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On behalf of the board of directors (the “Directors”), | am pleased to
present the annual results of Hop Fung Group Holdings Limited (“the
Company”, and together with its subsidiaries, collectively referred
to as “the Group” or “we”) for the year 2006 to the Group’s (“our”)

shareholders.

Our corrugated medium operations, which started production in
March 2006, opened a new chapter in our history. Production at our
Green Forest (QingXin) Paper Industrial Limited (“Green Forest”) site,
located in Qingyuan, Guangdong Province, supplied around 30% of
the raw materials needed by our three corrugator plants in Dongguan
and Shenzhen, both within Guangdong Province. Via such vertical
integration, we can now not only secure our supply of raw materials and
offset the impact from rising prices, but we can also custom-make our
raw materials for our customers. This resulted in gross margin gains of

more than 2 percentage points in the year.

Competition in the downstream business in Guangdong Province
remains intense. We strived to control costs, improve our marketing
and sales strategies and optimize product quality. We bought advanced
production equipment, strengthened our computerized production
processes and effectively distributed workload across our production
lines, fully optimizing our production lines and maximizing utilization.
Combined with steady supply of corrugated medium, we were able to

raise our operating profits by 24% year on year.

Our products are currently mostly heading into export markets, with
the domestic market accounting for only around 10% of sales. We will
continue to develop the domestic market. Corrugated cardboard is now
not used for packaging, but it is also an environmentally friendly raw
material replacing other materials such as wood, plastics and polyfoam;
for example, corrugated cardboard is now being used to make product
display cases. Thus, we see great potential for corrugated cardboard
products. We will continue to produce more high value-added products
that are environmentally friendly, embrace the solid growth expected in
the Chinese and global high-end cardboard products market, exploit any
opportunities in the market, further develop our downstream business

and expand our market share.
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CHAIRMAN’S STATEMENT
ERWE

We are currently planning the construction or acquisition of our fourth
corrugator plant, which will also be located within Guangdong Province.
We expect this new plant to start production by the end of 2007 or early
2008. Foundation work for the Group’s kraft linerboard production line,
located at Phase 2 of Green Forest, was completed in March 2007.
Relying on our experience in building our corrugated medium plant, we
expect our kraft linerboard line to start production on time in early 2008,
raising our total upstream capacity to 300,000 tonnes per year. This
will fully satisfy the key raw materials requirement of our downstream
business. We are convinced that the synergies from fully meeting our

internal needs will lift our margins and competitiveness.

Green Forest has a 1,000 Chinese mu site which can accommodate
upstream production of up to 1,000,000 tonnes in capacity. We expect
to start production of Phase 3 of Green Forest, with production due
to start at the end of 2009, raising capacity to no less than 500,000
tonnes. At the same time, we will build our fifth corrugator plant within
Green Forest, to allow our downstream and upstream businesses to grow

together and achieve greater economies of scale.

Last but not lease, | would like to express my sincere thanks to our
management team and staff for their dedicated work, and to our
customers, suppliers and investors for their continued support. We will
continue to strive to bring to the Group and our shareholders long-term

and satisfactory returns.

Hui Sum Kwok

Chairman

18th April, 2007
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MANAGEMENT’S DISCUSSION AND ANALYSIS

BUSINESS REVIEW

The corrugated cardboard packaging industry saw robust demand
growth in the preceding year on the back of a healthy global economy
and rising exports and consumption power in China. The Group (“we”)
had also been aggressively expanding production facilities for corrugated
paper-ware and its raw materials, in order to achieve vertical integration,
and allow the Group to successfully control production costs and
improve product quality even in an environment of rising raw materials
prices and appreciation of the Renminbi. As a result, the Group achieved

solid growth in turnover and operating margin in the year under review.

Faced with intensifying competition in the downstream packaging
industry, the Group started to expand upstream in 2005, to create a
vertically integrated model, improve operating efficiency and enhance
margins. The Group’s (“our”) first upstream production line at Green
Forest (QingXin) Paper Industrial Limited (“Green Forest”) in Qingxin
County, Qingyuan City, Guangdong Province officially started operations
in March 2006. This production line, capable of producing 100,000
tonnes of high performance corrugated medium, can meet around
30-40% of the Group’s raw materials requirements. Green Forest’s
medium production facilities have been nearly 100% utilized since July
2006, significantly offsetting the impact of volatile raw materials prices
and fluctuations in supply on the Group’s operations, whilst lifting overall

gross margins at the same time.

We make every effort to improve its production and shipping process,
in order to raise our operating efficiency, and bring to customers high
value-added quality products and outstanding and timely service.
Through buying state of the art production equipment, strengthening
our computerized production processes and fine-tuning the distribution
of orders, we have been able to optimize our production lines and
equipment. As a result, we can leverage this enhanced platform to
achieve full vertical integration and capture the enormous growth

potential of the Chinese corrugated cardboard packaging industry.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
BEETWN DT

FINANCIAL REVIEW

Performance

Turnover of the Group in 2006 recorded an increase of 4% to HK$820.1
million (2005: HK$788.6 million). It was mainly attributable to the sales
of corrugating medium in the second half of 2006 after commencing
the upstream business in March 2006. The success in producing
corrugating medium for own use led to significant cost saving which,
in turn, led to a surge in gross profit by 18.2% and an improvement in

gross profit margin from 19.5% to 22.2%.

With cash inflow from the upstream operation and the placing of shares,
the rise in bank interest income from fixed deposits mainly accounted

for the increase in other operating income.

The 7.2% increase in distribution costs was chiefly the transportation
cost for delivering the corrugating medium from Green Forest in
Qingyuan City to the three plants in Dongguan City and Shenzhen City
for producing corrugated paper boards and carton boxes.

The increase in administrative expenses by 13% to HK$42.6 million
(2005: HK$37.7 million) was primarily attributable to the increase in
staff cost. In addition to increasing number of staff for operating the
new corrugating medium plant, an average rise of 8% in salaries was
resulted from attracting staff in view of labour shortage in the Guangdong

Province.

Depreciation charges for the factory premises and dormitories of the
corrugating medium plant mainly brought to an increase in other
operating expenses by 18.8% to HK$22.1 million (2005: HK$18.6

million).

The significant contribution from the new corrugating medium plant
in supplying raw materials to the downstream plants can be measured
by a surge of 26% in the earnings before interest and tax (“EBIT”) to
HK$96.1 million (2005: HK$76.3 million). The EBIT margin increased
from 9.7% to 11.7%.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

FINANCIAL REVIEW (Continued)
Performance (Continued)

Bank interests for loans raised in mid 2005 for financing the corrugating
medium plant in machinery acquisition and factory construction were
capitalized in 2005. With operation commenced in March 2006, bank
interests were charged to the income statement leading to increase in

finance costs by HK$2.7 million.

Changes in fair values of derivative financial instruments and structured
borrowing were recognized in the income statement for accounting
purpose only. They were non-cash in nature and will be reversed to zero

at maturity date.

During 2006, the Group had entered into certain forward exchange
contracts with banks for periods ranging from 1 to 1.5 years to minimize
the exposure to foreign exchange rate risk (1) in acquiring the kraft
linerboard production line in RMB, and (2) in purchasing raw materials
in USD. The adverse effect of the appreciation of both currencies to the
Group was proved to be eliminated in 2006 as lower exchange rates
were eventually paid. HK$5.1 million was recognized in the income
statement as change in fair value of derivative financial instruments for

accounting purpose.

In the second half of 2006, the Group entered into a contract of
structured borrowing with a bank for a period of five years to finance
its kraft linerboard plant at a cheaper borrowing cost. The contract was
proved to be effective as no interest had been incurred during the year
ended 31st December, 2006. HK$12.4 million was recognized in the
income statement as change in fair value of structured borrowing for

accounting purpose.

Net profit from operation (net profit for the year before changes in fair
value of derivative financial instruments and structured borrowing) was
increased by 24% to HK$85.8 million (2005: HK$69.2 million). The
slight decrease in net profit for the year by 2% to HK$68.3 million (2005:
HK$69.7 million) was due to the changes in fair values of derivative

financial instruments and structured borrowing for accounting purpose.

Net profit margin for the year ended 31st December, 2006 was 8.3%.
Basic earnings per share were 17.84 HK cents (2005: 18.95 HK cents).
The Directors proposed a final dividend of 4.64 HK cents per share
(2005: 4.17 HK cents).
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MANAGEMENT’S DISCUSSION AND ANALYSIS
ERENWE DN

FINANCIAL REVIEW (Continued)
Liquidity, financial and capital resources

The Group received net proceeds of HK$77.7 million from the placing
of shares in November 2006, resulting in an increment of bank
balances and cash to HK$231.6 million (2005: HK$156 million). At 31st
December, 2006, net current assets and current ratio (current assets
divided by current liabilities) of the Group were HK$257.7 million (2005:
HK$135.5 million) and 2.42 (2005: 1.66) respectively.

In 2006, the Group had capital expenditures amounting to HK$47.8
million which were mainly the remaining construction cost for the
corrugating medium plant incurred in the first quarter of 2006. In
addition, the Group paid deposits of HK$35.1 million for acquisition of
machinery and land for kraft linerboard plant. The Group further spent

HK$15.9 million for improving production facilities in existing factories.

With cash inflow from the operation of corrugating medium plant, less
working capital in the form of trust receipt loans was required leading
to reduction in trust receipt loans by HK$43.8 million. Increase in the
Group's total bank borrowings (including bank borrowings and structured
borrowings) by HK$72.2 million comprised short term and long term
bank borrowings’ increases by HK$13.6 million and HK$58.6 million
respectively. New bank borrowings were mainly raised for financing
the investment in kraft linerboard plant. A lower net gearing ratio
(measured by total bank borrowings net of cash to equity attributable to
shareholders) of 4% (2005: 19%) was achieved in 2006 as the placing
of shares improved the cash level of the group. The Group’s financial

position was strong and distinctive as compared to last year.

Contingent liabilities

A tax audit had been conducted by the Inland Revenue Department
in December 2004. The Inland Revenue Department issued protective
assessments for the years of assessment 1998/1999 to 2003/2004 to
certain subsidiaries of the Group. As the tax audit was still in progress,
in the opinion of the Directors, the outcome and impact of this matter

could not be determined with reasonable certainty at this stage.

oP FunGc GrRour HoLDINGS LimITED
NNUAL ReporRT 2006

MO (=E)
MBEZ  MBEREFER

SERZZERF+—ARERD - BN
1B F 88 /77,700,000 0 SRITEHR
IR 4 8 1 & 231,600,0008 T ( ZEZHF :
156,000,000 L) c R=ZZTZT X F+=A
=+—H SEZRDHEEFERRELE
(RBEERRBIEE) 5 5174 257,700,000
B (ZZEZTHE ¢ 135,500,000787T) }.2.42
(ZZZHF 1 1.66)°

RZTTRF - £E 2 EXRFRZ /47,800,000
B ERR-TTREFE-FRBLABE
PR ZBEAUR o AN - BB GE EE
B 2 188 K + 3 B 2 2 4 435,100,0007
T ° S —$ (415,900,000 TLIAK EI
BEE 2 EEBNE o

AR CEBEREMSZHASRA - BIE
DMt BIEBER 2B E - BBUEEUURERUR
443,800,00087C - KB 2 BIRITEE (BIE
RITIEE RAEWBIEE) 172,200,000 87T
BB B K R BRSRT T8 E 9 B11#55113,600,000
75 7T 158,600,000 7T » TR TR E =2
BIRERFEEERERE - —STRFFE
ABELE(REBRITEERIR SR ARRE
ST E)REE4%(ZTZTHF  19%)
RAREERNUEEE ZREKF - KEZ
BB R A SR AR SR BARE -

HAREE

BBRN BT FE+— AT T RBIES -
BEBREBEE-NNANE—NANFE-T
Z=F /" 2TNF 2 RBFE R EEE TH
JB AR HRE RIS o RMDEEITRISE
BT EERRTREBREAERELER
ZHERNTE -



MANAGEMENT’S DISCUSSION AND ANALYSIS

PROSPECTS

The corrugated cardboard packaging industry continues to expand on
the back of China’s emergence as the world’s manufacturing centre. To
tap into the attractive growth opportunities available, the Group is aiming
to expand market share through further integration and improvements in
marketing and sales, in order to enhance our execution capabilities and

deliver solid growth in our business.

Given that the Group’s expansion from downstream box manufacturing
to upstream paper manufacturing has been satisfactory even in its
first year of operation in 2006, we are fully confident that we can
continue to expand our operations. We focus on the second phase
of the development of Green Forest, namely construction of a new
kraft linerboard plant with 200,000 tonnes of annual capacity. The
Group formally signed agreements to acquire the key manufacturing
components for the kraft linerboard production line at the end of May
2006, and foundation work for the plant was completed in March 2007.
We expect to start installation of the production line in June and formally
begin operations in early 2008. By that time, the Group’s total capacity
in cardboard will rise to 300,000 tonnes. This new line will not only
reduce the Group’s dependence on external raw materials and hence
lower our costs, but will also allow the Group to customize raw materials

for different customers, reduce wastage and enhance product quality.

The Group will continue to optimize its production equipment, enhance
capacity and produce a more diversified range of cardboard products.
We also plan to expand downstream to complement the development
of our upstream business and move towards a fully integrated business
model. In addition, the Group will further enhance our enterprise
resource planning system in order to improve operating efficiency,
enhance margins and competitiveness, and deliver satisfactory returns

to our shareholders.
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MANAGEMENT PROFILE
BEEEE

BOARD OF DIRECTORS
Executive Directors

Mr. Hui Sum Kwok, aged 47, is the chairman of the Board and a co-
founder of the Group. He is responsible for the overall corporate
planning, business development and management of the Group. He has
over 22 years of experience in the corrugated paper-ware industry in
Hong Kong and the PRC. He is a brother of Mr. Hui Sum Ping, Mr. Hui
Sum Tai and Mr. Hui Sum Wah, and the spouse of Ms. Wong Mui.

Mr. Hui Sum Ping, aged 45, is the vice chairman of the Board, an
executive Director and a co-founder of the Group. He is responsible
for the business development of the Group. He has over 22 years of
experience in the corrugated paper-ware industry in Hong Kong and the
PRC. He is a brother of Mr. Hui Sum Kwok, Mr. Hui Sum Tai and Mr. Hui
Sum Wah.

Mr. Hui Sum Tai, aged 40, is the chief executive officer of the
Company and an executive Director. He has joined the Group since its
establishment and is responsible for the strategic planning and day-to-
day management of the Group. He has over 20 years of experience in
the corrugated paper-ware industry in Hong Kong and the PRC. He is a
brother of Mr. Hui Sum Kwok, Mr. Hui Sum Ping and Mr. Hui Sum Wah.

Mr. Wong Wing Por, aged 45, is an executive Director. He has joined the
Group since its establishment and is responsible for the sales, marketing
and production management of the Group. Mr. Wong has over 20 years
of experience in the corrugated paper-ware industry in Hong Kong and
the PRC.

Ms. Hui Yuen Li, aged 36, is an executive Director and the company
secretary of the Company. Ms. Hui is responsible for the financial
management of the Group. She is a fellow member of the Association
of Chartered Certified Accountants and an associate member of the
Hong Kong Institute of Certified Public Accountants. Ms. Hui obtained
a degree of Bachelor of Arts with Honours in Accountancy from the
City University of Hong Kong in 1992. Prior to joining the Group in May
1997, she had worked in the auditing field for around 5 years which

included working for an international accounting firm.
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BOARD OF DIRECTORS (Continued)

Independent Non-executive Directors

Mr. Liu Kwok Fai, Alvan, aged 44, graduated from the University of
Manitoba in Canada with a bachelor’'s degree of arts in 1985. He
thereafter continued to pursue his legal qualification and completed
the law society’s final examination at Bristol Polytechnic in the United
Kingdom in 1989. Mr. Liu was appointed as an independent non-
executive Director of the Company on 4th September, 2003. He is
currently the senior partner of a law firm, Messrs. Alvan Liu & Partners,
and a China-appointed attesting officer appointed by the Ministry of
Justice of the PRC. He has been appointed as the legal adviser of a
number of organisations and associations in Hong Kong, including the
Hong Kong Small and Medium Business Association, Wong Tai Sin
District Affairs Advisors Committee and Junior Police Officers Association
H.K.P.. He was an independent non-executive director of a company
listed on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”).

Mr. Chee Man Sang, Eric, aged 45, is a practising Certified Public
Accountant in Hong Kong. He graduated from Birmingham University in
1984 with a Bachelor’s Degree of Commerce (majoring in Accounting).
Mr. Chee was appointed as an independent non-executive Director of
the Company on 4th September, 2003. He is currently a senior partner
of Chan Chee Cheng & Co, a firm of Certified Public Accountants. He
had worked in two international accounting firms in Canada and Hong
Kong. Mr. Chee is an associate member of the Hong Kong Institute of
Certified Public Accountants and a member of the Institute of Chartered
Accountants of Ontario, Canada. In addition to his appointment to the
Company, he is also an independent non-executive director of Apex

Capital Limited, a company listed on the Stock Exchange.

Mr. Wong Chu Leung, aged 59, has over 22 years of experience in
enterprise management and manufacturing operation management. Mr.
Wong was appointed as an independent non-executive Director of the
Company on 15th September, 2004. Mr. Wong is currently shareholder
and director of certain metal ware and plastic ware manufacturing

companies/corporations with manufacturing plants located in the PRC.
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MANAGEMENT PROFILE
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SENIOR MANAGEMENT

Ms. Wong Mui, aged 41, is the deputy general manager of the Group.
She has worked for the Group since its establishment and is responsible
for the general administration of the Group. Ms. Wong is the spouse of
Mr. Hui Sum Kwok.

Mr. Hui Sum Wah, aged 50, is the project manager of the Group. He has
worked for the Group since its establishment and is responsible for the
project implementation of the Group. He is a brother of Mr. Hui Sum
Kwok, Mr. Hui Sum Ping and Mr. Hui Sum Tai.

Mr. Yuen Fu Keung, aged 44, is the project manager of the Group. He is
responsible for project development and implementation of the Group.
Mr. Yuen graduated from the University of Bath in the United Kingdom
in 1986 where he obtained a Bachelor of Science Degree in Electrical
and Electronic Engineering with first class honours. Prior to joining the
Group in November 2003, he had over 8 years of working experience in

corrugating machinery and control systems.

Ms. Wong Yuk Kwan, aged 35, is the accounting manager of the Group.
She is responsible for the daily accounting operations of the Group.
Ms. Wong graduated from the University of Houston — Downtown in
the US with a bachelor degree of business administration majoring in
accounting in 1994. Prior to joining the Group in May 2002, she had
worked in the auditing field for around 7 years which included working

for an international accounting firm.
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CORPORATE GOVERNANCE REPORT

The board of directors (“Board”) of the Company is pleased to present
this Corporate Governance Report in the Group’s annual report for the
year ended 31st December, 2006.

The manner in which the principles and code provisions in the Code on
Corporate Governance Practices (“CG Code”) contained in Appendix
14 of the Listing Rules are applied and implemented is explained in the

following parts of this Corporate Governance Report:

CORPORATE GOVERNANCE PRACTICES OF THE
COMPANY

The Group is committed to achieving high standards of corporate
governance to safeguard the interests of shareholders and to enhance

corporate value and accountability.

Good corporate governance has always been recognised as vital to the
Group’s success and to sustaining development of the Group. We are
committed to a high standard of corporate governance as an essential
component of quality and have introduced corporate governance

practices appropriate to the conduct and growth of our business.

The Company has applied the principles as set out in the CG Code
contained in Appendix 14 of the Listing Rules.

Throughout the year under review ended 31st December, 2006, the
Company has complied with the code provisions as set out in the CG
Code, save for certain deviations from Code Provisions A.2.1, A.4.2 and

B.1.3 which are explained in the relevant paragraphs in this Report.

The Company regularly reviews its corporate governance practices to

ensure compliance with the CG Code.
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THE BOARD/BOARD OF DIRECTORS
Responsibilities

The Board is responsible for the leadership and control of the
Company and oversees the Group’s businesses, strategic decisions
and performance. The Board has delegated to the senior management
the authority and responsibilities for the day-to-day management and
operations of the Group. In addition, the Board has established Board
committees and has delegated to these Board committees various

responsibilities as set out in their respective terms of reference.

