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About LI & Fung

WHO WE ARE

We are the leading consumer goods design, development, sourcing and logistics company
for major retailers and brands around the world. We specialize in responsibly managing

supply chains of high-volume, time-sensitive goods.

THREE-YEAR PLAN GOALS (2014-2016)

Building a sustainable enterprise

Keeping things simple

Driving organic growth
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OUR VALUES

We are entrepreneurs
We are humble
We are family

Across our husiness, three core values, which have not changed since 1906,
bring us together and guide everything we do. Our values are more than just
words. They are meaningful expressions of who we are.

GOOD GOVERNANCE

Compliance
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applicable laws
and
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Effective
and
efficient
operations

Reliable
financial
reporting

We are committed to the
principles of transparency,
Long-term accountability and
independence and

believe this enhances
shareholder value.

Corporate
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and
sustainable
growth

Performance
and
compliance

shareholder
value

BUILDING A SUSTAINABLE BUSINESS

Sustainability is integral to our
business and planning process.
When developing our
three-year plans, we assess
our progress against our
sustainability goals, set
aspirational targets against
best practice benchmarks

and take action to meet

those benchmarks.
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A letter from our Chairman

¢

The cornerstone

of our business
continues to

be our ability

to change and adapt
while retaining

a culture of hard
work and loyalty.

LI & FUNG LIMITED
ANNUAL REPORT 2015

Dear Shareholders,

In 2015, the second year of our current Three-Year Plan (2014-2016), Li & Fung continued to
strengthen its position as the world’s leading global supply chain manager for consumer goods.
A key theme of the current Three-Year Plan is organic growth, and our strategies and plans were
formulated with this focus in mind. Despite strong macro headwinds and a challenging retail
landscape, the Company delivered resilient results in 2015.

We are entering our 110th year of operation. From our humble beginnings in 1906, as a

small family-owned trading company in Canton, to a Hong Kong-based multinational public
corporation today, we have experienced good times and bad through numerous political and
economic cycles. The cornerstone of our business continues to be our ability to change and
adapt while retaining a culture of hard work and loyalty to a strong base of core customers,
our dedicated management and colleagues, and our global network of vendors. With these
strengths, | am confident that we are well-equipped to ride through the turbulent markets we
are witnessing today and to continue to lead the industry.

Our 2015 Performance

Performance in 2015 was muted with tough macro headwinds and the impact of e-commerce
and margin pressure on the retail sector across our major markets. We maintained our top

line while achieving volume growth for our trading business, but experienced some margin
deterioration from the tough business environment. Nevertheless, the business remained highly
cash generative. We ended 2015 with a solid cash balance, and the Board has resolved to
declare a final dividend of 15 HK cents per share, after paying an interim dividend of 13 HK cents
per share earlier in the year. | expect our strong cash position will be maintained, given our
limited capital expenditure requirements and our organic growth strategy, for the remainder

of the current Three-Year Plan.

The retail landscape is undergoing substantial changes. As a dynamic industry, retailers are
constantly evolving in terms of store formats, product categories, marketing trends and sales
channels. One of the latest trends, e-commerce and omni-channel retailing, has intensified
competition for retailers and brands globally, leading to the highly price promotional landscape
we saw in 2015. Over the long run, however, this highly promotional environment is not
sustainable. Unprofitable companies will exit and there is tremendous pressure for all retailers,
including online pure-plays, to enhance margins through product differentiation.

As a strategic sourcing partner, we not only serve our traditional brand and retail customers as
they grow their online channels, we also source products for online retailers, many of whom are
only just beginning to develop their own private label collections.

I expect the highly promotional situation to normalize as global economies recover and
companies work through sustainable online sales strategies. | am confident that Li & Fung
is well-positioned to benefit from the tailwinds once the market settles.




|

William Fung
Group Chairman
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A letter from our Chairman (continued)

¢

Our geographical
diversification
provides us with
high flexibility.

LI & FUNG LIMITED
ANNUAL REPORT 2015

New Frameworks Impacting Global Trade

Li & Fung has a broad vendor base spanning over 40 economies. This geographical
diversification provides us with high flexibility, which is particularly important as the complexity
of the sourcing world continues to intensify. New developments in the sourcing landscape, such
as the shifting of production between countries, changes in international trade agreements,
government policies and geopolitical tensions, add considerable uncertainty and complexity

to global supply chains. Our long experience and established vendor networks in all major
production economies provide the necessary diversification and flexibility that enable us

to respond quickly and appropriately in times of change.

The Trans-Pacific Partnership (TPP) was widely discussed in 2015, and is expected to
particularly benefit the textile and garment industry in Vietnam. Our long experience in shifting
manufacturing bases across different countries will allow us to take full advantage of TPP and
we are well entrenched in Vietnam, which is our second largest production country.

China’s Increasing Influence on Global Trade

2015 witnessed the formal introduction of China’s One-Belt-One-Road initiative (“Initiative”),
with action plans designed to connect and further integrate the various economies along the
“21st Century Silk Road”. Although not a formal trade treaty, this important Initiative is expected
to bring tremendous trading opportunities to participating countries.

Although the Initiative is in its early stages, Li & Fung is well-positioned to benefit as the
Initiative develops and matures. As we have already established relationships with vendors
in most of the participating countries, little additional investment, of both time and money,
will be required for us to capitalize on the Initiative. Our deep experience in managing global
supply chains, coupled with new sourcing opportunities, will enable us to provide innovative
value-added solutions to our customers in the years to come. The Initiative will also open up
new customer markets for both our trading and logistics businesses.

Another development from the Chinese government during 2015 was its announcement of the
13th five-year plan. With GDP growth planned to be no less than 6.5% p.a. and an emphasis

on “innovative development”, there is likely to be substantial changes in the Chinese sourcing
landscape as production of certain product categories will decant from China, while others will
move into China. To this end, Li & Fung is well prepared to respond to these potential changes
given our large sourcing network spanning many alternative production countries. At the same
time, as China continues its structural reform to move toward a more domestic consumption-
driven growth model, there is huge potential for us to further convert Chinese retailers and
brands as customers.



A letter from our Chairman (continued)

Logistics Network

Our in-country logistics business is primarily focused on Asia, especially China. During 2015,

we experienced continued rapid growth especially in the e-logistics arena. We have become
the strategic logistics partner of choice for many major global brands and have assisted many
customers to complement online-to-offline (020) retail experiences for the Chinese consumers.

With the acquisition of China Container Line (CCL) in 2014, our global freight forwarding business
is now entering an expansion phase and is becoming an integral part of our end-to-end supply
chain solutions for our trading customers.

Vendor Support Services (VSS)

Leveraging our relationships with our vendors, we introduced the VSS program to offer a whole
range of vendor-related services such as compliance training, industrial optimization, raw
material procurement, risk management, product testing and trade credit services to vendors
across the globe. 2015 was a year of trial and experimentation of our VSS program, and | am
pleased to report success in this new business area. Our program has been progressing ahead
of plan as we rolled out VSS to our existing vendor base. There will be a meaningful contribution
from VSS to our core operating profit in 2016. Beyond 2016, we expect VSS to transform our
vendors into a whole new customer group and for these services to develop into an exciting
new business segment for the Company.

Prospects

In view of the current macro conditions, 2016 is likely to be another challenging year for our
customers. While there will be some growth in our biggest market, the US, that growth is
unlikely to be robust. We expect Europe’s consumer demand will continue to stagnate or
decline and Asia to slow. For Li & Fung, this means ongoing volume and pricing pressures for
our trading business, amidst continuing price deflation and negative translational impact from

a weak Euro and Asian currencies. Nevertheless, new customer wins in 2014 and 2015 will begin
to contribute more meaningfully in 2016 and 2017 and provide further opportunities for deeper
account penetration, cross-selling and increased market share. Our VSS program will contribute
to profitability, and our logistics business is expected to maintain robust growth through new
business wins and geographical expansion, led by our excellence and expertise in in-country
logistics, particularly e-logistics.

In 2016, the last year of our current Three-Year Plan, we will commence planning and preparation
work for our next Three-Year Plan for the period 2017 to 2019.

In closing, | would like to extend my gratitude to our colleagues for their dedication and support
to management and the Company over the year.

Yours sincerely,

William Fung Kwok Lun
Group Chairman

LI & FUNG LIMITED
ANNUAL REPORT 2015



A letter from our CEO

¢

We continue

to simplify our
structure and
business to allow
our teams to
improve their
speed and
flexibility as they
serve customers.

LI & FUNG LIMITED
ANNUAL REPORT 2015

Dear Shareholders,

Overall, 2015 was a challenging year for the Company. Demanding macroeconomic, geopolitical
and industry conditions created an extremely tough environment for our business. Our major
markets in US, Europe and Asia all experienced strong headwinds and globally our industry

is going through an unprecedented structural change, led by the changing conditions at retail.

The structural changes at retail are impacting the way everyone works along the value chain.
Retail is becoming more competitive as more e-commerce players enter the marketplace and
global competition overall is being augmented by cloud computing, mobile connectivity and
cross-border logistics. Consumer preferences and buying patterns are also changing led by
Millennials and the newer Generation Z. The way these consumers discover, socialize and finally
make a purchase decision has had immense consequences to brand loyalty, to sustainability,
and to the sharing economy. All of these changes are transformative to the way we do business
and the speed of change is only increasing as we look ahead.

As a result, we are reorganizing to focus even more on our core customers to offer even better
solutions and to increase our overall market share of their business as we help them navigate
these changes. We are building asset-light product verticals in sweaters, furniture and beauty
to help our customers differentiate their product offerings and increase their margins. We are
partnering with companies who offer technology and innovative solutions to create products
with more excitement. Organizationally, we continue to simplify our structure and business

to allow our teams to improve their speed and flexibility as they serve customers. Finally,

we have introduced processes employed by startup companies — rapid prototyping and rapid
experimentation — to move fast, act on new ideas and create a culture of innovation.




A letter from our CEO (continued)

2015 was the second year of our Three-Year Plan and we are on track with our strategic goals

of building a sustainable enterprise, keeping things simple and focusing on organic growth. All
decisions we make as a team continue to be long-term focused to ensure that our company and
business is sustainable into the future. Simplifying our organization and aligning our teams to our
core customers and key product verticals ensures that we take complexity out of our business
and move fast as an organization. With fewer acquisitions in 2015 compared to previous years,
we have been very focused on growing organically and increasing our market share with our
existing customer base and are keenly focused on improving operating efficiencies.

Our turnover in 2015 was resilient despite a deflationary environment and we grew our trading
unit volumes along the way. We also grew with our core customers despite their challenging
retail environments. In the second half of the year, we were able to keep operating costs flat
despite ongoing investments in infrastructure, Logistics and Vendor Support Services (VSS).

Our Logistics business in particular continued to deliver double-digit growth against the backdrop
of a tough environment in Asia and the freight market, with e-commerce logistics an even
brighter star within that growth.

Finally, our employees globally, who despite the headwinds we are seeing in the market, are
highly engaged, highly connected and experienced professionals. We are all guided by our
strong values of being family, being entrepreneurial, and staying humble, the same values that
we started the Company with 110 years ago in 1906. Our strong values along with our long-term
thinking and a relentless drive to stay at the forefront of innovation will see us through these
tough times. All indications point towards a challenging 2016, but | am confident we will weather
these changes as we build for the future.

Yours sincerely,

Spencer Fung
Group CEO

LI & FUNG LIMITED
ANNUAL REPORT 2015
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Summary of the year
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Our performance

LI & FUNG LIMITED
ANNUAL REPORT 2015

Results Overview
2015 Performance

Results
2015 2014 Change
us$m us$m %
Turnover 18,831 19,288 (2.4%)
Total Margin 2,189 2,244 (2.5%)
% of Turnover 11.6% 11.6%
Operating Costs 1,676 1,640 +2.2%
% of Turnover 8.9% 8.5%
Core Operating Profit 512 604 (15.2%)
% of Turnover 2.7% 3.1%
Loss from Discontinued Operations - (98)
Profit Attributable to Shareholders 421 441 (4.6%)
Profit Attributable to Shareholders
(ex-Loss from Discontinued Operations) 421 539
% of Turnover 2.2% 2.8%

Against a backdrop of one of the most challenging retail environments seen for many years,

Li & Fung delivered a resilient performance in 2015. Our Trading Network held up well while

our Logistics Network continued to grow. Despite headwinds from currency depreciation and

a deflationary environment, our turnover with core trading customers and unit volume grew.
Our logistics business maintained its strong profitable growth momentum across its in-country
logistics and global freight management services. The growth was even stronger in the e-logistics
operations which took advantage of the e-commerce boom. Accordingly, in spite of the
economic slowdown in many parts of Asia and the unprecedented drop in ocean freight rates,
our Logistics Network finished the year showing both turnover and unit volume growth.

Our business continued to be highly cash generative, allowing us to end the year in a solid
financial position. We continue to maintain a high dividend payout ratio. Over the past three years,
we have returned over US$1.2 billion in cash dividends to our Shareholders.



Our performance (continued)

2015 was a difficult year due to economic slowdown and political uncertainties in Europe

and Asia. While the US is slowly recovering, retailers were adversely affected by the soft

retail environment, unseasonably warm weather, and global geopolitical disturbances. In the
meantime, increased competition from fast fashion, off-price and e-commerce players continue
to challenge our retail customers in a highly promotional retail environment. This resulted in
margin pressure for all brands and retailers and impacted the entire supply chain.

We have been executing strategies to help our customers navigate an increasingly
competitive market. Differentiated and innovative products help our customers improve their
competitiveness and gain market share without the need to lower prices to attract sales.

As their strategic sourcing partner, we are deepening our focus on product expertise, to help our
customers counter margin pressures. Leveraging our scale and scope across a wide range of
product categories, we created product verticals in areas we consider to have high growth
potential. In 2015, we reorganized our internal teams and resources to focus on developing
certain product verticals, initially with furniture, beauty and sweaters, with other verticals to
be established. Our strengthened product expertise enables us to provide our customers with
meaningfully differentiated products, to help them remain competitive in a difficult

retail landscape.

Our multi-channel sourcing platform gives us the flexibility to serve our customers regardless of
their sourcing strategies, enabling us to grow unit volume and gain wallet share in these tough
times. Our extensive global network, strong customer relationships and deep product expertise
across a wide range of categories enable us to provide customers with better and value-added
solutions. Our Vendor Support Services (VSS) further strengthened our relationships with our
suppliers, turning our factories into a new customer base for the Group.

Operating in one of the most demanding business environments in recent history, we are
confident we will continue to help our customers ride through challenging times. Our speed to
market, global connectivity and deep product and industry expertise help us win new accounts
and cement us as the partner of choice in the global consumer goods supply chain.

LI & FUNG LIMITED 13
ANNUAL REPORT 2015
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Our performance (continued)

Group Geographical Market
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LI & FUNG LIMITED
ANNUAL REPORT 2015

TURNOVER

Our turnover decreased by 2% year-on-year to US$18.8 billion, largely due to the soft
macroeconomic conditions and challenging retail environment adversely impacting our trading
customers. Our Trading Network was negatively impacted by the continued deflationary
environment caused by price declines in raw materials and commodities. The weakness of
European and Asian currencies has resulted in an unfavorable foreign exchange translation
impact, as 38% of our business operates in non-US markets. This foreign exchange translation
impact alone accounted for approximately two-thirds of the 2% year-on-year decline in our total
turnover. Nevertheless, 2015 saw solid unit volume growth, especially with our core customers.
Our businesses in the e-commerce segment has also increased significantly as our customers
gain market share in e-commerce orders and pure play e-tailers started developing private label
collections.

The US and Europe remained the largest contributors to our turnover, contributing 62% and 17%,
respectively. Our Trading Network contributed 95% of total turnover and our Logistics Network
contributed 5%.

Turnover from the US remained flat at US$11.7 billion as consumer spending on general apparel,
footwear and accessories did not show meaningful improvement despite the significant drop in
oil prices. Our US business was supported by the increase in trading with our core customers,
as well as the gradual ramp up of our business with new customers. Despite the slow recovery
in US retail, our ability to offer customers the flexibility to procure products via our multi-channel
sourcing platform has proven to be the key driver of our unit volume growth, allowing us to
weather the downturn and support our total turnover.



Our performance (continued)

Turnover from Europe decreased by 11% to US$3.1 billion. The environment in Europe
continued to be weak; recovery in the European economies was slow and shadowed by growing
concerns over threats of geopolitical instability as well as social and economic repercussions
from Europe’s migrant crisis. The pressure on Eurozone currencies has in turn impacted our
European business from a currency translation perspective.

Asia contributed 15% of our turnover and remained flat at US$2.7 billion due to the slowdown

in China and other Asian economies, as well as a negative foreign exchange translation impact.
Approximately 72% of our turnover from Asia was from our Trading Network and the remainder
from our Logistics Network. The continued growth of our Logistics Network in the region, which
was largely supported by new contracts and geographical expansion within Asia, particularly
into Southeast Asian countries, has provided strong support to our overall Asia business despite
a reduction in turnover in Asia within the Trading Network.

