 29 January 1996, effective on 1 April 1996 and was
amended on 14 January 1997 and 5 August 2008 respectively. Under these rules, RMB is freely
convertible for payments of current account items, including trade and service-related foreign
exchange transactions and dividend payments, but not for capital account expenses, including
direct investment, loan or investment in securities outside the PRC. RMB may only be converted
for capital account expenses once the prior approvals of relevant foreign exchange administrative
departments have been obtained. Under the Regulations on Foreign Exchange Administration,
foreign-invested enterprises in the PRC may purchase foreign currencies without the approvals of
relevant foreign exchange administrative departments for trade and service-related foreign
exchange transactions by providing commercial documents evidencing such transactions. They
may also retain foreign currencies (subject to a cap approved by the foreign exchange
administrative departments) to satisfy foreign exchange liabilities or to pay dividends. But foreign
exchange transactions involving direct investment, loans and investment in securities outside the
PRC are subject to limitations and require approvals from the foreign exchange administrative
departments.
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2. SAFE registration

Pursuant to the Notice of the SAFE on Relevant Issues Concerning Foreign Exchange
Administration Involved in Financing and Inbound Investment Conducted by PRC Residents via
Overseas Special Purpose Vehicles (444 P s B A 5 A0 i B3 48 B3 AR H 19 2 ) Al & K
RAR G A HE A AT BP9 A1) (the “SAFE Circular No. 757) issued on 21 October 2005, (i)
PRC residents should register with the local branch of the SAFE before establishing or controlling
a privately-held overseas special purpose vehicle (the “Overseas SPV”) for the purpose of
overseas equity financing (including convertible debt financing); (ii) when a PRC resident
contributes the assets of or its equity interest in a domestic enterprise into an Overseas SPV, or
engages in overseas financing after contributing assets or equity interest into an Overseas SPV,
such PRC resident shall register his or her interest in the Overseas SPV and the change thereof
with the local branch of the SAFE; and (iii) when the Overseas SPV undergoes such material
capital alteration as a change in share capital or merger and acquisition, the PRC resident shall,
within 30 days from the occurrence of such event, register with the local branch of the SAFE.
Under the SAFE Circular No. 75, failure to comply with the registration procedures set forth above
may result in restrictions on a PRC subsidiary’s foreign exchange activities and its ability to
distribute dividends to Overseas SPV, as well as the imposition of penalties in accordance with the
law.

The Controlling Shareholders are not “PRC residents” as defined in the SAFE Circular No.
75. They are, therefore, not required to register with the local branch of the SAFE under the SAFE
Circular No. 75.

3. Regulations on dividend distribution

The principal laws and regulations governing the distribution of dividends paid by wholly
foreign-owned enterprises in the PRC include (i) the PRC Company Law; (ii) the WFOE Law; and
(iii) the Rules for the Implementation of the WFOE Law. Under the above laws and regulations,
domestic companies and wholly foreign-owned enterprises in the PRC may distribute dividends
only from accumulated after-tax profits, if any, determined in accordance with the PRC accounting
standards and regulations. In addition, such enterprises are required to set aside at least 10% of
their after-tax profits each year, if any, as certain reserve funds until the accumulated reserve funds
reach and remain above 50% of their registered capital. These reserves are not distributable as cash
dividends. Under the relevant PRC laws, no net assets other than the accumulated after-tax profits
can be distributed in the form of dividends.

The PRC Legal Advisers are of the opinion that save for the noncompliant incidents as disclosed
in the paragraph headed “Non-compliances” under the section headed “Business” in this document, the
Group has complied with all relevant PRC laws and regulations in all material respects and obtained all
relevant approvals/certificates which are necessary for its operations in the PRC up to the Latest
Practicable Date.
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(C) US LAWS AND REGULATIONS

The majority of the Group’s products are sold to customers located in the US during the Track
Record Period. Accordingly, the Group’s sales to customers in the US are subject to certain US laws and
regulations, including those summarized in the following paragraphs.

US import regulations
Quotas

Starting 1 January 2009 all apparel products exported from China to the US were no longer
subject to quota (quantitative restrictions). Under the global safeguard and China-specific
safeguard (which expires at the end of 2013), the US could re-impose quantitative restrictions,
albeit on a limited basis, on apparel products from China.

Custom duties

All goods imported into the US are either subject to duty or duty free, depending on their
classification under the applicable heading in the Harmonized Tariff Schedule of the United States
(“HTSUS”).

When goods are dutiable, ad valorem, specific or compound rates may be assessed.

° ad valorem rate — the type most often applied — is a percentage of the entered value
of the merchandise, such as 5% ad valorem.

° specific rate — a specified amount per unit of weight or item count, such as 5.9 cents
per dozen.

° compound rate — a combination of both an ad valorem rate and a specific rate, such as
0.7 cents per kilo plus 10% ad valorem.

Rates of duty for imported merchandise may also vary depending upon the country of origin.
Apparel manufactured in China is dutiable under NTR (normal trade relations) rates. US Customs
and Border Protection (“CBP”) has the authority to make a “rate advance” should CBP determine
that the classification claimed by the importer is incorrect.

The Group’s products are generally subject to an ad valorem duty rate of between 3% and
32%. Duty is paid by the Group’s customers when the Group’s customers purchase products from
the Group on an FOB (free on board) China basis and by the Group when the Group’s customers
purchase products from the Group on an LDP (landed duty paid) basis.

Classification

All goods that enter the US are classified according to the HTSUS. The United States
International Trade Commission maintains and publishes the HTSUS, but CBP is responsible for
interpreting and enforcing it.
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The HTSUS comprises a hierarchical structure for describing all goods in trade for duty,
quota, and statistical purposes. This structure is governed by The International Convention on the
Harmonized Commodity Description and Coding System (“HS”) which is administered by the
World Customs Organization (“WCO”). The four-digit and six-digit HS product categories are
subdivided into unique eight-digit rate lines unique to the US and 10-digit non-legal statistical
reporting categories. Classification of goods in this system must be done in accordance with the
General and Additional US Rules of Interpretation, starting at the four-digit heading level to find
the most specific provision and then moving to the subordinate categories.

The HTSUS is currently divided into 99 chapters, almost all of which are grouped by product
type. Textile and textile articles are grouped under Section XI of the HTSUS. The Group’s
products fall under Chapter 61 (knit apparel) and Chapter 62 (woven apparel) of such section.

Valuation

Under US law, the preferred basis of valuation, against which the relevant duty rate is
applied, is the “transaction value” of the goods. Transaction value is normally the price paid by
the US importer to the foreign seller. Where the foreign seller is a middleman and not the
manufacturer, transaction value may, under “first sale” principles, be based on the lower price
paid by the foreign seller to the foreign factory.

Where the Group’s customers purchase products from the Group on an FOB basis and
therefore act as the importers, the customers pay duty based on Runway HK’s price. Where the
Group sells on an LDP basis and therefore is responsible for importing the goods and paying for
the duty, the Group pays duty on such intragroup price.

Where goods imported into the US are involved in a series of sales (for example, factory to
middleman, middleman to customer, etc.), CBP has the authority to make a “valuation advance”
should CBP determine that the basis of valuation is a later sale and not an earlier sale claimed by
the importer. Further, should CBP determine that goods are undervalued, CBP has the authority to
impose monetary penalties.

Marking

All apparel products require country of origin markings, the location of which (e.g., center
neck or waistband) depends on the type of garment. In addition to origin markings, apparel
products are also required to be marked for washing instructions, fiber content and other
information. Origin and other marking requirements are administered and/or enforced by CBP and
the United States Federal Trade Commission. Marking violations can result in monetary penalties
and delays in customs clearance.

Security

In the aftermath of the events of 11 September 2001, CBP implemented various security
requirements to try and ensure that terrorists and their weapons are not introduced into the US in
shipments of imported merchandise, especially those originating or transshipping through countries
or jurisdictions perceived to be “high-risk.” These include rules requiring advance transmission of
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electronic cargo information to CBP for incoming cargo and security checks of imported
merchandise on entry into the US, all of which may result in clearance delays and stoppage of
shipments.

US product quality and consumer protection

The importation of certain classes of merchandise may be prohibited or restricted to protect
the economy and security of the US, to safeguard consumer health and well being, or to preserve
domestic plant and animal life.

Many of these prohibitions and restrictions are prescribed by laws and regulations
administered by CBP or by other US government agencies with which CBP co-operates in
enforcement. This applies to all types of importations, including those made by mail and those
placed in foreign-trade zones (FTZs).

Any consumer product offered for importation will be refused admission if it (a) fails to
comply with an applicable product safety rule or with a specified labeling or certification
requirement, or (b) has a product defect which constitutes a substantial product hazard. These
requirements are administered by the U.S. Consumer Product Safety Commission. Under the
Consumer Product Safety Improvement Act of 2008, children’s products, including children’s
apparel, are subject to testing, certification and tracking-label requirements.

Copyrights and use of trademarks with respect to US imports

Articles bearing counterfeit trademarks are subject to seizure and forfeiture. Marks that are
confusingly similar to a registered trademark that has been recorded with CBP are subject to
detention and possible seizure and forfeiture. The importation of ‘“paralle]” or “grey market”
goods 1is restricted where the registered trademark has been recorded with CBP and grey market
protection has been afforded.

Articles imported into the US that are clearly piratical of a registered copyright recorded with
CBP are subject to seizure and forfeiture.

Anti-dumping in the US

In the US, the United States International Trade Commission and United States Department
of Commerce share responsibility for investigating allegations of dumping, under authority granted
by the Tariff Act of 1930 (19 U.S.C 1202 et. seq.). Where an investigation reveals that foreign
products are being “dumped” into the US, the United States Department of Commerce may impose
appropriate dumping duties as a remedy.

In addition to dumping duties, the United States Department of Commerce may also impose
countervailing duties where imported products have been found to benefit from government
subsidies.

The latest US Customs’ list of products whose imports are subject to anti-dumping duties
include largely industrial products and food and there are currently no products manufactured by
the Group that are on the list.
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(D) CANADIAN LAWS AND REGULATIONS
Overview

The import of clothing into Canada is governed by a number of Canadian federal laws and
regulations. Most clothing items imported into Canada are subject to import duties, and Canadian
law enables the use of import controls and duties to protect domestic markets. Imported clothing is
also subject to product safety standards and labelling requirements, and must abide by laws and
regulations protecting trademarks and copyrights.

Import regulations

The Export and Import Permits Act (“EIPA”) enables the establishment of a list of products
which are subject to Canadian import controls. Products may be added to the Import Control List
for a number of reasons.

In particular, the EIPA allows import controls to be imposed on goods originating in the PRC
if they are being imported into Canada in circumstances causing market disruption to Canadian
producers. Import permits are not currently required for clothing and textile imports into Canada
from the PRC.

Import duties and tariffs

All goods that enter Canada are categorised according to the Customs Tariff, which is based
on international standards prescribed by the World Customs Organization’s Harmonized
Commodity Description and Coding System (“HS”). Textiles and textile articles are grouped
under Section XI of the Schedule to the Customs Tariff, with each type of item assigned an HS
Code.

Goods imported into Canada may be subject to duty depending on their HS Code. The
applicable duty rate depends on both the nature of the goods and their country of origin.

Most clothing items imported into Canada from the PRC are currently subject to an 18%
import duty payable by the importer.

Product labelling
Textile labelling

Under the Textile Labelling Act (“TLA) and its regulations, consumer textile items in
Canada have specific labelling requirements. The TLA requires that consumer textile articles
including clothing have a label properly attached which states the generic name of each textile
fibre comprising 5% or more by mass of the total fibre mass of the item, the percentage by mass of
the total fibre mass of the article of each textile fibre type, and the identity of the person by or for
whom the consumer textile article was manufactured. This information must be displayed in both
English and French unless certain conditions apply.
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Country of origin labelling

Under the Determination of Country of Origin for the Purpose of Marking Goods (Non-
NAFTA Countries) Regulations, textiles and clothing items are required to be marked in
accordance with the Marking of Imported Goods Regulations (“MIGR”) to indicate the country in
which the goods were substantially manufactured to the ultimate purchaser.

It is illegal under the TLA and the MIGR to import textile articles into Canada which do not
conform to these labelling requirements unless special procedures are followed by the importer,
including advance notification by the importer to authorities and proper labelling of the items after
import.

Copyrights and use of trademarks with respect to imports

Pursuant to Canada’s Trade-marks Act, imported items bearing counterfeit trademarks are
subject to seizure and forfeiture, and future imports of such items may be prohibited.

Knowingly importing infringing copies of works or other subject matter in which copyright
subsists is an offence under Canada’s Copyright Act.

Product safety in Canada
General product safety

The Canada Consumer Product Safety Act (“CCPSA”) and its regulations set out product
quality and safety standards for consumer products including textile items. Under the CCPSA, it is
illegal to manufacture, import, advertise or sell consumer products including consumer textile
articles that fail to meet the quality and safety standards set by the regulations or otherwise pose a
danger to human health or safety. Violation of the CCPSA or its regulations is a criminal offence,
punishable by fines of up to CADS million and imprisonment of up to two years.

Textile Flammability Regulations

The Textile Flammability Regulations set out specific flammability standards for consumer
textile articles, measured according to the flame spread time of the fabric. Flame spread time must
be determined according to the Canadian General Standards Board standard CAN/CGSB-4.2 No.
27.5, entitled Textile Test Methods — Flame Resistance — 45° Angle Test — One-Second Flame
Impingement. The Children’s Sleepwear Regulations impose more stringent requirements for
products falling under those regulations.

Consumer protection in Canada

Statutes governing the sale of goods are a matter of provincial jurisdiction in Canada, and all
provinces and territories have legislated a Sale of Goods Act or similar legislation. These statutes
generally contain provisions requiring that sellers only delivery such goods to the consumer that
are in conformity with the contract seller’s description in the sale, that are reasonably fit for the
purposes required by the consumer as made known by him to the seller, and that will be durable
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for a reasonable period of time having regard to the use to which they would normally be put.
These statutes also provide consumers with rights and remedies in the event of a breach of these
warranties and conditions.

Product liability claims are often founded in negligence rather than contract, most commonly
with the manufacturer as defendant, and the manufacturer has a duty to take reasonable care to
ensure that its products are safe for their foreseeable uses.

Anti-dumping in Canada

The Canada Border Services Agency and the Canadian International Trade Tribunal are
jointly responsible for administering the Special Import Measures Act (“SIMA’), which provides
authority to investigate whether dumping or subsidising of imported goods has occurred.

Where an investigation reveals that imported foreign products are being dumped into Canada
or have been subject to a prohibited subsidy, SIMA imposes anti-dumping or countervailing duties
as a remedy for the dumping or subsidising activities. There are currently no measures under SIMA
which impose any such duties on clothing or textiles imported into Canada.
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ESTABLISHMENT AND DEVELOPMENT OF THE GROUP
Major developments and milestones

The Group was founded by Mr. Tien and Mr. Gozashti in October 2001 when Runway HK was
incorporated in Hong Kong. The following table sets out the major developments and milestones of the
Group since incorporation:

October 2001 Mr. Tien and Mr. Gozashti founded the Group when Runway HK was
incorporated on 12 October 2001. Runway HK commenced its private
label products operation (i.e. products under the brands of the Group’s
customers). It sold apparel products to apparel brand owners and
fashion retailers.

April 2003 Runway US was incorporated in California, the United States for
carrying out the marketing and advertising operation of the Group in
the United States.

June 2003 The Group established its own quality control team.

October 2003 Runway HK cooperated with an independent third party (the
“Independent PRC Partner™) to establish Runway Jiaxing (then known
as ILE IR A A BR/A R (Jiaxing Xin Nuo Garment Limited)) as a
sino-foreign equity joint venture in the PRC, which was equally owned
by Runway HK and the Independent PRC Partner as to 50% each upon
establishment.

March 2004 Runway Jiaxing commenced its own manufacturing operation in
Jiaxing in a leased factory.

Runway US established a showroom in Los Angeles, the United States,
which allowed the Group to further expand its marketing and
advertising operation in the United States.

August 2004 The Group expanded its marketing and advertising operation by
establishing another showroom in New York, the United States.

October 2005 Runway HK acquired the other 50% equity interest in Runway Jiaxing
from the Independent PRC Partner at a consideration of RMB1.66
million.

June 2006 Runway HK acquired the “BLANC NOIR” trademark at a nominal

consideration from a company then owned by Mr. Gozashti (which was
dissolved in 2006). After the acquisition of the trademark, the Group
commenced its own brand products operation (i.e. the designing,
manufacturing and selling of apparel products under its proprietary
brand name). At that time, the Group’s target customers for its own
brand products were mainly department store chains in the United
States.
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March 2007

June 2007

October 2007

September 2008

September 2008

February 2012

November 2012

June 2013

Runway Jiaxing entered into an agreement with the Land and
Resources Bureau of Jiaxing, Zhejiang Province to acquire a piece of
land in Jiaxing for the purpose of constructing the Jiaxing Factory.

The authorised share capital of Runway HK was increased from
HK$10,000 to HK$5,000,000.

The paid-up capital of Runway HK was increased from HKS$2 to
HK$3,000,000.

The construction work of the Jiaxing Factory had been completed and
Runway Jiaxing commenced its manufacturing operation in the Jiaxing
Factory.

The Group started using an additional brand name, “SUGARFLY”, for
its own brand products.

The Group started using a third brand name, “RUNWAY NEW
YORK?”, for its own brand products, in addition to “BLANC NOIR”
and “SUGARFLY”.

The Group expanded its own brand products operation to target at
customers that had smaller operations, such as independent fashion
boutiques in the United States.

The Company was incorporated in the Cayman Islands as part of the
Reorganisation.

Principal business activities of operating subsidiaries

The Group principally designs, manufactures and sells apparel products. The operating subsidiaries

of the Company include Runway HK, Runway Jiaxing and Runway US. Set out below are the principal

business activities of each operating subsidiary:

Operating subsidiaries

Runway HK
Runway Jiaxing

Runway US

Principal business activities
The selling of the Group’s apparel products
The manufacturing of the Group’s apparel products

The design, marketing and advertising of the Group’s apparel products
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Runway HK
Incorporation

Runway HK was incorporated in Hong Kong on 12 October 2001 with an authorised share capital
of HK$10,000 divided into 10,000 shares of HK$1.00 each. Upon the incorporation of Runway HK, two
shares in Runway HK were allotted and issued to two initial subscribers who are independent third
parties. On 27 October 2001, the two initial subscribers transferred their respective one share in Runway
HK to Mr. Tien and Mr. Gozashti respectively at a consideration of HK$1.00 each, based on the par
value of the shares. As a result, Runway HK was owned equally by Mr. Tien and Mr. Gozashti as to
50% each at that time.

Increase in authorised and issued share capital

On 15 June 2007, the authorised share capital of Runway HK was increased from HK$10,000
(divided into 10,000 shares of HK$1.00 each) to HK$5,000,000 (divided into 5,000,000 shares of
HK$1.00 each). On 5 October 2007, an additional 2,999,998 shares were allotted and issued to Mr. Tien
and Mr. Gozashti equally as to 1,499,999 shares each for a total consideration of HK2,999,998 (or
HK$1,499,999 each), which was determined with reference to the par value of the shares in Runway
HK. The consideration was settled by way of setting off against the then existing shareholders’ loans for
two identical sums of HK$1,499,999 each owing to Mr. Tien and Mr. Gozashti respectively. The
respective shareholding of Mr. Tien and Mr. Gozashti in Runway HK remained unchanged after the
aforesaid allotment and issue of shares.

Since then and before the Reorganisation, there has been no further change in the share capital or
the shareholding of Runway HK.

Opinion of the Hong Kong Legal Advisers

The Hong Kong Legal Advisers are of the opinion that (i) Runway HK has been duly incorporated
and is validly existing as a Hong Kong company under the Companies Ordinance with limited liability
and has legal capacity to sue and be sued in its own name, and to own its assets and conduct its
business; and (ii) Runway HK has obtained all material licences, permits and certificates necessary to
conduct its operations and business in Hong Kong from the relevant governmental bodies in Hong
Kong.

Runway Jiaxing
Establishment

Runway Jiaxing was established on 9 October 2003 as a Sino-foreign equity joint venture in the
PRC with an initial registered capital of US$500,000, which was contributed as to 50% by Runway HK
and as to 50% by the Independent PRC Partner. Upon establishment, Runway Jiaxing was known as
BLAE 5 I i A BRA W) (Jiaxing Xin Nuo Garment Limited) and was equally owned by Runway HK and
the Independent PRC Partner as to 50% each.
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Acquisition of the remaining 50% equity interest in Runway Jiaxing

On 28 October 2004, Runway HK and the Independent PRC Partner entered into an equity transfer
agreement (as supplemented by a supplemental equity transfer agreement dated 29 October 2004),
pursuant to which Runway HK acquired the 50% equity interest in Runway Jiaxing from the
Independent PRC Partner for a consideration of RMB1,665,000. The acquisition was due to the view of
Runway HK that owning the entire equity interest in Runway Jiaxing would be beneficial to its factory
operation in the PRC. The consideration, which was determined based on the arm’s length negotiation
between the parties having regard to the then business and financial position of Runway Jiaxing, was
fully settled on 19 August 2005. The equity transfer was completed on 8 October 2005 upon the
obtaining of the relevant new business licence of Runway Jiaxing. Upon completion of the equity
transfer, Runway Jiaxing became wholly owned by Runway HK and was changed from a Sino-foreign
equity joint venture to a wholly-foreign-owned enterprise.

Increase in registered capital in 2005

Upon completion of the aforementioned equity transfer, the registered capital of Runway Jiaxing
was increased from US$500,000 to US$1,000,000, where the additional US$500,000 was entirely
contributed by Runway HK. Among the additional US$500,000, 15% (i.e. US$75,000) was required to
be contributed within three months from the date of the relevant new business licence (i.e. three months
from 8 October 2005, or on or before 7 January 2006 (the “l1st Instalment Deadline”)) while the
remaining 85% was required to be contributed within one year from the same date (i.e. on or before 7
October 2006 (the “2nd Instalment Deadline”)).

While the first 15% of the additional registered capital of US$500,000 (i.e. US$75,000) was
required to be contributed by the Ist Instalment Deadline, Runway HK had, due to inadvertent
administrative oversight, only contributed a sum of US$74,916.74 by the 1st Instalment Deadline,
representing a shortfall of US$83.26 (the “Shortfall”’). Notwithstanding the Shortfall, Runway HK had
completed the contribution of the entire additional registered capital of US$500,000 before the 2nd
Instalment Deadline.

In connection with the Shortfall, the PRC Legal Advisers have advised that the Shortfall has not
and will not lead to any negative impact on the valid subsistence of Runway Jiaxing and that no
administrative penalty has been or will be imposed on the Group as a result of the Shortfall having
considered that:

° the amount of the Shortfall, being US$83.26, was very small;

° notwithstanding the Shortfall, all corporate changes filed by Runway Jiaxing subsequent to
the 1st Instalment Deadline were processed by the relevant PRC authority as usual;

° since the Ist Instalment Deadline and up to the Latest Practicable Date, the relevant PRC
authority had not imposed any administrative penalty on Runway Jiaxing as a result of the
Shortfall;

e  pursuant to the HHEARILHMBIITEEE] (PRC Administrative Punishment Law), no
penalty will be imposed with respect to a non-compliant or illegal activity if such activity
was not founded within 2 years from the date of occurrence;
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° Runway HK had fully rectified the incident arising as a result of the Shortfall as it had
contributed the entire additional registered capital of US$500,000 before the 2nd Instalment
Deadline; and

e  on 28 June 2013, the Group obtained a written confirmation from J%J 17 75 I [ A8 75 7 5 )=y
(Economy and Commerce Bureau of the Xiuzhou District of Jiaxing City, formerly known as
the Foreign Trade and Economic Cooperation Bureau of the Xiuzhou District of Jiaxing City)
(which is, in the opinion of the PRC Legal Advisers, competent to issue such confirmation)
confirming that (i) it will not hold any party accountable and will not impose any penalty in
relation to the Shortfall; and (ii) the current 73 A RILAIE & ARG E S EHHEEE
(Certificate of Approval for Establishment of Enterprises with Investment of Taiwan, Hong
Kong, Macau and Overseas Chinese in the People’s Republic of China) of Runway Jiaxing
will continue to remain valid and will not be revoked or withdrawn because of the Shortfall.

Increase in registered capital in 2007

On 13 July 2007, Runway Jiaxing has passed a board resolution to increase its registered capital
from US$1,000,000 to US$2,000,000, where the additional US$1,000,000 was contributed entirely by
Runway HK. On the same date, a shareholder’s resolution was passed to amend the article of association
of Runway Jiaxing accordingly. The PRC Legal Advisers have confirmed that the additional
US$1,000,000 has been fully contributed by Runway HK within the relevant prescribed time limit.

Change in company name

On 1 March 2008, Runway Jiaxing has passed a shareholder’s resolution to change its company
name from F&BL(5 55 IR fifif5 BR/A 7 (Jiaxing Xin Nuo Garment Limited) to IR i B BRI fff (52 Bl A7 BR 2
7] (Jiaxing Runway Global Garment Limited) (i.e. the current name of Runway Jiaxing). The change
was completed on 17 March 2008 upon the obtaining of the relevant new business licence of Runway
Jiaxing.

Opinion of the PRC Legal Advisers

The PRC Legal Advisers confirmed that (i) Runway Jiaxing is an independent legal entity duly
established and validly subsisting under the PRC law; (ii) the initial registered capital and the
subsequent increases in the registered capital of Runway Jiaxing have been fully paid up within the
relevant prescribed time limits except for the Shortfall, which, in the opinion of the PRC Legal
Advisers, will not lead to any negative impact on the valid subsistence of Runway Jiaxing and will not
lead to any administrative penalty for reasons stated in the paragraph headed “Increase in registered
capital in 2005 above; and (iii) Runway Jiaxing has obtained all necessary approvals and completed all
registrations and filings in connection with its establishment and subsequent changes in its corporate
registration information as required by the applicable PRC laws and regulations.

Runway US
Incorporation

Runway US is a corporation established in the State of California, the United States on 4 April
2003. On 4 April 2003, the articles of incorporation of Runway US were filed with the Secretary of
State of California. On 8 April 2003, the bylaws of Runway US were adopted and Mr. Gozashti was

elected as a director and the president of Runway US. Mr. Gozashti also subscribed for 1,000 shares of
common stock of Runway US evidenced by share certificate no. 1.
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Subsequent change in shareholding structure

Mr. Gozashti gifted 500 of his 1,000 shares in Runway US to Mr. Tien effective on 20 January
2005. Mr. Gozashti surrendered share certificate no. 1 which was canceled and new share certificates no.
2 and no. 3 representing 500 shares apiece were issued to Mr. Gozashti and Mr. Tien respectively on 20
January 2005. The shareholders of Runway US have remained consistent since then and before the
Reorganisation.

Opinion of the US Legal Advisers

The US Legal Advisers are of the opinion that (i) Runway US has been incorporated and continued
under the laws of the State of California, the United States and has remained in good standing since
formation; (ii) Runway US has the corporate power and authority to own or lease property, purchase and
sell property and to conduct its business as carried out; and (iii) Runway US has obtained all material
licenses, permits and certificates necessary to conduct its business as presently constituted.

REORGANISATION
Key steps of the Reorganisation

In preparation for the [e], the Group underwent the Reorganisation to rationalise the Group’s
structure so that the Company became the holding company of the Group. The steps of the
Reorganisation are set out as follows:

1. Incorporation and reorganisation of the Company

(a) The Company was incorporated on 19 June 2013 in the Cayman Islands as an exempted
company with limited liability;

(b) On 19 June 2013, one subscriber Share with a par value of HK$0.01 which was allotted
and issued nil paid was transferred to All Divine at nil consideration;

(¢) On 19 June 2013, one Share with a par value of HK$0.01 was allotted and issued nil
paid to Fortune Zone.

2. Incorporation of Great Entrepreneur

(a) On 21 May 2013, Great Entrepreneur was incorporated in the BVI with limited liability
with an authorised share capital of US$50,000 divided into 50,000 shares of US$1.00
each;

(b) On 10 June 2013, 1 share of Great Entrepreneur was allotted and issued to each of Mr.
Tien and Mr. Gozashti at its par value of US$1.00.
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3. Incorporation of Transformed Holdings

(@) On 21 May 2013, Transformed Holdings was incorporated in the BVI with limited
liability with an authorised share capital of US$50,000 divided into 50,000 shares of
US$1.00 each;

(b) On 10 June 2013, 1 share of Transformed Holdings was allotted and issued to each of
Mr. Tien and Mr. Gozashti at its par value of US$1.00.

4.  Reorganisation of Runway HK

On 22 October 2013, Great Entrepreneur acquired the entire issued share capital of Runway
HK from Mr. Tien and Mr. Gozashti. In exchange, Great Entrepreneur allotted and issued 1 share
to each of Mr. Tien and Mr. Gozashti credited as fully paid.

5. Reorganisation of Runway US

On 7 November 2013, Transformed Holdings acquired the entire issued share capital of
Runway US from Mr. Tien and Mr. Gozashti. In exchange, Transformed Holdings allotted and
issued 1 share to each of Mr. Tien and Mr. Gozashti credited as fully paid.

6.  Reorganisation of Great Entrepreneur

On 22 November 2013, the Company acquired the entire issued share capital of Great
Entrepreneur from Mr. Tien and Mr. Gozashti. In exchange, the Company allotted and issued
500,000 Shares to each of All Divine and Fortune Zone credited as fully paid under the
instructions of Mr. Tien and Mr. Gozashti respectively.

7. Reorganisation of Transformed Holdings

On 22 November 2013, the Company acquired the entire issued share capital of Transformed
Holdings from Mr. Tien and Mr. Gozashti. In exchange, the Company allotted and issued 499,999
Shares, credited as fully paid, to each of All Divine and Fortune Zone and credited as fully paid at
par the 1 nil paid Share held by each of All Divine and Fortune Zone under the instructions of Mr.
Tien and Mr. Gozashti respectively.

Application of the relevant PRC laws and regulations on the Reorganisation

The PRC Legal Advisers are of the view that the Reorganisation does not require any permits,
licenses or approval from any PRC governmental authorities having considered, in particular, the
following:

M&A Rules

Pursuant to the BHASMEHEE Jf B AMERBIE  (Provisions on the Mergers and
Acquisitions of Domestic Enterprises by Foreign Investors) (the “M&A Rules”), which was
jointly promulgated by six agencies, including MOFCOM, the China Securities Regulatory
Commission and SAFE, on 8 August 2006 and became effective on 8 September 2006, a foreign
company lawfully established or controlled by a PRC domestic company, enterprise or natural
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person shall obtain approval of MOFCOM prior to the acquisition of domestic enterprises related
to such domestic company, enterprise or natural person. The PRC Legal Advisers advised that
Runway Jiaxing was lawfully established by Runway HK and the Independent PRC Partner on 9
October 2003 in accordance with the relevant laws and regulations and is therefore not subject to
the M&A Rules.

SAFE Circular No. 75

Pursuant to the SAFE Circular No. 75, which was promulgated on 21 October 2005 and
became effective on 1 November 2005, domestic residents who establish or control overseas
special purpose vehicles shall apply to the local branch of foreign exchange administration for
foreign exchange registration of overseas investments. Where a domestic resident contributes his or
her assets or shareholding of a domestic enterprise into a special purpose vehicle, he or she shall
go through procedures for the changes of foreign exchange registration of overseas investments
with regards to the net asset interests held in the special purpose vehicle and their changes. The
PRC Legal Advisers considered that none of the Controlling Shareholders is a PRC domestic
resident under SAFE Circular No. 75 and therefore that they are not subject to SAFE Circular No.
75 and are not required to go through the foreign exchange registration procedures of overseas
investment.

CORPORATE STRUCTURE
The following charts illustrate the corporate structure of the Group:

Immediately before the Reorganisation

Mr. Tien Mr. Gozashti
Mr. Tien Mr. Gozashti
50% 50%

50% 50%

Runway HK

(Hong Kong)

100%
Runway US
Runway Jiaxing (United States)
(PRC)
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Immediately after the Reorganisation

Mr. Tien Mr. Gozashti
100% 100%
All Divine Fortune Zone ('
(BVI) (BVI)
50% ’ | 50%
The Company
(Cayman Islands)
l
100% 100%
Great Entrepreneur "/ Transformed Holdings “*)
(BVI) (BVI)
| 100% 100%
Runway HK Runway US
(Hong Kong) (United States)
| 100%
Runway Jiaxing
(PRC)

Note: All Divine, Fortune Zone, Great Entrepreneur, and Transformed Holdings are all investment holding companies with
no major assets or business operations other than being an investment holding or intermediate holding company as
shown in the above chart.

SHAREHOLDERS

Immediately after the Reorganisation and prior to the [e], the ultimate Shareholders of the
Company are Mr. Tien and Mr. Gozashti, who are the founders of the Group. Other than their business
relationship, Mr. Tien and Mr. Gozashti have no other relationship with each other. For background
information on Mr. Tien and Mr. Gozashti, please refer to the paragraph headed “Executive Directors”
under the section headed “Directors and senior management” in this document.
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BUSINESS MODEL OVERVIEW

The Group, founded in Hong Kong in 2001, principally designs, manufactures and sells apparel
products with a focus on women’s fashion outerwear such as coats and jackets, dresses, activewear,
pants and jeans.

The Group is headquartered in Hong Kong and operates its Jiaxing Factory in the PRC. The Group
also operates four showrooms in New York, Los Angeles, Hong Kong and the Jiaxing Factory
respectively. For further details of the Group’s sales and marketing, please refer to the paragraph headed
“Sales and marketing” below in this section.

The Group’s turnover is principally derived from the sales of apparel products. The Group’s
products can be classified into two categories, namely, private label products and own brand products.
Private label products are those designed and manufactured under the private labels owned or specified
by the Group’s customers, while own brand products are those designed and manufactured under the
Group’s proprietary labels. The table below sets out the breakdown by product category of the Group’s
turnover during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$'000 %  HK$'000 %  HK$'000 %
(unaudited)
Private label
products (note) 275,258 89.9 293,249 88.6 57,372 85.0 53,355 87.7
Own brand products 31,056 10.1 37,839 11.4 10,154 15.0 7,504 12.3
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

Note: All of the Group’s sales of private label products can be regarded as OEM sales as the designs of private label
products are generally modified based on customers’ request even though the original designs or inspirations are
provided by the Group.

The Group’s products are mainly for women, as illustrated by the following breakdown of the
Group’s turnover during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$°000 %  HK$’000 %  HK$’000 %  HK$'000 %
(unaudited)
Women 270,545 88.3 293,254 88.6 50,516 74.8 55,693 91.5
Men 35,769 11.7 37,834 11.4 17,010 25.2 5,166 8.5
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

— 76 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

BUSINESS

For the Group’s own brand products, the Group is mainly using three brands, namely, “BLANC
NOIR”, “SUGARFLY” and “RUNWAY NEW YORK?”. For further details of the brands owned by the
Group, please refer to the sub-paragraph headed “Trademarks” under the paragraph headed “Products”
below in this section. For further details of the Group’s products, please refer to the paragraph headed
“Products” below in this section.

The Group’s customers for private label products mainly include well-known apparel brand owners
and fashion specialty chain retailers located in the United States as well as a Canadian-based apparel
brand owner and wholesaler. The Group’s customers for own brand products range from well-known
retail chain department stores to independent fashion boutiques in the United States. For further details
of the Group’s customers, please refer to the paragraph headed “Customers” below in this section.

For the Group’s private label products operation, the Group provides and recommends new product
designs and inspirations to its customers on a continuous basis. The Group’s customers may develop
and/or make modifications to a design based on the Group’s recommendations or inspirations (i.e. the
designs of private label products are modified based on customers’ requests even though the original
designs or inspirations may be provided by the Group), or alternatively, provide their own designs to the
Group. After confirming a design with its customer and receiving a purchase order from the customer,
the Group will either manufacture the products at its Jiaxing Factory or outsource the whole or the core
parts of the manufacturing process to third-party product suppliers which are mainly apparel traders or
manufacturers in the PRC. The table below sets out the relevant breakdown of the Group’s turnover
during the Track Record Period attributable to products manufactured by the Group’s Jiaxing Factory
and products supplied by third-party product suppliers:

Year ended Year ended Five months ended Five months ended

31 December 31 December 31 May 31 May

2011 2012 2012 2013
HKS$’000 %  HK$'000 %  HK$000 %  HK$’000 %
(unaudited)
Jiaxing Factory 177,026 57.8 182,806 55.2 25,198 37.3 28,824 47.4
Third-party product

suppliers (note) 129,288 42.2 148,282 44.8 42,328 62.7 32,035 52.6

306,314 _ 100.0 331,088  100.0 67,526 _ 100.0 60,859  100.0

Note: Such figures include the Group’s turnover attributable to products supplied by third-party product suppliers with raw
materials supplied by the Group to the third-party product suppliers for further processing and/or with raw materials
procured by the third-party product suppliers themselves.
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When determining whether to manufacture the products at the Group’s Jiaxing Factory or to
outsource to third-party product suppliers, the Group will take into consideration the level of utilisation
of capacity of the Jiaxing Factory, the economic efficiency and opportunity cost of carrying out the
production of the order at the Jiaxing Factory, and the type of materials involved in the products (i.e.
woven wear, leather wear, or knitwear). In general, the majority of the products manufactured at the
Group’s Jiaxing Factory are woven and leather products (which entail higher selling prices in general),
while the manufacturing process of some of the Group’s woven and leather products and the majority of
its knitwear products are outsourced to third-party product suppliers. The table below sets out the
breakdown of the Group’s turnover during the Track Record Period by type of material mainly involved
in the products:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HKS$’000 %  HK$’000 %  HK$’000 %  HK$’000 %
(unaudited)

Woven and leather 233,598 76.3 227,807 68.8 29,050 43.0 40,913 67.2
Knit 72,716 23.7 103,281 31.2 38,476 57.0 19,946 32.8

Total 306,314  100.0 331,088 _ 100.0 67,526 _ 100.0 60,859  100.0

For further details of the Group’s outsourcing arrangement, please refer to the sub-paragraph
headed “Third-party product suppliers” under the paragraph headed ‘“Suppliers, raw materials and
inventory” below in this section.

For the Group’s own brand products operation, the Group, on one hand, presents new product
designs to its customers and arranges for the manufactures of the products upon receiving customers’
purchase orders, and, on the other hand, the Group also maintains a certain level of inventory for
various pre-selected styles of products based on projected sales volume and anticipated fashion trends.
Maintaining inventory for the Group’s own brand products operation is necessary because some of the
customers for the Group’s own brand products often require products that are immediately available and
require delivery on short notice. Nevertheless, as advised by the Directors, the Group would only
maintain a relatively larger quantity of inventory for products that are expected to be popular or
commonly accepted. For further details of the Group’s inventory control, please refer to the sub-
paragraph headed “Inventory control” under the paragraph headed ‘“Suppliers, raw materials and
inventory” below in this section.
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COMPETITIVE STRENGTHS

The Group believes that it has several business strengths that sets it apart from its competitors and
enables it to continue in its growth and enhance its profitability. The competitive strengths of the Group
include:

Strong and innovative product design and development capabilities

The Group considers its strong product design and development capabilities as a significant factor
which has contributed to the Group’s past success and which will continue to drive the growth of the
Group’s business.

The Group has a product design and development team comprising 43 employees as at the Latest
Practicable Date who possess approximately 1 to 11 years of experience in the apparel and fashion
industry. Such team is led by Mr. Gozashti, who directs and guides the Group’s product design and
development and has acquired over 20 years of experience in the apparel and fashion industry. Please
refer to the section headed “Directors and senior management” in this document for further details of
Mr. Gozashti’s profile.

The Group considers that its product design and development team is capable of gauging global
fashion trends, exploring new materials for customers’ consideration and inspiration, and creating new
collections of designs on a continuous basis which are tailored for each customer matching the
customer’s budget and style.

The apparel and fashion industry is characterised by rapid changes of style and trends. As such,
instead of simply shortening the production lead time, being able to gauge and anticipate the fashion
trends allows the Group to more effectively help its customers to stay competitive in the rapidly-
changing fashion industry.

Vertically integrated front-to-back-end operation

Equipped with its in-house product design and development team, the Jiaxing Factory, as well as
its showrooms in New York, Los Angeles, Hong Kong and Jiaxing, the Group runs a vertical operation
that bridges the gap between factory and retailer directly. As any intermediaries will necessarily incur
extra costs to the Group’s customers and lead to increased production time, the Directors consider that
the Group’s vertical operation allows the Group to offer tailored apparel designs and efficient production
capabilities together with comprehensive packaging and logistics supports to customers. This would
enable the Group’s customers to react quickly and cost-effectively in the fast-paced and demanding
fashion market environment.

Technical ability to manufacture complex apparel

The Group’s Jiaxing Factory has the technical ability to produce both woven and leather apparel,
as well as the blending of the two. The Directors consider that the majority of the Group’s competitors
do not possess such technical ability of producing both woven and leather apparel under a single
factory. The Directors believe that such technical ability allows the Group to attract and serve a more
diversified base of customers with constant demand for newness and innovation in apparel designs and
styles.
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Established relationship with international fashion retailers

The Group’s business relationship with its top 5 customers ranges from 2 years to 11 years. The
Group regularly brings new designs to its customers, invites its customers to visit the Group’s
showrooms, works with its customers on new product developments, and communicates with its
customers through face-to-face meetings and sales presentations. Through such frequent contacts, the
Group believes that it has a sound understanding of the needs, budgets and preferences of its customers,
which helps maintain the relationship between the Group and its customers.

Stringent quality control measures to ensure high quality of products

The Group adopts stringent quality control measures to prevent delivery of substandard products to
customers. The Group performs quality inspections on raw materials provided by third-party raw
material suppliers, semi-finished products and finished products manufactured at its Jiaxing Factory as
well as products supplied by third-party product suppliers based on the acceptable quality level standard
(or commonly known as the AQL), which is an industry standard that provides a statistical measurement
of the maximum percentage of defective goods considered acceptable in a particular sample size. In
addition, the Group evaluates and chooses third-party raw material suppliers and third-party product
suppliers carefully based on their ability to deliver products on time, product quality, price, technical
capabilities and track records.

The Group considers that by establishing a high standard for quality, the Group will be able to
gain trust and confidence from customers, which would in turn result in increased sales of the Group.
The Group did not experience any material product return or complaint from its customers as a result of
product quality issue during the Track Record Period, which is considered by the Group to be
attributable to the Group’s stringent quality control measure.

BUSINESS STRATEGIES

The principal business objective of the Group is to further strengthen its position as an established
vertically integrated apparel designer, manufacturer and supplier. The Group intends to achieve its future
expansion plans by pursuing the following key strategies:

Further developing the own brand products operation

The Group intends to further develop its own brand products operation because own brand
products operation would allow the Group to (i) enjoy higher profit margins compared to private label
products; (ii) enhance its production efficiency and have better control on its production schedules, as
the Group can make the final decision on every detailed specification of its own brand products and
there is no need to wait for customers’ approval; (iii) enhance public awareness of the Group’s brands
and develop brand loyalty; and (iv) reduce reliance on the Group’s major customers and on private label
products operation.
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The Group intends to expand its own brand products operation by (i) participating in more trade
fairs and fashion shows to increase its brand exposure to the market; (ii) recruiting more marketing
personnel to visit, make presentations to, and develop relationship with existing and potential customers
of the Group’s own brand products; and (iii) increasing the marketing efforts targeting higher end
fashion boutiques so as to capture the type of consumers who are more sensitive to fashion trend, who
look for uniqueness, who are more likely to shop at smaller boutique stores rather than chain department
stores, and who generally have a greater peer influence in terms of brand awareness.

Enhancing the Group’s manufacturing facilities

The Group intends to upgrade and expand its manufacturing facilities, so as to enhance its
production efficiency and technical ability and to increase production capacity. As the Group further
develops its business, its production capability and capacity will need to be enhanced in order to cope
with customers’ increasing demand in terms of production volume, efficiency, quality and technical
difficulty. The Group expects that more efficient and technically advanced manufacturing facilities will
be required in the future to replace old ones and/or to enhance the Group’s current production capability
and capacity. Such manufacturing facilities include but not limited to automated computerised fabric
cutting machines, automated apparel product hanging systems, computerised sewing machines and
automated computerised fabric spreading machines, which are expected to increase the production
efficiency and production capacity of the Group’s cutting, sewing and finishing operations for both
sample and bulk productions as well as to enhance the overall quality of the Group’s finished products.
The purchase and the use of more automated and computerised production systems and machinery are
also expected to reduce cost and the Group’s dependence on the availability of labour.

Further strengthening the Group’s design capability

The Directors consider that a strong design team equipped with extensive design knowledge and
experience in the apparel and fashion industry will be key to its continuing success. The Group intends
to expand the design team by recruiting more experienced designers. The Group also intends to arrange
more intensive training courses for the team members on selection of raw materials, fashion industry
knowledge and communication skills with an aim to provide better services to customers. In addition,
the Group intends to strengthen its design capability and efficiency by upgrading its various design and
sketching software and database.

Implementation of the business strategies
As at the Latest Practicable Date, the Group did not have any acquisition plan.

For further details on the implementation of the above-mentioned business strategies of the Group,
please refer to the section headed “Future plans” in this document.
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PRODUCTS
Types of products

The Group principally designs, manufactures, and sells apparel products with a focus on women’s
fashion outerwear such as coats and jackets, dresses, activewear, pants and jeans.

The Group’s products can be classified into two categories, namely, private label products and own
brand products. Private label products are those designed and manufactured under the private labels
owned or specified by the Group’s customers, while own brand products are those designed and
manufactured under the Group’s proprietary labels. The table below sets out the breakdown of the
Group’s turnover during the Track Record Period by product category:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HKS$’000 %  HK$’000 %  HK$’000 %  HK$'000 %
(unaudited)
Private label
products 275,258 89.9 293,249 88.6 57,372 85.0 53,355 87.7
Own brand products 31,056 10.1 37,839 11.4 10,154 15.0 7,504 12.3
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

Note: All of the Group’s sales of private label products can be regarded as OEM sales as the designs of private label
products are generally modified based on customers’ request even though the original designs or inspirations are
provided by the Group.

The Group’s products are mainly for women, as illustrated in the following breakdown of the
Group’s turnover during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$’000 %  HK$’000 %  HK$’000 %
(unaudited)
Women 270,545 88.3 293,254 88.6 50,516 74.8 55,693 91.5
Men 35,769 11.7 37,834 11.4 17,010 25.2 5,166 8.5
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0
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Set out below are some sample products of the Group:

Own brand products under the “BLANC NOIR” label
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Own brand products under the “RUNWAY NEW YORK” label

Sales volume

For each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
sales volume of the Group amounted to approximately 2,257,000, 2,498,000 and 553,000 units of
finished apparel and accessories respectively. Set out below are the total sales quantities of each product
category during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
Units sold Units sold Units sold Units sold
(’000) % (’000) % (’000) % (’000) %
(unaudited)
Private label
products 2,112 93.6 2,314 92.6 620 914 513 92.8
Own brand products 145 6.4 184 7.4 58 8.6 40 7.2
Total 2,257 100.0 2,498 100.0 678 100.0 553 100.0
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Price and gross profit margin

Set out below are the average selling prices per unit of finished product sold by the Group to its
customers for each product category during the Track Record Period:

Five months Five months

Year ended Year ended ended ended
31 December 31 December 31 May 31 May
2011 2012 2012 2013
HKS$ per unit  HKS$ per unit  HKS$ per unit  HKS$ per unit
(unaudited)
Private label products 130.3 126.7 92.5 103.9
Own brand products 214.2 205.7 176.2 189.7
Overall 135.7 132.5 99.6 110.1

The selling price of each of the product categories depends on (i) the complexity of the product
design; (ii) the quantity of an order; (iii) the delivery schedule set out by customers; and (iv) the costs
of raw materials. Accordingly, the selling price of the Group’s products may differ considerably in
different purchase orders by different customers.

Set out below are the average gross profit margin for each product category during the Track
Record Period:

Five months Five months

Year ended Year ended ended ended
31 December 31 December 31 May 31 May
2011 2012 2012 2013
% % % %
(unaudited)
Private label products 21.0 23.6 16.5 20.4
Own brand products 28.3 32.1 22.1 26.2
Overall 21.7 24.5 17.3 21.1
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Seasonality

The apparel and accessories market exhibits seasonality and is subject to dynamic changes in
trends and consumers’ preferences. Generally, demand for the Group’s apparel products is relatively
higher in winter. In preparation for the peak season in winter, customers normally place orders with the
Group for winter collection in the second to the third quarter of the year while the Group delivers the
corresponding finished goods to customers in the second half of the calendar year. During each the two
years ended 31 December 2012, the Group’s sales recognised were higher during the period from July to
November, which accounted for approximately 67.7% and 65.1% of the Group’s annual turnover for
each of the two years ended 31 December 2012 respectively. For the five months ended 31 May 2013,
the Group’s turnover was approximately HK$60.9 million, representing approximately 18.4% of the
Group’s annual turnover for the year ended 31 December 2012, which was generally in line with the
conventional trend of slack season of the Group. Notwithstanding the net profit of the Group recorded
for each of the two years ended 31 December 2012, the Group recorded a net loss of approximately
HKS$3.1 million and HK$4.5 million for the five months ended 31 May 2012 and the five months ended
31 May 2013 respectively, primarily as a result of the aforesaid seasonal factor.

The following table sets out the amount of sales recognised by the Group during the first five
months of 2010, 2011, 2012 and 2013 respectively to illustrate the historical seasonality:

Year ended Year ended Year ended Year ending
31 December 31 December 31 December 31 December
2010 2011 2012 2013
HK$’000 HK$’000 HK$’000 HK$°000

Revenue for the first five months of

the year (A) 46,565" 56,647" 67,526" 60,859
Revenue for the whole year (B) 259,929% 306,314 331,088 N/A
A/B 17.9% 18.5% 20.4% N/A

# denotes unaudited figure.

During the general slack period of summer season, the major product types sold by the Group
generally include private label products of sportswear and performance clothing, such as athletic t-shirts,
pants and wind jackets, as well as other fashion products with thin fabrics, such as trench coats, jackets,
skirts and pants.
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Trademarks

As at the Latest Practicable Date, the Group owned a number of trademarks registered in Hong
Kong, the PRC and the USA, a full list of which is available in the paragraph headed “Intellectual
property rights” set out in Appendix V to this document. Among the trademarks owned by the Group,
the following are the main brands of the Group’s own brand products:

Trademark Use of the trademark

The BLANC NOIR collection features key items in men’s and women’s
fashion outerwear and sportswear. The BLANC NOIR collection is
positioned as ‘“‘simple yet striking cutting edge fashion for

sophisticated young contemporary men and women”. The Group’s
products under the BLANC NOIR brand are mainly offered to well-
known department store chains in the United States.

The BN trademark is a variation of the BLANC NOIR trademark. The

BN collection features substantially the same style of items as the
“ BLANC NOIR collection and targets the same group of customers and
consumers.

The BE BY BLANC NOIR trademark is a variation of the BLANC

o NOIR trademark and has substantially the same market positioning as
BLANC NOIR. The key difference from the BLANC NOIR collection

SEEY BLANG HOIR is that the BE BY BLANC NOIR collection offers mainly fashion
sportswear. The Group’s products under the BE BY BLANC NOIR

brand target the same group of customers as those of BLANC NOIR,
i.e. well-known department store chains in the United States.

- The SUGARFLY collection offers trend-driven items and caters a
Sugar fly i@ selection targeted at girls and junior young women. The SUGARFLY
collection is positioned as “an exciting mix of clever trends and unique
innovation to arrive at incredibly full-featured fashion for the junior
contemporary young woman’’. The Group’s products under the
SUGARFLY brand are mainly offered to well-known department store
chains in the United States.

The RUNWAY NEW YORK collection features high-tier women’s
contemporary outerwear. The RUNWAY NEW YORK collection is
positioned as a “premiere affordable luxury collection”. The Group’s
products under the RUNWAY NEW YORK brand are mainly targeting
at fashion boutiques and high-tier retailers in the United States.
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For the Group’s products under the RUNWAY NEW YORK brand, the Group pre-selects a limited
number of styles and projects inventory for immediate delivery to its customers. For the Group’s
products under the BLANC NOIR and the SUGARFLY brands, the Group, on the one hand, produces
and recommends new designs to its customers on a continuous basis and commences mass production
upon confirming a particular design with its customer and after receiving a purchase order from the
customer; and, on the other hand, the Group also pre-selects a limited number of styles and projects
inventory for immediate delivery to its customers.

The Group recognises the importance of protecting and enforcing the Group’s intellectual property
rights. The Group relies on various intellectual property laws, especially trademark laws, to protect its
proprietary rights. If any attempted or actual infringement of the Group’s trademarks come to the
Group’s attention, the Group will take appropriate actions (including without limitation legal actions) to
protect its trademarks to the full extent allowable by law.

During the Track Record Period, one incident of infringement of the Group’s trademark came to
the Group’s attention. The incident took place in 2011 when it came to the Group’s attention that a
company by the name of Blanc & Noir with registered address in Vancouver, Canada manufactured and
distributed clothing under the name of “Blanc & Noir” through a website www.blancandnoir.com and
through retailers in the United States, Canada, and other locations worldwide. The Group considered that
the name “Blanc & Noir” was confusingly similar to the Group’s “BLANC NOIR” trademark and that
the incident was an intentional attempt on the part of Blanc & Noir to leverage on the goodwill and
reputation of the Group under its proprietary “BLANC NOIR” brand name. In October 2011, the
trademark attorneys of the Group in the United States, upon the instruction of the Group, sent a letter to
Blanc & Noir demanding Blanc & Noir to (i) forthwith cease and desist all use of the name “Blanc &
Noir” or any other name confusingly similar to the Group’s trademarks; (ii) take immediate steps to
remove the name “Blanc & Noir” from the tags on their clothing; (iii) delete the name “Blanc & Noir”
from all advertising and promotional materials, business cards, invoices and the like; and (iv) cease
using the www.blancandnoir.com website bearing the “Blanc & Noir” name. Although Blanc & Noir
did not provide a written and positive confirmation to the Group confirming that it had complied with
the Group’s demands set out in the letter, to the best of the Group’s knowledge, based on the Group’s
observation that (a) the website www.blancandnoir.com had ceased to operate in the distribution of
clothing; and (b) the Group was no longer aware of any clothing distributed under the name of “Blanc
& Noir” in the market, the Group believes that Blanc & Noir had complied with the Group’s demands
stated in the letter up to the Latest Practicable Date. As such trademark infringement incident involved
only the use of a name that was confusingly similar to the Group’s “BLANC NOIR” trademark and the
Group was not aware of any attempt by Blanc & Noir to contact or establish relationship with or market
counterfeit products to the Group’s potential or existing customers, the Directors consider that the Group
did not suffer any observable loss as a result of the incident.

Product return and requirements on product quality and safety

The Group’s products may be subject to certain product quality and/or safety requirements in the
PRC, the United States and Canada. Please refer to the section headed “Regulations” in this document
for details of such requirements. The Directors confirm that the Group has complied with all relevant
requirements on product quality and customer protection for its overseas sales during the Track Record
Period and up to the Latest Practicable Date.
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The Group normally does not accept product returns from its customers except for product quality
issues or the Group’s failure to comply with customers’ relevant product requirements stated in the
vendor’s manuals, social compliance agreements and/or master sourcing agreements, such as non-
conformity of specifications, late delivery, or incorrect quantities shipped against the relevant purchase
order without proper authorisation. The Group did not experience any material product return or
complaint from its customers as a result of product quality issue during the Track Record Period, which
is considered by the Group to be attributable to the Group’s stringent quality control. Please refer to the
paragraph headed ‘“‘Production and quality control” below in this section for further details of the
Group’s quality control. The following table illustrates the amount of the Group’s returned goods (in
terms of sales amount) during the Track Record Period:

Year ended Year ended Five months
31 December 31 December ended 31 May

2011 2012 2013
HKS$’000 HKS$’000 HKS$’000
Product return that were not resold

subsequently (A) 67 377 274

Product return that were resold or intended to be
resold subsequently (B) (note 1) — 3,233 —
67 3,610 274
Revenue of the Group (C) (note 2) 306,314 331,088 60,859
A/C 0.02% 0.11% 0.45%
B/C —% 0.98% —%
(A+B)/C 0.02% 1.09% 0.45%

Notes:

1. One batch of 29,709 pieces of private label apparel products (amounting to approximately HK$2,532,000 at cost and
approximately HK$3,233,000 in original sales amount) that had been delivered to customer were returned to the
Group in the fourth quarter of 2012 due to alterations as additionally requested by the customer. The alterations
involve primarily the washing of the apparel which was not originally requested by the customer. Having considered
the nature of the return, the Directors consider that such return was a one-off incident and was unrelated to the
Group’s quality control. Such batch of returned private label products remained as the Group’s inventory (at cost in
the amount of approximately HK$2,532,000) as at 31 December 2012 and as at 31 May 2013 pending for completion
of the alterations. The majority of the alterations were subsequently completed in June 2013 and approximately
98.9% (i.e. 29,392 pieces) of the entire batch of products were sold and delivered in June to August 2013 while the
remaining approximately 1.1% (i.e. 317 pieces) is expected to be delivered by the end of the fourth quarter of 2013
when all alterations are completed. The original sales amount of approximately HK$3,233,000 in respect of such
batch of products has not been recognised in the Group’s revenue for the year ended 31 December 2012 nor for the
five months ended 31 May 2013 due to the return of the products for additional alterations. Revenue was/will be
recognised only upon delivery and pass of title of the products after completion of the alterations.

2. The Group’s revenue for each of the year/period during the Track Record Period have already been net of all product
returns.

As shown in the above table, the amounts of product returns were insignificant compared to the
Group’s revenue. As such, the Directors consider that the product returns did not indicate any deficiency
on the Group’s quality control measures.
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Product liabilities

The Group is exposed to potential product liability claim. Under the general principles of product
liability law, liability to a consumer for injuries alleged to be caused by a product that the consumer
purchased should attach to each party in the chain of sale, i.e., from the manufacturer to the retailer and
everyone in between. Although, as a matter of convenience and due to the fact that the consumer often
knows only the retailer but not the other parties in the chain of sale, consumers often sue the retailer
only, it remains a possibility that the Group may be subject to potential product liability claim in respect
of injuries alleged to be caused by the Group’s product that a consumer purchased.

The Group’s products are principally sold to overseas markets in the United States and Canada,
where the legal concept of product liability is generally considered to be relatively mature. Nevertheless,
the Group considers that the risk of potential product liability claim is relatively remote in view of the
nature of the Group’s products, and in general, the Group does not maintain product liability insurance
for its products except in occasional cases when specifically requested by its customers. The Directors
consider that the lack of product liability insurance is consistent with common industry practice. During
the Track Record Period and up to the Latest Practicable Date, the Group was not aware of any actual or
threatened product liability claim against the Group.

Notwithstanding the Group’s view that the risk of potential product liability claim is relatively
remote in view of the nature of the Group’s products, the Group has put in place stringent quality
control procedures on its raw materials, semi-products and finished products in order to avoid potential
quality issues or any potential product liability claim as a result of injuries caused by the Group’s
products. The Group performs quality inspections on raw materials provided by third-party raw material
suppliers, semi-finished products and finished products manufactured at its Jiaxing Factory as well as
products supplied by third-party product suppliers based on the acceptable quality level standard (or
commonly known as the AQL), which is an industry standard that provides a statistical measurement of
the maximum percentage of defective goods considered acceptable in a particular sample size. The
Group did not experience any material product return or complaint from its customers as a result of
product quality issue during the Track Record Period, which is considered by the Group to be
attributable to the Group’s stringent quality control. For further details of the Group’s quality control
procedures, please refer to the sub-section headed ‘“Production and quality control” below in this
section.

Please also refer to the paragraph headed “The Group is exposed to potential product liability
claim, which could adversely affect its reputation, business, prospects, financial condition and results of
operations” under the section headed “Risk factors” in this document for the risk of potential product
liability to which the Group may be exposed.

Anti-dumping duties

The Group’s products are not subject to any anti-dumping duties in the United States, Canada or
other countries.

For further information on anti-dumping in the United States and Canada, please refer to the
section headed “Regulations” in this document.
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CUSTOMERS
Characteristics of the Group’s customers

The Group’s customers for private label products mainly include well-known apparel brand owners
and fashion specialty chain retailers located in the United States as well as a Canadian-based apparel
brand owner and wholesaler. The Group’s customers for own brand products ranged from well-known
retail chain department stores to independent fashion boutiques in the United States. For each of the two
years ended 31 December 2012 and the five months ended 31 May 2013, the Group had not less than
32, 43 and 24 customers respectively.

The number of customers of the Group decreased from approximately 43 for the year ended 31
December 2012 to approximately 24 for the five months ended 31 May 2013, which was mainly
attributable to the following reasons: (i) the number of customers includes only those customers with
revenue contribution to the Group during the respective period/year; (ii) a substantial number of the
Group’s customers only start placing order with the Group in the second quarter each year for peak-
season winter clothing and such revenue will only be recognised when the Group delivers the products
to the customers in the third or fourth quarter of the year; and (iii) there are also a substantial number of
the Group’s customers including relatively small fashion boutiques and department stores which will
normally only place order with the Group in the second half each year during the peak season period for
the Group’s own brand products that are available for immediate delivery.

The Group selects its customers in a prudent way as the Group prefers long-term relationships with
its customers instead of one-off orders placed by random customers. It is also the Group’s policy that the
customers of the Group must be financially sound in order to minimise the risk of not receiving
payments from its customers. Please refer to the paragraph headed “Payment terms and accounts
receivable” below in this sub-section for further details on how the Group minimises the credit risks.

The Group’s customers typically place a single purchase order with the Group for every purchase,
instead of entering into long-term purchase agreements with the Group.

Salient terms of a typical sales transaction

In a typical sales transaction for both private label and own brand products, the customer will first
issue a purchase order to the Group, and the Group will issue a sales order in return. In a typical
purchase order and sales order, the following salient terms are contained:

(i)  Product description:

A brief description of the products, including the type of apparel, style, main materials
required, colour and size, is specified.
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(ii) Order details:

The number of pieces for each colour and/or size, the unit price and the total amount, are
specified. For customers which have sent vendor’s manuals to the Group, and/or have entered into
social compliance agreements and/or master sourcing agreements with the Group, they may
expressly reserve the right to cancel the purchase order if the Group fails to comply with the
customers’ quality control policies and procedures in such vendor’s manuals, social compliance
agreements and/or master sourcing agreement.

(iii) Payment terms:

The Group normally allows a credit period of 10 to 60 days. Alternatively, the Group also
accepts letter of credit issued by recognised financial institutions and advance payment by
telegraphic transfer.

(iv) Delivery details:

The ship date is specified, which is usually 60 to 120 days from the date of the purchase
order for private label products and own brand products which involve tailored designs and
manufacturing processes. For customers’ purchase of own brand products from the Group’s
inventory that are available for immediate delivery, delivery is usually within approximately 10
days. For customers which have sent vendor’s manuals to the Group, and/or have entered into
social compliance agreements and/or master sourcing agreements with the Group, they may also
expressly specify the amount of penalty per day to be charged for delayed shipments in such
vendor’s manuals, social compliance agreements and/or master sourcing agreement.

The delivery term is usually “Free On Board Shanghai” (or commonly denoted as “FOB
Shanghai”), meaning that the Group will pay for transportation of the goods to the port of
Shanghai plus loading costs, while the customer will pay for the marine freight transport,
insurance, unloading, and transportation from the arrival port to the final destination. The
responsibility of the goods passes from the Group to the customers when the goods pass the ship’s
rail at the port of Shanghai. Other than Shanghai, other ports in the PRC may also be used, such as
Xiamen. Customers may also specify its own designated forwarding agent in the PRC so that the
Group will simply have to deliver the goods to such forwarding agent at the designated location.
After delivering the goods to the designated port or forwarding agent, the goods will usually be
delivered to the customers by sea freight. In some cases, the Group may also deliver the goods
directly to a logistics firm in the United States appointed by the Group for further delivery to the
Group’s customers.

(v) Other:

The purchase orders placed by certain customers may also be subject to other terms of their
vendor’s manual, the master sourcing agreement and/or other social compliance agreements that the
Group has entered into with them. For details of the vendor’s manuals, master sourcing agreement
and social compliance agreements, please refer to the sub-paragraph headed ‘“Social compliance
agreements, master sourcing agreement and vendor’s manuals” under the paragraph headed
“Production and quality control” below in this section.
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Some of the Group’s customers may also specify that certain raw materials, such as branded
trims, tags and labels, shall be sourced from suppliers nominated by the customers.

Location of customers

Set out below is a breakdown of the Group’s turnover during the Track Record Period by location
of the customers:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$000 %  HK$000 %  HK$'000 %
(unaudited)

The USA 216,102 70.6 217,669 65.7 25,840 38.3 29,050 47.7
Canada 80,942 26.4 109,495 33.1 40,487 60.0 30,600 50.3
Others (Note) 9,270 3.0 3,924 1.2 1,199 1.7 1,209 2.0
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

Note: During the Track Record Period, other locations include the PRC, Australia, countries in Europe and the Middle
East.

