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Directors’ Report
LYok g

The directors of the Company present their annual report and the audited financial
statements for the year ended 31st December, 2005.

Principal activities

The principal activity of the Company is investment holding and the principal activities
of its subsidiaries are the operation of “lifestyle” department stores. Particulars of the
Company’s principal subsidiaries are set out in note 38 to the financial statements.

Results and appropriations
The results of the Group for the year ended 31st December, 2005 (the “Year") are set

out in the consolidated income statement on page 51.

An interim dividend of HK cents 12.5 in cash per share was paid during the Year. The
directors now recommend the payment of a final dividend of HK cents 14.4 together
with a special dividend of HK cents 3.6 in cash per share, to the shareholders on the
register of members on 26th April, 2006, amounting to a total of HK cents 30.5 per
share in cash for the year. All the dividend are paid out from the share premium account
and the profit for the year amounting to HK$539,378,000 will be credited against the
accumulated losses.

Fixed assets

During the Year, the Group revalued all of its investment properties at the year end
date The net increase in fair value of investment properties amounting to HK$4,300,000
has been credited directly to the income statement.

The Group continued its leasehold improvements replacement policy and expended
HK$101,947,000 on new leasehold improvements during the Year.

Details of these and other movements during the Year in the fixed assets of the Group
are set out in notes 16 and 17 to the financial statements.

Placing and subscription

On 30th August, 2005, the Company entered into a placing and subscription agreement
(the "Agreement”) with Real Reward Limited, a substantial shareholder of the Company
and the placing agent. Pursuant to the Agreement, Real Reward Limited placed through
the placing agent 100,000,000 existing shares to independent third parties and in turn
subscribed for 100,000,000 new shares of the Company at the same price of HK$12.55
per share. Completion of the placing and subscription took place on 2nd September,
2005 and 13th September, 2005 respectively. Following completion of the placing and
subscription, the number of issued shares has been increased to 847,000,000 shares
representing 11.81% of the Company's enlarged issued share capital; and net proceeds
of approximately HK$1,230 million was raised.
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Share capital

Details of movements during the Year in the share capital of the Company are set out
in note 30 to the financial statements. During the Year, neither the Company nor any
of its subsidiaries purchased, sold or redeemed any of the Company'’s shares.

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

Executive directors:

Mr. Lau Luen-hung, Thomas (Managing Director)

Mr. Doo Wai-hoi, William (appointed on 2nd March, 2005)
Dr.Tong Yuk-lun, Paul (resigned on 2nd March, 2005)

Non-executive directors:

Dat6d Dr. Cheng Yu-tung (Chairman)
Dr.Cheng Kar-shun, Henry

Mr. Lau Luen-hung, Joseph

Ms. Lau Yuk-wai, Amy

Independent non-executive directors:
Mr. Lam Siu-lun, Simon

Mr. Cheung Yuet-man, Raymond

The Hon. Shek Lai-him, Abraham

Mr. Hui Chiu-chung

Mr. Chung Kwok-cheong

(appointed on 1st July, 2005)
(retired on 28th April, 2005)

In accordance with Article 86(3) of the Articles of Association (the "Articles”) of the
Company, Mr. Hui Chiu-chung shall hold office only until the forthcoming annual general
meeting of the Company and, being eligible, offer himself for re-election.

In accordance with Article 87 of the Articles of the Company, Mr. Doo Wai-hoi, William
and Mr. Lau Luen-hung, Joseph shall retire by rotation and, being eligible, offer
themselves for re-election.

The term of office of each non-executive director and independent non-executive
director is the period up to his/her retirement by rotation in accordance with the
Company's Articles.

Mr. Lau Luen-hung, Thomas and Mr. Doo Wai-hoi, William have entered into service
contract with the Company for a fixed term of three years commencing from 1st April,
2004 and 2nd March, 2005 respectively. There is no specific clause in both service
contracts providing for the amount of compensation in case of early termination.

