Report of the Directors

0 Wl

The Board of Directors of the Company (the “Board”) is pleased to
present its Report together with the audited consolidated financial
statements of the Company and its subsidiaries (altogether the
“Group”) for the year ended 31st December, 2006 and the report of
independent Auditors thereon.

PRINCIPAL ACTIVITIES

The principal activities of the Group for the year were property
development and investment, hospitality and leisure activities,

manufacturing of PVC pipes, securities trading and investment

holding.

During the year under review, the Company acted as an investment
holding company while the principal activities and other particulars
of the principal subsidiaries of the Company are listed out in Note

38 to the consolidated financial statements on pages 127 to 131.

RESULTS AND APPROPRIATIONS

Details of the Group’s results and financial position for the year
ended 31st December, 2006 are set out on pages 47 to 132. An
analysis by business segments is set out in Note 7(a) to the
consolidated financial statements on pages 76 to 79 while no
geographical analysis is presented as the Group’s operations and

assets were principally situated in the mainland China.

No interim dividend was paid during the year ended 31st December,
2006 (2005: Nil) and the Board does not recommend a payment of
a final dividend for the year (2005: HK$0.05 per share).

RESERVES

The distributable reserves of the Company as at 31st December,
2006 amounted to approximately HK$197,866,000 (2005:
HK$311,330,000).
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The Board recommends that the retained earnings of the Group as
at 31st December, 2006 amounting to approximately
HK$930,269,000 are to be carried forward. Other movements in
reserves of the Group and of the Company during the year are
shown in Note 28 to the consolidated financial statements on pages
106 to 113.

MAJOR CUSTOMERS AND SUPPLIERS

Of the turnover of the Group for the year, less than 30% was

actributable to the Group’s five largest customers.

During the year, 35.8% of the Group’s purchases were attributable
to the Group’s five largest suppliers with the largest supplier
accounting for 10.3% of the Group’s purchases. None of the
Directors of the Company, their associates or any shareholders (which
to the knowledge of the Directors own more than 5% interest in
the Company’s issued share capital) have any interest in the Group’s

five largest suppliers.

DONATIONS

During the year ended 31st December, 2006, the Group has donated
approximately HK$2,156,000 for charitable and other causes.

FIXED ASSETS

During the year ended 31st December, 2006, the Group added
fixed assets amounting to approximately HK$18,029,000 while
disposed of and wrote off assets with an aggregate net book value of
approximately HK$1,258,000.

Movements in fixed assets of the Group during the year are shown
in Notes 16 and 17 to the consolidated financial statements on

pages 89 and 90.
A schedule of the principal properties held by the Group, either

under development or for sale or investment purposes, is set out on

pages 134 to 140.
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BORROWINGS AND DEBENTURES

Details of bank loans and other borrowings of the Group as at 31st
December, 2006 are set out in Notes 22(b) and 30 to the

consolidated financial statements on pages 96 and 116 respectively.

No debentures of any class were issued by the Company or any of

its subsidiaries, or were in issue, at any time during the year.

Interest expenses of approximately HK$15,716,000 (2005:
HK$27,536,000) attributable to properties under development were
capitalised by the Group during the year.

SHARE CAPITAL AND ZERO COUPON
CONVERTIBLE BONDS DUE 2009

The Company has issued zero coupon convertible bonds due 2009
in an aggregate principal amount of US$50 million (the “Bonds”)
in June 2004 at par to professional investors. The Bonds were listed
on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) as selectively marketed securities and did not bear any
interest. The bondholders were entitled to convert the Bonds into
fully paid ordinary shares of HK$0.50 each in the capital of the
Company (the “Share(s)”) at an initial conversion price of HK$1.95
per Share, which was adjusted to HK$1.85 per Share on 27th May,
2005 upon declaration of a final dividend of the Company for
2004, during the period from 4th July, 2004 to 20th May, 2009.

During the year ended 31st December, 2006, the Bonds of a total
principal amount of US$33.25 million were converted into
140,009,444 Shares at a subscription price of HK$1.85 each. In
this connection, all the Bonds have been converted in full and a
total of 209.41 million fully paid Shares has been issued upon
conversion. None of the Bonds have been redeemed or purchased
since the issue and the Bonds were withdrawn from listing on the

Stock Exchange on 23rd June, 2006.
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As at 31st December, 2006, 1,317,471,940 Shares were in issue.
Details of the share capital of the Company are set out in Note 26

to the consolidated financial statements on page 100.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

During the year ended 31st December, 2006, there was no purchase,
sale or redemption made by the Company, or any of its subsidiaries,

of the Company’s listed securities.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Memorandum and Articles of Association of the Company and the

Companies Law of the Cayman Islands.

