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GENERAL INFORMATION

The Company was incorporated in Bermuda as an
exempted company with limited liability under the
Companies Act of Bermuda. The address of its
registered office is Clarendon House, 2 Church Street,
Hamilton HM 11, Bermuda. The address of its principal
place of business is Room 1901, 19th Floor, Office
Tower, Convention Plaza, 1 Harbour Road, Wanchai,
Hong Kong. The Company’s shares are listed on the
Main Board of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”).

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

GOING CONCERN BASIS

At 31 December 2006, the Group had net current
liabilities of approximately HK$17,521,000. In addition,
the Group had overdue short-term borrowings together
with accrued interest of approximately HK$10,000,000.
In January 2007, the above borrowings and interests
were fully repaid.

In respect of the Group’s guarantees to a bank (details
of which are set out in note 27(a)) for mortgage facilities
granted to first buyers of certain properties developed
and sold by the Group in the People’s Republic of China
(the “PRC”), the Group has successfully obtained
agreement from the bank for a revised repayment
schedule in respect of its indebtedness.

In January 2007, the Group disposed of certain of its
subsidiaries to an independent third party at a
consideration of HK$96,600,000. In the opinion of the
directors, the cash inflows generated from the disposal
will be sufficient to repay its current debts. Moreover,
the Group intends to fund its development project by
internally generated funds, pre-sales of the properties
and bank borrowings.
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Notes to the Financial Statements

For the year ended 31 December 2006

2.

GOING CONCERN BASIS (continued)

The directors have considered the liquidity of the Group
in light of the above and the funding requirements of
the Group for the foreseeable future. The directors
believe that the Group will be able to generate moderate
profit and sufficient cash inflows to meet its financial
obligations and funding requirements for the future
development of the Group’s property project. The
directors are therefore of the opinion that it is
appropriate to prepare the financial statements on a
going concern basis. Should the Group be unable to
continue as a going concern, adjustments would have
to be made to the financial statements to adjust the
value of the Group’s assets to their recoverable
amounts, to provide for any further liabilities which might
arise and to reclassify non-current assets as current
assets.

ADOPTION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING
STANDARDS

In the current year, the Group has adopted all of the
new and revised Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (the “HKICPA”)
that are relevant to its operations and effective for
accounting periods beginning on or after 1 January
2006. HKFRSs comprise all applicable individual Hong
Kong Financial Reporting Standards; Hong Kong
Accounting Standards; and Interpretations. The
adoption of these new and revised HKFRSs did not
result in substantial changes to the Group’s accounting
policies and amounts reported for the current year and
prior years.

The Group has not applied the new HKFRSs that have
been issued but are not yet effective. The application
of these new HKFRSs will not have material impact on
the financial statements of the Group.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4,

SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA,
accounting principles generally accepted in Hong Kong
and the applicable disclosures required by the Rules
Governing the Listing of Securities on the Stock
Exchange and by the Hong Kong Companies
Ordinance.

These financial statements have been prepared under
the historical cost convention, as modified by the
revaluation of investment properties which are carried
at their fair values.

The preparation of financial statements in conformity
with HKFRSs requires the use of certain key
assumptions and estimates. It also requires
management to exercise its judgements in the process
of applying the accounting policies. The areas involving
critical judgements and areas where assumptions and
estimates are significant to these financial statements,
are disclosed in note 5 to the financial statements.

The significant accounting policies applied in the
preparation of these financial statements are set out
below.

(a) Consolidation

The consolidated financial statements include
the financial statements of the Company and its
subsidiaries made up to 31 December.
Subsidiaries are entities over which the Group
has control. Control is the power to govern the
financial and operating policies of an entity so
as to obtain benefits from its activities. The
existence and effect of potential voting rights
that are currently exercisable or convertible are
considered when assessing whether the Group
has control.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(a)

Consolidation (continued)

Subsidiaries are fully consolidated from the date
on which control is transferred to the Group.
They are de-consolidated from the date the
control ceases.

The gain or loss on the disposal of a subsidiary
represents the difference between the proceeds
of the sale and the Group’s share of its net assets
together with any goodwill relating to the
subsidiary which was not previously charged or
recognised in the consolidated income
statement and also any related accumulated
exchange fluctuation reserve.

Inter-company transactions, balances and
unrealised profits on transactions between
Group companies are eliminated. Unrealised
losses are also eliminated unless the transaction
provides evidence of an impairment of the asset
transferred. Accounting policies of subsidiaries
have been changed where necessary to ensure
consistency with the policies adopted by the
Group.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4. SIGNIFICANT ACCOUNTING POLICIES

(continued)

(b)  Foreign currency translation

0]

(ii)

Functional and presentation currency

Items included in the financial statements
of each of the Group’s entities are
measured using the currency of the
primary economic environment in which
the entity operates (the “functional
currency”). The consolidated financial
statements are presented in Hong Kong
dollars, which is the Company’s functional
and presentation currency.

Transactions and balances in each
entity’s financial statements

Transactions in foreign currencies are
translated into the functional currency
using the exchange rates prevailing on the
transaction dates. Monetary assets and
liabilities in foreign currencies are
translated at the rates ruling on the
balance sheet date. Profits and losses
resulting from this translation policy are
included in the income statement.
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Notes to the Financial Statements

For the year ended 31 December 2006

4. SIGNIFICANT ACCOUNTING POLICIES

(continued)

(b) Foreign currency translation (continued)

(iii)

Translation on consolidation

The results and financial position of all the
Group entities that have a functional
currency different from the Company’s
presentation currency are translated into
the Company’s presentation currency as
follows:

- Assets and liabilities for each
balance sheet presented are
translated at the closing rate at the
date of that balance sheet;

— Income and expenses for each
income statement are translated at
average exchange rates (unless
this average is not a reasonable
approximation of the cumulative
effect of the rates prevailing on the
transaction dates, in which case
income and expenses are
translated at the exchange rates
on the transaction dates); and

— All resulting exchange differences
are recognised in the exchange
fluctuation reserve.

On consolidation, exchange differences
arising from the translation of the net
investment in foreign entities and of
borrowings are recognised in the
exchange fluctuation reserve. When a
foreign operation is sold, such exchange
differences are recognised in the
consolidated income statement as part
of the profit or loss on disposal.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(c)

Property, plant and equipment

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

Subsequent costs are included in the asset’s
carrying amount or recognised as a separate
asset, as appropriate, only when it is probable
that future economic benefits associated with
the item will flow to the Group and the cost of
the item can be measured reliably. All other
repairs and maintenance are expensed in the
income statement during the period in which
they are incurred.

Depreciation of property, plant and equipment
is calculated at rates sufficient to write off their
cost or revalued amounts less their residual
values over the estimated useful lives on a
straight-line basis. The principal annual rates are
as follows:
Office equipment, furniture 20% — 25%
and fixtures
Motor vehicles 15% — 20%
The residual values, useful lives and depreciation
method are reviewed and adjusted, if
appropriate, at each balance sheet date.

The gain or loss on disposal of property, plant
and equipment is the difference between the net
sales proceeds and the carrying amount of the
relevant asset, and is recognised in the income
statement.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(d)

(e)

Investment properties

Investment properties are land and/or buildings
held to earn rentals and/or for capital
appreciation. An investment property is
measured initially at its cost including all direct
costs attributable to the property.

After initial recognition, the investment property
is stated at its fair value based on valuation by
an external independent valuer. Gains or losses
arising from changes in fair value of the
investment property are included in the income
statement for the period in which they arise.

The gain or loss on disposal of an investment
property is the difference between the net sales
proceeds and the carrying amount of the
property, and is recognised in the income
statement.

Operating leases

Leases in which a significant portion of the risks
and rewards of ownership are retained by the
lessor are classified as operating leases. Lease
payments (net of any incentives received from
the lessor) are expensed in the income
statement on a straight-line basis over the lease
term.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

)

(9)

Non-current assets held for sale

Non-current assets or disposal groups are
classified as held for sale if their carrying amount
will be recovered principally through a sale
transaction rather than through continuing use.
This condition is regarded as met only when the
sale is highly probable and the assets or disposal
groups are available for immediate sale in their
present condition. Management must be
committed to the sale, which should be
expected to qualify for recognition as a
completed sale within one year from the date of
classification.