Other than as disclosed above, no director proposed for re-election at the forthcoming
annual general meeting has a service contract which is not determinable by the Group
within one year without payment of compensation (other than statutory compensation).
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Directors’ and chief executives’ interests in shares and EERITHARNRM REMRM <
underlying shares

As at 31st December, 2005, the interests of the directors and chief executives inthe  R=ZTTRF+=A=+—8 EERTHEH N AFR
shares of the Company, underlying shares in respect of equity derivatives and 3 A QF REEEEE (TR 55 MBI EE0 ((E5R
debentures of the Company and its associated corporations (within the meaning of ~ HRE& &6l ) SEXVER) A HT4 T A 2B () RE H+ -
Part XV of the Securities and Futures Ordinance (“SFO"), which were notified to the ~ BiRIEFZEH R BB KHIFEXVEE7REHHBZREC MR
Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO  AR] Rt A st (B IR RS ARE 5% RS 1501 2S5
(including interests and/or short positions which they are taken or deemed to have — X E1EsAR BEE AN S0AR) s SRIEE AR IS
under such provisions of the SFO) or which were required, pursuant to section 352 of  {§&ffI55352{& 2 FREFA ZIEFT AU B oM i SR Ik £
the SFQ, to be entered in the register referred to therein, or which were required, RAFH LM AR ESEITES R SHHIRETRENE AR
pursuant to the Model Code for Securities Transactions by Directors of Listed Companies TR 22T 2 R w51 T
contained in the Listing Rules to be notified to the Company and the Stock Exchange

were as follows:

(1) Long positions in the shares and underlying shares of the Company (1) AARROREERS 2FE

Total number

Approximate

Nature of Total number of of underlying percentage
Name of director interest and capacity ordinary shares shares of interest
EEMA BEEERSY LTERAH TE AR 4 AR B AT oL
Mr. Thomas Lau Corporate (Note 1) 540,000,000 - 63.75%
BB A A (D
Corporate (Note 2) 400,000 - 0.05%
AR (FF2)
Beneficial owner - 840,000 (Note 3) 0.1%
BEnEEA (P4 5£3)
Note 1:  United Goal Resources Limited (“United Goal Resources”), which has 50% interest in Real MfsE1:  #EAReal Reward Limited ( [Real Reward] ) 50%4E 25>

United Goal Resources Limited ('United Goal Resources])
HABBAERA BRI B ARBBHLEETREZS

Reward Limited (“Real Reward"), is ultimately owned by Mr.Thomas Lau and a discretionary
trust with certain family members of Mr. Joseph Lau as eligible beneficiaries. By virtue of

the SFO, Mr. Thomas Lau is deemed to be interested in 540,000,000 shares of the Company TS BIRIEE - BURIRE 5 R RS 50 - BI85 55 A AR
held by Real Reward. R Real Reward Ff#%540,000,000 f& A8 A R A7 o B HE
fakd
Note 2:  Dynamic Castle Limited (“Dynamic Castle”) is wholly owned by Mr. Thomas Lau. By virtue fizF2:  Dynamic Castle Limited ( [Dynamic Castle] ) g1 2% 58

of the SFO, Mr. Thomas Lau is deemed to be interested in 400,000 shares of the Company
held by Dynamic Castle.

EREH B RBER R BERD) 21885 ERARER
Dynamic Castle ffT#5400,0000% A8 22 7 A% 15 7 #  #g 2

Note 3:  These interests represent the interests in underlying shares in respect of share options MEE3: ZEERIEEEAARE TSR TEEREREEAL
granted by the Company to Mr. Thomas Lau as beneficial owners, the details of which are SRR ARERR (5 s BREEEER T AT
set out in the Section “Details of options granted by the Company” below. et 2 715 | —
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Directors’ and chief executives’ interests in shares and
underlying shares (continued)
(2) Interests in the shares of associated corporation

Name of director

Name of Nature of

associated corporation

BEERITH

BERRMD RBRBRG Z#E (@)

(2) HEBSEERS 2R

interest and capacity

Total number of

Approximate
percentage

shares held of interest

Y2 HEEE A BEEERES FR¥sBR D A8 AT oL
Mr. Thomas Lau Real Reward Corporate (Note 1) 1 50%
2lgmEs NCIIQ D)
World First Holdings Limited Corporate (Note 2) 2 100%
2~ a(HiEE2)
Crystal Key Investment Limited Corporate (Note 2) 1 100%
~ A (HizE2)
Grandville Venture Corp. Corporate (Note 2) 50,000 100%
~E (HiE2)
Global Centre Investments Limited Corporate (Note 2) 1 100%
~E (HiEE2)
Note 1:  United Goal Resources, which has 50% interest in Real Reward, is ultimately owned by Mr. Pf5E 1: #EHReal Reward 50% ## 4= 2 United Goal Resourcesth £l
Thomas Lau and a discretionary trust with certain family members of Mr. Joseph Lau as ERFERABRIBARIBHELAEETRB I 2MEIE
eligible beneficiaries By virtue of the SFO, Mr. Thomas Lau is deemed to be interested in 1 FERREER BURBE S R AE D) - 2808 e A BUR M
share in Real Reward. Real Reward 1 A& A% {7 s A 1z
Note 2:  United Goal Resources, which has 50% interest in Real Reward, is ultimately owned by Mr. FfizE2 ©  #EHReal Reward 50%4#45 2 United Goal Resources £