The Rest of World represents approximately 6% of the total turnover, and is mainly comprised
of Canada, Australia, Middle East and Latin America. The reduction of 9% to US$1.3 billion
was largely due to a reduction in orders by our customers in those regions, as well as the
depreciation of local currencies against the USS.

LI & FUNG LIMITED
ANNUAL REPORT 2015

15



16

Our performance (continued)

LI & FUNG LIMITED
ANNUAL REPORT 2015

TOTAL MARGIN

Total margin of US$2.2 billion decreased by 2% over 2014 due to reduction in turnover, while the
overall total margin percentage was stable at 11.6%. The lower reported turnover, partly affected
by the negative foreign exchange impact, had a direct impact on our total margin. While our
agency margins remained stable, our principal margins were affected by the highly promotional
retail landscape and downward pressure on retailer’'s margins. Our Logistics Network continued
its strong performance, which supported our overall total margin.

OPERATING COSTS

Operating costs increased by 2% year-on-year to US$1.7 billion and operating costs as a
percentage of turnover increased from 8.5% to 8.9%, primarily due to the growth of our logistics
business and annualization of strategic investments made in 2014. These investments included
the expansion of our logistics business, build out of our VSS team, upgrade of group-wide
infrastructure, as well as development of new product categories, markets and services. The
majority of these investments are related to people and rental costs and therefore recurring

in nature. The increase in operating costs from our strategic investments was offset by cost
efficiencies extracted from our existing operations. While the total operating costs increased
by 2% for the year, operating costs in the Trading Network remained flat for the entire year. In
addition, year-on-year total operating costs for the Group was flat in the second half

of 2015, despite the investments made in 2014 and the difficult operating environment during
this period.

CORE OPERATING PROFIT

Core operating profit decreased by 15% year-on-year to US$512 million due mainly to the 2%
reduction in total margin, as well as the 2% increase in operating costs to support our logistics
business expansion. With the continued growth across the Logistics Network, its core operating
profit increased to 10% of the Group’s core operating profit in 2015.

PROFIT ATTRIBUTABLE TO SHAREHOLDERS

Profit attributable to Shareholders decreased by 5% year-on-year to US$421 million, which
included a non-cash gain of US$117 million on the write-back of contingent considerations
(2014: US$176 million). In 2014, our profit attributable to Shareholders included a non-recurring
loss from Discontinued Operations of US$98 million for Global Brands Group operations during
the first half of 2014 prior to the spin-off.



Our performance (continued)

Segment Analysis

Trading Network

In our Trading Network, we provide end-to-end sourcing solutions through our global network
for a diverse mix of global brands and retail customers. As a multi-channel sourcing supplier,
we have the unique capability to serve our customers’ business and product needs regardless
of how they source their products; either through our agency-based sourcing services or our
product-focused principal trading solutions over a wide range of consumer products

and categories.

Our agency-based sourcing services, in which we act as a strategic sourcing partner to our
customers under long-term contracts, provide a steady base and represent a significant

part of our Trading Network business. Under our agency sourcing arrangements, we provide
strategic sourcing services to our customers, such as product development and costing, factory
compliance, order processing, manufacturing control and logistics. To enhance our customers’
competitiveness, we also provide trend forecasting, market analysis, industry intelligence, raw
material procurement and strategic insights on the global supply chain to help our customers

procure high quality products with short lead time and speed to market.

In our product-focused principal trading business we act as a principal supplier to our customers,
operating primarily on a merchandise program-by-program basis; where the terms of each order
are mutually agreed on a per program basis. We are continuing to develop our product expertise
and move deeper into product verticals to solidify our leadership position in specific product
categories. The combination of our agency and principal capabilities make Li & Fung the leading
global sourcing supplier, offering both types of services with scale and scope.

The retail landscape has been evolving as it adapts to changes in consumption behavior, advent
of technology and rise of e-commerce and borderless retail. In response to these changing
market conditions with increased competition and margin pressure, our customers are actively
adjusting their supply chain to procure differentiated products at competitive prices to maintain
their market competitiveness. With our multi-channel sourcing platform, we are well positioned
to serve our customers as they optimize their sourcing strategy and stay ahead of the market.

LI & FUNG LIMITED
ANNUAL REPORT 2015
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Our performance (continued)

Trading Network Geographical
Market Turnover
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Trading Network Results

2015 2014 Change

us$m us$m %

Turnover 17,907 18,431 (2.8%)

Total Margin 1,909 2,004 (4.7%)
% of Turnover 10.7% 10.9%

Operating Costs 1,449 1,446 +0.2%

Core Operating Profit 460 558 (17.6%)
% of Turnover 2.6% 3.0%

TURNOVER

Turnover of the Trading Network, comprising 62% soft goods and 38% hard goods, decreased
by 3% year-on-year to US$17.9 billion in 2015 in spite of an increase in unit volume during the
year. The decrease in turnover is attributable to the deflationary environment in sourcing prices
and the slowdown in both Europe and Asia. Furthermore, our reported turnover was severely
affected by a negative foreign exchange translation impact resulting from the depreciation of
both European and Asian currencies against the US$. Foreign exchange translation impact
alone accounted for over half of the 3% year-on-year decline in our total turnover within the
Trading Network.

Turnover in our US business remained flat at US$11.5 billion, largely supported by overall trading
unit volume growth, particularly with our core customers. However, such growth was offset by
price reduction due to deflationary prices, which impacted our agency business.

Our European business declined by 11% year-on-year to US$3.1 billion due largely to the
unfavorable foreign exchange translation and the uncertain macroeconomic conditions in
Europe. Our European business is primarily comprised of our principal trading business, which
transacts in the respective local currencies. The depreciation of the Euro and Pound against our
reporting currency during the year had a significant translation impact on our European business
turnover as reported in US$.




Our performance (continued)

Turnover in Asia decreased by 2.5% year-on-year to US$2.0 billion. In particular, our Asian
distribution business suffered from the slowdown in China, geopolitical issues in Southeast Asia
and the Asian currencies depreciation against the US$. Turnover in the Rest of World decreased
by 9% year-on-year to US$1.3 billion due mainly to the overall reduction in orders by our
customers in regions, such as Canada, Australia, the Middle East and Latin America, as well as
foreign currency impact.

Across our Trading Network, we serve a diversified group of customers globally, ranging from
brands, department stores, specialty stores, clubs, hypermarkets and pure play e-commerce
players. Our top five customers, some of which we serve across both our Trading and Logistics
Networks, accounted for 36% of our total Group turnover in 2015. Our customer base has

been evolving, as we overtime increase the proportion of brands, specialty retailers, off-price
discount stores, and an emerging group of pure play e-commerce players. Our core customers
form the foundation of our business, many of whom we serve on both agency and principal-
trading terms. Our relationships with core customers are strategic and long term in nature, with
our sourcing teams fully aligned to our customers’ procurement needs, and working with their
teams closely on a daily basis.

While focusing on our core customers, we are always seeking new business opportunities and
have built a strong prospective customer pipeline. In 2015, we signed a number of significant
contracts for our agency-based services. On the e-commerce sourcing front, we continue to
increase our share of Internet sales as our brands and bricks-and-mortar customers increase
their online sales. In the meantime, pure e-commerce players have begun to establish their
own private label collections and we are well placed to provide such private label services
going forward.

Product Mix

@ Soft Goods
@ Hard Goods

Turnover 62% 38%
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TOTAL MARGIN

Total margin across the Trading Network decreased by 5% year-on-year to US$1.9 billion as a
result of the decrease in total turnover and continued margin pressure on our principal business.
The negative foreign exchange impact on turnover had a direct corresponding impact on total
margin. Total margin percentage decreased from 10.9% in 2014 to 10.7% in 2015. Total margin
percentage in our service-based agency business remained steady, given stable agency rates
stipulated in the multi-year contracts. Total margin percentage in our principal business was
under pressure as our customers faced their own pricing pressure with changes in the retail
landscape and the need to make adjustments to their supply chains, which typically take time.

The unusually warm winter in 2015, as well as the heavier promotional activities throughout
the year significantly impacted brands and retailers’ gross margins, which also led to margin
pressure throughout the entire supply chain. In response to such margin pressure, we continue
to work closely with our customers to adjust their supply chains and optimize their sourcing
strategies, as well as provide differentiated, innovative and well-designed products to support
higher margins. The establishment of product verticals further enhances our product expertise
and solidifies our leadership position as a principal trading supplier.

Our multi-channel sourcing platform enables us to provide customers with both agency and
principal-trading services. Margin differs between the two sourcing channels. Long-term agency
contracts have lower margins versus the higher program-by-program principal trading margins.
Our overall total margin percentage was negatively impacted by our turnover mix in 2015 which
shifted to slightly more agency service business.

OPERATING COSTS

Operating costs in our Trading Network remained relatively flat at US$1.4 billion largely helped
by improved operational efficiencies and productivity despite the annualization of investments
made in 2014.

In 2015, we continued to optimize our operating expenses and deploy resources to support our
growth in new customer accounts, increased unit volumes and enhancement of our product
expertise. At the same time, we continued to streamline our operations and look for process
efficiency and productivity gain to keep total operating costs flat amid the challenging market
conditions. In addition, we continued to invest in the required infrastructure and resources for
VSS.

CORE OPERATING PROFIT

The 18% year-on-year decline in core operating profit to US$460 million was attributed to a
decline in turnover of 3% and a decline in total margin of 5%, while operating costs remained
flat year-on-year. Core operating profit margin decreased from 3.0% in 2014 to 2.6% in 2015 as
a result of the decline in total margin percentage from 10.9% to 10.7% and increase in operating
costs percentage from 7.8% to 8.1%.



TOP SOURCING COUNTRIES

Our global network covers more than 40 economies, which allows for flexibility when moving
orders from one production country to another to handle capacity constraints and satisfy
customers’ needs. Within this global network, our top three sourcing countries continue to

be China, Vietnam and Bangladesh. While China accounted for over 50% of our sourcing unit
volume, the remaining 40+ countries all have sizable sourcing operations, and we are one of
the largest exporters of the product categories in which we trade in many of these countries.
This comprehensive global network with strong local presence, long operating history and
critical mass is one of our key competitive strengths. As the sourcing landscape continues to
evolve with the decanting of sourcing from China and multiple trade agreements in play, we are
well positioned to scale our existing operations in individual countries to meet our customers’
changing sourcing needs.

1%
@ Soft Goods
@ Hard Goods

Rank 2 Rank 3

47% 53% Vietnam Bangladesh

VENDOR SUPPORT SERVICES

Our VSS unit was formed in the first year of our current Three-Year Plan to tap the huge potential
of converting our factory base of over 15,000 to a customer base for services relating to the
migration of labor intensive production from China to other developing countries. After making
initial investments, pilot programs were launched in selected countries in 2015. We rolled out
our digital vendor portal to connect with all our vendors, launched the bulk purchase programs
in raw materials procurement and product liabilities insurance and developed working capital
management tools and services for our suppliers, as well as initiated various vendor compliance
services. The initial pilot phase in 2015 tracked better than expected and we exceeded our
target of VSS breaking even in 2015 by generating a small profit.

Our performance (continued)
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Logistics Network

Our logistics business provides holistic, integrated solutions for our logistics customers through
our in-country logistics and global freight management services. Unlike traditional logistics
service providers, we have deep understanding of our customers’ supply chains and product
flows. Our knowledge and network along the entire global supply chain allow us to offer long-
term collaborative solutions to our customers, making us their logistics partner of choice. We
create value through execution excellence, operational efficiency and service innovation. As an
asset-light operator, we optimize our resource allocation based on customer demand, and we
enhance our flexibility and responsiveness through information technology and network sharing.

Our in-country logistics business offers Asia-focused logistics and supply chain solutions, and
specializes in the key verticals of footwear and apparel, fast-moving consumer goods, food and
beverage, retail and electronics. We have a strong portfolio of blue chip customers, servicing
top-tier firms in our respective verticals. We provide a menu of contract logistics services under
our in-country logistics business, including the traditional distribution center management,
order management, local (including last mile) transportation, as well as more innovative and
sophisticated services, such as hubbing and consolidation, data analytics and e-logistics
fulfillment services.

Our global freight management business offers full service international freight services,
including procurement of international freight, freight consolidation and forwarding, and origin
and destination cross-border logistics services. The scale of this business increased significantly
following the acquisition of China Container Line in 2014. With more than half a million TEUs

of shipping volume, we now offer our customers full container loads or consolidate less-than
container load freight services in a cost effective and competitive manner.

Logistics Network Results

2015 2014 Change

ussm us$m %

Turnover 932 874 +6.7%

Total Margin 280 240 +16.4%

Operating Costs 227 194 +16.9%

Core Operating Profit 53 46 +14.6%
% of Turnover 5.6% 5.2%




Our performance (continued)

TURNOVER
Turnover increased 7% year-on-year to US$932 million, largely driven by new business wins, Logistics Network Geographical
geographical expansion and increased market share. This was offset by the substantial drop in Market Turnover

global freight rates especially in the second half of the year, continued softness in global trade vssm
and the devaluation of currencies against the USS$. In local currency terms, our logistics business

generated a double-digit increase in total turnover.

Our in-country logistics business contributed the majority of net sales in 2015. This sustained
strong organic growth momentum was driven mainly by new business wins and geographical
expansion. China continued to be our largest market. Despite the slowdown in Asian economies,
which significantly impacted the business flow of our customers, we grew our business by
winning new customers, as well as by expanding services or geographical coverage with existing

customers. This is reflected in the high number of new business contracts we signed during the
year. Our entrance into Korea, Japan and Indonesia also began to generate positive contribution. ® china
Most encouraging of all is our sustained momentum in gaining market leadership in e-logistics, @ Restof Asia
having achieved a highly successful Singles’ Day operation in China. We continued to focus ® Restofworld
on optimizing our network of depots and warehouses, the latest of which is a state-of-the-art

facility in Singapore, which consolidates five warehouses into a one-million-square-foot regional ;g 523

distribution center.

During 2015, the global freight industry was plagued by an unprecedented decline in freight

rates as a result of overcapacity in carriers, lower oil prices and a slowdown in demand. 263
Despite these challenges, we have managed the margin impact to our global freight business

through prudent freight procurement and active contract management. Our global freight

management business also gained market share through geographical expansion and successful

146

cross-selling of our freight services to our Trading Network customers. At the same time, we 6\@ R & S
continued to upgrade our IT infrastructure to improve efficiency in transport management and Q@o@ Q@L&
global freight optimization.

YoY % +6.5% +0.9%  +19.8%

CORE OPERATING PROFIT ‘ ‘
Core operating profit increased by 15% year-on-year to US$53 million and core operating profit

margin improved from 5.2% t0 5.6% in 2015. The improvement in margin was mainly due to our

increased scale, continued focus on optimizing our customer portfolio and productivity through

enhanced operating efficiency.
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Balance Sheet and Capital Structure

Strong Cash Position

Li & Fung has a strong and stable cash flow conversion business which, together with cash on
hand carried forward from the previous year, more than adequately funded our working capital,
dividends, interest expenses and capital expenditure in 2015.

e Operating cash flow of US$544 million is in line with core operating profit after working capital
and depreciation adjustments and tax payments

e Capital expenditures of US$83 million and payments for consideration payable for previous
acquisitions of US$102 million

¢ Dividends paid of US$445 million

o Net interest expenses paid of US$83 million, and distribution to perpetual capital securities
holders of US$30 million

In terms of future commitments, the remaining balance of total purchase consideration payable
for acquisitions was reduced to US$243 million by the end of 2015, of which US$181 million are
earn-out payments to be paid over the course of the next three years. Our ongoing total capital
expenditures are mainly comprised of IT system upgrades, expansion of our logistics business
and ongoing maintenance capital expenditures, while we remain asset-light.



Our performance (continued)

Solid Balance Sheet

Our balance sheet remained strong with a cash position of US$342 million, after payment of
2014 final and special dividends and 2015 interim dividend. Our total borrowing remained stable
at US$1,450 million as of 31 December 2015, with a weighted average tenure of over three
years. The majority of our debt is at a fixed rate and denominated in US dollars. Our net debt
(total borrowings minus cash) was at US$1,107 million as of 31 December 2015.

Cash and Gross Debt

ussm
Cash Gross Debt
— 1,500 1,434 1,450
1,200
Gross Debt 1,450 900
Cash 342 ——
Net Debt 1,107 60 °3°
300 342
L 0
S < & &°
QQSJ ch‘ QQ;(’ QQS’
Debt Maturity Schedule
ussm
800 755
600 599
400
499
200
~ @® Bond
0 . 100 onas

@ Bank Loans
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Our performance (continued)

Credit Rating Net Gearing and Net Current Assets
Our net gearing ratio as stated in the audited consolidated balance sheet was 27% as of

31 December 2015 (31 December 2014: 22%).
::‘BF: Mg:::'ls We continued to adopt a conservative approach in managing our balance sheet and capital
structure. As at 31 December 2015, our credit ratings from Moody's is Baa1 (stable outlook) and

Standard & Poor’s is BBB+ (stable outlook). We are committed to maintaining a solid balance

Stable Outlook Stable Outlook . . . .
sheet, healthy cash flow and strong credit ratios, with the overall long-term target of retaining
an investment grade rating to support our growth.

