CORPORATE
GOVERNANCE REPORT

The Company is committed to the establishment of good corporate governance practices and procedures with a view to being a
transparent and responsible organization that is open and accountable to the Shareholders. The Board strives to adhere to the
principles of corporate governance and has adopted sound corporate governance practices to meet the legal and commercial
standards, focusing on areas such as internal control, fair disclosure and accountability to all Shareholders to ensure the
transparency and accountability of all operations of the Company. The Company believes that effective corporate governance
is an essential factor for creating more value for its Shareholders. The Board will continue to review and improve the corporate
governance practices of the Group from time to time to ensure that the Group is led by an effective Board, in order to optimize the
returns for Shareholders.

COMPLIANCE WITH CORPORATE GOVERNANCE CODE
Throughout the year ended 31 December 2016, the Company complied with all code provisions and, where appropriate, adopted
the recommended best practices as set out in the Corporate Governance Code, with the exception of code provision A.2.1
(chairman and chief executive).
Under code provision A.2.1 of the Corporate Governance Code, the roles of the chairman and chief executive should be separate
and should not be performed by the same individual. The Group does not at present separate the roles of the chairman and the
chief executive. Mr. Ding Shui Po is the chairman and chief executive officer of the Group. He has extensive experience in the
sportswear industry and is responsible for the overall corporate strategies, planning and business management of the Group. The
Board believes that vesting the roles of chairman and chief executive officer in the same individual is beneficial to the business
prospects and management of the Group. The balance of power and authorities is ensured by the operation of the Board and
the senior management, which is comprised of experienced and high caliber individuals. The Board currently consists of five
executive Directors and four independent non-executive Directors and has a strong independence element in its composition.

COMPLIANCE WITH MODEL CODE
The Company has also adopted the Model Code for Securities Transactions by Directors of Listed Issuers as set out in Appendix
10 of the Listing Rules as its code of conduct regarding securities transactions by the Directors. Having made specific enquiry
with all Directors of the Company, all Directors confirmed that they have complied with the required standard set out in the Model
Code regarding directors’ securities transactions for the year ended 31 December 2016.

BOARD OF DIRECTORS
Board Composition
As at 31 December 2016 and the date of this annual report, the Board is comprised of five executive Directors and four
independent non-executive Directors.
The followings are the members of the Board:

Executive Directors
Mr. Ding Shui Po (Chairman and Chief Executive Officer)
Ms. Ding Mei Qing
Mr. Lin Zhang Li
Mr. Ding Ming Zhong
Mr. Ho Yui Pok, Eleutherius
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Independent Non-Executive Directors
Mr. Tan Wee Seng
Mr. Sin Ka Man
Dr. Gao Xian Feng
Dr. Bao Ming Xiao
Among members of the Board, Mr. Ding Shui Po is the elder brother of Ms. Ding Mei Qing and Mr. Ding Ming Zhong, and Mr. Lin
Zhang Li is the husband of Ms. Ding Mei Qing. Save as disclosed herein, to the best knowledge of the Company, there is no other
financial, business or family relationship among the members of the Board.
All Directors have given sufficient time and attention to the affairs of the Group. Each executive Director is suitably qualified for
his/her position, and has sufficient experience to hold the position so as to carry out his/her duties effectively and efficiently.
Biographical information of the Directors are set out in the section headed “Directors and Senior Management” of this annual
report.

