Report of the Directors

The Directors present their report and the audited financial
statements of the Group for the year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding.
Details of the principal activities of the Company’s principal
subsidiaries are set out in note 43 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 the Group at that date
are set out in this annual report on pages 39 to 156.

The Directors recommend a final dividend of HK2.5 cents per
ordinary share in respect of the year ended 31 December 2006
payable on 17 May 2007 to shareholders whose names appear
on the register of members of the Company on 7 May 2007.
This recommendation has been incorporated in the financial
statements as an allocation of retained profits within the equity
section of the balance sheet. Together with the interim
dividend of HK2 cents per ordinary share paid to shareholders
on 11 October 20006, the total annual dividend will amount to
HK4.5 cents per ordinary share for the financial year (2005:
HK4 cents (as adjusted to reflect the share consolidation in
2000)).

SUMMARY FINANCIAL INFORMATION

A summary of the published results and assets, liabilities and
minority interests of the Group for the last five financial years,
as extracted from the audited financial statements and restated
as appropriate, is set out on page 160 of this annual report. The
summary does not form part of the audited financial
statements.

PROPERTY, PLANT AND EQUIPMENT AND INVESTMENT
PROPERTIES

Details of the movements in the property, plant and equipment
of the Company and the Group, and investment properties of
the Group during the year are set out in notes 15 and 16 to the
financial statements, respectively. Further details of the
Group’s investment properties are set out on pages 157 to 159 of
this annual report.
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SHARE CAPITAL AND SHARE OPTIONS

Details of the movements in the Company’s share capital and
share options during the year are set out in notes 32 and 33 to
the financial statements, respectively.

PRE-EMPTIVE RIGHTS

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

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES
OF THE COMPANY

During the year, the Company repurchased certain of its shares
on the Stock Exchange and these shares were subsequently
cancelled by the Company. Further details of these
transactions are sct out in note 32 to the financial statements.

Save as disclosed above, the Company had not redeemed, and
neither had the Company nor any of its subsidiaries purchased
or sold any of the Company’s listed securities during the year.

RESERVES

Details of the movements in the reserves of the Company and
the Group during the year are set out in note 34 to the financial
statements and in the consolidated statement of changes in
equity, respectively.

DISTRIBUTABLE RESERVES

As at 31 December 20006, the Company’s reserves available for
cash distribution and/or distribution in specie, calculated in
accordance with accounting principles generally accepted in
Hong Kong, amounted to approximately HK$1,146,841,000
(2005: approximately HK$603,259,000), of  which
HK$22,001,000 has been proposed as a final dividend for the
year. In addition, the Company’s share premium account, in the
amount of approximately HK$469,000 (2005: approximately
HK$3,946,000), may be distributed in the form of fully paid
bonus shares.

CHARITABLE CONTRIBUTIONS

During the year, the Group made charitable contributions
totalling approximately HKS$1,089,000 (2005: approximately
HKS$1,089,000).
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MAJOR CUSTOMERS AND SUPPLIERS

For the year under review, the aggregate amount of revenue
attributable to the Group’s five largest customers represented
less than 30% of the Group’s total revenue. The aggregate
amount of purchases attributable to the Group’s five largest
suppliers represented about 59% of the Group’s total purchases
and the purchase attributable to the Group’s largest supplier
was about 33% of the Group’s total purchases.

As one of the Group’s five largest suppliers is a jointly-
controlled entity of the Group, Mr. Ho Tsu Kwok, Charles,
being an executive director of the Company and controls a
company which is the controlling shareholder of the Company,
is deemed to have interest in the said supplier. Mrs. Sy Wong
Chor Fong, being an executive director of the Company and
controls a company which is a sharcholder of the Company, is
also deemed to have interest in the said supplier. Save as
disclosed herein, none of the Directors 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 or suppliers.

DIRECTORS
The Directors during the year were:

Executive directors:

Mr. Ho Tsu Kwok, Charles

Ms. Judy Inn (appointed on 19 April 2006)
Mr. Jia Hongping

Mr. Lai Ting Yiu

Mr. Lau Chung Man, Louis

Mr. Lo Wing Hung

Mrs. Sy Wong Chor Fong

Mr. Yang Yiu Chong, Ronald Jeffrey

Mr. Jim Sui Hing (retired on 17 May 20006)

Non-executive director:
Mr. Leung Chun Ying

Independent non-executive directors:
Mr. Timothy David Dattels

Ms. Ho Chiu King, Pansy Catilina

Mr. King Richard Yun Zing

Mr. Lee Cho Jat

Mr. Tung Chee Chen
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DIRECTORS (continued)

According to bye-law 87 of the Company’s bye-laws, Mr.
Timothy David Dattels, Ms. Ho Chiu King, Pansy Catilina, Mr.
Lai Ting Yiu and Mrs. Sy Wong Chor Fong will retire by
rotation, and being eligible, will offer themselves for re-
election at the forthcoming annual general meeting of the
Company (the “AGM”). In accordance with the CG Code
contained in Appendix 14 of the Listing Rules, Mr. Ho Tsu
Kwok, Charles, the Chairman of the Company, will retire
voluntarily by rotation, and being eligible, will offer himself for
re-clection at the AGM. Details of the Directors’ standing for
re-election are set out in the circular to the shareholders sent
together with this annual report.

The Company has received annual confirmations of
independence from Mr. Timothy David Dattels, Ms. Ho Chiu
King, Pansy Catilina, Mr. King Richard Yun Zing, Mr. Lee Cho
Jat and Mr. Tung Chee Chen and considers them to be
independent.

DIRECTORS’ AND SENIOR MANAGEMENT’S BIOGRAPHIES

Biographical details of the Directors and the senior
management of the Group are set out on pages 17 to 22 of this
annual report.