Denomination of sales

Set out below is a breakdown of the Group’s turnover by currency denomination during the Track
Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$’000 %  HK$000 %  HK$’000 %
(unaudited)
In US$ 299,815 97.9 329,713 99.6 67,084 99.3 60,155 98.8
In RMB 6,499 2.1 1,375 0.4 442 0.7 704 1.2
Total 306,314 100.0 331,088 100.0 67,526 100.0 60,859 100.0

As the Group’s sales are predominantly denominated in US$ while its costs are primarily
denominated in RMB, the movements in the exchange rate between US$ and RMB have a direct effect
on the Group’s financial performance. For instance, the appreciation of RMB against US$ will lead to
increased cost of sales and decreased profit margin for the Group. For details, please refer to the
paragraph headed “Hedging of currency risk” below in this section.

During the Track Record Period, the Group used foreign exchange structured forward contracts to
mitigate exchange rate exposure of RMB against US$. For details of such financial instruments, please
refer to the paragraph headed “Hedging of currency risk” below in this section.
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Payment terms and trade receivables

For most of the Group’s major customers, the Group usually allows a credit period of 10 to 60
days to its customers.

In order to minimise the risk of not receiving payments from its customers, the Group selects its
customers in a prudent way and avoids offering credit periods to customers with unknown or doubtful
financial conditions. For some of the Group’s major customers, the Group has also entered into
arrangements with a financial institution in the United States and a bank in Hong Kong which offer
trade receivables credit protection against the Group’s trade receivables. Under such arrangements, the
bank or the financial institution charges the Group a fee ranging from 0.5% to 0.75% of the amount of
the trade receivables of the Group under a specified transaction. In return, if the Group ultimately
becomes unable to collect the trade receivables due to events such as the financial difficulty or
insolvency of the Group’s customer, the Group will be entitled to receive compensation for the trade
receivables from the bank or the financial institution.

Alternatively, the Group also accepts letter of credit issued by recognised financial institutions and
advance payment by telegraphic transfer.

The following table sets out a breakdown of the Group’s trade and bill receivables as at the end of
each year/period during the Track Record Period by payment method:

As at As at As at
31 December 2011 31 December 2012 31 May 2013
HK$’000 % HK$’000 % HK$’000 %
Telegraphic transfer covered by trade
receivables credit protection 22,582 56.3 17,586 35.5 6,862 27.9
Telegraphic transfer without trade
receivables credit protection 13,025 324 23,329 47.1 16,038 65.3
Letter of credit 3,519 8.8 7,992 16.1 1,488 6.1
Others 983 2.5 668 1.3 181 0.7
Total 40,109  100.0 49,575  100.0 24,569  100.0

The percentage of trade and bill receivables covered by trade receivables credit protection reduced
from approximately 56.3% as at 31 December 2011 to approximately 27.9% as at 31 May 2013 because
the majority of the trade receivables as at 31 May 2013 was attributable to customers for which the
Group does not normally seek credit protection arrangements. During the Track Record Period, the
Group only entered into trade receivables credit protection arrangements in respect of certain major
customers of the Group based primarily on whether trade receivables credit protection is offered by the
relevant financial institution or bank in respect of each particular customer at a fee that is reasonable
from the Group’s perspective. For instance, based on the Directors’ experience, the relevant financial
institution or bank does not normally offer trade receivables credit protection at reasonable cost in
respect of customers that are not publicly listed and/or that are less well-known. In doing business with
major customers for which no trade receivables credit protection is available at reasonable cost, the
Group will assess the default risks of the customer and whether to continue to do business with the
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customer by taking into consideration the historical payment records of the customer and years of
business relationship. The Directors confirm that there has not been any material change in the customer
mix of the Group among the Group’s major customers during the Track Record Period (as disclosed in
the paragraph headed “Top customers” below in this sub-section headed “Customer”) nor the customers
the Group selected for trade receivables credit protection throughout the Track Record Period. The
fluctuation in the percentage of coverage as shown in the above table represents merely the fluctuation
in the outstanding balance of trade receivables attributable to those customers selected for trade
receivables credit protection as at the respective cut-off date of the financial year/period. As such, the
Directors confirm that the decrease in the percentage of trade and bill receivables covered by trade
receivables credit protection did not indicate any adverse change in the creditability of the Group’s
customers.

Top customers

For each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
percentage of the Group’s total turnover attributable to the Group’s largest customer amounted to
approximately 26.4%, 33.1% and 50.3% respectively, while the percentage of the Group’s total turnover
attributable to the Group’s five largest customers combined amounted to approximately 83.2%, 84.7%
and 94.7% respectively.

Set out below is a breakdown of the Group’s turnover by top customers of the Group:

For the year ended 31 December 2011

HK$’000 %
Customer A (1st largest customer) 80,942 26.4
Customer B (2nd largest customer) 53,973 17.6
Customer C (3rd largest customer) 49,903 16.3
Customer D (4th largest customer) 47,006 15.4
Customer E (5th largest customer) 23,122 7.5
Five largest customers combined 254,946 83.2
All other customers 51,368 16.8
Total turnover 306,314 100.0
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For the year ended 31 December 2012

Customer A (1st largest customer)
Customer C (2nd largest customer)
Customer B (3rd largest customer)
Customer D (4th largest customer)
Customer F (5th largest customer)

Five largest customers combined
All other customers

Total turnover

For the five months ended 31 May 2013

Customer A (1st largest customer)
Customer D (2nd largest customer)
Customer F (3rd largest customer)
Customer C (4th largest customer)
Customer B (5th largest customer)

Five largest customers combined
All other customers

Total turnover

HK$°000 %
109,495 33.1
54,301 16.4
48,142 14.5
38,092 11.5
30,341 9.2
280,371 84.7
50,717 15.3
331,088 100.0
HKS$’000 %
30,600 50.3
12,706 20.9
6,049 9.9
4,142 6.8
4,111 6.8
57,608 94.7
3,251 5.3
60,859 100.0

None of the Directors, their associates, or any Shareholders who owned more than 5% of the share

capital of the Company as at the Latest Practicable Date had any interest in any of the five largest

customers of the Group during the Track Record Period.
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Set out below is the background information of the five largest customers of the Group during the
Track Record Period:

Typical credit terms
Type of products Year(s) of offered by the

Principal purchased from  business Group and payment

Customer business Location the Group relationship  method

Customer A Wholesaling of Canada Private label 11 60 days credit terms,
casual and products paid by telegraphic
sports apparel transfer

Customer B Retailing of United States Private label 9 30 days credit terms,
casual apparel products paid by telegraphic
and accessories transfer

Customer C Retailing of United States Private label 3 10 days credit terms,
ladies’ fashion products paid by letter of
apparel and credit and
accessories telegraphic transfer

Customer D Retailing of United States Private label 11 30 days credit terms,
ladies’ fashion products paid by telegraphic
apparel and transfer
accessories

Customer E Operating United States Private label and 2 45 days credit terms,
department own brand paid by telegraphic
stores products transfer

Customer F Retailing of United States Own brand 7 45 days credit terms,
casual apparel products paid by cheque

and accessories

Customer A is a Canadian-based apparel brand owner and wholesaler. It is a private company
founded in 1986. Customer A has its own brands and operates an online retail operation. It also supplies
various types of apparel and accessories products to other brand owners and retailers under the brands of
its customers. Customer A is, however, not a listed company and therefore its operational and financial
information are not publicly available.

Customer B is a well-known international specialty chain retailer selling apparel and accessories
under its well-known brands. It is listed on the New York Stock Exchange and is headquartered in the
United States. According to its latest annual report, Customer B directly operates more than 500 retail
stores in the United States and Canada and more than 300 stores in various countries outside of the
United States and Canada. Customer B has approximately 15,200 employees around the world. For its
latest financial year, Customer B recorded net sales of approximately USD2.7 billion and net profit of
approximately USD181.5 million.
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Customer C is a well-known specialty chain retailer of women’s fashion apparel and accessories
with its own brands. It is listed on the New York Stock Exchange and is headquartered in the United
States. According to its latest annual report, Customer C operates more than 500 stores with 2.7 million
selling square feet in the United States. Customer C has more than 6,000 employees. For its latest
financial year, Customer C recorded net sales of approximately USD966.4 million and net profit of
approximately USD2.1 million.

Customer D is a well-known international specialty chain retailer which designs, develops and
produces contemporary women’s apparel and accessories. It is listed on the New York Stock Exchange
and is headquartered in the United States. According to its latest annual report, Customer D operates
more than 240 stores. It has a total selling area of approximately 970,000 square feet with more than
3,000 employees. For its latest financial year, Customer D recorded net sales of approximately
USD484.7 million and net loss of approximately USD77.4 million.

Customer E is a well-known retailer which sells merchandise and services to consumers through its
department stores. It is listed on the New York Stock Exchange and is headquartered in the United
States. According to its latest annual report, Customer E operates more than 1,000 department stores
with aggregate area of 111.6 million square feet in the United States. Customer E has more than 116,000
employees. For its latest financial year, Customer E recorded net sales of approximately USD13.0
billion and net loss of approximately USD985.0 million.

Customer F is a well-known retailer of apparel, shoes, cosmetics and accessories through their
department stores. It is listed on the New York Stock Exchange and is headquartered in the United
States. According to its latest annual report, Customer F operates 240 stores in the United States with
total selling area of more than 25 million square feet. Customer F has approximately 61,000 employees.
For its latest financial year, Customer F recorded net sales of approximately USDI11.8 billion and net
profit of approximately USD735.0 million of net income.

Plans and measures to reduce reliance on major customers

Sales to the Group’s top five customers accounted for approximately 83.2%, 84.7% and 94.7% of
the Group’s total revenue for each of the two years ended 31 December 2012 and the five months ended
31 May 2013. Further, the Group had approximately 71.0%, 84.3% and 92.3% gross trade receivable
balances from the top five customers as at 31 December 2011 and 2012 and 31 May 2013 respectively.

The Group recognises that reducing its reliance on major customers is key to achieving sustainable
long-term growth. The Group’s top five customers are primarily customers of the Group’s private label
products operation. In this connection, the Group has been developing its own brand products operation
in an attempt to diversify its income sources and reduce its reliance on the major customers who are
predominantly private label customers. Further developing the Group’s own brand products operation is
also one of the business strategies that the Group will focus on in its future plan. For details of the
Group’s future plan in this regard, please refer to the section headed “Future plans” in this document.
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SUPPLIERS, RAW MATERIALS AND INVENTORY
Raw material suppliers, product suppliers, and subcontractors

In the Group’s production process, the Group may require certain products and/or services from the
following parties:

(i)  Third-party raw material suppliers. The Group purchases raw materials for the production of
apparel products from third-party raw material suppliers, which mainly include traders and
manufacturers of fabric and leather as well as providers of other raw materials such as
buttons, zippers, packing materials, labels and other accessories.

(i1) Third-party product suppliers. Instead of carrying out the production at its Jiaxing Factory,
the Group may choose to outsource the whole or the core parts of the manufacturing process
of some of its products to third-party product suppliers, which are mainly apparel traders and
manufacturers.

(iii) Subcontractors. The Group may subcontract certain auxiliary procedures, such as washing
and embossing, to external specialised subcontractors.

For the sake of clarity, in this document, suppliers of the Group refer only to third-party raw
materials suppliers and third-party product suppliers but do not include subcontractors (which are
simply referred to as subcontractors in this document) because:

° the Group’s purchases of raw materials from third-party raw material suppliers as well as the
Group’s purchases of semi-finished and finished products from third-party product suppliers
as a result of outsourcing are both accounted for as ‘“‘cost of materials” in the Group’s
financial statements; while

° the fees paid by the Group to its subcontractors for auxiliary procedures are accounted for as
“subcontracting fees” in the Group’s financial statements.

Further information regarding the Group’s suppliers (i.e. third-party raw material suppliers and
third-party product suppliers) are discussed in this sub-section headed “Suppliers, raw materials and
inventory”, while further information regarding the Group’s subcontractors are discussed in the sub-
section headed “Subcontracting” below under this section.

Characteristics of the Group’s suppliers

Suppliers of the Group include (i) third-party raw material suppliers; and (ii) third-party product
suppliers. During each of the two years ended 31 December 2012 and the five months ended 31 May
2013, the Group engaged approximately 349, 324 and 184 third-party raw material suppliers and
approximately 40, 40 and 19 third-party product suppliers respectively.

The major raw materials used for the Group’s production include fabric and leather. In addition,
the Group also requires other raw materials including buttons, zippers, packing materials, labels and
other accessories for its production.
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Third-party product suppliers are mainly apparel traders and manufacturers in the PRC to which
the Group outsources the whole or the core parts of the manufacturing process of some of the Group’s
products.

The Group generally places purchase orders with its suppliers after the customer’s order is
confirmed. The Group’s purchase order will set out the type, pricing and quantity of raw materials that
the Group requires based on the specifications designated by the customers.

As the apparel and fashion industry is characterised by rapid changes of style and trends, the
Group did not enter into any long-term agreement with, or commit any minimum quantities to, its third-
party raw material suppliers and third-party product suppliers.

Salient terms of a typical purchase transaction

In a typical purchase transaction, the Group will issue a purchase order (for the purchase of raw
materials) or a production order (for the purchase of semi-finished or finished products) to the supplier.
In a typical purchase order or production order, the following salient terms are contained:

(i)  Product description:

A brief description of the products is contained, including, for raw materials, the technical
specification of the fabrication, quantity and colour; and for semi-finished or finished products, the
type of apparel, style, main materials required, colour and size.

(ii) Order details:

The quantity is specified, i.e., for raw materials, the number of yards for each type of raw
materials; and for semi-finished or finished products, the number of pieces for each colour and/or
size. The unit price and the total amount are also specified.

(iii) Payment terms:

The Group’s suppliers usually grant credit periods of 15 to 120 days to the Group. Payment
will usually be made by telegraphic transfer. Two major suppliers of the Group have granted credit
periods of 120 days to the Group due to long and good relationships as the Group has maintained
5 years of business relationship with each of these two suppliers.

(iv) Delivery details:

For the purchase of raw materials and semi-finished products, the Group usually requires its
suppliers to deliver the goods at the cost of the suppliers to the Jiaxing Factory. For the purchase
of finished products, the Group generally requires its suppliers to deliver the goods at the cost of
the suppliers directly to the forwarding agent appointed by the Group or by the Group’s customer
at a designated PRC port.

Pursuant to the purchase order (or a production order), the product supplier or raw material
supplier shall be responsible for all claims arising on account of inferior quality and/or other non-
conformities with the specifications. The Group reserves the right to withhold part payment on any
shipment made not to its satisfaction.
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Location of suppliers

The Group’s suppliers are mainly located in the PRC. Set out below is a breakdown of the Group’s
purchases by suppliers’ locations during the Track Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HK$’000 %  HK$'000 %  HK$'000 %  HK$'000 %
(unaudited)

The PRC 169,147 89.6 166,381 86.5 38,967 73.1 42,440 88.2
Taiwan 9,686 5.1 12,736 6.6 4,764 8.9 3,252 6.8
Hong Kong 8,485 4.5 7,204 3.7 3,796 7.1 2,001 4.2
Others (note) 1,408 0.8 5,986 3.2 5,779 10.9 430 0.8
Total 188,726 100.0 192,307 100.0 53,306 100.0 48,123 100.0

Note: During the Track Record Period, other locations include Canada, Italy, Japan, Korea, Germany and the United
States.

Denomination of purchases

Set out below is a breakdown of the Group’s purchases by currency denomination during the Track
Record Period:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HKS$’000 %  HK$’000 %  HK$000 %  HK$000 %
(unaudited)

US$ 108,719 57.6 112,028 58.3 32,028 60.1 24,710 51.3
RMB 72,257 38.3 73,561 38.3 17,795 334 21,318 44.3
HKS$ 7,750 4.1 6,718 3.4 3,483 6.5 2,095 4.4
Total 188,726 100.0 192,307 100.0 53,306 100.0 48,123 100.0

As mentioned in the paragraph headed “Location of customers and denomination of sales” above
under the subsection headed “Customers” in this section, the movements in the exchange rate between
US$ and RMB have a direct effect on the Group’s financial performance. Please refer to the paragraph
headed “Hedging of currency risk” below in this section for details of the Group’s currency risk and the
foreign exchange financial instruments used by the Group during the Track Record Period for mitigating
exchange rate exposure of RMB against USS$.
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Top suppliers

For each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
percentage of the Group’s total purchases attributable to the Group’s largest supplier amounted to
approximately 18.3%, 9.5% and 13.6% respectively, while the percentage of the Group’s total purchases
attributable to the Group’s five largest suppliers combined amounted to approximately 45.2%, 36.8%
and 46.5% respectively.

Set out below is a breakdown of the Group’s total purchases by top five suppliers of the Group
during the Track Record Period:

For the year ended 31 December 2011

HK$’000 %
Supplier A (1st largest supplier) 34,470 18.3
Supplier B (2nd largest supplier) 19,593 10.4
Supplier C (3rd largest supplier) 11,847 6.3
Supplier D (4th largest supplier) 10,702 5.7
Supplier E (5th largest supplier) 8,532 4.5
Five largest suppliers combined 85,144 45.2
All other suppliers 103,582 54.8
Total purchases 188,726 100.0
For the year ended 31 December 2012

HK$’000 %
Supplier A (1st largest supplier) 18,229 9.5
Supplier F (2nd largest supplier) 14,613 7.6
Supplier B (3rd largest supplier) 14,167 7.4
Supplier D (4th largest supplier) 13,078 6.8
Supplier C (5th largest supplier) 10,655 5.5
Five largest suppliers combined 70,742 36.8
All other suppliers 121,565 63.2
Total purchases 192,307 100.0
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For the five months ended 31 May 2013

Supplier F (1st largest supplier)

Supplier D (2nd largest supplier)
Supplier G (3rd largest supplier)
Supplier H (4th largest supplier)
Supplier B (5th largest supplier)

Five largest suppliers combined

All other suppliers

Total purchases

HKS$’000 %
6,545 13.6
5,758 12.0
3,933 8.2
3,377 7.0
2,745 5.7

22,358 46.5
25,765 53.5
48,123 100.0

None of the Directors, their associates, or any Shareholders who owned more than 5% of the share

capital of the Company as at the Latest Practicable Date had any interest in any of the five largest

suppliers of the Group during the Track Record Period.

Set out below is the background information of the five largest suppliers of the Group during the

Track Record Period:

Supplier

Supplier A

Supplier B

Supplier C

Supplier D

Supplier E

Supplier F

Type of supplier
(third-party raw
material supplier
and third-party

product supplier)

Third-party product

supplier

Third-party product
supplier

Third-party raw
material supplier

Third-party product
supplier

Third-party raw
material supplier

Third-party product
supplier

Principal business

Manufacturing of
garment

Trading of various
merchandise

Trading of raw
materials of
garment

Manufacturing of

garment

Trading of raw
materials and
garment

Manufacturing of
garment
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Location

PRC

PRC

PRC

PRC

Taiwan

PRC

Year(s) of
business
relationship

7

Typical credit terms
offered to the Group
and payment
method

60 days credit terms,
paid by telegraphic
transfer

60 days credit terms,
paid by telegraphic
transfer

30 days credit terms,
paid by telegraphic
transfer

120 days credit
terms, paid by
telegraphic transfer

30 days credit terms,
paid by telegraphic
transfer

60 days credit terms,
paid by telegraphic
transfer
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Type of supplier
(third-party raw Typical credit terms
material supplier Year(s) of offered to the Group
and third-party business and payment
Supplier product supplier) Principal business Location relationship  method
Supplier G Third-party raw Trading of raw PRC Less than 45 days credit terms,
material supplier materials of 1 year paid by letter of
garment credit
Supplier H Third-party raw Manufacturing and PRC 6 30 days credit terms,
material supplier trading of raw paid by telegraphic
materials of transfer
garment

Third-party product suppliers
Nature of and reasons for outsourcing arrangement

The Group either manufactures its products at its Jiaxing Factory or outsources the whole or core
parts of the manufacturing process to third-party product suppliers, which are mainly apparel traders or
manufacturers in the PRC. The table below sets out the relevant breakdown of the Group’s turnover
during the Track Record Period attributable to products manufactured by the Group’s Jiaxing Factory
and products supplied by third-party product suppliers:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HKS$’000 %  HK$’000 %  HK$’000 %  HK$’000 %
(unaudited)
Jiaxing Factory 177,026 57.8 182,806 55.2 25,198 37.3 28,824 474
Third-party product
suppliers (note) 129,288 42.2 148,282 44.8 42,328 62.7 32,035 52.6

306,314 _ 100.0 331,088  100.0 67,526 _ 100.0 60,859 _ 100.0

Note: Such figures include the Group’s turnover attributable to products supplied by third-party product suppliers with raw
materials supplied by the Group to the third-party product suppliers for further processing and/or with raw materials
procured by the third-party product suppliers themselves.
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When determining whether to manufacture the products at the Group’s Jiaxing Factory or to
outsource to third-party product suppliers, the Group will take into consideration the level of utilisation
of capacity of the Jiaxing Factory, the economic efficiency and opportunity cost of carrying out the
production of the order at the Jiaxing Factory, and the type of the materials involved in the products
(i.e. woven wear, leather wear, or knitwear). In general, the majority of the products manufactured at the
Group’s Jiaxing Factory are woven and leather products (which entail higher selling prices in general),
while the manufacturing process of some of the Group’s woven and leather products and the majority of
its knitwear products are outsourced to third-party product suppliers. The table below sets out the
breakdown of the Group’s turnover during the Track Record Period by type of material mainly involved
in the products:

Year ended Year ended Five months ended Five months ended
31 December 2011 31 December 2012 31 May 2012 31 May 2013
HKS$’000 %  HK$’000 %  HK$’000 %  HK$’000 %
(unaudited)

Woven and leather 233,598 76.3 227,807 68.8 29,050 43.0 40,913 67.2
Knit 72,716 23.7 103,281 31.2 38,476 57.0 19,946 32.8

Total 306,314  100.0 331,088 _ 100.0 67,526 _ 100.0 60,859  100.0

The Group considers that such outsourcing arrangement benefits the Group in terms of the
utilisation of the Group’s manufacturing capacity and is more economically efficient to the Group’s
overall operation.

Basis of selection of third-party product suppliers

The Group carefully evaluates third-party product suppliers taking into account of their technical
capability, track records, ability to provide high-quality products on-time, services, prices and
production capacities. Based on these factors, the Group selects and maintains a list of approved third-
party product suppliers, which is updated on a continuous basis.

Prior to placing purchase orders with third-party product suppliers, the Group will generally obtain
a number of quotations from its list of approved third-party product suppliers and select the most
suitable ones based on fee quotes and track records. In addition to cost, the Group also negotiates on
other terms of purchase including credit terms, payment method and time of delivery.

Quality control on third-party product suppliers

The Group’s quality control personnel retain the right to conduct checks on all production
materials of the third-party product suppliers to ensure that they comply with the Group’s specifications.
In addition, the Group’s third-party product suppliers are not permitted to subcontract any part of the
manufacturing process to other suppliers/manufacturers without the Group’s prior consent.
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During the manufacturing process, the Group will carry out site visits to the third-party product
suppliers (or, if the third-party product suppliers further outsource the manufacturing process to other
suppliers/manufacturers with the Group’s prior consent, the ultimate manufacturing factories) and
examine the quality of the semi-products and finished products. In some cases, the customers may also
engage external consultant or send their own personnel to conduct on-site quality inspections on the
third-party product suppliers.

Relationship with third-party product suppliers

The Group has established a stable working relationship with the third-party product suppliers.
During each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
Group engaged approximately 40, 40 and 19 third-party product suppliers respectively. Please refer to
the paragraph headed “Top suppliers” above in this subsection for further information regarding the
relationship between the Group and its third-party product suppliers.

The Group generally places production orders with the third-party product suppliers after the
customer’s order is confirmed. The Group’s production order will set out the type, pricing and quantity
of finished apparel products that the Group requires based on the specifications of the customers. As the
apparel and fashion industry is characterised by rapid changes of style and trends, the Group did not
enter into any long-term agreement with, or commit any minimum quantities to, the third-party product
suppliers.

Inventory control

The Group’s inventories include raw materials, work in progress and finished goods:

As at As at As at

31 December 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HKS$’000

Raw materials and consumables 7,728 8,983 16,875
Work in progress 1,731 813 1,522
Finished goods 14,331 17,479 23,663
Total 23,790 27,275 42,060

As each customer may adopt different designs inspired by the Group and may modify the design
and/or specify its own preference for raw materials, the Group, in most cases, sources raw materials and
other accessories from its suppliers for production only after the customers have confirmed their orders
and their specifications. This allows the Group to avoid excessive procurement of raw materials. As
such, the Group normally maintains low level of inventory of raw materials.
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The Group maintains a certain level of inventory for various pre-selected styles of own brand
products based on projected sales volume and anticipated fashion trends. Maintaining inventory for the
Group’s own brand products operation is necessary because some of the customers of the Group’s own
brand products often require products that are immediately available and require delivery on short
notice. Nevertheless, the Group would only maintain a relatively larger quantity of inventory for
products that are expected to be popular or commonly accepted.

For of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
Group’s inventory turnover days were 36 days, 40 days and 132 days respectively. For a detailed
inventory analysis, please refer to the paragraph headed “Inventory analysis” under the section headed
“Financial information” in this document.

During each of the two years ended 31 December 2012 and the five months ended 31 May 2013,
the provisions for obsolete or slow-moving inventories amounted to approximately HK$293,000, HK$nil
and HK$nil respectively. The Group reviews the inventories at each reporting date and makes allowance
for impairment of obsolete, slow-moving and impaired items. The Group estimates the net realisable
value for such inventories based primarily on the expected future market conditions and the estimated
selling price. The Group makes allowance for impairment if the net realisable value is below the
carrying amount.

Fluctuations in prices of labour and raw materials

Prices of raw materials required by the Group, such as fabrics, fluctuated considerably in the past.
In addition, the rising labour costs and the appreciation of RMB against US$ in the past few years have
also contributed to the increase in the Group’s costs of sales. For details, please refer to the section
headed “Industry overview” in this document.

Nevertheless, the Group’s gross profit margin remained relatively stable during the Track Record
Period, which amounted to approximately 21.7%, 24.5% and 21.1% respectively for each of the two
years ended 31 December 2012 and the five months ended 31 May 2013, as the Group managed to pass
most of such increases in costs to its customers.

The Group does not focus on competing in price. Instead, the Group considers that its primary
competitive advantage relates to its strong and innovative product design and development capabilities.
For details, please refer to the paragraph headed “Competitive strengths” above in this section and the
paragraph headed “Product design and development” below in this section. With the Group’s strong and
innovative product design and development capabilities, the Group believes that it has the ability to pass
the majority of the increases in costs to its customers by charging a higher price, thereby maintaining its
profit margin without significantly reducing the willingness of the Group’s customers to do business
with the Group. In addition, one of the Group’s business strategies is to further develop its own brand
products operation. As the Group’s own brand products generally entailed higher profit margins than
private label products during the Track Record Period (as illustrated in the paragraph headed “Price and
gross profit margin” under the subsection headed ‘“Products” above in this section), such business
strategy of developing the Group’s own brand products operation is expected to positively affect the
Group’s overall profit margin and counteract the possible effect of potential rising costs.
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Sensitivity analysis
Costs of materials

The following sensitivity analysis illustrates the impact of hypothetical fluctuations in the Group’s
costs of materials on the Group’s profits during the Track Record Period. The hypothetical fluctuation
rates are set at 7% and 10%, which correspond to and cover the maximum year-on-year and period-on-
period fluctuations of the Group’s average unit cost of materials during the Track Record Period and are
therefore considered reasonable for the purpose of this sensitivity analysis:

Hypothetical fluctuations in overall average unit cost
of materials 7% 10% -7% -10%

HK$’000 HK$000 HK$’000 HK$’ 000

Change in profit before tax

Year ended 31 December 2011 (12,844) (18,348) 12,844 18,348
Year ended 31 December 2012 (13,260) (18,943) 13,260 18,943
Period ended 31 May 2012 (3,091) (4,415) 3,091 4,415
Period ended 31 May 2013 (2,275) (3,251) 2,275 3,251

Change in profit after tax

Year ended 31 December 2011 (10,403) (14,862) 10,403 14,862
Year ended 31 December 2012 (10,887) (15,552) 10,887 15,552
Period ended 31 May 2012 (2,537) (3,625) 2,537 3,625
Period ended 31 May 2013 (1,868) (2,669) 1,868 2,669

Subcontracting cost

The following sensitivity analysis illustrates the impact of hypothetical fluctuations in the Group’s
subcontracting cost on the Group’s profits during the Track Record Period. The hypothetical fluctuation
rates are set at 1% and 20%, which correspond to and cover the maximum year-on-year and period-on-
period fluctuations of the Group’s average subcontracting cost during the Track Record Period and are
therefore considered reasonable for the purpose of this sensitivity analysis:

Hypothetical fluctuations in overall average
subcontracting cost 1% 20% -1% -20%

HK$’000 HK$’000 HK$’000 HK$’ 000

Change in profit before tax

Year ended 31 December 2011 (303) (6,069) 303 6,069
Year ended 31 December 2012 (305) (6,093) 305 6,093
Period ended 31 May 2012 30) (602) 30 602
Period ended 31 May 2013 (58) (1,160) 58 1,160

Change in profit after tax

Year ended 31 December 2011 (246) (4,916) 246 4,916
Year ended 31 December 2012 (250) (5,002) 250 5,002
Period ended 31 May 2012 (25) (495) 25 495
Period ended 31 May 2013 (48) (953) 48 953
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Labour cost

The following sensitivity analysis illustrates the impact of hypothetical fluctuations in the Group’s
labour cost on the Group’s profits during the Track Record Period. The hypothetical fluctuation rates are
set at 7% and 34%, which correspond to and cover the maximum year-on-year and period-on-period
fluctuations of the Group’s average labour cost during the Track Record Period and are therefore
considered reasonable for the purpose of this sensitivity analysis:

Hypothetical fluctuations in overall average
labour cost 7% 34% —7% -34%

HK$°’000 HK$’000 HK$’000 HK$ 000

Change in profit before tax

Year ended 31 December 2011 (558) (2,711) 558 2,711
Year ended 31 December 2012 (809) (3,929) 809 3,929
Period ended 31 May 2012 (300) (1,457) 300 1,457
Period ended 31 May 2013 (321) (1,559) 321 1,559

Change in profit after tax

Year ended 31 December 2011 (452) (2,196) 452 2,196
Year ended 31 December 2012 (664) (3,226) 664 3,226
Period ended 31 May 2012 (246) (1,196) 246 1,196
Period ended 31 May 2013 (263) (1,280) 263 1,280

Exchange rate

The following sensitivity analysis illustrates the impact of hypothetical fluctuations in exchange
rate on the Group’s profits during the Track Record Period. The hypothetical fluctuation rates are set at
2% and 5%, which correspond to and cover the maximum year-on-year and period-on-period
fluctuations of exchange rate during the Track Record Period and are therefore considered reasonable
for the purpose of this sensitivity analysis:

Hypothetical fluctuations in overall average
exchange rate 2% 5% 2% -5%

HK$’000 HK$000 HK$’000 HK$ 000

Change in profit before tax

Year ended 31 December 2011 (2,347) (6,052) 2,255 5,476
Year ended 31 December 2012 (2,724) (7,026) 2,617 6,357
Period ended 31 May 2012 427) (1,100) 410 995
Period ended 31 May 2013 (558) (1,439) 536 1,302

Change in profit after tax

Year ended 31 December 2011 (1,901) (4,902) 1,826 4,435
Year ended 31 December 2012 (2,237) (5,768) 2,149 5,219
Period ended 31 May 2012 (350) (903) 336 817
Period ended 31 May 2013 (458) (1,181) 440 1,069

- 109 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

BUSINESS

Measures to mitigate the risk of potential increase in raw material prices

In view of the potential increases in raw material prices and other costs of production, the Group
strives to constantly explores and evaluates different types of raw materials and production methods that
are cost-effective while meeting customers’ tastes and demands, as well as different suppliers and
subcontractors that are able to offer reasonable pricing while meeting all requirements of the Group. It is
also the Group’s usual practice to attempt to, if possible, make purchases or place production orders to
its suppliers and subcontractors for similar goods/services on a combined basis in bulk quantities instead
of making multiple orders in small quantities in order to achieve bulk purchase/order discount.

In addition, as mentioned above under the paragraph headed ‘“Fluctuations in prices of labour and
raw materials”, the Group does not focus on competing in price. Instead, the Group considers that its
primary competitive advantage relates to its strong and innovative product design and development
capabilities. For details, please refer to the paragraph headed “Competitive strengths” above in this
section and the paragraph headed “Product design and development” below in this section. With the
Group’s strong and innovative product design and development capabilities, the Group believes that it
has the ability to pass the majority of the increases in costs to its customers by charging a higher price,
thereby maintaining its profit margin without significantly reducing the willingness of the Group’s
customers to do business with the Group. The Group’s profit margin remained relatively stable during
the Track Record Period, which amounted to approximately 21.7%, 24.5% and 21.1% respectively for
each of the two years ended 31 December 2012 and the five months ended 31 May 2013, as the Group
managed to pass most of the increases in costs to its customers.

Furthermore, one of the Group’s business strategies is to further develop its own brand products
operation. As the Group’s own brand products generally entail higher profit margins than private label
products during the Track Record Period (as illustrated in the paragraph headed ‘“Price and gross profit
margin” under the subsection headed “Products” above in this section), such business strategy of
developing the Group’s own brand products operation is expected to positively affect the Group’s overall
profit margins and counteract the possible effect of the potential rising costs.
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PRODUCTION AND QUALITY CONTROL
Production flows

Set out below is the flow chart summarising the key workflow of a typical production process of

the Group:

1. Product design and development

2. Order placement by customer

A

3. Production planning

A

4. Procurement of raw materials

A

5. Quality inspection of raw materials

A

6. Preparation for bulk production

7. Cutting

8. Sewing

v

9. Putting in buttons and zippers (if required)

A

10. Ironing

11. Quality inspection of finished products

12. Packaging

A

13. Final quality inspection

14. Delivery
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Step 4 to 10 and step 12 can be outsourced to third-party product suppliers after taking into
consideration the level of utilisation of capacity of the Jiaxing Factory, the economic efficiency and
opportunity cost of carrying out the production of the order at the Jiaxing Factory, and the type of the
materials involved in the products. For details, please refer to the paragraph head “Third-party product
suppliers” under the sub-section headed ‘““Suppliers, raw materials and inventory” above in this section.

In general, it takes approximately 60 to 120 days from customers’ order placement (step 2) to the
completion of final quality inspection (step 13). The actual production time required depends on a
number of factors, such as the complexity of the product design and the manufacturing process, the
quantity of an order, the availability of raw materials, and the production and/or delivery time required
by the Group’s raw material and/or product suppliers. As such, the actual production time may differ
considerably for different orders, ranging in general from about 60 to 120 days.

Product design and development

The Group provides and recommends new product designs and inspirations to its customers on a
continuous basis. The Group’s customers may adopt or develop a design based on those recommended
or inspired by the Group and may suggest modifications to the design. Alternatively, customers may
provide their own designs to the Group. For further details of the Group’s product design and
development, please refer to the paragraph headed “Product design and development” below in this
section.

Order placement by customer

After confirming a product design with its customer, the Group will discuss the details of the
purchase order with the customer, including the quantity, price, delivery date, product specifications and
other specific requirements. The customer will then place a purchase order with the Group with all such
details confirmed.

Production planning

After receiving the purchase order, the Group will decide whether to manufacture the products at
its Jiaxing Factory or to outsource the whole or part of the manufacturing process to third-party product
suppliers after taking into consideration the level of utilisation of capacity of the Jiaxing Factory, the
economic efficiency and opportunity cost of carrying out the production of the order at the Jiaxing
Factory, and the nature of materials involved in the products (i.e. woven wear, leather wear, or
knitwear). The following paragraphs describe the production process at the Jiaxing Factory. For details
of the Group’s outsourcing arrangement, please refer to the sub-paragraph headed “Third-party product
suppliers” under the paragraph headed “Suppliers, raw materials and inventory” above in this section.

Procurement of raw materials

The Group generally places purchase orders with its suppliers after the customer’s order is
confirmed. The Group’s purchase order will set out the type, price and quantity of raw materials that the
Group requires based on the specifications of the customers. The Group will ensure that all necessary
raw materials are available to the Group before the commencement of the scheduled bulk production.
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Quality inspection of raw materials

When the raw materials are delivered to the Group, the Group will check whether the quantity is
correct and will perform an inspection on the quality of the raw materials.

Quality inspection on fabric and leather can include the inspection on the external and internal
quality. Inspection on external quality is mainly concerned with determining whether there are any
observable defects such as damages, stains, weave faults and colour variations, while inspection on
internal quality is mainly concerned with the main properties of the fabrics, such as colour fastness and
weight.

The Group also performs quality inspection on other trims and accessories, such as checking for
observable defects and their conformities with the Group’s specifications.

Preparation for bulk production

Before commencement of bulk production, the Group will carry out certain technical preparation
works, which include two main steps: (i) establishing the technical specifications of every production
detail; and (ii) developing the production technical specification pack template.

The first step involves establishing the technical specifications of every production detail that will
be referred to throughout the production process, including detailed specifications with respect to
cutting, sewing, trims and accessories, ironing and packaging.

The second step involves developing the production technical specification pack template, which
must be precise in every dimension as the template will be used in bulk production.

Cutting

After completing the technical preparation works, all fabrics and/or leathers will be cut based on
the relevant technical specifications and checked by the Group’s quality control team.

Sewing

After the fabrics and/or leathers are cut into appropriate pieces, they will be sewn and assembled
into garments and further checked by the Group’s quality control team.

Putting in buttons and zippers

If necessary, buttons and zippers will be sewn into the garments and buttonholes will also be
made.

Ironing

Before packaging, the garments will generally be ironed to ensure that they have the correct size,
shape and appearance through application of appropriate temperature, humidity and pressure during the
ironing process.
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Quality inspection of finished products

The Group will perform quality inspection on finished products to ensure that all product
specifications are consistent with customers’ requirements and to ensure the high quality of the finished
products.

Packaging and final quality inspection

All finished products will be packed carefully to ensure that the packaging is arranged orderly with
neat appearance and that the packaging contains correct information as to the style, size, colour of the
products and the delivery information. Upon customers’ request, a final quality inspection may be
performed by the quality control personnel of the Group or the Group’s customers after all finished
products are packed. Such quality inspection will be performed by randomly selecting the goods to be
inspected and removing the packaging in order to perform the inspection.

Delivery

After packaging, the Group or the third-party product suppliers engaged by the Group will
generally arrange for the delivery of the finished products to the designated loading port or the
designated forwarders of its customers. For further information on the typical delivery details, please
refer to the sub-paragraph headed “Delivery details” under the paragraph headed “Salient terms of a
typical sales transaction” under the sub-section headed “Customers” above in this section.

Quality control

When performing quality inspection, the Group adopts the acceptable quality level standard (also
commonly known as the AQL standard), which is a common industry standard that provides a statistical
measurement of the maximum percentage of defective goods considered acceptable in a particular
sample size.

Ms. Winnie Tien, a member of the Group’s senior management, is responsible for the Group’s
quality control. For details of Ms. Winnie Tien’s profile, please refer to the paragraph headed *“Senior
management” under the section headed “Directors and senior management’ in this document.

As at 31 December 2011, 31 December 2012 and the Latest Practicable Date, the Group’s quality
control team comprised a total of 28, 31 and 31 employees respectively, who had approximately 1 to
over 12 years’ experience in the field of quality control in the apparel and fashion industry.

Transfer pricing arrangement

In a typical transaction where the products are to be manufactured at the Group’s Jiaxing Factory,
customers’ purchase orders are issued to Runway HK, and Runway HK then places a production order
to Runway Jiaxing for the manufacturing of the products. When the manufacturing of the products is
completed, the ownership of the products manufactured at the Jiaxing Factory are transferred from
Runway Jiaxing to Runway HK at a price determined in accordance with the Group’s transfer pricing
policy (while the products are delivered directly from the Jiaxing Factory without physically passing
through Hong Kong). The Group has implemented a transfer pricing policy in order to regulate such
intra-group sales, which is principally based on a cost-plus mark-up method. The personnel of the
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Group’s accounting and finance department are responsible for preparing the pricing for intra-group
sales having regard to the cost-plus mark-up basis and the principle of arms’ length principle. Such
pricing will be approved by Mr. Chan Ka Yu, the chief financial officer of the Group, after checking
whether the cost-plus mark-up basis and the principle of arms’ length principle are complied with. Any
deviation from the Group’s transfer pricing policy will be reported and reviewed by Mr. Tien, the
chairman of the Board and an executive Director. For background of Mr. Tien and Mr. Chan Ka Yu,
please refer to the section headed ‘“Directors and senior management” in this document.

As advised by the PRC Legal Advisers, pursuant to the current Enterprise Income Tax Law (H'%#E
NERILFNE A ZE T8 8i%), transactions in respect of the purchase, sale and transfer of products
between enterprises under direct or indirect control by the same third party shall be regarded as related
parties transactions. Related parties transactions shall comply with the arm’s length principle (3728 %
R Hl)). If the failure of compliance with such principle would result in reducing the income or taxable
income of the enterprise or its related parties, the tax authority shall be empowered to make adjustments
in accordance with reasonable methods. The PRC Legal Advisers, having taken into account the written
confirmations issued by &1 75 Y [ 5 X Bi %5 )5 (Jiaxing Xiuzhou National Tax Bureau) on 28 June
2013 and by WiiLH BTy Bi)5 HE /)% (The Direct Branch of Jiaxing Local Tax Bureau of
Zhejiang Province) on 28 June 2013 (which are considered by the PRC Legal Advisers as the competent
tax authorities to issue such confirmations), have advised that Runway Jiaxing, the Group’s PRC
subsidiary involved in the intra-group sales, has complied with the relevant tax requirements, did not
evade taxes, and was not involved in any tax-related non-compliances, including, without limitation, any
anti-tax avoidance rules in relation to transfer pricing arrangement.

Social compliance agreements, master sourcing agreement and vendor’s manuals

The Group has entered into social compliance agreements and/or master sourcing agreement with,
and/or received vendor’s manuals from, some of its customers. Such social compliance agreements,
master sourcing agreement and vendor’s manuals set out, among other things, (i) specific requirements
and standards for the production of the goods, components, trim, materials and packaging; (ii) the
general terms and conditions applicable to the customers’ purchase orders; and (iii) the code of conduct
and social responsibilities with which the Group is required to comply. For example, the Group agreed
not to hire child labours and agreed to provide a safe working environment for its labours. In addition,
the Group agreed not to distribute or otherwise sell or give away any products which are defective or
rejected or which are produced in excess of the actual quantity required and not taken up by the
customer, and will completely destroy such goods which bear the customers’ trademarks or names,
including tagless labels and labels that are embroidered, printed, engraved or otherwise incorporated
directly onto the goods. The Group may also allow its customers to send their own personnel or to
engage external consultant to perform on-site inspection on the Group’s compliance in this regard.

The Directors confirm that during the Track Record Period and up to the Latest Practicable Date,
the Group had not breached any covenants contained in any of these social compliance agreements,
master sourcing agreement and vendor’s manuals.
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To ensure that the Group’s suppliers and subcontractors also comply with the social compliance
and product quality requirements set out by the Group’s customers under the relevant social compliance
agreements and/or master sourcing agreements and/or vendor’s manuals, the Group has performed on-
site assessments on the relevant factories of the Group’s suppliers/subcontractors on an annual basis
during the Track Record Period, covering, among other things, the general production capability and
quality, quality control, and social compliance measures.

An assessment report is prepared on each assessment and such report is reviewed by Ms. Li
Yinzhen, the head of Jiaxing Factory, who will decide whether the supplier/subcontractor is eligible to
be included (for new suppliers/subcontractors) or to remain (for existing suppliers/subcontractors) on the
Group’s list of approved suppliers/subcontractors. For the background and profile of Ms. Li Yinzhen,
please refer to the section headed ‘“Directors and senior management” in this document.

In addition, some of the Group’s customers would also request the Group to engage external
consultant to perform on-site social compliance and general quality control assessment of third-party
product suppliers of the Group.

Production facilities, capacity and utilisation

The main production facilities of the Group are located in the Group’s owned Jiaxing Factory. As
at the Latest Practicable Date, the Group owned approximately 213 sets of production machinery and
equipment such as sewing stations, fabric cutting machines, ironing stations and computer drawing
systems. All production machinery and equipment of the Group were sourced from the PRC. In general,
the Group’s production machinery and equipment have an estimated useable life of 10 years. The
following table sets out the age of the Group’s production machinery and equipment:

Number of sets
of production
machinery and

equipment

Within 2 years 24
2 to 4 years 21
4 to 6 years 23
6 to 8 years 30
More than 8 years (Note) 115
213

Note: The majority of the 115 sets of production machinery and equipment that are aged more than 8 years are sewing
machines, with a small number of various types of other machineries such as button-attaching machines, fabric
cutting machines, packing machines, bonding machines, pressing and ironing equipment, over-lock machines,
tacking machines and buttonhole machines.

- 116 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

BUSINESS

As at the Latest Practicable Date, the Directors consider that the existing production machinery and
equipment of the Group were in good operating conditions in general. However, as approximately half
of the Group’s production machinery and equipment are approaching their estimated usable life of 10
years, the Group estimates that starting from 2014, some of the Group’s production machinery and
equipment may need to be replaced depending on the operating condition of each machine. As disclosed
in the section headed “Future plans” in this document, the Group plans to start examining the status of
its production machinery and equipment during the period from the Latest Practicable Date up to the end
of 31 December 2013 and to develop a replacement plan and schedule based on the evaluation result.
For the six months ending 30 June 2014, approximately HK$1.0 million is expected to be used for
purchasing new production machinery and equipment for replacing old ones, and enhancing the Group’s
production efficiency and capacity. Another HK$5.5 million is expected to be used in this connection
for the six months ending 31 December 2014. For further information, please refer to the section headed
“Future plans” in this document.

The Group conducts regular maintenance on its production machinery and equipment. Such regular
maintenance works are mainly performed on on-going basis by each of the Group’s production staff
responsible for operating their respective set of production machinery and equipment, as most of such
maintenance works involve simple procedures such as injecting lubricants when they run out and
cleaning the dust that pile up in the key component of the equipment to ensure smooth sewing and
production operation. It is not necessary to suspend the operation of the Jiaxing Factory in order to carry
out regular maintenance and as such, the Group had not experienced any disruption in its production due
to regular maintenance during the Track Record Period and up to the Latest Practicable Date.

The Group plans for its production based on the actual number and size of orders from customers.
The Group also reviews its production plan regularly in order to ensure that there is sufficient
production capacity to handle customers’ orders and that finished products can be delivered in a timely
manner. After taking into consideration, among other things, the level of utilisation of capacity of the
Jiaxing Factory and the economic efficiency and opportunity cost of carrying out production of a
particular order at the Jiaxing Factory, the Group may also outsource the whole or the core parts of the
manufacturing process to third-party product suppliers. For details of such outsourcing arrangement,
please refer to the paragraph headed “Third-party product suppliers” under the sub-section headed
“Suppliers, raw materials and inventory” above in this section.

In general, the Group’s production of its own brand products allows the Group to better utilise its
production capacity and have better control on its production schedule and planning when compared to
the production of private label products, as the Group can make the final decision on every detailed
specification of its own brand products and there is no need to wait for customers’ approval (which is
generally needed for private label products).
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Set out below is the estimated production capacity and approximate utilisation rate of the Jiaxing

Factory during the Track Record Period:

Five months

Year ended Year ended ended
31 December 31 December 31 May
2011 2012 2013
Estimated annual/period production capacity
(in thousands of pieces of finished apparel)
(note 1) 1,255 1,163 526
Approximate output volume for the year/period
(in thousands of pieces of finished apparel) 894 932 180
Approximate utilisation rate for the year/period
(note 2) 71.2% 80.1% 34.2%

Notes:

The annual production capacity is estimated based on the assumption that the Jiaxing Factory operates for 298 days
per year and 10 hours per day. The production capacity for the five-month period is estimated based on the
assumption that the Jiaxing Factory operates for 123 days per period and 10 hours per day. The actual number of
working days of the Jiaxing Factory was approximately 294 days, 298 days and 116 days during each of the two
years ended 31 December 2012 and the five months ended 31 May 2013 respectively. The actual average working
hours per day was approximately 10.09 hours, 10.49 hours and 10.23 hours during each of the two years ended 31
December 2012 and the five months ended 31 May 2013 respectively.

As illustrated in the above table, the estimated annual production capacity of the Group decreased from
approximately 1,255,000 pieces of finished apparel to approximately 1,163,000 pieces of finished apparel. Other than
the assumption mentioned in the preceding paragraph, another additional parameter is required for the estimation,
being the maximum number of pieces of finished apparel that the Jiaxing Factory is capable of producing per hour.
The Directors consider that such parameter cannot be estimated with reasonable accuracy, due to varying designs and
production complexity involved. As such, for illustration purpose only, the Directors used the actual number of
pieces of finished apparel that the Jiaxing Factory actually produced per hour on average during the busiest peak
production period of the respective year as the said parameter in estimating the annual production capacity. Based on
actual production data, it was observed that the actual number of pieces of finished apparel that the Jiaxing Factory
actually produced per hour during the peak production period was slightly higher in 2011 on average than that in
2012. The Directors consider that such difference arose because the apparel products that the Jiaxing Factory
produced in 2012 were on average more complex and more difficult in the context of skills and procedures required
for production than those in 2011, resulting in slightly fewer number of finished apparel being produced per hour in
2012 on average.

The utilisation rate is calculated as the approximate output volume for the year/period divided by the estimated
annual/period production capacity.

The utilisation rate of the Jiaxing Factory increased from approximately 71.2% for the year ended

31 December 2011 to approximately 80.1% for the year ended 31 December 2012, which was generally

in line with the Group’s growth in business during the period. The utilisation rate of the Jiaxing Factory

for the five months ended 31 May 2013, which was the conventional slack season for the Group, was

approximately 34.2%, which was lower than the annual utilisation rate of approximately 80.1% for the

year ended 31 December 2012 due to seasonal fluctuation.
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SUBCONTRACTING
Nature of and reason for subcontracting

The Group normally manufactures woven and leather apparel at its Jiaxing Factory. While the
Jiaxing Factory is capable of undertaking all of the core manufacturing procedures such as cutting,
sewing, ironing and quality inspection, the Group also subcontracts some auxiliary procedures, such as
washing and embossing, to external specialised subcontractors when the Group does not have the
capability or capacity to complete such auxiliary procedures at its Jiaxing Factory.

The following table sets out the amount of subcontracting fees, which were typically determined
based on the quotation from subcontractors and arm’s length negotiation between the Group and the
subcontractors, incurred by the Group during the Track Record Period:

Five months Five months

Year ended Year ended ended ended
31 December 31 December 31 May 31 May
2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)
Subcontracting fee 30,346 30,465 3,012 5,801

Basis of selection of subcontractors

The Group carefully evaluates the subcontractors taking into account of their technical capability,
track records, services, prices, production capacities, ability to complete the auxiliary procedures in a
timely manner and product quality. Based on these factors, the Group selects and maintains a list of
approved subcontractors, which is updated on a continuous basis.

Before the Group places subcontracting orders with respective subcontractors, it will generally
obtain a number of quotations from the list of approved subcontractors and select the most suitable one
based on fee quotes and track records. In addition to subcontracting fees, the Group also negotiates on
other terms of subcontracting service including terms of payment, method and time of delivery with the
subcontractors.

The Group performs quality inspection on the products provided by the subcontractors to ensure
that they meet the required quality standard.

Relationship with and background of subcontractors

The Group has established a stable working relationship with its subcontractors. For each of the
two years ended 31 December 2012 and five months ended 31 May 2013, the Group engaged
approximately 101, 95 and 46 subcontractors respectively, with which the Group has maintained 1 to 6
years of business relationship. The subcontractors are typically factories located in the vicinity of the
Jiaxing Factory and are specialised in one or more of the auxiliary procedures such as washing and
embossing.
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For each of the two years ended 31 December 2012 and the five months ended 31 May 2013, the
percentage of the Group’s total subcontracting expenses attributable to the Group’s largest subcontractor
amounted to approximately 17.4%, 17.8% and 22.3% respectively, while the percentage attributable to
the five largest suppliers combined amounted to approximately 38.2%, 40.9% and 49.6% respectively.

None of the Directors, their associates, or any Shareholders who owned more than 5% of the share
capital of the Company as at the Latest Practicable Date had any interest in any of the five largest
subcontractor of the Group during the Track Record Period.

Salient terms of a typical subcontracting transaction

In a typical subcontracting transaction, the Group will issue a process order to the subcontractor.
In a typical process order, the following salient terms are contained:

(i)  Processing description:

A brief description of the processing procedure is contained, for example, washing,
embossing and etc.

(ii) Order details:

The quantity is specified, i.e., the number of pieces for each colour and/or size to be
processed. The unit price and the total amount are also specified.

(iii) Payment terms:

The Group’s subcontractors usually grant credit periods of 30 to 90 days to the Group.
Payment will usually be made by telegraphic transfer.

(iv) Delivery details:

For the processed products, the Group usually requires its subcontractors to deliver the goods
at the cost of the subcontractors to the Jiaxing Factory.

PRODUCT DESIGN AND DEVELOPMENT
Product design and development capability

As the apparel and fashion industry is characterised by rapid changes of style and trends, the
Group considers that its business and financial performance rely, to a considerable extent, on its product
design and development capability. The Group believes that its business model is design-driven and that
its product design and development capability is one of its primary competitive strengths.
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The Group maintains a product design and development team which has the following key
functions and capabilities:

° gauging global fashion trends through various sources such as attending key tradeshow
events;
° exploring new materials and new blending of materials and patterns for customers’

consideration and inspiration;

° creating new collections of designs on a continuous basis which are typically tailored for
each customer matching its budget and style;

° producing design sketches developed in response to customer specifications with the support
of in-house graphic team;

° channelling and re-designing supply chain garment concepts into marketable items conducive
to target market;

° presenting new styles and innovative designs to customers; and
° producing prototypes to customers.
Product design and development team

Mr. Gozashti is responsible for the Group’s product design and development. For his detailed
profile, please refer to the paragraph headed “Executive Directors” under the section headed *“Directors
and senior management” in this document.

As at 31 December 2011, 31 December 2012 and the Latest Practicable Date, the Group’s product
design and development team comprised a total of 39, 44 and 43 employees respectively, who had
approximately 1 to 11 years’ experience in the apparel and fashion industry. In addition, during the
Track Record Period, the Group also engaged two design consultants to provide product design and
development services to the Group. The external design consultants charged the Group on a job-by-job
basis at a pre-agreed hourly rate. These external design consultants are designers in the United States
working on a freelance basis. The Group engaged them on a job-by-job basis for cost-saving reasons as
the salary and other benefits required to be paid to experienced designers in the United States for full-
time employment tend to be relatively high.

For each of the two years ended 31 December 2012 and the five months ended 31 May 2013,
expenses incurred for the design and development activities of the Group amounted to approximately
HK$3.3 million, HK$3.2 million and HKS$1.3 million respectively. Such expenses were mainly
attributable to (i) staff costs of the product design and development team; (ii) design consultancy fee;
and (iii) consumables and other miscellaneous costs related to products and development. Such amounts
were all recognised as expense in the Group’s combined statements of comprehensive income.
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Proprietary online product development platform

The Group maintains a proprietary online product development platform, known as the Clothing
Technology Initiative (the “CTI”), which allows customers to create and submit new ideas of apparel
design to the Group directly and electronically. Based on the ideas and intended features and functions
specified by the Directors, the Group engaged an external information technology company located in
Hong Kong to develop and maintain the software program of CTI. The use of the CTI is intended to
provide the Group’s customers with sources of inspiration and ideas for product design and development
and to shorten the time between initial product design and the mass production so as to allow the
Group’s customers to respond more quickly to market trends.

The CTI contains an organised and extensive library of raw materials and trims for the Group’s
customers to choose from and to mix and match. Such raw materials and trims are updated by the Group
regularly in anticipation of the swift changing fashion trends in the global apparel market. Therefore,
CTI is valuable resources of the Group. It is password-controlled and it is not accessible by the general
public. As confirmed by the Directors, none of the Group’s PRC customers was given access to CTI
during the Track Record Period. The CTI system is maintained by an external information technology
firm located in Hong Kong engaged by the Group.

As the numerous available raw materials and trims can be viewed and selected by the Group’s
customers through the online CTI platform and submitted electronically to Runway HK for prototype
development, the use of the CTI would considerably shorten the time between initial product design and
mass production and allow the Group’s customers to respond more quickly to market trends.

SALES AND MARKETING
Sales and marketing

The sales and marketing department of the Group is principally responsible for identifying and
approaching potential customers, handling enquiries from existing customers, and following up orders
and shipments of products for customers. To maintain close relationship with existing customers and
foster new business relationships with potential customers of the Group, the sales and marketing
department pays regular visits to existing customers in the United States and Canada in attempt to keep
pace with customers’ requirements and development trend and direction. The Group also showcases to
potential customers the Group’s product designs and production capability through face-to-face
presentations or by inviting them to visit the production facilities of the Group located at the Jiaxing
Factory and/or the Group’s showrooms in New York, Los Angeles, Hong Kong and Jiaxing.

Points of sales

During the Track Record Period and as at the Latest Practicable Date, the Group operated four
showrooms, which are located in New York, Los Angeles, Hong Kong and at the Jiaxing Factory
respectively. The Group presents product samples and conducts face-to-face presentation of new product
designs to its customers in the showrooms. In addition, the Group operates a website,
www.runwayusa.com, to serve its smaller customers such as small retailers and fashion boutiques to
allow them to view the Group’s products online.
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Once the Group’s products are sold to its customers, the products are typically retailed by the
Group’s customers at their respective retail stores and department stores. The Group does not have its
own retail operation. The Group’s business model involves no distributorship, franchising or
consignment arrangements.

Pricing policy

During the Track Record Period, the Group in general used a cost-plus basis to determine the price
of its apparel products with the consideration of (i) the possible retail price of the product; and (ii) the
mark-up generally acceptable to the Group’s customers in determining the retail price based on the
Directors’ experience in dealing with the customers. Other factors such as the complexities of the
specifications of the product, the costs of raw materials, the size of the order, as well as the estimated
time required and labour costs for the processing of the order are taken into account. In view of the
different budgets of different customers, the Group’s designers will in general provide designs that are
tailored for the specific customer’s budget and style.

Please refer to the sub-paragraph headed “Price and gross profit margin” under the paragraph
headed “Products” of this section for the average selling prices of the Group’s products during the
Track Record Period.

HEDGING OF CURRENCY RISK
Currency risk

The Group derives the majority of its revenue in US$ while its costs are mostly denominated in
RMB. Appreciation of RMB against US$ will therefore directly decrease the profit margin of the Group
if the Group is unable to increase the selling prices of its products accordingly. If the Group increases
the selling prices of its products as a result of the appreciation of RMB, it may in turn affect the Group’s
competitiveness against other competitors. To the extent that the Company needs to convert future
financing into RMB for the Group’s operations, appreciation of the RMB against the relevant foreign
currencies would have an adverse effect on the purchasing power of the RMB amount that the Company
would receive from the conversion.

The exchange rates between RMB and the US$ are subject to changes in the PRC Government’s
policies and international political and economic conditions. Currently, there remains considerable
international pressure on the appreciation of RMB against USS.
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At the end of each reporting period during the Track Record Period, foreign currency denominated
financial assets and liabilities, translated into HK$ at the respective rates at that date, are as follows:

Notional
amounts of
derivative
financial
instrumentsV’¢/

(i.e. foreign

exchange
structured
Financial Financial forward
assets liabilities contracts) Total
HK$’000 HK$°000 HK$°000 HK$°000
As at 31 December 2011
RMB 11,996 (30,808) 298,271 279,459
US$ 57,771 (45,889) 77,220 89,102
As at 31 December 2012
RMB 14,113 (40,154) 111,556 85,515
US$ 63,605 (46,362) — 17,243
As at 31 May 2013
RMB 13,773 (42,895) 488,559 459,437
US$ 28,719 (39,625) — (10,906)

Note: Notional amounts of derivative financial instruments are nominal or face amounts of foreign exchange structured
forward contracts. The amounts are notional as there is no actual exchange of such principal amounts.

Foreign exchange rate sensitivity analysis

As US$ is pegged to HK$, the Group does not expect any significant movement in the HK$/US$
exchange rate. No sensitivity analysis in respect of the Group’s financial assets and liabilities
denominated in US$ is disclosed as in the opinion of the Directors, such sensitivity analysis does not
give additional value in view of the insignificant movement in the US$/HKS$ exchange as at the
reporting dates.

The following table indicates the approximate changes in the Group’s profit after income tax in
response to reasonably possible changes in the foreign exchange rates to which the Group has significant
exposure at the end of each reporting period during the Track Record Period. The sensitivity analysis of
the Group’s exposure to foreign currency risk at the end of each reporting period during the Track
Record Period has been determined based on the assumed percentage changes in foreign currency
exchange rates taking place at the beginning of the financial year and held constant throughout the year.
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As at As at As at
31 December 31 December 31 May
HK$ to RMB 2011 2012 2013
HK$’000 HK$’000 HK$’000
Appreciated by 3% 1,159 1,209 1,862
Depreciated by 3% 1,178 1,277 1,247

Foreign exchange structured forward contracts

As the appreciation of RMB against US$ has a negative impact on the Group’s profit margin,
during the Track Record Period, the Group entered into certain foreign exchange structured forward
contracts with two banks in Hong Kong to hedge against such currency risk. The foreign exchange
structured forward contracts were given various names by the two banks, including but not limited to
“USD/CNY Turbo Forward (Deliverable/Multiple)” and “Offshore Deliverable USD/CNY Ratio Capped
Forward”. According to the terms of such foreign exchange structured forward contracts, a certain
amount of money will be payable by the bank to the Group and/or by the Group to the bank on roughly
a monthly basis, depending on the exchange rate of RMB/USS$ at the various valuation dates specified in
each foreign exchange structured forward contract. With these monthly settlement features, the Directors
do not consider the foreign exchange structured forward contracts to have a similar pay-off as a simple
currency put options nor the same as USD/CNH futures (i.e., USD/offshore RMB futures). In essence,
the foreign exchange structured forward contracts worked in such a way that the more the RMB
appreciates against US$ as compared to a pre-agreed exchange rate, the higher the net amount of
payment that the Group will receive from the banks, subject to certain ceiling; and the more the RMB
depreciates against US$ as compared to a pre-agreed exchange rate, the higher the net amount of
payment that the Group would be required to pay to the banks. Despite the fact that the Group’s
reporting currency is HKD, its revenue is mainly denominated in USD while its costs are mainly
denominated in RMB. Therefore, the Directors consider that using the RMB/USD foreign exchange
structured forward contracts could hedge against the currency risk.

For accounting purpose, outstanding foreign exchange structured forward contracts are stated at
fair value in the combined statements of financial position of the Group, and fluctuations of the
exchange rate of RMB/US$ will result in fair value gain/loss of derivative financial instruments to be
recognised in the combined statements of comprehensive income of the Group.

Outstanding foreign exchange structured forward contracts as at the Latest Practicable Date

During the Track Record Period, the Group entered into 10 foreign exchange structured forward
contracts for hedging purpose, among which 7 had already ended during the Track Record Period. Three
foreign exchange structured forward contracts remained outstanding as at the Latest Practicable Date,
which will end on 7 January 2015, 25 February 2015 and 29 July 2014 respectively. There was no cost
associated with the entering into of the 10 foreign exchange structured forward contracts.
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During the years ended 31 December 2012 and the five months ended 31 May 2013, net fair value
gain of approximately HK$2,071,000, HK$2,332,000 and HK$3,721,000 respectively (five months
ended 31 May 2012 (unaudited): HK$2,837,000) were recognised and included in “changes in fair value
of derivative financial instruments” in the combined statements of comprehensive income of the Group
respectively.

The following paragraphs outline the key terms of the 3 outstanding foreign exchange structured
forward contracts as at the Latest Practicable Date:

With respect to the first contract: on the respective valuation dates (each of which is roughly a
month apart), (i) if the spot exchange rate of RMB/USD is equal to or lower than 6.37, the Group will
receive a fixed amount of RMB36,000 from the bank; (ii) if the spot exchange rate of RMB/USD is
equal to or lower than the 6.40 but greater than 6.37 RMB/USD, the Group will have to pay to the bank
a fixed amount of US$1,200,000 while the bank will at the same time pay to the Group a fixed amount
of RMB7,680,000; and (iii) if the spot exchange rate of RMB/USD is greater than the 6.40, the Group
will have to pay to the bank a fixed amount of US$2,400,000 while the bank will at the same time pay
to the Group a fixed amount of RMB15,360,000.

