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Chairman’s Statement EdiE s

| am pleased to present to you, our admirable shareholders, business
partners, fellow directors and our loyal and committed colleagues the
Company’s annual report for the year 2005.

This year marks the fifth anniversary for me as chairman of the
Company. | would like to express my gratitude to you for your
continued cooperation and support, and helping us form a strong
team. Over the years, we have steadfastly strived to achieve our goals
while focusing on the best interests of the Company and our
shareholders.

THE ROLLER COASTER DAYS FOR HONG KONG

Since hitting a record low in 2003, the Greater China economy has
experienced strong returns in all sectors during the past two years.

While the Special Administrative Region of Hong Kong witnessed its
first change in the office of the Chief Executive of the city, indexes
predicted double digit growth for Hong Kong in early 2005 . Fuelled
by the seemingly full restoration in real estate, the domestic market
enjoyed a satisfactory but promising first quarter.

Despite the local optimism, the worldwide economy was not so
harmonizing. Following major trends in international markets,
continuous increases in prime interest rates and sky-rocketing oil prices
have both caused significant negative effects towards both investor
and consumer confidence and thus, hindered the speedy recovery of
the domestic economy.

During the year, the rapid spread of avian flu in more and more
countries around the world also triggered unpleasant memories of
possible epidemic outbreak in the minds of most Hongkongers.

All such factors, some positive and some negative, emerging at various
times during 2005 contributed to result in a turbulent business
atmosphere in Hong Kong.

Despite the foregoing, the capital markets in the city remained strong
throughout the year, which gave us a very good signal and initiative
to push our corporate development one step forward. A series of
corporate and capital reorganization plans for the Company and its
subsidiaries have been proposed and, with the hearty support from
our shareholders, such plans were approved at the general meeting
of the Company.
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Chairman’s Statement

CHINA — IN THE AGE OF THE BRIC

The BRIC (representing Brazil, Russia, India and China collectively) is
now widely believed to possess the economic potential to become
among the four most dominant economies in the world by the year
2050. The tremendous productivity of both India and China has made
the two countries proven to be the two dominant manufacturing
bases of the world, while the remaining two (Brazil and Russia) playing
the role as the hubs of raw materials supplies.

Given its record-breaking economic achievements, the gross domestic
product of China reached RMB18,232.1 billion, up by 9.9 percent
over the previous year while the annual per capita disposable income
of urban households in the country recorded RMB10,493, a real
increase of 9.6% (Sourced from: The Statistical Communique of the
People’s Republic of China on the 2005 National Economic and
Development).

Witnessing the growth of the Chinese economy during the past few
years, the Company’s China-focused investment strategy is now an
established foundation for its future direction in the long run.

PROSPECT

In April 2002, the Group acquired a controlling stake in Wing On
Travel (Holdings) Limited, a then loss-making group of companies
engaged in providing packaged tours, hotel operations and
transportation in Hong Kong. After being inspired by the endurance
and hard working culture of the Group and under our experienced
management, the once loss-making enterprise has now turned around
and successfully resumed its profitability and vitality. To extend such
investment success of the Group onward, management is pledged to
seize all potential investment opportunities that will create long-term
value for our shareholders.

At the same time, management will also keep maintaining its
conservative and cautious investment posture towards every strategic
decision the Group makes to ensure superior results.

Thanks you all once again!

Dr. Chan Kwok Keung, Charles
Chairman
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Management Discussion and Analysis
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ANALYSIS OF THE GROUP’S PERFORMANCE

During the year, the Group has adopted the newly effective Hong
Kong Financial Reporting Standards. As a result, certain comparative
figures for the year ended 31st December, 2004 have been restated.

For the year ended 31st December, 2005, the Group recorded a
consolidated turnover of approximately HK$38.5 million, an increase
of approximately 42.1% as compared to the financial year in 2004 of
approximately HK$27.1 million. The turnover for the year was mainly
generated from the manufacturing and trading of batteries products
and the increase was primarily because the revenue contributed from
this segment was included on a full year basis. During the year under
review, the operating environment of manufactory industry in the
PRC remains difficult due to competitive economy and sluggish battery
market. Keen competition in the battery industry also exerted
downward pressure on prices of battery products. Despite the
unfavorable environment in the battery market, the Group’s business
in the People’s Republic of China (the “PRC") still manages to progress
well.

The audited consolidated loss for the year ended 31st December,
2005 decreased from approximately HK$134.2 million for the last
financial year to approximately HK$99.9 million in the current financial
year. The notable improvement was mainly a result of the significant
reduction in the allowance for loans and interests receivable which
reflected the positive outcome of the management effort to closely
assess and monitor the repayment status on the Group’s loans and
receivables. The net loss incurred for the current financial year was
mainly attributable to the allowances for loans and receivables as
well as the changes in fair value on investment in securities and the
conversion right attached to the unlisted convertible note issued by
Wing On Travel (Holdings) Limited (“Wing On"), of which the Group
owns an effective interest of approximately 15.32%.

LIQUIDITY AND FINANCIAL RESOURCES

During the financial year of 2005, the Group financed its operations
mainly through cash generated from its business activities, banking
facilities provided by its principal bankers and proceeds from disposal
of investments.
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Management Discussion and Analysis

As at 31st December, 2005, the Group had net current assets of
approximately HK$755.7 million (31st December, 2004: net current
assets of approximately HK$984.6 million) and a current ratio of 3.68
(31st December, 2004: 9.93).

The Group’s short-term bank loans and other borrowings decreased
from approximately HK$42.6 million as at 31st December, 2004 to
approximately HK$8.6 million as at 31st December, 2005, representing
a decrease of 79.8%. There was no long-term bank loans and other
borrowings at 31st December, 2005 compared with approximately
HK$3,000 at 31st December, 2004. Gearing ratio which is expressed
as a ratio of total long-term liabilities and other borrowings to the
shareholders’ funds, remains nil as at 31st December, 2005 (31st
December, 2004: 0.000002). As at 31st December, 2005, the Group’s
total borrowings of approximately HK$8.6 million were mainly
denominated in Hong Kong dollar, the maturity profile were all within
one year, and bear interest at floating rates.

Capital expenditure aggregated to approximately HK$145.0 million
for the year ended 31st December, 2005 was mainly used primarily
for purchasing of property, plant and equipment. The Group's capital
expenditures will continue to be funded primarily by internal resources
or external borrowings or a combination of both as required.

Cash and bank balances amounted to approximately HK$116.9 million,
and is mainly denominated in Hong Kong dollars and Australian dollars.
During the financial year, the Group did not experience significant
exposure to exchange rate and interest rate fluctuations. As a result,
the Group did not enter into any material foreign exchange contracts,
currency swaps or other financial derivatives.
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Management Discussion and Analysis
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SIGNIFICANT INVESTMENTS

China Enterprises Limited (carried on business in Hong Kong as
China Tire Holdings Limited)

For the year under review, China Enterprises Limited (“China
Enterprises”) continues to be an investment holding company. Through
its subsidiaries, China Enterprises is engaged in the business of property
investment and development in the PRC and has substantial interests
in Hangzhou Zhongce Rubber Company Limited (“Hangzhou
Zhongce"”) and Wing On, which are principally engaged in
manufacturing and marketing of tires in the PRC and other countries
aboard, and the business of providing package tour, travel and other
related services and hotel operations, respectively. Wing On continues
to benefit from the notable growth momentum of the Hong Kong
economy and coupled with the upsurge on both inbound arrivals and
outbound departures, the prospect for the tourism industry remain
promising.

After disposing of its significant interest of investment in
manufacturing and trading of tires products in the PRC and other
countries aboard in 2003, China Enterprises maintains minimal
involvement in the manufacturing and trading of tires products through
its 26% held interest in Hangzhou Zhongce. The operating result of
Hangzhou Zhongce have shown a continuing strong in the financial
year 2005 as the overall tire market in the PRC improved.

Throughout the financial year 2005, both of associated companies,
Wing On and Hangzhou Zhongce have contributed encouraging and
positive results to the Group and China Enterprises will continue to
look at strategic investment opportunities with a view of the positive
outlooks on PRC in the coming future to expanding business portfolios.
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MRI Holdings Limited

During the financial year of 2005, MRI Holdings Limited (“MRI")
successfully negotiated the investment of A$4 million into the highly
successful Zest Health Clubs, Australia’s second largest health and
fitness chain, and number 1 in market share in 3 of Australia’s 5
largest fitness markets. With the recent success of the fitness and
health clubs in overseas markets, combined with the increasing
awareness and rapid growth of the industry in Australia, MRI feels
the investment in a successful group in a dynamic market is both
opportune and timely. Following the completion of the aforementioned
investment, the Directors were pleased that the trading in the MRI’s
shares on the Australian Stock Exchange recommenced.

MRI will continue to identify appropriate, strategic investment
opportunities that maximise returns to the shareholders, within the
clear mandate determined by the shareholders.

Super Energy Group Limited

Super Energy Group Limited (“Super Energy”) is a principally engaged
in the production and sales of batteries and battery-related accessories.
Its major products are the primary battery and the re-chargeable
battery. Super Energy is also actively engaged in new product
development by introducing the latest technology into its products.
The invention of “No Mercury Button Cell Battery” has obtained the
patent in Beijing, the PRC; moreover, an International Organisation
for Standardisation quality control system had been adopted in all
aspect of products, which Super Energy has achieved reputation for
premium quality as result of continuous research and development.

A new factory will be set up by the end of 2006 and occupies an
area of over 110,000 square meters. The new factory is fully equipped
with advanced machineries based on the best combination of Japanese
and European technologies and facilities. Direct and onsite supervision
from our technical experts will ensure that the highest quality and
efficiency are achieved.

Management Discussion and Analysis REREN=IPANE B &
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Management Discussion and Analysis
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With a view to improve its financial position, Super Energy has
implemented a series of measures to enhance cost competitiveness
and operational efficiency. During the financial year of 2005, Super
Energy has not only divested its non-profitable products and adopted
stringent cost control, it has also been exploring new product
opportunities to generate revenue and cash flow stream. As the battery
industry in the PRC is under active growth, the Directors believe that
investment in the battery market in the PRC is an excellent opportunity
to bring in high quality and sustainable income for the Group.

NUMBER OF EMPLOYEES, REMUNERATION POLICIES AND SHARE
OPTION SCHEME

As at 31st December, 2005, the Group employed approximately 179
staff, remuneration packages comprised of salary and year-end bonuses
based on individual merits.

No options were granted and then exercised during the year ended
31st December, 2005.

CORPORATE DEVELOPMENTS

On 4th February, 2005, the Group entered into a placing and
subscription agreement with Wing On and the placing agent pursuant
to which the placing agent agreed to place, on a best efforts basis,
up to 6,400 million shares of Wing On at a price of HK$0.022 per
Wing On share and the Group would subscribe for up to 6,400 million
new shares of Wing On at the price of HK$0.022 per share. The
above transactions were completed in February, 2005. The Group’s
interest in Wing On was decreased to approximately 21.11%.
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The Company had been informed by PYI Corporation Limited (“PYI")
and Hanny Holdings Limited (“Hanny") that they have entered into
the share sale agreement on 10th March, 2005 pursuant to which
and subject to, inter alia, the implementation of the Group
Reorganisation as stated below in full each of PYl and Hanny agreed
to dispose 135,000,000 shares (equivalent to 67,500,000 consolidated
shares of the Company upon the Capital Reorganisation as stated
below having become effective) which shares represent approximately
an aggregate of 30.6% of the issued share capital of the Company,
for an aggregate consideration of HK$52,110,000, equivalent to about
HK$0.193 per share (or HK$0.386 per consolidated share).

As stated in the joint announcement of the Company dated 19th
April, 2005, the Company announced the following proposals, if
approved and implemented, will result in below.

Group Reorganisation

(i) the Company continues to be a public listed company with its
subsidiaries concentrating on its business of manufacturing
and trading of battery products, investments in securities and
property and investment in unlisted investments;

(ii) all other subsidiaries of the Company carrying on property
development and investment holding business, and all other
associates of the Company carrying on manufacturing and
marketing of tires and business of providing package tour,
travel and other related services being grouped under Group
Dragon Investments Limited (“GDI"), a wholly-owned subsidiary
of the Company, and its subsidiaries; and

(i) the distribution in specie of the GDI share to the shareholders
of the Company whose names appear on the register of
members of the Company on the record date on the basis of
one GDI share for one consolidated share of the Company.

Management Discussion and Analysis REREN=IPANE B &

ARRERESBERAR ([RE]) RIFEE
EERAR([BE)ANE  HER_ZTTAF
“ATHEITURNEERZ  BRIHF(H
HRE) TXHilzEBERA2ANEENT
& RERBHEGEZ H AL S 135,000,000
AR (HE R TRl 2 IR A E B £ WiE
67,500,000l N A A& BHIR 1)) - R ERH &
HADBIBEITRAL306% - KBz BRE
#352,110,000 7T * #MHE RS 0.193%
T (K ERA GRH0.386/8 L) °

BMARRAR _ZTZRENATNABER M
BRMAE  RARREMTIISRER  BX
FRBARLERET  HEHTXZE-

SEEA

() ADRBERS LA ENELRF
EIRnBnEMBENKEE  EHFRY
ERE URREAFLTREER

(i)  ARARETERENFERIREEBRE
BzAARMHMBLR - ARARAHE
TRERBIERKE - EHKTE -
RERAEMEBRE ZXBZAEEML
BeERRBUREHEREARAR (15
Bl ARRZ2ENBRR) REM B

RAET R

(i)  REFAHRIARRBRREM AR
ARREBEY DK A BEIKEER
o BERERAE-BRARAA KRN
AIEER — R EERE D -



ANNUAL REPORT 2005 £ #§

Management Discussion and Analysis

EEE 27w R D

Capital Reorganisation

(i) the cancellation of the paid-up capital of HK$0.05 on each
issued share of the Company and reduction in the nominal
value of each issued share of the Company from HK$0.10 to
HK$0.05;

(ii) the cancellation of the entire share premium account of the
Company;

(i) the subdivision of each authorised but unissued share of the
Company into two reduced shares of the Company of HK$0.05
each; and

(iv)  consolidate every two reduced shares of the Company of
HK$0.05 each into one consolidated share of the Company of
HK$0.10.

The abovementioned proposals relating to the Capital Reorganisation;
and the Group Reorganisation were duly approved by the shareholders
of the Company at the extraordinary general meeting held on 6th
October, 2005.

The Company attended the hearing of the Summons for Directions
before the Court on 28th March, 2006 and pursuant to the directions
given by the Court at the said hearing, among other things, the
Petition is now scheduled to be heard by the Court on 27th April,
2006. Assuming the Court makes the Confirming Order and all the
other conditions in respect of the Capital Reorganisation set out in
the circular dated 10th September, 2005 of the Company have been
fulfilled, the Capital Reorgainsation will take effect upon the
registration of the Confirming Order and the Minute.
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In April, 2005, the Group converted approximately HK$55 million
convertible note of Wing On into ordinary shares of HK$1.00 each of
Wing On at conversion price of HK$1.97 per share. The interest of
Wing On held by the Group was accordingly increased to approximately
27.74% upon conversion of the convertible note into shares of
HK$1.00 each in Wing On by the Group.

On 23rd March, 2006, the Group entered into an agreement with
Wing On for the subscription of the 2% convertible exchangeable
note to be issued by Wing On to the Group for the consideration of
HK$300 million (the "Subscription”). The Subscription under an
agreement constitutes a major transaction for the Company under
the Rules Governing the Listing Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”). Accordingly, the Subscription
and the transactions contemplated under the agreement are subject
to the approval of the shareholders of the Company at general
meeting. Further details can be found in a joint announcement dated
27th March, 2006 issued by the Company and Wing On.

Management Discussion and Analysis REREN=IPANE B &

R-ZZTAFNA  AEERER1.97ETZ
% 8 % 4955,000,0008 TT 2k T Al AR F &
BHRKERI00BTZKEERBR - AEER
AR RIRE A R 1.007 7T 2 K &7 R )
R AEEFBBEZXZEZEARREN
27.74% -

RZBZERF=ZRA=+=H AEEEXTH]
Ui UNREKEERAEEETZ2ET
BERAURXBKERE - KEA300,000,000% T
(RESBHE]) - BREEEHRAZIMBERDA
FEHLEMRA(TETRA) - BBEBET2RE
EEERARRIZC—EHEIERS - HIt - RE
ZEEBBETRET IR ZELRRARE
RIRRAE LHER - FAEE - E—FHEB
FANARBEKTER -_TTNFZA-T+t
BRERIBAE DM -



ANNUAL REPORT 2005 £ #§

Profile of Senior Management

SREEEEN

EXECUTIVE DIRECTORS

Dr. Chan Kwok Keung, Charles, aged 51, is the chairman and chief
executive officer of the Company. Dr. Chan holds an honorary degree
of Doctor of Laws and a bachelor's degree in civil engineering and
has over 26 years' international corporate management experience in
the construction and property sectors as well as in strategic
investments. He joined the Company in 2000 and is responsible for
the overall management of the Company. Dr. Chan is also the chairman
of ITC Corporation Limited and Hanny Holdings Limited and a non-
executive director of PYI Corporation Limited, companies whose shares
are listed on The Stock Exchange of Hong Kong Limited (the “Hong
Kong Stock Exchange”). Dr. Chan is elder brother of Mr. Chan Kwok
Hung, an alternate director of the Company.

Dr. Yap, Allan, aged 50, is the vice chairman of the Company. He
obtained the honorary degree of Doctor of Laws and has over 24
years' experience in finance, investment and banking. Dr. Yap joined
the Company in 2000. He is the managing director of Hanny Holdings
Limited and the chairman and chief executive officer of China
Enterprises Limited, a company whose shares are traded on the OTC
Bulletin Board in the United States of America, and Burcon
NutraScience Corporation, a company whose shares are listed on the
TSX Venture Exchange in Canada and the Frankfurt Stock Exchange
in Germany. He is an executive director of Wing On Travel (Holdings)
Limited, a company whose shares are listed on the Stock Exchange.
Dr. Yap is also an executive chairman of PSC Corporation Ltd., Intraco
Limited and Tat Seng Packaging Group Ltd., all are public listed
companies in Singapore and the chairman of MRI Holdings Limited, a
company whose shares are listed on the Australian Stock Exchange.

Ms. Chau Mei Wah, Rosanna, aged 51, is an executive director of
the Company. She has over 26 years' experience in international
corporate management and finance. Ms. Chau holds a bachelor’s
degree and a master's degree in commerce and is a fellow member of
Hong Kong Institute of Certified Public Accountants and the CPA
Australia and a member of the Certified General Accountants’
Association of Canada. She joined the Company in 2000. Ms. Chau is
the deputy chairman and managing director of ITC Corporation
Limited. She is also a director of Burcon NutraScience Corporation.

Ms. Chan Ling, Eva, aged 40, is an executive director of the Company.
Ms. Chan has over 18 years' experience in auditing, accounting and
finance in both international accounting firms and listed companies.
She is a member of the Institute of Chartered Accountants in Australia,
a fellow member of the Association of Chartered Certified Accountants
and also a member of the Hong Kong Institute of Certified Public
Accountants. Ms. Chan joined the Company in 1996. She is the deputy
chairman of China Enterprises Limited and a director of MRI Holdings
Limited.
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Mr. Li Bo, aged 33, an executive director of the Company since
January 2005. He graduated from Beijing Foreign Studies University
with a bachelor's degree. Mr. Li has financial management experience
in a textile company, management experience in public company and
experience in the field of M&A business. Mr. Li has served a Hi-tech
company in the PRC, meanwhile involved in managing a subsidiary
listed as an A-share company, and preparing listing procedure of that
Hi-tech company in Hong Kong stock market. Mr. Li had served
governmental departments with experience of dealing with diplomatic
affairs. Mr. Li had engaged in the research of capital markets and
privatization of countries in transition. Mr. Li had also worked at the
representative office in Beijing for an American securities company,
providing consulting advisory services for Chinese clients intending to
go public in the United States of America.

ALTERNATE DIRECTORS

Mr. Chan Kwok Hung, aged 47, has been appointed an alternate
director to Dr. Chan Kwok Keung, Charles of the Company since July
2001. He holds a diploma in arts and has over 22 years' experience in
trading business in the People’s Republic of China. Mr. Chan is an
executive director of ITC Corporation Limited. He is the younger
brother of Dr. Chan Kwok Keung, Charles, the chairman and chief
executive officer of the Company.

Mr. Lui Siu Tsuen, Richard, aged 50, has been appointed an alternate
director to Dr. Yap, Allan of the Company since July 2001. He is a
qualified accountant and has over 26 years of accounting, financial
and corporate management experience. He has held senior positions
in an international accounting firm and various private and public
listed companies. Mr. Lui is the deputy managing director of Hanny
Holdings Limited. He is also an executive director of Wing On Travel
(Holdings) Limited and PSC Corporation Ltd.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. David Edwin Bussmann, aged 51, has been appointed an
independent non-executive director of the Company since February
2000. Mr. Bussmann has more than 20 years’ experience in the
investment and finance field, and is very familiar with investment
issues related to China, as well as sectors such as technology, real
estate, and direct investment. He previously worked at Salomon
Brothers, Citibank, Bank of America and Prudential Asia. Mr. Bussmann
is also an independent non-executive director of China Enterprises
Limited.

Profile of Senior Management RSB &=E:1EA5R
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Mr. Sin Chi Fai, aged 46, is an independent non-executive director
of the Company since January 2005. Mr. Sin obtained a diploma in
Banking from The Hong Kong Polytechnic (now known as The Hong
Kong Polytechnic University). He has over 11 years' experience in
banking field and has 11 years’ sales and marketing experience in
information technology industries. Mr. Sin is a director and shareholder
of a Singapore company engaged in the distribution of data storage
media and computer related products in Asian countries. Mr. Sin is
also an independent non-executive director of Wing On Travel
(Holdings) Limited and Hanny Holdings Limited.

Mr. Wong King Lam, Joseph, aged 53, is an independent non-
executive director of the Company since September 2004. He is a
fellow member of the Association of Chartered Certified Accountants
and the Hong Kong Institute of Certified Public Accountants. He has
more than 25 years’ extensive experience in auditing, corporate and
financial management with a number of companies in different
business sectors which include an international accounting firm and a
local listed company. Mr. Wong is currently the chief executive officer
of a renowned automobile services company in Hong Kong. Mr. Wong
is also an independent non-executive director of Hanny Holdings
Limited, Tungtex (Holdings) Company Limited, Wing On Travel
(Holdings) Limited and Honest Treasure International Holdings Limited
(formerly known as Pearl Oriental Enterprises Limited).

SENIOR MANAGEMENT

Ms. Law, Dorothy, aged 36, is a director of China Enterprises Limited.
She received her Bachelor of Commerce and Bachelor of Laws degrees
from the University of British Columbia in Canada. Ms. Law is a
Barrister and Solicitor licensed to practice law in British Columbia and
has also been admitted as a Solicitor of the High Court of Hong
Kong. Ms. Law is also a director of Burcon ButraScience Corporation
and corporate counsel of Hanny Holdings Limited.

Ms. Cheung Sze Man, aged 35, joined the Group as Financial
Controller in September, 2002. She holds a Bachelor of Commerce
degree and Bachelor of Arts degree from the University of Auckland
in New Zealand, and is a member of both the Hong Kong Institute of
Certified Public Accountants and CPA Australia. Prior to joining to
the Group, Ms. Cheung has worked in Hong Kong and overseas, and
has accumulated diversified experience in audit and financial
management in both private and public companies. She is also a
director of MRI Holdings Limited.
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The Company is committed to the establishment of good corporate
practices and procedure. The corporate governance principles of the
Company emphasize a quality board, sound internal control,
transparency and accountability to all shareholders.

The Company has adopted the code provisions set out in the Code of
Corporate Governance Practices (the “New CG Code”) contained in
Appendix 14 of the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (the “Listing Rules”), which
became effective on 1st January, 2005 and in replacement of the
Code of Best Practice, as its own code of corporate governance
practices. To ensure compliance with the New CG Code, the Board
has undertaken to review and propose the necessary amendments to
the Articles of the Company to bring the constitution of the Company
in alignment with certain provisions of the New CG Code. A general
meeting was held to amend the Articles of the Company so that (i)
any director appointed to fill a casual vacancy or as an addition to
the Board shall be subject to re-election by Shareholders at next
general meeting of the Company (in the case of filling a casual
vacancy) or the next following annual general meeting of the Company
(in the case of an addition to their number); and (ii) every director
shall be subject to retirement by rotation at least once every three
years.

Accordingly, in the opinion of the directors, the Company has met
the code provisions set out in the New CG Code contained in the
Appendix 14 of the Listing Rules.

DIRECTORS’ SECURITIES TRANSACTIONS

During the year, the Company has adopted the Model Code for
Securities Transactions by Directors of Lister Issuers (the “Model Code”)
as set out in Appendix 10 of the Listing Rules as its won code of
conduct regarding directors’ securities transactions. Based on specific
enquiry of all the directors of the Company, the directors complied
throughout the year in review with the required standards as set out
in the Model Code.

THE BOARD OF DIRECTORS

The Board formulates overall strategy of the Group, monitors its
financial performance and maintains effective oversight over the
management. The Board members are fully committed to their roles
and have act in good faith to maximize the shareholders’ value in the
long run, and have aligned the Group’s goal and directions with the
prevailing economic and market conditions. Daily operations and
administration are delegated to the management.
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The Board met regularly throughout the year to discuss the overall
strategy as well as the operation and financial performance of the
Group. All directors are kept informed on timely basis of major changes
that may affect the Group’s business, including relevant rules and
regulations. The directors enable, upon the reasonable request, to
seek independent professional advice in appropriate circumstances,
at the Company’s expenses. The Board shall resolve to provide separate
appropriate independent professional advice to the directors to assist
the relevant directors to discharge their duties.

During the year, four full board meetings were held and the attendance
of each director is set out as follows:
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Number of attendance

Name of director EEHS HERE
Chan Kwok Keung, Charles ek [ o8 1/4
Yap, Allan Yap, Allan 4/4
Chau Mei Wah, Rosanna [AxE 1/4
Chan Ling, Eva f 35 4/4
Li Bo 3 0/4
David Edwin Bussmann NE 2/4
Wong King Lam, Joseph BERR 2/4
Sin Chi Fai e 4/4

Board minutes are kept by the Company Secretary of the Company
and are sent to the directors for records and are open for inspection
by the directors.

CHAIRMAND AND CHIEF EXECUTIVE OFFICER

The Company does not have a separate Chairman and Chief Executive
Officer and Dr. Chan Kwok Keung, Charles currently holds both
positions. This deviates from the provision A.2.1. of the New CG
Code that the role of chairman and chief executive officer should be
separate and should not be performed by the same individual. The
Board believes that vesting the roles of both chairman and chief
executive officer in the same person provides the Group with strong
and consistent leadership and allows for more effective planning and
execution of long-term business strategies.
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BOARD COMPOSITION

The Board comprises five executive directors, being Dr. Chan Kwok
Keung, Charles, Dr. Yap, Allan, Ms. Chau Mei Wah, Rosanna, Ms.
Chan Ling, Eva and Mr. Li Bo, two alternate directors, being Mr. Chan
Kwok Hung (an alternate to Dr. Chan Kwok Keung, Charles) and Mr.
Lui Siu Tsuen, Richard (an alternate to Dr. Yap, Allan), and three
independent non-executive directors, being Mr. David Edwin Bussmann,
Mr. Wong King Lam, Joseph and Mr. Sin Chi Fai. The directors are
considered to have a balance of skill and experience appropriate for
the requirements of the business of the Company, details of the
directors are shown on pages 13 to 15 under the section of Profile of
Senior Management.

APPOINTMENTS, RE-ELECTION AND REMOVAL

The Company has not fixed the term of appointment for non-executive
directors. However, they are appointed subject to retirement by rotation
and re-election at the annual general meeting of the Company in
A.4.1. of the New CG Code which requires that non-executive directors
be appointed for a specific term. The Board has discussed and
concluded that the current practice of appointing non-executive
directors without specific terms but otherwise subject to rotation and
re-election by shareholders was fair and reasonable, and does not
intend to change the current practice at the moment.

The Company had not established a nomination committee and
retained the functions to the Board. The directors from time to time
identify individual suitable to be a Board member and make
recommendation to the Board. The main criteria in selecting a
candidate are whether if he can add value to the management through
his contributions in the relevant strategic business areas and if the
appointment results a strong and diverse Board.

RESPONSIBILITIES OF DIRECTORS

Every newly appointed director received an information package from
the Company on the first occasion of his appointment. This information
package is a comprehensive, formal and tailored induction on the
responsibilities and ongoing obligations to be observed by a director.
The management of the Company conducted briefing on their
responsibilities and obligations under the laws and applicable
regulations such as Listing Rules and Company Ordinance as was
necessary.
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SUPPLY OF AND ACCESS TO INFORMATION

In respect of reqgular board and committee meetings, agendas and
accompanying board papers were sent in full to all directors at least
3 days before the intended date of meetings. Board papers are
circulated to the directors to ensure they have adequate information
before the meeting for the ad hoc projects.

The management has the obligation to supply the Board and its
committees with adequate information in a timely manner to enable
it to make informed decisions. Where any director requires more
information than is volunteered by the management, each director
has separate and independent access to the issuer’'s senior
management to make further enquires if necessary.

Minutes of the Board/committee meetings are kept by the Company
Secretary and are open for inspection by directors.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

The remuneration committee, which was set up on 26th April, 2005,
comprises two independent non-executive directors and one executive
director. The principal responsibilities of remuneration committee
include formulation of the remuneration policy, review and
recommending to the Board the annual remuneration policy, and
determination of the remuneration of the executive director and
members of senior management. The overriding object of the
remuneration policy is to ensure that the Group is enable to attract,
retain, and motivate a high-calibre team which is essential to the
success of the Group.

The remuneration committee held one meeting during the year 2005.
The members and attendance of the meeting are as follows:
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Number of attendance

Name of member RE®E R
Yap, Allan Yap, Allan 11
Wong King Lam, Joseph BERR 171
Sin Chi Fai e 171
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In order to attract, retain, and motivate executives and key employees

serving for the Group, the Company has adopted a share option
scheme in 2002. Such incentive scheme enables the eligible persons
to obtain an ownership interest in the Company and thus to rewards
to the participants who contribute to the success of the Group's
operation.

Details of the remuneration of Directors are set out in note 14 to the
financial statements and details of 2002 share option scheme are set
out in the report of director and note 34 to the financial statements.

ACCOUNTABILITY AND AUDIT

The Board presents a balanced, clear, and comprehensible assessment
of the Company’s performance, position, and prospects.

The management provides such explanation and information to the
Board as will enable the Board to make an informed assessment of
the financial and other information put before the Board for approval.