Meetings of the Board
Board meetings were held from time to time to discuss the business strategies of the Group, to monitor financial and operational
performance, to approve the annual and interim results of the Group, and to discuss the corporate governance functions of the
Board.
Directors may participate either in person or through electronic means of communications. The individual attendance record of
each Director at the meetings of the Board and the general meetings during the year ended 31 December 2016 is set out below:
Attendance/Number of
Board Meeting(s)
held during a director’s tenure

Attendance/Number of
General Meeting
held during a director’s tenure

Mr. Ding Shui Po

4/4

1/1

Ms. Ding Mei Qing

4/4

1/1

Mr. Lin Zhang Li

4/4

1/1

Mr. Ding Ming Zhong

4/4

1/1

Mr. Ho Yui Pok, Eleutherius

4/4

1/1

Mr. Ye Qi (resigned on 31 March 2016)

1/1

0/0

Mr. Tan Wee Seng

4/4

1/1

Mr. Sin Ka Man

4/4

1/1

Dr. Gao Xian Feng

4/4

1/1

Dr. Bao Ming Xiao

4/4

1/1

Name of Director
Executive Directors

Independent Non-Executive Directors
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All Directors are provided with relevant materials relating to the matters brought before the meetings. They have separate
and independent access to the senior management and the company secretary of the Company at all times and may seek
independent professional advice at the Company’s expense. When queries are raised by Directors, steps would be taken to
respond as promptly and as fully as possible. All Directors have the opportunity to include matters in the agenda of Board
meetings. Notices of at least 14 days of Board meetings are given to the Directors and Board procedures comply with the articles
of association of the Company, as well as relevant rules and regulations.

Functions and Duties of the Board
The overall management of the Company’s operation is vested in the Board. The Board carries out its functions according to the
powers conferred upon it by the Memorandum and Articles of Association of the Company which is uploaded onto the websites of
the Hong Kong Stock Exchange and the Company, and since the date of uploading, has no significant changes have been made.
The main functions and duties conferred on the Board include:
–

management of the overall business and strategic development;

–

deciding business plans and investment plans;

–

convening general meetings and reporting to the Shareholders;

–

exercising other powers, functions and duties conferred by Shareholders in general meetings; and

–

performing corporate governance duties in compliance with the terms of reference set out in the code.

The day-to-day management, administration and operation of the Company are delegated to the chief executive officer and the
senior management of the Company. The delegated functions and work tasks are periodically reviewed. Approvals must be
obtained from the Board prior to any significant transactions entered into by the aforesaid officers.
The Directors may have access to the advice and services of the company secretary of the Company to ensure that the board
procedures, and all applicable rules and regulations, are followed. In addition, the Directors may, upon reasonable request, seek
independent professional advice under appropriate circumstance at the Company’s expenses. The Board shall resolve to provide
separate, appropriate, independent and professional advice to the Directors to assist the relevant Directors in discharging their
duties.

Independent Non-Executive Directors
Independent non-executive Directors have played a significant role in the Board by bringing their independent judgment to
the Board meeting and scrutinizing the Group’s performance. Their views carry significant weight in the Board’s decision; in
particular, they bring an impartial view to issues relating to the Group’s strategy, performance and control. All independent nonexecutive Directors possess extensive academic, professional and industry expertise and management experience and have
provided their professional advice to the Board. The independent non-executive Directors provide independent advice on the
Group’s business strategy, results and management to ensure that all interests of Shareholders are taken into account, and the
interests of the Company and its Shareholders are protected.
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The Board has four independent non-executive Directors, in compliance with Rule 3.10(1) of the Listing Rules, which requires
that every board of directors of a listed issuer must include at least three independent non-executive Directors. In addition, at least
two independent non-executive Directors, namely, Mr. Tan Wee Seng and Mr. Sin Ka Man, possesses appropriate professional
accounting qualifications or financial management expertise in accordance with Rule 3.10(2) of the Listing Rules. The Company
has appointed four independent non-executive Directors, representing more than one-third of the Board, in compliance with Rule
3.10A of the Listing Rules.
The Company has received annual confirmations of independence from each of the existing independent non-executive Directors
in accordance with Rule 3.13 of the Listing Rules. Based on the contents of such confirmations, the Company considers that all
the independent non-executive Directors are independent and that they have met the specific independence guidelines as set out
in Rule 3.13 of the Listing Rules.