The Board provides leadership, approves policies, strategies and plans,
and oversees their implementation to further the healthy growth of the

Company, in the interests of shareholders.

Every director shall ensure that he carries out his duty in good faith and
in compliance with the standards of applicable laws and regulations,
and has acted in the interests of the Company and its shareholders at all

times.

Board Composition

The Board currently comprises 8 members, consisting of 5 executive

directors and 3 independent non-executive directors.

The Company has met the recommended best practice under the CG
Code for the Board to have at least one-third of its members comprising

independent non-executive directors.
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CORPORATE GOVERNANCE REPORT

THE BOARD/BOARD OF DIRECTORS (Continued)
Board Composition (Continued)

The Board of the Company comprises the following directors:

Executive Directors:

Hui Sum Kwok — Chairman

Hui Sum Ping — Vice Chairman

Hui Sum Tai — Chief Executive Officer

Wong Wing Por

Hui Yuen Li— Company Secretary and Member of Remuneration

Committee

Independent Non-Executive Directors:

Liu Kwok Fai, Alvan — Chairman of Audit Committee

Chee Man Sang, Eric — Member of Audit Committee and Chairman of
Remuneration Committee

Wong Chu Leung — Member of Audit Committee and Remuneration

Committee

The list of directors (by category) is also disclosed in all corporate
communications issued by the Company from time to time pursuant to
the Listing Rules. The independent non-executive directors are expressly

identified in all corporate communications pursuant to the Listing Rules.

The relationships among the members of the Board are disclosed under

Management Profile on pages 12 and 13.

During the year ended 31st December, 2006, the Board at all times
met the requirements of the Listing Rules relating to the appointment
of at least three independent non-executive directors with at least one
independent non-executive director possessing appropriate professional

qualifications, or accounting or related financial management expertise.
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CORPORATE GOVERNANCE REPORT
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THE BOARD/BOARD OF DIRECTORS (Continued)

Board Composition (Continued)

The Company has received written annual confirmation from each
independent non-executive director of his independence pursuant
to the requirements of the Listing Rules. The Company considers all
independent non-executive directors to be independent in accordance

with the independence guidelines set out in the Listing Rules.

The non-executive directors bring a wide range of business and financial
expertise, experience and independent judgement to the Board. Through
active participation in Board meetings, taking the lead in managing
issues involving potential conflicts of interest and serving on Board
committees, all non-executive directors have made various contributions

to the effective direction of the Company.

All directors have brought a wide spectrum of valuable business
experience, knowledge and professionalism to the Board for its efficient

and effective functioning.

Chairman and Chief Executive Officer

The Chairman of the Board is Mr. Hui Sum Kwok, and the Chief
Executive Officer is Mr. Hui Sum Tai. The positions of the Chairman and
Chief Executive Officer are held by separate persons in order to preserve
independence and a balanced judgement of views. The Chairman
provides leadership for the Board and is responsible for chairing
meetings, the effective functioning of the Board in accordance with good
corporate governance practice. The Chief Executive Officer focuses on
running of the Company’s businesses, implementing objectives, policies
and strategies approved and delegated by the Board and the Company’s

day-to-day management and operations.
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CORPORATE GOVERNANCE REPORT

THE BOARD/BOARD OF DIRECTORS (Continued)
Chairman and Chief Executive Officer (Continued)

The Company fully supports the division of responsibility between the
Chairman of the Board and the Chief Executive Officer to ensure balance
of powers and effective segregation of duties. The Board of Directors
considers that the responsibilities of the Chairman and Chief Executive
Officer respectively are clear and distinctive and no written terms on
division of responsibilities between Chairman and the Chief Executive
Officer are necessary. This deviates from the Code Provision A.2.1 of the
CG Code which stipulates that the division of responsibilities between
chairman and chief executive officer should be established and set out

in writing.
Appointment, Re-Election and Removal of Directors

The procedures and process of appointment, re-election and removal
of directors are laid down in the Company’s Articles of Association. The
Board as a whole is responsible for reviewing the Board composition,
developing and formulating the relevant procedures for nomination and
appointment of directors, monitoring the appointment and succession
planning of directors and assessing the independence of independent
non-executive directors.

In accordance with the Company’s Articles of Association, all directors
of the Company are subject to retirement by rotation at least once every

three years.

Each of the independent non-executive directors of the Company is
appointed for a specific term and shall be subject to retirement by

rotation once every three years.

Code Provision A.4.2 stipulates that all directors appointed to fill casual
vacancy should be subject to election by shareholders at the first general
meeting after their appointment. The Company’s Articles of Association
deviate from Code Provision A.4.2 of the CG Code which provides that
any new director appointed by the Board during the year shall hold office
until the next following annual general meeting after appointment, and

he/she shall be eligible for re-election.
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THE BOARD/BOARD OF DIRECTORS (Continued)

Appointment, Re-Election and Removal of Directors
(Continued)

The Board reviews its own structure, size and composition regularly
to ensure that it has a balance of expertise, skills and experience

appropriate for the requirements of the business of the Company.

Where vacancies on the Board exist, the Board will carry out the
selection process by making reference to the skills, experience,
professional knowledge, personal integrity and time commitments of the
proposed candidates, the Company’s needs and other relevant statutory
requirements and regulations. An external recruitment agency may
be engaged to carry out the recruitment and selection process where

necessary.

Pursuant to the Company’s Articles of Association, Mr. Hui Sum Tai, Ms.
Hui Yuen Li and Mr. Wong Chu Leung shall retire by rotation and being
eligible, offer themselves for re-election at the next forthcoming annual

general meeting.

The Board recommended the re-appointment of the directors standing
for re-election at the next forthcoming annual general meeting of the

Company.

The Company’s circular dated 30th April, 2007 contains detailed

information of the directors standing for re-election.
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CORPORATE GOVERNANCE REPORT

THE BOARD/BOARD OF DIRECTORS (Continued)
Training for Directors

Each newly appointed director receives formal, tailored and
comprehensive induction on the first occasion of his/her appointment, so
as to ensure that he/she has appropriate understanding of the business
and operations of the Company and that he/she is fully aware of his/her
responsibilities and obligations under the Listing Rules and relevant

regulatory requirements.

The directors are continually updated with developments in the legal
and regulatory regime and the business and market environment to
facilitate the discharge of their responsibilities. Continuing briefing
and professional development for directors will be arranged whenever

necessary.

Board Meetings

e Board Practices and Conduct of Meetings

Annual meeting schedules and draft agenda of each meeting are

normally made available to directors in advance.

Notices of regular Board meetings are served to all directors at
least 14 days before the meetings. For other Board and committee

meetings, reasonable notice is generally given.

Board papers together with all appropriate, complete and reliable
information are sent to all directors at least 3 days before each
Board meeting or committee meeting to keep the directors
apprised of the latest developments and financial position of the
Company and to enable them to make informed decisions. The
Board and each director also have separate and independent

access to the senior management whenever necessary.
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THE BOARD/BOARD OF DIRECTORS (Continued)

Board Meetings (Continued)

Board Practices and Conduct of Meetings (Continued)

The Chief Executive Officer, Qualified Accountant and Company
Secretary attend all regular Board meetings and when necessary,
other Board and committee meetings to advise on business
developments, financial and accounting matters, statutory
compliance, corporate governance and other major aspects of the

Company.

The Company Secretary is responsible to take and keep minutes
of all Board meetings and committee meetings. Draft minutes are
normally circulated to directors for comment within a reasonable
time after each meeting and the final version is open for directors’

inspection.

According to current Board practice, any material transaction,
which involves a conflict of interest for a substantial shareholder or
a director, will be considered and dealt with by the Board at a duly
convened Board meeting. The Company’s Articles of Association
also contain provisions requiring directors to abstain from voting
and not to be counted in the quorum at meetings for approving
transactions in which such directors or any of their associates have

a material interest.
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THE BOARD/BOARD OF DIRECTORS (Continued) =210

Board Meetings (Continued) E&(E)

e Directors’ Attendance Records o EFHETH
During the year ended 31st December, 2006, five regular Board REBEZ2_ZEZEF+_A=+—HIF
meetings were held at approximately quarterly intervals for e %%@E TRXEBEZE AL
reviewing and approving the financial and operating performance, FEE—R o R RDET B REE
and considering and approving the overall strategies and policies of B I%%&ﬁt/&$ A BEIREE MK
the Company. The attendance rate was 100%. o EFZHFEER100% °
The attendance records of each director at the meetings of the BHEZZZF+ZA=1+—HILEFE
Board, Remuneration Committee and Audit Committee during the FEe FHEZEShERZZESSH
year ended 31st December, 2006 are set out below: BUESBELEHINOT

Attendance/Number of Meetings

EREEERRE

Remuneration Audit
Name of Directors Board Committee Committee
BEHE g FMZEES EREEE
Hui Sum Kwok FTARET 5 N/A i A 2
Hui Sum Ping FFERE 5 N/A T 2
Hui Sum Tai AR 5 N/A 7~ 2
Wong Wing Por FER 5 N/A 5 A 2
Hui Yuen Li FFIA) 5 1 2
Liu Kwok Fai, Alvan BEE 5 N/A 7~ 2
Chee Man Sang, Eric MR A 5 1 2
Wong Chu Leung BUR= 5 1 2
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THE BOARD/BOARD OF DIRECTORS (Continued)
Model Code For Securities Transactions

The Company has adopted its own code of conduct regarding directors’
dealings in the Company’s securities (its “Own Code”) on terms no less
exacting than the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the
Listing Rules.

Specific enquiry has been made of all the directors and the directors
have confirmed that they have complied with its Own Code throughout
the year ended 31st December, 2006.

The Company has also established written guidelines on no less exacting
terms than the Model Code (the “Employees Written Guidelines”) for
securities transactions by employees who are likely to be in possession

of unpublished price-sensitive information of the Company.

No incident of non-compliance of the Employees Written Guidelines by

the employees was noted by the Company.

DELEGATION OF MANAGEMENT FUNCTIONS

The Board reserves for its decisions all major matters of the Company,
including the approval and monitoring of all policy matters, overall
strategies and budgets, internal control and risk management systems,
material transactions (in particular those that may involve conflicts
of interest), financial information, appointment of directors and other

significant financial and operational matters.

All directors have full and timely access to all relevant information as
well as the advice and services of the Company Secretary, with a view to
ensuring that Board procedures and all applicable rules and regulations
are followed. Each director is normally able to seek independent
professional advice in appropriate circumstances at the Company’s

expense, upon making request to the Board.
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DELEGATION OF MANAGEMENT FUNCTIONS
(Continued)

The day-to-day management, administration and operation of the
Company are delegated to the Chief Executive Officer and the senior
management. The delegated functions and work tasks are periodically
reviewed. Approval has to be obtained from the Board prior to any

significant transactions entered into by the abovementioned officers.

The Board has established two committees namely the Remuneration
Committee and Audit Committee for overseeing particular aspects of the
Company'’s affairs. The Board has the full support of the Chief Executive

Officer and the senior management to discharge its responsibilities.

REMUNERATION OF DIRECTORS

The Company has established a formal and transparent procedure
for formulating policies on remuneration of the Group. Details of the
remuneration of each of the directors of the Company for the year ended
31st December, 2006 are set out on page 80 in note 11 to the financial

statements.

Remuneration Committee

The Remuneration Committee comprises 3 members, namely Mr. Chee
Man Sang, Eric (Chairman), Ms. Hui Yuen Li and Mr. Wong Chu Leung,

and the majority of them are independent non-executive directors.

The primary functions of the Remuneration Committee include making
recommendations on and approving the remuneration policy and
structure and remuneration packages of the executive directors. The
Remuneration Committee is also responsible for establishing transparent
procedures for developing such remuneration policy and structure
to ensure that no director or any of his/her associates will participate
in deciding his/her own remuneration, which remuneration will be
determined by reference to the performance of the individual and the

Company as well as market practice and conditions.
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REMUNERATION OF DIRECTORS (Continued)

Remuneration Committee (Continued)

The Human Resources Department is responsible for collection
and administration of the human resources data and making
recommendations to the Remuneration Committee for consideration.
The Remuneration Committee consults with the Chairman and/or the
Chief Executive Officer of the Company about these recommendations

on remuneration policy and structure and remuneration packages.

The Remuneration Committee met once during the year ended 31st
December, 2006 and reviewed the remuneration policy and structure of
the Company, and the remuneration packages of the executive directors
for the year under review and the attendance rate of the Remuneration

Committee Meeting was 100%.

Under the written terms of reference of the Remuneration Committee
of the Company, the remuneration of the senior management of the
Company is not considered by the Remuneration Committee and this
deviates from the Code Provision B.1.3 of the CG Code. Currently, the
remuneration of the senior management is attended by the Chairman

and/or Chief Executive Officer of the Company.
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ACCOUNTABILITY AND AUDIT

Directors’ Responsibilities in Respect of the Financial
Statements

The directors acknowledge their responsibility for preparing the financial
statements of the Company for the year ended 31st December, 2006.

The Board is responsible for presenting a balanced, clear and
understandable assessment of annual and interim reports, price-
sensitive announcements and other disclosures required under the
Listing Rules and other regulatory requirements. The directors are
responsible for overseeing the preparation of financial statements of
the Company with a view to ensuring that such financial statements
give a true and fair view of the state of affairs of the Group and that
relevant statutory requirements and applicable accounting standards are

complied with.

The Management has provided such explanation and information to
the Board as necessary to enable the Board to carry out an informed
assessment of the financial information and position of the Company
put to the Board for approval. The Board has received from the senior
management the management accounts, and such explanation and
relevant information as necessary to enable the Board to make an

informed assessment for approving the financial statements.

Internal Controls

The Board has conducted a review of the effectiveness of the internal
control system of the Group for the year ended 31st December, 2006.
The review has covered the financial, operational, compliance and risk

management aspects of the Group.

The Board is responsible for maintaining an adequate internal control
system to safeguard shareholder investments and Company assets, and
with the support of Audit Committee reviewing the effectiveness of such

on an annual basis.
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ACCOUNTABILITY AND AUDIT (Continued)
Internal Controls (Continued)

The internal control system of the Group is designed to facilitate effective
and efficient operations, to ensure reliability of financial reporting and
compliance with applicable laws and regulations, to identify and manage
potential risks and to safeguard assets of the Group. The internal auditor
shall review and evaluate the control process and monitor any risk
factors on a regular basis and report to the Audit Committee on any

findings and measures to address the variances and identified risks.

Audit Committee

The Audit Committee comprises three independent non-executive
directors, namely Mr. Liu Kwok Fai, Alvan (Chairman), Mr. Chee Man
Sang, Eric and Mr. Wong Chu Leung (including one independent non-
executive director with the appropriate professional qualifications or
accounting or related financial management expertise). None of the
members of the Audit Committee is a former partner of the Company’s

existing external auditors.
The main duties of the Audit Committee include the following:

e  To review the financial statements and reports and consider any
significant or unusual items raised by the qualified accountant,
compliance officer (if any), internal auditor or external auditors

before submission to the Board.

o To review the relationship with the external auditors by reference
to the work performed by the auditors, their fees and terms of
engagement, and make recommendation to the Board on the

appointment, re-appointment and removal of external auditors.

o To review the adequacy and effectiveness of the Company’s
financial reporting system, internal control system and risk

management system and associated procedures.
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ACCOUNTABILITY AND AUDIT (Continued)
Audit Committee (Continued)

The Audit Committee provides supervision on internal control system of
the Group and reported to the Board on any material issues and make

recommendation to the Board.

The Audit Committee held two meetings during the year ended 31st
December, 2006 to review the financial results and reports, financial
reporting and compliance procedures, the report of the internal auditor
on the Company’s internal control and risk management review and
processes, and the re-appointment of the external auditors and the

attendance rate of these Audit Committee Meetings was 100%.

There are no material uncertainties relating to events or conditions that
may cast significant doubt on the Company’s ability to continue as a

going concern.

The Audit Committee has not taken a different view from the Board
regarding the selection, appointment, resignation or dismissal of external
auditors.

The Company’s annual results for the year ended 31st December, 2006

have been reviewed by the Audit Committee.

External Auditors and Auditors’ Remuneration

The statement of the external auditors of the Company about their
reporting responsibilities for the financial statements is set out in the
Independent Auditor’s Report on pages 52 and 53.

The remuneration payable to the Company’s external auditors Deloitte
Touche Tohmatsu in respect of audit and non-audit services for the
year ended 31st December, 2006 amounted to HK$1,000,000 and
HK$15,000 respectively.
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COMMUNICATIONS WITH SHAREHOLDERS AND
INVESTOR RELATIONS

The Company considers that effective communication with shareholders
is essential for enhancing investor relations and investor understanding
of the Group’s business performance and strategies. The Company also
recognises the importance of transparency and timely disclosure of
corporate information, which will enable shareholders and investors to

make the best investment decisions.

The general meetings of the Company provide a forum for
communication between the Board and the shareholders. The Chairman
of the Board as well as chairmen of the Remuneration Committee and
Audit Committee and, in their absence, other members of the respective
committees and, where applicable, the chairman of the independent
Board committee, are available to answer questions at shareholder

meetings.

To promote effective communication, the Company maintains a website
at www.hopfunggroup.com, where extensive up-to-date information
and updates on the Company’s business developments and operations,
financial information, corporate governance practices and other

information are posted available for public access.

SHAREHOLDER RIGHTS

To safeguard shareholders’ interests and rights, separate resolutions are
proposed at shareholders’” meetings on each substantial issue, including

the election of individual directors.

The rights of shareholders and the procedures for demanding a poll on
resolutions at shareholders’ meetings are contained in the Company’s
Articles of Association. Details of rights to demand a poll are included
in all circulars to shareholders and explained in the proceedings of

meetings.

Poll results will be published in newspapers and posted on the website
of the Stock Exchange on the business day following the shareholders’

meeting at which voting is taken on a poll.
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The Directors have pleasure in presenting their annual report and the
audited consolidated financial statements of the Group for the year
ended 31st December, 2006.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The principal
activities of its principal subsidiaries are set out in note 32 to the

consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31st December, 2006 are

set out in the consolidated income statement on page 54.

On 15th June, 2006 and 4th July, 2006, a dividend of 4.17 HK cents
per share, amounting to approximately HK$15,857,000, was paid to the
shareholders of the Company as final dividend for 2005.

An interim dividend of 1.58 HK cents per share, amounting to
approximately HK$6,060,000 in respect of 2006 was calculated by
reference to 383,552,000 shares in issue on 6th October, 2006 and was
paid to the shareholders of the Company on 13th October, 2006.

The Directors now recommend the payment of a final dividend of 4.64
HK cents per share to the shareholders of the Company whose names

appear on the register of members on 28th May, 2007.

FINANCIAL SUMMARY

A summary of the results and of the assets and liabilities of the Group for

the past five financial years is set out on pages 111 to 112.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the Group
during the year are set out in note 14 to the consolidated financial

statements.
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SHARE CAPITAL

Details of the movements in the share capital of the Company during the
year are set out in note 23 to the consolidated financial statements.

SHARE PREMIUM AND RESERVES

Movements in the share premium and reserves of the Group for the year
ended 31st December, 2006 are set out in the consolidated statement of

changes in equity on pages 57 and 58.

DIRECTORS

The Directors of the Company during the year and up to the date of this

report were:
Executive Directors

Mr. Hui Sum Kwok, Chairman

Mr. Hui Sum Ping, Vice Chairman

Mr. Hui Sum Tai, Chief Executive Officer
Mr. Wong Wing Por

Ms. Hui Yuen Li

Independent Non-executive Directors
Mr. Liu Kwok Fai, Alvan

Mr. Chee Man Sang, Eric
Mr. Wong Chu Leung
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DIRECTORS (Continued)

In accordance with Article 87(1) of the Company’s Articles of
Association, Mr. Hui Sum Tai, Ms. Hui Yuen Li and Mr. Wong Chu Leung
shall retire from office by rotation in the forthcoming annual general

meeting and, being eligible, offer themselves for re-election.

