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INTERIM RESULTS

The board of directors (the “Board”) of China Fortune Holdings Limited (the “Company”)
presents the unaudited condensed consolidated interim results of the Company and its
subsidiaries (collectively, the “Group”) for the six months ended 30 June 2011, together with
the comparative figures set out below. These condensed consolidated interim results have not
been audited, but have been reviewed by the audit committee (the “Audit Committee™) of the
Company.
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CONDENSED CONSOLIDATED INCOME STATEMENT
For the six months ended 30 June 201 1

Six months ended
30/6/2011 30/6/2010
Note HK$’000 HKS$°000
(unaudited) (unaudited)

Revenue 3 1,028,391 1,116,843
Cost of sales (1,006,278) (1,086,570)
Gross profit 22,113 30,273
Other income 3,310 2,317
Other losses (14) (133)
Selling and distribution costs (8,524) (12,334)
Administrative expenses (16,067) (12,290)
Finance costs 5 (3,478) (5,441)
Share of result of an associate 50 193
(Loss)/profit before income tax (2,610) 2,585
Income tax expense 6 (110) (78)
(Loss)/profit for the period 7 (2,720) 2,507

Attributable to:

Owners of the Company (2,296) 3,279
Non-controlling interests (424) (772)
(2,720) 2,507

(Loss)/earnings per share
Basic and diluted (HK cent(s)) 8 (0.28) 0.40




CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE

INCOME
For the six months ended 30 June 2011

(Loss)/profit for the period

Other comprehensive income

Exchange differences arising on translation

Total comprehensive income for the period

Total comprehensive income attributable to:

Owners of the Company

Non-controlling interests

Six months ended

30/6/2011 30/6/2010
HKS$°000 HK$°000
(unaudited) (unaudited)
(2,720) 2,507
8,572 1,665
5,852 4,172
3,522 4,941

2,330 (769)
5,852 4,172




CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL

POSITION
At 30 June 2011

Note

Non-current assets
Plant and equipment
Mining right
Goodwill
Investment in an associate
Available-for-sale investment
Club memberships

Current assets
Inventories
Trade and other receivables 9
Bills receivable
Amounts due from related parties
Bank balances and cash

Current liabilities
Trade and other payables 10
Amounts due to related parties
Taxation payables
Bank and other borrowings 11
Promissory notes

Net current assets

Total assets less current liabilities

Capital and reserves
Share capital 12
Reserves

Equity attributable to owners of the Company
Non-controlling interests

Non-current liabilities
Deferred tax liabilities

30/6/2011 31/12/2010
HKS$’000 HK$°000
(unaudited) (audited)
8,488 8,680
441,034 433,683
2,910 2,910
3,844 4,463

69 69

1,380 1,376
457,725 451,181
169,362 187,155
91,625 173,150
6,791 7,056
2,922 3,172
85,220 45,667
______ 355,920 416,200
159,715 203,873
937 8,770
6,725 6,782
38,878 50,030
47,614 45,796
______ 253,869 315251
102,051 100,949
559,776 552,130
82,166 82,166
204,967 201,445
287,133 283,611
165,025 162,695
452,158 446,306
107,618 105,824
559,776 552,130




CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN

EQUITY

For the six months ended 30 June 2011

Attributable
Share to owners Non-
Share Share Special  Translation Statutory option Accumulated of the  controlling Total
capital premium reserve reserve funds reserve losses Company interests equity
HKS$ 000 HKS 000 HKS 000 HKS$ 000 HKS 000 HK$ 000 HKS$ 000 HKS 000 HKS 000 HKS$ 000
Balance at 1 January 2010
(audited) 67,881 306,879 2481 49,047 30,132 4483 (302,649) 158,254 155,058 313312
Profit for the period - - - - - - 3,279 3,279 (772) 2,507
Exchange differences arising
on translation - - - 1,662 - - - 1,662 3 1,665
Total comprehensive income
for the period - - - 1,662 - - 3,279 4,941 (769) 4,172
Transfer of reserve upon forfeiture of
share options - - - - - 3) 3 - - -
Issue of shares upon conversion of
convertible loan notes 14,285 86,084 - - - - - 100,369 - 100,369
Balance at 30 June 2010
(unaudited) 82,166 392,963 2481 50,709 30,132 4,480 (299,367) 263,564 154,289 417,853
Balance at 1 January 2011
(audited) 82,166 392,962 2,481 59,161 30,132 4,428 (287,7119) 283,611 162,695 446,306
Loss for the period - - - - - - (2,296) (2,296) (424) (2,720
Exchange differences arising
on translation - - - 5818 - - - 5,818 2,754 8,572
Total comprehensive income
for the period - - - 5818 - - (2,296) 3,522 2,330 5,852
Balance at 30 June 2011
(unaudited) 82,166 392,962 2,481 64,979 30,132 4,428 (290,015) 287,133 165,025 452,158




CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

For the six months ended 30 June 2011

Net cash generated from/(used in) operating activities
Net cash (used in)/generated from investing activities

Net cash (used in)/generated from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Effect of foreign exchange rate changes

Cash and cash equivalents at 30 June

Represented by:

Bank balances and cash

Six months ended

30/6/2011 30/6/2010
HKS$’000 HKS$’000
(unaudited) (unaudited)
60,583 (26,446)
477) 4,406
(21,493) 46,605
38,613 24,565
45,667 7,264
940 254
85,220 32,083
85,220 32,083




Notes:—

1.

BASIS OF PREPARATION

The unaudited condensed consolidated financial statements of the Group for the six months ended 30
June 2011 have been prepared in accordance with the applicable disclosure requirements of Appendix 16
to the Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) and with Hong Kong Accounting Standard (“HKAS”) 34 “Interim
Financial Reporting” issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”).

PRINCIPAL ACCOUNTING POLICIES

The unaudited condensed consolidated financial statements have been prepared on the historical cost
basis except for certain financial instruments, which are measured at revalued amounts or fair values, as

appropriate.

The accounting policies used in the condensed consolidated financial statements are consistent with those
followed in the preparation of the Group’s annual financial statements for the year ended 31 December

2010, except as described below.

In the current interim period, the Group has applied the following new and revised standards, amendments

and interpretations (“new and revised HKFRSs”) issued by the HKICPA.

HKFRS 1 Amendment Amendment to HKFRS 1 First-time Adoption of Hong Kong
Financial Reporting Standards — Limited Exemption from
Comparative HKFRS 7 Disclosures for First-time Adopters
HKAS 24 (Revised) Related Party Disclosures
HKAS 32 Amendment Amendment to HKAS 32 Financial Instruments:
Presentation — Classification of Rights Issues
HK(IFRIC) — Int 14 Amendments Amendments to HK(IFRIC) — Int 14 Prepayments of
a Minimum Funding Requirement
HK(FRIC) — Int 19 Extinguishing Financial Liabilities with Equity Instruments
HKFRSs (Amendments) Improvements to HKFRSs issued in 2010



The adoption of these new and revised HKFRSs has had no material impact on the Group’s results of

operations and financial position.

The Group has not early applied the following new and revised HKFRSs that have been issued but are not

yet effective:

HKFRS 1 Amendments

HKFRS 7 Amendments

HKFRS 9

HKFRS 10
HKFRS 11
HKFRS 12
HKFRS 13

HKAS 1 (Revised)

HKAS 12 Amendments
HKAS 19 (2011)

HKAS 27 (2011)
HKAS 28 (2011)

Amendments to HKFRS 1 First-time Adoption of Hong Kong
Financial Reporting Standards — Severe Hyperinflation and
Removal of Fixed Dates for First-time Adopters’

Amendments to HKFRS 7 Financial Instruments:

Disclosures — Transfers of Financial Assets’

Financial Instruments?

Consolidated Financial Statements’

Joint Arrangements?

Disclosure of Interests in Other Entities’

Fair Value Measurement’

Presentation of Financial Statements — Presentation of Items of
Other Comprehensive Income’

Amendments to HKAS 12 Income Taxes — Deferred Tax:
Recovery of Underlying Assets?

Employee Benefits’

Separate Financial Statements?

Investments in Associates and Joint Ventures?