Training and Support for Directors
All Directors must keep abreast of their collective responsibilities. Any newly appointed Director would receive an induction
package covering the Group’s operations, businesses, governance policies and the statutory regulatory obligations and
responsibilities of a director of a listed company.
The Directors have been informed of the requirement under code provision A.6.5 of the Corporate Governance Code regarding
continuous professional development. According to the records maintained by the Company, the current Directors received the
following training with an emphasis on the roles, functions and duties of a director of a listed company in compliance with the
requirement of the Corporate Governance Code on continuous professional development during the year ended 31 December
2016:

Name of Director

Corporate Governance/Updates on
Laws, Rules and Regulations
Attended
Seminars/
Briefings
Read materials

Accounting/Financial/Management or
Other Professional Skills
Attended
Seminars/
Briefings
Read materials

Executive Directors
Mr. Ding Shui Po

✓

✓

✓

✓

Ms. Ding Mei Qing

✓

✓

✓

✓

Mr. Lin Zhang Li

✓

✓

✓

✓

Mr. Ding Ming Zhong

✓

✓

✓

✓

Mr. Ho Yui Pok, Eleutherius

✓

✓

✓

✓

Mr. Ye Qi (resigned on 31 March 2016)

✓

✓

✓

✓

Mr. Tan Wee Seng

✓

✓

✓

✓

Mr. Sin Ka Man

✓

✓

✓

✓

Dr. Gao Xian Feng

✓

✓

✓

✓

Dr. Bao Ming Xiao

✓

✓

✓

✓

Independent Non-Executive Directors
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Directors’ and Officers’ Insurance
The Company has arranged appropriate insurance cover in respect of potential legal actions against its Directors and officers.

Appointments and Re-Election of Directors
Each of the executive Directors and independent non-executive Directors has entered into a service contract with the Company
for a specific term, and is subject to retirement by rotation and re-election at an annual general meeting at least once every three
years in accordance with the articles of association of the Company.
The articles of association of the Company provide that any Director appointed by the Board to fill a casual vacancy in the Board
shall hold office until the first general meeting of the Company after his/her appointment and be subject to re-election at such
meeting, and any Director appointed by the Board 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.

Board Diversity Policy
Pursuant to code provisions of the Corporate Governance Code, the Board approved a new board diversity policy (the “Board
Diversity Policy”) in August 2013. The Company recognises and embraces the benefits of diversity of Board members. While
all Board appointments will continue to be made on a merit basis, the Company will ensure that the Board has a balance of
skills, experience and diversity of perspectives appropriate to the needs of the Company’s business. Selection of candidates will
be based on a range of diversity perspectives, including but not limited to gender, age, cultural and educational background,
experience (professional or otherwise), skills and knowledge.

CHAIRMAN AND CHIEF EXECUTIVE
Mr. Ding Shui Po is the chairman and chief executive officer of the Group. He has extensive experience in the sportswear industry
and is responsible for the overall corporate strategies, planning and business management of the Group. The Board believes
that vesting the roles of chairman and chief executive officer in the same individual is beneficial to the business prospects
and management of the Group. The balance of power and authorities is ensured by the operation of the Board and the senior
management, which is comprised of experienced and high caliber individuals. The Board currently consists of five executive
Directors and four independent non-executive Directors and has a strong independence element in its composition.

TERM OF APPOINTMENT OF INDEPENDENT NON-EXECUTIVE DIRECTORS
Each of the independent non-executive Directors, except Mr. Tan Wee Seng and Dr. Bao Ming Xiao, had entered into a service
contract with the Company for an initial term of two years commencing on 3 June 2008. Mr. Tan Wee Seng had entered into a
service contract with the Company for an initial term of three years commencing on 29 March 2010. Dr. Bao Ming Xiao had been
appointed as a Director effective from 21 December 2012 and had entered into a service contract with the Company for an initial
term of two years commencing on the same date.
All the service contracts of independent non-executive Directors are automatically renewed upon expiration and may be
terminated by either party with a three-month’s prior written notice.

