Report of the Directors
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The directors present their first report and the audited financial
statements of the Company for the period from 29 August 2006
(date of incorporation) to 31 December 2006 and of the Group
for the year ended 31 December 2006.

GROUP REORGANISATION

The Company was incorporated as an exempted company with
limited liability in the Cayman Islands on 29 August 2006 under
the Companies Law, Chapter 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands. Pursuant to a
reorganisation scheme to rationalise the structure of the Group
in preparation for the listing of the Company’s shares on the
Main Board of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”), the Company became the holding company
of the companies now comprising the Group on 25 November
2006 (the “Group Reorganisation”). Further details of the Group
Reorganisation and the subsidiaries acquired pursuant thereto
are set out in the prospectus of the Company dated 5 December
2006 (the “Prospectus”) and in note 22 to the financial
statements, respectively.

The Company’s shares have been listed on the Stock Exchange
since 18 December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Details of the principal activities of the subsidiaries are set out in
note 22 to the financial statements. There were no significant
changes in the nature of the Group’s principal activities during
the year.

RESULTS AND DIVIDENDS

The Group’s profit for the year ended 31 December 2006 and
the state of affairs of the Company and of the Group at that
date are set out in the financial statements on pages 65 to 140.

The directors recommend the payment of a final dividend of
HK6.0 cents per ordinary share in respect of the year, to
shareholders on the register of members on

Wednesday, 6 June 2007. This recommendation has been
incorporated in the financial statements as an allocation of
retained profits within the equity section of the balance sheet.
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Report of the Directors (continued

USE OF PROCEEDS FROM THE COMPANY'S INITIAL
PUBLIC OFFERING

The proceeds from the Company’s issue of new shares on the
Stock Exchange in December 2006, after deduction of related
issuance expenses, amounted to approximately HK$331.1
million. These net proceeds have been temporarily placed in
short-term deposits with licensed banks in Hong Kong as at 31
December 2006.

The directors intend to apply these net proceeds in the manner
as set out in the Prospectus.

SUMMARY FINANCIAL INFORMATION

Summary of the published results and assets, liabilities and
minority interests of the Group for the last four financial years,
prepared on the basis as set out herein, is set out below:
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RESULTS ES
Year ended 31 December
BE+=-BA=1+—BLEE
2006 2005 2004 2003
—EEXRE —ZETRF —ZTTNF —ZTE=F
HK$°000 HK$000 HK$°000 HK$°000
FHET FET FET FET
REVENUE Uz 624,324 550,014 508,493 429,296
PROFIT BEFORE TAX B A5 B E 102,579 56,394 56,411 21,907
Tax AL (19,974) (10,717) (11,861) (6,746)
PROFIT FOR THE YEAR FERF 82,605 45,677 44,550 15,161
Attributable to: AT ALRE:
Equity holders of the Company ~ ANAFIEZRZHE A 81,105 44,431 42,143 14,668
Minority interests DER R 1,500 1,246 2,407 493
82,605 45,677 44,550 15,161
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Report of the Directors (continued

EHE

SUMMARY FINANCIAL INFORMATION (continued)
ASSETS, LIABILITIES AND MINORITY INTERESTS

sk
Hmr

|[l &} m!:!

MBERME (&)
BB RERDBRRES

As at 31 December

R+t=B=+—H

2006 2005 2004 2003

—EEXRE —ZTTRF —ZTTNF —ZTE=F

HK$°000 HK$000 HK$000 HK$°000

FHET FET FET FET

TOTAL ASSETS BEBE 834,298 394,201 444,601 409,929
TOTAL LIABILITIES BB (110,061) (107,835) (54,445) (61,267)
MINORITY INTERESTS DB R - (3,554) (6,570) (7,219)
724,237 282,812 383,586 341,443

The summary of the consolidated results of the Group for each REEHE—_TT=F —_TTNFR =TT

of the three years ended 31 December 2003, 2004 and 2005
and of the assets, liabilities and minority interests as at 31
December 2003, 2004 and 2005 have been extracted from the
Prospectus. Such summary was prepared as if the current
structure of the Group had been in existence throughout these
financial years and is presented on the basis as set out in note
2.1 to the financial statements. The consolidated results of the
Group for the year ended 31 December 2006 and the
consolidated assets and liabilities of the Group as at 31
December 2006 are those set out in the audited financial
statements.