Effective for annual periods beginning on or after 1 July 2011
Effective for annual periods beginning on or after 1 January 2013
Effective for annual periods beginning on or after 1 July 2012

Effective for annual periods beginning on or after 1 January 2012

The Group is in the process of making an assessment of the impact of these new and revised HKFRSs

upon initial application but is not yet in a position to state whether these new and revised HKFRSs would

have a significant impact on its results of operations and financial position.

REVENUE

Revenue represents the net amounts received and receivable for goods sold and services provided by the

Group to outside customers during the period.



SEGMENT INFORMATION

The following is an analysis of the Group’s revenue and results by operating segment.

For the six months ended 30 June 2011 (unaudited)

Reportable segment revenue from
external customers

Reportable segment profit

Loss on write-off/disposal of plant and equipment
Depreciation and amortisation

Write down of inventories

Income tax (credit) expense

Reportable segment assets
Additions to non-current assets
Reportable segment liabilities

Revenue
Reportable segment revenue and
consolidated revenue

Loss before income tax
Reportable segment profit
Bank interest income
Miscellaneous income
Corporate expenses

Share of result of an associate
Finance costs

Consolidated loss before income tax

Assets
Reportable segment assets
Unallocated corporate assets
— Investment in an associate
— Others

Consolidated total assets

Liabilities
Reportable segment liabilities
Unallocated corporate liabilities
— Promissory notes
— Others

Consolidated total liabilities

Mobile phone Mining
business business Total
HKS$’000 HKS$’000 HKS$’000
1,012,010 16,381 1,028,391
3,538 1,162 4,700
2 - 2
669 314 983
6,459 - 6,459
22) 132 110
343,096 461,628 804,724
163 608 771
(168,948) (137,183) (306,131)
1,028,391
4,700
182
92
(4,156)
50
(3,478)
(2,610)
804,724
3,844
5,077
813,645

306,131

47,614
7,742

361,487



For the six months ended 30 June 2010 (unaudited)

Reportable segment revenue from
external customers

Reportable segment profit/(loss)

Depreciation and amortisation
Reversal of allowance for inventories
Income tax expense

Reportable segment assets
Additions to non-current assets
Reportable segment liabilities

Revenue
Reportable segment revenue and
consolidated revenue

Profit before income tax
Reportable segment profit
Interest income
Miscellaneous income
Corporate expenses

Share of result of an associate
Finance costs

Consolidated profit before income tax

Assets
Reportable segment assets
Unallocated corporate assets
— Investment in an associate
— Others

Consolidated total assets

Liabilities
Reportable segment liabilities
Unallocated corporate liabilities
— Promissory notes
— Others

Consolidated total liabilities
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Mobile phone Mining
business business Total
HK$’000 HK$°000 HKS$°000
1,113,807 3,036 1,116,843
12,861 (475) 12,386
310 - 310
(2,761) - (2,761)
78 - 78
353,726 429,781 783,507
1,559 115 1,674
(163,384) (125,920) (289,304)
1,116,843
12,386
124
56
(4,733)
193
(5,441)
2,585

783,507

4,212
2,287

790,006

289,304

51,801
31,048

372,153



5. FINANCE COSTS

Interests on:
Bank and other borrowings wholly repayable within five years
Promissory notes
Bills discounting

Convertible loan notes

6. INCOME TAX EXPENSE

Current tax:
PRC Enterprise Income Tax (“EIT”)
Deferred tax (Note)

Income tax charge

Six months ended

30/6/2011 30/6/2010
HK$’000 HKS$°000
(unaudited) (unaudited)
1,644 2,971

1,818 2,122

16 285

- 63

3,478 5,441

Six months ended

30/6/2011 30/6/2010
HKS$°000 HK$°000
(unaudited) (unaudited)
110 162

- (84)
110 78

Fortune (Shanghai) International Trading Co., Ltd and I i % 5% 8 [ & %) A7 B /A 7] were established in
Shanghai Waigaogiao Free Trade Zone, the PRC; and Bk i 7 1 222 48 aHl i 45 A FR /2 7] was established in
Zhuhai Special Economic Zone, the PRC. Accordingly, for the six months ended 30 June 2011, these PRC
subsidiaries were entitled to a preferential EIT rate of 24% (2010: 22%). & f1 $8 &5 M 3 45 R A 7] (“Sifa
Mining”) was established in the PRC and subject to the EIT rate of 25% for the six months ended 30 June

2011 (2010: 25%).