Non-current assets or disposal groups classified
as held for sale are measured at the lower of the
assets’ or disposal groups’ previous carrying
amount and fair value less costs to sell.

Properties under development

Properties under development are stated at cost
less impairment losses. Costs include acquisition
costs, prepaid land lease payments,
construction costs, borrowing costs capitalised
and other direct costs attributable to such
properties. Properties under development which
are expected to be completed within one year
from the balance sheet date, are classified as
current assets. On completion, the properties
are reclassified to inventory of completed
properties at the then carrying amount.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(h)

U]

Inventory of completed properties

Inventory of completed properties are stated at
the lower of cost and net realisable value. Costs
of properties include acquisition costs, prepaid
land lease payments, construction costs,
borrowing costs capitalised and other direct
costs attributable to such properties. Net
realisable value is determined by reference to
sale proceeds received after the balance sheet
date less selling expenses, or by management
estimates based on prevailing market condition.

Trade and other receivables

Trade and other receivables are recognised
initially at fair value and subsequently measured
at amortised cost using the effective interest
method, less allowance for impairment. An
allowance for impairment of trade and other
receivables is established when there is objective
evidence that the Group will not be able to
collect all amounts due according to the original
terms of receivables. The amount of the
allowance is the difference between the
receivables’ carrying amount and the present
value of estimated future cash flows, discounted
at the effective interest rate computed at initial
recognition. The amount of the allowance is
recognised in the income statement.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

U]

1)

(k)

Trade and other receivables (continued)

Impairment losses are reversed in subsequent
periods and recognised in the income statement
when an increase in the receivables’ recoverable
amount can be related objectively to an event
occurring after the impairment was recognised,
subject to the restriction that the carrying amount
of the receivables at the date the impairment is
reversed shall not exceed what the amortised
cost would have been had the impairment not
been recognised.

Cash and cash equivalents

For the purpose of the cash flow statement, cash
and cash equivalents represent cash at bank and
on hand, demand deposits with banks and other
financial institutions, and short-term highly liquid
investments which are readily convertible into
known amounts of cash and subject to an
insignificant risk of change in value. Bank
overdrafts which are repayable on demand and
form an integral part of the Group’s cash
management are also included as a component
of cash and cash equivalents.

Borrowings

Borrowings are recognised initially at fair value,
net of transaction costs incurred, and
subsequently measured at amortised cost using
the effective interest method.

Borrowings are classified as current liabilities
unless the Group has an unconditional right to
defer settlement of the liability for at least 12
months after the balance sheet date.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

U]

(m)

(n)

Trade and other payables

Trade and other payables are stated initially at
their fair value and subsequently measured at
amortised cost using the effective interest
method unless the effect of discounting would
be immaterial, in which case they are stated at
cost.

Revenue recognition

Revenue is measured at the fair value of the
consideration received or receivable and is
recognised when it is probable that the
economic benefits will flow to the Group and
the amount of revenue can be measured reliably.

Rental income is recognised on a straight-line
basis over the lease term.

Interest income is recognised on a time-
proportion basis using the effective interest
method.

Employee benefits
(i) Employee leave entitlements

Employee entitlements to annual leave
and long service leave are recognised
when they accrue to employees. A
provision is made for the estimated
liability for annual leave and long service
leave as a result of services rendered by
employees up to the balance sheet date.

Employee entitlements to sick leave and

maternity leave are not recognised until
the time of leave.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(n)

(o)

Employee benefits (continued)
(ii) Pension obligations

The Group contributes to defined
contribution retirement schemes which
are available to all employees.
Contributions to the schemes by the
Group and employees are calculated as
a percentage of employees’ basic
salaries. The retirement benefit scheme
cost charged to the income statement
represents contributions payable by the
Group to the funds.
(iii)  Termination benefits
Termination benefits are recognised
when, and only when, the Group
demonstrably commits itself to terminate
employment or to provide benefits as a
result of voluntary redundancy by having
a detailed formal plan which is without
realistic possibility of withdrawal.

Borrowing costs

Borrowing costs directly attributable to the
acquisition, construction or production of
qualifying assets, which are assets that
necessarily take a substantial period of time to
get ready for their intended use or sale, are
capitalised as part of the cost of those assets,
until such time as the assets are substantially
ready for their intended use or sale. Investment
income earned on the temporary investment of
specific borrowings pending their expenditure
on qualifying assets is deducted from the
borrowing costs eligible for capitalisation.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(o)

(p)

Borrowing costs (continued)

To the extent that funds are borrowed generally
and used for the purpose of obtaining a
qualifying asset, the amount of borrowing costs
eligible for capitalisation is determined by
applying a capitalisation rate to the expenditures
on that asset. The capitalisation rate is the
weighted average of the borrowing costs
applicable to the borrowings of the Group that
are outstanding during the period, other than
borrowings made specifically for the purpose of
obtaining a qualifying asset. All other borrowing
costs are recognised in the income statement
in the period in which they are incurred.

Taxation

Income tax represents the sum of the current
tax and deferred tax.

The tax currently payable is based on taxable
profit for the year. Taxable profit differs from profit
as reported in the income statement because it
excludes items of income or expense that are
taxable or deductible in other years and it further
excludes items that are never taxable or
deductible. The Group’s liability for current tax
is calculated using tax rates that have been
enacted or substantively enacted by the balance
sheet date.

55

BHE—TZF

B RS IR AR B

RNE+ZA=+—BILFE

4. EEEFBXK (B

(p)

BERE (&)

A—REBAEEANER—RE
EREERR  ABREAZEER
FRANBURR DB R IR A B 2 S P
RAZENMEEMETE - EAEX
TERRASEER (RERHE

Wi KRB E) Z BB 2 i F
BE - R RERSEREEM

tEHZ EERIRRSN - FTEEMER
FRATY R B A 2 BAfR A2 M e 2k 1

27
7 e

BIH

SRR S 28 BN EA R 18 R ERR
IE E’\] 1= o

BIEAE N IR T IR AR 2 2 FE AR
BOEMFTE o RS MBI R R
FRENE N FRAM TR - REZE
Rt A N EREREMEE 2 R
BA] THB 2 WA KFX AR
R M BIEZEFKEBAERT K
Rz IEE - NEEEABAERIA
ZBEDRARGEERNZETH
RYEETZHERFE -



Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(p)

Taxation (continued)

Deferred tax is recognised on differences
between the carrying amounts of assets and
liabilities in the financial statements and the
corresponding tax bases used in the
computation of taxable profit, and is accounted
for using the balance sheet liability method.
Deferred tax liabilities are generally recognised
for all taxable temporary differences and deferred
tax assets are recognised to the extent that it is
probable that taxable profits will be available
against which deductible temporary differences,
unused tax losses or unused tax credits can be
utilised. Such assets and liabilities are not
recognised if the temporary difference arises
from goodwill or from the initial recognition (other
than in a business combination) of other assets
and liabilities in a transaction that affects neither
the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in
subsidiaries, except where the Group is able to
control the reversal of the temporary difference
and it is probable that the temporary difference
will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is
reviewed at each balance sheet date and
reduced to the extent that it is no longer probable
that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(p)

(a)

Taxation (continued)

Deferred tax is calculated at the tax rates that
are expected to apply in the period when the
liability is settled or the asset is realised, based
on tax rates that have been enacted or
substantively enacted by the balance sheet date.
Deferred tax is charged or credited to the income
statement, except when it relates to items
charged or credited directly to equity, in which
case the deferred tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when
there is a legally enforceable right to set off
current tax assets against current tax liabilities
and when they relate to income taxes levied by
the same taxation authority and the Group
intends to settle its current tax assets and
liabilities on a net basis.

