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Chairman’s Statement
FERES

This is the first time for me to present to you the final results of China
Strategic Holdings Limited (the “Company”) and its subsidiaries
(collectively, the “Group”). Year 2006 marked an important milestone
in the development of the Company as a number of experienced
entrepreneurs has joined its top management. New visions and
aspirations would surely bring about new energy and dynamics to the
future development of the Company and the Group as a whole.

Through years of reorganization, the Company is now operating with a
remarkably cost effective corporate structure. In the mean time, it has
retained its concrete foundation our excel management team which
possesses extensive experience to the markets in China. Being the
Chairman, | am confident that the Company is capable to explore all
the best investment opportunities in the prosperous China in the time
to come.

AGE OF THE BRIC CONTINUES

The economic success of China and the other three BRIC countries
(namely, Brazil, Russia and India) continues to be the major driving
force for the economic development of the world. Huge amount of
investments pouring into various business sectors of the BRIC countries
from both their domestic investors and also those sizable investors from
various developed countries, financing the rapid growth of the economies
and infrastructure developments of the BRIC.

Given its notable economic achievements in the past decade, the gross
domestic product of China recorded RMB20,940.70 billion for the year
2006, up by 10.7 percent over the previous year while the annual per
capita disposable income of urban households in the country recorded
RMB11,759 for the year 2006, a real increase of 10.4% (Sourced from:
The Statistical Communique of the People’s Republic of China on the
2006 National Economic and Development).

Besides offering the Company significant numbers of investment
opportunities, all the above positive factors have provided us a very
encouraging environment for evaluating and comparing each of these
possible investment targets. However, the management would continue
its on-going conservative approach in assessing investment projects.
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Chairman’s Statement

TEHREE

PROSPECTS

Following the issuance of the National Eleventh Five-Year Plan of the
People’s Republic of China in March 2006, the long-term stability and
prosperity of Hong Kong was once again being brought to the headline
of the Chinese Government.

To cope with such favorable regional economic atmosphere, the Group
would once again strive to be the vanguard among the other investors
and to explore best investment opportunities for the long term benefit
of our shareholders.

China remains to be the centerpoint of the Group’s target investments.
According to the National Development and Reform Commission of
China, it is expected that the gross domestic product per capita of the
country would reach 2,400 U.S. dollars in year 2010 (upon the
completion of the National Eleventh Five-Year Plan) and China would
then be even more powerful in its overall strength.

In addition, the country’s average urban per capita disposable income
would then be increased from the current level to RMB13,390 by year
2010, while rural per capita net income will rise from RMB3,587 to
RMB4,110 (Sourced from: http://english.gov.cn/2006-03/08/
content_246945.htm). Strong growth in personal consumption and other
form of domestic consumption will bring forth the overall growth in its
service industry including retailing and the logistics industry.

Moreover, upto 45 million jobs will be created in urban areas and the
same number of farmers will be trained to take up industrial jobs in
such five years. It is not only a good news for the existing battery
manufacturing and trading business of the Group but it also denotes a
wide spectrum of investment opportunities for the future development
of the Group.

ACKNOWLEDGEMENT

Finally, on behalf of the board of directors of the Company, | would
like to take this opportunity to thank all our employees for making all
this possible through their dedication, hard work and loyalty. | am also
grateful to my fellow directors for their support and advice.

Gao Yang
Chairman
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Management Discussion & Analysis

EEBzI®R DM

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, 2005 have been restated.

For the year ended 31st December, 2006, the Group had consolidated
the results of the subsidiaries carrying on manufacturing and trading of
batteries products and related accessories, investment in securities
holding and advance as well as sand mining activities in the People’s
Republic of China. The operation of sand mining was discontinued
during the year following the Group Reorganisation.

The revenue of the Group for the year ended 31st December 2006
totaled HK$32.8 million, a slight decrease of 1.2% from HK$33.2 million
as compared to the financial year ended in 2005. The revenue for the
year was mainly generated from the manufacturing and trading of
batteries products and related accessories. The production and sales in
China’s battery industry remained fairly stable in 2006 but the
international competition in battery market remained keen and pricing
was still under competitive pressure which had negatively impacted the
revenue of the Group. The Group nevertheless continued to embark on
new efficiency and cost cutting measures to minimise the effects of
such negative external influences.

The consolidated net loss attributable to equity holders of the parent
for the year ended 31st December 2006 decreased from approximately
HK$81.8 million for the same year ended in 2005 to approximately
HK$38.4 million in the current year of 2006. There was notable decrease
in the areas of administrative expenses as well as other expenses which
resulted from lower allowance for loans and interest receivables being
recognised during the year. The net loss incurred for the current year
was mainly attributable to the loss on dilution of interest in an associate.
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Management Discussion & Analysis

EEBzI®R DM

LIQUIDITY AND FINANCIAL RESOURCES

During the financial year of 2006, the Group financed its operations
mainly through cash generated from its business activities, banking
facilities provided by its principal bankers and external borrowings. As
at 31st December, 2006, the Group had working capital calculated by
current assets less current liabilities of approximately HK$0.2 million
and the current ratio decreased to 1.00, compared with working capital
of approximately HK$755.7 million and current ratio of 3.68 as at 31st
December 2005.

In the fiscal year of 2006, the net cash used in operating activities was
approximately HK$27.7 million compared with HK$11.8 million used in
operating activities in the same period of 2005. The net cash used in
investing activities and used in financing activities in the fiscal year of
2006 was approximately HK$58.3 million and HK$15.7 million,
respectively; compared with the net cash from investing activities
approximately HK$56.9 million and net cash used in financing activities
HK$45.4 million, respectively, in the same period of 2005.

The Group’s short-term bank overdraft and bank borrowings increased
from approximately HK$8.6 million as at 31st December 2005 to
approximately HK$12.9 million as at 31st December 2006, representing
an increase of 50%. There were no long-term bank loans and other
borrowings as at 31st December 2006 and 31st December 2005. The
gearing ratio, calculated to the total long-term borrowing bank loans
and other borrowing divided by total shareholders’ funds, remains nil
as at 31st December 2006 and 31st December 2005. As at 31st
December 2006, the Group's total borrowings of approximately HK$12.9
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$34.2 million for
the year ended 31st December 2006 and was 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 and pledged bank deposits amounted to
approximately HK$10.1 million as at 31st December, 2006, and is mainly
denominated in Hong Kong dollars. During the year ended 31st
December 2006, 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 & Analysis

EEBzI®R DM

SIGNIFICANT INVESTMENT
Super Energy Group Limited

Super Energy Group Limited (“Super Energy”) is principally engaged in
the manufacturing and trading of batteries products and 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.

Since 2004, all Super Energy batteries are manufactured in compliance
with the standards of ISO 9001 and Super Energy provides full range of
batteries free mercury and cadmium and proud to present its invention
of “No Mercury Button Cell Battery” and “Lithium-lon Battery” are
representing high quality, high capacity and advance technology.

Over the years, Super Energy insists on quality production as the crucial
path to gain reputation. In order to produce high quality and reliable
batteries, high-level vertical integration is employed in our manufacturing
process. Starting from electro-plating of metal case, plastic injection, all
processes are manufactured and controlled by experienced teams.

A new factory is scheduled to set up in the coming year and occupy
over 110,000 square meters. The new set up of the factory are fully
equipped with advanced machinery based on the best combination of
Japanese and European technologies and facilities. Direct and onsite
supervision from our technical experts will ensure that highest quality
and efficiency are achieved.

With the recovery of the world economy, the import and export of the
battery products in China has increased. For the coming future, Super
Energy aspires to achieving further growth in revenue by introducing
more high margin products.

NUMBER OF EMPLOYEES, REMUNERATION POLICIES AND
SHARE OPTION SCHEME

As at 31st December, 2006, the Group employed approximately 165
staff, remuneration packages comprised of salary and year-end bonuses
based on individual merits.

No options were granted or exercised during the year ended 31st
December, 2006.
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Management Discussion & Analysis

EEBzI®R DM

CORPORATE DEVELOPMENTS

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

Group Reorganisation

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

(i) all other subsidiaries of the Company carrying on property
development, investment holding business and vessels for sand
mining 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 were grouped under
Group Dragon Investments Limited (“GDI", a former wholly-owned
subsidiary of the Company) and its subsidiaries and operated by
the former management of the Company; and

(iii) shares in GDI were distributed as dividend in specie to the then
shareholders of the Company on the effective date of the Group
Reorganisation, on the basis of one GDI share for every share in
the Company after the shares consolidation pursuant to the capital
reorganisation.

Capital Reorganisation

The Company has carried out the Capital Reorganisation during the
year which involves, inter alia, the following:

(i) subdivision of the Company’s shares into two shares of HK$0.05
each;

(i)  cancellation of the paid-up capital of 881,595,087 issued shares
of HK$0.05 each (“Capital Reduction”) and the cancellation of
the entire share premium account of the Company;

(iii)  consolidation of two shares of HK$0.05 each into one ordinary
share of HK$0.10 each;

(iv) the «credits of approximately HK$44,080,000 and
HK$1,900,916,000 resulting from the Capital Reduction and the
cancellation of the share premium account, respectively transferred
to the special capital reserve account of the Company; and
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Management Discussion & Analysis

EEBzI®R DM

(v)  such special capital reserve set off against the accumulated deficit
of the Company as the date of the completion of the Group
Reorganisation.

Details of the Group Reorganisation and the Capital Reorganisation are
set out in the Company’s circular dated 10th September, 2005.

The abovementioned proposals relating to the Capital Reorganisation;
and the Group Reorganisation have been completed on 18th May, 2006
and 19th May, 2006 respectively.

The Company had been informed by Hanny Holdings Limited (“Hanny")
and PYI Corporation Limited (“PYI”) that they have entered into the
share sale agreement with Nation Field Limited (“Nation Field”) on 10th
March, 2005 pursuant to which and subject to, inter alia, the
implementation of the Group Reorganisation in full, Nation Field agreed
to acquire 135,000,000 shares (equivalent to 67,500,000 consolidated
shares of the Company upon the Capital Reorganisation having become
effective) from each of Hanny and PYIl, 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).
The share sale agreement has been completed on 24th May, 2006.

On 23rd March, 2006, China Enterprises Limited, a former non-wholly
owned subsidiary of the Company, entered into an agreement with
Wing On Travel (Holdings) Limited (“Wing On") for the subscription of
the 2% convertible exchangeable note issued by Wing On to the Group
for the consideration of HK$300,000,000 (the “Subscription”). The
Subscription under an agreement constituted a major transaction for
the Company under the Listing Rules. Accordingly, the Subscription and
the transactions contemplated under the agreement were subject to
the approval of the shareholders of the Company at general meeting.
This transaction has been completed in June, 2006.

The composite offer document containing terms and details of the offer
made by Kingston Securities Limited (“Kingston Securities”) on behalf
of Nation Field to acquire all the issued shares in the Company other
than those already owned by Nation Field and parties acting in concert
with it, together with the acceptance form have been despatched to
the shareholders of the Company on 26th May, 2006. The offer has
been closed on 16th June, 2006.
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Management Discussion & Analysis

EEBzI®R DM

Immediately following the close of the offer, the valid acceptance of
135,782,321 shares of the Company received under the offer, Nation
Field and parties acting in concert with it, (including Hanny and PYI),
owned or controlled an aggregate of 394,602,115 shares of the
Company, representing approximately 89.52% of the issued share capital
of the Company as at the date of close of offer (out of which
270,782,321 shares of the Company, representing approximately 61.43%
of the issued share capital of the Company, are held by Nation Field)
and there were 46,195,428 shares of the Company in the hands of the
public, representing approximately 10.48% of the voting rights of the
Company.

Given that the public of shares of the Company was less than 25% of
the issued share capital of Company after the close of offer, the
Company is required to suspend trading in the shares of the Company
until the public float was restored as required under the Listing Rules.

On 29th January, 2007, Nation Field, a controlling shareholder of the
Company, entered into the placing agreement (the “Placing Agreement”)
with Kingston Securities. Pursuant to the Placing Agreement, Nation
Field agreed to place, through Kingston Securities, an aggregate of
65,000,000 existing shares of the Company, on a fully underwritten
basis, at a price of HK$0.32 per placing share (the “Placing”).

Immediately after completion of the Placing, there were 111,195,428
shares of the Company in the hands of the public, representing
approximately 25.23% of the issued shares of the Company. The
Company confirmed that the public float of the shares of the Company
had been restored. The trading of shares of the Company had resumed
on 1st February, 2007.
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Biographical Details of Directors

ESZRE

EXECUTIVE DIRECTOR

Mr. Gao Yang, aged 40, is the chairman of the Company. He, currently
residing in Shanghai, the PRC, has been engaged in trading business
between the PRC and the Republic of Austria, which mainly focused on
acting as trading agents for Euro-American machine manufacturing and
engineering companies in the PRC since 1990s. Currently, Mr. Gao was
also a director of a company with registered capital of RMB100,000,000
and with an unaudited net asset value of approximately RMB700,000,000
in 2003. Mr. Gao did not have any shareholding in such company. Such
company was engaged in property development (including the
development of commercial residential buildings and complex in Beijing,
the PRC), investment in high technology (including hydro-electric
technology) and industrial enterprises (including investment in a joint
venture with a renowned Korean car manufacturer) as well as investment
management in the PRC. Mr. Gao remains a director of the aforesaid
joint venture with the renowned Korean car manufacturer. He joined
the Company in 2006 and is responsible for the overall management of
the Company.

Mr. Kwok Ka Lap, Alva, aged 58, is the chief executive officer and an
executive director of the Company. He was a marketing manager in a
company engaging in the design of business administration system. Mr.
Kwok has been in the insurance and investments business for over 25
years, principally in the senior managerial position. Mr. Kwok joined
the Company in 2006. He is also an independent non-executive director
of Wing On Travel (Holdings) Limited, Hanny Holdings Limited and Macau
Prime Properties Holdings Limited (formerly known as Cheung Tai Hong
Holdings Limited).

Ms. Chan Ling, Eva, aged 41, is an executive director of the Company.
Ms. Chan has over 19 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 practicing 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. Ms. Chan is also an independent non-executive director
of Wonson International Holdings Limited.
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Biographical Details of Directors

ESZRE

INDEPENDENT NON-EXECUTIVE DIRECTOR

Mr. Wong King Lam, Joseph, aged 54, 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
26 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 also an executive director of Grand Field Group
Holdings Limited and an independent non-executive director of Tungtex
(Holdings) Company Limited, Hanny Holdings Limited, Wing On Travel
(Holdings) Limited and Honesty Treasure International Holdings Limited
(formerly known as Pearl Oriental Enterprises Limited).

Mr. Sin Chi Fai, aged 47, 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 10 years' experience in banking
field and has 12 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 Wonson International Holdings
Limited.

Ms. Ching Yuen Man, Angela, aged 40, is an independent non-
executive director of the Company since May, 2006. She is a solicitor in
Hong Kong. Ms. Ching completed her high school education in England
and obtained her LLB degree at the University of Hong Kong in 1989,
She is now a Partner of Messrs. Alvan Liu & Partners (“ALP"). ALP
practice focuses in areas of corporate finance, commercial litigation,
commercial and company law. Ms. Ching, a legal practitioner for over
13 years of experience, advises a number of UK and Hong Kong listed
companies and their subsidiaries.
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Corporate Governance Report
TEEREE

The board of directors (the “Board”) of the Company places importance
on corporate governance and reviews its corporate governance practices
from time to time to protect the interests of the Group and the
shareholders.

In light of the Code of Corporate Governance Practice (the “Code"”) set
out in Appendix 14 of the Listing Rules which came in effect on
1st January, 2005, the Board has reviewed the corporate governance
practices of the Group with the adoption and improvement of various
relevant procedures. The Company has applied the principles of the
complied with the applicable code provisions in the Code during the
year ended 31 December, 2006.

DIRECTORS’ SECURITIES TRANSACTIONS

During the year, the Company has adopted the Model Code for Securities
Transactions by Directors of Lister Issuers (“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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Corporate Governance Report

& ¥ ERBE

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:

EZeREBEEATHENTER UidRAE
BeEEBRBUREH R BRI -28E
EPRERBAETENEEXK 2 ERE
B EREBAMNERI -EEARAEER
K EBEEZBERATSKBUERER B
AARREAE-EZCBARRANBESR
HEEBUSEER URHEREZREN
HBE-

FRAERTHNA2BEZTESR
HERFI I

BEEZ

Number of attendance

Name of director BEEnS R E
Gao Yang Gao Yang

(appointed on 26th May, 2006) (R—ZEZA FERA-_+ BEZT) 0/4
Kwok Ka Lap, Alva EliEaya

(appointed on 26th May, 2006) RZBEERERA-+BEEZF) 2/4
Chan Ling, Eva BRo®R 4/4
Wong King Lam, Joseph R 4/4
Sin Chi Fai e 4/4
Ching Yuen Man, Angela 2 HIE

(appointed on 26th May, 2006) (RZZTARERA-_TBEZT) 174
Chan Kwok Keung, Charles PR B 2%

(resigned on 16th June, 2006) (RZEERFAATABET) 0/4
Yap, Allan Yap, Allan

(resigned on 16th June, 2006) (MZBEZFENA+BET) 2/4
Chau Mei Wah, Rosanna EESES

(resigned on 16th June, 2006) (RZEZRFAATABET) 0/4
Li Bo F K

(resigned on 16th June, 2006) (MZEBEZFENA+NBET) 0/4
David Edwin Bussmann N B ]

(resigned on 16th June, 2006) (RZEZREANATAB) 1/4

Board minutes are kept by the Company Secretary of the Company and ESCeCRLHALRAIZRRINEHRT
are sent to the directors for records and are open for inspection by the VTEHEALBESUELSE TAHREEE
directors. 5l

o
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Corporate Governance Report
TEEREE

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

The Chairman of the Board is Mr. Gao Yang while the Chief Executive
Officer (“CEQ") is Mr. Kwok Ka Lap, Alva. There is a clear division of
responsibilities between the Chairman and the CEQ, in that the Chairman
bears primary responsibility for the workings of the Board, by ensuring
its effective function, while the CEO bears executive responsibility for
the Company’s business, the management of the day-to-day operations
of the Company.

BOARD COMPOSITION

The Board comprises three executive directors, being Mr. Gao Yang,
Mr. Kwok Ka Lap, Alva and Ms. Chan Ling, Eva, and three independent
non-executive directors, being Mr. Wong King Lam, Joseph, Mr. Sin Chi
Fai and Ms. Ching Yuen Man, Angela. 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
page 11 to 12 under the section of Biographical Details of Directors.

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 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 is 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.
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Corporate Governance Report
TEEREE

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. In
addition, the package includes materials on the operations and business
of the Company. 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.

SUPPLY OF AND ACCESS TO INFORMATION

In respect of regular 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 in 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.
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Corporate Governance Report
TEEREE

The remuneration committee held one meeting during the year 2006.
The members and attendance of the meeting are as follows:

Number of attendance

Name of member BMEHKH HERE
Chan Ling, Eva B B 171
Wong King Lam, Joseph BERR 171
Sin Chi Fai ity 11
Yap, Allan Yap, Allan 0/1

(resigned on 16th June, 2006)

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 reward to the
participants who contribute to the success of the Group’s operation.

Details of the remuneration of Directors are set out in note 15 to the
accounts and details of 2002 share option scheme are set out in the
report of director and note 39 to the account.

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, 2006, 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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TEEREE

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
unauthorised 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. Wong King Lam, Joseph,
Mr. Sin Chi Fai and Ms. Ching Yuen Man, Angela 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.
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Corporate Governance Report
TEEREE

The audit committee held two meetings during the year 2006. The

members and attendance of the meeting are as follows: moKBRERHERMT
Number of attendance
Name of member BE®E R
Wong King Lam, Joseph BERR 2/2
Sin Chi Fai e 2/2
Ching Yuen Man, Angela 2P
(appointed on 26th May, 2006) (RZZZRERA-_+BEZT) 12
David Edwin Bussmann N
(resigned on 16th June, 2006) (RZEERFAATABET) 12
Full minutes of audit committee meetings will be kept by the secretary EREES AR R LB SR EWER
of the meeting. Draft and final versions of minutes of the audit B EBREEEERLBZIREAREER
committee meetings are sent to all members of the committee for their T BRAEREALEEXTEE

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 2006 annual general meeting until the conclusion
of the next annual general meeting.

During the year, the Company paid approximately HK$3,927,000 to
Deloitte Touche Tohmatsu in which approximately HK$2,600,000 is
related to statutory audit. The remaining was paid for the provision of
non-statutory audit service for the Group as follow.
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Others H At 102
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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, ensuring the business
operations are properly planned, authorised, 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.

BOARD COMMITTEES

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

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 Code 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 held on 29th June, 2006.
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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;

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

3. any member or members present in person (or, in the case of a
shareholder being a corporation, by its duly authorised
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

4. a member or members present in person (or, in the case of a
shareholder being a corporation, by its duly authorised
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 Company should count all proxy votes, and except where a poll is
required, 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 a 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 consolidated
financial statements of the Company for the year ended 31st December,
2006.

GROUP REORGANISATION AND CAPITAL REORGANISATION

In April, 2005, the Company announced the following 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 and investments in securities;

(i) all other subsidiaries of the Company carrying on property
development, investment holding business and vessels for sand
mining, 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 were grouped under
Group Dragon Investments Limited (“GDI”, a former wholly-owned
subsidiary of the Company) and its subsidiaries and operated by
the former management of the Company; and

(iii) shares in GDI were distributed as dividend in specie to the then
shareholders of the Company on the effective date of the Group
Reorganisation, on the basis of one GDI share for every share in
the Company after the shares consolidation pursuant to the capital
reorganisation (“Capital Reorganisation”) as described in note 38.