PRC EIT represents tax charge on the assessable profits of the Company’s subsidiary, Sifa Mining.

Note:

The deferred tax liabilities were credited to consolidated financial statements for the six months ended 30

June 2010.
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7.

(LOSS)/PROFIT FOR THE PERIOD

(Loss)/profit for the period has been arrived after charging:

Depreciation of plant and equipment
Exchange loss (Note)
Staff costs

— Directors’ emoluments

— Other staff costs

— Retirement benefit scheme contribution

(excluding directors)

and after crediting:
Service income from provision of logistics and
promotion services
Government grants

Interest income

Note: Amounts included in other losses.
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Six months ended

30/6/2011 30/6/2010
HK$’000 HKS$°000
(unaudited) (unaudited)
989 839

168 184

1,484 1,491
5,799 5,810
1,261 1,074
8,544 8,375
1,679 1,591
1,165 -

182 124




8. (LOSS)/EARNINGS PER SHARE

The calculation of the basic (loss)/earnings per share attributable to owners of the Company is based on

the following data:

Six months ended

30/6/2011 30/6/2010
HK$°000 HK$°000
(unaudited) (unaudited)
(Loss)/earnings

(Loss)/profit for the period attributable to owners of the Company (2,2906) 3,279
000 000

Number of shares
Weighted average number of ordinary shares in issue 821,663 819,296
Basic (loss)/earnings per share (HK cent(s)) (0.28) 0.40

No diluted (loss)/earnings per share is presented as the exercise price of the Company’s share options was

higher than the average market price for both periods ended 30 June 2011 and 30 June 2010.
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TRADE AND OTHER RECEIVABLES

Trade receivables

Less: accumulated allowance

Value-added-tax receivables
Rebates receivable
Prepayments to suppliers
Other receivables and deposits

Less: accumulated allowance

30/6/2011 31/12/2010
HKS$’000 HK$°000
(unaudited) (audited)
41,388 19,583
(14,567) (14,713)
26,821 4,870
5 6,238
38,382 66,126
1,236 71,332
28,236 27,589
(3,055) (3,005)
91,625 173,150

The Group allows its trade customers a credit period of 30 to 90 days. The following is an aged analysis of

trade receivables (net of allowance) presented based on the invoice date at the end of reporting period:

Trade receivables:
0 to 30 days
31 to 90 days
Over 90 days

30/6/2011 31/12/2010
HKS$°000 HKS$’000
(unaudited) (audited)
25,942 3,320

879 1,423

- 127

26,821 4,870
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10.

11.

TRADE AND OTHER PAYABLES

The following is an aged analysis of the trade payables presented based on the invoice date at the end of

reporting period:

30/6/2011 31/12/2010
HKS$°000 HK$’000
(unaudited) (audited)
Trade payables:

0 to 30 days 6,211 3,704
31 to 90 days 51 159
Over 90 days 201 599
6,463 4,462
Rebates payable 111,673 116,190
Prepayments from customers 13,230 62,379
Other payables and accruals 28,349 20,842
159,715 203,873

BANK AND OTHER BORROWINGS
30/6/2011 31/12/2010
HKS$°000 HK$’000
(unaudited) (audited)
Bank loans 24,000 23,600
Other borrowings 14,878 26,430
38,878 50,030
Secured 14,878 14,630
Unsecured 24,000 35,400
38,878 50,030

At the end of reporting period, all the Group’s borrowings were repayable on demand or within one year.

All bank loans are guaranteed by the Company.
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12.

13.

14.