The summary above does not form part of the audited financial
statements.

PROPERTY, PLANT AND EQUIPMENT AND INVESTMENT
PROPERTY

Details of movements in the property, plant and equipment, and
investment property of the Group during the year are set out in
notes 16 and 17 to the financial statements, respectively.

The Group’s leasehold land and buildings, included above at
cost, were valued at HK$101,694,000 as at 31 October 2006 in
the Prospectus. Had the Group’s leasehold land and buildings
been included in the financial statements at such valuation
amount throughout the year ended 31 December 2006, an
additional depreciation charge of HK$2,223,000 would have
been charged to the consolidated income statement for the year
ended 31 December 2006.
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Report of the Directors (continued

SHARE CAPITAL AND SHARE OPTIONS

Details of movements in the Company’s share capital and share
options during the period are set out in notes 31 and 32 to the
financial statements, respectively.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the
Company’s articles of association or the laws of the Cayman
Islands which would oblige the Company to offer new shares on
a pro rata basis to existing shareholders.

PURCHASE, REDEMPTION OR SALE OF LISTED
SECURITIES OF THE COMPANY

The listing of the Company’s shares commenced on 18
December 2006. Neither the Company nor any of its subsidiaries
purchased, redeemed or sold any of the Company’s listed
securities during the period from 18 December 2006 to 31
December 2006.

RESERVES

Details of movements in the reserves of the Company and of the
Group during the year are set out in note 33(b) to the financial
statements and in the consolidated statement of changes in
equity, respectively.

DISTRIBUTABLE RESERVES

At 31 December 2006, the Company’s reserves available for
distribution, calculated in accordance with the Companies Law,
Chapter 22 (Law 3 of 1961, as consolidated and revised) of the
Cayman Islands, amounted to HK$708,441,000, of which
HK$24,000,000 has been proposed as a final dividend for the
year. The amount of HK$708,441,000 includes the Company’s
share premium account and contributed surplus of
HK$708,518,000 in aggregate at 31 December 2006, which
may be distributed provided that immediately following the date
on which the dividend is proposed to be distributed, the
Company will be in a position to pay off its debts as and when
they fall due in the ordinary course of business.

CHARITABLE CONTRIBUTIONS
During the year, the Group made charitable contributions
totalling HK$2,029,000.
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Report of the Directors (continued
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MAJOR CUSTOMERS AND SUPPLIERS

In the year under review, sales to the Group’s five largest
customers and purchases from the five largest suppliers
accounted for less than 30% of the total sales and purchases for
the year, respectively.

None of the directors of the Company or any of their associates
or any shareholders (which, to the best knowledge of the
directors, own more than 5% of the Company’s issued share
capital) had any beneficial interest in the Group’s five largest
customers nor suppliers.

DIRECTORS
The directors of the Company during the period were:

Executive directors
Mr. Cheng Man Tai (Chairman)
(appointed on 29 August 2006)
Ms. Cheng Pik Ho Liza (Chief executive officer)
(appointed on 29 August 2006)
Madam Ngok Ming Chu
(appointed on 29 August 2006)
Mr. Hung Hin Kit
(appointed on 25 November 2006)

Independent non-executive directors
Mr. Lau Siu Ki

(appointed on 25 November 2006)
Mr. Lee Kwan Hung

(appointed on 25 November 2006)
Prof. Lee T.S.

(appointed on 25 November 2006)

By virtue of article 112 of the articles of association of the
Company, the office of all directors, namely Mr. Cheng Man Tai,
Ms. Cheng Pik Ho Liza, Madam Ngok Ming Chu and Mr. Hung
Hin Kit, all being executive directors, and Mr. Lau Siu Ki, Mr. Lee
Kwan Hung and Prof. Lee T.S., all being independent non-
executive directors, will end at the forthcoming annual general
meeting. All the directors, being eligible, will offer themselves
for re-election.

