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INDEPENDENT REVIEW REPORT

TO THE BOARD OF DIRECTORS OF CHINA STRATEGIC

HOLDINGS LIMITED

(incorporated in Hong Kong with limited liability)

Introduction

We have been instructed by the Company to review the

interim financial report set out on pages 3 to 44.

Directors’ responsibilities

The Rules Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited require the preparation

of an interim financial report to be in compliance with Hong

Kong Accounting Standard 34 “Interim Financial Reporting”

issued by the Hong Kong Institute of Certified Public

Accountants (the “HKICPA”) and the relevant provisions

thereof. The interim financial report is the responsibility of,

and has been approved by, the directors.

It is our responsibility to form an independent conclusion,

based on our review, on the interim financial report, and to

report our conclusion solely to you, as a body, in

accordance with our agreed terms of engagement, and

for no other purpose. We do not assume responsibility

towards or accept liability to any other person for the

contents of this report.

3

44

34
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INDEPENDENT REVIEW REPORT

Review work performed

We conducted our review in accordance with Statement of

Auditing Standards 700 “Engagements to Review Interim

Financial Reports” issued by the HKICPA. A review consists

principally of making enquiries of group management and

applying analytical procedures to the interim financial

report and, based thereon, assessing whether the

account ing pol ic ies and presentat ion have been

consistently applied unless otherwise disclosed. A review

excludes audit procedures such as tests of controls and

verification of assets, liabilities and transactions. It is

substantially less in scope than an audit and therefore

provides a lower level of assurance than an audit.

Accordingly we do not express an audit opinion on the

interim financial report.

Review conclusion

On the basis of our review which does not constitute an

audit, we are not aware of any material modifications that

should be made to the interim financial report for the six

months ended 30th June, 2005.

Deloitte Touche Tohmatsu

Certified Public Accountants

Hong Kong

21st September, 2005

700
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CONDENSED CONSOLIDATED INCOME STATEMENT

For the six months ended 30th June, 2005

Six months ended 30th June,

2005 2004

Notes HK$’000 HK$’000

(unaudited) (unaudited)

Turnover 4 17,267 10,309

Cost of sales (12,388) (7,747)

Gross profit 4,879 2,562

Other operating income 5 65,870 44,525

Distribution costs (2,038) (307)

Administrative expenses (29,201) (15,280)

Other expenses 6 (91,833) (102,585)

Change in fair value of conversion

option of unlisted convertible note 11(c) (39,743) —

(Loss) gain on dilution of

interests in associates (2,754) 27,881

Share of results of associates 12,172 (29,060)

Finance costs (8,480) (9,298)

Loss before taxation 7 (91,128) (81,562)

Income tax expense 8 (433) (761)

Net loss for the period from

continuing operations (91,561) (82,323)

Net profit for the period from

discontinued operations 26 — 1,511

Net loss for the period (91,561) (80,812)

Attributable to:

Equity holders of the parent (79,327) (94,546)

Minority interests (12,234) 13,734

(91,561) (80,812)

HK cents HK cents

Loss per share 9

From continuing and

discontinued operations:

— Basic  (8.9) (10.8)

— Diluted  N/A N/A 

From continuing operations:

— Basic  (8.9) (11.0)

— Diluted  N/A N/A 
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CONDENSED CONSOLIDATED BALANCE SHEET

At 30th June, 2005

31.12.2004

30.6.2005

Notes HK$’000 HK$’000

(unaudited) (audited
and restated)

Non-current Assets

Property, plant and equipment 10 148,531 35,238

Deposit paid for acquisition

of subsidiaries — 40,000

Goodwill 34,930 25,807

Interests in associates 11 606,820 425,808

Receivables — due after one year   — 37,044

Other investments — 194,050

Investments in securities 12 165,042 —

Deposit paid for acquisition

of properties interest 13 54,524 47,012

1,009,847 804,959

Current Assets

Other asset 14 229,288 227,167

Inventories 13,816 13,708

Trade debtors 15 7,103 6,980

Receivables due from associates 68,237 57,163

Receivables — due within   

one year 16 350,865 563,666

Other receivables, deposits

and prepayments 36,932 86,464

Other investments — 19,849

Investments in securities

held for trading 12 50,039 —

Pledged bank deposits 1,012 1,012

Bank balances and cash 269,514 118,388

1,026,806 1,094,397
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CONDENSED CONSOLIDATED BALANCE SHEET

At 30th June, 2005

31.12.2004

30.6.2005

Notes HK$’000 HK$’000

(unaudited) (audited
and restated)