Net Gearing Ratio Our current ratio as stated in the audited consolidated balance sheet was 1.0 as at
31 December 2015.

Internal |~ 1

Guideline | |
35% ! !
b 27%
o 22%
Lo |
e <
o@& o@&
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Banking Facilities

Bank Loans and Overdrafts

As at 31 December 2015, we had available bank loans and overdraft facilities of US$1,670

million comprising US$821 million committed and US$849 million uncommitted facilities. At the
end of 2015, US$196 million of our bank loans and overdraft facilities were drawn down, with
US$168 million from committed facilities. The unused limits on bank loans and overdraft facilities
amounted to US$1,474 million and this included US$653 million unused committed facilities.

In early 2016, we successfully secured additional committed facilities with extended tenure.

At the date of this Report, the total committed facilities increased to US$876 million, of which
US$726 million were revolving facilities with tenure up to three years due in 2019, while the total
available bank loans and overdraft facilities remained at US$1,670 million.

Trade Finance

Our normal trading operations are well supported by approximately US$2.5 billion in bank
trading facilities including mainly letters of credit issued to suppliers and bills discounting.
Letters of credit are a common means of payment to suppliers to support cross-border trades.
Our payment obligations on letters of credit issued to suppliers is only crystalized when our
suppliers have delivered the merchandise to our customers, or to us, in accordance with the
terms and conditions specified in the related contractual documents. As at 31 December 2015,
approximately 22% of the trade facilities were used.

Our performance (continued)

Unused Bank Loans
ussm

1,670

821 849 1474
653
821
196
168 28
> S >
0@ O(Q
G &
&
@ Used
® Unused
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Contingent Liabilities and Goodwill

Adjustments to Purchase Consideration Payables

Given the unique nature of our acquired businesses, which are private enterprises relying on
their respective entrepreneurs’ commercial skills to drive their success; we generally structure
our acquisitions with incentive schemes and contingent payments on purchase consideration
payables linking to the future performance of the acquired businesses.

We follow a stringent internal financial and accounting policy in evaluating potential adjustment
to the estimated fair value of purchase consideration payable in accordance with the accounting
standard HKFRS 3 (Revised) “Business Combination.”

Our contingent consideration payables are performance-based payments in the form of
"earn-out” and “earn-up” payments depending on a set of predetermined performance targets
mutually agreed with the entrepreneurs in accordance with the sale & purchase agreement.

Earn-out payments are generally payable within three to four years upon completion of
a transaction.

Earn-up payments have a high performance target threshold and are typically payable over
a period of up to five to six years upon completion of a transaction if earned.

While many of our acquired businesses remain profitable and are growing, we may still be
required to make a downward fair value adjustment to certain consideration payable should the
acquired businesses be unable to achieve the predetermined performance threshold within the
specific timeframe as stipulated in the sale & purchase agreement. Given that the contingent
consideration entitlement is usually contractual in nature and is based on a specific formula
linking to a particular threshold, the underlying business performance of the acquired businesses
could continue to perform and grow, yet we may still be required to adjust the consideration
payable, especially if the high performance thresholds of earn-ups are not reached. For the year
ended 31 December 2015, there are approximately US$117 million of write-back of contingent
considerations, the majority of which are in the form of earn-ups.



Our performance (continued)

Goodwill Impairment Tests

We performed goodwill impairment tests based on the cash generating units (CGU) which
manage the acquired businesses in accordance with HKAS 36. Based on our assessment of all
of the CGUs under the current operating structure, we have determined that there is no goodwill
impairment as of 31 December 2015, as the recoverable amount of each CGU was in excess of
its respective carrying value of the goodwill. We will continue to perform goodwill impairment
tests on an ongoing basis.

Risk Management
We have strict policies governing accounting control, credit and foreign exchange risk and
treasury management.

Credit Risk Management

Credit risk mainly arises from trade and other receivables. Our principal trading business carries
a higher credit risk profile given we are acting as a supplier and we therefore have to take full
counterparty risk of our customers in terms of accounts receivable and inventory. With the
increased insolvency risk among global brands and retail customers, we have deployed a global
credit risk management framework with tightened risk profile, and applied prudent policies to
manage our credit risk with such receivables, which include, but are not limited to, the measures
set out below:

e \We select customers in a cautious manner. Our credit control team has implemented a
risk assessment system to evaluate the financial strength of individual customers prior to
agreeing on trade terms. It is not uncommon for us to require securities (such as standby
or commercial letters of credit, or bank guarantees) from customers who fall short of the
required minimum score under our risk assessment system

e A significant portion of trade receivable balances are covered by trade credit insurance or
factored to external financial institutions on a non-recourse basis

e A credit risk system with a dedicated team and tightened policies has been established to
ensure on-time recoveries from trade debtors

e Rigid internal policies which govern provisions made for both inventories and receivables
are in place to motivate business managers to step up their efforts in these two areas and
to avoid any significant impact on their financial performance

LI & FUNG LIMITED 29
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Foreign Exchange Risk Management
Most of our cash balances are deposits in HK$ and US$ with major global financial institutions,
and most of our borrowings are denominated in USS.

Our revenues and payments are transacted mainly in the same currency, and are predominantly
in USS$. Therefore, we do not believe there is significant risk exposure in relation to foreign
exchange rate fluctuations. There are small portions of sales and purchases transacted

in different currencies for which we arrange hedging by means of foreign exchange

forward contracts.

For transactions subject to foreign exchange risk, we fully hedge our foreign currency exposure
once we receive confirmed orders or enter into customer transactions. To mitigate the impact
from changes in foreign exchange rates, we regularly review our operations in these selected
countries and make necessary hedging arrangements in certain currencies against the USS.
However, we do not enter into foreign currency hedges with respect to the local financial
results and long-term equity investments of our non-US$ foreign operations for both our income
statements and balance sheet reporting purposes. Since our functional currency is in US$,

we are subject to exchange rate exposure from translation of foreign operations’ local results to US$
at average rate for the period for group consolidation. Our net equity investments in non-Us$
denominated businesses are also subject to unrealized translation gain or loss on consolidation.
Fluctuation of relevant currencies against the US$ will result in unrealized gain or loss from time
to time, which is reflected as movement in exchange reserve in the consolidated statement of
changes in equity.

From a medium to long-term perspective, we manage our operations in the most cost effective
way possible within our global network. We strictly prohibit any financial derivative arrangement
merely for speculation.

People

As an asset-light business, our success is overwhelmingly dependent on our people. We are
very proud of and grateful for their expertise, dedication and hard work. As at 31 December
2015, we have a total workforce of 25,320, of which 7,106 are warehouse related workers for
our logistics and distribution businesses. In terms of geography, 4,251 of our people were based
in Hong Kong, 9,282 were based in Mainland China and 11,787 were based overseas.

Total manpower costs for 2015 were US$1,025 million, compared with US$995 million for 2014,
with the majority of the increase due to share awards granted to employees during the year,
as well as from expansion in our logistics business.



Our performance (continued)

Outlook

We expect 2016 to be a challenging year given little indication of a turnaround of the global
economy and retail sector in the near term. We believe the trading environment will remain
weak while deflationary pressure will increase. The retail landscape is likely to remain clouded
by a promotional environment, geopolitical instability and unpredictable weather patterns. In the
meantime, we will continue to gain market share from existing customers, continue cross-selling
within the Group, cultivate new accounts and improve productivity and operational efficiencies.
Our current pipeline of opportunities is strong and we are targeting for more new customer
wins this year. Through the ongoing development of our product verticals and the incubation

of product categories with growth potential, we will further deepen our product expertise and
deliver value to our customers. We also expect the contribution from VSS to grow over the

next few years as our suite of services is gradually developed and rolled out. VSS is targeted to
contribute 5% of our core operating profit in 2016, and gain greater traction in the coming years.

We expect our logistics business will continue to deliver strong growth as it continues to capture
market share through e-logistics, cross border freight and value-added services. Global freight
rates are expected to remain subdued due to the imbalance between supply and demand as
well as overcapacity, which is unlikely to be resolved in the near future. Nonetheless, we will
continue to focus on our strengths in executing our strategy, and supporting the needs of our
customers. We will continue to deepen our relationships with our existing core customers, and
nurture relationships with new customers, with the goal of growing their sales.

We are focused on investing into the future through partnership opportunities to collaborate on
innovation in technology and data analytics. Our new presence in Silicon Valley demonstrates
our commitment to innovation, and we will continue to experiment and develop high-quality
products that are differentiated and to suit the continuous changing consumers’ preferences.
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Our commitment to good governance

The Board and management are committed to principles of

good corporate governance consistent with prudent management
and enhancement of shareholder value. These principles
emphasize transparency, accountability and independence.

The Board

Board Composition

The Board is currently composed of three Executive Directors, one Non-executive Director and
four Independent Non-executive Directors. While the Board considers that this composition
remains balanced and able to reinforce a strong independent review and monitoring function

of overall management practices, the Board has taken steps to identify additional Independent
Non-executive Directors with due regard for the benefits of diversity on the Board. Directors’
biographical details and relevant relationships are set out in “Our board and management team”
on pages 60 to 69.

List of Directors and their Roles and Functions

William Fung Kwok Lun
Group Chairman
- Member of Nomination Committee
- Member of Risk Management
and Sustainability Committee
Victor Fung Kwok King .
Honorary Chairman
- Chairman of Risk Management .
and Sustainability Committee .. .. 2’:33;%&2?23:5 tf\l/‘;‘% ficer

. ‘ ; . .
Member of Remuneration Committee ~Member of Risk Management
and Sustainability Committee

Paul Edward Selway-Swift . .. —— Marc Robert Compagnon
- Chairman of Nomination Committee - Member of Risk Management
- Member of Audit Committee and Sustainability Committee
Allan wong Chiyun —— : » = . —— Margaret Leung Ko May Yee
- Chairman of Remuneration Committee - Chairman of Audit Committee

- Member of Audit Committee ‘
- Member of Risk Management

and Sustainability Committee
Martin Tang Yue Nien

- Member of Nomination Committee
- Member of Audit Committee
- Member of Remuneration Committee

@
@ Executive Directors

[ ]
@ Non-executive Director

@
Independent Non-executive Directors
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Our commitment to good governance (continued)

Board Diversity

We believe board diversity enhances decision-making capability, allowing for different
perspectives, and that a diverse board has both the breadth and depth of skills and experience
to steer and oversee the dynamic and emerging business of the Group. We recognize that board
diversity is a vital contributing element to the sustainable development and growth of the Group.
This also promotes the interests of all our stakeholders, particularly the long-term interests of
our Shareholders, fairly and effectively.

The Board adopted a Board Diversity Policy in 2013 which sets out the approach to diversify the
Board. Under the Policy, the Nomination Committee reviews and assesses Board composition
on behalf of the Board and recommends the appointment of a new Director when necessary.

In designing the Board’s composition, the Nomination Committee considers a number of
aspects, including but not limited to gender, age, cultural and education background, ethnicity,
professional experience, skills, knowledge and length of service. The Nomination Committee will
also consider factors based on the Group's business model and specific needs from time to time
in determining the optimum composition of the Board.

Board members have a broad range of experience and business and management skill sets
across different industries, including, but not limited to, supply chain management, banking and
finance, talent management, leadership, risk management, global business and marketing.

= Visit our website to read our Board Diversity Policy.

Designation Gender *
ED

NED 'ﬂ'

Length of Board Service Age

INED ﬂ'ﬂ'l"ﬂ' 0-10 years *'ﬂ'l"ﬂ' <65 H‘H‘

ED: Executive Directors

NED: Non-executive Director Above 10 years >65
INED: Indepandent Non-executive
Directors
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Group Chairman and Group Chief Executive Officer

The role of the Group Chairman remains separate from that of the Group Chief Executive
Officer to enhance their respective independence, accountability and responsibility.
Their responsibilities are clearly established and defined in writing by the Board.

Group Chairman e Responsible for ensuring the Board is functioning properly,
with sound corporate governance practices and procedures

Group Chief ¢ Responsible for managing the Group’s business, including the

Executive Officer implementation of strategy and initiatives, with the support of
Executive Directors and senior management, and within those
authorities delegated by the Board

Roles and Responsibilities of the Board
The Board is responsible for setting the overall value, standards and strategy of the Group
as well as reviewing its operation and financial performance.

The Non-executive Directors (the majority of whom are independent) bring diverse industry
expertise and advise management on strategy, ensure that the Board maintains high standards
of financial and other mandatory reporting requirements, and provide adequate checks and
balances to safeguard the interests of Shareholders and the Company as a whole.

Matters Reserved for Decision or Consideration by the Board

While specific functions are delegated to Board Committees and day-to-day operations to
management, matters which have a critical bearing on the Company are specifically reserved
for decision or consideration by the Board, including:

¢ Directors’ appointments, reappointments and removals

e Constitution, composition and terms of reference of Board Committees

e Qverall Group strategy

e Major acquisitions and disposals

e Appointment of the Group Chairman and Group Chief Executive Officer

e Annual budgeting and monitoring of performance against budget

e Annual and interim reports

e Major financing arrangements or commitments

o Qversight of risk management and internal control systems and reviewing their effectiveness
and ensuring relevant statutory and regulatory compliance

e Any significant operational and financial matters

 Any major corporate governance issue



Our commitment to good governance (continued)

Delegation to Management
Operational responsibilities delegated by the Board to management, include:

e Preparation of the annual and interim financial statements for Board approval before
public reporting

e Execution of business strategies and initiatives adopted by the Board
¢ Monitoring of operating budgets adopted by the Board
e Implementation of adequate systems of risk management and internal control

e Compliance with relevant statutory requirements, rules and regulations

Board Evaluation

The Board recognizes the importance and benefit of conducting regular evaluations of its
performance to ensure effectiveness. Since 2013, an annual questionnaire is sent to each
Director seeking views on the overall performance of the Board, its composition, conduct of
Board meetings and provision of information. The responses are analyzed and discussed by
the Board and suggestions are incorporated to improve corporate governance. The results

of the 2015 Board evaluation indicated that the Board and its Committees are functioning
satisfactorily. While the Directors are satisfied that the Board and its Committees have the right
mix of expertise, experience and skills, they have also made constructive suggestions to further
enhance Board composition.

Independence of Non-executive Directors

Each year the Board receives written confirmation from each Independent Non-executive
Director of their independence and is satisfied of their independence for 2015. This assessment
of the independence follows the terms set out in Chapter 3 of the Listing Rules and is delegated
by the Board to the Nomination Committee.

Independent Non-executive Directors are required to inform the Company if there is any change
that may affect his/her independence.

Appointment and Re-election of the Directors

The appointment of a new Director must be approved by the Board. The Board has delegated
to the Nomination Committee the responsibility to select and recommend candidates for
directorship. The Nomination Committee has established guidelines to assess the candidates

in line with the Board Diversity Policy. The guidelines emphasize appropriate professional
knowledge and industry experience, personal ethics, integrity and personal skills, and possible
time commitments to the Board and the Company, and other forms of diversity such as gender,
ethnicity and age.
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The Company may in general meeting by ordinary resolution of the Shareholders elect any
person to be a Director, either to fill a vacancy or to act as an additional Director up to the
maximum number of Directors as determined by the Shareholders. If a Shareholder wishes
to propose a person for election as a Director at the general meeting convened to deal

with appointment/election of Director(s), he/she must serve a written notice and follow the
designated procedures which are subject to the Bye-laws of the Company, the relevant laws
and the Listing Rules. Details of the procedures for nomination of Directors by Shareholders
are available on our website.

Except for Paul Edward Selway-Swift, an Independent Non-executive Director, who has stood for
re-election for a term of around one year at each annual general meeting since 2013, all other
Non-executive Directors were appointed for a term of three years and all Directors are subject
to retirement by rotation and re-election at annual general meetings. Under the Company's
Bye-laws, one-third of the Directors, who have served longest on the Board, must retire and be
eligible for re-election at each annual general meeting, provided that each Director is subject to
retirement by rotation at least once every three years. In addition, any Director appointed by the
Board, either to fill a casual vacancy or as an addition to the existing Board, shall hold office only
until the following annual general meeting and then be eligible for re-election.

To further reinforce accountability, any further reappointment of an Independent Non-executive
Director who has served the Board for more than nine years will be subject to separate
resolution to be approved by Shareholders.

Induction and Ongoing Development
The Directors are encouraged to participate in professional development to enhance and refresh
their knowledge and skills for discharging their duties and responsibilities.

All Directors were informed on a timely basis of major changes that may have affected the
businesses, including relevant rules and regulations. Since 2003, we have implemented an
annual Board training program to update the Directors (in particular Independent Non-executive
Directors) on the macroeconomics, business environment and regulatory requirements relevant
to our operations. Board meetings outside of Hong Kong, coupled with briefings and office tours
have been conducted since 2004. In 2015, a Board meeting and briefing was conducted in India
with a visit to our sourcing office in New Delhi.

