The Directors of the Company present their annual report and the
audited financial statements for the year ended 31st December, 2006.

The principal activity of the Company is investment holding and the
principal activities of its subsidiaries are the operation of “lifestyle”
department stores and property holding. Particulars of the Company’s
principal subsidiaries are set out in note 42 to the financial statements.

The results of the Group for the year ended 31st December, 2006 (the
“Year”) are set out in the consolidated income statement on page 57.

An interim dividend of HK cents 14.5 per share was paid during the
Year. The directors has recommended the payment of a final dividend
of HK cents 21.0 in cash per share, to the shareholders on the register of
members on 23rd April, 2007, amounting to a total of HK cents 35.5 in
cash per share for the Year.

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$7,648,000 has been credited directly to the
income statement.

The Group continued ifs leasehold improvements replacement policy
and expended HK$52,566,000 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.

Details of movements during the Year in the share capital of the
Company are set out in note 34 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.
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Directors’ Report #3 Rt

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

Non-executive directors:

Datd 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, Stephen

In accordance with Article 87 of the Articles of the Company, Dr.
Cheng Kar-shun, Henry, Ms. Lau Yuk-wai, Amy and Mr. Lam Siu-lun,
Simon 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 appointed for a specific term of one year and
is subject to refirement and re-election at annual general meeting in
accordance with the Company’s articles of association.

Mr. Lau Luen-hung, Thomas and Mr. Doo Wai-hoi, William 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 of office.

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 underlying shares

At 31st December, 2006, the interests of the directors and chief
executives in the shares of the Company, underlying shares in respect
of equity derivatives and debentures of the Company and ifs
associated corporations (within the meaning of Part XV of the Securities
and Futures Ordinance ("SFO”), which were notified to the Company
and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests and/or short positions which they are taken or
deemed to have under such provisions of the SFO) or which were
required, pursuant to section 352 of the SFO, to be entered in the
register referred to therein, or which were required, pursuant to the
Model Code for Securities Transactions by Directors of Listed
Companies 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
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Approximate

Nature of interest Total number of Total number of percentage
Name of director and capacity ordinary shares underlying shares of interest
EEnR EEHERES B LiELcld vt o BrEaast
Mr. Thomas Lau Corporate (Note 1) 540,000,000 - 63.68%
2R EE RA) (&)

Corporate (Note 2) 3.378.000 - 0.39%

NCIRGGE)

Beneficial owner - 8,134,000 (Note 3) 0.95%

EaREAA

Note 1: United Goal Resources Limited (“United Goal”), which has 50% interest
in Real Reward Limited ("Real Reward”), is ultimately owned by Mr.
Thomas Lau and a discretionary frust 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 held by Real Reward.

Note 2: Dynamic Castle Limited (*"Dynamic Castle”) is wholly owned by Mr.
Thomas Lau. By virtue of the SFO, Mr. Thomas Lau is deemed to be
interested in 3,378,000 shares of the Company held by Dynamic
Coaostle.

Note 3: These interests represent the interests in underlying shares in respect of
share options granted by the Company to Mr. Thomas Lau as
beneficial owners, the details of which are set out in the Section
“Details of options granted by the Company” below.
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Directors’ Report #3 Rt

Directors’ and chief executives’ interests in shares
and underlying shares (continued)
(2) Interests in the shares of associated corporation

EERTERARRRORAEBERD S

(2) BECEER G 2

Nature of Approximate
Name of associated interest and Total number percentage of

Name of director corporation capacity of shares held interest

EENS HEEEEE REtEERSS FRSRR R #E B @ihEaastt

Mr. Thomas Lau Real Reward Corporate (Note 1) 1 50%

Gl pite ~a) (MEE 1)

World First Holdings Limited* Corporate (Note 2) 2 100%
(in Members’ Voluntary ~al (fsE 2)
Liquidation)
ZEREFRATY
(IE#EfTIRR BFEER)
Crystal Key Investment Limited Corporate (Note 2) 1 100%
DF (3 2)
Grandville Venture Corp. Corporate (Note 2) 50,000 100%
~a) (KEE 2)
Global Centre Investments Limited Corporate (Note 2) 1 100%
~A (MEE 2)

Note 1: United Goal, which has 50% interest in Real Reward, is ultimately fiFE 1+ #5 Real Reward 50% %2 United Goal
owned by Mr. Thomas Lau and a discretionary trust with certain family HRIERELERA BRI HABRISH LA
members of Mr. Joseph Lau as eligible beneficiaries. By virtue of the ETREZ2RIETHKRES - BUREE
SFO, Mr. Thomas Lau is deemed to be interested in 1 share in Real FH REE GG - BIEIEEERRIER Real
Reward. Reward 1A (0 B i -

Note 2: United Goal, which has 50% interest in Real Reward, is ultimately M5 2+ #% Real Reward 50% 2 2 United

owned by Mr. 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.