Current Liabilities

Creditors, other payables

and accrued charges 17 22,014 46,075

Payables — due within one year   18 203,136 8,637

Payables due to associates 23,876 3,737

Amounts due to former

shareholders of subsidiaries 19 49,770 —

Income and other tax payable 9,661 9,185

Bank loans and other borrowings

— due within one year  43,255 42,622

351,712 110,256

Net Current Assets 675,094 984,141

Total Assets less

Current Liabilities 1,684,941 1,789,100

Non-current Liabilities

Bank loans and other borrowings

— due after one year  — 3

Payables — due after one year   — 184,943

Deferred tax liabilities 25 20,796 —

20,796 184,946

Total Assets and Liabilities 1,664,145 1,604,154

Capital and Reserves

Share capital 20 88,160 88,160

Reserves 1,252,897 1,220,385

Equity attributable to equity holders

of the parent 1,341,057 1,308,545

Minority interests 323,088 295,609

Total Equity 1,664,145 1,604,154
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the six months ended 30th June, 2005

Attributable to equity holders of the parent

Special Capital Goodwill Other non-

Share Share capital redemption on Exchange distributable Minority

capital premium reserve reserve consolidation reserve reserves Deficit Total interests Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Note a) (Note b)

a b

At 1st January, 2004 85,660 1,898,976 414,881 233 110,472 (8,468) 18,905 (987,279) 1,533,380 250,160 1,783,540

Exchange adjustment — — — — — (5,077) — — (5,077) (2,540) (7,617)

Share of net reserves

movement of associates — — — — — — 20 — 20 — 20

Net (expense) income

recognised directly in equity — — — — — (5,077) 20 — (5,057) (2,540) (7,597)

Net loss for the period — — — — — — — (94,546) (94,546) 13,734 (80,812)

Total recognised income and

expense for the period — — — — — (5,077) 20 (94,546) (99,603) 11,194 (88,409)

Issue of shares on exercise

of share options 2,500 1,940 — — — — — — 4,440 — 4,440

Arising on acquisition

of a subsidiary — — — — — — — — — 1,181 1,181

Realised on disposal of

interests in subsidiaries — — — — — 12 — — 12 — 12

Realised on deemed disposal/

liquidation of interests

in associates — — — — — (16) — — (16) — (16)

At 1st July, 2004 88,160 1,900,916 414,881 233 110,472 (13,549) 18,925 (1,081,825) 1,438,213 262,535 1,700,748

Exchange adjustment — — — — — 4,490 — — 4,490 1,784 6,274

Share of net reserves

movement of associates — — — — — (99) (327) — (426) — (426)

Net income (expense)

recognised directly in equity — — — — — 4,391 (327) — 4,064 1,784 5,848

Net loss for the period — — — — — — — (81,506) (81,506) 31,290 (50,216)

Total recognised income and

expense for the period — — — — — 4,391 (327) (81,506) (77,442) 33,074 (44,368)

Realised on disposal/liquidation

of interests in associates — — — — (48,225) (809) — — (49,034) — (49,034)



C
hi

na
 S

tr
at

eg
ic

 H
ol

di
ng

s 
Li

m
ite

d

7

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the six months ended 30th June, 2005

Attributable to equity holders of the parent

Special Capital Goodwill Other non-

Share Share capital redemption on Exchange distributable Minority

capital premium reserve reserve consolidation reserve reserves Deficit Total interests Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Note a) (Note b)

a b

At 31st December, 2004

— as originally stated  88,160 1,900,916 414,881 233 62,247 (9,967) 18,598 (1,163,331) 1,311,737 295,609 1,607,346

— effects of changes in  

accounting policies (Note 3)  3 — — — — — — — (3,192) (3,192) — (3,192)

At 31st December, 2004

 — as restated  88,160 1,900,916 414,881 233 62,247 (9,967) 18,598 (1,166,523) 1,308,545 295,609 1,604,154

Effects of adoption of new

accounting policies (Note 3) 3 — — — — (62,247) — (3,791) 159,242 93,204 21,942 115,146

At 1st January, 2005

— as restated  88,160 1,900,916 414,881 233 — (9,967) 14,807 (1,007,281) 1,401,749 317,551 1,719,300

Exchange adjustment — — — — — (2,309) — — (2,309) (1,802) (4,111)

Share of net reserves movement

of associates — — — — — — 37,943 — 37,943 — 37,943

Share of other non-distributable

reserves by minority

shareholders — — — — — — (16,999) — (16,999) 16,999 —

Net (expense) income

recognised directly in equity — — — — — (2,309) 20,944 — 18,635 15,197 33,832

Net loss for the period — — — — — — — (79,327) (79,327) (12,234) (91,561)

Total recognised income and

expense for the period — — — — — (2,309) 20,944 (79,327) (60,692) 2,963 (57,729)

Arising on acquisition

of subsidiaries — — — — — — — — — 2,574 2,574

At 30th June, 2005 88,160 1,900,916 414,881 233 — (12,276) 35,751 (1,086,608) 1,341,057 323,088 1,664,145
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the six months ended 30th June, 2005

(a)

(b)

Notes:

(a) The special capital reserve represents the amount arising

from the capital reduction carried out by the Company in

2001.