DIRECTORS

The Directors of the Company as at the date of this Report and

those who were in office during the year are:
Name of Directors

Executive Directors:

Madam Hsu Feng (Chairman and Managing Director)
Mr Tong Albert (Vice-Chairman)
Mr Chuang Hsiao-Chen

Independent Non-Executive Directors:

Madam Tung Wai Yee
Mr Cheung Siu Ping, Oscar
Mr Lee Chan Fai

A profile of the Directors of the Company is shown on pages 27 to
29,

33

WZEERNETZH=Z1T—H » K H
BeAH LA 1,317,471,940 % B 8847 ) -
AN T A 2 FEAE R 5 100 5 554 B
3R Bt 5 26 ©

SO~ A R I b

E+ T H=+—HIL4

R E BTN
BEA o AN ) B AT 0] B B 4 ) 4EE
B HESREEANRZ ETHESR -

ARy A 2 K2 R AL A R R R A K A A
DA K CBR & BE B 20 R iE) 3 S A7 BR 48 56
HHEZ RS -

W

T AR S 3 T B 2 H R AR A BE R TE A
ZARNFERFEEWT

A A

AT H P

T Mt (FE A EF )
& TR SEA (B E )
HEMRESEE

W PAT H g

EEELL
iR IR B
BN S

RN T EFEZ BN 27 R 29H o




Report of the Directors

L A

Information relating to emoluments paid to the Company’s Directors
during the year is set out in Note 10 to the consolidated financial

statements on pages 83 and 84.

All Directors of the Company, including the non-executive Directors,
are subject to retirement by rotation at annual general meetings of
the Company in accordance with the Articles of Association of the
Company. Article 116 of the Articles of Association of the Company
provides that at each annual general meeting, one-third (or the
number nearest to one-third) of the Directors of the Company for
the time being, who have been longest in office since their last
election, shall retire from office and shall be eligible for re-election.
In this connection, Mr Tong Albert and Mr Cheung Siu Ping, Oscar
will retire by rotation at the forthcoming annual general meeting.

Being eligible, they offer themselves for re-election.

The re-election of the retiring Directors of the Company is subject
to the shareholders’ approval at the forthcoming annual general
meeting of the Company and details of those Directors will be
disclosed in a circular of the Company to be despatched to the

shareholders together with the notice of the annual general meeting.

DIRECTORS’ SERVICE CONTRACT

None of the Directors of the Company who are proposed for re-
election at the forthcoming annual general meeting have an
unexpired service contract with the Company or any of its
subsidiaries which is not determinable by the employing company
within one year without payment of compensation, other than

statutory compensation.
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DIRECTORS’ INTERESTS AND SHORT

POSITIONS IN SECURITIES

As at 31st December, 2006, the interests and short positions of the

Directors of the Company in shares, debentures and underlying

shares of the Company or any of its associated corporations (within

the meaning of Part XV of the Securities and Futures Ordinance

(the “SFO?”)), which were required, pursuant to Section 352 of the

SFO, to be entered in the register referred to therein (including

interests and short positions which they were taken to have under

Section 344 of the SFO) or which were required to be notified to

the Company and the Stock Exchange pursuant to the Rules

Governing the Listing of Securities on the Stock Exchange (the

“Listing Rules”), were as follows:

The Company:
Shares of HK$0.50 each
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JBe By ¥ H
Personal Family Corporate Other
Interests Interests Interests Interests
Name of Directors HRH N BE 2% XK )5 HE 2% 2 v BE 2% 3 fib i 23
Madam Hsu Feng N 28,616,000 Nil i Nil # (4) 534,979,960 (B)
Mr Tong Albert W 1| S5 22,682,000 Nil 4 Nil % (4) 13,000,000 (C)
Mr Chuang Hsiao-Chen  HE fi 3% 556 2E Nil Nil 4 Nil 42 2,000,000 (D)

Notes:

(A)  The following companies, being private companies incorporated in

Hong Kong and wholly-owned subsidiaries of Rivera (Holdings)

Limited (a listed company in Hong Kong), beneficially held an
aggregate of 159,500,465 Shares on 31st December, 2006:
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Number of Shares held

Name of companies 2 W) 4 W B $5 4 B4y B H
Forty Enterprises Company Limited HREELAWAFA 13,081,788
Shine Trip Limited Hig JE AT PR A F 146,418,677

159,500,465
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Madam Hsu Feng and Mr Tong Albert, being mother and son, are
directors of Rivera (Holdings) Limited of which Madam Hsu, being
the executrix of the estate of her late husband, Mr Tong Cun Lin, is
deemed to be a substantial shareholder.