The directors are responsible for overseeing the preparation of accounts
of each financial period, which give a true and fair view of the state
of affairs of the Group and of the results and cash flow for that
period. In preparing the accounts for the year ended 31st December,
2005, the directors have:

1. selected suitable accounting policies and applied them
consistently;

2. approved adoption of all HKFRSs;

3. made judgments and estimated that are prudent and
reasonable; and

4. have prepared the accounts on the going concern basis.
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INTERNAL CONTROLS

The Board has overall responsibility for the Group’s internal control
systems and through the Audit Committee, conducts reviews on the
effectiveness of these systems at least annually, covering all material
controls, financial, operational and compliance controls and risk
management functions. The process used in reviewing the effectiveness
of these internal control systems includes discussion with management
on risk areas identified by management of the Company and principal
divisions and review of significant issues arising from internal and
external audits. The Company’s internal control systems comprise a
well established organizational structure and comprehensive policies
and standards. Procedures have been designed to safeguard assets
against unauthorized use or disposition, and to ensure compliance
with applicable laws and regulations. The purpose of the Company’s
internal control is to provide reasonable, but not absolute, assurance
against material misstatement or loss and to manage rather than
eliminate risks of failure in operational systems and achievement of
the Company’s objective.

AUDIT COMMITTEE

The audit committee currently comprises all three independent non-
executive directors of the Company, Mr. David Edwin Bussmann, Mr.
Wong King Lam, Joseph and Mr. Sin Chi Fai as the members, who
among themselves possess a wealth of management experience in
the accounting profession, commercial and industrial. The audit
committee is provided with sufficient resources to discharge its duties.
The principal duties of the audit committee include the review of the
Group’s financial reporting, the nature and scope of audit review as
well as the effectiveness of the system of internal control and
compliance. It will also discuss matter raised by the external auditors
to ensure that appropriate recommendations are implemented.

The audit committee held two meetings during the year 2005. The
members and attendance of the meeting are as follows:

MR B

EXEQAREBREARE ARELERG &
BRBERZESEVEFRI—ARZERHL
Bl EHBRTEREMEEEZZESLE B
EUBEE  BFEREREREEURRRE
BUIEE - MAZENBEZRF 2B BMAE
FHZ?iV@%E@AEEEEJEZIS AERE#MN

SEBIETIMm  WRADBRINBEZTE
iiﬁ?ﬁ EZIK[ &ﬁﬁ KA ZAE
ENZF7ABERTE  TRE2EZHEK
RAZAE o ?ifﬁi%%l%éfﬁ " ERREREL
FRIEERBERETEREMNRAIME
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Number of attendance

Name of member MEHR HERE
David Edwin Bussmann N2 R 2/2
Wong King Lam, Joseph BERMR 212
Sin Chi Fai iR 2/2
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Full minutes of audit committee meetings will be kept by the Company
Secretary of the Company. Draft and final versions of minutes of the
audit committee meetings are sent to all members of the committee
for their comment and records respectively, in both cases with a
reasonable time after the meeting.

AUDITORS' REMUNERATION

Deloitte Touche Tohmatsu has been reappointed as the external
auditors of the Company at the 2005 annual general meeting until
the conclusion of the next annual general meeting.

During the year, the Company paid approximately HK$4,200,000 to
Deloitte Touche Tohmatsu in which approximately HK$2,650,000 is
for statutory audit for 2003 and 2004. The remaining was paid for
the provision of non-statutory audit services for the Group as follow.

N

V2N
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ERZEQ B SRR AR AR ZAA
WERT  BRZECLRLEZIRERE
EREEEAR RAERBALREATER
BE2RNE  REKERERR  RRTE
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BHeBEMNTSAMITER _TTRFRR
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17474,200,000/& 7T » H # 4)2,650,000/% 7T &
R_TE=—FR_TTMFEATERRSE
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EREM N ZzME -

Fee paid/payable

2N/ BB

HK$'000

BT T

Taxation Consultancy Fee IR B 78
Very Substantial Acquisition ~ EFEARMEEZE 330
Capital Reorganisation M EH 1,000
Others HAth 142
Total it 1,550

DELEGATION BY THE BOARD

The Company has a formal schedule of matters specifically reserved
to the Board and those delegated to management. There should be a
clear division of responsibilities amongst committees and each of
them should have a specific terms of reference.

The Board is responsible for determining the overall strategy and
approving the annual business plan of the Group, the ensuring the
business operations are properly planned, authorized, undertaken and
monitored. All policy matters of the Group, material transactions or
transactions where there is conflict of interests are reserved for the
Board's decision.

The Board has delegated the day-to-day responsibility to the executive
management.
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BOARD COMMITTEES

The Board has prescribed sufficiently clear terms of reference for the
audit committee and the remuneration committees.

The terms of reference of the audit committee and remuneration
committee require the committees to report back to the board on
their decisions or recommendations.

COMMUNICATION WITH SHAREHOLDERS

In respect of each substantially issue at a general meeting, a separate
resolution has been proposed by the chairman of that meeting.

The chairman of the Board should attend the annual general meeting.
This deviates from the provision E.1.2. of the New CG because the
chairman of the Company had another engagement that was
important to the business of the Company, he was unable to attend
the annual general meeting hled on 29th June, 2005.

VOTING BY POLL

The chairman of a meeting will ensure disclosure in the Company’s
circulars to shareholders of procedures for the rights of shareholders
to demand a poll in compliance with the requirements about voting
by poll contained in the Listing Rules. In accordance to Article 80 of
the Articles of the Company, at any general meeting a resolution put
to the vote of the meeting shall be decided on a show of hands
unless a poll is (before or on the declaration of the result of the show
of hands or on the withdrawal of any other demand for a poll)
demanded by:

1. the chairman of the meeting; or

2. at least three members present in person (or, in the case of a
shareholder being a corporation, by its duly authorized
representative) or by proxy for the time being entitled to vote
at the meeting; or

3. any member or members present in person (or, in the case of
a shareholder being a corporation, by its duly authorized
representative) or by proxy and representing not less than one-
tenth of the total voting rights of all the members having the
right to vote at the meeting; or

ExZEg
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4, a member or members present in person (or, in the case of a
shareholder being a corporation, by its duly authorized
representative) or by proxy and holding shares in the company
conferring a right to vote at the meeting being shares on
which an aggregate sum has been paid up equal to not less
than one-tenth of the total sum paid up on all shares conferring
that right.

The chairman of a meeting should indicate to the meeting the level
of proxies lodged on each resolution, and the balance for and against
the resolution, after it has been dealt with on a show of hands. The
issuer should ensure that votes cast are properly counted and recorded.

The chairman of a meeting should at the commencement of the
meeting ensure that an explanation is provided of:

1. the procedure for demanding a poll by shareholders before
putting a resolution to the vote on show of hands; and

2. the detailed procedures for conducting a poll and then answer
any questions from shareholders whenever voting by way of a
poll is required.
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The directors present their annual report and the audited financial
statements of the Company for the year ended 31st December, 2005.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of its
principal subsidiaries and associates are set out in notes 46 and 23 to
the financial statements respectively.

GROUP REORGANIZATION AND CAPITAL REORGANIZATION
(a) Group reorganization

On 19th April, 2005, the Company announced a proposed
group reorganization (the “Group Reorganization”) which, if
approved and implemented, will result in, (i) the Company
continuing to be a public listed company with its subsidiaries
concentrating on its business of manufacturing and trading of
battery products, investments in securities and property and
investment in unlisted investment; (ii) all other subsidiaries of
the Group carrying on property development and investment
holding business, and all other associates of the Group carrying
on manufacturing and marketing of tires and business of
providing package tour, travel and hotel operations being
grouped under the Group Dragon Investments Limited (“GDI")
(a wholly-owned subsidiary of the Company) and its subsidiaries
upon completion of the Group Reorganization; and (iii) the
distribution in specie of shares in GDI to the then shareholders
of the Company on a record date to be fixed, on the basis of
one GDI shares for every share in the Company after
consolidation under the capital reorganization (the “Capital
Reorganization”) as described below.

(b) Capital reorganization

The Company proposed to carry out the Capital Reorganization
which involve, inter alia, the followings:

(i) cancellation of the paid-up capital of HK$0.05 on each
issued share of the Company and reduction in the
nominal value of each issued share from HK$0.10 to
HK$0.05 (the “Capital Reduction”) and the cancellation
of the entire share premium account of the Company;
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(ii) subdivision of each authorized but unissued share of
the Company into two reduced shares of HK$0.05 each
("Subdivision”);

(i) every two reduced shares of the Company of HK$0.05
each arising from the Capital Reduction and Subdivision
will then be consolidated into one ordinary share of
HK$0.10; and

(iv) the credits of approximately HK$44,079,000 and
HK$1,900,916,000 resulting from the Capital Reduction
and the cancellation of the share premium account,
respectively to the special capital reserve account of
the Company.

Details of the Group Reorganization and Capital Reorganization are
set out in a circular of the Company dated 10th September, 2005.
The Group Reorganization and Capital Reorganization have not yet
been completed at the date of this report.

SUBSIDIARIES AND ASSOCIATES

On 30th June, 2005, the Group acquired 88% and 100% of the
issued share capital of 51,188 5 AR 2 & (Dongguan Shi Jiang
Hai Trading Company Limited) and &/ 125 & % & IR A 7] (Guangzhou
Yao Yang Industrial Company Limited), respectively, for an aggregate
cash consideration of HK$50 million. The two newly acquired
subsidiaries owned vessels for the business of sand mining.

In January and February 2005, the Group subscribed 8,740,000 new
ordinary shares of HK$0.01 each in the capital of Wing On Travel
(Holdings) Limited (“Wing On") and the Group's interest in Wing On
was increased to approximately 21.1%. In April, 2005, the Group
further acquired 6,967,700 ordinary shares of HK$0.01 each in Wing
On and converted HK$55,000,000 convertible notes of Wing On into
ordinary share of HK$0.01 each in Wing On at the conversion price
of HK$0.02 per share and the interest in Wing On held by the Group
was increased to 27.74%.
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RESULTS

The results of the Group for the year ended 31st December, 2005 are
set out in the consolidated income statement on page 39.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales attributable to the Group’s five
largest customers were approximately 31% of the Group’s total sales
and the sales attributable to the Group’s largest customer were
approximately 7% of the Group’s total sales. The aggregate purchases
attributable to the Group's five largest suppliers were approximately
39% of the Group’s total purchases and the purchases attributable to
the Group’s largest supplier were approximately 12% of the Group's
total purchases.

None of the director, the supervisors, their associates or any
shareholders which to the knowledge of the directors, own more
than 5% of the Company’s issued share capital had any interest in
the five largest suppliers or customers.

PROPERTY, PLANT AND EQUIPMENT

During the year, property, plant and equipment with an aggregate
net book value of approximately HK$113 million were acquired as a
result of acquisition of subsidiaries.

Details of these and other movements in the property, plant and
equipment of the Group during the year are set out in note 17 to the
financial statements.

SHARE CAPITAL

Details of movements of share capital of the Company during the
year are set out in note 33 to the financial statements.

DISTRIBUTABLE RESERVE OF THE COMPANY

As at 31st December, 2005, the Company had no reserve available
for distribution to shareholders.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

During the year, neither the Company nor any of its subsidiaries
purchased, sold or redeemed any of the Company’s listed securities.

£
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DIRECTORS

The directors of the Company during the year and up to the date of
this report were:

Executive directors:

Dr. Chan Kwok Keung, Charles
Chairman and Chief Executive Officer
Dr. Yap, Allan
Vice-Chairman
Ms. Chau Mei Wah, Rosanna
Ms. Chan Ling, Eva

Mr. Li Bo (appointed on 7th January, 2005)

Alternate director to Dr. Chan Kwok Keung, Charles:
Mr. Chan Kwok Hung

Alternate director to Dr. Yap, Allan:

Mr. Lui Siu Tsuen, Richard

Independent non-executive directors:

Mr. David Edwin Bussmann
Mr. Wong King Lam, Joseph
Mr. Sin Chi Fai (appointed on 19th January, 2005)

Ms. Fung Wan Yiu, Agnes (resigned on 19th January, 2005)

In accordance with Article 116 of the Company's Articles of
Association, Dr. Chan Kwok Keung, Charles, Dr. Yap, Allan and Ms.
Chan Ling, Eva retire at the forthcoming annual general meeting by
rotation.

The directors proposed for re-election at the forthcoming Annual
General Meeting do not have any service contract which is not
determinable by the Group within one year without payment of
compensation (other than statutory compensation).

The term of office of each non-executive director is the period up to
the retirement by rotation in accordance with the Company’s Articles
of Association.
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DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual general
meeting has a service contract which is not determinable by the
Group within one year without payment of compensation (other than
statutory compensation).

BRIEF DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

The biographical details of Directors and Senior Management are set
out on pages 13 to 15.

DIRECTOR’S INTERESTS IN SHARES

As at 31st December, 2005, the interests of the directors of the
Company and their associates in the share of the Company and its
associated corporations as recorded in the register maintained by the
Company pursuant to section 352 of the Securities and Futures
Ordinance or as otherwise notified to the Company and The Stock
Exchange of Hong Kong Limited (the “Hong Kong Stock Exchange”)
pursuant to the Model Code (the “Mode Code”) for Securities
Transactions by Directors of Listed Companies, were as follows:

EERBEEN
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Long positions #R
(i) The Company (i) KXRAF
Number of Approximate
ordinary shareholding
shares held percentage
Name of director Capacity i B4
EEgR i3 EBERYE FREDL
Dr. Chan Kwok Keung, Charles (Note 2) Interest held by 258,819,795 29.36%
PBREIRIE T (Af7F2) controlled corporation (Note 1)
HEZERARER (Ktat1)
(i)  Associated corporation (i) HEZEE
Number of Approximate
Name of ordinary shareholding
associated shares held percentage
Name of director corporation Capacity B #& LA
EEHE HMEEZEEE #E EBRHE ERBEAL
Dr. Chan Kwok Keung, Charles Wing On Beneficial owner 172,800 0.039%
PR B 5 18 £ KR ERERA (Note 3)
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Notes:
1. Share(s) of HK$0.10 each in the capital of the Company.
2. Dr. Chan Kwok Keung, Charles is deemed to be interested in

258,819,795 shares of the Company held by Calisan
Developments Limited (“Calisan”) by virtue of his interest in
Chinaview International Limited (“Chinaview”) which has a
controlling interest in Calisan. Details of which are disclosed under
the heading “Substantial Shareholders”.

3. Share(s) of HK$1.00 each in the capital of Wing On.

Other than as disclosed above, none of the directors nor their
associates had any interests or short positions in the shares and
underlying shares of the Company or any of its associated corporations
as at 31st December, 2005.

SHARE OPTION SCHEME

Particulars of the Company’s share option scheme are set out in note
34 to the financial statements.

No options were outstanding at 31st December, 2005 under the share
option scheme. No options were granted, exercised, cancelled or lapsed
during the year.

ARRANGEMENT TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed under the section “Share option scheme”, at
no time during the year was the Company, its holding company, or
any of its subsidiaries or fellow subsidiaries, a party to any
arrangements to enable the directors of the Company to acquire
benefits by means of the acquisition of shares in, or debt debentures
(including debentures), of the Company or any other body corporate.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

No contract of significance, to which the Company, its holding
company, subsidiaries or fellow subsidiaries was a party and in which
a director of the Company had a material interest, whether directly
or indirectly, subsisted at the end of the year or at any time during
the year.
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SUBSTANTIAL SHAREHOLDERS TERR
As at 31st December, 2005, the register of substantial shareholders R-ZEET

maintained by the Company pursuant to Section 336 of the Securities
and Future Ordinance shows that the following shareholders had
notified the Company of relevant interests in the issued share capital

of the Company.

Long positions

L3y

EEEHRES

AFT-A=1+—0 ZRARAR
BEFRBERIIE GRAETETREZE
ERRECMAH - THRRMNEARAEHE
BARARDARIEBRITRABEER

Approximate
shareholding

Number percentage
Name Capacity Notes of shares &
Y 55 Wi BAEE  BRESH
Calisan Beneficial owner 1 258,819,795 29.36%
EGEAA
Great Decision Limited Interests held by controlled corporation 1 258,819,795 29.36%
XEGEERB ER
PYI Investments Group Limited Interests held by controlled corporation 1 258,819,795 29.36%
(formerly known as Paul Y. REHEERE 2 #aH
— ITC Investments Group Limited)
PYI Investments Group Limited
(8178 Paul Y.— ITC Investments
Group Limited)
PYI Corporation Limited Interests held by controlled corporation 1 258,819,795 29.36%
(formerly known as Paul Y.
— [TC Construction Holdings Limited) B
RESEFERAA REtZEERA R
(MBREEHEEEEERAT)
Hollyfield Group Limited Interests held by controlled corporation 1 258,819,795 29.36%
REtEERFA R
ITC Investment Holdings Limited Interests held by controlled corporation 1 258,819,795 29.36%
XEGEERB ER
ITC Corporation Limited Interests held by controlled corporation 1 258,819,795 29.36%
ERECXEEERRA RREGEERE ER
Galaxyway Investments Limited Interests held by controlled corporation 1 258,819,795 29.36%
REGEERE 2 ER
Chinaview Interests held by controlled corporation 1 258,819,795 29.36%
XREGEERB ER
Dr. Chan Kwok Keung, Charles Interests held by controlled corporation 1 258,819,795 29.36%
RE®EL XEGEERE 2R
Ms. Ng Yuen Lan, Macy Interests held by family 2 258,819,795 29.36%
Rt R &
Well Orient Limited Beneficial owner 3 258,819,794 29.36%
iR AR A A EREBA
Powervote Technology Limited Interests held by controlled corporation 3 258,819,794 29.36%
REGEERE 2 ER
Hanny Magnetics (B.V.I.) Limited Interests held by controlled corporation 3 258,819,794 29.36%
REGEERE 2 ER
Hanny Holdings Limited Interests held by controlled corporation 3 258,819,794 29.36%
BREASEERAA XEGEERB ER
Kingston Finance Limited Beneficial owner 4 123,819,794 14.04%
ENERBAERAA BGEAA
Ms. Chu Yuet Wah Interests held by controlled corporation 4 123,819,794 14.04%
FRELL XEGEERE ER
Ms. Ma Siu Fong Interests held by controlled corporation 4 123,819,794 14.04%
SLELL XEGEERE 2 ER
Nation Field Limited Beneficial owner 5 270,000,000 30.63%
BEGBEAA
Interest held by controlled corporation 5 270,000,000 30.63%

Mr. Gao Yang

B
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Notes:

Dr. Chan Kwok Keung, Charles owns the entire interest of Chinaview
which in turn owns the entire interest in Galaxyway Investments Limited
("Galaxyway"). Galaxyway owns more than one-third of the entire issued
ordinary share capital of ITC Corporation Limited (“ITC"). ITC owns the
entire interest of ITC Investment Holdings Limited (“ITC Investment”) which
owns the entire interest of Hollyfield Group Limited (“Hollyfield"). Hollyfield
owns more than one-third of the entire issued share capital of PYI
Corporation Limited (“PYI", formerly known as Paul. Y. — ITC Construction
Holdings Limited). PYI owns the entire interest of PYI Investments Group
Limited (formerly known as Paul Y. — ITC Investments Group Limited)
("PYIIG"). PYIIG owns the entire interest in Great Decision Limited (“GDL")
which in turn owns the entire interest in Calisan. Accordingly, GDL, PYIIG,
PYI, Hollyfield, ITC Investment, ITC, Galaxyway, Chinaview and Dr. Chan
Kwok Keung, Charles were deemed to be interested in 258,819,795 shares
in the Company which are held by Calisan.

Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan Kwok Keung, Charles
and deemed to be interest in 258,819,795 shares of the Company held
by Calisan.

Well Orient Limited ("“WOL") is wholly-owned by Powervote Technology
Limited (“PTL") which is in turn owned by Hanny Magnetics (B.V.I.) Limited
("Hanny Magnetics”). Hanny Magnetics is wholly-owned by Hanny
Holdings Limited (“Hanny"). PTL, Hanny Magnetics, Hanny were deemed
to be interested in 258,819,794 shares in the Company which are held by
WOL.

Ms. Chu Yuet Wah (“Ms. Chu"”) and Ms. Ma Siu Fong ("Ms. Ma") are
deemed to be interested in 123,819,794 shares in the Company through
the interest in Kingston Finance Limited which is a company beneficially
owned by Ms. Chu and Ms. Ma.

The 270,000,000 shares of the Company represent the shares of the
Company agreed to be sold to Nation Field Limited pursuant to the share
agreement dated 10th March, 2005 entered into between Nation Field
Limited, PYI and Hanny. Mr. Gao Yang is beneficially interested in the
entire issued share capital of Nation Field Limited. Accordingly, he is
deemed to be interested in the shares of the Company agreed to be
acquired by Nation Field Limited under the SFO.

Other than disclosed above, the Company had not been notified of
any other interests or short position in the issued shares of the
Company as at 31st December, 2005.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESSES EENGRERCES

The interests of the directors in competing businesses during the year
required to be disclosed pursuant to Rule 8.10 of the Rules Governing
the Listing of Securities on the Hong Kong Stock Exchange (the “Listing

Rules”) were as follows:

Name of Director

EENA

Name of Company

NAERE

Nature of competing business

BEEBMNE

R EFREFERTREARBELRR
A% LA (L5 RAL) E810M T UK
BLREMT

Nature of interest

BEEME

Dr. Chan Kwok Keung,
Charles
PR B9 58 1 +

Dr. Yap, Allan
Yap, Allan &+

Ms. Chan Ling, Eva
BRIL 2+

Mr. Lui Siu Tsuen,
Richard

BIRRELE

APPOINTMENT OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received, from each of the independent non-
executive directors, an annual confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. The Company considers all

PY| and its subsidiaries
REREMBARF

Wing On and its
subsidiaries
KEREWB AR

Wing On and its
subsidiaries
e =N

Wing On and its
subsidiaries

XL R EMW B DT

Property development and
investment in The People’s
Republic of China (the "PRC")

PR EARLME ([FE])
ZHMRBERRKRE

Property investment in the PRC
Rz MERE

Property investment in the PRC

Substantial shareholder
and non-executive director
of PYI

REZEERER
FHRITES

Executive director of
Wing On

S= xx

KEZBITES

Director of subsidiaries

Rz MERE of Wing On
KRMBRRIZES
Property investment in the PRC Executive director of
Rz MERE Wing On
KEZHTES
ZEBVUFHITES

of the independent non-executive directors are independent.

ARAICRESBUFNTESRE LHRA
FIVBHRELZFEBIMEHERE - ARTR
RITBBIUFATESHREY
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CODE ON CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintaining high standards of corporate
governance so as to ensure better transparency and protection of
shareholders’ interest. The Company has complied with the code
provision of the Code on Corporate Governance Practices (the “Code”)
in Appendix 14 of the Listing Rules throughout the year ended 31st
December, 2005, except for the following deviations:

1. Code Provision A.2.1. stipulates that the roles of chairman
and chief executive officer should be separate and should not
be performed by the same individual. The Company does not
have a separate Chairman and Chief Executive Officer and Dr.
Chan Kwok Keung, Charles currently holds both positions.
The Board believes that vesting the roles of both chairman
and chief executive in the same person provides the Group
with strong and consistent leadership and allows for more
effective planning and execution of long-term business
strategies.

2. Code Provision A.4.1. stipulates that non-executive directors
should be appointed for a specific term and subject to re-
election. Independent non-executive directors of the Company
do not have a specific term of appointment as subject to
retirement by rotation and re-election at the annual general
meeting in accordance with the articles of association of the
Company.

3. Code Provision E.1.2. stipulates that the chairman of the board
should attend the annual general meeting. The Chairman was
unable to attend the annual general meeting held on 29th
June, 2005 as he had another engagement that was important
to the business of the Company.

EEERERTA
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EMOLUMENT POLICY

A Remuneration Committee is set up for reviewing the Group's
emolument policy structure for all remuneration of the directors and
senior management of the Group, having regard to the Group's
operating results, individual performance and comparable market
statistic.

The Company has adopted a share option scheme as an incentive to
directors and eligible employees, details of the scheme is set out in
note 34 to the financial statements.

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained a sufficient public float throughout the
year ended 31st December, 2005.

POST BALANCE SHEET EVENT

Details of the significant post balance sheet events are set out in
note 47 to the financial statements.

CONTINUING DISCLOSURE OBLIGATION

1. As at 31st December, 2005, the amount advance made by the
Group to its affiliated companies, namely Wing On and its
subsidiaries ("Wing On Group”) aggregated to approximately
HK$174.12 million, representing more than 8% of the
Company's market capitalization of approximately HK$758.17
million as at 31st December, 2005 (the “Market
Capitalization™).

FMEES

FMEEECRY  UWEKERAKEZEER
B EARBARALBMSRAERNEL  BA
AREERRRAEREZMEMERIAEE
ZHMERRE -

ADBERMN-EBRETINSBEERS
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RAXRERE

AAARBE-FEEFTAST—BLLA
ER-E@HRHARKBRE -
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Details of amount advanced to Wing On Group as at 31st

Eéf77£¢+ A=1t—B ®BTXk%&E

December, 2005 are as follows: ZEBFEBNOT
Equity interest Interest Rate
Affiliated companies held by the Group Amount of advances Per annum Note
BEAR rEEfEREAES adzeE FEF fft i
(million)
(BE)
Wing On Group 27.74% HK$32.20  Prime + 2% 1
K& E 3220870 HREENXNHE
HK$46.30  Prime 2
4630 T JEEME
HK$89.74  Prime 3
89.74 BT HREENE
RMB5.54 6% 1
AR5 547 KNE
HK$3.80  Nil 4
3808 &
Notes: Htaz -
1. The advances are unsecured and repayable on 2nd July, 2006. 1. BRDEERREAR_SZERFLHAZHE
2. The advance is unsecured and matured on 29th January, 2005 2. @ ANDEEBRRR-_TTRE-A=-THhAE

but not yet being on demand.

3. The advance is unsecured and repayable on 31st December, 2006.

4. The advance is unsecured, interest free and repayable on demand.

The financial information of Wing On Group as at 31st
December, 2005 are as below:

pl3

CERERER
ﬁﬁﬁ&’EEA ZERF+ZA=T—
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4. DHEER  RRRANREREE

&
R-TTRF+-_A=+—H kXZTEEZH
%ﬁﬂmT.

HK$’000

BET T
Non-current assets FERBEE 2,268,901
Current assets TENEE 762,722
Current liabilities TEaE (736,560)
Net current assets RBEEFE 26,162
Non-current liabilities FERBEE (881,019)
Net assets EEFE 1,414,044
Equity attributable to holders of the parent BRAIFAEAEEER 978,976
Minority interests DYRFRER 435,068
Total equity mER 1,414,044

Details of the above associate are set out in note 23 to the
financial statements.

NEBE DR 2 RN RARMEE23 -
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AUDITORS
A resolution will be submitted to the Annual General Meeting of the
Company to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors

of the Company.

On behalf of the Board

Dr. Chan Kwok Keung, Charles
Chairman

Hong Kong
7th April, 2006
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Deloitte
=)

To the members of China Strategic Holdings Limited
L LN
(incorporated in Hong Kong with limited liability)

We have audited the financial statements of China Strategic Holdings
Limited (the “Company”) and its subsidiaries (the “Group”) on pages
39 to 139 which have been prepared in accordance with accounting
principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Companies Ordinance requires the directors to prepare financial
statements which give a true and fair view. In preparing financial
statements which give a true and fair view it is fundamental that
appropriate accounting policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our
audit, on those financial statements and to report our opinion solely
to you, as a body, in accordance with section 141 of the Companies
Ordinance, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of
this report.

BASIS OF OPINION

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the consolidated
financial statements. It also includes an assessment of the significant
estimates and judgments made by the directors in the preparation of
the financial statements, and of whether the accounting policies are
appropriate to the circumstances of the Company and the Group,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance as
to whether the consolidated financial statements are free from material
misstatement. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial
statements. We believe that our audit provides a reasonable basis for
our opinion.