BOARD COMMITTEES
The Board has established (i) Audit Committee, (ii) Remuneration Committee, and (iii) Nomination Committee with defined terms
of reference. The terms of reference of the board committees, which explain their respective role and the authority delegated to
them by the Board, are available on the websites of the Company and the Hong Kong Stock Exchange. The board committees
are provided with sufficient resources to discharge their duties and, upon reasonable request, are able to seek independent
professional advice and other assistance under appropriate circumstances, at the Company’s expenses.
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Audit Committee
The Audit Committee was established on 7 May 2008, in compliance with Rules 3.21 and 3.22 of the Listing Rules and with
written terms of reference in compliance with the Corporate Governance Code. The Audit Committee consists of three members,
namely, Mr. Sin Ka Man, Mr. Tan Wee Seng and Dr. Gao Xian Feng, all of whom are independent non-executive Directors. The
chairman of the Audit Committee is Mr. Sin Ka Man, who has appropriate professional qualifications and experience in accounting
matters. None of the members of the Audit Committee is a former partner of the existing external auditors of the Company, Ernst
& Young.
The primary duties of the Audit Committee are to make recommendation to the Board on the appointment, re-appointment and
removal of external auditors, review the financial statements and material advice in respect of financial reporting, and oversee the
risk management and internal control procedures of the Company.
During the year ended 31 December 2016, the Audit Committee mainly performed the following duties:
–

reviewed the Group’s unaudited interim results for the six months ended 30 June 2016 and the audited annual results
for the year ended 31 December 2016, met with the external auditors to discuss such interim results and annual results
without the presence of the Company’s management, and was of the opinion that the preparation of the relevant financial
statements complied with the applicable accounting standards and requirements and that adequate disclosure has been
made;

–

reviewed the accounting principles and practices adopted by the Group, and recommended the appointment of the external
auditors; and

–

assisted the Board in meeting its responsibilities for maintaining an effective system of internal control and risk
management.

During the year ended 31 December 2016, three meetings were held by the Audit Committee. The attendance record of each
member of the Audit Committee at the meetings of the Audit Committee is set out below:

Name of Director

Attendance/Number of
Audit Committee Meeting(s)

Mr. Sin Ka Man

3/3

Mr. Tan Wee Seng

3/3

Dr. Gao Xian Feng

3/3

There had been no disagreement between the Board and the Audit Committee during the financial year ended 31 December
2016.
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Remuneration Committee
The Remuneration Committee was established on 7 May 2008, with written terms of reference in compliance with the Corporate
Governance Code. The Remuneration Committee consists of three members, namely Mr. Sin Ka Man, Ms. Ding Mei Qing and
Dr. Gao Xian Feng, the majority of whom are independent non-executive Directors. Mr. Sin Ka Man is the chairman of the
Remuneration Committee.
The primary duties of the Remuneration Committee are to make recommendations to the Board on the remuneration packages
of individual executive Directors and senior management, including benefits in kind, pension rights and compensation payments
(including any compensation payable for loss or termination of their office or appointment), and make recommendations to the
Board on the remuneration of non-executive Directors.
During the year ended 31 December 2016, the Remuneration Committee mainly performed the following duties:
–

reviewed the Group’s remuneration policy and reviewed the remuneration package of the executive Directors and senior
management for the year of 2016.

During the year ended 31 December 2016, one meeting was held by the Remuneration Committee. The attendance record of
each member of the Remuneration Committee at the meetings of the Remuneration Committee is set out below:

Name of Director

Attendance/Number of
Remuneration Committee Meeting

Mr. Sin Ka Man

1/1

Ms. Ding Mei Qing

1/1

Dr. Gao Xian Feng

1/1

Nomination Committee
The Nomination Committee was established on 7 May 2008, with written terms of reference in compliance with the Corporate
Governance Code. The Nomination Committee consists of three members, namely, Mr. Ding Shui Po, an executive Director and
the chairman of the Board, and two independent non-executive Directors, namely, Mr. Tan Wee Seng and Dr. Gao Xian Feng. Mr.
Ding Shui Po is the chairman of the Nomination Committee.
The primary duties of the Nomination Committee are to review the structure, size and composition of the Board at least once
a year and to identify individuals suitably qualified to become Board members and select or make recommendations to the
Board on the selection of individuals nominated for directorships. In identifying suitable director candidates and making such
recommendations to the Board, the Nomination Committee would also take into account various aspects of a candidate,
including but not limited to his/her education background, professional experience, experience with the relevant industry and past
directorships.
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During the year ended 31 December 2016, the Nomination Committee mainly performed the following duties:
–

reviewed the annual confirmation of independence submitted by the independent non-executive Directors and assessed
their independence; and

–

reviewed the structure, size and composition of the Board during the year of 2016.

The Nomination committee will also give consideration to the Board Diversity Policy when identifying suitably qualified candidates
to become members of the Board, and the Board will review the Board Diversity Policy on a regular basis to ensure its
effectiveness.
During the year ended 31 December 2016, one meeting was held by the Nomination Committee. The attendance record of each
member of the Nomination Committee at the meetings of the Nomination Committee is set out below:

Name of Director

Attendance/Number of
Nomination Committee Meeting

Mr. Ding Shui Po

1/1

Mr. Tan Wee Seng

1/1

Dr. Gao Xian Feng

1/1

AUDITORS’ REMUNERATION
The Company has re-appointed Ernst & Young as its external auditors during the year ended 31 December 2016. The external
auditors are refrained from engaging in non-audit services except for specific approved items, such as review of interim results of
the Group. The Audit Committee reviews the external auditor’s statutory audit scope and non-audit services and approves its fees.
Details of the fees paid/payable to Ernst & Young during the year are as follows:
HK$
Review of interim results

680,000

Audit services

4,180,000

Total

4,860,000

FINANCIAL REPORTING
The Board, supported by the chief financial officer and the finance department, is responsible for the preparation of the financial
statements of the Company and the Group for each financial year which shall give a true and fair view of the financial position,
performance and cash flow of the Company and its subsidiaries for that period. The directors acknowledge their responsibilities
for preparing the accounts of the Company. As at 31 December 2016, the Board is not aware of any material uncertainties
relating to events or conditions that may cast significant doubt upon the Group’s ability to continue as a going concern.
The responsibilities of Ernst & Young, the Company’s external auditors, the financial statements are set out in the section headed
“Independent Auditor’s Report” in this annual report.
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RISK MANAGEMENT AND INTERNAL CONTROL
The Board recognises its overall responsibility for the Group’s risk management and internal control systems and reviewing their
effectiveness on an ongoing basis.
The risk management and internal control systems of the Group are featured with a defined management structure with limits
of authority and well-rounded policies and procedures, and are designed to facilitate effective and efficient operations, to ensure
reliability of financial reporting and compliance with applicable laws and regulations, to identify and manage potential risks, and
to safeguard assets of the Group. The Group’s risk management and internal control system are designed to provide reasonable,
though not absolute, assurance against material misstatement or loss and to manage rather than eliminate the risk of failure to
achieve business objectives. The senior management reviews and evaluates the control process, monitors any risk factors on a
regular basis, and reports to the Audit Committee on any findings and measures taken to address such variances and identified
risks. The Company has established policies and procedures applicable to all operating units to ensure the effectiveness of risk
management and internal controls systems. The Company also has a process for identifying, evaluating, and managing the
significant risks associate with the achievement of its operational objective. This process is subject to continuous improvement
and was in place throughout 2016. The day-to-day operation is entrusted to the individual department, which is accountable for
its own conduct and performance, and is required to strictly adhere to the policies set by the Board. The Company carries out
reviews of the effectiveness of the risk management and internal control systems from time to time in order to ensure that they are
able to meet and deal with the dynamic and ever changing business environment.
In addition, the procedures on disclosure of inside information were in place to ensure that all relevant facts and circumstances
that may have material effect on the share price of the Company is promptly assessed and that any material information which
comes to the knowledge of any one or more officers of the Group be promptly identified, assessed and, if appropriate, escalated
for the attention of the Board to determine whether a disclosure is required.
During the Year under review, the Board and the Audit Committee have reviewed the effectiveness of the Group’s risk
management and internal control systems on all major operations of the Group, with assistance from the Group’s risk
management and internal audit department. The Group’s internal audit department has reported major risk management
and internal control review findings to the Board and Audit Committee. No major issues but areas for improvement have been
identified. All of the recommendations from the Group’s internal audit department will be properly followed up to ensure that they
are implemented within a reasonable period of time. The Board and the Audit Committee considered that the key areas of the
Group’s risk management and internal control systems, including the adequacy of resources, qualifications and experience of our
accounting, internal audit and financial reporting staff, and their training programs and budget, are reasonably implemented and
the Group has fully complied with provisions of the Corporate Governance Code regarding risk management and internal control
systems in general for the year ended 31 December 2016.