In addition, each newly-appointed Director receives a tailored induction program that includes
an overview by the Group Chairman and meetings with management and the Company's
external legal advisor on Directors’ legal role and responsibilities.

All Directors are required to provide their training records annually. For 2015, all Directors
attended the arranged training sessions and gave, or attended, speeches at external seminars/
training sessions.



Our commitment to good governance (continued)

Independent Reporting of Corporate Governance Matters

The Board recognizes the importance of independent reporting of corporate governance
matters. The Group Chief Compliance and Risk Management Officer, as appointed by the Board,
was invited to attend Board and committee meetings in 2015 to advise on corporate governance
matters covering risk management and relevant compliance issues relating to business
operations, mergers and acquisitions, accounting and financial reporting.

To further enhance communication between the Group Chairman and the Non-executive
Directors, four separate meetings were held in 2015 without other Executive Directors present.
Written procedures are also in place for Directors to seek independent professional advice in
performing their duties at the Company’s expense. No requests for independent professional
advice were made in 2015.

Liability Insurance for the Directors
Details of liability insurance to indemnify the Directors for their liabilities arising out of corporate
management activities are disclosed in the Report of the Directors on page 120.

Board and Committee Meetings

Regular Board and Board Committee meetings are scheduled a year in advance to facilitate
maximum attendance. The agenda is set by the Group Chairman in consultation with members
of the Board and the Committee meeting agendas are set by the respective Committee
chairman. Senior management is typically invited to join Board meetings to enhance
communication. The external auditor attended the 2015 annual general meeting to answer
any questions from Shareholders on the audit of the Company.

In 2015, the Board held five meetings (with an average attendance rate of 98%). A summary
of the Board and Committee composition, and meetings held in 2015, is below.
The Board and Shareholders

Shareholders
A

The Board
e ©6 06 06 0 0 0 o
808080000

‘ a Executive Directors
l i l l a Non-executive Director
Nomination Audit Risk Management Remuneration
Committee Committee & Sustainability Committee [ ] . .
Committee o Indepandent Non-executive Directors
o O O e 6 0 o e 6 6 0 o e O O Group Chief Compliance and
200 [+ ] [ « ] 80880 [« ] Risk Management Officer
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Our commitment to good governance (continued)

Board and Committee Meetings for Year 2015 — Number of Meetings Attended/Held

Risk
Management
and Annual
Nomination Audit Sustainability Remuneration General
Board Committee Committee Committee Committee Meeting
Victor Fung Kwok King * 5/5 2/2 N/A 4/4 2/3 11
Paul Edward Selway-Swift ? 5/5 4/4 4/4 N/A N/A 0/1
Allan Wong Chi Yun @ 5/5 N/A 4/4 4/4 3/3 1/1
Franklin Warren McFarlan # 3/3 2/2 2/2 N/A 2/3 171
Martin Tang Yue Nien 5/5 4/4 4/4 N/A 3/3 (Al
Margaret Leung Ko May Yee ® 4/5 N/A 4/4 N/A N/A 171
William Fung Kwok Lun ¢ 5/5 4/4 N/A 4/4 N/A (Al
Spencer Theodore Fung ? 5/5 N/A N/A 4/4 N/A 1/1
Marc Robert Compagnon 5/5 N/A N/A 4/4 N/A 11
Srinivasan Parthasarathy # 3/3% 2/2'° 2/2'° 2/2 2/21° 01
Jason Yeung Chi Wai ? 2/21° 2/2'° 2/2'° 2/2 1/110 N/A
Average Attendance Rate 98% 100% 100% 100% 89% 89%
Dates of Meetings 8/1/2015 18/3/2015 18/3/2015 21/1/2015 18/3/2015 21/5/2015
19/3/2015 20/5/2015 20/5/2015 14/4/2015 20/5/2015
21/5/2015 19/8/2015 19/8/2015 4/8/2015 16/11/2015
20/8/2015 16/11/2015 16/11/2015 14/10/2015

16/11/2015

-

Honorary Chairman, and Chairman of the Risk Management and Sustainability Committee. Resigned as a member of the Nomination Committee with effect from 21 May 2015
Chairman of the Nomination Committee

Chairman of the Remuneration Committee

P @ N

Retired by rotation as an Independent Non-executive Director of the Company with effect from 21 May 2015, and accordingly ceased to be a member of the Nomination,
Audit and Remuneration Committees

5. Chairman of the Audit Committee

6. Chairman of the Board

7. Group Chief Executive Officer

8. Resigned as Group Chief Compliance Officer and as a member of the Risk Management and Sustainability Committee on 1 July 2015

9. Appointed as Group Chief Compliance and Risk Management Officer and as a member of the Risk Management and Sustainability Committee on 1 July 2015
10. Attended Board and Committee meetings as a non-member
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Our commitment to good governance (continued)

Board Committees

The Board has established the following committees (all chaired by an Independent Non-executive
Director or a Non-executive Director) with defined terms of reference (available on our corporate
website), which are in line with the Corporate Governance Code of the Listing Rules:

e Nomination committee
e Audit committee
e Risk management and sustainability committee

e Remuneration committee

Each Committee has authority to engage outside consultants or experts as it considers
necessary to discharge its responsibilities. Minutes of all committee meetings are circulated

to all Board members. To further reinforce independence and effectiveness, since 2003, all
Audit Committee members are Independent Non-executive Directors, and the Nomination and
Remuneration Committees have been structured with a majority of Independent Non-executive
Directors as members. Details and reports of the Committees are below.

In 2015, the terms of reference of the Audit Committee and the Risk Management and
Sustainability Committee were updated to ensure full compliance with the new provisions in
the Corporate Governance Code, in particular the incorporation of risk management,
effective from 1 January 2016.

Nomination Committee

The Nomination Committee was established in 2001 and has been chaired by an Independent
Non-executive Director since 2011. Its terms of reference cover recommendations to the
Board on the appointment of Directors, evaluation of Board composition, assessment of the
independence of Independent Non-executive Directors, the management of Board succession,
identification of suitably qualified individuals to become Board members, selecting or making
recommendations to the Board on the selection of individuals hominated for directorships,
and monitoring the training and continuous professional development of Directors and

senior management.
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The Committee met four times in 2015 (with an attendance rate of 100%) and was responsible for:

e Reviewing the structure, size, composition and balance of the Board, including diversity, the
retirement of Directors by rotation, the reappointment of retiring Directors at the 2015 annual
general meeting and the nomination of Directors to fill Board vacancies in 2015

o Assessing the independence of Independent Non-executive Directors

¢ Monitoring the training and continuous professional development of Directors and
senior management

Audit Committee

The Audit Committee was established in 1998 to review the Group’s financial reporting, internal
controls and corporate governance issues and make relevant recommendations to the Board.
The Committee has been chaired by an Independent Non-executive Director since 2003 and

all Committee members are Independent Non-executive Directors. The Committee includes
members with appropriate accounting or related financial management expertise as required
under the Listing Rules.

The Audit Committee met four times in 2015 (with an attendance rate of 100%) to review,
with management and the Company's internal and external auditors, the internal controls and
financial matters as set out in the Committee’s written terms of reference and make relevant
recommendations to the Board.

In 2015, the Committee’s review covered:

e The audit plans and findings of internal and external auditors

e The external auditor’s independence and performance, provision of non-audit services by
our external auditor

e The Group's accounting principles and practices, goodwill assessment, Listing Rules and
statutory compliance, connected transactions, risk management and internal controls,
treasury and financial reporting matters (including the interim and annual financial reports for
the Board's approval)

e Updates on the new changes to the Corporate Governance Code and the respective
responses of the Company

e Emerging risks (particularly credit, global tax regime, anti-corruption, ethical culture and
cyber security) facing the Group

e Enhancements of global credit control framework

e Adequacy of resources, qualifications and experience of employees of the Group’s accounting
and financial reporting team as well as its training programs and budget



Our commitment to good governance (continued)

Following international best practices, the Committee conducts a regular review of its
effectiveness by completing a detailed audit committee best practices checklist to review its
current practices. Similar self-assessment exercises have been conducted every two years
since 2005. Based on the latest results of these assessments, the Committee believes it is
functioning effectively.

WHISTLEBLOWING ARRANGEMENTS

The Audit Committee also ensures that proper whistleblowing arrangements are in place so
that employees can report any concerns, including misconduct, impropriety or fraud in financial
reporting matters and accounting practices, in confidence and without fear of recrimination,
for a fair and independent investigation and the appropriate follow-up action. Under our
Guidelines on Whistleblowing/Reporting of Concerns, employees can report these concerns

to either senior management or the Group Chief Compliance and Risk Management Officer.
Any Shareholders or stakeholders can also report similar concerns by writing in confidence

to our Group Chief Compliance and Risk Management Officer.

All concerns reported under our whistleblowing guidelines are handled confidentially. We
support those who in good faith report genuine concern on potential or actual breaches of the
Company's Code of Conduct and Business Ethics and any possible improprieties in any matters
related to the Group. We do not tolerate any kind of retaliation against those who raise genuine
concerns or participate in the investigation.

In 2015, no incidents of fraud or misconduct were reported from employees, Shareholders
or stakeholders that had a material effect on the Company’s financial statements or
overall operations.

EXTERNAL AUDITOR’S INDEPENDENCE

To further enhance independent reporting by the external auditor, part of our Audit Committee
meetings were attended only by the Committee and the external auditor. The Committee also
has unrestricted access to the external auditor as necessary.

A policy on the provision of non-audit services by the external auditor has been established
since 2004. Under this policy, certain specified non-audit services are prohibited and other
non-audit services require prior approval of the Audit Committee if the fee exceeds certain
pre-set thresholds. These permitted non-audit services may be engaged only if they are more
effective or economical than those available from other service providers and will not constitute
adverse impact on the independence of the external auditor. In 2015, the external auditor
provided permitted non-audit services mainly in financial reporting system enhancement

and tax compliance services. The nature and ratio of annual fees to the external auditor for
non-audit services and for audit services in 2015 have been scrutinized by the Audit Committee
(refer to details of fees to auditor in Note 4 to the financial statements on page 161).
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The external audit engagement partner is also subject to periodical rotation of not more than
seven years. In addition, we have adopted the policy that subject to prior approval by the Audit
Committee, no employees or former employees of the external auditor can be appointed as

a Director or senior executive of the internal audit or finance division of the Group, within

12 months of his/her employment by the external auditor.

Prior to the commencement of the audit of 2015 financial statements, the Committee received
written confirmation from the external auditor as to its independence and objectivity as required
by the Hong Kong Institute of Certified Public Accountants.

Members of the Committee have been satisfied with the findings of their review of the audit fees,
process and effectiveness, independence and objectivity of PricewaterhouseCoopers (PwC) as the
Company’s external auditor and the Committee has recommended to the Board the reappointment
of PWC in 2016 as the Company’s external auditor at the forthcoming annual general meeting.

Risk Management and Sustainability Committee

The Risk Management and Sustainability Committee was established in 2001 and is chaired by
the Honorary Chairman. Its written terms of reference include offering recommendations to the
Board on the Group's risk management and internal control systems, and review of its practices
and strategies on corporate responsibility and sustainability. The Committee reports to the
Board in conjunction with the Audit Committee.

The Risk Management and Sustainability Committee met four times in 2015 (with an attendance
rate of 100%) and reviewed the following:
¢ Risk management procedures pertinent to the Group's significant investments and operations

e Receivables management, credit risk management, inventory management, goodwill
assessment, tax compliance issues, litigation exposures, post-acquisition integration, other
operational and financial risk management

e Significant non-compliance with our policies and Code of Conduct and Business Ethics as well
as corporate responsibility and sustainability

In addition to this review scope, over 2015, the Committee specifically discussed:

e Revamped credit control framework
e Controls on use of factories with potential health and safety hazards

e Expectations of international unions and NGOs on retailers and brands on labor protection
in evolving countries, and the implication to the Group

e Enhancement of control on payments to vendors
e Case of an employee’s non-compliance with Group’s conflict of interest policy

e Revision to the Li & Fung Supplier Code of Conduct and accompanying Standards,
including the Subcontracting Standard against unauthorized subcontracting



Our commitment to good governance (continued)

Remuneration Committee

The Remuneration Committee was formed in 1993 and is chaired by an Independent
Non-executive Director. The Committee’s responsibilities as set out in its terms of reference
include making recommendations to the Board on the remuneration policy for all Directors and
senior management, including the granting of Share Options and Award Shares to employees
under the Company's share option schemes and Share Award Scheme, and determining the
remuneration packages of individual Executive Directors and senior management.

The Committee met three times in 2015 (with an 89% attendance rate) to review and determine
all Executive Directors’ and senior management’s remuneration packages and the granting of
Share Options and Award Shares under the current Three-Year Plan 2014-2016.

Details of Directors’ and senior management's emoluments of the Company are set out in
Note 10 to the financial statements on page 165 and Note 40 to the financial statements
on pages 208 to 211.

REMUNERATION POLICY FOR EXECUTIVE DIRECTORS AND SENIOR MANAGEMENT
The primary goal of the remuneration policy on executive remuneration packages is to
enable Li & Fung to motivate its Executive Directors and senior management by linking their
compensation to performance with reference to corporate and operating groups’ objectives.
Under the policy, a Director or a member of senior management is not allowed to approve
his/her own remuneration.

The principal elements of Li & Fung's executive remuneration package include:

e Basic salary
e Bonus

¢ Share Options and Award Shares granted under long-term incentive schemes,
i.e. share option schemes and Share Award Scheme, adopted by the Shareholders

In determining guidelines for each compensation element, the Committee benchmarks the
remuneration mix to market surveys. All Executive Directors’ and senior management’s
remuneration packages were approved by the Remuneration Committee at the beginning
of the current Three Year Plan 2014-2016.

Basic Salary

Li & Fung conducts periodic reviews of the basic salary of all employees (including Executive
Directors and Senior Management) with reference to various factors like remuneration strategy,
market pay trends and employee salary levels. The Group also determines the basic salary
based on the performance of the Group, business unit and individual employee.
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Bonus

Li & Fung implements a bonus scheme for each Executive Director and senior management.
Under this scheme, the computation of bonus is based on measurable performance
contributions and/or performance standards of operating groups headed by the respective
Executive Directors and senior management.

Share Options and Award Shares

The Remuneration Committee recommends for Board approval all grants of Share Options

and Award Shares under long-term incentive schemes, i.e. share option schemes and Share
Award Scheme. The vesting of Share Options and Award Shares granted under the share option
schemes and Share Award Scheme is subject to satisfaction of prescribed criteria of service
length. The purpose is to align the interest of eligible persons of the Group through ownership
of Shares, dividends and other distributions paid on Shares and/or increase in value of Shares
and to encourage and retain eligible persons to make contributions and long-term growth and
profit of the Group.

REMUNERATION POLICY FOR NON-EXECUTIVE DIRECTORS

The remuneration, comprising Directors’ fees, of Non-executive Directors is subject to regular
assessment with reference to such fees paid by Hang Seng Index constituent stocks and

a recommendation by the Remuneration Committee for Shareholders” approval at the annual
general meeting.

Reimbursement is allowed for out-of-pocket expenses incurred in connection with the
performance of their duties, including attendance at Company meetings.

Company Secretary

The Company Secretary reports to the Group Chairman on Board governance matters and is
responsible for ensuring that Board policies and procedures are followed. All Board members
have access to her advice and services. She arranges the comprehensive and tailored
induction program for new Directors prior to their appointment and provides timely updates
to the Directors on relevant new legislation or regulatory requirements. Director training has
been organized on a regular basis by the Company Secretary to assist Directors’ continuous
professional development. In 2015, the Company Secretary undertook over 15 hours of
professional training to update her skills and knowledge. Biographical details of the Company
Secretary are in "Our board and management team” on pages 60 to 69.

Market Recognition

The Group's continuous commitment to excellence and high standards in corporate governance
practices continued to earn market recognition from stakeholders including bankers, analysts
and institutional investors.

= Visit our website to read about our awards and recognition.



Our commitment to good governance (continued)

Directors’ and Relevant Employees’ Securities Transactions
The Company has adopted stringent procedures governing Directors’ securities transactions

in compliance with the Model Code. Relevant employees who are likely to be in possession of
unpublished price-sensitive information (“Inside Information”) of the Group are also subject to
compliance with written guidelines in line with the Model Code. For 2015, specific confirmation
of compliance has been obtained from each Director. No incident of non-compliance by
Directors and relevant employees was noted in 2015.

Inside Information Procedures and Internal Controls
With respect to procedures and internal controls for the handling and dissemination of inside
information, we have:

e Established a Policy on Inside Information to comply with our obligations under the SFO and
the Listing Rules

e Included in our Code of Conduct and Business Ethics a prohibition of unauthorized use of
confidential or inside information, including the trading of Company’s securities

e Established procedures for responding to external enquiries about Group's affairs. Designated
persons from senior management of the Group and the Investor Relations and Corporate
Communication teams are identified and authorized to act as the Company’s spokespersons
and respond to enquiries in allocated areas of issues

Directors’ and Senior Management'’s Interests and

Financial Relationship Between Directors

Details of Directors’ interests in the Shares of the Company are set out in the Report of

the Directors section on pages 120 to 122. The Shares held by each member of senior
management are less than 2% of the issued share capital for the year ended 31 December 2015.