Thomas Lau and a discretionary trust with certain family members of Mr. Joseph Lau as
eligible beneficiaries.World First Holdings Limited, Crystal key Investment Limited, Grandville
Venture Corp.and Global Centre Investments Limited are, either direct or indirect, wholly
owned subsidiaries of Real Reward. By virtue of SFO, Mr. Thomas Lau is deemed to be
interested in the shares held by Real Reward directly or indirectly in World First Holdings
Limited, Crystal Key Investment Limited, Grandville Venture Corp. and Global Centre
Investments Limited.

All the interests stated above represented long positions. As at 31st December, 2005,

the directors and chief executive had no short positions recorded in the register required

to be kept by the Company pursuant to Section 336 of the SFO.

BREERABRIZARIEBEEETRBZ2ME
FLE R E *World First Holdings Limited - Crystal Key
Investment Limited - Grandville Venture Corp. X Global
Centre Investments Limited% Real Rewardg # sk 2
B A B HURIEE RS 1600 - BI808 St EWARIER
Real RewardWorld First Holdings Limited + Crystal Key
Investment Limited + Grandville Venture Corp. K Global
Centre Investments Limited B 1% sk i & 5 B 5 F 5
W o

bt 2R RFR- R _EEAF+ _A=+—R &2
AIIRIRRE 75 R IR R DI SE336 I e 17 B 2 B ro i M Ao i%
B ERITR AR HARR -



Annual Report 4 #k 2005

Share option scheme

The Company's share option scheme (the “Scheme”) was adopted for a period of 10
years commencing 27th March, 2004 pursuant to a written resolution of the sole
shareholder for the purpose of providing incentives or rewards to selected full-time
employees and directors for their contribution. Details of the Scheme was subsequently
disclosed in the Company'’s prospectus dated 31st March, 2004.

Under the Scheme, the Company may grant options to selected full-time employees
and directors of the Company and its subsidiaries, to subscribe for shares in the
Company. Additionally, the Company may, from time to time, grant share options to
eligible advisors and consultants to the Company and its subsidiaries at the discretion
of the Board of Directors.

The total number of shares in respect of which options may be granted under the
Scheme is not permitted to exceed 10% of the shares of the Company in issue at any
point of time, without prior approval from the Company’s shareholders. The number
of shares issued and to be issued in respect of which options granted and may be
granted to any individual in any one year 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. Options granted to substantial shareholders, independent non-executive
directors, or any of their respective associates (including a discretionary trust whose
discretionary objects include a substantial shareholder or an independent non-
executive director or a company beneficially owned by any substantial shareholder or
independent non-executive director of the Company) in excess of 0.1% of the
Company’'s share capital or with a value in excess of HK$5,000,000 must be approved
in advance by the Company’s shareholders.

Option granted must be taken up within the time limit specified in the offer letter
(which shall not be later than 5 days from the date of offer), upon payment of HK$1 per
option. Options may be exercised at any time during a period commencing on or after
the date on which the option is accepted and deemed to be granted and expiring on a
date to be notified by the Board to each grantee which shall not be more than 10 years
from the date on which the option is accepted and deemed to be granted. The exercise
price is determined by the directors of the Company, and will not be less than the
higher of (i) the closing price of the Company’s shares on the date of grant, (ii) the
average closing price of the shares for the five business days immediately preceding
the date of grant; and (iii) the nominal value of the Company’s share.
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Details of options granted by the Company

ARRIRHBREZFE
AF+=A =+— B S AR A ARIRE

As at 31st December, 2005, options to subscribe for an aggregate of 6,640,000 shares R-ZTZ

of the Company which were granted to a director (as disclosed above) and certain
full-time employees pursuant to the Scheme remained outstanding, details of which

were as follows:

ZAEA—RESERAETE2BEERETHRBEEH
6,640,000 A2 R (0 B MR 1T/ 2 FE B s¥ B i T

Number of share options
BRESA
Outstanding Outstanding
as at Granted Exercised Lapsed Cancelled asat
1st January, during during during during  31st December, Subscription
Date of grant 2005 the year the year the year the year 2005  Option period price per share
RZFFLE RZFF1E
~A-H +AZ+-A
FiHAH HRITE FMEY FWITE ER% FMEH HATE BRESR SRIBE
Director
S
Mr. Thomas Lau  7/10/2005 - 840,000 - - - 840,000  7/10/2006 - 26/3/2014 HK$12.32
£l 9yl “EERETALA “ERETATEE 1232%1
ZE-RE=RZ1/A
Employees 7/10/2005 - 5,800,000 - - - 5,800,000  7/10/2006 - 26/3/2014 HK$12.32
] “EERETALA ZEERETALRE 1232%T
ZE-MEZA=15A
Total - 6,640,000 - - - 6,640,000

a5t
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Details of options granted by the Company (continued)
Notes:

1. The options are exercisable from 7th October, 2006 to 26th March, 2014 (both days inclusive) subject
to the following vesting period:

() up to 40% of the options commencing 7th October, 2006;

(i) up to 70% of the options (including the options not exercised under the limit prescribed for in
the previous period) commencing 7th October, 2007;

(i) up to 100% of the options (including the options not exercised under the limit prescribed for in
the previous periods) commencing 7th October, 2008.

2. The closing price of the shares of the Company immediately before the date on which the options
were granted is HK$12.05.

3. According to the Black-Scholes pricing model (the “Model”), the fair value of the options was estimated
at HK$18 million. The variables used in the model were as follows:

Weighted average HK$12.14 based on weighted average share price of the Company over
share price the previous year

Expected volatility 32.47% historical volatility of the Company’s share price over the
previous year

Expected life 8.5 years based on management’s best estimate, take into account non-
transferability, exer cise restrictions and other behavioural
considerations

Risk-free rate 4.18% reference to yield of 10-year Exchange Fund Notes in Dec 2005

Expected dividend yield 2.73% based on historical dividend yield of the shares of the Company
over 12-month period

This Model was developed to estimate the fair value of publicly traded options that have no vesting
restriction and are fully transferable. As the Company’s share options have characteristics significantly
different from those traded options, and the value of the share options varies with different variables
of certain subjective assumptions, any change in the variables so used may materially affect the
estimation of the fair value of the share options.

Arrangements to purchase shares or debentures

Other than as disclosed under the sections “Placing and subscription” and “Details of
options granted by the Company” above, at no time during the Year was the Company,
its holding company, or any of its subsidiaries or fellow subsidiaries, a party to any
arrangements to enable the directors of the Company to acquire benefits by means of
the acquisition of shares in, or debentures of, the Company or any other body corporate.
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Directors’ Interests in contracts of significance

Other than as disclosed under the section “Connected Transactions” below, no contracts

of significance to which the Company, its holding company, subsidiaries or fellow

subsidiaries was a party and in which a director of the Company had a material interest,

whether directly or indirectly, subsisted at the end of the year or at any time during

the Year.

Connected transactions

M

CTF Jewellery’s concessionaire counter at SOGO CWB (Continuing Connected
Transaction)

Sogo Hong Kong Company Limited (“Sogo HK"),an indirect wholly owned subsidiary
of the Company, and Chow Tai Fook Jewellery Company Limited (“CTF Jewellery”)
entered into a dealership agreement where Sogo HK provides a consignee counter
of about 1,107.40 sq.ft. at Shops 1-28 and 1-29 on the First Floor of the SOGO CWB
to CTF Jewellery for exhibiting and selling fine jewellery, gold and platinum jewellery,
at an annual minimum commission of not less than HK$3,986,640. During the year
ended 31st December, 2005 (the “Year”), Sogo HK received a total of HK$6,373,000

commission from CTF Jewellery.

The existing dealership agreement expired on 30th November, 2005 and the
consignee arrangement has been continued at the same terms pending signing

of a placement dealership agreement.

Real Reward Limited (“"Real Reward”), the Company'’s controlling shareholder, is
owned as to 50% by United Goal Resources Limited (“United Goal Resources”)
and the other 50% by Go Create Limited (“Go Create”) which, in turn, is wholly
owned by Chow Tai Fook Enterprises Limited (“CTF"). Being an associate of CTF,

CTF Jewellery is a connected person of the Company under the Listing Rules.