World First Holdings Limited was sfill in Members’ Voluntary Liquidation
at the balance sheet date and was dissolved on 5th February, 2007.

All the interests stated above represented long positions. As at 31st
December, 2006, the directors and chief executives had no short
positions recorded in the register required to be kept by the Company
pursuant to Section 336 of the SFO.
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As at 31st December, 2006, 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 and were recorded in the register required to be
kept by the Company pursuant to Section 336 of the SFO were
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as follows:

Long position in the shares of the Company RKATRD2FE

Real Reward Beneficial owner 540,000,000 63.68%
EnfAA

United Goal Corporate (Note 1) 540,000,000 63.68%
~A) (MEE 1)

Asia Prime Assets Limited (*Asia Prime™) Corporate (Note 1) 540,000,000 63.68%
ANGNCERD

Go Create Limited ("Go Create™) Corporate (Note 2) 540,000,000 63.68%
7] (M 2)

Chow Tai Fook Enterprises Limited (“"CTF") Corporate (Note 2) 540,000,000 63.68%

ARREERRAR ([EXE]) NGING )

JPMorgan Chase & Co. Investment Manager/Custodian 49,248,500 5.80%
REEE FTEA

Note 1: Asia Prime which is wholly owned by Mr. Thomas Lau, holds more than
one-third of the entire issued share capital of United Goal, a 50%
shareholder of Real Reward. By virfue of the SFO, Asia Prime and United
Goal are deemed fo 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. Cheng Yu-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 63.68%)
and 3,378,000 shares (approximately 0.39%) of the Company held by Real
Reward and Dynamic Castle respectively. Mr. Thomas Lau also holds
8,134,000 share options (approximately 0.95%) 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”.
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Directors’ Report #3 Rt

All the interests stated above represented long positions. As at 31st
December, 2006, 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.

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 to the Group.

Under the Scheme, the Company may grant options to selected full-
fime employees and directors of the Company and its subsidiaries, to
subscribe for shares in the Company. Additionally, the Company may,
from fime 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 any of their respective
associates) in excess of 0.1% of the Company’s share capital or with a
value in excess of HK$5,000,000 must be also approved 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
fime 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.

B2 EMERIRER - R_TEREFA=F—
B ADEREBESMAEEAIFE336 HREFE
2B MR A DB 2RCRERERIAR -

AREREE—RR 2 EERBRENBELE 3
([%a8))  B=TTMF=ZA-_+tHEAH+
FEEREBEZZREERESHRTUAE
EFfERERRH R REE -

BB S RARRAIRAREREMEA AL
#2RRENEFFEHBRE  ARBARRKR
3 o pehh - AREAARREERHBERAARRF
REMB LRz A ERERRHARBR L ER
e

IAREARBIBRELAE - RIBZFT R E
ARAERTS M AN AE SR - NMSRBBA R RIDMEAIR
BEITED10% - MARARBRRELLE - 1
EA—5 - SUHEMER A TR KA ER 2 Bk
REBTRERITZROEE - TSEBARRR
EAE R BT 1% - K TPERIE - BIUIEH
TERAEARSEAZHBEAL (BE2RET
MAEMEEX S A BRI ERRIBIIFNTES
HEMESEE 2 BEAL) BBARFRA0.1%
SH{B{EHEE5,000,000/8 T2 B » TRUBRAR
AIFBCRALAE ©

Bz BEEANRE A PTEERR (SRR
ZREEEER) NEH - BRRERSHBREX
BT - BEETREAREEACREERRZ
REZEZRAGEARAENE A LHREAER
78 - ERBRARFR AE R LBREE BT
BHE10F - TEERARRESET - HHER
(HEHBHAR R YTE () EEEHE L]
RfEEE RS FHRHE R (i) AR R EE
=EZBRE -



Details of options granted by the Company

As at 31st December, 2006, options to subscribe for an aggregate of
12,632,000 shares of the Company granted to a Director (as disclosed
above) and certain full-time employees pursuant to the Scheme
remained outstanding. details of which were as follows:

Number of share options

ARRREBREZFF
RIFZRF+ZA=+—H B ESAHE -
AnEfREzatal—2EEZRET2RBIER R
AR S #£12,632, 0004 2 AR B M AR1THE
ZERRIRBEFEM T

IaREnE
Outstanding Outstanding
as at Granted Exercised Lapsed Cancelled as at Subscription
Date of 1st January, during during during during 31st December,  Option price per
grant 2006 the year the year the year the year 2006  period share
RIBERE RZBZRE
-A-A +ZA=+-A
BHAM BFTE FMEY FRTE FREN FRES RETE HWRENE BREHE
Director
]
Mr.Thomas Lau  7/10/2005 840,000 (336,000) - - 504,000 7/10/2006- HK$12.32
Elr 3yt ZETRETALA 26/3/2014 123257
(Note 1)
ZEERETALRE
—E-RE=A=1RA
(B 1)
16/03/2006 - 7,630,000 - - - 7,630,000  16/3/2007- HK$12.74
ZZTEZR1H 26/3/2014 127457
(Note 2 and 3)
ZZ3+¥=/+5 A%
“Z-[E=A=15H
(M2 R 3)
Employees 7/10/2005 5,800,000 - (632,000) (670,000) - 4,498,000  7/10/200¢6- HK$12.32
iR “EZRETALA 26/3/2014 123257
(Note T)
ZE3NETALRE
ZE3-RE=A=t/A
(£ 1)
Total 6,640,000 7,630,000 (968,000) (670,000) - 12,632,000
#i
Notes: =3

1. The options, granted on 7th October, 2005, 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.
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2. The options, granted on 16th March, 2006, are exercisable from 16th March,
2007 to 26th March, 2014 (both days inclusive) subject to the following vesting
period:

() up to 40% of the options commencing 16th March, 2007;

(i) up to 70% of the options (including the options not exercised under the
limit prescribed for in the previous period) commencing 16th March, 2008;

(i) up to 100% of the options (including the options not exercised under the
limit prescribed for in the previous periods) commencing 16th March,
2009.

The closing price of the shares of the Company, immediately before the date
on which the options were granted on 16th March, 2006, was HK$12.75. The
grant of such options was subsequently approved by independent
shareholders on 26th April, 2006.

3. According to the Black-Scholes pricing model (the “*Model”), the fair value of
the options granted during the year was estimated at HK$22 million. The
variables used in the model were as follows:

Share price on HK$13.15 closing share price on 26th April, 2006
26th April, 2006

Expected volatility  30.71% historical volatility of the Company’s share
price over the previous year

Expected life 5.5 years based on management’s best estimate,
take into account non-transferability,
exercise restrictions and other behavioural
considerations

Risk-free rate 4.55% reference to yield of 10-year Exchange Fund
Notes in March 2006

Expected dividend 2.52% based on historical dividend yield of the
yield shares of the Company over 12-month
period

This Model was developed to estimate the fair value of publicly fraded
options that have no vesting restriction and are fully transferable. As the
Company’s share options have characteristics significantly different from
those fraded 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.

Other than as disclosed under the section “Details of options granted
by the Company”, 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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Other than as disclosed under the section "Connected Transactions”,
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.

(1) CTF Jewellery’s concessionaire counter at SOGO CWB (Continuing
connected fransaction)
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 intfo 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, 2006
(the “Year”), Sogo HK received a total of HK$8,690,000 commission
fromm CTF Jewellery.

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

Real Reward Limited ("Real Reward”), the Company’s controlling
shareholder, is owned as to 50% by United Goal Resources Limited
("United Goal”) 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.

(2) Operating JV's tenancy agreement (Continuing connected
transaction)
On 26th November, 2004, E/ AKX B EABR AT (the “Operating JV*)
entered into a tenancy agreement (the “JV Tenancy Agreement”)
with BB NBEHMESER AR (the “Property JV”) in respect of the
leasing of the entire building of the Shopping Complex (as defined
above) of approximately 92,000 sg.m. for a ferm 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.
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(2) Operating JV's tenancy agreement (Continuing connected

fransaction) (continued)

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$121.7 million) of
rental and RMB28.2 million (equivalent to approximately HK$27.5
million) of management fee were paid by the Operating JV 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.

The Operating JV is a 65% indirectly owned subsidiary of the
Company. As L8 NE (£B) AR A7 (Shanghai Joinbuy Group
Co., Ltd.) and B8 ERHER 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 JV is an associate of the Joinbuy Group whichis a
connected person of the Company through their 36% controlling
equity interest in the Operating JV, a non-wholly owned subsidiary
of the Company. As such, the tenancy agreement between the
Operating JV and the Property JV constitutes a connected
fransaction for the Group.