Directors’ Responsibility for Financial Statements and
Auditor’s Responsibility

The Directors’ responsibility for preparing the financial statements is set out on page 123, and
the auditor’s reporting responsibility is on page 124.

Compliance with the Corporate Governance Code

The Board has reviewed the Company’s corporate governance practices and is satisfied that it
has been in full compliance with all of the code provisions set out in the Corporate Governance
Code and Corporate Governance Report in Appendix 14 of the Listing Rules throughout the year
ended 31 December 2015.
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Shareholders’ Rights

The Company strives to provide equal, regular, timely and effective communication and
dissemination of material information to Shareholders and other stakeholders. The Company
also encourages participation of Shareholders in annual general meetings and other general
meetings. The Company sends notice to Shareholders for annual general meetings at least
20 clear business days before the meeting and at least 10 clear business days for all other
general meetings.

Under the Company'’s Bye-laws, in addition to regular Board meetings, the Board, on the
requisition of Shareholders holding not less than 10% of the paid-up capital of the Company,
can convene a special general meeting to address specific issues within 21 days from the date
of deposit of written notice to the registered office of the Company. The same procedure also
applies to any proposal to be tabled at Shareholders’ meetings for adoption.

A Shareholder can also propose a person for election as a Director at the general meeting
convened to deal with appointment/election of Director(s), and he/she must follow the
designated procedure. The nomination procedure for nomination of Directors by Shareholders
is available on our website.

To further enhance minority Shareholders' rights, since 2003, we have adopted the policy

of voting by poll for all resolutions put forward at the annual general meeting and special

general meeting. To ensure Shareholders are familiar with the process, detailed procedures

for conducting a poll are explained at the commencement of the general meetings, and all
guestions from Shareholders on the voting procedures can be answered before commencement
of the poll voting. An external scrutineer will be appointed to monitor and count the votes cast
by poll. Poll results will be posted on our website and the Stock Exchange’s website after each
general meeting.

Apart from participating in the Company's general meetings, Shareholders may send their
specific enquiries requiring the Board's attention to our Company Secretary. Other general
enquiries can be directed through the Company's designated contacts, email addresses and
enquiries lines as set out in “Information for investors” on page 110.

= Visit our website to read the Shareholders” Communication Policy.



Our commitment to good governance (continued)

Changes in Constitutional Documents
There is no significant change in the Company’s constitutional documents during the year ended
31 December 2015.

Investor Relations

To uphold high standards of corporate governance, we maintain effective communications with
the investment community by disseminating information in a timely and accurate manner. Our
Investor Relations (IR) team maintains regular dialogue with institutional investors and research
analysts through one-on-one meetings and conference calls, participating in investment
conferences and attending non-deal road shows both in Hong Kong and overseas. To address a
wider investment community, our corporate website contains comprehensive information about
the Company. Under the Investors page, viewers can find our financial reports and presentation
materials, recent announcements and circulars, as well as IR's contact details. In addition, the
annual general meeting is another platform that allows effective communication between senior
management, Board members and Shareholders.

Li & Fung is aware of its obligations under the SFO and the Listing Rules, including the overriding
principle that information which is expected to be Inside Information should be announced
promptly and to prevent selective or inadvertent disclosure of Inside Information. The Group
therefore conducts the handling and dissemination of such Inside Information in accordance
with the “Guidelines on Disclosure of Inside Information” issued by the SFO in June 2012 and
Company'’s Policy on Inside Information. Members of senior management are identified and
authorized to act as spokespersons and respond to related external enquiries. The Shareholders’
Communication Policy is regularly reviewed by the Board to ensure its effectiveness.

We are committed to complying with disclosure rules and regulations stipulated by the relevant
regulatory bodies, and to communicating the Group’s business strategies, development and
goals to investors and analysts. Being a market leader, we constantly share our market insights
and industry developments with the investment community. From time to time, our senior
management meet with investors and analysts to share their latest views on the business and
to further explain our business model.
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Our approach to
risk management

We maintain a sound and effective
system of risk management and
internal controls to support us

in achieving high standards

of corporate governance.




52

Our approach to risk management

We identify and manage both risks and opportunities, and
our internal controls review the effectiveness and efficiency
of our operations, the reliability of financial reporting and
compliance with applicable laws and regulations — all to
build a sustainable business.
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Risk Management and Internal Control

Li & Fung acknowledges that risks are inherent in our business and the markets in which
we operate. The challenge is to identify and then manage them so they can be understood,
minimized, transferred or avoided. This demands a proactive approach to risk management
and an effective group-wide risk management framework.

The Board is responsible for maintaining a sound and effective system of risk management and
internal controls at Li & Fung and for reviewing its effectiveness, which forms the development
of necessary policies and procedures. We recognize that risk management is the responsibility
of all of our people as an integral part of our day-to-day business process. Our system is
designed to manage the risk of failure to achieve corporate objectives and aims to provide
reasonable, but not absolute, assurance against material misstatement, loss or fraud.

The Board has delegated to management the design, implementation and ongoing assessment
of our system of internal controls, while the Board through its Audit Committee oversees and
reviews the adequacy and effectiveness of relevant financial, operational and compliance
controls and risk management procedures that have been in place. The Audit Committee, in
conjunction with the Risk Management and Sustainability Committee, reviews the emerging risks
of the Group annually, and the risk management and internal controls in place to address those
risks. Qualified professionals within the business maintain and monitor these systems of control
on an ongoing hasis.

Described below are the main characteristics of our risk management and internal control
framework.

Our Internal Control Framework is Designed to Achieve

Compliance
with
applicable laws
) anq Corporate
Effective regulations Performance initiatives Long-term
an
d and and shareholder

efficient
operations

compliance

sustainable
growth

value

Reliable
financial
reporting




Control Environment
The scope of internal control relates to three major areas: effectiveness and efficiency of

operations; reliability of financial reporting; and compliance with applicable laws and regulations.

Our approach to risk management (continued)

The Group operates within an established control environment, which is consistent with the
principles outlined in Internal Control and Risk Management — A Basic Framework issued by
the Hong Kong Institute of Certified Public Accountants.

Our Governance Structure

Our governance structure enables risk identification and escalation whilst providing assurance to
the Board. We assign clear roles and responsibilities for managing risk and implement systems
to facilitate the implementation of policies and guidelines. This structure comprises three layers

of roles and responsibilities to manage risk and internal control as follows:

Role Accountability Responsibilities

Oversight Audit Committee of the Oversight of corporate governance,
Board, Risk Management financial reporting, risk management
and Sustainability Committee  and internal control systems
of the Board

Risk and Li & Fung Management and e Day-to-day execution and monitoring

control owner

Operations Support Group

of internal control

Strategic policies and operating
guidelines formulation and execution

¢ Balance between business operation
efficiency and exercising internal
controls

Risk
monitoring and
communication

Corporate Compliance team

e Evaluation of risk management and
internal controls to identify areas for
improvement

¢ Monitoring of corporate governance
disclosure, statutory and listing rules
compliance

e Undertaking of investigations
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Management of Key Risks

Li & Fung's risk management process is embedded in our strategy formulation, business
planning, capital allocation, investment decisions, internal controls and day-to-day operations.
This includes risk identification, exposure evaluation, control development and execution.
There is also a continual process with periodic monitoring, review and reporting to the

Risk Management and Sustainability Committee.

The following are considered material risks faced by the Group and are managed as such:

1. OPERATIONS RISK MANAGEMENT

We have adopted a tailored governance structure with defined lines of responsibility and
appropriate delegation of authority. This is characterized by the establishment of an Operations
Support Group (0SG) to centralize the business support functions and exercise control over
global treasury activities, financial and management reporting, human resources, corporate
services, legal and information technology systems. This aims to ensure adequate segregation
of duties between OSG and front management so that all material transactions, activities,
processes, wrongdoings or irregularities can be identified.

All controls of major operations are supplemented with written policies and Key Operating
Guidelines (KOGs) tailored to the needs of the respective operating groups in the markets in
which we operate. These policies and KOGs cover key risk management and control standards
for our operations worldwide, including the businesses of our different operating groups,
commitments, credit control and advance payments, capital expenditure, authorizations and
approvals for payment processes, and product liability insurance. They also cover administrative
activities including information technology use, business travel, HR processes, training
sponsorship and procedures for handling grievances.

Contingency and business continuity plans, crisis management including fire drills,
preparedness for pandemics and natural disasters and failover tests of key operating systems
are also examined periodically to evaluate effectiveness. Corrective actions are taken
whenever necessary.



Our approach to risk management (continued)

2. FINANCIAL AND CAPITAL RISK MANAGEMENT

The Board approves the Company'’s Three-Year Plan financial budgets and reviews its operating
and financial performance and key performance indicators against the budget on a semiannual
basis. Monthly updates are also provided to the Board to give timely and comprehensive
assessments of the Company’s performance, position and prospects. Management closely
monitors actual financial performance at both the Group and operating group levels on a
guarterly and monthly basis.

The Group has adopted a principle of minimizing financial and capital risks. Details of our
financial and capital risk management covering market risk (including foreign exchange risk,
price risk, cash flow and fair value interest rate risk), credit risk and liquidity risk are set out in
Notes 36 and 37 to the financial statements on pages 199 to 202.

3. INVESTMENT RISK MANAGEMENT

The Investment Committee (comprising the Honorary Chairman, Group Chairman, Executive
Directors and senior management) reviews strategic investments and acquisitions under

a rigorous investment process. Significant investments and acquisitions (with consideration
above a threshold pre-set by the Board) also require Board approval. Procedures are in place
to monitor the ongoing post-acquisition performance of the investments.

Management also monitors the integration process of newly-acquired businesses through

a structured post-acquisition integration program focusing on the alignment of operational and
financial controls with the Group's standards and practices. Any significant integration issues
must be reported to the Risk Management and Sustainability Committee.

4. REPUTATION RISK MANAGEMENT

The reputation capital of Li & Fung is built on its long-established standards of ethics in
conducting business. Our core ethical practices, as endorsed by the Board, are set out in

our Code of Conduct and Business Ethics (the Code), available at our internal and external
websites, for all Directors and employees. A number of accompanying policies, guidelines and
procedures covering anti-bribery, gifts, entertainment and hospitality, declaration of interest
and whistleblowing were created to set a framework for our people to make decisions and
comply with both the ethical and behavioral standards of Li & Fung. For ease of reference and
as a constant reminder, the Code and the accompanying policies and guidelines are available
on One Family, our internal communications platform.
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All employees are required to abide by the Code and they must apply business principles and
ethics which are consistent with those expected by the Board and the Company’s Shareholders
and other stakeholders. Training sessions are regularly held throughout our global operations
to reiterate the Company's zero tolerance approach to bribery and the importance of proper
business ethics. Any ethical cases or concerns raised through our guidelines on whistleblowing
and reporting of concerns are investigated independently.

The internal audit program integrates the assessment of compliance with the Code and

the accompanying policies, guidelines and procedures. The Internal Audit team assesses

the significance and risk profiles (e.g. country specific, labor intensity, compliance culture,
complexity of regulations, transaction complexity) of the Group’s business, operations and
processes when determining the audit scope. The scope of internal audits covers the following
in respect of the Code:

e Reviewing compliance with the Code and relevant polices and guidelines during the
onsite audit of global offices and operations, including business transactions and
related documentation

¢ Reviewing the Code self-assessment program completed by global offices with relevant
supporting documentation

e Conducting interactive forums, training and/or individual meetings with management and
our people to ensure a culture of good corporate governance, risk identification and compliance
is embedded in operations

We are committed to upholding the 10 principles of the United Nations’ Global Compact
regarding human rights, labor, environment and anti-corruption. As included in our Code

of Conduct and Business Ethics, we uphold the International Labour Organization’s core
conventions for the elimination of forced, compulsory or underage labor, elimination of
discrimination in respect of employment and occupation, and respect for freedom of association
and collective bargaining. We also acknowledge our responsibility to maintain a respectful
workplace that is free of all forms of discrimination or harassment.

In 2015, no incident of non-compliance with the Company’s Code of Conduct and Business
Ethics that has significant impact to our operations was reported.



Our approach to risk management (continued)

5. REGULATORY COMPLIANCE RISK MANAGEMENT

The Corporate Compliance team is comprised of the Corporate Governance and Corporate
Secretarial teams. Under the supervision of the Group Chief Compliance and Risk Management
Officer and in conjunction with designated internal and external legal advisors, the teams
regularly review adherence to relevant laws and regulations, Listing Rules compliance,

public disclosure requirements and our standards of compliance practices.

6. INFORMATION TECHNOLOGY RISK MANAGEMENT

Investing in information technology systems is an ongoing priority that supports the growing
volume of our business transactions, enables us to improve control and availability of our
information, and enhances the security of our systems to manage cyber security risks.

We remained focused on also improving the governance of our IT systems by moving to a
managed services model for infrastructure security by leveraging leading vendors’ expertise
to protect our infrastructure, as well as updating access controls and authentication methods
to meet industry standards. In 2015, we established our first Network Operating Center (NOC)
in Panyu to monitor our critical data centers on a 24/7 basis. Over 2016 we will bring all data
centers under NOC control. We successfully tested our disaster recovery response for all
critical systems and applications again in 2015. Security awareness training, which is an
important part of our cyber security strategy, is being progressively rolled out to our
colleagues around the world.

We continue to develop our core operating systems, including our Export Trading System (XTS),
portals for our customers and vendors, Mobile Quality Control (MQC) and OTS, our internal
tracking system. We also continue to rollout our financial system E1 to new business units and
completed an upgrade of our specialized freight system in China.

In 2015, a program management office was established to bring further consistency, enhanced
project delivery and greater visibility of all projects across the Company via an online project
portal, Project Central.

Major investments and upgrades continue to be implemented to enhance our financial
consolidation tools and forecasting, and our cyber security monitoring with a focus on data
privacy policies and governance.
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Risk Management Monitoring

In conjunction with the Audit Committee, the Risk Management and Sustainability Committee
regularly monitors and updates the Group's risk profile and exposure and reviews the
effectiveness of the system of internal control in mitigating risks. Key risk areas covered by the
Committees include reputation, business credit, financial and operational risks of our supply
chain operations, investment and acquisitions, taxation, inventory and receivable management,
group-wide insurance, human resources, contingency and disaster recovery, IT governance,
corporate responsibility and sustainability, and specific risks such as operational and adaptation
risks arising from climate change.

Internal and External Audit

Internal Audit

The internal audit function is carried out by the Corporate Governance team. Under the
supervision of the Group Chief Compliance and Risk Management Officer, it independently
reviews compliance with Group policies and guidelines, legal and regulatory requirements,
risk management and internal controls and evaluates their adequacy and effectiveness.
The Group Chief Compliance and Risk Management Officer reports all major findings and
recommendations to the Audit Committee on a regular basis.

The Corporate Governance team’s Internal Audit plan is linked to the Group's Three-Year Plan
and is reviewed and endorsed by the Audit Committee.

The principal tasks of the Corporate Governance team include:

e Preparation of an Internal Audit plan using a risk-based assessment methodology that
covers the Group's significant operations over a three-year cycle

e Review of all operations, controls and compliance with KOGs and corporate policies,
rules and regulations. The audit scope covers significant controls including financial,
operational and compliance controls, and risk management policies and procedures

e Review of special areas of concerns or risks as raised by the Audit Committee,
the Risk Management and Sustainability Committee or senior management

Major audit findings and recommendations from the Corporate Governance team, and
management’s response to these findings and recommendations, are presented at

Audit Committee meetings. The implementation of all recommendations is followed up on
a three-month basis and the status is reported to the Audit Committee at its meetings.



Our approach to risk management (continued)

As part of the annual review of the effectiveness of the Group's risk management and internal
control systems for 2015, management conducted an Internal Control Self-Assessment of
business operations and relevant accounting functions. The Corporate Governance team has
independently performed a post-assessment review of the findings noted in the self-assessment
programs and considered that sound internal control practices were in place for 2015.

External Audit

Our external auditor, PricewaterhouseCoopers (PwC), performs independent statutory audits
of the Group’s financial statements. To facilitate the audit, the external auditor attended all
meetings of both the Audit Committee and the Risk Management and Sustainability Committee.
The external auditor also reports to the Audit Committee any significant weaknesses in our
internal control procedures which come to its notice during the course of the audit. PwC noted
no significant internal control weaknesses in its audit for 2015.