Related parties

A party is related to the Group if:

(i) directly or indirectly through one or more
intermediaries, the party controls, is
controlled by, or is under common control
with, the Group; has an interest in the
Group that gives it significant influence
over the Group; or has joint control over
the Group;

(i) the party is an associate;

(iif) the party is a joint venture;
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(a)

(r)

Related parties (continued)

(iv)  the party is a member of the key
management personnel of the Company
or its parent;

(v) the party is a close member of the family
of any individual referred to in (i) or (iv);

(vi) the party is an entity that is controlled,
jointly controlled or significantly influenced
by or for which significant voting power
in such entity resides with, directly or
indirectly, any individual referred to in (iv)
or (v); or

(vii)  the party is a post-employment benefit
plan for the benefit of employees of the
Group, or of any entity that is a related
party of the Group.

Segment reporting

A segment is a distinguishable component of
the Group that is engaged either in providing
products and services (business segment), or
in providing products or services within a
particular economic environment (geographical
segment), which is subject to risks and rewards
that are different from those of other segments.

In accordance with the Group'’s internal financial
reporting, the Group has determined that
business segments be presented as the primary
reporting format and geographical as the
secondary reporting format.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(r)

Segment reporting (continued)

Segment revenue, expenses, assets and
liabilities include items directly attributable to a
segment as well as those that can be allocated
on a reasonable basis to the segment.
Unallocated costs mainly represent corporate
expenses. Segment assets consist primarily of
property, plant and equipment, investment
properties, properties under development and
accounts receivable. Segment liabilities
comprise operating liabilities and exclude items
such as tax liabilities and corporate borrowings.

Segment revenue, expenses, assets and
liabilities are determined before intra-group
balances and intra-group transactions are
eliminated as part of the consolidation process,
except to the extent that such intra-group
balances and transactions are between Group
enterprises within a single segment. Inter-
segment pricing is based on similar terms as
those available to other external parties.

Segment capital expenditure is the total cost
incurred during the period to acquire segment
assets (both tangible and intangible) that are
expected to be used for more than one period.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(s)

Impairment of assets

At each balance sheet date, the Group reviews
the carrying amounts of its assets except
investment properties, inventories and
receivables to determine whether there is any
indication that those assets have suffered an
impairment loss. If any such indication exists,
the recoverable amount of the asset is estimated
in order to determine the extent of any
impairment loss. Where it is not possible to
estimate the recoverable amount of an individual
asset, the Group estimates the recoverable
amount of the cash generating unit to which the
asset belongs.

Recoverable amount is the higher of fair value
less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are
discounted to their present value using a pre-
tax discount rate that reflects current market
assessments of the time value of money and the
risks specific to the asset.

If the recoverable amount of an asset or cash-
generating unit is estimated to be less than its
carrying amount, the carrying amount of the
asset or cash-generating unit is reduced to its
recoverable amount. An impairment loss is
recognised immediately in the income statement,
unless the relevant asset is carried at a revalued
amount, in which case the impairment loss is
treated as a revaluation decrease.
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Notes to the Financial Statements

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

(s)

®

Impairment of assets (continued)

Where an impairment loss subsequently
reverses, the carrying amount of the asset or
cash-generating unit is increased to the revised
estimate of its recoverable amount, but so that
the increased carrying amount does not exceed
the carrying amount that would have been
determined (net of amortisation or depreciation)
had no impairment loss been recognised for the
asset or cash-generating unit in prior years. A
reversal of an impairment loss is recognised
immediately in the income statement, unless the
relevant asset is carried at a revalued amount,
in which case the reversal of the impairment loss
is treated as a revaluation increase.

Provisions and contingent liabilities

Provisions are recognised for liabilities of
uncertain timing or amount when the Group has
a present legal or constructive obligation arising
as a result of a past event, it is probable that an
outflow of economic benefits will be required to
settle the obligation and a reliable estimate can
be made. Where the time value of money is
material, provisions are stated at the present
value of the expenditures expected to settle the
obligation.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

4, SIGNIFICANT ACCOUNTING POLICIES
(continued)

®

(u)

Provisions and contingent liabilities
(continued)

Where it is not probable that an outflow of
economic benefits will be required, or the
amount cannot be estimated reliably, the
obligation is disclosed as a contingent liability,
unless the probability of outflow is remote.
Possible obligations, whose existence will only
be confirmed by the occurrence or non-
occurrence of one or more future events are also
disclosed as contingent liabilities unless the
probability of outflow is remote.

Events after the balance sheet date

Events after the balance sheet date that provide
additional information about the Group’s position
at the balance sheet date or those that indicate
the going concern assumption is not appropriate
are adjusting events and are reflected in the
financial statements. Events after the balance
sheet date that are not adjusting events are
disclosed in the notes to the financial statements
when material.
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Notes to the Financial Statements

For the year ended 31 December 2006

5.

CRITICAL JUDGEMENTS AND KEY
ESTIMATES

Critical judgements in applying accounting
policies

In the process of applying the accounting policies,
management has made the following judgements that
have the most significant effect on the amounts
recognised in the financial statements.

(a) Going concern basis

These financial statements have been prepared
on a going concern basis, the validity of which
depends upon the Group’s ability to generate
sufficient cash inflows from its operating
activities and the recovery of the consideration
receivable from disposal of its subsidiaries to
finance the working capital requirements of the
Group. Details are explained in note 2 to financial
statements.

(b) Co-operative joint ventures in the PRC

Co-operative joint ventures are sino-foreign joint
ventures in respect of the partners’ share of
developed properties upon the expiration of the
joint venture periods are not necessarily in
proportion to their capital contribution ratios but
are as defined in the joint venture contracts. The
Group’s investments in co-operative joint
ventures are accounted for as subsidiaries of
the Company by virtue of the fact that the Group
has control over the boards of directors of the
joint ventures and/or undertakes the rights and
obligations in terms of the business operations.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

5.

CRITICAL JUDGEMENTS AND KEY
ESTIMATES (continued)

Critical judgements in applying accounting

policies (continued)

(c)

Investment properties

In respect of investment properties with total
carrying amount of approximately
HK$122,400,000 at 31 December 2006, the
legal title of which are held by Guangzhou Suinan
Property Development Company Limited (“GZ
Suinan”), the Company’s subsidiary which was
disposed of during the year (details of which are
set out in note 26). The transfer of legal title from
GZ Suinan to the Group has not yet been
completed at the balance sheet date. The
purchaser of GZ Suinan has agreed and
undertaken to the Group that it would assist the
Group to obtain all necessary consents and
approvals, including the procurement of the title
documents in respect of the transfer of these
investment properties. Based on the legal
opinion obtained, the directors are of the opinion
that the Group has possessed the beneficial title
to these investment properties and the transfer
of legal title can be completed in due course.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other

key sources of estimation uncertainty at the balance

sheet date, that have a significant risk of causing a

material adjustment to the carrying amounts of assets

and liabilities within the next financial year, are discussed

below.
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Notes to the Financial Statements

For the year ended 31 December 2006

5. CRITICAL JUDGEMENTS AND KEY
ESTIMATES (continued)

Key sources of estimation uncertainty (continued)

(a)

(b)

Estimated income tax (including PRC land
appreciation tax)

The Group is subject to taxation mainly in the
PRC. Significant judgement is required in
determining the amount of the provision for tax
and the timing of payment of the related tax.
There are many transactions and calculations
for which the ultimate tax determination is
uncertain during the ordinary course of business.
Where the final tax outcome of these matters is
different from the amounts that were initially
recorded, such differences will impact the
income tax and deferred tax provisions in the
periods in which such determination are made.

Properties under development

The management reviews the recoverable
amount of properties under development at each
balance sheet date and makes estimates in
determining the recoverable amount with
reference to open market value basis of the
development project and on the assumption that
the Group will fully settle the outstanding land
premium payable in accordance with the agreed
payment terms with the vendor so as to secure
valid interest in the properties under
development.
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Notes to the Financial Statements
P E L R

For the year ended 31 December 2006

6.

FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial

risks: foreign currency risk, liquidity risk and interest

rate risk. The Group’s overall risk management

programme focuses on the unpredictability of financial

markets and seeks to minimise potential adverse effects

on the Group’s financial performance.