OPINION

In our opinion the financial statements give a true and fair view of
the state of affairs of the Company and the Group at 31st December,
2005 and of the loss and cash flows of the Group for the year then
ended and have been properly prepared in accordance with the
Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong
7th April, 2006
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A W R

For the year ended 31st December, 2005 Z —ZTZHAF+_A=+—HILFE

2005 2004
—EERE —ETNE
Notes HK$'000 HK$'000
iy &t BET T BT T
(restated)
(&%)
Turnover o 7 38,459 27,141
Cost of sales & KA (32,936) (21,074)
Gross profit el 5,523 6,067
Other income HA g A 9 83,623 59,762
Distribution costs Vo= WiN (2,974) (850)
Administrative expenses TH X W (59,948) (36,662)
Other expenses H 32 10(a) (67,089) (40,325)
Allowances for loans and B R e F B
interest receivable 10(b) (37,445) (140,889)
Finance costs BEKAK 11 (17,630) (17,434)
Change in fair value of conversion option 3 FH AJ #iE Z#E
of unlisted convertible note BIREREREATEZZE 23(a)(iv) (39,743) —
(Loss) gain on dilution/disposal of e/ HEBMENAERZ
interests in associates (F18) b= (2,814) 81,631
Share of results of associates FrihB & RN a2 248 42,864 (40,567)
Loss before taxation FiAl &8 (95,633) (129,267)
Taxation T I8 12 (4,247) (6,464)
Loss for the year from continuing REKEEBREFEEER
operations (99,880) (135,731)
Profit for the year from discontinued B IEEE X BEF R
operations 15 — 1,511
Loss for the year FEEE 13 (99,880) (134,220)
Attributable to: e
Equity holders of the parent BRRARERAA (95,200) (179,244)
Minority interests DHIRF (4,680) 45,024
(99,880) (134,220)
Loss per share BRERE 16
From continuing and BFERDKLE
discontinued operations REXBE
— Basic — &K (0.11) (0.21)
— Diluted — #E N/A N/A
From continuing operations REKEEBME
— Basic — &K 0.11) (0.21)
— Diluted —EE N/A & N/A 7 F

39
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Consolidated Balance Sheet Es¥el-t:-R=-R -

At 31st December, 2005 R—EERE+_-_A=1+—H

2005 2004
—EERE “EENF
Notes HK$’000 HK$'000
k23 BETT B F T
(restated)
(&51)
Non-Current Assets (RBEE
Property, plant and equipment ME - BERZE 17 125,957 14,971
Prepaid lease payments X MK 18 27,763 19,820
Deposit paid for acquisition of WENEERAN RS

interest in properties 19 55,716 47,012
Payment for acquisition of subsidiaries U & Fff /B 22 A B 1 3B 20 — 40,000
Goodwill 2 21 34,930 25,807
Interests in associates i RN 23(a) 558,738 425,808
Loans and interest receivables FEW B 51 K& F &

— due after one year — —F R EH 24 — 37,044
Other investments Hiix& 25 — 194,050
Investments in securities at BAFENERIEEZRA

fair value through profit or loss BEZEFKRE 25 117,919 —

921,023 804,512
Current Assets REBEE
Other asset Hitn & E 26 229,288 227,167
Inventories e3¢ 27 12,409 13,708
Trade receivables e Z 5 B8R X 28 4,773 6,980
Prepaid lease payments B MM ?A 18 620 447
Amounts due from associates JiE W BE &  B) FRIB 23(b) 159,214 57,163
Loans and interest receivable EWE S &ﬂ

— due within one year — —F N2 24 464,232 563,666
Other receivables, deposits HipEWRHRIE  Re

and prepayments SSEENE S 42,909 86,464
Other investments Hipig & 25 — 19,849
Investments in securities held for trading #H{EEEBEZE AKX E 25 7,552 —
Pledged bank deposits BHEARITER 43 1,036 1,012
Bank balances and cash BITEBRNIES 115,813 118,388

1,037,846 1,094,844
Current Liabilities REBAE
Trade payables, other payables and ENEZERX  HitENFHIEA

accrued charges &f?ri%ﬁ% 29 56,159 46,075
Amounts due to related companies ENBERRIFIEA

— due within one year — —FR" @J,Hﬂ 30 200,287 692
Payables JE T TRIE 37 3,379 7,945
Amounts due to associates JE S B & A B B 23(c) 286 3,737
Income and other tax payable e FT 15 %R&/H\‘fﬂﬁﬁﬁlﬁ 13,387 9,185
Bank loans and other borrowings RITERREME K

— due within one year — —FREH 32 8,627 42,622

282,125 110,256
Net Current Assets REBEEFE 755,721 984,588
1,676,744 1,789,100
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At 31st December, 2005 A EZERE+-A=1+—H

2005 2004
—Z2TRF —_TTWF
Notes HK$'000 HK$'000
fft i BETT BT T
(restated)
(E3)
Capital and Reserves BEXR#HE
Share capital Br A 33 88,160 88,160
Reserves s 1,237,154 1,220,385
Equity attributable to equity holders of NEREREABGER
the parent 1,325,314 1,308,545
Minority Interests DYRRER 330,255 295,609
Total equity R 5 1,655,569 1,604,154
Non-Current Liabilities *RBEE
Bank loans and other borrowings RITERREME K
— due after one year — —Fi& E'JHH 32 — 3
Amounts due to related companies JE BAE N R FRIA
— due after one year — — &% ¢|J,Hﬂ 30 — 184,943
Deferred tax liabilities ERERIBAE 38 21,175 —
21,175 184,946
1,676,744 1,789,100

The financial statements on pages 39 to 139 were approved and
authorised for issue by the Board of Directors on 7th April, 2006 and

are signed on its behalf by:

Dr. Chan Kwok Keung, Charles

BREIAE T

Director

EF

TIRFIEEF1EZHBREREN_FF
/\EmﬂtHZE%%AM@&&%W iz
TIESEKRER

Dr. Yap, Allan
Yap, Allanf§ £
Director

EE
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

At 31st December, 2005 R—EERE+_-_A=1+—H

2005 2004
—EERE “EENF
Notes HK$’000 HK$'000
k23 BETT B F T
(restated)
(&51)
Non-Current Assets ERBEE
Property, plant and equipment mE - BER&E 17 2,426 2,285
Prepaid lease payments BREOMK 18 3,862 3,980
Amounts due from subsidiaries JE U5 B B 2 Bl 5K 0R 22 1,937,683 1,835,579
Investments in subsidiaries RB AR Z&KE 22 145,034 145,034
Interests in associates iR R/NCI e 23(a) 2 2
Investments in securities at fair value BRAFEINERIEEERA
through profit or loss BEEFRE 25 825 —
Investments in securities BHIRE 25 — 825
2,089,832 1,987,705
Current Assets RBEE
Prepaid lease payments BRI 18 117 117
Amounts due from associates JEUR B & A Bl FUR 23(b) 2,989 563
Loans and interest receivables FEW & 5k & FI &
— due within one year — —FERNE|H 24 9,292 6,735
Other receivables, deposits HibEWFIE %
and prepayments BN RIE 3,008 3,122
Bank balances and cash BITEBRNIRS 8,745 43,550
24,151 54,087
Current Liabilities nEBEE
Other payables and accrued charges Hi BN HRIBREER 3,453 8,013
Amounts due to related companies FE 1 BR 2 2 B 3RIE
— due within one year — —FREH 30 199,731 275
Amounts due to subsidiaries FE A Y I8 22 B) 500R 22 737,054 —
Bank loans and other borrowings RITERREME K
— due within one year — —FREH 32 3 10
940,241 8,298
Net Current (Liabilities) Assets nE (BB EEFE (916,090) 45,789
1,173,742 2,033,494
Capital and Reserves EXR B
Share capital [ 33 88,160 88,160
Reserves s 35 1,085,582 920,163
1,173,742 1,008,323
Non-Current Liabilities FREBEME
Bank loans and other borrowings RITERREME K
— due after one year — —F1& 5 H 32 — 3
Amounts due to subsidiaries FE 1< B |8 A &) 518 22 — 840,225
Amounts due to related companies FE 1 BR 2 B 3B
— due after one year — —F 1% 3|5 30 — 184,943
— 1,025,171
1,173,742 2,033,494
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Consolidated Statement of Changes in Equity k=g ¥-¥-E Ik &

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

Attributable to equity holders of the parent

BRARESEARL
Goodwill
Special Capital on
Share Share capital ~ redemption consolidation
capital ~ premium reserve reserve Gk

RE  RBEE SHEAGE EARERE EtzEE
HKS000  HKS'000  HKS'000  HKS'000  HKS'000
Afr  EMfn EMfr BRfr ETx

Other non-
distributable Minority
Exchange reserves interests
reseve  EfFT Deficit Total 2 Total

Eifif  DNRE i3 4% RRER 3
HKS'000  HKS'000  HKS'000  HKS'000  HKS000  HKS'000
A¥fn  ERfn  ERfn ERfn ERfn ERTx

At 1st January, 2004 R-ETME-F-H 85660 1,898,976 414,881 133 110,472 (8,468) 18,905 (987.279) 1,533,380 250,160 1,783,540
Fxchange adjustment &}é?ﬁ% - - - - - (583) - = (588) (756) 1,304)
Share of net reserves ElfRER

movement of associates & ﬁ&i @%5 - - - - - (99) (307) - (406) - (406)
Net expenses recogised EENERRD

diectly in equity AxFE - - - = = (687) (307) - (994) (756) (1,750

i
s
I
et
=
I
I
I
I
I

Loss for the year — as restated ~ REEEE

= - (179244)  (179,244) 85,04 (13420

Total recognised income RERERRMA

(expenses) for the year (Fx) 28 - - - - - (687) (307) (179,44 (180,238) 44,268 (135,970)
Issue of shares on exercise o {TEBREZ RN

share options 2,500 1,940 - - - - - - 4,440 - 4440
Arising on acquisition of

a subsidiary - - - - - - - - - 1,181 1,181
Realised on disposal/dilution of

interests in associates - - - - (48.225) (825) - - (49,050) - (49,050)
Realised on disposal/dilution of

interests in subsidiaries e mfﬁ = = - - - 13 - - 13 - 13
At 31t December, 2004 N-ZEMETZR

— a5 restated ST-BE-E5 88160 1,900916 414,881 133 62,247 (9.967) 18508 (1,166,523) 1,308,545 295,609 1,604,154
Eifects of changes in EHHREY .

accounting policies (Note 3) Y& (HH3) - - - - (62,247) - - 155,451 93,204 21,94 115,146
At 1st January, 2005 NZEERE-A-A

— & restated — &l 88,160 1900916 414881 233 = (9967) 18598 (1,011072) 1401749 317551 1,719.300
Fxchange adjustment ERA% - - - = = (763) - = (163) (1,07) (1,790)
Share of net reserves movement  ERBEA 5

of associates 2938 - = = = = = 35,365 = 35,365 - 35,365
Share of other non-distributable S EREA Lk

reserves by minority shareholders 77 AR &E - - - - - - (15,837) - (15,837) 15,837 =
Net (expenses) income recognised B RRER R

directly in equity (A hAFE - — - = = (763) 19528 = 18765 14,810 33575

Loss for the year TEREE - - - - - - — (52000 (95200 (4680) (99,880
Total recognised income (expense) AEEEHZMA
for theyear (%) 8% - - - - - 0) 1958 200 (64 1040 (66309
Arising on acquisiion of RUERELAM
subsiciaries Ef - - = = = = = = = 2574 1574
At 315t December, 2005 N-EERETCR
=1-f 88,160 1,900,916 414881 233 — (10,730) 38126 (1106272 1325314 330255 1,655,569

The special capital reserve of the Group represents the amount arising
from the capital reduction carried out by the Company during the year
ended 31st December, 2001.

The other non-distributable reserves of the Group include statutory
reserves required to be appropriated from the profit after taxation of
the Company’s subsidiaries and associates of The People’s Republic of
China (“PRC") under PRC laws and regulations. The amount of the
appropriation is at the discretion of the PRC subsidiaries’ board of
directors.

AEKBZHHIERFBRRARANEE=F
F—F+-A=t+—HLFEHRRAELEZ
£® -
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Consolidated Cash Flow Statement

REREREHEK

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

2005 2004
—ZETLEF —ETOMEF
HK$’000 HK$'000
BET T BT T
(restated)
(&%)
OPERATING ACTIVITIES S
Loss before taxation TRl & 18 (95,633) (129,267)
Adjustments for: RATEBEHRAE :
Finance costs BE KA 17,630 17,434
Change in fair value of conversion FLEMARKRRR 2 BKR
option of unlisted convertible note BERATEZE 39,743 —
Loss (gain) on dilution of BEMENRERZ
interests in associates BE (a) 2,814 (81,631)
Share of results of associates PGBt R el %8 (42,864) 40,567
Profit from discontinued operations BRI E R - 1,511
Loss on disposal of interests HEMBARER 2 ER
in subsidiaries — 5,266
Dividend income & B A (8,402) (1,542)
Interest income B A (58,084) (54,591)
Amortisation of prepaid lease payments #3578 X M4 F =X 519 447
Depreciation of property, plant ME BEREENE
and equipment 8,102 3,798
Amortisation of goodwill EBEEE — 1,160
Changes in fair value on investment BRATEAFABRRERZ
in securities at fair value EEREANTEZE
through profit or loss 34,652 —
Changes in fair value of investments HIFEBEEFRERFEZ
in securities held for trading o 9,429 12,549
(Gain) loss on disposal of investments HERATEFABRZRZ
in securities are fair value BERE 2 Wz BiE
through profit or loss (10,575) 5,478
Allowances for bad and doubtful debts RIBER R 18,575 17,286
Allowances for amounts due from JE Ui Bt i B SRR R
associates — 4,989
Allowances for loan and JE W E B F B A
interest receivables 37,445 140,889
Loss (gain) on disposal of property, HEME  BEREEZ
plant and equipment e (as) 128 (17)
Operating cash flows before movements & EBESZ I EERERE
in working capital (46,521) (15,674)
Decrease in inventories FERD 1,305 14,028
Decrease in trade receivables e W B 5 B O, A 2,282 3,386
Decrease (increase) in other receivables,  Efh U FIE « 124 Kk
deposits and prepayments BN RER D (&) 23,437 (43,778)
Increase (decrease) in trade payables, e B Z R - HAth B 5RIE Rk
other payables and accrued charges FEEH B R O 4) 9,840 (32,641)
Increase in amounts due from associates  J& Yt Bf 4 A 5 ZIE L 1N (4,650) (1,611)
Decrease in payables &~ R IE R D — (7,919)
Increase in other asset H & E LN (2,121) (449)
Net cash outflow from operations KLEW R FE (16,428) (84,658)
Tax paid in other jurisdictions TR H t BERE [ B 8 K (45) (313)
NET CASH USED IN OPERATING ACTIVITIES R ¥ FMARESFE (16,473) (84,971)
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Consolidated Cash Flow Statement Rtk B

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

2005 2004
—2FRF —TTMF
Notes HK$'000 HK$'000
&t EBEFIT BT T
(restated)
(E51)
INVESTING ACTIVITIES REEK
Repayment of loans and EBERKERRIE
interest receivables 384,736 204,919
Repayment from associates B AR EEHIE 99,500 140,182
Proceeds from disposal of investments HERFREMERE
in securities 134,734 204,740
Proceeds from disposal of property, HEWE BERZE
plant and equipment FT{3 K18 — 569
Increase in pledged bank deposits BRI E TG N (24) (1,012)
Interest received B F & 5,661 3,478
Proceeds from disposal/dilution of ﬁﬁ/% é‘ﬁ%“ Al
interests in associates ST BT — 110,341
Proceeds from disposal/dilution of HE e W%
subsidiaries (net of cash and FTi§ A (E?Dﬁﬂﬁ HEZ
cash equivalents disposed of) BehBReER) 36 — 13,324
Dividend income received from BEEREZRBWA
investments in securities 8,402 1,542
Dividend income received from associates B4 2 Al 7 % 2 U A 2,427 —
Amount advanced to loans and BNTFRRERRFE 2
interest receivables A (293,922) (519,573)
Amount advanced to associates B Dl RN /@] (107,708) (163,828)
Purchase of investments in securities BAZERKE (78,377) (43,304)
Payment of prepaid lease payments XA BT (8,635) —
Purchase of property, plant and equipment EEW ¥ - BE K& E (3,765) (4,330)
Deposit paid for acquisition of interests ~ BINBHERZZEHEE
in property (8,704) (326)
Investment in associates REZE QR ZKE (63,152) =
Purchase of subsidiaries (net of cash BAWBLR (EHBRBAZ
and cash equivalents acquired) BehBReEH) 37 (9,651) (26,744)
NET CASH FROM (USED IN) REXKFE (A RESTE
INVESTING ACTIVITIES 61,522 (80,022)
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Consolidated Cash Flow Statement EEleg ki1t L

For the year ended 31st December, 2005 & Z

—FERAT_A=T-ALER

2005 2004
—E2EF —ETNE
HK$’000 HK$'000
BET T BEF T
(restated)
(&51)
FINANCING ACTIVITIES ml EEE
Advance from payables JEE Wt 2 5% 469 18,979
New bank loans and other MEEZRITERN
borrowings raised HpEE — 57,257
Proceeds from issue of shares BTGB FE — 4,440
Repayment of bank loans and fa BERTERREMEER
other borrowings (34,400) (4,827)
Repayment to payables BEEUW B (4,611) (111,713)
(Repayment to) advance from associates (&%) 78 4Bt & A 7] X IE (3.451) 1,354
Repayment of obligations under MEMNBBEIEER
finance leases (10) 9)
Interest paid B F & (3,402) (2,282)
NET CASH USED IN FINANCING ACTIVITIES REZEBFTABRELFE (45,405) (36,801)
NET DECREASE IN CASH AND BeRESEERVFE
CASH EQUIVALENTS (356) (201,794)
CASH AND CASH EQUIVALENTS FUzEeREEEHE
AT THE BEGINNING OF THE YEAR 111,588 314,744
EFFECT OF FOREIGN EXCHANGE RATE EX@s s 8
CHANGES (2,631) (1,362)
CASH AND CASH EQUIVALENTS FReBEeRBAEEHE
AT THE END OF THE YEAR 108,601 111,588
ANALYSIS OF THE BALANCES OF FeRBeEHERDIW
CASH AND CASH EQUIVALENTS
Bank balances and cash BITEBRNRIRE 115,813 118,388
Bank overdrafts RITBEX (7,212) (6,800)
108,601 111,588
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

GENERAL

The Company is a public limited company incorporated in Hong
Kong with its shares listed on The Stock Exchange of Hong
Kong Limited (the “Hong Kong Stock Exchange”). The address
of the registered office and principal place of business of the
Company are 8th Floor, Paul Y. Centre, 51 Hung To Road,
Kwun Tong, Kowloon, Hong Kong.

The financial statements are presented in Hong Kong dollars,
which is the same as the functional currency of the Company.

The Company is an investment holding company. The principal
activities of its subsidiaries and associates are set out in notes
46 and 23.

On 19th April, 2005, the Company announced a proposed
group reorganization (“Group Reorganization”) which, if
approved and implemented, will result in, (i) the Company
continuing to be a public listed company with its subsidiaries
concentrating on its business of manufacturing and trading of
battery products, investments in securities and property and
investment in unlisted investment; (ii) all other subsidiaries of
the Group carrying on property development and investment
holding business, and all other associates of the Group carrying
on manufacturing and marketing of tires and business of
providing package tour, travel and other related services being
grouped under the Group Dragon Investments Limited (“GDI")
(a wholly-owned subsidiary of the Company) and its subsidiaries
upon completion of the Group Reorganization; and (iii) the
distribution in specie of shares in GDI to the then shareholders
of the Company on a record date to be fixed, on the basis of
one GDI shares for every share in the Company after
consolidation under the capital reorganization (“Capital
Reorganization”) as described in note 33.

Details of the Group Reorganization and Capital Reorganization
are set out in a circular of the Company dated 10th September,
2005. The Group Reorganization and Capital Reorganization
have not yet been completed at the date of this report.
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES

In the current year, the Group has applied, for the first time, a
number of new Hong Kong Financial Reporting Standards
("HKFRS(s)"), Hong Kong Accounting Standards (“HKAS(s)")
and Interpretations (hereinafter collectively referred to as “new
HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA") that are effective for accounting
periods beginning on or after 1st January, 2005. The application
of these new HKFRSs has resulted in a change in the
presentation of the consolidated income statement,
consolidated balance sheet and consolidated statement of
changes in equity. In particular, the presentation of minority
interests have been changed. The changes in presentation has
been applied retrospectively. The adoption of the new HKFRSs
has resulted in changes to the Group’s accounting policies in
the following areas that have an effect on how the results for
the current and prior accounting periods are prepared and
presented:

Business combinations

In the current year, the Group has applied HKFRS 3 Business
Combinations which is effective for business combinations for
which the agreement date is on or after 1st January, 2005.
The principal effects of the application of HKFRS 3 to the
Group are summarised below:

Goodwill

In previous periods, goodwill arising on acquisitions prior to
1st January, 2001 was held in reserves, and goodwill arising
on acquisitions after 1st January, 2001 was capitalised and
amortised over its estimated useful life.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Business combinations (Cont’d)
Goodwill (Cont'd)

The Group has applied the relevant transitional provisions in
HKFRS 3. Goodwill previously recognised in reserves of
HK$9,492,000 have been transferred to the Group’s deficit on
1st January, 2005. With respect to goodwill previously
capitalised on the balance sheet, the Group on 1st January,
2005 eliminated the carrying amount of the related
accumulated amortisation of HK$1,005,000 with a
corresponding decrease in the cost of goodwill (see note 21).
The Group has discontinued amortising such goodwill from
1st January, 2005 onwards and goodwill will be tested for
impairment at least annually or in the financial year in which
the acquisition takes place. Goodwill arising on acquisitions
after 1st January, 2005 is measured at cost less accumulated
impairment losses after initial recognition. As a result of this
change in accounting policy, no amortisation of goodwill has
been charged in the current period. Comparative figures for
2004 are not required to be restated.

Excess of the Group’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (previously known as “negative
goodwill”)

In accordance with HKFRS 3, any excess of the Group’s interest
in the net fair value of acquiree’s identifiable assets, liabilities
and contingent liabilities over the cost of acquisition (“discount
on acquisition”) is recognised immediately in profit or loss in
the period in which the acquisition takes place. In previous
periods, negative goodwill arising on acquisitions prior to 1st
January, 2001 was held in reserves, and negative goodwill
arising on acquisitions after 1st January, 2001 was presented
as a deduction from assets and released to income based on
an analysis of the circumstances from which the balance
resulted. In accordance with the relevant transitional provisions
in HKFRS 3, the Group derecognised all negative goodwill on
1st January, 2005, of which negative goodwill of approximately
HK$71,739,000 was previously recorded in reserves and
approximately HK$47,058,000 was previously presented as a
deduction from interests in associates), with a corresponding
decrease to deficits as at 1st January, 2005.
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Business combinations (Cont’d)
Contingent liabilities of acquirees

In accordance with HKFRS 3, contingent liabilities of an acquiree
are recognised at the date of the acquisition if the fair value
of the contingent liabilities can be measured reliably. Previously,
contingent liabilities of acquirees were not recognised
separately from goodwill. As no material contingent liabilities
of the acquirees were identified in relation to acquisitions that
took place in the current year, this change in accounting policy
has had no material effect on the goodwill calculation. In
addition, because the revised accounting policy has been
applied prospectively to acquisitions for which the agreement
date is on or after 1st January, 2005, comparative figures for
2004 have not been restated.

Financial instruments

In the current year, the Group has applied HKAS 32 “Financial
Instruments: Disclosure and Presentation” and HKAS 39
Financial Instruments: Recognition and Measurement. HKAS
32 requires retrospective application. HKAS 39, which is
effective for annual periods beginning on or after 1st January,
2005, generally does not permit the recognition, derecognition
or measurement of financial assets and liabilities on a
retrospective basis. The adoption of HKAS 32 has had no
material effect on the presentation of financial instruments in
the financial statements of the Group. The principal effects on
the Group as a result of implementation of HKAS 39 are
summarised below:

Classification and measurement of financial assets and
financial liabilities

The Group has applied the relevant transitional provisions in
HKAS 39 with respect to classification and measurement of
financial assets and financial liabilities that are within the scope
of HKAS 39.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)

Classification and measurement of financial assets and
financial liabilities (Cont’d)

On or before 31st December, 2004, the Group classified and
measured its debt and equity securities in accordance with the
benchmark treatment of Statement of Standard Accounting
Practice No. 24 "Accounting for Investments in Securities”
issued by the HKICPA (“SSAP 24"). Under SSAP 24, investments
in debt or equity securities are classified as “investment
securities” or “other investments” as appropriate. “Investment
securities” are carried at cost less impairment losses while
"other investments” are measured at fair value, with unrealised
holding gains or losses included in the profit or loss. From 1st
January, 2005 onwards, the Group classifies and measures its
debt and equity securities in accordance with HKAS 39. Under
HKAS 39, financial assets are classified as “financial assets at
fair value through profit or loss”,

noou

noon

available-for-sale financial
or "held-to-maturity financial
assets”. The classification depends on the purpose for which
the assets are acquired. “Financial assets at fair value through
profit or loss” and “available-for-sale financial assets” are
carried at fair value with changes in fair values recognised in
profit or loss and equity respectively. “Loans and receivables”
and “held-to-maturity financial assets” are measured at
amortised cost using the effective interest method.

assets”, “loans and receivables”,

From 1st January, 2005 onwards, the Group classified and
measured its debt and equity securities in accordance with the
requirements of HKAS 39. Other investments classified under
non-current assets with carrying amounts of approximately of
HK$194,050,000 were reclassified to investments in securities
at fair value through profit or loss, which are designated to be
stated at fair value through profit or loss. Other investments
classified under current assets with carrying amount of
approximately of HK$19,849,000 was also reclassified as
investments in securities held for trading on 1st January, 2005.
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For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)

Classification and measurement of financial assets and
financial liabilities (Cont’d)

Investments in securities of the Company classified under non-
current assets with carrying amounts of approximately
HK$825,000 were reclassified to investments in securities at
fair value through profit or loss, which are designated to be
stated of fair value through profit or loss on 1st January, 2005.

Financial assets and financial liabilities other than debt
and equity securities

From 1st January, 2005 onwards, the Group classifies and
measures its financial assets and financial liabilities other than
debt and equity securities (which were previously outside the
scope of SSAP 24) in accordance with the requirements of
HKAS 39. As mentioned above, financial assets under HKAS
39 are classified as “financial assets at fair value through profit
or loss”, "available-for-sale financial assets”, “loans and
receivables” or “held-to-maturity financial assets”. Financial
liabilities are generally classified as “financial liabilities at fair
value through profit or loss” or “other financial liabilities”.
“Financial liabilities at fair value through profit or loss” are
measured at fair value, with changes in fair value being
recognised in profit or loss directly. “Other financial liabilities”
are carried at amortised cost using the effective interest method
after initial recognition.
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For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)

Financial assets and financial liabilities other than debt
and equity securities (Cont'd)

Prior to the application of HKAS 39, the Company has non-
current interest-free amounts due from subsidiaries stated at
the nominal amount. HKAS 39 requires all financial assets and
financial liabilities to be measured at fair value on initial
recognition. Such interest-free amounts due from subsidiaries
are measured at amortised cost determined using the effective
interest method at subsequent balance sheet dates. The
Company has applied the relevant transitional provisions in
HKAS 39. As a result of this change in the accounting policy,
an adjustment on HK$279,987,000 had been made on 1st
January, 2005 to increase the Company's investments in
subsidiaries and to reduce the balance of amounts due from
subsidiaries by the same amount, which represents the deemed
capital contribution to subsidiaries upon initial recognition of
advances made to them. As the directors consider that this
deemed capital contribution will not be recovered, a full
impairments loss was made on this deemed capital contribution
as at 1st January, 2005. Accordingly, there was no impact on
the results of the Company upon application of HKAS 39.

Prior to the application of HKAS 39, an interest-free non-
current loan from the subsidiaries was stated at the nominal
amount. HKAS 39 requires all financial assets and financial
liabilities to be measured at fair value on initial recognition.
Such interest-free loan is measured at amortised cost
determined using the effective interest method at subsequent
balance sheet dates. The Company has applied the relevant
transitional provisions in HKAS 39. As a result of this change
in the accounting policy, the carrying amount of the loan as at
1st January, 2005 has been decreased by HK$62,239,000 in
order to state the loan at amortised cost in accordance with
HKAS 39. The Company’s deficits as at 1st January, 2005 has
been increased by HK$62,239,000.
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Financial instruments (Cont’d)
Embedded derivatives

On or before 31st December, 2004, embedded derivatives of
the conversion option of convertible note invested by the Group
were not recorded on the balance sheet.

In accordance with HKAS 39 “Financial Instruments:
Recognition and Measurement” issued by the HKICPA, the
conversion option element of the convertible note represents
an embedded derivative instrument which is accounted for
separately from the convertible notes and, as such, to be
measured at fair value when initially recorded and at
subsequent reporting dates. The fair value of this conversion
option, representing a discount on subscription of the
convertible note, was estimated using the relevant option
pricing model at the date of subscription of the convertible
note, and as at subsequent reporting dates. From 1st January,
2005 onwards, the Group measured the fair value of the
embedded derivatives in accordance with the requirements
under HKAS 39 and recognised the changes in fair value of
the conversion option of the unlisted convertible note as at
1st January, 2005 and the impact of taking into account of
the portion of the conversion option exercised prior to 31st
December, 2004, which increase the derivative instruments of
approximately HK$64,410,000 share of net assets of
HK$16,961,000 and decrease the carrying amount of unlisted
convertible note of HK$13,283,000 included in interests in
associates and decrease the deficit of HK$68,088,000 as at
1st January, 2005 accordingly. The impact of changes in fair
value of this conversion option, taking into account the portion
of the conversion option exercised during the year ended 31st
December, 2005, was loss of HK$39,743,000, which have been
recognised in the consolidated income statement. Comparative
figures for 2004 are not required to be restated.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Owner-occupied leasehold interest in land

In previous years, owner-occupied leasehold land and buildings
were included in property, plant and equipment and is stated
at cost or valuation less depreciation and amortisation at the
balance sheet date and any accumulated impairment losses. In
the current year, the Group has applied HKAS 17 “Leases”.
Under HKAS 17, the land and buildings elements of a lease of
land and buildings are considered separately for the purposes
of lease classification, unless the lease payments cannot be
allocated reliably between the land and buildings elements, in
which case, the entire lease is generally treated as a finance
lease. To the extent that the allocation of the lease payments
between the land and buildings elements can be made reliably,
the leasehold interests in land are reclassified to lease premium
for land under operating leases, which are carried at cost and
amortised over the lease term on a straight-line basis. This
change in accounting policy has been applied retrospectively
(See note 3 for the financial impact).

Hotel properties

HK Interpretation 2 (“HK-Int 2") “The Appropriate Accounting
Policies for Hotel Properties” clarifies the accounting policy
for owner-operated hotel properties. In previous periods, the
self-operated hotel properties of the Group's associate were
carried at cost less impairment amounts and were not subject
to depreciation. HK-Int 2 requires owner-operated properties
to be classified as property, plant and equipment in accordance
with HKAS 16, “Property, Plant and Equipment” and therefore
be accounted for either using the cost model or the revaluation
model. The Group's associate has resolved to account for these
hotel properties using the cost model. In the absence of any
specific transitional provisions in HK-Int 2, the new accounting
policy has been applied retrospectively. Comparative figures
have been restated. An adjustment of HK$3,192,000 has been
made to decrease the share of net assets of associates and to
increase the deficits at 31st December, 2004 after the
application of HKAS 16 by the associates.
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS/CHANGES IN ACCOUNTING POLICIES (Cont’d)

Discontinued operations

In accordance with the application of HKFRS 5 “Non-current
assets held for sale and discontinued operations” issued by
the HKICPA, certain income statement items for the year ended
31st December, 2004 have been regrouped under profit for
the year from discontinued operations for the year ended as

EREBEMBHRERD SHBE
288 (&)

BRIEQEXK

RIEELEIMAGRM2ELETE
RIS IRERECHERBEERDK
EREXBIZER BE-_TTHNF
Tt A=t-BLEFEZETHAREA
BEBERHZE_ZTTMF+_A=+

—BIEFERER LIRS
7l o

31st December, 2004.

3. SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. EBHNHXEHCYERE

ACCOUNTING POLICIES

M2l 2 BT BREBHHAFER
BEFEXEITENT .