Overall Assessment

Based on the respective assessments made by management and the Corporate Governance
team and also taking into account the results of the work conducted by the external auditor for
the purpose of its audit, the Audit Committee considered that for 2015:

e The risk management and internal controls and accounting systems of the Group were in
place and functioning effectively, and were designed to provide reasonable but not absolute
assurance that material assets were protected, business risks attributable to the Group
were identified and monitored, material transactions were executed in accordance with
management’s authorization and the financial statements were reliable for publication

e There was an ongoing process in place for identifying, evaluating and managing the significant
risks faced by the Group

e The resources, qualifications, experience, training programs and budget of the employees of
the Group's accounting and financial reporting teams were adequate
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Our board and management team

Board Member Biographies

LI & FUNG LIMITED
ANNUAL REPORT 2015

Victor Fung Kwok King
Honorary Chairman
Chairman of Risk Management and Sustainability Committee

Aged 70. Brother of William Fung Kwok Lun and father of Spencer Theodore Fung. Group
Chairman of the Fung Group, a Hong Kong-based multinational which comprises major operating
groups engaging in trading, logistics, distribution and retailing. They include publicly-listed
Trinity Limited, Convenience Retail Asia Limited, Global Brands Group Holding Limited and the
Company. Honorary Chairman of the Company after stepping down as Group Chairman since
May 2012. Joined the Group in 1973 as Manager and became Managing Director of the Group’s
export trading business in 1977. Became Group Managing Director in 1981 and Group Chairman
in 1989. A Director of King Lun Holdings Limited and Fung Holdings (1937) Limited, which are
substantial shareholders of the Company. Holds Bachelor’s and Master's degrees in Electrical
Engineering from the Massachusetts Institute of Technology, and a Doctorate in Business
Economics from Harvard University. An independent non-executive director of Chow Tai Fook
Jewellery Group Limited (Hong Kong) and Kog¢ Holding A.S. (Turkey). Since July 2015, chairman of
the Advisory Board of the Asia Global Institute at The University of Hong Kong, a new
multi-disciplinary think-tank to assume and carry forward the mission and operations of

Fung Global Institute, of which he was a Founding Chairman (July 2010-June 2015). A member
of the Chinese People’s Political Consultative Conference. A member of the Economic
Development Commission of the Hong Kong Government. Chairman of the Steering Committee
on the Hong Kong Scholarship for Excellence Scheme. Chairman of the Hong Kong Trade
Development Council (1991-2000), the Hong Kong representative on the APEC Business Advisory
Council (1996-2003), chairman of the Hong Kong Airport Authority (1999-2008), chairman of

the Council of The University of Hong Kong (2001-2009), chairman of the Greater Pearl River
Delta Business Council (2004-2013), a member of the Commission on Strategic Development of
the Hong Kong Government (2005-2012), chairman of the International Chamber of Commerce
(2008-2010), a member of WTO Panel on Defining the Future of Trade (2012-2013) and a vice
chairman of China Centre for International Economic Exchanges (2009-2014). Independent
non-executive director of BOC Hong Kong (Holdings) Limited (June 2002—June 2014). Retired
from the board of China Petrochemical Corporation (People’s Republic of China). In 2003 and
2010, the Hong Kong Government awarded Victor the Gold Bauhinia Star and the Grand Bauhinia
Medal respectively for his distinguished service to the community.



Our board and management team (continued)

William Fung Kwok Lun
Group Chairman

Aged 67. Brother of Victor Fung Kwok King and uncle of Spencer Theodore Fung. Group
Chairman since May 2012. Executive Deputy Chairman from 2011 to May 2012 and before
that, Group Managing Director from 1986 to 2011. Joined the Group in 1972 and became a
Director of the Group’s export trading business in 1976. Graduated from Princeton University
with a Bachelor of Science degree in Engineering. Holds an MBA degree from the Harvard
Graduate School of Business. Degrees of Doctor of Business Administration, honoris causa,
were conferred by The Hong Kong University of Science & Technology and by The Hong Kong
Polytechnic University. An independent non-executive director of VTech Holdings Limited,
Shui On Land Limited, Sun Hung Kai Properties Limited, The Hongkong and Shanghai Hotels,
Limited and Singapore Airlines Limited. Chairman and Non-executive Director of Global Brands
Group Holding Limited and a Non-executive Director of Convenience Retail Asia Limited

and Trinity Limited, all within the Fung Group. A Director of King Lun Holdings Limited and

its wholly owned subsidiary, Fung Holdings (1937) Limited, substantial shareholders of the
Company. Past chairman of the Hong Kong General Chamber of Commerce (1994-1996),

The Hong Kong Exporters’ Association (1989-1991) and the Hong Kong Committee for Pacific
Economic Cooperation (1993-2002). Awarded the Silver Bauhinia Star by the Hong Kong Special
Administrative Region Government in 2008.

Spencer Theodore Fung
Group Chief Executive Officer

Age 42. Group Chief Executive Officer since July 2014 and Executive Director since 2008.
Previously Group Chief Operating Officer (2012-July 2014), in charge of the global infrastructure
of the Company. Before this, President of LF Europe, managing the Group’s European
distribution business. Joined the Group in 2001. An independent non-executive director of Swire
Properties Limited. A director of Young Presidents” Organization — Hong Kong Chapter, Limited.
A member of the General Committee of The Hong Kong Exporters’ Association and the Board
of Trustees at Northeastern University. Holds a Bachelor of Arts degree from Harvard College
and Master of Science in Accounting and Master in Business Administration degrees from
Northeastern University. A US Certified Public Accountant. The son of Victor Fung Kwok King,
Honorary Chairman, and nephew of William Fung Kwok Lun, Group Chairman.
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Our board and management team (continued)

Board Member Biographies (continued)

Marc Robert Compagnon
Executive Director and President of LF Sourcing

Aged 57, Executive Director since 2014. President of LF Sourcing overseeing the Group’s

global agency business for apparel and hardgoods. Joined the Group in 2000 at the time of the
acquisition of Colby International Limited where he was Chief Merchandising Officer for 17 years
and was responsible for establishing Colby’s global sourcing network and sales and marketing
strategies. Holds a Bachelor of Arts degree from The University of Vermont. Member of the
Board of Advisors of the School of Business Administration at The University of Vermont and

a founding member of Cotton’s Revolutions. Non-executive chairman of TheAbacaGroup, Inc.
(Cebu), a hotel and restaurant management group.

Paul Edward Selway-Swift
Independent Non-executive Director
Chairman of Nomination Committee

Age 71. An Independent Non-executive Director since 1992. Chairman of Pure Circle Ltd,

a producer of natural food ingredients, which is quoted on the London Stock Exchange.

An Independent Non-executive Director of Global Brands Group Holding Limited whose
shares are listed on The Stock Exchange of Hong Kong Limited. Formerly, deputy chairman of
HSBC Investment Bank PLC (1996-1998), a director of The Hongkong and Shanghai Banking
Corporation Limited in Hong Kong (1992-1998) and chairman of Atlantis Investment
Management (Ireland) Ltd. (2007-2014).

Allan Wong Chi Yun
Independent Non-executive Director
Chairman of Remuneration Committee

LI & FUNG LIMITED
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Age 65. An Independent Non-executive Director since 1999. Chairman and group chief
executive officer of VTech Holdings Limited. Co-founded VTech Group in 1976. Holds a Bachelor
of Science degree in Electrical Engineering from The University of Hong Kong, a Master of
Science degree in Electrical and Computer Engineering from the University of Wisconsin and

an Honorary Doctorate of Technology from The Hong Kong Polytechnic University. Deputy
chairman and independent non-executive director of The Bank of East Asia, Limited. An
independent non-executive director of China-Hongkong Photo Products Holdings Limited and
MTR Corporation Limited. Awarded the Silver Bauhinia Star and the Gold Bauhinia Star in 2003
and 2008 respectively.



Our board and management team (continued)

Margaret Leung Ko May Yee
Independent Non-executive Director
Chairman of Audit Committee

Aged 63. An Independent Non-executive Director since 2013. Deputy chairman, managing
director and an executive director of Chong Hing Bank Limited. Former vice-chairman and chief
executive of Hang Seng Bank Limited, chairman of Hang Seng Bank (China) Limited, a director
of various subsidiaries of Hang Seng Bank Limited, a director of The Hongkong and Shanghai
Banking Corporation Limited and the group general manager of HSBC Holdings plc.

An independent non-executive director of First Pacific Company Limited, Sun Hung Kai

Properties Limited, Hong Kong Exchanges and Clearing Limited, QBE Insurance Group Limited
and China Construction Bank Corporation. Holds a Bachelor’s degree in Economics, Accounting
and Business Administration from The University of Hong Kong.

Martin Tang Yue Nien

Independent Non-executive Director

Age 66. An Independent Non-executive Director since 2009. Former chairman, Asia of Spencer
Stuart & Associates, a global executive search consulting firm. An independent non-executive
director of the publicly-listed CEI Contract Manufacturing Limited and China NT Pharma Group
Company Limited. Holds a Bachelor of Science degree in Electrical Engineering from Cornell
University and Master of Science in Management from the Massachusetts Institute

of Technology.
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Our board and management team (continued)

Supporting the Board

Edward Lam Sung Lai
Chief Financial Officer

Aged 49. Chief Financial Officer of the Group since 2012, overseeing the Group's global finance
functions, including corporate finance, treasury, investor relations, financial planning and
analysis, risk management and financial reporting. Over 20 years of experience in banking,
finance and accounting. Prior to joining Li & Fung, held various senior corporate and investment
banking positions at Citi and Morgan Stanley, and practiced public accounting at Coopers &
Lybrand. Holds an MBA degree from The University of Chicago, high honors, and a Bachelor

of Business Administration degree from The University of Texas at Austin, highest honors.

A US Certified Public Accountant, and a member of Takeovers and Mergers Panel of Securities
and Futures Commission of Hong Kong.

Jason Yeung Chi Wai

Group Chief Compliance and Risk Management Officer

Aged 61. Group Chief Compliance and Risk Management Officer of the Company since

July 2015. Also, the Group Chief Compliance and Risk Management Officer of Fung Holdings
(1937) Limited, a substantial shareholder of the Company and its publicly-listed companies in
Hong Kong. Extensive experience in handling legal, compliance and regulatory matters, and
worked previously in both the public and private sectors practising corporate, commercial and
securities law. Prior to joining the Fung Group, deputy chief executive (Personal Banking) of
Bank of China (Hong Kong) Limited (BOCHK) with responsibility for the overall performance of
the personal banking businesses of BOCHK. Graduated from The University of Hong Kong with a
Bachelor’s degree in Social Sciences. Also graduated from The College of Law, United Kingdom
and holds a Bachelor’s degree in Law and a Master’s degree in Business Administration from
The University of Western Ontario, Canada.

Terry Wan Mei Chow

Company Secretary
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Aged 52. Group Company Secretary of the Company since 1996 and responsible for the
company secretarial services of the Group. Graduated from the Hong Kong Polytechnic (now
known as The Hong Kong Polytechnic University) and started her career as company secretary
at Ernst & Young in 1985. A fellow member of both The Institute of Chartered Secretaries and
Administrators in England and The Hong Kong Institute of Chartered Secretaries (HKICS).

A member of the Membership Committee of HKICS since 2013. Past member of the Company
Secretaries Panel of HKICS (2013-2015). Recipient of the 1st Asian Company Secretary
Recognition Award by Corporate Governance Asia in 2013.



Our board and management team (continued)

Senior Management Biographies

Annabella Leung Wai Ping

President of LF Fashion

Aged 63. President of LF Fashion managing the Group's apparel and fashion accessories
principal business globally. Formerly, the Regional Director of North Asia Apparel for
Inchcape, a global sourcing network acquired by the Company in 1995. An Executive Director
of the Company from 2000 to May 2010. Holds a Master of Science degree in Biology from
Northeastern University. Chairman of the Vetting Committee for the Professional Services
Development Assistance Scheme of Commerce and Economic Development Bureau and a
member of the Personalized Vehicle Registration Marks Vetting Committee. Formerly served
on various advisory boards for The Hong Kong Exporters’ Association, Hong Kong Trade
Development Council, Clothing Industry Training Authority and Hong Kong Export Credit
Insurance Corporation.

Emily Mak Mok Oi Wai
Chief Administrative Officer

Aged 54. Chief Administrative Officer since 2014 and responsible for global hub operations,
human resources, corporate services and various strategic projects of the Group. Focuses on
strengthening the global infrastructure set up and talent to support business success. Joined
the Group in 2000 with the acquisition of Colby International Limited where Emily was the
Chief Operating Officer and directly responsible for the operational and merchandising matters
for Colby’s apparel business worldwide. After that, managing the Group's department store,
mass market, supermarket and specialty store apparel business in the Americas, Southern
Hemisphere and Japan. In 2010, Emily served as the Chief Operating Officer of DSG, a dedicated
sourcing group servicing Wal-Mart globally. Prior to her current role, President of LF USA
Sourcing, spearheading the sourcing and operations in Asia. Graduated from The University of
Hong Kong with a Bachelor of Social Sciences degree.

Gerard Jan Raymond
President of LF Asia and LF Beauty

Aged 59. President of LF Asia managing the Group's food, health, beauty and cosmetics
wholesale and distribution business in Asia. Also, President of LF Beauty overseeing the
Asia-based operations of the Group’s beauty and cosmetic business. Previously, an Executive
Vice President, Distribution and Regional Managing Director of Integrated Distribution Services
Group Limited. Joined the Group in 2003. Educated in Australia with a Bachelor’s degree

in Business. A Fellow of the Australian Marketing Institute.
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Our Senior Management Team
From left to right: Henry Chan, Mannel Fernandez, Marc Compagnon, Wai Ping Leung, Lale Kesebi, Spencer Fung, Joseph Phi,
William Fung, Emily Mak, Victor Fung, Richard Darling, Stephen Lister, Gerard Raymond and Edward Lam
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Our board and management team (continued)

Senior Management Biographies (continued)

Henry Chan

President of LF Products

Aged 65. President of LF Products managing the Group’s hardlines principal business globally.
Joined the Group in 1972. An Executive Director of the Company from 1992 to May 2009.
Graduated from The University of Hong Kong with a Bachelor of Social Science degree. Holds an
MBA degree from The Chinese University of Hong Kong. A member of The Hong Kong Institute
of Directors and also a member of the advisory Board of the MBA Programmes of the Faculty of
Business Administration, The Chinese University of Hong Kong.

Joseph Chua Phi

President of LF Logistics

Aged 53. President of LF Logistics managing the Group's logistics, freight, data analytics and
supply chain management businesses. An Executive Director of Integrated Distribution Services
Group Limited from 2004 to April 2011. Joined the Group in 1999. Graduated magna cum laude
from the University of The Philippines (UP) with a Bachelor of Science degree in Industrial
Engineering and attained an MBA degree with top honors from the same university. Member

of Phi Kappa Phi and Pi Gamma Mu international honor societies. 2011 recipient of UP College
of Business Administration Distinguished Alumnus Award. 2013 recipient of UP Industrial
Engineering Alumni Award and UP Alumni Engineers Global Achievement Award for Logistics.
Chairman of GS1 Hong Kong. Director of GS1 Management Board. Member of the Advisory
Committee, Centre for Marketing and Supply Chain Management at The Hong Kong University of
Science and Technology (HKUST). Adjunct Professor of Information Systems, Business Statistics
and Operations Management at HKUST. Member of Supply Chain 50, an association of the top
supply chain professionals in the world. Board member of Macy’s China Limited.

Lale Kesebi
Chief Communications Officer & Head of Strategic Engagement
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Aged 47. Chief Communications Officer & Head of Strategic Engagement since 2014 and
responsible for global corporate communications with all internal and external stakeholders

of the Company and leading the development of strategy on key initiatives aligning the
organization to the Company’s goals. Joined the Group in 2003. Holds a Bachelor of Science
(Honours) degree and a Bachelor of Law degree from Dalhousie University. Past member of

The Law Society of British Columbia (Canada). Currently, member of Board of Governors of The
Women's Foundation in Hong Kong. Member of Board of Trustees of the Asian University for
Women (AUW) and co-chair of the AUW Support Foundation in Hong Kong. Formerly, chair of
the Canadian Chamber’s Business Policy & Government Relations committee and the Debenture
and Scholarship committee of the Canadian International School in Hong Kong.



Our board and management team (continued)

Manuel Carlos Fernandez
Group Chief Technology Officer

Aged 45. Group Chief Technology Officer since March 2006, responsible for strategic technology
direction and leadership to all IT heads within the Fung Group including Convenience Retail

Asia Limited, Trinity Limited, Global Brands Group Holding Limited and the Company. Assumed
additional role of Head of Global Transactional Services of the Company in 2014. Joined the
Group in 1999 as Regional IT Manager — Strategic Applications of Li & Fung Distribution Group.
Chief Information Officer of Integrated Distribution Services Group between 2001 to 2006.

Holds a Bachelor of Science in Computing for Real Time Systems (Honours) degree from
University of the West of England Bristol. Awarded CIO of the year (Hong Kong region) in

Hitachi Data Systems IT Inspiration Awards 2009.