SHARE CAPITAL

Ordinary shares of HK$0.10 each
Authorised:
At 31 December 2010 and 30 June 2011

Issued and fully paid:
At 1 January 2010
Allotment of new shares (Note)

At 31 December 2010 and 30 June 2011

Number of

ordinary shares

Share capital

HK$°000

1,000,000,000 100,000
678,806,300 67,881
142,857,142 14,285
821,663,442 82,166

Note: On 4 January 2010, the Company issued and allotted a total of 142,857,142 ordinary shares of

HK$0.10 each in the Company upon exercise in full by the holder of convertible loan notes.

DIVIDEND

The Board did not declare an interim dividend for the six months ended 30 June 2011 (2010: Nil per

share).

COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform with the current period’s presentation.
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REVIEW AND OUTLOOK

Financial Review

The fulfillment distribution business for Nokia Stores continues to be a core business of the
Group in which the Group is appointed as the sole fulfillment distributor for Nokia Stores in
the People’s Republic of China (“PRC”). The Group recorded a consolidated revenue during
the period of HK$1,028.4 million when compared to the previous corresponding period of
HK$1,116.8 million. The decrease in revenue was mainly attributable to a decrease from the
fulfillment distribution business for Nokia Stores. The gross profit amounted to HK$22.1
million, a decrease when compared to the previous corresponding period of HK$30.3 million.
The gross margin percentage during the period was 2.2% which was lower than the previous
corresponding period of 2.7%. The Group recorded a write-down on inventories according
to the accounting policy adopted by the Group, amounted to HK$6.5 million during the
period, which rendered a drop in the gross profit and as a result, the Group reported a net
loss of HK$2.7 million during the period when compared to a profit of HK$2.5 million in the

previous corresponding period.

The selling and distribution costs amounted to HK$8.5 million when compared to the previous
corresponding period of HK$12.3 million. The administrative expenses amounted to HK$16.1
million, an increase when compared to the previous corresponding period of HK$12.3 million.
Recent appreciation of Renminbi and inflation in the PRC led to higher administrative costs,
together with increased expenses as a result of a higher revenue level achieved in the mining
business during the period when compared to the previous corresponding period, from HK$3
million to HK$16.4 million.

As far as the mobile phone retail chain subsidiary in Zhuhai was concerned, the revenue
achieved during the period amounted to HK$20.4 million which remained more or less the
same level as compared with the previous corresponding period. The Group shared a net gain
of HK$0.1 million from the result of an associate during the period as compared to HK$0.2

million in the previous corresponding period.
The finance costs during the period decreased from HKS$5.4 million in the previous

corresponding period to HK$3.5 million due to the decrease in the level of bank and other

borrowings in the period.
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The net asset value of the Group as at 30 June 2011 amounted to HK$287.1 million or
HKS$0.35 per share when compared to HK$283.6 million or HK$0.35 per share as at 31
December 2010. As at 30 June 2011, the Group’s bank and other borrowings amounted to
HK$38.9 million, as compared to HK$50 million as at 31 December 2010, which was a result

of the intention to reduce the financial burden of the Group over the period.

The gearing ratio of the Group, defined as the ratio of the total long term liabilities to the
shareholder’s equity, remained at 0.37 as at 30 June 2011 and 31 December 2010.

The total bank deposits and cash balances amounted to HK$85.2 million as at 30 June 2011
without any deposit pledged to banks. The Group is financed by a combination of its equity

capital, cash flow generated from its operation and bank borrowings.

During the period, there was no material change in the funding and treasury policy of the
Group. The Group considers the only potential currency exposure is in Renminbi as the
majority of its revenue is derived in the PRC. It is the treasury policy of the Group to manage

its foreign currency exposure whenever its financial impact is material to the Group.

The inventories of the Group as at 30 June 2011 amounted to HK$169.4 million, as compared
to HK$187.2 million as at 31 December 2010, mainly comprised inventories from the
fulfillment distribution business for Nokia Stores. The inventory turnover period was 31 days
for the six months ended 30 June 2011, as compared with the one for the twelve months
ended 31 December 2010 of 26 days. The Group will continue to apply strict policy in
inventory control in the future. The amount of trade and other receivables as at 30 June 2011
was HK$91.6 million, as compared to HK$173.2 million as at 31 December 2010. In order
to minimize the credit risk for the trade receivables, the Group has implemented prudent
control on the determination of credit limits, credit approvals and other monitoring procedures
to ensure that follow-up action is taken to recover overdue debts. In addition, the revenue
generated from the fulfillment distribution business for Nokia Stores is mainly on cash basis

which further reduces the credit risk of the Group.