Leasing of the Excelsior Plaza from the Chinese Estates Group (Continuing
Connected Transaction)

Pursuant to two tenancy agreements dated 14th August, 1996 and 10th November,
1997 made between Public Might Limited (“Public Might"), a subsidiary of the Group,
as tenant and Sunny Ocean Limited and Viewide Properties Limited (“Chinese
Estates Related Companies”), both are subsidiaries of Chinese Estates Holdings
Limited, as landlord, in respect of certain premises at Excelsior Plaza, the Group
was required to pay rent at as well as service charges to the Chinese Estates
Related Companies for the leasing of the premises. During the year under review,
a total of HK$36,138,000 of rental and service charges was paid by Public Might up
to the date of 31st October, 2005 when the said tenancy agreements expired.
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Connected transactions (continued)

=

As Real Reward, being the Company’s controlling shareholder, is owned as to
50% by United Goal which, in turn, is ultimately owned by Mr. Thomas Lau and a
discretionary trust with certain family members of Mr. Joseph Lau as eligible
beneficiaries; and Mr. Joseph Lau and Mr.Thomas Lau are interested or deemed
to be interested as controlling shareholders of Chinese Estates Holdings Limited,
the Chinese Estates Related Companies are associates of the connected persons

of the Company under the Listing Rules.

As the captioned transactions (1) and (2) constituted continuing connected
transaction under Chapter 14A of the Listing Rules, a waiver from strict compliance
with the disclosure and/or shareholders’ approval requirements under Rule 14A
of the Listing Rules was granted by the Stock Exchange on 31st Mar ch, 2004. The
independent non-executive directors of the Company (“INEDs”) have reviewed
and confirmed that the annual cap of HK$10 million and HK$47.7 million in respect
of transactions (1) and (2) respectively has not been exceeded for the Year. The
INEDs have also confirmed that the above transactions have been entered into by
the Company in the ordinary course of its business and are fair and reasonable
and in the interests of the Company’s shareholders as a whole, and on normal
commercial terms and in accordance with the terms of the respective agreements
governing such transactions. The auditors of the Company have confirmed that
the above transactions have been approved by the board of directors and did not
exceed the respective caps stated in the Company’s prospectus dated 31st March,
2004.

PRC JV Acquisition Agreement

As disclosed in the Company’s prospectus dated 31st March, 2004, Excellent Global
Limited, being a subsidiary of the Company, had contracted with Pure Group Limited
("Pure Group”) and Full Partner Limited (“Full Partner”) for a conditional agreement

to acquire:

(i) the entire issued share capital of Great Prosperity Holding Inc. (“Great
Prosperity”), and

(i) the face value of the shareholders’ loans owed by Great Prosperity to Pure

Group and Full Partner at completion

at a consideration subject to a cap of HK$500 million.
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Connected transactions (continued)

Upon completion of the above acquisition agreement, the Company would have
an effective equity interest of 65% in the operating joint venture company /& A
¥ B EERAF (Shanghai Ongoing Department Store Limited) (“Operating JV")
which operates the Jiuguang Department Store and 50% in the property joint
venture company &N B ES AR A R (Shanghai Joinbuy City Plaza Co.
Ltd.) (the “Property JV") which owns the entire 10-storey shopping complex at +
A BT ES AKJE (Shanghai JoinBuy CityPlaza) (the “Shopping Complex”) (both
interests collectively as the “Shanghai Project”). Both the Operating JV and Property
JV are Sino-foreign joint venture companies established in the PRC.

As Pure Group is ultimately owned as to 100% by Mr. Thomas Lau and Mr. Joseph
Lau’s family discretionary trust and Full Partner is ultimately owned as to 100% by
CTF; and both Mr.Thomas Lau and Mr. Joseph Lau and CTF are connected persons
of the Company due to its controlling stake in Real Reward (the Company's
controlling shareholder). Both Pure Group and Full Partner are hence associates
of the Company’s connected person, Real Reward.

The acquisition was completed on 7th January, 2005 and the Group paid an
aggregate consideration of HK$500 million. The auditors has performed review on
the adjustment schedule with respect to the construction cost of the Shopping
Complex and no adjustment on the consideration was found necessary.