With respect to the second contract: on the respective valuation dates (each of which is roughly a
month apart), (i) if the spot exchange rate of RMB/USD is equal to or lower than 6.36, the Group will
receive a fixed amount of RMB33,000 from the bank; (ii) if the spot exchange rate of RMB/USD is
equal to or lower than the 6.39 but greater than 6.36 RMB/USD, the Group will have to pay to the bank
a fixed amount of US$1,100,000 while the bank will at the same time pay to the Group a fixed amount
of RMB7,029,000; and (iii) if the spot exchange rate of RMB/USD is greater than the 6.39, the Group
will have to pay to the bank a fixed amount of US$2,200,000 while the bank will at the same time pay
to the Group a fixed amount of RMB14,058,000.

With respect to the third contract: on the respective valuation dates (each of which is roughly a
month apart), (i) if the spot exchange rate of RMB/USD is equal to or lower than 6.305, the Group will
receive a fixed amount of RMB25,000 from the bank; and (ii) if the spot exchange rate of RMB/USD is
greater than the 6.305, the Group will have to pay to the bank a fixed amount of US$1,000,000 while
the bank will at the same time pay to the Group a fixed amount of RMB6,305,000.
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Exposure in respect of the outstanding foreign exchange structured forward contracts

Assuming an immediate depreciation of 5% of RMB against USD

The following table illustrates the Group’s exposure subsequent to 31 October 2013 in respect of

the 3 outstanding foreign exchange structured forward contracts assuming that an immediate
depreciation of 5% of RMB against USD compared to the exchange rate of US$1:RMB6.10 as at the
Latest Practicable Date took place on 31 October 2013 and the exchange rate then held constant

throughout the relevant contract periods (while assuming the exchange rate of US$:HK$ will hold
constant at US$1: HK$7.8):

Subsequent
to
31 October
2013

and up to  Year ending Year ending

31 December 31 December 31 December

2013 2014 2015 Total
HK$’000 HK$’000 HK$’000 HK$’000
Potential losses incurred
by the Group
— Contract 1 (note 1) 29 175 15 219
— Contract 2 (note 2) 80 482 80 642
— Contract 3 (note 3) 244 852 — 1,096
353 1,509 95 1,957
Notes:

Contract 1 will expire on 7 January 2015. Under the hypothetical scenario, the Group will have to pay the bank a
fixed amount of US$2.40 million (or approximately HK$18.72 million) while the bank will at the same time pay to
the Group a fixed amount of RMB15.36 million (or approximately HK$18.71 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$14,614 to be incurred by the Group each month until contract expiry.

Contract 2 will expire on 25 February 2015. Under the hypothetical scenario, the Group will have to pay the bank a
fixed amount of US$2.20 million (or approximately HK$17.16 million) while the bank will at the same time pay to
the Group a fixed amount of RMB14.06 million (or approximately HK$17.12 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$40,187 to be incurred by the Group each month until contract expiry.

Contract 3 will expire on 29 July 2014. Under the hypothetical scenario, the Group will have to pay the bank a fixed
amount of US$1.00 million (or approximately HK$7.80 million) while the bank will at the same time pay to the
Group a fixed amount of RMB6.31 million (or approximately HK$7.68 million based on the exchange rate assumed
in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$121,780 to be incurred by the Group each month until contract expiry.
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The assumption of an immediate 5% depreciation of RMB against USD is considered appropriate
for the purpose of the above analysis because during the Track Record Period, the maximum annual
percentage fluctuation in RMB against USD was approximately 4.7% (appreciation of RMB against
USD). Please refer to the paragraph headed “Effectiveness of the hedging” below for further details of
the changes in the exchange rate of RMB:USD during the Track Record Period.

As illustrated in the above table, based on the aforementioned assumptions, the total exposure of
the Group under the 3 outstanding foreign exchange structured forward contracts throughout their
remaining contract periods was approximately HK$1.96 million as at 31 October 2013. However, it
should be noted that the above analysis did not take into account the potential decrease in operating
costs of the Group as a result of the assumed 5% depreciation of RMB against USD. Based on the
Group’s operating costs denominated in RMB for the year ended 31 December 2012 of approximately
HK$133.49 million and assuming that all other variables of the operating costs denominated in RMB
remain unchanged and the exchange rate of US$:HK$ holds constant at US$1:HK$7.8, a 5%
depreciation of RMB will result in a decrease in the Group’s operating costs by approximately HK$6.67
million, which is sufficient to offset the Group’s entire exposure under the 3 outstanding foreign
exchange structured forward contracts.

Assuming an immediate depreciation of 10% of RMB against USD

The following table illustrates the Group’s exposure subsequent to 31 October 2013 in respect of
the 3 outstanding foreign exchange structured forward contracts assuming that an immediate
depreciation of 10% of RMB against USD compared to the exchange rate of US$1:RMB6.10 as at the
Latest Practicable Date took place on 31 October 2013 and the exchange rate then held constant
throughout the relevant contract periods (while assuming the exchange rate of US$:HK$ will hold
constant at US$1: HK$7.8):

Subsequent
to
31 October
2013 and

up to  Year ending Year ending

31 December 31 December 31 December

2013 2014 2015 Total
HK$’000 HK$’000 HK$’000 HK$’000
Potential losses incurred
by the Group
— Contract 1 (note 1) 1,730 10,378 865 12,973
— Contract 2 (note 2) 1,637 9,820 1,637 13,094
— Contract 3 (note 3) 942 3,296 — 4,238
4,309 23,494 2,502 30,305
Notes:
1. Contract 1 will expire on 7 January 2015. Under the hypothetical scenario, the Group will have to pay the bank a

fixed amount of US$2.40 million (or approximately HK$18.72 million) while the bank will at the same time pay to
the Group a fixed amount of RMB15.36 million (or approximately HK$17.86 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$864,858 to be incurred by the Group each month until contract expiry.
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2. Contract 2 will expire on 25 February 2015. Under the hypothetical scenario, the Group will have to pay the bank a
fixed amount of US$2.20 million (or approximately HK$17.16 million) while the bank will at the same time pay to
the Group a fixed amount of RMB14.06 million (or approximately HK$16.34 million based on the exchange rate
assumed in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$818,361 to be incurred by the Group each month until contract expiry.

3. Contract 3 will expire on 29 July 2014. Under the hypothetical scenario, the Group will have to pay the bank a fixed
amount of US$1.00 million (or approximately HK$7.80 million) while the bank will at the same time pay to the
Group a fixed amount of RMB6.31 million (or approximately HK$7.34 million based on the exchange rate assumed
in the hypothetical scenario) on roughly a monthly basis, representing a net potential loss of approximately
HK$470,790 to be incurred by the Group each month until contract expiry.

As illustrated in the above table, based on the aforementioned assumptions, the total exposure of
the Group under the 3 outstanding foreign exchange structured forward contracts throughout their
remaining contract periods was approximately HK$30.3 million as at 31 October 2013. However, it
should be noted that the above analysis did not take into account the potential decrease in operating
costs of the Group as a result of the assumed 10% depreciation of RMB against USD. Based on the
Group’s operating costs denominated in RMB for the year ended 31 December 2012 of approximately
HK$133.49 million and assuming that all other variables of the operating costs denominated in RMB
remain unchanged and the exchange rate of US$:HK$ holds constant at US$1:HK$7.8, a 10%
depreciation of RMB will result in a decrease in the Group’s operating costs by approximately
HK$13.35 million, which can offset approximately 44% of the Group’s entire exposure under the 3
outstanding foreign exchange structured forward contracts.

Assuming an immediate appreciation of 5% of RMB against USD

The following table illustrates the Group’s potential gain subsequent to 31 October 2013 in respect
of the 3 outstanding foreign exchange structured forward contracts assuming that an immediate
appreciation of 5% of RMB against USD compared to the exchange rate of US$1:RMB6.10 as at the
Latest Practicable Date took place on 31 October 2013 and the exchange rate then held constant
throughout the relevant contract periods (while assuming the exchange rate of US$:HK$ will hold
constant at US$1: HK$7.8):

Subsequent
to
31 October
2013

and up to  Year ending Year ending

31 December 31 December 31 December

2013 2014 2015 Total
HK$’000 HK$°000 HK$°000 HK$°000

Potential gain by the Group
— Contract 1 (note 1) 97 581 48 726
— Contract 2 (note 2) 89 533 89 711
— Contract 3 (note 3) 67 236 — 303
253 1,350 137 1,740
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Notes:

1. Contract 1 will expire on 7 January 2015. Under the hypothetical scenario, the bank will have to pay the Group a
fixed amount of RMB36,000 on roughly a monthly basis, representing a potential gain of approximately HK$48,456
(based on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

2. Contract 2 will expire on 25 February 2015. Under the hypothetical scenario, the bank will have to pay the Group a
fixed amount of RMB33,000 on roughly a monthly basis, representing a potential gain of approximately HK$44,418
(based on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

3. Contract 3 will expire on 29 July 2014. Under the hypothetical scenario, the bank will have to pay the Group a fixed
amount of RMB25,000 on roughly a monthly basis, representing a potential gain of approximately HK$33,650 (based
on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

As illustrated in the above table, based on the aforementioned assumptions, the total potential gain
of the Group under the 3 outstanding foreign exchange structured forward contracts throughout their
remaining contract periods was approximately HK$1.74 million as at 31 October 2013. However, it
should be noted that the above analysis did not take into account the potential increase in operating
costs of the Group as a result of the assumed 5% appreciation of RMB against USD. Based on the
Group’s operating costs denominated in RMB for the year ended 31 December 2012 of approximately
HK$133.49 million and assuming that all other variables of the operating costs denominated in RMB
remain unchanged and the exchange rate of US$:HK$ holds constant at US$1:HK$7.8, a 5%
appreciation of RMB will result in an increase in the Group’s operating costs by approximately HK$6.67
million.

Assuming an immediate appreciation of 10% of RMB against USD

The following table illustrates the Group’s potential gain subsequent to 31 October 2013 in respect
of the 3 outstanding foreign exchange structured forward contracts assuming that an immediate
appreciation of 10% of RMB against USD compared to the exchange rate of US$1:RMB6.10 as at the
Latest Practicable Date took place on 31 October 2013 and the exchange rate then held constant
throughout the relevant contract periods (while assuming the exchange rate of US$:HK$ will hold
constant at US$1: HK$7.8):

Subsequent
to
31 October
2013 and up
to  Year ending Year ending
31 December 31 December 31 December

2013 2014 2015 Total
HK$°000 HK$°000 HK$°000 HK$°000

Potential gain by the Group
— Contract 1 (note 1) 102 614 51 767
— Contract 2 (note 2) 94 563 94 751
— Contract 3 (note 3) 71 249 — 320
267 1,426 145 1,838
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Notes:

1. Contract 1 will expire on 7 January 2015. Under the hypothetical scenario, the bank will have to pay the Group a
fixed amount of RMB36,000 on roughly a monthly basis, representing a potential gain of approximately HK$51,148
(based on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

2. Contract 2 will expire on 25 February 2015. Under the hypothetical scenario, the bank will have to pay the Group a
fixed amount of RMB33,000 on roughly a monthly basis, representing a potential gain of approximately HK$46,885
(based on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

3. Contract 3 will expire on 29 July 2014. Under the hypothetical scenario, the bank will have to pay the Group a fixed
amount of RMB25,000 on roughly a monthly basis, representing a potential gain of approximately HK$35,519 (based
on the exchange rate assumed in the hypothetical scenario) for the Group each month until contract expiry.

As illustrated in the above table, based on the aforementioned assumptions, the total potential gain
of the Group under the 3 outstanding foreign exchange structured forward contracts throughout their
remaining contract periods was approximately HK$1.84 million as at 31 October 2013. However, it
should be noted that the above analysis did not take into account the potential increase in operating
costs of the Group as a result of the assumed 10% appreciation of RMB against USD. Based on the
Group’s operating costs denominated in RMB for the year ended 31 December 2012 of approximately
HK$133.49 million and assuming that all other variables of the operating costs denominated in RMB
remain unchanged and the exchange rate of US$:HK$ holds constant at US$1:HKS$7.8, a 10%
appreciation of RMB will result in an increase in the Group’s operating costs by approximately
HK$13.35 million.

Effectiveness of the hedging
The following table illustrates the effectiveness of the hedging:

Five months

Year ended Year ended ended

31 December 31 December 31 May

2011 2012 2013

HK$°000 HK$°000 HK$°000

Operating costs denominated in RMB 114,994 133,490 27,340
Estimated increase in operating costs as a result

of appreciation of RMB (note) (A) 5,411 3,746 335

Realised gain from the structured forward
contracts (B) 1,073 2,323 660
Hedging coverage (B/A) 19.8% 62.0% 197.0%

- 131 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

BUSINESS

Note:

The estimated increase in operating costs as a result of appreciation of RMB was determined with reference to the
following estimated exchange rates of RMB to HK$ during the Track Record Period based on the historical exchange rates
data:

Five months

Year ended Year ended Year ended ended
31 December 31 December 31 December 31 May
2010 2011 2012 2013
Average exchange rate of RMB to
HKS$ used for the estimation 0.8714 0.8304 0.8071 0.7972
Appreciation of RMB against
HK$ 4.7% 2.8% 1.2%

The hedging coverage increased significantly from approximately 19.8% for the year ended 31
December 2011 to approximately 62.0% for the year ended 31 December 2012 due to the increased use
of foreign exchange structured forward contracts to match the expected increase in operating costs as a
result of appreciation of RMB in order to achieve better hedging coverage. The hedging coverage for the
five months ended 31 May 2013 was more than 100% because the foreign exchange structured forward
contracts were settled on roughly a monthly basis throughout the year while the Group’s operating costs
are mainly incurred during peak seasons from July to November of each year.

Based on the above, the Directors consider that the use of the foreign exchange structured forward
contracts for the Group’s hedging of currency risk was effective and did not represent merely a
speculation for extra income.

Reasons for choosing the foreign exchange structured forward contracts

As disclosed in the above paragraph headed ‘“Outstanding foreign exchange structured forward
contracts as at the Latest Practicable Date”, in respect of the outstanding foreign exchange structured
forward contracts entered into by the Group, the Group has limited upside gain (ranging from
RMB25,000 to RMB36,000 per month for each contract) but potentially very substantial downside loss.

Notwithstanding the above, the Group chose to enter into such type of foreign exchange structured
forward contracts and the Directors considered that such contracts were appropriate financial instruments
for the Group in hedging its currency risks because such contracts:

(i) are capable of providing the hedging of the risk of the appreciation of RMB against USD as
illustrated in the paragraph headed “Effectiveness of the hedging” above;

(i1)) do not require any upfront purchase cost or cash outlay;

(iii) can provide the Group with stable monthly cash inflow so long as the exchange rate between
RMB and USD remains stable or if RMB appreciates against USD; and

(iv) the downside risk is considered acceptable as the exposure is comparable to the Group’s
expected decrease in operating costs denominated in RMB as illustrated in the paragraph
headed “Exposure in respect of the outstanding foreign exchange structured forward
contracts” above.
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In addition, during the Track Record Period and up to the Latest Practicable Date, the Directors
considered that there remained considerable international pressure on the appreciation of RMB against
USD and that the risk of any substantial depreciation of RMB against USD was low.

Use of foreign exchange structured forward contracts after [e]

In view of the potential substantial downside risk of the foreign exchange structured forward
contracts, the Group has decided that it will not enter into any additional foreign exchange structured
forward contracts after [@] and will not roll over the 3 outstanding foreign exchange structured forward
contracts unless Shareholders’ approval has been obtained in advance. The Group intends to seek for
Shareholders’ approval for entering into additional foreign exchange structured forward contracts with
principal terms of the proposed contracts provided for Shareholders’ consideration, such as the
currencies involved, ranges of the relevant reference exchange rates and contract amounts or notional
amounts for the foreign exchange transactions, which shall be consistent with the Group’s relevant
policy as disclosed in the paragraph headed “Policies for approval and monitoring of hedging activities”
below. Mr. Tien, Mr. Gozashti and their respective associates shall abstain from voting on the relevant
resolution(s). For each additional foreign exchange structured forward contract that the Group enters into
(assuming that prior Shareholders’ approval has been obtained), the Company will disclose the relevant
information of the contract by way of an announcement as well as in its annual report.

Other than the 3 outstanding foreign exchange structured forward contracts, the Group had not
entered into any additional foreign exchange structured forward contracts subsequent to the Track
Record Period and up to the Latest Practicable Date. The Directors further confirm that the Group has
not and will not enter into any additional foreign exchange structured forward contracts (including the
roll-over of the 3 outstanding foreign exchange structured forward contracts) after the Latest Practicable
Date until advance approval by the Shareholders (other than Mr. Tien, Mr. Gozashti and their respective
associates) has been obtained after [e]. After [e], the Company will propose the relevant resolution(s)
for the Shareholders’ consideration and, if thought fit, approval as and when considered appropriate by
the Group.

Policies for approval and monitoring of hedging activities

During the Track Record Period, the Group’s hedging activities were approved by the two
executive Directors, namely, Mr. Tien and Mr. Gozashti, and a financial officer of the Group. For the
personal profiles of Mr. Tien and Mr. Gozashti, please refer to the section headed “Directors and senior
management” in this document.

As mentioned above, other than the 3 outstanding foreign exchange structured forward contracts,
the Group has not and will not enter into any additional foreign exchange structured forward contracts
(including the roll-over of the 3 outstanding foreign exchange structured forward contracts) in the future
unless advance approval by the Shareholders has been obtained after [e] while Mr. Tien, Mr. Gozashti
and their respective associates shall abstain from voting on the relevant resolution(s).

In respect of the 3 outstanding foreign exchange structured forward contracts, the Group’s chief
financial officer, Mr. Chan Ka Yu, will be responsible for the on-going monitoring of the Group’s
exposure under the outstanding foreign exchange structured forward contracts. The Group’s in-house
accountants will calculate the Group’s total exposure under all outstanding foreign exchange structured
forward contracts based on the assumption of a 5% depreciation of RMB against USD. The Group’s
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chief financial officer will review such calculation and assess whether the risk exposure is acceptable.
The maximum exposure allowed (assuming an immediate 5% depreciation of RMB against USD), after
offsetting the potential estimated decrease in operating costs of the Group as a result of the assumed
depreciation of RMB against USD, is currently set at HK$3.5 million, representing approximately 15%
of the Group’s profit for the year ended 31 December 2012. If such maximum exposure level is reached,
the Group will consider requesting for early termination of the outstanding foreign exchange structured
forward contracts.

The terms of the 3 outstanding foreign exchange structured forward contracts do not contain any
early termination clause and do not expressly allow or forbid early termination. Based on the Group’s
past experience with the relevant banks, early termination was allowed subject to a one-off settlement
that correspond to the mark-to-market gain or loss in respect of the contract upon early termination
based on the bank’s calculation and the bank’s own winding-off procedures in the open markets (i.e., the
one-off settlement can be payment by the bank to the Group or payment by the Group to the bank
subject to the then market condition).

Mr. Chan Ka Yu, the chief financial officer of the Group and company secretary of the Company
and Runway HK, is a member of the Hong Kong Institute of Certified Public Accountants. For further
information on the background and profile of Mr. Chan Ka Yu, please refer to the section headed
“Directors and senior management” in this document. Although Mr. Chan Ka Yu does not possess
experience directly relevant to the use of forward contracts, [e] and the Directors consider that Mr. Chan
Ka Yu is capable of overseeing and monitoring the Group’s exposure under the outstanding foreign
exchange structured forward contracts having considered (i) Mr. Chan Ka Yu’s academic background,
working experience as well as his professional qualification as a member of the Hong Kong Institute of
Certified Public Accountants; and (ii) that the ongoing monitoring of the Group’s exposure under the
forward contracts only involves relatively simple calculations regarding the hedging effectiveness and
potential downside of the hedging instruments.

The Directors consider that the ongoing monitoring of the Group’s hedging exposure involves only
relatively simple calculations because (a) the Group’s hedging needs can be calculated by simply
multiplying the Group’s expected annual operating costs denominated in RMB by the expected annual
appreciation of RMB against USD; and (b) the potential exposure in respect of the hedging instrument
can be calculated by summing up all potential monetary losses payable to the bank at an assumed
exchange rate in accordance with the terms of the relevant contracts.

INTERNAL CONTROL
Protection of product designs and intellectual property rights

Documents such as product design sketches and technical specification sheets may contain
confidential information regarding proprietary product designs of the Group and the Group’s customers.
The Group has established policies and procedures to protect the intellectual properties of the Group and
its customers. For instance, such confidential documents are stored in safeguarded premises and entrance
restriction is in place such that only authorised personnel are allowed to enter into such premises. The
Group’s policies have also stipulated that only certain authorised personnel are allowed to access the
confidential documents.
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In addition, there may be surplus products that are produced in excess of the actual quantity
required or that do not pass the quality assurance review and not delivered to customers. According to
the agreements between the Group and its customers, the Group is not allowed to market, distribute, sell
or otherwise give away any such surplus products bearing customers’ brands to third parties. The Group
has internal control measures in place to keep such surplus products separately in a locked room and to
destroy such products regularly, if any.

Furthermore, the Group recognises the importance of protecting and enforcing the Group’s own
intellectual property rights in relation to the trademarks owned by the Group. The Group relies on
various intellectual property laws, especially trademark laws, to protect its proprietary rights. If any
attempted or actual infringement of the Group’s trademarks comes to the Group’s attention, the Group
will take appropriate actions (including without limitation legal actions) to protect its trademark to the
full extent allowable by law. During the Track Record Period, one incident of infringement of the
Group’s trademark came to the Group’s attention. For details, please refer to the sub-paragraph headed
“Trademarks” under the paragraph headed “Products” above in this section.

Ms. Winnie Tien, a member of the senior management of the Group, is responsible for
implementing the relevant policies and procedures in protecting intellectual properties. For details of her
profile, please refer to the section headed “Directors and senior management” in this document.

Hedging of currency risk

During the Track Record Period, the Group entered into certain foreign exchange structured
forward contracts with two banks in Hong Kong to hedge against currency risk of RMB against US$.
For details of the Group’s internal control policies for the approval and monitoring of hedging activities,
please refer to the sub-paragraph headed ‘““Policies for approval and monitoring of hedging activities”
under the paragraph headed “Hedging of currency risk™ above in this section.

MARKET AND COMPETITION

As disclosed in the section headed “Industry overview” in this document, there are a large number
of market players in the fashion and apparel industry and competition in the PRC apparel manufacturing
industry is intense. Apparel manufacturers such as the Group targeting international apparel groups and
speciality chain retailers in the United States and Canada are competing mainly on (i) product design
and development capabilities and the ability to anticipate fashion trends; (ii) reliability of product
quality and timely delivery; (iii) price competitiveness; and (iv) ability to operate under various social
compliance requirements set out by the customers. For details of the competitive landscape and the
future opportunities and challenges faced by the Group, please refer to the “Industry overview” section
in this document.

The Directors believe that the Group competes favourably with its competitors in terms of design
capability, product quality and timely delivery. For details of the Group’s competitive strengths, please
refer to the paragraph headed “Competitive strengths” above in this section.
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INSURANCE

The Group maintains insurance policies against loss or damage to its office, business interruption,
and for employees’ compensation and medical insurance for its staff in Hong Kong. The Group also
maintains insurance coverage against risk of loss or damage to its Jiaxing Factory in the PRC, from
losses arising from fires and explosions, as well as certain foul weather conditions such as storms,
tornados and flooding.

The Group is exposed to potential product liability claim in respect of injuries alleged to be caused
by the Group’s product that a consumer purchased. Nevertheless, the Group considers that the risk of
potential product liability claim is relatively remote in view of the nature of the Group’s products, and in
general, the Group does not maintain product liability insurance for its products except in occasional
cases when specifically requested by its customers. The Directors consider that the lack of product
liability insurance is consistent with common industry practice. During the Track Record Period and up
to the Latest Practicable Date, the Group was not aware of any actual or threatened product liability
claim against the Group. For further details of the potential product liability to which the Group may be
exposed, please refer to the paragraph headed ‘“Product liabilities” under the sub-section headed
“Products” above in this section. Please also refer to the paragraph headed “The Group is exposed to
potential product liability claim, which could adversely affect its reputation, business, prospects,
financial condition and results of operations” under the section headed “Risk factors” in this document
for the relevant risk factor.

HEALTH AND WORK SAFETY

The Group has established procedures to provide its workers with a safe and healthy working
environment by providing work safety rules in the staff manual for the production staff to follow. In
addition, the Group provides its employees with occupational safety education and training to enhance
their awareness of safety issues.

In order to protect the rights of workers to receive medical cure and monetary compensation after
suffering from work injuries or occupational diseases, the Group has procedures in place to handle
work-related accidents and occupational diseases at its Jiaxing Factory. If a worker is injured as a result
of work-related accidents or is diagnosed as suffering from occupational diseases, the Group will apply,
on behalf of the injured or sick worker, for compensation from local social security authorities in
accordance with the Group’s procedures. The Group will assist the relevant social security authorities to
verify the details of the accident and assess the condition of the worker. Compensation will be paid from
occupational injury insurance fund managed by the social security authorities and the Group may also
provide allowances to the injured or sick worker in accordance with the Group’s policies. If the worker
recovers from the injury or disease eventually, the Group will also arrange a suitable position within the
Group for the worker after considering the worker’s preference and actual condition.

During the Track Record Period and up to the Latest Practicable Date, there was no material
breach of work safety rules by the Group’s production staff, and the Group did not experience any
significant incidents or accidents in relation to workers’ safety or any non-compliance with the
applicable laws and regulations relevant to the work safety and health issues.
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ENVIRONMENTAL PROTECTION

The operation of Jiaxing Factory is subject to environmental-related requirements in the PRC. For
instance, enterprises shall adopt effective measures to prevent and control any pollutions and harms
caused to the environment pursuant to the applicable laws and regulations, including but not limited to
the Environmental Protection Law of the PRC (" #E A RILHEIRIER#TL). For further details in
relation to the environmental protection requirements in relation to the Group’s operation of the Jiaxing
Factory, please refer to the paragraph headed “Environmental protection” under the subsection headed
“PRC laws and regulations” under the section headed “Regulations”.

The manufacturing processes of Jiaxing Factory do not involve the discharge of any industrial
waste. As such, during the Track Record Period, the Group did not incur any cost associated with the
compliance with applicable environmental laws and regulations. The Group does not anticipate that it
will incur any such expenditure in the future.

The Group has obtained a written confirmation issued by FHLTT 7 EIRFEA# R (Jiaxing
Xiuzhou Environmental Protection Bureau) (the local environmental protection authority which is, in the
opinion of the PRC Legal Advisers, competent to issue such confirmation) confirming that Runway
Jiaxing was able to abide by the relevant PRC environmental protection laws and regulations and had
not been penalised by the environmental protection authority during the Track Record Period.

EMPLOYEES
Number of employees by function and geographical location

As at 31 December 2011, 31 December 2012 and the Latest Practicable Date, the Group had a total
of 358, 388 and 410 permanent full-time employees.

Set out below is the number of employees of the Group by function and geographical location as at
31 December 2011 and 2012 and as at the Latest Practicable Date:
As at the
As at 31 December 2011 As at 31 December 2012 Latest Practicable Date
HK PRC USA Total HK PRC USA Total HK PRC USA Total

Accounting and

finance 4 3 1 8 4 3 1 8 4 4 1 9
Administration 4 3 — 7 5 4 — 9 4 4 — 8
Product design and

development — 36 3 39 1 40 3 44 1 39 3 43
Production — 221 — 221 — 238 — 238 — 261 — 261
Quality control 1 27 — 28 1 30 — 31 1 30 — 31
Sales and marketing 13 — 3 16 13 — 4 17 13 — 4 17
Procurement 19 13 — 32 17 14 — 31 17 15 — 32
Logistics 5 1 — 6 5 3 — 8 5 2 — 7
Information

technology 1 — — 1 2 — — 2 2 — — 2
Total 47 304 7 358 48 332 8 388 47 355 8 410
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Relationship with staff

The Directors confirm that the Group has not experienced any significant problems with its
employees or disruption to its operations due to labour disputes nor has it experienced any difficulties in
the recruitment and retention of experienced staff or skilled personnel during the Track Record Period.
During the Track Record Period and up to the Latest Practicable Date, there were no labour union
established by the Group’s employees.

The Directors consider that the Group has maintained good relationship with its respective
employees. The Directors confirm that the Group has complied with all applicable labour laws and
regulations in the PRC (save for the non-compliances in relation to the social insurance contributions
and the housing provident fund contributions as disclosed in paragraph headed ‘“Non-compliances”
below in this section) and has not employed any child labour.

Training and recruitment policies

The Group intends to use its best effort to attract and retain appropriate and suitable personnel to
serve the Group. The Group assesses the available human resources on a continuous basis and will
determine whether additional personnel are required to cope with the business development of the
Group.

The Group provides various types of trainings to its employees. The Group provides trainings to
new employees to explain the Group’s internal rules and to enhance employees’ safety awareness. In
addition, the Group provides trainings to its existing employees on quality control standards, computer
and information security, health and work safety, environmental protection, use and storage of
chemicals, first-aid, and use of protective equipment. Through these trainings, the Group intends to
cultivate a sense of work safety among its employees and to enhance the technical skills relevant to
employees’ responsibilities.

Remuneration policy

The Group entered into separate labour contracts with each of its employees in accordance with the
applicable labour laws in Hong Kong, the PRC and the United States.

The remuneration package the Group offers to its employees includes salary, bonuses and other
cash subsidies. In general, the Group determines employee salaries based on each employee’s
qualifications, position and seniority. The Group has designed an annual review system to assess the
performance of its employees, which forms the basis of its decisions with respect to salary raises,
bonuses and promotions.
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PROPERTIES
Owned properties

The Group owns a piece of land located at No. 493 Dade Road, Xiuzhou District, Jiaxing, the PRC
(2 5 BT 75 N [ K 25 493%%) with a gross area of approximately 13,068 sq. m. as well as the
buildings located on such piece of land (i.e. the Jiaxing Factory). The Jiaxing Factory is used by the
Group as its main manufacturing base. The Group also has a showroom within its Jiaxing Factory for
marketing purpose.

Leased properties

As at the Latest Practicable Date, the following were the key properties leased by the Group from
independent third parties for its operation:

Location Lettable area Key terms of the tenancy Use of the property
Hong Kong
Unit 1303A & the whole of (i)  Unit 1303A: The lease is for a period ~ The property is leased
14th Floor 1,505 sq.ft. from 1 September 2012 by the Group for use
Park Building (139.8 sq.m.) to 31 August 2014 at a as the Group’s
476 Castle Peak Road (ii)  14th Floor: monthly rent of headquarters.
Kowloon, Hong Kong 6,301 sq.ft. HK$136,990 as at the

(585.4 sq.m.) Latest Practicable Date.
Unit C6, 2nd Floor 565 sq.ft. (52.5 sq.m.) The lease is for a period  The property is leased
Por Mee Factory Building from 6 October 2012 to by the Group for
500 Castle Peak Road 31 August 2014 at a general storage
Kowloon, Hong Kong monthly rent of purpose.

HK$5,300 as at the
Latest Practicable Date.

The United States

Western portion of 2,162 sq.ft. The lease is for a period ~ The property is leased
16th Floor (200.9 sq.m.) from 1 August 2011 to by the Group for use
260 West 39th Street 31 July 2016 at a as its showroom of
Manhattan monthly rent of product samples and
New York, USD9,250 as at the venue for

the United States Latest Practicable Date, presentation of new

which shall be increased  product designs to
to USD9,750 towards customers.

the end of the tenancy

agreement.
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Location Lettable area Key terms of the tenancy Use of the property
Suite B-801-803 2,423 sq.ft. The lease is for a period  The property is leased
110 East 9th Street (225.1 sq.m.) from 1 July 2013 to 30 by the Group for use
Los Angeles June 2018. The monthly  as its showroom of
California, the United States rent payable was product samples and
US$4,846 as at the venue for
Latest Practicable Date, presentation of new
which shall be product designs to
eventually increased to customers.

US$5,141 towards the
end of the tenancy

agreement.
Suite B-692 440 sq.ft. The lease is for a period ~ The property is leased
110 East 9th Street (40.9 sq.m.) from 1 July 2013 to 30 by the Group for
Los Angeles June 2015 at a monthly general storage
California, the United States rent of USD440. purpose.

For further details of the Group’s property interests, please refer to the property valuation report
set out in Appendix III to this document.

Building orders issued by the Building Authority

With respect to the premises situated at Unit C6, 2nd Floor, Por Mee Factory Building (the
“Building™), 500 Castle Peak Road, Kowloon, Hong Kong (the “Storage”), the Group has become the
tenant since 6 July 2010. The Group currently uses the Storage for storage of documents and product
samples.
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Prior to the Group becoming the tenant of the Storage, two building orders dated 31 August 2009
(the “Building Orders™) had been issued by the Building Authority against the landlord of the Storage
(the “Landlord”) and the Incorporated Owners of the Building (the “Incorporated Owners”) respectively
in connection with the unauthorised building works at the Storage and the common staircases of the
Building pursuant to section 24(1) of the Buildings Ordinance (Cap. 123 of the Laws of Hong Kong). A
summary of the details of the Building Orders are set out as below:

Responsible
person(s)

The Landlord

The Incorporated

Owners

Date of order

31 August 2009

31 August 2009

Unauthorised building
works involved

(i)  the roller shutter
installed at the
entrance of the
Storage;

(i)  removal of fire
resisting door and
subsequent
replacement by a
door of inadequate
fire rating at the
entrance of the
Storage; and

(i)  installation of a
metal gate at the
rear staircase

(i)  a roller shutter at the
exit of staircase no.
1,2, 3,4 and 5;

(i)  two openings formed
in the staircase no. I
enclosure wall;

(iii) two openings formed
in the staircase no. 5
enclosure wall; and

(iv)  removal of
compartmentation
wall between
staircase no. 4
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Particulars of breach

(i), (i) and (iii) had been carried out
without obtaining the required approval
and consent from the Buildings
Department as required under section 14
of the Buildings Ordinance.

(i) and (iii) were in breach of Regulation
41(1) of the Building Planning
Regulations (Cap. 123F of the Laws of
Hong Kong) which requires the building
to be provided with means of escape in
case of emergency as required by the
intended use of the building.

(i) was in breach of Regulation 90 of
the Building (Construction) Regulations
(Cap. 123B of the Laws of Hong Kong)
which requires the building to be
designed and constructed so as to inhibit
or provide adequate resistance to the
spread of fire and smoke, and to
maintain stability of the building in case
of fire.

(i), (ii), (iii) and (iv) had been carried
out without obtaining the required
approval and consent from the Buildings
Department as required under section 14
of the Buildings Ordinance.

(i) was in breach of Regulation 41(1) of
the Building Planning Regulations which
requires the building to be provided with
means of escape in case of emergency
as required by the intended use of the
building.

(i), (iii) and (iv) were in breach of
Regulation 90 of the Building
(Construction) Regulations which
requires the building to be designed and
constructed so as to inhibit or provide
adequate resistance to the spread of fire
and smoke, and to maintain stability of
the building in case of fire.
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Pursuant to the Building Orders, the Landlord and the Incorporated Owners were required to
demolish the unauthorised building works as stipulated in the respective Building Orders and reinstate
the parts of the Building in accordance with the plans approved by the Building Authority within 60
days of the date of the Building Orders. As at the Latest Practicable Date, no letter of compliance had
been issued by the Building Authority in respect of the Building Orders pursuant to the records of the
Land Registry.

The Building Orders had been addressed to the Landlord and the Incorporated Owners prior to the
Group becoming the tenant of the Storage, the Group was unaware of the existence of the Building
Orders and the relevant unauthorised building works until copies of the Building Orders were retrieved
by the Hong Kong Legal Advisers from the Land Registry and sent to the Group in July 2013. As
advised by the Hong Kong Legal Advisers, the Landlord and the Incorporated Owners are responsible
for carrying out the rectification works in accordance with the respective Building Orders, and the
Group, as the tenant of the Storage, should not be subject to any liability under the Buildings Ordinance
with respect to the Building Orders.

After the Group became aware of the existence of the Building Orders and the relevant
unauthorised building works, the Group has requested the Landlord to rectify the unauthorised building
work in compliance with the Building Orders. However, up to the Latest Practicable Date, the Directors
were not aware of any rectification action being taken by the Landlord or the Incorporated Owners.

Nonetheless, if any rectification works are to be carried out by the Landlord and/or the
Incorporated Owners and the Group’s normal use of the Storage is interrupted or otherwise affected as a
result, the Group’s business and operations may be affected. The Group is now looking for a suitable
location to relocate the Storage and it is the Group’s intention to relocate the Storage upon expiry of the
current lease on 31 August 2014. Having regard to the less significance of the Storage to the Group’s
overall operation and taking into account the Group’s intention to relocate upon expiry of the current
lease, the Group does not anticipate any financial impact or dispute as to whether the Group shall be
compensated by the Landlord for the unauthorised building works or any dispute over the rental
payments for the remaining lease period. Given that the Storage is used for storage of documents and
product samples and the floor area is about 565 sq. ft. only, the Directors consider that the Group is
capable of relocating its Storage to other suitable location without any material difficulties. The Group
considers that the whole relocation process, including identifying a new storage, entering into the
relevant tenancy agreement, carrying out renovation works, removal from the Storage, and moving into
the new location, shall take less than three month. As the Group has already started looking for suitable
location to relocate the Storage, the Group expects that it will be able to relocate the Storage
immediately upon expiry of the current lease on 31 August 2014. The Directors expect that the costs in
relation to such relocation will be immaterial having regard to the size of the Storage and the fact that
the Storage is currently used for the storage of documents and product samples only.
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PROPERTY INTERESTS AND PROPERTY VALUATION

[e], an independent property valuer, has valued the Group’s property interests as of 30 September
2013 and is of the opinion that the aggregate value of the Group’s property interests as of such date was
HK$78.6 million. The full text of the letter, summary of valuation and valuation certificates with regard
to such property interests are set out in Appendix III to this document.

The statement below shows the reconciliation of the aggregate amounts of properties as reflected
in the combined financial information as at 31 May 2013 as set out in Appendix I to this document with
the valuation of these properties as at 30 September 2013 as set out in Appendix III to this document.

HK$’000

Net book value of the following properties as at 31 May 2013
— Buildings included in property, plant and equipment 13,167
— Payments for leasehold land held for own use under operating leases 2,208
15,375

Less: Movements for the four months ended 30 September 2013
— Depreciation and amortisation (257)
Net book value of the properties as at 30 September 2013 15,118
Net valuation surplus 63,451
Valuation as at 30 September 2013 78,569

NON-COMPLIANCE

The Directors confirm that as at the Latest Practicable Date, save as disclosed below under this
paragraph, the Group has complied with all applicable laws and regulations in the jurisdiction in which
it operates and has obtained all the necessary permits, certificates and licences for its operations during
the Track Record Period.
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Summary of non-compliances

A summary of the Group’s historical non-compliances during the Track Record Period is set out as

below:

Name of
the subsidiary

Runway Jiaxing

Runway HK

Event(s) of
non-compliance

Runway Jiaxing failed to
make certain housing
provident fund contributions
into the designated bank
accounts for the benefits of its
employees.

Runway HK failed to notify
the Companies Registry, in
the prescribed form, of the
change of particulars
(including residential address
and passport number) of Mr.
Tien and Mr. Gozashti within
14 days of such changes.

Housing provident fund

Reason(s) for
non-compliance

The Group did not possess
sufficient knowledge on and
did not engage external
adviser to provide professional
advices on the relevant
requirements under the
relevant PRC laws and
regulations before the
preparation for the [e]. Also,
some of the Group’s
employees at the time had no
intention to participate in the
scheme as they did not want
to bear their part of the
housing provident fund
contribution.

The former company secretary
of Runway HK was
responsible for all the
statutory filings of Runway
HK with the Companies
Registry. Although Runway
HK had made the
corresponding updates of Mr.
Tien’s and Mr. Gozashti’s
particulars in its annual
returns filed with the
Companies Registry in 2004
and 2010 respectively,
Runway HK did not use the
specified form to notify the
Companies Registry within the
prescribed time limit for each
of the changes since the
former company secretary of
Runway HK misbelieved that
Runway HK only had to
update the directors’
particulars in the next annual
return and no separate
notification was required.

Remedial action(s)
taken and
to be taken

Since June 2013, the Group
has made the required
contributions to the housing
provident fund for employees
of Runway Jiaxing.

The Group has adopted the
measures as set out in the
paragraph headed “Key
measures taken to avoid the
recurrence of the non-
compliance incidents” under
this section to ensure the
continuous compliance with
the relevant PRC laws and
regulations in relation to
making contributions to the
housing provident fund.

Upon discovery of the non-
compliance incidents in 2013,
Runway HK submitted the
prescribed forms to the
Companies Registry on 13
May 2013 and 15 July 2013
respectively for the purpose of
notifying the Companies
Registry of the changes in
directors” particulars pursuant
to section 158(4) of the
Companies Ordinance.

The Group has adopted the
measures as set out in the
paragraph headed “Key
measures taken to avoid the
recurrence of the non-
compliance incidents” under
this section to ensure the due
delivery of the requisite
notifications to the Companies
Registry pursuant to the
Companies Ordinance.

Legal consequence(s) and
maximum potential penalty

The PRC Legal Advisers have
advised that under the relevant
PRC laws and regulations, the
relevant authorities may order
the Group to settle the
outstanding contributions
within a prescribed period for
failing to make contributions
to the housing provident fund
or apply to the local court for
compulsory enforcement when
such period expires, and
impose a fine ranging from
RMB10,000 to RMB50,000
for failing to comply with the
requirement in relation to the
registration of housing
provident fund and accounts
opening within a time limit.

According to the relevant
provisions of the Companies
Ordinance, Runway HK, Mr.
Tien and Mr. Gozashti as
directors of Runway HK and
the former company secretary
of Runway HK at the material
times shall be liable to a
maximum penalty of
HKS$10,000 for each default
and, for each continued
default, to a daily default fine
of HK$300. Each of Runway
HK, Mr. Tien, Mr. Gozashti
and the former company
secretary of Runway HK is
therefore liable to a maximum
penalty of HK$1,254,200 for
all the above non-compliance
incidents in relation to the
Companies Ordinance in case
of successful prosecution.

Under the relevant PRC laws and regulations, the Group is required to register with the relevant

authorities and maintain relevant accounts with designated banks for making contributions to the
housing provident fund for its employees. During the Track Record Period, Runway Jiaxing had failed
to make certain housing provident fund contributions into the designated bank accounts for the benefits
of its employees. This was due to the fact that (i) the Group did not possess sufficient knowledge on and
did not engage external advisers to provide professional advices on the relevant requirements under the
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relevant PRC laws and regulation before the preparation for the [e]; and (ii) some of the Group’s
employees at the material time had no intention to participate in the scheme as they did not want to bear
their part of the housing provident fund contribution. As advised by the PRC Legal Advisers, according
to 75 A F & MBI (Regulations on Management of Housing Provident Fund), if a company fails to
register its housing provident fund with the local housing provident fund management centre, the
company may be ordered by the housing provident fund management centre to make the registration
within a time limit. If the company still fails to comply with such order within the time limit, a fine
ranging from RMB10,000 to RMB50,000 may be imposed. If a company fails to pay the housing
provident fund contribution in accordance with the relevant regulations, the housing provident fund
management centre is entitled to order it to make payment before a specified deadline, and if the
company still fails to do so, the housing provident fund management centre may apply to the court for
enforcement of the unpaid amount.

Since June 2013, the Group has made the required contributions to the housing provident fund for
employees of Runway Jiaxing. Up to the Latest Practicable Date, the Group had not been penalised for
the above non-compliance and had not received any order from the relevant authority to pay the
outstanding amount of housing provident fund contribution.

The Group has obtained a written confirmation issued by FBLTIfFF AR E&E M H.0> (Jiaxing
Housing Provident Fund Management Centre) (the local housing provident fund administration bureau
which is, in the opinion of the PRC Legal Advisers, competent to issue such confirmation) confirming
that Runway Jiaxing has now registered its employees under the relevant housing provident funds and
has made the required housing provident fund contributions since registration in accordance with the
relevant requirements.

The Group has made provision of HK$500,000, HK$500,000 and HK$250,000 for each of the
years ended 31 December 2011 and 2012 and the five months ended 31 May 2013 respectively in its
financial statements in respect of the above-mentioned non-compliance, which were calculated based on
the amount of outstanding housing provident fund contributions in accordance with the relevant PRC
laws and regulations.

Companies Ordinance

Pursuant to section 158(4) of the Companies Ordinance, where there is any change in the Runway
HK’s directors, reserve director (if any), secretary or joint secretaries (if any) or in any of their
particulars contained in the register, Runway HK shall send to the Companies Registry a notification in
the specified form of the change and of the date on which it occurred, and such other matters as may be
specified in the form within 14 days from the change.

Both Mr. Tien and Mr. Gozashti have been directors of Runway HK since its incorporation. There
were changes in the particulars of Mr. Tien and Mr. Gozashti in 2004 and 2010 respectively, including
residential address and passport number. The former company secretary of Runway HK was responsible
for all the statutory filings of Runway HK with the Companies Registry. Although Runway HK had
made the corresponding updates of Mr. Tien’s and Mr. Gozashti’s particulars in its annual returns filed
with the Companies Registry in 2004 and 2010 respectively, Runway HK did not use the specified form
to notify Companies Registry within the prescribed time limit for each of the changes since the former
company secretary of Runway HK misbelieved that Runway HK only had to update the directors’
particulars in the next annual return and no separate notification was required.
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Upon discovery of the above non-compliance incidents in 2013, Runway HK submitted the
prescribed forms to the Companies Registry on 13 May 2013 and 15 July 2013 respectively for the
purpose of notifying the Companies Registry of the changes in directors’ particulars pursuant to section
158(4) of the Companies Ordinance. The prescribed forms for Mr. Tien and Mr. Gozashti were filed 930
days and 3,184 days respectively after the prescribed time limit. According to the relevant provisions of
the Companies Ordinance, Runway HK, Mr. Tien and Mr. Gozashti as directors of Runway HK and the
former company secretary of Runway HK at the material times shall be liable to a maximum penalty of
HK$10,000 for each default and, for each continued default, to a daily default fine of HK$300. Each of
Runway HK, Mr. Tien, Mr. Gozashti and the former company secretary of Runway HK is therefore
liable to a maximum penalty of HK$1,254,200 for all the above non-compliance incidents in relation to
the Companies Ordinance in case of successful prosecution. The Hong Kong Legal Advisers have
advised that it is for the Companies Registry to take any potential action against the Group for such
non-compliances. No action had been taken by the Companies Registry in relation to such non-
compliances as at the Latest Practicable Date.

The Hong Kong Legal Advisers have advised that it is unlikely for the Group to be required to pay
the maximum penalty of HK$1,254,200 upon conviction for the non-compliance with the Companies
Ordinance since according to the statistics of the Companies Registry for the period from 1 January
2011 to 31 October 2013, the average fine for the non-compliance by listed companies in Hong Kong
with similar requirements under the Companies Ordinance was in the range of HK$20,000 to
HK$30,000 and the maximum fine was HK$150,000.

No provision had been made in the financial statements of the Group in respect of the above-
mentioned non-compliance as the Directors have taken into consideration that (i) the actual amount of
penalty cannot be estimated with reasonable accuracy; (ii) the Group has fully rectified the non-
compliance; (iii) the Group has adopted the measures as set out in the paragraph headed “Key measures
taken to avoid the recurrence of the non-compliance incidents” under this section to ensure the due
delivery of the requisite notifications to the Companies Registry pursuant to the Companies Ordinance;
and (iv) up to the Latest Practicable Date, the Group was not aware of any action that had been taken by
the Companies Registry in relation to such non-compliance.

Indemnity given by the Controlling Shareholders

In relation to the aforesaid, the Controlling Shareholders have undertaken to indemnify the Group
against all liabilities arising from the above non-compliance of Runway Jiaxing in relation to the failure
to make the required housing provident fund contributions and the non-compliance of Runway HK in
relation to the failure to make the required statutory filing in Hong Kong within the prescribed time
limit. Please refer to the subsection headed “Tax and other indemnities” in the section headed *“Other
information” of Appendix V to this document for further details.

Key measures taken to avoid the recurrence of the non-compliance incidents

In order to ensure ongoing compliance with the relevant laws and regulations, the Directors have
adopted, among others, the following key measures:

— dedicating one administrative staff for carrying out the calculation, administration and actual
payment of the housing provident fund;
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— assigning Mr. Chan Ka Yu, the Group’s chief financial officer and the company secretary of
the Company, to review and approve the work of the said administrative staff. Please refer to
the section headed “Directors and senior management” in this document for further
information on the profile and background of Mr. Chan Ka Yu;

—  Mr. Chan Ka Yu, the company secretary of the Company, will be responsible for reviewing
and updating the compliance policy and procedures on an annual basis for ensuring that the
compliance policy and procedures are up to date in accordance with the regulatory
requirements;

— induction training will be arranged for any newly appointed directors, company secretary or
financial controller so as to discuss and study the relevant regulatory requirements in relation
to directors’ responsibilities and duties under the relevant laws and regulations;

— the existing directors of the Company have attended directors’ training provided by the Hong
Kong Legal Advisers so as to discuss and study the relevant regulatory requirements in
relation to directors’ responsibilities and duties under the relevant laws and regulations;

— the Board established the Corporate Governance Committee on 22 November 2013,
comprising Mr. Tien, Mr. Tang Tsz Kai, Kevin (an independent non-executive Director), Mr.
Lai Man Sing (an independent non-executive Director), Mr. Tang Shu Pui Simon (an
independent non-executive Director) and Mr. Chan Ka Yu (the Group’s chief financial officer
and the company secretary of the Company and Runway HK), with Mr. Tang Tsz Kai, Kevin
as the chairman of the corporate governance committee, to keep the effectiveness of the
corporate governance and system of internal non-financial controls of the Group. The primary
functions of the corporate governance committee include, among others, reviewing and
making recommendation to the Board in respect of the Group’s policies and practices on
corporate governance, reviewing and monitoring the Group’s policies and practices on
corporate governance, reviewing and monitoring the Group’s policies and practices on
compliance with any requirement, direction and regulation that may be prescribed by the
Board, contained in any constitutional documents of the Group, or imposed by the [e], other
applicable laws, regulations, rules and codes, and ensuring that appropriate monitoring
systems are in place to ensure compliance against the relevant internal control systems,
processes and policies, and monitoring the implementation of the Group’s plan to maintain
high compliance with own risk management standards;

— [o];

—  Mr. Chan Ka Yu, the Group’s chief financial officer and company secretary of the Company,
was appointed as the company secretary of Runway HK in July 2013 to ensure the
compliance by Runway HK with all the statutory filings under the Companies Ordinance;

—  Mr. Chan Ka Yu, the Group’s chief financial officer and company secretary of the Company,
was appointed as the Group’s internal compliance coordinator to (i) monitor the regulatory
compliance regarding company secretarial and financial reporting matters including the
statutory filing requirements under Companies Ordinance and the regulatory compliance with
other laws and regulations in relation to the business of the Group; (ii) monitor the new
developments in the rules, laws and regulations relevant to the business of the Group; (iii)

~ 147 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

BUSINESS

keep the Directors, the compliance officer and the relevant staff of the Group abreast of the
regulatory requirements including new developments regarding the Group’s business and
financial reporting; (iv) act as the principal channel of communication between members of
the Group and the Company in relation to legal, regulatory and financial reporting
compliance matters of the Group; (v) oversee the internal control procedures in general; and
(vi) seek advice from the Group’s external professional advisers when necessary to ensure the
compliance with the relevant rules, laws and regulations and take the appropriate adaptive

measures;

— upon receipt of any queries or reports on legal, regulatory and financial reporting compliance
matters, the internal compliance coordinator and/or the compliance officer of the Company
will look into the matter and, if considered appropriate, seek advice, guidance and
recommendation from external professional advisers and report to the relevant members of
the Group and/or the Board;

— all management and staff of the Group will be required to report to and/or notify the internal
compliance coordinator, the Directors, the compliance officer or the legal advisers of the
Group promptly of any non-compliance or potential non-compliance events; and

— meetings and seminars will be arranged for management and staff of the Group from time to
time to discuss and study regulatory requirements and latest updates thereof applicable to the
Group’s business operations.

Review by [e]

On 13 May 2013, the Group engaged [e], an independent internal control adviser (the ‘“Internal
Control Adviser”), to perform an internal control review of the Group and provide recommendations to
the Group for improvements. The scope of the internal control review include corporate internal control,
such as control environment, risk assessment and management, information and communication,
monitoring, internal control over various business cycles and financial reporting cycle. In addition, the
Group has further engaged the Internal Control Adviser to review and provide recommendations to the
Group’s preventive measures for preventing those non-compliance incidents as mentioned above.

The Internal Control Adviser is a firm rendering internal control review services, which has been
previously engaged in internal control review projects for companies listed on [e], for example, [e].
Besides, the Internal Control Adviser’s engagement team includes members of the Hong Kong Institute
of Certified Public Accountants.

In relation to the non-compliance incidents mentioned above, the Internal Control Adviser has
reviewed and provided recommendations to the Group’s internal control design for preventing the
recurrence of the above-mentioned non-compliance incidents. The recommendations provided by the
Internal Control Adviser have been incorporated into the Group’s compliance policy and procedures and
the key measures taken by the Group to avoid the recurrence of the non-compliance incidents, which are
disclosed in the preceding paragraph headed “Key measures taken to avoid the recurrence of the non-
compliance incidents”.
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Based on the understanding obtained, the Internal Control Adviser concluded that the Group did
not have significant deficiencies in its internal control design for preventing the above non-compliances
as of the date of this document.

LITIGATION

As at the Latest Practicable Date, there was one outstanding arbitration case in Hong Kong where
Runway HK was the claimant while an independent third-party product supplier was the respondent (the
“Respondent™).

Particulars of the arbitration

The arbitration involved a contract dispute between Runway HK and the Respondent. The
Directors confirm that the Respondent was not a long-term supplier of the Group with recurring
transactions as the Group has only commenced business relationship with the Respondent since 2011
and there have been only 2 transactions between the Group and the Respondent since the
commencement of business relationship including the one that led to the arbitration.

In January 2011, Runway HK outsourced the manufacturing process of certain ladies apparel to the
Respondent and placed certain purchase orders (the “Purchase Orders™) to purchase the finished apparel
(the “Goods”) from the Respondent. The total price for the Goods pursuant to the Purchase Orders was
US$341,869.80 (the “Contract Price”) and the Goods were to be shipped to a number of the Group’s
customers in the United States.

In August 2011, the Goods were in the process of being shipped. During shipment, it was noted
that there were mistakes in the shipping documents which had been prepared by the Respondent.
Runway HK considered that such mistakes would very likely lead to the seizure of the Goods by the
United States customs for an indefinite period of time pending inspection and investigation. Runway HK
therefore requested that the Goods be sent back to the PRC for re-shipping. The Respondent did not
comply with Runway HK’s request and did not deliver the Goods to the Group’s customers or to the
Group. Instead, the Respondent kept the Goods in its own possession.

Pursuant to the Purchase Orders, it was an express term that in case of non-delivery within the
contracted time for shipment, the Respondent shall be responsible for any consequences arising
therefrom. Further, it was an express term that in the event of interruption of transportation or other
causes or circumstances beyond the control of Runway HK, Runway HK shall be entitled to cancel the
Purchase Orders without payment to the Respondent.

While Runway HK did not pay the Contract Price of US$341,869.80 to the Respondent, Runway
HK had, upon the Respondent’s request, paid the Respondent a total of US$130,400.00 (the “Paid
Amount”) for expenses relating to the shipping of the Goods, which the Respondent agreed that such
Paid Amount shall be used for offsetting part of the Contract Price.

In October 2011, upon the Respondent’s offer, Runway HK agreed to purchase part of the Goods
(the “Varied Goods”) from the Respondent and paid a sum of US$153,055.92 (the “Varied Goods
Price”) for the Varied Goods. However, the Respondent only delivered a small portion of the Varied
Goods to Runway HK and failed to deliver the rest of the Varied Goods that Runway HK had paid for.
Further negotiations between Runway HK and the Respondent were not fruitful.
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On 3 May 2012, Runway HK issued a notice of arbitration against the Respondent claiming for,
inter alia, the undelivered portion of the Varied Goods (which Runway HK had paid for) and the Paid
Amount.

On 2 November 2012, the Respondent filed its defense and counterclaim, pursuant to which the
Respondent considered that, among other things, Runway HK should fulfill its obligation under the
Purchase Orders, namely, to accept the remaining portion of the Goods in addition to the Varied Goods,
and to make payment of the outstanding amount of the Contract Price (which the Respondent had
calculated to be US$189,813.88).

On 25 April 2013, the tribunal of the arbitration proceedings set down the case for hearing and
argument to be heard for 5 days in mid-September 2013.

The arbitration hearing took place over 2 days from 23 to 24 September 2013 but the Respondent
was absent for both days. The Runway HK Legal Counsel made the closing submissions to the
arbitration tribunal on 4 October 2013. As at the Latest Practicable Date, Runway HK is awaiting the
arbitration tribunal to hand down its judgment.

Enforceability of the judgment of the tribunal

The Respondent is a company established in the PRC with its main operation located in the PRC.
The PRC Legal Advisers consider that according to the 5 = A B [ BE 7 P b BELA 6 5 1l 4T 1B 1 A B
AT PR ER P L PE (Supreme People’s Court’s Arrangement Concerning the Mutual Enforcement of
Arbitral Awards Between the Mainland and the Hong Kong Special Administration Region) issued on 24
January 2000, there is no material legal obstacles to the enforcement in the PRC of the judgment to be
handed down by the tribunal of the arbitration proceedings in Hong Kong in relation to the
aforementioned arbitration.

Possible outcomes and maximum potential liability

The Runway HK Legal Counsel has advised that the tribunal of the arbitration proceedings is more
likely to find in favour of Runway HK’s version of events mainly because of the many difficulties in the
Respondent’s case and he is of the view that subject to the quality of the evidence of Runway HK’s
witnesses, Runway HK has slightly better than even chance in succeeding its claim in the arbitration
proceedings. Based on the advice of the Runway HK Legal Counsel, the Directors are of the view that
Runway HK has slightly better than even chance of success in the arbitration proceedings.

According to the counterclaim filed by the Respondent, if Runway HK ultimately loses in the
proceedings, it may have to pay to the Respondent the outstanding amount of the Contract Price (which
the Respondent has calculated to be US$189,813.88, or approximately HK$1.48 million) plus other
possible damages and costs.

No provision has been made in the Group’s financial statements with respect to the aforesaid
maximum potential liability of the Group. The Directors consider that no provision is required at this
stage of the proceedings in accordance with the Group’s relevant accounting policy.
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Indemnity given by the Controlling Shareholders

In relation to the aforesaid, the Controlling Shareholders have undertaken to indemnify the Group
for any losses arising from the above arbitrage proceedings of Runway HK. Please refer to the
subsection headed “Tax and other indemnities” in the section headed “Other information” of Appendix
V to this document for further details.

No other litigation

Save as disclosed above, during the Track Record Period and as at the Latest Practicable Date, no
member of the Group was engaged in any litigation, claim or arbitration of material importance and no
litigation, claim or arbitration of material importance is known to the Directors to be pending or
threatened against any member of the Group.

TAXATION

The Group is subject to Hong Kong profits tax, PRC enterprise income tax, PRC withholding
income tax and United States federal corporate income tax during the Track Record Period.

Hong Kong profits tax

During the Track Record Period, Hong Kong profits tax is calculated at 16.5% on the estimated
assessable profits of Runway HK.

PRC enterprise income tax

The standard tax rate of PRC enterprise income tax is 25% on the income for statutory reporting
purpose, adjusted for income and expense items which are not assessable or deductible for income tax
purpose based on existing PRC income tax regulations, practice and interpretation thereof.

Runway Jiaxing is a foreign invested enterprise and is entitled to certain tax concessions. For the
year ended 31 December 2011, Runway Jiaxing was subject to a preferential tax rate of 12.5% under the
transitional preferential policies of the EIT Law. For the year ended 31 December 2012 and up to the
Latest Practicable Date, Runway Jiaxing was subject to the standard tax rate of 25%.

PRC withholding income tax

In accordance with the Arrangement between Mainland China and Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and Prevention of Fiscal Evasion (Al LA/
A VS AR I A7 B e D 3 15 4 B OB RN B E AT B Y % HF) promulgated on 21 August 2006 and
effective on 8 December 2006, if a Hong Kong enterprise owns at least 25% equity interest in a PRC
enterprise, the dividends paid by the PRC enterprise to the Hong Kong enterprise are subject to a
withholding tax of up to 5% of the total amount of the dividends. The withholding income tax rate
applicable to the Group is 5%.

United States federal corporate income tax

United States federal corporate income tax is calculated at 15% for each of the Track Record
Period on the estimated assessable profits of Runway US.
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LICENSES AND PERMITS

There is no specific licensing requirement for conducting the Group’s business in Hong Kong, the
PRC and the United States in addition to what is generally required for carrying on businesses in these
places. Pursuant to the advice of the Hong Kong Legal Advisers, the PRC Legal Advisers and the US
Legal Advisers, the Group has obtained all material licenses, permits and certificates which are
necessary for its operations in Hong Kong, the PRC and the United States respectively.
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DIRECTORS

The Board currently consists of five Directors comprising two executive Directors and three
independent non-executive Directors. The following table sets out the information regarding the

members of the Board:

Date of
Date of joining appointment as
Name Age the Group Director Position Principal responsibilities
Mr. Hubert TIEN 44 27 October 2001 19 June 2013 Executive Director and Overseeing the in-house operations,
(B2 (as one of the chairman of the Board manufacturing and sourcing
founders of activities and devising business
the Group) expansion plans of the Group
Mr. Farzad 43 27 October 2001 19 June 2013 Executive Director and Overseeing the design, sales and
GOZASHTI (as one of the chief marketing officer marketing activities and devising
founders of business expansion plans of the
the Group) Group
Mr. TANG Shu Pui, 43 22 November 2013 22 November Independent non-executive Providing independent judgment on
Simon 2013 Director the issues of strategy,
(BRI performance, resources and
standard of conduct of
the Company
Mr. TANG Tsz Kai, 44 22 November 2013 22 November Independent non-executive Providing independent judgment on
Kevin 2013 Director the issues of strategy,
GIER)) performance, resources and
standard of conduct of the
Company
Mr. LAI Man Sing 45 22 November 2013 22 November Independent non-executive Providing independent judgment on

(B3R

2013

Director

the issues of strategy,

performance, resources and
standard of conduct of
the Company

Executive Directors

Mr. Hubert TIEN (HBE2h), aged 44, was appointed as an executive Director on 19 June 2013.
Mr. Tien is one of the founders of the Group and the chairman of the Board. He is responsible for
overseeing the in-house operations, manufacturing and sourcing activities and devising business
expansion plans of the Group. Mr. Tien has about 20 years of experience in garment trading,
manufacturing and marketing in the United States, Australia and Canada markets. Mr. Tien was a
director of Bright Cheer Company Limited (“Bright Cheer”), a textile company, from 1992 to 2004
prior to its dissolution. He ceased to participate in the operation of Bright Cheer in December 2000 and
founded the Group with Mr. Gozashti in 2001. Bright Cheer ceased to carry on business afterwards and
was dissolved by striking off in 2004 under section 291 of the Companies Ordinance. Mr. Tien is a
brother of Ms. Winnie Tien, a member of the senior management of the Group.

Mr. Farzad GOZASHTI, aged 48, was appointed as an executive Director on 19 June 2013. Mr.
Gozashti is one of the founders of the Group and the chief marketing officer of the Group and the chief
executive officer of Runway US. Mr. Gozashti is responsible for overseeing the design, sales and
marketing activities and devising business expansion plans of the Group. Mr. Gozashti graduated with a
bachelor degree of science in business administration (marketing) from San Francisco State University in
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California of USA in May 1989. Mr. Gozashti has about 20 years of experience in design and product
development. Before he founded the Group with Mr. Tien in 2001, he had also created and launched the
apparel line “BLANC NOIR” through FG Industries, Inc., which was a private company engaged in the
apparel business in the United States then wholly owned by Mr. Gozashti and was subsequently
dissolved in 2006 after transferring the “BLANC NOIR” trademark to Runway HK at a nominal
consideration.

Independent non-executive Directors

Mr. TANG Tsz Kai, Kevin (B8 7#), aged 44, was appointed as an independent non-executive
Director on 22 November 2013. Mr. Tang obtained a degree of Bachelor of Science from University of
Toronto in November 1998, a Bachelor of Laws from City University of Hong Kong in November 2004
and a Postgraduate Certificate in Laws from City University of Hong Kong in September 2005. He has
been a barrister-at-law in private practising in Hong Kong since 2006, specialising in criminal practice.
He was also a part-time research assistant in City University of Hong Kong in 2002.