The effects of the changes in accounting policies described in
note 2 on the results for the current and prior years are as

follows:
(i) On results (i) HEE
2005 2004
—ZEERF ZEENEF
HK$'000 HK$'000

BETFT BETT

Non-amortisation of goodwill THEHE HE 3,137 —
Increase in interest income on unlisted  JF AR EE 2

convertible note B YA N 72 —
Changes in fair value of conversion FEMAIBKRRE 2

option of unlisted convertible note MREERATEZE (39,743) —
Share of results of associates vk (el R WNGIE ¥
— Decrease in release of negative — BEEEE
goodwill to income (4,952) —
— Non-amortisation of goodwill —THEHEDE 1,153 —
— Depreciation for hotel properties — BEWENE (8,252) (3,192)
Increase in loss for the year FEBEEM (48,585) (3,192)
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For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. SBHBEXSBHIYERE (&)
ACCOUNTING POLICIES (Cont'd)

(ii)

On income statement line items (i) HUhzm=XRHEHE
2005 2004
—EERE —ETNE
HK$'000 HK$’'000
BT T BT T
Decrease in administrative expenses TR 2R 3,137 —
Increase in other income H o g A3 0 72 —

Changes in fair value of conversion option ~ FF LM AI BB ZE 2
of unlisted convertible note BiREEE A ATE

g3 (39,743) —
Decrease in share of results of associates vk (o /N B A (12,051) (3,192)
(48,585) (3,192)
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For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

3. SUMMARY OF THE EFFECTS OF THE CHANGES IN 3.

ACCOUNTING POLICIES (Cont’d)

(iii)

On balance sheet items

The cumulative effects of the application of the new
HKFRSs as at 31st December, 2004 and 1st January,
2005 are summarised below:

Notes to the Financial Statements BE:EEdiE

ENBRREB O NERE ()

(iii)

RRAMEBERBREE

HEERBERER

l3p;

TEMET-A=t-BR-T

ERF-—A—HBZERTZER
W
As at As at
3st Effect of 3st Effect of As at
December,  HK(SIC) - December, 1st
THE GROUP 2004 INT 2 HKAS 17 HKAS 1 2004 HKFRS 3 HKAS 39 January,
158 R-2EME 4 R-2ERE 2 2005
tZ8  BEGI)  EEEH  BEeR 28 BRNERE BEMEHE A-EZnf
St-8  REFNE ERZUE  EAEE  cT-B ENSE ENENE -A-F
(originally (restated) (restated)
stated)
(RE250) (&) (E51)
HK$'000 HKS$'000 HKS$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000
AETT  AEfn  E¥Tn A¥Tn ABETr AETn BEfn E¥Tn
Balance sheet items BEAERER
Interests in associates REELE 2 ER
— Share of net assets —EHEESE 37212 (3.192) = — 33400 = 16,961 350,981
— Goodwil —Hg 2,006 - - - 2,006 - - 2,006
— Neggtive goodwill —g@E (47,058) — — — (47,058) 47,058 — —
— Unlisted convertible — FETURRER
note 55,000 - - - 55,000 - (13,283) a1
— Derivative instrument —f&IR — — — — — — 64,410 64,410
— Loan receivable due — ERBERAER
from an associate 81,840 — - — 81,840 — — 81,840
429,000 (3,192) - - 425,808 47,058 68,088 540,954
Property, plant and nF - BERRE
equipment 35,238 - (20,267) - 14971 - - 14971
Prepaid lease payments RX RN
— non-current —¥78 = = 19,820 = 19,820 = - 19,820
Investments in securities BHRE
— non-current — ¥R 194,050 - - — 194,050 — (194,050) =
Other investments EbRE
— current — 8 19,849 = = = 19,849 - (19849) -
Investments in securities BAFEFAERE
at fair value through ErkE
profit or loss — — — — — — 194,050 194,050
Investrents in securities RIEEERARE
held for trading - - - - - - 19,849 19,849
Prepaid lease payments TR
— current —id - - 447 - 447 - - 47
Total effects on assets HEE BYE 678,137 (3,192) = — 674,945 47,058 68,088 790,001
Goodwill on consolidation ~ FAEEZEE (62,247) - - - (62247) 67 - =
Other non-distributable AT 2R
reserves (18,598) - - - (18,598) - - (18,598)
Deficit B 1,163,331 3,192 - — 1166523 (109,305)  (46,146) 1,011,072
Minarity interests HERRER - - —  (295609)  (295,609) - Mok 17551)
Total effects on equity YEnzBye 1,082,486 319 —  (295609) 790,069 (47.058)  (68,088) 674923
Minority interests HERRER (295,609) = — 295,609 = = = =




(iii)
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For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE
3.  SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. EBHHXEHIYERE (8
ACCOUNTING POLICIES (Cont’d)
On balance sheet items (Cont’d) (i) BEEEEFEXREER (8)
As at
3t 315t Effect of As at
December, Effect of Effectof  December, HKAS 39 st January,
THE COMPANY 2004 HKAS 1 HKAS 17 004 ERHE 2005
LN RZEEME Fheqkl ZEeikl R-3ERE £EH WN-ETRE
T-R=1-B #1592 S1%YE1-R=1-H £9%72 -f-H
(originally (restated) (restated)
stated)
(Rx250) (&5 (E51)
HK$'000 HKS$'000 HKS$'000 HKS$'000 HK$'000 HKS$'000
AETr  BEFT  EEFr AETn AETr BETr
Balance sheet items EEBRRAEE
Investments in subsidiaries REBAFZRE 1,980,613 (1,835579) - 145,034 - 145,034
Investment in securities EHRE 85 = — 805 (825) =
Investments in securities BAYEFA
at fair value through Bk EARE
profit or loss - - - - 825 825
Amounts due from subsidiaries ERNBAZ 22 - 1835579 — 1835579 — 1,835,579
Property, plant and equipment 0% BEREE 6,382 - (4,097) 2,285 - 2,285
Prepaid lease payments — non-current B AMF — k7 - - 3,980 3,980 - 3,980
Prepaid lease payments — current BXBOFT — i3 - - 17 17 = 17
Amounts due 1o subsidiaries ERNBAT 28 (840,225) = = (840,225) 62,239 (777,986)
1,147,595 — — 1,147 595 62,239 1,209,834
Deficit B (1,395,867) — — (1,395,867) 62,239 1,333,628
The financial effects of the application of the new RZZTMNE—H—RB - EAH
HKFRSs to the Group's equity on 1st January, 2004 are ERNBRELENHAEE#
summarised as follows: BT
As Effect of
originally HKAS 1 As
stated HESFEL restated
REZ5 By E ER]
HK$'000 HK$'000 HK$'000
B F T BEF T BEF T
Share capital and other reserves A&7 K H 4 {4 1,533,380 — 1,533,380
Minority interests DHRRIER — 250,160 250,160
Total effects on equity HigEn Ry E 1,533,380 250,160 1,783,540
Minority interests LB IR B i 250,160 (250,160) —
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For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

3. SUMMARY OF THE EFFECTS OF THE CHANGES IN
ACCOUNTING POLICIES (Cont'd)

(iii)

On balance sheet items (Cont’d)

The Group has not early applied the following new
standards and interpretations that have been issued but
are not yet effective. The directors of the Group
anticipate that the application of these standards or
Interpretations will have no material impact on the
financial statements of the Group except that HKAS 39
(Amendment)-The fair value option require the Group
shall de-designate any financial asset or financial liability
previously designated as at fair value through profit or
loss only if it does not qualify for such designation in
accordance with those new and amended paragraphs.
When a financial asset or financial liability will be
measured at amortised cost after de-designation, the
date of de-designation is deemed to be its date of
initial recognition.
HKAS 1 (Amendment) Capital disclosures’
HKAS 19 (Amendment) Actuarial gains and losses,
group plans and disclosures?

HKAS 21 (Amendment) The effects of change in
foreign exchange rates —
net investment in a foreign
operation?

HKAS 39 (Amendment) Cash flow hedge accounting
of forecast intragroup
transactions?

HKAS 39 (Amendment) The fair value option?

HKAS 39 & HKFRS 4 Financial guarantee contracts?

(Amendments)
HKFRS 6 Exploration for and evaluation
of mineral resources?
HKFRS 7 Financial instruments:
Disclosures’

Notes to the Financial Statements BE:EEdiE
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(iii)
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. SBHBEXSBHIYERE (&)
ACCOUNTING POLICIES (Cont'd)

(iii) On balance sheet items (Cont'd) (iii) HWEEEEBREE (8)

HK(IFRIC) — INT 4 Determining whether an Z v (IFRIC) — [BE—BLH
arrangement contains a B3 =EBEH
lease? g]?

HK(IFRIC) — INT 5 Rights to interests arising from EB(FRIC) — B BER
decommissioning, HRESH REERE
restoration and SEECE
environmental rehabilitation P2 M2
funds?

HK(IFRIC) — INT 6 Liabilities arising from EB(FRIC) — [R2HEHETED
participating in a specific REE6H 5 — B
market — waste electrical ENRESF
and electronic equipment? REBEEZ

BE

HK(IFRIC) — INT 7 Applying the restatement BA(IFRIC) — [EREAE
approach under HKAS 29 REETHR AERIIZE 295
Financial Reporting in [BERRL
Hyperinflationary Economies? B2 B BR

&l ZE5|
%]
1. Effective for annual periods beginning on or after 1st 1. RZZZTLF-A—HIURE
January, 2007. Fla 2 FEMRBEAERR -
2. Effective for annual periods beginning on or after 1st 2. RZZT R F-A—HIUE
January, 2006. Fla 2 FEMRBEAERR -
3. Effective for annual periods beginning on or after 1st 3. RZZZTRAFT+=-A—HzMK
December, 2005. BRBZFEBRBER -
4. Effective for annual periods beginning on or after 1st 4. RZTZEAF=A—BHNUE

March, 2006. Riaz FERBEER -
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on
the historical cost basis except for financial instruments which
are measured at fair values as explained in the accounting
policies set out below. The consolidated financial statements
have been prepared in accordance with HKFRSs issued by the
HKICPA. In addition, the consolidated financial statements
include applicable disclosures required by the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited and by the Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries made up to
31st December each year.

The results of subsidiaries which are acquired or disposed of
during the year are included in the consolidated income
statement from the effective date of acquisition or up to the
effective date of disposal, as appropriate.

All significant intra-group transactions and balances have been
eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group’s equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority's share of changes in equity since the date of
the combination. Losses applicable to the minority in excess of
the minority's interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that
the minority has a binding obligation and is able to make an
additional investment to cover the losses.

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE
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For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Goodwill

Goodwill arising on acquisitions prior to 1st January, 2005

Goodwill arising on acquisition of a subsidiary or an associate
for which the agreement date is before 1st January, 2005
represents the excess of the cost of acquisition over the Group’s
interest in the fair value of the identifiable assets and liabilities
of the relevant subsidiary or associate at the date of acquisition.

As explained in note 2, goodwill arising on acquisition prior to
1st January, 2001 previously recognised in reserves, have been
transferred to the Group'’s deficit on 1st January, 2005.

For previously capitalised goodwill arising on acquisition after
1st January, 2001, the Group has discontinued amortisation
from 1st January, 2005 onwards, and such goodwill is tested
for impairment annually, and whenever there is an indication
that the cash generating unit to which the goodwill relates
may be impaired (see the accounting policy below).

Goodwill arising on acquisitions on or after 1st January,
2005

Goodwill arising on an acquisition of a subsidiary or an
associate for which the agreement date is on or after 1st
January, 2005 represents the excess of the cost of acquisition
over the Group's interest in the fair value of the identifiable
assets, liabilities and contingent liabilities of the relevant
subsidiary or associate at the date of acquisition. Such goodwill
is carried at cost less any accumulated impairment losses.

Capitalised goodwill arising on an acquisition of a subsidiary
is presented separately in the balance sheet. Capitalised
goodwill arising on an acquisition of an associate (which is
accounted for using the equity method) is included in the cost
of the investment of the associate.
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Goodwill (Cont’d)

Goodwill arising on acquisitions on or after 1st January,
2005 (Cont'd)

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit
first, and then to the other assets of the unit pro rata on the
basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the income
statement. An impairment loss for goodwill is not reversed in
subsequent periods.

On subsequent disposal of a subsidiary or an associate, the
attributable amount of goodwill capitalised is included in the
determination of the amount of profit or loss on disposal.

Excess of an acquirer’s interest in the net fair value of an
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (“discount on acquisitions”, formerly
known as negative goodwill)

A discount on acquisition arising on an acquisition of a
subsidiary or an associate for which an agreement date is on
or after 1st January, 2005 represents the excess of the net fair
value of an acquiree’s identifiable assets, liabilities and
contingent liabilities over the cost of the business combination.
Discount on acquisition is recognised immediately in profit or
loss. A discount on acquisition arising on an acquisition of an
associate (which is accounted for using the equity method), is
included as income in the determination of the investor’s share
of results of the associate in the period in which the investment
is acquired.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Excess of an acquirer’s interest in the net fair value of an
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (“discount on acquisitions”, formerly
known as negative goodwill) (Cont'd)

As explained in note 2 above, all negative goodwill as at 1st
January, 2005 has been derecognised with a corresponding
adjustment to the Group’s deficit.

Investments in subsidiaries

Investments in subsidiaries are included in the Company’s
balance sheet at cost less any identified impairment loss.

Investments in associates

The results and assets and liabilities of associates are
incorporated in these financial statements using the equity
method of accounting. Under the equity method, investments
in associates are carried in the consolidated balance sheet at
cost as adjusted for post-acquisition changes in the Group's
share of the profit or loss and of changes in equity of the
associate, less any identified impairment loss. When the Group's
share of losses of an associate equals or exceeds its interest in
that associate (which includes any long-term interests that, in
substance, form part of the Group’s net investment in the
associate), the Group discontinues recognising its share of
further losses. An additional share of losses is provided for
and a liability is recognised only to the extent that the Group
has incurred legal or constructive obligations or made payments
on behalf of that associate.

Where a group entity transactions with an associate of the
Group, profits and losses are eliminated to the extent of the
Group’s interest in the relevant associate.
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Revenue recognition

Turnover represents the fair value of amounts received and
receivable for goods sold by the Group less discount allowances,
and goods returned.

Sales of goods recognised when goods are delivered and title
has passed.

Interest income is accrued on a time basis, by reference to the
principal outstanding and at the interest rate applicable.

Dividend income from investments is recognised when the
shareholders’ rights to receive payment have been established.

Property, plant and equipment

Property, plant and equipment (other than properties under
development) are stated at cost or fair value less subsequent
accumulated depreciation and accumulated impairment losses.

Depreciation is provided to write off the cost of items of
property, plant and equipment other than properties under
development over their estimated useful lives and after taking
into account of their estimated residual value, using the
straight-line method.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any
gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the income
statement in the year in which the item is dereognised.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Property, plant and equipment (Cont’d)

Leasehold land and buildings under development for
future owner-occupied purpose

When the leasehold land and buildings are in the course of
development for production, rental or for administrative
purposes, the leasehold land component is classified as a
prepaid lease payment and amortised over a straight-line basis
over the lease term. During the construction period, the
amortisation charge provided for the leasehold land is included
as part of costs of buildings under construction. Buildings under
construction are carried at cost, less any identified impairment
losses. Depreciation of buildings commences when they are
available for use (i.e. when they are in the location and
condition necessary for them to be capable of operating in
the manner intended by management).

Construction in progress

Construction in progress are stated at cost, which includes
land cost and the related construction cost in accordance with
the Group's accounting policies, less accumulated impairment
losses. No depreciation or amortisation is provided on properties
under construction and construction in progress until the
construction is completed and the properties and assets are
ready for use.

Leasing

Leases are classified as finance leases whenever the terms of
the lease transfer substantially all the risks and rewards of
ownership to the lessee. All other leases are classified as
operating leases.
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Leasing (Cont'd)
The Group as lessee

Assets held under finance leases are recognised as assets of
the Group at their fair value at the inception of the lease or, if
lower, at the present value of the minimum lease payments.
The corresponding liability to the lessor is included in the
balance sheet as a finance lease obligation. Lease payments
are apportioned between finance charges and reduction of
the lease obligation so as to achieve a constant rate of interest
on the remaining balance of the liability. Finance charges are
charged directly to profit or loss.

Rentals payable under operating leases are charged to profit
or loss on a straight-line basis over the term of the relevant
lease. Benefits received and receivable as an incentive to enter
into an operating lease are recognised as a reduction of rental
expense over the lease term on a straight-line basis.

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of
exchanges prevailing on the dates of the transactions. At each
balance sheet date, monetary items denominated in foreign
currencies are retranslated at the rates prevailing on the balance
sheet date. Non-monetary items carried at fair value that are
denominated in foreign currencies are retranslated at the rates
prevailing on the date when the fair value was determined.
Non-monetary items that are measured in terms of historical
cost in a foreign currency are not retranslated.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Foreign currencies (Cont'd)

Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are recognised
in profit or loss in the period in which they arise, except for
exchange differences arising on a monetary item that forms
part of the Group's net investment in a foreign operation, in
which case, such exchange differences are recognised in equity
in the consolidated financials statements. Exchange differences
arising on the retranslation of non-monetary items carried at
fair value are included in profit or loss for the period except
for differences arising on the retranslation of non-monetary
items in respect of which gains and losses are recognised
directly in equity, in which cases, the exchange differences are
also recognised directly in equity.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's foreign
operations are translated into the presentation currency of the
Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for the
year, unless exchange rates fluctuate significantly during the
period, in which case, the exchange rates prevailing at the
dates of transactions are used. Exchange differences arising, if
any, are recognised as a separate component of equity (the
exchange reserve). Such exchange differences are recognised
in profit or loss in the period in which the foreign operation is
disposed of.

Goodwill and fair value adjustments on identifiable assets
acquired arising on an acquisition of a foreign operation on or
after 1st January, 2005 are treated as assets and liabilities of
that foreign operation and translated at the rate of exchange
prevailing at the balance sheet date. Exchange differences
arising are recognised in the translation reserve.
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Impairment (other than goodwill)

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any
indication that those assets have suffered an impairment loss.
If the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount. An impairment loss is
recognised as expenses immediately.

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the
asset in prior years. A reversal of an impairment loss is
recognised as income immediately.

Other asset

Other asset are stated at the lower of cost and net realisable
value.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the weighted average cost
method.

Retirement benefit costs

Payments to state-managed retirement benefit schemes and
Mandatory Provident Fund Scheme are charged as expense as
they fall due.

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Taxation (Cont’d)

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from net profit as reported in the
income statement because it excludes items of income or
expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible.
The Group's liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the
balance sheet date.

Deferred tax is the tax expected to be payable or recoverable
on differences between the carrying amount of assets and
liabilities in the financial statements and the corresponding
tax bases used in the computation of taxable profit, and is
accounted for using the balance sheet liability method. Deferred
tax liabilities are generally recognised for all taxable temporary
differences, and deferred tax assets are recognised to the extent
that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary
difference arises from goodwill (or negative goodwill) or from
the initial recognition (other than in a business combination)
of other assets and liabilities in a transaction that affects neither
the tax profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and associates,
except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary
difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available
to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the period when the liability is settled or the asset is
realised. Deferred tax is charged or credited in the income
statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt
with in equity.

TEEHBE (B
R (#)

BN BIE TR A B E R AR
o ERNBNERARFREFNF
BAR DRARAETEREEMEE
ERBRAATMBBALRFRY - AR
FRARARKRTRINT 2EE - K
El$ﬂmﬁﬁ&ﬁﬂﬁzimﬁ5%
ERBI 2 BERGFE

BREBBSWMBERREERAGERE
ERtERRGENARREZRAMNR
MASNIRE2HRE  YNEERR
RABZRE - EEWEREAEER
FIE RGN ZRHER - METHEA
B E TR 7] B2 3R 7] ¥ A e B = RR AN L
ZERRBMERE - 2R —EHXH
o RAEE(REHE) AERBE A
SNRERREREMEERAGM IR
ZEREBMAFERRT &M - 71T
TEGEN AT ERAXTEER
afE -

BIERIR BB IR AR E A B R E
ARZKREMIIBZERRREZEM
BR - EEARERSHREZRENR
MRS 2 BEA AT BE R AT RS SRS 2
FIERS o

EREMBELEE EOERSBLEEBE
Bal o WRRAIRE S A 5 E R AT
MEEBRLIEEBERFEAR -

BREGBEDRESNABEENEES
RYFERZ B RFE - EERERIK
ARFHREE ABMART - HERETH
EE&E&ﬁ%\¢WHYﬁAk$%
ZER(ERBERTEEHBTER
k$%\¢iﬁ)9M

71



72

CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Financial instruments

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the acquisition
or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through
profit or loss) are added to or deducted from the fair value of
the financial assets or financial liabilities, as appropriate, on
initial recognition. Transaction costs directly attributable to the
acquisition of financial assets or financial liabilities at fair value
through profit or loss are recognised immediately in profit or
loss.

Financial assets

The Group’s financial assets are classified into one of the four
categories, including financial assets at fair value through profit
or loss, loans and receivables, held-to-maturity investments
and available-for-sale financial assets. All reqular way purchases
or sales of financial assets are recognised and derecognised
on a trade date basis. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of
assets within the time frame established by regulation or
convention in the marketplace. The Group's major financial
assets are category of loans and receivables and finance assets
at fair value through profit or loss and the accounting policies
adopted for loans and receivables and financial assets at fair
value through profit or loss are set out below.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Financial instruments (Cont’d)

Financial assets (Cont’d)

Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an
active market. At each balance sheet date subsequent to initial
recognition loans and receivables (including loans and interest
receivables, amounts due from associates, trade receivables,
other receivables and deposits and amounts due from
subsidiaries for the Company) are carried at amortised cost
using the effective interest method, less any identified
impairment losses. An impairment loss is recognised in profit
or loss when there is objective evidence that the asset is
impaired, and is measured as the difference between the asset’s
carrying amount and the present value of the estimated future
cash flows discounted at the original effective interest rate.
Impairment losses are reversed in subsequent periods when an
increase in the asset's recoverable amount can be related
objectively to an event occurring after the impairment was
recognised, subject to a restriction that the carrying amount
of the asset at the date the impairment is reversed does not
exceed what the amortised cost would have been had the
impairment not been recognised.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss has two
subcategories, including financial assets held for trading and
those designated at fair value through profit or loss on initial
recognition. At each balance sheet date subsequent to initial
recognition, financial assets at fair value through profit or loss
are measured at fair value, with changes in fair value recognised
directly in profit or loss in the period in which they arise.
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CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SIGNIFICANT ACCOUNTING POLICIES (Cont'd)
Financial instruments (Cont’d)
Financial liabilities and equity

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions of
a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual
interest in the assets of the group after deducting all of its
liabilities. The Group’s financial liabilities are generally classified
into financial liabilities at fair value through profit or loss and
other financial liabilities. The Group’s major financial liabilities
are other financial liabilities and the accounting policies
adopted are set out below.

Other financial liabilities

Other financial liabilities including trade payables, other
payables and accrued charges, payables, amounts due to
associates, amounts due to related companies and bank and
other borrowings are subsequently measured at amortised cost,
using the effective interest rate method.

Embedded derivatives

The conversion option element of the convertible note
represents an embedded derivative instrument which is
accounted for separately from the convertible note and, as
such, to be measured at fair value when initially recorded and
at subsequent reporting dates. The fair value of this conversion
option is estimated using a relevant option pricing model at
the date of subscription of the convertible note, and as at
subsequent reporting dates. Changes in fair value of the
conversion option of the unlisted convertible note are
recognized directly in profit and loss.
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Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
Share-based payment transactions
Equity-settled share-based payment transactions
Share options granted to employees of the Company

The fair value of services received determined by reference to
the fair value of share options granted at the grant date is
expensed on a straight-line basis over the vesting period, with
a corresponding increase in equity (share option reserve).

At the time when the share options are exercised, the amount
previously recognised in share option reserve will be transferred
to share premium. When the share options are forfeited or are
still not exercised at the expiry date, the amount previously
recognised in share option reserve will be transferred to deficit.

KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group’s accounting policies,
management makes various estimates based on past
experiences, expectations of the future and other information.
The key sources of estimation uncertainty that may significantly
affect the amounts recognised in the financial statements are
disclosed below:

Estimated impairment of goodwill

Determining whether goodwill is impaired requires an
estimation of the value in use of the cash-generating units to
which goodwill has been allocated. The value in use calculation
requires the Group to estimate the future cash flows expected
to arise from the cash-generating unit and a suitable discount
rate in order to calculate the present value. Where the actual
future cash flows are less than expected, a material impairment
loss may arise. During the year ended 31st December, 2005,
management of the Group determined that there were no
impairment on goodwill. Details of the impairment testing on
goodwill are disclosed in note 21.

TEEHBE (B
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IR BRI T (R B - Jo AR B AD 9 3K R
HHEIAZEESERERNEE - MR
RERER Em B REITE - A
REONFEEERZCESERER
ATE AL o
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RERAEE 2 85T BRE - EEER
BRERLR RRBEHLEMEREL
ATEE - TRHER T BERRER 2
THENEAFEZ T EIHEEM R
RKEWT

HERELEHE

NETHERALBRENS @ Afhat
ROEABZHRSELBN ZERE
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KEY SOURCES OF ESTIMATION UNCERTAINTY (Cont’d)
Estimated impairment on loans and interests receivable

Management regularly reviews the recoverability of loans and
interests receivables. Appropriate impairment for estimated
irrecoverable amounts are recognised in profit and loss when
there is objective evidence that the asset is impaired.

In determining whether impairment for bad and doubtful debts
is required, the Group takes into consideration the aged status
and likelihood of collection. Specific allowance is only made
for receivables that are unlikely to be collected and is
recognised based the estimation of the future cash flow
expected to receive and a suitable discounted rate in order to
calculate the present value. During the year, allowance for
loans and interest receivables of HK$37,445,000 has been
made.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’'s major financial instruments include loans and
interest receivables, amounts due from associate, trade
receivables, other receivables and deposits, investments in
securities at fair value through profit and loss and investment
in securities held for trading, trade payable, payables, amounts
due to associates, amounts due to related companies and bank
and other borrowings. Details of these financial instruments
are disclosed in respective notes. The risks associated with
these financial instruments and the policies on how to mitigate
these risks are set out below. The management manages and
monitors these exposures to ensure appropriate measures are
implemented on a timely and effective manner.

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

5.
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For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES 6. HMBEAREEBEEREER &)
(Cont'd)
Credit risk EERE
The Group’s maximum exposure to credit risk in the event of AEER M IEFRERBTER-Z
the counterparties failure to perform their obligations as at ERF+ AT BZEOFMEHX
31st December, 2005 is in relation to is the carrying amount REERRREEEERBRMEIE
of loans and interests receivables, and trade receivables as WE R R ERHNE R EKE 5 RIE 2R
stated in the consolidated balance sheet. In order to minimise HE - AREKEERR AEEZER
the credit risk, the management of the Group has delegated a EEZERHMBEEEFERSE 8
team responsible for determination of credit limits, credit HEREMEERRT  UBRERRE
approvals and other monitoring procedures to ensure that BIEKREBHAER - 1t AEBR
follow-up action is taken to recover overdue debts. In addition, BEAEEREHSEENEZEBH 2T
the Group reviews the recoverable amount of each individual WEl e - AR EERE 2 RIBE
debt at each balance sheet date to ensure that adequate HEMREEE - Bt ARAIZES
impairment losses are made for irrecoverable amounts. In this RE AEBZEERBEAKRD
regard, the directors of the Company consider that the Group's
credit risk is significantly reduced.
Other price risk HitERRER
The Group's investments in securities at fair value through AEBRENBATEFABREZE
profit or loss and investments in securities held for trading are SRERFEEERAFRENENEE
measured at fair value at each balance sheet date. Therefore, HREAZATERE - Alt - REEE
the Group is exposed to equity security price risk. Management XRAEFEFBREAR EREERFE
manages this exposure by maintaining a portfolio of AETRAREBAACERELAEEREH
investments with different risk profiles. [\ fz o
TURNOVER 7. EXH
2005 2004
—Z2TRF —TEOF
HK$'000 HK$'000
EBET T BEF T
Sales of goods, net of returns EmiHE MBRRE
and sales taxes K HE 38,459 27,141

The Group carries out its activities primarily in The People’s
Republic of China (“PRC") including Hong Kong, details of
the analysis of the Group’s turnover and contribution to results
from operations by principal business segment and geographical
market are set out in note 8.

AGEXBRAETEARKME ([FE]))
RERRERE ARERIEXRHSD
BREMGE D CERBREEES
BRNZ DM B E NI RES -
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

SEGMENT INFORMATION
Business segments

During the year, the Group acquired 88% and 100% of the
issued capital of RETIIBE HER L E (R /L&) and
EMNBBEELERAR (BEMRB) respectively for an
aggregate cash consideration of HK$50 million. The two newly
acquired subsidiaries are engaged in the business of sand
mining. The segment of sand mining is regarded as a new
business segment of the Group upon completion of the
acquisition.

For management purposes, the Group is currently organised
into the following four major divisions — battery products,
investment in securities and advance, sand mining and others.
These divisions are the basis on which the Group reports its
primary segment information.

Battery products  — Manufacturing and trading of
battery products and related
accessories

Investments in — Investments in securities holding
securities and and advance of receivables
advance

Sand mining — Sand mining activities

Others — Corporate and investment holding

DEER
EB o

RAREE - REBEIA50,000,000% 7T 2
ReBREMNMBREMIEESE
BRAR (RmiLg) EBITRAZ88%
BakEMNBRGEXARAE (BMNE
) EBITARRBRAZ 2R © %
MENBBENBLARNERDER - B
WIEEBEREKE YD BEEGER
SEHEKHE -

REEME  ARERKZHBHRER
THEEXTELH —BHER &S
RERDBK KO REM - ZFHFTY
AEEEREGEDHEH ZEE -

THER — RERMETLER
RIABES

EHRE — BRRARBMEER

EE %

RY  — ADEB

£y — AARRERR
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SEGMENT INFORMATION (Cont’d) 8. DEER (&)
Business segments (Cont'd) KB (&)
An analysis of the Group’s turnover and contribution to AEEREBHHE D 2 EFERLE
operating results and segment assets and liabilities by business XBEEROMMT
segments is as follows:
Investments
in securities
and advance Battery Sand
#%5HKE products  mining  Others Elimination Consolidated
HBY EHER 37 At B ge
HK$'000  HKS$'000  HKS$'000  HK$'000  HK$'000  HK$'000
B¥Tr E¥Tn EETr BETr BRI EETR
For the year ended R ki3
31st December, 2005 +-A=t+-H
LEE
REVENUE g
(i) Turnover e
— External — ¥ — 33,161 5,298 - — 38459
— Inter-segment — D E 473 - - 1,200 (1,673) -
473 33,161 5,298 1,200 (1,673) 38,459
(i) Other income Et A
— Interest income — HBMRA 52,423 33 - 5,628 - 58,084
— Gain on disposal of —HERRTHE
investments in securities TABRK
at fair value through LEFRE
profit or loss Wis 10,575 - — — — 10,575
— Dividend income from —tmREZ
listed investment REMA 8,402 - - - — 8,402
— Others —Hf 2,888 179 2,059 1,436 - 6,562
74,288 212 2,059 7,064 — 83,623
RESULT E3 |
Segment result SBLE 12,75  (5907) 1576  (64497)  (1,673)  (57747)
Unallocated corporate expenses APBEE M (20,563)
Change in fair value of conversion 3k EATARR1E 2 R
option of unlisted convertible notes ~ EEEATE 2 (39,743)
Finance costs REKA (17,630)
Loss on liquidation/disposal of BE/HERENT
interests in associates B BB - - - (2,814) = (2.814)
Share of results of associates FihsaAe  £E = (239) = 43,103 = 42,864
Loss before taxation HABA (95,633)
Taxation e (4,247)
Loss for the year FEER (99,880)

Inter-segment sales are charged at terms determined and

agreed between the group companies.