Following completion of the acquisition of the Shanghai Project, the Operating JV
has become a 65% indirectly owned subsidiary of the Company As /818 (%
) A2 7 (Shanghai Joinbuy Group Co., Ltd.) and 8N BE RN BRR AR
(Shanghai Joinbuy Co, Ltd.) (together the “Joinbuy Group”) collectively own 35%
and 50% interests in the Operating JV and Property JV respectively, the Property
JVis an associate of the Joinbuy Group which is a connected person of the Company
through their 35% controlling equity interest in the Operating JV, a non-wholly
owned subsidiary of the Company. As such, any transaction, if any, between the
Operating JV and the Property JV would constitute connected transaction for the
Group. Because of this connection, the following transactions constitute connected

transactions of the Company:
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Connected transactions (continued)

)

(i)

Operating JV's Tenancy Agreement (Continuing Connected Transaction)

0On 26th November, 2004, the Operating JV entered into a tenancy agreement
(the ")V Tenancy Agreement”) with the Property JV in respect of the leasing of
the entire building of the Shopping Complex (as defined above) of
approximately 92,000 sq.m. for a term of 20 years commencing from 1st
October, 2004 to 30th September, 2024 at a basic annual rental of RMB125
million with an upward adjustment for additional rental at the rate of 3.5% on
the amount over and above the annual revenue of RMB1,500 million for the
whole Shopping Complex.

Details of the terms of the JV Tenancy Agreement were disclosed in the circular
dated 14th December, 2004 which were subsequently confirmed and approved
by independent shareholders of the Company on 30th December, 2004.During
the Year, an amount of RMB125 million (equivalent to approximately HK$118.7
million) of rental and RMB22.2 million (equivalent to approximately HK$21.1
million) of management fee were paid by the Group and both are within the
annual cap of RMB125 million and RMB65 million respectively as stipulated in
the Company’s circular dated 14th December, 2004.

Property JV's Shareholder’s Loans (Connected Transaction)

As a result of the acquisition of the Shanghai Project, the Group had indirectly
acquired through its subsidiary the Shareholder’s Loan interest of the Property
JV in the amount of US$10.52 million (equivalent to approximately HK$82.06
million). Details of the Shareholder’s Loan were disclosed in the Company’s
circular dated 14th December, 2004 under the section heading “Shareholder’s
Loan"” and shareholders’ approval was subsequently obtained at the Company’s
general meeting on 30th December, 2004. As at the balance sheet date, there
was no more Shareholders’ loan outstanding at the Property JV.
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Connected transactions (continued)

(iii)

(iv)

Operating JV's Improvement Works (Connected Transaction)

As described in the section headed “Improvement Works” in the circular dated
14th December, 2004, the Operating JV had requested the Property JV to carry
out on its behalf certain Improvement Works for the fitting-out works for the
Jiuguang Department Store in the amount between RMB250 million to RMB280
million. This arrangement was confirmed and approved by shareholders of
the Company at the Company’s general meeting on 30th December, 2004. As
of 28th February, 2006, the amount of the Improvement Works has been
confirmed to be around RMB275 million (equivalent to approximately HK$261

million).

JV Dealership Agreement at Jiuguang Department Store (Continuing Connected

Transaction)

The Operating JV entered into a dealership agreement with FIK@EAE £17
CFIN) BRRAR] (“CTFSZ Jewellery”) for making available consignee counter
of about 140 sg.m. on the first floor of the Jiuguang Department Store to CTFSZ
Jewellery for selling jewellery for a period of three years commencing from
1st October, 2004. Monthly commission is payable by CTFSZ Jewellery to the
Operating JV based on certain percentages of the gross turnover of CTFSZ
Jewellery’s sales in the relevant month. During the Year, the Operating JV
received a total of RMB931,000 (equivalent to approximately HK$884,000)
commission from CTFSZ Jewellery, which is within the annual cap of RMB34
million as stipulated in the Company’s announcement dated 13th December,
2004.