(b) The other non-distributable reserves of the Group include

statutory reserves required to be appropriated from the profit

after taxation of the Company’s subsidiaries and associates

of the People’s Republic of China (“PRC”) under PRC laws

and regulations. The amount of the appropriation is at the

discretion of the PRC subsidiaries’ board of directors.
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT

For the six months ended 30th June, 2005

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

(unaudited) (unaudited)

Net cash used in operating activities (80,636) (82,826)

Net cash generated from

investing activities 216,318 15,820

Net cash generated from (used in)

financing activities 14,872 (30,978)

Net increase (decrease) in cash and

cash equivalents 150,554 (97,984)

Cash and cash equivalents

at 1st January 111,588 314,744

Effect of foreign exchange

rate changes — (5,805)

Cash and cash equivalents

at 30th June 262,142 210,955

Analysis of the balances of cash

and cash equivalents

Bank balances and cash 269,514 217,757

Bank overdrafts (7,372) (6,802)

262,142 210,955



C
hi

na
 S

tr
at

eg
ic

 H
ol

di
ng

s 
Li

m
ite

d

10

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

1. GENERAL AND BASIS OF
PREPARATION

The condensed financial statements have been

prepared in accordance with the appl icable

disclosure requirements of Appendix 16 to the Rules

Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited (the “Stock

Exchange”) and with the Hong Kong Accounting

Standard 34 “Interim Financial Reporting” issued by

the Hong Kong Inst i tute of  Cer t i f ied Publ ic

Accountants (the “HKICPA”).

On 19th April, 2005, the Company announced a

proposed group reorganization (“China Strategic

Group Reorganization”) which, if approved and

implemented, will result in, (i) the Company continuing

to be a public listed company with its subsidiaries

concentrating on its business of manufacturing and

trading of battery products, investments in securities

and property and investment in unlisted investment;

(ii) all other subsidiaries of the Group carrying on

property development and investment holding

business, and all other associates of the Group

carrying on manufacturing and marketing of tires and

business of providing package tour, travel and other

related services being grouped under the Group

Dragon Investments Limited (“GDI”) (a wholly-owned

subsidiary of the Company) and its subsidiaries upon

comp le t i on  o f  t he  Ch ina  S t ra teg ic  Group

Reorganization; and (iii) the distribution in specie of

shares in GDI to the then shareholders of the

Company on a record date to be fixed, on the basis

of one GDI shares for every share in the Company

after consolidation under the capital reorganization

(“Capital Reorganization”) as described in note 20.

Details of the China Strategic Group Reorganization

and Capital Reorganization are set out in a circular

of the Company dated 10th September, 2005. The

China Strategic Group Reorganization and Capital

Reorganization have not yet completed at the date of

this report.

1.

16

34

(i)

(ii)

(iii)

20
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES

The condensed financial statements have been

prepared on the historical cost basis except for

certain financial instruments, which are measured at

fair values, as appropriate.

The accounting policies used in the condensed

financial statements are consistent with those followed

in the preparation of the Group’s annual financial

statements for the year ended 31st December, 2004,

except as described below.

In the current period, the Group has applied, for the

first time, a number of new Hong Kong Financial

Reporting Standards (“HKFRSs”), Hong Kong

Accounting Standards (“HKASs”) and Interpretations

(hereinafter collectively referred to as “new HKFRSs”)

issued by the HKICPA that are effective for accounting

periods beginning on or after 1st January, 2005. The

application of the new HKFRSs has resulted in a

change in the presentation of the income statement,

balance sheet and statement of changes in equity. In

particular, the presentation of minority interests and

share of tax of associates have been changed. The

changes in presentat ion have been appl ied

retrospectively. The adoption of the new HKFRSs has

also resulted in changes to the Group’s accounting

policies in the following areas that have an effect on

how the results for the current or prior accounting

periods are prepared and presented:

(i) Business combinations

HKFRS 3 “Business Combinations” is effective

for business combinations for which the

agreement date is on or after 1st January, 2005.

The principal effects of the application of HKFRS

3 to the Group are summarised below:

2.

(i)

3

3
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(i) Business combinations (continued)

Goodwill

In previous periods, goodwil l  arising on

acquisitions prior to 1st January, 2001 was held

in reserves, and goodwill arising on acquisitions

after 1st January, 2001 was capitalised and

amortised over its estimated useful life.

The Group has applied the relevant transitional

provisions in HKFRS 3. Goodwill previously

recognised in reserves of HK$9,492,000 have

been transferred to the Group’s deficits on 1st

January, 2005. With respect to goodwil l

previously capitalised on the balance sheet, the

Group has discontinued amortising such

goodwill from 1st January, 2005 onwards and

goodwill will be tested for impairment at least

annually or in the financial year in which the

acquisition takes place. Goodwill arising on

acquisitions after 1st January, 2005 is measured

at cost less accumulated impairment losses

after initial recognition. As a result of this change

in accounting policy, no amortisation of goodwill

has been charged in the current period.