(a)

(b)

(c)

Foreign currency risk

The Group has minimal exposure to foreign
currency risk as most of its business
transactions, assets and liabilities are principally
denominated in Hong Kong dollars and
Renminbi (“RMB”). Nevertheless, the exchange
rate of RMB to Hong Kong dollars is subject to
rules and regulations of foreign exchange control
promulgated by the PRC government. The
Group currently does not have a foreign currency
hedging policy in respect of foreign currency
debt. The Group will monitor its foreign currency
exposure closely and will consider hedging
significant foreign currency exposure should the
need arise.

Liquidity risk

The Group’s policy is to regularly monitor current
and expected liquidity requirements to ensure
that it maintains sufficient reserves of cash to
meet its liquidity requirements in the short and
longer term.

Interest rate risk
The Group’s balances with banks are all short
terms in nature. Therefore, any future variations

in interest rates will not have a significant impact
on the results of the Group.
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6.
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FINANCIAL RISK MANAGEMENT (continued) 6. HAMEMGERE (&)
(d) Fair values (d AFE
The carrying amounts of the Group’s financial REBWRGEEEABRARK Y
assets and financial liabilities as reflected in the R EENMVFKEEZ RAERE
consolidated balance sheet approximate their Z2HZAVFEEMRE -
respective fair values.
TURNOVER 7. EXER
The Group’s turnover represents rental income REEH 7 EEBIRFEFANEEZHES WA o
generated during the year.
OTHER INCOME 8. HugA
2006 2005
—EERE —EERF
HK$’000 HK$'000
TET TAT
Bank loan interest waived MERITERFE - 12,533
Reversal of impairment losses on BERPUEREBEESE
properties under development [a] #% 56,886 39,370
Reversal of provision for other tax L 75 T8 485 45 1o ¢ - 11,734
Written back of accruals and JEEt B R & A A
other payables JE 1~ 5K I8 B 1,105 —
Written back of allowance for 8 LA 5k TR 4% s [ 4
receivables 613 —
Sundry income MR 251 3,000
58,855 66,637
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For the year ended 31 December 2006

9. SEGMENT INFORMATION

(a)

(b)

Primary reporting format - business
segments

The Group is organised into two main business
segments:
Property sales — property development and
sales

Property rental — property investment and
property rental activities

Secondary reporting format - geographical
segments

Over 90% of the Group’s revenue and assets
are derived from customers and operations
based in the PRC and accordingly, no further
analysis of the Group’s geographical segments
is disclosed.
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SEGMENT INFORMATION (continued) 9.

For the year ended 31 December 2006

Notes to the Financial Statements
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RE-FTAF+-AZ+—BLFE

Primary reporting format — business segments

SEEH (B

FERERA —RBEIE

Corporate and

Property sales Property rental unallocated Total
MEHE YEHE AARKPE o
2006 2005 2006 2005 2006 2005 2006 2005
—BEAE CTITNF ZBEAE _ITRF ZBEAE —TTRF ZBERE _TTIF
HK$000  HK$'000 HK$000  HKSO000  HK$000  HK$'000  HK$000  HK$'000
F#x  TEr  TERm 0 TEArL TR TEr  FER 0 TiExn
(Restated) (Restated) (Restated) (Restated)
(E31) E) ) (E31)
Turnover 1]
External revenue MR - - 23,406 45551 - - 23,406 45,551
Results i
Segment results DEEE - - 16,089 40524 - - 16,080 40,524
Other income HA 56,889 39,370 240 - 1,726 27267 58,855 66,637
Loss on disposal of HERE
investment properties EIE - - (69,322)  (69,538) - - (69,322)  (69,538)
Fair value losses on REMEL
investment properties AT EEE - - (36,912) (157,267) - - (36912) (157,267)
Other expenses ERY (4,834)  (2325)  (10,995)  (19,309)  (9,021)  (45.241)  (24,850)  (66,875)
Loss from operations KRR (56,140)  (186,519)
Finance costs BENA (519) (666)
Gain on disposal of a LE—-RINE
subsidiary A& - 22262 123,323 - - - 123323 22262
Profit/(Loss) before tax BREAER/ (BB) 66,664  (164,923)
Income tax FisH (6,596) 493,450
Profit for the year REEER 60,068 328,527
Assets BE
Segment assets DEEE 260997 370,174 198,875 452,373 1,829 1198 461,641 823,745
Assets of a disposal group Bl A B IELE
classified as held for sale 7 HEHLEE 184,012 - - - - - 184,012 -
Consolidated total assets ~ RABEE 645,653 823,745
Liabilities aff
Segment liabilties PERE 37,841 330,696 7489 20912 72,882 143779 118,212 495387
Liabilties associated with 5| A#EE
assets of adisposal goup  HEZHERR
classified as held for sale ~ EEZMEAE 95,344 - - - - - 95,344 -
Consolidated total liabiliies 475 & & 213,556 495387
Other information RitE#
Capital expenditure BEREY - 4 - - - 8 - 12
Depreciation ik - - 5 - 24 36 29 36
Reversal of impairment ERPMERE
losses on properties EEDE
under development 56,886 39,370 - - - - 56886 39370
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10. FINANCE COSTS

Annual Report 2006

RE-FTAF+-AZ+—BLFE

10. RAERAF

2006 2005
—EBTRE —TERF
HK$’000 HK$'000
FHET FHET
Interest on bank overdraft RITEZFE 2 1
Interest on other loans HAEHFE
— Wholly repayable within five years — ZBREFRNZIFEE 517 665
519 666
11. INCOME TAX 11. Fifesi
2006 2005
—EERE —TERF
HK$’000 HK$’'000
TFHET FHET
PRC enterprise income tax PRI EMST
Provision for the year KEE R - 4,312
Over-provision in previous years BEFEBEEE - (383,012)
- (378,700)
PRC land appreciation tax o 1 M IS E R
Under-provision in previous years BEFEREBETE - 1,017
Deferred tax (note 19) EFEFLIE (FF3E19)
PRC enterprise income tax R ERTER 3,455 (60,640)
PRC land appreciation tax AR £ MR (E TR 3,141 (55,127)
6,596 (115,767)
6,596 (493,450)
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11.

INCOME TAX (continued)

No provision for Hong Kong Profits Tax has been made
as the Group did not generate any assessable profits
arising in Hong Kong for both years.

PRC subsidiaries are subject to PRC Enterprise Income
Tax (“EIT”) at 33% (2005: 33%). No provision for EIT
has been made as the PRC subsidiaries did not
generate any assessable profits or have sufficient tax
losses brought forward to set off against current year’s
assessable profits.

The reconciliation between the income tax and the
product of profit/(loss) before tax multiplied by the
applicable tax rates is as follows:

B RS IR AR B

NETZA=+—HIFE

/~J

FiE# (&)

HRARERNBEMEFEL BEEREE

EEAERBOER - RIWEHBAFEH
TR
PRI E AR AEZMIb 2 BEMAFH

(m%ﬁﬁ SF)) (ZZTTREFE : 33%) ° i
7 FP BB B A B 4 BE A T o JE AR B i
o RBEERHARBBENREAFE 2
FERBUEF] - BT FL D FEPTISF L B
& -

FTST BT AR T, (B518) TRAEAB
KRFEFEZHEROT

2006 2005
—EERE —TERF
HK$’000 HK$’000
TFHET FET
Profit/(Loss) before tax B A=A (E1E) 66,664 (164,923)
Tax at the applicable rates in the ZHRE R AR EA
jurisdictions concerned MEFEZBIIE 3,990 (50,592)
Tax effect of income that is not taxable H7B&R A~ Fi i 5 & (19,306) (436)
Tax effect of expenses that are A HMAS 2
not deductible M2 15,336 55,408
Deferred tax effect BREN 2 28 6,596 (115,767)
Tax effect of temporary differences RERZEREREZ
not recognised M E (20) —
Over-provision in previous years BEFEBEEE - (383,012)
Others HAh - (68)
6,596 (494,467)
PRC land appreciation tax BEFEREBIR ZH
under-provided for previous years THBIBET - 1,017
Income tax FriS i 6,596 (493,450)
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12. PROFIT FOR THE YEAR