Richard Nixon Darling
Head of Government and Public Affairs

Aged 62. Head of Government and Public Affairs overseeing the Group’s government relations,
public affairs and supply chain sustainability on global industry and multi-stakeholder initiatives.
Also overseeing the Group's Vendor Compliance & Sustainability since 2015. Prior to his current
role, President of DSG overseeing the Group's dedicated sourcing group servicing Wal-Mart
globally. The founder of The Millwork Trading Co., Ltd, a joint venture with Li & Fung that became
a wholly-owned subsidiary from 1999 to 2014. Board member of the American Apparel and
Footwear Association and K.I1.D.S./Fashion Delivers. Member of the Board of Governors of Parsons,
The New School for Design. Representative of the Group on the Center for Retailing Excellence
Executive Board of the Sam M. Walton College of Business at the University of Arkansas, the
Board of Advisors of the Cornell University ILR School New Conversation Project, the Alliance for
Bangladesh Worker Safety and The Accord on Fire and Building Safety in Bangladesh.

Robert Stephen Lister

President of LF Private Label

Aged 59. President of LF Private Label managing the Group’s wholesale and distribution business
in US and Europe. Chief Operating Officer of LF Europe since 2009 and became President in
2013. Before that, Group Chief Executive of Peter Black Holdings plc, a public company listed on
the London Stock Exchange which was privatized in 2000 and part of its business was acquired
by the Company in 2007. A Fellow of The Institute of Chartered Accountants in England & Wales.
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Our people power our business
and we are committed to their
wetllbeing and development.
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Our Culture Crew, Yi Hoo Ong, Francesca Ayala and Cherie Wong,
on their global tour to share our values and connect with colleagues
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our people

Our people are our greatest asset. We attract and retain
entrepreneurial talent worldwide, with in-depth supply chain
and logistics expertise, and provide our people with
development opportunities at all levels.

25 320 Our trading and logistics businesses are led by industry experts, who have deep product
H category and channel expertise across sourcing and logistics. From designers, merchandisers,
EMPLOYEES WORLDWIDE quality assurance and control experts to our warehouse delivery and logistics professionals,

our people are highly skilled and drive our growth and success.

Our senior management and teams around the world bring a vibrant mix of nationality, ethnicity,
Employees by Business Network  culture as well as professional and life experience that enriches our company. This breadth of
and Gender cross-cultural and international work experience supports the sustainability of our global trading
and logistics businesses.
Trading, 75%
Logistics, 25%

We see diversity as a source of strength and pride. Our people are inherently diverse —we have
25,320 employees representing over 50 nationalities operating in more than 40 economies.

Our diverse culture and broad global network are key to our success and enable us to work
and collaborate across borders. Our diversity inspires innovation, enriching every aspect of

our business.

Our business is built on long-term relationships within our teams and with our customers,
suppliers and communities. Together, we strive to build sustainable businesses and supply
chains. Attracting and developing the best skill and talent is essential to the sustainability of

our business. In all of our operations we attract a mix of local and international professionals.
® Male

® remale Our strengthened digital presence also helps us to engage the best talent from all over the
world. We started to leverage Linkedin as part of our recruitment strategy in 2015. For our effort,
we were awarded the Gold Award for being the 2015 Linkedin Hong Kong Evolving Employer.
As of 31 December 2015, we hit the 40,001 follower mark and received 21,000 job applications

during the year.
Employees by Region

9%
Management Team by Gender Employees by Gender?

% S 0 ° 0 . 0 . .
NP e g e AR

@ Other Regions
@ The Americas

1 For our full-time employees on permanent contracts, 52% are female and 48% are male.
58% of our female employees and 42% of male employees work full-time on temporary or other contracts.
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Our people (continued)

In addition to attracting external talent, we encourage internal transfer opportunities for our
people who want to enhance their skills or develop new competencies. In 2015, 15% of our open
positions were filled by existing employees.

Our Values
Our values form the basis of our culture, business strategies and brand. Three core values unite
us and guide our actions:

We are entrepreneurs
We are humble
We are family

Our core values are more than just words. They are meaningful expressions of who we are.
They define our behavior with each other as colleagues, with our customers and suppliers, and
with all those we interact with in our daily lives.

In 2015 a special team, known as the ‘Culture Crew’, continued our global campaign on
values, visiting 100 locations in 60 cities across 30 countries, reaching over 90% of our people
around the world. A key aspect of the initiative was to host discussion forums to learn about
what is important to our colleagues and to share their stories globally. A series of personal
stories named ‘The Living Book of Values' was created and posted on our One Family internal
communication platform for all of our people to access anywhere, anytime. The team also
documented their experiences and impressions of each of the offices they visited with

over 100 blog posts, videos and photo albums. The Culture Crew played a key role in raising
awareness and stimulating discussion on our values and fostered closer ties and greater
collaboration among all of our people.

| Visit our website to understand more about our values.
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Our people (continued)
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Our Approach

Fostering diversity, living our values, caring for and engaging our people, developing talent, and
providing a respectful, safe and healthy working environment are essential elements of our
Sustainability Strategy. Our people initiatives focus on three areas:

1) C.AR.E. — caring for and engaging our people
2) Wellbeing — enhancing the wellbeing of our people

3) Career — attracting and developing talent

Caring for and Engaging our People

Connecting, appreciating, responding to and encouraging our people — what we know as
‘C.A.RR.E."—is a core engagement initiative at Li & Fung. Across our global operations, C.A.R.E.
drives our efforts in providing an environment that is entrepreneurial, engaging and fosters

a long-term commitment to the company.

Each year we hold multiple events to share our goals and encourage dialogue and innovative
thinking across geographies. Through town halls, annual conferences, team meetings and other
events, our people connect to learn from seasoned professionals and collaborate with peers

to incubate business ideas.

In 2015, our Group CEO Spencer Fung launched a series of monthly, small group gatherings

with colleagues working in various roles from different businesses. The gatherings enable our
colleagues to understand more about the company's direction and allow our CEO to learn about
the challenges they face and to share his thoughts directly with them. These informal gatherings
will continue in 2016.

Our One Family internal communication platform is key to connecting our people around the
world. To further boost connection and encourage our people to share content, we revamped
One Family in 2015 adding new features such as blogs, a social feed and communities

of interest. Our people can now freely share their thoughts and ideas instantly, upload

photos of activities hosted in local markets and form communities with colleagues who have
the same interests and passions, or work in the same role. In 2015, One Family attracted
16,736 unique users.

5+ 3,470 10+) 1,600

years COLLEAGUES years COLLEAGUES
with 5+ years with 10+ years
long service awards in 2015 long service awards in 2015



We also arrange appreciation events, special days for families and awards that recognize the
achievements of our people. In 2015, 3,470 employees reached anniversaries with Li & Fung
for five years or more and were awarded Long Service Awards. Of our people receiving awards
in 2015, 46% had worked with us for 10 years or more, including 47 colleagues with 30 years'
service or more — a remarkable achievement.

Enhancing Wellbeing

The health, safety and wellbeing of our people are important to us. Our strategy and programs
are tailored to support our peoples’ wellbeing and to meet the specific occupational health

and safety requirements of different working environments within our offices, manufacturing
facilities and distribution centers. To support local needs and to meet local legal requirements,
we ensure that our working hours and benefits, and other terms of employment, are tailored to
each locality in our global network. In 2015 there were no fatalities in our workplaces globally.

To identify opportunities to enhance our working environment, we conducted a global self-
assessment survey on our human resources practices in 2015. As a result, we are enhancing
parental leave provided globally, and in some locations strengthening tracking of human
resources metrics.

We are committed to maintaining a respectful workplace free from discrimination and
harassment of any form and to providing equal opportunities for all our people in support of
international declarations on human and labor rights?. We affirm these commitments in our
Code of Conduct and Business Ethics. All new employees learn about the Code during their
orientation. Policies and guidelines for addressing the Code are implemented in the acquisition
of new businesses and through our ongoing recruitment, training, performance assessment,
disciplinary and grievance processes.

2 International Labour Organization’s Declaration on Fundamental Principles and Rights at Work,
the UN Global Compact’s 10 Principles and the UN Declaration of Human Rights

Our people (continued)

LI & FUNG LIMITED
ANNUAL REPORT 2015

75



Our people (continued)

Compliance with our Code is reviewed quarterly by the Risk Management and Sustainability
Committee of the Board and audited by our corporate compliance team, under the supervision
of the Group Chief Compliance and Risk Management Officer, who reports any material
non-compliance to the Board directly or through the Risk Management and Sustainability
Committee. In 2015, no instances of non-compliance were reported.

Our manufacturing and logistics facilities have all implemented formalized occupational health
and safety management systems. Our Bangkok, Jakarta and Kuala Lumpur manufacturing
facilities are certified to the OHSAS 18001 Occupational Health and Safety Management System
standard, as are three of our logistics facilities in China and one in each of the Philippines,
Singapore and Thailand. Our Trowbridge manufacturing facility meets RIDDOR? standards and
the Tonawanda facility exceeds the standards of the OSH Act*. All facilities hold safety talks and
training on workplace hazards, safe working practices, chemical management, forklift operation,
defensive driving, and spill, fire and emergency prevention, drills and response. Annual
Environmental, Health and Safety Weeks and topical OHS events are also held, and counselling
services, medical clinics and vaccinations are provided.

We are very pleased that our manufacturing facility in Thailand won the 2015 National
Outstanding Award on Occupational Safety, Health and Environment for the third year in a row.

We have fitness centers in a number of our workplaces and host a variety of exercise and
wellness activities, ranging from health checks, yoga and dancing sessions to marathon training.
We also continue to share tips on health and wellbeing through regular ‘Useful Tips' emails.

We are committed to ensuring that our people feel safe and respected and able to apply their
best skills at work. We believe this improves performance at work and brings benefits to our
people, both personally and professionally.

= Visit our website to read about our successful myRun campaign and other activities to
promote wellbeing.

3 Reporting of Injuries, Diseases and Dangerous Occurrences Regulations 2013.
4 Occupational Safety and Health (OSH) Act of 1970, 29 CFR 1910 Occupational Safety and Health.
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Our people (continued)

Developing Talent

We believe that building a strong culture of learning plays a vital role in maintaining sustainable We be“eve that
growth. To ensure our people leverage their talents and develop their skills and competencies,
we provide development programs focusing on leadership, broadening professional knowledge

building a strong

and enhancing productivity. We also provide flexible learning channels from online and culture of lea rning,
classroom courses, on-the-job experience, networking and mentoring, to cross-border experimentation
opportunities. In 2015, 21,284 colleagues attended learning opportunities — an increase of 66%. . .

_ _ _ . . and innovation
The number of in-house learning programs increased 10% to 1,257 programs. While average

learning hours per employee dropped to four hours in 2015, this was partly due to our proactive plays a vital role
response to our people’s feedback to condense the content of our online courses to encourage in our growth
greater participation. It was notable that during the year, the overall percentage of our people

assessing learning opportunities increased sharply to 84%.

Each year we attract exceptional talent globally to join The Program for Management
Development (PMD). Launched in 2010, this one-year, intensive program aims to cultivate
entrepreneurialism and develop our future business leaders. It includes corporate orientation
and training, rotational assignments in the Fung Group’s core businesses and business
education programs in Shanghai and New York. 12 Management Associates participated in the
2015 intake. A group of current and former PMDs are shown on the front cover of this Report.

In addition to our more formalized learning and development activities, our people use a robust
learning platform, known as ‘MyCareer’, which lets them learn at their own pace. MyCareer
covers career development, skill training, expertise sharing and personal and management
development. MyCareer has over 130 learning videos and podcasts related to merchandising,
retail and technology skills and in 2015, it was accessed by 21,284 colleagues.

2o I 50% 100
2015 _840/0 a a increas{0

over 2014
PERCENTAGE OF EMPLOYEES IN-HOUSE LEARNING
PARTICIPATING IN LEARNING PROGRAMS PROGRAMS IN 2015
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Our people (continued)
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DEVELOPING LEADERS

Developing leaders, at all levels, is a key priority. Focused programs, networking, experiential
and on-the-job learning are just some of the ways we foster leadership. We have developed

a tailored leadership roadmap for different leadership levels. Since 2010, we have partnered
with MIT Sloan Executive Education and The University of Hong Kong's Faculty of Business and
Economics to implement our Executive Leadership Program. In conjunction with the Stanford
Center for Professional Development, we have implemented our Advanced Leadership Program
since 2012. The goal of both courses is to expose our next generation of business leaders to
the latest business thinking and to foster collaboration across teams. In 2015, there were two
intakes for 100 senior managers. During the program, attendees were tasked with projects
related to the supply chain, retailing and macroeconomic and market trends, and charged with
developing outcomes that can be applied to our business.

The leadership program was extended to mid-level managers for the first time, with eight intakes
being organized for 185 attendees in 2015. To cultivate an environment of ‘Leaders building
Leaders’, 23 of our senior managers became internal trainers for the program. In addition, we
continue to implement the New Manager's Program to help newly promoted colleagues take on
the role of people managers.

PROFESSIONAL AND TECHNICAL SKILLS

Enhancing skills and broadening the business knowledge of our people is an important focus

of our people strategy. In 2015, we introduced a new costing program for merchandisers to
equip them with critical knowledge to cost each step of the supply chain — from raw material
sourcing and manufacturing to logistics and retail. Additionally, a series of workshops around
omni-channel, retail and sourcing, and seminars on fashion and business trends, were hosted.
We were also very proud to launch an in-depth dying and coloring program based on the
requirements and guidelines of the Society of Dyers and Colourists (SDC). The program deepens
the dying and coloring skills of our colorists and supports them to become Chartered Colourists.
Of the 36 trained colorists, five attained the qualification of Associate of the SDC and will
become Chartered Colourists by 2017. These five colorists became ‘Learning Champions’ and
continue to transfer their knowledge to colleagues through sharing sessions and how-to videos.

= Visit our website for more information about our learning programs, including those to
support our customers.

MyCareer Learning Platform

»| 130+ o

LEARNING VIDEOS AND
PODCASTS AVAILABLE

21,284

COLLEAGUES ACCESSED
ONLINE LEARNING



Our people (continued)

INNOVATION PROGRAMS

We believe innovation is a key factor to staying competitive, especially against global market
changes. We introduced a number of programs in 2015 to spur innovation. The Innovation
Catalyst program in Shanghai, gathered middle managers across different businesses for an
eight-week engagement that included training on design thinking and a team-based innovation
challenge. This was complemented by coaching on innovation techniques, such as rapid
prototyping and ways to connect what they had learned back to the business and to transfer
their knowledge to other colleagues. Together with the Fung Academy, we plan to roll this out
to other offices in 2016.

We believe that collaborative learning is key to developing an innovative culture. In 2015, we
formed a Design Community with over 290 members in Hong Kong, Manchester and New York.
The community is a platform for our designers to share their experience and collaborate with
and learn from each other to further boost innovation within the company.

LI & FUNG LIMITED
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Our supply chain

We believe in building sustainable supply chains that create
value for our customers, factories, workers and communities.
We partner with customers and suppliers who share this
commitment and collaborate with industry stakeholders

to further positive change.

15,000+

SUPPLIERS WORLDWIDE

THREE LARGEST
SOURCING MARKETS

LI & FUNG LIMITED
ANNUAL REPORT 2015

At Li & Fung we manage complex and unigue supply chains in over 40 economies around the
world for our customers. Our global supplier network has been evolving for over 100 years.
While over 80% of our sourcing business is with a core group of strategic suppliers, our network
also allows us the flexibility to move production across markets, balance capacity constraints
and respond to demand, while meeting specific customer needs, such as proximity to the
end-consumer or technical expertise and distribution. By sourcing from multiple factories across
multiple markets, we can also activate business contingency plans when unexpected issues
occur and continue production for our customers.

Our Vendor Support Services (VSS) unit focuses on the needs of our global supplier base as

it addresses the challenges facing the industry. In 2015 we developed services to support
suppliers to enhance productivity, operational and resource efficiencies and product testing,
and to capture performance data along the supply chain. We want to help suppliers mitigate
the increasing costs of labor and other inputs by better managing material and resource usage,
production swings, operations and logistics.

Addressing challenges and opportunities in our supply chain is integral to our Sustainability
Strategy. Our initiatives focus on three areas:

e Managing risk and furthering compliance in our supply chains
e Sourcing responsibly

e Collaborating with customers and partners to build sustainable supply chains

Supply Chain Compliance

Improving workplace conditions and overall factory management practices brings benefits to
workers, suppliers, factories and communities. Each of the locations in our supply chain has a
unique set of challenges that we manage through our network of on-the-ground teams and

in collaboration with industry and non-profit organizations and local authorities.

Managing our supply chain risk starts with strategic sourcing decisions by our customers
and/or sourcing teams and our continuing efforts to direct business to suppliers that share our
commitment to compliance and enhancing sustainability performance. Our Vendor Compliance
& Sustainability (VCS) team assesses supplier risk and compliance and supports factories to
continually improve performance.



Our supply chain (continued)

Our Supplier Code of Conduct, which is based on the International Labour Organization (ILO)'s
core conventions, outlines the requirements for suppliers to do business with Li & Fung. This ‘ ‘
includes compliance with relevant local laws and regulations and meeting the Code Standards .
related to health and safety, labor rights, environmental protection, accountability, transparency We are commltted
and ethics. We also support our customers to meet the requirements of the California to bqulng

Transparency in Supply Chains Act and the UK Slavery Act, which came into effect in 2015. sustainable Supply

Suppliers are required to sign acceptance of our Code of Conduct and accompanying Standards.  chains at Li & Fung_
Performance against our Code is assessed through audits conducted by our VCS team,

or external audit firms approved by Li & Fung or our customers. When compliance violations Richard Darling,
are identified, the factory is provided with a Corrective Action Plan including a reasonable Head of Government and
timeline for completing the remedial actions, which also must be verified by the audit team. Public Affairs

Any grievances that arise as part of factory incident reporting are investigated by our VCS teams
and the results shared with all concerned with a response plan to address the grievance.