Comparative figures for 2004 are not required

to be restated.

2.

(i)

3

9,492,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(i) Business combinations (continued)

Excess of the Group’s interest in the net fair

value of acquiree’s identifiable assets,

liabilities and contingent liabilities over cost

(previously known as “negative goodwill”)

In accordance with HKFRS 3, any excess of the

Group’s interest in the net fair value of acquiree’s

identifiable assets, liabilities and contingent

l iabi l i t ies over the cost of acquisit ion is

recognised immediately in profit or loss in the

period in which the acquisition takes place. In

previous periods, negative goodwill arising on

acquisitions prior to 1st January, 2001 was held

in reserves and negative goodwill arising on

acquisit ions after 1st January, 2001 was

presented as a deduction from assets and

released to income based on an analysis of the

circumstances from which the balance was

resulted. In accordance with the relevant

transitional provisions in HKFRS 3, the Group

derecognised all negative goodwill on 1st

January, 2005 (of which negative goodwill of

approximately HK$71,739,000 was previously

recorded in reserves and approximately

HK$47,058,000 was previously presented as a

deduction from interests in associates), with a

corresponding decrease to deficits as at 1st

January, 2005.

2.

(i)

3

3

71,739,000

47,058,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(i) Business combinations (continued)

Contingent liabilities of acquirees

In accordance with HKFRS 3, contingent

liabilities of an acquiree are recognised at the

date of the acquisition if the fair value of the

contingent liabilities can be measured reliably.

Previously, contingent liabilities of acquirees

were not recognised separately from goodwill.

As no material contingent liabilities of the

acquirees were ident i f ied in re lat ion to

acquisitions that took place in the current period,

this change in accounting policy has had no

material effect on the goodwill calculation. In

addition, because the revised accounting policy

has been applied prospectively to acquisitions

for which the agreement date is on or after 1st

January, 2005, comparative figures for 2004

have not been restated.

(ii) Financial instruments

HKAS 32 “Financial Instruments: Disclosure and

Presentation” requires retrospective application.

The adoption of HKAS 32 has had no material

e ffect  on the presentat ion o f  f inancia l

instruments in the financial statements of the

Group. HKAS 39 “Financial Instruments:

Recognition and Measurement”, which is

effective for annual periods beginning on or after

1st January, 2005, generally does not permit the

recognition, derecognition or measurement of

financial assets and liabilities on a retrospective

basis. The principal effects on the Group as a

result of implementation of HKAS 39 are

summarised below:

2.

(i)

3

(ii)

32

32

39

39
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(ii) Financial instruments (continued)

Classification and measurement of financial

assets and financial liabilities

The Group has applied the relevant transitional

prov is ions in  HKAS 39 wi th  respect  to

classification and measurement of financial

assets and financial liabilities that are within the

scope of HKAS 39.

On or before 31st December, 2004, the Group

classified and measured its debt and equity

securities in accordance with the benchmark

treatment of Statement of Standard Accounting

Practice No. 24 “Accounting for Investments in

Securities” issued by the HKICPA (“SSAP 24”).

Under SSAP 24, investments in debt or equity

securi t ies are classi f ied as “ investment

secur i t i es ”  o r  “o the r  i nves tmen ts ”  as

appropriate. “Investment securities” are carried

at cost less impairment losses while “other

investments” are measured at fair value, with

unrealised holding gains or losses included in

the profit or loss. From 1st January, 2005

onwards, the Group classifies and measures its

debt and equity securities in accordance with

HKAS 39. Under HKAS 39, financial assets are

classified as “financial assets at fair value

through profit or loss”, “available-for-sale

financial assets“, “loans and receivables”, or

“held-to-matur i ty  f inancial  assets”.  The

classification depends on the purpose for which

the assets are acquired. “Financial assets at fair

value through profit or loss” and “available-for-

sale financial assets” are carried at fair value

with changes in fair values recognised in profit

or loss and equity respectively. “Loans and

receivables” and “held-to-maturity financial

assets” are measured at amortised cost using

the effective interest method.

2.

(ii)

39

39

24

24

24

39

39
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(ii) Financial instruments (continued)

Classification and measurement of financial

assets and financial liabilities (continued)

From 1st January, 2005 onwards, the Group

classified and measured its debt and equity

securities in accordance with the requirements

of HKAS 39. Other investments classified under

non-current assets with carrying amounts of

approximately of  HK$194,050,000 were

reclassified to investments in securities, which

are designated to be stated at fair value through

profit or loss. Other investments classified under

current  assets wi th carry ing amount of

approximately of HK$19,849,000 was also

reclassified to investments in securities held for

trading on 1st January, 2005.