Details of the Group Reorganisation and the Capital Reorganisation
are set out in the Company’s circular dated 10th September, 2005.

The Capital Reorganisation and the Group Reorganisation were effective
on 18th May, 2006 and 19th May, 2006 respectively.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The activities of
its principal subsidiaries and associates are set out in notes 50 and 24
respectively to the consolidated financial statements.
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RESULTS

The results of the Group for the year ended 31st December, 2006 are
set out in the consolidated income statement on page 33.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales attributable to the Group’s five
largest customers were approximately 40% of the Group's total sales
and the sales attributable to the Group’s largest customer were
approximately 12% of the Group's total sales.

The aggregate purchases attributable to the Group’s five largest suppliers
were approximately 63% of the Group’s total purchases and the
purchases attributable to the Group’s largest supplier were approximately
16% of the Group’s total purchases.

SHARE CAPITAL

Details of movements of share capital of the Company and the Capital
Reorganisation during the year are set out in note 38 to the consolidated
financial statements.

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.

DISTRIBUTABLE RESERVE OF THE COMPANY

As at 31st December, 2006, the Company had no reserve available for
distribution to shareholders.
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DIRECTORS

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

Executive directors:
Mr. Gao Yang (appointed on 26th May, 2006 and
re-designated as Chairman on

26th September, 2006)
(appointed on 26th May, 2006 and

re-designated as Chief Executive
Officer on 26th September, 2006)

Mr. Kwok Ka Lap, Alva

Ms. Chan Ling, Eva

Dr. Chan Kwok Keung, Charles (resigned on 16th June, 2006)
Dr. Yap, Allan (resigned on 16th June, 2006)
Ms. Chau Mei Wah, Rosanna (resigned on 16th June, 2006)
Mr. Li Bo (resigned on 16th June, 2006)

Alternate director to Dr. Chan Kwok Keung, Charles:

Mr. Chan Kwok Chuen,
Augustine (formly known as
Mr. Chan Kwok Hung)

(resigned on 16th June, 2006)

Alternate director to Dr. Yap, Allan:

Mr. Lui Siu Tsuen, Richard (resigned on 16th June, 2006)

Independent non-executive directors:

Mr. Wong King Lam, Joseph
Mr. Sin Chi Fai

Ms. Ching Yuen Man, Angela
Mr. David Edwin Bussmann

(appointed on 26th May, 2006)
(resigned on 16th June, 2006)

In accordance with Article 116 of the Company’s Articles of Association,
Mr. Wong King Lam, Joseph, Mr. Sin Chi Fai and Ms. Ching Yuen Man,
Angela retired at the forthcoming Annual General Meeting by rotation.

It was further reported that in accordance with the Listing Rules, a
resolution for re-election of directors should be proposed and voted by
shareholders for each re-elected directors separately.

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 IN RESPECT OF DIRECTORS
The biographical details of Directors are set out on pages 11 to 12.
DIRECTOR’S INTERESTS IN SHARES

At 31st December, 2006, the interests of the directors of the Company
and their associates in the shares 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 ("Mode Code") for Securities Transactions by Directors of Listed
Companies, were as follows:

Long positions

The Company

EERBEL

RREERRBFASLBEREIZEEHE
BAEEFTUAKENIR—FARMNEEE
CEZERERIN) ME L RBEEH-

EZEREN
EXZHEENENENR.
EERRO2ER

R-ZBERNTZA=+—H BRERARE
ErRBERAE2REEZEZMAR
IRBELTABRESTETERRH ZIZET
Bl (TRESTR]) ARRAREEMERHAE
RAOB (BB ) AENE ARAE
ERBEEZHEALR AR RERELE
ZBD HERDREFTHEE ZESOT:

Number of Approximate
ordinary shares shareholding
Name of director Capacity held percentage
Exps 31 FRHEEREE HAOBEREIL
Mr. Gao Yang (Note 2) Interest held by controlled 270,782,321 61.43%
corporation (Note 1)
Gao Yang%kt & (Hfat2) BHEERDRER (Kiaz1)

Notes:
1. Share(s) of HK$0.10 each in the capital of the Company.

2. Mr. Gao Yang is deemed to be interested in 270,782,321 shares of the Company through
the interest in Nation Field Limited which is a company beneficially owned by Mr. Gao
Yang.

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, 2006.
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SHARE OPTION SCHEME

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

No options were outstanding at 31st December, 2006 under the share
option scheme. No options were granted, exercised, cancelled or lapsed
during the year.

ARRANGEMENT TO PURCHASE SHARES OR DEBENTURES

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

According to the list of substantial shareholders extracted from the
website of the Stock Exchange (www.hkex.com.hk), the following
companies or persons had as at 31st December, 2006, an interest or
short position in the shares and the underlying shares of the Company
as recorded in the register required to be kept under Section 336 of the
Securities and Future Ordinance (the “SFO") and which would fall to be
disclosed to the Company under the provisions of Division 2 and 3 of

Part XV of the SFO.

TERR

BREFGEHIMAUE I TERRRE
(www.hkex.com.hk) * U FRARIFATR=-Z
ERF+ZA=+—BERBEEFRBAER
BIE336KHERTRAZRRECMAE -
REARRAIRG RBBRGO 2 BRIAER
IRIBEES KB G EXVEBE2REID

AL S RN §

Long positions 3
Approximate
Number of  shareholding
Name Capacity Notes shares percentage
®H 2} fi i BROEE BABERES
Nation Field Limited Beneficial owner 1 270,782,321 61.43%
ERFBA
Mr. Gao Yang Interest held by controlled corporation 1 270,782,321 61.43%
Gao YangZt & REGVEERE 2 #m
Calisan Developments Limited Beneficial owner 2 61,909,897 14.04%
("Calisan™) EEBEEA
Great Decision Limited Interests held by controlled corporation 2 61,909,897 14.04%
REGERRE B
PYI Treasury Group Limited Interests held by controlled corporation 2 61,909,897 14.04%
F4lEENE 2 B
PYI Corporation Limited Interests held by controlled corporation 2 61,909,897 14.04%
REEBERAA XEGEBRE B
Security interests 20,250,000 4.59%
B
Well Orient Limited Beneficial owner 3 61,909,897 14.04%
BaER LA ERmkBA
Powervote Technology Limited Interests held by controlled corporation 3 61,909,897 14.04%
XEHEBRE  EE
Hanny Magnetics (B.V.I.) Limited Interests held by controlled corporation 3 61,909,897 14.04%
XEGEBRE B
Hanny Holdings Limited Interests held by controlled corporation 3 61,909,897 14.04%
WEEEFRAT REHEBRE 2 ER
Security interests 5 20,250,000 4.59%
ERER
Famex Investment Limited Interests held by controlled corporation 3 61,909,897 14.04%
HBREBRAR REGEBRE B
Security interests through interests 5 20,250,000 4.59%

held by controlled corporation
BAXEHEERA G EWER
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Approximate
Number of  shareholding
Name Capacity Notes shares percentage
#E 54 it &t ROBE BAKREIH
Mankar Assets Limited Interests held by controlled corporation 3 61,909,897 14.04%
REHEERA R
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BAXEHEERA s EWER
ITC Investment Holdings Limited Interests held by controlled corporation 3 61,909,897 14.04%
REGEERFA 2R
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BRXRGEERB A ERER
ITC Corporation Limited Interests held by controlled corporation 3 61,909,897 14.04%
BECEXEEARAF REGEERFA 2R
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BAXEHEERA G ERER
Galaxyway Investments Limited Interests held by controlled corporation 3 61,909,897 14.04%
REtEERA R
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BAREHEEARA R ERER
Chinaview International Limited Interests held by controlled corporation 3 61,909,897 14.04%
REGEERFA 2 ER
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BAXBEHEEARE R ERER
Ms. Ng Yuen Lan, Macy Family interests 4 61,909,897 14.04%
mma L RIS
Security interests through family interests 6 20,250,000 4.59%
ERRGEARACEMER
Dr. Chan Kwok Keung, Charles Interests held by controlled corporation 3 61,909,897 14.04%
RE®REL XEGEERFA 2R
Security interests through interests 5 20,250,000 4.59%
held by controlled corporation
BAXEHEEARE R ERER
Christian Emil Toggenburger Beneficial owner 63,693,500 7.25%
EafBA
Notes: Bt et
1. Mr. Gao Yang is beneficially interested in the entire issued share capital of Nation Field 1 Gao Yangt 4 2 & Nation Field Limited 2 2 %
Limited and accordingly Mr. Gao Yang deemed to be interested in the 270,782,321 BT B8 B EA AR F270,782,3210%
shares in the Company. By 7 ez
2. PYI Corporation Limited (“PYI") owns the entire interest of PY| Treasury Group Limited 2. REEEARAT ([{R2]) BAPYI Treasury Group

("PYITG"). PYITG owns the entire interest in Great Decision Limited (“GDL") which in
turn owns the entire interest in Calisan. Accordingly, GDL, PYITG and PYI were deemed
to be interested in 61,909,897 shares in the Company which are held by Calisan.
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Dr. Chan Kwok Keung, Charles (“Dr. Chan”) owns the entire interest of Chinaview
International Limited (“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 in ITC Investment Holdings Limited (“ITC Investment”). ITC Investment owns the
entire interest in Mankar Assets Limited (“Mankar”) which in turn owns the entire
interests in Famax Investment Limited (“Famax"”). Famax owns approximately 63.98% of
the issued share capital of Hanny Holdings Limited (“Hanny"). Hanny owns entire interest
in Hanny Magnetics (B.V.1.) Limited (“Hanny Magnetics”). Hanny Magnetics owns the
entire interest in Powervote Technology Limited (“Powervote”) which in turn owns the
entire interest in Well Orient Limited (“WOL"). Accordingly, Powervote, Hanny Magnetics,
Hanny, Famax, Mankar, ITC Investment, ITC, Glaxyway, Chinaview and Dr. Chan are
deemed to be interested in 61,909,897 shares of the Company which are held by WOL.

4. Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan and deemed to be interested in
619,909,897 shares of the Company held by WOL.

5. Dr. Chan owns the entire interest of Chinaview which in turn owns the entire interest in
Galaxyway. Galaxyway owns more than one-third of the entire issued ordinary share
capital of ITC. ITC owns the entire interest in ITC Investment. ITC Investment owns the
entire interest in Mankar which in turn owns the entire interests in Famax. Famax owns
approximately 63.98% of the issued share capital of Hanny. Accordingly, Hanny, Famax,
Mankar, ITC Investment, ITC, Glaxyway, Chinaview and Dr. Chan are deemed to be
interested in the security interest which are held by Hanny.

6. Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan and deemed to be interested in the
security interest held by Hanny.

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, 2006.

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 Rules
3.13 of the Listing Rules. The Company considers all of the independent
non-executive directors are independent.

CORPORATE GOVERNANCE

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, 2006, except for the following deviations:

1. 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.
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2. 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,
2006 as he had another engagement that was important to the
business of the Company.

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 39 to the consolidated financial statements.

SUFFICIENCY OF PUBLIC FLOAT

On 19th June, 2006, at the request of the Company, trading in its
shares has been suspended with effect from 19th June, 2006 due to
the public float of the shares of the Company is less than 25% of the
issued share capital of the Company. On 29th January, 2007, Nation
Field Limited, one of the Company’s substantial shareholder, entered
into placing agreement to place its 65,000,000 shares, representing
14.75% of the existing issued share capital of the Company, the public
float were restored and the trading of the Company’s shares were
resumed.

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

Mr. Gao Yang
CHAIRMAN
23rd April, 2007
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Independent Auditor’s Report
BYZHMKREE

Deloitte.
=E)

TO THE MEMBERS OF CHINA STRATEGIC HOLDINGS LIMITED
(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of China Strategic
Holdings Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 33 to 126, which comprise
the consolidated and Company’s balance sheets as at 31st December,
2006, and the consolidated income statement, the consolidated
statement of changes in equity and the consolidated cash flow statement
for the year then ended, and a summary of significant accounting policies
and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED
FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation and
the true and fair presentation of these consolidated financial statements
in accordance with Hong Kong Financial Reporting Standards issued by
the Hong Kong Institute of Certified Public Accountants and the
Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of the consolidated
financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the
circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit 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. We
conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable
assurance as to whether the consolidated financial statements are free
from material misstatement.
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Independent Auditor’s Report
VBB ES

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation of the consolidated
financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity's internal control. An audit
also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the directors,
as well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

OPINION

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and of the Group as at
31st December, 2006 and of the Group’s loss and cash flows for the
year then ended in accordance with Hong Kong Financial Reporting
Standards and have been properly prepared in accordance with the
Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

23rd April, 2007
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Consolidated Income Statement

e lER

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

2006 2005
“EERE ZTTRE
NOTES HK$'000 HK$'000
Pt & TER FET
(restated)
(&351)
Continuing operations FESEEH
Revenue A 8 32,846 33,161
Cost of sales HEKK (24,199) (28,479)
Gross profit EH 8,647 4,682
Other income Hi A 10 31,551 91,797
Distribution costs D EER (2,968) (1,609)
Administrative expenses THX (27,695) (52,926)
Other expenses Hith 2 i 11 (11,909) (97,642)
Finance costs BEKA 12 (9,940) (17,630)
Gain (loss) in fair value changes BEEERELATEED
of investments held for trading W (BE) 564 (4,283)
Change in fair value of conversion option FIMAARZERE RAREERE
of unlisted convertible note NEEZ#F) - (39,743)
Gain on disposal of interest in an associate HE—FBE DA EE 24 17,180 =
Loss on dilution of interest in an associate BE-RBE L RER BB 24 (65,762) (2,814)
Share of results of associates FiEBERA %5 16,681 42,864
Loss before taxation PiAiEE (43,651) (77,304)
Taxation B 13 (5.782) (4,247)
Loss for the year from HEREBRERBCEEER
continuing operations (49,433) (81,551)
Discontinued operation DREZREER
Loss for the year from HEBEREEEEB
discontinued operation FEEB 16 (9,818) (5,487)
Loss for the year FEBE 14 (59,251) (87,038)
Attributable to: 5
Equity holders of the parent SARRERE A (38,417) (81,829)
Minority interests DER R (20,834) (5,209)
(59,251) (87,038)
Loss per share SREB 18
From continuing and HEREREAIL
discontinued operations BExB
- Basic —ER HKS$(0.09)E T HK$(0.19)&
- Diluted —#F N/ATE A /A8
From continuing operations HERBREER
- Basic —ER HK$(0.07)E 7t HK$(0.17)E T
- Diluted -EE N/AT i /AT &
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Consolidated Balance Sheet

REBEEREBXR

At 31st December, 2006J5A_77/\¢‘|' B=+—H

2006 2005
—EERE “ZEERF
NOTES HK$'000 HK$'000
i 3 FTER FEL
(restated)
(&%)
Non-Current Assets F(RBEE
Property, plant and equipment ME- -BERRE 19 46,982 125,957
Prepaid lease payments BEHANEK 20 27,425 27,763
Deposit paid for acquisition of interest ~ WEMEERZI N2 EE
in properties 21 - 55,716
Goodwill (GRS 22 25,807 34,930
Interests in associates i RN 24 = 558,738
Club debentures 2HES 25 825 825
Available-for-sale investments HEHERE 26 60,127 117,094
161,166 921,023
Current Assets RBEE
Other asset Hm&E 27 = 229,288
Inventories ZE3 28 18,954 12,409
Trade receivables FEUE 5 IR 29 7,825 4,773
Prepaid lease payments B BN ?A 20 626 620
Amounts due from associates JE Y Bt & 1 &) 5178 24 6,514 159,214
Loans and interest receivables FEWE; A&ﬂ 30 25,761 464,232
Other receivables, deposits H A o 5R0E ?ziz‘i\&
and prepayments A I8 31 4,888 42,909
Tax reserve certificates paid BN A 5,916 =
Investments held for trading BIEEBE2IRE 32 8,115 7,552
Pledged bank deposits E%Eﬁﬁfﬁﬁr* 33 1,078 1,036
Bank balances and cash BITHEBNES 33 8,992 115,813
88,669 1,037,846
Available-for-sale investments — current  A[ it B &R E — R 8 ) 26 17,770 =
106,439 1,037,846
Current Liabilities nBaE
Trade payables, other payables and eI B 5 BR5% 0 E th FE - 5K 1B
accrued charges &JEEJrE’ﬁ% 34 23,685 56,159
Amounts due to related companies JE 1 B8 3E A B 508 35 4,128 200,287
Loan payables R B K 36 58,568 3,379
Amount due to an associate JE < — I Bt & 1 B KB 24 = 286
Income tax payable e FTS 6,916 13,387
Bank overdrafts BITEX 33 23 7,212
Bank borrowings RITEE 37 12,889 1,415
106,209 282,125
Net Current Assets REBEEFE 230 755,721
161,396 1,676,744
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Consolidated Balance Sheet

REBEEREBXR

At 31st December, 2006 R—ZEENE+-A=+—H

2006 2005
ZEEXEF —ETRHF
Notes HK$'000 HK$'000
B & TERx FHEIT
(restated)
(&5)
Capital and Reserves BEXRREE
Share capital ELEN 38 44,080 88,160
Reserves 1 106,751 1,237,154
Equity attributable to equity holders BRRRERAARGER
of the parent 150,831 1,325,314
Minority interests DY RS 262 330,255
Total equity MR 151,093 1,655,569
Non-Current Liabilities E¥RBEE
Amount due to an associate JE < — Rl Bt 2 1 B] 5K B 24 4,993 =
Amounts due to related companies JE T #83E 1 R 5K0R 35 5,310 -
Deferred tax liabilities EEFHIBEARE 42 - 21,175
10,303 21,175
161,396 1,676,744

The financial statements on pages 33 to 126 were approved and
authorised for issue by the Board of Directors on 23rd April, 2007 and

are signed on its behalf by:

Kwok Ka Lap, Alva

BEY
EF
DIRECTOR

HNEIBEEFI126BE U BRRER-Z
EHEMA-t=RAEEEEHERTET
T TR NNEERREE:

Chan Ling, Eva
R ®

EF

DIRECTOR
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Balance Sheet

EEREEXR

At 31st December, 2006 R—ZEENE+-A=+—H

2006 2005
—EERE —TTREF
Notes HK$'000 HK$'000
Bt 5 FER FHEIT
Non-Current Assets ERBEE
Property, plant and equipment ME- -BERRE 19 1,803 2,426
Prepaid lease payments B HAR K 20 3,745 3,862
Amounts due from subsidiaries JE Y B B A &) 7178 23 = 1,937,683
Investments in subsidiaries REB AR Z&KE 23 = 145,034
Interests in associates R RA 2 24 2 2
Club debentures eMES 25 825 825
6,375 2,089,832
Current Assets RBEE
Prepaid lease payments B EAMK 20 117 117
Amounts due from associates JE Y Bt & X &) 5178 24 8 2,989
Amounts due from subsidiaries JE U5 B B A &) Zk I8 23 178,618 =
Loans and interest receivables JE U B R F B 30 = 9,292
Other receivables, Hitn W IE He &
deposits and prepayments A B 2,311 3,008
Tax reserve certificate paid BENRESH 5,916 -
Bank balances and cash BB MRS 33 4,062 8,745
191,032 24,151
Current Liabilities RBEE
Other payables and accrued charges HiENRERETER 2,190 3,453
Amounts due to related companies JE 1 B8 X &) 518 35 4,128 199,731
Loan payables ERER 36 3,166 -
Amounts due to subsidiaries JE 1< B 8 A &) 51 IE 23 144,310 737,054
Income tax payable e TS B 6,916 -
Bank and other borrowings RITREMERK 37 -
160,710 940,241
Net Current Assets (Liabilities) REBEE (BE) FE 30,322 (916,090)
36,697 1,173,742
Capital and Reserves BEXRREE
Share capital [N 38 44,080 88,160
Reserves 18 40 (12,693) 1,085,582
Total equity MR 31,387 1,173,742
Non-current Liability E(RBEE
Amounts due to related companies FE BAE R R IE 35 5,310 =
36,697 1,173,742
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Consolidated Statement of Changes in Equity
GERRBDER

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

Attributable to equity holders of the parent

BARAREREARS
Special Capital Investment Other non- (Deficit)
Share Share capital redemption revaluation  Exchange distributable  retained Minority
capital  premium reserve reserve reserve reserve  reserves profit Total interests Total
155l TS RE 2t Ra (4 £

BAx BRGEE EARE BEORGE EEEG  ERRE  2RRERE  RERA 28 BRE# ag
HKS'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HKS'000  HK$'000  HK$'000  HK$'000  HK$'000
TEL TiEm TiEm TiEn TiEn TiEn TEL TR TERL TR TR

(note a) (note b)
(Mia) (Kt zEb)
At 1st January, 2005 RZZTRE-H

as originally stated J‘?%EW 88,160 1,900,916 414,881 233 - (9,967) 18,598 (1,011,072) 1,401,749 317,551 1,719,300
Effect of changes in SHBRED LY

accounting policies (note 3) (Hi3E3) - - - - 10,818 - - (10818 - - -
At 15t January, 2005 as restated RZZTRE-A-8"