Each of the executive Directors has entered into a service agreement
with the Company for a term of one year commencing 15th September,
2006, which may be terminated by not less than three months’ notice in

writing served by either party.

Save as disclosed above, no Director proposed for re-election at the
forthcoming annual general meeting has a service contract with the
Company or any of its subsidiaries which is not determinable by the
Group within one year without payment of compensation, other than

statutory compensation.

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

Directors are independent.

The biographical details of the directors and senior management of the
Company are set out in Management Profile on pages 12 to 14 of this
report.
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SHARE OPTIONS -
Particulars of the Company’s share option scheme are set out in note 24 NATIEIERT B 2 B H AR & B TR M
to the consolidated financial statements. 24

The following table discloses movements in the Company’s share options TREBAQGBRENFAZEE

during the year:
Outstanding Outstanding
at beginning Granted Exercised Cancelled atend
Exercisable of the year turing during turing of the year
Category Option type Date of grant price ki) the year the year the year 3 S
g5l BREES RiAH N3 WATE Enii ERTHRE EREH HWATE
(Note 1) HK$
(tD) BT
Directors
3
Mr. Hui Sum Kwok (Note 2) A 3.11.2003 1.130 1,614,000 - (1,614,000) - -
SARE LA (32) B 29.7.2004 1.330 450,000 - - - 450,000
C 4.11.2004 1.104 2,250,000 - - - 2,250,000
Mr. Hui Sum Ping A 3.11.2003 1.130 2,726,000 - (2,726,000) - -
FRTRE B 29.7.2004 1.330 950,000 - - - 950,000
C 4.11.2004 1.104 2,250,000 - - - 2,250,000
Mr. Hui Sum Tai A 3.11.2003 1.130 3,600,000 - (3,600,000) - -
TRERE B 29.7.2004 1.330 70,000 - - - 70,000
C 4.11.2004 1.104 2,250,000 - - - 2,250,000

up HoLbINGs LIMITED
2006
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EEERE
SHARE OPTIONS (Continued) MBRAE (2
Outstanding Outstanding
at beginning Granted Exercised Cancelled atend
Exercisable of the year during during during of the year
Category Option type Date of grant price ) the year the year the year ER
LRl BREER RitAH e AT ERR FRITE FRH AT
(Note 1) HK$
(1) BT
Directors (Continued)
Ez(2)
Mr. Wong Wing Por A 3.11.2003 1.130 2,100,000 - (2,100,000) - -
TRRERE B 29.7.2004 1.330 970,000 - - - 970,000
C 4.11.2004 1.104 2,250,000 - - - 2,250,000
Ms. Hui Yuen Li A 3.11.2003 1.130 250,000 - (250,000) - -
SR B 29.7.2004 1.330 3,170,000 - - - 3,170,000
Mr. Liu Kwok Fai, Alvan A 3.11.2003 1.130 250,000 - (250,000) - -
Mr. Chee Man Sang, Eric A 3.11.2003 1.130 250,000 - (250,000) - -
HRAERE
25,400,000 - (10,790,000) - 14,610,000
QOther employees A 3.11.2003 1.130 1,868,000 - (1,868,000) - -
HitES B 29.7.2004 1.330 5,330,000 - (3,314,000) - 2,016,000
7,198,000 - (5,182,000) - 2,016,000

Total all categories
Exshlice 32,598,000 - (15,972,000) - 16,626,000
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SHARE OPTIONS (Continued) B (&

Notes: FffsE

1. The vesting period of the share options granted is determined by Directors at 1. BEEREGBHHEFAEGARLBERER
each time when the options are granted. Holders of share options granted under EE o AARBRES EETRERESE AR
the Company’s share option scheme may only exercise their options during the RIATITERRI TR S 2 BEAE

exercisable periods as follows:

Option type A Option type B Option type C Maximum % of share options exercisahle

AR E BB AR CEBRAE ATEBREZRSEDLL

3.5.2004 - 3.11.2004 1.1.2005 - 31.12.2005 1.3.2005 - 28.2.2006 up to 50%
= A E50%

4.11.2004 - 3.11.2005 1.1.2006 - 31.12.2006 1.3.2006 - 28.2.2007 up to 75% (to the extent not already exercised)
REAET75% UARRITESE BR)

4.11.2005 - 3.11.2006 1.1.2007 - 31.12.2007 1.3.2007 - 29.2.2008 up to 100% (to the extent not already exercised)

REAE 100% AR ARITEE RR)

2. Out of the 1,614,000 share options exercised, Mr. Hui Sum Kwok was directly 2. REfIfE21,614,0000BRAES - FFAREISER
interested in 1,364,000 shares and was deemed to be interested in 250,000 1,364,000 B t0 P #FA Bt - WG ARE
shares owned by Ms. Wong Mui, who is the spouse of Mr. Hui Sum Kwok and a Bt (FREEECEBRASESRERE
member of the senior management of the Group. A8 B4 2 250,000 AR 17 R #5 A 4k o

The weighted average closing price of the Company’s shares on the five RATIRMNEBZTERERE R BRI RER S
trading days immediately before the dates on which the options were H2Z INEFEH N TE AKX 1.867 /87T ©
exercised was HK$1.867 per share.

At 31st December, 2006, the number of shares in respect of which N-ZZEZRE+-A=+—0 ' BiE%tTE

options had been granted and remained outstanding under the Scheme BEmMEARTEBRES R ZERHEE A
was 16,626,000, representing approximately 3.9% of the shares of the 16,626,000 % * A A AR E AEEITR G
Company in issue at that date. 3.9% -

GRrouP HoLpINGS LimMITED
orT 2006




DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES

Save as disclosed above, at 31st December, 2006, the interests and/
or short positions of the Directors and their associates in the shares,
underlying shares and debentures of the Company and its associated
corporations within the meaning of the Securities and Futures Ordinance
(“SFQ"), as recorded in the register maintained by the Company
pursuant to Section 352 of the SFO, or as otherwise notified to the
Company and The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) pursuant to the Model Code for Securities Transactions by

Directors of Listed Companies, were as follows:
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EERKRG - HERODREZZ
i

B EXREESN  RBERFT A=+
B RBARRREBESFRAEGRG (T3

KRG D)) FE352 2 REBEFZ ERRMA
8 RIE ET AR ERETERRHNE
EFAENERRRREERARDAMERA
A E BEERBEZBEALR
AR REEEEE (EERER LB
2Bt~ R REST S 2R R K

KR -

(a) Shares (a) KRt7
Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HEBTRE
BEpg RO/ HEEEEE &% F5UERER BHEs
Mr. Hui Sum Kwok Company Founder of a discretionary 252,000,000 shares 59.45%
SAREIEAE YN trust/interest of controlled Long position (Note 1)
corporations 252,000,000 it tn
2RETAVA/ iFE (1)
REtEER
Mr. Hui Sum Kwok Company Beneficial owner 3,886,000 shares 0.92%
HRELE NG ERBEEA Long position
3,886,000 (7
e
Mr. Hui Sum Kwok Company Interest of spouse 500,000 shares 0.12%
SELE NG e e Long position
500,000 &% {3
ife
Mr. Hui Sum Ping Company Founder of a discretionary 252,000,000 shares 59.45%
SRTEE NG trust/interest of controlled Long position (Note 1)
corporations 252,000,000 i3
ZRETAIIA/ it (FEL)
REEERs
CEEEEZERESN

—RERF
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DIRECTORS’ INTERESTS IN SHARES, UNDERLYING EERKRG - HEBRORES 2
SHARES AND DEBENTURES (Continued) R (4E

(a) Shares (Continued) (a) Bt7 (&)

Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HERTRA
By KR/ REEEER a9 EEHARER Y
Mr. Hui Sum Ping Company Beneficial owner 3,236,000 shares 0.76%
e NS EREBA Long position
3,236,000 f&R (7
e
Mr. Hui Sum Tai Company Beneficial owner 3,800,000 shares 0.90%
HRREE NG EXBEEA Long position
3,800,000 F&RtfH
e
Mr. Wong Wing Por Company Founder of a discretionary Nil (Note 1) -
TRREEE YN trust/interest of controlled | (0t
corporations
RRETAITA/
SRl
Mr. Wong Wing Por Company Beneficial owner 2,700,000 shares 0.64%
Tl NG| EZEBA Long position
2,700,000 f& B 17
e
Ms. Hui Yuen Li Company Beneficial owner 500,000 shares 0.12%
R L NG| ERBEAA Long position
500,000 A {n
ife
Mr. Liu Kwok Fai, Alvan Company Beneficial owner 250,000 shares 0.06%
BEELE NG ExEBA Long position
250,000 &R 17
ife
Mr. Chee Man Sang, Eric Company Beneficial owner 250,000 shares 0.06%
HRERE Y. YN EnlEBA Long position
250,000 & 1H
ife
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DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES (Continued)

(a) Shares (Continued)

DIRECTORS’ REPORT

EEEWRE

EERKRN - HERODREZZ

R (E

(a) Rt7 (&)

Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HERTRA
Bspg KAE /B L) REUARER BREAL
Mr. Hui Sum Kwok Hop Fung Industries Founder of a discretionary 7,886 shares of US$0.01 each 78.86%
SELE Limited trust/interest of controlled Long position (Notes 1and 2)
(“Hop Fung Industries”) corporations 7886 ERAE 001 E T 2R (A
2E[EFAIIA/ iR (E1R2)
R ER
Mr. Hui Sum Ping Hop Fung Industries Founder of a discretionary 7,886 shares of US$0.01 each 78.86%
SRERE trust/interest of controlled Long position (Notes 1 and 2)
corporations 7,886 ERAE0.01 E T 2R (A
RHEETREIA/ i (FE1R2)
REzEER
Mr. Wong Wing Por Hop Fung Industries Founder of a discretionary 1,257 shares of US$0.01 each 12.57%
TRRESE trust/interest of a controlled Long position (Notes 1 and 2)
corporation 1257 R ERAE0 F 2k
2EfEFAIIA/ iR (EF1R2)
R EEEs
Mr. Hui Sum Kwok Hop Fung Industries Beneficial owner/founder 5,000 shares of US$0.01 each 50%
SRERE (Holdings) Limited of a discretionary trust/ Long position (Notes 1and 3)
(*Hop Fung Industries interest of a controlled 5,000 ZHEAE00LE T LR (H
BVI") corporation e (fFE1R3)
EGERA/
RHEETETA/
Rz ER
Mr. Hui Sum Ping Hop Fung Industries Beneficial owner/founder 5,000 shares of US$0.01 each 50%

AT

BVI

of a discretionary trust/
interest of a controlled
corporation
BRBAN/
EERETA/
EeyAl 2

Long position (Notes 1 and 3)
5,000 R EREEC.0L E L2 Kip
it (FRELR3)

cEEERBRA
—2TX
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DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES (Continued)

EERKRNG - HERODREZZ
R (4

(a) Shares (Continued)

(a) Rt7 (&)

Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HERTRA
Bspg KAE /B L) REUARER BREAL
Mr. Hui Sum Kwok Gong Ming Hop Fung Interest of controlled 3,000,000 non-voting 100%
SRERE Paper Ware Factory corporations/short deferred shares of
Limited position of controlled HK$1 each
(“Hop Fung GM") corporations Long and short positions
NG RS/ (Notes 1 and 4)
BRAR REEERE 3,000,000 R ERAEE
(I582H)) 1B BRI
EITK
e %R (M1 R4)
Mr. Hui Sum Ping Hop Fung GM Founder of a discretionary 3,000,000 non-voting 100%
FARTEE AELH trust/interest of controlled deferred shares of
corporations/short HK$1 each
position of controlled Long and short positions
corporations (Notes 1and 4)
2RERAIA/ 3,000,000k B RMA(E
RmiEER/ 1B BREE
REEERE EIER
8 RkE (M1 R4)
Mr. Wong Wing Por Hop Fung GM Interest of controlled Nil (Notes 1 and 4) -
T8REE AL corporations/short E(WF1RY)
position of a controlled
corporation
RS/
REEEKE
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DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES (Continued)

(a) Shares (Continued)

DIRECTORS' REPORT
EEERE

EERKRN - HERODREZZ
R (E

(a) Rt7 (&)

Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HERTRA
Bspg KAE /B L) REUARER BREAL
Mr. Hui Sum Kwok Fung Kong Hop Fung Interest of controlled 3,000,000 non-voting 100%
SRERE Paper Ware Factory corporations/short deferred shares of
Limited position of controlled HK$1 each
(“Hop Fung FG") corporations Long and short positions
BHALHRE XEiERR/ (Notes 1, 4 and 5)
BRAR REEERE 3,000,000 R ERAEE
(I58RH]) 1B B
EITK
R RAR
(M1 4R5)
Mr. Hui Sum Ping Hop Fung FG Founder of a discretionary 3,000,000 non-voting 100%
HRTEE ALEHE trust/interest of controlled deferred shares of
corporations/short HK$1 each
position of controlled Long and short positions
corporations (Notes 1, 4 and b)
RREFEILA/ 3,000,000 5 REE
SEtERE/ 1B BREHE
REEEKE BRER
FER%E

(31 4R5)

AUEEER
=2




DIRECTORS' REPORT
ESERE

DIRECTORS’ INTERESTS IN SHARES, UNDERLYING EERRG  MERORES>
SHARES AND DEBENTURES (Continued) B (F
(a) Shares (Continued) (a) Bz (&)
Approximate
percentage of
Company/Name of Number and issued share capital
Name of director associated corporation Capacity class of securities HERTRA
BEpg KAE /B L) REUARER BREAL
Mr. Wong Wing Por Hop Fung FG Interest of a controlled Nil (Notes 1, 4 and 5) -
TFEREE ALEH corporation/short E(WE1 4R5)
position of a controlled
corporation
SmiERR/
REEENRE
Mr. Hui Sum Kwok Applewood Forest Founder of a discretionary 1 share of US$1 100%
SRERE Limited trust Long position
2EETETA (Notes 1.and 6)
1REE 1 ET 2R
ir# (F 1 ko)
Mr. Hui Sum Kwok Profit Luck Limited Founder of a discretionary 100 shares of HK$1 100%
SRELE FRER AT trust Long position
PEEFETA (Notes 1, 6.and 7)
100%EREELET
2Bt
S GEINY )
Notes: Ff3E
1. The 252,000,000 shares are owned by Hop Fung Industries. The issued share 1. 5%252,000,000/% /%15 FaHop Fung Industries# & ©
capital of Hop Fung Industries is owned as to 78.86%, 12.57% and 8.57% by Hop Fung Industries 2 3178 2<% 5l 8 Hop Fung
Hop Fung Industries BVI, Delight Ocean Limited (“Delight”) and Mr. Shum Lit Ki Industries BVI * Delight Ocean Limited ([ Delight |)
respectively. MOLRIE S AW 78.86% ~ 12.57% < 8.57% °

G Groupr HoLDINGS LIMITED
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DIRECTORS’ INTERESTS IN SHARES, EERKRG - HEBRORES 2

UNDERLYING SHARES AND DEBENTURES ER(E

(Continued)

(a) Shares (Continued) (a) Bi7 (&
Notes: (Continued) MI3E - (48)

The issued share capital of Hop Fung Industries BVI is owned as to
11.81%, 11.81%, 38.19% and 38.19% by Mr. Hui Sum Kwok, Mr.
Hui Sum Ping, Fullwood Holdings Limited (“Fullwood”) and Goldspeed
Holdings Limited (“Goldspeed”) respectively. Fullwood is wholly owned
by Pinecity Investments Limited (“Pinecity”) and Pinecity is wholly owned
by HSBC International Trustee Limited (“HSBC”) in its capacity as the
trustee of Hui & Wong 2004 Family Trust, a discretionary trust the founder
of which is Mr. Hui Sum Kwok and the discretionary objects of which
include family members of Mr. Hui Sum Kwok. Goldspeed is wholly owned
by Goldkeen Assets Management Limited (“Goldkeen”) and Goldkeen is
wholly owned by HSBC in its capacity as the trustee of HSP 2004 Family
Trust, a discretionary trust the founder of which is Mr. Hui Sum Ping and
the discretionary objects of which include family members of Mr. Hui Sum
Ping. Accordingly, each of Mr. Hui Sum Kwok and Mr. Hui Sum Ping will
be deemed to be interested in the 252,000,000 shares under the SFO.

Delight is wholly owned by Richfaith Assets Management Limited
(“Richfaith”) and Richfaith is wholly owned by HSBC in its capacity as the
trustee of Wong's 2004 Family Trust, a discretionary trust the founder of
which is Mr. Wong Wing Por and the discretionary objects of which include
family members of Mr. Wong Wing Por.

Hop Fung Industries is a holding company of the Company and therefore
an associated corporation of the Company under the SFO. The entire
issued share capital of Hop Fung Industries is US$100 divided into
10,000 shares of US$0.01 each which is owned as to 7,886, 1,257 and
857 shares by Hop Fung Industries BVI, Delight and Mr. Shum Lit Ki
respectively. Under the SFO, each of Mr. Hui Sum Kwok and Mr. Hui Sum
Ping is deemed to be interested in the 7,886 shares of US$0.01 each
and Mr. Wong Wing Por is deemed to be interested in the 1,257 shares of
US$0.01 each in Hop Fung Industries.

Hop Fung Industries BVIZ & % 17 f% &K
BB FFAREL S - B AR T SE A - Fulwood
Holdings Limited ([Fullwood]) ~ }% Goldspeed
Holdings Limited ([ Goldspeed |)#% %A 11.81% -
11.81% - 38.19% /2 38.19% ° Fullwood B4
Pinecity Investments Limited ([ Pinecity]) & &
#74 » f Pinecity f HSBC International Trustee
Limited ([HSBC |) LA Hui & Wong 2004 Family
TustRFEAZF D2 EHRE - ZIEFER—
BEERREER HAIZARHREELELE 2
BETHRBEFRBEEE 2 RKIEKE °
Goldspeed H Goldkeen Assets Management
Limited ([ Goldkeen]) 2 & # % - if Goldkeen
£ HSBC LA HSP 2004 Family Trust SsEA 2 &
DRERE - ZiertR—HRREET - Hal
TABTHRTRE - 2RERHREETR
FREZRIEKE - Bt - RIBZFRBE
&P - FFARE A RETR T AT ERARA
A% 252,000,000 ffkin 2 #Ezs o

Delight F Richfaith Assets Management
Limited ([ Richfaith]) 2 & # % - i Richfaith
FHSBC LA Wong’ s 2004 Family Trust #E
AZBDREERAE - et R—ERER
L HEIABTERGE - 2RERY
KEEERREEZREKE °

Hop Fung Industries Ty A Rl Z 2R A &) -
E W REFF RAE KD - BARAFZAE
B 5%  Hop Fung Industries 2 % #f 2 3
TR A A/ 100% 7T+ 9 /10,000 % & i
MH{E0.01% T 2 % + % 5 #E Hop Fung
Industries BVI - Delight B LU 5 £ R
7,886~ 1,257 ]2 857 % - IRIEFEFH L HE
A AREEERARTEEIRER
%78 Hop Fung Industries 7,886 % & i &
0.01 ETChk (D 2 # % T 40K Se £ R4
1R A B Hop Fung Industries 1,257 &%
Ef80.01 ETRD 2 iz o

EEEEZRAN
—RERF



DIRECTORS’ REPORT
EEEHE

DIRECTORS’ INTERESTS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

EERRG - HERORES 2
*Eé (/"5

(Continued)
(a) Shares (Continued) (a) BRt7 (&
Notes: (Continued) MisE : ()
Hop Fung Industries BVI is a holding company of the Company and 3. Hop Fung Indusiries BVIJ3 A8 2 B2 #2 iR A

therefore an associated corporation of the Company under the SFO.
The entire issued share capital of Hop Fung Industries BVI is US$100
divided into 10,000 shares of US$0.01 each which is owned as to 1,181,
1,181, 3,819 and 3,819 shares by Mr. Hui Sum Kwok, Mr. Hui Sum
Ping, Fullwood and Goldspeed respectively. Under the SFO, each of Mr.
Hui Sum Kwok and Mr. Hui Sum Ping is interested and/or deemed to be
interested in an aggregate of 5,000 shares of US$0.01 each in Hop Fung
Industries BVI.