Nam Fong International Holdings Limited
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BE-_ZZXE+_A=+—HILFE

12. EREEBH

The Group’s profit for the year is stated after charging

AEEZFREGNEHBRATEEA

the following:
2006 2005
—BERE —TTRF
HK$’000 HK$’'000
THET FHET
(Restated)
(E%))
Allowance for receivables JEUR RIR - 12,000
Auditor’s remuneration % BB B &
— Statutory audit — EEET 750 340
— Others — Hit 780 140
1,530 480
Claims and surcharge B E M AR 1,386 33,231
Depreciation e 29 36
Direct operating expenses of EEHeRAZ
investment properties that WEMEZ
generated rental income BEEEERY 4,822 1,627
Direct operating expenses of TEEHESKBAZ
investment properties that did KEME 2B
not generate rental income EIER S 2,495 3,400
Operating lease rentals in respect THREFEE
of land and buildings HEMHES 1,695 4,712
Staff costs (excluding directors’ B TR
emoluments) (TBEREEEMS)
— Salaries and allowances — Fe MoELRL 1,480 2,572
— Retirement benefit scheme — RIKEF
contributions FHEI R 105 58
1,585 2,630
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13.

DIRECTORS’ AND EMPLOYEES’
EMOLUMENTS

The emoluments of each director are as follows:

Year ended 31 December 2006

Notes to the Financial Statements

B RS IR AR B

BE-_ZZXE+_A=+—HILFE

13. EERESZHE

EEZMET

BE—SEAE+_A=+—HILEE

Retirement

benefit

Salaries and scheme
Fees allowances contributions Total

Name of director e BHRERN
Esns we R GHEIER Y]
HK$°000 HK$°000 HK$°000 HK$°000
FERT FERT FTERT FTERT
Tong Shi Jun Kttty - 240 - 240
Zhang Jian (Note (a)) 5w fe (F93E(a) - 69 - 69
Zhao Lishen fishvA: - 420 - 420
Chiu Kong ik - 260 12 272
Huang Ling 853 - - - -
Zhu Jun rE - - - -
Chen Song Sheng BREE 50 - - 50
Zhou Mei Zhen EESZ - - - -
Wang Li Yun TEE - - - -
Total B 50 989 12 1,051
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13.

DIRECTORS’ AND EMPLOYEES’
EMOLUMENTS (continued)

Year ended 31 December 2005

Nam Fong International Holdings Limited
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13. EERESZME (F)

BE-FER4T-AS+-ALEE

Retirement

benefit

Salaries and scheme
Fees  allowances contributions Total

Name of director e  RIKEA
BEEMA we NoERL  EPEIHEEK FEE]
HK$’000 HK$’000 HK$’000 HK$'000
TAT TAT TAETL TAT
Tong Shi Jun At 15 — 240 — 240
Zhang Jian o fg - 50 - 50
Zhao Lishen 8 37 FR - 420 - 420
Chiu Kong i £ - 240 12 252
Huang Ling =32 — - — —
Zhu Jun RE — — — -
Chen Song Sheng ek g 22 50 - - 50
Zhou Mei Zhen [EE3Z; — — — —
Wang Li Yun (Note (b)) TEE (kD) — - - -
Chang Ling (Note (c)) sk¥e (P 3E(c)) - 71 — 71
Total FGRE 50 1,021 12 1,083

Notes: (a) Resigned on 1 October 2006 Wit : (@) RZZEZAF+HA—BFF
(b) Appointed on 20 September 2005 b) RZZEETRAFNA-THEZMAR
(c) Resigned on 16 September 2005 ) RZZEZERFNATAHR

There was no arrangement under which a director
waived or agreed to waive any emoluments during the

year.
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13. DIRECTORS’ AND EMPLOYEES’ 13. EERESZHE (&)

EMOLUMENTS (continued)

The five highest paid individuals in the Group during AEBZAUGERHFALTHRAEN (ZEF
the year included 3 (2005: 3) directors whose AF 3 BEE  EBNEERUA ST
emoluments are reflected in the analysis presented RIS o g2 (ZEERE : 200) &S
above. The emoluments of the remaining 2 (2005: 2) HATZMEewmT :

individuals are set out below:

2006 2005
—EERE —ETTRF
HK$’000 HK$’'000
FHET FET
Salaries and allowances e MoERL 745 489
Retirement benefit scheme RIKEFET B R
contributions 12 21
757 510
The emoluments fell within the following band: e BUATEMATZAZBAT -
Number of individuals
AE
- 2006 2005
—BERE —TTRF
Nil to HK$1,000,000 £ % 1,000,000 7T, 2 2
During the year, no emoluments were paid by the Group FR - AEBEWEAEMES S &S H
to any of the directors or the highest paid individuals AT E - ERIAREERMAKL
as an inducement to join or upon joining the Group or ZBRE  FEARREBMLZHE -

as compensation for loss of office.
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14. DIVIDENDS

The directors do not recommend the payment of any
dividend (2005: Nil) in respect of the year.

15. BASIC EARNINGS PER SHARE

The calculation of basic earnings per share is based
on the profit for the year of approximately
HK$60,068,000 (2005: HK$328,527,000) divided by
the weighted average number of ordinary shares of
1,360,000,000 (2005: 1,360,000,000) in issue during
the year.

There were no dilutive potential shares during the years

ended 31 December 2006 and 2005. Therefore, no
diluted earnings per share has been presented.
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16. PROPERTY, PLANT AND EQUIPMENT 16. ¥ - B RERRE

Office
equipment,
furniture and
fixtures Motor
HMAERME vehicles Total
REREKE RE k)
HK$'000 HK$’'000 HK$'000
FET FET FEL
Cost R{E
At 1 January 2005 RZEERF—H—H 1,639 4,135 5,774
Exchange differences BE N E 30 34 64
Additions NE 12 — 12
Disposals HE (50) - (50)
At 31 December 2005 and RZEERF
1 January 2006 TZA=+—Hk
“EERF—-A—H 1,631 4,169 5,800
Exchange differences N = 53 60 113
Disposal of a subsidiary HE—RIB AR (1,363) (1,566) (2,929)
Transfer to assets of a disposal BAVRBAEELEZ
group classified as held for sale HEEEEE (5) - (5)
At 31 December 2006 RZBERF
+ZRA=+—H 316 2,663 2,979
Accumulated depreciation §E‘Hﬁ§
At 1 January 2005 RZEZERF—A—H 1,431 3,988 5,419
Exchange differences BE N = 26 31 57
Charge for the year REEFE 36 - 36
Disposals k= (47) - (47)
At 31 December 2005 and RZEZTRF
1 January 2006 +ZA=+—Hk
—EERF—H—H 1,446 4,019 5,465
Exchange differences bEH R 47 54 101
Charge for the year REEFE 29 — 29
Disposal of a subsidiary HE—FHHRB AR (1,224) (1,410) (2,634)
At 31 December 2006 RZTERF
+tZA=+—H 298 2,663 2,961
Carrying amount AREE
At 31 December 2006 R-ZBERE
+=-A=+—H 18 - 18
At 31 December 2005 RZEERF
+-A=+—-H 185 150 335
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17.

Nam Fong International Holdings Limited
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INVESTMENT PROPERTIES 17. BEYE
2006 2005
—EERE “ETRF
HK$’000 HK$’000
F#ET FET
At 1 January n—H—H 448,100 735,000
Exchange differences N ZE58 - 17,126
Disposals & (98,188) (146,759)
Disposal of a subsidiary HE—HWEB AR (115,000) —
Fair value losses NEEERE (36,912) (157,267)
At 31 December w+—_A=+—8H 198,000 448,100

At 31 December 2006, all of the Group’s investment
properties, situated in Guangzhou, the PRC, are held
under medium-term lease.