L] 88,160 1,900,916 414,881 233 10,818 (9,967) 18,598  (1,021,890) 1,401,749 317,551 1,719,300
Exchange adjustment EHAE - - - - - (763) - - (763) (1,027) (1,790)
Share of net reserves movement BB E ARG

of associates 2958 - - - - - - 35,365 - 35,365 - 35,365
Share of other non-distributable DEBRRAEEL

reserves by minority shareholders A ARG = = = = = = (15,837) - (15,837) 15,837 -
Losses (gains) on fair value changes At ERENTEEHZ

of available-for-sale investments B8 (k&)

(as restated) (&5 - - - - (3,138) - - - (3,138) 529 (2,609)
Net (expenses) income recognised B M ERER

directly in equity (Ax) AR - - - = (3,138) (763) 19,528 - 15,627 15,339 30,966
Realised upon disposal of LETHRLERERER

available-for-sale investments - - - - (10,233) - - - (10,233) - (10,233)
Loss for the year - - - - - - - (81,829) (81,829) (5,209) (87,038)
Total recognised (expense) income

for the year - - - - (13,371) (763) 19,528 (81,829) (76,435) 10,130 (66,305)
Arising on acquisition of REERBARMES

subsidiaries - - - - - - - - - 2,574 2,574
At 31st December, 2005 —2%R%

(as restated) +7H7+ A (Z35)) 88,160 1,900,916 414,881 233 (2,553) (10,730) 38,126 (1,103,719) 1,325,314 330,255 1,655,569
Exchange adjustment EHHE - - - - - 3,851 - - 3,851 2,705 6,556
Share of reserves movement EEHERAREES

of associates - - - - - - 1,495 - 1,495 128 1,623
Gains on fair value changes of THEHEREATEED

available-for-sale investments pa ¢ - - - - 37,925 - - - 37,925 - 37,925
Share of other non-distributable SEREAEEM

reserves by minority shareholders TADREE - - - - = = (669) - (669) 669 -
Income recognised directly in equity EF R EHEDRA - - - - 37,925 3,851 826 - 42,602 3,502 46,104
Reserves realised upon disposal of ~ H& —EBAE 1 AR

an associate BRZEE - = = = = (405) 1,044 - 639 - 639
Loss for the year rEEER - - - - - - - (38417 (38417)  (20834)  (59,251)
Total recognised (expense) income ~ AEEEER (HX)

for the year LNt - - - - 37,925 3,446 1870 (38417) 4824  (17,33)  (12,508)
Capital reorganisation (note 38) RAEA (K 38) (44,080) (1,900,916) 1,944,996 = = = - - - - -
Transfer of accumulated deficit HEARALHER

of the Company (note 38) (Hi3E38) - - (1,212,806) - - - - 1,212,806 - - -
Dividend in specie (note 17) KBRS (H3E17) = - (1,145,804) - (2,380) 6,930 (38,053) - (1,179,307)  (312,661) (1,491,968)
At 31st December, 2006 R-BERE

+-A=+-18 44,080 - 1,267 233 32,992 (354) 1,943 70,670 150,831 262 151,093
Notes: Fif et
(@) The special capital reserve of the Group at 31st December, 2005 represented the amount (a) AEER _TERFT A=+ B ZEAIERRE
arising from the capital reduction carried out by the Company during the year ended ERRARARBE-TET—F+-A=+—HL
31st December, 2001. During the year, the amount was reduced as a result of the group FEHRRAEEZSB-FR Z&BD A ARK
reorganisation and capital reorganisation as explained in note 2 and note 38 respectively. 2R ME3SH R SBEMRRASEMAIR
(b) The other non-distributable reserves of the Group include (i) the share premium of (b) NEBEMIERD IR FEHEREGOEZ QRO S
associates; (i) the convertible bond reserve of associate regarding the convertible bond B (B E DA MBI RRES 2B & DA
issued by the associate and (iii) investment properties reserve of associates. BREFEERGNEEARRENERE-
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Consolidated Cash Flow Statement

GEHRERERRK

For the year ended 31st December, 2006 HZ—ZE %

NETZA=t—RI5E

38 CHINA STRATEGIC HOLDINGS LIMITED 3k £ E AR A 7

2006 2005
—EERE —TTRF
Note HK$'000 HK$'000
By 5 TET FHET
(restated)
(E3)
OPERATING ACTIVITIES mEEK
Loss before taxation BAIEE (43,651) (77,304)
Loss for the year from BERIEREXBZFREBR
discontinued operation 16 (9,818) (5,487)
(53,469) (82,791)
Adjustments for: HRATIEBEELRE:
Finance costs A KA 9,940 17,630
Change in fair value of conversion FETABREREBK
option of unlisted convertible note EEEATEZEY = 39,743
Loss on dilution of interest BERE N EE
in an associate 65,762 2,814
Share of results of associates FTibEi & DAl 2 & (16,681) (42,864)
Gain on disposal of interest ﬁ’%—ﬁﬁﬁ’é“‘*’“ A
in an associate Rz W (17,180) =
Dividend income BB A (4,676) (8,402)
Interest income ) B A (24,237) (58,084)
Amortisation of prepaid lease payments  # $578 3 7 491+ 3% 622 519
Depreciation of property, ME BERIBITE
plant and equipment 6,438 8,102
Gain on disposal of available-for-sale & AT B R A s
investments - (20,808)
Impairment loss on available-for-sale AHEERERERR
investments - 37,189
Allowances for other receivables H B UK IR BB 5,626 18,575
Allowances for loan and FEW S 3R % F BB
interest receivables 6,283 37,445
(Gain) loss on disposal of property, ﬁ’i%¥ W7 RSEE2
plant and equipment (fez) BB (102) 128
Impairment loss recognised in respect BEEZEER
of goodwill HEEE 4,561 -
Operating cash flows before movements 2E& & E A2
in working capital KERERE (17,113) (50,804)
(Increase) decrease in inventories & (Em R (6,101) 1,305
(Increase) decrease in trade receivables U E 583 (32 0) 5 4 (2,930) 2,282
Decrease in other receivables, HEmEWZIE e &
deposits and prepayments A BRI D 10,964 23,437
(Increase) decrease in investments HFIEBEEIRE (M) B
held for trading (564) 4,283
(Decrease) increase in trade payables, JEN 8 5 8RR H b JE 1 ;IE R
other payables and accrued charges FEFT &R (R ) & (5,391) 9,840
Increase in other asset H A E 10 - (2,121)
Net cash outflow from operations KRS R (21,135) (11,778)
Purchase of tax reserve certificates BEREBES (5,916) =
Tax paid [BEENEE (637) (45)
NET CASH USED REEK A
IN OPERATING ACTIVITIES e FHE (27,688) (11,823)




Consolidated Cash Flow Statement

GEHRERERRK

For the year ended 31st December, 2006 B E - &

ERF+ZA=T—HLFE

2006 2005
—EEXRE “ZEERF
Notes HK$'000 HK$'000
Bt 5% FERT FHET
(restated)
(&%)
INVESTING ACTIVITIES REX£K
Amount advanced to loans and B FRIKE TR
interest receivables M B 2 FIR (244,230) (293,922)
Purchase of property, BEDE BERR
plant and equipment (34,204) (3,765)
Purchase of available-for-sale investments B A f] fit i &1 & (25,742) (78,377)
Increase in pledged bank deposits B IR R 1717 S n (42) (24)
Repayment of loans and EEERERRFE
interest receivables 191,107 384,736
Proceed from disposal of an associate HE— RS DB MEHRE 30,000 -
Interest received 2 UWF B 6,853 5,661
Decrease (increase) in amounts e U ﬁ‘ﬁié" FIERAD (L)
due from associates 7,362 (12,858)
Dividend income received from AREERE ZREWA
available-for-sale investments 4,221 7,951
Dividend income received from REBBEREZBREWA
investments held for trading 455 451
Proceed from disposal of HER M HEREMEHREA
available-for-sales investments 4,155 134,734
Proceeds from disposal of HEME: IP%E%&?&
property, plant and equipment FTig 53 1,776 =
Payment of prepaid lease payments SEHi‘EEZTE%’J E:A - (8,635)
Deposit paid for acquisition of BB ERZ 2 ENRSE
property in interests - (8,704)
Investment in associates REBE AR ZIKE - (63,152)
Purchase of subsidiaries (net of cash and BAMB AR (EHBREAZ
cash equivalents acquired) Re kB EH) 41 - (9,651)
Dividend income received from associates Bt A& 2 k2 A - 2,427
NET CASH (USED IN) FROM REXBEHRE (FrA)
INVESTING ACTIVITIES Be&FHE (58,289) 56,872
FINANCING ACTIVITIES METH
Increase (decrease) in loan payables EEEEFEMORD) 55,189 (4,142)
New bank borrowings raised %ﬁ?%ZﬂQTﬂﬁf 11,477 -
Increase in amounts due JBE 11 B 2 1 A FUIE S AN
to related companies 16,112 -
Net cash outflow arising from ENMREEEZRe L FHE
dividend in specie 17 (94,092) -
Interest paid BAHHE (9,940) (3,402)
Repayment of obligations under vﬂﬁ%ﬁﬂﬂa HZBERIE
finance leases (7) (10)
Repayment of bank borrowings EEBITEE = (34,400)
Increase (decrease) in amount due JE 1< Bt & 1 A fklﬁi
to an associate o O 4) 5,577 (3,451)
NET CASH USED BETEHMERESEE
IN FINANCING ACTIVITIES (15,684) (45,405)
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Consolidated Cash Flow Statement

A =]
HREHEREHR
For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE
2006 2005
—EERE “ZEERF
HK$'000 HK$'000
TET FHET
(restated)
(&%)
NET DECREASE IN CASH AND BEeRBSEHERLBE
CASH EQUIVALENTS (101,661) (356)
CASH AND CASH EQUIVALENTS FvBEeRBREEE
AT THE BEGINNING OF THE YEAR 108,601 111,588
EFFECT OF FOREIGN EXCHANGE Exgpoe
RATE CHANGES 2,029 (2,631)
CASH AND CASH EQUIVALENTS FRvBEREAELEE
AT THE END OF THE YEAR 8,969 108,601
ANALYSIS OF THE BALANCES OF BeRBSEHERDIIT
CASH AND CASH EQUIVALENTS
Bank balances and cash RITHRBREAS 8,992 115,813
Bank overdrafts RITBEX (23) (7,212)
8,969 108,601
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

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”). Its holding company
is Nation Field Limited, a company incorporated in the British
Virgin Islands with limited liability. The address of the registered
office and principal place of business of the Company is 8/F,
Paul Y. Centre, 51 Hung To Road, Kwun Tong, Kowloon, Hong
Kong.

The consolidated 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 principal subsidiaries and associates are set out in
notes 50 and 24 respectively.

The Company and its subsidiaries (the “Group”) are mainly
engaged in (i) manufacturing and trading of batteries products
and related accessories ; (ii) investment in securities holding and
(iii) sand mining activities in the People’s Republic of China (“PRC").
The operation of sand mining was discontinued during the year
ended 31st December, 2006 (see Note 16) as a result of group
reorganisation as described in note 2 below.

-RER

ARRAREARAMERIZARERA
A ERNREABERSMERRAA
([BABRA]) LM -EERAAA
Nation Field Limited, — & 7 5 /8 i % Bf
EEMKYZERAR ARFZFEM
BERRTELEMBURNEENRES
EBREBSIRRECEPLSE-

AiEa M BHRRIDABT (AREZ
EEEH) 25

AARAE—BREER AR HEEBH
NGNS NG - E ¥ Sl 9
MizE50 %24 ©

ARRREMBRA([AEE]) X E
REONRERBEEENERRBHE
(i BEHIRE R iA P2 AR LR
(THE]) 2R ER R T X2
iz SEEH RYEBREBE-Z
TRF+ZA=+—HLEFEHEKL
(RHtsE16) -
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

2. GROUP REORGANISATION 2.

In April, 2005, the Company announced that the following group
reorganisation (“Group Reorganisation”) which was completed on
19th May, 2006:

(i)  the Company continues to be a public listed company with
its subsidiaries engaged in its business of manufacturing
and trading of battery products and investments in securities;

(i) all other subsidiaries of the Company carrying on property
development, investment holding business and sand mining
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
were grouped under Group Dragon Investments Limited
("GDI", a former wholly-owned subsidiary of the Company)
and its subsidiaries and operated by the former management
of the Company; and

(iii) shares in GDI were distributed as dividend in specie to the
then shareholders of the Company on the effective date of
the Group Reorganisation, on the basis of one GDI share for
every share in the Company after the shares consolidation
pursuant to the capital reorganisation (“Capital
Reorganisation”) as described in note 38.

Details of the Group Reorganisation and the Capital Reorganisation
are set out in the Company’s circular dated 10th September, 2005.
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

APPLICATION OF NEW HONG KONG FINANCIAL
REPORTING STANDARDS

In the current year, the Group has applied, for the first time, a
number of new standard, amendments and interpretations (“new
HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA"), which are either effective for accounting
periods beginning on or after 1st December, 2005 or 1st January,
2006. 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 and financial positions for the current
or prior accounting periods have been prepared and presented:

Fair value option

In the current year, the Group has applied HKAS 39 (Amendment)
The fair value option which is effective for annual periods
beginning on or after 1st January, 2006.

Prior to 1st January, 2006, the Group designated certain financial
instruments as at fair value through profit or loss.

Financial assets previously designated as at fair value
through profit or loss reclassified as available-for-sale
investments

The amendment permits designating a financial asset or financial
liability as at fair value through profit or loss when certain
conditions are met. Upon the application of this amendment, the
Group has reclassified certain equity instruments as available-for-
sale financial assets which do not meet the conditions to be
classified as at fair value through profit or loss. An adjustment of
HK$10,818,000 has been transferred from the Group’s deficit to
investment revaluation reserve as at 1st January, 2005 (see note 4
for the financial impact).
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

3. APPLICATION OF NEW HONG KONG FINANCIAL 3. KAFERMBREED (&)
REPORTING STANDARDS (cont’d)

Financial assets previously designated as at fair value UEEEINARRATLEF ABRZS
through profit or loss reclassified as available-for-sale REEEFIEATHEERE
investments (cont’d) (%)

The Group has not early applied the following new standard, AEBWREZAIEAATEBME R R
amendment or interpretations that have been issued but are not BB B AR B-AREE
yet effective. The directors of the Company anticipate that the ERHERAZEEN B ARBYHE
application of these standard, amendment or interpretations will SEZHMBRATEERNTE-

have no material impact on the results and the financial position
of the Group.

HKAS 1 (Amendment)  Capital Disclosures' BEGHENE IR BARE
CHES)
HKFRS 7 Financial Instruments: Disclosures' BAMBREEANETSR SBIE KB
HKFRS 8 Operating Segment’ EAMBAERAESE KEIY
HK(IFRIC)-Int 7 Applying the Restatement Approach BA(RRICO-2BETR EREBLHEN
under HKAS 29 F%[BER
Financial Reporting in REER 285
Hyperinflationary Economies? BEI BT
HK(IFRIC)-Int 8 Scope of HKFRS 23 BA(RIC)-ABESS, BBMBREER
F2h 2 HE
HK(IFRIC)-Int 9 Reassessment of Embedded ER(RIC)-2EBEF ERAGRANTET
Derivatives* A
HK(IFRIC)-Int 10 Interim Financial Reporting and BA(RICO)-ABE10% HHHBRERA
Impairment> &
HK(IFRIC)-Int 11 HKFRS 2 — Group and Treasury Share BEA(RICO-2BENS BEMBRSER
Transactions® FUR-SER
EERHR 5
HK(IFRIC)-Int 12 Service Concession Arrangement? EERIC)-2EENE REBILELHS
g Effective for annual periods beginning on or after 1st January, 2007 L R-ZET+F A B ZERRZFES
R
2 Effective for annual periods beginning on or after 1st March, 2006 2 R-ZZEEREFZA— B2 kBEBRZFES
R A 3K
e Effective for annual periods beginning on or after 1st May, 2006 3 RZZERFRA B2 EHRZFER
R A 3K
g Effective for annual periods beginning on or after 1st June, 2006 ¢ RZZEERNFAA—BRZERBRZFES
R
5 Effective for annual periods beginning on or after 1st November, 2006 3 RZZEEXRF+—A—HRIZBRABZEFE
AR A 2K
6 Effective for annual periods beginning on or after 1st March, 2007 6 RIZZELF=-RA B2 EHRZFEH
R A 3K
7 Effective for annual periods beginning on or after 1st January, 2009 v RZZEENF—A B Z2ERRZFES
R
8 Effective for annual periods beginning on or after 1st January, 2008 8 RZZEENGF-—RA— B zERHRZFESR
R A K
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REMBHRRME

For the year ended 31st December, 2006 22 =%

SUMMARY OF THE EFFECTS OF THE CHANGES IN

ACCOUNTING POLICIES

The effects of the changes in accounting policies described in
note 3 on the results for the current and prior years are as follows:

0}

On results

ANET-_A=1t—HLFE

BN RREBCNERE

M3l 2 St BREHH R FEHL
BEFERELFENT:

(Increase) decrease in loss for the year:
Investment valuation reserves realised
upon disposal of available-for-sale
investments
(Gain) loss on fair value changes on

investments in securities at fair value

through profit or loss

Attributable to:
Equity holders of the parent
Minority interests

FREEM) R DEE:
HEAHLERERER
BB

AR B A
'J%( 3R M

}&iﬁﬁkﬁmz %&ﬁ

() =&
2006 2005
—EEAF —EERE
HK$’000 HK$'000
TER THET
- 10,233
(37.925) 3,138
(37,925) 13,371
(37,925) 13,900
- (529)
(37,925) 13,371
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

4. SUMMARY OF THE EFFECTS OF THE CHANGES IN 4,

ACCOUNTING POLICIES (cont'd)

(ii) On income statement line items

(i) Ww#EKER

ENRREBCNERE (&)

2006 2005
ZEERE —ZEERF
HK$'000 HK$'000
FER FEIT
Gain on disposal of investments HERAFEFABRZ
in securities at fair value through EHRE NS
profit or loss - 10,233
(Gain) loss on fair value changes BRAFEFABREZESFKRE
on investments in securities NEEEY (WE) BB
at fair value through profit or loss (37,925) 3,138
(37,925) 13,371
Attributable to: FE{h
Equity holders of the parent HRARREFEA (37,925) 13,900
Minority interests DHRRER - (529)
(37,925) 13,371
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

4. SUMMARY OF THE EFFECTS OF THE CHANGES IN 4, B BEXRBBIEERE (&)
ACCOUNTING POLICIES (cont’d)

(iii) On balance sheet items (i) EEAEXREE
The cumulative effect of the application of the new HKFRSs RKAFESHBRELEAERZ
as at 1st January, 2005 is summarised as below: TERhFE—A—BZRETEH
U I NE
As at
1st January, As at
2005 Effect of 1st January,
(as originally HKAS 39 2005
stated) (Amendment) (as restated)
HK$'000 HK$'000 HK$'000
EBE
RZEZHE ZAIFE395E NR-BEBRFE
—H—H CCHES) —HA—H
(REZ5) ZEE (E3)
FEL FEL FHEIT
Available-for-sale investments ] fit H & % & = 194,050 194,050
Investments in securities BRAFEABZ
at fair value through LEARE
profit or loss 194,050 (194,050) -
Total effects on assets HEEZBZE 194,050 = 194,050
Investment revaluation reserve % & & i & = 10,818 10,818
Deficit BB (1,011,072) (10,818) (1,021,890)
Total effects on equity Hga By ® (1,011,072) - (1,011,072)
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REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the
historical cost basis except for certain 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 Hong Kong Financial Reporting Standards 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 Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the Company
(its subsidiaries). Control is achieved where the Company has the
power to govern the financial and operating policies of an entity
so as to obtain benefits from its activities.

The results of subsidiaries 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.

Where necessary, adjustments are made to the financial statements
of subsidiaries to bring their accounting policies into line with
those used by other members of the Group.

All intra-group transactions, balances, income and expenses are
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.
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

5.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Business combination

The acquisition of subsidiaries is accounted for using the purchase
method. The cost of the acquisition is measured at the aggregate
of the fair values, at the date of exchange, of assets given, liabilities
incurred or assumed, plus any costs directly attributable to the
business combination. The acquiree’s identifiable assets, liabilities
and contingent liabilities that meet the conditions for recognition
under HKFRS 3 “Business Combinations” are recognised at their
fair values at the acquisition date.

Goodwill arising on acquisition is recognised as an asset and initially
measured at cost, being the excess of the cost of the business
combination over the Group’s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities recognised.
If, after reassessment, the Group’s interest in the net fair value of
the acquiree’s identifiable assets, liabilities and contingent liabilities
exceeds the cost of the business combination, the excess is
recognised immediately in profit or loss.

The interest of minority shareholders in the acquiree is initially
measured at the minority’s proportion of the net fair value of the
assets, liabilities and contingent liabilities recognised.

Goodwill

Goodwill arising on acquisition prior 1st January, 2005

Goodwill arising on an acquisition of a subsidiary 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 at the date of acquisition.

Previously capitalised goodwill arising on acquisitions of subsidiaries
after 1st January, 2001 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).
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For the year ended 31st December, 2006 HE —TZE X NF+_A=+—BILFE

5.

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Goodwill (cont’d)

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

Goodwill arising on acquisition of a subsidiary for which the
agreement date is 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 and liabilities of the relevant
subsidiary 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.