Hop Fung GM is a subsidiary of the Company and therefore an associated
corporation of the Company under the SFO. The entire issued share capital
of Hop Fung GM is HK$3,000,100 divided into 100 ordinary shares of
HK$1 each and 3,000,000 non-voting deferred shares of HK$1 each. The
3,000,000 non-voting deferred shares of HK$1 each in Hop Fung GM are
beneficially owned by Hop Fung Group (HK) Limited (“Hop Fung Group
HK”) which is owned as to 78.86%, 12.57% and 8.57% by Hop Fung
Holdings Limited (“Hop Fung Holdings (BVI)"), Mr. Wong Wing Por and
Mr. Shum Lit Ki respectively.

The issued share capital of Hop Fung Holdings (BVI) is owned as to
50%, 11.81% and 38.19% by Mr. Hui Sum Kwok, Mr. Hui Sum Ping and
Goldspeed respectively. Under the SFO, each of Mr. Hui Sum Kwok and
Mr. Hui Sum Ping is deemed to be interested in the 3,000,000 non-voting
deferred shares of HK$1 each in Hop Fung GM.

Pursuant to an option deed dated 19th August, 2003, Hop Fung Group
HK and its nominee granted to Hop Fung Group Company Limited (“Hop
Fung Group (BVI)"), a wholly owned subsidiary of the Company, an option
to purchase from them such 3,000,000 non-voting deferred shares of
HK$1 each in Hop Fung GM. Accordingly, each of Mr. Hui Sum Kwok and
Mr. Hui Sum Ping is deemed to have a short position in the underlying
shares of the option granted under the option deed pursuant to the SFO.

UNG Groupr HoLbiNGs LimITED
L ReporT 2006

Al BREESF KRGS - BARFZ
1855 5% [ © Hop Fung Industries BVI 2 & B
BEITIRAR100%E T + 9 710,000 &
IREE0.01ETTZ 1D + D BIAFTFHRE L
A FFERFSEA - Fullwood K Goldspeed A
1,181 - 1,181 ~ 3,819 %2 3,819k - IRIFFE %
REIE WG] - AR R R T ERA
/348 1A Hop Fung Industries BVIA
5,000 I FAREE 0.01 70D 2 2 ©

AYRADEARZHERE - BEULARE
BHLBAEGED - BARDAZABBEAR -
AE NPz 2B FHITRA R 3,000,100
BT 9 RI0KREGREEBELIE T ER
fi& %2 3,000,000 i & A EI (B 178 7T 2 & 3%
ERRIEAR - 53,000,000 f% G A% E A 1
BIZAENARRERRIERHAESEE
B(BE)ERAD(ALEEETENE
@R ma YEEEFER S B B Hop
Fung HoldingsLimited ([ Hop Fung Holdings
(BVN]) » TEFAERILRUELEHES
78.86% * 12.57% 5 8.57%

Hop Fung Holdings (BVI)Z B #1THA 5 Bl
FFTARBESLAE « 78R T 5o 4 K Goldspeed
B50% - 11.81% K% 38.19% ° RIKEH K&
BRI  ARERERTRTEEHR
AR S L REE 3,000,000 REFAREE 1 &
TEK BRI #Es

BEBRR-_ZTZ=FNATLEZE
REZE AC9EEFERAREAR
NA Rz 2 &N B E Hop Fung Group
Company Limited ([Hop Fung Group
B BEHBERE LAEaHRERE
3,000,000 - FAEEE 1 B2 A D ARE
RERRIER - ALt - REBEEFRHAEK
Bl - FFAREL S RAT AR T R R R
BIRBREEZIE TR H B RAE S & 2 18
Bk 2 %KE -
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DIRECTORS’ INTERESTS IN SHARES, EERKRG - HEBRORES 2

UNDERLYING SHARES AND DEBENTURES ER(E

(Continued)

(a) Shares (Continued) (a) B (&
Notes: (Continued) MI3E - (48)

Hop Fung FG is a subsidiary of the Company and therefore an associated
corporation of the Company under the SFO. The entire issued share capital
of Hop Fung FG is HK$3,000,100 divided into 100 ordinary shares of
HK$1 each and 3,000,000 non-voting deferred shares of HK$1 each. The
3,000,000 non-voting deferred shares of HK$1 each in Hop Fung FG are
beneficially owned by Hop Fung Group HK. Under the SFO, each of Mr.
Hui Sum Kwok and Mr. Hui Sum Ping is deemed to be interested in the
3,000,000 non-voting deferred shares of HK$1 each in Hop Fung FG.

Pursuant to an option deed dated 19th August, 2003, Hop Fung Group HK
and its nominee granted to Hop Fung Group (BVI) an option to purchase
from them such 3,000,000 non-voting deferred shares of HK$1 each in
Hop Fung FG. Accordingly, each of Mr. Hui Sum Kwok and Mr. Hui Sum
Ping is deemed to have a short position in the underlying shares of the
option granted under the option deed pursuant to the SFO.

Applewood Forest Limited (“Applewood”) is a company incorporated in
the British Virgin Islands. The entire issued share capital of Applewood
is US$1 comprises 1 share of US$1 which is owned by HSBC in its
capacity as the trustee of Hui & Wong 2004 Family Trust. Applewood is an
associated corporation of the Company under the SFO. Under the SFO,
Mr. Hui Sum Kwok is deemed to be interested in the 1 share of US$1 in
Applewood owned by HSBC in its capacity as the trustee of Hui & Wong
2004 Family Trust.

Profit Luck Limited (“Profit”) is a company incorporated in Hong Kong.
The entire issued share capital of Profit is HK$100 comprises 100 shares
of HK$1 each which is indirectly owned by HSBC through its wholly owned
subsidiary, Applewood. Details of Applewood are set out in note 6 above.

REEEERASD

BEREIARRZHBAR - BHRE
%%&Hﬂ‘éﬂ%fﬂ C BARBZABOEE -

LRz 2302 8177 /3,000,100
7%71 ' /3 100 B EE 1B T 2 EIEAR
123,000,000 x GAXEE 1 BT 2 EIRERE
EER © 7% 3,000,000 LB REE 1 BT
EUREERERECRAECERTE
BHfA - REEHFRHAEED - FHRE
S R AR T S 9 RAR A %A 3,000,000
EREELET A SR M ERFRRT
ez R

REAHA-ZZTT=F/\A+NAZER
BRE & UEEEERENRE AR Hp
Fung Group (BVI) £ (HiiE AR 1 - D/(E?)?ZQEB%
& 3,000,000 REREE L B2 A LR
EREREELK - Bt - RIEE #}&Hﬁ“
RG] FFARB SRR T EEHERA
BEBRERREZEMELERES R
FRRARRGD Z KA ©

Applewood Forest Limited ([ Applewood |)
DREBREZBESAMMKLZ AE -
Applewood Z & E BT A B1ETT -
BEIKREEIET KRG - ZREKGHH
HSBC LA Hui & Wong 2004 Family Trust =
RAZ DR - BRIBEF RBEED -
Applewood B N A &) Z A8 E A B - IRIEE
HREEED - FFRESE ERR AR R
HSBCLAHuI & Wong 2004 Family Trust S4F
ANE D #A Z Applewood 1REEI{E 1 =T
192 fEzs o

FFARDA (TR IREAZEMAK L
ZRA] e FIHEZ 2HEEITRAR 100 &

A R1I0BRFREELBTZRD - @
HSBCiEiBﬁ & B A Applewood &%
A ° Applewood Z FFIBEEIA L XX HIFE6 ©
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EEEHE

DIRECTORS’ INTERESTS IN SHARES, EERRG - HERORESRZ
UNDERLYING SHARES AND DEBENTURES (4
(Continued)
(b) Share options (b) fEIR#E
Details of the Directors’ and their associates’ interests in share BEENBEZHEA TR ARG ERE
options of the Company are set out in the Section headed “Share 2 R FFIEEN I THERRRE | —&n -

Options” in this report.

Other than as disclosed above, none of the Directors nor their associates fr EXBTREIN RZEERNFTZA=1—
had any interests or short positions in any shares, underlying shares or B BEERFEEZHBALBENRARHHE
debentures of the Company or any of its associated corporations as at EIARE A B 2 i - MR HESF

31st December, 2006. BEREMERIAR
SUBSTANTIAL SHAREHOLDERS FERR

As at 31st December, 2006, the register of substantial shareholders RZZEZRNF+-_A=1+—8 ' ARAREE
maintained by the Company pursuant to Section 336 of the SFO shows % N HRE 51155 336 1I7KET_ZEE;<HX$%HH#E
that the following shareholders had notified the Company of relevant T~ U TTERREMEARRGHEREAQT

interests and short positions in the issued share capital of the Company: BT Z RS MR R
Approximate
percentage
Number of of issued
issued shares held share capital
Name of shareholder Capacity BEE®T Note(s) {HEBITRHG
BRER HE g5 RGOEE B £ BHESH
Hop Fung Industries Beneficial owner 252,000,000 1 59.45%
EmEA A
Hop Fung Industries BVI Interest of a controlled corporation 252,000,000 1,2 59.45%
S EE s
Fullwood Interest of controlled corporations 252,000,000 1,2,3,4 59.45%
YA E R
Pinecity Interest of controlled corporations 252,000,000 1,2,3,4 59.45%
LB R
Goldspeed Interest of controlled corporations 252,000,000 1,2,3,5 59.45%
SRR B

Hop Func Groupr HoLbiNGs LimITED
ANNUAL ReporT 2006




DIRECTORS' REPORT
EEERE

SUBSTANTIAL SHAREHOLDERS (Continued) TERE (&
Approximate
percentage
Number of of issued
issued shares held share capital
Name of shareholder Capacity BEE®T Note(s) {HE2BITRM
BEREWHH g% RHEHE B & BHESHL
Goldkeen Interest of controlled corporations 252,000,000 1,2,3,5 59.45%
YL E R
HSBC Trustee of discretionary trust/interest 252,000,000 1,2,3,4,5 59.45%
of controlled corporations
PRETAZAA I LEER
Mr. Hui Sum Kwok Beneficial owner/founder of a 256,386,000 1,2,3,4,6 60.48%
FFARBUEAE discretionary trust/interest of
controlled corporations/interest
of spouse
BEamBAAN 2HEETEIAS
Sk ERER T B2 RS
Mr. Hui Sum Ping Beneficial owner/founder of a 255,236,000 1,2,3,5,7 60.21%
AL discretionary trust/interest of
controlled corporations
BREEA 2RETENAS
Y EEEE
Value Partners Ltd. Investment manager 29,650,000 8 6.99%
EEASEENR BB
Notes: BsE -
1. The 252,000,000 shares are owned by Hop Fung Industries. 1. # 252,000,000 f% % 15 B3 Hop Fung Industries #E
ﬁ °
2. The issued share capital of Hop Fung Industries is owned as to 78.86%, 12.57% 2. Hop Fung Industries 2 £ % 17 i% 75 B4 Hop Fung
and 8.57% by Hop Fung Industries BVI, Delight and Mr. Shum Lit Ki respectively Industries BVI -~ Delight & LRI E L £ D B #EAE
and Hop Fung Industries BVI is deemed to be interested in the 252,000,000 78.86% ~ 12.57% % 8.57% » 1 18 & & % & Hi
shares under the SFO. E &5 - Hop Fung Industries BVI# 1% A # & %

252,000,000 A fn 2 s o

AUEEER
=2
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SUBSTANTIAL SHAREHOLDERS (Continued)

Notes: (Continued)

3. The issued share capital of Hop Fung Industries BVI is owned as to 11.81%,
11.81%, 38.19% and 38.19% by Mr. Hui Sum Kwok, Mr. Hui Sum Ping,
Fullwood and Goldspeed respectively.

4. The entire issued share capital of Fullwood is indirectly held by HSBC through
its 100% controlled corporation, Pinecity in its capacity as the trustee of Hui &
Wong 2004 Family Trust, a discretionary trust the founder of which is Mr. Hui
Sum Kwok and the discretionary objects of which include family members of Mr.
Hui Sum Kwok. Accordingly, each of Fullwood, Pinecity, HSBC and Mr. Hui Sum
Kwok is deemed to be interested in the 252,000,000 shares under the SFO.

5. The entire issued share capital of Goldspeed is indirectly held by HSBC through
its 100% controlled corporation, Goldkeen in its capacity as the trustee of HSP
2004 Family Trust, a discretionary trust the founder of which is Mr. Hui Sum Ping
and the discretionary objects of which include family members of Mr. Hui Sum
Ping. Accordingly, each of Goldspeed, Goldkeen, HSBC and Mr. Hui Sum Ping is
deemed to be interested in the 252,000,000 shares under the SFO.

6. Of 256,386,000 shares, Ms. Wong Mui is directly interested in 500,000 shares in
the Company and is deemed to be interested in 255,886,000 shares under the
SFO as she is the spouse of Mr. Hui Sum Kwok, a director of the Company.

7. Ms. Jian Jian Yi is deemed to be interested in 255,236,000 shares under the SFO

as she is the spouse of Mr. Hui Sum Ping, a director of the Company.

8. Mr. Cheah Cheng Hye is deemed to be interested in 29,650,000 shares in the
Company as he beneficially owns 32.77% of Value Partners Ltd.

Other than as disclosed above, the Company had not been notified of
any other relevant interests or short positions in the issued share capital

of the Company as at 31st December, 2006.
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FERR(E

MiEE - ()

Hop Fung Industries BVI,Z B 1T A5 Bl B FT#&R
B4~ FFHRFERALE - Fullwood 2 Goldspeed
B11.81%  11.81% ~ 38.19% }238.19% °

Fullwood 2 2 5B 81T 4N 1 HSBC % #8 H 100%
S 2 & [ Pinecity LA Hui & Wong 2004 Family
Trust ZFEAZ FDEEFA © Hui & Wong 2004
Family Trust 9 —IB 2 #55 » HEISZABTHR
BlSe 4 2R EEHRBEARELE 2 Rk
BB o AL - RIEEH R EEEG] - Fullwood
Pinecity * HSBC R#TFHE L4 & B WAR RIEA Z
252,000,000 f&f 5 2 1z o

Goldspeed Z & #E BT AN A HSBCE B 100%
355 Goldkeen SAHSP 2004 Family TrustZ &5
ANB DA ° HSP 2004 Family Trust/y—T82
R HASLARRRTRE - MEiiEtY
KOEARFEEZREKE - AUt - BIEEH
N EA 5 1% - Goldspeed ~ Goldkeen ~ HSBC & #F
RELESBWRBEHFZ 252,000,000 RAZH
P £

4 256,386,000 2o - EmiE R LEEF[AA
A5 500,000 AR R - AR RN A AR F]
BERHRELEZRSE  RIEEFRAEED -
Eﬁﬁi?&ﬁﬁ%ﬁE%ZSS 886,000 A& i 7 = 1

o

BX

BIEFEFRAEES - BREREZTRAAR
EETHRTLAEZER  BRELXIWERER
# 255,236,000 B A% 10 2 #Ew o

WEEEEARRERHAEEASERARZ
32.77 % ez 118 R AN 7] 29,650,000 A A% 17
Z FEzS o
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PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SHARES

Neither the Company nor any of its subsidiaries purchased, redeemed or

sold any of the Company’s listed shares during the year.

ARRANGEMENTS TO PURCHASE SHARES OR
DEBENTURES

Save as disclosed under the heading “Share Options” above, at no time
during the year was the Company, any of its holding companies, fellow
subsidiaries or 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 debentures of, the Company or any other body corporate.
In addition, save as disclosed above, none of the Directors, their spouse
or children under the age of 18 were granted any right to subscribe for
the securities of the Company or had exercised any such right during the

year.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

Other than the transactions set out in note 30 to the consolidated
financial statements, no other contracts of significance to which the
Company or any of its 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.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31st December, 2006, the aggregate amount of
turnover attributable to the Group’s five largest customers accounted for

less than 16% of the Group’s total turnover.

The aggregate amount of purchases attributable to the Group’s five
largest suppliers accounted for approximately 59% of the Group’s total
purchases and the purchase attributable to the Group’s largest supplier

accounted for approximately 15% of the Group’s total purchases.

None of the Directors, their associates or any shareholders (which to the
knowledge of the Directors own more than 5% of the Company’s share

capital) has any interest in the Group’s five largest suppliers.
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DIRECTORS’ REPORT
EEEHE

CONNECTED TRANSACTIONS

During the year, the Group did not enter into any transactions with any

connected persons.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
Articles of Association or the laws of the Cayman Islands, which would
oblige the Company to offer new shares on a pro-rata basis to existing
shareholders.

DONATIONS

During the year, the Group made charitable donations amounting to
approximately HK$279,000.

CORPORATE GOVERNANCE

The Company has complied with the code provisions set out in the
Code on Corporate Governance Practices (the “CG Code”) as set out in
Appendix 14 of the Listing Rules, during the year ended 31st December,
2006, except with the following deviations:

Code Provision A.2.1

° Code Provision A.2.1 stipulates that the division of responsibilities
between the chairman and the chief executive officer should be

clearly established and set out in writing.

° There is no written terms on division of responsibilities between the
Chairman and the Chief Executive Officer. The Directors consider
that the responsibilities of the Chairman and Chief Executive Officer
respectively are clear and distinctive and hence written terms

thereof are not necessary.

FunG GrRourP HoLDINGS LimITED
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CORPORATE GOVERNANCE (Continued)

Code Provision A.4.2

o Code Provision A.4.2 stipulates that all Directors appointed to fill
a casual vacancy should be subject to election by shareholders at

the first general meeting after their appointment.

° In accordance with the Company’s Articles of Association, Directors
appointed to fill a casual vacancy are subject to re-election at next

annual general meeting.

Code Provisions B.1.3

° A major deviation from the code provision B.1.3 is that the
Remuneration Committee of the Company reviews and makes
recommendations to the Directors on the remuneration packages

of the executive directors only but not the senior management.

° Currently, the remuneration of the senior management is attended
by the Chairman and/or Chief Executive Officer of the Company.

AUDITORS

Messrs. Deloitte Touche Tohmatsu have acted as auditors of the

Company since its incorporation.

A resolution will be submitted to the forthcoming annual general meeting
to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of the
Company.