(B) Madam Hsu Feng was interested in the 534,979,960 Shares in her
capacity as the executrix of the estate of the late Mr Tong Cun Lin.

(C)  Mr Tong Albert has been granted options under the share option
scheme of the Company which entitle him to subscribe for 11,000,000
Shares at a subscription price of HK$1.81 per Share during a period
of 3 years ending on 5th October, 2008 and 2,000,000 Shares at a
subscription price of HK$2.155 per Share during a period of 5 years
ending on 23rd July, 2011.

(D)  Mr Chuang Hsiao-Chen has been granted an option under the share
option scheme of the Company which entitles him to subscribe for
2,000,000 Shares at a subscription price of HK$2.155 per Share
during a period of 5 years ending on 23rd July, 2011.

Save as disclosed above, none of the Directors of the Company and
their associates had any interests or short positions in the shares,
underlying shares and debentures of the Company or any of its
associated corporations as at 31st December, 2006, which were
required, pursuant to Section 352 of the SFO, to be entered in the
register referred to therein (including interests or short positions
which they were taken to have under Section 344 of the SFO) or
which were required to be notified to the Company and the Stock

Exchange pursuant to the Listing Rules.

SHARE OPTION SCHEME

The Company adopted a share option scheme (the “Scheme”) on
29th May, 2002. Subject to earlier termination by the Company in
general meeting or by the Board, the Scheme shall be valid and
effective till 28th May, 2012. After the expiry of such valid period,
no further options will be offered or granted but in all other respects

the provisions of the Scheme shall remain in full force and effect.
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Apart from the Scheme, at no time during the year nor at the end
of the year ended 31st December, 2006 was the Company or any of
its subsidiaries a party to any arrangements to enable the Directors
of the Company to acquire benefits by means of the acquisition of

shares or debentures of the Company or any other body corporate.

Major terms of the Scheme

The purpose of the Scheme is to provide incentives or rewards to
selected persons for their contribution to the Group or any entity

in which the Group holds any equity interest (the “Invested Entity”).
The participants of the Scheme include:

(i) any employee or proposed employee (whether full time or
part time) of any member of the Group or any Invested Entity,
including any executive director of any member of the Group

or any Invested Entity; or
y Y

(i) any non-executive director (including independent non-
executive director) of any member of the Group or any

Invested Entity; or

(iii) any adviser, consultant, customer and supplier of goods or
services to any member of the Group or any Invested Entity

who have contributed or will contribute to the Group; or

(iv) any shareholder of any member of the Group or any Invested
Entity or any holder of any securities issued by any member

of the Group or any Invested Entity.

As at the date of this Report, the maximum number of Shares
available for issue under options granted or to be granted under the
Scheme is 77,474,911, representing approximately 5.9% of the

Company’s existing issued share capital.
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The total number of Shares issued and to be issued upon exercise of
the options granted and to be granted to each participant or grantee
(including exercised and outstanding options) in any 12-month
period up to the date of grant shall not exceed 1% of the Shares in
issue at the date of grant (the “Individual Limit”). Any further
grant of options in excess of the Individual Limit must be subject
to the shareholders” approval in general meeting with such participant

or grantee and his or her associates abstaining from voting.

An option may be exercised at any time during a period as the
Board may determine which shall not be more than 10 years

commencing from the date of grant of the option.

Save as determined by the Board and provided in the offer of the
relevant options, there is no minimum period for which an option

must be held before it can be exercised under the Scheme.

The acceptance of an offer of granting an option must be made
within 28 days from the date on which such offer is made with a
non-refundable payment of HK$1 from the grantee to the Company

by way of a consideration for the grant thereof.