Mr. TANG Shu Pui Simon (¥0&#%), aged 48, was appointed as an independent non-executive
Director on 22 November 2013. Mr. Tang is a practising solicitor and an accredited mediator with the
Hong Kong International Arbitration Centre. Mr. Tang is currently a partner of P. C. Woo & Co.,
Solicitors. Mr. Tang is a member of the Appeal Tribunal of the Hong Kong Federation of Insurers, legal
advisor to the General Agents and Managers Association of Hong Kong, founding member and council
member of the Hong Kong Institute Patent Attorneys, member of the Basic Law Promotion Steering
Committee and member of the Standing Committee on Standards and Development of the Law Society
of Hong Kong. Mr. Tang has been a visiting lecturer in Intellectual Property Law in The Hong Kong
Polytechnic University and a part time lecturer in Hong Kong University School of Professional and
Continuing Education.

At P. C. Woo & Co., Solicitors, Mr. Tang has served clients that operate in, among others, the
apparel industry.

Mr. LAI Man Sing (X £), aged 45, was appointed as an independent non-executive Director
on 22 November 2013.

He obtained his first degree from The London School of Economics and Political Science,
University of London, the United Kingdom in August 1990 and earned a Master degree (long distance)
in Business Administration from University of Western Sydney, Australia in August 2007. He is a
fellow member of the Hong Kong Institute of Certified Public Accountants, also a fellow member of
The Australian Society of Certified Practising Accountants.

Mr. Lai worked in the accounting field for over 20 years and he took senior financial position for
listed companies. From September 2007 to March 2008, he was the financial controller of Jetup
Electronic (Shenzhen) Co., Ltd., a subsidiary of J.I.C. Technology Company Limited (now known as
China Renewable Energy Investment Limited) (the shares of which are listed on the [e]). He was
responsible for producing accounting reports, managing accounting operations and preparing budgets
and cashflow projections. Since March 2008, Mr. Lai has served as the financial controller of Mainland
Headwear Holdings Limited, the shares of which are listed on the [e]. He was promoted to the position
of chief financial officer in February 2010 and has been in charge of the finance department up to the
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present. In addition, Mr. Lai was an independent director of USmart Mobile Device Inc. (previously
known as ACL Semiconductors Inc.), a company listed on the [e], from December 2010 to August 2013,
during which he also acted as the chairman of its audit committee.

SENIOR MANAGEMENT

The following table sets out the information regarding the senior management team of the Group:

Date of joining

Name Age  the Group Position Principal responsibilities
Ms. Winnie TIEN (HZ#) 43 October 2001 Chief administration Overseeing the Group’s administrative
(Note) officer and head of matters and quality control

quality control

Mr. CHAN Ka Yu (BREF) 34 June 2013 Chief financial officer Overseeing the Group’s financial
and company secretary reporting and company secretarial
matters
Mr. David BLITZ 44 August 2006 Head of sales and Overseeing the Group’s sales and
marketing for the marketing activities in the US market

United States

Ms. LI Yinzhen (%5]%) 45 April 2006 Head of Jiaxing Factory ~ Overall management of the manufacturing
operation of Jiaxing Factory
Ms. MA Wing Sze (}5ikiF) 43 October 2001 Assistant merchandising ~ Merchandising
manager
Ms. Sue McBRIDE 36 July 2008 Senior designer Design and development of different

types of apparel products

Note: Ms. Winnie TIEN is a sister of Mr. Tien, the chairman of the Board and an executive Director.

Ms. Winnie TIEN (HZ{&), aged 43, is the chief administration officer and head of quality
control of the Group principally responsible for overseeing the Group’s administrative matters and
quality control. Ms. Tien joined the Group on 8 October 2001. Ms. Tien completed a professional
diploma course in human resource management (PRC) organised by the Hong Kong Productivity
Council in March 2009. Ms. Tien has been participating in the management of the Group’s overall
operation for over 10 years. She has been primarily responsible for the Group’s supervision, quality
control, administration and management. Ms. Tien is a sister of Mr. Tien, an executive Director.

Mr. CHAN Ka Yu (FRZRF), aged 34, is the chief financial officer of the Group and company
secretary of the Company and Runway HK. Mr. Chan joined the Group in late June 2013. He is
responsible for overseeing the Group’s financial reporting and company secretarial matters of the Group.
Mr. Chan graduated with a bachelor of commerce in accounting from the Hong Kong Shue Yan
University in October 2009. He is a member of the Hong Kong Institute of Certified Public
Accountants.
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From September 2010 to April 2012, Mr. Chan was employed as a senior accountant of JBPB &
Company (“JBPB”) and his last position was senior associate at BDO Limited (“BDO”) (due to merger
of business between JBPB and BDO). From May 2012 to April 2013, he worked as an investor relations
officer for Fantasia Group (China) Company Limited, a subsidiary of Fantasia Holdings Group Co.,
Limited, the shares of which are listed on the [e].

Mr. David BLITZ, aged 44, is the Group’s head of sales and marketing for the United States. Mr.
Blitz joined the Group in April 2006. He is primarily responsible for overseeing the Group’s sales and
marketing activities in the US market and in particular, establishing and maintaining customer
relationship. Mr. David Blitz has accumulated about 20 years of experience in the fashion industry. Prior
to joining the Group, Mr. David Blitz worked in G-III Apparel Group from June 1992 to January 1997.
He worked in Amerex Group LLC, an international apparel company, from January 1997 to July 2006.
Mr. David Blitz graduated from the University of South Florida with a Bachelor Degree of Science
(Business Administration).

Ms. LI Yinzhen (Z5|®), aged 45, is the head of Jiaxing Factory principally responsible for the
overall management of the manufacturing operation of the Jiaxing Factory. Ms. Li has more than 12
years of experience in apparel manufacturing in the PRC. Before Ms. Li joined the Group in April 2006,
she worked at Sky Voice International Company Limited, an apparel manufacturer, from 2000 to 2005.

Ms. MA Wing Sze (F8K&F), aged 43, is the Group’s assistant merchandising manager principally
responsible for merchandising. Ms. Ma joined the Group on 22 October 2001. Ms. Ma has over 20 years
of experience in merchandising and marketing in the apparel industry. Prior to joining of the Group, Ms.
Ma worked as a merchandiser from 1991 to 2001 for companies including Atex Garments Limited and
Rena Gabriel HK Limited.

Ms. Sue McBRIDE, aged 37, is the Group’s senior designer. Ms. McBride joined the Group in
July 2008. She is primarily responsible for the design and development of different types of apparel
products of the Group. Ms. McBride has about 11 years of experience in design of garment. Prior to
joining the Group, Ms. McBride was employed by Guess? Manufacturing Inc. from August 2002 to May
2008 and she held the full-time position of senior designer.

COMPANY SECRETARY

Mr. CHAN Ka Yu (Bf%F) is the company secretary of the Company. Details of the qualifications
and experience of Mr. Chan are set out in the paragraph headed “Senior management” in this section.

REMUNERATION POLICY

The executive Directors, the independent non-executive Directors and senior management receive
compensation in the form of director fees, salaries, benefits in kind and/or discretionary bonuses with
reference to those paid by comparable companies, time commitment and the performance of the Group.
The Group also reimburses the Directors and senior management for expenses which are necessarily and
reasonably incurred for the provision of services to the Group or executing their functions in relation to
the operations of the Group. The Group regularly reviews and determines the remuneration and
compensation packages of the Directors and senior management by reference to, among other things,
market level of remuneration and compensation paid by comparable companies, the respective
responsibilities of the Directors and the performance of the Group.
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After [e], the remuneration committee of the Company will review and determine the remuneration
and compensation packages of the Directors with reference to their experience, responsibilities,
workload, the time devoted to the Group and the performance of the Group.

BOARD COMMITTEES
Audit Committee

The Company established the Audit Committee on 22 November 2013 with its written terms of
reference in compliance with the [@]. The primary duties of the Audit Committee are to review and
supervise the Group’s financial reporting process and internal control system, nominate and monitor
external auditors and to provide advice and comments to the Board on matters related to corporate
governance.

The Audit Committee consists of three members, being Mr. Lai Man Sing, Mr. Tang Shu Pui,
Simon and Mr. Tang Tsz Kai, Kevin. Mr. Lai Man Sing currently serves as the chairman of the Audit
Committee.

Remuneration Committee

The Company established the Remuneration Committee on 22 November 2013 with its written
terms of reference in compliance with the [e]. The primary duties of the Remuneration Committee are to
make recommendations on the remuneration of the Group’s senior management and to recommend
members of the Board.

The Remuneration Committee consists of four members, being Mr. Tang Shu Pui, Simon, Mr.
Tang Tsz Kai, Kevin, Mr. Lai Man Sing and Mr. Tien. Mr. Tang Shu Pui, Simon currently serves as the
chairman of the Remuneration Committee.

Nomination Committee

The Company established the Nomination Committee on 22 November 2013 with its written terms
of reference by reference to [e]. The primary duties of the Nomination Committee are to make
recommendations to the Board regarding candidates to fill vacancies on the Board and/or in senior
management.

The Nomination Committee consists of four members, being Mr. Tang Shu Pui, Simon, Mr. Lai
Man Sing, Mr. Tang Tsz Kai, Kevin and Mr. Tien. Mr. Lai Man Sing currently serves as the chairman
of the Nomination Committee.

- 157 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

DIRECTORS AND SENIOR MANAGEMENT

Corporate Governance Committee

The Company established the Corporate Governance Committee on 22 November 2013 with its
written terms of reference. The primary duties of the Corporate Governance Committee are to keep the
effectiveness of the corporate governance and system of internal non-financial controls of the Group.
For details, please refer to the sub-paragraph headed “Key measures taken to avoid the recurrence of the
non-compliance incidents” in the paragraph headed “Non-compliance” under the section headed
“Business” in this document.

The Corporate Governance Committee consists of five members, being Mr. Tien, Mr. Tang Tsz
Kai, Kevin, Mr. Lai Man Sing, Mr. Tang Shu Pui, Simon and Mr. Chan Ka Yu. Mr. Tang Tsz Kai,
Kevin currently serves as the chairman of the Corporate Governance Committee.
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CONTROLLING SHAREHOLDERS

Immediately after completion of the [e], each of Mr. Tien, Mr. Gozashti, All Divine and Fortune
Zone is entitled to exercise or control the exercise of 30% or more of voting rights at general meetings
of the Company. As such, each of Mr. Tien, Mr. Gozashti, All Divine and Fortune Zone is regarded as a
Controlling Shareholder.

Apart from the Group, the Controlling Shareholders did not have any interests in any other
businesses that compete or are likely to compete, either directly or indirectly, with the business of the
Group during the Track Record Period and as at the Latest Practicable Date.

Details of the shareholdings of the Controlling Shareholders are set forth in the section headed
“Substantial Shareholders” and the section headed ‘“Disclosure of Interests” in Appendix V to this
document.

INDEPENDENCE FROM CONTROLLING SHAREHOLDERS

Having considered the following factors, the Directors believe that the Group is capable of
carrying on the Group’s business independently from the Controlling Shareholders and their associates
after the [e]:

Management and administrative independence

The Board consists of five Directors, of whom two are executive Directors and the remaining three
are independent non-executive Directors. Each of the Directors is aware of his/her fiduciary duties as a
Director of the Company which requires, among other things, that he/she acts for the benefit and in the
best interests of the Company and does not allow any conflict between his/her duties as a director and
his/her personal interest. In the event that there is a potential conflict of interest arising out of any
transaction to be entered into between the Group and the Directors or their respective associates, the
interested Director(s) shall abstain from voting at the relevant meetings of the Board in respect of such
transactions and shall not be counted in the quorum. In addition, the Company has a senior management
team to make the business decisions independently. The three independent non-executive Directors will
also bring independent judgment to the decision-making process of the Board.

Most members of the senior management of the Group have, for all or substantially all of the
Track Record Period, undertaken senior management supervisory responsibilities in the business of the
Group. The responsibilities of the senior management team of the Group include dealing with
operational financial research and inventory management matters, making general capital expenditure
decisions and the daily implementation of the business strategy of the Group. This ensures the
independence of the daily management and operations of the Group. Further details are set out in the
section headed ‘“Directors and senior management” in this document.
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Clear delineation of businesses

All Divine and Fortune Zone, all being Controlling Shareholders, were incorporated under the laws
of BVI and are investment holding companies. As such, the Directors are of the view that the nature of
the business activities carried on by the Group on the one hand, and those carried on by All Divine and
Fortune Zone respectively on the other hand, are clearly distinct and that there is a clear delineation
between the business of the Group and the business of All Divine and Fortune Zone respectively.

Financial independence

The Company has an independent financial system and makes financial decisions according to the
Group’s own business needs. The Directors confirm that any guarantee, loan or pledge provided by the
Controlling Shareholders in favour of the Group will be released or settled, as the case may be, upon the
[e]. As at 31 May 2013, there were approximately HK$4.6 million due from the directors and
approximately HK$0.8 million due to the directors. The amount due from/to the directors will be settled
before the [e]. Save as aforesaid, as at the Latest Practicable Date, there was no guarantee, loan or
pledge provided to the Controlling Shareholders. The Directors believe that the Company is capable of
obtaining financing from independent third parties, if necessary, without reliance on the Controlling
Shareholders after the [e]. Therefore, the Group will be financially independent from the Controlling
Shareholders after the [e].

Operational independence

The Group has established its own organisational structure made up of individual departments,
each with specific areas of responsibilities. The Group has not shared any operational resources, such as
office premises, sales and marketing and general administration resources with the Controlling
Shareholders and its associates during the Track Record Period. The Group has also established a set of
internal controls to facilitate the effective operation of its business. The Group’s suppliers are all
independent from the Controlling Shareholders. The Group does not rely on the Controlling
Shareholders or their associates and have its independent access to the customers for the sale of
products and suppliers for the provision of goods and materials.

The Directors consider that the Group’s operations do not depend on the Controlling Shareholders
because (i) there is no competing business between the Group and any of the Controlling Shareholders
and (ii) the Group will not be relying on any guarantee provided by any of the Controlling Shareholders
in respect of bank borrowings nor have the Group been given any guarantee for the benefit of any of the
Controlling Shareholders upon [e].

On the basis of the matters disclosed in this section, the Directors believe that the Group is capable
of carrying on its business independently of the Controlling Shareholders and their respective associates.

DEED OF NON-COMPETITION

Subject to the terms therein, the Controlling Shareholders have entered into a deed of non-
competition on [e] 2013 in favour of the Group (the “Deed of Non-Competition™) pursuant to which,
each of the Controlling Shareholders has irrevocably and unconditionally undertaken to and covenanted
with the Company (for itself and for the benefit of each member of the Group) that during the
continuation of the Deed of Non-Competition, each of the Controlling Shareholders shall not, and shall
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procure each of his/its associates and/or companies controlled by he/it will not, whether on his/its own
account of in conjunction with or on behalf of any person, firm or company and whether directly or
indirectly and whether for profit or otherwise, carry on a business which is, or to be interested or
involved or engaged in or acquire or hold any rights or interest or otherwise involved in (in each case
whether as a shareholder, partner, principal, agent or otherwise and whether for profit, reward or
otherwise) any business which competes or is likely to compete directly or indirectly with the business
currently and from time to time engaged by the Group (including but not limited to design, manufacture
and trading of apparels and businesses ancillary to any of the foregoing, in each case, as more
particularly described in this document in Hong Kong, the United States, the PRC and any other country
or jurisdiction to which the Group markets, sells, distributes, supplies or otherwise provides such
products and/or in which any member of the Group carries on business mentioned above from time to
time (the “Restricted Business™).

Pursuant to the Deed of Non-Competition, each of the Controlling Shareholders has also
undertaken that if each of the Controlling Shareholders and/or any of his/its associates is offered or
becomes aware of any project or new business opportunity (the “New Business Opportunity”) that
relates to the Restricted Business, whether directly or indirectly, he/it shall (i) promptly in any event not
later than seven days notify the Company in writing of such opportunity and provide such information
as is reasonably required by the Company in order to enable the Company to come to an informed
assessment of such opportunity; and (ii) use his/its best endeavours to procure that such opportunity is
offered to the Company on terms no less favourable than the terms on which such opportunity is offered
to him/it and/or his/its associates.

The Directors (including the independent non-executive Directors) will review the New Business
Opportunity and decide whether to invest in the New Business Opportunity. If the Group has not given
written notice of its desire to invest in such New Business Opportunity or has given written notice
denying the New Business Opportunity within thirty (30) business days (the “30-day Offering Period”)
of receipt of notice from the relevant Controlling Shareholder, the relevant Controlling Shareholder and/
or his/its associates shall be permitted to invest in or participate in the New Business Opportunity on
his/its own accord. With respect to the 30-day Offering Period, the Directors consider that such period is
adequate for the Company to assess any New Business Opportunity. In order to ensure that the Group
has adequate time to assess some complicated business opportunities, the Controlling Shareholders have
agreed to extend the offering period from 30 business days to a maximum of 60 business days should
the Group require so by giving written notice within the 30-day Offering Period to the Controlling
Shareholders.

In addition, upon [e], each of the Controlling Shareholders has also undertaken:

(i) in favour of the Company to provide the Company and the Directors (including the
independent non-executive Directors) from time to time with all information necessary,
including but not limited to monthly turnover records (such as purchase orders placed by
customers, corresponding invoices and any other relevant documents considered necessary by
the independent non-executive Directors), for the annual review by the independent non-
executive Directors with regard to compliance of the terms of the Deed of Non-Competition
and the enforcement of the non-competition undertakings in the Deed of Non-Competition;
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(ii)) to provide to the Company, after the end of each financial year of the Company, a
declaration made by each of the Controlling Shareholders which shall state whether or not the
Controlling Shareholders have during that financial year complied with the terms of the Deed
of Non-Competition, and if not, particulars of any non-compliance, which declaration (or any
part thereof) may be reproduced, incorporated, extracted and/or referred to in the annual
report of the Company for the relevant financial year, such annual declaration shall be
consistent with the principles of making voluntary disclosures in the corporate governance
report; and

(iii) to the Company to allow the Directors (including the independent non-executive Directors),
their respective representatives and the auditors to have sufficient access (with reasonable
prior notice) to the records of the Controlling Shareholders and his/its associates to ensure
their compliance with the terms and conditions under the Deed of Non-Competition.

Further, each of the Controlling Shareholders has undertaken that during the period in which he/it
and/or his/its associates, individually or taken as a whole, remains as a Controlling Shareholder:

(i) he/it will not invest or participate in any project or business opportunity that competes or
may compete, directly or indirectly, with the business activities engaged by the Group from
time to time unless pursuant to the provisions stipulated in the Deed of Non-Competition;

(i1) he/it will not solicit any existing or then existing employee of the Group for employment by
him/it or his/its associates (excluding the Group);

(iii) he/it will not without the consent from the Company, make use of any information pertaining
to the business of the Group which may have come to his/its knowledge in his/its capacity as
the Controlling Shareholder for any purposes; and

(iv) he/it will procure his/its associates (excluding the Group) not to invest or participate in any
project or business opportunity mentioned above unless pursuant to the provisions stipulated
in the Deed of Non-Competition.

The Deed of Non-Competition will take effect upon [e] and shall expire on the earlier of:
(i)  [e]; or

(ii) the day on which the Controlling Shareholders and his/its associates, individually or taken as
a whole, cease to own, in aggregate, 30% or more of the then issued share capital of the
Company directly or indirectly or cease to be deemed as Controlling Shareholder and do not
have power to control the Board or there is at least one other independent Shareholder other
than the Controlling Shareholders and his/its respective associates holding more Shares than
the Controlling Shareholders and his/its respective associates taken together.

Each of the Controlling Shareholders also represented and warranted to the Company in the Deed
of Non-Competition that neither of it/he nor any of its/his associates is currently interested, involved or
engaging, directly or indirectly (whether as a shareholder, partner, principal, agent or otherwise, through
any body corporate, partnership, joint venture or other contractual arrangement and whether for profit,
reward or otherwise), in the Restricted Business otherwise than through the Group.
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As the Controlling Shareholders have given non-competition undertakings in favour of the
Company, and none of them have interests in other businesses that compete or are likely to compete
with the business of the Group, the Directors are of the view that they are capable of carrying on the
Group’s business independently of the Controlling Shareholders following the [e].

None of the Controlling Shareholders and the Directors has interests in any business which
competes or is likely to compete with the business of the Group.

CORPORATE GOVERNANCE MEASURES

The Company will adopt the following measures to strengthen its corporate governance practice
and to safeguard the interests of the Shareholders:

(1) the Articles provide that a Director shall absent himself/herself from participating in Board
meetings (nor shall he/she be counted in the quorum) and voting on any resolution of the
Board approving any contract or arrangement or other proposal in which he/she or any of his/
her associates is materially interested unless a majority of the independent non-executive
Directors expressly requested him/her to attend;

(2) the independent non-executive Directors will review, on an annual basis, the compliance with
the non-competition undertaking by the Controlling Shareholders;

(3) the Controlling Shareholders undertake to provide all information requested by the Company
which is necessary for the annual review by the independent non-executive Directors and the
enforcement of the non-competition undertaking;

(4) the Company will disclose decisions on matters reviewed by the independent non-executive
Directors relating to compliance and enforcement of the non-competition undertaking of the
Controlling Shareholders in the annual reports of the Company;

(5) the Controlling Shareholders will make an annual declaration on compliance with their non-
competition undertaking in the annual report of the Company;

(6) the independent non-executive Directors will be responsible for deciding whether or not to
allow any Controlling Shareholder and/or his/its associates to involve or participate in a
Restricted Business and if so, any condition to be imposed; and

(7) the independent non-executive Directors may appoint independent financial adviser and other
professional advisers as they consider appropriate to advise them on any matter relating to
the non-competition undertaking or connected transaction(s) at the cost of the Company.

Further, any transaction that is proposed between the Group and the Controlling Shareholders and
their respective associates will be required to comply with the requirements of the [e], including, where
appropriate, the reporting, annual review, announcement and independent shareholders’ approval
requirements.

None of the members of the Group has experienced any dispute with its shareholders or among its
shareholders themselves and the Directors believe that each member of the Group has maintained
positive relationship with its shareholders. With the corporate governance measures including the
measures set out in this paragraph headed “Corporate governance measures’, the Directors believe that
the interest of the Shareholders will be protected.
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So far as the Directors are aware the Directors confirm that, immediately following the completion
of the [e], there are no other person or entity (other than the following Controlling Shareholders) who
will have interests and/or short positions in the Shares or underlying Shares of the Company which
would fall to be disclosed to the Company under the provisions of [e] or will be directly or indirectly
interested in 10% or more of the nominal value of any class of share capital carrying rights to vote in all
circumstances at general meetings of any member of the Group:

Percentage of

Capacity and Number of shareholding
Name nature of interests Shares held interests
Mr. Tien Interest in controlled [e] Shares [@]%

corporation (Note 1)

Mr. Gozashti Interest in controlled [e] Shares [®]%
corporation (Note 2)

All Divine Beneficial owner (Note 1) [®] Shares [®#]%
Fortune Zone Beneficial owner (Note 2) [e] Shares [®]%
Ms. Sallie Gozashti Interest of spouse (Note 3) [®] Shares [@]%
Notes:

1. These Shares are held by All Divine, which is wholly and beneficially owned by Mr. Tien. By virtue of the SFO, Mr.

Tien is deemed to be interested in the [e@] Shares under the [e].

2. These Shares are held by Fortune Zone, which is wholly and beneficially owned by Mr. Gozashti. By virtue of the
SFO, Mr. Gozashti is deemed to be interested in the [e] Shares under the [e].

3. As Fortune Zone is wholly and beneficially owned by Mr. Gozashti, Ms. Sallie Gozashti, being Mr. Gozashti’s
spouse, is deemed to be interested in the Shares held by Fortune Zone under the [e].

Other than their business relationship, Mr. Tien and Mr. Gozashti have no other relationship with
each other.

Save as disclosed in this document, the Directors are not aware of any person who will,
immediately following the completion of the [e], have an interest or short position in Shares or
underlying Shares which would fall to be disclosed to the Company under the provisions of [e].
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The following discussion of the Group’s financial condition and results of operations should be
read in conjunction with the Group’s combined financial information as of and for each of the two
yvears ended 31 December 2012 and the five months ended 31 May 2013, including the notes thereto,
included in Appendix I to this document. The Group’s combined financial information has been
prepared in accordance with the basis of preparation and accounting policies set out in notes 2.2
and 5 of section Il to Appendix 1. The following discussion contains certain forward-looking
statements that involve risks and uncertainties. The Group’s future results could differ materially
from those discussed below as a result of various factors, including those set forth under the section
headed “‘Risk factors” and elsewhere in this document.

OVERVIEW

The Group, founded in Hong Kong in 2001, principally designs, manufactures and sells apparel
products with a focus on women’s fashion outerwear such as coats and jackets, dresses, activewear,
pants and jeans.

The Group is headquartered in Hong Kong and operates its owned Jiaxing Factory in the PRC. The
Group also operates four showrooms in New York, Los Angeles, Hong Kong and in its Jiaxing Factory
respectively.

The Group’s turnover is principally derived from the sales of apparel products. The Group’s
products can be classified into two categories, namely, private label products and own brand products.
Private label products are those designed and manufactured under the private labels owned or specified
by the Group’s customers, while own brand products are those designed and manufactured under the
Group’s proprietary labels, including “BLANC NOIR”, “SUGARFLY” and “RUNWAY NEW YORK™.

BASIS OF PRESENTATION

Prior to the [e], the Group underwent the Reorganisation pursuant to which the Company became
the holding company of the Group. Please see the paragraph headed “Corporate reorganisation” in
Appendix V to this document for details.

Accordingly, the financial information set out in the Accountants’ Report in Appendix I to this
document has been prepared using the merger basis of accounting as if the Reorganisation had occurred
as of the beginning of the earliest period presented and the current group structure had always been in
existence.

The combined statements of comprehensive income, the combined statements of changes in equity
and the combined statements of cash flows of the Group for the Track Record Period include the results
and cash flows of all companies now comprising the Group, as if the current structure had been in
existence throughout the Track Record Period, or since their respective dates of incorporation or
establishment, where there is a shorter period. The combined statements of financial position of the
Group as at 31 December 2011 and 2012 and 31 May 2013 have been prepared to present the state of
affairs of the Group as if the current group structure had been in existence as at the respective dates.
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The assets and liabilities of the companies comprising the Group are combined using the existing
book values. No amount is recognised as consideration for goodwill or excess of acquirer’s interest in
the fair value of acquiree’s identifiable assets, liabilities and contingent liabilities over cost at the time
of common control combination.

All intra-group transactions, balances and unrealised gains on transactions have been eliminated on
consolidation. Unrealised losses are also eliminated unless the transactions provide evidence of an
impairment of the asset transferred. Accounting policies of subsidiaries have been changed where
necessary to ensure consistency with the policies adopted by the Group.

FACTORS AFFECTING THE GROUP’S RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

The Group’s results of operations and financial condition during the Track Record Period have
been and will continue to be affected by a number of factors, including but not limited to those set forth
in the section headed ‘““Risk factors” in this document and as set out below:

Reliance on major customers

The Group’s top five customers accounted for approximately 83.2%, 84.7% and 94.7% of its
total revenue for each of the two years ended 31 December 2012 and the five months ended 31
May 2013. Further, the Group’s top five customers represented approximately 71.0%, 84.3% and
92.3% of its gross trade receivable balances as at 31 December 2011 and 2012 and 31 May 2013,
respectively. The Group’s top five customers are not obligated in any way to continue placing
orders with the Group at the same historical level or at all. If any of these top customers were to
substantially reduce the volume and/or the value of the orders it places with the Group or were to
terminate its business relationship with the Group entirely, there can be no assurance that the
Group would be able to obtain orders from new customers or other existing customers to replace
any such loss of sales or that, even if the Group would be able to obtain other orders, they would
be on commercially comparable terms. As such, the Group’s operations and financial results may
be adversely affected.

The Group’s business relationships with its top five customers range from 2 years to 11
years. The Group regularly brings new designs to its customers, invites its customers to visit the
Group’s showrooms, works with its customer on new product development, and communicates with
its customers through face-to-face meetings and sales presentations. Through such frequent contact,
the Group believes that it has a sound understanding of the needs and preferences of its customers,
which helps maintain the relationship between the Group and its customers.

Demand for the Group’s products

The Group’s customers for private label products mainly include well-known apparel brand
owners and fashion specialty chain retailers located in the United States as well as a Canadian-
based apparel brand owner and wholesaler. The Group’s customers for own brand products range
from well-known retail chain department stores to independent fashion boutiques in the United
States. Consumption demand for the Group’s apparel products is mainly affected by global
economic conditions and especially the general condition of the North American economy and
apparel market. In particular, the US Federal Reserves has announced the possible tightening of its
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monetary policy in the near future and as such, the US economic situation may be negatively
affected and may become worse than the prevailing conditions and the Group’s sales to the US
market may be adversely affected if the US economic situation deteriorates.

Product mix

The Group’s products can be classified into two categories, namely, private label products
and own brand products. The sales of private label products and own brand products accounted for
approximately 89.9% and 10.1% for the year ended 31 December 2011, approximately 88.6% and
11.4% for the year ended 31 December 2012, and approximately 87.7% and 12.3% for the five
months ended 31 May 2013 respectively, of the Group’s total turnover. During each period of the
Track Record Period, the Group’s overall gross profit margins were approximately 21.7%, 24.5%
and 21.1% respectively.

The Group’s gross profit margins are partially affected by the proportion of its sales of
products with higher gross profit margins (such as winter clothings and own brand products) to its
sales of products with lower gross profit margins (such as summer clothings and private label
products). Going forward, the Group may continue to adjust its product mix in response to demand
and pricing for each type of product.

Costs of materials

Costs of materials include the costs of raw materials, semi-finished products and finished
goods, which represent a significant portion of the Group’s cost of sales. For each of the two years
ended 31 December 2012 and five months ended 31 May 2013, such costs represented
approximately 76.5%, 75.8%, and 67.7% of the Group’s cost of sales respectively. As such, any
significant fluctuation in the price of materials may have a significant impact on the Group’s
profitability.

In recent years, the Group has experienced price fluctuations for some raw materials due to
various factors including changes in demand and supply for commodities; and for some semi-
products and finished goods due to the increasing cost of labour and the appreciation of RMB
against US$. Nevertheless, the Group has been able to reduce, to a limited extent, the impact of
price fluctuations of materials by bulk purchase of these materials, and adjusting the selling price
of apparel products. In addition, the Group believes that its long-term relationships with major
suppliers would enhance its bargaining power and ability to obtain better prices.

Cost of labour and availability of labour

The Group’s production is labour intensive. During the Track Record Period, the direct
labour cost accounted for approximately 3.3%, 4.6%, and 9.5% of the Group’s total cost of sales
respectively. It is probable that there will be a continuous increase in labour cost in the PRC. If the
Group is unable to identify and employ other appropriate means to reduce the labour cost, the
financial results of the Group’s operations may be adversely affected.
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Market competition

The Group is expected to face competition from other manufacturers in the apparel
manufacturing industry in the PRC. However, the Directors believe that the Group’s market
position would not be threatened as the Group’s customers are mainly international apparel groups
based in the US and Canada which require a high standard of quality from its suppliers, and it
maintains well-established business working relationships with its existing customers. The
Directors believe that the Group competes favourably with its competitors in terms of design
capability, product quality and timely delivery. However, if the Group’s customers cease to place
orders with the Group or the Group fails to compete with other apparel manufacturers, the Group’s
operations will be adversely affected.

Seasonality

The Group’s results of operations are subject to seasonality. The Group generally records
higher sales during July to November each year as the Group’s customers generally purchase more
apparel products from the Group during the period which are mainly winter clothings that entail
higher selling prices, such as coats and jackets, in preparation for the winter peak season. As such,
the Group’s revenue may be subject to seasonal factors depending on the number of purchase
orders the Group receives for winter clothings from the customers. Notwithstanding the general
market environment, due to the ever-changing fashion trends, it may not be possible to
meaningfully predict levels of sales from period to period.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of the Group’s financial position and results of operations as included
in this document is based on the combined financial statements prepared using the significant accounting
policies set forth in Note 5 to the Accountants’ Report set out in Appendix I to this document, which
conform with the HKFRS. The critical accounting estimates and judgements that the Group uses in
applying its accounting policies are set out in Note 6 to the Accountants’ Report set out in Appendix I
to this document. Such estimates and judgements are made based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the
circumstances. Actual results may differ under different assumptions or conditions.

Below is a summary of certain significant accounting policies that the Group believes are
important to the presentation of its financial results and positions. The Group also has other accounting
policies that the Group considers to be significant, the details of which are set forth in Note 5 to the
Accountants’ Report set out in Appendix I to this document.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and any
accumulated impairment losses. The cost of an item of property, plant and equipment comprises its
purchase price and any directly attributable costs of bringing the asset to its working condition and
location for its intended use.
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Depreciation is provided to write off the cost less their estimated residual value over their
estimated useful life, using the straight-line method as follows:

Buildings 20 years
Leasehold improvements 4 to 5 years, or over the lease terms, whichever is shorter
Machinery 10 years
Furniture, fixtures and office 3 to 5 years
equipment
Motor vehicles 4 to 5 years

The assets’ estimated residual values, estimated useful lives and depreciation methods are
reviewed, and adjusted if appropriate, at least at the end of each reporting date.

The gain or loss arising on retirement or disposal is determined as the difference between the
sales proceeds and the carrying amount of the asset and is recognised in profit or loss.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with the
item will flow to the Group and the cost of the item can be measured reliably. All other costs, such
as repairs and maintenance, are charged to profit or loss during the financial period in which they
are incurred.

Payments for leasehold land held for own use under operating leases

Payments for leasehold land held for own use under operating leases represent up-front
payments to acquire long-term interests in lessee-occupied properties. These payments are stated at
cost and are amortised over the period of the lease on straight-line method as an expense.

Financial instruments
(i) Financial assets

The Group classifies its financial assets at initial recognition, depending on the purpose for
which the asset was acquired. Financial assets at fair value through profit or loss are initially
measured at fair value and all other financial assets are initially measured at fair value plus
transaction costs that are directly attributable to the acquisition of the financial assets. Regular way
purchases or sales of financial assets are recognised and derecognised on a trade date basis. A
regular way purchase or sale is a purchase or sale of a financial asset under a contract whose terms
require delivery of the asset within the time frame established generally by regulation or
convention in the marketplace concerned.

Financial assets at fair value through profit or loss

These assets include financial assets held for trading and financial assets designated
upon initial recognition as at fair value through profit or loss. Financial assets are classified
as held for trading if they are acquired for the purpose of sale in the near term. Derivatives
are also classified as held for trading unless they are designated as effective hedging
instruments or financial guarantee contracts.
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(ii)

Where a contract contains one or more embedded derivatives, the entire hybrid contract
may be designated as a financial asset at fair value through profit or loss, except where the
embedded derivative does not significantly modify the cash flows or it is clear that separation
of the embedded derivative is prohibited.

Financial assets may be designated upon initial recognition as at fair value through
profit or loss if the following criteria are met: (i) the designation eliminates or significantly
reduces the inconsistent treatment that would otherwise arise from measuring the assets or
recognising gains or losses on them on a different basis; (ii) the assets are part of a group of
financial assets which is managed and its performance evaluated on a fair value basis
according to a documented management strategy; or (iii) the financial asset contains an
embedded derivative that would need to be separately recorded.

Subsequent to initial recognition, financial assets at fair value through profit or loss are
measured at fair value, with changes in fair value recognised in profit or loss in the period in
which they arise.

Loans and receivables

These assets are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They arise principally through the provision of goods
and services to customers (trade debtors), and also incorporate other types of contractual
monetary asset. Subsequent to initial recognition, they are carried at amortised cost using the
effective interest method, less any identified impairment losses.

Cash and cash equivalents

Cash and cash equivalents, including cash and bank balances, comprise cash on hand
and demand deposits and other short-term highly liquid investments that are readily
convertible to a known amount of cash and are subject to an insignificant risk of changes in
value. For the purpose of cash flows presentation, cash and cash equivalents include bank
overdrafts which are repayable on demand and form an integral part of the Group’s cash
management.

Impairment loss on financial assets

The Group assesses, at the end of each reporting period, whether there is any objective

evidence that financial asset is impaired. Financial asset is impaired if there is objective evidence

of impairment as a result of one or more events that has occurred after the initial recognition of the

asset and that event has an impact on the estimated future cash flows of the financial asset that can

be reliably estimated. Evidence of impairment may include:

— significant financial difficulty of the debtor;
— a breach of contract, such as a default or delinquency in interest or principal payments;
— granting concession to a debtor because of debtor’s financial difficulty; and

— it becoming probable that the debtor will enter bankruptcy or other financial
reorganisation.
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(iii)

For loans and receivables

An impairment loss is recognised in profit or loss when there is objective evidence that
the asset is impaired, and is measured as the difference between the asset’s carrying amount
and the present value of the estimated future cash flows discounted at the original effective
interest rate. The carrying amount of financial asset is reduced through the use of an
allowance account. When any part of financial asset is determined as uncollectible, it is
written off against the allowance account for the relevant financial asset.

Financial liabilities

The Group classifies its financial liabilities, depending on the purpose for which the

liabilities were incurred. Financial liabilities at fair value through profit or loss are initially

measured at fair value and financial liabilities at amortised costs are initially measured at fair

value, net of directly attributable costs incurred.

Financial liabilities at fair value through profit or loss

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

Financial liabilities are classified as held for trading if they are acquired for the purpose
of sale in the near term. Derivatives are also classified as held for trading unless they are
designated as effective hedging instruments. Gains or losses on liabilities held for trading are
recognised in profit or loss.

Where a contract contains one or more embedded derivatives, the entire hybrid contract
may be designated as a financial liability at fair value through profit or loss, except where the
embedded derivative does not significantly modify the cash flows or it is clear that separation
of the embedded derivative is prohibited.

Financial liabilities may be designated upon initial recognition as at fair value through
profit or loss if the following criteria are met: (i) the designation eliminates or significantly
reduces the inconsistent treatment that would otherwise arise from measuring the liabilities or
recognising gains or losses on them on a different basis; (ii) the liabilities are part of a group
of financial liabilities which are managed and their performance evaluated on a fair value
basis, in accordance with a documented risk management strategy; or (iii) the financial
liability contains an embedded derivative that would need to be separately recorded.

Subsequent to initial recognition, financial liabilities at fair value through profit or loss
are measured at fair value, with changes in fair value recognised in profit or loss in the
period in which they arise.
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Financial liabilities at amortised cost

The Group classifies its financial liabilities as financial liabilities at amortised cost,
including trade and bills payables, accruals and other payables, amounts due to directors and
interest-bearing borrowings.

(a) Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value, net of transaction
costs incurred. Interest-bearing borrowings are subsequently stated at amortised cost;
any difference between the proceeds (net of transaction costs) and the redemption value
is recognised in profit or loss over the period of the loans using the effective interest
method.

Interest-bearing borrowings are classified as current liabilities unless the Group
has an unconditional right to defer settlement of the liability for at least 12 months after
the end of each reporting period.

(b) Other financial liabilities

All other financial liabilities are recognised initially at their fair value, net of
directly attributable transaction costs incurred and subsequently measured at amortised
cost, using the effective interest method.

(iv) Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial
asset or financial liability and of allocating interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts estimated future cash receipts or
payments through the expected life of the financial asset or liability, or where appropriate, a
shorter period.

(v) Equity instruments

Equity instruments issued by the Company are recorded at the proceeds received, net of
direct issue costs.

(vi) Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified
payments to reimburse the holder for a loss it incurs because a specified debtor fails to make
payment when due in accordance with the original or modified terms of a debt instrument. A
financial guarantee contract issued by the Group and not designated as at fair value through profit
or loss is recognised initially at its fair value less transaction costs that are directly attributable to
the issue of the financial guarantee contract. Subsequent to initial recognition, the Group measures
the financial guarantee contact at the higher of: (i) the amount determined in accordance with
HKAS 37 Provisions, Contingent Liabilities and Contingent Assets; and (ii) the amount initially
recognised less, when appropriate, cumulative amortisation recognised in accordance with HKAS
18 Revenue.
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(vii) Derecognition

The Group derecognises a financial asset when the contractual rights to the future cash flows
in relation to the financial asset expire or when the financial asset has been transferred and the
transfer meets the criteria for derecognition in accordance with HKAS 39.

Financial liabilities are derecognised when the obligation specified in the relevant contract is
discharged, cancelled or expires.

Derivative financial instruments

Derivative financial instruments, in individual contracts or separated from hybrid financial
instruments, are initially recognised at fair value on the date the derivative contract is entered into
and subsequently remeasured at fair value. Derivatives that are not designated as hedging
instruments are accounted for as financial assets or financial liabilities at fair value through profit
or loss. Gains or losses arising from changes in fair value are taken directly to profit or loss for the
year/period.

Inventories

Inventories are initially recognised at cost, and subsequently at the lower of cost and net
realisable value. Cost comprises all costs of purchase, costs of conversion and other costs incurred
in bringing the inventories to their present location and condition. Cost is calculated using the
weighted average method. Net realisable value represents the estimated selling price in the
ordinary course of business less the estimated costs of completion and the estimated costs
necessary to make the sale.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and
represents amounts receivable for goods and services provided in the normal course of business,
net of return, discounts, rebate and sales related taxes. Revenue from sales of goods is recognised
on transfer of risks and rewards of ownership, which is at the time of delivery and the title is
passed to customer.

Interest income is accrued on a time-proportion basis on the principal outstanding at the
applicable interest rate; and

Sample income is recognised at the time when the transfer of significant risks and rewards of
ownership to the customer, this is usually taken as the time when the samples are delivered and the
customer has accepted the samples.

Income taxes
Income taxes for the year/period comprise current tax and deferred tax.

Current tax is based on the profit or loss from ordinary activities adjusted for items that are
non-assessable or disallowable for income tax purposes and is calculated using tax rates that have
been enacted or substantively enacted at the end of reporting period.
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Deferred tax is recognised in respect of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the corresponding amounts used for tax
purposes. Except for goodwill and recognised assets and liabilities that affect neither accounting
nor taxable profits, deferred tax liabilities are recognised for all taxable temporary differences.
Deferred tax assets are recognised to the extent that it is probable that taxable profits will be
available against which deductible temporary differences can be utilised. Deferred tax is measured
at the tax rates appropriate to the expected manner in which the carrying amount of the asset or
liability is realised or settled and that have been enacted or substantively enacted at the end of
reporting period.

Deferred tax liabilities are recognised for taxable temporary differences arising on
investments in subsidiaries, except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future.

Income taxes are recognised in profit or loss except when they relate to items recognised in
other comprehensive income in which case the taxes are also recognised in other comprehensive
income.

Impairment of other assets

At the end of each reporting period, the Group reviews the carrying amounts of property,
plant and equipment and payments for leasehold land held for own use under operating leases to
determine whether there is any indication that those assets have suffered an impairment loss or an
impairment loss previously recognised no longer exists or may have decreased.

If the recoverable amount (i.e. the greater of the fair value less costs to sell and value in use)
of an asset is estimated to be less than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount. An impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is
increased to the revised estimate of its recoverable amount, to the extent that the increased
carrying amount does not exceed the carrying amount that would have been determined had no
impairment loss been recognised for the asset in prior years. A reversal of an impairment loss is
recognised as income immediately.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a
legal or constructive obligation arising as a result of a past event, which will probably result in an
outflow of economic benefits that can be reasonably estimated.

Where it is not probable that an outflow of economic benefits will be required, or the amount
cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the
probability of outflow of economic benefits is remote. Possible obligations, the existence of which
will only be confirmed by the occurrence or non-occurrence of one or more future events, are also
disclosed as contingent liabilities unless the probability of outflow of economic benefits is remote.
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COMBINED STATEMENTS OF COMPREHENSIVE INCOME

The table below sets forth the Group’s combined statements of comprehensive income during the
Track Record Period:

Year ended Five months ended
31 December 31 May
2011 2012 2012 2013
HKS$’000 HK$’000 HK$’000 HK$°000
(unaudited)
Revenue 306,314 331,088 67,526 60,859
Cost of sales (239,751) (249,866) (55.,819) (48,003)
Gross profit 66,563 81,222 11,707 12,856
Other income and gains 186 303 96 106
Changes in fair value of derivative
financial instruments 2,071 2,332 2,837 3,721
Selling and distribution expenses (26,834) (23,786) (6,907) (7,055)
Administrative expenses (27,309) (30,482) (11,156) (14,278)
Other operating expenses (1,918) — — —
Finance costs (1,011) (1,288) (342) (212)
Profit/(loss) before income tax 11,748 28,301 (3,765) (4,862)
Income tax (expense)/credit (2,331) (5,149) 665 338
Profit/(loss) for the year/period
attributable to the owners of the
Company 9,417 23,152 (3,100) (4,524)
Other comprehensive income, net of
tax, attributable to the owners of
the Company
Item that may be reclassified
subsequently to profit or loss:
Exchange gain/(loss) on
translation of financial statements
of foreign operations 1,144 141 (301) 510
Total comprehensive income for
the year/period attributable to the
owners of the Company 10,561 23,293 (3,401) (4,014)
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Revenue

The Group’s turnover is derived from the sales of apparel products to its customers. The Group’s
apparel products can be divided into two categories, namely, private label products and own brand
products. The Group’s sales volume is generally affected by customers’ demand and average selling
prices of the products.

The Group’s turnover increased from approximately HK$306.3 million for the year ended 31
December 2011 to approximately HK$331.1 million for the year ended 31 December 2012 due to the
increase in the Group’s sales quantities while the turnover for the five months ended 31 May 2013
slightly decreased as compared to the corresponding period in 2012 which was mainly due to the delay
in placing orders by certain customers of the Group in 2013 as compared to the customers’ ordering
schedule in 2012. The Directors consider that such delay is mainly attributable to the following reasons:
(i) during the period from late December to early January each year, the Group usually receives
considerably fewer orders from its customers in the United States due to, based on the Directors’
understanding, the effect of Christmas and New Year and the usual holidays taken by the employees of
the Group’s customers during the period; (ii) during the period of Chinese New Year (which may start
from as early as a few weeks before the Chinese New Year’s Day), the ability of the Group to accept
customers’ orders (which is inevitably affected by the production capacity of the Jiaxing Factory) is
significantly limited as a large number of the Group’s production staff are usually on holiday; (iii) in
2012, the Chinese New Year happened to be in January and as such, the period of less orders from
customers coincided with the period of limited order acceptance ability of the Group and such period
was basically limited to January 2012; (iv) in 2013, the Chinese New Year happened to be in February
(approximately 3 weeks later than in 2012), leading to the period of less orders from customers and
limited order acceptance ability of the Group being extended to a considerably longer period (spanning
from January to February) than in 2012; and (v) as customers of the Group generally understand the
traditional and cultural background of the Chinese New Year in the PRC and the significant decrease in
production ability of factories in the PRC during the period, they would delay placing orders until the
Group resumed its normal order acceptance ability after the Chinese New Year period. Due to the above
reasons, the Group experienced the aforementioned delay in placing orders by certain customers of the
Group in 2013 as compared to the customers’ ordering schedule in 2012. As it took time for the volume
of orders to pick up gradually after February 2013, the revenue (which is recognised not upon order
placement but at the time of delivery when the title of the goods are transferred to the customer which
usually takes place another 60 to 120 days after order placement) for the five months ended 31 May
2013 was lower than that for the corresponding period in 2012.

The Directors consider that there may not be a fair and objective basis for estimating the amount
of delayed orders and the number of customers involved. Nevertheless, based on the Group’s unaudited
management accounts, subsequent to 31 May 2013 and up to 31 October 2013, customers’ orders had
already picked up to a level above that for the corresponding period in 2012 and the Group’s business in
general exhibited growth in the ten months ended 31 October 2013 as compared to the ten months ended
31 October 2012. In particular, the revenue recognised for the ten months ended 31 October 2013 was
approximately HK$297,378,000, representing an increase of approximately 4.1% from approximately
HK$285,745,000 for the ten months ended 31 October 2012. In addition, the total amount of orders
received for the ten months ended 31 October 2013 amounted to approximately HK$335,686,000,
representing a growth of approximately 4.5% from approximately HK$321,160,000 for the ten months
ended 31 October 2012.
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The Group’s total turnover derived from the sales of private label products and own brand products
accounted for approximately 89.9% and 10.1% of the Group’s total turnover for the year ended 31
December 2011, approximately 88.6% and 11.4% for the year ended 31 December 2012, and
approximately 87.7% and 12.3% for the five months ended 31 May 2013 respectively. The following
table sets out the Group’s turnover by product categories for the years/periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HKS$°000 %  HK$'000 % HK$°000 %  HK$°000 %

(unaudited)
Private label

products 275,258 89.9 293,249 88.6 57,372 85.0 53,355 87.7
Own brand products 31,056 10.1 37,839 11.4 10,154 15.0 7,504 12.3
306,314  100.0 331,088  100.0 67,526 _ 100.0 60,859 _ 100.0

The following table sets out the total sales quantities of private label products and own brand
products for the years/periods indicated:

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
Units sold Units sold Units sold Units sold
(’000) % (’000) % (’000) % (’000) %
(unaudited)
Private label

products 2,112 93.6 2,314 92.6 620 91.4 513 92.8
Own brand products 145 6.4 184 74 58 8.6 40 7.2
2,257 100.0 2,498  100.0 678  100.0 553 100.0

The Group’s revenue and sales quantities attributable to its own brand products increased during
the year ended 31 December 2012 as compared to the year ended 31 December 2011 because it has been
the Group’s strategy to further develop its own brand products operation as own brand products
generally (i) entail higher profit margins; (ii) allow the Group to enhance its production efficiency and
have better control on its production schedules as the Group can make the final decision on every
detailed specification of its own brand products and there is no need to wait for customers’ approval;
(ii1) enhance public awareness of the Group’s brands and develop brand loyalty; and (iv) reduce reliance
on the Group’s major customers (the majority of which are customers of private label products) and on
the Group’s private label products operation. The decrease in the sales volume and amount of own brand
products during the five months ended 31 May 2013 as compared to the five months ended 31 May
2012 was mainly due to the delay in placing orders by certain customers of the Group which resulted in
the delay in the recognition of the relevant sales in 2013.
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The following table sets out the average selling price for private label products and own brand
products for the years/periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HKS$ HKS$ HKS$ HKS$

(unaudited)
Private label products 130.3 126.7 92.5 103.9
Own brand products 214.2 205.7 176.2 189.7
Overall 135.7 132.5 99.6 110.1

Note: The average selling price represents the turnover for the financial year/period divided by the total sales quantities for
the financial year/period.

The selling price of each of the product categories depends on (i) the complexity of the product
design; (ii) the quantity of an order; (iii) the delivery schedule set out by the customers; and (iv) the
prices of raw materials. Accordingly, the selling prices of the products vary significantly.

During the Track Record Period, the average selling price for the Group’s products was decreasing
because the quantities of private label knitwear products sold to the Canadian-based customer of the
Group (the largest customer of the Group during the Track Record Period in terms of revenue
contribution) was increasing while the average selling prices of such products sold to the customer were
relatively lower.

The following table sets out the Group’s turnover by location of the customers for the years/
periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HK$’000 %  HK$000 %  HK$000 %  HK$000 %

(unaudited)

The USA 216,102 70.6 217,669 65.7 25,840 38.3 29,050 47.7
Canada 80,942 26.4 109,495 33.1 40,487 60.0 30,600 50.3
Others (Note) 9,270 3.0 3,924 1.2 1,199 1.7 1,209 2.0
Total 306,314  100.0 331,088  100.0 67,526 100.0 60,859 100.0

Note: During the Track Record Period, other locations include the PRC, Australia, countries in Europe and the Middle
East.

The Group’s sales to customers located in the United States, Canada and others countries
accounted for approximately 70.6%, 26.4% and 3.0% of the Group’s total turnover for the year ended 31
December 2011 respectively, approximately 65.7%, 33.1% and 1.2% for the year ended 31 December
2012 respectively, approximately 38.3%, 60.0% and 1.7% for the five months ended 31 May 2012
respectively, and approximately 47.7%, 50.3% and 2.0% for the five months ended 31 May 2013
respectively.
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The sales to customers in the United States increased by approximately HK$3.3 million or 12.8%
from HK$25.8 million for the five months ended 31 May 2012 to HK$29.1 million for the five months
ended 31 May 2013, which was primarily due to increased orders from the Group’s private label
customers in the United States. The sales to the Group’s Canadian-based customer decreased by 24.4%
or HK$9.9 million from HK$40.5 million for the five months ended 31 May 2012 to HK$30.6 million
for the five months ended 31 May 2013, which was primarily due to the delay in placing orders by the
customer during the five months ended 31 May 2013 as compared to the five months ended 31 May
2012.

The Group’s sales to customers in the United States remained relatively stable for the year ended
31 December 2012 compared to the year ended 31 December 2011, amounting to approximately
HK$216.1 million for 2011 and HK$217.7 million for 2012. The sales to the Group’s Canadian-based
customer increased by approximately 35.4% or HK$28.6 million from HK$80.9 million for the year
ended 31 December 2011 to HK$109.5 million for the year ended 31 December 2012, which was
primarily due to increased orders of knitwear products from the Group’s Canadian-based customer.

The Group’s sales to customers located in other countries fluctuated during the Track Record
Period, which was primarily due to changes in the amount of orders from customers in the PRC. The
Group considers that the PRC market is not the major target market of the Group and therefore
fluctuations of the Group’s sales to customers in the PRC will not adversely affect the Group’s operating
results in the future.

Cost of sales

Cost of sales primarily consists of costs of materials, direct labour cost, subcontracting fee,
amortisation of land use right, depreciation of property, plant and equipment, development cost, write-
down of inventories to net realisable value, and other production overheads. Costs of materials include
the costs of fabric and leather, costs of finished goods purchased from third party product suppliers and
costs of accessories including but not limited to buttons, zippers and labels; subcontracting fee includes
the fee paid to subcontractors in the PRC; development cost includes the staff’s salaries and
consumables and other miscellaneous costs related to products design and development; write-down of
inventories to net realisable value refers to the written down value of inventories to its net realisable
value; and other production overheads include water and electricity, indirect labour cost, travelling
expenses, testing fee, consumables, repair and maintenance expenses and other miscellaneous cost
related to production. The following table sets out the Group’s cost of sales by product categories for the
years/periods indicated:

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HKS$’000 % HK$000 %  HK$'000 % HK$000 %
(unaudited)
Private label products 217,489 90.7 224,155 89.7 47,913 85.8 42,463 88.5
Own brand products 22,262 9.3 25,711 10.3 7,906 14.2 5,540 11.5

239,751 100.0 249,866 _ 100.0 55,819  100.0 48,003  100.0
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The percentage of cost of sales of private label products to the total cost of sales of the Group
(approximately 90.7%, 89.7% and 88.5% respectively for each period of the Track Record Period) is
generally higher than the percentage of turnover of private label products to the total turnover of the
Group (approximately 89.9%, 88.6% and 87.7% respectively for each period of the Track Record
Period) given that the Group has relatively less bargaining power on the selling prices of the products
under private label products compared to own brand products.

The following table sets out the breakdown of the Group’s cost of sales for the years/periods

indicated:
Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$’000 % HK$’000 %  HK$000 % HK$'000 %
(unaudited)
Costs of materials 183,479 76.5 189,432 75.8 44,153 79.1 32,507 67.7
Direct labour cost 7,973 3.3 11,556 4.6 4,285 7.7 4,585 9.5
Subcontracting fee 30,346 12.7 30,465 12.2 3,012 5.4 5,801 12.1
Amortisation of land use
right 42 0.0 43 0.0 18 0.0 18 0.0
Depreciation of property,
plant and equipment 2,019 0.8 1,985 0.8 821 1.5 747 1.6
Development cost 3,295 1.4 3,153 1.3 1,004 1.8 1,296 2.7
Write-down of inventories
to net realisable value 293 0.1 — 0.0 — 0.0 — 0.0
Other production overheads 12,304 5.2 13,232 5.3 2,526 4.5 3,049 6.4

239,751 100 249,866 100 55,819 100 48,003 100

The costs of materials increased by a lower rate from the year ended 31 December 2011 to the year
ended 31 December 2012 compared to the increase in the turnover for the corresponding period, which
was attributable to the bulk purchase orders placed to suppliers in the year ended 31 December 2012
which resulted in relatively lowered pricing. The costs of materials decreased by a higher rate from the
five months ended 31 May 2012 to the five months ended 31 May 2013 compared to the decrease in the
turnover for the corresponding period, which was attributable to the change in pattern of purchases of
materials by adjusting purchase mix of raw materials, semi-products and finished goods during the five
months ended 31 May 2013.
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The following table sets out the breakdown of the Group’s costs of materials for the years/periods

indicated:
Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HKS$'000 %  HKS$000 % HKS$000 % HKS$000 %
(unaudited)

Costs of finished goods

purchased from third party

suppliers 103,836 56.6 113,540 60.0 33,385 75.6 23,941 73.6
Costs of raw materials

— Costs of fabric

and leather 74,295 40.5 71,488 317 8,207 18.6 7,040 217
— Costs of accessories 5,348 2.9 4,404 2.3 2,561 5.8 1,526 4.7
183,479 100.0 189,432 100.0 44,153 100.0 32,507 100.0

The costs of materials mainly consisted of the costs of finished goods purchased from third party
product suppliers, costs of fabric and leather, and costs of accessories. During the Track Record Period,
costs of finished goods increased by approximately 9.3% and decreased by approximately 28.3% for the
year ended 31 December 2012 and the five months ended 31 May 2013 respectively. The costs of raw
materials of the Group decreased by approximately 4.7% and 20.4% for the year ended 31 December
2012 and the five months ended 31 May 2013 respectively.

Gross profit and gross profit margin

The following table sets out the Group’s gross profit and gross profit margin by product categories
for the periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HK$’000 %  HK$'000 % HK$’000 %  HK$'000 %

(unaudited)
Private label

products 57,769 21.0 69,094 23.6 9,459 16.5 10,892 20.4
Own brand products 8,794 28.3 12,128 32.1 2,248 22.1 1,964 26.2
66,563 21.7 81,222 24.5 11,707 17.3 12,856 21.1

The Group’s gross profit amounted to approximately HK$66.6 million, HK$81.2 million and
HK$12.9 million for each of the two years ended 31 December 2012 and five months ended 31 May
2013 respectively. The Group’s overall gross profit margin was approximately 21.7%, 24.5% and 21.1%
for each of the two years ended 31 December 2012 and five months ended 31 May 2013 respectively.
Due to the effect of seasonality, the Group generally recorded a relatively lower gross profit margin in
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the slack season before July each year. In addition, the Group’s overall gross profit margin is subject to
the proportion of sales of different types of products. The Directors consider that the gross profit margin
of sales of own brand products is generally higher than that of sales of private label products.

Other income and gains

For the two years ended 31 December 2012, the Group’s other income and gains amounted to
approximately HK$0.2 million and HK$0.3 million respectively. For the five months ended 31 May
2012 and 2013, the Group’s other income and gains amounted to approximately HK$0.1 million
respectively. The other income and gains mainly represented interest income earned on bank deposits,
income derived from sales of samples and other miscellaneous income.

Changes in fair value of derivative financial instruments

For each of the two years ended 31 December 2012, the Group recorded gain from changes in fair
value of derivative financial instruments for approximately HK$2.1 million and HKS$2.3 million
respectively. For each of the five months ended 31 May 2012 and 2013, the Group recorded gain from
changes in fair value of derivative financial instruments for approximately HK$2.8 million and HK$3.7
million respectively. Details of the derivative financial instruments are set out in the paragraph headed
“Foreign exchange structured forward contracts” in this section.

Selling and distribution expenses

Selling and distribution expenses primarily consist of (i) import duty; (ii) transportation costs for
delivery of the products; (iii) rental expenses; (iv) staff costs; (v) overseas travelling expenses; and (vi)
other selling and distribution expenses. The following table sets out the breakdown of the Group’s
selling and distribution expenses for the years/periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HK$’000

(unaudited)
Import duty 9,064 5,472 624 569
Insurance 335 392 162 167
Legal and professional fee 67 47 43 12
Transportation 6,797 6,688 1,639 1,763
Rental expenses 1,454 1,392 608 619
Staff costs 5,187 6,239 2,402 2,022
Telecommunication 66 58 23 29
Overseas travelling 2,354 2,243 818 1,414
Utilities 64 64 25 21
Miscellaneous 1,446 1,191 563 439
26,834 23,786 6,907 7,055
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The Group’s total selling and distribution expenses were approximately HK$26.8 million and
HK$23.8 million for each of the two years ended 31 December 2012 respectively, which accounted for
approximately 8.8% and 7.2% of the Group’s turnover. The decrease was mainly attributable to the
decrease in import duty paid during the year ended 31 December 2012 as compared to the year ended 31
December 2011 because the types of fabric and/or raw materials involved in the Group’s apparel
products exported to the United States during the year ended 31 December 2012 were generally subject
to a relatively lower import duty. For each of the five months ended 31 May 2012 and 2013, the
Group’s total selling and distribution expenses were approximately HK$6.9 million and HK$7.1 million
representing approximately 10.2% and 11.6% of the Group’s turnover respectively, which remained
relatively stable. The slight increase was mainly attributable to the increase in overseas travelling during
the five months ended 31 May 2013 as compared to the corresponding period in 2012 for the marketing
of the Group’s products.

Administrative expenses

Administrative expenses primarily consist of (i) bank charges; (ii) rental expenses; (iii) staff costs;
(iv) exchange loss, net; and (v) other administrative expenses. The following table sets out the
breakdown of the Group’s administrative expenses for the years/periods indicated:

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)
Audit fee 52 200 100 100
Bank charges 1,492 1,762 419 423
Depreciation of property, plant
and equipment 1,196 1,243 510 504
Amortisation of prepaid land lease 10 11 4 5
Insurance 221 200 108 185
[e] — — — 2,567
Postage and courier 226 345 111 82
Local government levy 950 987 232 326
Legal and professional fee 730 210 63 161
Rental expenses 1,703 1,805 729 748
Repair & maintenance 232 256 122 122
Staff costs 16,750 19,150 7,175 7,693
Travelling expense 427 480 236 133
Telecommunication 307 346 106 135
Utilities 275 301 96 98
Exchange loss, net 1,344 1,362 400 370
Miscellaneous 1,394 1,824 745 626
27,309 30,482 11,156 14,278
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The Group’s total administrative expenses amounted to approximately HK$27.3 million and
HK$30.5 million for each of the two years ended 31 December 2012 respectively, which accounted for
approximately 8.9% and 9.2% of the Group’s turnover and remained relatively stable. For each of the
five months ended 31 May 2012 and 2013, the Group’s total administrative expenses were
approximately HK$11.2 million and HK$14.3 million, representing approximately 16.5% and 23.5% of
the Group’s turnover respectively. The increase was mainly due to the [e] incurred during the five
months ended 31 May 2013.

Finance costs

The Group’s finance costs represent interest expenses on the Group’s bank borrowings and
obligations under finance leases. The Group’s total finance cost amounted to approximately HK$1.0
million and HK$1.3 million for each of the two years ended 31 December 2012 respectively. The
Group’s total finance cost amounted to approximately HK$0.3 million and HK$0.2 million for each of
the five months ended 31 May 2012 and 2013 respectively. Finance costs remained relatively stable
during the Track Record Period despite the fact that the total outstanding interest-bearing borrowings of
the Group fluctuated substantially as at the end of each year/period during the Track Record Period:

As at As at As at
31 December 31 December 31 May
2011 2012 2013
HK$°000 HK$’000 HK$’000

Interest-bearing borrowings
— Current portion 3,679 2,060 28,424
— Non-current portion 649 418 317
4,328 2,478 28,741

Year ended
31 December

Year ended
31 December

Five months
ended 31 May

2011 2012 2013
HK$’000 HKS$’000 HK$’000
Finance costs 1,011 1,288 212
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This was because while the Group’s outstanding interest-bearing borrowings exhibited substantial
fluctuation throughout the year due to its different working capital needs and seasonal factors, its
average monthly outstanding interest-bearing borrowings for the entire year/period during the Track
Record Period exhibited less fluctuation:

Outstanding interest-bearing
borrowings as at the end

of the month 2011 2012 2013
HK$°000 HKS$’000 HK$’000
January 28,366" 19,933% 5,505%
February 14,969" 13,390% 14,287*
March 9,744% 20,262" 17,773*
April 14,402* 32,514% 22,295%
May 15,917% 39,751% 28,741
June 27,114* 36,010% 27,961%
July 36,760% 41,559* 49,314*
August 28,361" 33,580" 36,754"
September 31,888" 32,780" 31,068"
October 16,678* 24,516" 12,308*
November 4,299% 17,594* N/A
December 4,328 2,478 N/A

Average month-end balance
for the first five months 16,680 25,170% 17,720

Average month-end balance
for the entire year 19,402 26,197% N/A

# denotes unaudited figures.

The outstanding interest-bearing borrowings decreased from approximately HK$28.7 million as at
31 May 2013 to approximately HK$12.3 million as at 31 October 2013. The Group improved its
liquidity position by generating profit and cash inflow during the period from 1 June 2013 to 31 October
2013, thus, the Group decreased the use of bank financing accordingly. This was generally in line with
the decrease in interest-bearing borrowings during the similar period in 2011 and 2012 as disclosed
above. As disclosed in the above table, as at 31 October 2011 and 2012, the Group’s outstanding
interest-bearing borrowings was approximately HK$16.7 million and HK$24.5 million respectively.
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Income tax (expense)/credit

The Group’s income tax expense amounted to approximately HK$2.3 million and HK$5.1 million
for each of the two years ended 31 December 2012 respectively. The effective tax rate was
approximately 19.8% and 18.2% for each of the two years ended 31 December 2012. The higher
effective tax rate for the year ended 31 December 2011 was due to more non-deductible expenses
incurred by Runway Jiaxing. The Group’s recorded income tax credit amounted to approximately
HK$0.7 million and HK$0.3 million for each of the five months ended 31 May 2012 and 2013
respectively, due to the reason that the Group recorded operating losses during each of the five months
ended 31 May 2012 and 2013. The decrease in income tax credit for the five months ended 31 May
2013 was due to the non-deductible [e] expenses incurred. The Directors considered that future taxable
profit is probable and will be available against which the tax losses can be utilised.