Financial assets and financial liabilities other

than debt and equity securities

From 1st January, 2005 onwards, the Group

classifies and measures its financial assets and

financial liabilities other than debt and equity

securities (which were previously outside the

scope of SSAP 24) in accordance with the

requirements of HKAS 39. As mentioned above,

financial assets under HKAS 39 are classified

as “financial assets at fair value through profit

or loss”, “available-for-sale financial assets”,

“loans and receivables” or “held-to-maturity

financial assets”. Financial l iabil i t ies are

generally classified as “financial liabilities at fair

value through profit or loss” or “financial

liabilities other than financial liabilities at fair

value through profit or loss (other financial

liabilities)”. “Other financial liabilities” are carried

at amortised cost using the effective interest

method. The adoption of HKAS 39 has had no

material effect on the Group’s deficits.

2.

(ii)

39

194,050,000

19,849,000

39

24

39

39
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(ii) Financial instruments (continued)

Embedded derivatives

On or before 31st December, 2004, embedded

der ivat ives of  the conversion opt ion of

convertible note invested by the Group were not

recorded on the balance sheet.

In accordance with HKAS 39 “Financial

Instruments: Recognition and Measurement”

issued by the HKICPA, the conversion option

element of the convertible note represents an

embedded derivative instrument which is

accounted for separately from the convertible

notes and, as such, to be measured at fair value

when initially recorded and at subsequent

reporting dates. The fair value of this conversion

option, representing a discount on subscription

of the convertible note, was estimated using the

relevant option pricing model at the date of

subscription of the convertible note, and as at

subsequent reporting dates. From 1st January,

2005 onwards, the Group measured the fair

va lue  o f  the  embedded der iva t ives  in

accordance with the requirements under HKAS

39 and recognised the changes in fair value of

the conversion option of the unlisted convertible

note as at 1st January, 2005 of approximately

HK$64,410,000, which increase the derivative

instruments included in interests in associates

and decrease the deficit as at 1st January, 2005

accordingly. Comparative figures for 2004 are

not required to be restated.

2.

(ii)

39

39

64,410,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(iii) Owner-occupied leasehold interest in land

In previous periods, owner-occupied leasehold

land and buildings were included in property,

plant and equipment and is stated at cost or

valuation less depreciation and amortisation at

the balance sheet date and any accumulated

impairment losses. In the current period, the

Group has applied HKAS 17 “Leases”. Under

HKAS 17, the land and buildings elements of a

lease of land and buildings are considered

separa te l y  fo r  t he  pu rposes  o f  l ease

classification, unless the lease payments cannot

be allocated reliably between the land and

buildings elements, in which case, the entire

lease is generally treated as a finance lease. To

the extent that the allocation of the lease

payments between the land and buildings

elements can be made reliably, the leasehold

interests in land are reclassified to lease

premium for land under operating leases, which

are carried at cost and amortised over the lease

term on a straight-l ine basis. Where the

allocation between the land and buildings

elements cannot be made reliably, the leasehold

interests in land continue to be accounted for

as property, plant and equipment. Since the

allocation between the land and buildings

elements cannot be made reliably by the Group,

the leasehold interests in land continue to be

accounted for as property, plant and equipment.

2.

(iii)

17

17
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

(iv) Hotel properties

HK Interpretation 2 (“HK-Int 2”) “The Appropriate

Accounting Policies for Hotel Properties”

clarifies the accounting policy for owner-

operated hotel properties. In previous periods,

the self-operated hotel properties of the Group’s

associate were carried at cost less impairment

amounts and were not subject to depreciation.

HK-Int 2 requires owner-operated properties to

be classified as property, plant and equipment

in accordance with HKAS 16, “Property, Plant

and Equipment” and therefore be accounted for

either using the cost model or the revaluation

model. The Group’s associate has resolved to

account for these hotel properties using the cost

model .  In  the absence of  any speci f ic

transitional provisions in HK-Int 2, the new

a c c o u n t i n g  p o l i c y  h a s  b e e n  a p p l i e d

retrospectively. Comparative figures have been

restated. An adjustment of HK$3,192,000 has

been made to decrease the share of net assets

of associates and to increase the deficits at 31st

December, 2004 after the application of HKAS

16 by the associates.

(v) Discontinued operations

In accordance with the application of HKFRS 5

Non-cur ren t  asse ts  he ld  fo r  sa le  and

discontinued operations, certain income

statement items have been regrouped under net

prof i t  for  the per iod f rom discont inued

operations for the six months ended as 30th

June, 2004.

2.

(iv)

2

2

16

2

16

3,192,000

(v)

5
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

2. PRINCIPAL ACCOUNTING POLICIES
(continued)

The Group has commenced considering the potential

impact  o f  the  fo l l ow ing  new s tandards  o r

interpretations that have been issued but are not

effective, but is not yet in a position to determine

whether these standards or interpretations would have

a significant impact on how its results of operations

and financial position are prepared and presented.

These standards and interpretations may result in

changes in the future as to how the results and

financial position are prepared and presented.