(3) JV Dealership Agreement at Jiuguang Department Store

(Continuing connected transaction)

The Operating JV entered into a dealership agreement with EXTE
wE+1T ORY) BRAA ("CTFSZ Jewellery”) for making available a
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 RMB1.7 million (equivalent to
approximately HK$1.6 million) 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 connected
fransaction of the Company.
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(4) 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 info 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 T 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$34.5 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 CTF. As CTF is a
connected person of the Company, the above Lease constitutes a
continuing connected fransaction of the Company under the
Listing Rules.

(5) General cleaning and pest control services provided to Sogo TST

Store and Sogo CWB Store (Continuing connected fransactions)
On 31st October, 2005, Sogo HK entered info 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 commencing from 29th
September, 2005 to 30th September, 2006. During the Year, a total
of HK$1,938,000 for the said services was paid by the Group, which
amount is within the annual cap of HK$2,165,000 as stipulated in the
Company’s announcement dated 31st October, 2005.

After the expiry of the above agreement, Sogo HK and PPS entered
info a new agreement (the “TST Agreement”) for the same services
on 10th November, 2006. During the Year, a total of HK$685,000 for

the said services was paid by the Group.

On 10th November, 2006, Sogo HK entered into another agreement
(the "CWB Agreement”) with PPS whereby PPS agrees to also
provide general cleaning and pest control services to Sogo CWB
Store for a period from 16th December, 2006 to 7th January, 2008.
During the Year, a total of HK$283,000 for the services was paid by
the Group.
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(5) General cleaning and pest control services provided to Sogo TST
Store and Sogo CWB Store (Continuing connected fransactions)
(continued)

The cap of annual fees payable by Sogo HK to PPS under the TST
Agreement and CWB Agreement is set at HK$1,130,000,
HK$11,460,000 and HK$216,000 for each of the three financial years
ending 31st December, 2006, 2007 and 2008 respectively. If the
amount to be paid to PPS exceeds the said cap, independent
shareholders’ approval would be required. The total of fees paid for
the said services to PPS under the two agreements is within the
annual cap of HK$1,130,000 as stipulated in the Company’s
announcement dated 10th November, 2006.

PPS, a subsidiary of NWD which in furn is deemed to be controlled
by CTF, is an associate of a connected person of the Company
under the Listing Rules.

The remuneration policy of the Group is set on basis of the employees’
merit, qualifications and competence.

The emoluments package of the directors of the Company are
reviewed and concluded by the Remuneration Committee, with
consideration to the Company’s operating results, individual
performance and comparable market statistics.

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

CTF, of which the family members of Datd Dr. Cheng Yu Tung (including
Daté Dr. Cheng Yu Tung himself and Dr. Cheng Kar Shun, Henry, Non-
executive Directors of the Company) have conftrolling inferests, owned
about 36.34% 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 a department store business selling merchandise,
from direct purchase and through concessionaire counters. As af the
Latest Practicable Date, NWDS manages 27 department stores with an
aggregate gross floor area of about 776,980 square meters in Hong
Kong and fiffeen cities in the PRC (namely Wuhan, Shenyang, Wuxi,
Harbin, Tianjin, Ningbo, Beijing, Shanghai, Dalian, Kunming, Lanzhou,
Xiamen, Chongging. Changsha and Chengdu), including a store of
gross floor area of about 14,000 square meters in Tsimshatsui, Hong
Kong and six stores of about 146,230 square meters 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 the PRC.
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The senior management of NWDS is currently led by Mr. Philip Cheung,
its managing director. Daté 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 managements.
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, Daté 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 Hong Kong Company Limited in
May 2001, neither CTF nor any of these two Directors has participated in
the daily operations and management of the Group. As Non-executive
Directors, it is not intfended 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.

There was no purchase, sale or redemption of shares of the Company
by the Company or any of ifs subsidiaries during the Year.

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.

As at 31st December, 2006, the Group had a total of about 1,015
employees in Hong Kong and 441 employees in the PRC. The cost of
employees (excluding directors’ emoluments) amounted to HK$205.8
million (2005: HK$161.9 million) for the Year. The Group considers that
the pay levels of its employees are competitive according fo market
frend and its employees are rewarded on a performance related basis
within the general framework of the Group’s salary and bonus system.

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.
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Based on information available to the Company and within the
knowledge of the Directors, atf least 25% of the Company’s total issued
share capital was held by the Public as of the date of this report.

Details of post balance sheet event are set out in note 40 to the
financial statements.

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

27th February, 2007
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