COMPARISON OF RESULTS OF OPERATIONS
Year ended 31 December 2011 compared to year ended 31 December 2012
Turnover

The Group’s turnover increased by approximately 8.1% from approximately HK$306.3 million to
HK$331.1 million for the year ended 31 December 2012, which was primarily attributable to increase in
both sales of private label products by approximately 6.5% or HK$17.9 million and sales of own brand
products by approximately 21.5% or HK$6.7 million.

Private label products

Turnover generated from the sales of private label products increased by approximately 6.5% from
HK$275.3 million to HK$293.2 million for the year ended 31 December 2012, which was primarily
attributable to an increase of approximately 9.5% in sales quantities of private label products from
approximately 2.1 million units to 2.3 million units. The increase in sales quantities of private label
products in year ended 31 December 2012 was primarily attributable to more sales orders placed by the
Group’s customers because the Group provided more designs of private label products for customers’
selection.

Own brand products

Turnover generated from the sales of own brand products increased by approximately 21.5% from
HK$31.1 million to HK$37.8 million for the year ended 31 December 2012, which was primarily
attributable to an increase of approximately 26.9% in sales quantities of own brand products from
approximately 144,992 units to 183,958 units. The increase in sales quantities of own brand products in
the year ended 31 December 2012 was primarily attributable to the expansion of the Group’s sales and
marketing team during the year ended 31 December 2012 by the recruitment of more sales staff in the
US.
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Cost of sales

The Group’s cost of sales increased by approximately 4.2%, from HK$239.8 million to HK$249.9
million for the year ended 31 December 2012, which was primarily due to (i) an increase of
approximately 3.2% or HK$6.0 million in costs of materials; (ii) an increase of approximately 44.9% or
HK$3.6 million in direct labour cost; and (iii) increase of approximately 7.5% or HK$0.9 million in
other production overheads.

Costs of materials mainly consisted of costs of finished goods purchased from third party product
suppliers, costs of fabric and leather, and costs of accessories. Costs of finished goods purchased from
third party product suppliers, costs of fabric and leather, and costs of accessories accounted for
approximately 56.6% (or HK$103.8 million), 40.5% (or HK$74.3 million) and 2.9% (or HK$5.3
million) for the year ended 31 December 2011 respectively and approximately 59.9% (or HK$113.5
million), 37.8% (or HK$71.5 million) and 2.3% (or HK$4.4 million) for the year ended 31 December
2012 respectively.

Costs of finished goods purchased from third party product suppliers increased by approximately
9.3%, from approximately HK$103.8 million to approximately HK$113.5 million for the year ended 31
December 2012, which was generally in line with the increase in turnover growth during the year.

Costs of fabric and leather slightly decreased by approximately 3.8%, from approximately
HK$74.3 million to approximately HK$71.5 million, and costs of accessories decreased by
approximately 17.0%, from approximately HK$5.3 million to approximately HK$4.4 million for the
year ended 31 December 2012 respectively. Despite the Group’s turnover growth for the period, the
costs of raw materials decreased as a result of bulk purchases order by the Group.

Subcontracting fees represented approximately 12.7% and 12.2% of total cost of sales for the two
years ended 31 December 2012 respectively. For the year ended 31 December 2012, the subcontracting
fee slightly increased by approximately 0.4% or HK$0.1 million, which was mainly attributable to more
auxiliary production (such as washing and embossing) being outsourced to subcontractors. The Group
subcontracts certain auxiliary production procedures to outside subcontractors because the Group does
not have capacity or capability to complete such procedure or when it is more economically efficient.
The production procedures of each apparel product vary and may require different subcontracting
procedures. Therefore, the change in subcontracting fee may not be directly related to sales volume.

Development cost represented approximately 1.4% and 1.3% of the total cost of sales for the two
years ended 31 December 2012 respectively. The development cost was approximately HK$3.3 million
and HK$3.2 million for each of the two years ended 31 December 2012 respectively, and remained
relatively stable for the year ended 31 December 2012.

Direct labour costs represented approximately 3.3% and 4.6% of total cost of sales for the two
years ended 31 December 2012 respectively. An increase in direct labour costs of approximately 44.9%
or HK$3.6 million on a year-on-year basis from HK$8.0 million to HK$11.6 million for the year ended
31 December 2012, was primarily attributable to (i) increase in number of workers; (ii) increase in wage
rate and average working hours of workers; and (iii) increase in discretionary bonus paid to workers in
order to improve workers’ loyalty and morale.
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Other production overheads represented approximately 5.2% and 5.3% of total cost of sales for the
two years ended 31 December 2012 respectively. For the year ended 31 December 2012, other
production overheads increased slightly by approximately 7.5% or HK$0.9 million which was in line
with the growth in sales during the year.

Gross profit and gross profit margin

The Group’s gross profit increased by approximately HK$14.7 million or 22.0% and the gross
profit margin increased from approximately 21.7% to 24.5% for the year ended 31 December 2012. The
Group’s turnover is derived from the sales of private label products and own brand products, and the
gross profit and gross profit margin of the Group were primarily affected by the mix of those of private
label products and own brand products. The increase in the Group’s gross profit of approximately 22.0%
was primarily attributable to the increase in gross profit of both private label products and own brand
products in year ended 31 December 2012.

The Group’s gross profit and gross profit margin of private label products increased by
approximately HK$11.3 million or 19.6% from approximately HK$57.8 million to approximately
HK$69.1 million, and increased by approximately 2.6% from approximately 21.0% to approximately
23.6% for the year ended 31 December 2012 respectively, primarily due to (i) increase in turnover; and
(i1) decrease in material prices as a result of bulk purchase orders placed to suppliers.

The Group’s gross profit and gross profit margin of own brand products increased by
approximately HK$3.3 million or 37.5% from approximately HK$8.8 million to approximately HK$12.1
million, and increased by approximately 3.8% from approximately 28.3% to approximately 32.1% for
the year ended 31 December 2012 respectively, primarily due to (i) increase in customers’ acceptance of
designs with higher profit margin; and (ii) more orders of complex style of own brand products with
relatively high margin from customers.

Other income and gains

Other income and gains increased by approximately 50.0% from approximately HK$0.2 million to
approximately HK$0.3 million for the year ended 31 December 2012, which was primarily attributable
to the increase in sundry income.

Changes in fair value of derivative financial instruments

The Group’s gain from changes in fair value of derivative financial instruments increased by
approximately HK$0.2 million or 9.5% from approximately HK$2.1 million to approximately HK$2.3
million for the year ended 31 December 2012. The details of the derivative financial instruments are set
out in the paragraph headed “Foreign exchange structured forward contracts” in this section.

Selling and distribution expenses

The Group’s selling and distribution expenses decreased by approximately 11.2% or HK$3.0
million from approximately HK$26.8 million to approximately HK$23.8 million for the year ended 31
December 2012. The decrease was mainly attributable to a decrease in import duty for import of apparel
products to the US of approximately HK$3.6 million. The Group’s export of apparel products to the US
is generally subject to different rates of import duty for apparel products with different fabrication. The
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nature of the Group’s apparel products exported to the US during the year ended 31 December 2012 was
generally subject to relatively lower import duty imposed by the customs of the US. On the other hand,
the decrease in selling expenses was offset by an increase in staff costs by approximately HK$1.1
million. The other selling and distribution expenses remained relatively stable for the year ended 31
December 2012.

Administrative expenses

The Group’s administrative expenses increased by approximately 11.7% or HK$3.2 million from
approximately HK$27.3 million to approximately HK$30.5 million for the year ended 31 December
2012. The increase was mainly attributable to (i) increase in staff costs by approximately HKS$2.4
million generally as a result of increase in directors’ remuneration by approximately HK$1.6 million and
increase in number of staff and salary rate by approximately HK$1.0 million; (ii) increase in bank
charges by approximately HKS$0.3 million; and (iii) increase in miscellaneous expenses by
approximately HK$0.4 million.

Finance costs

The Group’s finance costs increased by approximately 30.0% or HK$0.3 million from
approximately HK$1.0 million to approximately HK$1.3 million for the year ended 31 December 2012,
primarily due to an increase in interest expenses on the Group’s bank borrowings resulting from an
increase in financing from banks during the year ended 31 December 2012 for working capital purposes.

Profit before income tax

Profit before income tax increased by approximately 141.9% or HKS$16.6 million from
approximately HK$11.7 million for the year ended 31 December 2011 to approximately HK$28.3
million for the year ended 31 December 2012, which was mainly due to the combined effect of increase
in turnover and improvement in gross profit margin during the year ended 31 December 2012.

Income tax expense

The Group’s income tax expense increased by approximately 121.7% or HK$2.8 million from
approximately HK$2.3 million to approximately HK$5.1 million for the year ended 31 December 2012,
which was mainly due to increase in profit before income tax as a result of the combined effect of
increase in turnover and improvement in gross profit margin for the year ended 31 December 2012. The
higher effective tax rate for the year ended 31 December 2011 was due to more non-deductible expenses
incurred by Runway Jiaxing.

Profit for the year

The Group’s profit for the year increased by approximately 146.8% or HK$13.8 million from
approximately HK$9.4 million to approximately HK$23.2 million for the year ended 31 December 2012,
which was mainly due to increase in turnover and improvement in gross profit margin for the year ended
31 December 2012.
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Five months ended 31 May 2012 compared to five months ended 31 May 2013
Turnover

The Group’s turnover decreased by approximately 9.8% from approximately HK$67.5 million for
the five months ended 31 May 2012 to approximately HK$60.9 million for the five months ended 31
May 2013, which was primarily attributable to decrease in both sales of private label products by
approximately 7.0% or HK$4.0 million and sales of own brand products by approximately 26.5% or
HK$2.7 million.

Private label products

Turnover generated from the sales of private label products decreased by approximately 7.0% from
approximately HK$57.4 million for the five months ended 31 May 2012 to approximately HK$53.4
million for the five months ended 31 May 2013, which was primarily attributable to a decrease of
approximately 17.2% in sales quantities of private label products from approximately 620,004 units to
513,450 units. The decrease in sales quantities of private label products for the five months ended 31
May 2013 was primarily attributable to the delay in placing orders by certain customers of the Group
during the five months ended 31 May 2013 as compared to the five months ended 31 May 2012.

Own brand products

Turnover generated from the sales of own brand products decreased by approximately 26.5% from
approximately HK$10.2 million for the five months ended 31 May 2012 to approximately HK$7.5
million for the five months ended 31 May 2013, which was primarily attributable to a decrease of
approximately 31.4% in sales quantities of own brand products from approximately 57,634 units to
39,564 units. The decrease in sales quantities of own brand products for the five months ended 31 May
2013 was primarily attributable to the reason that certain customers of the Group placed less orders
during the five months ended 31 May 2013 as compared to the five months ended 31 May 2012 and
instead, they placed their relevant orders after the five months ended 31 May 2013.

Cost of sales

Costs of finished goods purchased from third party product suppliers, costs of fabric and leather,
and costs of accessories accounted for approximately 75.6% (or HK$33.4 million), 18.6% (or HK$8.2
million), and 5.8% (or HK$2.6 million) for the five months ended 31 May 2012 respectively and
approximately 73.8% (or HK$24.0 million), 21.5% (or HK$7.0 million) and 4.7% (or HK$1.5 million)
for the five months ended 31 May 2013 respectively.

Costs of finished goods purchased from third party product suppliers decreased by approximately
28.1%, from approximately HK$33.4 million to approximately HK$24.0 million for the five months
ended 31 May 2013, which was mainly due to decrease in sales orders for both private label and own
brand products as a result of the delay in placing orders by certain customers of the Group during the
five months ended 31 May 2013 as compared to the five months ended 31 May 2012. Costs of fabric
and leather slightly decreased by approximately 14.6%, from approximately HK$8.2 million to
approximately HK$7.0 million, and costs of accessories decreased by approximately 42.3%, from
approximately HK$2.6 million to HK$1.5 million for the five months ended 31 May 2013, which was
mainly due to decrease in sales order for both private label and own brand products. Besides, the
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decrease in costs of materials for the five months ended 31 May 2013 was the result of change in
pattern of purchases of materials by adjusting the combination of purchases of raw materials, semi-
finished products and finished goods, in order to obtain maximisation of production-cost efficiency.

Subcontracting fee represented approximately 5.4% and 12.1% of total cost of sales for the five
months ended 31 May 2012 and 2013 respectively. For the five months ended 31 May 2013, the
subcontracting fee increased by approximately 92.6% or HK$2.8 million, which was mainly attributable
to more auxiliary production being outsourced to subcontractors for economical efficiency reason.

Development cost represented approximately 1.8% and 2.7% of the total cost of sales for the five
months ended 31 May 2012 and 2013. The development cost increased by approximately 30.0% or
HK$0.3 million from approximately HK$1.0 million for the five months ended 31 May 2012 to
approximately HK$1.3 million for the five months ended 31 May 2013 respectively, mainly due to the
addition of one designer in the US to strengthen the Group’s design capability during the period.

Direct labour costs represented approximately 7.7% and 9.5% of total cost of sales for the five
months ended 31 May 2012 and 2013 respectively. An increase in direct labour costs of approximately
7.0% or HK$0.3 million on a period-on-period basis from HK$4.3 million to HK$4.6 million for the
five months ended 31 May 2013, was primarily attributable to an increase in wage rate.

Other production overheads represented approximately 4.5% and 6.4% of total cost of sales for the
five months ended 31 May 2012 and 2013 respectively. For the five months ended 31 May 2013, other
production overheads increased by approximately 20.7% or HK$0.5 million which was mainly
attributable to the increase in indirect labour cost, handling charges and staff’s welfare expenses
incurred during the period.

Gross profit and gross profit margin

The Group’s gross profit increased by approximately HK$1.1 million or 9.8% and the gross profit
margin increased from approximately 17.3% to 21.1% for the five months ended 31 May 2013. The
Group’s turnover is derived from the sales of private label products and own brand products, and the
gross profit and gross profit margin of the Group were primarily affected by the mix of private label
products and own brand products. The increase in the Group’s gross profit of approximately 9.8% was
primarily attributable to the increase in gross profit margin of both private label products and own brand
products for the five months ended 31 May 2013.

The Group’s gross profit and gross profit margin of private label products increased by
approximately HK$1.4 million or 14.7% from approximately HK$9.5 million for the five months ended
31 May 2012 to approximately HK$10.9 million for the five months ended 31 May 2013, and increased
by approximately 3.9% from approximately 16.5% for the five months ended 31 May 2012 to 20.4% for
the five months ended 31 May 2013 respectively, primarily due to (i) decrease in sales of knitwear
products which had relatively lower gross profit margin in the five months ended 31 May 2012; and (ii)
increase in sales of woven and leather wear products which had relatively higher gross profit margin.
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The Group’s gross profit of own brand products decreased by HK$0.2 million or 9.1% from
approximately HK$2.2 million for the five months ended 31 May 2012 to approximately HK$2.0 million
mainly due to decrease in sales of own brand products. The Group’s gross profit margin of own brand
products increased by approximately 4.1% from approximately 22.1% for the five months ended 31 May
2012 to 26.2% for the five months ended 31 May 2013, primarily due to increase in selling price offered
by customers as a result of customers’ satisfaction and appreciation of the Group’s own brand products.

Other income and gains

The other income and gains remained stable at approximately HK$0.1 million for each of the five
months ended 31 May 2012 and 2013 respectively.

Changes in fair value of derivative financial instruments

The Group’s gain from changes in fair value of derivative financial instruments increased by
approximately HK$0.9 million or 32.1% from approximately HK$2.8 million for the five months ended
31 May 2012 to approximately HK$3.7 million for the five months ended 31 May 2013. The details of
the derivative financial instruments are set out in the paragraph headed “Foreign exchange structured
forward contracts” in this section.

Selling and distribution expenses

The Group’s selling and distribution expenses increased slightly by approximately 2.9% or HK$0.2
million from approximately HK$6.9 million for the five months ended 31 May 2012 to approximately
HK$7.1 million for the five months ended 31 May 2013. The increase was mainly attributable to
increase in overseas travelling expenses of approximately HK$0.6 million and increase in transportation
expense of approximately HK$0.1 million; and partly set off by decrease in staff costs by approximately
HK$0.4 million. The other selling and distribution expenses remained relatively stable for the five
months ended 31 May 2013.

Administrative expenses

The Group’s administrative expenses increased by approximately 27.7% or HK$3.1 million from
approximately HK$11.2 million for the five months ended 31 May 2012 to approximately HK$14.3
million for the five months ended 31 May 2013. The increase was mainly attributable to increase in [e]
expenses, legal and professional fee and staff costs by approximately HK$2.6 million, HK$0.1 million,
and HK$0.5 million respectively, and offset by decrease in travelling expenses by approximately
HK$0.1 million.

Finance costs

The Group’s finance costs decreased by approximately 33.3% or HK$0.1 million from
approximately HK$0.3 million for the five months ended 31 May 2012 to approximately HKS$0.2
million for the five months ended 31 May 2013, primarily due to decrease in utilisation of banking
facilities as a result of decrease in sales and improvement in bank balances for the five months ended 31
May 2013.
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Loss before income tax

The first half-year is conventionally the slack season of the Group’s apparel products which focus
on winter-wear. Therefore, scheduled shipments to customers normally take place more in the second
half of the year. Accordingly, turnover generated in the first half of the year is relatively lower than the
second half of the year. Thus the Group recorded loss before income tax of approximately HK$3.8
million and HK$4.9 million for each of the five months ended 31 May 2012 and 2013 respectively,
taking into account the fixed expenses incurred during the same period. Loss before income tax
increased by approximately 28.9% or HK$1.l million mainly due to the combined effect of the
fluctuation set out above.

Income tax credit

The Group recorded income tax credit of approximately HK$0.7 million and HK$0.3 million for
each of the five months ended 31 May 2012 and 2013 respectively, as the Group incurred losses from
operation during each of the five months ended 31 May 2012 and 2013. The decrease in income tax
credit for the five months ended 31 May 2013 was due to the non-deductible [e] expenses incurred. The
Directors consider that future taxable profit is probable and will be available against which the tax
losses can be utilised.

Loss for the period

The Group’s loss for the period increased by approximately 45.2% or HK$1.4 million from
approximately HK$3.1 million for the five months ended 31 May 2012 to approximately HK$4.5 million
for the five months ended 31 May 2013 mainly due to the combined effect of the fluctuation set out
above.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE
Overview

During the Track Record Period, the Group’s operations were generally financed through a
combination of shareholder’s equity, internally generated cash flows and bank borrowings. The Directors
believe that in long term, the Group’s operation will be funded by internally generated cash flows and, if
necessary, additional equity financing and bank borrowings.
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Cash flows

The following table sets forth selected cash flows data from the Group’s combined statements of
cash flows for the Track Record Period.

Five months ended

Year ended 31 December 31 May
2011 2012 2012 2013
HKS$’000 HKS$’000 HK$’000 HK$’000
(unaudited)
Net cash generated from/(used in)
operating activities 40,399 29,795 (33,716) (24,964)
Net cash (used in)/generated from
investing activities (6,080) 2,607 (6,247) (4,615)
Net cash (used in)/generated from
financing activities (22,696) (8,916) 29,674 23,967
Net increase/(decrease) in cash and
cash equivalents 11,623 23,486 (10,289) (5,612)
Cash and cash equivalents at the
beginning of the year/period 2,279 14,037 14,037 37,550
Effect of foreign exchange rates, net 135 27 33) 40
Cash and cash equivalents at the end
of the year/period 14,037 37,550 3,715 31,978

The Group has historically met its liquidity requirements principally through a combination of cash
flows from operations, internal resources and bank borrowings. The Group’s principal use of cash has
been, and is expected to continue to be, operational costs and capital expenditures.

- 194 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

FINANCIAL INFORMATION

Cash flows generated from/(used in) operating activities

The Group generates its cash inflow from operating activities principally from the receipt of
payments for the sale of its products. The Group’s cash outflow from operating activities is principally
for the purchase of materials, subcontracting fees, staff and labour costs, rental expenses and all other
operating expenses.

Five months ended 31 May 2013

For the five months ended 31 May 2013, the Group recorded net cash used in operating activities
of approximately HK$25.0 million primarily as a result of the combined effect of (i) the operating loss
incurred by the Group during the period due to seasonal factor as the period from January to May is
within the traditional slack season of the Group; (ii) the use of cash in settling outstanding payables to
suppliers incurred during the peak season in 2012; and (iii) the use of cash in purchasing materials for
the production of peak season orders for the approaching peak season starting from July 2013.

Five months ended 31 May 2012

For the five months ended 31 May 2012, the Group recorded net cash used in operating activities
of approximately HK$33.7 million primarily as a result of the combined effect of (i) the operating loss
incurred by the Group during the period due to seasonal factor as the period from January to May is
within the traditional slack season of the Group; (ii) the use of cash for the production of more own
brand products during the period which were targeted to be sold in the upcoming peak season as the
Group intended to expand its own brand products operation; (iii) the use of cash in settling outstanding
payables to suppliers incurred during the peak season in 2011; and (iv) the use of cash in purchasing
materials for the production of peak season orders for the approaching peak season starting from July
2012.

Year ended 31 December 2012

For the year ended 31 December 2012, the Group recorded net cash generated from operating
activities of approximately HK$29.8 million primarily as a result of the combined effect of (i) the
operating profit generated by the Group during the year ended 31 December 2012 as the Group recorded
satisfactory financial performance from its operation during the year; (ii) the use of cash for income tax
paid; and (iii) cash generated from the realised gain from the foreign exchange structured forward
contracts.

Year ended 31 December 2011

For the year ended 31 December 2011, the Group recorded net cash generated from operating
activities of approximately HK$40.4 million primarily as a result of the combined effect of (i) the
operating profit generated by the Group during the year ended 31 December 2011 as the Group recorded
profitable financial performance from its operation during the year; (ii) cash generated from faster
settlement of trade receivables from customers while outstanding payables that had not yet been settled
to suppliers increased due to the growth in the Group’s business; (iii) the use of cash for income tax
paid; and (iv) cash generated from the realised gain from the foreign exchange structured forward
contracts.
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Cash flows (used in)/generated from investing activities

The Group’s cash outflow from investing activities primarily consists of the purchases of property,
plant and equipment, payment for pledged bank deposits and advances to directors. The Group’s cash
inflow from investing activities primarily consists of repayment from directors.

Five months ended 31 May 2013

For the five months ended 31 May 2013, the Group recorded net cash used in investing activities
of approximately HK$4.6 million primarily as a result of (i) the use of cash for the advance to Mr. Tien
for his personal use; and (ii) the use of cash for normal replacement of machineries and office furniture
and purchase of a new motor vehicle for business purposes.

Five months ended 31 May 2012

For the five months ended 31 May 2012, the Group recorded net cash used in investing activities
of approximately HK$6.2 million primarily as a result of the combined effect of (i) the use of cash for
the advance to Mr. Tien for his personal use; (ii) cash generated from the decrease in pledged bank
deposits required for bills payables in Runway Jiaxing due to decrease in utilisation of bill payables
during slack season; and (iii) the use of cash for the normal replacement of machineries and office
furniture.

Year ended 31 December 2012

For the year ended 31 December 2012, the Group recorded net cash generated from investing
activities of approximately HK$2.6 million primarily as a result of the combined effect of (i) cash
generated from the repayment from Mr. Tien for the amount previously advanced to him for his personal
use; (ii) the use of cash for the increase in pledged bank deposits required for bill payables in Runway
Jiaxing due to the increase in utilisation of bill payables as a result of the growth in the Group’s
business; and (iii) the use of cash for the normal replacement of machineries and office furniture.

Year ended 31 December 2011

For the year ended 31 December 2011, the Group’s recorded net cash used in investing activities
of approximately HK$6.1 million primarily as a result of (i) the use of cash for the advance to Mr. Tien
for his personal use; (ii) the use of cash for the normal replacement of machineries and office furniture
and the purchase of a new motor vehicle for business purposes; and (iii) the use of cash for the increase
in pledged bank deposits required for bill payables in Runway Jiaxing due to the increase in utilisation
of bill payables as a result of the growth in the Group’s business.
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Cash flows (used in)/generated from financing activities

The Group derives its cash inflow from financing activities principally from bank borrowings. The
Group’s cash outflow from financing activities relates primarily to the Group’s repayment of principal
and interest on its bank borrowings and payment of dividends.

Five months ended 31 May 2013

For the five months ended 31 May 2013, the Group recorded net cash generated from financing
activities of approximately HK$24.0 million primarily as a result of the combined effect of (i) cash
obtained from the net increase in interest-bearing borrowings for the purchase of materials and the
production of peak season orders in preparation for shipment in peak season from July to November and
settlement of trade payables which were brought forward from the peak season in last year; and (ii) cash
used for repayment to directors.

Five months ended 31 May 2012

For the five months ended 31 May 2012, the Group recorded net cash generated from financing
activities of approximately HK$29.7 million primarily as a result of (i) cash obtained from the net
increase in interest-bearing borrowings for the purchase of materials and the production of peak season
orders in preparation for shipment in peak season from July to November and settlement of trade
payables which were brought forward from peak season in last year; (ii) the use of cash for the
repayment to directors; and (iii) the use of cash for payment of dividend.

Year ended 31 December 2012

For the year ended 31 December 2012, the Group recorded net cash used in financing activities of
approximately HK$8.9 million primarily as a result of (i) the use of cash for the repayment to directors;
(ii) the use of cash for payment of dividend; (iii) the use of cash for repaying interest-bearing
borrowings as a result of improvement of financial position; and (iv) the use of cash for interest paid for
interest-bearing borrowings.

Year ended 31 December 2011

For the year ended 31 December 2011, the Group recorded net cash used in financing activities of
approximately HK$22.7 million primarily as a result of (i) the use of cash for payment of dividend; (ii)
the use of cash for repaying interest-bearing borrowings as a result of improvement of financial position;
(ii1) the use of cash for interest paid for interest-bearing borrowings; and (iv) the use of cash for the
repayment to directors.
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NET CURRENT ASSETS

The following table sets out details of the Group’s current assets and current liabilities as at the
respective financial position dates below:

As at As at
As at 31 December 31 May 31 October
2011 2012 2013 2013
HK$’000 HK$’000 HK$’000 HK$°000
(unaudited)
Current assets
Inventories 23,790 27,275 42,060 25,793
Trade and bill receivables 40,109 49,575 24,569 88,555
Deposits, prepayments and
other receivables 16,215 13,196 15,097 25,416
Amounts due from directors 5,895 — 4,593 —
Derivative financial instruments 1,477 1,486 4,547 3,147
Pledged bank deposits 6,074 8,801 8,544 8,780
Cash and cash equivalents 14,037 37,550 31,978 15,427
107,597 137,883 131,388 167,118
Current liabilities
Trade and bill payables (67,348) (73,431) (52,724) (93,407)
Accruals, other payables and
receipts in advance (15,689) (20,899) (15,025) (22,058)
Amounts due to directors — (2,515) (830) (1,420)
Interest-bearing borrowings (3,679) (2,060) (28,424) (12,094)
Provision for taxation (1,548) (2,340) (2,025) (6,089)
(88,264) (101,245) (99,028) (135,068)
Net current assets 19,333 36,638 32,360 32,050

The Group’s current assets primarily comprise inventories, trade and bill receivables, deposits,
prepayment and other receivables, pledged bank deposits, and cash and bank deposits, while the Group’s
current liabilities primarily comprise trade and bill payables, accruals, other payables and receipts in
advance, interest-bearing borrowings, and current tax liabilities. The Group had been in net current asset
position during the Track Record Period and up to 31 October 2013, being the latest practicable date for
ascertaining the financial information of the Group.
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As at 31 October 2013, being the latest practicable date for ascertaining the financial information
of the Group, the Group’s net current assets slightly decreased by HK$0.3 million from approximately
HK$32.4 million as at 31 May 2013 to approximately HK$32.1 million as at 31 October 2013. The net
current assets of the Group as at 31 October 2013 mainly comprised cash and bank deposits (excluding
pledged bank deposits) of approximately HK$15.4 million, trade and bill receivables of approximately
HK$88.6 million, trade and bill payables of approximately HK$93.4 million, and interest-bearing
borrowings of approximately HK$12.1 million. The considerable increase in trade and bill receivables
and trade and bill payables as compared to those as at 31 May 2013 was mainly due to the seasonal
effect as the Group has recorded turnover of approximately HK$236.5 million during the five months
from June to October 2013, of which turnover of approximately HK$110.3 million was recorded during
the two months from September to October 2013. In addition, cash and cash equivalents decreased by
approximately HK$16.6 million from approximately HK$32.0 million as at 31 May 2013 to
approximately HK$15.4 million as at 31 October 2013, which was mainly because more settlement was
made to decrease the interest-bearing borrowings (including non-current portion) from approximately
HK$28.7 million to approximately HK$12.3 million as less interest-bearing borrowings were necessary
approaching the end of the peak production period.

The Group’s net current assets decreased slightly during the five months ended 31 May 2013. The
Group’s net current assets position decreased slightly from approximately HK$36.6 million as at 31
December 2012 to approximately HK$32.4 million as at 31 May 2013, which was primarily as a result
of (i) a decrease in trade and bill receivables of approximately HK$25.0 million which was in line with
decrease in sales due to seasonal factor; and (ii) an increase in interest-bearing borrowings of
approximately HK$26.3 million. These amounts were partially offset by (i) an increase in inventories of
approximately HK$14.8 million; (ii) a decrease in trade and bill payables of approximately HK$20.7
million; (iii) a decrease in accruals, other payables and receipts in advance of approximately HK$5.9
million; and (iv) decrease in amounts due to directors of approximately HK$1.7 million.

The Group’s net current assets improved during the year ended 31 December 2012. The Group’s
net current assets position increased from approximately HK$19.3 million as at 31 December 2011 to
approximately HK$36.6 million as at 31 December 2012, which was primarily as a result of (i) an
increase in inventories of approximately HK$3.5 million; (ii) an increase in trade and bill receivables of
approximately HK$9.5 million; (iii) increase in pledged bank deposits of approximately HK$2.7 million;
and (iv) increase in cash and cash equivalents of approximately HK$23.6 million as more operating cash
inflow was recorded. These amounts were partially offset by (i) a decrease in deposits, prepayments and
other receivables of approximately HK$3.0 million; (ii) increase in trade and bill payables of
approximately HK$6.1 million; (iii) increase in accruals, other payables and receipts in advance of
approximately HK$5.2 million; and (iv) increase in amounts due to directors of approximately HK$2.5
million.
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AMOUNTS DUE FROM DIRECTORS

The following table sets out the amounts due from Directors during the Track Record Period:

Maximum Maximum Maximum

balance balance balance
As at outstanding As at outstanding As at outstanding As at
1 January during 31 December during 31 December during 31 May
2011 2011 2011 2012 2012 2013 2013
HK$’000 HK$'000 HK$’000 HK$’000 HK$'000 HKS$’000 HK$’000

Directors:

Mr. Tien — 17,491 3,721 25,006 — 9,587 4,593
Mr. Gozashti 2,174 2,190 2,174 2,291 — — —

2,174 5,895 — 4,593

Such amounts were unsecured, interest-free and repayable on demand. All such amounts due from
Directors had been fully settled as at 31 August 2013.

As illustrated in the table above, the maximum balances outstanding in respect of the amounts due
from Mr. Tien during each of the two years ended 31 December 2012 and the five months ended 31
May 2013 amounted to approximately HK$17.5 million, HK$25.0 million and HK$9.6 million
respectively. The reason for such advances was for Mr. Tien’s personal use.

FOREIGN EXCHANGE STRUCTURED FORWARD CONTRACTS

As explained in the paragraph headed “Foreign exchange structured forward contracts” under the
“Business” section in this document, during the Track Record Period, the Group entered into 10 non-
deliverable foreign exchange structured forward contracts for hedging purpose, among which 7 had
already ended during the Track Record Period. The remaining 3 foreign exchange structured forward
contracts outstanding as at the Latest Practicable Date will end on 29 July 2014, 7 January 2015 and 25
February 2015 respectively.

There was no formal documentation (as specified under Hong Kong Accounting Standards 39) of
the hedging relationships and these foreign exchange structured forward contracts were not designated
for a particular transaction. Given the above and since the effectiveness of the hedge cannot be
measured reliably for any particular transaction, no hedge accounting policies in accordance to Hong
Kong Accounting Standards 39 were adopted by the Group to account for the foreign exchange
structured forward contracts.

For accounting purpose, the outstanding foreign exchange structured forward contracts are stated at
fair value in the combined statements of financial position of the Group, and fluctuations of the
exchange rate of RMB/US$ will result in fair value gain/loss of derivative financial instruments to be
recognised in the combined statements of comprehensive income of the Group. The Group has recorded
approximately HK$2.1 million, HK$2.3 million, HK$2.8 million and HK$3.7 million of gain from fair
value changes from derivative financial instruments for each of the two years ended 31 December 2012,
and the five months ended 31 May 2012 and 2013 respectively.
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As at 31 May 2013, the fair value recognised in the combined statements of financial position of
the 3 remaining foreign exchange structured forward contracts was approximately HK$4.5 million.

INVENTORY ANALYSIS
Overview

The following table sets out a summary of the Group’s inventory balance as at the respective
financial position dates below.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HKS$’000

Raw materials and consumables 7,728 8,983 16,875
Work in progress 1,731 813 1,522
Finished goods 14,331 17,479 23,663
23,790 27,275 42,060

The Group’s inventories increased by approximately 54.2% or HK$14.8 million, from HK$27.3
million as at 31 December 2012 to approximately HK$42.1 million as at 31 May 2013, primarily
because (i) starting from second quarter each year, customers of the Group generally start placing orders
with the Group for the peak seasons’ winter clothing; (ii) for the production of such peak season orders,
the Group generally needs to purchase more new raw materials, resulting in a significant amount of raw
material inventory as at 31 May 2013 compared to 31 December 2012; and (iii) it usually takes 60 to
120 days for the Group to complete the production of an entire order and the Group usually delivers
products to customers only when the production of an entire order is completed, resulting in a
significant amount of finished goods inventory pending for delivery as well as in transit as at 31 May
2013 compared to 31 December 2012 (when peak delivery season was coming to an end).

The Group’s inventories increased by approximately 14.7% or HK$3.5 million, from approximately
HK$23.8 million as at 31 December 2011 to approximately HK$27.3 million as at 31 December 2012,
primarily due to the increase in finished goods inventory as explained in further detail in the paragraph
headed ‘“Finished goods inventory” below in this sub-section of “Inventory analysis™.

Inventory management

As each customer of the Group may adopt different designs inspired by the Group and may modify
the design and/or specify its own preference for raw materials, the Group, in most cases, sources raw
materials and other accessories from its suppliers for production only after the customers have confirmed
their orders and their specifications. This allows the Group to avoid excessive procurement of raw
materials. As such, the Group normally maintains low levels of inventory of raw materials.
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The Group maintains a certain level of inventory for various pre-selected styles of own brand
products based on projected sales volume and the anticipated fashion trends. Maintaining inventory for
the Group’s own brand products operation is necessary because some of the customers for the Group’s
own brand products often require products that are immediately available and require delivery on short
notice. Nevertheless, the Group would only maintain a relatively larger quantity of inventory for
products that are expected to be popular or commonly accepted.

Inventory provision policies

Inventories are initially recognised at cost and subsequently stated at the lower of cost and net
realisable value. Cost is calculated using the weighted average method.

The Group reviews the inventories at each reporting date and makes allowance for impairment of
obsolete, slow-moving and impaired items. The Group estimates the net realisable value for such
inventories based primarily on the expected future market conditions and the estimated selling price. The
Group makes allowance for impairment if the net realisable value is below the carrying amount.

Inventory turnover days

The following table sets out the Group’s inventory turnover days during the Track Record Period:

As at

As at 31 December 31 May

2011 2012 2013

Inventory turnover days 36 40 132

Note: Inventory turnover days for each of the years ended 31 December 2011 and 2012 = 365 X ending inventory balances
/ cost of sales. Inventory turnover days for the five months ended 31 May 2013 = 151 X ending inventory balance /
cost of sales.

The Group’s inventory turnover days were 36, 40 and 132 for the two years ended 31 December
2012 and for the five months ended 31 May 2013 respectively. The increase in turnover days from 40 to
132 over the period ended 31 May 2013 and year ended 31 December 2012 was primarily attributable to
(i) the significant increase in the Group’s inventory balance as explained in detail in the paragraph
headed “Overview” above under this sub-section of “Inventory analysis™; and (ii) inventory turnover
days is calculated as the inventory balance as at the end of the year/period divided by cost of sales
recognised during the corresponding year/period and as such, for the inventory turnover days as at 31
May 2013, it was calculated as the inventory in peak production season divided by the costs of sales
recognised in slack season, resulting in the significant increase in the inventory turnover days of the
Group as at 31 May 2013 compared to 31 December 2012.

The increase in inventory turnover days from 36 to 40 over the years ended 31 December 2011 and
2012 was primarily attributable to the increase in finished goods inventory of the Group as at 31
December 2012 compared to 31 December 2011 for reasons explained in further detail in the paragraph
headed “Finished goods inventory” below in this sub-section of “Inventory analysis™.
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The following table sets out the inventory turnover days for the five months ended 31 May 2010,
2011, 2012 and 2013 respectively:

Five months ended 31 May

2010 2011 2012 2013
(unaudited) (unaudited) (unaudited)
Inventory turnover days 67 74 87 132

Note: Inventory turnover days for the five months ended 31 May 2010, 2011, 2012 and 2013 = 151 X ending inventory
balance / cost of sales.

The inventory turnover days increased from approximately 67 days for the five months ended 31
May 2010 to approximately 74 days for the five months ended 31 May 2011 and further increased to
approximately 87 days for the five months ended 31 May 2012 primarily because (i) as the Group
experienced a general growth in its business from 2010 to 2012, the amount and sales orders increased
from 2010 to 2011 and further increased from 2011 to 2012, resulting in more inventories of raw
materials and finished goods as at 31 May 2011 than 31 May 2010, and as at 31 May 2012 than 31 May
2011; and (ii) inventory turnover days in the above table is calculated as the amount of inventory as at
31 May divided by the cost of sales recognised during the five months ended 31 May (i.e. inventory in
peak production seasons divided by costs of sales recognised in slack seasons), resulting in the
inventory turnover days of the Group for the first five months of the year exhibiting an increasing trend
from 2010 to 2012 as the Group’s business during peak seasons kept growing.

The inventory turnover days significantly increased from approximately 87 days for the five
months ended 31 May 2012 to approximately 132 days for the five months ended 31 May 2013 because
there has been an increase in inventory balance as at 31 May 2013 compared to 31 May 2012 coupled
with a decrease in cost of sales recognised for the five months ended 31 May 2013 compared to the five
months ended 31 May 2012, as explained in more detail in the following table and the accompanying

notes:
For the five For the five
months ended/ months ended/
As at 31 May As at 31 May
2012 2013
Notes HK$’000 HK$’000
(unaudited)

Inventory balance
— Raw materials and work in progress 18,101 18,397
— Private label finished goods 1 1,674 10,007
— Own brand finished goods 2 12,316 13,656
Total inventory balance (A) 32,091 42,060
Costs of sales (B) 3 55,819 48,003
Inventory turnover days (A/B x 151 days) 87 days 132 days
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Notes:

Private label finished goods inventories increased significantly by approximately HK$8,333,000 from approximately
HK$1,674,000 as at 31 May 2012 to approximately HK$10,007,000 as at 31 May 2013 primarily because of the
following reasons:

(i) Out of the increase of approximately HK$8,333,000, approximately HK$2,532,000 was attributable to a batch
of private label finished goods (which amounted to approximately HK$2,532,000 at cost) that had been
delivered to customer in the fourth quarter of 2012 but was returned to the Group for certain additional
alterations as requested by the relevant customer. Such batch of goods was counted as the Group’s inventory
as at 31 May 2013 pending for completion of the alterations, thereby contributing to the increase in the
inventory turnover days to 132 days for the five months ended 31 May 2013. Excluding the effect of the
returned batch of private label finished goods of approximately HK$2,532,000, the inventory turnover days of
the Group for the five months ended 31 May 2013 would have been approximately 124 days instead of 132
days.

(i)  The remaining increase of approximately HK$5,801,000 was mainly attributable to the increased private label
finished goods that were produced pursuant to sales orders received (including the delayed orders from
customers as explained in detail in the paragraph headed “Revenue” under the sub-section headed “Combined
statements of comprehensive income” above in this section of “Financial information”) and were pending for
delivery to customers.

Own brand finished goods increased by approximately HK$1,340,000 from approximately HK$12,316,000 as at 31
May 2012 to approximately HK$13,656,000 as at 31 May 2013 primarily due to the own brand finished goods
produced in 2012 that were targeted to be sold in 2 to 3 peak seasons (i.e. 2 to 3 years) but remained unsold in the
peak season of 2012 and therefore remained in the Group’s inventory balance as at 31 May 2013.

Cost of sales decreased by approximately HK$7,816,000 from approximately HK$55,819,000 for the five months
ended 31 May 2012 to approximately HK$48,003,000 for the five months ended 31 May 2013 primarily because the
Group recorded a lower revenue (and thereby a lower cost of sales, being the denominator for the calculation of the
inventory turnover days) for the five months ended 31 May 2013 compared to the five months ended 31 May 2012
due to the effect of the difference between the Chinese New Year period in 2012 and in 2013 as explained in more
detail in the paragraph headed “Revenue” under the sub-section headed “Combined statements of comprehensive
income” above in this section of “Financial information”.

In order to improve the inventory turnover of the Group, the Group has increased its marketing

effort in selling its finished goods inventory. For instance, approximately 55.8% of the Group’s finished

goods inventory aged over 1 year as at 31 May 2013 has been sold up to 31 October 2013, while

approximately 67.1% of the Group’s finished goods inventory aged between 181 and 365 days as at 31

May 2013

has been sold up to 31 October 2013. Please refer to the paragraph headed “Ageing analysis

and subsequent usage/sales” below for further information regarding the subsequent sales progress of

the Group’s finished goods inventory as at 31 May 2013 of different age groups up to 31 October 2013.
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Finished goods inventory

The following table sets out a breakdown of the Group’s inventory of finished goods by private
labels and own brand products and their subsequent sales:

Subsequent
sales of
finished goods
As at As at As at balance up to
31 December 31 December 31 May 31 October
2011 2012 2013 2013
HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)
Finished goods inventory
— Private label products 1,838 5,228 10,007 9,746
— Own brand products 12,493 12,251 13,656 7,314
14,331 17,479 23,663 17,060

As illustrated in the table above, most of the Group’s finished goods inventory was own brand
products during the Track Record Period. Subsequent sales of the finished goods inventory up to 31
October 2013 amounted to approximately HK$17,060,000, representing approximately 72.1% of the
Group’s finished goods inventory as at 31 May 2013.

The inventory level of private label finished goods increased from approximately HK$1,838,000 as
at 31 December 2011 to approximately HK$5,228,000 as at 31 December 2012 primarily due to the
following reasons: (i) private label products are generally manufactured only after receiving customers’
orders and as such, private label finished goods inventory mainly include products that are manufactured
pursuant to customers’ orders and pending for delivery as well as goods in transit; (ii) as the Group
experienced a general growth in business in 2012 as compared to 2011, the amount of goods in transit
and pending for delivery as at 31 December 2012 was higher than that as at 31 December 2011; and (iii)
one batch of private label finished goods amounting to approximately HK$2,532,000 that had been
delivered to the customer in the fourth quarter of 2012 was returned to the Group for certain alterations
as requested by the relevant customer, and such batch of goods was counted as the Group’s inventory as
at 31 December 2012 pending for completion of the alterations.

The inventory level of private label finished goods further increased to approximately
HK$10,007,000 as at 31 May 2013 as compared to the approximately HK$5,228,000 as at 31 December
2012 mainly because of the following reasons: (i) the peak season of the Group is generally from July to
November during which delivery (and thus revenue recognised) is the highest; (ii) as at 31 December of
each year, the peak season has just passed and there are fewer private label products that are still
pending for delivery or that are in transit; (iii) as at 31 May of each year, the peak season for delivery is
approaching and many private label customers have already started placing orders for winter collections
starting from the second quarter of the year and as such, a large quantity of products would have already
been produced at the time of the year pursuant to customers’ orders and would be pending for delivery
to customers or are in transit and are therefore counted as finished goods inventory as at 31 May; and
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(iv) the aforementioned returned batch of private label products amounting to approximately
HK$2,532,000 still remained as the Group’s inventory as at 31 May 2013 pending for completion of the
alterations as requested by customers.

The inventory level of own brand products remained at a stable level, changing slightly from
approximately HK$12,493,000 as at 31 December 2011 to HK$12,251,000 as at 31 December 2012,
which is in line with the general growth of the Group’s own brand products operation during the period.

The inventory level of own brand products increased from approximately HK$12,251,000 to
approximately HK$13,656,000 as at 31 May 2013 because of the following reasons: (i) it has been one
of the Group’s strategies to further develop its own brand products operation, which requires more own
brand finished goods inventory that are ready for immediate delivery once customers’ orders are
confirmed; and (ii) as at 31 May 2013, the peak season for sales was approaching and therefore, more
own brand products are required (and had been produced) to cope with the anticipated peak seasons
from July to November 2013.

Ageing analysis and subsequent usage/sales

The following table sets out the inventory ageing of the major categories of inventories and the
amount of subsequent usage or sales:

1-30 31-90 91-180 181-365 Over
days days days days 1 year Total
HK$’000 HK$’000 HK$’000 HK$’'000 HK$'000 HKS$ 000

Raw materials
— as at 31 May 2013 (A) 7,691 4,312 2,222 1,250 1,400 16,875
— subsequent usage up to
31 October 2013
(unaudited) (B) 7,114 3,832 1,980 825 760 14,511
— B/A 92.5% 88.9% 89.1% 66.0% 54.3% 86.0%

Work in progress
— as at 31 May 2013 (C) 1,522 — — — — 1,522
— subsequent usage up to
31 October 2013
(unaudited) (D) 1,522 — — — — 1,522
— D/C 100% NA NA NA NA 100%

Finished goods
— as at 31 May 2013 (E) 8,591 1,214 864 3,884 9,110 23,663
— subsequent sales up to
31 October 2013
(unaudited) (F) 7,839 982 551 2,606 5,082 17,060
— F/E 91.2% 80.9% 63.8% 67.1% 55.8% 72.1%
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As illustrated in the above table, the age of the raw materials below 1 year and over 1 year
accounted for HK$15.5 million (or 91.7%) and HK$1.4 million (or 8.3%) of the total inventory of raw
materials respectively. The inventory of raw materials over 1 year mainly comprised those leftover
materials and materials for the production of samples. The subsequent usage of this category of raw
materials was 54.3% up to 31 October 2013. The Directors consider that these raw materials will be
fully used in production of finished goods and samples, and still have re-sell value although they are
slow moving.

The age of the finished goods below 1 year and over 1 year accounted for HK$14.6 million (or
61.6%) and HK$9.1 million (or 38.4%) of the total inventory of finished goods respectively. The
inventory of finished goods over 1 year mainly comprised the own brand products pending for sales to
customers. The reason for such aged inventory is that a large quantity of own brand winter clothing had
been produced previously targeting to be marketed and sold in the peak winter seasons in 2012 and
2013. The aged finished goods inventory mainly comprised those that were unsold in the peak season in
2012 and were brought forward to 2013, pending for sales to customers in the winter season. The
subsequent sales of this category of finished goods was 55.8% up to 31 October 2013.

It has been the Group’s strategy to develop the sales of own brand products and provide immediate
delivery of products to customers. Therefore, the Group would select certain designs of fashion and
develop them as own brand products, and produce or outsource the production before customers place
orders.

During 2012, the Group developed and manufactured a series of winter clothing with various
designs in relatively bulk quantity so as to offer more choices of clothing style for immediate delivery to
the customers.

In addition, as the nature of the Group’s own brand products are autumn/winter clothing and are
only ready for sales in cold season, customers would generally place orders for such own brand products
(which are available for immediate delivery) during the peak season from July to November each year.
Therefore, customers would place fewer orders for the autumn/winter clothing in the slack season before
July each year.

Although inventory was aged over 1 year, the Directors consider that no provision should be made
as at 31 May 2013 because (i) the style and design of the relevant series of winter clothing are classic
and universal in nature which are not considered to be easily outmoded and could be sold in two or
three peak seasons (i.e. in two or three years); (ii) the Group usually aims at selling its finished goods
inventory within 2 years (i.e. 2 peak seasons) before making any impairment; (iii) leveraged on the
Group’s strategy on developing its own brand products operation, the Group’s sales of own brand
products increased by 21.5% from HK$31.1 million for the year ended 31 December 2011 to HK$37.8
million for the year ended 31 December 2012, while the gross profit margin increased from 28.3% to
32.1% over the same period, and as such, the Directors consider this series of inventory of which was
aged even over 1 year can be sold at price above its cost in the peak season in 2013; and (iv)
approximately 55.8% of the Group’s finished goods inventory that was aged over 1 year as at 31 May
2013 were subsequently sold up to 31 October 2013 as illustrated in the above table. Based on the
above, the Directors consider that the write-down of inventories of approximately HK$293,000, nil and
nil for each of the two years ended 31 December 2012 and the five months ended 31 May 2013 were
adequate.
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Among approximately HK$9,110,000 of finished goods inventory aged over 1 year as at 31 May
2013, only approximately HK$746,000 were aged 2 years or above as at 31 May 2013. The Directors
consider that no provision is necessary for such inventories aged 2 years or above because (i) out of
approximately HK$746,000, a substantial portion amounting to approximately HK$500,000 had already
been subsequently sold up to 31 October 2013 above its costs; and (ii) the remaining balance of
approximately HK$246,000 is immaterial and the Directors are confident that such remaining inventory
can be subsequently sold over its costs.

TRADE AND BILL RECEIVABLES ANALYSIS

Trade and bill receivables are initially recognised at fair value and thereafter stated as amortised
cost, using the effective interest method, less any identified impairment losses. During the Track Record
Period, the Group did not record any impairment losses on trade and bill receivables.

The Group’s trade and bill receivables represented approximately 37.3%, 36.0% and 18.7% of the
Group’s total current assets as at 31 December 2011 and 2012 and 31 May 2013 respectively. The
following table sets out the Group’s trade and bill receivables balances as at the respective financial
position dates below.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HKS$’000

Trade receivables 36,590 41,583 23,081
Bill receivables 3,519 7,992 1,488
40,109 49,575 24,569

The Group’s trade and bill receivables decreased by approximately 50.4% or HK$25.0 million from
approximately HK$49.6 million as at 31 December 2012 to approximately HK$24.6 million as at 31
May 2013 which was in line with the decrease in sales due to the seasonal factor. The Group’s trade and
bill receivables increased by approximately 23.7% or HK$9.5 million from approximately HK$40.1
million as at 31 December 2011 to approximately HK$49.6 million as at 31 December 2012, primarily
attributable to increase in turnover as a result of more sales order placed by the Group’s customers
during the year ended 31 December 2012.
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The following table sets out the Group’s trade receivables turnover days during the Track Record
Period:

As at

As at 31 December 31 May

2011 2012 2013

Trade receivables turnover days 44 46 57
Notes:

1. Trade receivable turnover days for each of the years ended 31 December 2011 and 2012 = 365 X ending trade

receivables balances/revenue.
2. In view of the distorting effect of the relatively higher-ending balance of the trade receivables as at 31 December

2012, trade receivables turnover days for the five months ended 31 May 2013 was calculated by dividing the trade
receivables as at 31 May 2013 by revenue for the five months ended 31 May 2013 times 151 days.

The Group’s trade receivables turnover days were approximately 44, 46 and 57 for the two years
ended 31 December 2012 and for the five months ended 31 May 2013, respectively. The trade
receivables turnover days increased by approximately 11 days from approximately 46 days for the year
ended 31 December 2012 to approximately 57 days for the five months ended 31 May 2013, primarily
attributable to relatively lower turnover during the first quarter of 2013 resulting from seasonal factor.
Trade receivables turnover days for the years ended 31 December 2011 and 31 December 2012 remained
relatively stable at approximately 44 days and approximately 46 days respectively.

The Group generally grants an average credit period of 10 to 60 days to its customers. The
following table sets out the ageing analysis of the Group’s trade receivables balances based on the
invoice dates as at the respective financial position dates below.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

0-30 days 13,927 8,334 9,457
31-60 days 15,370 20,065 6,234
61-90 days 4,655 9,208 4,935
91-180 days 2,578 3,881 2,374
Over 180 days 60 95 81
36,590 41,583 23,081

Up to 31 October 2013, approximately 99.5% of the Group’s trade receivables as at 31 May 2013
had been settled. The reason for the subsequent settlement of only 99.5% (rather than 100%) was due to
late settlement by certain customers of the Group.
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TRADE AND BILL PAYABLES ANALYSIS

Trade and bill payables are initially recognised at fair value and thereafter stated at amortised
costs, using the effective interest method.

The Group’s trade and bill payables primarily represent payables to its third-party raw material
suppliers, third-party product suppliers and subcontractors. The following table sets out the breakdown
of the Group’s trade and bill payables as at the dates indicated:

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

Trade payables 64,263 63,120 41,465
Bill payables 3,085 10,311 11,259
67,348 73,431 52,724

The Group’s trade and bill payables decreased by approximately 28.2% or HK$20.7 million from
approximately HK$73.4 million as at 31 December 2012 to approximately HK$52.7 million as at 31
May 2013. The decrease in trade and bill payables was primarily due to the decrease in purchase of
materials during the slack season in the first five months of the year 2013. The Group’s trade and bill
payables increased by approximately 9.1% or HK$6.1 million from approximately HK$67.3 million as at
31 December 2011 to approximately HK$73.4 million as at 31 December 2012, primarily attributable to
increase in purchase of materials during the year ended 31 December 2012, where higher sales volume
were recorded.

The following table sets out the Group’s trade payables balances based on the invoice dates as at
the respective financial position dates below grouped by their ages.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$°000 HK$’000

0-30 days 20,611 18,803 18,207
31-60 days 10,225 11,678 8,358
61-90 days 9,076 4,585 3,492
91-180 days 12,782 13,251 5,451
Over 180 days 11,569 14,803 5,957
64,263 63,120 41,465

During the Track Record Period, credit periods granted by the Group’s suppliers are in general in
the range of 15 to 120 days.
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Up to 31 October 2013, approximately 94.8% of the Group’s trade payables as at 31 May 2013 had
been settled.

The following table sets out the Group’s trade payables turnover days during the Track Record
Period:

As at

As at 31 December 31 May

2011 2012 2013

Trade payables turnover days 98 92 130
Notes:

1. Trade payables turnover days for each of the years ended 31 December 2011 and 2012 = 365 x ending trade payables

balances / cost of sales.
2. In view of the distorting effect of the relatively higher ending balance of the trade payables as at 31 December 2012,

trade payables turnover days for the five months ended 31 May 2013 was calculated by dividing the trade payables
as at 31 May 2013 by cost of sales for the five months ended 31 May 2013 times 151 days.

The Group’s trade payables turnover days were approximately 98, 92 and 130 for the two years
ended 31 December 2012 and for the five months ended 31 May 2013 respectively. The trade payables
turnover days increased from approximately 92 days for the year ended 31 December 2012 to
approximately 130 days for the five months ended 31 May 2013, which was primarily attributable to (i)
lower cost of sales recorded during the five months ended May 2013 due to the seasonal fluctuation; and
(i1) a relatively higher balance of trade payables as at 31 May 2013 as the Group purchases more raw
materials in April to May for the coming peak production season from July to November. Trade
payables turnover days decreased slightly by approximately 6 days, from 98 days for the year ended 31
December 2011 to 92 days for the year ended 31 December 2012, which was primarily due to increase
in settlement to suppliers.

Deposits, prepayments and other receivables

The following table sets out the Group’s deposits, prepayments and other receivables as at the
respective financial position dates below.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

Other receivables, net 7,986 9,833 7,874

Deposits 5,186 1,917 2,009

Prepayments 2,991 1,392 5,160
Payments for leasehold land held for own use

under operating leases 52 54 54

16,215 13,196 15,097
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Deposits, prepayments and other receivables include prepayments for purchases of raw materials,
utilities deposits, deposits paid for purchases of raw materials, other receivables which mainly comprise
the advance to certain subcontractors and suppliers.

The balance of deposits, prepayments and other receivables increased by approximately HK$1.9
million from approximately HK$13.2 million as at 31 December 2012 to approximately HK$15.1
million as at 31 May 2013, which was mainly due to increase in prepayments for purchases of raw
materials of approximately HK$3.8 million and partly offset by decrease in advances to subcontractors
and suppliers by approximately HK$1.9 million. The balance of deposits, prepayments and other
receivables decreased by approximately HK$3.0 million from approximately HK$16.2 million as at 31
December 2011 to approximately HK$13.2 million as at 31 December 2012, which was primarily due to
decrease in deposits paid for purchases of raw materials by approximately HK$3.3 million and
prepayments for purchases of raw materials by approximately HK$1.6 million, and partly offset by
increase in advances to subcontractors and suppliers by approximately HK$1.8 million.

Accruals, other payables and receipts in advance

The following table sets out the Group’s accruals, other payables and receipts in advance as at the
respective financial position dates below.

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

Accruals 4,362 5,461 4,026
Other payables 10,603 11,384 7,819
Receipts in advance 724 4,054 3,180
15,689 20,899 15,025

Accruals included accrued salaries and utility expenses. Other payables mainly comprised
transportation fee payable. Receipts in advance mainly comprised deposits from customers as at each of
the reporting dates of the Track Record Period.

The balance of accruals, other payables and receipts in advance increased by approximately
HK$5.2 million from approximately HK$15.7 million as at 31 December 2011 to approximately
HK$20.9 million as at 31 December 2012, mainly due to increase in accruals by HK$1.1 million as a
result of increase in accrued staff’s salaries and bonuses and other operating expenses due to increase in
turnover; and increase in receipts in advance of approximately HK$3.4 million as a result of more
deposits received from customers during the year ended 31 December 2012.
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The balance of accruals, other payables and receipts in advance decreased by approximately
HK$5.9 million from approximately HK$20.9 million as at 31 December 2012 to approximately
HK$15.0 million as at 31 May 2013, mainly due to decrease in accruals for staff salaries by
approximately HK$1.4 million, other payables by approximately HK$3.6 million as a result of decrease
in transportation fee and warehousing fee and receipts in advance by approximately HK$0.9 million as a
result of decrease in deposits receipt from customers. All the aforesaid decreases were mainly due to the
slack season effects during the period.

ANALYSIS OF FINANCIAL POSITION

The following table sets out the key financial ratios of the Group during the Track Record Period.

As at

As at 31 December 31 May

2011 2012 2013

Return on total assets 7.2% 14.6% (3.0%)
Return on equity 22.6% 40.8% (8.6%)
Current ratio 1.22 1.36 1.33
Quick ratio 0.95 1.09 0.90
Gearing ratio 10.4% 4.4% 54.9%

Key financial ratios
Return on assets

There was negative return on total assets for the five months ended 31 May 2013 due to the loss of
approximately HK$4.5 million incurred by the Group for the period, which has been explained aforesaid

in this section.

The Group’s return on total assets increased from approximately 7.2% for the year ended 31
December 2011 to approximately 14.6% for the year ended 31 December 2012. This was mainly due to
the increase in net profit for the year by approximately 145.9% over the two years ended 31 December

2012 due to the aforementioned reasons.
Return on equity

There was negative return on equity for the five months ended 31 May 2013 due to the loss of
approximately HK$4.5 million incurred by the Group for the period, which has been explained aforesaid

in this section.

The Group’s return on equity increased from approximately 22.6% for the year ended 31 December
2011 to approximately 40.8% for the year ended 31 December 2012, primarily due to the increase in net
profit for the year by approximately 145.9% over the two years ended 31 December 2012 due to the

aforementioned reasons.
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Current ratio

The Group’s current ratio remained relatively stable during the Track Record Period at
approximately 1.22, 1.36 and 1.33 as at 31 December 2011 and 2012 and 31 May 2013 respectively.

Quick ratio

The Group’s quick ratio declined from approximately 1.09 as at 31 December 2012 to
approximately 0.90 as at 31 May 2013 primarily due to a decrease in trade and bill receivables of
approximately of HK$25.0 million from 31 December 2012 to 31 May 2013, which was mainly due to
relatively lower sales volume recorded during the five months ended 31 May 2013 because of the
seasonal factor.

The Group’s quick ratio improved from approximately 0.95 as at 31 December 2011 to
approximately 1.09 as at 31 December 2012. The improvement in quick ratio was primarily due to
increase in balance of cash and cash equivalents as a result of improvement in profit margin and
business growth.

Gearing ratio

The Group’s gearing ratio was approximately 10.4%, 4.4% and 54.9% as at 31 December 2011,
2012 and 31 May 2013 respectively. The increase in gearing ratio from approximately 4.4% as at 31
December 2012 to approximately 54.9% as at 31 May 2013 was mainly due to increase in interest-
bearing borrowings of approximately of HK$26.3 million as a result of more finance obtained from
banks for purchases of inventory in preparation of production for peak season from July to November.
The decline in gearing ratio from approximately 10.4% as at 31 December 2011 to approximately 4.4%
as at 31 December 2012 was mainly due to decrease in interest-bearing borrowings by approximately
HK$1.9 million as at 31 December 2012 as a result of improvement in cash and bank balances and
improvement in business performance in the year ended 31 December 2012.
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INDEBTEDNESS

The following table sets out the Group’s interest-bearing borrowings and amounts due to Directors
as at the respective financial position dates below.

As at
As at 31 December 31 May
2011 2012 2013
HK$’000 HK$’000 HK$’000
Current portion:
Interest-bearing borrowings
— Bank borrowings 3,461 1,828 28,187
— Obligations under finance leases 218 232 237
Amounts due to Directors — 2,515 830
3,679 4,575 29,254
Non-current portion:
Interest-bearing borrowings
— Obligations under finance leases 649 418 317
4,328 4,993 29,571

Interest-bearing borrowings

The Group’s bank borrowings during the Track Record Period were secured by pledged bank
deposits, personal guarantees by the Directors, the Special Loan Guarantee Scheme executed by the
Government of Hong Kong Special Administrative Region, SME Financing Guarantee Scheme executed
by the Hong Kong Mortgage Corporation Limited and/or the Group’s buildings and payments for
leasehold land held for own use under operating leases. Such personal guarantees will be released upon
[e] and replaced by corporate guarantees of the Group.

The Group leased its office equipment under finance leases with an average lease term of 5 years.
The Group’s obligation under finance leases are secured by the lessors’ title to the leased assets. Details
of obligation under finance leases are disclosed in the paragraphs headed “Commitments” below.

As at 31 December 2011 and 2012 and 31 May 2013, interest-bearing borrowings of
HK$1,828,000, HK$752,000 and HK$2,641,000 that are not scheduled to repay within one year were
classified as current liabilities as the related loan agreements contain a clause that provides the lenders
with an unconditional right to demand repayment at any time at its own discretion. None of the portion
of these interest-bearing borrowings due for repayment after one year which contain a repayment on
demand clause and that is classified as current liabilities is expected to be settled within one year.
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As at the respective financial position dates, total current and non-current interest-bearing

borrowings were scheduled to repay as follows:

As at

As at 31 December 31 May

2011 2012 2013

HK$°000 HK$’000 HK$’000

Within one year 1,851 1,308 25,783

More than one year, but not exceeding

two years 1,307 998 1,115
More than two years, but not exceeding

five years 1,170 172 1,843

4,328 2,478 28,741

Note: The amounts due are based on the scheduled repayment dates in the banking facilities and ignore the effect of any

repayment on demand clause.

The interest-bearing borrowings carry interest at rates per annum ranging as follows:

As at

As at 31 December 31 May

2011 2012 2013

Fixed-rate borrowings 6.0% to 6.7% 6.0% 2.8% to 6.2%
Variable-rate borrowings:

— Prime/standard rate of the banks 5.8% 5.8% 3.5% to 6.6%

— PRC National benchmark interest rate 6.9% — —

Amounts due to Directors

The amounts due to Directors are unsecured, non-interest bearing and repayable on demand. The

amounts due to Directors as at 31 December 2012 and 31 May 2013 represented advances from Mr.