7 ER I ER Ty iR R B R R TR E K T
Z MRFRARER
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8. SEGMENT INFORMATION (Cont’d) 8. aBER (#)
Business segments (Cont'd) B (&)
Investments
in securities  Battery Sand

and advance  products mining Others Consolidated
REREEBY EBHER 237 Hit g4
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
E¥Trn EETn EETn EETr EETr

Assets and liabilities at W-ZZHEE+=A
31st December, 2005 St-RREEHARE
ASSETS BE
Segment assets PREE 592,978 67,314 110,716 364,905 1,135,913
Interests in associates REERRZ ER - - — 558,738 558,738
Unallocated total assets RNEBEE 264,218
Consolidated total assets REBEE 1,958,869
LIABILITIES f8f
Segment liabilties S8 (33,660) (27.769)  (736) (18,834)  (80,999)
Unallocated corporate liabilities APBLEARE (222,301)
Consolidated total liabilities SABAR (303,300)
Other information BZ-221%
for the year ended +tZA=1-H
31st December, 2005 LEEZRMER
Capital expenditure A H
— Property, plant and equipment — 0% BEREE 332 2,835 113,184 598 116,949
— Deposit paid for acquisition of —hENEERX A2 RS
interest in properties — — — 8,704 8,704
— Goodwill arising from acquisiton ~ — KENBRAAELZEE
of subsidiaries - — 9,123 — 9,123
— Goodwill arising from acquisiton ~ — WEBELAEECHE
of associates - — — 10,181 10,181
Depreciation and amortisation FEREH - 2,132 5,811 678 8,621
Impairment loss on investments BATEAAERERZ
in securities at fair value EHFREREER
through profit or loss 34,652 — — — 34,652
Allowances for loan and R ST RA SR
interest receivables 36,933 — — 512 37,445
Change in fair value of investment ~ H{EEEZEARE
in securities held for trading NEEZED 9,429 - - 9,429

Allowance for bad and doubtful debts REBRE & 7,823 = = 10,752 18,575
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Notes to the Financial Statements

8. SEGMENT INFORMATION (Cont’d) 8. THER (&)
Business segments (Cont'd) KB (&)

Discontinued

Continuing operations operation
BERERH Phar-
Investments maceutical
in securities products
and advance  Battery B&IE
E5HRE  products  Others Elimination  Sub-total 4% ¥ Consolidated
BR% BHEM o 38 NG B e
HK$'000  HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BB BETT AETr AETr AETn BT AR
(Note a)
(Kiita)
For the year ended BHE-ZZME
31st December, 2004 +=A=+—-8
IHEE
REVENUE g
(i) Turnover e
— External — 4 — 27141 — — 2114 96,262 123,403
— Inter-segment — DB — — 2184 (2,184) = — =
— 27141 2,184 (2,184) 27,141 96,262 123,403
(i) Other income Hi A
— Interest income — MEBMRA 48,539 — 6,018 — 54,557 17 54,574
— Gain on disposal of — HERATHE
investments in securities FABRER
at fair value through LEFRE
profit or loss Iz — — — — — — —
— Dividend income from — tmREY
listed investment R EHA 1,542 — — — 154 — 154
— Others — i — 150 3,050 — 3,200 446 3,646
50,081 150 9,068 — 59,299 463 59,762
RESULT ES |
Segment result NEPFE (110,631)  (2,004) (10,818)  (2,184) (125,637) 6,777 (118,860)
Unallocated corporate expenses APBLEX (27,260)
Finance costs BEK K (17,434)
Loss on disposal/dilution of ME/BENE
interests in subsidiaries INGIL: Sl 3 < — — — — —  (5266) (5,266)
Gain on disposal/liquidation of e/ FREE
interests in associates AalER 7 W = — 81,631 — 81,63 — 81,63
Share of results of associates FEBERR R - (147) (40,420 —  (40,567) —  (40,567)
Profit (loss) before taxation Bangs (EBE) 1,511 (127,756)
Taxation HE —  (6,464)
Profit (loss) for the year FERA(BE) 1,511 (134,220)

Inter-segment sales are charged at terms determined and
agreed between the group companies.

7 ER R S Ty 1% SR B A B FTRTE R 1 7
ZARFRIRER
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8.

—FERAT_A=T-ALER

SEGMENT INFORMATION (Cont’d)

Business segments (Cont’d)

Notes to the Financial Statements BE:EEdiE

8.

7EER (&)
B2 (&)

Continuing operations Discontinued

SENEEK operation
Phar-
Investments maceutical
in securities products
and advance  Battery BRI
#HRE  products  Others Sub-total %% %% Consolidated
H5HY THEM Hth N B e
HK$'000  HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETT AR A¥Tr AT BETT BETIL
(Note a)
(Hiita)
Assets and liabilities at RZZEME+TZA
31st December, 2004 St-RZEERES
ASSETS BE
Segment assets PHEE 1,095,673 79,226 62,187 1,237,086 — 1,237,086
Interests in associates i =N £ = — 425,808 425,308 — 425,808
Unallocated total assets ROBREE 236,462
Consolidated total assets GARBEE 1,899,356
LIABILITIES g8f
Segment liabilities ABER (4258) (10,738) (34,816) (49,812) —  (49,812)
Unallocated corporate liabilities ROBLEERE (245,390)
Consolidated total liabilities GEERE (295,202)
Other information for the BHE-ZTMET-A=1-A
year ended 31t December, 2004 LEEZ B AR
Capital expenditure EAXH
— Property, plant and equipment — W% BERKE — 13674 251 13,925 1370 15,295
— Deposit paid for acquisition of — WENEREXA
interest in properties LBRE - — 47012 47,012 — 47012
— Goodwill arising on acquisition of ~ — W EEHI B2 A%
interests in subsidiaries EE7HE — 26812 — 26812 — 26812
— Goodwill arising on acquisition of ~ — WEEE & A Al E %
interest in associates EECHEE 3,93 — — 3931 — 3,931
Depreciation and amortisation NEREH - 61 892 1,953 845 3,798
Amortisation of prepaid lease payment 8 3 7 4) f 7 # $4 — 447 — 447 — 447
Amortisation of goodwill 'ﬁiﬁﬁﬁﬁﬁ — 1,005 — 1,005 155 1,160
Loss on disposal of investments HERFREZEE
in securities 5,478 — — 5,478 — 5,478
Loss on disposal of interests LEMB AR ERZER
in subsidiaries — — — — 5,266 5,266
Allowances for loans and ERERRNSRE
interest receivables 140,889 — — 140,889 — 140,889
Change in fair value investment BEEEEFRENTEZED
in securities held for trading 12,549 — — 12,549 — 12,549
Allowance for bad and doubtful debts 3% B &/ — — 17,286 17,286 — 17,286
Allowance for amounts due YN by
from associates — — 4,989 4,989 — 4,989
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SEGMENT INFORMATION (Cont’d)

Business segments (Cont'd)

Note:

(a) Following the disposal of Tung Fong Hung Investment Limited
and its subsidiaries which are engaged in the manufacturing and
trading of pharmaceutical products in May 2004, the business
segment of manufacturing and trading of pharmaceutical products
was regarded as discontinued operations during the year ended
31st December, 2004.

Geographical segments
The following provides an analysis of the Group's turnover by

geographic market, irrespective of the origin of the goods/
services:

2 WER (@)
XBa® (&)

Wit -

(@) RZEZNFRAHENERERE
E & MREHK 2Tung Fong Hung
Investment Limited J & [ B A 7] -
s REERREB I BERBRE
E_ZEENMET A=+ -—HIEE
ZERIEEETR -

ith & 7 &P
ASERMEMHE D 2 EEBO NI

T(ERLEFRER/ REZRR
)

Turnover
EXH
2005 2004
—EEIF —TTMEF
HK$'000 HK$'000
BT T BT T
Continuing operations: SEREET
PRC, other than Hong Kong HE - TRERE 36,519 27,141
Hong Kong B 1,940 —
38,459 27,141
Discontinued operations: ERIEREE
PRC, other than Hong Kong HE TEEEE — —
Hong Kong e — 96,262

— 96,262
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8. SEGMENT INFORMATION (Cont’d) 8. THER (&)
Geographical segments (Cont'd) e s (&)
The following is an analysis of the carrying amount of segment AEENHEECRAERERNTER
assets and capital additions analysed by the geographical area BEMEMRAFTMAT :

in which the assets are located:

Carrying amount Capital additions

of segment assets X% E

STHEECKREE For the year ended

At 31st December, 31st December,

R+=-R=+—-H BE+t-RA=+t-HLEE

2005 2004 2005 2004

“ETLE _TTWFE ZEERF _TITNWF

HK$°000 HK$'000 HK$'000 HK$°000

BETFT BETT BETT BETT

PRC o 212,960 29,012 135,323 91,429
Hong Kong %) 1,021,515 1,278,734 9,634 1,621
Overseas i 165,656 165,802 — —
1,400,131 1,473,548 144,957 93,050
9.  OTHER INCOME 9. HftA
2005 2004
—ggEF -TIME
HK$'000 HK$'000
BT BT T
Interest income from loans and EUWEZEFE 2
interest receivable FEWA 52,423 47,119
Interest income from banks SR1T R B A 640 3,461
Interest income from unlisted FEmAmikES
convertible bonds FEWA 5,021 3,994
Net exchange gain BE 5 W 25 F 58 — 3,151
Gain on disposal of investments HERQAFETA
in securities at fair value through BREEAFRE
profit or loss 2 W 10,575 —
Dividend income from listed investments FREZR BB A 8,402 1,542
Gain on disposal of property, HEME BER
plant and equipment iz W — 17
Others H A 6,562 478

83,623 59,762
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10. (a) OTHER EXPENSES 10. (a) EHtpxH
2005 2004
—EERF  -TINF
HK$'000 HK$'000

BETFT BETT

Changes in fair value on investment BATEFABRER
in securities at fair value through EHRRELNTE
profit and loss - 34,652 —
Allowances for bad and doubtful debts RIBEREE 18,575 17,286
Changes in fair value of investments HIEEEREFRE
in securities held for trading NEEZEE 9,429 12,549
Loss on disposal of investment in securities &R AFEFABZEE
at fair value through profit or loss L%ﬂxﬁfZFﬂ% — 5,478
Allowances for amounts due from associates J& 4B & X 7] 7018 # 5 — 4,989
Net exchange loss EREETE@TE 3,709 —
Others Hit 724 23
67,089 40,325
(b) ALLOWANCES FOR LOANS AND INTEREST (b) ERREWMNSEE
RECEIVABLE
During the year, the directors have reviewed the carrying REAER  EZRIAFEEBZE
value of the Group’s loans and interest receivables and REEEA S 2 REE - R
determined that the recoverable amount of certain loans BEMFARRRSRERV T
and interest receivables is below their carrying value wZ,\ M ETEGER  BE
with reference to present value of estimated future cash ETERRERFEZTERE
flows discounted at the effective interest rate computed BENHEEEE - Bt - ERI
at initial recognition. Accordingly, an impairment loss T & R R 8 4I37,445,000% 7T
at the amount of approximately HK$37,445,000 had ZHERBE -
been charged to the income statement.
11.  FINANCE COSTS 1. MERK
2005 2004
“EEIF —TTWEF
HK$'000 HK$'000

BEFT BETT

Interest on borrowings wholly ARTF W KHEEZ
repayable within five years: BEEA A
Bank borrowings ﬁE?ﬂ%% 613 943
Other borrowings and payables Hi g & R ENRIE 17,014 16,488
Obligations under finance leases MEMNEER 3 3

17,630 17,434
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12.

TAXATION 12. BiE
Continuing Discontinued
operations operations Consolidated
RFEKEXYB CRIEKEER )
2005 2004 2005 2004 2005 2004
“¥RIF _TTQNF -¥¥RF _STNF -¥BIF _TTNF
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
BETR BETT BT EETr B¥Fr BETT
The charge comprises: REILEeE:
Taxation in other jurisdictions — Eb Bl /A # R
2 HE
— Current year — REE 1,010 1,340 — - 1,010 1,340
— Overprovision in — BHEFE
prior years BEBA (663) — — — (663) —
Hong Kong Profits Tax BEMEH
— Current year — REE 1,300 5,124 — — 1,300 5,124
— Underprovision in — BHEFE
prior years BETR 2,600 — - - 2,600 —
Taxation attributable to the KRARENE
Company and its subsidiaries A Al [E1EF I8 4,247 6,464 - = 4,247 6,464

Hong Kong Profits Tax is calculated at 17.5% (2004: 17.5%)
of the estimated assessable profit for the year.

Taxation arising in other jurisdictions is calculated at the rates
prevailing in the relevant jurisdictions. Pursuant to the relevant
laws and regulations in the PRC, certain PRC subsidiaries of
the Company are exempted from PRC income tax for two
years starting from their first profit-making year, followed by a
50% reduction for the next three years.

BAENB TR E A5t R A
175% (ZBBEEF : 17.5%) 7 H

Hip sl R 2 BB TR E 5 sl A &
ZERBERGFE - REBETEERER
R A TAKRETENERRAEE
BAFEEERRTEMEHME - &
R=FERIBRF -
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TAXATION (Cont'd) 12. WHIE (&)
The tax charge for the year can be reconciled to the loss AEEHIE X A AR S W R A
before taxation as per the consolidated income statement as ZHABEREMAT
follows:
2005 2004
e S —TTmE
HK$'000 HK$'000
BT T BT T
Loss before taxation A E B
— Continuing operations — BERKEER (95,633) (136,044)
— Discontinued operations — BERIEEEE — 6,777
Loss before taxation T Al & 18 (95,633) (129,267)
Tax at the average income tax rate of 18.8% BTG MREHX18.8%
(2004: 17.7%) (note a) AEZBR
(ZZTTWEF :17.7%)
(ff7ta) (17,953) (22,921)
Tax effect of share of results of associates DIEME AR REE L
MmBTE 10,182 6,006
Tax effect of income not taxable in BT AR A A A]
determining taxable profit AMBAZ BB E (37.430) (34,334)
Tax effect of expenses not deductible B KON 153
for tax purpose IHBRE 37,003 25,679
Tax effect of deductible temporary R TE 3R A 4R B
differences not recognised ERINBRE 10,504 23,849
Tax effect of tax losses not recognised AR BEER 2
M E 4 6,280
Underprovision in respect of prior year EFBEIR 1,937 —
Effect of tax exemption granted to PRC BETHEMBELAHE
subsidiaries R E — (485)
Effect of different tax rates of subsidiaries EXRREERLSE
operating in other jurisdictions MEBARMESRE 2
5/ 48 —
W 2,139
Others H At — 251
Tax expense for the year EEEABRBZH 4,247 6,464
Notes: it
(a) The average income tax rate for both years represents the

weighted average income tax rate of the operations in different
jurisdictions on the basis of the relative amounts of net profits
before taxation and the related statutory rates.

(a) w8 45 JE A1 19 A 15 25 2 B0 A /) BLDA
BREELMEFHMERE - FE

EESBAANREREEREZE

FASRAR o
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12.

13.

Notes to the Financial Statements BE:EEdiE

TAXATION (Cont'd) 12. ®E (&)

Notes: (Cont'd) HtaE: (&)

(b) As at 31st December, 2005, the Group had unused tax loss of = e —E=d_ .
approximately HK$29,704,000 (2004: HK$29,682,000) available (b) m_gg£%+fi*+ H K%
to offset against future profits. No deferred tax asset has been B R A 5 5 #8140 29,704,000%8
recognised in respect of the unused tax losses due to the T (ZZZTMF ¢ 29,682,000/ 7T) A
unpredictability of future profits streams. FB LA 58 o8 2R 55 ) o 2 A 3k 2R 3 ¥ 3k

R THBAMY  BRBRAERARE
EEBRRETCRIELE

(© As at 31st December, 2005, the Group had deductible temporary (0 RZZEZRFE+_A=+—8 ' KK
differences in respect of allowances on doubtful debts of B3 RERE B 49364,786,0007% 7T
approximately HK$364,786,000 (2004: HK$308,765,000). No — T 308,765,000 7T) 2 &
deferred tax asset has been recognised in relation to such SR, O' \\'\\,/ P
deductible temporary differences as it is not probable that taxable il Mg% \i%ﬁ " mm?iﬁiﬁgﬁﬂz
profit will be available against which the deductible temporary BRERVENATMALRIEER
differences can be utilised. i AYERZAI IR REE

LOSS FOR THE YEAR 13. FEEH

Continuing Discontinued
operations operations Consolidated
BFESEXK ERIEREXR e
2005 2004 2005 2004 2005 2004
ZEERE —TEIMNF -BBRE —TINEF —EFIrF _TINF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BETn  EEFT BEFm  E¥Tr  B¥Fn BRI
Loss for the year has been arrived F & BEE Mk
at after charging: THI%H :
Staff costs EIMA
— directors remuneration —E5He
(note 14(a)) (K33 14() 2,092 3,413 — — 2,092 3,413
— other staff costs —HEHEIRR
(note 14(b)) (HEE14(b) 14,724 10,799 - 11,619 14,724 22,118
— retirement benefits scheme  — RIKEF
contributions, excluding &t 8l 38
directors (T aHEES) 405 382 - 469 405 851

Total staff costs BETHKA 17,221 14,59 - 12088 1722 26,682

Auditors' remuneration 2 Gl E

Current year RERE 6,622 4327 — 427 6,622 4,754

Underprovision in prior years BEFERERR - — - 392 - 392

Depreciation and amortisation of 9% + BiE k&t

property, plant and equipment 2T E R B 8,102 1,953 - 1,845 8,102 3,798

Loss on disposal of property, LENE KR

plant and equipment RECER 128 — - - 128 —
Amortisation of prepaid BEXMOFH

lease payments LB 519 447 - - 519 447
Amortisation of goodwill included tEATRE H 2

in administrative expenses HEEH - 1,005 — 155 — 1,160
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14.

DIRECTORS’ AND EMPLOYEE REMUNERATION

(a)

Notes to the Financial Statements

14. EEKEEME

Bt 75 R R M =

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

Directors’ remuneration a) EE#ME
2005 2004
—EZEEF —ZETF
HK$'000 HK$'000
EBEFIT BEF T
Fees e
Executive directors HITES — —
Independent non-executive directors BUFHTES
— Mr. David Edwin Bussman — NEMEAE 257 217
— Mr. Wong King lam, Joseph — mERIELAE 50 —
— Mr. Sin Chi Fai — GEEEE 47 —
— Ms. Fung Wan Yiu, Agnes — BRBRELZL — 100
354 317
Other emoluments Hitvi &
Executive directors WITES
(i) Salaries and other benefits () % &% H b 12 7
— Dr. Chan Kwok Keung, Charles — BRE®RE L — 104
— Dr. Yap, Allan — Yap, Allani& = 229 117
— Ms. Chau Mei Wah, Rosanna — BAExEL L — —
— Ms. Chan Ling, Eva — KRzt 1,497 1,261
— Mr. Li Bo — FREE — —
— Mr. Chan Kwok Hung — BREBEE — —
— Mr. Lui Siu Tsuen, Richard —AakREE — —
— Mr. Li Wa Kin — FERLAE — 1,589
1,726 3,071
(i) Retirement benefits scheme contributions (i) &K@ &+ & £ 7%
— Dr. Chan Kwok Keung, Charles — BB IS+ — —
— Dr. Yap, Allan — Yap, Allanfg £ — =
— Ms. Chau Mei Wah, Rosanna — AEELZL — —
— Ms. Chan Ling, Eva — BBzt 12 12
— Mr. Li Bo — FREE — —
— Mr. Chan Kwok Hung — BRBBLE — —
— Mr. Lui Siu Tsuen, Richard — BakREE — —
— Mr. Li Wa Kin — FERLA — 13
12 25
Independent non-executive directors BUFHTES — —
1,738 3,096
Total director’s emoluments EEWeBE 2,092 3,413

89



90

CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

14.

DIRECTORS’ AND EMPLOYEE REMUNERATION (Cont’d) 14.

(a)

(b)

Directors’ remuneration (Cont’d)

During the year, no emoluments were paid by the Group
to any director as an inducement to join or upon joining
the Group or as compensation for loss of office.

Employees’ remuneration

The five highest paid individuals in the Group included
one (2004: two) director(s) of the Company, details of
whose salaries and other benefits are set out above.
The aggregate remuneration of the remaining highest
paid individuals, who are employees of the Group, is as
follows:

Notes to the Financial Statements BE:EEdiE

EESkEEME (&)

(a)

(b)

ExMe (&

AEER  AKBRYEAEFE
EXMEERBBIMAREE
IIMAREE& 2 BB HAE AR
BiffE -

EEME

ARELEBRRFALEBE -4
(ZZ2ZTMF  ME)ARAE
2 EFM R EmEN BT
mEX - HBTREFAL(BX
SEZRE) cHMEBBEIMT

2005 2004
—EERF —ZEMF
HK$°000 HK$'000

BEFT BETT

Salaries and other benefits BN & 2 A 48 A 1,950 1,482
Retirement benefit scheme RIKE F 5T 2 48 36
1,998 1,518

2005 2004

—ZETLEF —ETNE

Number of Number of

employees employees

EEAHE EE A

Nil to HK$1,000,000 £ % 1,000,000/ 7t 4 3
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ANNUAL REPORT 2005 4 #i
Notes to the Financial Statements g E EGEE
For the year ended 31st December, 2005 HZ T T AF+_A=+—HILFE
DISCONTINUED OPERATIONS 15. BRLEREXER
In May 2004, the Group disposed of the 100% interests in RZZZTMOERA AEEHEHRKE
Tung Fung Hung Investment Limited and its subsidiaries which ZHEFEHZTung Fung Hung
are engaged in the manufacturing and trading of Investment Limited X B ARl 2 2 H
pharmaceutical products, was regarded as discontinued Bm REE-_TTNF+A=1+—
operation during the year ended 31st December, 2004. AEFEARBRERIEEEER -
The profit for the year ended 31st December, 2004 from the BE_ZTONF T _A=+—HILF
discontinued operations was anlaysed as follows: B REERIEKEEB RN TN
T
2004
—ZETWEF
HK$'000
BEFT
Profit of pharmaceutical products FRERDE
segment for the year 25 Al 6,777
Loss on disposal of pharmaceutical HEZEmH I
products segment Z i (5,266)
1,511
The profit of pharmaceutical products segment for the period RZEEWNE—-—A—HBE-_ZTTNFMN
from 1st January, 2004 to 30th April, 2004, which have been A=TBZH[E  REERLELEED
included in the consolidated income statements and analysed ZaMEFAGREREE WP T !
as follows:
1st January, 2004 to
30th April, 2004
—ZEWFE-A—HEZE
—EEMEMA=TH
HK$'000
BEFT
Turnover S 96,262
Cost of sales i & B AR (60,381)
Other income H g A 419
Distribution costs 2K KR (21,056)
Administrative expenses TH X (8,467)
Profit before tax 754 Al 4 A 6,777
Taxation BiIE —
Profit for the period B A )5 A 6,777

The carrying amounts of the assets and liabilities of Tung Fong
Hung Investment Limited and its subsidiaries at the date of
disposal are disclosed in note 36.

Tung Fong Hung Invesmtment Limited
FEMBRAANLERRZEERERE
B T B 430 BB O B 336
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

16.

LOSS PER SHARE 16. BRE#R

From continuing and discontinued operations REFELERCARLREER

The calculation of the basic loss per share attributable to the FEBRAREREARGBRERE
equity holders of the parent for the year is based on the BIORBATHENE .

following data:

2005 2004
—2TIF —EEONF
HK$'000 HK$'000
BT T BEFT
Loss for the year attributable to M EEREREEZ
the equity holders of the parent for FEGARER
the purposes of basic loss per share HEAREEBR (95,200) (179,244)
Number of share
RO EE
2005 2004
—$gEFE  -TIME
Weighted average number of ordinary shares B EEREAEE L
for the purposes of basic loss per share TR ETHH 881,595,087 877,471,799
From continuing operations REFELEEK
The calculation of the basic loss per share from continuing FR - REFELEER 2B REIRE
operations attributable to equity holders of the parent for the HAEABGEEREREEDREATE
year is based on the following data: BatE
2005 2004
—225aF —TT@EF
HK$'000 HK$'000
EBET T BEFT
Loss for the year attributable to equity FEHAAER
holders of the parent BB AELEER (95,200) (179,244)
Add: Net profit for the year from BRIEREER
discontinued operations ZFEE RN FE — (1,511)
Loss for the year for the purpose of basic loss R ERERHERE
per share from continuing operations EB BREREE

L FEER (95,200) (180,755)
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16.

Notes to the Financial Statements
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For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

LOSS PER SHARE (Cont‘d) 16.

From continuing operations (Cont’d)

BRER (&)

REFELERE (&)

Number of shares

gl 4=
2005 2004
—EERF —TTWEF
Weighted average number of ordinary shares E’JE”r I BREREEZ
for the purposes of basic loss per share 38 R O 15 £ 881,595,087 877,471,799

The calculation of the basic earnings per share for the year
ended 31st December, 2005 and 2004 have been adjusted as

AEBE_TTRFR_TTNF L
A=t HUEFEZEREXBFCH

a result of the application of new HKFRSs and details are RERHBEEMBREEAMARE &
shown below: BeBEmT
2005 2004
—Z2TRF —TEOF
Basic earnings  Basic earnings
per share per share
BREX BRER
27 27
HK$ HK$
BT E T
Reported figures before adjustments AR E2RYF (0.06) (0.20)
Adjustment arising from application AERSTEBMBRS
of new HKFRSs AR A S B (0.05) (0.01)
Restated =7 (0.11) (0.21)
For the year ended 31st December, 2005, no diluted loss per RBE-_ZTRF+-_A=+T—BILLF
share has been presented as there were no dilutive potential B BRfiEEETEEEE T AR
ordinary shares in issue. BT RN G REEERS -

For the year ended 31st December, 2004, no disclosure of
diluted loss per share has been shown as the exercise of the
share option would result in a decrease in loss per share.

RBEE-_ZTNE+_A=+—HItF
B ARTERERESSRERERR
Do BT ERBEZEFE cBREE
B -
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Notes to the Financial Statements BE:EEdiE

17. PROPERTY, PLANT AND EQUIPMENT 17. Y%E BERSE
Furniture ~ Machinery Construction ~ Buildings
and and Sand Motor in under
Buildings fixtures  equipment vessels  vehicles progress development Total
BY GAREE HBRRE ROk RE EREIR BRTET ag
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HKS$'000  HK$'000  HK$'000
BETR RBETT BETT BETR RBETT BKTr AETR BETR
THE GROUP A%E
COST FAfE
At 1st January, 2004 RZBEME-F—H 63245 33,09 158,767 — 3,605 760 — 259473
Exchange adjustments EiHEE — 8 — - - - - 8
Reclassification BHNE — 205 - - - (205) - -
Arising from acquisition WENBARES
of subsidiaries — 614 9,800 — 551 — — 10,965
Additions ME — 1,011 2,206 — 596 187 330 4,330
Disposals it & —  (1,263) (26) - - - - (1,289)
Disposal of subsidiaries HER B AR (61,120)  (31,389)  (1,526) — (3191 (742) —  (97,968)
At 1st January, 2005 RZZZRE-A—-HB 2125 2,282 169,221 = 1,561 — 330 175,519
Exchange adjustments 5% — 19 217 2,062 7 = = 2,305
Reclassification bR — - — - - - - -
Arising from acquisition WERBAREE
of subsidiaries — — 165 113,019 — — — 113,184
Additions NE = 3 827 = 942 1,663 330 3,765
Disposals e - — (171) = (13) — — (184)
At 31st December, 2005 R=BZLE
+tZHE=1-H 2,125 2,304 170,259 115,081 2,497 1,663 660 294,589
DEPRECIATION, AMORTISATION # % + ## RHEHE
AND IMPAIRMENT LOSS
At 1st January, 2004 RZZEWE—-A—H 57,126 3,615 157,533 = 2,257 — — 220,531
Provided for the year ENEE 82257 1,100 - 363 — — 3798
Eliminated on disposals L E R MR = (732) (5) = = = = (737)
Eliminated on disposals HEMBLAEME
of subsidiaries (56,932)  (4,061) (483) — (1,568) — —  (63,044)
At 1st January, 2005 RZBERE-A-H 272 1,079 158,145 — 1,052 — — 160,548
Exchange adjustments EiEE — 6 31 - 1 - - 38
Provided for the year ENEE 53 506 1,483 5,754 306 — — 8,102
Eliminated on disposals &R — — (47) = 9) = - (56)
At 31t December, 2005 R-2%%fF
TZBE=1+-H 325 1,591 159,612 5,754 1,350 — — 168,632
NET BOOK VALUES REFE
At 31st December, 2005 R=BZLE
+tZHE=1-H 1,800 713 10,647 109,327 1,147 1,663 660 125,957
At 315t December, 2004 RZZFENE
+-R=1+-H 1,853 1,203 11,076 — 509 — 330 14,971
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Notes to the Financial Statements

17.

PROPERTY, PLANT AND EQUIPMENT (Cont’d)

17. 9DE -BELRRE &)

Furniture  Machinery Construction  Buildings
and and Sand Motor in under
Buildings fixtures equipment  vessels  vehicles  progress development Total
BT GRREE #ERZE KDk RE KEIR BRwET ag
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
BETT B¥FrT BEFT BEFT BEFn BETn EFTn AETn
THE COMPANY VN
CosT RAE
At 1st January, 2004 and RZEEME-A-H
31st December, 2004 k=EENE+-A
=t+-A 2,125 1,488 1,338 — 541 — — 5,492
Additions NE — — - - 599 - — 599
At 31st December, 2005 RZEE1%
t=A=t-H 2,125 1,488 1,338 — 1,140 — — 6,091
DEPRECIATION, AMORTISATION & ##RAEFS
AND IMPAIRMENT LOSS
At 1st January, 2004 R-EEME—HA—H 219 888 1,181 — 338 — — 2,626
Provided for the year ERfE 53 285 109 — 134 — — 581
At 1st January, 2005 R_EEHRE-—F—H 272 1173 1,290 — 472 — — 3,207
Provided for the year EREE 53 262 37 - 106 - — 458
At 31st December, 2005 R-BZRE
+-A=+-H 325 1,435 1,327 - 578 - — 3,665
NET BOOK VALUES REFE
At 31st December, 2005 RZEE1%
t=A=t-H 1,800 53 11 — 562 — — 2,426
At 31st December, 2004 R-ZENF
+ZR=+-H 1,853 315 48 — 69 — — 2,285

The above items of property, plant and equipment were
depreciated on a straight line basis at the following rates per
annum:

LL%% V%&éﬂﬁﬁﬁﬁﬁﬂﬁ/ﬁ%
EXBEUTEFRERFH !

Buildings 2% or the term of the lease or BF 2% R B A9 3 L 3 0 A
land use rights, if shorter. B2EH(UREE

Furniture and fixtures 10% — 25% FMEEE 10% — 25%

Machinery and equipment 10% — 20% HEREE 10% — 20%

Sand vessels 10% R M 10%

Motor vehicles 12.5% — 25% AE 12.5% — 25%

At the balance sheet dates, the buildings of the Group are
held under medium-term land use rights in the PRC.

REBR  AEEZBFHATHLMH
EREETERE -
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18.

—FERAT_A=T-ALER

Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 & Z

PROPERTY, PLANT AND EQUIPMENT (Cont’d) 17. YE BRERRE H)
As at 31st December, 2005, no property, plant and equipment RZZEZRF+ZA=+—0 HEY
were held under finance leases. The net book value of furniture * BELZEAREBLFE - EA—
and fixtures as at 31st December, 2004 included an amount of EEMFEF+—A=+—8 ' &Kk
approximately HK$3,000 in respect of assets held under finance ZEHFEREEH *Eﬁﬁrﬂﬁfﬁi’ﬂ-rﬁ
leases. 2 BE#93,000/8 T Z 70
PREPAID LEASE PAYMENTS 18. HEXHARE
THE THE
GROUP COMPANY
AEE N2 A
HK$'000 HK$'000
BET T BT T
COoST RN
At 1st January, 2004 R-ZEME—F—8 4,699 4,699
Arising from acquisition of subsidiaries W EE KT B A Rl T E & 16,500 —
At 1st January, 2005 R-ZZEERF—HF—H 21,199 4,699
Additions NE 8,635 —
At 31st December, 2005 R—_EBEREFE+_-_HA=+—H 29,834 4,699
AMORTISATION ey
At 1st January, 2004 RZZEZTNFE—H—H 485 485
Provided for the year FRBE 447 117
At 1st January, 2005 N_ZEERF—-H—H 932 602
Provided for the year FREE 519 118
At 31st December, 2005 R-EBEEFE+=-A=t+—H 1,451 720
NET BOOK VALUES BREFE
At 31st December, 2005 R-BEEFE+=-HA=t+—H 28,383 3,979
At 31st December, 2004 R-ZZETMNF+-A=+—H 20,267 4,097
The Group rEE
The carrying value of prepaid lease payment as at 31st N_ETRE+_A=+—H #ExXH

December, 2005 which amounted to HK$15,840,000 (2004:
HK$16,170,000) represented the amount paid to acquire a
land use right with medium lease term relating to land located
in the Zhuhai, the PRC for a consideration of HK$16,500,000
for the construction of a factory. The land use right has not
yet been obtained by the Group as at 31st December, 2005.
The directors are of the opinion that the land use right will be
obtained in due course.