HKAS 19 (Amendment) Actuarial Gains and Losses, Group plans

and Disclosures

HKAS 39 (Amendment) Cash Flow Hedge Accounting of Forecast

Intragroup Transactions

HKAS 39 (Amendment) The Fair Value Option

HKFRS 6 Exploration for and Evaluation of Mineral

Resources

HKFRS —Int 4 Determining whether an Arrangement

Contains a Lease

HKFRS — Int 5 R i g h t s  t o  I n t e r e s t s  A r i s i n g  f r o m

D e c o m m i s s i n g ,  R e s t o r a t i o n  a n d

Environmental Rehabilitation Funds

2.

19

39

39

6

4

5
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

3. SUMMARY OF THE EFFECTS OF THE
CHANGES IN ACCOUNTING
POLICIES

The effects of the changes in accounting policies

described above on the results are as follows:

(i) On results

3.

(i)

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

Goodwill no longer amortised 670 —

Interest income on unlisted

convertible note 72 —

Changes in fair value of

conversion option of

unlisted convertible note (39,743) —

Share of results of associates

— Release of negative goodwill — (5,299) —

— Depreciation for — 

 (4,126) —

Decrease in net profit for

the period (48,426) —
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

Decrease in administrative

expenses 670 —

Increase in other

operating income 72 —

Change in fair value of

conversion option of

unlisted convertible note (39,743) —

Decrease in share of results

of associates (9,425) —

(48,426) —

3. SUMMARY OF THE EFFECTS OF THE
CHANGES IN ACCOUNTING
POLICIES (continued)

(ii) On income statement line items

3.

(ii)
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

As at
31st December, As at As at

2004 31st December, 1st January,
(originally Adjustment 2004 Adjustments 2005

stated) HK-Int 2 (restated) HKFRS 3 HKAS 39 (restated)

2 3 39

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Interests in associates
— Share of net assets  337,212 (3,192) 334,020 — 16,961 350,981
— Goodwill  2,006 — 2,006 — — 2,006
— Negative goodwill  (47,058) — (47,058) 47,058 — —
— Unlisted convertible note  55,000 — 55,000 — (13,283) 41,717
— Derivative instrument  — — — — 64,410 64,410
— Loan receivable due from  

an associate 81,840 — 81,840 — — 81,840

429,000 (3,192) 425,808 47,058 68,088 540,954

Other investments — non-current   194,050 — 194,050 — (194,050) —
Other investments — current   19,849 — 19,849 — (19,849) —
Investments in securities — — — — 194,050 194,050
Investments in securities held

for trading — — — — 19,849 19,849

Total effects on assets 642,899 (3,192) 639,707 47,058 68,088 754,853

Goodwill on consolidation (62,247) — (62,247) 62,247 — —
Other non-distributable reserves (18,598) — (18,598) — 3,791 (14,807)
Deficit 1,163,331 3,192 1,166,523 (47,058) (112,184) 1,007,281

Total effects on equity 1,082,486 3,192 1,085,678 15,189 (108,393) 992,474
Minority interests (295,609) — (295,609) — (21,942) (317,551)

Net effects on equity 786,877 3,192 790,069 15,189 (130,335) 674,923

3. SUMMARY OF THE EFFECTS OF THE
CHANGES IN ACCOUNTING
POLICIES (continued)

(iii) On balance sheet items

The cumulative effects of the application of the

new HKFRSs as at 31st December, 2004 and

1st January, 2005 are summarised below:

3.

(iii)

The application of the new HKFRSs has had no

effect to the Group’s equity as at 1st January,

2004.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

Manufacturing

and trading

of battery

Investment products

in securities Others Consolidated

HK$’000 HK$’000 HK$’000 HK$’000

For the six months ended
30th June, 2005

TURNOVER

External — 17,267 — 17,267

RESULT

Segment result 35,531 (209) (2,200) 33,122

Unallocated corporate expenses (23,969)

Allowance for receivables (73,283)

Allowance for other receivables (18,550)

Net exchange gain 868

Interest income 29,489

Change in fair value of

conversion option of

unlisted convertible note (39,743)

Loss on dilution of interests

in associates (2,754)

Share of results of associates 12,172

Finance costs (8,480)

Loss before taxation (91,128)

Income tax expense (433)

Net loss for the period (91,561)

4. SEGMENT INFORMATION

Business segments

The Group’s primary format for reporting segment

information is business segments.