Tien and/or Mr. Gozashti for financing the daily operation of the Group which will be repaid by the

Group prior to the [e].
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Financial guarantee

The maximum amounts of financial guarantees provided by the Directors as well as the amount of
interest-bearing borrowings and unutilised banking facilities during the Track Record Period are as

follows:

As at As at As at
31 December 31 December 31 May
2011 2012 2013
HKS$’000 HK$’000 HKS$’000

Financial guarantees provided by:
Mr. Tien 117,100 131,000 143,042
Mr. Gozashti 83,900 97,800 101,300
Interest-bearing borrowings outstanding 4,328 2,478 28,741
Unutilised banking facilities 112,100 126,000 110,466

As illustrated in the above table, the maximum amounts of financial guarantees provided by the
Directors during the Track Record Period were significantly higher than the actual outstanding balances
of interest-bearing borrowings as at the end of each years/period of the Track Record Period. Such
significantly higher amounts of financial guarantees provided were necessary in view of the total amount
of banking facilities granted by the relevant banks to the Group. The amounts of banking facilities allow
flexibilities to the Group during peak seasons for production and working capital needs.

The Group had unutilised banking facilities of approximately HK$112.1 million, HK$126.0 million
and HK$110.5 million as at 31 December 2011 and 2012 and 31 May 2013 respectively.
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As at 31 October 2013, being the most recent practicable date for the purpose of this indebtedness
statement in this document, the Group had the following outstanding borrowings:

As at
31 October
2013
HK$°000
(unaudited)
Current portion:
Interest-bearing borrowings
— Bank borrowings 11,851
— Obligations under finance leases 243
Amounts due to Directors 1,420
13,514
Non-current portion:
Interest-bearing borrowings
— Obligations under finance leases 214
13,728

As at 31 October 2013, interest-bearing borrowings of HK$2,119,000 that are not scheduled to
repay within one year were classified as current liabilities as the related loan agreements contain a
clause that provides the lenders with an unconditional right to demand repayment at any time at its own
discretion. None of the portion of these interest-bearing borrowings due for repayment after one year
which contain a repayment on demand clause and that is classified as current liabilities is expected to be
settled within one year.

Total current and non-current interest-bearing borrowings were scheduled to repay as follows:

As at

31 October
2013
HK$°000
(unaudited)

Within one year 9,975

More than one year, but not exceeding two years 803
More than two years, but not exceeding five years 1,530

12,308

Note: The amounts due are based on the scheduled repayment dates in the banking facilities and ignore the effect of any
repayment on demand clause.
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As at 31 October 2013, the total amount of unutilised banking facilities available to the Group
amounted to approximately HK$136.7 million. On the same date, the Group’s outstanding borrowings
mainly comprised bank borrowings of approximately HK$11.9 million, which was secured by pledged
bank deposits, personal guarantees by the Directors, the Special Loan Guarantee Scheme executed by
the Government of Hong Kong Special Administrative Region, SME Financing Guarantee Scheme
executed by the Hong Kong Mortgage Corporation Limited and/or the Group’s buildings and payments
for leasehold land held for own use under operating leases. The interest rates of such bank borrowings
ranged from 2.7% to 6.2%. The personal guarantees will be released upon [e] and replaced by corporate
guarantees of the Group.

Save as disclosed in this sub-section headed ‘“Indebtedness” and in the paragraphs headed
“Contingent liabilities” below, the Group did not have outstanding mortgages, charges, debentures, loan
capital, bank overdrafts, loans, debt securities or other similar indebtedness, finance leases or hire
purchase commitments, liabilities under acceptances or acceptance credits or any guarantees or other
material contingent liabilities outstanding as at 31 October 2013. The Directors further confirm that
there has not been any material change in the Group’s indebtedness position subsequent to 31 October
2013 up to the date of this document.

DISTRIBUTABLE RESERVES

The Company was incorporated on 19 June 2013. As at 31 May 2013, the Company had no
distributable reserves available for distribution to the Shareholders.

WORKING CAPITAL

The Directors are of the opinion that, taking into consideration the Group’s internal resources,
available banking facilities and the estimated [e], the Group has sufficient working capital for its present
requirements, for at least the next 12 months from the date of this document.

CAPITAL EXPENDITURES

The Group expects that the future capital expenditures are mainly for the purchase, upgrade and
replacement of the Group’s manufacturing facilities to increase production capacity and operational
efficiency and to reduce operating costs. The Group estimates that the capital expenditure will amount to
approximately HK$6.5 million and HK$10.0 million for the years ending 31 December 2014 and 2015.
The source of funding for these capital expenditures will be mainly the [e]. The total capital expenditure
of the Group were HK$1.6 million, HK$0.6 million and HK$0.4 million for the years ended 31
December 2011 and 2012, and the five months ended 31 May 2013 respectively.

CONTINGENT LIABILITIES

As at the Latest Practicable Date, Runway HK was involved in an outstanding arbitration case in
Hong Kong where Runway HK was the claimant while an independent third party product supplier was
the respondent (the “Respondent™), details of which are disclosed in the paragraph headed “Litigation”
under the section headed “Business” in this document.
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The arbitration involved a contract dispute between Runway HK and the Respondent, where
Runway HK is claiming against the Respondent for certain undelivered apparel products (which Runway
HK had paid for) and an amount in the sum of US$153,055.92 (or approximately HK$1.19 million).
While Runway HK was the claimant, the Respondent has filed a counterclaim against Runway HK,
according to which if Runway HK ultimately loses in the proceedings, it may be required to pay to the
Respondent a certain amount (which had been calculated by the Respondent to be US$189,813.88, or
approximately HK$1.48 million) plus other possible damages and costs. The outcome of the arbitration
is uncertain as at the Latest Practicable Date. The Directors consider that no provision is required at this
stage of the proceedings in accordance with the Group’s relevant accounting policy.

COMMITMENTS

The Group’s commitments relate to future aggregate minimum lease payments under its finance
lease commitments and operating lease commitments.

(a) Finance lease commitments

The Group leased its office equipment under finance leases with an average lease term of 5
years. The Group’s obligations under finance leases are secured by the lessors’ title to the leased
assets.

Interest rate underlying all obligations under finance leases is fixed at the respective contract
date at 6% per annum.

Future minimum rental payable at the end of each reporting period are as follows:

As at
As at 31 December 31 May
2011 2012 2013

HK$’000 HK$°000 HK$°000

Within one year 264 264 264
In the second to fifth years 704 440 330

968 704 594
Less: Future finance charges (101) (54) (40)
Present value of minimum lease payments 867 650 554
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Present value of minimum lease payments at the end of each reporting period included in the
combined statements of financial position are as follows:

As at
As at 31 December 31 May
2011 2012 2013

HK$°000 HK$°000 HK$°000

Interest-bearing borrowings — Current portion 218 232 237
Interest-bearing borrowings — Non-current portion 649 418 317
867 650 554

(b) Operating lease commitments

Future minimum rental payable under non-cancellable operating leases of the Group in
respect of land and buildings at the end of each reporting period are as follows:

As at
As at 31 December 31 May
2011 2012 2013

HK$’000 HK$°000 HK$’000

Within one year 2,547 2,876 2,641
In the second to fifth years 3,453 3,445 1,992
6,000 6,321 4,633

The Group leases certain properties under operating leases. The leases run for an initial
period of 3 months to 5 years. None of these leases include any contingent rentals.

CAPITAL RISK MANAGEMENT AND FINANCIAL RISK MANAGEMENT
Capital risk management

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

Further details on the Group’s capital risk management are set out in note 38 to the Accountants’
Report in Appendix I to this document.

Financial risk management

The Group is exposed to market, credit and liquidity risks in the normal course of business.
Further details on the Group’s financial risk management objectives and policies are set out in note 37 to
the Accountants’ Report in Appendix I to this document.
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DIVIDEND POLICY

During each of the two years ended 31 December 2012 and the five months ended 31 May 2013,
Runway HK distributed interim dividends of approximately HK$3.9 million, HK$8.3 million and
HK$0.4 million respectively to Mr. Tien and Mr. Gozashti. In addition, Runway HK declared a special
dividend of HK$20.0 million in June 2013 to Mr. Tien and Mr. Gozashti, which was fully paid in June
2013.

The Company currently does not have a fixed dividend policy and may distribute dividends by
way of cash or by other means that the Directors consider appropriate. A decision to distribute any
interim dividend or recommend any final dividend would require the approval of the Board and depend
upon the following factors:

° the Group’s financial results;
° the Company’s shareholders’ interests;
° general business conditions, strategies and future expansion needs;
° the Group’s capital requirements;
° the payment by its subsidiaries of cash dividends to the Company;
° possible effects on liquidity and financial position of the Group; and
° other factors as the Board may consider relevant.
NO MATERIAL ADVERSE CHANGE

The Directors confirm that up to the date of this document, there has been no material adverse
change in the financial or trading position or prospects of the Group since 31 May 2013 (being the date
to which the latest audited combined financial statements of the Group were prepared), and that there is
no event since 31 May 2013 which would materially affect the information shown in the accountants’
report set out in Appendix I to this document.

RELATED PARTY TRANSACTIONS

Please refer to the paragraph headed “Related parties transaction” in note 34 to the Accountants’
Report in Appendix I to this document.
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FUTURE PLANS

BASES AND ASSUMPTIONS

The business objectives set out by the Directors are based on the following bases and assumptions:

° the Group will have sufficient financial resources to meet the planned capital expenditure and
business development requirements during the period to which the Group’s future plans
relate;

o [of

° there will be no material changes in existing laws and regulations, or other governmental

policies relating to the Group, or in the political, economic or market conditions in which the
Group operates;

° there will be no material changes in the bases or rates of taxation applicable to the activities
of the Group;

o [of

° the Group is able to maintain its customers;

° the Group will be able to retain key staff in the management and the main operational
departments;

° the Group will be able to continue its operation in substantially the same manner as the

Group has been operating during the Track Record Period and the Group will also be able to
carry out its development plans without disruptions adversely affecting its operations or
business objectives in any way;

° there will be no disasters, natural, political or otherwise, which would materially disrupt the
businesses or operations of the Group; and

° the Group will not be materially affected by the risk factors as set out under the section
headed “Risk factors” in this document.
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APPENDIX I ACCOUNTANTS’ REPORT

The following is the text of a report, prepared for the sole purpose of inclusion in this document,
received from the Company’s independent reporting accountants, [e], Certified Public Accountants,

Hong Kong.
[e]

The Directors
Runway Global Holdings Company Limited

[e]
Dear Sirs,

We set out below our report on the financial information (the “Financial Information”) of Runway
Global Holdings Company Limited (the “Company”) and its subsidiaries (hereinafter collectively
referred to as the “Group”), including the combined statements of comprehensive income, the combined
statements of changes in equity and the combined statements of cash flows of the Group for each of the
years ended 31 December 2011 and 2012 and the five months ended 31 May 2013 (the “Relevant
Periods”), and the combined statements of financial position of the Group as at 31 December 2011 and
2012 and 31 May 2013, together with explanatory notes thereon, for inclusion in the document of the
Company dated [e] (the “Document”).

The Company was incorporated in the Cayman Islands on 19 June 2013 as an exempted company
with limited liability under the Laws of Cayman Islands.

Pursuant to a corporate reorganisation (the “Reorganisation”) as described in note 2.1 of section II
of this report, the Company became the holding company of the subsidiaries now comprising the Group.
The Company has not carried on any business since the date of its incorporation save for the
aforementioned Reorganisation.

The Group is principally engaged in manufacturing and trading of apparels. The Company and its
subsidiaries have adopted 31 December as their financial year end date. Particulars of the subsidiaries
comprising the Group are set out in note 1 of section II of this report.

No audited financial statements have been prepared for the Company, Great Entrepreneur
Investments Limited (“Great Entrepreneur”) and Transformed Holdings Limited (“Transformed
Holdings™) as they are newly incorporated and have not been involved in any significant business
transactions except for the Reorganisation. No audited financial statements have been prepared for
Runway Fashions, Inc. (“Runway US”) since the date of its incorporation as it is not involved in any
significant business transaction which is not subject to statutory audit requirements under its place of
incorporation.

The statutory financial statements of Runway Global Limited (““Runway HK”") for the years ended
31 December 2011 and 2012 were audited by Ka Lun Lam & Co., certified public accountants and [e],
certified public accountants respectively. These statutory financial statements were prepared in
accordance with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA™).
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The statutory financial statements of Jiaxing Runway Global Garment Limited (I ¥ 52 Bk il fifi (5%
B A BR/A W) (“Runway Jiaxing”) for the years ended 31 December 2011 and 2012 were audited by
Zhejiang Zhongming Certified Public Accountants Company Limited (#7716 & 51l S5 5 i A BR A
F]), a firm of certified public accountants registered in the People’s Republic of China (“PRC”). All
these statutory financial statements were prepared in accordance with the relevant accounting principles
and accounting rules applicable to enterprises established in the PRC.

For the purpose of the Financial Information of this report, the directors of the Company have
prepared the combined financial statements (the “Underlying Financial Statements™) of the Group for
the Relevant Periods in accordance with the basis set out in note 2.2 of section II and accounting
policies set out in note 5 of section II which conform with HKFRSs issued by the HKICPA. The
Financial Information set out in this report has been prepared by the directors based on the Underlying
Financial Statements with no adjustments made thereon.

Respective responsibility of directors and reporting accountants

The directors of the Company are responsible for the contents of the Document, including the
preparation and the true and fair presentation of the Financial Information prepared in accordance with
the basis of presentation set out in note 2.2 of section II and accounting policies set out in note 5 of
section II, the disclosure requirements of the Hong Kong Companies Ordinance and applicable Rules,
and for such internal control as the directors determine is necessary to enable the preparation of the
Financial Information that is free from material misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on the Financial Information and to report our opinion
to you.

Basis of opinion

For the purpose of this report, we have carried out audit procedures on the Underlying Financial
Statements for the Relevant Periods in accordance with Hong Kong Standards on Auditing (the
“HKSAs”) issued by the HKICPA. We have examined the Financial Information in accordance with the
Auditing Guideline 3.340 “[e]” issued by the HKICPA and have carried out such additional procedures
on the Financial Information as we considered necessary.

Opinion

In our opinion, the Financial Information set out below, for the purpose of this report, prepared on
the basis of presentation set out in note 2.2 of section II and in accordance with accounting policies set
out in note 5 of section II below, give a true and fair view of the combined results and cash flows of the
Group for the Relevant Periods and of the state of affairs of the Group as at 31 December 2011 and
2012 and 31 May 2013.
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Comparative financial information

For the purpose of this report, we have also reviewed the unaudited financial information of the
Group including the combined statement of comprehensive income, the combined statement of changes
in equity and the combined statement of cash flows of the Group for the five months ended 31 May
2012, together with explanatory notes thereto (the “Comparative Financial Information™), for which the
directors of the Company are responsible, in accordance with Hong Kong Standard on Review
Engagements 2410 “Review of Interim Financial Information Performed by the Independent Auditor of
the Entity” issued by the HKICPA. The directors of the Company are responsible for the preparation of
the Comparative Financial Information in accordance with the basis of presentation set out in note 2.2 of
section II and the accounting policies set out in note 5 of section II below, the applicable disclosure
requirements of the Hong Kong Companies Ordinance and the [e]. Our responsibility is to express a
conclusion on the Comparative Financial Information based on our review. A review consists of making
enquiries, primarily of persons responsible for financial and accounting matters, and applying analytical
and other review procedures to the Comparative Financial Information. A review is substantially less in
scope than an audit conducted in accordance with Hong Kong Standards on Auditing and consequently
does not enable us to obtain assurance that we would become aware of all significant matters that might
be identified in an audit. Accordingly, we do not express an audit opinion on the Comparative Financial
Information.

On the basis of our review, which does not constitute an audit, for the purpose of this report,
nothing has come to our attention that causes us to believe that the Comparative Financial Information is
not prepared, in all material respects, in accordance with the same basis adopted in respect of the
Financial Information.
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I. FINANCIAL INFORMATION

Combined Statements of Comprehensive Income

Revenue

Cost of sales

Gross profit

Other income and gains

Changes in fair value of derivative
financial instruments

Selling and distribution expenses

Administrative expenses

Other operating expenses

Finance costs

Profit/(Loss) before income tax
Income tax (expense)/credit

Profit/(Loss) for the year/period
attributable to the owners of the
Company

Other comprehensive income, net
of tax, attributable to the
owners of the Company

Item that may be reclassified
subsequently to profit or loss:

Exchange gain/(loss) on translation
of financial statements of
foreign operations

Total comprehensive income for
the year/period attributable to
the owners of the Company

Notes

23

10

11
14

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
HK$’000 HK$’000 HKS$’000 HK$’000
(unaudited)
306,314 331,088 67,526 60,859
(239,751) (249,866) (55,819) (48,003)
66,563 81,222 11,707 12,856
186 303 96 106
2,071 2,332 2,837 3,721
(26,834) (23,786) (6,907) (7,055)
(27,309) (30,482) (11,156) (14,278)
(1,918) — — —
(1,011) (1,288) (342) (212)
11,748 28,301 (3,765) (4,862)
(2,331) (5,149) 665 338
9,417 23,152 (3,100) (4,524)
1,144 141 (301) 510
10,561 23,293 (3,401) (4,014)
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Combined Statements of Financial Position

As at
As at 31 December 31 May
2011 2012 2013

Notes  HK$’000  HK$'000  HK$ 000

ASSETS AND LIABILITIES
Non-current assets

Property, plant and equipment 17 20,850 18,373 17,776
Payments for leasehold land held for

own use under operating leases 18 2,178 2,140 2,154
Deferred tax assets 29 14 — 356

23,042 20,513 20,286

Current assets

Inventories 19 23,790 27,275 42,060
Trade and bill receivables 20 40,109 49,575 24,569
Deposits, prepayments and other receivables 21 16,215 13,196 15,097
Amounts due from directors 22 5,895 — 4,593
Derivative financial instruments 23 1,477 1,486 4,547
Pledged bank deposits 24 6,074 8,801 8,544
Cash and cash equivalents 25 14,037 37,550 31,978

107,597 137,883 131,388

Current liabilities

Trade and bill payables 26 67,348 73,431 52,724
Accruals, other payables and receipts in advance 27 15,689 20,899 15,025
Amounts due to directors 22 — 2,515 830
Interest-bearing borrowings 28 3,679 2,060 28,424
Provision for taxation 1,548 2,340 2,025

88,264 101,245 99,028

Net current assets 19,333 36,638 32,360

Total assets less current liabilities 42,375 57,151 52,646

Non-current liabilities

Interest-bearing borrowings 28 649 418 317
Net assets 41,726 56,733 52,329
EQUITY
Equity attributable to the owners of the Company
Share capital 30 3,008 3,008 3,008
Reserves 31 38,718 53,725 49,321
Total equity 41,726 56,733 52,329
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Combined Statements of Changes in Equity

Share  Statutory Translation Retained
capital reserve reserve earnings Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(note 31(a)) (note 31(b))

At 1 January 2011 3,008 801 4,180 27,027 35,016
Interim dividend paid (note 15) — — — (3,851) (3,851)

Transaction with the owners
during the year — — — (3,851) (3,851)

Profit for the year — — — 9,417 9,417
Other comprehensive income
— Exchange gain on translation

of financial statements of foreign

operations — — 1,144 — 1,144

Total comprehensive income
for the year — — 1,144 9,417 10,561

Profit appropriation to reserve — 83 — (83) —

At 31 December 2011 and
1 January 2012 3,008 884 5,324 32,510 41,726
Interim dividend paid (note 15) — — — (8,286) (8,286)

Transaction with the owners
during the year — — — (8,286) (8,286)

Profit for the year — — — 23,152 23,152
Other comprehensive income
— Exchange gain on translation

of financial statements of foreign

operations — — 141 — 141

Total comprehensive income

for the year — — 141 23,152 23,293
Profit appropriation to reserve — 351 — (351) —
At 31 December 2012 3,008 1,235 5,465 47,025 56,733
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Combined Statements of Changes in Equity (Continued)

Share  Statutory Translation Retained
capital reserve reserve earnings Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(note 31(a)) (note 31(b))

At 1 January 2013 3,008 1,235 5,465 47,025 56,733
Interim dividend paid (note 15) — — — (390) (390)

Transaction with the owners
during the period — — — (390) (390)

Loss for the period — — — (4,524) (4,524)
Other comprehensive income
— Exchange gain on translation

of financial statements of foreign

operations — — 510 — 510

Total comprehensive income
for the period — — 510 (4,524) (4,014)

At 31 May 2013 3,008 1,235 5,975 42,111 52,329

For the five months ended

31 May 2012 (unaudited):
At 1 January 2012 3,008 884 5,324 32,510 41,726
Interim dividend paid (note 15) — — — (6,286) (6,286)

Transaction with the owners
during the period (unaudited) — — — (6,286) (6,286)

Loss for the period — — — (3,100) (3,100)
Other comprehensive income
— Exchange loss on translation

of financial statements of foreign

operations — — (301) — (301)

Total comprehensive income for the
period (unaudited) — — (301) (3,100) (3,401)

At 31 May 2012 (unaudited) 3,008 384 5,023 23,124 32,039
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Combined Statements of Cash Flows

Year ended 31 December

Five months ended 31 May

2011 2012 2012 2013
Notes HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)
Cash flows from operating activities
Profit/(Loss) before income tax 11,748 28,301 (3,765) (4,862)
Adjustments for:
Bank interest income 9 (23) (27) (10) (11)
Interest expenses 10 1,011 1,288 342 212
Amortisation of payments for
leasehold land held for own use
under operating leases 11 52 54 22 23
Depreciation of property, plant and
equipment 11 3,215 3,227 1,330 1,250
Impairment loss on other receivables 11 1,918 — — —
Loss/(Gain) on disposals of property,
plant and equipment 11 7 2) — (17)
Write-down of inventories to net
realisable value 11 293 — — —
Changes in fair value of derivative
financial instruments (2,071) (2,332) (2,837) (3,721)
Operating profit/(loss) before working
capital changes 16,150 30,509 (4,918) (7,126)
Increase in inventories (10,803) (3,370) (8,555) (14,443)
Decrease/(Increase) in trade and bill
receivables 15,518 (9,460) 3,985 25,013
(Increase)/Decrease in deposits,
prepayments and other receivables (3,535) 3,177 (150) (1,489)
Increase/(Decrease) in trade and bill
payables 22,614 5,873 (20,636) (21,276)
Increase/(Decrease) in accruals, other
payables and receipts in advance 347 5,087 (3,580) (5,970)
Settlement of derivative financial
instruments 1,073 2,323 587 660
Cash generated from/(used in) operations 41,364 34,139 (33,267) (24,631)
Income tax paid (965) (4,344) (449) (333)
Net cash generated from/(used in)
operating activities 40,399 29,795 (33,716) (24,964)
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Combined Statements of Cash Flows (Continued)

Year ended 31 December Five months ended 31 May

2011 2012 2012 2013
Notes HK$’000 HK$’000 HKS$’000 HK$’000
(unaudited)

Cash flows from investing activities
Purchases of property, plant and

equipment (1,568) (613) (188) (392)
Proceeds from disposals of property,

plant and equipment 95 7 1 43
(Increase)/Decrease in amounts due from

directors (3,721) 5,895 (6,371) (4,593)
(Increase)/Decrease in pledged bank

deposits (909) (2,709) 301 316
Interest received 23 27 10 11

Net cash (used in)/generated from
investing activities (6,080) 2,607 (6,247) (4,615)

Cash flows from financing activities

Dividend paid (3,851) (2,286) (286) (390)
Interest paid (1,011) (1,288) (342) (212)
Decrease in amounts due to directors (981) (3,489) (5,148) (1,694)
Proceeds of interest-bearing borrowings 91,434 172,649 72,012 54,676
Repayments of interest-bearing

borrowings (108,287) (174,502) (36,562) (28,413)

Net cash (used in)/generated from
financing activities (22,696) (8,916) 29,674 23,967

Net increase/(decrease) in cash and
cash equivalents 11,623 23,486 (10,289) (5,612)

Cash and cash equivalents at
beginning of the year/period 2,279 14,037 14,037 37,550
Effect of foreign exchange rates, net 135 27 (33) 40

Cash and cash equivalents at end of
the year/period 14,037 37,550 3,715 31,978
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II. NOTES TO FINANCIAL INFORMATION

1. CORPORATE INFORMATION

The Company was incorporated as an exempted company with limited liability in the Cayman Islands on 19 June
2013. The registered office of the Company is at the offices of Codan Trust Company (Cayman) Limited, Cricket Square,
Hutchins Drive, P.O. Box 2681, Grand Cayman, KY1-111, Cayman Islands.

The Group is principally engaged in manufacturing and trading of apparels.

As at the date of this report, the Company has direct or indirect interests in the following subsidiaries, all of which

are private companies with limited liability, the particulars of which are set out as follows:

Name

Great Entrepreneur

Transformed Holdings

Runway HK

Runway Jiaxing

Runway US

Place/country

and date of
incorporation/
establishment and
kind of legal entity

British Virgin Islands
(“BVI),
21 May 2013,
limited liabilities
company

BVI,
21 May 2013,
limited liabilities
company

Hong Kong,
12 October 2001,
limited liability
company

PRC,
9 October 2003,
limited liability
company

United States of
America (“USA”),
4 April 2003,
limited liability
company

Effective interest held
by the Company
indirect

Particulars of issued

paid-in capital direct

4 ordinary shares of
United States dollar
(“US$”) 1 each

4 ordinary shares of
USS$1 each

3,000,000 ordinary
shares of HK$1
each

US$2,000,000

1,000 ordinary shares
of US$1 each

- I-10 -

100%

100%

100%

100%

100%

Principal activities

Investment holding

Investment holding

Investment holding and
trading of apparels

Manufacturing and
trading of apparels

Provision of designing,
marketing and
advertising services
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2.

GROUP REORGANISATION AND BASIS OF PRESENTATION

Group reorganisation

The companies comprising the Group underwent a reorganisation to rationalise the Group’s structure in

preparation for the [e]. The reorganisation involved the following:

Incorporation and reorganisation of the Company

(a) The Company was incorporated on 19 June 2013 in the Cayman Islands as an exempted company with
limited liability;

(b) On 19 June 2013, one subscriber share with a par value of HK$0.01 which was allotted and issued nil
paid was transferred to All Divine Limited (“All Divine’’) at nil consideration;

(c) On 19 June 2013, one share with a par value of HK$0.01 was allotted and issued nil paid to Fortune
Zone Global Limited (“Fortune Zone”).

Incorporation of Great Entrepreneur

(a) On 21 May 2013, Great Entrepreneur was incorporated in the BVI with limited liability with an
authorised share capital of US$50,000 divided into 50,000 shares of US$1.00 each;

(b) On 10 June 2013, 1 share of Great Entrepreneur was allotted and issued to each of Mr. Hubert Tien
(“Mr. Tien”) and Mr. Farzad Gozashti (“Gozashti”) at its par value of US$1.00.

Incorporation of Transformed Holdings

(a) On 21 May 2013, Transformed Holdings was incorporated in the BVI with limited liability with an
authorised share capital of US$50,000 divided into 50,000 shares of US$1.00 each;

(b) On 10 June 2013, 1 share of Transformed Holdings was allotted and issued to each of Mr. Tien and
Mr. Gozashti at its par value of US$1.00.

Reorganisation of Runway HK

On 22 October 2013, Great Entrepreneur acquired the entire issued share capital of Runway HK from
Mr. Tien and Mr. Gozashti. In exchange, Great Entrepreneur allotted and issued 1 share to each of Mr. Tien
and Mr. Gozashti credited as fully paid.

Reorganisation of Runway US

On 7 November 2013, Transformed Holdings acquired the entire issued share capital of Runway US
from Mr. Tien and Mr. Gozashti. In exchange, Transformed Holdings allotted and issued 1 share to each of
Mr. Tien and Mr. Gozashti credited as fully paid.

Reorganisation of Great Entrepreneur

On 22 November 2013, the Company acquired the entire issued share capital of Great Entrepreneur
from Mr. Tien and Mr. Gozashti. In exchange, the Company allotted and issued 500,000 shares to each of All
Divine and Fortune Zone credited as fully paid under the instructions of Mr. Tien and Mr. Gozashti
respectively.

Reorganisation of Transformed Holdings

On 22 November 2013, the Company acquired the entire issued share capital of Transformed Holdings
from Mr. Tien and Mr. Gozashti. In exchange, the Company allotted and issued 499,999 shares, credited as
fully paid, to each of All Divine and Fortune Zone and credited as fully paid at par the 1 nil paid share held
by each of All Divine and Fortune Zone under the instructions of Mr. Tien and Mr. Gozashti respectively.
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2.2 Basis of presentation

Pursuant to the Reorganisation, the Company became the holding company of the subsidiaries now comprising
the Group.

All the companies comprising the Group were controlled directly or indirectly by Mr. Tien and Mr. Gozashti
(the “Controlling Shareholders™) during the Relevant Periods and there were no changes in Controlling Shareholders’
control in these subsidiaries immediately after the Reorganisation. For the purpose of management and development
of the Group, an agreement was reached among the Controlling Shareholders when they first found the Group to act
together as a single group of shareholders to manage and control the business and operations of the Group on
collective basis and the Controlling Shareholders make collective decisions in respect of the financial and operating
policies of the Group so as to obtain economic benefits from the Group.

Accordingly, the Financial Information and Comparative Financial Information have been prepared using the
merger basis of accounting as if the Reorganisation had occurred as of the beginning of the earliest period presented
and the current group structure had always been in existence.

The combined statements of comprehensive income, the combined statements of changes in equity and the
combined statements of cash flows of the Group for the Relevant Periods include the results and cash flows of all
companies now comprising the Group, as if the current structure had been in existence throughout the Relevant
Periods, or since their respective dates of incorporation or establishment, where there is a shorter period. The
combined statements of financial position of the Group as at 31 December 2011 and 2012 and 31 May 2013 have
been prepared to present the state of affairs of the Group as if the current group structure had been in existence as at
the respective dates.

The assets and liabilities of the companies comprising the Group are combined using the existing book values.
No amount is recognised as consideration for goodwill or excess of acquirer’s interest in the fair value of acquiree’s
identifiable assets, liabilities and contingent liabilities over cost at the time of common control combination.

All intra-group transactions, balances and unrealised gains on transactions have been eliminated on
consolidation. Unrealised losses are also eliminated unless the transactions provide evidence of an impairment of the
asset transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency with
the policies adopted by the Group.

3. BASIS OF PREPARATION

The Financial Information and the Comparative Financial Information have been prepared in accordance with the
basis of presentation set out in note 2.2 and in accordance with the accounting policies in note 5 which comply with
HKFRSs, which collective terms include all applicable individual Hong Kong Financial Reporting Standards, Hong Kong
Accounting Standards (“HKASs”) and Interpretations issued by the HKICPA. The Financial Information and the
Comparative Financial Information also include the applicable disclosure requirements of the Hong Kong Companies
Ordinance and the [e]. All HKFRSs effective for the accounting periods commencing from 1 January 2013 and relevant to
the Group, have been adopted by the Group in the preparation of the Financial Information and the Comparative Financial
Information consistently throughout the Relevant Periods to the extent required or allowed by the transitional provisions in
the HKFRSs. The Financial Information and the Comparative Financial Information have been prepared under historical cost
convention, except for derivative financial instruments which are stated at fair values.

It should be noted that accounting estimates and assumptions are used in the preparation of the Financial Information
and the Comparative Financial Information. Although these estimates are based on management’s best knowledge and
judgement of current events and actions, actual results may ultimately differ from those estimates. The areas involving a
higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the Financial
Information and the Comparative Financial Information are disclosed in note 6.

The Financial Information and the Comparative Financial Information are presented in Hong Kong dollar (“HK$”)
which is also the functional currency of the Company. All values are rounded to the nearest thousand except when
otherwise indicated.
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4.

IMPACT OF ISSUED BUT NOT YET EFFECTIVE HKFRSs

The following new/revised standards, potentially relevant to the Group’s Financial Information, have been issued but

are not yet effective and have not been early adopted by the Group.

HKFRS 9 Financial Instruments”

Amendments to HKAS 32 Presentation — Offsetting Financial Assets and Financial Liabilities'
HKAS36 Recoverable Amount Disclosures for Non-Financial Assets’
HK(IFRIC)-Int 21 Levies'

Effective for annual periods beginning on or after 1 January 2014
2 Effective for annual periods beginning on or after 1 January 2015

HKFRS 9 — Financial Instruments

Under HKFRS 9, financial assets are classified into financial assets measured at fair value or at amortised cost
depending on the entity’s business model for managing the financial assets and the contractual cash flow
characteristics of the financial assets. Fair value gains or losses will be recognised in profit or loss except for those
non-trade equity investments, which the entity will have a choice to recognise the gains and losses in other
comprehensive income. HKFRS 9 carries forward the recognition, classification and measurement requirements for
financial liabilities from HKAS 39, except for financial liabilities that are designated at fair value through profit or
loss, where the amount of change in fair value attributable to change in credit risk of that liability is recognised in
other comprehensive income unless that would create or enlarge an accounting mismatch. In addition, HKFRS 9
retains the requirements in HKAS 39 for derecognition of financial assets and financial liabilities.

Amendments to HKAS 32 — Offsetting Financial Assets and Financial Liabilities

The amendments clarify the offsetting requirements by adding appliance guidance to HKAS 32 which clarifies
when an entity “currently has a legally enforceable right to set off” and when a gross settlement mechanism is
considered equivalent to net settlement.

The directors of the Company anticipate that all of the pronouncements will be adopted in the Group’s
accounting policy for the first period beginning after the effective date of the pronouncement. The directors of the
Company are currently assessing the impact of other new and amended HKFRSs upon initial application. So far, the
directors of the Company have preliminarily concluded that the initial application of these new and amended
HKFRSs is not expected to have a material impact on the Group’s Financial Information and the Comparative
Financial Information.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of the Financial Information and the Comparative

Financial Information are summarised below. These policies have been consistently applied to all the years/periods
presented unless otherwise stated.

5.1 Basis of consolidation

The Financial Information incorporates the financial statements of the Company and its subsidiaries
comprising the Group for the Relevant Periods. As explained in note 2.2 above, the acquisition of the subsidiaries
under common control has been accounted for using merger accounting.

Intra-group transactions, balances and unrealised gains on transactions between group companies are
eliminated in preparing the Combined Financial Information and the Comparative Financial Information. Where
unrealised losses on intra-group asset sales are reversed on consolidation, the underlying asset is also tested for
impairment from the Group’s perspective. Amounts reported in the financial statements of subsidiaries have been
adjusted where necessary to ensure consistency with the accounting policies adopted by the Group.
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5.2 Subsidiaries

Subsidiaries are entities controlled by the Group. The Group controls an entity when it is exposed to, or has
rights to, variable returns from its involvement with the entity and has the ability to affect those returns through its
power over the entity. The financial statements of the subsidiaries are included in the Financial Information from the
date that control commences until the date that control ceases.

5.3  Foreign currencies

Transactions entered into by the group entities in currencies other than the currency of the primary economic
environment in which it/they operate(s) (the “functional currency”) are recorded at the rates ruling when the
transactions occur. Foreign currency monetary assets and liabilities are translated at the rates ruling at the end of
reporting period. Non-monetary items carried at fair value that are denominated in foreign currencies are retranslated
at the rates prevailing on the date when the fair value was determined. Non-monetary items that are measured at
historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and on the translation of monetary items,
are recognised in profit or loss in the year/period in which they arise. Exchange differences arising on the
retranslation of non-monetary items carried at fair value are included in profit or loss for the period except for
differences arising on the retranslation of non-monetary items in respect of which gains and losses are recognised in
other comprehensive income, in which case, the exchange differences are also recognised in other comprehensive
income.

On consolidation, income and expense items of foreign operations are translated into the presentation currency
of the Group (i.e. HK$) at the average exchange rates for the year, unless exchange rates fluctuate significantly
during the period, in which case, the rates approximating to those ruling when the transactions took place are used.
All assets and liabilities of foreign operations are translated at the rate ruling at the end of reporting period.
Exchange differences arising, if any, are recognised in other comprehensive income and accumulated in equity as
translation reserve.

On disposal of a foreign operation, the cumulative exchange differences recognised in the foreign exchange
reserve relating to that operation up to the date of disposal are reclassified to profit or loss as part of the profit or
loss on disposal.

5.4  Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and any accumulated
impairment losses. The cost of an item of property, plant and equipment comprises its purchase price and any

directly attributable costs of bringing the asset to its working condition and location for its intended use.

Depreciation is provided to write off the cost less their estimated residual value over their estimated useful
life, using straight-line method as follows:

Buildings 20 years

Leasehold improvements 4 to 5 years, or over the lease terms, whichever is shorter
Machinery 10 years

Furniture, fixtures and office equipment 3 to 5 years

Motor vehicles 4 to 5 years

The assets’ estimated residual values, estimated useful lives and depreciation methods are reviewed, and
adjusted if appropriate, at least at the end of each reporting date.

Gain or loss arising on retirement or disposal is determined as the difference between the sales proceeds and
the carrying amount of the asset and is recognised in profit or loss.
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Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the Group and the cost of
the item can be measured reliably. All other costs, such as repairs and maintenance, are charged to profit or loss
during the period in which they are incurred.

5.5 Payments for leasehold land held for own use under operating leases

Payments for leasehold land held for own use under operating leases represent up-front payments to acquire
long-term interests in lessee-occupied properties. These payments are stated at cost and are amortised over the period
of the lease on straight-line method as an expense.

5.6 Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards of ownership to lessee. All other leases are classified as operating leases.

The Group as lessee

Assets held under finance leases are initially recognised as assets at their fair value or, if lower, the
present value of the minimum lease payments. The corresponding lease commitment is shown as a liability.
Lease payments are analysed between capital and interest. The interest element is charged to profit or loss
over the period of the lease and is calculated so that it represents a constant proportion of the lease liability.
The capital element reduces the balance owed to the lessor.

The total rentals payable under the operating leases are recognised in profit or loss on straight-line
method over the lease term. Lease incentives received are recognised as an integrated part of the total rental
expense, over the term of the lease.

5.7 Financial instruments

(i) Financial assets

The Group classifies its financial assets at initial recognition, depending on the purpose for which the
asset was acquired. Financial assets at fair value through profit or loss are initially measured at fair value and
all other financial assets are initially measured at fair value plus transaction costs that are directly attributable
to the acquisition of the financial assets. Regular way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. A regular way purchase or sale is a purchase or sale of a financial asset
under a contract whose terms require delivery of the asset within the time frame established generally by
regulation or convention in the marketplace concerned.

Financial assets at fair value through profit or loss

These assets include financial assets held for trading and financial assets designated upon initial
recognition as at fair value through profit or loss. Financial assets are classified as held for trading if
they are acquired for the purpose of sale in the near term. Derivatives are also classified as held for
trading unless they are designated as effective hedging instruments or financial guarantee contracts.

Where a contract contains one or more embedded derivatives, the entire hybrid contract may be
designated as a financial asset at fair value through profit or loss, except where the embedded
derivative does not significantly modify the cash flows or it is clear that separation of the embedded
derivative is prohibited.

Financial assets may be designated upon initial recognition as at fair value through profit or loss
if the following criteria are met: (i) the designation eliminates or significantly reduces the inconsistent
treatment that would otherwise arise from measuring the assets or recognising gains or losses on them
on a different basis; (ii) the assets are part of a group of financial assets which is managed and its
performance evaluated on a fair value basis according to a documented management strategy; or (iii)
the financial asset contains an embedded derivative that would need to be separately recorded.
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(ii)

Subsequent to initial recognition, financial assets at fair value through profit or loss are
measured at fair value, with changes in fair value recognised in profit or loss in the period in which
they arise.

Loans and receivables

These assets are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They arise principally through the provision of goods and services to
customers (trade debtors), and also incorporate other types of contractual monetary asset. Subsequent to
initial recognition, they are carried at amortised cost using the effective interest method, less any
identified impairment losses.

Cash and cash equivalents

Cash and cash equivalents, including cash and bank balances, comprise cash on hand and
demand deposits and other short-term highly liquid investments that are readily convertible to a known
amount of cash and are subject to an insignificant risk of changes in value. For the purpose of cash
flows presentation, cash and cash equivalents include bank overdrafts which are repayable on demand
and form an integral part of the Group’s cash management.

Impairment loss on financial assets

The Group assesses, at the end of each reporting period, whether there is any objective evidence that

financial asset is impaired. Financial asset is impaired if there is objective evidence of impairment as a result

of one or more events that has occurred after the initial recognition of the asset and that event has an impact

on the estimated future cash flows of the financial asset that can be reliably estimated. Evidence of

impairment may include:

(iii)

— significant financial difficulty of the debtor;
— a breach of contract, such as a default or delinquency in interest or principal payments;
— granting concession to a debtor because of debtor’s financial difficulty; and
— it becoming probable that the debtor will enter bankruptcy or other financial reorganisation.
For loans and receivables

An impairment loss is recognised in profit or loss when there is objective evidence that the asset
is impaired, and is measured as the difference between the asset’s carrying amount and the present
value of the estimated future cash flows discounted at the original effective interest rate. The carrying
amount of financial asset is reduced through the use of an allowance account. When any part of
financial asset is determined as uncollectible, it is written off against the allowance account for the
relevant financial asset.

Financial liabilities

The Group classifies its financial liabilities, depending on the purpose for which the liabilities were

incurred. Financial liabilities at fair value through profit or loss are initially measured at fair value and
financial liabilities at amortised costs are initially measured at fair value, net of directly attributable costs
incurred.

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financial liabilities held for

trading and financial liabilities designated upon initial recognition as at fair value through profit or
loss.
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Financial liabilities are classified as held for trading if they are acquired for the purpose of sale
in the near term. Derivatives are also classified as held for trading unless they are designated as
effective hedging instruments. Gains or losses on liabilities held for trading are recognised in profit or
loss.

Where a contract contains one or more embedded derivatives, the entire hybrid contract may be
designated as a financial liability at fair value through profit or loss, except where the embedded
derivative does not significantly modify the cash flows or it is clear that separation of the embedded
derivative is prohibited.

Financial liabilities may be designated upon initial recognition as at fair value through profit or
loss if the following criteria are met: (i) the designation eliminates or significantly reduces the
inconsistent treatment that would otherwise arise from measuring the liabilities or recognising gains or
losses on them on a different basis; (ii) the liabilities are part of a group of financial liabilities which
are managed and their performance evaluated on a fair value basis, in accordance with a documented
risk management strategy; or (iii) the financial liability contains an embedded derivative that would
need to be separately recorded.

Subsequent to initial recognition, financial liabilities at fair value through profit or loss are
measured at fair value, with changes in fair value recognised in profit or loss in the period in which
they arise.

Financial liabilities at amortised cost

The Group classifies its financial liabilities as financial liabilities at amortised cost, including
trade and bill payables, accruals and other payables, amounts due to directors and interest-bearing
borrowings.

(a) Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value, net of transaction costs
incurred. Interest-bearing borrowings are subsequently stated at amortised cost; any difference
between the proceeds (net of transaction costs) and the redemption value is recognised in profit
or loss over the period of the loans using the effective interest method.

Interest-bearing borrowings are classified as current liabilities unless the Group has an
unconditional right to defer settlement of the liability for at least 12 months after the end of
each reporting period.

(b) Other financial liabilities

All other financial liabilities are recognised initially at their fair value, net of directly
attributable transaction costs incurred and subsequently measured at amortised cost, using the
effective interest method.

(iv)  Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset or
financial liability and of allocating interest income or interest expense over the relevant period. The effective
interest rate is the rate that exactly discounts estimated future cash receipts or payments through the expected
life of the financial asset or liability, or where appropriate, a shorter period.

v) Equity instruments

Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue
costs.
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(vi)  Financial guarantee contracts

A financial guarantee contract is a contract that requires the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the original or modified terms of a debt instrument. A financial guarantee contract issued by
the Group and not designated as at fair value through profit or loss is recognised initially at its fair value less
transaction costs that are directly attributable to the issue of the financial guarantee contract. Subsequent to
initial recognition, the Group measures the financial guarantee contact at the higher of: (i) the amount
determined in accordance with HKAS 37 Provisions, Contingent Liabilities and Contingent Assets; and (ii) the
amount initially recognised less, when appropriate, cumulative amortisation recognised in accordance with
HKAS 18 Revenue.

(vii) Derecognition

The Group derecognises a financial asset when the contractual rights to the future cash flows in relation
to the financial asset expire or when the financial asset has been transferred and the transfer meets the criteria
for derecognition in accordance with HKAS 39.

Financial liabilities are derecognised when the obligation specified in the relevant contract is
discharged, cancelled or expires.

5.8 Derivative financial instruments

Derivative financial instruments, in individual contracts or separated from hybrid financial instruments, are
initially recognised at fair value on the date the derivative contract is entered into and subsequently remeasured at
fair value. Derivatives that are not designated as hedging instruments are accounted for as financial assets or
financial liabilities at fair value through profit or loss. Gains or losses arising from changes in fair value are taken
directly to profit or loss for the year/period.

5.9 Inventories

Inventories are initially recognised at cost, and subsequently at the lower of cost and net realisable value. Cost
comprises all costs of purchase, costs of conversion and other costs incurred in bringing the inventories to their
present location and condition. Cost is calculated using the weighted average method. Net realisable value represents
the estimated selling price in the ordinary course of business less the estimated costs of completion and the estimated
costs necessary to make the sale.

5.10 Share capital

Ordinary shares are classified as equity. Share capital is determined using the nominal value of shares that
have been issued.

Any transaction costs associated with the issuing of shares are deducted from share premium (net of any
related income tax benefit) to the extent they are incremental costs directly attributable to the equity transaction.

5.11 Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods and services provided in the normal course of business, net of return, discounts, rebate and sales
related taxes. Revenue from sales of goods is recognised on transfer of risks and rewards of ownership, which is at
the time of delivery and the title is passed to customer.

Interest income is accrued on a time-proportion basis on the principal outstanding at the applicable interest
rate; and

Sample income is recognised at the time when the transfer of significant risks and rewards of ownership to the
customer, this is usually taken as the time when the samples are delivered and the customer has accepted the
samples.

- I-18 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

APPENDIX I ACCOUNTANTS’ REPORT

5.12 Income taxes

Income taxes for the year/period comprise current tax and deferred tax.

Current tax is based on the profit or loss from ordinary activities adjusted for items that are non-assessable or
disallowable for income tax purposes and is calculated using tax rates that have been enacted or substantively
enacted at the end of reporting period.

Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the corresponding amounts used for tax purposes. Except for goodwill
and recognised assets and liabilities that affect neither accounting nor taxable profits, deferred tax liabilities are
recognised for all taxable temporary differences. Deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available against which deductible temporary differences can be utilised. Deferred tax is
measured at the tax rates appropriate to the expected manner in which the carrying amount of the asset or liability is
realised or settled and that have been enacted or substantively enacted at the end of reporting period.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries,
except where the Group is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future.

Income taxes are recognised in profit or loss except when they relate to items recognised in other
comprehensive income in which case the taxes are also recognised in other comprehensive income.

5.13 Employee benefit

(i) Defined contribution retirement plan

The Group entities incorporated in Hong Kong manages a defined contribution Mandatory Provident
Fund Scheme (the “MPF Scheme”), a defined contribution scheme managed by an independent trustee for
those employees who are eligible to participate in the MPF scheme. The Group makes contributions based on
a percentage of the eligible employees’ salaries funded by the Group and are charged to profit or loss as they
become payable in accordance with the rules of the MPF scheme.

The Group entities established in the PRC make monthly contributions to a state-sponsored defined
contribution scheme for the local staff. The contributions are made at a specific percentage on the standard
salary pursuant to laws of the PRC and relevant regulation issued by local social security authorities.

In addition, the Group entities incorporated in the USA make monthly contributions to a defined
contribution scheme under federal program for the local staff. The Group makes contributions based on a
percentage of the local staff’s salaries funded by the Group and are charged to profit or loss as they become
payable in accordance with the rules of the scheme.

Contributions to defined contribution retirement plans are recognised as an expense in profit or loss
when the services are rendered by the employees.

(ii) ~ Short-term employee benefits

Short-term employee benefits are employee benefits (other than termination benefits) that are expected
to be settled wholly before twelve months after the end of the annual reporting period in which the employees
render the related service.

Employee entitlements to annual leave are recognised when they accrue to employees. A provision is
made for the estimated liability for annual leave as a result of services rendered by employees up to the

reporting date.

Non-accumulating compensated absences such as sick leave and maternity leave are not recognised
until the time of leave.
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(iii)  Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal
retirement date, or whenever an employee accepts voluntary redundancy in exchange for these benefits.
Termination benefits are recognised when, and only when, the Group demonstrably commits itself to terminate
employment or to provide benefits as a result of voluntary redundancy by having a detailed formal plan which
is without realistic possibility of withdrawal; or providing termination benefits as a result of an offer made to
encourage voluntary redundancy. Benefits falling due more than twelve months after the reporting date are
discounted to their present value.

5.14 Impairment of other assets

At the end of each reporting period, the Group reviews the carrying amounts of property, plant and equipment
and payments for leasehold land held for own use under operating leases to determine whether there is any indication
that those assets have suffered an impairment loss or an impairment loss previously recognised no longer exists or
may have decreased.

If the recoverable amount (i.e. the greater of the fair value less costs to sell and value in use) of an asset is
estimated to be less than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount.
An impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, to the extent that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset in prior years. A
reversal of an impairment loss is recognised as income immediately.

5.15 Capitalisation of borrowing costs

Borrowing costs attributable directly to the acquisition, construction or production of qualifying assets which
require a substantial period of time to be ready for their intended use or sale, are capitalised as part of the cost of
those assets. Income earned on temporary investments of specific borrowings pending their expenditure on those
assets is deducted from borrowing costs capitalised. All other borrowing costs are recognised in profit or loss in the
period in which they are incurred.

5.16 Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a legal or
constructive obligation arising as a result of a past event, which will probably result in an outflow of economic
benefits that can be reasonably estimated.

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

5.17 Segment reporting

The Group identifies operating segments and prepares segment information based on the regular internal
financial information reported to the chief operating decision maker i.e. the executive directors for their decisions
about resources allocation to the Group’s business components and for their review of the performance of those
components. The business components in the internal financial information reported to the executive directors are
determined following the Group’s line of business.

The measurement policies the Group uses for reporting segment results under HKFRS 8 are the same as those
used in the Financial Information and the Comparative Financial Information prepared under HKFRSs.
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5.18 Related parties

(a)

(b)

A person or a close member of that person’s family is related to the Group if that person:

®

(i)

(iif)

has control or joint control over the Group;

has significant influence over the Group; or

is a member of key management personnel of the Group or the Company’s parent.

An entity is related to the Group if any of the following conditions apply:

()

(i)

(iii)

(iv)

)

(vi)

(vii)

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

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

Both entities are joint ventures of the same third party.

One entity is a joint venture of a third entity and the other entity is an associate of the third
entity.

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

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

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

Close members of the family of a person are those family members who may be expected to influence, or be

influenced by, that person in their dealings with the entity and include:

@

(ii)

(iii)

that person’s children and spouse or domestic partner;

children of that person’s spouse or domestic partner; and

dependents of that person or that person’s spouse or domestic partner.
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6. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

Estimates and judgements are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below:

(a) Income taxes

Determining income tax provisions requires the Group to make judgement on the future tax treatment of
certain transactions. The Group carefully evaluates tax implications of transactions in accordance with prevailing tax
regulations and makes tax provisions accordingly. In addition, deferred tax assets are recognised to the extent that it
is probable that future taxable profit will be available against which the deductible temporary differences can be
utilised. This requires significant judgement on the tax treatments of certain transactions and also assessment on the
probability that adequate future taxable profits will be available for the deferred tax assets to be recovered.

(b) Impairment of receivables

Provision policy for doubtful debts of the Group is based on the ongoing evaluation of the collectability and
ageing analysis of the outstanding receivables and on the management’s judgement. A considerable amount of
judgement is required in assessing the ultimate realisation of these receivables, including creditworthiness and the
past collection history of each customer and the related parties. If the financial conditions of the customers and other
debtors of the Group were to deteriorate, resulting in an impairment of their ability to make payments, additional
impairment may be required.

(c) Impairment of inventories

Management of the Group reviews the inventories at each reporting date, and makes allowance for impairment
of obsolete, slow-moving and impaired items. Management estimates the net realisable value for such inventories
based primarily on the expected future market conditions and the estimated selling price. The Group makes allowance
for impairment if the net realisable value is below the carrying amount.

(d) Fair value of derivatives financial instruments

The directors use their judgement in selecting an appropriate valuation technique for financial instruments not
quoted in an active market. Valuation techniques commonly used by market practitioners are applied. For derivative
financial instruments, assumptions are made based on quoted market rates adjusted for specific features of the
instrument. The estimated fair value of unlisted shares includes some assumptions not supported by observable
market prices and rates.

7. SEGMENT INFORMATION

An operating segment is a component of the Group that is engaged in business activities from which the Group may
earn revenue and incur expenses, and is identified on the basis of the internal management reporting information that is
provided to and regularly reviewed by the Group’s chief operating decision maker in order to allocate resources and assess
performance of the segment. For the Relevant Periods, the information reported to the executive directors, who are the chief
operating decision makers for the purpose of resource allocation and assessment of performance, do not contain profit or
loss information of each product line or geographical area and the executive directors reviewed the financial result of the
Group as a whole reported under HKFRSs. Therefore, the executive directors have determined that the Group has only one
single business component/reportable segment as the Group is only engaged in manufacturing and trading of apparels. The
executive directors allocate resources and assess performance on an aggregated basis. Accordingly, no operating segment is
presented.

The Company is an investment holding company and the principal places of the Group’s operations are in the PRC
and Hong Kong. Management determines the Group is domiciled in Hong Kong, which is the Group’s principal operating
location.
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The Group’s revenue from external customers is divided into the following geographical areas:

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$°000 HKS$’000 HKS$’000 HK$’000

(unaudited)

The USA 216,102 217,669 25,840 29,050
Canada 80,942 109,495 40,487 30,600
Others 9,270 3,924 1,199 1,209
306,314 331,088 67,526 60,859

Geographical location of external customers is based on the location at which the customers are domiciled. No
revenue which grouped in “Others” at the above table attributed to Hong Kong, the place that the Group domiciled, or other
geographical areas amounted to 10% or more of the Group’s total revenue during the Relevant Periods.

The principal non-current assets held by the Group are located in the PRC. Insignificant non-currents assets from
Hong Kong, the place that the Group domiciled, or other geographical areas amounted to 10% or more of the Group’s non-
currents assets at the end of each of the reporting period.

The Group’s customer base is diversified and includes only the following customers with whom transactions have
exceeded 10% of the Group’s revenue. During each of the Relevant Periods, revenue derived from these customers are as

follows:
Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$°000 HK$’000 HK$’000 HK$’000
(unaudited)

Customer A 80,942 109,495 40,487 30,600
Customer B (note) 53,973 48,142 8,159 N/A
Customer C (note) 49,903 54,301 N/A N/A
Customer D (note) 47,006 38,092 N/A 12,706

Note: Revenue from Customer B for the five months ended 31 May 2013, revenue from Customer C for the five
months ended 31 May 2012 and 2013, and revenue from Customer D for the five months ended 31 May 2012
contributed less than 10% of the Group’s total revenue for the year/period respectively.

As at 31 December 2011 and 2012 and 31 May 2013, 46%, 66% and 78% respectively of the Group’s trade
receivables was due from these customers.

8. REVENUE

Revenue, which is also the Group’s turnover, represents the sales of apparels, net of return, discounts, rebate and
sales related taxes, during the Relevant Periods.
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9. OTHER INCOME AND GAINS

Year ended 31 December

Five months ended 31 May

2011 2012 2012 2013
HKS$’000 HK$°000 HK$°000 HK$°000
(unaudited)

Gain on disposals of property, plant and
equipment — 2 — 17
Interest income 23 27 10 11
Sample income 157 5 — —
Sundry income 6 269 86 78
186 303 96 106

10. FINANCE COSTS

Year ended 31 December

Five months ended 31 May

2011 2012 2012 2013
HK$’000 HK$’000 HKS$’000 HKS$’000
(unaudited)

Interest expenses on interest-bearing borrowings

wholly repayable within five years (note) 952 1,241 321 198
Interest expenses on obligations under finance

leases 59 47 21 14
1,011 1,288 342 212

Note: The analysis shows the finance costs of interest-bearing borrowings, including term loans which contain a

repayment on demand clause, in accordance with the agreed scheduled repayments dates set out in the
banking facilities. For the years ended 31 December 2011 and 2012 and the five months ended 31 May 2013,
interest expenses on interest-bearing borrowings which contain a repayment on demand clause amounted
approximately to HK$713,000, HK$977,000 and HK$197,000 (five months ended 31 May 2012 (unaudited):

HK$315,000) respectively.
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11.

12.

PROFIT/(LOSS) BEFORE INCOME TAX

Profit/(Loss) before income tax is arrived at after charging/(crediting):

Year ended 31 December

2012
HKS$’000

54
200
249,866

3,227

1,362

(@3]

3,197

44,517

Five months ended 31 May

2012 2013

HK$’000 HK$’000
(unaudited)

22 23

100 100

55,819 48,003

1,330 1,250

400 370

— a7

1,337 1,367

15,398 15,993

2011
HK$’000
Amortisation of payments for leasehold land
held for own use under operating leases 52
Auditor’s remuneration 52
Cost of inventories recognised as expense 239,751
Write-down of inventories to net realisable
value (note a) 293
Depreciation of property, plant and equipment 3,215
Losses on exchange differences, net 1,344
Impairment loss on other receivables (note b) 1,918
Loss/(Gain) on disposals of property, plant and
equipment 7
Operating lease charges in respect of land and
buildings 3,157
Employee benefit expenses (including directors’
emoluments) (note 12) 37,817
Notes:

(a) Write-down of inventories was included in “cost of sales” in the combined statements of comprehensive

income.

(b) Impairment loss on other receivables was included in “other operating expenses” in the combined statements

of comprehensive income.

EMPLOYEE BENEFIT EXPENSES (INCLUDING DIRECTORS’ EMOLUMENTS)

Year ended 31 December

Five months ended 31 May

2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HK$’000
(unaudited)

Wages and salaries 33,714 40,167 13,740 14,172
Pension scheme contribution — defined

contribution plans 1,702 2,082 808 832

Other benefits 2,401 2,268 850 989

37,817 44,517 15,398 15,993
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13.

DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID INDIVIDUALS

(a)

Directors’ emoluments

The emoluments of each of the directors for the Relevant Periods are set out below:

Year ended 31 December 2011
Executive directors:

Mr. Tien

Mr. Gozashti

Independent non-executive directors:

Mr. Lai Man Sing
Mr. Tang Shu Pui, Simon
Mr. Tang Tsz Kai, Kevin

Total emoluments

Year ended 31 December 2012
Executive directors:

Mr. Tien

Mr. Gozashti

Independent non-executive directors:

Mr. Lai Man Sing
Mr. Tang Shu Pui, Simon
Mr. Tang Tsz Kai, Kevin

Total emoluments

Salaries,

allowances Pension

and benefits scheme
Fees in kind contributions Total
HK$’000 HK$’000 HK$’000 HK$’000
— 576 12 588
— 588 — 588
— 1,164 12 1,176
— 1,164 12 1,176
— 1,376 14 1,390
— 1,391 — 1,391
— 2,767 14 2,781
— 2,767 14 2,781
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Salaries,
allowances Pension
and benefits scheme
Fees in kind contributions Total
HK$’000 HK$’000 HK$’000 HK$’000

Five months ended 31 May 2012
(unaudited)
Executive directors:
Mr. Tien — 445 5 450
Mr. Gozashti — 450 — 450

— 895 5 900

Independent non-executive directors:

Mr. Lai Man Sing — — — —
Mr. Tang Shu Pui, Simon — — — _
Mr. Tang Tsz Kai, Kevin — — — —

Total emoluments (unaudited) — 895 5 900

Five months ended 31 May 2013

Executive directors:

Mr. Tien — 588 6 594
Mr. Gozashti — 593 — 593

— 1,181 6 1,187

Independent non-executive directors:

Mr. Lai Man Sing — — — _
Mr. Tang Shu Pui, Simon — — — —
Mr. Tang Tsz Kai, Kevin — — - —

Total emoluments — 1,181 6 1,187
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(b)  Five highest paid individuals

The five highest paid individuals of the Group included 2 directors for the Relevant Periods whose
emoluments are reflected in note 13(a).

The analysis of the emoluments of the remaining 3 highest paid individuals for the Relevant Periods, whose
emolument fell within the band of nil to HK$1,000,000, are set out below:

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$°000 HK$’000 HK$’000 HK$’000
(unaudited)
Salaries, allowances and benefits in kind 1,570 1,771 450 491
Pension scheme contributions 24 28 15 19
1,594 1,799 465 510

(¢) During the Relevant Periods, no director or any of the highest paid individuals waived or agreed to waive any
emoluments. No emoluments were paid by the Group to the directors or any of the highest paid individuals of
the Group as an inducement to join or upon joining the Group or as compensation for loss of office.

14. INCOME TAX EXPENSE/(CREDIT)

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HKS$’000
(unaudited)

Current income tax

Hong Kong profits tax:

— Tax for the year/period 1,762 3,975 — —

PRC enterprise income tax (“EIT”):

— Tax for the year/period 527 1,141 — —

United States Federal corporate income tax:

— Tax for the year/period 13 19 19 15
2,302 5,135 19 15

Deferred tax (note 29)

— Tax for the year/period 29 14 (684) (353)
2,331 5,149 (665) (338)

(i) BVI and Cayman Islands income tax

Pursuant to the rules and regulations of the BVI and the Cayman Islands, the Group is not subject to any
taxation under these jurisdictions during the Relevant Periods.

(ii)  Hong Kong profits tax

Hong Kong profits tax is calculated at 16.5% for each of the Relevant Periods on the estimated assessable
profits for subsidiary incorporated in Hong Kong.
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(iii) PRC EIT

PRC EIT is provided at the rates applicable to the subsidiary in the PRC on the income for statutory reporting
purpose, adjusted for income and expense items which are not assessable or deductible for income tax purpose based
on existing PRC income tax regulations, practice and interpretation thereof.

Runway Jiaxing is subject to a preferential tax rate of 12.5% under the transitional preferential policies of the
EIT law for the year ended 31 December 2011 and at the standard tax rate of 25% for the year ended 31 December
2012 and the five months ended 31 May 2013.

(iv)  PRC withholding income tax

Pursuant to the Detailed Implementation Regulations for implementation of the new Corporate Income Tax
Law issued on 6 December 2007, a 10% withholding income tax shall be levied on the dividends remitted by the
companies established in the PRC to their foreign investors starting from 1 January 2008. Dividends coming from the
profits generated by the PRC companies after 1 January 2008 shall be subject to this withholding income tax. The
withholding income tax rate applicable to the Group is 5%.

(v) United States Federal corporate income tax

United States Federal corporate income tax is calculated at 15% for each of the Relevant Periods on the
estimated assessable profits for the subsidiary incorporated in the USA.

A reconciliation of the income tax expense/(credit) applicable to profit/(loss) before income tax at the statutory tax
rate to the income tax expense at the effective tax rate for each of the Relevant Periods is as follows:

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$°000 HK$°000 HK$°000 HK$°000
(unaudited)

Profit/(Loss) before income tax 11,748 28,301 (3,765) (4,862)
Tax calculated at the rates applicable to profits

in the tax jurisdiction concerned 2,036 4,824 (855) 927)

Tax effect of non-deductible expenses 512 337 190 589

Tax effect on tax exemption/relief (217) (12) — —

Income tax expense/(credit) 2,331 5,149 (665) (338)

15. DIVIDENDS

During the years ended 31 December 2011 and 2012 and the five months ended 31 May 2013, Runway HK had
distributed interim dividends of approximately HK$3,851,000, HK$8,286,000 and HK$390,000 (five months ended 31 May
2012 (unaudited): HK$6,286,000) to the owners of the Company respectively.