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, the attributable amount
of goodwill capitalised is included in the determination of the
amount of profit or loss on disposal.
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For the year ended 31st December, 2006 B E - &

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Investments in subsidiaries

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

Investments in associates

An associate is an entity over which the investor has significant
influence and that is neither a subsidiary nor an interest in a joint
venture.

The results and assets and liabilities of associates are incorporated
in these consolidated 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 net assets
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.

Any excess of the cost of acquisition over the Group’s share of
the net fair value of the identifiable assets, liabilities of the
associate recognised at the date of acquisition is recognised as
goodwill. The goodwill is included within the carrying amount of
the investment and is assessed for impairment as part of the
investment.

Any excess of the Group’'s share of the net fair value of the
identifiable assets, liabilities and contingent liabilities over the
cost of acquisition, after reassessment, is recognised immediately
in profit or loss.

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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For the year ended 31st December, 2006 B E - &

SIGNIFICANT ACCOUNTING POLICIES (cont'd)
Revenue recognition

Revenue is measured at the fair value of the consideration received
and receivable and represents amounts receivable for goods and
services provided in the normal course of business, net of discounts
and sales related taxes.

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

Interest income from a financial asset is accrued on a time basis,
by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts
the estimated future cash receipts through the expected life of
the financial asset to that asset’s net carrying amount.

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 construction in progress)
are stated at cost 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 construction in progress) over
their estimated useful lives and after taking into account of their
estimated residual value, using the straight-line method.

Assets held under finance leases are depreciated over their
expected useful lives on the same basis as owned assets or, where
shorter, the term of the relevant lease.

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
derecognised.
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For the year ended 31st December, 2006 HHE ST "F+-_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).

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.

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.
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For the year ended 31st December, 2006 HE —TZE X NF+_A=+—BILFE

5.  SIGNIFICANT ACCOUNTING POLICIES (cont'd) 5. FEEHEEK (&)
Leasing (cont’d) HE (&)
Leasehold land and building HELHEEF
HREESERME HETHREFFZ

The land and building elements of a lease of land and building
are considered separately for the purpose of lease classification,
leasehold land which title is not expected to pass to the lessee by
the end of the lease term is classified as an operating lease unless
the lease payments cannot be allocated reliably between the land
and building elements, in which case, the entire lease is classified
as a finance lease.

Foreign currencies

In preparing the financial statements of each individual group

T EEFHOORERBLAN B
HEHERSBERREIEEB TAH
AZHEL A BREERE KD

RREL M MET RO 2 MR S B
AN ELBERT BEEERRA
BEMLD-

s

WAEERSEER 2 M BWRE UK

entity, transactions in currencies other than the functional currency ERVERBUINEE (OME) #172
of that entity (foreign currencies) are recorded in the respective REDEANERS (WEBTREE
functional currency (i.e. the currency of the primary economic ZEERHRCER)RRIBMERZ

EERDE-NEHEER UINEIIEZ

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.

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. 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.
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For the year ended 31st December, 2006 22 =%

5.

B35 8RR MY &

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Foreign currencies (cont’d)

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 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.

Borrowing costs
All borrowing costs are recognised as and included in finance

costs in the consolidated income statement in the period in which
they are incurred.
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5.

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 represents cost incurred for the exclusive development
right to a land development project in The PRC and also the right
to obtain the land for the development. The amount 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 when
employees have rendered service entitling them to the
contributions.
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SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Taxation

Income tax expense represents the sum of the tax currently payable
and deferred tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the consolidated
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 recognised on differences between the carrying
amount of assets and liabilities in the consolidated 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
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.

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 profit or loss,
except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also dealt with in equity.
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5.

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 three
categories, including financial assets at fair value through profit
or loss, loans and receivables 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 accounting policies adopted
in respect of each category of financial assets are set out below.
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5.

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, trade
receivables, other receivables, amounts due from related
companies, bank deposits, bank balances, amounts due from
associates 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 comprise
financial assets held for trading. At each balance sheet date
subsequent to initial recognition, financial assets at fair value
through profit or loss (including investments held for trading and
conversion option of the unlisted convertible note) 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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5. SIGNIFICANT ACCOUNTING POLICIES (contd) 5. FTESHBE (&)

Financial instruments (cont’d)
Financial assets (cont’d)
Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either
designated or not classified as financial assets at fair value through
profit or loss, loans and receivables or held-to-maturity investments.
At each balance sheet date subsequent to initial recognition,
available-for-sale financial assets are measured at fair value.
Changes in fair value are recognised in equity, until the financial
asset is disposed of or is determined to be impaired, at which
time, the cumulative gain or loss previously recognised in equity is
removed from equity and recognised in profit or loss. Any
impairment losses on available-for-sale financial assets are
recognised in profit or loss. Impairment losses on available-for-
sale equity investments will not reverse in profit or loss in
subsequent periods. For available-for-sale debt investments,
impairment losses are subsequently reversed if an increase in the
fair value of the investment can be objectively related to an event
occurring after the recognition of the impairment loss.

Available-for-sale equity investments that do not have a quoted
market price in an active market and whose fair value cannot be
reliably measured are measured at cost less any identified
impairment losses at each balance sheet date subsequent to initial
recognition. An impairment loss is recognised in profit or loss
when there is objective evidence that the asset is impaired. The
amount of the impairment loss is measured as the difference
between the carrying amount of the asset and the present value
of the estimated future cash flows discounted at the current market
rate of return for a similar financial asset. Such impairment losses
will not reverse in subsequent periods.
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5.

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 accounting policies adopted in respect of other
financial liabilities and equity instruments are set out below.

Financial liabilities

Financial liabilities (including trade payables, other payables, loan
payables, amount due to an associate, amounts due to related
companies, bank borrowings and amounts due to subsidiaries for
the Company) are subsequently measured at amortised cost, using
the effective interest rate method.

Equity instrument

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.
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5.

B35 8RR MY &

SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Financial instruments (cont’d)
Derivatives financial instruments

Unlisted convertible loan notes acquired by the Group that contain
both debt and conversion option components are classified
separately into respective items on initial recognition. Conversion
option will be settled other than by exchange of a fixed amount
of cash or another financial asset for a fixed number of the issuer’s
own equity instrument is a conversion option derivative. The Group
has designated the debt component as available-for-sale
investments. At the date of issue, both the debt and conversion
option components are recognised at fair value.

In subsequent periods, the debt component of the convertible
loan notes is carried at fair value with changes recognised in the
investment revaluation reserve after adjusted for effective interest
rate. The conversion option derivative is measured at fair value
with changes in fair value recognised in profit or loss.
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group’s accounting policies which
are described in note 5, 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 in the next financial year 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, 2006, management of the Group
determined impairment losses of approximately HK$4,561,000
were recognised and charged to the consolidated income
statement. Details of the impairment testing on goodwill are
disclosed in note 22.

Estimated impairment on loans and interest receivables and
other receivables

Management regularly reviews the recoverability of loans and
interest receivables and other receivables. Appropriate impairment
for estimated irrecoverable amounts are recognised in profit and
loss when there is objective evidence that the amounts are not
recoverable.

In determining whether allowances 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 on 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$6,283,000 and for other receivables of
HK$5,626,000 have been made respectively.
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7. FINANCIAL INSTRUMENTS 7. 2®WMIA

7a.

Financial risk management objectives and policies

The Group’s major financial instruments include loans and
interest receivables, amounts due from associates, trade
receivables, other receivables, available-for-sale investments,
investments held for trading, trade payables, loan payables,
amount due to an associate, amounts due to related
companies and bank 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.

Credit risk

As at 31st December, 2006, the Company’s and Group's
maximum exposure to credit risk which will cause a financial
loss to the Company and the Group due to failure to
discharge an obligation by the counterparties and financial
guarantees issued by the Company and the Group arising
from:

e the carrying amount of the respective recognised
financial assets as stated in the consolidated balance
sheet; and

. the amount of contingent liabilities disclosed in note
46.

In order to minimise the credit risk, the management of the
Group has delegated a team responsible for determination
of credit limits, credit approvals and other monitoring
procedures to ensure that follow-up action is taken to recover
overdue debts. In addition, the Group reviews the recoverable
amount of each individual trade debt at each balance sheet
date to ensure that adequate impairment losses are made
for irrecoverable amounts. In this regard, the directors of
the Company consider that the Group's credit risk is
significantly reduced.
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7.

FINANCIAL INSTRUMENTS (cont’d)

7a.

Financial risk management objectives and policies
(cont’d)

Credit risk

The credit risk on liquid funds is limited because the
counterparties are banks and other financial institutions with
high-credit-ratings.

At 31st December, 2006, the Group’s approximately 52% of
the Group’s trade receivables were due from five largest
customers. The management currently is seeking new
customers base to explore the market in order to reduce the
reliance on the several major customers, and also mitigate
concentration of credit risk.

In addition, the credit risk on corporate guarantee given to
an associate is limited because the management will regularly
review the financial performance of the associate and
reconsider the continuance of the given guarantee.

Other price risk

The Group is exposed to price risk through the available-for-
sale investments and investments held for trading.
Management manages this exposure by maintaining a
portfolio of investments with different risk profiles.
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7. FINANCIAL INSTRUMENTS (cont'd)

7b. Fair value

7

ANET-_A=1t—HLFE

7.

The fair value of financial assets and financial liabilities are

determined as follows:

. the fair value of financial assets and financial liabilities
with standard terms and conditions and traded on
active liquid markets are determined with reference to

quoted market bid and ask prices; and

. the fair value of other financial assets and financial
liabilities (excluding derivative instruments) are
determined in accordance with generally accepted
pricing models based on discounted cash flow analysis
using prices from observable current market

transactions.

8. REVENUE

An analysis of the Group's revenue for the year, for both continuing
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and discontinued operations, is as follows: ZWA DT
Revenue
A
2006 2005
—EERE —ZETRF
HK$'000 HK$'000
TER FHEIT
Continuing operations: HEREER:
Sales of batteries products and Bt B on AR B BC 1
related accessories ZIHEE 32,846 33,161
Discontinued operation (Note 16): B &R IFE& ¥ (i 16):
Sand mining activities R EH 2,726 5,298
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B35 8RR MY &

SEGMENT INFORMATION
Business segments

For management purposes, the Group is currently organised into
the following two major operating divisions. These divisions are
the basis on which the Group reports its primary segment
information.

Principal operating divisions are as follows:

Battery products - Manufacturing and trading of batteries

products and related accessories

Investments in -
securities and
advance

Investments in securities holding and
advance of receivables

In previous year, the Group also engaged in the sand mining
activities in PRC. This segment of sand mining were discontinued
on 19th May, 2006 as a result of Group Reorganisation as
described in note 2.
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9. SEGMENT INFORMATION (cont'd) 9. IHWER (B)
Business segments (cont’d) XD (£)
An analysis of the Group's revenue and segment results and AEEREBHBE D ZWA RS EBE
segment assets and liabilities by business segments is as follows: BROBEERBEIMBOT:

Discontinued

Continuing operations operation
B#IE
BRBEER BELH
Investments
in securities Battery Sand
and advance products  Unallocated  Elimination Sub-total mining  Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
BERE
RBX EHER L HH Pt 237 &&
FET FET FET TER TER TER FET
For the year ended HE-ZEAF
31st December, 2006 t=A=+-HIL#FE
REVENUE KA
(i) Revenue (i) WA
- External —#5 - 32,846 - - 32,846 2,726 35,572
- Inter-segment - DB 182 - - (182) - = =
182 32,846 - (182) 32,846 2,726 35,572
(i) Other income (i)  EflA
- Interest income L ON 22,068 - 2,169 - 24,237 - 24,237
~ Dividend income —ARHEREL
from available- R EMA
for-sale investments 4,321 - - - 4,321 - 4,321
~ Dividend income -REEEREL
from investments RS HA
held for trading 355 - - - 355 - 355
- Others —Hit 149 1,303 1,186 - 2,638 97 2,735
26,893 1,303 3,355 - 31,551 97 31,648
RESULT ES |
Segment result AEEE 21,538 (771) 2,961 (182) 23,546 (9,818) 13,728
Unallocated corporate ROBOERR
expenses (25,356) - (25,356)
Finance costs BEKK (9,940) = (9,940)
Gain on disposal of interest ikl A UNGIL 3l g
in an associate 17,180 - 17,180
Loss on dilution of interest BE-MBEARERZER
in an associate (65,762) - (65,762)
Share of results of associates FiEsE AR Z £ 16,681 - 16,681
Loss before taxation BAIEBE (43,651) (9,818) (53,469)
Taxation HE (5.782) - (5.782)
Loss for the year FEER (49,433) (9,818) (59,251)
Inter-segment sales are charged at terms determined and agreed DEBEZ HERBEE D RIFMAT R
between the group companies. TE 2 AR B
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

&)

SEGMENT INFORMATION (cont’d)

Business segments (cont’d)

9. IWEM (&)

EBaoW(E)

Investments
in securities Battery
and advance products Consolidated
BERE
BB EMER Re
HK$'000 HK$'000 HK$'000
TERT TER FER
Assets and liabilities R-ZBERE+=A
at 31st December, 2006 =t+—-HzEERER
ASSETS BE
Segment assets P& E 106,818 129,486 236,304
Unallocated assets KNHEE 31,301
Consolidated total assets RARBEE 267,605
LIABILITIES af&
Segment liabilities DEEE (2,304) (26,374) (28,678)
Unallocated liabilities KXo#as (87,834)
Consolidated total liabilities GAEBaE (116,512)
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

&)

SEGMENT INFORMATION (cont’d)

Business segments (cont’d)

9. AWEM (&)
XBa8 (&)

Discontinued

Continuing operations operation
24
FESEXY BEXH
Investments
in securities
and Battery Sand
advance products mining Consolidated
BERE
R&2X ENEm 237 =RE
HK$'000 HK$’000 HK$'000 HK$'000
TER TER TER TER
Other information BE-BEXE
for the year ended +-ZA=t+-H
31st December, 2006 LEEZHMEER
Capital additions BARE
— Property, plant and equipment - 0% BEREE 10 34,123 71 34,204
Depreciation of property, NE BEREEITE
plant and equipment 164 1,822 4,452 6,438
Amortisation of prepaid lease payments 837 1 4 7 2 # 85 117 505 - 622
Allowances for loan and interest ERERRMEEE
receivables 6,283 - - 6,283
Impairment loss in respect of goodwill BBEEE 2 REBE - - 4,561 4,561
Allowance for other receivables Hith e BB 5,626 - - 5,626
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REMBHRRME

For the year ended 31st December, 2006 HHZ—ZEZE X F+-_A=+—HLLFE

9. SEGMENT INFORMATION (cont’d) 9. oER (&)
Business segments (cont’d) XD (£)
Discontinued
Continuing operations operation
BRIE
Investments
in securities Battery Sand
and advance products Unallocated Elimination Sub-total mining  Consolidated
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
(restated) (restated)
EHRER
EE A BHEM Kp# Hi et 5y g4
THT THT THT THT THT THT THT
(E71) (E31)
For the year ended HEZ-ZTT1F
31st December, 2005 tZA=+—HILEFE
REVENUE KA
(i) Revenue (i) WA
- External —#5 - 33,161 - - 33,161 5,298 38,459
- Inter-segment -2 HE 473 = 1,200 (1,673) = = =
473 33,161 1,200 (1,673) 33,161 5,298 38,459
(i) Other income (i) E#kA
- Interest income —FIS A 52,423 - 5,661 - 58,084 = 58,084
- Gain on disposal of -HETHMERE
available-for-sale Pl
investments 20,808 - - - 20,808 - 20,808
- Dividend income —ARHEREL
from available-for-sale B SHA
investments 7,951 - - - 7,951 - 7,951
- Dividend income -REEEREL
from investments R EMA
held for trading 451 - - - 451 - 451
- Others —Hft 2,888 179 1,436 - 4,503 2,059 6,562
84,521 179 7,097 - 91,797 2,059 93,856
RESULT ES |
Segment result NHEE 25,596 (5,907) (64,497) (1,673) (46,481) 1,576 (44,905)
Unallocated corporate expenses ~ RAE M E X i (13,500) (7,063) (20,563)
Change in fair value of FEMARREEER
conversion option BERZATEED
of unlisted convertible notes (39,743) - (39,743)
Finance costs BEMK (17,630) - (17,630)
Loss on dilution of interest BE-MBEARERZER
in an associate (2,814) - (2,814)
Share of results of associates RGN e+ 42,864 = 42,864
Loss before taxation B A &R (77,304) (5.487) (82,791)
Taxation B (4,247) - (4,247)
Loss for the year FEER (81,551) (5,487) (87,038)
Inter-segment sales are charged at terms determined and agreed DEHEHEREBEEE R BFMATE R
between the group companies. T Z R ER
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REMBHRRME

For the year ended 31st December, 2006 HEZ =TT AF+-_A=+—HLLFE

9. SEGMENT INFORMATION (cont'd) 9. WER (£E)
Business segments (cont’d) X5 (E)

Discontinued

Continuing operations operation
BRI
REREEY BEXH
Investments
in securities
and Battery Sand
advance products mining  Consolidated
RB® EMEM 5y e

HK$'000 HK$'000 HK$'000 HK$'000
TAL TAET TAET TATL

Assets and liabilities RZZEERE+_-A

at 31st December, 2005 (restated) _‘I‘ AZBE

BfE(EES)

ASSETS EE
Segment assets NBEE 616,244 93,847 118,735 828,826
Interests in associates R & AR 2R = = = 558,738
Unallocated assets APBEE 571,305
Consolidated total assets HABEE 1,958,869
LIABILITIES 2%
Segment liabilities NEEE (49,115) (27,769) (736) (77,620)
Unallocated liabilities vk 3=K (225,680)
Consolidated total liabilities RAEEE (303,300)

72 CHINA STRATEGIC HOLDINGS LIMITED & £ B AR 2 7
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REMBHRRME

For the year ended 31st December, 2006 HHZ—ZEZE X F+-_A=+—HLLFE

9. SEGMENT INFORMATION (cont'd) 9. WER (£E)
Business segments (cont’d) X5 (E)

Discontinued

Continuing operations operation
BRI
Investments
in securities
and Battery Sand
advance products Unallocated mining Consolidated
kB THEM Ao Ry ma

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TEL TET TET THET TR

Other information BE-_ZTRE
for the year ended TZAZT-HLEE
31st December, 2005 ZEH B R
Capital additions BEXARE
— Property, plant and equipment EN ST 332 2,835 598 113,184 116,949
~ Deposit paid for acquisition of - WENEERTN RS
interest in properties - - 8,704 - 8,704
- Goodwill arising from acquisition - WENBAREACEE
of subsidiaries - - - 9,123 9,123
- Goodwill arising from acquisition - WEHERAEECES
of associates - - 10,181 - 10,181
Depreciation of property, NE BERKBIHE
plant and equipment 610 1,820 - 5,672 8,102
Amortisation of prepaid lease payments 38 f 495 2 # 4 117 402 - = 519
Allowances for loan and B E TR S B A
interest receivables 36,933 - 512 - 37,445
Allowance for other receivables H i B IE R 7,823 - 10,752 = 18,575
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

9. SEGMENT INFORMATION (cont’d)

Geographical segments

The following provides an analysis of the Group's revenue by
geographic market, irrespective of the origin of the goods and

aEBER (F)
s & 5 26

REBRMETHE D 2 REATWT
(B Y &t R E RS 2 KR -

services:
2006 2005
—BEARE —_ZTZTLF
HK$'000 HK$'000
TERT FAET
Continuing operations: SEREER:
PRC H 17,097 21,791
Hong Kong &5 15,749 11,370
32,846 33,161
Discontinued operation: BERIEREER:
PRC H 2,726 5,298
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

9. SEGMENT INFORMATION (cont'd) 9. IHWER (B)
Geographical segments (cont’d) EDE ()
The following is an analysis of the carrying amount of segment AEESBEECREERDE BE
assets and additions to property, plant and equipments analysed KRR BEREREEMEHESTMAT:

by the geographical area in which the assets are located:

Additions of
Carrying amount property, plant
of segment assets and equipment

PHEEZIREE NE-BERRERE

For the year ended

At 31st December, 31st December,
BZ+-A=+—H
R+=A=+—-H LEE
2006 2005 2006 2005

ZBRAE -TTRS ZRRAE —TERS
HK$’000 HK$'000 HK$’000 HK$'000
FHZ  TET  TAxR  TAR

PRC H 129,486 212,582 34,194 107,315
Hong Kong A 106,818 535,314 10 9,634
Overseas ST = 80,930 = =
236,304 828,826 34,204 116,949
10. OTHER INCOME 10. HWA

Continuing Discontinued

operations operation Consolidated

FEKEXY DRLEREER ®E

2006 2005 2006 2005 2006 2005

ZBEXRE —TTHE ZBERFE _ITTHF ZBERE _TTHE
HK$'000  HK$'000  HKS'000  HK$'000  HKS$'000 HK$'000
FER FTHERT FER FHET FER FTET

(restated) (restated)
(&%) (E%1)
Interest income from loans and EXRERFEZ
interest receivables FEHA 21,295 52,423 - = 21,295 52,423
Interest income from banks RITFSWA 2,169 640 - = 2,169 640
Interest income from AHNERE L
available-for-sale investments FIEMA 773 5,021 - = 773 5,021
Gain on disposal of available-for-sale  H& A {t &% &
investments P € - 20,808 - - = 20,808
Dividend income from ARNEREL
available-for-sale investments & B A 4,321 7,951 - = 4,321 7,951
Dividend income from RIEEEREZ
investments held for trading BEWA 355 451 - = 355 451
Others Hit 2,638 4,503 97 2,059 2,735 6,562
31,551 91,797 97 2,059 31,648 93,856
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REMBHRRME

For the year ended 31st December,

11. OTHER EXPENSES

2006 HE—EERF+_A=+—HILFE

11.
Continuing
operations
RREEEEY
2006 2005

SREAF -TTHE =
HK$'000 HK$'000

H it 32 i

Discontinued
operation
BRLEEEER
2006 2005
ZEXRFE —TTHE
HK$'000 HK$'000

Consolidated
RE
2006 2005
—EE2RE _ZTTHF
HK$'000 HK$'000

FTER FAT TER FAET FTERT FAT
(restated) (restated)
(&3) (E%1)
Allowances for loans and interest & 7% & J& Ye Fi| 8.
receivables 2B 6,283 37,445 - - 6,283 37,445
Allowances for other receivables £ i & U 3 I8 # 5 5,626 18,575 = - 5,626 18,575
Impairment loss on available- AHEERE 2 REEE
for-sale investments - 37,189 - - - 37,189
Net exchange loss TE N B 8T - 3,709 - - - 3,709
Others Hith - 724 - - = 724
11,909 97,642 = - 11,909 97,642
12. FINANCE COSTS 12. MERK
Continuing Discontinued
operations operation Consolidated
BELEER BRIEREER ®E
2006 2005 2006 2005 2006 2005

“REAE FTRE -
HK$'000 HK$'000

EERE —TTIHF
HK$'000  HK$'000

“BEXE —TTHH
HK$'000  HK$'000

TER THET FER TET TER THET
Interest on borrowings wholly ARAFRNEBHEER
repayable within five years: ZEEMES:
Bank borrowings RITEE 933 613 - - 933 613
Loan payables ERER 9,006 17,014 S - 9,006 17,014
Obligations under finance leases BMERNEE 1 3 - - 1 3
9,940 17,630 - - 9,940 17,630
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

13. TAXATION 13. B
Continuing Discontinued
operations operation Consolidated
FRREXK BRLEEEER RE
2006 2005 2006 2005 2006 2005
“BEXRE -“TTHF ZBEARE —TTHF ZBERE -TTHF
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TER FHET TER FHET TER FHET
The (credit) charge comprises: BE(Ee) T HBE:
Taxation in other jurisdictions Hip AR 2 HA
— Current year —AREE (3) 1,010 - = (3) 1,010
— Overprovision in prior years - BEFEREBRR - (663) - = - (663)
Hong Kong Profits Tax BENEH
- Current year —AREE - 1,300 - = = 1,300
— Underprovision in prior years - BAEFERETE 5785 2,600 - - 5,785 2,600
Taxation attributable to AARRENE R
the Company fEh TR
and its subsidiaries 5,782 4,247 - - 5,782 4,247

Hong Kong Profits Tax is calculated at 17.5% (2005: 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.