As mentioned in paragraph (1) above, CTF is a connected person of the
Company and its associate, CTFSZ Jewellery, is also regarded as a connected
person to the Company. Therefore, the above JV Dealership Agreement

constitutes a continuing connection transaction of the Company.
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Connected transactions (continued)

(®)

Leasing of the premises for the Sogo TST department Store (Continuing
Connected Transaction)

Pursuant to the lease agreement dated 24th February, 2005 (the “Lease”) entered
into between the Group’s Sogo HK as tenant and Hong Kong Island Development
Limited (“"HK Island”), an associate of CTF, as landlord for the leasing of the Portions
of Ground Floor, Podium 1 and the entire Podium 2 of The Amazon at no. 12
Salisbury Road, Tsimshatsui, Kowloon to Sogo HK for a term of 15 years at a turnover
rent, based on sales at the premises, of 6% for the 1st to the 10th years and 7% for
the 11th to the 15th years. Details of other terms of the Lease were described in
the Company’s circular dated 11th March, 2005 which were subsequently approved
by independent shareholders on 29th March, 2005. During the Year, a total of
HK$14.9 million of rental including air-conditioning charges, management fees,
government rates and other outgoings was paid by the Group, the amount of
which is within the annual cap of HK$75 million as stipulated in the Company’s
circular dated 11th March, 2005.

HK Island is a subsidiary of New World Development Company Limited (“NWD")
which in turn is an associate of CTR As CTF is a connected person of the Company,
the above Lease constitutes a continuing connected transaction of the Company
under the Listing Rules.

General cleaning and pest control services provided to Sogo TST Store
(Continuing Connected Transaction)

Sogo HK entered into an agreement with Pollution & Protection Services Limited
(“PPS") for the provision of general cleaning and pest control services to its Sogo
TST store for a period of one year and two days. During the Year, a total of
HK$768,000 for the said services was paid by the Group, which amount is within
the annual cap of HK$851,000 as stipulated in the Company’s announcement dated
31st October, 2005.

PPS, a subsidiary of NWD which in turn is controlled by CTF, is an associate of a

connected person of the Company under the Listing Rules.
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Connected transactions (continued)

(7) Amendments of terms in letters of appointment of hon-executive directors

(Connected Transaction)

RER S5 (#)

In order to comply with code provision A.4.1 of the Code on Corporate Governance

Practices, the letters of appointment for the Company’s Non-executive Directors

will be amended on 1st March, 2006 by deleting the provision of continuous

employment and adding the provision for a specific term of employment of one

year and be subject to re-election at the Company’s annual general meeting. As

the Non-executive Directors are connected persons of the Company, the

amendments of the terms in letters of appointment constitute connected

transactions and are subject to disclosure requirement in the annual report of the

Ccompany.

Substantial shareholders

As at 31st December, 2005, as far as known to the directors, the following persons
(other than the directors or chief executives of the Company) who had 5% or more
interests in the shares or underlying shares in respect of equity derivatives of the
Company that would fall to be disclosed to the Company under the provisions of
Divisions 2 and 3 of Part XV of the SFO which were recorded in the register required to
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be kept by the Company pursuant to Section 336 of the SFO were as follows:

Long position in the shares of the Company

Name of shareholder
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Nature of
interest and capacity

Approximate
Total number of percentage
shares held of interest

BREEH BEMERES 5 R R 8 BAERE L

Real Reward Beneficial owner 540,000,000 63.75%
EmEEA

United Goal Resources Corporate (Note 1) 540,000,000 63.75%
NI

Asia Prime Assets Limited (“Asia Prime Assets”) Corporate (Note 1) 540,000,000 63.75%
NI

Go Create Corporate (Note 2) 540,000,000 63.75%
NI

CTF Corporate (Note 2) 540,000,000 63.75%

AR NI

JPMorgan Chase & Co. Investment Manager/Custodian 86,252,000 10.18%

RELEFEEA
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Substantial shareholders (continued)

Note 1:  Asia Prime Assets which is wholly owned by Mr. Thomas Lau, holds more than one-third of the
entire issued share capital of United Goal Resources, a 50% shareholder of Real Reward. By
virtue of the SFO, Asia Prime Assets and United Goal Resources are deemed to be interested in
the shares held by Real Reward.

Note 2:  Go Create, a company wholly owned by CTF of which family members of Daté Dr. ChengYu-

tung have controlling interests, has 50% interest in Real Reward. By virtue of the SFO, CTF and
Go Create are deemed to be interested in the shares held by Real Reward.

Note 3:  Mr. Thomas Lau is deemed to be a substantial shareholder who is interested in 540,000,000

shares of the Company (approximately 63.75%) and 400,000 shares (approximately 0.05%) of
the Company held by Real Reward and Dynamic Castle respectively. Mr. Thomas Lau also holds
840,000 share options (approximately 0.1%) granted by the Company as beneficial owners.
Details of his interests are set out in Section under “Directors’ and chief executives' interests in
shares and underlying shares”.