An analysis of the Group’s turnover and contribution

to operating results by business segments is as

follows:

4.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

4. SEGMENT INFORMATION (continued)

Business segments (continued)

Discontinued

Continuing operations operations

Manufacturing Manufacturing

and trading and trading of

of battery pharmaceutical

Investment products products

in securities Sub-total Consolidated

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

For the six months ended
30th June, 2004

TURNOVER

External — 10,309 10,309 96,262 106,571

RESULT

Segment result (19,630 ) 102 (19,528 ) 6,777 (12,751 )

Unallocated corporate expenses (19,659 ) — (19,659 )

Allowance for receivables (56,000 ) — (56,000 )

Net Exchange gain 2,430 — 2,430

Interest income 21,672 — 21,672

Loss on disposal of interest in

a subsidiary — (5,266 ) (5,266 )

Gain on dilution of interests in

associates 27,881 — 27,881

Share results of associates (29,060 ) — (29,060 )

Finance costs (9,298 ) — (9,298 )

(Loss)/profit before taxation (81,562 ) 1,511 (80,051 )

Income tax expense (761 ) — (761 )

Net (loss)/profit for the period (82,323 ) 1,511 (80,812 )

4.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

4. SEGMENT INFORMATION (continued)

Geographical segments

The following provides an analysis of the Group’s

turnover by geographic market, irrespective of the

origin of the goods/services:

Turnover

Six months ended
30th June,

2005 2004

HK$’000 HK$’000

Continuing operations:

The PRC, other than Hong Kong 16,134 10,309
Hong Kong 1,133 —

17,267 10,309

Discontinued operations:

The PRC, other than Hong Kong — —
Hong Kong — 96,262

Total — 96,262

17,267 106,571

4.

Six months ended
30th June,

2005 2004

HK$’000 HK$’000

Interest income 29,489 21,672
Fair value changes on investments

held for trading 20,768 —
Gain on disposal of investments

held for trading 9,303 —
Gain on disposal of investments

in securities — 19,006
Net exchange gain 868 2,430
Dividend income from listed

investments 519 1,185
Others 4,923 232

65,870 44,525

5.5. OTHER OPERATING INCOME
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

Allowance for bad and doubtful debts — 9,460

Allowance for receivables (note 16) 16 73,283 56,000

Allowance for other receivables 18,550 —

Unrealised holding loss on

investments in securities — 36,462

Allowance for amounts due

from associates — 499

Amortisation of goodwill arising

on acquisition of subsidiaries

 Continuing operations  — 155

 Discontinued operations  — —

Others — 9

91,833 102,585

6. OTHER EXPENSES

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

Depreciation of property,

plant and equipment 1,268 2,602

7. LOSS BEFORE TAXATION

Loss before taxation has been arrived at after

charging:

6.

7.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

Six months ended
30th June,

2005 2004

HK$’000 HK$’000

The charge comprises:

Hong Kong Profits Tax — 585
Taxation in other jurisdictions 433 176

Taxation attributable to the Company
and its subsidiaries 433 761

8. INCOME TAX EXPENSE

No provision for Hong Kong Profits Tax has been

made for the current period since there were no

assessable profit arising from subsidiaries of the

Group. Hong Kong Profits Tax was provided at 17.5%

of the estimated assessable profits of the subsidiaries

of the Group for the prior period.

Taxation in other jurisdictions is calculated at the rates

prevailing in the relevant jurisdictions.

The Group has no significant unrecognised deferred

taxation at reporting dates or during both periods.

9. LOSS PER SHARE

From continuing and discontinued operations

The calculation of the basic and diluted loss per share

attributable to the ordinary equity holders of the parent

for the period is based on the following data:

8.

17.5%

9.

Six months ended
30th June,

2005 2004

HK$’000 HK$’000

Loss:

Net loss for the period for
the purposes of basic
and diluted loss per share 79,327 94,546

Six months ended
30th June,

2005 2004

Number of shares:

Weighted average number
of ordinary shares for
the purposes of basic
loss per share 881,595,087 873,325,856
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

9. LOSS PER SHARE (continued)

From continuing operations

The calculation of the basic and diluted loss per share

from continuing operations attributable to the ordinary

equity holders of the parent for the period is based

on the following data:

Six months ended

30th June,

2005 2004

HK$’000 HK$’000

Loss:

Net loss for the period attributable to

equity holders of the parent 79,327 94,546

Add: Net profit for the period from

discontinued operation — 1,511

Net loss for the purpose of basic

and diluted loss per share from

continuing operations 79,327 96,057

Six months ended

30th June,

2005 2004

Number of shares:

Weighted average number of

ordinary shares for the purposes

of basic loss per share 881,595,087 873,325,856

The computation of diluted loss per share for both

periods did not assume the exercise of the share

options as their exercise would result in a decrease

in loss per share.

9.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

10. PROPERTY, PLANT AND EQUIPMENT

During the period, the Group acquired property, plant

and equipment with an aggregate net book value of

approximately HK$113 million as a result of the

acquisition of subsidiaries.

11. INTERESTS IN ASSOCIATES

30.6.2005 31.12.2004

HK$’000 HK$’000

(restated)

Share of net assets 545,961 334,020

Goodwill 2,006 2,006

Negative goodwill (note a) a — (47,058)

Unlisted convertible note (note b) b — 55,000

Embedded derivative — conversion   

option (note c) c — —

Loan receivable due from an associate 58,853 81,840

606,820 425,808

Notes:

(a) In accordance with the relevant transitional provision

in HKFRS 3, the Group derecognised the negative

goodwill of HK$47,058,000 on 1st January, 2005,

which was previously recorded as deduction from an

asset.