The Company has received annual confirmations of
independence from Mr. Lau Siu Ki, Mr. Lee Kwan Hung and
Prof. Lee T.S. pursuant to Rule 3.13 of the Rules Governing the
Listing of Securities on the Stock Exchange (the “Listing Rules”),
and as at the date of this report still considers them to be
independent.
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Report of the Directors (continued
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DIRECTORS’ AND SENIOR MANAGEMENT’S
BIOGRAPHIES

Biographical details of the directors of the Company and the
senior management of the Group are set out on pages 30 to 35
of the annual report.

DIRECTORS’ SERVICE CONTRACTS

Each of the executive directors has entered into a service
agreement with the Company for a term of three years
commencing on 1 December 2006. Each of the independent
non-executive directors has been appointed for a term of two
years commencing on 25 November 2006.

Under the service contracts, after each complete year of service,
the remuneration payable to each of the executive directors
may, subject to the discretion of the Company’s board of
directors, be increased by not more than 10% and the executive
directors are entitled to a discretionary bonus provided that the
total amount of bonuses payable to all directors for that year
shall not exceed 8% of the audited consolidated profit after tax
of the Group.

Apart from the foregoing, no director proposed for re-election
at the forthcoming annual general meeting has a service
contract with the Company which is not determinable by the
Company within one year without payment of compensation,
other than statutory compensation.

EMOLUMENT POLICY AND DIRECTORS'
REMUNERATION
The Group’s emolument policies are formulated based on the

performance of individual employees and are reviewed regularly.

Subject to the Group’s profitability, the Group may also provide
discretionary bonuses to its employees as an incentive for their
contribution to the Group. The primary goal of the
remuneration policy with regard to the remuneration packages
of the Group’s executive directors is to enable the Group to
retain and motivate executive directors by linking their
compensation with performance as measured against corporate
objectives achieved.

The principal elements of the Group’s remuneration packages
include basic salaries, discretionary bonuses and housing
benefits.

The directors’ fees are subject to shareholders’ approval at
general meetings. Other emoluments are determined by the
Company'’s board of directors with reference to directors’ duties,
responsibilities and performance and the results of the Group.

EERSNEEERE
ARREZERAEESREEENBEFEH
REFEREI0EEEISHe

EERBEN
BWTEFCH R BEARBRI RS W Z B
CERRET A -BRHAN=F -RBY
FERTEED I —_ETARNF+—A=-TAH
HEETRERER T

BREBERBEEL FRNREH B —FR X
NEATEENHES A REARBEZTEHIER
ERINTZR10% @ MTTEEIRAREENS
TEAL R ZEEX N ERE RN LR
BERAEBERRIREEZSZAENAI8%

B Bt IR BN EERRBFRE LB
BEICHNEEREBRRQRRILARRNER
—FRRIEMBAELRE CEERERSN)
HARTE & 4

HEBRRRESHE

7R 52 (8] 1) BN <2 R R T AR AR M8 1 1 B #O R 3R
E W ETE HEITRA R T AREE M B GE
NE  AEE IR [ AR B IRE IS AL
ERREHAKEEL BN ER - BRAE
EHTEEMEEENMERRIESTERR
RRITESNFMELIZMEN QA B IR E
M RIREND AR B A 4 B NS TEE
=.

AEBEMSEANIZMBNEBRELTHE B
BREALRERERN

EZREBNBRAE LESRERE Kt
MERMARFEEELRESNRL BE
MERBURREEREEE-

EMBRY HOLDINGS LIMITED i35 # A R A 7 55 2006 ANNUAL REPORT =RENEAEH



Report of the Directors (continued

EHEEHRE ()

DIRECTORS’ INTERESTS IN CONTRACTS

Save for transactions in connection with the Group
Reorganisation in preparation for the listing of the Company’s
shares on the Stock Exchange, as disclosed in the Prospectus
and in note 12 to the financial statements, no director had a
material interest, either directly or indirectly, in any contract of
significance to the business of the Group to which the
Company, its holding company or any of its subsidiaries and
fellow subsidiaries was a party during the year.