U XIB 2 B8R {E 515,840,000/ 7T (=
TEME 16,170,000 7T) * KRB
8 722 5% 5= M 32 A8 16,500,000 7T U B8
IR ELREG P ERG L2 L (F
REMINFE R_TTRF+_A
=+—8" $‘EEI%5KHSM%EZiﬂﬂ1§ﬁH
B-BERAIHMERAESIREE
RERTE o



ANNUAL REPORT 2005 £ %}

18.

19.

Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

PREPAID LEASE PAYMENTS (Cont'd) 18. FEXHEHIRIE (&)
The Company KAH
The prepaid lease payments are leasehold lands under medium- BXAHFBEAMRPE 2 BHELA
term lease located in PRC. E+tiho
THE GROUP THE COMPANY
AEE PN
2005 2004 2005 2004
—EERFE —TTNFE ZEEEF _—_TTWF
HK$°000 HK$'000 HK$'000 HK$'000
BT T BEF T BET T BEF T
Analysed for reporting purpose as: SLE23FRMF :
Current assets MEN B E 620 447 117 117
Non-current asset FERBEE 27,763 19,820 3,862 3,980
28,383 20,267 3,979 4,097
DEPOSIT PAID FOR ACQUISITION OF INTEREST IN 19. BUBUXgERZISzRS

PROPERTIES

During the year ended 31st December, 2004, the Group entered
into a conditional agreement with a third party (“Vendor”) to
acquire the properties interest in a parcel of land situated in
Shanghai, the PRC (the “Land”) and the 24-storey building
being erected upon the land together with 2 levels of
underground carparks (the “Building”) (collectively referred to
as to the "Properties”) for a consideration of RMB450,000,000
(approximately HK$424,528,000). A deposit of RMB50,000,000
(HK$47,012,000) was paid upon the entering into the
conditional agreement.

BE-_ZTTNF+-_A=+—BL#F
B AREREF=F([EAIL—E
BiEGHE - KWEE—RuRNPERLEE
Mzt ([Li])) R—ERER L Fig
RUEZEFT  ERMEHNEFEERS
([B=F]) (B ZEME]) 2 MFERE
@ KB A AR®450,000,0007T (4
424,528,000 L) ° RET LB &M=
B E X AR®S50000000T
(47,012,000 0) 2 € °

\
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19.

DEPOSIT PAID FOR ACQUISITION OF INTEREST IN
PROPERTIES (Cont’d)

According to the conditional agreement, prior to the
completion of acquisition, the Vendor should (i) obtain the
certificate in respect of the land use rights of the Land and
the ownership of the Building; (i) obtain an approval from
B TEME]Z B € that the use of the Properties be changed
from office to both commercial and residential and that all
relevant fee and charges arising from the sale of the Land
payable to the relevant authorities including E/BME + /5
having been settled in full; (iii) agree with the Group on the
specification of installation, fixtures and furniture and other
internal decoration of the Properties; (iv) procure all the
contractors engaged in the development/construction of the
Properties to enter into agreements with the Group to bind
these contractors with obligations to the Group to rectify all
defects of the Properties which may arise after the completion
of the development/construction; and (v) procure the granting
of a loan (“Loan”) to be granted by PRC banks to the Group
to finance the remaining consideration.

The remaining consideration will be settled upon the grant of
the Loan and the transfer of the ownership of the Land and
Buildings to the Group.

It is one of the conditions for completion of the acquisition
that the Vendor should obtain approval for the change of use
of the Properties from office to both commercial and residential.
Should the Vendor fail to obtain such approval within 150
days from the date of the agreement, the Group is entitled to
either (i) to proceed with the agreement in accordance with
the existing terms and conditions; or (ii) to acquire the 1st to
7th floors and the 23rd floor of the Properties together with
the two levels underground carparks for a consideration of
RMB70,000,000 (HK$65,817,000).

Notes to the Financial Statements BE:EEdiE

19.

RUBNEREXN2EE (B)

RBAGMEHZE  NRBERTHA -
B A()E i%ziﬁﬁﬁﬁ%)}f@%

ZHEAEER  (RELEMHAEZE
QR ”‘EF HEEE2E dibaq::

MAERREERE  R—YRbEL
WHELMENAREEE (BRELEM
E1+B) cERERCBRAM ¢ (i)
AREREREFNFE LK  RERK
M RBREMABREEE : (VEE
FERERER/TIREPIEZAERD
HEARER L HE  ORSEAREAER
ERAKBRBZENFEN T A BE
B/ TREMRERZ —RE - RV
REBRARTAAEERLER([E
K1) AR T 2B -

BT ZRESNEFRR L XL RET
CEARBEEAEERIN -

%mﬁzﬁ%%wﬁﬂiﬂflﬁﬂ% HRESE

BHZENE L AEERAZTERAR
P%EFH;@ZHW WE A RN BT
Y HAMZISOBARBEBILY - A%
BAEROVERRE ZGERRIEHEITH
& H(i)AKE AR 70,000,0007T
(#765,817,0008 L) WEZEME 2 F
1278 F23B ULMBH TFE

% o
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DEPOSIT PAID FOR ACQUISITION OF INTEREST IN
PROPERTIES (Cont’d)

Provided that if the conditions are not fulfilled on or before
1st June, 2005, the Group shall agree to a further extension
of not less than 60 days without imposing any fine on the
Vendor. If the conditions are not fulfilled within the extended
period, the Group shall be entitled to terminate the agreement
and the Vendor shall refund the deposit to the Group together
with interests accrued during the period from the date of the
agreement to the date the deposit is refunded and calculated
on the relevant prevailing market interest rate.

However, the conditions stated above for the change of the
use of the Properties has not yet been fulfilled within the said
period and accordingly the Vendor and the Group had entered
into another agreement dated 3rd February, 2005 pursuant to
which, among other things, (i) the Group will pay, on behalf
of the Vendor, RMB22,000,000 (approximately HK$20,663,000)
to the main contractor of the Properties (the “Main
Contractor”); and (ii) the amount paid by the Group in (i) will
be deducted from the sales consideration.

Further, the Group had made an additional RMB8,000,000
deposit (approximately HK$7,512,000) to the Vendor pursuant
to this additional agreement and the aggregate sum paid by
the Group to the Vendor amounted to RMB58,000,000
(approximately HK$55,716,000) as of 31st December, 2005.

In June 2005, the Group had commenced legal proceedings
against the Vendor, among other things, to demand the Vendor
to fulfill its obligations under the above two agreements and
applied to a PRC court an injunction order on the Properties
to stop the Properties from being transferred (the “Injunction
Orders"”). It had also come to the attention of the Group that
one of the three secured creditors of the Vendor and the Main
Contractor had already applied to and being granted the
Injunction Orders and they, together with the other two secured
creditors, had priority over the Group on the Properties.

As a condition precedent to the application of the Injunction
Order, the Group had issued a counter guarantee of
RMB402,000,000 (approximately HK$377,500,000) to an
institution in the PRC which provided a guarantee of the same
amount to the PRC court on behalf of the Group.

19.
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19.

DEPOSIT PAID FOR ACQUISITION OF INTEREST IN
PROPERTIES (Cont’d)

At the same time, the directors of the Group are also in
discussion with the Vendor for settlement of the above matters;
however, there can be no assurance that such matters can be
resolved and settled with the Vendor eventually. Despite the
above developments, the directors of the Group have consulted
its legal counsel and decided to proceed with the acquisition
of the Properties in consideration of the following:

(a)

the transaction can be continued with the payment of
outstanding consideration of RMB392 million
(approximately to HK$376 million) and the legal title of
the Properties can be transferred to the Group when
the debts of the Vendor owed to the three secured
creditors and the Main Contractor are settled by the
Group;

the usage of the Properties can be changed to both
commercial and residential when the Group obtains the
legal title to the Properties and makes the application
to the relevant authority;

the acquisition of the Properties, on a completion basis,
is expected to bring economic benefits to the Group
taking into account of the estimated market value of
the Properties as of 31st December, 2005; and the ability
of the Group to meet the cash flow requirements to
finance the acquisition and completion of the Properties,
given the current financial position of the Group and
financial resources available to the Group from internally
generated funds, advances from its holding companies
and/or financial institutions.

The directors of the Company are of the view that the carrying
amount of deposit is not less than its recoverable amount at
the balance sheet dates.

19.
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PAYMENT FOR ACQUISITION OF SUBSIDIARIES

During the year ended 31st December, 2004, the Group entered
into conditional agreements with third parties (“Vendor
Parties”) to acquire the entire interest in BN BRBEEEAR A
A ("EMEE") and 88% interest in BRI EZ HERA
A ("R5™m/LB") for an aggregate consideration of
approximately HK$50,000,000. E M #ZF5 and R 3,18 are
companies incorporated in the PRC and engaged in the business
of sand mining. According to the conditional agreements, the
Vendor Parties should procure the Group to obtain all necessary
approval from relevant government authorities for the proper
transfer of ownership in E/N#&F and R )1&. A deposit
of HK$40,000,000 was paid upon entering into the conditional
agreements. During the year, the conditions have been fulfilled
and the acquisition was completed.

20.
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21.

GOODWILL 2. B8
HK$'000
BT T

COST R AE
At 1st January, 2004 R-ZTTMFE—-—HF—H 33,469
Arising from acquisition of subsidiaries WHEHB AR EE 26,812
Eliminated on disposal of subsidiaries el NS (33,469)
At 31st December, 2004 R-ZEZWFE+_A=+—8H 26,812
Elimination of accumulation amortisation upon HEABAMBRE LEREIHR

the application of HKFRS 3 HiH Rt (1,005)
At 1st January, 2005 R_EERF—HA—H 25,807
Arising from acquisition of subsidiaries WK B AR FTE & 9,123
At 31st December, 2005 R-ZEEAF+=-A=+—-H 34,930
AMORTISATION AND IMPAIRMENT B RRE
At 1st January, 2004 R-ZTETMFE—-—HF—H 24,144
Provided for the year FEREE 1,160
Eliminated on disposal of subsidiaries & BB A R B 8 (24,299)
At 31st December, 2004 R-ZEEME+_A=1t—H 1,005
Elimination of accumulation amortisation upon HEREEMBREEDEIR

the application of HKFRS 3 B8 2 5 i (1,005)
At 31st December, 2005 R-EERF+=A=t-H —
CARRYING VALUE BREE
At 31st December, 2005 R-ZBEEHRFE+-A=1+—H 34,930
At 31st December, 2004 R-ZEEME+_A=1t—H 25,807

Prior to 31st December, 2004, goodwill was amortised over its

estimated life of 10 years.

R-ZEZWNE+—_A=+—HA ' &
TR 10F 2 hat FH# e -
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GOODWILL (Cont‘d)

Particulars regarding impairment testing on goodwill are
disclosed below:

The carrying value of goodwill as at 31st December, 2005 is
attributable to the acquisition of Talent Cosmos Limited of
HK$25,807,000 and acquisition of E /N #2F5 and R=m /L&
of HK$9,123,000 respectively. Talent Cosmos Limited and its
subsidiaries are engaged in the business of manufacturing and
trading of battery products (“Cash Generating Unit of Battery
Products). B/ 1EFF and =M /LG are engaged in the
business segment of sand mining activities (“Cash Generating
Unit of Sand Mining).

During the year ended 31st December, 2005, management of
the Group determines that there is no impairments of goodwill
of the Group to these two cash generating units.

The basis of the recoverable amounts of these cash generating
units and their major underlying assumptions are summarised
below:

Cash Generating Unit of Battery Products

The recoverable amount of this unit has been determined based
on a value in use calculation. That calculation uses cash flow
projections based on financial budgets approved by
management covering a 20-year period, and discount rate of
8%. This cash generating unit's cash flow within the first 5-
year period are extrapolated using a steady 10% growth rate
and no growth rate for the remaining years of the cash flows.
Another key assumption for the value in use calculations is
the budgeted gross margin, which is determined based on the
unit's past performance and management'’s expectations for
the market development. Management believes that any
reasonably possible change in any of these assumptions would
not cause the aggregate carrying amount of this cash
generating unit to exceed the aggregate recoverable amount
of this cash generating unit.

21.
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Talent Cosmos Limited % H Fff B 2 & 1
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ERREH EB B (R 2R E
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21.

22,

Notes to the Financial Statements BE:EEdiE

GOODWILL (Contd) 2. BE @)
Cash Generating Unit of Sand mining RUZREELEN
The recoverable amount of this unit has been determined based ZEBEMNzAEREBENRBEERERE
on a value in use calculation. That calculation uses cash flow MEE - BAGEDIMNBEREE0
projections based on financial budgets approved by F UTHEBEHECUBEE L RS
management covering a 10-year period, and discount rate of MEBRAARS% 2 ITEERFE - %R
8%. This cash generating unit’s cash flow within the first 5- CEXEMNESFHBCRERED
year period are extrapolated using a steady 10% growth rate FRAETEEREI0%HEE  MEHKFE
and no growth rate for the remaining years of the cash flows. ZEenENTEERE - HEFAE
Another key assumption for the value in use calculations is ZHR—ERABRABEEMNE - }HE
the budgeted gross margin, which is determined based on the REUZATEERERBHMSER
unit's past performance and management'’s expectations for ZTEHmMETE - EEEREZERR
the market development. Management believes that any EREEAEEHH I EERRREE
reasonably possible change in any of these assumptions would HEEEAESEHREESSEN
not cause the aggregate carrying amount of this cash ZAEEEE -
generating unit to exceed the aggregate recoverable amount
of this cash generating unit.
INVESTMENTS IN SUBSIDIARIES/AMOUNTS DUE FROM  22. EAWE"ﬁZEE/ FE W Bt &S 2 8]
SUBSIDIARIES/AMOUNTS DUE TO SUBSIDIARIES IE/@H' g ENGIE S|
2005 2004
—ggrF —2Eng
HK$'000 HK$'000
BYTF T BEFT
Investments in subsidiaries RBARZERE
Shares listed overseas, at cost BN ETRG - BREAE 139,703 139,703
Unlisted shares, at cost FETRD - BRAE 85,037 85,037
Deemed capital contribution BIEEARALE 1,858,032 —
Accumulated impairment losses REREER (1,937,738) (79,706)
145,034 145,034
Market value of listed shares EmkpzmE 15,122 37,344
Amounts due from subsidiaries FE s Bt 1 N R SRR
Amounts due from subsidiaries JE W B /8 2 B B 2,008,674 3,779,832
Less: Allowances A B (70,991) (1,944,253)
1,937,683 1,835,579
Amounts due to subsidiaries FE 15 B BB 2 R KB
Amounts due to subsidiaries FE 5 B B 2 B B
— shown under current liabilities — RRBEETIR 737,054 —
Amounts due to subsidiaries FERTIT B 2 RI3RIA
— shown under non-current liabilities EAéFm@J@1 5I7R — 840,225
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INVESTMENTS IN SUBSIDIARIES/AMOUNTS DUE FROM
SUBSIDIARIES/AMOUNTS DUE TO SUBSIDIARIES (Cont’d)

The amounts due from subsidiaries as at 31st December, 2005
are unsecured and repayable in nine years and the amounts
have been classified as non-current. Of the amounts,
approximately HK$346,720,000 (2004: HK$228,449,000) bears
interest at prevailing market rate and the remaining balance is
non-interest bearing.

The fair values of the amounts due from subsidiaries at 31st
December, 2005, determined based on the present value of
the estimated future cash flows discounted using the effective
interest rate of 8% at the balance sheet date, approximate to
the corresponding carrying amount.

As at 31st December, 2004, the amounts due to subsidiaries
were unsecured, non-interest bearing and had no fixed
repayment terms. In the opinion of the directors, the amounts
due to subsidiaries will not be repayable in the next twelve
months accordingly, the amounts have been classified as non-
current as at 31st December, 2004. As at 31st December, 2005,
the amounts due to subsidiaries are unsecured, non-interest
bearing and repayable on demand, the carrying value of the
amounts due to subsidiaries as at 31st December, 2005
approximated to its fair value.

The principal activities of the subsidiaries are set out in note
46.

22,
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INTERESTS

Interests in associates

IN ASSOCIATES/AMOUNTS DUE FROM
ASSOCIATES/AMOUNTS DUE TO ASSOCIATES

REBENRZER BREEDT

ME/EABEDQRARE

(@) RBELATzRED

THE GROUP THE COMPANY
KEH KA A
2005 2004 2005 2004
—EEhE —SEWmE —EERE —TENE
Notes HK$'000 HK$'000 HK$'000 HK$'000
ik BT BT BEFT BT
Share of net assets PTG EEFE 546,551 334,020 — —
Goodwill kS (i) 12,187 2,006 — —
Negative goodwill BHE (ii) - (47,058) - —
Unlisted convertible — FEUBEZ A A] 2
notes due from LAk
an associate BEE& (iii) — 55,000 — —
Embedded derivative WESTELE
— conversion — R
option (iv) - = — =
Loans and interest =N
receivables due EUEZ R
from associates 7l 8 (v) - 81,840 — —
558,738 425,808 — —
Unlisted shares, JEEmEM
at cost BN AE — — 2 2
Market value of BENE 2 ETW
listed shares B2 miE
in associates 317,752 311,480 N/A N/A
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IN ASSOCIATES/AMOUNTS DUE FROM

ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd)

(a) Interests in associates (Cont’d)

Notes:

(i

(i)

The amount represented the goodwill arising on
acquisitions of associates in prior years. The movement

23. RBIEARCEZ BUBEAQS
ME/EABEDRRE (@)

() REEIRzEE (F)
Btk :

()  HEBENBEEERBHE
AAFELHE - BB 2%

of goodwill is set out below. HHWT :
HK$'000
BEFT
CosT R E
At 1st January, 2004 R-ZZEZEWF—A—H 91,785
Arising on acquisitions of associates Wl & AR PTELE 3,931
Realised upon disposal/dilution of interests in associates i &/ﬁﬁ e N REERFER (93,710)
At 31st December, 2004 R-ZEEME+_A=+—H 2,006
Arising on acquisitions of associates Wl & AR TELE 10,181
At 31st December, 2005 R-ZBEEFE+=A=1+—H 12,187
AMORTISATION B
At 1st January, 2004 R-ZEZEWF—H—H 10,326
Charge for the year FRALH 3,059
Realised upon disposal/dilution of interests in associates HE /BE R 2 N B R S R R bR (13,385)
At 31st December, 2004 and 31st December, 2005 R_ZZEZE @E‘i‘iﬁ E‘|‘_ =
—EERFE+-_A=+—H —
CARRYING VALUES FREE
At 31st December, 2005 R-EERF+=A=t-H 12,187
At 31st December, 2004 R-ZETWOF+=-RA=+—H 2,006
Prior to 31st December, 2004, goodwill had been mE+=—A=+—H

amortised over 10 years.

During the year, a discount on acquisition of
HK$6,601,000 arising on acquisition of additional
interests in Wing On has been included as income in the
determination of the Group's share of results of
associates.

R=FF

Al BEDIRIOEH -

(ii) FR - RBRKEZBEIMER
B £ #7#%6,601,000% T &
EQEEM%FM& YN d
EERTARSR
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23. INTERESTS

IN ASSOCIATES/AMOUNTS DUE FROM

ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd)

(a) Interests in associates (Cont’d)

Notes: (Cont'd)

(i)

(iif)

(Cont'd)

Negative goodwill with carrying amount of
HK$47,058,000 as at 31st December, 2004 (1st January,
2004: HK$111,041,000) was presented as a deduction
from the cost of investments in associates. In prior years,
negative goodwill was released to income on a straight-
line basis of 10 years, representing the remaining
weighted average useful life of the depreciable assets
acquired. The amount of negative goodwill released to
the income statement for the year ended 31st December,
2004 was HK$10,598,000. All negative goodwill was
derecognised on 1st January, 2005 upon the application
of HKFRS 3 (see note 2).

Prior to 31st December, 2004, negative goodwill is
released to income over a period of 10 years.

The carrying value of the unlisted convertible notes at
31st December, 2004 represented investments in
convertible note issued by Wing On Travel (Holdings)
Limited (“Wing On") (“Wing On Note"). The Wing On
Note bore interest at 2% per annum and is due for
redemption on 14th June, 2007 at HK$55,000,000. It
also entitled the holders at any time after the date of
the issuance of the Wing On Note and up to 14th June,
2007 to convert the Wing On Note into shares of Wing
On at an initial conversion price of HK$0.02 per share
(subject to adjustment).

The Group subscribed 8,740,000 new ordinary shares of
HK$0.01 each in January and February 2005 and the
Group's interest was increased to approximately 21.1%.
In April, 2005, the Group further acquired 6,967,700
ordinary shares of HK$0.01 each in Wing On and
converted HK$55,000,000 convertible notes of Wing On
into ordinary share of HK$1.00 each (being the par value
of each share after share consolidation carried that by
Wing On) in Wing On at the conversion price of HK$0.02
per share and the interest in Wing On held by the Group
was increased to 27.74%. No Wing On Note were held
by the Group as at 31st December, 2005.

23. RBIEQAEEZ BUBEAQS
NE/EABEDNRRE (8)

(@) REBEQRZESR (F)

ez o (%)

(ii)

(iii)

(#)
RZTETNME+_A=+—
B ' BRE{E47,058,000% 7T
(ZZETWFE—AR—A :
111,041,000 ) 2 BEET)
2 AERBERAZBERAE
ZHE - RBEFE  BFE
T A E SRR 105 (AT BB
ANEBEZH# T MEFHm
FRAFH) BEERE - NE
E-TTNFEF+_A=+—H
EFEzZWGERER 2 BHE
$%/510,598,0008 7T ° FTH
BREER-_ZTRE—A—
REREBMERELERE]
SRR IER (R AT:2) °

RZZZEWF+=—A=+—H
Al BEENRIOFELEE
Wz o

FETABRKREER _TTN
F+-_A=+—BzZKEEN
KR BB AT AR R 4% (2K
ZER|) ZIRE - KEEBIR
EB BB WER-ZTZ
+ %75 A 1M H 455,000,000
BB BIER o KT ZEE I
THERAAER  AIRKERE
BETEHRREZE —TTLFX
A +m A B RS R PR
1B0.024 7T (7] THE) #k &
ERERABXKZRND -

AEESN_TTRAFE—A
% — B R 8,740,000 & i
EE.OIB T 2 AL @A - M
AEBZRBENEZERN
211% - RZZEZTHFMWMA -
AEBEEBEA%6,967,7000%
BREE.0ABTZ XKL ER
B - Wik ER0.02/8 7T 2 Hhk
{B 155,000,000/ 7T 2 K &2 7]
BREEERRER1.008 T
(ALK ZETROAHEZE
BREE) 2k LEEEE - AE
BRAZKLTERELIER
27.74% - REBR =TT H
F+-_A=+—HBUYEHHX
RER o



23. INTERESTS

Notes to the Financial Statements

IN ASSOCIATES/AMOUNTS DUE FROM

ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd)

(a) Interests in associates (Cont’d)

Notes: (Cont'd)

(iv)

In accordance with HKAS 39 “Financial Instruments:
Recognition and Measurement” issued by the HKICPA,
the conversion option element of the Wing On Note
represents an embedded derivative instrument which is
accounted for separately from the unlisted convertible
notes and, as such, to be measured at fair value when
initially recorded and at subsequent reporting dates. The
fair value of this conversion option, representing a
discount on subscription of the Wing On Note, was
estimated using the Black-Scholes option pricing model
at the date of subscription of the Wing On Note, and as
at 31st December, 2004. Comparative figures for 2004
are not required to be restated. From 1st January, 2005
onwards, the Group measured the fair value of the
embedded derivates in accordance with the requirements
under HKAS 39 and recognised the fair value of the
conversion option of the unlisted convertible note as at
1st January, 2005 of approximately HK$64,410,000,
which increase the derivative instruments included in
interests in associates and decrease the deficit as at 1st
January, 2005 accordingly. The impact of changes in fair
value of this conversion option, taking into account the
portion of the conversion option exercised during the
year ended 31st December, 2005, was loss of
HK$39,743,000, which have been recognised in the
consolidated income statement.

Loans and interests receivable due from associates are
unsecured, carries interest at prevailing market rate and
repayable within one year. The fair value of the Group's
loans and interest receivables due from associates at 31st
December, 2005 approximates to the corresponding
carrying amount.
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23. RBIEARCEZ BUBEAQS
ME/EABEARRE (B)

() REELRzZESE (F)

Mzt : (&

(iv)

REBBEAMASHHEZE
BEEAEIR [T
B ERAKE]  KEEE
ZHRRERHDBRAETET
A RIZESEIE Fi ARk Rk
DR - LR EHRERE A
ERERKHRE BHEATE
e o wmREZ ATERE
RBKLZEZITE - DRR
BXLZZBEAPR_TTNF
T A=t —BEREHRE
TEEEA Gt  —TTNF2
hBRHFHEES c =TT
AF—A—BE  AKERE
B e ERIE 395 2 BT &
ENENETAZATE ¥
TERIE LT Al AR =R R AR AR
RZZTRF—A—HZRAF
EZE) 464,410,000/ T © £
B ABEDRESZITET
BN MR=TThE—A
— B2 BRTERERD © 5Kk
BE-TTRF+-A=1—
B FERBITEE 2 R
& WBRBREATEZHE
539,743,000 L2 BRI E
Rz B RS RER o

JRE M Bt 2 X R 2 R M R R A
EAEER - MRTHHENE
ARRAR—FAREE - K=
ZTHER=H=%"H:'=
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EMB 2 A VHEEBRREE
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23. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM 23. REEATZERZ EUEZLT
ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd) NE/EABEQTRRE (B
(b)  Amounts due from associates (b) EWEELQIRE
THE GROUP THE COMPANY
REH N2
2005 2004 2005 2004
—ELRE C—ITTNFE CZETEE —TITEHF
HK$’000 HK$'000 HK$’000 HK$'000
BETF T BT T BT T BT T
Amounts due from JiE T BE ])
associates HIB 159,214 57,163 2,989 563
The amounts due from associate are unsecured and FEU B & AR FIB AERR AR E K
repayable on demand. Except for amount due from RFEI8 o BR49151,648,0008 L (Z2F
associate of approximately HK$151,648,000 (2004: U4 : 54,247,000% 70) 2 FE Wa B &
HK$54,247,000) are interest bearing at prevailing BIRIBEAKRBITIM SR B - Hf
market rate, all remaining amount due from associates FBRWEEARIRBEBARRE - R
are non-interest bearing. The fair value of the Group's ZTRF+TA=1T—08  FEEEK
amount due from associates at 31st December, 2005 Bt 28 N B 5008 2 A T E B4R B BR E (A AR
approximates to the corresponding carrying amount. H o
()  Amounts due to associates ()0 ENHZEARRE
THE GROUP THE COMPANY
REH N2
2005 2004 2005 2004
“2ERE —ITTNFE ZB2RE —ITTNF
HK$'000 HK$'000 HK$'000 HK$'000
BET T BETF T BT T BT T
Amounts due to NP NG
associates FRIE 286 3,737 — —

The amounts due to associates are unsecured, non-
interest bearing and repayable on demand. The fair
value of the Group’s amounts due to associates at 31st
December, 2005 approximated to the corresponding
carrying amount.

FENBERRFRASEERIARER
KEE N-_TTRAFT-_A=1—
A AKBERENEZEQARFBELATE
EEAREERS



Notes to the Financial Statements

23. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM

ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd)
(0

Amounts due to associates (Cont’d)

Particulars of the principal associates at 31st December,
2005 are as follows:

23.
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For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

REENRZERBREE DR

ME/EABEARRE (B)

(0 BEBEATRE &)
R-FTRE+=A=+-8
EXEBEADZEBMT

Proportion of
nominal value

of issued share
capital/ registered

Place of the capital held
incorporation/ indirectly by
registration/ the Company
establishment  Place of ARRBE#E

Name of associate A& operation BEERT

NN B a9 REXEK BRA/HMEAR  Principal activities

BENRAER B 3L 3t B 2B HEZLG TEEK

%

China Velocity Group Limited Bermuda Hong Kong 22.65  Property investment
("China Velocity") BRE and PRC and development
(notes a and b) BB R in the PRC

hESR(EE)ARAA MRAZERERER
(IhE=E]) (Katakb)

Wing On (notes a and b) Bermuda Hong Kong 27.74  Business of providing

K& (Kfztakb) BRE N package tours,

travel and other

related services
RERERE KB R

Hit BB R < ¥7

Hangzhou Zhongce Rubber PRC PRC 26 Manufacturing of tires
Company Limited HE FE RioRE
("HZ Rubber")

(note ¢)

MR REBERRAA
(MAMERL) (Kfatc)

Notes: fitat -

(a) The shares of China Velocity and Wing On are listed on (a) HEERRKRZ ZROREE

the Hong Kong Stock Exchange.

These companies are a limited liability company
incorporated in the respective jurisdiction.

This is a PRC sino-foreign equity joint venture.

B P ET -

I AT P 8 R RE [ A 1 P 2
ZERRA

e ERERT -
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Notes to the Financial Statements BE:EEdiE

For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

23. INTERESTS

IN ASSOCIATES/AMOUNTS DUE FROM 23.

ASSOCIATES/AMOUNTS DUE TO ASSOCIATES (Cont'd)

(c)

Amounts due to associates (Cont’d)

The above table lists the associates of the Group which,
in the opinion of the directors, constituted a substantial
portion of the share of results or of net assets of the
associates. To give details of other associates would, in
the opinion of the directors, result in particulars of

excessive length.

The summarised financial information in respect of the

Group’'s major associates is set out below:

RBEQNRZER BRBEAT
NE/EABEDNRRE (8)

(0 ENBEQITNE(E)

FRINMESA/ABAEE R
AMEREREEFET RN
ZARERERR c EERAIR
HEMBENRZHBESRIE
BHTK -

BRASRE CTEHERAZH
BHBERZEIMT

2005 2004

—gen§ —TIQNS

HK$'000 HK$'000

BEFIT BT T

Turnover R 8,382,622 6,519,685

Profit (loss) for the year FEE A (EE) 133,498 (102,198)

Profit (loss) for the year attributable AEERGFE

to the Group = (B 18) 36,639 (17,266)

2005 2004

—ZEERF —ETNE

HK$’000 HK$'000

BET T BT T

Total assets BEE 7,431,386 5,875,595

Total liabilities BEE (5,037,199) (4,049,781)

Net assets BETE 2,394,187 1,825,814
Share of net assets by the Group: AEEMGEEFE

As at 31st December R+-—A=+—8H 520,772 333,708

Market value of interest held by the Group AEBFEFEZEHE 317,752 311,480




ANNUAL REPORT 2005 £ %}

Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 B Z —_ZZTAF+_A=+—HILFE

24. LOANS AND INTEREST RECEIVABLES 2. BEWERREWRAE
THE GROUP THE COMPANY
rEHE PN
2005 2004 2005 2004
—22EF -TING C-STHEF -—FTINH
HK$'000 HK3$'000 HK$’000 HK3$'000

BETT BETT EBE T BETT

Loans and interest receivables JEUT & 7 K fE U 7l 2.