On behalf of the Board

Hui Sum Kwok
Chairman
18th April, 2007
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INDEPENDENT AUDITOR’S REPORT
BB RS

TO THE SHAREHOLDERS OF HOP FUNG GROUP HOLDINGS LIMITED

(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Hop Fung
Group Holdings Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 54 to 110, which comprise
the consolidated balance sheet 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
disclosure requirements of the Hong Kong 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, 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

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 Group as at 31st December, 2006
and of the Group’s profit 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 disclosure requirements

of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

18th April, 2007
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CONSOLIDATED INCOME STATEMENT
e

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

2006 2005
NOTES HK$'000 HK$'000
MI5E FH&xT FHET
Turnover X 6 820,063 788,555
Cost of sales SHEE R A (637,862) (634,422)
Gross profit EF 182,201 154,133
Other income Heplg A 7 18,569 15,728
Distribution costs Pan =[N (39,946) (37,277)
Administrative expenses TRAZ (42,614) (37,724)
Other expenses Hpx (22,081) (18,601)
Finance costs B RS R AN 8 (8,644) (5,924)
Change in fair value of structured borrowing 4B EE RN F(E 2 & 22 (12,366) -
Changes in fair value of derivative PTHESBMTA
financial instruments NEEZEE) (5,105) 474
Profit before taxation Bza:0p b 70,014 70,809
Taxation IR 9 (1,716) (1,096)
Profit for the year FEFHE 10 68,298 69,713
Dividends % B 12 21,917 21,115
Earnings per share FRRE A 13
— basic (HK cents) —EAR B 17.84 18.95
— diluted (HK cents) — 85 (OBIL) 17.43 18.69

oP FunGc GrRour HoLDINGS LimITED
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CONSOLIDATED BALANCE SHEET

A
niﬁ M =

SERER

AT 31ST DECEMBER, 2006

R-EERF+-A=+—H
2006 2005
NOTES HK$'000 HK$'000
MI5E FH&xT FAT
Non-current assets FRBEE
Property, plant and equipment ME - R MR E 14 348,596 290,925
Prepaid lease payments on land use rights T {FFREBEMNAERE 15 20,537 18,652
Prepayments under processing arrangement  iREN T ZH 28R FIE 16 2,118 2,179
Deposits paid for the acquisition of property, EEEW% - KiE &
plant and equipment BRABFETE 32,805 10,088
404,056 321,844
Current assets RBEE
Inventories PR 17 79,450 74,737
Trade and other receivables B 5 K H i fE W kT 18 119,035 102,986
Deposits and prepayments e RIEAR 8,333 6,767
Prepaid lease payments on land use rights TH R ETENEE 15 439 432
Prepayments under processing arrangement 1R TZH 2 FERNZIE 16 61 61
Taxation recoverable AR [E IR 42 -
Derivative financial instruments PTESBMTA 19 9 862
Bank balances and cash RITHEB IR 18 231,605 156,037
438,974 341,882
Current liabilities REEE
Trade and other payables B 5 R EAENFRIE 20 84,824 81,696
Taxation payable JERTA 18,475 20,767
Derivative financial instruments PTEemMTA 19 4,640 388
Bank borrowings RITEE 21 65,611 103,515
Structured borrowing EEBEE 22 7,765 -
181,315 206,366
Net current assets RBEERE 257,659 135,516
Total assets less current liabilities BEERRBERE 661,715 457,360
EEEEEZERERA

—EERE §




CONSOLIDATED BALANCE SHEET
meEERER

AT 31ST DECEMBER, 2006
REZBZRET-A=1—H

2005
NOTE HK$'000
MI5E FAT

Capital and reserves BARFEE
Share capital & A 23 36,792
Share premium and reserves B 5 B K fE 301,533
338,325

Non-current liabilities kRBEE
Bank borrowings RITIEE 21 118,369
Structured borrowing HEREE 22 -
Deferred taxation EIERIE 25 666
119,035
457,360

The consolidated financial statements on pages 54 to 110 were RESAENI0B ZIFEMBHRERER ZTE L
approved and authorised for issue by the Board of Directors on 18th FUATN\BEEFSIERBREE @ H

April, 2007 and are signed on its behalf by: THEEREREE
DIRECTOR #% DIRECTOR %

HUI SUM KWOK &F 7R El HUI SUM PING 557 F




CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

~ == N 7
AN

FOR THE YEAR ENDED 31ST DECEMBER, 2006

E-BE

4T —==

NETZAZ+T-BHLEEE

Share
Share Share  Special Translation options  Retained
capital  premium reserve reserve reserve profits Total
BE ROBE RARE ERRE BRERE KRGS @t
HK$'000 HK$000 HK$000 HK$000 HKP000 HK$000 HK$000
TEr  FEr  FTETL  FAxr  FEr TET  TEx
At Lst January, 2005 RZTTHF
—A—H 36,783 171,346  (107,444) - 221 185116 286,022
Exchange differences arising on RERERER
translation of foreign operations BEGINER
recognised directly in equity ZERET - - - 1,673 - - 1673
Profit for the year FEFE - - - - - 69713 69713
Total recognised income for the year ~ EEHAUA 248 - - - 1,673 - 69713 71386
Recognition of equity-settled HRAREES 2
share-based payments PRI 2 S - - - - 1,923 - 1,923
Exercise of share options TR 9 100 - - - - 109
Final dividend paid in respect BE-ZTTNF
of 2004 RERE - - - - - (15523) (15523)
Interim dividend paid in respect ER-ZZTRF
of 2005 FERRE - - - - - (5,592) (5,592)
At 31st December, 2005 R-TZRF
+-A=+-*H 36,792 171,446  (107,444) 1,673 2,144 233714 338325
Exchange differences arising on RERERER
translation of foreign operations BEGINER
recognised directly in equity ZERES - - - 2,524 - - 2,524
Profit for the year FEFHE - - - - - 68298 68298

o)
e
i
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

*‘"‘) (%E%EJJ%FZ

nVT\

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

Share
Share Share  Special Translation options  Retained
capital  premium reserve reserve reserve profits Total
BE ROBE RARE EXRE BRERE KRGS @t
HK$'000 HK$'000 HK$000 HK$000 HK$000 HK$000 HK$000
TErL TEx  FEx TEx  TEx  TErT  TEx
Total recognised income for the year ~ FEREAURA L% - - - 2,524 - 68298 70822
Recognition of equity-settled RUAREEE 2
share-based payments BARR A S5 2 i - - - - 411 - 411
Exercise of share options TrfeiaRE 1598 17114 - - - - 18712
Proceeds on placing of new shares REMRHETEFE 4,000 76,000 - - - - 80,000
Share issue expenses on placing of REHRG 2 ik
new shares DETZH - (2257) - - - - (2257)
Final dividend paid in respect ER=ZZTRE
of 2005 RERE - - - - - (15857) (15857)
Interim dividend paid in respect BERZZTRF
of 2006 RERE - - - - - (6,060) (6,060)
At 31st December, 2006 RZZERF
+-A=+-*H 42,390 262,303  (107,444) 4197 2,065 280,095 484,096
Note: Bi%E

FRIEHBIERATRHBAR ZRER AR A MR
mMERARRABGERAMBRAREREEELT
BAGERA—TT=FEESAMKEZREARZ
RAEEZZH °

Special reserve represents the difference between the costs of investments in
subsidiaries of the Company and the aggregate amount of the non-voting deferred
share capital of Fung Kong Hop Fung Paper Ware Factory Limited and Gong Ming Hop
Fung Paper Ware Factory Limited and the nominal value of the share capital of the

subsidiaries acquired as a result of the group reorganisation in 2003.

rRouP HoLDINGS LIMITED
orT 2006



CONSOLIDATED CASH FLOW STATEMENT
n‘/_\é}ﬁﬁ;ﬁ%%‘%

FOR THE YEAR ENDED 31ST DECEMBER, 2006
ECREARETZA=T-HILEEE

2005
HK$'000
FHIT
Operating activities REER
Profit before taxation T AT A 70,809
Adjustments for: KAER AT %
Finance costs TSR AR 5,924
Allowance for doubtful debts RERBE 845
Depreciation s 22,699
Release of prepaid lease payments on (ol £ Hb e A RETA LS
land use rights MEzE 200
Interest income FLEMA (1,618)
Loss (gain) on disposal of property, plant HEME - BE&
and equipment S EE () (155)
Share-based payment expense LA S5 7 2 1,923
Changes in fair value of derivative TESRIAQNTE
financial instruments 2 E2E) (474)
Change in fair value of HEIBEEQATE
structured borrowing 2 EE -
Operating cash flows before movements MEESE A
in working capital LERENE 100,153
Increase in inventories FEIEM (15,704)
Increase in trade and other receivables B 5 K E A FEWGGRIEIE hn (15,296)
(Increase) decrease in deposits e MIERR
and prepayments (3Ehn) m 997
Increase (decrease) in trade B 5 R EH M EARIE
and other payables #hnCad) (6,711)
Cash generated from operations BEEERE 63,439
Income tax paid BT FTSHEL (649)
Income tax refunded BIREMER -
Net cash from operating activities RETHELECESTFE 62,790




CONSOLIDATED CASH FLOW STATEMENT

AERETMER

FOR THE YEAR ENDED 31ST DECEMBER, 2006

BECEERFT-A=T-HLEFE

2006 2005
HK$’000 HK$'000
FET FAT
Investing activities REEE
Purchases of property, plant and equipment  WEEWIE - HE R B (76,863) (141,259)
Increase in deposits paid for the acquisition of FEE W - HE &K
property, plant and equipment FrsFRT & 3800 (32,805) (10,088)
Increase in prepaid lease payments on THIFE TR E
land use rights FRIAIE N (2,285) (1,699)
Proceeds from sale of equity-linked deposits ~ H & % ZRB &7 3 FS 2008 - 2,002
Interest received BT B 2,643 1,618
Proceeds on disposal of property, plant HEWE - BEMRE
and equipment Fri8 508 638 1,353
Decrease in prepayments under processing BB INT &8k T8I 5518
arrangement L 61 61
Net cash used in investing activities RETEHEAZRS TR (108,611) (148,012)
Financing activities RMEES
New bank loans raised FZIRITE R 70,000 130,000
Structured borrowing raised L EEEE 38,825 -
(Decrease) increase in trust receipt loans ZFEUIEE R G ) BN (43,759) 31,118
Net proceeds on issue of new shares BITHIR D P S RUEF 58 96,455 109
Repayment of bank loans ERIRITER (48,987) (25,065)
Dividends paid BRI E (21,917) (21,115)
Interest paid BRFE (11,155) (8,579)
Net cash from financing activities BETBELECESEE 79,462 106,468
Net increase in cash and cash equivalents RERBSEELMFE 73,044 21,246
Cash and cash equivalents at beginning FUEEeRREEE
of the year 156,037 133,118
Effect of foreign exchange rate changes EREE s 2,524 1,673
Cash and cash equivalents at end of the year FXREERBELZE 231,605 156,037
Analysis of the balances of cash and RERBEEEERIN
cash equivalents
Bank balances and cash RITHEBRIRS 231,605 156,037

Hop Func Groupr HoLbiNGs LimITED
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1.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

GENERAL

The Company is an exempted company with limited liability
incorporated in the Cayman Islands under the Companies Law,
Cap. 22 (Law 3 of 1961, as consolidated and revised) of the
Cayman lIslands and its shares are listed on The Stock Exchange of
Hong Kong Limited (the "Stock Exchange"). Its parent is Hop Fung
Industries Limited, a company incorporated in the British Virgin
Islands and its ultimate holding company is Hop Fung Industries
(Holdings) Limited, a company also incorporated in the British
Virgin Islands. The addresses of the registered office and principal
place of business of the Company are disclosed under Corporate

Information section of the annual report.

The consolidated financial statements are presented in Hong Kong

dollars, which is the functional currency of the Company.

The Company acts as an investment holding company. The
principal activities of its principal subsidiaries are set out in note
32.

APPLICATION OF NEW AND REVISED 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 (the "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 had no
material effect on how the results and financial position for the
current or prior accounting periods have been prepared and
presented. Accordingly, no prior period adjustment has been

required.
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NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

2. APPLICATION OF NEW AND REVISED HONG KONG 2. FEAI KRBT 2EBHBEH

FINANCIAL REPORTING STANDARDS (Continued) HERZER (&)

The Group has not early applied the following new standards, AEBWREFEEASD AMERKRER
amendment or interpretations that have been issued but are not Z A AER] - ASET SRR - BRE AR
yet effective. The directors of the Company anticipate that the HMELERZESHIN - NARIEFTAEE
application of these standards, amendment or interpretations A% LR - B RRBE S Y[
will have no material impact on how the results and the financial wmERZHNAEE 2 EE R E
position of the Group are prepared and presented except for EERTE BHECHRZEEEEVB
HKFRS 8. They have commenced considering the potential impact MEERESFR 2 BETE - BHKEE
of HKFRS 8 but are not yet in a position to determine whether TE BB B 4RI 5% =4 H Il 4R
HKFRS 8 would have a significant impact on how its results and PR EINEZERMERAEEERY
operations and financial position are prepared and presented. 2.

HKAS 1 (Amendment) Capital disclosures *

ARG EAE 19 (1BFTA) BAHE

HKFRS 7 Financial instruments: Disclosures *

BRI ELERIE TR SRITA : FEER'

HKFRS 8 Operating segments 2

BB IEEREYERE 85 D ER®

HK(IFRIC)-INT 7 Applying the restatement approach under HKAS 29 Financial Reporting in

Hyperinflationary Economies *

B8 (ARFBRERARBEES) REBESTENE0FRBIEBEWRCED 2 HBREEYHE’

—REETR
HK(IFRIC)-INT 8 Scope of HKFRS 2 *
5% (ARMBRESENREEZES) BEVBREEAFE 2R 2 &GE"
—R2EFE8
HK(IFRIC)-INT 9 Reassessment of embedded derivatives °
&6 (ERTHREEAREZES) WERETETIAEZEHTE®
—REEIR
HK(IFRIC)-INT 10 Interim financial reporting and impairment °
B (BRTSREEAREZES) FHMBERERAES
—ZEE 105
HK(FRIC)-INT 11 HKFRS 2-Group and treasury share transactions ’
8 (ERUBREERREEZES) BFHUBRSERE25R.
—ZEE1LR ~EERETFRHRS’
HK(FRIC)-INT 12 Service concession arrangements ®
B (BRMHHREEAREZEE) RECERETHS
—REE125%

FunG GrRourP HoLDINGS LimMITED
AL REPORT 2006




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e IR R AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006

APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (Continued)

Effective for annual periods beginning on or after 1st January, 2007
Effective for annual periods beginning on or after 1st January, 2009
Effective for annual periods beginning on or after 1st March, 2006
Effective for annual periods beginning on or after 1st May, 2006
Effective for annual periods beginning on or after 1st June, 2006
Effective for annual periods beginning on or after 1st November, 2006
Effective for annual periods beginning on or after 1st March, 2007
Effective for annual periods beginning on or after 1st January, 2008

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared under
the historical cost basis except for certain financial instruments,
which are measured at fair values, and in accordance with
HKFRSs.

The consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited and by
the Hong Kong Companies Ordinance. The principal accounting

policies adopted are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities (including special purpose
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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

nv—_]_\

B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

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

discounts.

Sales of goods are recognised when the goods are delivered and

title has passed.
Service income is recognised when services are rendered.

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
estimated future cash receipts through the expected life of the

financial asset to that asset's net carrying amount.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated
depreciation and amortisation and accumulated impairment losses,

if any.

Depreciation and amortisation are provided to write off the cost of items
of property, plant and equipment, other than construction in progress,

over their estimated useful lives, using the straight line method.

No depreciation is provided on construction in progress until
such time when construction work is completed and the costs of
construction are transferred to the appropriate category of property,

plant and equipment.

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 consolidated income statement in the year in which

the item is derecognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment

At each balance sheet date, the Group reviews the carrying
amounts of its tangible 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. Impairment loss is recognised as an expense

immediately.

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, 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.

Inventories

Inventories are stated at the lower of cost and net realisable value

and are calculated using the first-in, first-out method.

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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial assets

The Group's financial assets comprise financial assets at fair value

through profit or loss and loans and receivables.
Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss comprise
derivative financial instruments that are not designated as effective

hedging instruments and are classified as held for trading.

At each balance sheet date subsequent to initial recognition,
financial assets at fair value through profit or loss are measured at
fair value, with changes in fair value recognised in profit or loss in

the period in which they arise.
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 trade and other receivables and bank
balances) 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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

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.

Equity instruments

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities. Equity instruments issued by the Company are recorded

at the proceeds received, net of direct issue costs.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss has two
subcategories, including financial liabilities held for trading and
those designated at fair value through profit or loss on initial

recognition.

A financial liability other than a financial liability held for trading
may be designated as at fair value through profit or loss upon initial
recognition if it forms part of a contract containing one or more
embedded derivatives, and HKAS 39 permits the entire combined
contract (asset or liability) to be designated as at fair value through
profit or loss. Accordingly, the Group has designated its structured

borrowing as a financial liability at fair value through profit or loss.

At each balance sheet date subsequent to initial recognition,
financial liabilities at fair value through profit or loss are measured
at fair value, with changes in fair value recognised directly in profit

or loss in the period in which they arise.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial liahilities and equity (Continued)
Other financial liabilities

The Group's other financial liabilities (including trade and other
payables and bank borrowings) are subsequently measured at
amortised cost, using the effective interest method after initial

recognition.
Derivative financial instruments

Derivatives are initially recognised at fair value at the date
a derivative contract is entered into and are subsequently
remeasured to their fair value at each balance sheet date. The
resulting gain or loss is recognised in profit or loss immediately.
Derivative financial instruments that are not designated as effective

hedging instruments are classified as held for trading.
Derecognition

Financial assets are derecognised when the rights to receive cash
flows from the assets expire or, the financial assets are transferred
and the Group has transferred substantially all the risks and
rewards of ownership of the financial assets. On derecognition of a
financial asset, the difference between the asset's carrying amount
and the sum of the consideration received and the cumulative gain
or loss that had been recognised directly in equity is recognised in

profit or loss.

Financial liabilities are derecognised when the obligation specified
in the relevant contract is discharged, cancelled or expires. The
difference between the carrying amount of the financial liability
derecognised and the consideration paid or payable is recognised

in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Share-based payment transactions

Share options granted to employees of the Company

The fair value of services received determined by reference to the
fair value of share options granted at the grant date is expensed on
a straight-line basis over the vesting period, with a corresponding

increase in equity (share options reserve).

At each balance sheet date, the Group revises its estimates of the
number of options that are expected to ultimately vest. The impact
of the revision of the estimates, if any, is recognised in profit or

loss, with a corresponding adjustment to share options reserve.

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

reserve.

Leases

Leases are classified as finance leases whenever the terms of the
leases transfer substantially all the risks and rewards of ownership
of the assets concerned to the Group. All other leases are classified

as operating leases.
The Group as lessee

The rentals payable under operating leases are charged to the
consolidated income statement on a straight line basis over the
lease terms. 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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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases (Continued)

Leasehold land and building

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.

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 and
expense that are taxable or deductible in other years, and it further
excludes consolidated income statement items that are never
taxable and 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
amounts 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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-—ZEARFT-A=T-HLEFE

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

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 profits will be available to allow all

or part of the asset to be recovered.

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

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional currency
of that entity (foreign currencies) are recorded in its respective
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of exchanges
prevailing on the dates of the transactions. At each balance sheet
date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing on the balance sheet date. Non-
monetary items 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.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Foreign currencies (Continued)

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 translation reserve). Such
exchange differences are recognised in profit or loss in the period

in which the foreign operation is disposed of.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction
or production of qualifying assets, are capitalised as part of the
cost of those assets. Capitalisation of such borrowing costs ceases
when the assets are substantially ready for their intended use or
sale. Investment income earned on the temporary investment of
specific borrowings pending their expenditure on qualifying assets

is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the

period in which they are incurred.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are
charged as an expense when employees have rendered service

entitling them to the contributions.
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4.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e IR R AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006

KEY SOURCES OF ESTIMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources
of estimation uncertainty at the balance sheet date, that have a
significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are

set out in note 29.

FINANCIAL INSTRUMENTS

5A. Financial risk management objectives and
policies

The Group's major financial instruments include trade
and other receivables, bank balances and cash, trade
and other payables 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.
Cash flow interest rate risk

The Group's cash flow interest rate risk relates primarily to
variable-rate bank borrowings (see note 21 for details of these
borrowings). The management monitors the interest rate
exposure and manages it by entering into certain interest rate

swaps contracts (details disclosed in note 19).

In respect of the structured borrowing, the repayment
amounts are based on the spread rates between 10 years
US$-International Swaps and Derivatives Association
("ISDA")-Swap Rate and 2 years US$-ISDA-Swap Rate, the
entire borrowing is designated as fair value through profit
or loss as disclosed in note 22. The management closely
monitors the potential interest risk related to the structured
borrowing on a continuing basis. Based on the historical data
of the spread rates, the level of interest rate exposure so far is

acceptable to the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERETA=1+—HLEE
5. FINANCIAL INSTRUMENTS (Continued) 5. E@MIT A (Z

5A. Financial risk management objectives and 5A. BRBEEERER KT

policies (Continued)

Foreign currency risk

Certain trade payables of the Group are denominated in
foreign currencies (details disclosed in note 20). The Group
currently does not have a formal currency hedging policy.
However, the management monitors foreign exchange
exposure and manages it by entering into certain forward

foreign exchange contracts.
Credit risk

As at 31st December, 2006, the Group's maximum exposure
to credit risk which will cause a financial loss to the Group
due to failure to discharge an obligation by the counterparties
is arising from the carrying amount of the respective
recognised financial assets as stated in the consolidated

balance sheet.

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.

The credit risk on liquid funds is limited because the
counterparties are banks with high credit ratings assigned by

international credit-rating agencies.