DIRECTORS’ INTERESTS AND SHORT POSITIONS IN
SHARES AND UNDERLYING SHARES

At 31 December 2006, the interests and short positions of the
directors in the share capital and underlying shares of the
Company or its associated corporations (within the meaning of
Part XV of the Securities and Futures Ordinance (the “SFO")), as
recorded in the register required to be kept by the Company
pursuant to Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model
Code for Securities Transactions by Directors of Listed Issuers
(the “Model Code"), were as follows:

Long positions in ordinary shares of the Company:

RAEQXREBRNGA:

EERNSONER

BB ER MM WA 12 ER R
S/RAARIRMNEE T LT METHREE
HNZ S EERNFARERBAARE
PR RIS EAEAAT P B 2 B S R R MY /8 A B AT
T ABRAEEEBN EBEANERNANTE
ERREEEEN#m-

EERROREEROOERERAR

RZZEEXRF+—A=+—H8 EZRARA
S EMEEAE (ERRESFMEERE ([FH
NERE 1] ) EXVER) B AR R ABRAR (7 A

BERARRRBREZSF KB KGIFE 35287
GFENECMANER AR SBERE ET
NAEIERETESFR HWELESTL ([1FEST

A BANARR T R R TR MR B AT

Number of  Percentage of
Capacity and Shares/  shares/equity the Company’s
nature of equity derivatives issued share
Name interest derivatives held capital
40K B3 FrERGRE HAEAEE
H®E EREMEE RESTET R PTETAHE BITREAEIL
Mr. Cheng Man Tai Interest of  Ordinary shares 295,550,850 73.89
B IR E controlled (Note 1)
corporations  Ei@A% (ATaET)
RS A RS
Beneficial owner Share options 873,000 0.22
BEmiEA A (Note 2)
FERRHE (M1372)
Ms. Cheng Pik Ho Liza Beneficial owner  Ordinary shares 3,813,555 0.95
BB+ EmEB A B
Beneficial owner Share options 500,000 0.13
BEmiEA A (Note 2)
FERRHE (MfE2)
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Report of the Directors (continued
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DIRECTORS’ INTERESTS AND SHORT POSITIONS IN
SHARES AND UNDERLYING SHARES (continued)
Long positions in ordinary shares of the Company:

(continued)

Number of  Percentage of

Capacity and Shares/  shares/equity the Company’s

nature of equity derivatives issued share

Name interest derivatives held capital

40K B3 PG RE HEATE

HE ERME RESTETA TEIAE #TREEIL

Madam Ngok Ming Chu Interest of controlled  Ordinary shares 295,550,850 73.89
ERR% Tt corporations (Note 1)
REHIN AR Rk (W)

Beneficial owner Share options 773,000 0.19
BEmiEA A (Note 2)
FERRHE (Mf772)

Mr. Hung Hin Kit Beneficial owner Share options 332,000 0.08
LB E BEHEAA (Note 2)
FERRHE (MfE2)

Mr. Lau Siu Ki Beneficial owner Share options 68,000 0.02
BBERAE EmEE A (Note 2)
FERRHE (M13E2)

Mr. Lee Kwan Hung Beneficial owner Share options 68,000 0.02
ES2p Tt BEHEAA (Note 2)
FERRHE (M1372)

Prof. Lee T.S. Beneficial owner Share options 68,000 0.02
FREFER BEHEAA (Note 2)
FERRHE (Mf3E2)
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Report of the Directors (continued

EHREHRE

DIRECTORS’ INTERESTS AND SHORT POSITIONS IN
SHARES AND UNDERLYING SHARES (continued)
Long positions in shares of an associated corporation:
(continued)

EENROREERDNVESRRAR (B)
REESEER DR ()