Year ended 31 December Five months ended 31 May
2011 2012 2012 2013
HK$’000 HK$’000 HK$’000 HKS$’000
(unaudited)
Interim dividends 3,851 8,286 6,286 390

The rates of dividend and number of shares ranking for dividends are not presented as such information is not
meaningful having regard to the purpose of the report.
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16. [o]

17.  PROPERTY, PLANT AND EQUIPMENT

Furniture,
fixtures and
Leasehold office Motor

Buildings improvement Machinery  equipment vehicles Total

HKS$’000 HK$'000 HK$'000 HK$'000 HK$’000 HK$'000
At 1 January 2011
Cost 16,354 5,595 2,943 7,096 1,000 32,988
Accumulated depreciation (2,291) (2,892) (1,010) (4,435) (645) (11,273)
Net carrying amount 14,063 2,703 1,933 2,601 355 21,715
Year ended 31 December 2011
Opening net carrying amount 14,063 2,703 1,933 2,661 355 21,715
Additions — 17 494 583 474 1,568
Disposals — — (87) — (15) (102)
Depreciation (754) (1,042) (286) (996) (137) (3,215)
Exchange differences 634 92 93 41 24 384
Closing carrying amount 13,943 1,770 2,147 2,289 701 20,850
At 31 December 2011 and 1 January 2012
Cost 17,113 5,828 3,309 7,808 1,364 35,422
Accumulated depreciation (3,170) (4,058) (1,162) (5,519) (663) (14,572)
Net carrying amount 13,943 1,770 2,147 2,289 701 20,850
Year ended 31 December 2012
Opening net carrying amount 13,943 1,770 2,147 2,289 701 20,850
Additions — — 274 339 — 613
Disposals — — 5) — — (5)
Depreciation (780) (1,024) (313) (927) (183) (3,227)
Exchange differences 106 9 17 5 5 142
Closing carrying amount 13,269 755 2,120 1,706 523 18,373
At 31 December 2012 and 1 January 2013
Cost 17,247 5,867 3,586 8,172 1,072 35,944
Accumulated depreciation (3,978) (5,112) (1,466) (6,466) (549) (17,571)
Net carrying amount 13,269 755 2,120 1,706 523 18,373
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Furniture,
fixtures and

Leasehold office Motor

Buildings improvement Machinery  equipment vehicles Total

HK$’000 HK$’000 HKS$’000 HKS$’000 HK$’000 HKS$’000
Five months ended 31 May 2013
Opening net carrying amount 13,269 755 2,120 1,706 523 18,373
Additions — — 5 175 212 392
Disposals — — — (10) (16) (26)
Depreciation (326) (432) (135) (286) (71) (1,250)
Exchange differences 224 3 35 10 10 287
Closing carrying amount 13,167 331 2,025 1,595 658 17,776
At 31 May 2013
Cost 17,542 5,951 3,653 8,309 1,153 36,608
Accumulated depreciation (4,375) (5,620) (1,628) (6,714) (495) (18,832)
Net carrying amount 13,167 331 2,025 1,595 658 17,776

At 31 December 2011 and 2012 and 31 May 2013, the Group’s buildings were situated in the PRC and were held
under medium-term leases.

At 31 December 2011 and 31 May 2013, the Group’s buildings with carrying amounts of approximately
HK$13,943,000 and HK$7,030,000 were pledged for interest-bearing borrowings of approximately HK$617,000 and
HK$63,000 respectively (note 28).

At 31 December 2011 and 2012 and 31 May 2013 the Group’s obligations under finance leases (note 32(a)) were
secured by the lessors’ title to the leased assets, which have carrying amounts of HK$835,000, HK$607,000 and
HK$512,000 respectively.

18.  PAYMENTS FOR LEASEHOLD LAND HELD FOR OWN USE UNDER OPERATING LEASES

2011 2012 2013

HK$’000 HK$’000 HK$’000

Carrying amount at 1 January 2,182 2,230 2,194
Amortisation (52) (54) (23)
Exchange differences 100 18 37
Carrying amount at 31 December/31 May 2,230 2,194 2,208
Current portion (note 21) (52) (54) (54)
Non-current portion 2,178 2,140 2,154

At 31 December 2011 and 2012 and 31 May 2013, the Group’s payments for leasehold land held for own use under
operating leases in the PRC were under medium-term leases.

At 31 December 2011 and 31 May 2013, the Group’s payments for leasehold land held for own use under operating

leases amount of approximately HK$2,230,000 and HK$2,208,000 was pledged for interest-bearing borrowings of
approximately HK$617,000 and HK$63,000 respectively (note 28).
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19. INVENTORIES

As at
As at 31 December 31 May
2011 2012 2013
HK$'000 HK$'000 HK$°000
Raw materials and consumables 7,728 8,983 16,875
Work in progress 1,731 813 1,522
Finished goods 14,331 17,479 23,663
23,790 27,275 42,060

20. TRADE AND BILL RECEIVABLES
As at
As at 31 December 31 May
2011 2012 2013
HK$'000 HK$'000 HK$°000
Trade receivables 36,590 41,583 23,081
Bill receivables 3,519 7,992 1,488
40,109 49,575 24,569

Trade receivables are recognised at their original invoice amounts which represented their fair values at initial
recognition. The Group’s trade receivables are attributable to a number of independent customers with credit terms. Bill
receivables are received from independent customers under the ordinary course of business. The Group normally allows a
credit period of 10 days to 60 days to its customers.

Trade and bill receivables are non-interest bearing. The directors of the Company consider that the fair values of
trade and bill receivables which are expected to be recovered within one year are not materially different from their carrying

amounts because these balances have short maturity periods at their inception.

Ageing analysis of trade receivables based on invoice date as at the end of each reporting period is as follows:

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HKS$’000

0 to 30 days 13,927 8,334 9,457
31 to 60 days 15,370 20,065 6,234
61 to 90 days 4,655 9,208 4,935
91 to 180 days 2,578 3,881 2,374
Over 180 days 60 95 81
36,590 41,583 23,081

At the end of each reporting period, the Group reviewed trade receivables for evidence of impairment on both
individual and collective basis. The Group recognised impairment loss on individual assessment based on the accounting
policy stated in note 5.7(ii). The Group did not hold any collateral as security over the trade receivables. For some of the
Group’s major customers, the Group has entered into arrangements with a financial institution in the USA and a bank in
Hong Kong (which in turn entered into certain arrangement with an insurance company in this connection) which offered
trade receivable credit protection arrangement against the Group’s trade receivables. As at 31 December 2011 and 2012 and
31 May 2013, trade receivables of approximately HK$21,073,000, HK$14,536,000 and HK$3,744,000 were under such
arrangements of which if the Group ultimately becomes unable to collect the trade receivables, the Group will be entitled to
receive compensation for the trade receivables from the financial institution or the bank.
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Ageing analysis of trade receivables based on due dates as at the end of each reporting period is as follows:

Neither past due nor impaired

Not more than 90 days past due

91 days to not more than 180 days past due
181 days to not more than 1 year past due
More than 1 year past due

As at

As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HK$°000
26,177 23,835 14,625
10,210 17,652 8,345
143 1 30

43 — 2

17 95 79
36,590 41,583 23,081

Trade receivables which were neither past due nor impaired related to customers for whom there were no recent

history of default.

Trade receivables that were past due but not impaired related to a number of customers that had a good track record
of credit with the Group. Based on past credit history, the directors of the Company believe that no impairment allowance is

necessary in respect of these balances as there has not been a significant change in credit quality and the balances are still

considered to be fully recoverable.

21. DEPOSITS, PREPAYMENTS AND OTHER RECEIVABLES

Other receivables, gross
Less: Provision for impairment losses

Other receivables, net

Deposits

Prepayments

Payments for leasehold land held for
own use under operating leases

As at

As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HKS$’000
9,904 11,751 9,792
(1,918) (1,918) (1,918)
7,986 9,833 7,874
5,186 1,917 2,009
2,991 1,392 5,160
52 54 54
16,215 13,196 15,097

Other receivables that were neither past due nor impaired related to counterparties for whom there were no recent
history of default. The directors of the Company consider that other receivables that were neither past due nor impaired at
the end of each of the reporting period under review are of good credit quality.

The movement in the provision for impairment of other receivables is as follows:

At 1 January
Provision for impairment

At 31 December/31 May

2011 2012 2013
HK$°000 HKS$’000 HK$’000
— 1,918 1,918

1,918 — —
1,918 1,918 1,918

The directors of the Company consider that the fair values of other receivables which are expected to be recovered

within one year are not materially different from their carrying amounts because these balances have short maturity periods

at their inception.
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22.  AMOUNTS DUE FROM/(TO) DIRECTORS

The amounts due are unsecured, interest-free and repayable on demand. The balance as at 31 May 2013 were
subsequently settled or paid before the date of this report.

Amounts due from directors disclosed pursuant to Section 161B of the Hong Kong Companies Ordinance is as

follows:

Maximum Maximum Maximum

balance balance balance
As at  outstanding As at  outstanding As at  outstanding As at
1 January during 31 December during 31 December during 31 May
2011 2011 2011 2012 2012 2013 2013
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HKS’000

Directors:

Mr. Tien — 17491 3,721 25,006 — 9,587 4,593
Mr. Gozashti 2,174 2,190 2,174 2,291 — — —

2,174 5,895 — 4,593
23. DERIVATIVE FINANCIAL INSTRUMENTS

The Group uses foreign exchange structured forward contracts to mitigate exchange rate exposure of US$ and
Renminbi (“RMB”) against HK$. The foreign exchange structured forward contracts are stated at fair value, which have
been measured as described in note 5.8. During the years ended 31 December 2011 and 2012 and the five months ended 31
May 2013, net fair value gain of approximately HK$2,071,000, HK$2,332,000 and HK$3,721,000 (five months ended 31
May 2012 (unaudited): HK$2,837,000) were recognised and included in ‘“changes in fair value of derivative financial
instruments” in the combined statements of comprehensive income respectively.

Normally, the derivative financial instruments contracts entered into by the Group are not traded on active markets.
The fair values of such contracts are determined by a firm of independent professional valuers. The valuation is based on
the underlying conditions in the contracts and the market information at the valuation dates. The independent professional
valuers compared the spot rate with the rate specified in the forward contracts and determined the calculation as specified in
the forward contracts. The independent professional valuers calculated the net cashflow of the forward contracts for each
trade date interval, assessed the present value of net cashflow for each trade date interval and derived the market value of
the forward contracts as at the valuation dates. The valuation of the structured forward contracts required consideration of
all pertinent factors affecting the underlying value of the Group, which are the operations of its business and ability to
generate future investment returns. The factors considered in the valuation including but not limited to the history of the
Group, the nature and the performance of the Group’s business, the economic and industry outlooks affecting the Group’s
business, the historical data of the foreign exchange market, the risks facing by the Group and the historical exchange rates.
The independent professional valuers assumed that there will be no material changes from political, legal, economic or
financial aspects in the jurisdiction and no substantial market fluctuation in the industry, current interest rates and foreign
currency rates in the jurisdictions which the Group currently runs or intends to run its business which will materially affect
the revenue attributable to the Group. It maximises the use of observable market inputs, including foreign currency rates and
interest rates.

24. PLEDGED BANK DEPOSITS

Pledged bank deposits represent deposits pledged to banks as securities for bill payables (note 26) at each of the
reporting date and interest-bearing borrowings of the Group (note 28) at 31 May 2013.

Pledged bank deposits carried interest at average market rates from 0.1% to 3.3% per annum and will be released
upon the completion of bill payables transactions and settlement of interest-bearing borrowings. The carrying amount of the
Group’s pledged bank deposits are denominated in HK$, RMB and USS$.
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25. CASH AND CASH EQUIVALENTS

Cash and cash equivalents represent cash at banks and in hand. Cash at banks carried interest at average market rates
based on daily bank deposit rates. The bank balances are deposited with creditworthy banks with no recent history of
default.

As at 31 December 2011 and 2012 and 31 May 2013, the Group has cash and cash equivalents, including pledged
bank deposits denominated in RMB amounting to approximately HK$5,552,000, HK$5,755,000 and HK$5,930,000 placed
with the banks in the PRC respectively. RMB is not freely convertible into other currencies and the remittance of funds out
of the PRC is subject to exchange restrictions imposed by the PRC government. Under the PRC’s Foreign Exchange Control
Regulations and Administration of Settlement and Sales and Payment of Foreign Exchange Regulations, the Group is
permitted to exchange RMB for foreign currencies through the banks that are authorised to conduct foreign exchange
business.

26. TRADE AND BILL PAYABLES

As at
As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HKS$’000
Trade payables 64,263 63,120 41,465
Bill payables 3,085 10,311 11,259
67,348 73,431 52,724
Credit periods of trade payables normally granted by its suppliers were ranging from 15 to 120 days.

Ageing analysis of trade payables based on invoice date as at the end of each reporting period is as follows:
As at
As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HKS$’000
0 to 30 days 20,611 18,803 18,207
31 to 60 days 10,225 11,678 8,358
61 to 90 days 9,076 4,585 3,492
91 to 180 days 12,782 13,251 5,451
Over 180 days 11,569 14,803 5,957
64,263 63,120 41,465

Bill payables are normally settled on 180 days’ credit terms. As at 31 December 2011 and 2012 and 31 May 2013,
bill payables were secured by the Group’s pledged bank deposits (note 24).

All amounts are short-term and hence the carrying amounts of trade and bill payables are considered to be a
reasonable approximation of their fair values.
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27. ACCRUALS, OTHER PAYABLES AND RECEIPTS IN ADVANCE

Accruals
Other payables
Receipts in advance

As at

As at 31 December 31 May
2011 2012 2013
HK$°000 HK$°000 HK$’000
4,362 5,461 4,026
10,603 11,384 7,819
724 4,054 3,180
15,689 20,899 15,025

The carrying amounts of accruals and other payables are short-term and hence their carrying values are considered to

be a reasonable approximation of their fair values.

28. INTEREST-BEARING BORROWINGS

Current portion:

Bank loans, secured and guaranteed (note a)
Bank loans, secured (note b)

Bank loans, guaranteed (note c)

Obligations under finance leases, secured (note 32(a))

Non-current portion:

Obligations under finance leases, secured (note 32(a))

Notes:

As at

As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HK$’000
— — 21,009

617 — 63
2,844 1,828 7,115
3,461 1,828 28,187
218 232 237
3,679 2,060 28,424
649 418 317
4,328 2,478 28,741

(a) These were secured by pledged bank deposits with carrying values of approximately HK$4,151,000 (note 24)
and personal guarantees by the directors of the Company. The personal guarantees will be subsequently

replaced by corporate guarantee of the Company upon the [e].

(b) These were secured by the Group’s buildings (note 17) and payments for leasehold land held for own use

under operating leases (note 18).

(c) As at 31 December 2011 and 2012, the bank loans were secured by personal guarantees by the directors of the
Company and the Special Loan Guarantee Scheme executed by the Government of Hong Kong Special
Administrative Region. As at 31 May 2013, the bank loans were secured by personal guarantees by the
directors of the Company, the Special Loan Guarantee Scheme executed by the Government of Hong Kong
Special Administrative Region and/or SME Financing Guarantee Scheme executed by the Hong Kong
Mortgage Corporation Limited. The personal guarantees will be subsequently replaced by corporate guarantee

of the Company upon the [e].

As at 31 December 2011 and 2012 and 31 May 2013, the current liabilities include interest-bearing borrowings of
approximately HK$1,828,000, HK$752,000 and HK$2,641,000 that are not scheduled to repay within one year. They are
classified as current liabilities as the related loan agreements contain a clause that provides the lenders with an
unconditional right to demand repayment at any time at its own discretion. None of the portion of these interest-bearing
borrowings due for repayment after one year which contain a repayment on demand clause and that is classified as a current

liabilities is expected to be settled within one year.
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At the end of each reporting period, total current and non-current interest-bearing borrowings were scheduled to
repay as follows:

As at

As at 31 December 31 May

2011 2012 2013

HK$’000 HK$’000 HK$’000

Within one year 1,851 1,308 25,783
More than one year, but not exceeding two years 1,307 998 1,115
More than two years, but not exceeding five years 1,170 172 1,843
4,328 2,478 28,741

Note: The amounts due are based on the scheduled repayment dates in the banking facilities and ignore the effect of
any repayment on demand clause.

The interest-bearing borrowings carry interest at rates per annum ranging as follows:

As at

As at 31 December 31 May

2011 2012 2013

Fixed-rate borrowings 6.0% to 6.7% 6.0% 2.8% to 6.2%
Variable-rate borrowings:

— Prime/standard rate of the banks 5.8% 5.8% 3.5% to 6.6%

— PRC National benchmark interest rate 6.9% — —%

29. DEFERRED TAX

Details of the deferred tax liabilities of the Group recognised and movements during the Relevant Periods are as

follows:

Accelerated
depreciation Tax losses Total
HK$'000 HK$’000 HK$’000
At 1 January 2011 43 — 43
Deferred taxation charged to profit or loss (note 14) (29) — (29)
At 31 December 2011 and 1 January 2012 14 — 14
Deferred taxation charged to profit or loss (note 14) (14) — (14)
At 31 December 2012 and 1 January 2013 — — —
Deferred taxation credited to profit or loss (note 14) — 353 353
Exchange differences — 3 3
At 31 May 2013 — 356 356

As at 31 December 2011 and 2012 and 31 May 2013, the aggregate amount of temporary differences associated with
the PRC subsidiary’s undistributed retained earnings for which deferred tax liabilities have not been recognised are
approximately HK$2,416,000, HK$6,015,000 and HK$4,856,000 respectively. No deferred tax liabilities have been
recognised in respect of these differences because the Group is in a position to control the dividend policies of this
subsidiary and it is probable that such differences will not be reversed in the foreseeable future.
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30.

SHARE CAPITAL

The Company was incorporated in the Cayman Islands as an exempted company with limited liability on 19 June

2013. As at the date of incorporation, the Company had an authorised share capital of HK$380,000 divided into 38,000,000
ordinary shares of par value of HK$0.01 each.

The share capital balances in the combined statements of financial position as at 31 December 2011 and 2012

represented the issued share capital of Runway HK and Runway US. The share capital balance in the combined statement of
financial position as at 31 May 2013 represented the issued share capital of Great Entrepreneur, Transformed Holdings,
Runway HK and Runway US.

31.

RESERVES

Details of the movements on the Group’s reserves during the Relevant Periods are set out in the combined statements

of changes in equity.

32.

(a) Statutory reserve

According to the relevant PRC laws, the subsidiary is required to transfer at least 10% of its net profit after
tax, as determined under the PRC accounting regulation, to a statutory reserve until the reserve balance reaches 50%
of the subsidiary’s registered capital. The transfer of this reserve must be made before the distribution of dividend to
the subsidiary’s equity owners. The statutory reserve is non-distributable other than upon the liquidation of the
subsidiary.
(b) Translation reserve

Translation reserve comprises all foreign exchange differences arising from the translation of the financial
statements of foreign operations whose functional currencies are different from that of the Group’s presentation
currency. Movements in this account are set out in the combined statements of changes in equity.
LEASE COMMITMENTS

(a) Finance lease commitments

The Group leased its office equipment under finance leases with an average lease term of 5 years. The
Group’s obligation under finance leases are secured by the lessors’ title to the leased assets.

Interest rate underlying all obligations under finance leases is fixed at respective contract date at 6% per
annum.

Future minimum rental payables at the end of each reporting period are as follows:

As at

As at 31 December 31 May

2011 2012 2013

HKS$’000 HKS$’000 HK$’000

Within one year 264 264 264
In the second to fifth years 704 440 330
968 704 594

Less: Future finance charges (101) (54) (40)
Present value of minimum lease payments 867 650 554
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Present value of minimum lease payments at the end of each reporting period included in the combined
statements of financial position are as follows:

As at

As at 31 December 31 May

2011 2012 2013

HKS$’000 HK$’000 HKS$’000

Interest-bearing borrowings — Current portion 218 232 237
Interest-bearing borrowings — Non-current portion 649 418 317
867 650 554

(b)  Operating lease commitments

Future minimum rental payables under non-cancellable operating leases of the Group in respect of land and
buildings at the end of each reporting period are as follows:

As at

As at 31 December 31 May

2011 2012 2013

HK$'000 HK$’000 HK$°000

Within one year 2,547 2,876 2,641
In the second to fifth years 3,453 3,445 1,992
6,000 6,321 4,633

The Group leases certain properties under operating leases. The leases run for an initial period of 3 months to
5 years. None of these leases include any contingent rentals.

33. CONTINGENT LIABILITIES

The Group’s subsidiary, Runway HK involved a contract dispute with an independent third-party product supplier of
the Group, which was the respondent (“Respondent”). The Respondent was established in the PRC where is the
Respondent’s main operation.

In January 2011, Runway HK outsourced the manufacturing process of certain ladies apparel to the Respondent and
placed certain purchase orders (the “Purchase Orders”) to purchase the finished apparel (the “Goods”) from the
Respondent. Total purchase price for the Goods pursuant to the Purchase Orders was approximately US$342,000 (the
“Contract Price”) and the Goods were scheduled to be shipped to a number of the Group’s customers in the United States.

In August 2011, at the time when the Goods were being shipped, there were mistakes in the shipping documents,
prepared by the Respondent. Runway HK considered that such mistakes would lead to USA customs to seize the Goods for
a long period of time for their inspection and investigation, and therefore requested the Goods to be sent back to the PRC
for re-shipping. The Respondent did not comply with Runway HK’s instruction and did not deliver the Goods to the Group’s
customers or to the Group. Instead, the Respondent kept the Goods in its own possession.

It is specified in the Purchase Orders, that in case of non-delivery within the contracted time for shipment, the
Respondent shall be responsible for any consequences arising therefrom. Further, it is also provided that in the event of
interruption of transportation or other causes or circumstances beyond the control of Runway HK, Runway HK shall be
entitled to cancel the Purchase Orders without payment to the Respondent.
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While Runway HK did not pay the Contract Price of approximately US$342,000 to the Respondent, Runway HK
had, upon the Respondent’s request, paid the Respondent a total of approximately US$130,000 (the “Paid Amount”) for
shipment expenses. This amount has been agreed by the Respondent to be used for offsetting part of the Contract Price.

In October 2011, upon the Respondent’s offer, Runway HK agreed to purchase part of the Goods (the “Varied
Goods”) from the Respondent and paid a sum of approximately US$153,000 (the “Varied Goods Price”) for the Varied
Goods. However, the Respondent only delivered a small portion of the Varied Goods to Runway HK and failed to deliver
the rest of the Varied Goods that Runway HK had paid for. Further negotiations between Runway HK and the Respondent
were not successful.

On 3 May 2012, Runway HK issued a notice of arbitration against the Respondent claiming for, inter alia, the
portion of the Varied Goods (which Runway HK had paid for) not yet delivered and the Paid Amount.

On 2 November 2012, the Respondent filed its defense and counterclaim, such that, among other things, Runway HK
should fulfill its obligation under the Purchase Orders, namely, to accept the remaining portion of the Goods in addition to
the Varied Goods, and to make payment of the outstanding amount of the Contract Price (which the Respondent had
calculated to be approximately US$190,000).

On 23 and 24 September 2013, the arbitration hearing took place but the Respondent was absent for both days. The
legal counsel acting for Runway HK in the arbitration proceedings (“Runway HK Legal Counsel”) made the closing
submissions to the arbitration tribunal on 4 October 2013. Runway HK is awaiting the arbitration tribunal to hand down its
judgement.

The Respondent is a company established in the PRC with its main operation located in the PRC. The PRC legal
advisers consider that according to the 5 A% B B Pt B v 45 Il A7 B AR B AT (3 Bk 9 22 BE - (Supreme
People’s Court’s Arrangement Concerning the Mutual Enforcement of Arbitral Awards Between the Mainland and the Hong
Kong Special Administration Region) issued on 24 January 2000, there are no material legal obstacles to the enforcement in
the PRC of the judgement to be handed down by the tribunal of the arbitration proceedings in Hong Kong in relation to the
aforementioned arbitration.

The Runway HK Legal Counsel has advised that the tribunal of the arbitration proceedings is more likely to find in
favour of Runway HK’s version of events mainly because of many difficulties in the Respondent’s case and is of the view
that subject to the quality of the evidence of Runway HK’s witnesses, Runway HK has slightly better than even chance in
succeeding its claim in the arbitration proceedings. Based on the advice of the Runway HK Legal Counsel, the directors are
of the view that Runway HK has slightly better than even chance of success in the arbitration proceedings and the directors
have not made any provision accordingly.

According to the counterclaim filed by the Respondent, in case where Runway HK ultimately loses in the
proceedings, it may have to pay to the Respondent the outstanding amount of the Contract Price (which the Respondent has
calculated to be approximately US$190,000, or approximately HK$1,480,000) plus other possible damages and costs. The
proceedings are ongoing and the outcome is subject to uncertainties. The directors of the Company consider that no
provision is required at this stage of the proceedings in accordance with the Group’s relevant accounting policy.
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34. RELATED PARTY TRANSACTION

Save as disclosed in note 22 of the Financial Information and the Comparative Financial Information, the Group
entered into the following significant related party transactions during the Relevant Periods.

(a) Transactions with related parties

The maximum amount of financial guarantees provided by the directors of the Company (notes 28(a) and (c))
at the end of each reporting period are as follows:

As at

Name of related parties As at 31 December 31 May
2011 2012 2013

HK$'000 HK$'000 HK$’000

Mr. Tien 117,100 131,000 143,042
Mr. Gozashti 83,900 97,800 101,300

(b) Key management personnel remuneration

Key management of the Group are members of the board of directors. Key management personnel
remuneration is set out in note 13(a).

35.  MAJOR NON-CASH TRANSACTION
During the year ended 31 December 2012 and the five months ended 31 May 2012, Runway HK had distributed
interim dividends to the owners of the Company, part of which with an amount of approximately HK$6,000,000 and

HK$6,000,000 (unaudited) were credited directly to the amounts due to directors.

36. FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounts of each of the categories of financial instruments as at the end of each reporting period are as
follows:

As at
As at 31 December 31 May
2011 2012 2013
HK$’000 HK$’000 HK$’000
Financial assets
Financial assets at fair value through profit or loss
Derivative financial instruments 1,477 1,486 4,547
Loans and receivables
Trade and bill receivables 40,109 49,575 24,569
Deposits and other receivables 13,172 11,750 9,883
Amounts due from directors 5,895 — 4,593
Pledged bank deposits 6,074 8,801 8,544
Cash and cash equivalents 14,037 37,550 31,978
80,764 109,162 84,114
Financial liabilities
Financial liabilities measured at amortised cost
Trade and bill payables 67,348 73,431 52,724
Accruals and other payables 14,965 16,845 11,845
Amounts due to directors — 2,515 830
Interest-bearing borrowings 4,328 2,478 28,741
86,641 95,269 94,140
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37. FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENTS

The Group is exposed to financial risks through its use of financial instruments in its ordinary course of operations
and in its investment activities. The financial risks include market risk (including foreign currency risk and interest rate

risk), credit risk and liquidity risk.

Financial risk management is coordinated at the Group’s headquarters, in close co-operation with the board of

directors. The overall objectives in managing financial risks focus on securing the Group’s short to medium term cash flows

by minimising its exposure to financial markets.

(a) Foreign currency risk

Foreign currency risk refers to the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The Group’s exposures to currency risk arise mainly from its

overseas purchases and sales, which are primarily denominated in RMB and USS$. These are not the functional
currencies of the Group entities to which these transactions relate. The Group also has interest-bearing borrowings
denominated in foreign currencies, primarily RMB and USS$. All the Group’s foreign exchange structured forward

contracts were approved by the directors. After the [e], the Group will implement the foreign exchange structured
forward contracts policy in relation to the foreign exchange structured forward contracts. The Group will perform
analysis for entering into and monitoring of the foreign exchange structured forward contracts.

Summary of exposure

At the end of each reporting period, foreign currency denominated financial assets and liabilities,

translated into HK$ at the respective rates at that date, are as follows:

As at 31 December 2011
RMB
Us$

As at 31 December 2012
RMB
US$

As at 31 May 2013
RMB
US$

Notional
amounts of
derivative
Financial Financial financial
assets liabilities instruments Total
HK$'000 HK$’000 HK$’000 HK$°000
11,996 (30,808) 298,271 279,459
57,771 (45,889) 77,220 89,102
14,113 (40,154) 111,556 85,515
63,605 (46,362) — 17,243
13,773 (42,895) 488,559 459,437
28,719 (39,625) — (10,906)

Foreign exchange rate sensitivity analysis

As US$ is pegged to HK$, the Group does not expect any significant movement in the HK$/US$
exchange rate. No sensitivity analysis in respect of the Group’s financial assets and liabilities denominated in

US$ is disclosed as in the opinion of directors of the Company, such sensitivity analysis does not give
additional value in view of insignificant movement in the US$/HKS$ exchange rates as at the reporting dates.
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The following table indicates the approximate change in the Group’s profit after income tax in response
to reasonably possible changes in the foreign exchange rates to which the Group has significant exposure at
the end of each reporting period.

As at

As at 31 December 31 May

HK$ to RMB 2011 2012 2013
HKS$’000 HKS$’000 HK$’000

Appreciated by 3% 1,159 1,209 1,862
Depreciated by 3% 1,178 1,277 1,247

The sensitivity analysis of the Group’s exposure to foreign currency risk at the end of each reporting
period has been determined based on the assumed percentage changes in foreign currency exchange rates
taking place at the beginning of the financial year/period and held constant throughout the year/period.

The stated changes represent management’s assessment of reasonably possible changes in foreign
exchange rates over the period until the end of next reporting period. The analysis is performed on the same
basis for the Relevant Periods.

(b) Interest rate risk

Interest rate risk relates to the risk that the fair value or cash flows of a financial instrument will fluctuate
because of the changes in market interest rates. The Group’s interest rate risk arises primarily from interest-bearing
borrowings which are at variable rates (note 28). The Group’s bank balances and pledged bank deposits were bearing
floating interest rate. The Group has not used any derivative to hedge its exposure to interest rate risk. The policies
to manage interest rate risk which have been followed by the Group since prior years are considered to be effective.

Interest rate sensitivity analysis

The following table indicates the approximate change in the profit after income tax in response to
reasonably possible changes in interest rates to which the Group has exposure at the end of each reporting

period.
As at
As at 31 December 31 May
2011 2012 2013
HKS$’000 HKS$’000 HK$°000
Increase by 100 basis points 25 155 76
Decrease by 100 basis points (25) (155) (76)

The sensitivity analysis was determined assuming that the change in interest rates had occurred at the
end of each reporting period and had been applied to variable-rate financial instruments at that date. The 100
basis points increase or decrease represents management’s assessment of a reasonably possible change in
interest rates over the period until the end of next reporting period. The analysis is performed on the same
basis for the Relevant Periods.

(¢) Credit risk

Credit risk refers to the risk that the counterparty to a financial instrument would fail to discharge its
obligation under the terms of the financial instrument and cause a financial loss to the Group. The Group’s exposure
to credit risk mainly arises from granting credit to its customers in the ordinary course of its operation.

In order to minimise the credit risk of not receiving payments from its customers, the Group has entered into
arrangements with a financial institution in the USA and a bank in Hong Kong (which in turn entered into certain
arrangement with an insurance company in this connection) which offered trade receivable credit protection
arrangement against the Group’s trade receivables for some of the Group’s major customers. Under such
arrangements, if the Group ultimately becomes unable to collect the trade receivables, the Group will be entitled to
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receive compensation for the trade receivables from the financial institution or the bank. In addition, the Group
reviews the recoverable amount of each individual trade debt at the end of each reporting period to ensure that
adequate impairment losses are made for irrecoverable amounts. In this regard, the directors of the Company consider
that the Group’s credit risk is reduced. There is no requirement for collaterals by the Group.

The Group has deposited its cash with various banks. The credit risk on bank balances is limited because most
of the Group’s cash are deposited with major banks located in Hong Kong and the PRC.

The credit policies have been followed by the Group since prior years and are considered to have been
effective in limiting the Group’s exposure to credit risk to a desirable level.

(d) Liquidity risk

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash
equivalents deemed adequate by the management to finance the Group’s operations and mitigate the effects of
fluctuations in cash flows. The management monitors the utilisation of bank facilities.

The following tables show the remaining contractual maturities at the end of each reporting period of the
Company’s interest-bearing borrowings, based on undiscounted cash flows (including interest payments computed
using contractual rates or, if floating, based on rates current at the reporting date) and the earliest date the Company
can be required to pay.

Specifically, for bank loans which contain a repayment on demand clause which can be exercised at the bank’s
sole discretion, the analysis shows the cash outflow based on the earliest period in which the entity can be required
to pay, that is if the lenders were to invoke their unconditional rights to call the loans with immediate effect. The
maturity analysis for other interest-bearing borrowings is prepared based on the scheduled repayment dates.

Total Less than
contractual one year or
Carrying undiscounted repayable One year
amount cash flow on demand or above
HK$'000 HK$’000 HK$’000 HK$°000
At 31 December 2011
Non-derivative financial instruments:
Trade and bill payables 67,348 67,348 67,348 —
Accruals and other payables 14,965 14,965 14,965 —
Interest-bearing borrowings 4,328 4,441 3,737 704
86,641 86,754 86,050 704
At 31 December 2012
Non-derivative financial instruments:
Trade and bill payables 73,431 73,431 73,431 —
Accruals and other payables 16,845 16,845 16,845 —
Amounts due to directors 2,515 2,515 2,515 —
Interest-bearing borrowings 2,478 2,532 2,092 440
95,269 95,323 94,883 440
At 31 May 2013
Non-derivative financial instruments:
Trade and bill payables 52,724 52,724 52,724 —
Accruals and other payables 11,845 11,845 11,845 —
Amounts due to directors 830 830 830 —
Interest-bearing borrowings 28,741 28,782 28,452 330
94,140 94,181 93,851 330
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The following table that summarises the maturity analysis of interest-bearing borrowings with a repayment on

demand clause based on agreed scheduled repayments set out in the loan agreements. The amounts include interest

payments computed using contractual rates. As a result, these amounts were greater than the amounts disclosed in the

“on demand” time band in the maturity analysis. Taking into account the Group’s financial position, the directors do

not consider that it is probable that the bank will exercise its discretion to demand immediate repayment. The

directors believe that such interest-bearing borrowings will be repaid in accordance with the scheduled repayment

dates set out in the loan agreements.

At 31 December 2011

At 31 December 2012

At 31 May 2013

(e) Fair value measurements recognised in the statements of financial position

Total Less than

contractual one year or
Carrying undiscounted repayable One year
amount cash flow on demand or above
HK$’000 HKS$’000 HKS$’000 HKS$’000
2,844 3,075 1,153 1,922
1,828 1,922 1,153 769
28,124 29,077 25,751 3,326

The following tables present financial assets and liabilities measured at fair value in the combined statements
of financial position in accordance with the fair value hierarchy. The hierarchy groups financial assets and liabilities
into three levels based on the relative reliability of significant inputs used in measuring the fair value of these

financial assets and liabilities. The fair value hierarchy has the following levels:

Level 1: quoted prices (unadjusted) in active markets for identical assets and liabilities;

Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices); and

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The level in the fair value hierarchy within which the financial asset or liability is categorised in its entirety is

based on the lowest level of input that is significant to the fair value measurement.

The financial assets and liabilities measured at fair value in the combined statements of financial position at

the end of each reporting period are grouped into the fair value hierarchy as follows:

At 31 December 2011

Financial assets at fair value through
profit of loss

Derivative financial instruments

At 31 December 2012

Financial assets at fair value through
profit of loss

Derivative financial instruments

At 31 May 2013

Financial assets at fair value through
profit of loss

Derivative financial instruments

Level 1 Level 2 Level 3 Total
HK$°000 HKS$’000 HKS$’000 HK$°000
_ 1,477 — 1,477

— 1,486 — 1,486

— 4,547 — 4,547
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38.

There have been no significant transfers between levels 1 and 2 and no transfers into or out of level 3 during
the Relevant Period.

Where derivatives are traded either on exchanges or liquid over-the-counter markets, the Group uses the
closing price at the reporting date. Normally, the derivative financial instruments contracts entered into by the Group
are not traded on active markets. The fair values of such contracts are determined by a firm of independent
professional valuers. The valuation is based on the underlying conditions in the contracts and the market information
at the valuation dates. The independent professional valuers compared the spot rate with the rate specified in the
forward contracts and determined the calculation as specified in the forward contracts. The independent professional
valuers calculated the net cashflow of the forward contracts for each trade date interval, assessed the present value of
net cashflow for each trade date interval and derived the market value of the forward contracts as at the valuation
dates. The valuation of the structured forward contracts required consideration of all pertinent factors affecting the
underlying value of the Group, which are the operations of its business and ability to generate future investment
returns. The factors considered in the valuation including but not limited to the history of the Group, the nature and
the performance of the Group’s business, the economic and industry outlooks affecting the Group’s business, the
historical data of the foreign exchange market, the risks facing by the Group and the historical exchange rates. The
independent professional valuers assumed that there will be no material changes from political, legal, economic or
financial aspects in the jurisdiction and no substantial market fluctuation in the industry, current interest rates and
foreign currency rates in the jurisdictions which the Group currently runs or intends to run its business which will
materially affect the revenue attributable to the Group. It maximises the use of observable market inputs, including
foreign currency rates and interest rates (Level 2). The derivatives entered into by the Group are included in Level 2
and consist of foreign exchange structured forward contracts. The most significant input into this valuation approach
is market foreign currency rates.

CAPITAL MANAGEMENT

The Group’s capital management objectives are to ensure the Group’s ability to continue as a going concern and to

provide an adequate return to shareholders by pricing goods and services commensurately with the level of risk.

The Group actively and regularly reviews its capital structure and makes adjustments in light of changes in economic

conditions. The Group monitors its capital structure on the basis of the net debt to equity ratio. For this purpose net debt is

defined as borrowings less cash and cash equivalents. The Group’s goal in capital management is to maintain a net debt to

equity ratio of less than 50%. In order to maintain or adjust the ratio, the Group may adjust the amount of dividends paid to

shareholders, issue new shares, return capital to shareholders, raise new debt financing or sell assets to reduce debt.

The Group’s net debt to equity ratio at the reporting date was:

As at

As at 31 December 31 May

2011 2012 2013

HK$'000 HK$°000 HK$'000

Amounts due to directors — 2,515 830
Interest-bearing borrowings 4,328 2,478 28,741
Less: Pledged bank deposits (6,074) (8,801) (8,544)
Less: Cash and cash equivalents (14,037) (37,550) (31,978)
Net debts (15,783) (41,358) (10,951)
Total equity 41,726 56,733 52,329
Net debt to equity ratio N/A N/A N/A
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39. SUBSEQUENT EVENTS

Except as disclosed in note 2.1 in this report, the following significant events have taken place subsequent to 31 May
2013:

(a) In June 2013, Runway HK declared a dividend of HK$20,000,000 in respect of the year ending 31 December
2013, which was fully paid in June 2013 to Mr. Tien and Mr. Gozashti.

III. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Company or its subsidiaries in respect
of any period subsequent to 31 May 2013.

Yours faithfully,

[e]
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The following is the text of a letter, summary of values and valuation certificate, prepared for the
purpose of incorporation of this document received from [e®], an independent valuer, in connection with

their valuations of the property interests of the Group as at 30 September 2013.
[o]

The Directors

Runway Global Holdings Company Limited
14th Floor, Park Building

No. 476 Castle Peak Road

Cheung Sha Wan

Kowloon

Hong Kong

Dear Sirs,

In accordance with your instructions to value the properties in which Runway Global Holdings
Company Limited (the “Company”) and its subsidiaries (together the “Group”) have interests, we
confirm that we have carried out inspections, made relevant enquiries, searches and obtained such
further information as we consider necessary for the purpose of providing you with our opinion of the
value of the relevant properties as at 30 September 2013 (the “valuation date’).

Our valuations of the property interests are our opinion of the Market Value which we would
define as “the estimated amount for which an asset or liability should exchange on the valuation date
between a willing buyer and a willing seller in an arm’s-length transaction after proper marketing and
where the parties had each acted knowledgeably, prudently and without compulsion.” Market value is
understood as the value of an asset or liability estimated without regard to costs of sale or purchase (or
transaction) and without offset for any associated taxes or potential taxes.

Our valuations of the property interests have been made on the assumption that the owner sells the
properties on the market in their existing state without the benefit of a deferred term contracts,
leaseback, joint venture, management agreement or any similar arrangement which would serve to
increase the values of the properties.

The land use rights of Property 1 in Group I has been valued on a market basis by reference to
Land Price Index of Jiaxing City published by State Land Resources Bureau of Jiaxing Shi, (%L1 =]
1+ &5 %)), which is deemed as the benchmark of the market price. This approach rests on the wide
acceptance of market price as the best indicator of value and pre-supposes that evidence of recent
transactions in the market place can be extrapolated to similar properties, subject to allowances for
variable factors.

Our valuation of buildings and structures of Property 1 in Group I is based on the method of
Depreciated Replacement Cost which is used for the valuation of specialized properties. It is an
application (method) of the cost approach that may be used in arriving at the value of specialized
properties for financial reporting purposes. Depreciated Replacement Cost may be the more applicable
approach when comparable sale data is insufficient but sufficient market data exists concerning costs
and accrued depreciation. As an application of the cost approach, it is based on the principle of
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substitution. Depreciated Replacement Cost is based on an estimate of the Market Value for the existing
use of the land, plus the current costs of replacing an asset with its modern equivalent asset less
deductions for physical deterioration and all relevant forms of obsolescence and optimization.

The application of Depreciation Replacement Cost is subject to adequate potential profitability of
the business paying due regards to the total assets employed. Besides, the market value of the buildings
and structures derived by Depreciated Replacement Cost only applies to the buildings and structures as a
unique interest, and no piecemeal transaction of the buildings and structures of the property is assumed.

We have not attributed any commercial value to the rented and licensed properties in Groups II to
V mainly due to the prohibition against assignment or sub-letting/sub-licensing or lack of substantial
profit rent.

In valuing the property interests, we have adopted the basis of valuation and have made the
valuation assumptions in accordance with the HKIS Valuation Standards (2012 Edition) published by the
Hong Kong Institute of Surveyors.

[e]

The current status of the property interest in Group I regarding major approvals, consents or
licences required in the PRC is set out as follows:

Property 1
Document/Approval in Group I
State-owned Land Use Rights Grant Contract Yes
State-owned Land Use Rights Certificate Yes
Building Ownership Certificate Yes

We have relied to a considerable extent on the information provided by the Group and have
accepted advice given to us on such matters as planning approvals or statutory notices, easements,
tenure, occupation, letting, rentals, licences, site and floor areas and all other relevant matters.

We have not carried out detailed site measurements to verify the correctness of the areas in respect
of the properties but have assumed that the site areas shown on the documents and official site plans
handed to us are correct. Based on our valuation experience of similar properties, we consider the
assumptions so made to be reasonable. All documents and contracts have been used as reference only
and all dimensions, measurements and areas are approximations. No on-site measurements have been
taken.

The undersigned inspected the exterior and, where possible, the interior of the properties (except
the rented and licensed properties located in the United States of America (“the USA”), which do not
possess any commercial value) in the PRC on 28 May 2013 and in Hong Kong on 11 June 2013, in
respect of which we have been provided with such information as we have required for the purpose of
our valuations. However, no structural survey has been made, but in the course of our inspection, we did
not note any serious defects. We are not, however, able to report that the properties are free from rot,
infestation or any other structural defects. No tests were carried out to any of the services.
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No allowance has been made in our report for any charges, mortgages or amounts owing on the
properties nor for any expenses or taxation which may be incurred in effecting a sale. Unless otherwise
stated, it is assumed that the properties are free from encumbrances, such as mortgage and debenture
charge, restrictions and outgoings of an onerous nature which could affect their values.

We have been shown copies of various documents relating to the properties. However, we have not
searched the original documents to verify any amendments which may not appear on the copies handed
to us. We have not searched the original documents to verify the existing title of the properties in the
PRC or any material encumbrances that might be attached to the properties. However, we have made
reference to the opinion given by the Company’s PRC Legal Advisers on PRC laws — [e] in respect of
the Group’s title to the properties in the PRC.

The scope of valuations has been determined with reference to the property list provided by the
Group. All properties on the list have been included in this valuation certificate. The Group has
confirmed to us that it has no property interests other than those specified on the list supplied to us.

We have had no reason to doubt the truth and accuracy of the information provided to us by the
Group. We have also sought and received confirmation from the Group that no material factors have
been omitted from the information supplied. We consider that we have been provided with sufficient
information to reach an informed view, and have no reason to suspect that any material information has
been withheld.

Unless otherwise stated, all monetary amounts stated are in Hong Kong Dollar. The adopted
exchange rate for the valuation of property interest in Group I is the prevailing rate as at the valuation
date, being HK$1 to RMBO0.7913 and no significant fluctuation in exchange rate has been found between
that date and the date of this letter.

The conclusion of values is based on generally accepted valuation procedures and practices that
rely extensively on assumptions and considerations, not all of which can be easily quantified or
ascertained exactly. While we have exercised our professional judgment in arriving at the valuation, you
are urged to consider carefully the nature of such assumptions which are disclosed in this report and
should exercise caution when interpreting this report.

We hereby certify that we have neither present nor prospective interest in the Group or the value
reported.

Our valuations are summarized below and the valuation certificate is attached.

Yours faithfully,
For and on behalf of

[o]

Note: [e]

- II-3 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed

“Warning” on the cover of this Web Proof Information Pack.

APPENDIX IIT PROPERTY VALUATION

SUMMARY OF VALUES

Property

Group I — Property interest held and occupied by Group in the PRC

1. A parcel of land and
various buildings erected thereon,
No. 493 Dade Road,
Xiuzhou District,
Jiaxing City,
Zhejiang Province,
The PRC.

Total:

Group IT — Properties rented by the Group in Hong Kong

1. Unit 1303A on 13th Floor of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

2. The whole of 14th Floor of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

3. Unit C6 on 2nd Floor,
Por Mee Factory Building,
No. 500 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Total:

~ 114 —

Capital value in
existing state as at
30 September 2013

(HK$)

78,569,000

78,569,000

No commercial value

No commercial value

No commercial value

Nil
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Capital value in

existing state as at

Property 30 September 2013
(HK$)

Group III — Properties rented by the Group in the United States of America

1. Western Portion of 16th Floor, No commercial value
260 West 39th Street,
Manhattan,
New York,
The USA.
2. Suite B0692 on 6th Floor in Building B, No commercial value

No. 110 East Ninth Street,
California Market Center,
Los Angeles,

California,

The USA.

3. Suites BO801/803 on 8th Floor in Building B, No commercial value
No. 110 East Ninth Street,
California Market Center,
Los Angeles,
California,
The USA.

Total: Nil
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Property

Group IV — Properties licensed by the Group in Hong Kong

1.  Passenger Lift Lobby at 14th Floor of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

2. Car Parking Space No. L3 on Ground Floor of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

3. Car Parking Space No. L4 on Ground Floor of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Total:

Group V — Property licensed by the Group in the United States of America

1.  Office Nos. 259 and 260 on Second Floor,
Regus-Petaluma Marina,
755 Baywood Drive,
Petaluma,
Sonoma County,
California,
The USA.

Total:

Grand Total:

— I-6 —

Capital value in
existing state as at
30 September 2013

(HK$)

No commercial value

No commercial value

No commercial value

Nil

No commercial value

Nil

78,569,000
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VALUATION CERTIFICATE

Group I — Property interest held and occupied by the Group in the PRC

Property

1. A parcel of land and
various buildings erected
thereon,

No. 493 Dade Road,
Xiuzhou District,
Jiaxing City,

Description and tenure

The property comprises a parcel of land
and 3 various buildings erected thereon.
The buildings are 2—5 storeys in height
and were completed in 2007.

The land on which the buildings situated

Particulars of
occupancy

The property is
currently occupied by
the Group for
production, storage
and ancillary office
purposes.

Capital value in
existing state as at
30 September 2013

(HKS$)

78,569,000

Zhejiang Province,

has a site area of 13,068.3 sq.m.

The PRC.
The property has a total gross floor area
of approximately 19,262 sq.m.
The property is held under the land use
rights for a term up to 8 October 2053.
Notes:

Pursuant to a State-owned Land Use Rights Grant Contract — Jia Tu Xiu Zhou Rang He [2007] No. 1045 (F 47 +ith
i I AE A A — 5% £ 75 584 [200711045%%) dated 20 March 2007 entered into between the Land and Resources
Bureau of Jiaxing, Zhejiang Province, the PRC ("1 A [ 30 [ i VLA %2 B 117 [ L % 5UR)) (“Party A™) and Jiaxing
Xin Nuo Garment Limited (P55 RAEGA A ) (now known as Jiaxing Runway Global Garment Limited
(“Runway Jiaxing”) and is an indirect wholly-owned subsidiary of the Company) (“Party B”’), Party A agreed to
grant a parcel of land having a site area of 13,131 sq.m. to Party B for a term up to 8 October 2053 at a land
premium of RMB2,626,200 for industrial use;

Pursuant to a State-owned Land Use Right Certificate — Jia Xing Guo Yong (2008) No. 1474 (B4 + b FIGE —
5 WL 1 (2008) £51474%%) dated 14 May 2008 issued by the People’s Government of Jiaxing City (&P 7 A EEL
Jtf), Runway Jiaxing was granted the land use rights, having a site area of 13,068.3 sq.m., for a term up to 8 October
2053 for industrial use;

The property is subject to 3 Building Ownership Certificates — Jia Fang Quan Zheng Xiu Zhou Zi Nos.00278550,
00274451 and 00274452 (5 RFTAREGE — %5 MEREFMTH 00278550, 00274451 % 00274452%F) all dated 17
April 2008 issued by the Planning and Construction Bureau of Jiaxing City (FEHLTTAI#EIH L)) to Runway
Jiaxing in respect of 3 buildings having a total gross floor area of approximately 19,262 sq.m.;

The capital value of the property as at the valuation date was in the amount of HK$78,569,000 of which
HK$65,989,000 is attributable to buildings and structures and HK$12,580,000 is attributable to the land use rights;

Pursuant to a Maximum Amount Mortgage Contract — JX2X2010 Ren Di 339 (= #E4E# & — IX2X2010 A&
339) dated 3 November 2010 made between Runway Jiaxing and the Bank of China, Jiaxing Branch (B #R4T B 7
7 FRA A5 BT 7347), the former party mortgaged a building having a gross floor area of 14,276.42 sq.m. (held
under Building Ownership Certificate — Jia Fang Quan Zheng Xiu Zhou Zi No. 00274452 (5 2 T & R — %5 HE
A MTFH 00274452%%)) and the part of land occupied by it in a maximum mortgage amount of RMB21,721,608
for a term commencing from 3 November 2010 to 31 December 2013; and
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6. Pursuant to Land Price Index of Jiaxing City published by State Land Resources Bureau of Jiaxing Shi (%% #ii[E +
Wi %), the property falls within the zone of Grade II under industrial land use classification. Under the price index
of Grade II, the indexed price is RMB600 per sq.m. subject to the plot ratio of 1. In valuing the land use rights,
adjustments have been made to the plot ratio of 1.46 and the residual land use term and thus the market value of the
land use rights becomes RMB761.74 per sq.m.

7. It is stated in the legal opinion given by the Company’s PRC Legal Advisers — [e], inter alia, that:

(a)

(b)

(c)

(d)

Runway Jiaxing is an unique land use rights holder and is entitled to occupy and use the land, which is
protected by the PRC laws;

Runway Jiaxing is an unique owner of the buildings from legal point of view;
In respect of the mortgage as stated in Note 5, Runway Jiaxing is entitled to occupy and use the pledged
building and land (hereinafter known as “pledged assets”). However, consent must be obtained from the

mortgagor if the mortgagee wants to convey or dispose part or whole of the pledged assets; and

Jiaxing Xin Nuo Garment Limited (5% ¥U{5 5 IRAHA B/ F) (now known as Runway Jiaxing) has fully paid
the land premium.
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Group IT — Properties rented by the Group in Hong Kong

Property

1. Unit 1303A on 13th Floor
of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Note:

Description and tenure

The property comprises an office unit on
13th Floor of a 22-storey office building.
The building was completed in 1984.

The property has a lettable area of about
1,505 sq.ft. (139.8 sq.m.).

The property is currently occupied by the
Group for office purposes.

- II-9 -

Capital value in
existing state as at
30 September 2013

(HKS$)

Particulars of
occupancy

The property was No commercial value
rented by the Group
for a term of 2 years
commencing from 1
September 2012 to 31
August 2014 at a
monthly rent of
HK$24,832.5
exclusive of
management fee,
air-conditioning
maintenance fee and
government rates.

The tenant is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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Property

2. The whole of 14th Floor of
Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Description and tenure

The property comprises whole of the
office space on 14th Floor of a 22-storey
office building. The building was
completed in 1984.

The property has a lettable area of about
6,301 sq. ft. (585.4 sq.m.).

The property is currently occupied by the
Group for office purpose.

Capital value in

Particulars of existing state as at
occupancy 30 September 2013

(HKS$)
The property was No commercial value

rented by the Group
for a term of 2 years
commencing from 1
September 2012 to 31
August 2014 at a
monthly rent of
HK$112,157
exclusive of
management fee,
air-conditioning
maintenance fee and
government rates.

Note: The tenant is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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Property

3. Unit C6 on 2nd Floor,
Por Mee Factory Building,
No. 500 Castle Peak Road,

Description and tenure

The property comprises a factory unit on
2nd Floor of a 15-storey industrial
building. The building was completed in

Particulars of
occupancy

The property was
rented by the Group
for a term

Capital value in
existing state as at
30 September 2013

(HKS$)

No commercial value

Lai Chi Kok, 1971. commencing from 6
Kowloon, October 2012 to 31
Hong Kong. The property has a lettable area of about  August 2014 at a
565 sq.ft. (52.5 sq.m.). monthly rent of
HK$5,300 inclusive
The property is currently occupied by the of management fee,
Group for storage purpose. ground rent and
government rates but
exclusive of water,
electricity, gas,
telephone and other
charges.
Notes:
1. The tenant is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.

2. The property is subject to an Order No. UB2/U13-17/0049107 dated 31 August 2009 issued by the Building
Authority regarding unauthorised removal of fire resisting door and installation of roller shutter, metal gate and a
door of inadequate fire rating; and

3. The building in which the property forms part is subject to an Order No. UB2/U13-17/0057/07 dated 31 August 2009

issued by the Building Authority regarding some unauthorised building works of the building.
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Group III — Properties rented by the Group in the United States of America

Particulars of

Capital value in
existing state as at

Property Description and tenure occupancy 30 September 2013
(HKS$)
1. Western Portion of The property comprises an office unit on  The property was No commercial value
16th Floor, 16th Floor of a 19-storey office building. rented by the Group
260 West 39th Street, The building was completed in 1928. for a term of 5 years
Manhattan, commencing from 1
New York, The property has a lettable area of about ~ August 2011 to 31
The USA. 2,162 sq.ft. (200.9 sq.m.). July 2016 at a
monthly base rent
The property is currently occupied by the ranging from
Group for office and showroom US$8,365 to
purposes. US$9,750 exclusive
of real estate tax. (see
Note 2)
Notes:
1. The tenant is Runway Fashions, Inc., which is an indirect wholly-owned subsidiary of the Company; and
2. The base rent of the property is tabulated as follows:

Lease Period

1 August 2011-31 December 2011
1 January 2012-31 July 2012
1 August 2012-31 July 2013
1 August 2013-31 July 2014
1 August 2014-31 July 2015
1 August 2015-31 July 2016
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Monthly
Payment

(US3)

8,365
8,550
8,750
9,250
9,550
9,750

Annual
Payment

(US3)

41,825
59,850
105,000
111,000
114,600
117,000
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Property

2. Suites B0692 on 6th Floor
in Building B,
No. 110 East Ninth Street,
California Market Center,
Los Angeles,
California,
The USA.

Description and tenure

The property comprises an office unit on
6th Floor of a 13-storey office building.
The building was completed in 1963.

The property has a lettable area of about
440 sq.ft. (40.9 sq.m.).

The property is currently occupied by the
Group for office and showroom
purposes.

Particulars of
occupancy

The property was
rented by the Group
for a term of 2 years
commencing from 1
July 2013 to 30 June
2015 at a monthly
base rent of US$440
exclusive of direct
expenses.

Capital value in
existing state as at
30 September 2013

(HKS$)

No commercial value

Note: The tenant is Runway Fashions, Inc., which is an indirect wholly-owned subsidiary of the Company.
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Capital value in

Particulars of existing state as at
Property Description and tenure occupancy 30 September 2013
(HKS$)
3. Suites B0801/803 on 8th The property comprises an office unit on  The property was No commercial value
Floor in Building B, 8th Floor of a 13-storey office building. rented by the Group
No. 110 East Ninth Street, The building was completed in 1963. for a term of 5 years
California Market Center, commencing from 1
Los Angeles, The property has a lettable area of about  July 2013 to 30 June
California, 2,423 sq.ft. (225.1 sq.m.) 2018 at a monthly
The USA. base rent ranging from
The property is currently occupied by the US$4,846 to
Group for office and showroom US$5,141.12
purposes. exclusive of direct
expenses. (see Notes 2
and 3)
Notes:
1. The tenant is Runway Fashions, Inc., which is an indirect wholly-owned subsidiary of the Company;
2. The base rent of the property is tabulated as follows:
Monthly Base
Lease Period Rent
(US$)
1 July 2013-30 June 2015 4,846.00
1 July 2015-30 June 2017 4,991.38
1 July 2017-30 June 2018 5,141.12
3. Provided that the tenant is not in default of any of its obligations to the landlord, the landlord shall allow the tenant

rent credits in the following amounts:

Monthly Rent

Lease Period Credits

(US$)
1 December 2013-31 December 2013 2,423.00
1 December 2014-31 December 2014 2,423.00
1 June 2018-30 June 2018 5,141.12

- II-14 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

APPENDIX IIT

PROPERTY VALUATION

Group IV — Properties licensed by the Group in Hong Kong

Property

1. Passenger Lift Lobby
at 14th Floor
of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Note:

Description and tenure

The property comprises a lift lobby space
on 14th Floor of a 22-storey office
building. The building was completed in
1984.

The property has a licensed area of about
420 sq.ft. (39 sq.m.).

The property is currently occupied by the
Group for office reception purpose.
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Capital value in
existing state as at
30 September 2013

(HKS$)

Particulars of
occupancy

The property was No commercial value
licensed by the Group

for a term of 2 years

commencing from 1

September 2012 to 31

August 2014 at a

monthly licence fee of

HK$10 exclusive of

management fee and

government rates.

The licensee is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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Property

2. Car Parking Space No. L3
on Ground Floor
of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Description and tenure

The property comprises a car parking
space on Ground Floor of a 22-storey
office building. The building was
completed in 1984.

The property is currently occupied by the
Group for car parking purpose.

Capital value in

Particulars of existing state as at
occupancy 30 September 2013

(HKS$)
The property was No commercial value

licensed by the Group
for a term of 2 years
commencing from 1
September 2012 to 31
August 2014 at a
monthly licence fee of
HK$2,800 exclusive
of management fee
and government rates.

Note: The licensee is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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Property

3. Car Parking Space No. L4
on Ground Floor
of Park Building,
No. 476 Castle Peak Road,
Lai Chi Kok,
Kowloon,
Hong Kong.

Description and tenure

The property comprises a car parking
space on Ground Floor of a 22-storey
office building. The building was
completed in 1984.

The property is currently occupied by the
Group for car parking purpose.

Capital value in

Particulars of existing state as at
occupancy 30 September 2013

(HKS$)
The property was No commercial value

licensed by the Group
for a term of 2 years
commencing from 1
September 2012 to 31
August 2014 at a
monthly licence fee of
HK$3,300 exclusive
of management fee
and government rates.

Note: The licensee is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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Group V — Property licensed by the Group in the United States of America

Property

1. Office Nos.259 and
260 on Second Floor,
Regus-Petaluma Marina,
755 Baywood Drive,
Petaluma,
Sonoma County,
California,
The USA.

Description and tenure

The property comprises two office rooms
on 2nd Floor of a 2-storey office
building. The building was completed in
2002.

The property has a total licensed area of
about 266 sq.ft. (24.7 sq.m.).

The property is currently occupied by the
Group for office purpose.

Capital value in
Particulars of existing state as at
30 September 2013

(HKS$)

occupancy

The property was No commercial value
licensed by the Group

for a term of 2 years

commencing from 1

September 2013 to 31

August 2015 at a total

monthly licence fee of

US$1,628 exclusive

of VAT/tax and

service charges.

Note: The licensee is Runway Global Limited, which is an indirect wholly-owned subsidiary of the Company.
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APPENDIX IV SUMMARY OF THE CONSTITUTION OF THE COMPANY
AND CAYMAN ISLANDS COMPANY LAW

Set out below is a summary of certain provisions of the Memorandum and Articles of Association
of the Company and of certain aspects of Cayman Islands company law.

The Company was incorporated in the Cayman Islands as an exempted company with limited
liability on 19 June 2013 under the Companies Law, Cap 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands (the “Companies Law”). The Memorandum of Association (the
“Memorandum”) and the Articles of Association (the “Articles”) comprise its constitution.

1. MEMORANDUM OF ASSOCIATION

(a) The Memorandum states, inter alia, that the liability of members of the Company is limited to
the amount, if any, for the time being unpaid on the Shares respectively held by them and
that the objects for which the Company is established are unrestricted (including acting as an
investment company), and that the Company shall have and be capable of exercising all the
functions of a natural person of full capacity irrespective of any question of corporate benefit,
as provided in section 27(2) of the Companies Law and in view of the fact that the Company
is an exempted company that the Company will not trade in the Cayman Islands with any
person, firm or corporation except in furtherance of the business of the Company carried on
outside the Cayman Islands.

(b) The Company may by special resolution alter the Memorandum with respect to any objects,
powers or other matters specified therein.

2.  ARTICLES OF ASSOCIATION

The Articles were conditionally adopted on 22 November 2013. The following is a summary of
certain provisions of the Articles:

(a) Directors
(i)  Power to allot and issue shares and warrants

Subject to the provisions of the Companies Law and the Memorandum and Articles and
to any special rights conferred on the holders of any shares or class of shares, any share may
be issued with or have attached thereto such rights, or such restrictions, whether with regard
to dividend, voting, return of capital, or otherwise, as the Company may by ordinary
resolution determine (or, in the absence of any such determination or so far as the same may
not make specific provision, as the board may determine). Subject to the Companies Law, the
rules of any Designated Stock Exchange (as defined in the Articles) and the Memorandum
and Articles, any share may be issued on terms that, at the option of the Company or the
holder thereof, they are liable to be redeemed.

The board may issue warrants conferring the right upon the holders thereof to subscribe
for any class of shares or securities in the capital of the Company on such terms as it may
from time to time determine.
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Subject to the provisions of the Companies Law and the Articles and, where applicable,
the rules of any Designated Stock Exchange (as defined in the Articles) and without prejudice
to any special rights or restrictions for the time being attached to any shares or any class of
shares, all unissued shares in the Company shall be at the disposal of the board, which may
offer, allot, grant options over or otherwise dispose of them to such persons, at such times,
for such consideration and on such terms and conditions as it in its absolute discretion thinks
fit, but so that no shares shall be issued at a discount.

Neither the Company nor the board shall be obliged, when making or granting any
allotment of, offer of, option over or disposal of shares, to make, or make available, any such
allotment, offer, option or shares to members or others with registered addresses in any
particular territory or territories being a territory or territories where, in the absence of a
registration statement or other special formalities, this would or might, in the opinion of the
board, be unlawful or impracticable. Members affected as a result of the foregoing sentence
shall not be, or be deemed to be, a separate class of members for any purpose whatsoever.

(ii) Power to dispose of the assets of the Company or any subsidiary

There are no specific provisions in the Articles relating to the disposal of the assets of
the Company or any of its subsidiaries. The Directors may, however, exercise all powers and
do all acts and things which may be exercised or done or approved by the Company and
which are not required by the Articles or the Companies Law to be exercised or done by the
Company in general meeting.

(iii) Compensation or payments for loss of office

Pursuant to the Articles, payments to any Director or past Director of any sum by way
of compensation for loss of office or as consideration for or in connection with his retirement
from office (not being a payment to which the Director is contractually entitled) must be
approved by the Company in general meeting.

(iv) Loans and provision of security for loans to Directors
There are provisions in the Articles prohibiting the making of loans to Directors.
(v) Disclosure of interests in contracts with the Company or any of its subsidiaries

A Director may hold any other office or place of profit with the Company (except that
of the auditor of the Company) in conjunction with his office of Director for such period and,
subject to the Articles, upon such terms as the board may determine, and may be paid such
extra remuneration therefor (whether by way of salary, commission, participation in profits or
otherwise) in addition to any remuneration provided for by or pursuant to any other Articles.
A Director may be or become a director or other officer of, or otherwise interested in, any
company promoted by the Company or any other company in which the Company may be
interested, and shall not be liable to account to the Company or the members for any
remuneration, profits or other benefits received by him as a director, officer or member of, or
from his interest in, such other company. Subject as otherwise provided by the Articles, the
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board may also cause the voting power conferred by the shares in any other company held or
owned by the Company to be exercised in such manner in all respects as it thinks fit,
including the exercise thereof in favour of any resolution appointing the Directors or any of
them to be directors or officers of such other company, or voting or providing for the
payment of remuneration to the directors or officers of such other company.

Subject to the Companies Law and the Articles, no Director or proposed or intended
Director shall be disqualified by his office from contracting with the Company, either with
regard to his tenure of any office or place of profit or as vendor, purchaser or in any other
manner whatsoever, nor shall any such contract or any other contract or arrangement in
which any Director is in any way interested be liable to be avoided, nor shall any Director so
contracting or being so interested be liable to account to the Company or the members for
any remuneration, profit or other benefits realised by any such contract or arrangement by
reason of such Director holding that office or the fiduciary relationship thereby established.
A Director who to his knowledge is in any way, whether directly or indirectly, interested in a
contract or arrangement or proposed contract or arrangement with the Company shall declare
the nature of his interest at the meeting of the board at which the question of entering into
the contract or arrangement is first taken into consideration, if he knows his interest then
exists, or in any other case, at the first meeting of the board after he knows that he is or has
become so interested.