All of the Group’s investment properties held under
operating lease for rental purposes are measured using
the fair value model. The fair value of the Group’s
investment properties at 31 December 2006 was based
on the open market value basis, by reference to market
evidence of recent transactions for similar properties,
by Greater China Appraisal Limited. Greater China
Appraisal Limited is an independent qualified
professional valuer not connected with the Group with
substantial experience in valuation of properties.

At 31 December 2006, the carrying amount of
investment properties pledged to a finance company
as securities for loans granted to the Group amounted
to approximately HK$15,500,000 (2005:
HK$18,271,000) (note 24).
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17.

INVESTMENT PROPERTIES (continued)

In respect of certain investment properties with total
carrying value of approximately HK$122,400,000, the
legal title of which are held by GZ Suinan, the
Company’s subsidiary which was disposed of during
the year. The transfer of legal title from GZ Suinan to
the Group has not yet been completed at the balance
sheet date. However, the purchaser of GZ Suinan, has
agreed and undertaken to the Group that it would assist
the Group to obtain all necessary consents and
approvals, including the procurement of the title
documents in respect of the transfer of these
investment properties. Based on the legal opinion
obtained, the directors are of the opinion that the Group
has possessed the beneficial title to these investment
properties and the transfer of legal title can be
completed in due course. Subsequent to the balance
sheet date, the title of these investment properties have
been frozen by the court in respect of GZ Suinan’s
additional tax of approximately RMB10,361,000
together with interest and penalty levied by the Taxation
Bureau of Guangzhou City and GZ Suinan’s overdue
payment of approximately RMB5,000,000 due to a
creditor. GZ Suinan has raised an objection and
disputed the amount charged by the Taxation Bureau
of Guangzhou City. The management of GZ Suinan
considered that they have settled all tax liabilities.
Although the outcome of the disputes with the Taxation
Bureau of Guangzhou City and the creditor cannot be
determined at the moment, the directors remain
confident that GZ Suinan should be able to resolve the
financial disputes with the Taxation Bureau of
Guangzhou City and the creditor. Hence, the Group
will be able to obtain legal title of these properties. The
directors are also of the opinion that the Group
possesses beneficial ownership of the aforesaid
properties and can demand GZ Suinan to compensate
their losses, if any, arising therefrom.
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17.

REME (F)

AR ME49122,400,0008 T2 & T &
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17.

INVESTMENT PROPERTIES (continued)

On 6 August 1999, the Group entered into a repayment
agreement with Guangzhou World Trade Center
Complex Co., Limited, Oceansky Enterprises Limited,
the then subsidiary of the Company and Nam Fong
International Hotel Group Company Limited*, pursuant
to which the Group had agreed to provide properties
worth more than RMB50,000,000 as a security. During
the year, certain investment properties of the Group of
approximately HK$14,134,000 were disposed of under
public auction. The Group disputed the aforesaid
auction and has applied to the relevant government
department in the PRC for freezing the sales proceeds
from the public auction and any transfer of the
investment properties pending the result of a retrial.
Although the directors considered that the Group had
an arguable case in the litigation, they considered it
would be more appropriate to provide the amount in
full. As a result, the whole amount of approximately
HK$14,134,000 was recognised in the consolidated
income statement as a loss.

At 31 December 20086, the Group’s total future minimum
lease payments under non-cancellable operating leases
are receivable as follows:

Nam Fong International Holdings Limited
Annual Report 2006

BE-_ZZXE+_A=+—HILFE
17. BREYE (&)

R—RANANFENANRE  AEBEEEMNH
RESGHRLESBRAR - KELEAR
NEN(RREIERZWEB QT RiEHEER
BIEEBEERAREI L —HEERE &
I AEERERHEEBRAARE
50,000,0007C Z MEIEREIR - FA - R
EE%)14,134,0008 L 2 & T EURFH
REAALE - AKEYH L HBEREE
& WEREBEFBEBNEFIREREA
FINEFSHENIE  REMXEREEH
ERFEEZEI BEESRAAERR
AR R A FIHAL - BN R A S IERE
HEr2HRBEERZE - At - 8
14,134,000/ T2 FIAE N ér A W&+
FEMRAEE -

NETZA=1+—H  AEER
BT ARG LR RE 2 RRREHE

o

;AT -
2006 2005
—BERE —TTRF
HK$’000 HK$'000
TET FAT
Within one year —F PR 7,589 26,858
In the second to fifth years inclusive ~ £ -ZF R F
(BREEEMF) 22,008 69,063
After five years FFLAE 9,607 14,782
39,204 110,703
* For identification purposes only * EHER
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For the year ended 31 December 2006 HE_ZTERFT+_A=1T—HILEFE
18. PROPERTIES UNDER DEVELOPMENT 18. R

2006 2005

—EERE —ETRF

HK$’000 HK$’'000

FERT FAET

(Restated)

(&%)

At 1 January w—HA—H 353,498 404,989
Exchange differences PE 5 =& 14,806 6,811
Additions NE 647 328
Reversal of impairment losses Rl B &5 18 [o] £ 56,886 39,370

Assets of a disposal group JRRHBIEEEZ

classified as held for sale HEHEEE (183,837) —
Disposal of subsidiaries HEH B AR - (98,000)

At 31 December R+—HA=+—H 242,000 353,498

(8)  The properties under development at 31 @ MZZEERF+_A=+—8 %
December 2006 are located in Guangzhou, the B i At B E N - NEF

PRC. A land use rights certificate was granted BT RS a— e

whereby the Group has the land use rights over
the property for a term of 70 years for residential

NA+TEBRREZMEEEREA

part and 40 years for commercial part #1932 BB 705 RA0F 2 LHbfE
commencing from 15 August 1996. No M - 2Rt FERETIEE

substantial construction work has been SHARBI - RZEZERF+ A
commenced in respect of this land site. At 31 =+—08 - AEEEBZLMER
December 2006, the Group’s outstanding land W Mk RN S A

premium payable in relation to the land use rights

2,44 BT o
amounted to approximately HK$32,449,000. 32,449,000/ 7

(b) The carrying amount of properties under (b) ERAMEZREERRABHANK
development was adjusted to its net recoverable EEE  ZUWEEEHREELR
amount estimated by the directors, with BEIEERATR _EZENE+
reference to a professional valuation carried out —A=t+—BRABETEMREZE
on 31 December 2006 by Greater China WAL o EFREL D

Appraisal Limited based on open market value r — o s e e
basis. A reversal of impairment losses on 56,886, OOO;%E%E‘%%%WEEE
properties under development of approximately BB & Wz R AR
HK$56,886,000 resulting from the valuation was

recognised in the consolidated income

statement.
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19.

DEFERRED TAX ASSETS

The following are the major deferred tax assets
recognised by the Group, and the movements thereon,
during the current and prior reporting periods.

Nam Fong International Holdings Limited
Annual Report 2006
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19. EEBIEEE

AT & BB Rt s A A S ERER
ITZREREEENEEE)

2006 2005
—EBERE —TERF
HK$’000 HK$’'000
TFHET FHT
Revaluation of investment properties R &EE L

At 1 January n—H—H 11,627 (104,140)
Exchange differences fE N E%8 201 —
Disposal of a subsidiary HE—FEWBEAF (5,232) —

(Charge)/Credit to income statement AU zEER (1K) A
(note 11) (FFsE11) (6,596) 115,767
At 31 December R+tZ—A=+—H - 11,627

At the balance sheet date the Group has unused tax
losses of approximately HK$35,194,000 (2005:
HK$35,194,000) available for offset against future
profits. No deferred tax asset has been recognised in
respect of such losses due to the unpredictability of
future profit streams. Included in these unrecognised
tax losses are losses of approximately HK$32,219,000
(2005: HK$32,219,000) which will expire after five years
from the year of assessment they relate to. Other tax
losses may be carried forward indefinitely.

82

REER  A"EEBEARBAHEEED
35,194, 0008 L (ZEETHF
35,194,000/ 7t) 7] fit A 74 5 88 R oK%
F o RAARIE TR 2 Al TR + I 4%
HZEEEERELENIBEE - 25 KK
R EEEF 432,219,000 L (—ZTZ
AF : 32,219,000 L) 2 BB A AE FE &R
MEERAFEIE - EMBITEEE &
PREjAE & o



MHEBERARA A

FEREFER
For the year ended 31 December 2006 HEZ
20. ACCOUNTS RECEIVABLE 20.