BERMNEH DEF ARG BRT LA
17.5% (ZETHE:175%) &

HEtp el R 2 BRI R ER RDE#ER
ZERBEE-

REBBETEEARZRER BTAAA
RENEAR G EEENFEEEHK S
REMEHME EE=FRERRR
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

13. TAXATION (cont'd) 13. B\ (&)

REEHRE (%) B EEE W
KA 2 B AT B R BRI T :

The tax (credit) charge for the year can be reconciled to the loss
before taxation as per the consolidated income statement as

follows:
2006 2005
—EEXE ZTTRF
HK$'000 HK$'000
TERT FAT
(restated)
(%))
Loss before taxation T3 A& B
- Continuing operations -~ RBERKEER (43,651) (77,304)
- Discontinued operation —ERIEBREED
(Note 16) (Kt&E16) (9,818) (5,487)
Loss before taxation A8 (53,469) (82,791)
Tax at the applicable rates BEEBBRRERNGEHE
to profit of the country 18.31%T & 2 B
concerned of 18.31% (ZZZTh%:18.80%)
(2005: 18.80%) (9,790) (15,565)
Tax effect of share of results DEMELRERBEINBRE
of associates (3,054) (8,058)
Tax effect of income not taxable % 7E FE R %)% ) B S Al R B ULA 2
in determining taxable profit BE e (5.894) (16,411)
Tax effect of expenses not SAHAAAMRRSZ
deductible for tax purpose MBTE 16,715 23,610
Tax effect of deductible temporary RERAIMBGER =B 2
differences not recognised MGz E 2,181 18,350
Tax effect of tax losses AR BEREIN BT E
not recognised - 4
Effect of different tax rates of ETRAERREE
subsidiaries operating MBARMESR 2 VE
in other jurisdictions (161) 380
Underprovision in respect EEREIR
of prior year 5,785 1,937
Tax charge for the year AEERIEXH 5,782 4,247
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

13. TAXATION (cont'd) 13. BiE (#)

In October, 2006, the Inland Revenue Department (“IRD") issued
protective profits tax assessments, in aggregate, of approximately
HK$5,916,000 relating to the years of assessment 2001/2002 and
2002/2003, that is, for the financial years ended 31st December,
2001 and 31st December, 2002, against the Company. The
Company lodged objections with the IRD against the protective
assessments. The IRD agreed to hold over the tax claimed
completely, subject to the Company in question purchasing tax
reserve certificates (the “TRC") of HK$5,916,000 for those two
years of assessment. These TRC have been purchased by the
Company.

The Company has been advised that it is the interest of the Group
to resolve the dispute with the IRD without legal proceedings.
Subsequent to the balance sheet date, the Company proposed to
IRD for resolve of the dispute by using the TRC as settlement for
the protective profit tax assessment relating to the years of
assessment 2001/2002 and 2002/2003. In prior year, a provision
of HK$1,131,000 was recognised and accordingly, an additional
provision for taxation of HK$5,785,000 was provided in the
consolidated income statement.

RZZEZRF+AH WB R 2001/
2002 % 2002/2003 R HFE (B ZEZ
ZE—F+-_A=+-BRER_ZTZT-
TZA=+—BLEHMBFE) AARAR
BEHREUEFNSHRIABRA LD
5,916,000/ 70 N B B SR FE M AT &L
B iRE R B R EEAMBKR
ZEYBR AR B AR ZMERD
FEHEES916,0008 T2 R F AR
AEEBEBHREN A

AQRBBZERRA BREEFA
BEAINECEABRERBATE F6
AEBZAZ-REER® KARM
B BER UEBHIERT 2001/
2002} 2002/20035R 1 F & 2 (RFE M F
CHAR BUBRBIALEFZ-
1,131,000 T2 BEE R 2 AT F K

R B BEEBETITRE 2
%5,785,0008 LE T AGRE W E K -
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REMBHRRME

For the year ended 31st December, 2006 HHZ—ZEZE X F+-_A=+—HLLFE

14. LOSS FOR THE YEAR 14. FEFR
Continuing Discontinued
operations operation Consolidated
FRREXK BREREXH e
2006 2005 2006 2005 2006 2005

—2TAF —TTHF ZBRAE "TThF -BRXNF _ZTIF
HK$'000  HK$'000  HK$'000  HK$'000  HKS'000  HK$'000
TEx  THEL TFTEx TAEL  TEx < TER

Loss for the year has been arrived FEBBEEMRTISE:
at after charging:

Staff costs BIRA
— directors remuneration -E5M&
(note 15(a)) (P #E15(a)) 1,707 2,092 - - 1,707 2,092
— other staff costs =W N 13,364 14,176 356 548 13,720 14,724
— retirement benefits scheme — RIRTEFI T &I 5%
contributions, (FTREES)
excluding directors 353 393 4 12 357 405
Total staff costs BETIHRA 15,424 16,661 360 560 15,784 17,221
Auditors' remuneration REM B2 1,000 6,600 - 22 1,000 6,622
Depreciation of property, M BERSEE
plant and equipment ZHE 1,986 2,340 4,452 5,762 6,438 8,102
Amortisation of prepaid BEROFKZ
lease payments # 5 622 519 - - 622 519
Cost of inventories recognised BRAERIZZ
as expense 7' AR 17,258 22,438 2,411 4,342 19,669 26,780
Impairment loss recognised in respect &t 7 2 i 2
of goodwill HEEE - - 4,561 - 4,561 =
(Gain) loss on disposal of property, HEME BE KRR
plant and equipment Z (Wa) B8 (102) 4 - 124 (102) 128
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

15. DIRECTORS’' AND EMPLOYEE REMUNERATION 15. EEREEMS
(a) Directors’ Remuneration (a) EEME
2006 2005
—BEXRE “ETRF
HK$'000 HK$'000
FTER FEL
Fees wme
Executive directors HITES - -
Independent non-executive directors BUFHTES
— Mr. David Edwin Bussmann - NBREAE 50 257
- Mr. Wong King Lam, Joseph —ERARLE - 50
— Mr. Sin Chi Fai —hEERE 51 47
- Ms. Ching Yuen Man, Angela -BmELL 67 =
168 354
Other emoluments H
Executive directors HWITES
(i) Salaries and other benefits () HMEEMmEF
- Mr. Gao Yang —Gao Yang% & - -
- Mr. Kwok Ka Lap, Alva - BEILE 67 -
— Dr. Chan Kwok Keung, Charles — BRI S& 18+ - -
- Dr. Yap, Allan —Yap, Allanf 60 229
- Ms. Chau Mei Wah, Rosanna -AXELL - -
- Ms. Chan Ling, Eva - Bt 1,400 1,497
- Mr. Li Bo —-F RAH& - =
— Mr. Chan Kwok Chuen, Augustine —FREI k&
(formerly known as ([REFREE)
Mr. Chan Kwok Hung) = =
— Mr. Lui Siu Tsuen, Richard —BRREE - -
1,527 1,726
(i) Retirement benefits scheme (i) BKBHETEIH K
contributions
- Mr. Gao Yang —Gao Yang%t & - -
- Mr. Kwok Ka Lap, Alva —BREITE - -
- Dr. Chan Kwok Keung, Charles —PREIR i+ - -
- Dr. Yap, Allan —Yap, Allanfg & = -
- Ms. Chau Mei Wah, Rosanna —-BAEEZL - -
— Ms. Chan Ling, Eva - ®Rxrx 12 12
- Mr. Li Bo —-F RAEH& - =
— Mr. Chan Kwok Chuen, —PREIER L&
Augustine (formerly known (R&ZFREE)
as Mr. Chan Kwok Hung) = =
— Mr. Lui Siu Tsuen, Richard -—BkREE - -
12 12
Independent non-executive directors BUFHTES - =
1,539 1,738
Total director's emoluments E=MerEsE 1,707 2,092

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.

REER AEEYEAEFNEEA
MEEREBMAREBERMAKREE
Rz BERIERRREE-
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

15. DIRECTORS’ AND EMPLOYEE REMUNERATION (cont’d)

(b) Employees’ Remuneration

The five highest paid individuals in the Group included one
(2005: one) director of the Company, details of whose
salaries and other benefits are set out above. The aggregate
remuneration of the remaining highest paid individuals, who

(b) EEME

15. EEREEMS (&)

AEBRIARSH
(ZETHF %) AAAEE:
HHFMREMEA SRR L
X-BTREHFAL (BAREZ

ATBEE—%

are employees of the Group, is as follows: BE) zMeBBEWT:
2006 2005
—EEXE —ZEERF
HK$'000 HK$'000
FERT FHEIT
Salaries and other benefits & H A 1E T 1,978 1,950
Retirement benefit scheme RRAE F 5T &4 5K
contributions 48 48
2,026 1,998
2006 2005
—EERE —ZETRF
Number Number
of employees of employees
EEAHY BEAHK
Nil to HK$1,000,000 £ % 1,000,000/ 7t 4 4
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Qa—:/_\

For the year ended 31st December, 2006 22 =%

16.

B35 8RR MY &

DISCONTINUED OPERATION

On 19th May, 2006, the Group distributed its entire interests in
REMIBESZERAR ("REIE" )and BENEBGEXAR
Al (BN )(belng the subsidiaries of GDI) as dividend in
specie as a result of the Group Reorganisation. 52)T/8 and &
M #2F% are engaged in the business of sand mining and the
segment of sand mining was regarded as discontinued operation
during the year ended 31st December, 2006. Accordingly, the
consolidated income statement was re-presented.

ANET-_A=1t—HLFE

16.

BERIEEEXR

%

NZEERFRATNA BREEE
TEEEAMERAEENEN XD
EREZMIBESERAR ([RET
B REBEMEGEXERAR ([EM
RBE1) (BREEZHBELRR) 25
wEARE -RETHBREMNBE R
$Tmﬁ/%i“ MEBAEB S BREE

EERF+ZA=+—BHLEFEHRER
BERIEEREEB -l BRAEHER
maltmke

The loss for the year from the discontinued operation is analysed REERIEKEEBZERITET:
as follows:
1.1.2006 1.1.2005
to to
18.5.2006 31.12.2005
—EEXE —EERF
—A—HZE —HA—B=Z
—EEXRE —ETRF
EAtNE tZA=+—H
HK$'000 HK$'000
TERT THT
Loss of segment of sand mining KU EBH 2 ER (5.257) (5,487)
Impairment loss recognised REERAZREER
in respect of goodwill (4,561) -
(9,818) (5,487)
Attributable to: JE1 :
Equity holder of the Company AARIRERA A (9.480) (5,269)
Minority interests DYRFRER (338) (218)
(9,818) (5,487)
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

16. DISCONTINUED OPERATION (cont'd)

The result of the sand mining segment for the period from 1st

16.

CRIEEEXRHK (&)

ROABR-FEAF—A—BE"F

January, 2006 to 18th May, 2006 is as follows: SRFRATNBZEENT:

1.1.2006 1.1.2005

to to

18.5.2006 31.12.2005

—BEARE —TTREF

—A—H% —HA—HB=%

—EEXE —EERF

EA+NB +t—BA=1+—H

HK$'000 HK$'000

FTER FHET

Turnover S 2,726 5,298
Cost of sales B E KA (2,519) (4,457)
Gross profit EH 207 841
Other income H g A 97 2,059
Distribution costs eI N (575) (1,324)
Administrative expenses TH X (4,986) (7,063)
Loss for the year FEER (5,257) (5,487)
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For the year ended 31st December, 2006 22 =%

16.

B35 8RR MY &

DISCONTINUED OPERATION (cont’d)

The net assets value of %)L/ and E/N#EF5 and the goodwill

ANET-_A=1t—HLFE

16. ERIEREEK (&)

ReELEREMNRECEEFERRS

attributable to its ® 5218 and E M on 19th May, 2006 is TEREMEGREE CEER_ZER
as follows: FRAATNBA:

HK$'000

FTHET

Property, plant and equipment EN T E 105,292

Inventories T8 123

Other receivables, deposits and prepayments Hh e RIE  Re RIBA B 95

Bank balances and cash RITERRRE 748

Trade payables, other payables ERE SRR

and accrued charges Hip R RIEREER (1,141)

Deferred tax liabilities BEXERIEEE (21,175)

83,942

Carrying amount of attributable goodwill MR EREE 4,562

88,504

The net asset values of RZT/E and BB and the carrying
amount of goodwill attributable to %)L/ and B MBI were
distributed as dividend in specie upon the completion of the Group
Reorganisation.

R5T/8 and BN 2B did not make any significant contribution
to the cash flows of the Group during the years ended 31st
December, 2006 and 2005.

%%Li&l“")Hﬁ%%Zé%@ﬁ&%;
L REMNBSESE 2 AEREER
BEATKEBEBEM I TIERKE E )
K ©

ﬁ}%iliiﬁfﬂllﬁéﬂﬁlﬂ HAKERE

TEEREN _EERF+_A=1+—
HiEtzREREELERTR -
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17. DIVIDEND IN SPECIE 17. LEUKER
Pursuant to the Group Reorganisation as set out in note 2, shares REMF2ME - EBER RNAAMR
in GDI were distributed as dividend in specie to the shareholders REBUENMREZAXBIREE LK
of the Company on the basis of one GDI share for every share in R BEERBHE - REARARKREE
the Company after the Capital Reorganisation as set out in note Mg 2 IRy WER— AR BFRE AR 19 (Y =E
38. The amount of dividend in specie, approximately ME) UEMREZE2HEAR
HK$1,179,307,000, representing the net assets value of GDI, were 1,179,307,0008 7t (BN Bt EE 2 B E F
distributed on 19th May, 2006, which is the completion date of B) ER-_ZEZEFRA+NE (5E
the Group Reorganisation. EHETKBE) ke
The aggregate carrying amount of assets and liabilities at 19th R-EZERFRATNEREEEAEM
May, 2006 distributed as dividend in specie as a result of the EEVABN A ERREREZEE
Group Reorganisation are as follows: REBREEABET:
HK$'000
THET
Net assets value distributed: BENIKEEFHE:
Property, plant and equipment ME- -BERRE 105,835
Goodwill EES 4,562
Interests in associates REERR 2w 498,973
Available-for-sale investments A ERE 100,106
Deposit paid for acquisition of WENEREEI N zEke
interest in properties 56,131
Other asset Hitn & E 229,288
Inventories FE 123
Amounts due from associates JE W Bt & 2 B 5B 145,338
Loans and interest receivables R R ERF S 502,738
Other receivables, deposits and prepayments H e k08 - e RIB A IE 21,445
Bank balances and cash RITERNIIRE 94,092
Trade payables, other payables and FERE 5 BR Hth e~ 3 R
accrued charges e &R (26,787)
Amounts due to related companies JE T #83E 2 R 5K0R (206,961)
Income tax payables ERFEH (11,616)
Obligation under a finance lease MEMNESR (124)
Deferred tax liabilities EXEHERE (21,175)
1,491,968
Minority interests LR RER (312,661)
1,179,307
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

18. LOSS PER SHARE 18. BERER
From continuing and discontinued operations REFEKSERCRLEREXER
The calculation of the basic loss per share attributable to the FERARREREABRGEERERES
equity holders of the parent for the year is based on the following BNRBEATHESE:
data:
2006 2005
—EEXRF “TTRF
HK$'000 HK$'000
TER THET
(restated)
(&3)
Loss 18
Loss for the purpose of basic loss BEFTEFRERBE 2
per share (loss for the year FEGARER
attributable to the equity holders ~ #7%& A B &5 18
of the parent) 38,417 81,829
Number of shares KB AE
2006 2005
—EEXE —EERF
Number of ordinary shares for RHAEEREAEBEZ
the purposes of basic loss TRREE
per share 440,797,543 440,797,543
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

18. LOSS PER SHARE (cont'd) 18. BRER (&)
From continuing operations REFEKEXK
The calculation of the basic loss per share from continuing FR REFBELEEB 2B DARE
operations attributable to equity holders of the parent for the REAEGEREREEDRENATH
year is based on the following data: B E:
2006 2005
—EEXRF ZTTRF
HK$'000 HK$'000
TER THET
Loss for the year attributable to FEFRAIERFTEA
equity holders of the parent FE1L 18 38,417 81,829
Less: Loss for the year from B RRIREREAEEZ
discontinued operation BERIEEEEB 2
attributable to equity FEEE (fs1e)
holders of the parent
(note 16) (9,480) (5,269)

Loss for the year for the purpose of Bt BHELLEBK 2

basic loss per share FEBRERNER

from continuing operations 28,937 76,560
The number of ordinary shares for the purposes of calculation of R ERECEEBERERABELE
basic loss per share from continuing operations used as BREBEMAZANELENFLER
denominators is same as those detailed above. [A] °
The number of ordinary shares for the purposes of basic loss per BE_ZTAF+-_A=T—HILHF
share for the year ended 31st December, 2005 was adjusted for B RAESREAEEZEAREE
the effect of the shares consolidation as set out in note 38. EERNEHzZEMELRAE FR

Fi13E38 o
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

18. LOSS PER SHARE (cont'd) 18. BREE (&)

From continuing operations (cont’d)

The calculation of the basic loss per share for the year ended 31st
December, 2006 and 2005 have been adjusted as a result of the
application of new HKFRSs and details are shown below:

REFELERE (&)

HE-_ZZT\ER-_ZTTAFE+-RA=
+T-BLEESRENEBZAEARE
RAH BB B REEAMELFHE F
BT

2006 2005

—BEXRE ZEERF

Basic Basic

earnings earnings

per share per share

Bk Bk

EXBR BEAREF

Figures before adjustments AERH T - (0.22)
Adjustment arising from application [ J& F3 31 & /& 81 15 3R 5 2 Al

of new HKFRS (see note 4) fEL AR (2 RH4) (0.09) 0.03

Adjusted R (0.09) (0.19)

No diluted earnings per share has been presented as there were
no dilutive potential ordinary shares in issue during both years.

From discontinued operation

Basic loss per share for discontinued operation is HK$0.02 per
share (2005: HK$0.01 per share), based on the loss for the year
from the discontinued operation attributable to the equity holders
of the parent of HK$9,480,000 (2005: HK$5,269,000) and the
denominators detailed above for basic earnings per share.