18



As at 30 June 2011, the Group had in total 219 employees as compared to 234 employees as
at 31 December 2010. Employees were remunerated according to the nature of their job duties
and market trend. The Group provided statf welfare and fund contribution to its employees in
accordance with the prevailing regulations in the PRC and Hong Kong. There was no material
change in the remuneration policy, bonus scheme and share option scheme during the period.
The Group has a share option scheme under which the Company may grant share options to

the participants, including directors and employees, to subscribe for shares of the Company.

OPERATIONAL REVIEW

Market Overview

According to the statistics released by the Ministry of Industry and Information Technology
of the People’s Republic of China (“MII”), there were more than 920 million subscribers to
mobile phone services in the PRC as at the end of June 2011, equivalent to a penetration rate
of 68.8 users per 100 persons. The low penetration rate in the rural market, where more than
half of the population in the PRC resides, together with the 3G services and the continued
economic growth in the PRC, mean that the PRC market still has a lot of untapped potential.

On the other hand, while there are continuing intense competitions among the big mobile
phone manufacturers in the PRC, they are trying to cut the distribution layers by directly
supplying to the provincial distributors and leading retailers with a view to increase their
profitability. Because of this, leading vendors have developed multi-channel distribution

2 6 2 3

models which include “national distribution”, “provincial distribution”, “direct to retail” and

“direct to operator”.
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As one of the integrated fulfillment distributors in the PRC, the Group provides all necessary
services, which include but not limited to transaction handling, credit financing, delivery,
rebate execution, stock buffering and B2B system integration, etc. In return, the Group
receives a contractual margin, as well as various rebates as its service income. This business
model is more transparent, allowing the buyers, the suppliers and the Group to share common

information and enhances the efficiency of all the activities of the value chain.
Business Review

The fulfillment distribution business for Nokia Stores is the core business of the Group which
contributed more than 90% of the Group’s revenue during the period. On the other hand, the
businesses of an associate and the subsidiary engaging in the mobile phone retail chain in

Zhuhai of the Group remained a challenge due to the intense competition in the market.

The mining business generated revenue and profit to the Group in this period. At the same
time, the mining business is moving to a next phase in development of another mining site
exploitation system, and then further exploitation is expected. The management is exploring
all commercially viable opportunities to maximize the return from this investment including
but not limited to improvement of infrastructure and expansion into processing of the ore,

subject to feasibility study and availability of funding.
Prospect and Outlook

The continued economic growth in the PRC is fuelled by a high internal consumption. As the
world’s biggest handset market, there were more than 920 million handset subscribers in the
PRC with an annual growth rate of around 15% in terms of new subscribers and replacements.
There were over 8% 3G users out of the total subscribers, and forecasted to increase much
further in the near future. On the other hand, there were approximately 300 million mobile
Internet users which implies that there are huge business opportunities in both mobile
application and mobile commerce. Nokia, whilst maintaining its lead in middle and lower
range handsets market, is also moving to strengthen its presence in the higher end smartphone
segment by upgrading the Symbian platform and by forming collaboration with Microsoft
Windows Mobile. Moreover, the latest released Nokia N9 model has received good response
from the industry and consumers in the PRC. In the longer term, the resignation of Steve Jobs
as CEO of Apple Inc. and the acquisition of Motorola Inc. by Google Inc. will potentially
change the competitive profile in the market. We believe that Nokia will remain a leader of
global mobile phone industry. Given our strong market position, channel experience, customer
base and long term distribution relationship with Nokia, the Group remains confident in the

future development of our core business.
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OTHER INFORMATION

Purchase, sale or redemption of shares and listed securities of the Company

During the period, neither the Company nor any of its subsidiaries purchased, sold or

redeemed any of the listed securities of the Company.