The Group has no significant concentration of credit risk,
with exposure spread over a number of counterparties and

customers.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BEZEEAF+TA=T—HLEFE
5. FINANCIAL INSTRUMENTS (Continued) 5. EMI A=

5A. Financial risk management objectives and 5A. BRBEEEEER KT

5B.

policies (Continued) (&
Liquidity risk FEELERE

In the management of the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group's
operations and mitigate the effects of fluctuations in cash
flows. The management monitors the utilisation of bank

borrowings and ensures compliance with loan covenants.

Fair value

The fair value of financial assets and financial liabilities are

determined as follows:

e  the fair value of financial assets and financial liabilities
(excluding derivative instruments) are determined in
accordance with generally accepted pricing models
based on discounted cash flow analysis or using prices

from observable current market transactions; and

o the fair value of derivative instruments, are calculated
using quoted prices. Where such prices are not
available, the fair value of a non-option derivative is
estimated using discounted cash flow analysis and the
applicable yield curve.

The directors consider that the carrying amounts of financial
assets and financial liabilities recorded at amortised cost in
the consolidated financial statements approximate their fair
values.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

6. TURNOVER AND SEGMENT INFORMATION

Turnover

Turnover represents the net amount received and receivable for

goods sold during the year.

Segment information

All of the Group's turnover and contribution to profit are attributable
to the manufacturing and sales of paper ware products and over
90% of the Group's turnover and contribution to operating profit is
attributable to customers who have their manufacturing base in the
People's Republic of China (the "PRC"). Accordingly, no analysis of

segment is presented.

As at 31st December, 2005 and 31st December, 2006, all the
Group's assets and liabilities are located in the PRC, including

Hong Kong and Macau.

EXRBERTBER
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7. OTHER INCOME Habg A

2006 2005
HK$'000 HK$'000
FExT FAT
Claims received from suppliers Bt ERmREMS 555 477
Exchange gain, net B FE 1,511 1,807

Gain on disposal of property, HEME - WEMEERE
plant and equipment - 155
Interest income FEUA 2,643 1,618
Scrap sales BERIHE 4,287 4,337
Service income from customers E)EEALE TN 2,303 2,232
Sundry income AN PN 7,270 5,102
18,569 15,728

FunG GrRourP HoLDINGS LimMITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R TR EE

FOR THE YEAR ENDED 31ST DECEMBER, 2006
ECEERF+SA=T-HIERFE

FINANCE COSTS 8. B A
2006 2005
HK$'000 HK$'000
FExT FAT
Interest on bank borrowings wholly HRAFNBERZ
repayable within five years RITEREZFE 10,730 8,121
Interest on discounted bills ARIRRIEF B 425 458
Total borrowing costs BB A 4R EE 11,155 8,579
Less: amount capitalised to property, B BRE - BEK
plant and equipment RGPl ViN L (2,511) (2,655)
8,644 5,924
Borrowing costs capitalised during the year ended 31st December, REZEZZEERFTA=+T—HILHF
2006 arising on the general borrowing pool of the Group were EARAEE—REESERTEAZE
calculated by applying a capitalisation rate of approximately 4.7% ERASERPMERTIZRE b &
(2005: 2.3%) to expenditure on the qualifying assets. BAT% (ZEZTRHF : 23%) i EMIE
oo
TAXATION 9. Hi\E
2006 2005
HK$'000 HK$'000
FExT FAT
The charge comprises: MIBRLE
Current taxation BNEATR IR
— Hong Kong Profits Tax —EBBNEDH 1,646 8,921
— Other region in the PRC — B E AR 70 -
1,716 8,921
Deferred taxation (note 25) IEIERETE (MI3E25) - (7,825)
1,716 1,096
Hong Kong Profits Tax is calculated at 17.5% (2005: 17.5%) on BB S AF RIEFTERB R FIZ
the estimated assessable profit for the year. 175%(ZFEZRF 1 175%)HEAE -

FEEEERABIR
—RERF



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e B HmR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERETA=1+—HLEE

9. TAXATION (Continued)

A portion of the Group's profits are earned by the Macau
subsidiaries of the Group incorporated under the Macau SAR's
Offshore Law. Pursuant to the Macau SAR's Offshore Law, such
portion of profits are exempted from Macau complimentary tax,
which is currently at 12% of the profits. Further, in the opinion of
the directors, that portion of the Group's profit is not at present
subject to taxation in any other jurisdiction in which the Group

operates.

Pursuant to the relevant laws and regulations in the PRC, the major
operating PRC subsidiaries of the Group are exempted from PRC
income tax for two years starting from the first profit-making year,
followed by a 50% reduction in the income tax rate in the following

three years.

The tax charge for the year can be reconciled to the profit before

taxation per the consolidated income statement as follows:

B (AF

REBE D FE TR A B RERPIE
AT IR & Bl AR R AL 2 R PP 8
RNEFTERER o ARIBORPIHF BITTIR & B =
AR RS MEHEGMRPIEER
(BATRAEZ 12% 80 o bsh - B
R BRASEZE D FERHAR
REBK LT T EMRDEERA
BAATHIA -

RIEPEB A REAR - AEEBET
ZEEFREAMBAR BB REFFER
SAMFEREMTRBAMEE - HE=
FHER % 50% FTiSHL ©

FABIE X E RS Wk R AR BB
BRI

2006 2005
HK$'000 HK$'000
T FAT
Profit before taxation AT FHE 70,014 70,809
Tax at Hong Kong Profits BEBNGBHE175% 8
Tax rate of 17.5% 2 TRIE 12,252 12,392
Tax effect of income not taxable BERBMA 2 HIE &

for tax purpose
Tax effect of expenses not deductible AR 2 B iS5 2

(13,751) (12,131)

for tax purpose 1,258 457
Tax effect of tax losses not recognised ~ ARIERFHIEEIE 2 ST E 890 63
Utilisation of tax loss previously B SCRIARIER 2 FiIBE B

not recognised (63) (50)
Tax effect of deferred tax assets SRR MERIEE T TH

previously not recognised BEZHETE (75) (419)
Effect of tax exemption/different tax rate 71 B Hf/E A B EZA R FHIE/

of PRC subsidiaries HENR 2 (88) (91)
Others Hith 1,293 875
Tax charge for the year FEMERY 1,716 1,096

Details of the deferred taxation are set out in note 25.
Contingent liabilities relating to taxation of the Group are set out in

note 29.

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ra M ERR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE_ZERFT-A=1t—HLFE

10. PROFIT FOR THE YEAR 10. FEFE
2005
HK$'000
T
Profit for the year has been arrived FEFBE O
at after charging: THI&IE
Allowance for doubtful debts RERHHE 845
Auditors’ remuneration ZE NS 830
Cost of inventories recognised RERX ZFEERA
as expenses 634,422
Depreciation e 22,699
Release of prepaid lease payments 1B+ (s FRRETELS
on land use rights HEFIE 200
Loss on disposal of property, HEME - BEK
plant and equipment B 5] -
Operating lease rental for warehouse EERRAELE
and office premises HEHRS 464
Staff costs BIKA
Directors' emoluments (note 11) E=5Me (M1 9,871
Other staff Ht 8T
— salaries and other allowances —¥e REMER 11,458
— retirement benefit scheme —RIKIEFIFH B
contribution 307
— share-based payments — ARz 423

22,059




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
ra I ERR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
HE_ZZAFT-A=1t—HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST NEEMEREBRESTME
PAID EMPLOYEES =]
Directors EE
Other emoluments
HithEi €
Retirement
Salaries benefit Share-
and other scheme hased
henefits contribution ~ payments

Fees HFeR Bonus RIKEF AR 12 Total
wE HtwEw A SRR Iz WeRHE

2006 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TEERE FTEx FEx FEx FHERT FHET FHET
Mr. Hui Sum Kwok HREILE
Mr. Hui Sum Ping HAREEE
Mr. Hui Sum Tai ARERE
Mr. Wong Wing Por FERREE
Ms. Hui Yuen Li FrFI -
Mr. Liu Kwok Fai, Alvan BEERE

Mr. Chee Man Sang, Eric MmRELE
Mr. Wong Chu Leung BRITE




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-ZERFT-A=T—HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST NEEMEREEESHME
PAID EMPLOYEES (Continued) 8 (&)
Directors (Continued) EE(E)

Other emoluments

Hih e
Retirement
Salaries benefit Share-
and other scheme based
benefits contribution  payments
Fees ek Bonus  iRIKIEAH) LAR A7 Total
e HibEw TEAL FTEIHAR Iz BessE
2005 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ZEERF FHTT FHT FHTT FHT FHT FHT
Mr. Hui Sum Kwok HARBITAE - 702 1,250 12 275 2,239
Mr. Hui Sum Ping HFHRELE - 702 1,250 12 345 2,309
Mr. Hui Sum Tai HRELE - 515 1,250 12 313 2,090
Mr. Wong Wing Por TERBTE - 574 1,250 12 326 2,162
Ms. Hui Yuen Li It - 467 105 12 225 809
Mr. Liu Kwok Fai, Alvan BREERE 98 - - - 8 106
Mr. Chee Man Sang, Eric R4 %RE 98 - - - 8 106
Mr. Wong Chu Leung BHRITE 50 - - - - 50
246 2,960 5,105 60 1,500 9,871
Bonuses to directors are determined as a percentage of the EEZHANBREHE ST F+=
profit before taxation of the Group for the two years ended 31st A=+ BUIMEEAREEHAFEE
December, 2006. L e
During the year, no emoluments were paid by the Group to these RER - AEBEB A MEA#E Tt
directors as an inducement to join or upon joining the Group or SESEABEBEMASEAINARE
as compensation for loss of office and no director had waived any B ZEoBRmES  TERESN
emoluments. ZE TS -
SUEmMBRE

S1ih




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST N.EEHEREEESTME
PAID EMPLOYEES (Continued) B (#&
Employees ES
Of the five highest paid individuals of the Group, four (2005: AfisEHFWATHOVARRGES
four) were directors of the Company whose emoluments are set (ZZZRF  WfL) FEESHHE
out above. The emoluments of the remaining one (2005: one) REXEI T U (ZFZTRF
individual were as follows: —f) AL 2T
2006 2005
HK$'000 HK$'000
FE T FHET
Salaries and other benefits e REMEF] 807 765
Retirement benefit scheme contribution Rk i@FIEHEI (3R 12 12
Share-based payments AR 9 ST+ 2 S = 111
819 888
12. DIVIDENDS 12. RE
2006 2005
HK$'000 HK$'000
FE T FAET
Final dividend paid in respect of BR-ZEZRFRARKE
2005 of 4.17 HK cents BRA17BW(ZZEZTNF -
(2004: 4.22 HK cents) per share Bz 4.22738400) 15,857 15,523
Interim dividend paid in respect of BIR-ZETRFHHKE
2006 of 1.58 HK cents BR158BIW(ZZEZTRF
(2005: 1.52 HK cents) per share Bz 1.5278400) 6,060 5,592
21,917 21,115
The final dividend in respect of 2006 of 4.64 HK cents (2005: EFRRRN_ZZERERERE
4.17 HK cents) per share amounting to HK$19,669,000 (2005: ae4aBIWN(=ZZTERF 41758
HK$15,857,000) has been proposed by the directors and is i) » A&19,669,0008 L ( —EZEHF :
subject to approval by the shareholders in the forthcoming annual 15,857,000 7T) + B FRRAEER
general meeting. HRFRSHAE  FEEE -

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-ZERFT-A=T—HLEFE

13. EARNINGS PER SHARE 13.BRER
The calculation of the basic and diluted earnings per share is BREARREE RN TRATEERAHE

based on the following data:

2006 2005
HK$'000 HK$'000
FET FHIT
Earnings &ZF|
Earnings for the purposes of basic FTEEREARREERT
and diluted earnings per share 2 BT — FEFE
— Profit for the year 68,298 69,713
2006 2005
Number of shares RBEE
Weighted average number of shares FTEEREARERZ
for the purpose of basic it BB Elie
earnings per share 382,774,110 367,886,794
Effect of dilutive potential shares EiREE@ETEE
in respect of share options fnz 2 9,161,166 5,202,216
Weighted average number of shares STHESREERN
for the purpose of diluted DN AR 2
earnings per share 391,935,276 373,089,010

AUEERERED
S1ih



NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
e B AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

14. PROPERTY, PLANT AND EQUIPMENT 14. Y13 - MERRE

Furniture, Plant,

fixtures ~ machinery

Leasehold and office and

Factory landand  Leasehold  equipment  equipment

Construction premises buildings ~ improvements &4 » £8 BE: Motor

inprogress  inthePRC  BETH BE  RMOE BER vehicles Total
fEIR  HEHE kET  NERE B R RE )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
Thn Fin Thr Fin i Fin i Fin

CosT HA
At 1st January, 2005 “5%1F

-A-A 28523 41,401 1,888 9,144 5305 124918 5318 217497
Additions ER 4542 - - 6,524 1,645 110,174 2,757 166,342
Disposals HE - - - 3) 8) (1,179) (716) (1,906)
Transfer 25 (8945) - - 8,945 - - - -

At 315t December, 2005 “3%1f

+-A=t-H 64820 41401 1888 24610 7442 233913 7859 381,933
Additions R 25,742 33761 2,403 3255 842 19939 3520 89,462
Disposals e - - - - ) (629) (2437) (3073)
Transfer b (64,820) 64820 - - - - - -

At 31st December, 2006 S e
+ZA=1t-H 25,742 139,982 4291 27,865 8277 253223 8942 468,322

up HoLbINGs LIMITED
2006




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R PR AR ML

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE—ZEARFT-A=T—HLEFE

14. PROPERTY, PLANT AND EQUIPMENT (Continued) 14. Y% - BENRRE (&)

Furniture, Plant,

fitures ~ machinery

Leasehold and office and

Factory landand  Leasehold  equipment  equipment

Construction premises buildings ~ improvements &4 » £8 BE: Motor

inprogress  inthePRC  EELH BE  RMOE HER vehicles Total
fEIR  HEHE ke ERE B R AE )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
Thn Fin Thr Fin i Fin T Fin

DEPRECIATION AND TERES
AMORTISATION
At 1st January, 2005 “2%1F
-A-H - 10,506 121 3,303 1,560 49406 4121 69,017
Provided for the year FRREE - 1,680 76 4280 651 15,105 907 22,69
Eliminated on disposals HERTE - - - - 2) 83) (623) (708)

At 315t December, 2005 “ZTRF

+ZA=t-H - 12186 197 7,583 2,209 64428 4405 91,008
Provided for the year FERE - 4710 115 5,084 768 19216 1,145 31,098
Eliminated on disposals N ERTH - - - - (1) (90) (2289) (2380)

At 31st December, 2006 = v

+-A=t-H - 16,956 312 12,667 2976 83,004 3,261 119,726
CARRYING VALUE FHEE
At 315t Decernber, 2006 “EERE

+-A=1t-8 25,742 123,026 3979 15,198 5301 169,669 5,681 348 5%

At 31st December, 2005 “ZTRF
+ZA=t-H 64,820 29215 1,691 17027 5233 169,485 3454 290925

suEERR
—ERE 7



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

14. PROPERTY, PLANT AND EQUIPMENT (Continued)

The above items of property, plant and equipment are depreciated

on a straight line method at the following rates per annum:

Factory premises in the PRC 4%
Leasehold land and buildings 4%
Leasehold improvements 20%
Furniture, fixtures and office equipment 10%
Plant, machinery and equipment 3',%-33',%
Motor vehicles 20%

The leasehold land and buildings are situated in Hong Kong and

Macau and are held under medium term leases.

14. Y% - BERRE (&)

EdmE - BERREBABRELZAT

FERITE

FEIERE

HE L REF

THEWMERE 20%
B KERPAERE 10%
P - a8 KER 3',%-33",%
P 20%

HE M FARNEE FORPIAL IR

REITEARA -

15. PREPAID LEASE PAYMENTS ON LAND USE 15. T fE AREFASHERE
RIGHTS
2006 2005
HK$'000 HK$'000
FET FHET
The Group's prepaid lease payments ZNES B 4 b 5 R A
on land use rights comprise: FENHEEREAE
Land use rights in the PRC A7 R B 2 S {5
Medium-term leases FRHERFR 4 20,976 19,084
Analysed for reporting purpose as: TEFRMIEDHT
Non-current asset IEMENEE 20,537 18,652
Current asset MENEE 439 432
20,976 19,084
16. PREPAYMENTS UNDER PROCESSING 16. BREM I ZHE2FANRIE

ARRANGEMENT

The amount represents the prepaid amount under an operating

lease for land use rights.

Hop Func Groupr HoLbiNGs LimITED
ANNUAL ReporT 2006
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18.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

BE—ZEARFT-A=T—HLEFE

INVENTORIES 17. 78

2006 2005
HK$'000 HK$'000
THET FHET
Raw materials BERE 71,919 72,634
Work in progress EEE 497 734
Finished goods RURK 7,034 1,369
79,450 74,737

OTHER FINANCIAL ASSETS 18. Hitt i &EE

Trade and other receivables
The Group has a policy of allowing a credit period of 5-150 days
which may be extended to selected trade customers depending on

their trade volume and history of settlement with the Group.

An aged analysis of trade receivables is as follows:

EBESREMEKE
AEEZBRAEEHSTEF5-150H
ZIEEH - BAJUREBEERFPEASE
ErESENNRELERZEES -

B RUGRZ FREEAMTANT

2006 2005

HK$'000 HK$'000

FHExT FHET

Current BIHEA 104,034 93,252
Overdue 1 to 30 days wWHEI1E30H 14,843 9,221
118,877 102,473

Other receivables Hth e F0E 158 513
119,035 102,986

Included in the carrying amount of the Group’s trade receivables
are HK$38,377,000 (2005: HK$28,080,000) and HK$13,542,000
(2005: HK$17,195,000) denominated in Renminbi and US dollars.

REBUARBRETIEZE S ER
B2 BRME{EA38,377,0008 L (ZEF
F4F: 28,080,000/ 7T ) K 13,542,0007%
TT(ZZEZTRF: 17,195,000/87T) °

EEEREEZRARA
—



NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

18. OTHER FINANCIAL ASSETS (Continued) 18. EMIBEE (&)

Bank balances and cash RITHEGREE

Bank balances and cash comprise cash held by the Group and RITEH IR SBEAERFEZH S
bank balances at prevailing market rate from 0.7% to 4.4% and FIRITTIE MR B0.7% E4.4% 2 R1TH
short-term bank deposits of fixed interest rates ranging from 1.8% e REHFEAE18%E43% 2G5
to 4.3% with an original maturity of three months or less. RITFEH - HRAEERAA=(EAN

To

Included in the carrying amount of the Group’s bank balances are AEBUARERETLINEZ BITHES
HK$71,888,000 (2005: HK$56,474,000) and HK$37,664,000 ZHRMEEA71,8880008 T(—EFH
(2005: HK$8,932,000) denominated in Renminbi and US dollars. F: 56,474,000)78 7T : K&37,664,000/%8

T(ZZTTRE: 8932,000/87T) °

19. DERIVATIVE FINANCIAL INSTRUMENTS 19. T&E€mMI A
2006 2005
Assets Liabilities Assets Liabilities
BE afE BE =N
HK$'000 HK$'000 HK$'000 HK$'000
FET FExT FET FAT
Forward foreign exchange contracts R HPINE S HY 9 (4,590) - (388)
Interest rate swaps | % 42 HA - (50) 862 -
9 (4,640) 862 (388)

FunG GrRourP HoLDINGS LimITED
UAL REPORT 2006
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
ECEERF+ZA=T-HIEFE

19. DERIVATIVE FINANCIAL INSTRUMENTS
(Continued)

Major terms of the derivative financial instruments are as follows:

(i) Forward foreign exchange contracts

Notional amount

19. TSR T A (&)

ITHEEMIAZ TEGFET

(i) ERINEEH

Outstanding contract
date/period *
HEREM A AR *

Contracted
exchange rates
EHER

ZEREH

Purchase US$300,000 or EHEYEBEER
US$600,000 /300,000 703k
per contract (note) 600,000 27t (P 5E)

Purchase US$200,000 or FHEHNEEER

US$400,000 /£200,000 T8k
per contract (note) 400,000 %7t (M%)
Purchase US$300,000 or BHEHBEER
US$600,000 /300,000 T8k
per contract (note) 600,000 7T (MI7F)
Purchase US$500,000 or BMAENBEBIK
US$1,000,000 /500,000 718k

per contract (note)

Purchase US$500,000 or
US$1,000,000
per contract (note)

1,000,000 =7t (BftsE)

BENREER
4$500,000 57T 3k
1,000,000 % 7t (Fff&E)

8.1.2007 - 7.7.2007

15.1.2007

24.1.2007 - 22.11.2007

26.2.2007 - 29.7.2008

31.1.2007 - 27.6.2008

HK$7.7300/US$1 /

HK$7.7395/US$1

HK$7.7300/US$1

HK$7.7250/US$1

HK$7.7250/US$1

HK$7.6990/US$1

* The contracts will be settled on the outstanding contract dates or ZEEABREHRE Y B WL
settled monthly during the outstanding contract period. ARG ALERNE AU -
Note: Bt EE

The amount of United States dollars to be purchased by the Group will be

determined based on the market exchange rate at each maturity date as

compared with the contracted exchange rates.