Percentage
of the
associated
Name of Relationship Shares/ Capacity corporation’s
associated with the equity Number of and nature issued
Name corporation Company derivatives shares of interest share capital
BEADNT B4/ B FHR B EEE R
HE HEEEER BB 1R $TETH RHEE ERitE REANBEIHL
Mr. Cheng Man Tai Harmonious Ultimate Ordinary 59 shares of Directly 60.2
BRI E World Limited holding shares US$1 each beneficially
("Harmonious company TimmR SOfR &A% owned
World") S Silily HEE1ET BEEER
NC] e 2]
Madam Ngok Ming Chu  Harmonious Ultimate Ordinary 39 shares of Directly 39.8
ERR L World holding shares US$1 each beneficially
company TimmR 39 ERK owned
S SAlily EE1ET BHEEER
NC] e 2]

Note 1: These shares are held as to 294,279,660 shares by Harmonious
World and as to 1,271,190 shares by Fairmout Investments
Limited (“Fairmout Investments”). Harmonious World is owned
as t0 60.2% by Mr. Cheng Man Tai and as to 39.8% by Madam
Ngok Ming Chu. Fairmout Investments is owned as to 50% by
Mr. Cheng Man Tai and as to 50% by Madam Ngok Ming Chu.

Note 2: These represent the number of shares which will be allotted and
issued to the respective directors upon the exercise of the share
options of a pre-initial public offering share option scheme (the
“Pre-IPO Scheme”) granted to each of them.

In addition to the above, certain directors have non-voting
deferred shares in a subsidiary of the Company.

Save as disclosed above, as at 31 December 2006, none of the
directors had registered an interest or short position in the
shares, underlying shares of the Company or any of its
associated corporations that was required to be recorded
pursuant to Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model
Code.
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Report of the Directors (continued

EHEEHRE ()

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Save as disclosed in the share option scheme disclosures in note
32 to the financial statements, at no time during the period
were rights to acquire benefits by means of the acquisition of
shares in or debentures of the Company granted to any director
or their respective spouse or minor children, or were any such
rights exercised by them; or was the Company, its holding
company or any of its subsidiaries and fellow subsidiaries a party
to any arrangement to enable the directors to acquire such
rights in any other body corporate.

SHARE OPTION SCHEMES

The Company adopted a share option scheme and the Pre-IPO
Scheme. Details of these schemes are set out in note 32 to the
financial statements.

The directors have estimated the values of the share options
granted under the Pre-IPO Scheme during the period, calculated
using the binomial model as at the date of grant of these
options:

ESREROIESFHERN

BREA TSR MR 32 AR BB A A Bl R R 1R
S T E R R EF S BB AR /5K
) F BB F L B PR R A T DAE B
BEARRRIRM REHFME R RE I EITEZ
ERMN ARF) EERABSEEFAMER
AR ERMBRRINER LA LR EES
AR T EAE A B BB AL S HER o

BRE

AR BN 8 R B R AR B EATB
T ZEREMFHBHN M B RMR M
32¢

EXCHHIAREBEE R ARBERBEERTS
ROmBREEEFL G EREETINZ
SRR A HISRA —EA R E

Number of options
granted under the

Pre-IPO Scheme Theoretical value

Grantee during the period of share options
BMARBEXAFREA
EARA BRETERENEBREHE BRENEREE
HK$'000
FET
Mr. Cheng Man Tai BB R E 873,000 1,814
Ms. Cheng Pik Ho Liza BRI A+ 500,000 1,039
Madam Ngok Ming Chu ER%LL 773,000 1,606
Mr. Hung Hin Kit LEsERLE 332,000 690
Mr. Lau Siu Ki RBEIE 68,000 141
Mr. Lee Kwan Hung THBRE 68,000 141
Prof. Lee T.S. FREH 68,000 141
Other employees HEHMET 3,828,000 7,953
6,510,000 13,525
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Report of the Directors (continued
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SHARE OPTION SCHEMES (continued)

The binomial model is a generally accepted method of valuing
options. The significant assumptions used in the calculation of
the value of the share options granted under the Pre-IPO
Scheme are set out in note 32 to the financial statements.