WERAEEE mREEERTES
EEERR ST RS SREER
ik

REBRLELEXER

BRIEEER  BRERNBEATR
0028 T (ZE2EZTRHF:FK0.018
) IRBEBARRESEARKEE
48 TS E 189,480,000 7T
(ZZ TR %:5269,00087T) & X
HLERERRN 2 D HTE-
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For the year ended 31st December, 2006 HHZ—ZEZE X F+-_A=+—HLLFE

19. PROPERTY, PLANT AND EQUIPMENT 19. ¥ - BEREE

Furniture Machinery
and and Sand Motor  Construction
Buildings fixtures equipment vessels vehicles in progress Total
B HBRREE HBERRE R0 H RE ERIR an
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FAR FET FhET TER TER TAR FAR
THE GROUP A&E
COST BAE
At 1st January, 2005 RZZERFE-A—H 2,125 2,282 169,221 - 1,561 330 175,519
Exchange adjustments XA - 19 217 2,062 7 - 2,305
Arising from acquisition of WEHBRARELE
subsidiaries - - 165 113,019 - - 113,184
Additions NE = 3 827 = 942 1,993 3,765
Disposals HE - - (171) = (13) = (184)
At 1st January, 2006 RZZERE—-A—H 2,125 2,304 170,259 115,081 2,497 2,323 294,589
Exchange adjustments XA E - 40 453 380 15 36 924
Reclassification ENNE - 366 - - - (366) -
Additions NE = 345 1,679 - - 32,180 34,204
Dividend in specie AEHRE = (150) (40)  (115,461) (573) - (116,224)
Disposals HE - (192) (1,634) - (599) - (2,425)
At 31st December, 2006 R=BEXRF
+t=A=t+-H 2,125 2,713 170,717 - 1,340 34,173 211,068
DEPRECIATION AND RERBEEER
IMPAIRMENT LOSS
At 1st January, 2005 R-ZETRE-F—H 272 1,079 158,145 = 1,052 - 160,548
Exchange adjustments XA E - 6 31 - 1 - 38
Provided for the year EREE 53 506 1,483 5,754 306 - 8,102
Eliminated on disposals HERM R - - (47) - 9) - (56)
At 1st January, 2006 RZFZERE-A—H 325 1,591 159,612 5,754 1,350 - 168,632
Exchange adjustments XA - 24 126 - 6 - 156
Provided for the year ERNEE 53 297 1,438 4,446 204 - 6,438
Dividend in specie NENRE - (8) - (10,200) (181) = (10,389)
Eliminated on disposals HERKK = (187) (489) = (75) S (751)
At 31st December, 2006 RZBERE
+ZA=+-H 378 1,717 160,687 - 1,304 - 164,086
NET BOOK VALUES REFE
At 31st December, 2006 RZBERE
+ZB=1+-H 1,747 996 10,030 - 36 34,173 46,982
At 31st December, 2005 R-ZTZRE
+-A=+-H 1,800 713 10,647 109,327 1,147 2,323 125,957

90 CHINA STRATEGIC HOLDINGS LIMITED 1 5k £ E AR A 7




Notes to the Consolidated Financial Statements

REMBHRRME
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19. PROPERTY, PLANT AND EQUIPMENT (cont’d) 19. ME-BERRE (&)

Furniture Machinery
and and Sand Motor  Construction
Buildings fixtures equipment vessels vehicles in progress Total
BF HBAREE HBERRHE 2303 AE EEIR aE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THT THT THET THT THT THT THT
THE COMPANY NG|
CosT BAE
At 1st January, 2005 and RZZTHE
31st December, 2005 —-A-Bk
—ZTRE
+ZA=1+-H 2,125 1,488 1,338 - 1,140 = 6,091
Additions NE - - 10 - = = 10
Disposals HE = = (122) = (599) - (721)
At 31st December, 2006 R-ZEEXRE
+=-BA=+-H 2,125 1,488 1,226 - 541 - 5,380
DEPRECIATION AND FERHEER
IMPAIRMENT LOSS
At 1st January, 2005 R-ZZZhE—-A—H 272 1,173 1,290 - 472 - 3,207
Provided for the year EREE 53 262 37 - 106 = 458
At 1st January, 2006 RZFZEAE-A—H 325 1,435 1,327 - 578 - 3,665
Provided for the year EREE 53 8 10 - 37 = 108
Eliminated on disposals HERK G - = (122) = (74) = (196)
At 31st December, 2006 R=ZZBBRE
+=A=t+-H 378 1,443 1,215 - 541 - 3,577
NET BOOK VALUES EHFE
At 31st December, 2006 RZZE5X
+=A=+-H 1,747 45 1 - - - 1,803
At 31st December, 2005 RZZTRHE
+ZA=1+-H 1,800 53 1 - 562 = 2,426
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19.

20.

PROPERTY, PLANT AND EQUIPMENT (cont'd)

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

2% or the term of the lease or
land use rights, if shorter.

Buildings

10% - 25%
10% - 20%
10%

12.5% - 25%

Furniture and fixtures
Machinery and equipment
Sand vessels

Motor vehicles

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

As at 31st December, 2006, no property, plant and equipment
were held under finance leases. The net book value of furniture
and fixtures as at 31st December, 2005 included an amount of
approximately HK$3,000 in respect of assets held under finance
leases.

PREPAID LEASE PAYMENTS
The Group

The Group's prepaid lease payments represent payments for land
use rights under medium-term lease located in the PRC. While the
subsidiaries have paid substantially the full consideration of the
purchase consideration, the relevant government authorities have
not yet granted formal titles to certain of these land use rights to
that subsidiaries. The net book value of the land use rights for
which the Group had not yet been granted formal title as at 31st
December, 2006 was approximately HK$15,510,000 (2005:
HK$15,840,000).

At 31st December, 2006, the Group has pledged a land use right
with a net book value of approximately HK$8,678,000 to a bank
to secure short-term bank loan granted to the Group.
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19.

20.

NE-BERKRE (F)

FiE BERRREE DAERE
R T EEFERHE:

BF 2% IEA L K T E
Az FH (AR
BEBE)

EMEEE 10%—25%

WERNEE  10%—20%

oM 10%

P} 12.5%—25%

REER AEEZBF AT L
fEREETEGERA-

R-ZBZEXE+-A=1+—0 HEY
X BEREHEAREROEE-RZ
ZTRF+-_A=+—H8 GREEE
JEMFECEEERERERNEE
ZEEH3,0008 T ZRHE-

AXANHE
A

AEEETAABMBURFE2F
HAO T hERBERIS N 2 RE-H B
RAIERKBREERLIZ2EX
ARSI MARRER L
FARZHNTFZENBRR -R_F
ERE+ZA=+—B KEBHKE
BERB Xz T FEREREDFELN
£15,510,0008 L (Z T TR F:
15,840,000 7T ) °

RZEERETA=+—H K5H
PA— 8 BR B 4 /% 8,678,000 7T 2 =
E R ERRA—FKRITRTRAK
EREHBRTERZHEM
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

20. PREPAID LEASE PAYMENTS (cont’d)

21.

The Group and the Company

The prepaid lease payments are leasehold lands under medium-
term lease located in PRC.

20. EXHELHRE (&)

AEMRAAT

B BAORARUCNTE P HEHH
E4iho

THE GROUP THE COMPANY
KEE KA T
2006 2005 2006 2005
—EERFE —TTHF Z—EERFE —ZIZTThLF
HK$'000 HK$'000 HK$'000 HK$'000
THT FAT FHxT FAT
Analysed for reporting purpose as: 2 R 5

Current assets MENEE 626 620 117 117
Non-current asset ERDEE 27,425 27,763 3,745 3,862
28,051 28,383 3,862 3,979

DEPOSIT PAID FOR ACQUISITION OF INTEREST IN 21, REVERRIT2RE

PROPERTIES

In previous year, 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$48,619,000) was paid upon the entering into
the conditional agreement.

AFE AEBERF=H ([EH]))FTL
—TBAEEEHE A MREE — SR E
EEmzti ([£]) R—EERN L
tFERUEZET ERMEMERE
Bi5 ([8F]) (KB IZEME]) 2D
XEx REARAR450,000,0007T
(#7424,528,000/8 70) - RET LA &1
&R 2 2 AR %50,000,0007T (49
48,619,000/ L) 2 & & -
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21.

G E

For the year ended 31st December, 2006 B E - &

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; (ii) obtain an approval from £/ Mt & & 8 € 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
FBME £ B having been settled in full; (i) 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).

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.
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RUBNEEEXG2RE (B)
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ZEEEEBR: (MELEMFEEE
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MFEEAMERNBRAKE (RELEM
B1E) 2EBERCDBEEN (i)
AEEREEREMEIRE FERE
2B REMABEEEE: (VRE
FENBBRE,/TITRTPRE ARR
AASEVRE ORSEERNEE
FAREEFHNZENERTREBE
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

21.

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

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
(i) 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$56,131,000) 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.

However, the conditions stated in the agreement cannot be fulfilled
by the Vendor and the Group commenced legal proceeding’s
against the Vendor. On 22nd June, 2006, the people’s High Court
of Shanghai City ruled the case in favour of the Group and
demanded the vendor to continue fulfilling its obligations under
the agreement.

21.

RUBNEEEXG2RE (B)

AT EAERZEMERE 2 EHL
ERLERERER At - BEFREAE
B RTR-_EERF-_A=H:IYR
—BE Bl (EFeE) ()XEE
BREBARMEZ EER&NRE ([X
EAEME]) X AR®22,000,0007T
(#720,663,000/7T) : R()AEERE
WENZHREBEREZSEMEIHERE
R R o

N AEBRBEBEIMNpECRES
A K #8,000,0007T (£7,512,0007%
) FEH MBE_ZTRE+_A
St+—H AEEXNEAZBEEA
R # 58,000,000t (#4756,131,0007%
JT) °

R-ZBZRFAA AEERKYES
RFEERTE EPERBRENEN
HRE LA MBARZ BT RATEA
TR ERM LB AELEZEY
(28E ([EH<]) ARETIE
BN =REERBERAZETR—BR
TRARBE RRREREHS MK
FEREMCMAAEAREEARZEY
EBRAGEERLE

Al B REERBENT 264
MASEEREFERARTEH RN
EERENA-+TZB LBETSRA
REGBEAEERZEGPBF I
EXEHBEREBEBTERL
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21. DEPOSIT PAID FOR ACQUISITION OF INTEREST IN 21. BB EEEITzRE (&)
PROPERTIES (cont’d)

FER ARRESNHEETENRER
ZEE ERTREEREERRAR
BAY BB ERNB - ARAIESR
ERAEN B R WREEBEUWEZ
FYE UR/RE RAETINE
Al O 5 5 o

During the year, the directors of the Company were also in
discussion with the Vendor for settlement of the matters; however,
there was no assurance that such matters could be resolved and
settled with the Vendor eventually. The directors of the Company
consulted its legal counsel and decided to proceed with the
acquisition of the properties and were of the view that the carrying
amount of deposit was not less than its recoverable amount.

The amount was distributed as dividend in specie upon the SEEAR-_ZETAFAATNLATERX
completion of the Group Reorganisation on 19th May, 2006. B ZeBIUEBNFRERRED
K ©
22. GOODWILL 22. BE
HK$'000
FAT
COST BAE
At 1st January, 2005 R-_ETAF—F—H 25,807
Arising from acquisition of subsidiaries (note 41) WM B X AIFTE £ (M :£41) 9,123
At 31st December, 2005 R_ZEZEAF+-_HA=+—H 34,930
Eliminated on disposal of subsidiaries HEMBARKULEYR S H
by way of dividend in specie (9,123)
At 31st December, 2006 R-ZEEXFE+ZA=+—H 25,807
AMORTISATION AND IMPAIRMENT BEKREE

At 1st January, 2005 and
31st December, 2005
Impairment loss recognised
Eliminated on disposal of subsidiaries
by way of dividend in specie

At 31st December, 2006

CARRYING VALUE
At 31st December, 2006

At 31st December, 2005
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For the year ended 31st December, 2006 22 =%

22,

B35 8RR MY &

GOODWILL (cont‘d)

Particulars regarding impairment testing on goodwill are disclosed
below:

As explained in note 9, the Group uses business segments as its
primary segment for reporting segment information. For the
purpose of impairment testing, the carrying amount of goodwill
has been allocated to the following cash generating units which

ANET-_A=1t—HLFE

22. BB (8)

FHBBETHENAZFBEREN
™

I

MBS ARB RS R D B2
ERNHMEMCEEEE- ﬁﬁaéﬁ%
/WE ﬁﬁ AEZREERTIREE

i (RRAEEMREES D) |

represent the two business segments of the Group: @E-
2006 2005
—BEARE —ZETRF
HK$'000 HK$'000
THER FTAT
Segment of battery products BMEmD 25,807 25,807
Segment of sand mining KRB E 5 - 9,123
25,807 34,930

During the year ended 31st December, 2006, the Group recognised
an impairment loss of approximately HK$4,561,000 in relation to
goodwill arising on acquisition of the segment of sand mining.

The carrying value of goodwill attributable to the segment of
sand mining of HK$4,562,000 (after the impairment loss of
HK$4,561,000) was distributed as dividend in specie upon the
completion of the Group Reorganisation on 19th May, 2006.

REZE-_ZTF+_A=+—BIt#F
B AEBEETHWBRDEL M
BRAZEERFELE4L561,00008 Te

D EBSBEE2HEZREESR
4,562,000/ 7T (#Bx 4,561,000 7T 2
MEBEE) ZREERZZZERF
AATAB (RETKEMAE) RUE
MREFTRDE-
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22,

GOODWILL (cont‘d)

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 with a 5% growth rate for the first five
year and remained constant for the remaining years, and a discount
rate of 7%. 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.

Cash generating unit for segment of sand mining

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 10-year period with a 5% growth rate for the first five
year and remained constant for the remaining years and, a discount
rate of 10%. 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.
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

INVESTMENTS IN SUBSIDIARIES/AMOUNTS DUE FROM

SUBSIDIARIES/AMOUNTS DUE TO SUBSIDIARIES

23.

RMBARIZRE, BRKEL
AIRIE, A B A R ROR

2006 2005
—EBERE “TTRF
HK$'000 HK$'000
FTET FHET
Investments in subsidiaries REBATZRE
Shares listed overseas, at cost BN ET IR R AN E - 139,703
Unlisted shares, at cost FEETRM BRAE 33,261 85,037
Deemed capital contribution BIEEREE = 1,858,032
Accumulated impairment 2EHRE (33,261) (1,937,738)
- 145,034
Market value of listed shares R mzTmE = 15,122
Amounts due from subsidiaries F& Ut i B 2~ T I8
Amounts due from subsidiaries & Ust B B A &) Zk I8 1,123,615 2,008,674
Less: Allowances A (944,997) (70,991)
178,618 1,937,683
Less: Amounts due within one year J&: — % R Z| 8 2 A (178,618) =
Amounts due after one year —F 1R EH 2 FIA = 1,937,683
Amounts due to subsidiaries PE {5 Bff BB A B 5k I8
Amounts due to subsidiaries FE 1< B |8 2 &) 518
— shown under current liabilities -RRBEE TR 144,310 737,054

The amounts due from subsidiaries and amounts due to subsidiaries
are unsecured, non-interest bearing and repayable on demand.
The carrying value of the amounts due from subsidiaries and
amounts due to subsidiaries at the balance sheet date

approximated its fair value.

The principal activities of the subsidiaries are set out in note 50.

FEMR B B 2 B 0IA I R AT Y /8 2 Bl FU0R
AREER 2ERARBREEE-R
REEH YT A BRI R R B
DRIRBAZEEERE R FERE

MEBARZEBRBHRHIES0 -
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#W%ﬂﬂZ%é/%%W%ﬂ
$08 /B — B E A A RE

24. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM 24,
ASSOCIATES/AMOUNT DUE TO AN ASSOCIATE

(a) Cost of investment in associates (a) REZQATZRERAN
THE GROUP THE COMPANY
AEH b NN
2006 2005 2006 2005
“REXRE —TThHF ZBERE —TTLF
HK$'000 HK$'000 HK$’000 HK$'000
TR FET TR FHET
Listed in Hong Kong REE LT - 577,612 - -
Unlisted EE™ 386 172,682
386 750,294 2 2
Share of post-acquisition WHEEEEZEE
losses (386) (191,556)
- 558,738
Fair value of listed shares B Rz ET
in associates A/} - 317,752 N/ATEH NATEA

In May 2006, the Group disposed of its entire 22.65% equity
interests in China Velocity Group Limited (a company whose
shares were listed on the Hong Kong Stock Exchange) at a
consideration of HK$30,000,000 and resulted in a gain on
disposal of interests in associates of approximately
HK$17,180,000.

In March 2006, the interests in Wing On Travel (Holdings)
Limited (“Wing On"”) were diluted from 27.74% to 19.82%
upon the placement of shares by Wing On and resulted in a
loss on dilution of interests in associates of approximately
HK$65,762,000.

All the interests of associates except Wing Fung Metal and
Equipment Company Limited (“Wing Fung”) were distributed
as dividend in specie upon the completion of the Group
Reorganisation on 19th May, 2006.

100 CHINA STRATEGIC HOLDINGS LIMITED 5k £ B A R 2 7)

R-ZZEERNFRA KEBLEEENS
BRR(RE) ERAA (—HARE &
R EMzAR) 228022.65%KR K
%5 R 18/530,000,0005 7T I H&E—
B & D A 2 Yz 417,180,000/ JT °

RZZERNF= A KR (R B
BAR (k%) 2 RN KL ER
B H27.74% %5 £19.82% © &
FBERBELAARE I EBERY
65,762,000 7T °

FREASRBAERRA ([RE])
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24. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM 24, RAEtERNR oD ElEE D
ASSOCIATES/AMOUNT DUE TO AN ASSOCIATE (cont’d) AIRE A —ERE QT RE
(&)
(a) Cost of investment in associates (cont'd) (a) REBEARZRERK (&)

RZZEEANF+-_A=+—8"
BENRZFRBET:

Particulars of the associate at 31st December, 2006 are as
follows:

Proportion of
nominal value of
issued share capital/
registered capital

Place of the Place of Class of held indirectly
Name of associate incorporation operation share held by the Company  Principal activities
XRAEERR
BRTRE/
ot i BeExH & A
BEQFAER B 3L 3t 3 2 BERGZER HEZLH TEXER
%
Wing Fung Hong Kong Hong Kong Ordinary 16 Manufacturing of
L B BB L@ (Note) battery products
(f&) SHEREE
Note: A 20% interest of Wing Fung were held by a 80% subsidiary of the Bifat: REZ20%EmAARADE—EH80% KN
Company. MERBRFE-

ARERTEAEBREBERRZE

The Group has discontinued recognition of its share of losses

of an associate. The amounts of unrecognised share of that
associate, extracted from the relevant management accounts
of associate, both for the year and cumulatively, are as

BoZBERRARERZEIEEE (F
BREERBEERE) RAFER A
RN

follows:

2006 2005
—EBEARE —_TTRF
HK$'000 HK$'000
TERT FTATT

Unrecognised share of losses FRARBEREMNG
of an associate for the year —BBE A RER 88 87

Accumulated unrecognised share Z &K HE R FE (G
of losses of an associate —BBE A RER 87 -
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24. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM 24, RBENT 2R EREEL

ASSOCIATES/AMOUNT DUE TO AN ASSOCIATE (cont'd) ARE/ BN -EEEQARRE

(&)

(a) Cost of investment in associates (cont'd) (a) REEATRZRERAX (&)
The summarised financial information in respect of the AEEZHBERRZHBER
Group’s associates is set out below: R

2006 2005

“E¥FAFE  CTTEF

HK$'000 HK$'000

TER FHET

Turnover S 3,360,502 8,382,622

Profit for the year RNEEHF 53,323 133,498
Profit for the year attributable REBREARFE R

to the Group 16,681 42,864

2006 2005

—EERE —TTRF

HK$'000 HK$'000

TET FHEIT

Total assets BEE 9,304 7,431,386

Total liabilities BERE (9,320) (5,037,199)

Net (liabilities) assets (BfE)EEFME (16) 2,394,187

Share of net assets by the Group: ~ RNEEFEEEFE

As at 31st December R+=-—A=+—8H - 558,738
Market value of interest held REEMFEZTE
by the Group N/A 317,752
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For the year ended 31st December, 2006 22 =%

24. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM
ASSOCIATES/AMOUNT DUE TO AN ASSOCIATE (cont'd)

(a)

(b)

Cost of investment in associates (cont’d)

Included in the cost of investment in associates is goodwill
arising on acquisitions of associates in prior years. The

24,

ANET-_A=1t—HLFE

FWM“ﬂZEé/EMW““
$08 /B — B E A A RE
(ﬁ)

() RBEQRAZRERE (F)

REERRZREXABREBE
FREREBREZCRMELRE

movement of goodwill is set out below. BEZEBHHEINMT:
HK$'000
FHET
COST BARE
At 1st January, 2005 R-_ETAF—F—H 2,006
Arising on acquisitions of associates WS NG TEE 10,181
At 31st December, 2005 R-ZZETAF+HA=+—H 12,187
Eliminated upon dividend in specie AE MR B & M3 (12,187)
At 31st December, 2006 R-ZBERE+=-A=1+-—H -
CARRYING VALUES REE
At 31st December, 2006 RZEEXFE+ZA=+—H -
At 31st December, 2005 RZZETAF+HA=1+—H 12,187
Amounts due from associates (b) EWKENTRE
THE GROUP THE COMPANY
rEH b NN
2006 2005 2006 2005
“2EXRE —TTHHF ZBEXRE —TTLF
HK$'000 HK$'000 HK$°000 HK$'000
THERT FET FER FET
Amounts due from associates J& U B & A 7] ZUIE 6,514 159,214 8 2,989
The amounts due from associates are unsecured, repayable FEMEEE RAIRIBREER AR EX

on demand and non-interest bearing. An amount of
HK$145,338,000 were distributed as dividend in specie as
part of Group Reorganisation on 19th May, 2006. In 2005,
except for amount due from Wing On of approximately
HK$151,648,000 were interest bearing at prevailing market
rate, all remaining amounts due from associates were non-
interest bearing. The fair value of the Group's amount due
from associates at balance sheet date approximates the
corresponding carrying value.