21.

Notes to the Financial Statements

The aging analysis of accounts receivable, based on
the invoice date, is as follows:

B RS IR AR B

ZEREFTA=Z+—HILFE

FE Wy B 33K

FEM AR IR BT A BT Z BR ik D AT 40
T

2006 2005

—EBERE —EERF

HK$’000 HK$’000

FHET FET

Within 3 months =1 AR - 1,738
4 - 6 months mzE N E A - 352
7-12 months t+t&=+=1@A - 215
Over 1 year HBiR—F - 5,763
- 8,068

Less: Allowance for receivables R R U RN TE B - (6,184)
- 1,884

The Group does not have a uniform credit policy in
relation to property sales and property rental.

BANK AND CASH BALANCES 21.

At 31 December 2006, the bank and cash balances of
the Group denominated in RMB amounted to
approximately HK$7,513,000 (2005: HK$484,000).
Conversion of RMB into foreign currencies is subject
to the PRC’s Foreign Exchange Control Regulations
and Administration of Settlement, Sale and Payment
of Foreign Exchange Regulations.
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22.

ASSETS OF A DISPOSAL GROUP
CLASSIFIED AS HELD FOR SALE/
LIABILITIES ASSOCIATED WITH ASSETS
OF A DISPOSAL GROUP CLASSIFIED AS
HELD FOR SALE

On 13 November 2006, the Group entered into a
disposal agreement (the “Disposal Agreement”) to
dispose of its entire 100% equity interest in a subsidiary,
Nam Fong Guangzhou Plaza Limited (“GZ Plaza”) and
the amount due from GZ Plaza to the Group of
approximately HK$84,600,000 at a total consideration
of HK$96,600,000. GZ Plaza and its subsidiary,
Guangzhou Xiunan Property Development Company
Limited* (“Xiunan”) are engaged in the property
development and sales segment. The disposal was
completed in January 2007.

The assets and liabilities attributable to these
subsidiaries, have been classified as a disposal group
held for sale and are presented separately in the
consolidated balance sheet.

The fair value less costs to sell of the disposal group is
in excess of the net carrying amount of the relevant
assets and liabilities and no impairment loss has been

recognised during the year.

* For identification purposes only
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For the year ended 31 December 2006 HE_ZTERFT+_A=1T—HILEFE

22. ASSETS OF A DISPOSAL GROUP 22. FAFBEEHEZHERESEE
CLASSIFIED AS HELD FOR SALE/ JIEBFAEHECHEREEEZ
LIABILITIES ASSOCIATED WITH ASSETS HEAE (&)

OF A DISPOSAL GROUP CLASSIFIED AS
HELD FOR SALE (continued)

The major classes of assets and liabilities of the disposal RZEZERNF+_A=1+—H%AEFEE
group classified as held for sale at 31 December 2006 HEZHEHEZEERBETES AN
are as follows: T
HK$’000
FHET
Property, plant and equipment W - BB REE 5
Properties under development BRI ES 183,837
Prepayments, deposits and ERRIE - Tk
other receivables oAt fE YR IR 160
Bank and cash balances MITRIR S R 10
Total assets of a disposal group IR BIEEEZ
classified as held for sale HEHGEERS 184,012
Accounts payable JERTER K 84,510
Accruals and other payables FEET B R & A fh FE S R IB 10,834
Total liabilities associated with assets IAREIELHE 2
of a disposal group classified HEHEEEZ
as held for sale HEaEEE 95,344
All inter-company balances at 31 December 2006 have RZBERF+T_A=1T—HFRBARM
been eliminated. ERE T o
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For the year ended 31 December 2006 HE_ZTERFT+_A=1T—HILEFE
23. ACCOUNTS PAYABLE 23. FEfTERER
2006 2005
—EERE —EERF
HK$’000 HK$’000
F#ET FET
The amounts comprise: HIBBRE
— Current — n® 36,595 116,567
— Non-current — ERE - 68,498
36,595 185,065

The aging analysis of accounts payable, based on the

FEA BR R IR 3 52 B HA A 2 B ik 0 AT 40

invoice date, is as follows: S
2006 2005
—EBERE —EERF
HK$’000 HK$’'000
FERT FAT
Over 1 year BiE—F 36,595 185,065
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SHORT-TERM BORROWINGS 24, EHIEE
2006 2005
—EERE —ZTTRF
HK$’000 HK$'000
FHET FAT
Secured loans BEMER 9,000 9,000
Unsecured loans I E R - 2,451
9,000 11,451
At 31 December 2006, the loans were secured by the RZZEZERF+TZA=+—H  EXRTIN
investment properties of the Group with carrying & EIREE 915,500,000 7T (B 5E17)
amount of approximately HK$15,500,000 (note 17) and ZIREMEERER  FER% - RN
were interest bearing at 5% per annum. In January TT+F— R AEWERE2HEE -
2007, the secured loans were fully repaid.
SHARE CAPITAL 25. XK
2006 2005
—EERE —EERF
HK$’000 HK$’'000
FERT TAT
Authorised: EERA
2,000,000,000 ordinary shares 2,000,000,000/%
of HK$0.10 each FREE0.10E T
2 &R 200,000 200,000
Issued and fully paid: BT RARRA
1,360,000,000 ordinary shares 1,360,000,000/%
of HK$0.10 each FRMEE.10E T
2 B 136,000 136,000

On 7 April 2006, the Company and Zhang Sugian, an
independent investor, entered into a subscription
agreement in respect of the subscription of
272,000,000 ordinary shares of HK$0.10 each. The
subscription has not yet been completed at 31
December 2006. Pursuant to a supplemental
agreement dated on 29 March 2007, the long stop date
has been extended to 30 September 2007.
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26. DISPOSAL OF A SUBSIDIARY 26. HE—EHREBAT
On 20 September 2006, the Group disposed of its RZEENFNLAZ+H  AEEHEH

)J—/\\_
entire interest in GZ Suinan. REMNERE 225 -

Net liabilities of GZ Suinan at the date of disposal: EMNEEREERZ FEE
2006 2005
—EERE —ETRF
HK$’000 HK$’'000
TFHET FET
Property, plant and equipment W - BB KR 295 —
Investment properties B 115,000 —
Properties under development ERPYE - 98,000
Deferred tax assets RIET IR E BE 5,232 —
Inventory of completed properties WEEEKME 3,879 —
Accounts receivable JE U BR X 1,960 —
Prepayments, deposits and FERRIE - FJek
other receivables H Ath i U 518 2,554 84
Bank and cash balances IRIT IR 8k 551 9
Accounts payable FEATER X (67,283) —
Accruals and other payables FERTE A R E M E I8 (197,327) (100,964)
Current tax liabilities EHAT IR B & (15,118) —
Net liabilities disposed of HEAREFE (150,257) (2,871)
Release of exchange SN R B s 3R
fluctuation reserve 36,934 —
(113,323) (2,871)
Gain on disposal of a subsidiary HE—EH B AR WK 123,323 22,262
Total consideration — satisfied RRE—URESIH
by cash 10,000 19,391
Net cash inflow arising on disposal: HEELEZHEESMAFE
Cash consideration received 2 HIRERE 10,000 19,391
Cash and cash equivalents HEZRER
disposed of ReFEEER (551) 9)
9,449 19,382
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27. CONTINGENT LIABILITIES

(a)

The Group executed guarantees to a bank for
mortgage facilities granted to first buyers of
certain properties developed and sold by the
Group in the PRC. The total amount of such
facilities utilised by the first buyers and covered
by the Group’s guarantees was approximately
HK$51,804,000.