CORPORATE GOVERNANCE

Compliance with the Code on Corporate Governance Practices

The Company is committed to maintaining high standards of corporate governance.
Throughout the six months ended 30 June 2011, the Company has complied with the Code
on Corporate Governance Practices (the “Code™) as set out in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the
“Listing Rules™), except that:

1. Provision A.2.1 of the Code stipulates that the roles of chairman and chief executive
officer should be separated and should not be performed by the same individual but Mr.
Lau Siu Ying currently assumes both roles of the Chairman and the Chief Executive
Officer of the Company. Provision A.4 of the Code states that all directors should
be subject to re-election at regular intervals. However, Mr. Lau Siu Ying, being the
Chairman of the Board, does not need to retire by rotation. Mr. Lau Siu Ying has been
in charge of the overall management of the Company since its incorporation. As a result,
although he does not need to retire by rotation and assumes both roles of the Chairman
and the Chief Executive Officer of the Company, the Board considers that such
arrangement at the current stage of development of the Group can facilitate the execution
of its business strategies and maximize the effectiveness of its operations. Nevertheless,
through the supervision from the Board including the Independent Non-executive

Directors, the interests of the shareholders should be adequately and fairly considered.
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2. All Non-executive Directors of the Company are not appointed for a specific term as
stipulated under the provision A.4.1 of the Code but are subject to retirement by rotation
in accordance with the Company’s Bye-laws. In accordance with the relevant provisions
in the Bye-laws of the Company, if the appointment of Directors is made by the Board,
the Directors so appointed must stand for election by the shareholders at the first annual
general meeting following their appointments and all Directors, except the Chairman,

must stand for re-election by the shareholders by rotation.

AUDIT COMMITTEE

The Company has formulated written terms of reference for the Audit Committee in
accordance with the requirements of the Listing Rules. The Audit Committee comprises two
Independent Non-executive Directors, Mr. Chang Wing Seng, Victor (Chairman of the Audit
Committee) and Mr. Wong Lit Chor, Alexis and one Non-executive Director, Mr. Fung O1 Ip,
Alfonso.

The primary responsibilities of the Audit Committee include reviewing the reporting of
financial and other information to the shareholders, the system of internal controls, risk
management and the effectiveness and objectivity of the audit process. The Audit Committee
also provides an important link between the Board and the auditors of the Company in matters
coming within the scope of its terms of reference and keeps under review the independence

and objectivity of the auditors.

The Audit Committee has reviewed with the management the accounting principles and
practices adopted by the Group and discussed internal controls and financial reporting matters
including the review of the interim results of the Company for the six months ended 30 June
2011.
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REMUNERATION COMMITTEE

The Company has formulated written terms of reference for the Remuneration Committee
in accordance with the requirements of the Listing Rules. The Remuneration Committee
comprises two Independent Non-executive Directors, Mr. Chang Wing Seng, Victor (Chairman
of the Remuneration Committee) and Mr. Wong Lit Chor, Alexis and one Non-executive

Director, Mr. Fung Oi Ip, Alfonso.

The Remuneration Committee is responsible for ensuring that formal and transparent
procedures for developing remuneration packages of Directors and senior management. In
determining the emolument payable to Directors, it takes into consideration factors such as
remuneration paid by comparable companies, time commitment and responsibilities of the
Directors, employment conditions elsewhere in the Group and the desirability of performance-

based remuneration.

COMPLIANCE WITH THE MODEL CODE

The Company has adopted the Model Code for Securities Transactions by Directors of Listed
Issuers (the “Model Code™) as set out in Appendix 10 of the Listing Rules.

Having made specific enquiry of the Directors of the Company, all the Directors confirmed
that they had complied with the required standards as set out in the Model Code throughout

the review period.

By order of the Board
China Fortune Holdings Limited
Lau Siu Ying
Chairman and Chief Executive Officer

Hong Kong, 26 August 2011

As at the date of this announcement, the Board comprises three executive directors, namely Mr. Lau Siu Ying,
Mr. Luo Xi Zhi and Mr. Wang Yu; one non-executive director, namely Mr. Fung Oi Ip, Alfonso and three
independent non-executive directors, namely Mr. Chang Wing Seng, Victor, Mr. Wong Lit Chor, Alexis and Mr.
Chen Yi Gang.
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