RS (B8 & % B ° 145,338,000/ T 2 &
HOR_ZEENERATNREUEY
KEZHAADE LM’EJ%EI@HZ*B
HB-R_BERF BRERKE ZHK
#1151,648,000% Jt AR IR 1T miﬂu
FTESN EBRFTA FE WHs & A R FIE
BREB -NEEH: $%lr%‘ufzﬂﬁﬁ%“
AFRE AT EREEREERS
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24. INTERESTS IN ASSOCIATES/AMOUNTS DUE FROM 24,

ASSOCIATES/AMOUNT DUE TO AN ASSOCIATE (cont'd)

() Amount due to an associate

REBENRZER BYRHE L
AME BN -EBE A ENE
(%)

(0 EN-—HBERIRANRE

THE GROUP THE COMPANY
r%E ENYNG
2006 2005 2006 2005
“REAF —TTLRFE —BEAF _FETIF

HK$'000 HK$'000 HK$’000 HK$'000
TET FET TER FEIT
Amount due to an associate & — & B & A &) 78 4,993 286 = =
Less: Amount shown under i RiRE A&
current liabilities THRFRIA - (286)
Amounts shown under RIERBERE T
non-current liabilities N 4,993 =

The amount due to an associate is unsecured and non-
interest bearing. The directors of the Company have reached
agreement with an associate that the Company will not be
demanded repayment of HK$4,993,000 within 12 months
from 31st December, 2006, therefore, the amount of
HK$4,993,000 is disclosed under non-current liabilities. The
fair value of the Group's amount due to an associate at
balance sheet date approximate the corresponding carrying
amount.

25. CLUB DEBENTURES 25.

The Group and the Company

The club debentures represents the club membership of Macau
Golf & Country Club and Aberdeen Marine Club. The directors
are of opinion that there is no impairment of the club debentures
since the market price are higher than its carrying value.
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26. AVAILABLE-FOR-SALE INVESTMENTS 26. IHEERE
THE GROUP
AEH
2006 2005
—EBERE “TTRF
HK$'000 HK$'000
FER FHET
Listed investments: FmEE:
— Equity securities listed -REBLMZ
in Hong Kong e 64,614 26,857
- Equity securities —REMMF T2
listed elsewhere % 7K 3% 5 1,575 4,057
66,189 30,914
Unlisted investments: FEMEE:
— debt securities —EH%E - 24,432
— equity securities — AR 11,708 61,748
11,708 86,180
Total et 77,897 117,094
Analysed for reporting purposes as: B2 s MO T :
Classified as held for sale PEAERBELE 17,770 =
Non-current assets FRBEE 60,127 117,094
77,897 117,094

The carrying value of unlisted equity interest at 31st December,
2006 represented 16.4% interest in Beijing Technology
Development Fund LDC, a company incorporated in Cayman Island
and engaged in investment venture business.

The carrying value of unlisted equity securities in Hong Kong at
31st December, 2005 included an amount of HK$43,498,000,
which represented 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.

RZEEREF+_A=+—H ¥Lm
kA # @ 2 % ® B 16 Beijing
Technology Development Fund LDC 2
16.4% @ Z RN SHEEMAL #
EREXRG-

RZZEZRF+-_RA=+—H BHF
Itk ABHEZ2EBER R
43,498,000/ T 2 £ 8 15 Apex
Quality Group Limited ([ Apex]) 9.76%
HEE ApREBELBES MK
NCoREBERBRMBEBES-
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26.

27.

AVAILABLE-FOR-SALE INVESTMENTS (cont’d)

The above unlisted investments are measured at cost less
impairment at each balance sheet date because the range of
reasonable fair value estimates is so significant that the directors
of the Company are of the opinion that their fair values cannot
be measured reliably. The amounts of investment of Apex were
distributed as dividend in specie upon the completion of the Group
Reorganisation on 19th May, 2006.

The carrying value of unlisted debt securities at 31st December,
2005 represented the debt component of a convertible note issued
by a company incorporated in Australia which was engaged in
the business of fruit business. The convertible note borne interest
at 8% per annum and will mature on 29th March, 2008. The fair
value of the unlisted debt securities were determined based on
the present value of the estimated future cash flow discounted
using the effective interest rate at the balance sheet date, which
approximated the corresponding carrying amount. The amounts
were distributed as dividend in specie upon the completion of the
Group Reorganisation on 19th May, 2006.

OTHER ASSET

The amount represents cost incurred in connection with a land
development project in the PRC. The project is a land development
of T/EmEEILE £ E %A located in Long Shan Development Area,
Doumen District, Zhuhai City and is to be jointly developed with
KEMEIWIXEEEZEE. 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 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. The amount was distributed as
dividend in specie upon the completion of the Group
Reorganisation on 19th May, 2006.
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28. INVENTORIES 28. 7§
2006 2005
—EEXRE —ZETRHF
HK$’000 HK$'000
TERT FTAT
Raw materials R 9,168 5,358
Finished goods SR 9,786 7,051
18,954 12,409
29. TRADE RECEIVABLES 29. EREZ BN
2006 2005
—EEXRE —ZETHF
HK$’000 HK$'000
TERT FTHET
Trade receivables FEW B 5 R HK 8,806 5,737
Less: accumulated impairment B REHRE (981) (964)
7,825 4,773
The Group allows its trade customers with credit period normally AEE-RETESEFPRE0ZE180
ranging from 90 days to 180 days. The aged analysis of the trade AzBREH-RNEEBZEKE SRS
debtors at the balance sheet date is as follows: ZERERDWMT:

2006 2005
—EEXRE —ZETHF
HK$’000 HK$'000
TERT FTHET
0 - 90 days 0Z90H 7,067 4,408
91 - 180 days 91£180H 620 365
Over 180 days 1808 M £ 138 -
7,825 4,773
The carrying amount of the Group’s trade receivables at the balance REER: $E IZJELISZféf%@E A

sheet date approximates the corresponding fair value. HEEEELTERE
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FHRA=+—HIEFE

30. LOANS AND INTEREST RECEIVABLES 30. EWERKEWFE
THE GROUP THE COMPANY
REH VN
2006 2005 2006 2005
—EERE —ZTTHEF ZEEAE —ZTTAF
HK$'000 HK$'000 HK$'000 HK$'000
FET FAEL FER FEIT
Loans and interest receivables JE U B R FE WL R B
- secured (note a) - BHEM (F5Ea) 99,616 302,061 - -
— unsecured (note b) — ®IKA (FIsEDb) 134,169 492,967 = 35,223
Promissory note and its interest A 2 R H O WA R
receivables (note b) (P 7ED) = 9,292 = 9,292
233,785 804,320 - 44 515
Less: Allowances A (208,024)  (340,088) - (35,223)
25,761 464,232 - 9,292
Less: Amounts due within one year & :—®F R B BT ER
and repayable on demand EREEE
2 WA (25,761)  (464,232) - (9,292)
Amounts due after one year —FEBIE 2B - - - =

Notes:

(a)

(b)

As at 31st December, 2006, the secured loans and interest receivables were due
from Danwei Limited (“Danwei”). Shares in certain property holding companies
held by Danwei were pledged to the Group as securities to the loan receivables.
However, in view of default repayment by Danwei, full allowances of
HK$99,616,000 was made in the consolidated income statement in previous
years.

As at 31st December, 2005, included in secured loans and interests receivables
were amounts of approximately HK$99,616,000 and approximately
HK$165,422,000 due from Danwei and Lucklong Venture Limited (“Lucklong”)
respectively. Allowances of HK$180,838,000 were made in the loans receivables
due from Danwei and Lucklong as at 31st December, 2005 with reference to the
market value of the collateral secured to the Group. Shares in certain property
holding companies held by Danwei and Lucklong were pledged to the Group as
securities to the loans receivables.

The loan receivables carry interest at the prevailing market rate ranging from 8%
to 12% per annum and repayable on demand.

The loans and interest receivables due from Lucklong was then distributed as
dividend in specie upon completion of the Group Reorganisation.

The amount are unsecured, carries interest at prevailing market rate ranging
from 8% to 12% per annum and repayable on demand.

The fair value of the Group’s loan and interest receivables as at
balance sheet date approximate the carrying amount.
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R-BERET-_A=t—RH ERERRLE
g F| 8 A& fE Y Danwei Limited ( [ Danwei] ) ©
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i

32,

33.

OTHER RECEIVABLES, DEPOSITS AND PREPAYMENTS

The fair value of the Group's other receivables, at balance sheet
date approximate the carrying amount of the receivables.

HitBEWRE RERANRE

AREZEMRUKAZ A FERER
AEEKHEREERE-

INVESTMENTS HELD FOR TRADING BEEBEERE
THE GROUP
rAEE

2006 2005
—EEXE —EERF
HK$’000 HK$'000
FET THET
Equity securities listed in Hong Kong REA LT ZRAEARES 8,115 7,552

PLEDGED BANK DEPOSITS/BANK BALANCES AND
CASH/BANK OVERDRAFTS

The pledged bank deposits represents bank deposits pledged to
banks to secure bank overdrafts and short-term bank borrowings
facilities granted to the Group and therefore classified as current
assets. The amount bears interest at 3.25% to 3.95% per annum
(2005: 2.90% to 3.40% per annum). The fair value of the Group’s
pledged bank deposits approximate its carrying value.

The bank balances and cash comprises cash and short-term bank
deposits with an original maturity of three months or less held by
the Group. The amount carries interest at 2% to 3% per annum
(2005: 2% to 3.5% per annum). The carrying amount of the
Group's bank balances approximate their fair value.

Bank overdrafts are repayable on demand and carries interest at
prevailing market rate ranging from 6% to 7% per annum (2005:
6% to 7% per annum).

BEARTER BRITERRR
&/ RITEX

BEBRAIERERBFRIZENE
K ERRREER CRITBIRER
RITEFRECEBE BR2BEARY
BE -ZHBRFNE325%F3.95%
HFE(ZEERF FFE290%
£3.40%) AEBCHERBITFEHREB
CATFERAEEERSE-

REERELRITEHREACBERE
AT EASBRERES RS REH
BATFRZRBREFE2%E3%5t
B(Z22RF FME2%E35%) °
AEBERITRABZEDNEEEATER
go

BAIBEXBEREREEE H6%ET%

PEZROTMEERRGFE (Z2FA
FFENMEE%ET%) °
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REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

34. TRADE PAYABLES, OTHER PAYABLES AND ACCRUED 3. BNESHRF HMBNFIEARE
CHARGES TEA
Included in trade payables, other payables and accrued charges ENEZERR HMENRERESE
are trade payables of approximately HK$5,501,000 (2005: ABERENE SR 45,501,000 %
HK$5,336,000) with the following aged analysis: (ZZEZTFH%:5,336,000 BJT) » £EREL
DT
THE GROUP
N L |
2006 2005
—EERE —ETRF
HK$’000 HK$'000
TERT FHET
0 - 90 days 0Z90H 3,836 2,980
91 - 180 days 91£180H 1,025 929
Over 180 days 180H KA £ 640 1,427
5,501 5,336
The carrying amount of the Group’s trade payables at the balance REZER AEBEZESENENR 2K
sheet date approximates the corresponding fair value. EEEEEDTEEE-
35. AMOUNTS DUE TO RELATED COMPANIES 35. ENBAEATNE
Details of the amounts due to related companies are as follows: ENBEERRREZFERT:
THE GROUP THE COMPANY
r5H ¥ NG|
2006 2005 2006 2005
ZEEAF —ZTTHF ZBEAF _—TITIHF
HK$'000 HK$'000 HK$’000 HK$'000
THER FTAT TER FAT
Total amounts LR 9,438 200,287 9,438 199,731
Less: Amounts shown under BWRRBAE
current liabilities IR 2 538 (4,128)  (200,287) (4,128)  (199,731)
Amounts shown under RIERBEE
non-current liabilities 5|7 2 38 5,310 = 5,310 =
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

35. AMOUNTS DUE TO RELATED COMPANIES (cont'd) 35. BNBEQARNE (£)
The amounts are due to subsidiaries or associates of a substantial ERARA—ZFEREZMBARR
shareholder of the Company. All amounts are unsecured and non- BENRZRB-MBERBLREER
interest bearing. The directors of the Company has reached RAGHE-ARRESEEHBELA
agreement with the related company, namely Wing On that the Bk BRERBZ ARARZZTREF
Company will not be demanded repayment of HK$5,310,000 TZA=+t—BRTZEARTEEX
within 12 months from 31st December, 2006 and therefore, the B8 5X185,310,000/8 70 ' sZ B IETR
amount is shown under non-current liabilities. Except for an BB EPIR-BREMNKZS,310,000/8
amount due to Wing On of HK$5,310,000, all remaining balances TTZFIBIN B BR T AR AR E R
are repayable on demand. The fair value of the Group's amounts BE-AKEREERARNBEERRR
due to related companies at balance sheet date approximates the BzATEREEBBEREEES-
corresponding carrying amount.

36. LOAN PAYABLES 36. ENER
The Group and the Company FEERADT

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 loan payables at balance sheet date
approximates the corresponding carrying amount.

B8 OEH B AL 8% 10% T
FE G ESIEET Y ek
REEEN R AT EREREE
%O

37. BANK BORROWINGS 37. RITEE
THE GROUP THE COMPANY
KEHE b /N
2006 2005 2006 2005
“REXRE —TThHF ZBERE —TTILF
HK$'000 HK$'000 HK$'000 HK$'000
TET FET TER FEIT
Bank borrowings RITEE 12,889 1,412 - —
Obligations under finance leases B &M 4)1E 1A - 3 -
12,889 1,415 - 3
Secured B A 12,889 1,415 - 3
Carrying amount repayable: AR TFHER
RME:
On demand or within one year RERkEg—F R 12,889 1,415 - 3
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

37. BANK BORROWINGS (cont'd) 37. RITEE (&)
The fair value of the Group's bank borrowings at balance sheet REER AEE 2 RITBEZLATE
date approximates the corresponding carrying amount. EEMAEAERS-
The bank borrowings carried interest at prevailing market rate RITEEESNE10% T EZRITTS
ranging from 8% to 10% per annum and were secured by the FREFE WAAEE 2 RITERR
Group’s bank deposits and investment in securities. There were ERREEER-RZZETRF+A
no undrawn facilities as at 31st December, 2006 and 31st =+ HBRZEERF+-_A=1+—
December, 2005. B YERSAEE-
38. SHARE CAPITAL 38. IR
Number
of shares Value
BB EE
HK$'000
FTAT
Authorised: ERE
Ordinary shares of HK$0.10 each FREE0.108 T2 T @A
at 1st January 2005 and RZZETAF—HA-HRK
31st December, 2005 —EEAF+T-RA=+—H 8,000,000,000 800,000
Subdivision of shares (note i) IR0 4 48 (B E) 8,000,000,000 =
Ordinary shares of HK$0.05 each BREEC.0SE Lz B 16,000,000,000 800,000
Consolidation of shares (note iii) Rt & BF (BT EEiin) (8,000,000,000) -
Ordinary shares of HK$0.10 each BREECMNB T EBR
at 31st December, 2006 R_ZEERF+HA=+—H 8,000,000,000 800,000
Issued and fully paid: BEETRER:
Ordinary shares of HK$0.10 each at ~ BRREE0.108 Tz L @R
1st January, 2005 and RZEZTAF—A—AK
31st December, 2005 —ZEERFTA=+—H 881,595,087 88,160
Subdivision of shares (note i) R A0 #7480 (PR 5Ei) 881,595,087 -
Ordinary shares of HK$0.05 each SREME0.SE L LB 1,763,190,174 88,160
Capital reduction (note ii) R 17 EIRL (BN L i) (881,595,087) (44,080)
Ordinary shares of HK$0.05 each BREE0.05E T B 881,595,087 44,080
Consolidation of shares (note iii) &R & o (BT aZiii) (440,797,544) -
Ordinary shares of HK$0.10 each SREE0I0B T B
at 31st December, 2006 RZZEZERF+_A=1+—H 440,797,543 44,080
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

38. SHARE CAPITAL (cont'd)

As mentioned in note 2, the Company has carried out the Capital
Reorganisation during the year which involves, inter alia, the
following:

(iii)

(iv)

subdivision of the Company's shares into two shares of
HK$0.05 each (“Subdivision”);

cancellation of the paid-up capital of 881,595,087 issued
shares of HK$0.05 each (“Capital Reduction”) and the
cancellation of the entire share premium account of the
Company;

consolidation of two shares of HK$0.05 each into one
ordinary share of HK$0.10 each;

the credits of approximately HK$44,080,000 and
HK$1,900,916,000 resulting from the Capital Reduction and
the cancellation of the share premium account, respectively
transferred to the special capital reserve account of the
Company; and

such special capital reserve set off against the accumulated
deficit of the Company as at the date of completion of the
Group Reorganisation.

Details of the Capital Reorganisation are set out in the Company’s
circular dated 10th September, 2005.

38.

BRAE (&)

BARKT 2P AR R E R F AT
BABME 2Rk (AREE) T

A

(i)

(iii)

(iv)

1 B B A B R4 4 4B AR A TR A
BREEOSEITZEG ([1F
M)

FF$4881,595,087 0% & A FI{E0.05
BLTZEBTIRM 2HBRERA
(TEURAA]) A RFEHAA A
ZEHROEER:

EEmkEREE0.05% T2 K
e R—REREE0I10ET
2 E B

7% 73 B R Bl P A e e 9 R 1 )i
BERMELEZERKEN
44,080,0007% 7T % 1,900,916,000
BT BRERAAAZENER
R R

ZBEFNEAHENREEM T
RERBERNRAZ R BAY
i

AAEMY HERRARTR-TTE
FRATAREZ B
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For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

39.

SHARE OPTIONS

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; (ii) 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 both years or outstanding
at balance sheet date under the 2002 Scheme.
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39.

B

RZEZE-FAMB RNABEM—
EERESE([ZET-F:38])
ZAEBENMAETE TEREERE
EREERURES N -BE_TT=
HE ARREEENRNEERKESR
(BRARBREMNBARZHTE
Z)RTERENRERABRG I
BREKBNATZIRE-EELEZER
BERKLBHEH=THERNER I
RERZESREMIBLZERB
Rz BRER RIS I B B AT
TERITEATEE (A THAR) AR
RAEESET BFASOLRUT=E2
e (AAARORETEREE
BZWmE: ()RR ARNEZZEBR
BEELASAEEXE 2 FHKRS
B RGiVRARRMD < EE

BRE_SZ_FHEARH 2 BRES
K2 Bin B 158 %546,097,894 % iR
N EARRREM T —F5EH
HIR AR QB2 HITRAZ10%  ETI%
—MNBHRERARRRABRERS
BEZRIRT R/ BT EBYZHE
HEMBA (TEMARA]) TRITEZ
HERET EF QRN ENZRE
EXARAIRERBREREHEZRZE
EITRMDBEZ10% ° AEFMALTET
ZEBRERY R ZRHEE T EHERZ
ST FHEETARE AR T
AZERRRBRBBEZ1%  EEREBA
NAIRREABAEERNELR-

RZMERLERE T _F5F8IK
HEMEARE RS A B I E R
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40. RESERVES 40. f#¥E
Special Capital
Share capital  redemption
premium reserve reserve Deficit Total
BREX BAEQR
B % B G G A et
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FHT THT THT THT TET
THE COMPANY b N
At 1st January, 2005 R-ZZERF—F—H 1,900,916 414,881 233 (1,333,628) 982,402
Profit for the year AEE A - - = 103,180 103,180
At 1st January, 2006 RZTT R E—-A—H 1,900,916 414,881 233 (1,230,448) 1,085,582
Capital Reorganisation BRER (1,900,916) 1,944,996 - - 44,080
Transfer of accumulated BRAKARARGEA
deficit of the Company - (1,212,806) - 1,212,806 -
Dividend in specie (Note 17) DAEMKE (H3E17) - (1,145,804) - - (1,145,804)
Profit for the year KEFRF - - - 3,449 3,449
At 31st December, 2006 RZZERF+ZA=+—-H - 1,267 233 (14,193)  (12,693)

The special capital reserve of the Company at 31st December,
2005 represents the amount arising from the capital reduction
carried out by the Company during the year ended 31st December,
2001. The amount were reduced as a result of Group
Reorganisation and Capital Reorganisation carried out by the
Company during the year ended 31st December, 2006.

ARRR_TERAFF+_A=+—HZ
HRIEARBERERARAREBE-SE
—F+ A=+ —HIEFEETHRK
AEEZSE - REEZTT F+
ZAZtT-BLEEEZSERARAH®
nEEEARBRAEEAMB D
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41. ACQUISITION OF SUBSIDIARIES 41.