On 16 June 2006, the Group and the bank
entered into a settlement agreement pursuant
to which the bank agreed to accept
HK$21,500,000 (the “Settlement Sum”) as full
and final settlement of the Group’s obligations
under the guarantees. The Settlement Sum is
payable by 5 instalments up to 30 June 2007. If
the Group defaults in repayment of the
Settlement Sum, the bank has the right to
recover from the Group the total amount of
approximately HK$51,804,000 together with the
interest and penalties. At 31 December 2006,
the outstanding balance of the Settlement Sum
(included in other payables) was reduced to
HK$13,500,000. In the opinion of the directors,
the outstanding balance can be fully repaid on
30 June 2007.
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HAER

AEEGR —BRITAAEBREFH
BEREHECETYEZ—FER
REZIEBEFIELHER - —FE
XEFATBRAERERERE
2849 551,804,000 7T ©

RIBERFAAA+TREH XEEH
EBRRZIRITRFI N - RITAE
421,500,000/ 7t ([FfE &) 1E
RN B ERER 2 R
MESEN _ZZT+FA=1+H
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B U 4AEE 4951,804,000/8 7T 2 FUA
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27.

CONTINGENT LIABILITIES (continued)

(0)

At 31 December 2006, there were contingent

liabilities relating to the Company’s subsidiary,

Xiunan:

(i

(it

Xiunan was sued by a contractor for
default in payment of approximately
RMB18,494,000 in
construction work carried out for property

relation to

development project in the PRC. A
judgement was issued by Guangzhou
Intermediate People’s Court of the PRC
in favour of the contractor in 2004. Xiunan
was required to pay the said sum of
approximately RMB18,494,000 together
with the interest and costs thereon. The
said sum together with the interest and
costs thereon have been accrued in the
financial statements. Nevertheless,
Xiunan counter-claimed against the
contractor due to unsatisfactory
construction work performed. The
litigation is currently pending for a retrial.

As Xiunan failed to settle the
consideration under the land use rights
grant contract dated 9 August 1996 (the
“Contract”) and the supplemental land
use rights grant contract dated 8 June
2001 (the “Supplementary Contract”),
The Bureau of Land Resources and
Housing Management of Guangzhou
Municipality (the “plaintiff”) sued Xiunan
for failure to honour the Contract and the
Supplementary Contract. In October
2006, a judgment was issued by
Guangzhou Intermediate People’s Court
of the PRC in favour of the plaintiff.
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CONTINGENT LIABILITIES (continued)

(continued)

Pursuant to the judgement, the Contract
and the Supplementary Contract were
cancelled. As a consequence, the plaintiff
has the right to repossess the land use
rights under dispute. In addition, the first
installment of the consideration paid by
Xiunan of approximately RMB2,731,000
was forfeited and Xiunan was ordered to
bear the court fees of approximately
RMB1,000,000. Based on the legal
advice obtained, Xiunan has lodged an
appeal against the aforesaid judgement.

As explained in note 22 to the financial
statements, Xiunan was disposed of to the
purchaser by the Group in January 2007. Under
the Disposal Agreement, the purchaser had
knowledge of losses, claims and liabilities that
may arise from the above litigations and agreed
that the Group would not be liable to any legal
consequence arising from the above litigations.
In view of the above, the directors are of the
opinion that the aforesaid litigations would not
have any material adverse financial effect to the
Group.
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28.

29.

LEASE COMMITMENTS

At 31 December 2006, the total future minimum lease

Nam Fong International Holdings Limited
Annual Report 2006

BE_ZTERNFT_A=T—"BLLFE

28. FH&KIE

I )

payments under non-cancellable operating leases are B EMEAO RSB AEEN 2 REHBL
payable as follows: BN -

2006 2005

“BTRE ZETRF

HK$’000 HK$'000

FET FHET

Within one year —F PR 1,298 1,014

In the second to fifth years inclusive ~ £ -ZF R F

(BREEEMF) 1,026 422

2,324 1,436

Operating lease payments represent rentals payable KERNFIBEASBEREE THATE
by the Group for certain of its offices. HzEe -

RELATED PARTY TRANSACTIONS

During the year, the Group had the following

transactions and balances with its related parties:

(a)

(b)

Key management personnel compensation

The key management personnel of the Group
comprises all directors, details of their
emoluments were disclosed in note 13.

Balances with related parties

Included in accruals and other payables are
amounts in total of approximately HK$203,000
(2005: HK$853,000) representing accrued
directors’ emoluments due to the Company’s
directors. The accrued directors’ emoluments
are unsecured, interest-free and will be settled
in cash.
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30.

31.

EVENTS AFTER THE BALANCE SHEET
DATE

Save as disclosed in notes 17, 22, 24 and 25 above,
the Group did not have any other significant events
took place subsequent to the balance sheet date.

COMPARATIVE FIGURES

The comparative figures were audited by another firm
of Certified Public Accountants in Hong Kong. Certain
comparative figures have been reclassified to conform
to the current year’s presentation. The changes mainly
comprised the reclassification of land lease premium
to properties under development and the
reclassification of certain items under segment
information and the consolidated income statement.
The new classification of the accounting items was
considered to provide a more appropriate presentation
of the state of affairs of the Group.
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32.

PRINCIPAL SUBSIDIARIES
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32.

Particulars of the principal subsidiaries at 31 December

2006 are as follows:

Place of
incorporation
or registration/

Issued and paid

FEMBEAE

Percentage of
ownership interest

W-EEAFT-A=+—ATEWBL
AZHEMT :

operations up capital /voting power Principal
Name of subsidiary E3 il BT FrEEER activities
MEAEEMH R RYRRE BREED SN TEEH
Direct Indirect
E#% A%

Guangzhou Jiannan House PRC US$12,000,000 — 100% Property
Property Development F 12,000,000% T development
Company Limited # * MELR

BMNEEEEER
BRAA #

Guangzhou Xiunan PRC US$4,465,000 — 100% Property
Property Development H 4,465,000 1T development
Company Limited # * MEER

BMTAREHERE
BRAA #

Nam Fong Guangzhou British Virgin Islands/ Ordinary - 100% Investment
Plaza Limited Hong Kong US$10,000 holding

HAHMABSERAA RKBRUEE/ gl RERR

BB 10,0003 7T

Nam Fong International British Virgin Islands/ Ordinary 100% - Investment
Group Limited Hong Kong US$10,000 holding

HAEREEERAA XBRTESE/ LAk REEK

N 10,000% T

Nam Fong Liwan British Virgin Islands/ Ordinary — 100% Property
Plaza Limited Hong Kong US$10,000 investment

BAhHERSERAA KBRS/ LAk NERE

5 10,0005 T
Polyhero International Limited ~ Hong Kong Ordinary - 100% Tenancy
ERBERARRA e HK$10,000 agreement
Eiak signing agent
10,000/ 1T HEWZ
RHRIE
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32. PRINCIPAL SUBSIDIARIES (continued)

Place of

incorporation
or registration/
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BE-_ZZXE+_A=+—HILFE

32.

Issued and paid

TEMBAT (&)

Percentage of
ownership interest

operations up capital /voting power Principal
Name of subsidiary MM, BT FiEH#E#ER activities
MEBAS AR ERHE RYRKRAE BRE#TL TEEH
Direct Indirect
B fal%
Stand-up Investments Limited  Hong Kong Ordinary — 100% Holding of
BIERERRARA N HK$10,000 motor vehicles
LAk BEAE
10,000/ 7T
Trisum Investment Limited Hong Kong Ordinary - 100% Investment
ERBREBRARA 'R HK$5,000,000 holding
TRk REER
5,000,000/ 7T
# These subsidiaries are sino-foreign co-operative joint # ZEW B R B IRRRBUERK Y 2 F

ventures under the PRC law. In accordance with the
joint venture contracts, the PRC joint venture partners
are responsible for making available the land use
rights of the construction sites; whereas the Group is
responsible for the full amount of these subsidiaries’
registered capital. The PRC joint venture partners are
entitled to share the developed properties in
accordance with the joint venture contracts.

For identification purposes only.

The above list contains the particulars of subsidiaries
which principally affected the results, asset or liabilities

of the Group.

33. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved and authorised

for issue by the Board of Directors on 30 May 2007.
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