AEEREEZEZTERBRFREGA

TIHERES

EEEREZRAN
—FERF

WERZ RHBENE




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

19. DERIVATIVE FINANCIAL INSTRUMENTS 19. fTE ST A (E)
(Continued)
(ii) CMS range accrual premium forward contracts (i) CMS KHE Rt iaERA A4
Settlement amount (note)
XU E 5 (pa)
Notional amount Contract period * By Group By bank
£&HEH AR rEH $R1T
US$1,000,000 6.7.2006 - 6.7.2007 Notional amount Notional amount
1,000,000 7T x (1+ N1/M) x 8.1/market rate

ZESTEX (1+N1/M) HELFExSUTE

US$1,000,000 19.7.2006 - 19.7.2007 Notional amount Notional amount
1,000,000 7T x (1+ N2/M) x 8.1/market rate
ZFELEX (1+N2/M) ZELE x8.1/ME

Where: Hr:

N1 = number of business days in the period for which Nl = BZE<005%HBz2%R
Spread Rate <-0.05% A#

N2 = number of business days in the period for which N2 = BE<007%HMz4%H
Spread Rate <-0.07% =R

M = actual number of business days in the period M = HHCEBREXHBH

“Spread Rate” means 10 years US$-ISDA-Swap Rate minus [ B2 |48 105 T -ISDA- 12 #iFI =

2 years US$-ISDA-Swap Rate B2 T -ISDA- 1R HA T =

“10 years US$-ISDA-Swap Rate” means the rate for a reset [10F EJC-ISDA- IR HiF K | 5=

date will be the rate for U.S. Dollar swaps with a maturity AR A MR AEEMDA

of the designated maturity of 10 years, expressed as a BT TFREZE TR BFE - L

percentage which appears on the Reuters Screen ISDAFIX1 BOLET  WREREEEA LT

Page as of 11:00 a.m. New York time on each business day. IR E(HOER) ERETRE

ISDAFIX1 BEAR ©

FunG GrRourP HoLDINGS LimITED
AL REPORT 2006
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19. DERIVATIVE FINANCIAL INSTRUMENTS
(Continued)

(ii) CMS range accrual premium forward contracts
(Continued)

“2 years US$-ISDA-Swap Rate” means the rate for a reset
date will be the rate for U.S. Dollar swaps with a maturity of
the designated maturity of 2 years, expressed as a percentage
which appears on the Reuters Screen ISDAFIX1 Page as of
11:00 a.m. New York time on each business day.

* The contracts will be settled quarterly during the contract period.

Note:

The net amount receivable/payable in US$ will be determined by the
difference between the settlement amounts by the Group and the bank
with reference to the above formulas.

ECEERFt+ZAZ=T-HLEE

19. TSR T A (&)

(ii) CMS B5 Rt B EREREH

==
(4

[24F 57T -ISDA- 1= Hi & | 35 B FT
MEBAEZ N X BEE R AE
EMFR Mz XTI MAE - UF
DHERR XREEEER LT
NEGROER) ERELFE
ISDAFIX1 BFRR ©

e/ R 2 EUF 2R B AR
REE RTINS 2 ZHETE ©

(iii) Interest rate swaps contracts (iii) FIFRHERE 7
Notional amount Maturity date Swaps
kA E#A =5
HK$50,000,000 17.5.2010 From HIBOR floating rate to HIBOR

50,000,0008 7T floating rate with maximum interest rate of 4.95%

HEBRTRAERSFEERBRT
RIEFEZEE  &=2MER4.95%

HK$50,000,000
50,000,000 %7

25.5.2010 From HIBOR floating rate to HIBOR

floating rate with maximum interest rate of 5.00%
HRAEBRITRERSFEERBIRT
FEEFEFE  Z=aFER5.00%

The above derivatives are measured at fair values at each FATTETERSHEERIEAFES
o BERNFENIZRASETIANEERHR

RITATMZ TEETE °

balance sheet date. Their fair values are determined based
on the market prices for equivalent instruments provided by

the banks at the balance sheet date.

FEEREEZRAR
—FERF
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20. TRADE AND OTHER PAYABLES 20. ES R EMESRE
An aged analysis of the trade payables is as follows: BN FIBZRRINTAT
2006 2005
HK$'000 HK$'000
FE T FAT
Current BVER 46,369 36,006
Overdue 1 to 30 days #HEA1Z=30H 6,251 4,270
Overdue 31 to 60 days #HEI31 260 H 107 56
Overdue for more than 60 days BHI60 H A £ 244 507
52,971 40,839
Other payables and accrued charges — Efth [~ 7018 R fEEt =2 31,853 40,857
84,824 81,696
Included in the carrying amount of the Group’s trade payables are AEBEE ZENFTBERDFIAARE RE
HK$27,310,000 (2005: HK$19,491,000) and HK$18,284,000 TTHMEZ BREE A& 27,310,000 T (=&
(2005: HK$14,422,000) denominated in Renminbi and US dollars. TR 19,491,000/ 7T) & 18,284,000

BT (ZEERE: 14,422,00087T) ©

21. BANK BORROWINGS 21. RITEE
2006 2005
HK$'000  HK$'000
THET TAT

Unsecured bank borrowings comprise:  EIKIRRITEE BT :

Trust receipt loans EREBIRE R 11,695 55,454
Bank loans SRITE 187,443 166,430
199,138 221,884

Hop Func Groupr HoLbiNGs LimITED
ANNUAL ReporT 2006
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EEERETA=T—HLEEE

21. BANK BORROWINGS (Continued) 21. BITEE (&)

The maturity profile of the above loans is as follows: LI EFEFARAT

2006 2005
HK$'000 HK$'000
FH&xT FAT
On demand or within one year BRER—FNA 65,611 103,515
More than one year, but not exceeding —F&BMRER
two years 49,435 38,739
More than two years, but not MEEBERAFER
exceeding five years 84,092 79,630
199,138 221,884
Less: Amount due within one year BRBBEET
shown under current liabilities —FREHEEE (65,611) (103,515)
Amount due after one year —FigRHeE 133,527 118,369

Bank loans and trust receipt loans comprise the following RITERREARBEERBEATE
borrowings: B
Effective 2006 2005
interest rate HK$'000 HK$'000
BRRA=E FExT FHT
Bank loans at Hong Kong 2 & BIRTTRIZERS
Interbank Offer rate ([BBRITRZERED 2
("HIBOR") + 0.7% to RITEFMO0.7 E 4.914% - 6.184%
HIBOR + 1.95% £195E (2005: 3.838% - 4.919%) 185,595 160,085
Other bank loans at BB R 2 H
Prime rate - 1% to IRITEFOR 1 E 6.723% - 7.139%
Prime rate - 1.25% F1.25F (2005: 4.698% - 5.085%) 1,848 6,345
Trust receipt loans EFEBUEER 4.800% - 6.370%
(2005: 5.310% - 5.680%) 11,695 55,454
199,138 221,884

FERITEFAZBREZH EARE
BEHRBRENERR - FERITE
AR ERBBEFAETREMN
5,589,000 7T ( Z T T H4F : 22,543,000
BT EREBIE E AT RELN -

All the bank loans are arranged at floating rates, thus exposing
the Group to cash flow interest rate risk. All the bank loans and
trust receipt loans are denominated in Hong Kong dollars except
for HK$5,589,000 (2005: HK$22,543,000) trust receipt loans

denominated in US dollars.

BHEREERARAF
—ETRF £3
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22. STRUCTURED BORROWING 22. EBEE
During the year, the Group entered into a contract of structured FERN - AEEBERITII - EREHZ
borrowing with a bank for a period of five years. The entire contract HEEEEAY - ZANEZEIETEANUR
was designated as financial liabilities at fair value through profit or FEAABRRZVFEE -
loss.
2006 2005
HK$'000 HK$'000
FExT FAT
Structured borrowing, classified as: ERBEE DEA:
Current (note) BNER (Bi5E) 1,765 -
Non-current JERNER 43,426 -
51,191 -
The structured borrowing containing embedded derivatives which HEEEPEHFENTETYBERZ
are not closely related to the host contract, hence the entire WEMTETR  Eit r RENERIFZ
combined contract was designated as at fair value through profit or EHEHNE2EIETE RAATEG ABR
loss upon initial recognition. B
Note: The current portion represents the minimum amount repayable to the fizE . BIEAZDMBIZEAR —FRMRITEEZ &
bank within one year. KewE -
Major terms of the structured borrowing are set out below: EEBEEZEEZBRIT:
Borrowing Maturity date Repayment amount
B8 B A BESE
US$5,000,000 25.9.2011 First half year: 2% per annum on
5,000,000 37T notional amount

Remaining 4 and half years:

8% minus (6% x N/M) per annum on
notional amount

B¥F: BEAEEREZ2%
AT

BFEAEELEL8%

(6% x N/M)

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006
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22. STRUCTURED BORROWING (Continued)

Where:

N =number of business days in the period for which Spread Rate
>-0.05%

M = actual number of business days in the period

Notional amount = US$50,000,000

“Spread Rate” means 10 years US$-ISDA-Swap Rate minus 2
years US$-ISDA-Swap Rate

“10 years US$-ISDA-Swap Rate” means the rate for a reset
date will be the rate for U.S. Dollar swaps with a maturity of the
designated maturity of 10 years, expressed as a percentage which
appears on the Reuters Screen ISDAFIX1 Page as of 11:00 a.m.

New York time on each business day.

“2 years US$-ISDA-Swap Rate” means the rate for a reset date will
be the rate for U.S. Dollar swaps with a maturity of the designated
maturity of 2 years, expressed as a percentage which appears on
the Reuters Screen ISDAFIX1 Page as of 11:00 a.m. New York
time on each business day.

The entire combined contract is measured at fair value as
estimated using discounted cash flow analysis and the applicable
yield curve at 31st December, 2006 and change in its fair value
by HK$12,366,000 as compared with the borrowing received has

been charged to the consolidated income statement.

EIEERFTZAZ=T-HLFE

- II EFE(/U\
Hr:
N=8%>-005%HfzEEHHE

M=HzEREEXHAH
#F &% =50,000,000% 7T

[B2] 5 10F % J0-ISDA- 12 HiF = 2
FIETT -ISDA- 12 B FI| &

[ 1043 7T -ISDA- #2 BRI =& | 38 B AT A&
B2 M R S EE W R E T2
W2 ETERME - LESLERR I
PREEE 3R EF 11 IE (A ARRE) £
B RE ISDAFIXL BRI o

[2F3XIT -ISDA- 1= BRI [#5ERT MR B
Mz xS REERREEMFERH
ZETIRHFE - LADLRT - WK
BESEB LT 11IE (BERRE) EK
FE1FEE ISDAFIX1 BRER ©

ZEMEHNZHURBRERES TR
R-BERFT_A=+—HZERE
BHMHFEATE  MAERLEKZ
N EEE) 12,366,000 B T EREEE K
s RIAR ©

suEERR
—ERE 7
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23. SHARE CAPITAL 23. kA&
Number of shares Nominal value
BRAEE D
2006 2005 2006 2005
HK$'000 HK$'000
TEx FET
Shares of HK$0.10 each SREE.108 T2 KA
Authorised: SEERA
At the beginning and the end REFRFL
of the year 1,000,000,000 1,000,000,000 100,000 100,000
Issue and fully paid: BEITREREA
At the beginning of the year RER 367,926,000 367,836,000 36,792 36,783
Exercise of share options TR
(Note 24) (BsE24) 15,972,000 90,000 1,598 9
Placing of new shares FeEH 40,000,000 - 4,000 -
At the end of the year RELR 423,898,000 367,926,000 42,390 36,792

On 14th November, 2006, arrangements were made for a private
placement to independent investors of 40,000,000 shares of
HK$0.10 each in the Company held by Hop Fung Industries
Limited, the controlling shareholder of the Company, at a price of
HK$2 per share, representing a discount of approximately 7.41%
to the closing market price of the Company's shares on 14th
November, 2006.

Pursuant to a subscription agreement of the same date, Hop
Fung Industries Limited subscribed for 40,000,000 new shares of
HK$0.10 each in the Company at a price of HK$2 per share. The
proceeds were used to finance the construction of a new factory
and to provide additional working capital for the Company. These
new shares were issued under the general mandate granted to the
directors at the annual general meeting of the Company held on
29th May, 2006 and rank pari passu with other shares in issue in

all respects.

Hop Func Groupr HoLbiNGs LimITED
ANNUAL ReporT 2006

RZZEXRF+—A+HEA - AARHE
fi% A% 3 Hop Fung Industries Limited {EH
ZHE - RER2AETT ZERABUREE
FLABREERBBZARRZREEOL
7 70,2 B 15 40,000,000 B + 5% i % (B 2
RARRONR=ZEERF+—A+HA
ZW T BT EL7.41% ©

R ER B 2 R E #H % Hop Fung
Industries Limited ¥ & & 2% 7T 2 (B 1&
REARFEREBECIOETZHBRN
40,000,000 i = FT 45 338 B 17 7% B 522 5
WEREES  WARNARIRMHENE
BES ZEFWOTIRBERARRINZ
EERNFRAZFTNAARITZREESF
REMESKRL 2 —REEMET - I
BEMBETROHES TEAHZERE
HOfL o
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24. SHARE-BASED PAYMENTS 24. IR A+ 22

Equity-settled share option scheme

The Company's share option scheme (the "Scheme") was adopted
pursuant to a resolution passed on 4th September, 2003 for the
primary purpose of providing incentives or rewards to selected
participants for their contribution to the Group. The Scheme will
expire on 3rd September, 2013.

Under the Scheme, the Board of Directors of the Company
may grant options to eligible employees, including executive or
non-executive directors (including independent non-executive
directors), of the Company, its subsidiaries, or any entity ("Invested
Entity") in which any member of the Group holds any equity
interest, to subscribe for shares in the Company. Additionally,
the Company may, from time to time, grant share options to any
supplier of goods or services to any member of the Group or any
Invested Entity, any customer of the Group or any Invested Entity,
and any consultants, advisers, managers, officers or entities that
provides research, development or other technological support to

the Group or any Invested Entity.

The total number of shares which may be issued upon exercise
of all options to be granted under the Scheme is not permitted
to exceed 36,000,000 shares, being 10% of the shares of
the Company in issue as at the date on which the shares of
the Company are listed on the Stock Exchange, which can be
refreshed according to the Scheme. The number of shares which
may be issued upon exercise of all outstanding options granted
and yet to be exercised at any time under the Scheme shall not
exceed 30% of the issued share capital of the Company from time

to time.

RESXNX R ETE

RER-ZFZ=FNANBBBZRE
£ ARAERMNBBAER S ([ %
g TEENRARAEE2RERTHE
Pkl - ATk B E N FH AR EF L
ZER . ZETEIBN _E—=F A=
B & o

REZAE ARFEEETMAR
Al Hff B AR S AR EEAKE AR
A E B 2 EAHE (TR EK
B ZEEREER (BERTESIIN
TTESFRELIIFNTES) RLBRE
NBEARBRD - BN KRR AR
THENBRETEARAKEZKE
RAH AR ERBIREE IR
AR - REB S ERAIRE R
BZERNER  ARAREESERA
RERBRMAME  FABEREMRITX
ERBZEMBAA - BHE - K2 =
A Bt -

REBEZEREZBREEZZITE
KA FRTzZRHEE THREBR
36,000,000 APty - BIZR X & AR (7 7O B
R ETHE BB EITRNZ10% - Mt
PRER A IR IR AL A BIE R - IMEM B RE
BERF TR BZA RO MAITE 22
AR AT AT T EITAM LA - TS
BARRBTRZEEITRAZ30% °

BEREERAR
—RERF
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THE YEAR ENDED 31ST DECEMBER, 2006
—EEAF+-ASt-ALEE

SHARE-BASED PAYMENTS (Continued)

The number of shares in respect of which options may be granted
to any individual in any 12-month period is not permitted to
exceed 1% of the shares of the Company in issue at any point
in time, without prior approval from the Company's shareholders
in accordance with the Scheme. Where any grant of options
to a substantial shareholder or an independent non-executive
director or any of their respective associates would result in the
shares in the Company issued and to be issued upon exercise
of all options to such person in the 12-month period up to and
including the date of grant in excess of 0.1% of the shares of the
Company in issue and with a value (based on the closing price
of the shares of the Company at the offer date of each offer) in
excess of HK$5,000,000, such grant of options must be approved
in advance by the Company's shareholders in accordance with the

Scheme.

An option may be exercised at any time during the period to be
determined and notified by the Directors to the grantee and in the
absence of such determination, from the date of acceptance of an
offer of the grant of such option to the earlier of the date on which
such option lapses and ten years from the date of offer of that
option. A consideration of HK$1 is payable upon acceptance of the

offer.

The exercise price is determined by the directors of the Company,
and will not be less than the higher of the nominal value of the
share; the closing price of the Company's shares on the date
of offer; and the average closing price of the shares for the five

business days immediately preceding the date of offer.