On 30th June, 2005, the Group acquired 88% and 100% of the
issued share capital of RZ)L/8 and B/ &5, respectively, for
an aggregate cash consideration of HK$50,000,000. The two newly
acquired subsidiaries are incorporated in the PRC and engaged in
the business of sand mining. These transactions have been

T,
=N

accounted for using the purchase method of accounting. The ZER

directors are of the view that it is impracticable to disclose the
revenue and the results for the six months ended 30th June, 2005
as if the acquisition had been effected on 1st January, 2005 since
such information was not provided by the vendor.

The assets acquired in the transaction, and the goodwill arising,

88% K 100% -

W BB 1 2 R

R-ZBEERERA=1RH ~EEH
WERSTEREMNBEEBITREAY
BE T REB
50,000,000 7T ° Itk I 3R 7 45 B8 B /8
AR B MY BRI ER-
SUEHBEREIANE-BER
A RBRRWENR_ZTRF-F—HBE
KERMBBEERE

—EEREANA=T
BIEABEAZWAREEY AT &
REHWEREFEER -

BRRXZMBBCEENRBMEEZ

are as follow: BEMT:
2005
—ETREF
Acquiree’s
carrying
amount before Fair value Fair
combination adjustments value
WUAE DB A B X
Al 2 BREME NTEERAE NEE
HK$'000 HK$'000 HK$'000
FET FAET FAT
Net assets acquired: P & BE R 1A -
Property, plant and equipment ME -BERRE 50,165 63,019 113,184
Inventories FE 6 - 6
Trade receivables FEW B 5 B& 75 - 75
Other receivables, deposits H e Uy FR0E -
and prepayments e RBMNHKE 647 - 647
Bank balances and cash RITERNIIRE 349 - 349
Creditors, other payables and JE AT R 3R H A FE A
accrued charges RERETER (244) - (244)
Amounts due to former J& 1 AT AR 3R 5K 38
shareholders (49,770) - (49,770)
Deferred tax liabilities ETHERR - (20,796) (20,796)
1,228 42,223 43,451
Minority interests DHRFE R (48) (2,526) (2,574)
1,180 39,697 40,877
Goodwill on acquisition WHREE2EE 9,123
50,000
Satisfied by: TRARN:
- Cash ik 10,000
- Deposit paid for acquisition —WEHRBEARZ
of subsidiaries BEffEE 40,000
50,000
Net cash outflow arising WREEZRER
on acquisition:
Cash consideration paid EMRERE (10,000)
Cash and cash equivalents B ReRREEH
acquired 349
(9,651)
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41.

42.

G E

For the year ended 31st December, 2006 B E - &

ANETZA=t—HLFE

ACQUISITION OF SUBSIDIARIES (cont’d) 4. WEKRBLAR (&)
The goodwill arising on the acquisition is attributable to the WEEE  BBEENTSDHEAEE
anticipated profitability of the distribution of the Group’s products Em BHRFEE N A RTERE G 8l
in the new markets and the anticipated future operating synergies Bz RREEHR Bz
from the combination.
RZET8 and BMHEF contributed HK$5,298,000 to the Group's R LBREMBEREERARZE-Z
turnover and loss of HK$3,735,000 to the Group’s loss before TRETZA=1+—BHH AXEHE
taxation for the period between the date of acquisition and 31st 2 ETERS,298,0008 L2 BN I
December, 2005. AASE 2 AEENK3,735,000%
T2 B
DEFERRED TAX LIABILITIES 42. EEBEEE
The following are the major deferred tax liabilities provided by AEERARSHERBTRE AREE
the Group and movements thereon during the current and prior M T EBELEHBEEREREHE
reporting periods: R
Revaluation of
property, plant
and equipment
ME BERREER
HK$'000
FAET
At 1st January, 2005 R-_ZERF—A—H -
Arising from acquisition of subsidiaries WENBLRMES 21,175
At 31st December, 2005 RZETAF+ZA=+—H 21,175
Eliminated upon dividend in specie (note 17) ENEMRREEEHE (HF17) (21,175)
At 31st December, 2006 R-ZBERF+=ZA=+—-H -

As at 31st December, 2006, the Group had unused tax loss of
approximately HK$20,365,000 (2005: HK$29,704,000) available
to offset against future profits. No deferred tax asset has been
recognised in respect of the unused tax losses due to the
unpredictability of future profits streams.

As at 31st December, 2006, the Group had deductible temporary
differences in respect of allowances on doubtful debts of
approximately HK$236,446,000 (2005: HK$364,786,000). No
deferred tax asset has been recognised in relation to such
deductible temporary differences as it is not probable that taxable
profit will be available against which the deductible temporary
differences can be utilised.

RZEERNF+-A=+—RH £5E
R%EB R AAEER OGN 2 R AH
B E1E#)520,365,0008 L (TR
%:29,704,000/870) ° AR K BETERT K
g RR - AR RBAHIBEE
BREMEEHREBEE-

RZZEERNF+-A=+—H £5E
RRBRBEZAINMAEREENA
236,446,000 T (Z 2T 1 &F:
364,786,000 ) R AIEE N B B &
AR EF T HZEREEZEEE R
ERZENERERERERELHEE
Eo
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For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

43. MAJOR NON-CASH TRANSACTIONS

During the year ended 31st December, 2005, the major non-cash

transactions were as follows:

(@)  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 investments held for trading of approximately
HK$3,256,000 were settled by repayment of loans and

interests receivables.

44. COMMITMENTS

At the balance sheet date, the Group had the following

commitments:

43. FTEFREXS

REBEZ-ZETRF+-_A=1+—HBLItF
B TEHFRERXFHMT:

(a) JE{TAIAX R 2 ZX 78 50,000,000
TEABHERKINEALZE
ANF EMEE-

(b) EMFEEBREH3,256,0007
TEEBEEERRERFEM

X ffe

44, EIE

REER AEEZERAENT:

2006 2005
—EEXRE ZZTTARF
HK$'000 HK$'000
TERT FAT
Contracted for but not provided BRI AMERER BRER
in the financial statements FNETEN L k2 3= R
in respect of
(i) Acquisition of property, () WEME BE K&RE
plant and equipment 14,562 -
(i) Other assets (i) EMEE - 93,301
Authorised but not contracted for REEME BEREB
in respect of acquisition of EREERT A 2 &
property, plant and equipment 20,000 -
34,562 93,301
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45. OPERATING LEASE COMMITMENTS 45.

The Group has made approximately HK$523,000 (2005:
HK$1,133,000) minimum lease payments under operating leases
during the year in respect of office premises.

The Group as lessee

At the balance sheet date, the Group and the Company had
commitments for future minimum lease payments under non-
cancellable operating leases in respect of office premises which

fall due as follows:

REBOERE

AEERFARBEBHAZEME L
EHNABAINZzEERONTRO A
523,000 70 ( ZEZ H 1,133,000
BIL) o

AEEEREEA

REER AEBERARRIREARBN
REWMEZ TAHBELERAME AL
REERBONRZEE URBBERE
ZEEHAMT:

N

>

THE GROUP THE COMPANY
rEE AT
2006 2005 2006 2005
ZEEXRE —_TTHF ZBERE —TITRF
HK$'000 HK$'000 HK$'000 HK$'000
TAER FTAT TER THAT
Within one year —F R 150 1,086 = 581
In the second to third years BEF=F

inclusive (PIEEEMSE) 96 1,661 = =
246 2,747 - 581

Leases are negotiated for an average term of two years and rentals

are fixed for an average of one year.

BOFHURMERSRETER He ¥
BA—FRBTUEE-
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46. CONTINGENT LIABILITIES 46. HAEE

THE GROUP THE COMPANY
rEH NN
2006 2005 2006 2005
Z2BAFE _TTHHF ZCZBEAE _TThHF
HK$'000 HK$'000 HK$'000 HK$'000
TER THET TER FHET
(a)  Corporate guarantee given by (@ ARERET T
the Company for banking BRZRITBE
facilities granted to: Rtz DA ER:
() subsidiaries (i) PMHBADRA - 13,500 28,500
(i) associates (i) BEQA 8,000 8,000 8,000 8,000
Other guarantees issued B
to former associates fE b £ R = 30,780 = 30,780
8,000 38,780 21,500 67,280

As at 31st December, 2005, the Company had 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 former wholly-owned subsidiary of the
Company and MTR for the leased properties. As at 31st
December, 2006, such guarantee has been released.

During the year ended 31st December, 2005 and 31st
December, 2006, 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$3,046,000 (2005: HK$1,987,000) was utilised by that
non-wholly subsidiary and no amount were utilised by an
associate as at 31st December, 2006 and 31st December,
2005.
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(b)

R-_ZEZERAF+_A=1T—H"
ARBRARRAZAZENBER
A/ Tung Fong Hung Medicine
(Retail) Limited 2238 B R 2 7]
(M) tHEY R MR 28
EHBmBE T2 ANHERARFE
BEAMERMER - R_ZFF
NETZA=+—H BBER
B AR

Bz-_Z2ZRFf+-A=+—H
ERZETEAF+ZA=+—HLt
FE AQARAEE—[MFE2R
BB AR KR —MHE QR ME
BRZBITEERBTRE—U
FREIEREBERE R-ZZ
NFETZ_A=T—"BE=ZZH
F+-RA=+—8 %¥F2EMH
B A7 E &M 43,046,000/ 7T
(ZZTZTH%:1,987,00087T) 2
S MzEE AT EEA
EfR &
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For the year ended 31st December, 2006 22 =%

B35 8RR MY &

47. PLEDGE OF ASSETS

(a

As at 31st December, 2006, bank deposits of approximately
HK$1,078,000 (2005: HK$1,036,000) was pledged to banks
to secure credit facilities granted to the Group.

At 31st December, 2006, available-for-sale investments and
investments held for trading with a carrying value of
approximately HK$64,476,000 (2005: HK$30,787,000) and
HK$309,000 (2005: HK$74,000) respectively were pledged
to secure margin account credit facilities and banking
facilities granted to the Group. As at 31st December, 2006
and 31st December, 2005, no margin loan facility were
utilised by the Group.

At 31st December, 2006, prepaid lease payment with a
carrying value of approximately HK$8,678,000 (2005: Nil)
was pledged to secure short-term bank loan granted to the
Group.

ANET-_A=1t—HLFE

47. EEE W

(a)

RZZEERF+-_A=+—8"
B #491,078,0008 L (Z TR
% :1,036,0008 L) 2 RITFR
BHR ERAREMEZERE
BB ER

RZEEANF+_A=+—8H"
B % Bl ¥ 8K E B 4 /564,476,000
Bt (ZE TR 130,787,000
7t) %309,0008 L (ZT TR F:
74,0008 7) 2B ERER
BIEEEREER EREKHE
FTEZHEREEBRRATEER
ZERR-EEXNFE+_A=
+—-BARk-_ZTRE+_A=+
—RB ASKEVEDARELE
AER-

77

RZZEERF+_A=+—8"
IABRTEE#) 48,678,000/ 7T (=
TTRE &) 2 BIAHFIEE
B ERAEBME L BERT
,\T/\ZH*1 °
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48. RELATED PARTY TRANSACTIONS 48. BEALRSF

FRAKEETIBERRTIAT

During the year, the Group entered into the following significant

transactions with related parties: RS
2006 2005
—BEARE —ZTThF
Name of company Nature of transactions Notes HK$'000 HK$'000
DNEER REME Pt 55 TERT TET
Sing Pao Newspaper Loan interest income received (a) 303 474
Company Limited and receivable by the Group
PEE SIE YN AEEEKRERZEFRFBIA
Hanny Magnetics Limited Rent expenses paid and payable (b) 6 16
by the Group
A ER AR AEEENREMNZEEXH
ITC Management Limited Secondment fee paid and payable (c) 127 330
by the Group
EECRERFARAA AEEENRENERAER
Cycle Company Limited and Rental expenses paid and payable (d) - 138
Gunnell Properties Limited by the Group
EmARAR R AEEENREMNZEE X H
Gunnell Properties Limited
Nation Cheer Investment Interest expense paid and payable (b) 6,547 14,183
Limited by the Group
EERBEARAA AEEERNREMNZMERAX
Wing On Loan interest income received and (e) 1,151 3,175
receivable by the Group
KR AEEEKRERZERF B RA
Hong Kong Wing On Air ticketing and travel service (f) 33 185

Travel Service Limited

BRAXKLIRERR A A

expenses paid and payable by
the Group

AEEENRERZHBERER
= % R 7%
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

48. RELATED PARTY TRANSACTIONS (cont’d) 48. BEALTRG (&)
2006 2005
—EEXREF —ZETRHF
Name of company Nature of transactions Notes HK$’000 HK$'000
ARER REZME Bt 5 TERT FET
Mass Success International Rental expenses paid and payable (9) 223 581
Limited by the Group
AEEENREN 2SS H
Apex Loan interest income received and (h) 1,329 2,931
receivable by the Group
EEBD R RERZEFRMERA
Micro-Tech Ltd Rental expense of motor vehicles (b) 83 216
paid and payable by the Group
AEEENRENAERHEAX
China Pharmaceutical Management fee income received (i) 28 -
Industrial Limited (“CPIL")
hRRETESEAR QA BUEEREEB WA
([HhEBE])
China Enterprises Limited (“CEL")  Management fee income received (i) 27 -
BElEBEEBRA
Notes: Bt &E
(a) Sing Pao Newspaper Company Limited is wholly-owned subsidiary of an investee (a) KBREHNERARALRER 2z —HREAR
of the Group. Z2E2EWBAR-
(b) Hanny Magnetics Limited, Nation Cheer Investment Limited and Micro-Tech Ltd (b) BEMABRAR EEREERAR R
are wholly-owned subsidiaries of a substantial shareholder of the Company. Micro-Tech Ltd. R AR R X ERR 2 2 &t
BAA-
(c) ITC Management Limited is the subsidiary of a substantial shareholder of the (c) EHCEEEERARARARA—BEER
Company. RZMBAA-
(d) Cycle Company Limited and Gunnell Properties Limited ceased to be subsidiaries (d) 1iE = A R A ] & Gunnell Properties Limited#

of a substantial shareholder of the Company during the year ended 31st

December, 2006.

BE_ZZRE+-_A=+—-RIEETE

AAXRREERRZMBAT-
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

48.

49.

RELATED PARTY TRANSACTIONS (cont’d)
Notes: (cont’d)
(e) Wing On, is an associate of a substantial shareholder of the Company.

(f) Hong Kong Wing On Travel Service Limited is wholly-owned subsidiaries of Wing
On.

(9) Mass Success International Limited is an associate of a substantial shareholder of
the Company and ceased to be related company upon the completion of Group
Reorganisation on 19th May, 2006.

(h) Apex ceased to be an associate of the Group upon the completion of Group
Reorganisation on 19th May, 2006.

(i) CEL and CPIL are subsidiaries of a substantial shareholder of the Company.

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

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.
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48.

49.

BEALRS (&)
WaE: (4)
(@ ARBARN-ZEERRIBEAA-

(f) BEKLIRBEERARAKEZE2ENBA
e

(9) Mass Success International Limited & 78 22 &)
FTERRZBERNR AR _ET FRAT
NBEBEATKETBABERR-

) R-FTAFEATARKEEMERE
Apex A KB 2 B i AR

(i) CELRPBERERAANR —REERR 2B

BAA-
REHE A EEA L 2 EERFIBENEG
REERARBR
RABAEE

AEBARZBEEECEREERERT
HABEeE ([RESFE]) B
SHEZEERAGSEZEEN AR
B ERRBAUXTALRFZEE - K
SEREESSMFEIHTEBET K
AKZ5% °

RSB RIR BB BEE T8 2 RINE
FEtEIER I A KBRS AETE 2
bR e A IR 2 K



Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HHE ST "F+-_A=+—HILFE

49.

RETIREMENT BENEFIT SCHEME (cont'd)

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.

At the balance sheet date, there were no significant forfeited
contributions which arose upon employees leaving the scheme
prior to their interests in the Group's contributions becoming fully
vested and which are available to reduce the contributions payable
by the Group in future years.

The total cost charged to income statements of approximately
HK$365,000 (2005: HK$417,000) represents contribution payable
to these schemes by the Group in respect of the current year.

49.

RABHFE ()

ETEAEMBARZEEHZMET
BHREEZBREREREE A
BRRANERTERBEZETANNY
MEKREFEER ERAEBRIZE
T AKREARERREEAEZME—
B ERRELT 8 (F 5K AR
RE st BIEH 2 fRB RS R

REEH TESARNERKER
ERU2HEFAEEZ AR B
FHEmES kA BAREAREE
RREEF RN 2 45K

|
Z
i

PR a8 R 30 Bk 2 48K AN 49 5365,00078
T (ZEZRE 417,00087T) - KRA
SERNAFERERZETE N 24

T
TA°
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Notes to the Consolidated Financial Statements

REMBHRRME

For the year ended 31st December, 2006 HEZ T E X "F+_A=+—HBLFE

50. PRINCIPAL SUBSIDIARIES 50, FEHNBAQT

RZEEANF+_A=+—H &8
MEBARZFBWT:

Particulars of the principal subsidiaries at 31st December, 2006
are as follows:

Name of subsidiary

Place of
incorporation/
registration
and operation

Issued and

fully paid
ordinary

share capital/
registered capital

Proportion of
nominal value of
issued share capital/
registered capital

held by the Company

Principal activities

B,/ & BRTRBEZ NCES SRR )
RBEXK EERRE/ BRAE/GHER
ol PG 2 TERER H{E 2t pl TEXH
Directly Indirectly
E& H#&
% %
Talent Cosmos Limited (note a) British Virgin Islands US$13,000 - 80  Investment holding
TFERAA (Hia) ERELEE 13,000% 7T REAER
Super Energy Group Limited (note a) Hong Kong HK$13,000,000 - 80  Investment holding and trading
of batteries products
BEEEARAF (Ma) BE 13,000,000 7T REERRHEESHER
Super Energy Battery Industries Hong Kong HK$2,500,000 - 80  Investment holding and trading
Limited (note a) of batteries products
BETHEXERAA (MEa) &R 2,500,000 7T REERRHEESHER
ALTHEEETHERAA PRC RMB9,183,763 - 76 Manufacturing of batteries
("BITEE") (note a) (note b) products
AUmBEEBERAA HE AR#9,183,763 7 (sp) HESHER
(Temeeg]) (Mita)
Notes: B o -
a. These companies are limited liability company incorporated in the respective a. IR EEZAERRAMK I EREE
jurisdiction. NEIE
b. AILT#EE is a 95% subsidiary of Super Energy Battery Industries Limited and b. ALTHEARBEELEXARAAES

B%ERZHMBAR MASEAESA L
MBE76% B E-

the Group hold effective 76% interest in & LLITH & .

% W B A AN F R S F AR R E
ERNABRZEBES-

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

ERFIINESRREIEREAEFR L
FEHEAREEERABZERS N
ZACENBAR -EFARFIEM
MEBRARZEMKSREBRAN IR

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.
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Financial Summary

MBEE

A summary of the consolidated results and of the assets and liabilities AEEBE_ZTT F+A=1T—HLE
of the Group for each of the five years ended 31st December, 2006 is FEFEEEF2REXENREERE AR
set out below: (I
(A) RESULTS (A) R&
Year ended 31st December,
BZ+-HA=+-BHLEE
2002 2003 2004 2005 2006
—TT_F _TT=F _TTWF _TTLF ZBELF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FHET TERT
(Note) (Note)
(i) (i)
Continuing operation 15/E 1 & ¥ 7%
Turnover = 3,601,735 2,884,493 27,141 33,161 32,846
Loss before taxation AR (695,566) (169,184) (129,267) (77,304) (43,651)
Taxation ] (12,250) (10,935) (6,464) (4,247) (5,782)
Loss for the year from  HELE X
continuing operations  FT{3 FE & 1B (707,816)  (180,119)  (135,731) (81,551) (49,433)
Discontinued operation B #& 1t & & ¥ 3%
(Loss) profit for the year DR [FEE ¥
from discontinued FiEEE
operations (B18) &= A - - 1,511 (5,487) (9,818)
Loss for the year FEEE (707,816)  (180,119)  (134,220) (87,038) (59,251)
Attributable to: FE1h
Equity holders of (SN
the parent BEA (474,134)  (189,528)  (179,244)  (81,829)  (38,417)
Minority interests D BR A2 (233,682) 9,409 45,024 (5209)  (20,834)
(707,816) (180,119) (134,220) (87,038) (59,251)
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Financial Summary

MHEE

(B) ASSETS AND LIABILITIES (B) EEHER

At 31st December,

R+=—A=+-—-~H
2002 2003 2004 2005 2006
—ZTT_F _TT=F _TTHNF _TTHF ZBEAF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FTAT FHET FHET FTHET TERT

(Note)

(BI&E)
Total assets BEE 4,764,036 2,189,244 1,899,356 1,958,869 267,605
Total liabilities BmafE (2,301,041) (405,704) (295,202) (303,300) (116,512)

2,462,995 1,783,540 1,604,154 1,655,569 151,093

Equity attributable to &R B
equity holders of the B A

parent JE 1l 4 2 1,734,053 1,533,380 1,308,545 1,325,314 150,831
Minority interests DR RER 728,942 250,160 295,609 330,255 262

2,462,995 1,783,540 1,604,154 1,655,569 151,093

Note: Certain amounts were re-presented under the “loss for the year from discontinued Mz RIEREEEEBHEFEBER]I-ETZ
operations” in accordance with HKFRS 5 “Non-Current Assets Held for Sale and ETSHEEREERSHMAGRH2ER
Discontinued Operations” issued by the HKICPA. B RELRESH (FHELEZERBEE

BREREEEEBIERED
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