Our compliance monitoring program is maintained throughout the business relationship with an
expectation for suppliers to continually improve compliance performance as per their Corrective
Action Plan and beyond. In addition, our VCS teams have developed and marketed fee-based
training modules that specifically meet factories’ needs for quality, compliance-related training.

As a supply chain manager, an important task is also to ensure product quality and safety.

Li & Fung has experienced quality assurance and control (QA/QC) teams that follow global
procedures to provide oversight of product safety testing and inspections. In 2015, there were
no recalls of products for health and safety reasons.

Recognizing that our QA/QC personnel can be our “eyes and ears” in the supply chain, we

have been progressively training them to be aware of observable potential safety hazards and
underage and forced labor through our Observer Development Program. As part of our ongoing
factory monitoring program, our QA/QC teams proactively identify such risks and incidents

and raise them directly with factory management and our sourcing and compliance teams for
appropriate follow up.

LI & FUNG LIMITED
ANNUAL REPORT 2015
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Our supply chain (continued)
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Review of Our Audit and Compliance Process

In 2015, we conducted a thorough review of our audit program against evolving industry
standards, key industry audit frameworks, consumer expectations and our experience
on-the-ground working with suppliers to further compliance and performance. We reviewed our
Supplier Code of Conduct, accompanying Standards and Guidance, introduced a new audit tool,
established a new rating and grading system, expanded our equivalency program and enhanced
our audit scope.

These enhancements are in response to the challenges facing our industry and are part of our
broader shift to focus on remediation and capacity building to ensure that factories continually
improve working conditions. The standardized audit tool, which meets our customers'
requirements and aligns with common industry standards, allows for consistent audit execution
and reporting. Our expanded audit equivalency program saves time and resources spent on
duplicate and overlapping audits and Corrective Action Plans. The enhanced audit ratings and
revised approval periods provide factories with longer timeframes to make improvements

and the ability to track their ongoing performance and progress.

This new approach will drive efficiencies and empower factories to take ownership of their
performance. Factories will see the value of investing in an audit and be more accountable and
motivated to take action to improve factory conditions and compliance. Developing, and working
with, a better supplier base creates a win-win situation for every stakeholder in the supply chain.
The key updates are summarized below.

Supplier Code The updated Code more explicitly outlines our expectations
of Conduct for meeting key Standards related to:

e Management systems

e Health and safety practices

e Labor practices

e Environmental practices

e Accountability, transparency and ethics

Rating and Grading A new rating and grading system was established to:

¢ Reduce audit fatigue with longer approval periods to allow
corrective action to be implemented

e Add a numerical grading to allow for better tracking of supplier
progress over time

Provide clearer terminology for ratings



Equivalency Program

Our equivalency program was expanded to all factories to:

e Reduce audit duplication, overlapping Corrective Action Plans and
turnaround time for factory approvals

e Enable VCS to review and convert audit reports by external
parties to our grading

Audit Scope

The enhanced audit scope covers:

¢ Management systems — governance, risk assessment,
grievance process, legal disclosure

¢ Health and safety — fire, electrical, machine, chemical and
facility safety, emergency handling, first aid response, food health
and safety, ergonomics

e Labor and ethics — voluntary labor, working age, working hours,
wages and benefits, fair and equal treatment, freedom of
association, ethical conduct, transparency

e Environment — air emissions, wastewater, noise pollution,
hazardous waste

e Security (C-TPAT) — personnel security, physical security,
information access controls, shipment information controls,
storage and distribution, business partner requirements,
export logistics, transparency in the supply chain

Social Audit

The social audit process was enhanced with a global protocol that
clearly outlines expectations for conducting audit activities. These
include raising cases for special handling such as zero tolerance
issues, potential building structural collapse, when access is denied
and when onsite corrections are required

Security Audit

The security audit was enhanced to ensure alignment with the
US Customs and Border Protection Customs-Trade Partnership
Against Terrorism (C-TPAT)’s minimum criteria for Manufacturers
and Best Practices

Our supply chain (continued)
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Our supply chain (continued)
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6,965 factory representatives and
5,044 employees attended
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Supplier Capacity Building

We are committed to working with our suppliers to move them up the value chain. Building
capability across our supplier base helps raise compliance standards in the industry. Improving
factory operations and performance is part of our long-term goal of building sustainable global
supply chains.

We focus our assessment, technical support and capacity-building efforts on establishing
better-managed factories and better working conditions. The enhancements made to our
auditing and compliance process in 2015 enable us to deepen our focus on improving factory
operations through capacity-building programs. We believe that to achieve sustained change in
the supply chain, it is essential to support factories to meet our compliance Standards, and to
also ensure they have the information and training to build their capacity to integrate social and
environmental best practices into their day-to-day operations.

We continue to implement training programs for our own employees and factory representatives
on a number of topics, including new international regulations, customer-specific standards

for health and safety, and environmental and social compliance. In 2015, we held 591 sessions
for 6,965 factory representatives and 5,044 of our own people. This is in addition to the

634 training sessions held in 2014 for over 12,000 factory representatives and more than

3,000 of our employees.

A Snapshot of Our Training in 2015

No. of No. of
Training Topic Factories People Trained
Conflict Minerals, Human Trafficking and Forced Labor 1,460 2,250
Fire and Electrical Safety 450 1,000
Social Compliance 390 700
Hazard and Risk Identification 90 250
Occupational Health and Safety 80 130

In addition to updating and enhancing our audit and compliance processes in 2015, we also took
steps to shift the strategic focus of our VCS team from offering largely audit-based services to
remediation and capacity-building services. The aim is to provide our suppliers and factories
with the education, training and tools they need to upgrade their operations and comply with
our Standards, which is also critical for the success of their business.



Our supply chain (continued)

Some examples of the training modules we offer to suppliers and factories include: Sustainability Resource Center

. - ) , ) Website Metrics in 2015
e A capacity-building course for factories to learn how to remediate zero tolerance issues

identified and to implement good practices to improve their performance and related audit
score and rating

10,601

e An orientation course to educate factories on Li & Fung's compliance Standards, including

_ _ WEBSITE VISITS

our Supplier Code of Conduct and accompanying Standards
e A course to introduce basic principles of safety management in factories, including the most

common issues of fire, electrical, and building and structural safety
This enhanced focus on capacity building enables us to provide suppliers and factories with e 66 y 51 2
all-encompassing packages for total factory improvement in addition to deeper support, such PAGE VIEWS
as on risk identification or fire safety management.
Our Sustainability Resource Center website provides our suppliers with compliance resources
and tools, industry updates and training schedules designed to help suppliers better understand = 7 492
key compliance and operational issues, challenges and implications so that they can identify — )
specific areas of improvement and develop action plans to enhance their performance. RESOURCE

o _ _ _ _ DOWNLOADS

Information is regularly updated and materials are available in multiple languages.
Toolkits on how to improve key areas of business operations and health and safety are available
and cover topics such as, occupational health and safety, building safety management, fire
safety management, hazard identification and risk assessment, employee relations, and [ 2 5 y 258
workforce planning. A suite of short, practical videos that are available in 14 languages were VIDEO VIEWS
developed from the point of view of managers or workers to better communicate key issues. AND/OR DOWNLOADS

Video topics include: underage labor, managing working hours, electrical safety, fire safety,
chemical safety, good governance and manufacturing excellence. In 2015, the videos were
viewed 3,298 times and downloaded 1,960 times.

=] Visit our website to view the Fire Safety for Workers video.

LI & FUNG LIMITED
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Sustainable Sourcing

Our approach to sustainable sourcing is to work with our customers, suppliers and industry
partners to further the adoption of standards and best practices. We also provide our customers
with sustainable design, manufacturing, products and packaging options. We do this to meet
customer requests for sustainably-sourced materials and products with reduced environmental
impact from well-managed factories.

Some of the ways we helped customers source products and packaging with sustainability
attributes over 2015 include:

Apparel .

Garments made of cotton from certified organic sources, such as the
Global Organic Textile Standard (GOTS), that meet the Better Cotton
Initiative (BCI) standard, and/or have been produced by mills that have
joined Cotton LEADS™ as partners

Garments comprising recycled yarn, polymers, leather and shearling

Garments that are fur-free or comprise responsibly-sourced angora
wool or down feathers

Textiles that are independently tested and certified to meet the
Oeko-Tex Standard 100 criteria and/or REACH requirements

Textiles and shoes sourced from suppliers that are phasing out
hazardous chemicals in production for customers committed to
Greenpeace’s DETOX campaign

Leather for shoes, wallets, covers and pouches produced from
tanneries that are audited against the environmental responsibility
practices of the Leather Working Group

Beauty Products .

Items that are biodegradable, not tested on animals and free of
silicones, sulphates, parabens and colorants

Products that meet industry standards and incorporate ingredients
such as community trade organic olive oil, community trade shea
butter and organic fine sugar, soya bean oil and rosehip oil in
formulation design

Toothpaste that is the first to be certified as organic in the world under
the Oregon Tilth organic certification program



Household Items, o
Furniture and
Packaging

Household items, furniture and packaging made from wooden/
paper materials that are Forest Stewardship Council™ (FSC™)'
or Programme for the Endorsement of Forest Certification
(PEFC)-certified, and meet the chain-of-custody requirements of
the European Timber Regulation (EUTR) where applicable

Household items, utensils and furniture made from natural materials
and fibres ranging from bamboo, roots and branches of organic
teak wood and wood from spent rubber trees, to banana bark and
water hyacinth

Gadgets made of recycled plastic and photo frames comprising
recycled polystyrene foam, with recyclable packaging

Packaging, luggage and other items using polyethylene terephthalate
(PET) instead of polyvinyl chloride (PVC), polypropylene (PP),
polycarbonate (PC) or acrylonitrile butadiene styrene (ABS), as well
as PVC-free packaging material for polybags, clips, gum tape, strings,
collar inlays and zippers

Additional examples of how we support customers and suppliers to further environmental and
social performance in the supply chain include:

e Reporting to customers on the processes in place and supplier compliance in meeting
legislative requirements related to chain-of-custody requirements for wood products?

and components containing reportable minerals®, and required testing standards, such as
BIFMA* for furniture. This includes conducting product risk and traceability assessments for
customers by raw material categories

o Supporting suppliers to join tailored programs, on topics such as energy-efficiency
opportunities and energy consumption reporting, or manufacturing excellence to enhance
productivity and operational performance

e Sharing our Sustainable Suggestions for our Partners which provide ‘how to get started’
modules on energy and water efficiency, greenhouse gas reduction, sustainable buildings,
waste management, lean manufacturing and human resources

A WN =

FSC license numbers FSC-C113132, FSC-C114681, FSC-C116575 and FSC-C129309.

ASs per the United States’ Lacey Act of 1900.

ASs per the United States’ Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010.
Business and Institutional Furniture Manufacturers Association (BIFMA).

Our supply chain (continued)
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Industry Collaboration

We recognize the power of collaboration to bring about meaningful change in the industry.
We are involved in key industry initiatives that bring our customers and industry partners
together to set standards and effect change. We also collaborate to implement focused
programs that address the particular challenges of our industry and the specific production
markets we operate in.

Cambodia

To raise awareness of building safety in Cambodia, Li & Fung has been actively engaging with
the Government of Cambodia since 2014. This effort has led to the establishment of an inter-
ministerial Working Group to develop Cambodia’s Building Safety Code. The inter-ministerial
working group comprises the Ministries of Land Management, Urban Planning and Construction,
Labor, Industry and Handicraft, Health, the Interior and the Environment. We have engaged the
International Code Council as our technical advisor to partner with the Working Group and to
draft the Building Safety Code.

Bangladesh
We remain actively engaged in Bangladesh, where we work with governmental and non-
governmental organizations, industry partners and suppliers to improve safety in factories.

We work closely with the Alliance for Bangladesh Worker Safety and the Bangladesh Accord on
Fire and Building Safety as an advisor to both Boards and as a fully active member. We also fund
both programs at the highest level — in line with the value of our sourcing in Bangladesh. In 2015
the focus for both initiatives was on education and the remediation of safety issues that surfaced
through in-depth safety audits. We jointly organized a number of activities to implement and
review progress over the course of the year. Over 2015, Li & Fung representatives participated
in 120 factory visits and 280 meetings to support the Alliance and the Accord. Additionally, three
training sessions were held and over 170 factories attended with over 330 participants in total.
This contributes to continual progress being made by factories to remediate issues identified
through the onsite assessments and addressed in training.

In addition to our support of the Alliance and Accord initiatives, we conducted training sessions
on fire, structural and electrical safety for factory management and workers and to strengthen
the capacity of our own QA/QC and merchandising teams in Bangladesh on social, fire, electrical
and structural safety compliance issues.



Better Work

Li & Fung continues to be a Buyer Partner of Better Work, a partnership between the ILO and
the International Finance Corporation that brings together governments, employers, workers
and buyers to improve compliance with labor standards and promote competitiveness in the
supply chain. In 2015, we supported factories in Cambodia, Indonesia, Jordan and Vietnam and
hosted a Better Work Asia Buyers’ Forum at our Hong Kong office.

Business for Social Responsibility (BSR)

We continue our partnership with BSR to implement the HERproject, which uses impactful
peer-to-peer training and a local partner network to empower primarily female workers
through education on nutrition, health and finance, and on improving workplace interaction,
harmony and efficiency. An early indication of positive impact from the project shows reduced
absenteeism and sick leave and improved workplace communication. The program will be
further expanded in 2016.

Country Program No. of Factories No. of Workers
Bangladesh HERhealth 43 90,000+
Cambodia HERhealth + Nutrition 12 19,000+
India HERhealth + HERfinance 18 39,000+
Vietham HERhealth 16 26,000+
TOTAL 89 174,000+

Sustainable Apparel Coalition (SAC)

We have been actively involved in the development of the Higg Index, a suite of sustainability
tools to help organizations standardize how they measure and evaluate the environmental
performance of apparel products at the brand, product and facility levels.

In 2015, Li & Fung participated in the SAC's regional and global meetings, provided input on the
Higg Analytics platform and worked with a customer and the SAC to pilot Advance Analytics
for Higg Index data. As SAC updates the tool, we will support its pilot testing in a number of
factories in our supply chain in 2016. We also support the Natural Resources Defense Council
and SAC to implement Clean by Design, an initiative to reduce environmental impacts from
manufacturing, in several textile mills in China.

We will continue to work with our partners to improve working conditions together in the
supply chain.

Our supply chain (continued)
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Oour communities

We are committed to making a positive impact in the communities
where we live and work. We invest in the potential of people,

help communities in need and mobilize our colleagues and
networks for change. We are in it together, helping to create
sustainable, long-term change in the world.

In It Together

Community engagement is a key part of Li & Fung's Sustainability Strategy and is integral to
building sustainable communities and economies that will thrive for generations to come.

We believe that creating positive impact goes hand-in-hand with having a successful business.
Community engagement helps us attract and retain employees and helps them better
understand our local communities and their needs. Our communities and our people grow,
develop and transform through community engagement activities.

We provide resources and support for volunteering, we share our knowledge and skills, and

we raise funds to support initiatives, campaigns and disaster relief. Each activity is tracked to
measure the inputs, outputs, outcomes and impacts. We share our metrics with our people and
community partners and we use this information to review the focus and effectiveness of our
programs. We also use qualitative surveys and measures to track our longer-term outcomes.
Our community partners have a close connection with the beneficiaries of our activities and
also help to report and share stories and statistics on how we are creating impact.




Our communities (continued)

2015 Community Engagement Results

S+ws OUR PEOPLE VOLUNTEERED 8 Uss
]III times VOLUNTEER HOURS DONATED BY OUR PEOPLE

@

é LOCATIONS in 2 COUNTRIES

ACTIVITIES participated in community initiatives

Our colleagues generously donated over US$368,000 to support community initiatives in 2015
including child education sponsorships, disaster relief, global campaigns for both women’s
and men’s health and a wide variety of programs to care for local communities. In addition,
our Company donated over US$611,000 to support charitable organizations and activities
around the world.

Many of our activities are sponsored by the Fung (1906) Foundation, which provides funding for
hands-on community service and matches funds from fundraising activities, which helps spur
on our people’s volunteerism and generous donations. In 2015, the Foundation’s support was
over US$476,000.

The effectiveness of our activities has increased year-on-year since we began reporting more
systematically in 2011. Our aggregated metrics since 2011 include our employees volunteering
over 131,000 times, giving over 62,000 hours to support 1,188 social and environmental
initiatives around the world. Since 2011, our employees have donated over US$1.5 million

to support communities and the Fung (1906) Foundation has provided over US$1.5 million to
further support some of these 