DIRECTORS’ SERVICE CONTRACTS

None of the Directors has a service contract with the Company
or any of its subsidiaries which is not determinable by the
Group within one year without payment of compensation,
other than statutory compensation.

DIRECTORS’ REMUNERATION

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

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed in note 40 to the financial statements, none
of the Directors had a material interest, whether directly or
indirectly, in any contracts of significance to the business of
the Group to which the Company or any of its subsidiaries was
a party during the year.
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DIRECTORS’ INTERESTS

As at 31 December 20006, the interests and short positions of
the Directors in the shares 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 contained in Appendix 10 of the Listing Rules, were as
follows:

Long positions
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Mr. Ho Tsu Kwok, Charles AT B 5% & 0] - 426,197,500 426,197,500 48.383%

Mrs. Sy Wong Chor Fong BEEF R 2) 625,000 81,959,500 82,584,500 9.375%

Ms. Judy Inn B TR 30 22 + 50,000 - 50,000 0.005%
Notes: Bt -

(D Of these shares, 424,948,000 and 1,249,500 shares were held by Luckman N ZEBRBGE SR - 4249480000 & 1,249,5000% 5 5l B

Trading Limited (“Luckman”) and Yosham Limited, respectively, which
were beneficially owned by Mr. Ho Tsu Kwok, Charles.

2) The corporate interests of 81,959,500 shares were held by Stagelight
Group Limited (“Stagelight”), which was beneficially wholly-owned by
Mrs. Sy Wong Chor Fong.

The interests of the Directors in the share options of the
Company are separately disclosed in note 33 to the financial
statements.

None of the Directors had short positions in the shares and
underlying shares of the Company and its associated
corporations (within the meaning of Part XV of the SFO).

DIRECTORS’ RIGHTS TO ACQUIRE SHARES

Save as disclosed in the share option schemes disclosures in
note 33 to the financial statements, at no time during the year
were rights to acquire benefits by means of the acquisition of
shares in or debentures of the Company granted to any
Directors or their respective spouse or minor children, or were
any such rights exercised by them; or was the Company or any
of its subsidiaries a party to any arrangement to enable the
Directors to acquire such rights in any other body corporate.
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SHARE OPTION SCHEMES

The Directors have estimated the values of the share options
granted during the year, calculated using the Black-Scholes
option pricing model as at the date of grant of the share
options:
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Number of share
options granted
as adjusted

Number of share for share Theoretical
options granted consolidation value of
Grantee Date of grant during the year (Note) share options
KRB & b
FUREZ
RHBRE
RERRH 2B BRE
BRAL RHEBH ZEREHAE (Hfat) ZEWEE
HK$
BT
Ms. Judy Inn B Bk 38 2+ 10 July 2006 2,250,000 2,250,000 810,000
—EERELATH
Other employees Hipfg 8 (&%) 19 January 2006 7,400,000 3,700,000 1,110,000
(in aggregate) ZEERF-ATNH
5,950,000 1,920,000

The Black-Scholes option pricing model is a generally accepted
method of valuing share options. The significant assumptions
used in the calculation of the values of the share options are
further detailed in note 33 to the financial statements. The
measurement dates used in the valuation calculations were the
dates on which the share options were granted or approved.

The value of a share 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 a
share option.

Note: On 18 May 2006, the authorised share capital of the Company has been
consolidated on the basis that every two issued and unissued shares of
HK$0.1 each in the share capital of the Company be consolidated into one
share of HK$0.2 each. As a result of the share consolidation, the number
of share options granted during the year has been adjusted, as

appropriate.
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SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’
INTERESTS

As at 31 December 2006, those persons, other than the
Directors or chief executive of the Company, who had the
interests and short positions of 5% or more of the issued share
capital of the Company as recorded in the register required to
be kept by the Company pursuant to Section 336 of the SFO,
were as follows:

Long positions:
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Percentage of

Capacity Number of the Company’s

and nature ordinary issued

Name Notes of interest shares held share capital
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Luckman M Beneficial owner 424,948,000 48.24%
ERBEAA

Hong Kong Tobacco Company Limited HEEEBRAF () Deemed interest 424,948,000 48.24%
(“HK Tobacco”) ([BBRE]) BRER ER

Stagelight (3) Beneficial owner 81,959,500 9.30%
EREAA

Great Diamond Developments Limited Beneficial owner 68,959,500 7.82%
ERBEAA

Notes:

€8} The interests of Mr. Ho Tsu Kwok, Charles, held through a controlled
corporation, duplicates to those disclosed in the section “Directors’

Interests” above.

2) Pursuant to an option agreement dated 20 June 2001 and three
supplemental agreements entered into between Luckman and HK
Tobacco on 19 July 2002, 19 July 2003 and 19 July 2006, respectively, HK
Tobacco was granted an option to purchase from Luckman 33,000,000
ordinary shares of the Company. Under Sections 317 and 318 of the SFO,
HK Tobacco is deemed to be interested in all the 424,948,000 ordinary

shares of the Company held by Luckman.

3) The interests of Mrs. Sy Wong Chor Fong, held through a controlled
corporation, duplicates to those disclosed in the section “Directors’

Interests” above.

The Company had not been notified of any short position being
held by any person, other than the Directors or chief executive
of the Company, in the shares and underlying shares of the
Company.
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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.

POST BALANCE SHEET EVENTS

Details of the significant post balance sheet events of the
Group are set out in note 42 to the financial statements.

AUDITORS
Ernst & Young retire and a resolution for their reappointment

as auditors of the Company will be proposed at the AGM.

ON BEHALF OF THE BOARD

Mr. Ho Tsu Kwok, Charles
Chairman

Hong Kong
16 April 2007
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