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006

24. ARG X4z XH (&)

REAR DB RRARIRZET B F AL -
A AR E AR 2 B AR AT B8 e 2 AR
e - WMERT—EAHK - G
HBEARFRAERREED ZETRDZ
1% © A — B EERR - BUIIEWITE
EHEE 2 EMEBEA LR B EMER
- FENEARTRATZAERE
BiEmREEREE 81+ @A
B BRERETETZARRRG &
HERARBEITRNER0.1% - BE
B (RBEARRRMNAG IR L ERER
Bz W {EEr &) #i8 5,000,000 4 7T -
RIZEBEREERERELFIARQFMR
FRARIBZET IR -

BREAINEZETRAGEARAZY
RIABER TR - MARBEE - &M
RHERE R RSB R EZE
IRz A KX % BB ke B HR AT+
FZRFAY - REMBRERAMN 1S
TTHRE -

TEETAARRESRERE T EE
RROEE - ARBROPEEBHZ
Wi (B & B fp RN IR B B 51 FLE 2
XAZFHRMmEIRRE
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24. SHARE-BASED PAYMENTS (Continued) 24. BRI 2 H (&)
The following table discloses details of the Company's share TEREEHREEIFEZARRBEREL
options held by the employees and movements in such holdings MZESBRERFE RN Z S
during the year:
2006 —EZREF
Outstanding

Outstanding Granted Exercised Cancelled at 31.12.2006
at 1.1.2006 during during diring  R=BBARE

Option Exercisable RZBERE 2006 2006 2006 !
type Date of grant price -B-B ZBEXE ZBERE  CEERE Zt-H
BRESH RHBH e BRATHE RE Ay WE#  HERTE
HKS
BT
A 3.11.2003 1130 12,658,000 - (12,658,000) - -
B 29.7.2004 1330 10,940,000 - (3,314,000) - 7,626,000
C 4.11.2004 1.104 9,000,000 - - - 9,000,000
32,598,000 - (15,972,000) - 16,626,000

Bxercisableattheend  RELXATE

of the year 11,641,000
Weighted average MELI R
exercise price 1.190 - 1171 - 1.208

cEEERBRA
—2TX
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24. SHARE-BASED PAYMENTS (Continued) 24. IR B RSz H (&)
2005 —ETRF
QOutstanding

Qutstanding Granted Exercised Cancelled  at31.12.2005
at 1.1.2005 during during duing R-FZhE

Option Exercisable i3 2005 2005 2005 -4
type Date of grant price -f-B ZEEnE CZEERE  C-EEnE =1t—H
BREER RHAH e WA M T mEE AR
HKS
oo
A 3.11.2003 1.130 12,722,000 - (50,000) (14,000) 12,658,000
B 29.7.2004 1330 11,000,000 - (40,000) (20,000) 10,940,000
C 4.11.2004 1.104 9,000,000 - - - 9,000,000
32,722,000 - (90,000) (34,000) 32,598,000

Exercisableattheend ~ RELA{TIE
of the year 22,598,000

Weighted average IETST{E
exercise price 1.190 - 1219 1.243 1.190

GRrouP HoLpINGS LimMITED
orT 2006
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24. SHARE-BASED PAYMENTS (Continued)

Note:

The vesting period, which is the period from the date of grant to the exercisable
date, of the share options granted is determined by directors at each time when
the options are granted. Holders of share options granted under the Scheme may
only exercise their options during the exercisable periods as follows:

—2EAE+A=t-HLEE

24. AR Z 2 (&)

GEE

BEHBERE: GRMATEREANNMAES
NERFHBRERETE - REBEZEIRHZE
Rt RS A AMER R A T T{E IR T (0 E A AE

Option type A Option type B Option type C Maximum % of share options exercisable
AR IR E B RS IR 1 CHERRE AITRBRERSE AL
3.5.2004 - 3.11.2004 1.1.2005 - 31.12.2005 1.3.2005 - 28.2.2006 up to 50%

RS AE50%

4.11.2004 - 3.11.2005 1.1.2006 - 31.12.2006

4.11.2005 - 3.11.2006 1.1.2007 - 31.12.2007

The weighted average share price at the dates of exercise for those
share options exercised during the year was HK$1.91 (2005:
HK$1.32). The options outstanding at the end of the year have a
weighted average remaining contractual life of 1.1 years (2005: 1.6

years).

The Group recognised the total expense of HK$411,000 for the
year ended 31st December, 2006 (2005: HK$1,923,000) in
relation to share options granted by the Company.

1.3.2006 - 28.2.2007

1.3.2007 — 29.2.2008

up to 75% (to the extent not already exercised)
REAET75% ARRITESE /R

up to 100% (to the extent not already exercised)
RS AE 100% (VA RITEEE R )

HENTE2ERENS - EfTERZ
MEFERERL1IBTL(ZETAF
1.32 BIT) o MNEFKRHARITIE 2 BARE
ZINEFHRBRENRARLLIF (=TS
HF1.6%F) -

REEAHREE_ZTTE+=A
T+ HUEFERARRMELZBR
ERBz 8 HA411,0008T(ZEF
T4+ 1,923,00087T) °

AUEEER
=2
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25. JESERL IR

NTRAEEER ETHRBARERR
AN B S A S B 2 28

25. DEFERRED TAXATION

The following are the deferred tax liabilities recognised by the
Group and movements thereon during the current and prior

reporting period:

Accelerated
tax
depreciation

MEFIBRE
HK$'000
FAT
At 1st January, 2005 R-ZEZERF—HA—H 8,491
Credit to income for the year FEAREF WA (7,825)
At 31st December, 2005 RZEERF+_A=+—H 666
Credit to income for the year FEAREFUA -
At 31st December, 2006 RZZERNFF+A=+—H 666

At 31st December, 2006, the Group had unused tax losses of RZBERNF+ZA=+—08 " £5H

HK$5,087,000 (2005: HK$359,000) available to offset against
future profits. No deferred tax asset has been recognised in respect
of such tax losses due to the unpredictability of future profit

streams. The losses may be carried forward indefinitely.

At 31st December, 2006, the Group also has other deductible
temporary differences of HK$1,482,000 (2005: HK$1,911,000).
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.

G Groupr HoLDINGS LIMITED
EPORT 2006

A A8 B & I 2 R E AR E 18
/45,087,000 L( =T Z A : 359,000
AIT) o AR EORTE ARRFE IR
B EpL % E R RERERELTHRIRE
B - BEAEREE -

R_ZEERNFT+_A=+—8 ££H
1A E fth AT HIEH BT 288 1,482,000 8 7T
(ZZEZHF £ 1,911,00087T) - ARA
BE5% 5 e FR Tt B AT A AR S :Z S5 P10
MERNERE  WUERZEANRY R
EEERELHIAEE -
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OPERATING LEASE COMMITMENTS 26. KEMERIE

At the balance sheet date, the Group had outstanding
commitments for future minimum lease payments under non-

cancellable operating lease which fall due as follows:

REER  NEEREBEAATBOEKEHE
EMERBRRRFEHENFORSE
BRTIEREILE :

2006 2005

HK$'000 HK$'000

FHET FHET

Within one year —FR 26 484
In the second to fifth years inclusive FFEFAFT (PREEEMT) = 672
26 1,156

Operating lease payments represent rentals payable by the Group
for certain of its warehouse, ancillary office properties and car
parks.

Lease is negotiated for a term of one year (2005: two years) with

fixed monthly rentals over the term of the lease.

REHENKEARERERE - ®WE
WAMERIFEN 2 ENES -

HEZER—FH(ZZEZTRF: MF
Hi) » WHEHHRE N EEAE -

CAPITAL COMMITMENTS 27. EAXREISE
2006 2005
HK$'000 HK$'000
FET FAT
Capital expenditure in respect of BRTAVBERERE BIISRE
the acquisition of plant and R 2 WE &
equipment contracted for but not BRI E AR

provided in the consolidated financial

statements

232,340 1,917

FEEEERABIR
—RERF
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THE YEAR ENDED 31ST DECEMBER, 2006
—EEAF+-ASt-ALEE

RETIREMENT BENEFIT SCHEME

Hong Kong

The Group has joined a Mandatory Provident Fund Scheme (the
"MPF Scheme") for its employees in Hong Kong. The MPF Scheme
is registered with the Mandatory Provident Fund Scheme Authority
under the Mandatory Provident Fund Scheme Ordinance. The
assets of the MPF Scheme are held separately from those of the
Group in funds under the control of an independent trustee. Under
the rule of the MPF Scheme, the employer and its employees are
each required to make contributions to the MPF Scheme at rates
specified in the rules. The only obligation of the Group with respect
to the MPF Scheme is to make the required contributions under
the MPF Scheme.

The retirement benefit scheme contributions arising from the MPF
Scheme charged to the consolidated income statement represent
contributions payable to the funds by the Group at rates specified

in the rules of the scheme.

PRC

The employees of the Group's subsidiaries in the PRC are
members of a state-managed retirement benefit scheme operated
by the government of the PRC. The subsidiaries are required to
contribute 10% of payroll costs to the retirement benefit scheme
to fund the benefits. The only obligation of the Group with
respect to the retirement benefit scheme is to make the specified

contributions.

During the year, the retirement benefit scheme contributions
amounted to approximately HK$508,000 (2005: HK$367,000).

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006
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29. CONTINGENT LIABILITIES

On 9th December, 2004, a tax audit was commenced by the
Hong Kong Inland Revenue Department (the "IRD") on certain
subsidiaries of the Company, namely, Gong Ming Hop Fung Paper
Ware Factory Limited ("GMHF"), Fung Kong Hop Fung Paper Ware
Factory Limited and Hop Fung (Overseas) Trading Limited (the
"Subsidiaries"), in respect of the years of assessment 1998/1999
to 2003/2004. On 26th January, 2005, 5th January, 2006 and
2nd June, 2006, whilst these cases are still under investigation,
the IRD issued protective assessments for the years of assessment
1998/1999, 1999/2000 and 2000/2001 to 2003/2004 respectively
to the above-mentioned subsidiaries in order not to jeopardise
the assessment powers of the IRD which will be time-barred after
6 years of assessment. In addition, the IRD issued an additional
assessment to GMHF for the year of assessment 2004/2005 on
2nd June, 2006. Objections have been filed against all these
assessments and, accordingly, no provision has been made in the
consolidated financial statements in respect of any potential tax

liabilities.

Up to date, the taxes demanded under the protective assessments
amounted to HK$75,663,980 in aggregate. Subsequent to the
lodgement of objections by the Subsidiaries, tax reserve certificates
of HK$480,000 and HK$1,400,000 in respect of the assessments
for Gong Ming Hop Fung Paper Ware Factory Limited and Fung
Kong Hop Fung Paper Ware Factory Limited, pending the outcome
of the tax audits and the objections, were purchased in March
2005 and March 2006 respectively. Also, banker's undertakings
of HK$13,197,475 were arranged by the Group and had been
accepted by the IRD as security for payment of the mentioned tax.
The remaining amounts of tax of HK$60,586,505 demanded by

the IRD have been held over unconditionally.

In the opinion of the Company's directors, the potential tax liabilities
that may arise as a result of the tax audits, if any, would not have
any significant effects on the consolidated financial statements of

the Group.

—2EAE+A=t-HLEE

29. HAARAE

RZZEZTMFE+=_ANB  FBEHER
(THBBDRMARARETHEAR QMR
ALUEAMERAR(ABEL])
Bl & &4 MR A R A 7 & Hop Fung
(Overseas) Trading Limited (M8 2 7 1)
R=AANE/ —ANANEFEZZZT
=/ ZETNFIARFERARYE
EZ o BASZHEETHE R
TETRF—A=-+RA  ZZEZTRF
—ARERRZZBTAFAAZH B
BRABH EAWBEARZ—AAN
F/ —RhNE - —hWhh&E 2T
TER_TEEF /T —FEZT
T=F /—TTNFIRFEELRE
MRS LR ERERERE@T
MEEBEANFRNTEZTREND - 1
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LSRN —_TTNEFE —TTHF
TAMFEZARE - AEEERAEZ
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BEEZAH CREGFIRERZH
48 F 575,663,980 7T > 2RI =
TTRFEZARZSETAFEZARAD
HELRmmARAR MEMHEEHRKM
B[R A B 2 =71t i B 480,000/ 7T &
1,400,000 % 7T Bt % - ARF R 76 28 1%
ERERE &R - N REBER
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30. RELATED PARTY TRANSACTIONS

a)

During the year, the Group has engaged Hop Fung (Australia)
Pty Ltd as the Group's purchase agent in Australia at an
annual fee of HK$1 for the agency services rendered to
the Group. The total value of goods purchased under this
arrangement from the suppliers amounted to HK$22,473,000
(2005: HK$46,679,000). Hop Fung (Australia) Pty Ltd is a
company in which Mr. Hui Sum Kwok, executive director of

the Company, has beneficial interest.

The remuneration of directors, who are key management
of the Group, during the year are disclosed in note 11. The
remuneration of executive directors, who are also the key
executives of the Group, is determined by the remuneration
committee having regard to the performance of individuals

and market trends.

30. BEALXRS

a)  FA - AEEHEMAHop Fung (Australia)
Pty Ltd /& A8 5 B ORI 2 $RAE R
BA UHERAEERE 2K
BRENEELET  RIF
BHEHERRB2EMEE
722,473,000 T( Z TR F -
46,679,000/87T) - ARRIMITES
5 7% B 5t A 7 Hop Fung (Australia)
Pty Lid FE A Bt ©

b) #EZE AXEBZIBEEAE
FRAZHESPMEE11KEE - iTE
EFRAEETZSRITRAEZ
MemFMEREe@2E/ARRER
MZBEEE -

31. SUMMARISED BALANCE SHEET OF THE 3. KPR EEEBREE

COMPANY

2006 2005

HK$'000 HK$'000

FH&xT FAT

Investment in subsidiaries KRB AR ZRE 113,455 113,455

Amounts due from subsidiaries FEUHT B A T3k IR 464,783 379,199

Deposits and prepayments e RIBAR 285 237

Bank balances and cash RITHEB RIS 62,132 8,743

Amounts due to subsidiaries FEASTHT BB A 7)1 FR0E (282,991) (219,267)

Other payables and accrued charges ~ H i fE 7018 & fES 2 (5,761) (7,643)

Taxation BiE (853) (166)

351,050 274,558

Share capital R A 42,390 36,792

Share premium and reserves B0 im B & fE 308,660 237,766

351,050 274,558

Hop Func Groupr HoLbiNGgs LimITED

ANNUAL ReporT 2006



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e TSR R MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

ECEERFt+ZAZ=T-HLEE

32. PARTICULARS OF PRINCIPAL SUBSIDIARIES 2. TEMBELAREHR
Particulars of the subsidiaries, all of which are wholly-owned by the RZEERF+-_A=+—8 " KQ7

Company, as at 31st December, 2006 are as follows:

Place of
incorporation
or registration/

ET2ERBEZMBRRFBNOT

Issued and
fully paid
share capital/

operation contributed capital
Name of subsidiary Eaiiys Ay ERITRAZE Principal activities
i) PNCIE=E Sk ' ¢ 1T TEEK
Chun Yik (Macao Commercial Macau Ordinary shares Trading of paper ware
Offshore) Limited SEFY MOP100,000 products
#a CRPIBEFRERT) BRAR & i A% 100,000 871 HMmES
Fung Kong Hop Fung Paper Ware Hong Kong Ordinary shares Provision of management
Factory Limited BE HK$100 service
Bl & SR mmAR DR A% 10078 7T RIEEERY
Non-voting
deferred shares
HK$3,000,000
(Note)
ERERRIENR
3,000,000/ 7T
(P&E)
Fung Kong Shing Fung Paper Ware Hong Kong Ordinary shares Investment holding
Factory Limited BE HK$2 HEER
Bl 5 A BB PR A A T2 BT
ARREER

=3
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32. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(Continued)

Place of
incorporation
or registration/

2. TEWMBLARER(E)

Issued and
fully paid
share capital/

operation contributed capital
Name of subsidiary B3 EETRAR Principal activities
Mt AR BB Sk M7, B AR A FTEEK
Gong Ming Hop Fung Paper Ware Hong Kong Ordinary shares Provision of management
Factory Limited B HK$100 service
NAGEEmMMER AT LAk 100787 REEIR RS
Non-voting
deferred shares
HK$3,000,000
(Note)
B FREIRER
3,000,000% 7T
(M%)
Green Forest (QingXin) Paper PRC Contributed capital Manufacturing and trading
Industrial Limited * AR HK$276,094,899 of paper
ARE OB MEBR AT * BRI MR BLENE S
276,094,899 % 7T
Hop Fung Consultants Limited Hong Kong Ordinary shares Provision of management
S EERBRAR B HK$2 service
@2 T REEERY

Hop Fung Group Company Limited

EPORT 2006

British Virgin Islands/
Hong Kong
REBELHE &

G Groupr HoLDINGS LIMITED

Ordinary shares
US$600
LAk 600 £ 7T

Investment holding

BEZER
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32. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(Continued)

n e SRR M EE

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE—ZEARFT-A=T—HLEFE

Place of Issued and

incorporation fully paid

or registration/ share capital/

2. TEMBLARER(E)

operation contributed capital
Name of subsidiary B3 EETRAR Principal activities
i) NG Sk ¢ VE FEEK
Hop Fung International Enterprise Hong Kong Ordinary shares Provision of accounting
Limited &5 HK$2 service
SERRPERRAA w2 AT RIS RS
Man Shung (Macao Commercial Macau Ordinary shares Manufacturing and trading
Offshore) Limited SR MOP100,000 of paper ware products
BB CRPIBEF R R) AR AR LM% 100,000 HFT# BEAmRAmES

Top Develop Limited
HEERAT

ReERfimBRAR ¥

British Virgin Islands Ordinary shares

EEELEE US$1

L@k 1 €T
PRC Contributed capital
s HK$20,000,000

20,000,000% 7T

cUEERR

Investment holding and
trading of paper
WEERRARES

Manufacturing and sales
of paper ware products
BUERIHE A m

=3
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32. PARTICULARS OF PRINCIPAL SUBSIDIARIES 2. TEMBLARIER(E)

(Continued)

Note: The non-voting deferred shares, which are not held by the Group, a3t ERERECHRYIFHAEEREE B
practically carry no right to dividends or to receive notice of or to attend B EWENFERRES - WEAEE R
or vote at any annual general meeting of the companies. On winding up, AIEAREEFASBEY  HEINE
the holders of the deferred shares are entitled to the distribution after the EREZEF - RIERE - REARA
distribution of HK$100,000,000 million to holders of ordinary shares, as MERMABETE  RERMDEFEARR
specified in the articles of association. TR A A9k 100,000,000,000,000

BLRAI2ESK -

Other than Hop Fung Group Company Limited, all subsidiaries are ¥ Hop Fung Group Company Limited
indirectly held by the Company. Gh - B pra KB A R B AR B M
BE -
None of the subsidiaries had any debt securities subsisting at 31st RZZEZERNFF+_A=+—HxXFAF
December, 2006 or at any time during the year. B - SHB AR EEBES -
* Green Forest (QingXin) Paper Industrial Limited and BZsE s @B R A * REEM MEBRAR LR #ERAM
@] are wholly foreign owned enterprise. BRAGBAZEINEDE -

up HoLbINGs LIMITED
2006




FINANCIAL SUMMARY
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Year ended 31st December,
BE+=-—H=+—BHLEE

2002 2003 2004 2005 2006
HK$'000 HK$'000 HK$000 HK$'000 = HK$'000
FHET FHET FHET FHET FHBT
(Restated)
(re=51))
RESULTS B4
Turnover X 393,574 592,554 760,981 788,555 = 820,063
Cost of sales SHERA (303,593) (467,243) (610,163) (634,422) (637,862)
Gross profit EF 89,981 125,311 150,818 154,133 182,201
Other income Hplg A 6,608 10,113 11,554 15,728 18,569
Distribution costs 2 EEA A (20,433) (29,849) (38,069) (37,277) @ (39,946)
Administrative expenses ITHAY (22,253)  (30,343) (35,200) (37,724) = (42,614)
Other expenses HEfAx (7,666) (9,609) (12,582) (18,601)  (22,081)
Finance costs EUR %N (5,361) (4,173) (1,871) (5,924) (8,644)
Change in fair value of EBEENEE
structured borrowing 2 BE - - - - (12,366)
Changes in fair value of derivative T4 &R T ERAFE
financial instruments il - - - - 474 (5,105)
Profit before taxation TR RIFE 40,876 61,450 74,650 70,809 70,014
Taxation IR (3,416) (5,763) (7,719) (1,096) (1,716)
Profit for the year FEFHE 37,460 55,687 66,931 69,713 68,298
At 31st December,
Rt+=—B=+—H
2002 2003 2004 2005 2006
HK$'000 HK$000 HK$'000 HK$'000 HK$'000
FHET FHET FHET FHET T
ASSETS AND LIABILITIES EEREE
Total assets 1B EE 248,617 370,590 481,574 663,726 843,030
Total liabilities FEy= 140,874 145,642 195,552 325,401 358,934
Equity f& A 107,743 224,948 286,022 338,325 = 484,096
EEEEERERL A

—REAF FRH
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Notes:

The Company was incorporated in the Cayman Islands on 28th March, 2003 and
became the holding company of the Group with effect from 25th August, 2003
upon the completion of the Group Reorganisation as set out in the Company's
prospectus dated 15th September, 2003.

The results of the Group for the year ended 31st December, 2002 and the
balance sheet of the Group at 31st December, 2002 have been prepared on
a merger basis and are extracted from the Company's prospectus dated 15th
September, 2003.

The results of the Group for the two years ended 31st December, 2003 and 31st
December, 2004 and the balance sheets of the Group at 31st December, 2003
and 31st December, 2004 have been extracted from the audited consolidated
financial statements of the Group as set out in the annual reports for the years
2003 and 2004.

The results of the Group for the two years ended 31st December, 2005 and 31st
December, 2006 and the balance sheets of the Group at 31st December, 2005
and 31st December, 2006 have been extracted from the audited consolidated
financial statements of the Group as set out on pages 54 to 56 respectively.
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