— secured (note a) — &M (Kita) 302,061 230,105 — —
— unsecured (note b) — | (Hatb) 492,967 666,513 35,223 35,223
Promissory note and ENEREANE
its interest (Kt&b)
receivables (note b) 9,292 6,735 9,292 6,735
804,320 903,353 44,515 41,958
Less: Allowances B B (340,088) (302,643) (35,223) (35,223)
464,232 600,710 9,292 6,735
Less: Amounts due within o —F AR
one year and repayable WBREK
on demand (B8 2 FUE (464,232) (563,666) (9,292) (6,735)
Amounts due after one year —F & Z|H 2 B — 37,044 - —
Notes: et
(a) Included in secured loans and interests receivables were amounts (a) EERETRELRF S FBIEDFIE
of approximately HK$99,616,000 (2004: HK$109,286,000) and IzDanwei Ltd. ([Danwei]) % Lucklong
approximately HK$165,422,000 (2004: HK$120,819,000) due Venture Ltd.( [ Lucklong] ) #
from Danwei Limited (“Danwei”) and Lucklong Venture Limited 99,616,000 T (Z T T I F :
("Lucklong”) respectively. Allowances made in the loans 109,286,000/ 7T) & £1165,422,0007%
receivables due from Danwei and Lucklong as at 31st December, T ( ZZZFMF : 120,819,000% 7T)
2005 were approximately HK$180,838,000 (2004: ZRE -R-_ZETAFE+_A=+—
HK$143,905,000) with reference to the market value of the H - 3ifE U Danweik Lucklongz B
collateral secured to the Group. Shares in certain property holding eI 2 B #4075 180,838,000/% 70 ( =
companies held by Danwei and Lucklong were pledged to the ZZTNF ¢ 143,905,000 T) © W o
Group as securities to the loans receivables. PERBTAEE 2 ER Rz TEM

Bl - ETRAIZBRHEFEM - {E
/57K £ [ [f] Danwei % Lucklong#E f &
AR o

The loan receivables carry interest at the prevailing market rate YRR E I R8%E12% T E 21T
ranging from 8% to 12% and repayable on demand. S A =R -

(b) The amount are unsecured, carries interest at prevailing market (b) ZHIBERERRLIZSE12%TE 2
rate ranging from 8% to 12%. Included in unsecured loan and RITmmA X e - EREERER
interest receivables were amounts of approximately RAEBREEKMEERR B R
HK$80,308,000 (2004: HK$80,021,000) due from subsidiaries of 74780,308,000 T (Z T T F :
investees. 80,021,000/ 7t) 2 %A °

The fair value of the Group’s loan and interest receivables as REER  AEBEZRKEFRRFEZ

at balance sheet date approximate to the carrying amount of NTPERERFIBLREERS

the receivables.
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25. INVESTMENTS IN SECURITIES AT FAIR VALUE THROUGH 25. BAVEHABRRZBSZRE

PROFIT OR LOSS/INVESTMENTS IN SECURITIES HELD FOR FEEERSFRE
TRADING
THE GROUP THE COMPANY
rEH RAF
2005 2004 2005 2004
—2TEF -TINGF C-VTHF -—FTINF
HK$'000 HK$'000 HK$'000 HK$'000

BETFT BETT BETT BETT

Equity securities: RAEF
Listed £ 38,467 91,081 — —
Unlisted JEET 61,748 76,909 — —
100,215 167,990 — —
Debt securities: BEES
Unlisted ¥ET™ 24,431 45,084 — —
Club debentures 2HES 825 825 825 825
Total Bt 125,471 213,899 825 825
Total and reported as: B RIE
Listed i)
Hong Kong BB 38,467 80,415 — —
Elsewhere H i n — 10,666 — —
38,467 91,081 — _
Unlisted ¥LEmm 87,004 122,818 825 825
125,471 213,899 825 825
Classified under PEE
Investments in securities STARBEEZ
held for trading included HIEEBEXE 5
in current assets %E& 7,552 19,849 — —
Investments in securities STAERBEE
at fair value through 2N TE
profit or loss included FABEERY
in non-current asset BHIE 117,919 194,050 825 825
125,471 213,899 825 825

Market value of listed securities & 35 %5 2 i & 38,467 91,081 — —
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For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

INVESTMENTS IN SECURITIES AT FAIR VALUE THROUGH
PROFIT OR LOSS/INVESTMENTS IN SECURITIES HELD FOR
TRADING (Cont’d)

The carrying value of unlisted equity securities in Hong Kong
at 31st December, 2005 included an amount of HK$43,498,000
(2004: HK$43,498,000), representing 9.76% (2004: 9.76%)
interest in Apex Quality Group Limited (“Apex”). Apex is
incorporated in the British Virgin Islands and engaged in hotel
and leisure related business. The fair value of the unlisted
equity securities are determined based on the present value of
the estimated future cash flow discounted using the effective
interest rate at the balance sheet date, approximates to the
corresponding carrying amount.

The carrying value of unlisted debt securities at 31st December,
2005 represented a convertible note issued by a company
incorporated in Australia which is engaged in the business of
fruit trading. The convertible note bears interest at 8% per
annum and will be matured on 29th March, 2008. The fair
value of the unlisted debt securities are determined based on
the present value of the estimated future cash flow discounted
using the effective interest rate at the balance sheet date,
approximates to the corresponding carrying amount.

The fair value of the Group’s investments in securities at fair
value through profit or loss and investments in securities held
for trading at 31st December, 2005 approximates to the
corresponding carrying amount.

The carrying value of investments in securities as at 31st
December, 2004 (which previously were classified and measured
under benchmark treatment in accordance with SSAP 24 issued
by the HKICPA) were reclassified to appropriate categories upon
application of HKAS 39 on 1st January, 2005.

25.

RAFEFABRRZBSRE
BREEERSRE (B

RZBTRF+=-A=1+—8 B
EWES 2 REES1E43,498,000/% 7T
(ZZ T4 : 43,498,000 L) 2 &
8 ' Apex Qua||ty Group Limited
(TApex))9.76% (ZTZMF : 9.76%)
ZE\OM&W%%@?%%&%W

CREBBEREAEBER - LT
h$ AR A TFEDBRBEREEACE
BRI B2 A RRREREREE
o EEEREEES

R-IBZEAFF_A=+—HZ¥Lm
(B & 7 IR A E 55 — R ORI FE M AR L
WHRFEKREECDRIAETAIRRE
BRI BMREBRRFREWE - I
BR-ZFENF=A-tTNAEEH -3k
IHEBEF 2 AFENREREER

ZE m%'J%TﬁEﬁZﬁﬁfﬁxiﬁémui R
EET REBRREEMRS

R-ZFZFAF+-_A=1+—0 ~&KHE

B RYERF AR ﬁz FREZR
FEEEBREERS

RZZZMEF+_RA=+—HZEHK
BEvEEE(BEREEAESHMAE
%%zaﬁaﬁﬁw E245R AR LR 12

ETPBERFAE)ER_ETHAF— A
—BHEAEEE aﬁ,ﬁ\‘J B39 EF D
BHEHEHE
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26.

OTHER ASSET

The amount represents cost incurred in connection with a land
development project in the PRC. The project is a land
development of k)@ M # LI & X E % & located in Long Shan
Development Area, Doumen District, Zhuhai City and is to be
jointly developed with KM BEILTXEEREZE €. The
Group is entitled to the exclusive development right to the
project and also the right to obtain the land for the
development (“Other Asset”). The Group is also entitled to
sell the Other Asset to investors at consideration to be agreed
among themselves.

The amount of approximately HK$229,288,000 (2004:
approximately HK$227,167,000) was paid by the Group for
obtaining the exclusive development right to the project and
in obtaining certain parts of the right for land development.

As the directors are of the opinion that the Other Asset is held
for sale, the cost incurred for the Other Asset is included in
current asset accordingly.

The directors has assessed the carrying value of the Other
Asset with reference to the valuation performed by Norton
Appraisal Limited, an independent valuer, on open market value
basis and no impairment loss is identified.

Notes to the Financial Statements BE:EEdiE

26.

Hiw&E

WEHBEEBA LW ERRBEL 2K
K- ZBRARKBMELEREREZ
THBRRR - URKETH M EEL
ZRE HHEEERKEMRLUIRER
ERZESARAER - AEEZHEA
LARERERZEENRE LIS
ZR(TEMBE]) - ARERARRG
EREREMEEETREE -

AEBEERREEE 2 BREREE K
P I8 B L33 R #E S 15 4229,288,000
BL(ZEZWMF : 4227,167,000%
JC) °

AREFREMBEEAFERE WA
WEEMELZKATIERBDEE -

EXC2EBUMEMETRRKRIGE
RORIEARTEEEREGHENGE
MEECREE YEEBERES
B o
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For the year ended 31st December, 2005 HE =TT R F+-_A=+—HILEFE

INVENTORIES 27. EE
2005 2004
—2THEE  —TINF
HK$'000 HK$°000
BT T BT T

As cost less provision: X 7 B3 B

Raw materials Rt 5,358 8,004
Finished goods UK 7,051 5,704
12,409 13,708

Included in above are raw materials of HK$5,358,000 and
finished goods of HK$7,051,000 which are carried at net
realisable value (2004: Finished goods of HK$5,704,000).

The cost of inventories recognised as an expense during the
year was approximately HK$26,780,000 (2004:
HK$76,066,000).

PR BERTEEFENE B RE
B & % Fl15,358,0005 7T & 7,051,000/
T(ZEZEMNF : 25K M5,704,000%8
JT) °

RERNERARIZEERALN A
26,780,000 L ( —ZZ Y F
76,066,000/ 7T) ©

TRADE RECEIVABLES 28. EWEZEX
2005 2004
—EERE — T NE
HK$'000 HK$'000
BET T BET T
Trade receivables e Z 5 BR 3 5,737 7,441
Less: accumulated impairment o RETRE (964) (461)

4,773 6,980
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28.

29.

Notes to the Financial Statements BE:EEdiE

TRADE RECEIVABLES (Contd) 28. EWESEN#E)
The Group allows its trade customers with credit period AEE-RETEHEFP RHI0E180
normally ranging from 90 days to 180 days. The aged analysis BzRRE - REFERZEKEZHER

of the trade debtors at the balance sheet date is as follows: ZERBRATMT
2005 2004
—ETEF —TTmE
HK$'000 HK$'000
BT T BEFT
0 — 90 days 0Z90H 4,408 6,832
91 — 180 days 91 180H 365 114
Over 180 days 180 BA | — 34
4,773 6,980
The carrying amount of the Group’s trade receivables at 31st RZZEZTAF+-A=+—H &x&EH
December, 2005 approximates to the corresponding fair value. ZEBESERBERREEEBEATE
BE -

TRADE PAYABLES, OTHER PAYABLES AND ACCRUED 29. ENEZEN HtESRERE

CHARGES

Included in trade payables, other payables and accrued charges
are trade payables of HK$5,336,000 (2004: HK$4,964,000)
with the following aged analysis:

TEA

BREZERENR  HtENKBERETE
B eREERE S RHR5,336,000%8 7T (=
TP 1 4,964,000 T) © HEEE S
iU

2005 2004
—¥¥EF -TINE
HK$°000 HK3$000

BETFT BETT

0 — 90 days 0Z90H 2,980 1,613
91 — 180 days 912 180H 929 2,838
Over 180 days 180H A k£ 1,427 513

5,336 4,964

The carrying amount of the Group's trade payables at 31st
December, 2005 approximates to the corresponding fair value.

R-FBEFT-A=T—H  £%H
2 RSEAEH 2 ERERARATE
R



ANNUAL REPORT 2005 £ %}

30.

31.

Notes to the Financial Statements BaE & EL TR

For the year ended 31st December, 2005 HE-—ZERE+-_F=+—HIFE

AMOUNTS DUE TO RELATED COMPANIES 30 ENBEAARE
Details of the amounts due to related companies are as follows: ENEERRIRBZFENAT :
THE GROUP THE COMPANY
rEE ¥ NN
2005 2004 2005 2004
“EEARF —ZTTMF “EERF —ETNE
Notes HK$'000 HK$'000 HK$'000 HK$'000
Kt &t BETFT BEFT BETFT BEFT
Nation Cheer Investment HEREER
Limited NG| (i) 199,126 184,943 199,126 184,943
Cycle Company Limited HERERR AR
and Gunnell Properties Gunnell Properties
Limited Limited (i) 556 417 — —
ITC Management Limited EBHEXEEHR
NG| (ii) 605 275 605 275
200,287 185,635 199,731 185,218
Less: Amounts shown B RERBEE
under current SR 2 B
liabilities (200,287) (692) (199,731) (275)
— 184,943 — 184,943
Notes: Ktz -
(i) The companies are wholly-owned subsidiaries of substantial (i) ZERNRRAAREERRZZEAM
shareholders of the Company. BAw -

(ii) ITC Management Limited is a wholly-owned subsidiary of ITC
Corporation Limited, a shareholder of the Company’s substantial
shareholder.

At 31st December, 2005, all amounts are repayable on demand.
At 31st December, 2004, other than HK$184,943,000 which was
repayable after one year from 31st December, 2004, all remaining
balances were repayable on demand.

All amounts are unsecured, carry interest at prevailing market
rate ranging from 8% to 10%. The fair value of the Group’s
amounts due to related companies at 31st December, 2005
approximates to the corresponding carrying amount.

PAYABLES

The amounts are unsecured, carry interest at prevailing market
rate ranging from 8% to 10% per annum and are repayable
on demand. The fair value of the Group’s payables at 31st
December, 2005 approximates to the corresponding carrying
amount.

31.

(ii)

BHLXEEARAFABHELRS
BERRAI22EMBAR @ ErEd
$SEMERAAREATNETERRZ
R -

RZZTRFE+-A=+—H8 " FH
RBEHEARERKEE R-_TTNW
F+ZA=1—H8 ' x41184,943,000
BLZENFBEBER-_TTNF+ =
A=+—BEF—FRERIN  H#
RBEHARBREEE -

>

PRA IR REE R 8% Z10% 1
EZRAMBGHERFE - R-FFh
F+ZR=+—H A5EEMAE
RAFRBEZ AT EEEBERERS -

e+ RE

FiE%

RIRH RBEE L LE%ZE10% T

EZRIIMBHEFE - RN_ETRHF
+T-A=+—H AEEEMNZEZA
FTEEBEETAS
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Notes to the Financial Statements BE:EEdiE

32. BANK LOANS AND OTHER BORROWINGS 3. RBOTERRHMEE
THE GROUP THE COMPANY
REH N2
2005 2004 2005 2004
—EZRE ZZTTNFE CZETEE —TITEF
HK$’000 HK$'000 HK$’000 HK$'000
BEFIT B F T EBEFIT BT T
Bank loans BITER 1,412 2,245 — —
Obligations under finance MEHAESR
leases (note a) (#fita) 3 13 3 13
Bank overdrafts RITHE X 7,212 6,800 — —
Other borrowings (note b) HmEE (H7b) — 33,567 — —
8,627 42,625 3 13
Secured A 1K 8,627 42,098 3 13
Unsecured £ 15 98 — 527 — —
8,627 42,625 3 13
Carrying amount repayable: AR T FHEE
RME
On demand or within one year R Bk —F R 8,627 42,622 3 10
More than one year, but not —F#&{EBFEB
exceeding two years M F — 3 — 3
8,627 42,625 3 13
Less: Amount due within B —FANEE
one year shown SIERE B E
under current liabilities Z FE (8,627) (42,622) (3) (10)
— 3 — 3

Bank overdrafts are repayable on demand. The bank loans
carries interest at prevailing market rate ranging from 8% to
10% and were secured by the Group's bank deposits and
investment in securities. These were no undrawn facilities as
at 31st December, 2005 and 2004.

The Group's bank and other borrowings are denominated in
Hong Kong Dollars.

The fair value of the Group’s bank and other borrowings at
31st December, 2005 approximates to the corresponding
carrying amount.

RITBEXRAREREER - RITERE
8% EI0N T FZHRITHHMEEE
WARKB 2 RITERRBEHFREEE
R-N-_BTZRER_ZTTMNF+-A
=t—H UEXPRAEE -

AEBIROTREMEENETRE

fi -

RZZEERE+_RA=1+—8 &KE&EE
2RI REMEEZ AT EEEBER
BEHEE -
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32. BANK LOANS AND OTHER BORROWINGS (Cont'd) 32. BITERREMEE &)
Wit -
(a)
Present value of
Minimum lease payments minimum lease payments
BERNHE BERNHEZRE
THE GROUP THE COMPANY THE GROUP THE COMPANY
AEE AR AEE AR
2005 2004 2005 2004 2005 2004 2005 2004
“88%F -TTNE -—BBRF -2IME -BRREF -TINE -BBIF -—IIMNE

HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HKS$'000 HK$'000
BEFL  EEFrn  EEFn  BETn  BETn  BETr  BETn  BETx
Amounts payable under REBERL
finance leases: EREHE :
Within one year —£R 4 14 4 14 3 10 3 10
In the second to fifth years F_EEAF
inclusive (BREE
ME) - 4 - 4 - 3 - 3
4 18 4 18 3 13 3 13
Less: Future finance charges  J AREE
- dii (1) (5) (1) 5) — - - =
Present value of lease MHBEERE
obligations 3 13 3 13 3 13 3 13
Less: Amount due within B —ERE
one year Hze8 3) (10) 3) (10)
Amount due after one year ~ —F{RE|H 2 £ 78 - 3 - 3

The average lease term is one (2004: two) year. For the year
ended 31st December, 2005, the average effective borrowing
rate was 3.2% (2004: 9.4%). Interest rate is fixed at the contract
date. All leases are on a fixed repayment basis and no
arrangements have been entered into for contingent rental
payments.

The Group's obligations under finance leases contract are secured
by the lessor’s charge on the hired assets.

As at 31st December, 2004, the amount was secured, carried
interest at prevailing market rates ranged from 8% to 12% per
annum and was fully repaid during the year.

BOFTHAP-—F(CETWF : @
F) BE_ZEAFT-RA=+—H
LEE FHEEREFNXA3.2E
(ZZZWF : 94F) - BXRITLA
RBHETE - MEHOREEERF
By B EAIVAMASKAREN
RZLH -

AEBzBBEAHBAEEERER
SRR o

RZZFTNFE+=_A=+—0 ' &xX
BRERR REF8UENBIEFZ
ROMSHNEGHE  YERFARH

fBi& -
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33. SHARE CAPITAL 33. % <
Number
of shares Value
B 12 & H EE
HK$'000
BMF T
Authorised: JETE
Ordinary shares of HK$0.10 each BREMBI0E L. LB
at 31st December, 2004 and 2005 RZZEZMFER-_ZZTRF
+=—RB=+—H 8,000,000,000 800,000
Issued and fully paid: BETRHE -
Ordinary shares of HK$0.10 each at BREMBI0E T LB
1st January, 2004 R-ZEmFE—F—H 856,595,087 85,660
Issue of shares BT D 25,000,000 2,500
Ordinary shares of HK$0.10 each FREE10E T L @Ak
at 31st December, 2004 and 2005 RZEZTWNFER_STHF
+-A=+—H 881,595,087 88,160

As explained in note 1, the Company proposed to carry out
the Capital Reorganization which involve, inter alia, the

followings:

(i)

(ii)

(iii)

(iv)

cancellation of the paid-up capital of HK$0.05 on each
issued share of the Company and reduction in the
nominal value of each issued share from HK$0.10 to
HK$0.05 (“Capital Reduction”) and the cancellation of
the entire share premium account of the Company;

subdivision of each authorized but unissued share of
the Company into two reduced shares of HK$0.05 each
(“Subdivision”);

every two reduced shares of the Company of HK$0.05
each arising from the Capital Reduction and Subdivision
will then be consolidated into one ordinary share of
HK$0.10; and

the credits of approximately HK$44,079,000 and
HK$1,900,916,000 resulting from the Capital Reduction
and the cancellation of the share premium account,
respectively to the special capital reserve account of
the Company.

The Capital Reorganisation was not yet completed at the date
of this report.

B - A AR REETRA

B4

(i)

(ii)

(iii)

(iv)

ERSR(EHERE) NISE

THERADREHITRN ZH
RIRA0.05% T » BEREET
B fn < T 1E B 0.107& T BI B 2=
0.0578 7T (THIBARA]) » AR it
HARB 2 2RI EERK

BERAEBARZET ZBGFA
B 5 M ik B AR T (B 0.057% 7t 2 Bl
B ([Hr4R])

BB A RIF@%  BRRER
HE{E0.05% 7T 2 AN 2 &) £ Bl R iR
6 G A — REE.10E T
ZEBEk R

1% 25 Bl B AR AR e o 4 M
8 Bk 2 Bl B £ 2 PR SRR A
44,079,0007% 7T % 1,900,916,000
BT ATARRRLZ R B A
flae -

BEARERY  RABHDRTK °
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SHARE OPTIONS
The Company
The 2002 Scheme

On 4th June, 2002, the Company adopted a share option
scheme (“2002 Scheme”) which is effective for a period of
ten years for the primary purpose of providing incentives to
directors and eligible employees. Under the 2002 Scheme, the
Board of Directors of the Company may grant options to eligible
employees, including executive directors of the Company and
its subsidiaries, to subscribe for shares in the Company for a
consideration of HK$1. Options granted must be taken up
within 30 days of the date of grant, upon payment of HK$1
per grant. Options granted are exercisable not later than ten
years after the date the options are granted. The exercise
price, subject to adjustment, is determined by the Board of
Directors of the Company and will not be less than the highest
of (i) the closing price of the Company’s share on the date of
options granted; (i) the average closing price of the Company’s
shares for the five business days immediately preceding the
date of grant; and (iii) the nominal value of the Company’s
share.

The total number of shares in respect of which options may
be granted under the 2002 Scheme is not permitted to exceed
46,097,894 shares, representing 10% of the issued share
capital of the Company as at the date of adoption of 2002
Scheme. Subject to the issue of a circular and the approval of
the shareholders of the Company in general meeting and/or
such other requirements prescribed under the Rules Governing
the Listing of Securities of the Stock Exchange (the “Listing
Rules”) from time to time, the Board may refresh the limit at
any time to 10% of the total number of shares in issue as at
the date of approval by the shareholders of the Company in
general meeting. The number of shares in respect of which
options may be granted to any individual is not permitted to
exceed 1% of the aggregate number of shares of the Company
in issue and issuable under 2002 Scheme at any point in time,
without prior approval from the Company’s shareholders.

There were no options granted during the year ended 31st
December, 2005 under the 2002 Scheme.

34,

ENN
—EE_FiY

RZZZ-FRAMAB - NRRRAH
BRESE (2T 2F58)) » &&t
SAERHMARTF TBREFERAER
BERHERESHH - RE_FT_F5t
g ARREFEEARAEREER (B
BREADAIREMBARIZHTER) K
TEBREABBARABRD - it
BAUBTZRE - ERHZBREAR
REBMES =T AARRS - TRER
ZRXNEBHIAETZER EREZ
BRERERER L BHETTFA
T - TEERTAB)BARAIES
SEE BFAEIRUT=EZ&RS
E:OARRABNRETEREE R 2
Wi E : (NEARRRNERRBIRER
HEMAAEERAZFHRHE: &
(iR R BBty 2 EME

BRE_ZST_FHENERH2BRES
K2 B in BE 15 E#46,097,8940% i%
o ARBIREN—_ZZT —F:EH
HIRANR D BITRAZ10% © £ F)%
—DBEREARRRRRREAS
BEZRIRT + R/ ETFEBHAE
HFEMRAAKTEZEMRET - &
ZeNERENZBEERAARRER
BRERSHAEEA ZEHITRNDEH 2
10% ° RAMATE T 2 BRERMD K
ZBRHEBETBRBRE ST _F:TEE
TTARERTRATFEITZARARG
BEZ1% MRBARARRSE L
FEEBTEWE -

REE-_ZTTAF+_A=+—HLHF
ERATERE —TT —FHEREETMA
AR E o
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34.

SHARE OPTIONS (Cont'd)

The Company (Cont'd)

The 2002 Scheme (Cont'd)

A summary of the movements of share options under the
2002 Scheme during the year ended 31st December, 2004

were as follows:

Employees

Notes to the Financial Statements BE:EEdiE

34.

BRE (&)

KAT (&)

—EE_FiE(E)
“EEFHEER T BREREE
—EENE+-A=1+—RAItEEz#
BT :

=

Number of shares under option

BRESR<BROHE
Outstanding Outstanding
at at
1.1.2004 Granted Exercised 31.12.2004
Exercise R-ZTEMF during during R-ZZTMWF
Date of grant Exercisable period price -A—-H the year the year TZA=+—H
R AH gid: fTEE e K47 FRRE FRETE i K17
HKS$
BT
8.1.2004 8.1.2004 to 7.1.2009 0.1776 = 25,000,000  (25,000,000) =
—ZEME-ANR “ZENE-ANA
E-ETAF-ALH
Subsidiary =N

China Enterprises Limited

Pursuant to the Executive Share Option Scheme adopted on
7th June, 1994 and effective for a period of ten years after
the date of the adoption of the scheme, China Enterprises
Limited granted options to officers and employees, and
directors who are also employees, of China Enterprises Limited
and its subsidiaries to subscribe for common stock in China
Enterprises Limited for a consideration of HK$1 for the primary
purpose of providing incentives to officers, directors and eligible
employees, subject to a maximum of 910,000 shares. The
Executive Share Option Scheme was expired on 6th June, 2004.
Shares of common stock to be issued upon the exercise of
options will be authorised and unissued shares. An independent
committee (the “Committee”) of China Enterprises Limited
board of directors was formed to monitor and consider the
granting of options under the scheme. The subscription price
will be determined by the Committee, and will not be less
than 80% of the average closing price of shares of common
stock over the five trading days immediately preceding the
date of offer of the option.

China Enterprises

China Enterprisesi®® — AL FE R A £
BERMITIRA BRBRESTE - ZatElH
KB R TFRAER - BIFFTE 2 1§
# » China Enterprisesid China
Enterprises R EfiBRARIZ B R A B R
BE (EZNMBREE) B THERENRE
China Enterprisesz X @& + LR A
910,000/ fn » A FLULUWER 1B TT 2 K
B -BIUMEZEZENRAREA
E BERAEREERUEREN - 17
FHEREMET2EBRRNEAEE
KRBT ° China EnterprisesZ &
sexuUBUZEE([XEE])  EF
RERBRBAERLERE - RBEH
ZEeET  HIAgERETERKROE
RTEREZZAHILERSBEZT
BT EZ80% °
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SHARE OPTIONS (Cont'd) 34. BRE (&)
Subsidiary (Cont'd) MEAR (&)
China Enterprises Limited (Cont'd) China Enterprises (&)
At 31st December, 2004 and 31st December, 2005, there was R_ZEENFEF+-_A=+—HE=
no shares issuable under the above scheme. The total number FFE+-A=+—8" Iﬁﬁxfﬁ—lﬁﬁ
of shares in respect of which options may be granted under Eitet B EST - REBEZETEARE 2
the schemes is not permitted to exceed 910,000 of the shares BRES R 2BRMOBETFERChina
of China Enterprises Limited in issue at any point in time, Enterprises T B2 HTRHH A 2
without prior approval from China Enterprises Limited 910,000/% * HEHR45 China Enterprisesfx
shareholders. The number of shares in respect of which options RELMAENTEULR - AERALT
may be granted to any individual is not permitted to exceed BT BEREMP R 2RHEBETEHE
25% of the shares of China Enterprises in issue at any point in # China Enterprises ™ E #1715 <
time, without prior approval from China Enterprises Limited 25% + #EER/5 China Enterprisesf% 3 =
shareholders. B EE B R LLRR o
RESERVES 35. f#fE
Special Capital
capital redemption
Share reserve reserve
premium HBIEAX BEXEE Deficit Total
1 17 % B =3 E3i ] &5 4k ]
HK$'000 HK$'000 HK3$000 HK$'000 HK$'000
BEF BT BT E¥TR EETR
THE COMPANY IRAF]
At 1st January, 2004 R-ZZEZEWF—HF—H 1,898,976 414,881 233 (1,251,814) 1,062,276
Exercise of share options TR R 1,940 — — — 1,940
Loss for the year FEER — — —  (144,053)  (144,053)
At 31st December, 2004 RZZETWEF
+-A=+—H 1,900,916 414,881 233 (1,395,867) 920,163
Effect of changes in SHBREH HE
accounting policies (note 3)  (K7£3) — — = 62,239 62,239
At 1st January, 2005 N_ZEERFE—F—H
(as restated) (E731) 1,900,916 414,881 233 (1,333,628) 982,402
Profit for the year ANE i A — — = 103,180 103,180
At 31st December, 2005 R-ZEZEHE
+=ZA=+—H 1,900,916 414,881 233  (1,230,448) 1,085,582

The special capital reserve of the Company represents the
amount arising from the capital reduction carried out by the
Company during the year ended 31st December, 2001.

ARAZBHERRBREARDRE
“EE-F+-ASt-ALEEE
THIRBA 2 £ -
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For the year ended 31st December, 2005 B Z —ZZAF+ A=+ —HIEFE

36.