All the interests stated above represented long positions. As at 31st December, 2005,
the substantial shareholders of the Company had no short positions recorded in the
register required to be kept by the Company pursuant to Section 336 of the SFO.

Remuneration policy
The remuneration policy of the Group is set up by the Remuneration Committee on
the basis of their merit, qualifications and competence.

The emoluments of the directors of the Company are decided by the Remuneration
Committee, having regard to the Company's operating results, individual performance
and comparable market statistics.

The Company has adopted the Scheme as an incentive to directors and eligible
employees, details of the Scheme is set out under the section headed “Share option
scheme” above.

Competing business interests of directors

CTF, of which family members of Datd Dr. Cheng Yu-tung (including Daté Dr. Cheng
Yu-tung himself and Dr. Cheng Kar-shun, Henry, directors of the Company) have
controlling interests, owned about 35.52% of the issued share capital of New World
Development Company Limited (“NWD"). NWD is the holding company of New World
Department Stores Limited ("NWDS"), which was founded in 1993 and currently
operates department store business selling merchandise, from direct purchase and
through concessionaire counters. NWDS operates 21 department stores with an
aggregate gross floor area of about 600,000 sg.m. in Hong Kong and eleven cities in
the PRC, namely Wuhan, Shenyang, Wuxi, Harbin, Tianjin, Ningbo, Beijing, Shanghai,
Dalian, Kunming and Lanzhou, including a store of gross floor area of about 14,000
sg.m.in Tsimshatsui, Hong Kong and five stores of about 100,000 sg.m. in aggregate
in Shanghai. As such, the business of NWDS may compete directly or indirectly with
the business of the Group in Hong Kong and Shanghai.
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Competing business interests of directors (continued)

The senior management of NWDS is currently led by Mr. Philip Cheung, the managing
director. Dato Dr. Cheng Yu-tung is not a director of, and is not involved in the daily
operations of, NWDS. Although Dr. Cheng Kar-shun, Henry is the chairman of NWDS,
he only assumes a non-executive role and is not involved in the day-to-day operations
of NWDS which are supervised and run by the aforesaid managing director, Mr. Philip
Cheung. The management of NWDS and the management of the Group are separate
and distinct. There has never been any exchange of information nor communication
between the two management. The management of NWDS only participates in the
management and operations of NWDS but not that of the Company. In relation to
NWD, two of its directors, Dat6 Dr. Cheng Yu-tung and Dr. Cheng Kar-shun, Henry, are
also the non-executive directors of the Company. Since the completion of the
acquisition of Sogo HK in May 2001, neither CTF nor any of these two directors has
participated in the daily operations and management of the Group. As hon-executive
directors, it is not intended that they will participate in the daily operations and
management of the Group.

Save as disclosed herein, none of the directors and their respective associates had
any interest in a business which competes or may compete with the business of the
Group.

Purchase, sale or redemption of the Company’s securities
There was no purchase, sale or redemption of shares of the Company by the Company

or any of its subsidiaries during the year.

Pre-emptive rights
There are no provisions for pre-emptive rights under the Company’s Articles although

there are no restrictions against such rights under the laws in the Cayman Islands.

Employees

As at 31st December, 2005, the Group had a total of about 988 employees in Hong
Kong and 425 in the PRC. Employees’ cost (excluding directors’ emoluments) amounted
to approximately HK$161.9 million (2004: HK$155.4 million). The Group ensures that
the pay levels of its employees are competitive according to market trend and its
employees are rewarded on a performance related basis within the general framework

of the Group’s salary and bonus system.
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Maijor customers and suppliers
The Group is principally involved in retail business. The five largest customers and the
five largest suppliers of the Group accounted for less than 30% of the Group’s turnover

and purchases respectively during the Year.

Sufficiency of public float
The Company has maintained a sufficient public float throughout the Year.

Post balance sheet events

There have not been any significant events occured after the balance sheet date.

Auditors
A resolution will be submitted to the annual general meeting to re-appoint Messrs.

Deloitte Touche Tohmatsu as auditors of the Company.

On behalf of the Board
Lau Luen-hung, Thomas

Managing Director

28th February, 2006
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