COMPANY SECRETARY
The secretary of the Company is Mr. Ho Yui Pok, Eleutherius, whose biography details are set out in the section headed “Directors
and Senior Management” in this annual report.
Mr. Ho has been informed of the requirement of the Rule 3.29 of the Listing Rules, and he confirmed that he had attained no less
than 15 hours of relevant professional training during the year ended 31 December 2016.
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SHAREHOLDERS’ RIGHTS
Procedures for Shareholders to Convene an Extraordinary General Meeting and to Put Forward Proposals at
Shareholders’ Meeting
Pursuant to the Article 58 of the articles of association of the Company, any one or more Shareholders holding at the date of
deposit of the requisition not less than one-tenth of the paid up capital of the Company carrying the right of voting at general
meetings of the Company shall at all times have the right, by written requisition to the Board or the company secretary of the
Company by mail at Suite 2401–2, 24/F, Shui On Centre, 6–8 Harbour Road, Wanchai, Hong Kong, to require an extraordinary
general meeting to be called by the Board for the transaction of any business specified in such requisition, and such meeting
shall be held within two months after the deposit of such requisition. If within 21 days of such deposit the Board fails to proceed
to convene such meeting, the requisitionist(s) himself (themselves) may do so in the same manner, and all reasonable expenses
incurred by the requisitionist(s) as a result of the failure of the Board shall be reimbursed to the requisitionist(s) by the Company.

Procedures by Which Enquiries May Be Put to the Board
Shareholders may send their enquiries and concerns to the Board by addressing them to the secretary of the Company by mail
at Suite 2401–2, 24/F, Shui On Centre, 6–8 Harbour Road, Wanchai, Hong Kong. The company secretary of the Company
is responsible for forwarding communications relating to matters within the Board’s direct responsibilities to the Board and
communications relating to ordinary business matters, such as suggestions and inquiries, to the chief executive officer of the
Company.

INVESTOR RELATIONS
Constitutional Documents
There has been no significant change in the Company’s constitutional documents during the year ended 31 December 2016.

Communication With Shareholders
The Board recognizes the importance of maintaining clear, timely and effective communication with Shareholders of the Company
and its investors. Therefore, the Group is committed to maintaining a high degree of transparency to ensure that the investors
and the Shareholders receive accurate, clear, comprehensive and timely information of the Group by the publication of annual
reports, announcements and circular. The Company also publishes all corporate correspondence on the Company’s website
www.xtep.com.hk. The Board maintains regular dialogues with institutional investors and analysts to keep them informed of the
Group’s strategy, operations, management and plans. Members of the Board and of the various board committees will attend
the annual general meeting of the Company and answer questions raised during the meeting. At the general meeting, separate
resolutions are proposed to resolve each substantially separate issue.
The chairman of the general meetings of the Company would explain the procedures for conducting poll before putting a
resolution to vote. The results of the voting by poll will be declared at the meeting and published on the websites of the Hong Kong
Stock Exchange and the Company.
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