The value of an option varies with different variables of certain
subjective assumptions. Any change to the variables used may
materially affect the estimation of the fair value of an option.

The details of the share options outstanding during the period
are separately disclosed in note 32 to the financial statements.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’
INTERESTS IN SHARES AND UNDERLYING SHARES

At 31 December 2006, the following interests of 5% or more of
the issued share capital of the Company (other than the
directors of the Company) were recorded in the register of
interests required to be kept by the Company pursuant to
Section 336 of the SFO:

Long positions:

R (&)

ZIEAER BT R RN AEGETREREEAEN
TRt EIRE BN AR ERIE I BT
HH B E AR AN EX RIS R IER
RMRE32 ©

BRENEERES T IBR&RN T RE M
EER RAZEHENEAESH RS H B
BRFEMNEFEREATE

BB AT B IREN S D DI BER I I5R
RHIEE32 ©

FTERRREMATRES REERAH
=

73_/\_7 EXRF+_A=F+—HB ' UATAL(R
NRIBERIN REAR R BEITRATHEES

5%k A FBRE ARR AR EES R EE K
F3368 7 ER B MAmER:

A Percentage
of the
Capacity Number of Company’s
and nature ordinary issued share
Name of interest shares held capital
AR R B BT
H®E BORERME FREERYE RAENE D

(Note)

(Hizt)

Harmonious World Directly beneficially owned

BEERERER 294,279,660 73.57

Note:  The relationship between Harmonious World and Mr. Cheng

Man Tai and Madam Ngok Ming Chu are disclosed under the
heading “Directors’ interests and short positions in shares and
underlying shares” above.

Save as disclosed above, as at 31 December 2006, no person,
other than the directors of the Company, whose interests are set
out in the section headed “Directors’ interests and short
positions in shares and underlying shares” above, had registered
an interest or short position in the shares or underlying shares of
the Company that was required to be recorded pursuant to
Section 336 of the SFO.
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Report of the Directors (continued

EHREHRE

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company
and within the knowledge of the directors, at least 25% of the
Company’s total issued share capital was held by the public as at
the date of this report.

CONTINUING CONNECTED TRANSACTIONS
Details of the continuing connected transactions of the Group
are set out in note 12(a)(i) and (ii) to the financial statements.

The independent non-executive directors have reviewed the
continuing connected transactions as set out in note 12(a)(i) and
(ii) to the financial statements and confirmed that these
continuing connected transactions have been entered into:

(1) in the ordinary course and usual course of business of the
Group;

(2) on normal commercial terms or terms no less favorable to
the Group than terms available to or from independent
third parties; and

(3) in accordance with the relevant agreement governing them
on terms that are fair and reasonable and in the interests
of the shareholders of the Company as a whole.

The transaction amounts in respect of these continuing
connected transactions mentioned above during the year under
review have not exceeded the annual cap for these transactions.

The Company have also received a letter from the auditors in
respect of the transactions stating that:

(1) the transactions have received the approval of the
Company'’s board of directors;

(2) the transactions have been entered into and conducted in
accordance with the relevant agreements governing the

transactions; and

(3) the annual amounts of the transactions have not exceeded
the cap disclosed in the Company’s Prospectus.
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Report of the Directors (continued

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company is committed to good corporate governance to
enhance long term shareholder value, with an emphasis on
transparency, responsibility, independence and accountability.
Throughout the period, the Company has fully complied with all
code provisions of the Code on Corporate Governance Practices
contained in the Listing Rules. Full details on the subject of
corporate governance are set out in the separately presented
Corporate Governance Report on pages 36 to 49 of the annual
report.

AUDITORS

Ernst & Young were appointed as the first auditors of the
Company for the period ended 31 December 2006. Ernst &
Young retire and a resolution for their reappointment as auditors
of the Company will be proposed at the forthcoming annual
general meeting.

ON BEHALF OF THE BOARD

Cheng Man Tai
Chairman

Hong Kong
18 April 2007
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