A Director shall not vote (nor be counted in the quorum) on any resolution of the board
approving any contract or arrangement or other proposal in which he or any of his associates
is materially interested, but this prohibition shall not apply to any of the following matters,
namely:

(aa) any contract or arrangement for giving to such Director or his associate(s) any
security or indemnity in respect of money lent by him or any of his associates or
obligations incurred or undertaken by him or any of his associates at the request
of or for the benefit of the Company or any of its subsidiaries;

(bb) any contract or arrangement for the giving of any security or indemnity to a third
party in respect of a debt or obligation of the Company or any of its subsidiaries
for which the Director or his associate(s) has himself/themselves assumed
responsibility in whole or in part whether alone or jointly under a guarantee or
indemnity or by the giving of security;

(cc) any contract or arrangement concerning an offer of shares or debentures or other
securities of or by the Company or any other company which the Company may
promote or be interested in for subscription or purchase, where the Director or his
associate(s) is/are or is/are to be interested as a participant in the underwriting or
sub-underwriting of the offer;

(dd) any contract or arrangement in which the Director or his associate(s) is/are
interested in the same manner as other holders of shares or debentures or other
securities of the Company by virtue only of his/their interest in shares or
debentures or other securities of the Company; or
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(ee) any proposal or arrangement concerning the adoption, modification or operation of
a share option scheme, a pension fund or retirement, death, or disability benefits
scheme or other arrangement which relates both to Directors, his associates and
employees of the Company or of any of its subsidiaries and does not provide in
respect of any Director, or his associate(s) as such any privilege or advantage not
accorded generally to the class of persons to which such scheme or fund relates.

(vi) Remuneration

The ordinary remuneration of the Directors shall from time to time be determined by
the Company in general meeting, such sum (unless otherwise directed by the resolution by
which it is voted) to be divided amongst the Directors in such proportions and in such
manner as the board may agree or, failing agreement, equally, except that any Director
holding office for part only of the period in respect of which the remuneration is payable
shall only rank in such division in proportion to the time during such period for which he
held office. The Directors shall also be entitled to be prepaid or repaid all travelling, hotel
and incidental expenses reasonably expected to be incurred or incurred by them in attending
any board meetings, committee meetings or general meetings or separate meetings of any
class of shares or of debentures of the Company or otherwise in connection with the
discharge of their duties as Directors.

Any Director who, by request, goes or resides abroad for any purpose of the Company
or who performs services which in the opinion of the board go beyond the ordinary duties of
a Director may be paid such extra remuneration (whether by way of salary, commission,
participation in profits or otherwise) as the board may determine and such extra remuneration
shall be in addition to or in substitution for any ordinary remuneration as a Director. An
executive Director appointed to be a managing director, joint managing director, deputy
managing director or other executive officer shall receive such remuneration (whether by way
of salary, commission or participation in profits or otherwise or by all or any of those modes)
and such other benefits (including pension and/or gratuity and/or other benefits on
retirement) and allowances as the board may from time to time decide. Such remuneration
may be either in addition to or in lieu of his remuneration as a Director.

The board may establish or concur or join with other companies (being subsidiary
companies of the Company or companies with which it is associated in business) in
establishing and making contributions out of the Company’s monies to any schemes or funds
for providing pensions, sickness or compassionate allowances, life assurance or other benefits
for employees (which expression as used in this and the following paragraph shall include
any Director or ex-Director who may hold or have held any executive office or any office of
profit with the Company or any of its subsidiaries) and ex-employees of the Company and
their dependents or any class or classes of such persons.

The board may pay, enter into agreements to pay or make grants of revocable or
irrevocable, and either subject or not subject to any terms or conditions, pensions or other
benefits to employees and ex-employees and their dependents, or to any of such persons,
including pensions or benefits additional to those, if any, to which such employees or ex-
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employees or their dependents are or may become entitled under any such scheme or fund as
is mentioned in the previous paragraph. Any such pension or benefit may, as the board
considers desirable, be granted to an employee either before and in anticipation of, or upon
or at any time after, his actual retirement.

(vii) Retirement, appointment and removal

At each annual general meeting, one third of the Directors for the time being (or if their
number is not a multiple of three, then the number nearest to but not less than one third) will
retire from office by rotation provided that every Director shall be subject to retirement at an
annual general meeting at least once every three years. The Directors to retire in every year
will be those who have been longest in office since their last re-election or appointment but
as between persons who became or were last re-elected Directors on the same day those to
retire will (unless they otherwise agree among themselves) be determined by lot. There are no
provisions relating to retirement of Directors upon reaching any age limit.

The Directors shall have the power from time to time and at any time to appoint any
person as a Director either to fill a casual vacancy on the board or as an addition to the
existing board. Any Director appointed to fill a casual vacancy shall hold office until the first
general meeting of members after his appointment and be subject to re-election at such
meeting and any Director appointed as an addition to the existing board shall hold office only
until the next following annual general meeting of the Company and shall then be eligible for
re-election. Neither a Director nor an alternate Director is required to hold any shares in the
Company by way of qualification.

A Director may be removed by an ordinary resolution of the Company before the
expiration of his period of office (but without prejudice to any claim which such Director
may have for damages for any breach of any contract between him and the Company) and
may by ordinary resolution appoint another in his place. Unless otherwise determined by the
Company in general meeting, the number of Directors shall not be less than two. There is no
maximum number of Directors.

The office of director shall be vacated:

(aa) if he resigns his office by notice in writing delivered to the Company at the
registered office of the Company for the time being or tendered at a meeting of
the Board;

(bb) becomes of unsound mind or dies;

(cc) if, without special leave, he is absent from meetings of the board (unless an
alternate director appointed by him attends) for six (6) consecutive months, and
the board resolves that his office is vacated;

(dd) if he becomes bankrupt or has a receiving order made against him or suspends
payment or compounds with his creditors;
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(b)

(ee) if he is prohibited from being a director by law;

(ff) if he ceases to be a director by virtue of any provision of law or is removed from
office pursuant to the Articles.

The board may from time to time appoint one or more of its body to be managing
director, joint managing director, or deputy managing director or to hold any other
employment or executive office with the Company for such period and upon such terms as
the board may determine and the board may revoke or terminate any of such appointments.
The board may delegate any of its powers, authorities and discretions to committees
consisting of such Director or Directors and other persons as the board thinks fit, and it may
from time to time revoke such delegation or revoke the appointment of and discharge any
such committees either wholly or in part, and either as to persons or purposes, but every
committee so formed shall, in the exercise of the powers, authorities and discretions so
delegated, conform to any regulations that may from time to time be imposed upon it by the
board.

(viii) Borrowing powers

The board may exercise all the powers of the Company to raise or borrow money, to
mortgage or charge all or any part of the undertaking, property and assets (present and
future) and uncalled capital of the Company and, subject to the Companies Law, to issue
debentures, bonds and other securities of the Company, whether outright or as collateral
security for any debt, liability or obligation of the Company or of any third party.

Note: These provisions, in common with the Articles in general, can be varied with the sanction of a special
resolution of the Company.

(ix) Proceedings of the Board

The board may meet for the despatch of business, adjourn and otherwise regulate their
meetings as they think fit. Questions arising at any meeting shall be determined by a majority
of votes. In the case of an equality of votes, the chairman of the meeting shall have an
additional or casting vote.

(x) Register of Directors and Officers

The Companies Law and the Articles provide that the Company is required to maintain
at its registered office a register of directors and officers which is not available for inspection
by the public. A copy of such register must be filed with the Registrar of Companies in the
Cayman Islands and any change must be notified to the Registrar within thirty (30) days of
any change in such directors or officers.

Alterations to constitutional documents

The Articles may be rescinded, altered or amended by the Company in general meeting by

special resolution. The Articles state that a special resolution shall be required to alter the

provisions of the Memorandum, to amend the Articles or to change the name of the Company.
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(c) Alteration of capital

The Company may from time to time by ordinary resolution in accordance with the relevant
provisions of the Companies Law:

(i) increase its capital by such sum, to be divided into shares of such amounts as the
resolution shall prescribe;

(i1) consolidate and divide all or any of its capital into shares of larger amount than its
existing shares;

(iii) divide its shares into several classes and without prejudice to any special rights
previously conferred on the holders of existing shares attach thereto respectively any
preferential, deferred, qualified or special rights, privileges, conditions or restrictions as
the Company in general meeting or as the directors may determine;

(iv) sub-divide its shares or any of them into shares of smaller amount than is fixed by the
Memorandum, subject nevertheless to the provisions of the Companies Law, and so that
the resolution whereby any share is sub-divided may determine that, as between the
holders of the shares resulting from such sub-division, one or more of the shares may
have any such preferred or other special rights, over, or may have such deferred rights
or be subject to any such restrictions as compared with the others as the Company has
power to attach to unissued or new shares; or

(v) cancel any shares which, at the date of passing of the resolution, have not been taken,
or agreed to be taken, by any person, and diminish the amount of its capital by the
amount of the shares so cancelled.

The Company may subject to the provisions of the Companies Law reduce its share capital or
any capital redemption reserve or other undistributable reserve in any way by special resolution.

(d) Variation of rights of existing shares or classes of shares

Subject to the Companies Law, all or any of the special rights attached to the shares or any
class of shares may (unless otherwise provided for by the terms of issue of that class) be varied,
modified or abrogated either with the consent in writing of the holders of not less than three-
fourths in nominal value of the issued shares of that class or with the sanction of a special
resolution passed at a separate general meeting of the holders of the shares of that class. To every
such separate general meeting the provisions of the Articles relating to general meetings will
mutatis mutandis apply, but so that the necessary quorum (other than at an adjourned meeting)
shall be two persons holding or representing by proxy not less than one-third in nominal value of
the issued shares of that class and at any adjourned meeting two holders present in person or by
proxy whatever the number of shares held by them shall be a quorum. Every holder of shares of
the class shall be entitled to one vote for every such share held by him.
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The special rights conferred upon the holders of any shares or class of shares shall not,
unless otherwise expressly provided in the rights attaching to the terms of issue of such shares, be
deemed to be varied by the creation or issue of further shares ranking pari passu therewith.

(e) Special resolution — majority required

Pursuant to the Articles, a special resolution of the Company must be passed by a majority of
not less than three-fourths of the votes cast by such members as, being entitled so to do, vote in
person or, in the case of such members as are corporations, by their duly authorised representatives
or, where proxies are allowed, by proxy at a general meeting of which notice of not less than
twenty-one (21) clear days and not less than ten (10) clear business days specifying the intention
to propose the resolution as a special resolution, has been duly given. Provided that if permitted by
the Designated Stock Exchange (as defined in the Articles), except in the case of an annual general
meeting, if it is so agreed by a majority in number of the members having a right to attend and
vote at such meeting, being a majority together holding not less than ninety-five per cent. (95%) in
nominal value of the shares giving that right and, in the case of an annual general meeting, if so
agreed by all Members entitled to attend and vote thereat, a resolution may be proposed and passed
as a special resolution at a meeting of which notice of less than twenty-one (21) clear days and
less than ten (10) clear business days has been given.

A copy of any special resolution must be forwarded to the Registrar of Companies in the
Cayman Islands within fifteen (15) days of being passed.

An ordinary resolution is defined in the Articles to mean a resolution passed by a simple
majority of the votes of such members of the Company as, being entitled to do so, vote in person
or, in the case of corporations, by their duly authorised representatives or, where proxies are
allowed, by proxy at a general meeting held in accordance with the Articles.

(f) Voting rights

Subject to any special rights or restrictions as to voting for the time being attached to any
shares by or in accordance with the Articles, at any general meeting on a poll every member
present in person or by proxy or, in the case of a member being a corporation, by its duly
authorised representative shall have one vote for every fully paid share of which he is the holder
but so that no amount paid up or credited as paid up on a share in advance of calls or installments
is treated for the foregoing purposes as paid up on the share. A member entitled to more than one
vote need not use all his votes or cast all the votes he uses in the same way.

At any general meeting a resolution put to the vote of the meeting is to be decided by way of
a poll save that the chairman of the meeting may in good faith, allow a resolution which relates
purely to a procedural or administrative matter to be voted on by a show of hands in which case
every member present in person (or being a corporation, is present by a duly authorized
representative), or by proxy(ies) shall have one vote provided that where more than one proxy is
appointed by a member which is a clearing house (or its nominee(s)), each such proxy shall have
one vote on a show of hands.
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If a recognised clearing house (or its nominee(s)) is a member of the Company it may
authorise such person or persons as it thinks fit to act as its representative(s) at any meeting of the
Company or at any meeting of any class of members of the Company provided that, if more than
one person is so authorised, the authorisation shall specify the number and class of shares in
respect of which each such person is so authorised. A person authorised pursuant to this provision
shall be deemed to have been duly authorised without further evidence of the facts and be entitled
to exercise the same powers on behalf of the recognised clearing house (or its nominee(s)) as if
such person was the registered holder of the shares of the Company held by that clearing house (or
its nominee(s)) including, where a show of hands is allowed, the right to vote individually on a
show of hands.

Where the Company has any knowledge that any shareholder is, under the rules of the
Designated Stock Exchange (as defined in the Articles), required to abstain from voting on any
particular resolution of the Company or restricted to voting only for or only against any particular
resolution of the Company, any votes cast by or on behalf of such shareholder in contravention of
such requirement or restriction shall not be counted.

(g) Requirements for annual general meetings

An annual general meeting of the Company must be held in each year, other than the year of
adoption of the Articles (within a period of not more than fifteen (15) months after the holding of
the last preceding annual general meeting or a period of eighteen (18) months from the date of
adoption of the Articles, unless a longer period would not infringe the rules of any Designated
Stock Exchange (as defined in the Articles)) at such time and place as may be determined by the
board.

(h) Accounts and audit

The board shall cause true accounts to be kept of the sums of money received and expended
by the Company, and the matters in respect of which such receipt and expenditure take place, and
of the property, assets, credits and liabilities of the Company and of all other matters required by
the Companies Law or necessary to give a true and fair view of the Company’s affairs and to
explain its transactions.

The accounting records shall be kept at the registered office or at such other place or places
as the board decides and shall always be open to inspection by any Director. No member (other
than a Director) shall have any right to inspect any accounting record or book or document of the
Company except as conferred by law or authorised by the board or the Company in general
meeting. However, an exempted company shall make available at its registered office in electronic
form or any other medium, copies of its books of account or parts thereof as may be required of it
upon service of an order or notice by the Tax Information Authority pursuant to the Tax
Information Authority Law (2009 Revision) of the Cayman Islands.

A copy of every balance sheet and profit and loss account (including every document
required by law to be annexed thereto) which is to be laid before the Company at its general
meeting, together with a printed copy of the Directors’ report and a copy of the auditors’ report,
shall not less than twenty-one (21) days before the date of the meeting and at the same time as the
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notice of annual general meeting be sent to every person entitled to receive notices of general
meetings of the Company under the provisions the Articles; however, subject to compliance with
all applicable laws, including the rules of the Designated Stock Exchange (as defined in the
Articles), the Company may send to such persons summarised financial statements derived from
the Company’s annual accounts and the directors’ report instead provided that any such person
may by notice in writing served on the Company, demand that the Company sends to him, in
addition to summarised financial statements, a complete printed copy of the Company’s annual
financial statement and the directors’ report thereon.

Auditors shall be appointed and the terms and tenure of such appointment and their duties at
all times regulated in accordance with the provisions of the Articles. The remuneration of the
auditors shall be fixed by the Company in general meeting or in such manner as the members may
determine.

The financial statements of the Company shall be audited by the auditor in accordance with
generally accepted auditing standards. The auditor shall make a written report thereon in
accordance with generally accepted auditing standards and the report of the auditor shall be
submitted to the members in general meeting. The generally accepted auditing standards referred to
herein may be those of a country or jurisdiction other than the Cayman Islands. If so, the financial
statements and the report of the auditor should disclose this fact and name such country or
jurisdiction.

(i) Notices of meetings and business to be conducted thereat

An annual general meeting shall be called by notice of not less than twenty-one (21) clear
days and not less than twenty (20) clear business days and any extraordinary general meeting at
which it is proposed to pass a special resolution shall (save as set out in sub-paragraph (e) above)
be called by notice of at least twenty-one (21) clear days and not less than ten (10) clear business
days. All other extraordinary general meetings shall be called by notice of at least fourteen (14)
clear days and not less than ten (10) clear business days. The notice must specify the time and
place of the meeting and, in the case of special business, the general nature of that business. In
addition notice of every general meeting shall be given to all members of the Company other than
such as, under the provisions of the Articles or the terms of issue of the shares they hold, are not
entitled to receive such notices from the Company, and also to the auditors for the time being of
the Company.

Notwithstanding that a meeting of the Company is called by shorter notice than that
mentioned above if permitted by the rules of the Designated Stock Exchange, it shall be deemed to
have been duly called if it is so agreed:

(i) in the case of a meeting called as an annual general meeting, by all members of the
Company entitled to attend and vote thereat; and

(ii) in the case of any other meeting, by a majority in number of the members having a
right to attend and vote at the meeting, being a majority together holding not less than
ninety-five per cent (95%) in nominal value of the issued shares giving that right.
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All business shall be deemed special that is transacted at an extraordinary general meeting
and also all business shall be deemed special that is transacted at an annual general meeting with
the exception of the following, which shall be deemed ordinary business:

(aa) the declaration and sanctioning of dividends;

(bb) the consideration and adoption of the accounts and balance sheet and the reports of the
directors and the auditors;

(cc) the election of directors in place of those retiring;
(dd) the appointment of auditors and other officers;
(ee) the fixing of the remuneration of the directors and of the auditors;

(ff) the granting of any mandate or authority to the directors to offer, allot, grant options
over or otherwise dispose of the unissued shares of the Company representing not more
than twenty per cent (20%) in nominal value of its existing issued share capital; and

(gg) the granting of any mandate or authority to the directors to repurchase securities of the
Company.

(j) Transfer of shares

All transfers of shares may be effected by an instrument of transfer in the usual or common
form or in a form prescribed by the Designated Stock Exchange (as defined in the Articles) or in
such other form as the board may approve and which may be under hand or, if the transferor or
transferee is a clearing house or its nominee(s), by hand or by machine imprinted signature or by
such other manner of execution as the board may approve from time to time. The instrument of
transfer shall be executed by or on behalf of the transferor and the transferee provided that the
board may dispense with the execution of the instrument of transfer by the transferee in any case
in which it thinks fit, in its discretion, to do so and the transferor shall be deemed to remain the
holder of the share until the name of the transferee is entered in the register of members in respect
thereof. The board may also resolve either generally or in any particular case, upon request by
either the transferor or the transferee, to accept mechanically executed transfers.

The board in so far as permitted by any applicable law may, in its absolute discretion, at any
time and from time to time transfer any share upon the principal register to any branch register or
any share on any branch register to the principal register or any other branch register.

Unless the board otherwise agrees, no shares on the principal register shall be transferred to
any branch register nor may shares on any branch register be transferred to the principal register or
any other branch register. All transfers and other documents of title shall be lodged for registration
and registered, in the case of shares on a branch register, at the relevant registration office and, in
the case of shares on the principal register, at the registered office in the Cayman Islands or such
other place at which the principal register is kept in accordance with the Companies Law.
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The board may, in its absolute discretion, and without assigning any reason, refuse to register
a transfer of any share (not being a fully paid up share) to a person of whom it does not approve
or any share issued under any share incentive scheme for employees upon which a restriction on
transfer imposed thereby still subsists, and it may also refuse to register any transfer of any share
to more than four joint holders or any transfer of any share (not being a fully paid up share) on
which the Company has a lien.

The board may decline to recognise any instrument of transfer unless a fee of such maximum
sum as any Designated Stock Exchange (as defined in the Articles) may determine to be payable or
such lesser sum as the Directors may from time to time require is paid to the Company in respect
thereof, the instrument of transfer, if applicable, is properly stamped, is in respect of only one
class of share and is lodged at the relevant registration office or registered office or such other
place at which the principal register is kept accompanied by the relevant share certificate(s) and
such other evidence as the board may reasonably require to show the right of the transferor to
make the transfer (and if the instrument of transfer is executed by some other person on his behalf,
the authority of that person so to do).

The registration of transfers may be suspended and the register closed on giving notice by
advertisement in any newspapers or by any other means in accordance with the requirements of
any Designated Stock Exchange (as defined in the Articles), at such times and for such periods as
the board may determine and either generally or in respect of any class of shares. The register of
members shall not be closed for periods exceeding in the whole thirty (30) days in any year.

(k) Power for the Company to purchase its own shares

The Company is empowered by the Companies Law and the Articles to purchase its own
Shares subject to certain restrictions and the Board may only exercise this power on behalf of the
Company subject to any applicable requirements imposed from time to time by any Designated
Stock Exchange (as defined in the Articles).

(I) Power for any subsidiary of the Company to own shares in the Company and financial
assistance to purchase shares of the Company

There are no provisions in the Articles relating to ownership of shares in the Company by a
subsidiary.

Subject to compliance with the rules and regulations of the Designated Stock Exchange (as
defined in the Articles) and any other relevant regulatory authority, the Company may give
financial assistance for the purpose of or in connection with a purchase made or to be made by any
person of any shares in the Company.

(m) Dividends and other methods of distribution

Subject to the Companies Law, the Company in general meeting may declare dividends in
any currency to be paid to the members but no dividend shall be declared in excess of the amount
recommended by the board.
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The Articles provide dividends may be declared and paid out of the profits of the Company,
realised or unrealised, or from any reserve set aside from profits which the directors determine is
no longer needed. With the sanction of an ordinary resolution dividends may also be declared and
paid out of share premium account or any other fund or account which can be authorised for this
purpose in accordance with the Companies Law.

Except in so far as the rights attaching to, or the terms of issue of, any share may otherwise
provide, (i) all dividends shall be declared and paid according to the amounts paid up on the shares
in respect whereof the dividend is paid but no amount paid up on a share in advance of calls shall
for this purpose be treated as paid up on the share and (ii) all dividends shall be apportioned and
paid pro rata according to the amount paid up on the shares during any portion or portions of the
period in respect of which the dividend is paid. The Directors may deduct from any dividend or
other monies payable to any member or in respect of any shares all sums of money (if any)
presently payable by him to the Company on account of calls or otherwise.

Whenever the board or the Company in general meeting has resolved that a dividend be paid
or declared on the share capital of the Company, the board may further resolve either (a) that such
dividend be satisfied wholly or in part in the form of an allotment of shares credited as fully paid
up, provided that the shareholders entitled thereto will be entitled to elect to receive such dividend
(or part thereof) in cash in lieu of such allotment, or (b) that shareholders entitled to such dividend
will be entitled to elect to receive an allotment of shares credited as fully paid up in lieu of the
whole or such part of the dividend as the board may think fit. The Company may also upon the
recommendation of the board by an ordinary resolution resolve in respect of any one particular
dividend of the Company that it may be satisfied wholly in the form of an allotment of shares
credited as fully paid up without offering any right to shareholders to elect to receive such
dividend in cash in lieu of such allotment.

Any dividend, interest or other sum payable in cash to the holder of shares may be paid by
cheque or warrant sent through the post addressed to the holder at his registered address, or in the
case of joint holders, addressed to the holder whose name stands first in the register of the
Company in respect of the shares at his address as appearing in the register or addressed to such
person and at such addresses as the holder or joint holders may in writing direct. Every such
cheque or warrant shall, unless the holder or joint holders otherwise direct, be made payable to the
order of the holder or, in the case of joint holders, to the order of the holder whose name stands
first on the register in respect of such shares, and shall be sent at his or their risk and payment of
the cheque or warrant by the bank on which it is drawn shall constitute a good discharge to the
Company. Any one of two or more joint holders may give effectual receipts for any dividends or
other moneys payable or property distributable in respect of the shares held by such joint holders.

Whenever the board or the Company in general meeting has resolved that a dividend be paid
or declared the board may further resolve that such dividend be satisfied wholly or in part by the
distribution of specific assets of any kind.
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All dividends or bonuses unclaimed for one year after having been declared may be invested
or otherwise made use of by the board for the benefit of the Company until claimed and the
Company shall not be constituted a trustee in respect thereof. All dividends or bonuses unclaimed
for six years after having been declared may be forfeited by the board and shall revert to the
Company.

No dividend or other monies payable by the Company on or in respect of any share shall
bear interest against the Company.

(n) Proxies

Any member of the Company entitled to attend and vote at a meeting of the Company is
entitled to appoint another person as his proxy to attend and vote instead of him. A member who is
the holder of two or more shares may appoint more than one proxy to represent him and vote on
his behalf at a general meeting of the Company or at a class meeting. A proxy need not be a
member of the Company and shall be entitled to exercise the same powers on behalf of a member
who is an individual and for whom he acts as proxy as such member could exercise. In addition, a
proxy shall be entitled to exercise the same powers on behalf of a member which is a corporation
and for which he acts as proxy as such member could exercise if it were an individual member.
Votes may be given either personally (or, in the case of a member being a corporation, by its duly
authorised representative) or by proxy.

(o) Call on shares and forfeiture of shares

Subject to the Articles and to the terms of allotment, the board may from time to time make
such calls upon the members in respect of any monies unpaid on the shares held by them
respectively (whether on account of the nominal value of the shares or by way of premium). A call
may be made payable either in one lump sum or by installments. If the sum payable in respect of
any call or instalment is not paid on or before the day appointed for payment thereof, the person or
persons from whom the sum is due shall pay interest on the same at such rate not exceeding
twenty per cent. (20%) per annum as the board may agree to accept from the day appointed for the
payment thereof to the time of actual payment, but the board may waive payment of such interest
wholly or in part. The board may, if it thinks fit, receive from any member willing to advance the
same, either in money or money’s worth, all or any part of the monies uncalled and unpaid or
installments payable upon any shares held by him, and upon all or any of the monies so advanced
the Company may pay interest at such rate (if any) as the board may decide.

If a member fails to pay any call on the day appointed for payment thereof, the board may
serve not less than fourteen (14) clear days’ notice on him requiring payment of so much of the
call as is unpaid, together with any interest which may have accrued and which may still accrue up
to the date of actual payment and stating that, in the event of non-payment at or before the time
appointed, the shares in respect of which the call was made will be liable to be forfeited.
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If the requirements of any such notice are not complied with, any share in respect of which
the notice has been given may at any time thereafter, before the payment required by the notice
has been made, be forfeited by a resolution of the board to that effect. Such forfeiture will include
all dividends and bonuses declared in respect of the forfeited share and not actually paid before the
forfeiture.

A person whose shares have been forfeited shall cease to be a member in respect of the
forfeited shares but shall, notwithstanding, remain liable to pay to the Company all monies which,
at the date of forfeiture, were payable by him to the Company in respect of the shares, together
with (if the board shall in its discretion so require) interest thereon from the date of forfeiture until
the date of actual payment at such rate not exceeding twenty per cent. (20%) per annum as the
board determines.

(p) Inspection of register of members

Pursuant to the Articles the register and branch register of members shall be open to
inspection for at least two (2) hours during business hours by members without charge, or by any
other person upon a maximum payment of HK$2.50 or such lesser sum specified by the board, at
the registered office or such other place at which the register is kept in accordance with the
Companies Law or, upon a maximum payment of HK$1.00 or such lesser sum specified by the
board, at the Registration Office (as defined in the Articles), unless the register is closed in
accordance with the Articles.

(q) Quorum for meetings and separate class meetings

No business shall be transacted at any general meeting unless a quorum is present when the
meeting proceeds to business, but the absence of a quorum shall not preclude the appointment of a
chairman.

Save as otherwise provided by the Articles the quorum for a general meeting shall be two
members present in person (or, in the case of a member being a corporation, by its duly authorised
representative) or by proxy and entitled to vote. In respect of a separate class meeting (other than
an adjourned meeting) convened to sanction the modification of class rights the necessary quorum
shall be two persons holding or representing by proxy not less than one-third in nominal value of
the issued shares of that class.

A corporation being a member shall be deemed for the purpose of the Articles to be present
in person if represented by its duly authorised representative being the person appointed by
resolution of the directors or other governing body of such corporation to act as its representative
at the relevant general meeting of the Company or at any relevant general meeting of any class of
members of the Company.

(r) Rights of the minorities in relation to fraud or oppression

There are no provisions in the Articles relating to rights of minority shareholders in relation
to fraud or oppression. However, certain remedies are available to shareholders of the Company
under Cayman law, as summarised in paragraph 3(f) of this Appendix.

- 1V-15 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

APPENDIX IV SUMMARY OF THE CONSTITUTION OF THE COMPANY
AND CAYMAN ISLANDS COMPANY LAW

(s) Procedures on liquidation

A resolution that the Company be wound up by the court or be wound up voluntarily shall be
a special resolution.

Subject to any special rights, privileges or restrictions as to the distribution of available
surplus assets on liquidation for the time being attached to any class or classes of shares (i) if the
Company shall be wound up and the assets available for distribution amongst the members of the
Company shall be more than sufficient to repay the whole of the capital paid up at the
commencement of the winding up, the excess shall be distributed pari passu amongst such
members in proportion to the amount paid up on the shares held by them respectively and (ii) if
the Company shall be wound up and the assets available for distribution amongst the members as
such shall be insufficient to repay the whole of the paid-up capital, such assets shall be distributed
so that, as nearly as may be, the losses shall be borne by the members in proportion to the capital
paid up, or which ought to have been paid up, at the commencement of the winding up on the
shares held by them respectively.

If the Company shall be wound up (whether the liquidation is voluntary or by the court) the
liquidator may, with the authority of a special resolution and any other sanction required by the
Companies Law divide among the members in specie or kind the whole or any part of the assets of
the Company whether the assets shall consist of property of one kind or shall consist of properties
of different kinds and the liquidator may, for such purpose, set such value as he deems fair upon
any one or more class or classes of property to be divided as aforesaid and may determine how
such division shall be carried out as between the members or different classes of members. The
liquidator may, with the like authority, vest any part of the assets in trustees upon such trusts for
the benefit of members as the liquidator, with the like authority, shall think fit, but so that no
contributory shall be compelled to accept any shares or other property in respect of which there is
a liability.

(t) Untraceable members

Pursuant to the Articles, the Company may sell any of the shares of a member who is
untraceable if (i) all cheques or warrants in respect of dividends of the shares in question (being
not less than three in total number) for any sum payable in cash to the holder of such shares have
remained uncashed for a period of 12 years; (ii) upon the expiry of the 12 year period, the
Company has not during that time received any indication of the existence of the member; and (iii)
the Company has caused an advertisement to be published in accordance with the rules of the
Designated Stock Exchange (as defined in the Articles) giving notice of its intention to sell such
shares and a period of three (3) months, or such shorter period as may be permitted by the
Designated Stock Exchange (as defined in the Articles), has elapsed since the date of such
advertisement and the Designated Stock Exchange (as defined in the Articles) has been notified of
such intention. The net proceeds of any such sale shall belong to the Company and upon receipt by
the Company of such net proceeds, it shall become indebted to the former member of the Company
for an amount equal to such net proceeds.
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(u) Subscription rights reserve

The Articles provide that to the extent that it is not prohibited by and is in compliance with
the Companies Law, if warrants to subscribe for shares have been issued by the Company and the
Company does any act or engages in any transaction which would result in the subscription price
of such warrants being reduced below the par value of a share, a subscription rights reserve shall
be established and applied in paying up the difference between the subscription price and the par
value of a share on any exercise of the warrants.

3. CAYMAN ISLANDS COMPANY LAW

The Company is incorporated in the Cayman Islands subject to the Companies Law and, therefore,
operates subject to Cayman law. Set out below is a summary of certain provisions of Cayman company
law, although this does not purport to contain all applicable qualifications and exceptions or to be a
complete review of all matters of Cayman company law and taxation, which may differ from equivalent
provisions in jurisdictions with which interested parties may be more familiar:

(a) Operations

As an exempted company, the Company’s operations must be conducted mainly outside the
Cayman Islands. The Company is required to file an annual return each year with the Registrar of
Companies of the Cayman Islands and pay a fee which is based on the amount of its authorised
share capital.

(b) Share capital

The Companies Law provides that where a company issues shares at a premium, whether for
cash or otherwise, a sum equal to the aggregate amount of the value of the premiums on those
shares shall be transferred to an account, to be called the ‘“share premium account”. At the option
of a company, these provisions may not apply to premiums on shares of that company allotted
pursuant to any arrangement in consideration of the acquisition or cancellation of shares in any
other company and issued at a premium. The Companies Law provides that the share premium
account may be applied by the company subject to the provisions, if any, of its memorandum and
articles of association in (a) paying distributions or dividends to members; (b) paying up unissued
shares of the company to be issued to members as fully paid bonus shares; (c) the redemption and
repurchase of shares (subject to the provisions of section 37 of the Companies Law); (d) writing-
off the preliminary expenses of the company; and (e) writing-off the expenses of, or the
commission paid or discount allowed on, any issue of shares or debentures of the company.

No distribution or dividend may be paid to members out of the share premium account unless
immediately following the date on which the distribution or dividend is proposed to be paid, the
company will be able to pay its debts as they fall due in the ordinary course business.

The Companies Law provides that, subject to confirmation by the Grand Court of the
Cayman Islands (the “Court”), a company limited by shares or a company limited by guarantee
and having a share capital may, if so authorised by its articles of association, by special resolution
reduce its share capital in any way.
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The Articles includes certain protections for holders of special classes of shares, requiring
their consent to be obtained before their rights may be varied. The consent of the specified
proportions of the holders of the issued shares of that class or the sanction of a resolution passed
at a separate meeting of the holders of those shares is required.

(c) Financial assistance to purchase shares of a company or its holding company

Subject to all applicable laws, the Company may give financial assistance to Directors and
employees of the Company, its subsidiaries, its holding company or any subsidiary of such holding
company in order that they may buy Shares in the Company or shares in any subsidiary or holding
company. Further, subject to all applicable laws, the Company may give financial assistance to a
trustee for the acquisition of Shares in the Company or shares in any such subsidiary or holding
company to be held for the benefit of employees of the Company, its subsidiaries, any holding
company of the Company or any subsidiary of any such holding company (including salaried
Directors).

There is no statutory restriction in the Cayman Islands on the provision of financial
assistance by a company to another person for the purchase of, or subscription for, its own or its
holding company’s shares. Accordingly, a company may provide financial assistance if the
directors of the company consider, in discharging their duties of care and acting in good faith, for
a proper purpose and in the interests of the company, that such assistance can properly be given.
Such assistance should be on an arm’s-length basis.

(d) Purchase of shares and warrants by a company and its subsidiaries

Subject to the provisions of the Companies Law, a company limited by shares or a company
limited by guarantee and having a share capital may, if so authorised by its articles of association,
issue shares which are to be redeemed or are liable to be redeemed at the option of the company or
a shareholder and the Companies Law expressly provides that it shall be lawful for the rights
attaching to any shares to be varied, subject to the provisions of the company’s articles of
association, so as to provide that such shares are to be or are liable to be so redeemed. In addition,
such a company may, if authorised to do so by its articles of association, purchase its own shares,
including any redeemable shares. However, if the articles of association do not authorise the
manner and terms of purchase, a company cannot purchase any of its own shares unless the
manner and terms of purchase have first been authorised by an ordinary resolution of the company.
At no time may a company redeem or purchase its shares unless they are fully paid. A company
may not redeem or purchase any of its shares if, as a result of the redemption or purchase, there
would no longer be any issued shares of the company other than shares held as treasury shares. A
payment out of capital by a company for the redemption or purchase of its own shares is not
lawful unless immediately following the date on which the payment is proposed to be made, the
company shall be able to pay its debts as they fall due in the ordinary course of business.

Shares purchased by a company shall be treated as cancelled unless, subject to the
memorandum and articles of association of the company, the directors of the company resolve to
hold such shares in the name of the company as treasury shares prior to the purchase. Where
shares of a company are held as treasury shares, the company shall be entered in the register of
members as holding those shares, however, notwithstanding the foregoing, the company shall not
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be treated as a member for any purpose and shall not exercise any right in respect of the treasury
shares, and any purported exercise of such a right shall be void, and a treasury share shall not be
voted, directly or indirectly, at any meeting of the company and shall not be counted in
determining the total number of issued shares at any given time, whether for the purposes of the
company’s articles of association or the Companies Law. Further, no dividend may be declared or
paid, and no other distribution (whether in cash or otherwise) of the company’s assets (including
any distribution of assets to members on a winding up) may be made to the company, in respect of
a treasury share.

A company is not prohibited from purchasing and may purchase its own warrants subject to
and in accordance with the terms and conditions of the relevant warrant instrument or certificate.
There is no requirement under Cayman Islands law that a company’s memorandum or articles of
association contain a specific provision enabling such purchases and the directors of a company
may rely upon the general power contained in its memorandum of association to buy and sell and
deal in personal property of all kinds.

Under Cayman Islands law, a subsidiary may hold shares in its holding company and, in
certain circumstances, may acquire such shares.

(e) Dividends and distributions

With the exception of section 34 of the Companies Law, there is no statutory provisions
relating to the payment of dividends. Based upon English case law, which is regarded as
persuasive in the Cayman Islands, dividends may be paid only out of profits. In addition, section
34 of the Companies Law permits, subject to a solvency test and the provisions, if any, of the
company’s memorandum and articles of association, the payment of dividends and distributions out
of the share premium account (see paragraph 2(m) above for further details).

(f) Protection of minorities

The Cayman Islands courts ordinarily would be expected to follow English case law
precedents which permit a minority shareholder to commence a representative action against or
derivative actions in the name of the company to challenge (a) an act which is ultra vires the
company or illegal, (b) an act which constitutes a fraud against the minority and the wrongdoers
are themselves in control of the company, and (c) an irregularity in the passing of a resolution
which requires a qualified (or special) majority.

In the case of a company (not being a bank) having a share capital divided into shares, the
Court may, on the application of members holding not less than one fifth of the shares of the
company in issue, appoint an inspector to examine into the affairs of the company and to report
thereon in such manner as the Court shall direct.

Any shareholder of a company may petition the Court which may make a winding up order if
the Court is of the opinion that it is just and equitable that the company should be wound up or, as
an alternative to a winding up order, (a) an order regulating the conduct of the company’s affairs in
the future, (b) an order requiring the company to refrain from doing or continuing an act
complained of by the shareholder petitioner or to do an act which the shareholder petitioner has
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complained it has omitted to do, (c¢) an order authorising civil proceedings to be brought in the
name and on behalf of the company by the shareholder petitioner on such terms as the Court may
direct, or (d) an order providing for the purchase of the shares of any shareholders of the company
by other shareholders or by the company itself and, in the case of a purchase by the company
itself, a reduction of the company’s capital accordingly.

Generally claims against a company by its shareholders must be based on the general laws of
contract or tort applicable in the Cayman Islands or their individual rights as shareholders as
established by the company’s memorandum and articles of association.

(g) Management

The Companies Law contains no specific restrictions on the power of directors to dispose of
assets of a company. However, as a matter of general law, every officer of a company, which
includes a director, managing director and secretary, in exercising his powers and discharging his
duties must do so honestly and in good faith with a view to the best interests of the company and
exercise the care, diligence and skill that a reasonably prudent person would exercise in
comparable circumstances.

(h) Accounting and auditing requirements

A company shall cause proper books of account to be kept with respect to (i) all sums of
money received and expended by the company and the matters in respect of which the receipt and
expenditure takes place; (ii) all sales and purchases of goods by the company; and (iii) the assets
and liabilities of the company.

Proper books of account shall not be deemed to be kept if there are not kept such books as
are necessary to give a true and fair view of the state of the company’s affairs and to explain its
transactions.

(i) Exchange control
There are no exchange control regulations or currency restrictions in the Cayman Islands.
(j) Taxation

Pursuant to section 6 of the Tax Concessions Law (1999 Revision) of the Cayman Islands,
the Company has obtained an undertaking from the Governor-in-Cabinet:

(1) that no law which is enacted in the Cayman Islands imposing any tax to be levied on
profits, income, gains or appreciation shall apply to the Company or its operations; and

(2) that the aforesaid tax or any tax in the nature of estate duty or inheritance tax shall not
be payable on or in respect of the shares, debentures or other obligations of the
Company.

The undertaking for the Company is for a period of twenty years from 23 July 2013.
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The Cayman Islands currently levy no taxes on individuals or corporations based upon
profits, income, gains or appreciations and there is no taxation in the nature of inheritance tax or
estate duty. There are no other taxes likely to be material to the Company levied by the
Government of the Cayman Islands save certain stamp duties which may be applicable, from time
to time, on certain instruments executed in or brought within the jurisdiction of the Cayman
Islands. The Cayman Islands are not party to any double tax treaties.

(k) Stamp duty on transfers

No stamp duty is payable in the Cayman Islands on transfers of shares of Cayman Islands
companies except those which hold interests in land in the Cayman Islands.

() Loans to directors

There is no express provision in the Companies Law prohibiting the making of loans by a
company to any of its directors.

(m) Inspection of corporate records

Members of the Company will have no general right under the Companies Law to inspect or
obtain copies of the register of members or corporate records of the Company. They will, however,
have such rights as may be set out in the Company’s Articles.

An exempted company may maintain its principal register of members and any branch
registers at such locations, whether within or without the Cayman Islands, as the directors may,
from time to time, think fit. A branch register shall be kept in the same manner in which a
principal register is by the Companies Law required or permitted to be kept. The company shall
cause to be kept at the place where the company’s principal register is kept a duplicate of any
branch register duly entered up from time to time. There is no requirement under the Companies
Law for an exempted company to make any returns of members to the Registrar of Companies of
the Cayman Islands. The names and addresses of the members are, accordingly, not a matter of
public record and are not available for public inspection. However, an exempted company shall
make available at its registered office, in electronic form or any other medium, such register of
members, including any branch register of members, as may be required of it upon service of an
order or notice by the Tax Information Authority pursuant to the Tax Information Authority Law
(2009 Revision) of the Cayman Islands.

(n) Winding up

A company may be wound up compulsorily by order of the Court; voluntarily; or, under
supervision of the Court. The Court has authority to order winding up in a number of specified
circumstances including where it is, in the opinion of the Court, just and equitable to do so.
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A company may be wound up voluntarily when the members so resolve in general meeting
by special resolution, or, in the case of a limited duration company, when the period fixed for the
duration of the company by its memorandum or articles expires, or the event occurs on the
occurrence of which the memorandum or articles provides that the company is to be dissolved, or,
the company does not commence business for a year from its incorporation (or suspends its
business for a year), or, the company is unable to pay its debts. In the case of a voluntary winding
up, such company is obliged to cease to carry on its business from the time of passing the
resolution for voluntary winding up or upon the expiry of the period or the occurrence of the event
referred to above.

For the purpose of conducting the proceedings in winding up a company and assisting the
Court, there may be appointed one or more than one person to be called an official liquidator or
official liquidators; and the Court may appoint to such office such qualified person or persons,
either provisionally or otherwise, as it thinks fit, and if more persons than one are appointed to
such office, the Court shall declare whether any act hereby required or authorised to be done by
the official liquidator is to be done by all or any one or more of such persons. The Court may also
determine whether any and what security is to be given by an official liquidator on his
appointment; if no official liquidator is appointed, or during any vacancy in such office, all the
property of the company shall be in the custody of the Court. A person shall be qualified to accept
an appointment as an official liquidator if he is duly qualified in terms of the Insolvency
Practitioners Regulations. A foreign practitioner may be appointed to act jointly with a qualified
insolvency practitioner.

In the case of a members’ voluntary winding up of a company, the company in general
meeting must appoint one or more liquidators for the purpose of winding up the affairs of the
company and distributing its assets. A declaration of solvency must be signed by all the directors
of a company being voluntarily wound up within twenty-eight (28) days of the commencement of
the liquidation, failing which, its liquidator must apply to Court for an order that the liquidation
continue under the supervision of the Court.

Upon the appointment of a liquidator, the responsibility for the company’s affairs rests
entirely in his hands and no future executive action may be carried out without his approval.

A liquidator’s duties are to collect the assets of the company (including the amount (if any)
due from the contributories), settle the list of creditors and, subject to the rights of preferred and
secured creditors and to any subordination agreements or rights of set-off or netting of claims,
discharge the company’s liability to them (pari passu if insufficient assets exist to discharge the
liabilities in full) and to settle the list of contributories (shareholders) and divide the surplus assets
(if any) amongst them in accordance with the rights attaching to the shares.

As soon as the affairs of the company are fully wound up, the liquidator must make up an
account of the winding up, showing how the winding up has been conducted and the property of
the company has been disposed of, and thereupon call a general meeting of the company for the
purposes of laying before it the account and giving an explanation thereof. At least twenty-one
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(21) days before the final meeting, the liquidator shall send a notice specifying the time, place and
object of the meeting to each contributory in any manner authorised by the company’s articles of
association and published in the Gazette in the Cayman Islands.

(o) Reconstructions

There are statutory provisions which facilitate reconstructions and amalgamations approved
by a majority in number representing seventy-five per cent. (75%) in value of shareholders or class
of shareholders or creditors, as the case may be, as are present at a meeting called for such purpose
and thereafter sanctioned by the Court. Whilst a dissenting shareholder would have the right to
express to the Court his view that the transaction for which approval is sought would not provide
the shareholders with a fair value for their shares, the Court is unlikely to disapprove the
transaction on that ground alone in the absence of evidence of fraud or bad faith on behalf of
management.

(p) Compulsory acquisition

Where an offer is made by a company for the shares of another company and, within four (4)
months of the offer, the holders of not less than ninety per cent. (90%) of the shares which are the
subject of the offer accept, the offeror may at any time within two (2) months after the expiration
of the said four (4) months, by notice in the prescribed manner require the dissenting shareholders
to transfer their shares on the terms of the offer. A dissenting shareholder may apply to the Court
within one (1) month of the notice objecting to the transfer. The burden is on the dissenting
shareholder to show that the Court should exercise its discretion, which it will be unlikely to do
unless there is evidence of fraud or bad faith or collusion as between the offeror and the holders of
the shares who have accepted the offer as a means of unfairly forcing out minority shareholders.

(@) Indemnification

Cayman Islands law does not limit the extent to which a company’s articles of association
may provide for indemnification of officers and directors, except to the extent any such provision
may be held by the court to be contrary to public policy (e.g. for purporting to provide
indemnification against the consequences of committing a crime).

4. GENERAL

[e]
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A. FURTHER INFORMATION ABOUT THE COMPANY
1. Incorporation of the Company

The Company was incorporated in the Cayman Islands under the Cayman Companies Law as an
exempted company with limited liability on 19 June 2013. The Company has been registered as a non-
Hong Kong company under Part XI of the Companies Ordinance on 23 July 2013 and the principal
place of business in Hong Kong is at 14th Floor, Park Building, 476 Castle Peak Road, Cheung Sha
Wan, Kowloon, Hong Kong. Mr. Tien who resides at Flat D, 10th Floor, Tower 1, Sorrento, 1 Austin
Road West, Tsim Sha Tsui, Kowloon, Hong Kong and Mr. Chan Ka Yu who resides at Unit B, 25th
Floor, Block 13, Laguna City, Kowloon, Hong Kong, have been appointed as the authorised
representatives of the Company for the acceptance of service of processes and notices in Hong Kong.

As the Company is incorporated in the Cayman Islands, it is subject to the relevant laws of the
Cayman Islands and its constitution which comprises the Memorandum of Association and the Articles.
A summary of the relevant aspects of the Cayman Companies Law and certain provisions of the Articles
is set out in Appendix IV to this Document.

2.  Changes in share capital of the Company

As at the date of incorporation of the Company, its authorised share capital was HK$380,000
divided into 38,000,000 Shares of HK$0.01 each. On 19 June 2013, 1 Share was issued and allotted nil
paid to the subscriber, an independent third party. On the same date, such nil paid Share was transferred
from the subscriber to All Divine at nil consideration and 1 Share was issued and allotted nil paid to
Fortune Zone.

Pursuant to the written resolutions of the Shareholders passed on 22 November 2013, the
authorised share capital of the Company was increased from HK$380,000 to HK$100,000,000 by the
creation of an additional 9,962,000,000 Shares.

On 22 November 2013, in consideration of the transfer of the entire issued share capital of Great
Entrepreneur from Mr. Tien and Mr. Gozashti to the Company, the Company have allotted and issued
500,000 Shares to each of All Divine and Fortune Zone under the instructions of Mr. Tien and Mr.
Gozashti respectively.

On 22 November 2013, in consideration of the transfer of the entire issued share capital of
Transformed Holdings from Mr. Tien and Mr. Gozashti to the Company, the Company has (i) allotted
and issued 499,999 Shares, credited as fully paid, to each of All Divine and Fortune Zone under the
instructions of Mr. Tien and Mr. Gozashti respectively; and (ii) credited as fully paid at par the 1 nil
paid Share held by each of All Divine and Fortune Zone under the instructions of Mr. Tien and Mr.
Gozashti respectively.

[e]
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Save as disclosed in this document, there has been no alteration in the share capital of the
Company since the date of its incorporation.

3.  Written resolutions of the Shareholders

On 22 November 2013, written resolutions were passed by the Shareholders pursuant to which,
among other matters:

(a) the Articles of Association were approved and adopted, the terms of which are summarized in
Appendix IV to this document;

(b) [e]
4. Corporate Reorganisation

The Group underwent the Reorganisation in preparation for [e]. For further information relating to
the Reorganisation, please refer to the paragraph headed ‘“‘Reorganisation” in the section headed
“History, Reorganisation and Group structure” in this document.

5.  Changes in share capital of subsidiaries of the Company

The subsidiaries of the Company are listed in the Accountant’s Report, the text of which is set out
in Appendix I to this document.

Save as disclosed in the paragraph headed “Corporate Reorganisation” above and the paragraph
headed ‘“Reorganisation” in the section headed ‘“History, Reorganisation and Group structure” in this
document, there has been no other change to the share capital of any of the subsidiaries of the Company
within the two years immediately prior to the date of this document.

6. [e]

~ V2 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete
and is subject to change. This Web Proof Information Pack must be read in conjunction with the section headed
“Warning” on the cover of this Web Proof Information Pack.

APPENDIX V STATUTORY AND GENERAL INFORMATION

B. FURTHER INFORMATION ABOUT THE BUSINESS OF THE COMPANY

1. Summary of material contracts

The following contracts (not being contracts in the ordinary course of business) have been entered

into by members of the Group within the two years immediately preceding the date of this document

and are or may be material in relation to the business of the Company taken as a whole:

(a)

(b)

(©)

(d)

(e)

()

(2)

[o];

the deed of indemnity dated [e] executed by the Controlling Shareholders in favour of the
Group whereby the Controlling Shareholders agreed to give certain indemnities in relation to
tax and other matters including indemnities set out in the paragraph headed “Tax and other
indemnities” in the section headed “Other information” in this Appendix;

the share purchase agreement dated 22 October 2013 entered into between Mr. Tien and Mr.
Gozashti as vendors and Great Entrepreneur as purchaser pursuant to which Great
Entrepreneur agreed to acquire 3,000,000 shares of HK$1.00 each in the share capital of
Runway HK from Mr. Tien and Mr. Gozashti in consideration of the allotment and issue by
Great Entrepreneur of 1 share of US$1.00 in the share capital of Great Entrepreneur to each
of Mr. Tien and Mr. Gozashti;

the share purchase agreement dated 7 November 2013 entered into between Mr. Tien and Mr.
Gozashti as vendors and Transformed Holdings as purchaser pursuant to which Transformed
Holdings agreed to acquire 1,000 shares of US$1.00 each in the share capital of Runway US
from Mr. Tien and Mr. Gozashti in consideration of the allotment and issue by Transformed
Holdings of 1 share of US$1.00 in the share capital of Transformed Holdings to each of Mr.
Tien and Mr. Gozashti;

the share purchase agreement dated 22 November 2013 entered into between Mr. Tien and
Mr. Gozashti as vendors and the Company as purchaser pursuant to which the Company
agreed to acquire a total of 4 shares, being 2 shares of US$1.00 each in the share capital of
Great Entrepreneur from each of Mr. Tien and Mr. Gozashti, in consideration of the allotment
and issue by the Company of 500,000 Shares to each of All Divine and Fortune Zone
respectively;

the share purchase agreement dated 22 November 2013 entered into between Mr. Tien and
Mr. Gozashti as vendors and the Company as purchaser pursuant to which the Company
agreed to acquire a total of 4 shares, being 2 shares of US$1.00 each in the share capital of
Transformed Holdings from each of Mr. Tien and Mr. Gozashti, in consideration of (i) the
allotment and issue by the Company of 499,999 Shares, credited as fully paid, to each of All
Divine and Fortune Zone respectively; and (ii) the crediting as fully paid at par the 1 nil paid
Share held by each of All Divine and Fortune Zone respectively; and

the Deed of Non-Competition, the principal terms and conditions of which are summarised in
the paragraph headed “Deed of Non-competition” in the section headed ‘“Relationship with
the Controlling Shareholders” in this document.
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2.  Intellectual property rights
Trademark

As at the Latest Practicable Date, the Group was the registered proprietor and beneficial

owner of the following trademarks:

Name Next renewal
of registered Place of Registration date
Trademarks owner registration Class number (dd/mm/yyyy)
Runway HK  Hong Kong 25 301196848  07/09/2018
m Runway HK Hong Kong 25 301196857  07/09/2018
s Runway HK Hong Kong 25 301381329  09/07/2019
Suga:rfly
ruanv Runway HK PRC 25 6948041  20/02/2022
s Runway HK PRC 25 7544389  27/11/2020
Sugarfly
runuoy Runway HK United States 25 4175374 17/07/2022
Sugarfly 8 Runway HK United States 25 3503552 23/09/2018
STUDIO COUTURE Runway HK United States 25 3566198 20/01/2019
BLANC NOIR Runway HK United States 25 2344253  22/01/2020
\)'\ Runway HK United States 25 1967051  09/04/2016

As at the Latest Practicable Date, application had been made by the Group for registration of
the following trademark:

Serial Date of Place of

Trademark Applicant Class number application application

< /\‘ ,’ Runway HK 25 85958813  13/06/2013 United States

BE BY BLANC NOIR
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Domain names

As at the Latest Practicable date, the following domain names are owned and used by the

Group:
Next renewal Date
Domain Name Name of registrant (dd/mm/yyyy)
runwayglobal.com Runway HK 10/08/2017
runwayusa.com Runway HK 09/09/2015
Runwayglobaljx.com Runway HK 17/07/2015

C. DISCLOSURE OF INTERESTS
1. [e]

2. [e]

3. Particulars of service agreements

Each of the executive Directors has entered into a service agreement with the Company for an
initial term of three years commencing from 22 November 2013, and will continue thereafter until
terminated by not less than three months’ notice in writing served by either party on the other, which
notice shall not expire until after initial fixed term. Each of these executive Directors is entitled to the
respective basic salary set out below (subject to an annual increment after 22 November 2014 at the
discretion of the Directors of not more than 10% of the annual salary at the time of the relevant review),
an additional one-month salary of HK$110,000 at the end of each year of service and a discretionary
bonus not exceeding 5% of the audited combined/consolidated profit after tax and minority interest (if
any). An executive Director is required to abstain from voting and is not counted in the quorum in
respect of any resolution of the Directors regarding the amount of the monthly salary and the
discretionary bonus payable to him. The current aggregate basic annual salaries including the additional
one-month salary payment at the end of each year of service of the executive Directors, are as follows:

Name Amount
Mr. Tien HK$1,430,000
Mr. Gozashti HK$1,430,000
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Each of the independent non-executive Directors has entered into a letter of appointment with the

Company. The terms and conditions of each of such letters of appointment are similar in all material

respects. Each of the independent non-executive Directors are appointed with an initial term of three

years commencing from 22 November 2013 subject to termination in certain circumstances as stipulated

in the relevant letters of appointment. The annual remuneration payable to the independent non-

executive Directors under each of the letters of appointment are as follows:

Name Amount
Mr. LAI Man Sing HK$120,000
Mr. TANG Shu Pui, Simon HK$120,000
Mr. TANG Tsz Kin, Kevin HK$120,000

Save as the aforesaid, none of the Directors has or is proposed to have a service contract with the

Company or any of its subsidiaries (other than contracts expiring or determinable by the employer

within one year without the payment of compensation (other than statutory compensation)).

4. Directors’ remuneration

(a)

(b)

(©

(d)

(e)

(®

During the two years ended 31 December 2012 and the five months ended 31 May 2013, the
aggregate emoluments paid and benefits in kind granted by the Group to the Directors were
approximately HK$1,176,000, HK$2,781,000 and HK$1,187,000 respectively;

Under the arrangements currently in force, the aggregate emoluments (excluding discretionary
bonus, if any) payable by the Group to and benefits in kind receivable by the Directors for
the year ending 31 December 2013 are expected to be approximately HK$2,860,000;

None of the Directors or any past directors of any member of the Group has been paid any
sum of money for each of the two years ended 31 December 2012 and the five months ended
31 May 2013 (i) as an inducement to join or upon joining the Company or (ii) for loss of
office as a director of any member of the Group or of any other office in connection with the
management of the affairs of any member of the Group;

There has been no arrangement under which a Director has waived or agreed to waive any
emoluments for each of the two years ended 31 December 2012 and the five months ended
31 May 2013;

Each of the executive Directors and independent non-executive Directors is entitled to
reimbursement of all necessary and reasonable out-of-pocket expenses properly incurred in
relation to all business and affairs carried out by the Group from time to time or in discharge
of his duties to the Group under the service contract; and

The Company’s policy concerning the remuneration of the Directors is that the amount of
remuneration is determined by reference to the relevant Director’s experience,
responsibilities, workload, the time devoted to the Group and the performance of the Group.
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5. Agency fees or commissions

Save as disclosed in this document, within the two years immediately preceding the date of this

document, no commissions, discounts, brokerages or other special terms have been granted in

connection with the issue or sale of any share or loan capital of the Company or any of its subsidiaries.

6. Connected transactions and related party transactions

Save as disclosed in note 34 to the Accountants’ Report as set out in Appendix I to this document,

during the two years immediately preceding the date of this document, the Group has not engaged in

any other material connected transactions or related party transactions.

7. Disclaimers

Save as disclosed in this document:

(@)

(b)

(©

(d)

(e

®

(2)

[e];
[e];

none of the Directors or the experts named in paragraph headed “Qualifications of experts”
in this Appendix has been directly or indirectly interested in the promotion of, or in any
assets which have been, within the two years immediately preceding the date of this
document, acquired or disposed of by or leased to the Company or any of its subsidiaries, or
are proposed to be acquired or disposed of by or leased to the Company or any other member
of the Group nor will any Director apply for the [e] either in his own name or in the name of
a nominee;

none of the Directors or the experts named in the paragraph headed “Qualifications of
experts” in the section headed “Other information™ of this Appendix is materially interested
in any contract or arrangement subsisting at the date of this document which is significant in
relation to the business of the Group taken as a whole;

none of the Directors or experts named in the paragraph headed “Qualifications of experts”
in the section headed “Other information” of this Appendix has any shareholding in any
company in the Group or the right (whether legally enforceable or not) to subscribe for or to
nominate persons to subscribe for securities in any company in the Group;

none of the Directors has any existing or proposed service agreements with the Company
(excluding agreements expiring or determinable by the employer within one year without
payment of compensation (other than statutory compensation)); and

no remuneration or other benefits in kind have been paid by the Company to any Director
since the date of incorporation of the Company, nor are any remuneration or benefits in kind
payable by the Company to any Director in respect of the current financial year under any
arrangement in force as at the Latest Practicable Date.
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D. Je]

E. OTHER INFORMATION

1. Tax and other indemnities

The Controlling Shareholders (the “Indemnifiers”) have entered into a deed of indemnity with and

in favor of the Company (for itself and as trustee for each of the Company’s present subsidiaries) (being

the material contract (b) referred to in paragraph headed “Summary of material contracts” in the section

headed “Further information about the business of the Company” in this appendix, to provide

indemnities on a joint and several basis in respect of, among other matters:

(a)

(b)

(c)

any estate duty, death duty, inheritance tax, succession duty or any other similar tax or duty
which is or becomes payable by the Company or any members of the Group by the operation
of any estate duty, death duty, inheritance tax, succession duty or any other similar
legislation in Hong Kong, the United States, the PRC or any other relevant jurisdiction as a
result or in consequence of any event or transaction occurring on or before the [e], whether
or not such event or transaction shall have taken place in conjunction with any circumstances
whenever occurring;

tax liabilities (including all fines, penalties, costs, charges, liabilities, expenses and interests
incidental or relating to taxation) which might be payable by any member of the Group in
respect of any income, profits or gains earned, accrued or received on or before the [e] or
any event or transaction entered into or occurring on or before the [e] whether alone or in
conjunction with any circumstances whenever occurring and whether or not such taxation is
chargeable against or attributable to any other person, firm or company; and

any costs (including but not limited to legal and other professional costs), claims, damages,
expenses, losses, penalties, liabilities, actions and proceedings of whatever nature suffered or
incurred by any members of the Group directly or indirectly in connection with:

(1) any possible or alleged violation or breach or non-compliance by any members of the
Group with any laws or regulations of Hong Kong or the PRC or any laws or
regulations in any relevant jurisdictions on all matters on or before the [e] which
include, without limitation to, (aa) the Companies Ordinance and its subsidiary
legislation; (bb) the requirement to obtain all relevant licenses, approvals, permit and
certificates for conducting its business; and (cc) the PRC laws and regulations in
relation to the contribution to employees social welfare scheme (including but not
limited to any failure of the Group to make full social insurance and/or housing
provident fund contributions for any of their respective employees as required under the
relevant PRC laws and regulations); and (dd) any other applicable laws, rules or
regulations in Hong Kong, the United States, the PRC, the Cayman Islands or in any
part of the world; or
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(i1) all litigation, arbitration, claims, counter-claims, actions, complaints, demands,
judgments and/or legal proceedings by or against any members of the Group which was
issued, accrued and/or arising from any act of any of such members of the Group at any
time on or before the [e] including but not limited to the arbitration involving a contract
dispute between Runway HK and the Respondent as set out in the paragraph headed
“Litigation” in the section headed “Business” in this document.

The Indemnifiers are under no liability under the deed of indemnity in respect of any taxation:

(a)

(b)

(c)

(d)

to the extent that provision has been made for such taxation in the audited accounts of any
member of the Group for any accounting period up to 31 May 2013;

to the extent that such taxation or liability for such taxation falling on any of the members of
the Group in respect of any accounting period commencing on 1 June 2013 and ending on
the [e], where such taxation or liability would not have arisen but for some act or omission
of, or transaction voluntarily effected by, any member of the Group (whether alone or in
conjunction with some other act, omission or transaction, whenever occurring) without the
prior written consent or agreement of the Indemnifiers, other than any such act, omission or
transaction:

(i) carried out or effected in the ordinary course of business or in the ordinary course of
acquiring and disposing of capital assets on or after 1 June 2013; or

(i1) carried out, made or entered into pursuant to a legally binding commitment created on
or before 31 May 2013 or pursuant to any statement of intention made in this
document; or

(iii) consisting of any of members of the Group ceasing, or being deemed to cease, to be a
member of any group of companies or being associated with any other company for the
purposes of any matter of taxation; or

to the extent that such taxation liability or claim arises or is incurred as a result of the
imposition of taxation as a consequence of any retrospective change in the law, rules and
regulations or the interpretation or practice thereof by the Hong Kong Inland Revenue
Department or any other relevant authority (whether in Hong Kong, the United States, the
PRC or any other part of the world) coming into force after the date of the deed of indemnity
or to the extent such claim arises or is increased by an increase in rates of taxation after the
date of the deed of indemnity with retrospective effect; or

to the extent that any provision or reserve made for taxation in the audited accounts of any
member of the Group for each of the two years ended 31 December 2012 and the five months
ended 31 May 2013 and which is finally established to be an over-provision or an excessive
reserve, in which case the Indemnifiers’ liability (if any) in respect of such taxation shall be
reduced by an amount not exceeding such provision or reserve, provided that the amount of
any such provision or reserve applied referred to in this paragraph to reduce the Indemnifiers’
liability in respect of taxation shall not be available in respect of any such liability arising
thereafter; or
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(e) to the extent that such taxation arises as a result of the Group or any of members of the
Group being in breach of any provision of the deed of indemnity; or

(f) to the extent that such taxation arises as a result of any incomes, profits or gains earned,
accrued or received by the Group or any event occurred or any transactions entered into in
the ordinary course of business of the Group on or after 1 June 2013.

2.  Litigation

Save as disclosed in the paragraph headed “Litigation” in the section headed “Business” in this
document, during the Track Record Period and as at the Latest Practicable Date, no member of the
Group was engaged in any litigation, claim or arbitration of material importance and, so far as the
Directors are aware, no litigation, claim or arbitration of material importance is pending or threatened by
or against any member of the Group.

3. [e]
4. [e]
5. [e]

6.  Qualifications of experts

The following are the respective qualifications of the experts who have given their opinion or
advice which is contained in this document:

Name Qualification
[e]
7. Consents of experts

Each of the parties listed in the paragraph headed ‘“Qualifications of experts” in the section headed
“Other information” in this appendix has given and has not withdrawn their respective written consents
to the issue of this document with the inclusion of their letters and/or reports and/or valuation certificate
and/or references to their names in the form and context in which they are respectively included.

8. [e]
9. [e]
10. [e]
11. [e]
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