The subscription price per Share in respect of any option granted
under the Scheme shall be such price as the Board in its absolute
discretion shall determine, save that such price will not be less than

the highest of:

(i)  the closing price of the Shares as stated in the daily quotations
sheet of the Stock Exchange on the date of offer of the option,

which must be a business day;

(ii)  the average of the closing prices of the Shares as stated in the
Stock Exchange’s daily quotations sheets on the 5 business
days immediately preceding the date of offer of the option;

and

(iii) the nominal value of the Shares on the date of offer.
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Movements during the year TR AF P D B i 2 5 )

During the year ended 31st December, 2006, the movements in the MBE _EZENET+T_HA=+—H Ik
share options granted under the Scheme and carrying rights to BEN > MR RZ B I T S B A AR I
subscribe for Shares are shown as follows: RER) 2 B I HE 2 s B SE R B an N -

Number of Shares subject to the options

IS HE R T 2 Iy 4 H
Cancelled/
Exercise Balance Granted Exercised Lapsed Balance
Date of price Exercise as at during during during as at
Name of Grantees Grant per Share Period 1.1.2006 the year the year the year  31.12.2006
120064 120064
R A IIH RN OREER REEK A3
RBALH BB 13 B 1 4 Z Btk il il W/ kM ZHW
(HKS)
(#7)
Category 1: Directors
CE DR ¢
M:r Tong Albert 6.10.2005 1.810 6.10.2005 — 11,000,000 — — — 11,000,000
R 5.10.2008
24.7.2006 2.155 24.7.2006 — — 2,000,000 — — 2,000,000
23.7.2011
Mt Chuang Hsiao-Chen 24.7.2006 2.155 24.7.2006 — — 2,000,000 — — 2,000,000
AR 23.7.2011
Total for Directors
EHZAH 11,000,000 4,000,000 — — 15,000,000
Category 2: Employees
Employees 24.7.2006 2.155 24.7.2006 — — 9,300,000 — — 9,300,000
E& 23.7.2011
Total for Employees
EEZA% — 9,300,000 = — 9,300,000
Total for all categories
B A 0 2 4 11,000,000 13,300,000 = — 24,300,000
The closing price of the Shares immediately before 24th July, 2006, B FZEANELH MU E (B Bl
being the date of grant of the above options granted during the T AR BE AR 2 B IBORE 2 4% B ) 2R
year, was HK$2.125. — 022 5 B 2 B di T 18 A5 2.1253 JC ©
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The fair value of the options granted during the year under review
is shown in Note 27 to the consolidated financial statements on
pages 103 and 104.

Save as disclosed above, no other options were outstanding, granted,
exercised, cancelled or lapsed under the Scheme at any time during

the year.

DIRECTORS’ INTERESTS IN COMPETING
BUSINESS

Madam Hsu Feng, Chairman of the Board and Managing Director
of the Company, and Mr Tong Albert, Vice-Chairman of the Board
and executive Director of the Company, are directors of Rivera
(Holdings) Limited (“RHL”). Madam Hsu is also deemed to be a
substantial shareholder of RHL in her capacity as the executrix of
the estate of her late husband, Mr Tong Cun Lin.

RHL is engaged in property development and investment exclusively
in Zhangjiang Hi-Tech Park, Pudong, Shanghai through its
subsidiaries and associated company, while property development
and investment in Shanghai, in particular Pudong, is one of the
principal business of the Group, so the business of RHL in the
property sector (the “Excluded Business”) may potentially compete

with the Group’s business.

In this connection, Madam Hsu and Mr Tong are considered to
have interests in a business which may compete or is likely to
compete, cither directly or indirectly, with the business of the Group,
other than that business where the Directors have been appointed/
were appointed as directors to represent the interests of the Company
and/or the Group, pursuant to the Listing Rules. Nevertheless, RHL
is a listed company in Hong Kong and the Excluded Business is
managed by its independent management and administration.
Besides, the Board is independent of the board of directors of RHL
and the independent non-executive Directors of the Company will
assist in monitoring the operation of the Group, the Group is
therefore capable of carrying on its business independent of, and at

an arm’s length from, the Excluded Business.
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SIGNIFICANT CONTRACTS

No 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 ended 31st
December, 2006.

EMOLUMENT POLICY

The Group has always emphasized the importance of a highly-
effective staff management and incentive structure. Remuneration
and benefit packages are generally structured by reference to market
terms, individual responsibilities and performance. The emoluments
of the executive Directors of the Company are decided by the
remuneration committee of the Board. In addition, the Company
has adopted a share option scheme pursuant to which options are
allowed for granting to, inter alia, the directors and employees of

the Group to subscribe for Shares as a long-term incentive.