DISPOSAL OF INTERESTS IN SUBSIDIARIES

During the year ended 31st December, 2004, the Group
disposed of its 100% interest in Tung Fong Hong Investment
Limited (“TFHI"). Details of the assets and liabilities of the
subsidiaries disposed of were as follows:

36. HLEMBARAERS

REE-FEME+-AS

tT—HIEF

EA - A% B HE HERTung Fong Hong
Investment Limited ([TFHIJ) < & =0 #&
HoHEZHBARIZEERABFIS

mE
2004
—ZETWEF
HK$'000
BEFT
Net assets disposed of: EHEEEFHE:
Property, plant and equipment ME - BER&E 34,924
Interests in associates i RN A 14,808
Inventories "E 49,319
Trade debtors FEW B 5 B 12,112
Other receivables, deposits and prepayments Hh el sIE - e REBRKIE 8,436
Bank balances and cash RITERER S 22,176
Trade creditors, other payables and accrued charges ERE RN - EMEATIER
i ER (43,316)
Income and other taxes payable FEG P15 T R H o FE A T 1R (30)
Bank loans and other borrowings RITERREMEE (60,197)
Obligations under finance leases MEMENBE (149)
38,083
Goodwill realised BEERRME 9,170
Exchange reserve realised BERENEE 13
47,266
Loss on disposal/dilution HE /B8 2ER (5,266)
42,000
Satisfied by: TRAR :
Cash R&e 35,500
Promissory note included in loans receivable STARKER 2 AME 6,500
42,000
Analysis of the net inflow of cash and cash equivalents ERLE #ENBRARAZEAS
in connection with the disposal/dilution of subsidiaries: RREEBRAFEDN
Cash consideration received BERBzAERE 35,500
Bank balances and cash disposed of BEHEZRTEBRLEES (22,176)
Net inflow of cash and cash equivalents ReRReFRARAEE 13,324
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37. ACQUISITION OF SUBSIDIARIES 37. WEHEBAF
(@)  On 30th June, 2005, the Group acquired 88% and (a) E’&:g%ﬁix‘jﬂ +H8 A&
100% of the issued share capital of EZT)I/& and B2 R BB R ILE R EM B
E M B, respectively, for an aggregate cash f5 2 TR AN 2 88% 5 100% °
consideration of HK$50 million. The two newly acquired %@fﬁﬁﬁ{EHSO,OOO 000/ T °
subsidiaries are incorporated in the PRC and engaged ﬁtﬁﬁ%%ﬁ”ﬂl%lﬁ% NCIDE N
in the business of sand mining. These transactions have Ay RERYVED - %F
been accounted for using the purchase method of RHNEHBEL AR -BF
accounting. The directors are of the view that it is B BREBEN _TTAF—
impracticable to disclose the revenue and the results A—HERERMBRBEE_Z
for the six months ended 30th June, 2005 as if the THEAAZTREAEAZH
acquisition had been effected on 1st January, 2005 since ARFEU AT ERES L
such information was not provided by the vendor. BIREEHEER o
The assets acquired in the transaction, and the goodwill BRXHMBRE 2 EEN AL
arising, are as follow: EEZEENT :
2005
—2EEF
Acquiree's
carrying
amount before
combination Fair value Fair
HWELATAREH  adjustments value
FZEHE AFERR A¥E
HK$'000 HK$'000 HK$'000
BEFT BETT EETT
Net assets acquired: R ESE :
Property, plant and equipment mE - BEREE 50,165 63,019 113,184
Inventories FE 6 — 6
Trade receivables ERE &R 75 — 75
Other receivables, deposits and EhEWEE  Be R
prepayments ANRE 647 - 647
Bank balances and cash RATEBRAS 349 — 349
Creditors, other payables and FERTER TN - H At R AR
accrued charges RETEM (244) - (244)
Amounts due to former shareholders & {4 A B R 308 (49,770) - (49,770)
Deferred tax liabilities ELFIBEA R — (20,796) (20,796)
1,228 42,223 43,451
Minority interests DEBRRER (48) (2,526) (2,574)
1,180 39,697 40,877
Goodwill on acquisition WBEEZEE 9,123
50,000
Satisfied by: ZRAR
— Cash — Be 10,000
— Deposit paid for acquisition — WEHRBARZ
of subsidiaries BEfikéE 40,000
50,000
Net cash outflow arising on WBEEZRER
acquisition: HE
Cash consideration paid ENRERE (10,000)
Cash and cash equivalents acquired ~ FTMEHR & KR ¢ EH 349

(9,651)
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37.

Notes to the Financial Statements BE:EEdiE

ACQUISITION OF SUBSIDIARIES (Cont’d) 37. WEHEAF
(@)  (Contd) (@ (&)
The goodwill arising on the acquisition is attributable WEEE HERNERBERR
to the anticipated profitability of the distribution of &2 R EBH TR R FIRE A
the Group's products in the new markets and the RIEHI& OF Bl E A & B 1 R R
anticipated future operating synergies from the @ o
combination.
R5em)L& and BIMNEFS contributed HK$5,298,000 REMILERBEMESRKE R
to the Group’s turnover and loss of HK$3,735,000 to HELEAHHE AXEEZE
the Group's loss before taxation for the period between BT R5,298,0008 T 2 &
the date of acquisition and the balance sheet date. B WAREE BRI EES K
3,735,000 7T 2 K18 ©
(b)  During the year ended 31st December, 2004, the Group (b) REBEZTTEFF+_A=1+-—
acquired a 80% interest in Talent Cosmos Limited for a HIEFE - K&EE LA30,000,000
consideration of HK$30 million. The effect of the ABTZRBUESFERAAZ
acquisition is summarised as follows: 80% s o WIE 2B/t m
o
2004
—ETNF
HK$'000
BEFT
Net assets acquired: EBAEEFE:
Property, plant and equipment ME  BELRE 27,465
Investment in securities BHERE 4,160
Interests in associates N AN R Xy 386
Inventories & 10,079
Trade debtors FEW B 5 B & 8,760
Bank balances and cash RITEHRLRR 2 3,256
Creditors, other payables and FERTRR R ~ H fth JE < 5K 18
accrued charges REGTE R (37,086)
Payables due to associates JE 5 Bt 8 1 B B (2,198)
Bank loans RITER (10,453)
Minority interests DB R i (1,181)
3,188
Goodwill arising on acquisition WRELEzEE 26,812
30,000
Satisfied by: SENDENE
Cash R&e 30,000
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37. ACQUISITION OF SUBSIDIARIES (Cont’d) 37. WEHEBAF
(b) (Cont'd) (b) (&)
Analysis of the net cash outflow of cash and cash EBRBEANBLARZRERRE
equivalent in connection with acquisition of subsidiaries: FHEIBRRIRFRZDN
2004
—TEQF
HK$'000
BT T
Cash consideration paid ENBRERE (30,000)
Bank balances and cash acquired EBAZCRTERRIRS 3,256
Net cash outflow of cash and cash EBRBAMBARZ
equivalent in connection with RekBeFELZ
acquisition of subsidiaries BemFeE (26,744)
The subsidiaries acquired during the year ended 31st RBEBBHEZEEAHME  NEE-F
December, 2004 contributed approximately ENE+_A=T—HLEFERKEZ
HK$27,141,000 to the Group’s turnover and loss of MBRARAARAEEEERETRN
HK$2,005,000 to the Group’s loss before taxation 271410008 T2 BRt * RAREEZ
between the date of acquisition and the balance sheet 4 A1 B5 18 %5 7R 492,005,000 T 2 &5
date. B
38.  DEFERRED TAX LIABILITIES 38. EEREER
The following are the major deferred tax liabilities provided by AEBNAREHERBERE BREE
the Group and movements thereon during the current and B FEREHERBRERZEH N
prior reporting periods: T
Revaluation of
property, plant
and equipment
ME - BER
REEM
HK$'000
BT
At 1st January, 2004, R-ZTTMFE—-—HF—H
and 31st December, 2004 RZZETWEF
+ZA=+—8 —
Arising on acquisition of subsidiaries WHEIB AR EE 20,796
Exchange difference bE 5, = 58 379

At 31st December, 2005 R-BERFE+=-HA=+—H 21,175
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39.

MAJOR NON-CASH TRANSACTIONS

During the year ended 31st December, 2005, the major non-
cash transactions were as follows:

(a) Amount due to former shareholders of HK$50,000,000
were settled by the assignment of loan and interest
receivable from outsiders.

(b) Additions to investment in securities of approximately
HK$3,256,000 were settled by repayment of loans and
interests receivables.

During the year ended 31st December, 2004, the major non-
cash transaction are as follows:

(a) Increase in receivables of approximately HK$34,979,000
before allowances of HK$10,686,000 were resulted from
reclassification from loans receivables due from
associates included in interests in associates upon the
completion of dilution of interest in associates.

(b)  Addition to deposit paid for acquisition of interest in
properties of approximately HK$46,686,000 were
repayments of loans receivables due from associates.

(@) Addition to investment in securities of approximately
HK$43,588,000 were as result of disposal/dilution of
interests in associates.

(d) Loan receivables due from associates of HK$70,200,000
were settled by the issuance of convertible notes by
the associates included in interests in associates.

(e) Additions to payment for acquisition of subsidiaries of
HK$40,000,000 were repayments from receivables.

(f) Additions to other receivables of approximately
HK$10,722,000 were proceeds from disposal of interests
in associates.

Notes to the Financial Statements BE:EEdiE

39.

FEXRERS
RBEE-ZTRF T -_A=1t—HLHF
B XBIFASXZFMT :

(@)  FEfTATARER Z ZIE50,000,0007
TEBEBEREIIINEALZE
ARFEMERE -

(b)  EINFEHIZE 43,256,000/ T
ERBEEERERKFEMS
it o

RAE-REMF+-A=+—HBItF
B EEFRERIMT

(@) EBBERBHZLAR 2@.&”*
% BEKBEARERETS
¥ﬁ§‘éaﬁ\ﬁ%ﬁ§’&72ﬁi\ o
5 Wt FR B 42 AN 4934,979,000
# 7t (K 110,686,000/ 7T 2 #
#al) o

(b) BUBWEEZIAZERSIEMN
#4146,686,0005 7T, » 1t 5 JE U Bk
%ATEMZEM°

€ HHEE/EBIEXRBEARZE
#m BREFEFREEMAH
43,588,000/ 7T °

d FERBREQAE wozooooo,%
EE&H&%%@ Gk ESH
ZHNEE I ;d‘)\ﬁ/\ /N
AR o

() TEBEWERE Lz FIEE N
40,000,000 7z + It Jh fE M 50 IR
ZEM°

(f) H fh i W FRIB I IN4710,722,000
BT 0 TR B B N R
w5 ETE o
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COMMITMENTS 40.

At the balance sheet date, the Group had the following
commitments:

EIE
i

VEHR  AEBZBEAREEMNT :

2005 2004
—EERF e e Ui
HK$'000 HK$'000
BET T BEFT
Contracted for but not provided in the B 5T 491 K 72 81 15
financial statements in respect of: BEPFH T
EIRELHRE
(i) Acquisition of interest in properties (Note) (i) W R (M at) — 377,516
(i) Other assets (i Bt & & 93,301 91,981
(iii) Acquisition of subsidiaries (iiil) W BBt 1B 12 &) — 10,000
93,301 479,497
Note: Mzt -

In respect of the conditional agreement entered into by the Group in
2004 to acquire properties interest of &£ & located in Shanghai, PRC
at a consideration of RMB450 million (of which deposit of RMB58 million
was paid by the Group as at 31st December, 2005 set out in note 19),
the Group has commenced legal proceedings to demand the vendor of
the properties to fulfil its obligations under the agreement. Having
consulted the legal counsel and under certain considerations, the Group
has at present decided to exercise its discretion to proceed with the
acquisition of the properties.

AEER-_TEMETL—BEEERE &
AR#450,000,0007T 2 R EMRBARFE LG
ZERERY ¥R - EH AK%58,000,000
TR (HRHFI19ER=ZETAF+=A
S+—BXft AEBERMEHREEFA
NERMEBFBIHZBRTZ2EE - KRE
EEMBAARERETERR  ASEBAR
EIEERNBEREERBEZSZME -
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41.

Notes to the Financial Statements BE:EEdiE

OPERATING LEASE COMMITMENTS 41. REBHEE
The Group has made approximately HK$1,133,000 (2004: AEERFARBEBENRAENE LR
HK$8,052,000) minimum lease payments under operating EHAOEI N z25BBAONRN A
leases during the year in respect of office premises. 1,133,000 £ (Z 2 T M F :
8,052,000/ 1) °
The Group as lessee AEBEARBA
At the balance sheet date, the Group and the Company had REER AEERARFRERALT
commitments for future minimum lease payments under non- WREFZAAHELCERNMBAR
cancellable operating leases in respect of land and buildings REEBAFN K2 EE - U RBARE
which fall due as follows: ZEEBMT -
THE GROUP THE COMPANY
rRE ¥ YN
2005 2004 2005 2004
2R _—TTMHE —2TIF _ITTHEF
HK$'000 HK$'000 HK$'000 HK$'000
BYFTT BT T BET T BEFT
Within one year —EFR 1,086 64 581 —
In the second to F_EFAF
fifth years inclusive (DREEEMEF) 1,661 — — —
2,747 64 581 —

Leases are negotiated for an average term of one year and
rentals are fixed for an average of one year.

HOFHN—FREBETER  HEF
HU—FRPTUETE °
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Notes to the Financial Statements

42. CONTINGENT LIABILITIES 42. HAREE
THE GROUP THE COMPANY
AEE N2
2005 2004 2005 2004
“EERE —TTNE ZEERE —TITNHF
HK$'000 HK$'000 HK$'000 HK$'000
BT T BMF T BET T BT T
(a) Corporate guarantee (@) RRABIFHE T
given by the Company ToBRz
for banking facilities RITHMER
granted to: 1#\2257%1%
(i) subsidiaries OR=ING — — 28,500 28,500
(i) associates (i) gD 7 8,000 15,500 8,000 15,500
Other guarantees issued [ B & X RE
to associates 2 E MR 30,780 30,780 30,780 30,780
38,780 46,280 67,280 74,780

The Company has granted a guarantee in favour of
MTR Corporation Limited (“MTR") in respect of
outstanding rent and obligations under the tenancy
agreement entered into between Tung Fong Hung
Medicine (Retail) Limited, a wholly-owned subsidiary of
TFHI (former wholly-owned subsidiary of the Company)
and MTR for the leased properties. As at 31st December,
2005 and 31st December, 2004, such guarantee has
not yet been released.

43. PLEDGE OF ASSETS

(a)

As at 31st December, 2005, bank deposits of
HK$1,036,000 (2004: HK$1,012,000) was pledged to
banks to secure credit facilities granted to the Group.

At 31st December, 2005, listed equity securities with a
carrying value of HK$30,861,000 (2004:
HK$72,186,000) were pledged to secure margin account
credit facilities and banking facilities granted to the
Group. As at 31st December, 2005, no margin loan
facility were utilised by the Group. As at 31st December,
2004, the margin loan facility amounting to
HK$33,567,000 included in bank loans and other
borrowings were utilised by the Group.

(b)

ARABIBRTFHI(A AR ZAI 2 &
@A w)=%HKB2R A Tung
Fong Hung Medicine (Retail)
Limited B & B R 2 A ([
f‘ﬂ)ﬁﬁﬁiﬂ%%ﬁﬁ MTZ%E??T;?%

BFEHTZANHEERRBEEREE
ﬁtﬁzﬁmf ER -RZZEZTRF
+ZA=T—BER=ZTTMF+
ZA=t—H BHRERDRER

43, EEEW

(a)

R-_ZFERFE+-_A=1+— EI
B #1,036,0008 70 (ZZZ Y
F 1,012,000 7T) ZRITER
BiR EAREEMEZERE
BEBIZER-

RZTERF+=-A=+—8"

21 85 E {E /530,861,000 7T
(ZZZT M4 : 72,186,000% 7T)
ZEFREERR  EARKER
EEREEBEREITEERZ
ER -R-_ZTTRFE+_-_R=1
—B AEBTEHFRELE
AERX -MN-_ZEME+-A=
+—8 AX5£BE®HAH
33,567,000 T2 REEHEAE
F(BAABRTERREME

B) -
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44,

RELATED PARTY TRANSACTIONS

44,

During the year, the Group entered into the following

Notes to the Financial Statements BE:EEdiE

BMEALRS

FR - AKBETIIEER

AEISLA T

significant transactions with related parties: R
Name of company Nature of transactions 2005 2004
NEER XH5HE —E2RE —TTWEF
Notes HK$'000 HK$'000
fif i BEFT BETT
Sing Pao Newspaper Loan interest income received (a) 474 390
_Company Limited and receivable by the Group
PR T AR R F AEEE W REKRZ EFHMEWA
Hanny Magnetics Limited Rent expenses paid and payable (b) 16 16
HwE A AR A A by the Group
AEEENREMzEEX T
Sale of goods made by the Group — —
AEBBEES
ITC Management Limited Secondment fee paid and payable (c) 330 330
EBHCXEERERAT by the Group
AEEENREREAER
Sales of goods by the Group — 3
AEEHEES M
Paul Y. (E & M) Repair and maintenance fee paid (b) — 42
Company Limited and payable by the Group
REREER LA AEEENRERZEERREE
Cycle Company Limited and Rental expenses paid and payable (b) 138 553
Gunnell Properties Limited by the Group
EEARRA R AEEENREMzEEXE
Gunnell Properties Limited
PYI Management Limited Sale of goods made by the Group (b) — 338
(formerly known as “Paul Y. AEEHEEm
— ITC Management Limite’d")
REEBERERAR (378
[(REEFERERAAF])
Nation Cheer Investment Interest expense paid and payable (b) 14,183 12,428
Limited by the Group
SEREERAA AEEERNREMNZMERAX
Wing On Loan interest income received and (e) 3,175 1,466
KE receivable by the Group
AEECWRER 2 EFRFBBA
Hong Kong Wing On Air ticketing and travel service (d) 185 260

Travel Service Limited
BEBXLIRERR A A

expenses paid and payable

by the Group
AEEENRENZAEHRE

R 7= Ik AR 7%
Sale of goods made by the Group
AEEHEES M
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For the year ended 31st December, 2005

Bt 75 R R M =

HEZZTRF+-_RA=+—HILFE

RELATED PARTY TRANSACTIONS (Cont’d) 4. BEBEALIXREG (£)
Name of company Nature of transactions 2005 2004
AAEH %51 —ggnf —TTME
Notes HK$'000 HK$'000
fft i+ YT BETT
Mass Success International Rental expenses paid and (f) 581 577
Limited payable by the Group
AEEENREMzEEXE
Pacific Century Premium Management fee received and (9) — 200
Developments Limited receivable by the Group
("PCPD", formerly known REBBURER Z2EEERA
as Dong Fang Gas
Holdings Limited)
BRARITHEZRABR AT
([BRME] - A
RAMREBERRAA)
Apex Loan interest income received and (9) 2,931 3,280
receivable by the Group
AEEE W REKRZ EFHMEHA
Micro-Tech Ltd. Rental expense of motor vehicles 216 216
paid and payable by the Group
AEEENREMAEREAX
Chief Altantic Profits Loan interest income received and (h) — 303

Limited receivable by the Group
AEBEEREER 2 EFHBRA
Notes: it i
(a) Sing Pao Newspaper Company Limited is wholly-owned subsidiary (a)

of an investee of the Group.

Hanny Magnetics Limited, Paul Y. (E & M) Company Limited,
Cycle Company Limited and Gunnell Properties Limited, PYI
Management Limited, Nation Cheer Investment Limited and Micro-
Tech Ltd. are wholly-owned subsidiaries of a substantial

ITC Management Limited is the shareholder of a substantial

Hong Kong Wing On Travel Service Limited is wholly-owned

Mass Success International Limited is an associate of a substantial

(b)
shareholder of the Company.
(0
shareholder of the Company.
(d)
subsidiaries of Wing On.
(e) Wing On is an associate of the Group.
()
shareholder of the Company.
(9)

PCPD and Apex ceased to be associates of the Group during the
year ended 31st December, 2005.

el

o
=

operties L|m

E
[a)
Q.E{
Tl
-
>

%?@?

BEXKZIKEERATBKRLZEE
Lap=PN

KRBARBZBMERT -

Mass Success International Lmitedﬁ

ARAIEZERFRZ2HE A E

REBEE-_TZRAF+-_A=+—HL
FEAN BAMERApexBREEZ
L A=ENGIC
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44,

45,

RELATED PARTY TRANSACTIONS (Cont’d)

Notes: (Cont'd)

(h) China Altantic Profits Limited and Rosedale Park Limited are
wholly-owned subsidiaries of PCPD and Apex.

During the years ended 31st December, 2004 and 31st
December, 2005, the Company issued “all monies” guarantees
and indemnity to a bank for the banking facilities granted to a
non-wholly owned subsidiary and an associate of the Group
and the amount of approximately HK$1,986,941 (2004:
HK$1,913,000) was utilised by that non-wholly subsidiary and
no amount (2004: Nil) were utilised by an associate respectively
as at 31st December, 2005.

Details of balances with related parties as at the balance sheet
date are set out in the consolidated balance sheet.

In the opinion of the directors, the above transactions were
undertaken in the ordinary course of business transactions
and the terms were mutually agreed between the Group and
the related parties.

RETIREMENT BENEFIT SCHEME

The Group operates a Mandatory Provident Fund Scheme (“MPF
Scheme”) for all qualifying employees in Hong Kong. The assets
of the schemes are held separately from those of the Group,
in funds under the control of trustees. The Group and
employees each contribute 5% of the relevant payroll costs to
the Scheme.

The retirement benefit scheme contributions relating to the
MPF Scheme charged to the income statement represent
contributions payable to the scheme by the Group at rates
specified in the rules of the schemes.

The employees in the joint venture subsidiaries in the PRC are
members of the state-sponsored pension scheme operated by
the government in the PRC. The joint venture companies are
required to contribute a certain percentage of their payroll to
the pension scheme to fund the benefits. The only obligation
of the Group with respect to the pension scheme is to make
the required contributions under the scheme. The amount of
contributions payable to the pension schemes are charged to
the income statement.

Notes to the Financial Statements BE:EEdiE

44,

45.

REALRZ (&)

Kz - (&)

(h) China Atlantic Profits Limited %
Rosedale Park Limited& & A ih & K
ApexZ 2 EHI B AR

RBE_ZTME+_A=+—Hk=
ETERAFT-_A=t—HLEFE ' &2
ARARE R EMB AR R
i NRITER 2 RITEEMBRITRM
[—RBIEREBERE  MR-F
ThET-_HA=1+—H F2EMNBR
A2 81,986,941 BT (ZETWEF :
1,913,000/ 7T) * M= A RLEEHA
EReBE(CETOF : &) -

NEE HEBE A T 2 AR BT
REEREBER

EEAR LARSGNERERERS
BREPET  GRBEAKERBEAL
ERETE °

RARE R E

AEEREEREAEREERA R
HABEE ((RESE]) - ®ES
AECEERARECEENARSE
FRRBUXEARH 2 ES - AKH
FHEEESRFERFEBEF MR
5% °

RS R MG ARBE S8 2 RINE
MBI F D AR BERABRANEEZ
LR MEBIE 2 K o

ETHEAEMB AR CREHZ MET
ERAERCARERKAEHE - &
BRRIANRBETRBRBZETANL
FRREFEHT  ERBEREMNE
& AREAMERES T E AT 2 HE—
BERBBEL EE R ER - BRER
e dl L cHRBEHERERN
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RETIREMENT BENEFIT SCHEME (Cont'd) 45. RUKBFGE (&)
At the balance sheet date, there were no significant forfeited REER  ITREAHHEHERAES
contributions which arose upon employees leaving the scheme ERA2HRBEAEE 2 HFATR HZ
prior to their interests in the Group’s contributions becoming EFEMES  RUANBREREER
fully vested and which are available to reduce the contributions ARREF RN 2K
payable by the Group in future years.
The total cost charged to income statements of approximately KU e & I 2 8K R 5417,000% T
HK$417,000 (2004: HK$876,000) represents contribution (ZZZMF : 876,000 L) * KRAK
payable to these schemes by the Group in respect of the current SERAFERMAZETE N2 H
year. e
PRINCIPAL SUBSIDIARIES 46. IEMELA
Particulars of the principal subsidiaries at 31st December, 2005 RZZEZTRAF+-_A=+—H &xE&
are as follows: MEBARZHBOT :
Issued and Proportion of
Place of fully paid nominal value of
incorporation/ ordinary issued share capital/
registration share capital/ registered capital
and operation registered capital held by the Company
B/ & ERTRARZ AARBERD BT
Name of subsidiary REEER EBERRAE BRA/EREX Principal activities
i) PN i 2 HZfER & 2 bt fi TEER
Directly Indirectly
EE &
% %
MRI Holdings Limited Australia (note a)  A$31,184,116 — 57.26  Investment holding
("MRI") (note ¢) BN (Hiita) 31,184,168 T REZER
(Ktitc)
China Pharmaceutical Hong Kong HK$2 — 57.26  Investment holding
Industrial Limited (note ) &% 2T REER
MEHETRXEE
BRAR (i)
China Enterprises Limited Bermuda (note b) Supervoting 33.27 24.84  Investment holding
("China Enterprises”) BEE (ff:b) Common Stock (noteb)  (noteb) AR
(note ¢) US$30,000 (Kfitb)  (Hiatb)
(Ktitc) Common Stock
Us$60,173
MERSE#
30,000% T

60,173% 7T
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46.

PRINCIPAL SUBSIDIARIES (Cont’d)

Place of

incorporation/

registration

Issued and
fully paid
ordinary
share capital/

46.

Proportion of
nominal value of
issued share capital/
registered capital
held by the Company

TEWBAR (&)

and operation registered capital Directly Indirectly
B/ ERTRAARZ EARRACRT
Name of subsidiary ESES BERRAE BRA/SZRER Principal activities
) PR 2R it & A HEZLA TEXH
Directly Indirectly
E# 5%
% %

Zhuhai Zhongce Property British Virgin US$1 — 100 Holding of land
Investment Limited Islands (E development project
(note ¢) (note e) held for resale

KETREXERERR RERTES FAETERER
A7l (KHtatc) NEBE

Talent Cosmos Limited British Virgin US$13,000 — 80  Investment holding
(note ¢) Islands 13,000 1T REER

TFERAA (Hatc) RERTES

Super Energy Group Limited ~ Hong Kong HK$13,000,000 — 80  Investment holding and
(note ¢) B 13,000,000 7T trading of battery

HBEEBERAR (K products

REZRREEE
Em

Super Energy Battery Hong Kong HK$2,500,000 — 80 Investment holding
Industries Limited (note ¢) & 2,500,000 7T and trading of

HBEEHEXERAA battery products
(Ktatc) REERRHESH

Em

ALTBEENER A PRC RMB9, 183,763 — 76 Manufacturing of
("BIUTEE") (notec) = AR#9,183,7637T (note d) battery products
(Ktatc) (Kfitd) RESHEM

REMIEBEHERAR PRC RMB500,000 — 80%  Sand mining
(note f) i AR #500,0007C wy
(K tf)

BNBEGEXERAA PRC RMB1,000,000 — 100%  Sand mining
(note g) H AR ¥ 1,000,0007T Ry

(Kitg)
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PRINCIPAL SUBSIDIARIES (Cont’d)
Notes:

a. MRI operates both in Australia and Hong Kong and its shares are
listed on the Australian Stock Exchange. MRI and its subsidiaries
are mainly engaged in the investment holding activities.

b. China Enterprises operates in both Hong Kong and the PRC and
its shares are trading on the Over the Counter Bulletin Board of
the United States of America. The Group holds a 55.2% effective
equity interest and an 88.8% effective voting interest in China
Enterprises.

C. These companies are limited liability company incorporated in
the respective jurisdiction.

d. AT E is a 95% subsidiary of Super Energy Battery Industries
Limited and the Group hold effective 76% interest in & L T
£,

e. Zhuhai Zhongce Property Investment Limited operates in the PRC.

f. These companies are registered in form of an equity joint venture.

g. There companies are registered in the form of wholly-owned

foreign investment enterprises.

None of the subsidiaries had any debt securities subsisting at
the end of the year or at any time during the year.

The above table lists the subsidiaries of the Company which,
in the opinion of the directors, principally affected the results
for the year or formed a substantial portion of the assets and
liabilities of the Group. To give details of other subsidiaries
would, in the opinion of the directors, result in particulars of
excessive length.

POST BALANCE SHEET EVENTS

On 23rd March, 2006, Wing On, an associate of the Group,
entered into subscription agreement with China Enterprises
Limited (“CEL"”, a non wholly-owned subsidiary of the Group),
Hutchison International Limited (“HIL", a wholly owned
subsidiary of Hutchison Whampoa Limited whose shares are
listed on The Stock Exchange of Hong Kong Limited) and other
subscribers in relation to the subscription of 2% convertible
exchangeable notes (the “Notes”) with principal amount of
HK$1,000 million. CEL, HIL and other subscribers have
conditionally agreed to subscribe for the Notes with principal
amount of HK$300 million, HK$200 million and HK$500 million
by cash respectively.

46.

47.

TEWB AT (&)

fif &t

a. MRIFSRMN & &SR E & 275 - HiE
PRRMEFRZ ST LT © MRIKEM
BRAFENREREERER -

b. China Enterprisesid & 76 J A B 45 & %
B EROHRERSINZFHHERE

E o AEEBAHESS 2% 2 ERRA
EE 88 8% BRIk ERE

c. WHREBZAERREMMK LA
REMERDA -

d. ALTHERBEENEXRRAR
BES%ERZMBAR  MAZHE
AEEBILTRB76%E RS

e. RETREXRREFRQANTH

f. ZERAUAELEZHAEM -

g. ZERAURIIERFE AN

EMBERRRFRIFATMERGHE
ERNABRZEBES

ERAIIDESRRIBEREARAFE
FEREAKEEERBBELERHD
ZAKEMBRAR - EXERRFATIEAM
MEBRRAZENBSREBRENILE

HER®RBHE

—EERFEZA=+=H " KEEZH
&\ A] 7k & L China Enterprises Limited
([CEL] » XEBZFE2EMBAR)
M EERBRAR(THL - MREHE
RABI(HBRNREBBERIAEBR
REIEM) 2 2EWBAR) REMRE
AN RERZE  NABBARELA:SH
1,000,000,000/% 7T 2 2JE A # fg A] X 4
ZiE ([Z8]) o CEL HILR H AR A
EEBRHEREUNRERBERNSED R A
300,000,0007% 7T + 200,000,000 7T &
500,000,000/ T2 Z# -

139



140

Financial Summary BEESEES

CHINA STRATEGIC HOLDINGS LIMITED # 5k £ @ & [R 2 &

A summary of the consolidated results and of the assets and liabilities
of the Group for each of the five years ended 31st December, 2005 is
set out below:

(A)

(B)

AREBBE_SERFE+_A=+—HItAHE
FERFVRAEBUREEEG ER AL
I

RESULTS (A) ¥E&
Year ended 31st December,
BEt+t-ZB=1+—-HLEE
2001 2002 2003 2004 2005
ZET-F ZTT-F ZTT-F TTNF —BEILF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEFL  EETr EEFTr  EETr  BETR
(Note)
(ff)
Turnover B 3,234,404 3,601,735 2,884,493 27,141 38,459
Loss before taxation T Al B 18 (1,001,147) (695,566) (169,184) (129,267) (95,633)
Taxation 18 (5,982) (12,250) (10,935) (6,464) (4,247)
Loss for the year from FREERE
continuing operations FBEERE (1,007,129)  (707,816)  (180,119)  (135731)  (99,880)
Profit for the year from BERLEREXRH
discontinued operations FT 15 F & ) Al — — — 1,511 —
Loss for the year EEER (1,007,129)  (707,816)  (180,119)  (134,220)  (99,880)
Attributable to: FEAG
Equity holders of the parent SBARIREHEAEA  (598,730)  (474,134)  (189,528)  (179,244)  (95,200)
Minority interests DERRER (408,399)  (233,682) 9,409 45,024 (4,680)
(1,007,129) (707,816) (180,119) (134,220) (99,880)
ASSETS AND LIABILITIES () EEEHEE
At 31st December,
Rt+=ZBA=+—-H
2001 2002 2003 2004 2005
“EE-F ZETT-F ZTT-F —ZTTMF —BBTIf
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BEFT ABEFr EEFr EETr  BETR
(Note)
(ffat)
Total assets mEE 6,254,576 4,764,036 2,189,244 1,899,356 1,958,869
Total liabilities mafE (2,666,725) (2,301,041) (405,704) (295,202) (303,300)
3,587,851 2,462,995 1,783,540 1,604,154 1,655,569
Equity attributable to equity ~ S22 7K #
holders of the parent A AME#R 2,220,790 1,734,053 1,533,380 1,308,545 1,325,314
Minority interests LEREEE 1,367,061 728,942 250,160 295,609 330,255
3,587,851 2,462,995 1,783,540 1,604,154 1,655,569

Note:  The amount have been restated as a result of application of new
and revised Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants.

M NEeRRERBTEGMAGRM 2T R
RENBEEHBREEAMES
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