PENSION SCHEMES

The Company participates in a pension scheme, which was registered
under the Mandatory Provident Fund Schemes Ordinance (the “MPF
Ordinance”), for all its employees in Hong Kong. The scheme is a
defined contribution scheme effective from December 2000 and is
funded by contributions from employer and employees according
to the provisions of the MPF Ordinance. Should there be the
employer’s voluntary contributions to the scheme, forfeited
contributions in this nature can be applied to reduce the amount of

future voluntary contributions payable by the employer.

On the other hand, the employees of the Group in the mainland
China are members of respective state-managed defined contribution
retirement benefits schemes operated by the local government. The
employers and the employees are obliged to make contributions at a

certain percentage of the payroll under rules of the schemes.

During the year under review, the total amount contributed by the
Group to the said schemes and charged to the consolidated income
statement amounted to approximately HK$3,057,000 (2005:
HK$2,847,000) and no contributions were forfeited.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND SHORT POSITIONS

As at 31st December, 2006, the following shareholders (other than
the Directors of the Company) were interested, directly or indirectly,
in 5% or more of the total issued share capital and underlying
shares of the Company and those interests were required to be

recorded in the register required to be kept under Section 336 of
the SFO:

Name of substantial shareholders

)3 ey

BB Z A5 B iR

W oFEENEFT_A=+—H > oK
WA A E RN B
AN T A B B AT AR SRR B O R 2
5% DL b HE SRR o T % 45 A ZE M TR GE
I B W 00) 5F 3360 2 M s il Bk R ZH T
LR aae-uh | MINRE

Number of Shares held

(proportion to the total issued share capital)
P 5 47 )b 4y ¥ H

WM eBTIRAZE 2 )

King China Holdings Limited $ % 4 [ 45 FR A 7] (a)
Rivera (Holdings) Limited JImT 4E 3 A FR 2 7 (b)

E-Shares Investments Limited (a)

Notes:

(a)  King China Holdings Limited and E-Shares Investments Limited were
beneficially and wholly owned by Madam Hsu Feng in her capacity
as the executrix of the estate of the late Mr Tong Cun Lin and by
virtue of the SFO, their interests in the Shares therefore constituted
part of the total interest of Madam Hsu of 563,595,960 Shares as
disclosed in the above paragraph headed “Directors’ Interests and
Short Positions in Securities” in this Report.

(b)  Amongst those shares disclosed, 146,418,677 Shares were beneficially
held by Shine Trip Limited, which was a wholly-owned subsidiary of
Superwell Development Limited in which Rivera (Holdings) Limited
(“RHL”) held the entire interest. Therefore, Shine Trip Limited,
Superwell Development Limited and RHL were interested or were

taken to be interested in those Shares pursuant to the SFO.

Details of the interest taken to be held by RHL under the SFO are
set out in Note (A) to the above paragraph headed “Directors’ Interests

and Short Positions in Securities” in this Report.

371,380,945 (28.2%)
159,500,465 (12.1%)
97,664,265 (7.4%)
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Save for the above interests, the Directors of the Company are not
aware of any person (other than the Directors of the Company)
who had, directly or indirectly, interests or short positions in the
total issued share capital and the underlying shares of the Company
and those interests or short positions were required to be recorded
in the register kept under Section 336 of the SFO as at 31st
December, 2006.

MANAGEMENT CONTRACTS

No contracts for the management and administration of the whole
or any substantial part of any business of the Company were entered

into or subsisted during the year ended 31st December, 2006.

FINANCIAL SUMMARY

A summary of the results and financial position of the Group for

the preceding five financial years is set out on pages 142 and 143.

AUDITORS

The consolidated financial statements of the Group for the year
have been audited by Messrs Deloitte Touche Tohmatsu who were

the Auditors of the Company for the past three financial years.

They will retire at the conclusion of the forthcoming annual general
meeting of the Company and, being eligible, offer themselves for

re-appointment.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the Directors as at the date of this Report,
the Company maintains a sufficient public float as prescribed by

the Listing Rules.

On behalf of the Board
Tong Albert

Vice-Chairman and Executive Director

Hong Kong, 19th April, 2007
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