(b) The carrying value of the unlisted convertible notes

as at 31st December, 2004 represented investments

in convertible note issued by Wing On Travel

(Holdings) Limited (“Wing On”) (“Wing On Note”). The

Wing On Note bore interest at 2% per annum and is

due fo r  redempt ion  on 14th  June,  2007 a t

HK$55,000,000. It also entitled the holders at any time

after the date of the issuance of the Wing On Note

and up to 14th June, 2007 to convert the Wing On

Note into shares of Wing On at an initial conversion

price of HK$0.02 per share (subject to adjustment).

10.

113,000,000

11.

(a) 3

47,058,000

(b)

55,000,000

0.02
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

11. INTERESTS IN ASSOCIATES (continued)

Notes:  (continued)

The Group subscribed 8,740,000 new ordinary shares

of HK$0.01 each in January and February 2005 and

the Group’s interest was increased to approximately

21.1%. In April, 2005, the Group further acquired

6,967,700 ordinary shares of HK$0.01 each in Wing

On and converted HK$55,000,000 convertible notes

of Wing On into ordinary share of HK$0.01 each in

Wing On at the conversion price of HK$0.02 per share

and the interest in Wing On held by the Group was

increased to 27.74%. No Wing On Note were held by

the Group as at 30th June, 2005.

(c) In accordance with HKAS 39 “Financial Instruments:

Recognition and Measurement” issued by the

HKICPA, the conversion option element of the Wing

On Note represents an embedded derivat ive

instrument which is accounted for separately from the

unlisted convertible notes and, as such, to be

measured at fair value when initially recorded and at

subsequent reporting dates. The fair value of this

conversion option, representing a discount on

subscription of the Wing On Note, was estimated

using the Black-Scholes option pricing model at the

date of subscription of the Wing On Note, and as at

31st December, 2004. Comparative figures for 2004

are not required to be restated. From 1st January,

2005 onwards, the Group measured the fair value of

the embedded derivates in accordance with the

requirements under HKAS 39 and recognised the fair

value of the conversion option of the unlisted

conver t ib le note as at  1st  January,  2005 of

approximately HK$64,410,000, which increase the

derivative instruments included in interests in

associates and decrease the deficit as at 1st January,

2005 accordingly. The impact of changes in fair value

of this conversion option, taking into account the

portion of the conversion option exercised during the

six months ended 30th June, 2005, was loss of

HK$39,743,000, which have been recognised in the

condensed consolidated income statement.

11.

8,740,000 0.01

21.1%

6,967,7000

0.01

0 . 0 2

55,000,000

0.01

27.74%

(c)

39

39

64,410,000

39,743,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

12. INVESTMENTS IN SECURITIES

During the period, the Group acquired certain

investments at a consideration of approximately

HK$78 million and disposed of certain investments

with a carrying value of approximately HK$99 million.

In addition, a gain on fair value changes in investment

in securities of approximately HK$21 million (six

months ended 30.6.2004: loss of HK$36 million) has

been recognised in the condensed consolidated

income statement during the period.

13. DEPOSIT PAID FOR ACQUISITION OF
PROPERTIES INTEREST

During the year ended 31st December, 2004, the

Group entered into a conditional agreement with a

third party (“Vendor”) to acquire the properties interest

in a parcel of land situated in Shanghai, the PRC (the

“Land”) and the 24-storey building being erected

upon the land together with 2 levels of underground

carparks (the “Building”) (collectively referred to as

to  the  “Proper t ies” )  fo r  a  cons idera t ion  o f

RMB450,000,000 (approximately HK$424,528,000).

A deposit  of  RMB50,000,000 (approximately

HK$47,012,000) was paid upon the entering into the

conditional agreement.

According to the conditional agreement, prior to the

completion of acquisition, the Vendor should (i) obtain

the certificate in respect of the land use rights of the

Land and the ownership of the Building; (ii) obtain an

approval from that the use of the

Properties be changed from office to both commercial

and residential and that all relevant fee and charges

arising from the sale of the Land payable to the

relevant authorities including having

been settled in full; (iii) agree with the Group on the

specification of installation, fixtures and furniture and

other internal decoration of the Properties; (iv) procure

all the contractors engaged in the development/

construction of the Properties to enter into agreements

12.

78,000,000

99,000,000

21,000,000

36,000,000

13.

24

450,000,000 424,528,000

50,000,000 47,012,000

(i)

(ii)

(iii)

(iv)
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

13. DEPOSIT PAID FOR ACQUISITION OF
PROPERTIES INTEREST (continued)

with the Group to bind these contractors with

obligations to the Group to rectify all defects of the

Properties which may arise after the completion of

the development/construction; and (v) procure the

granting of a loan (“Loan”) to be granted by PRC

banks to the Group to f inance the remaining

consideration. The remaining consideration will be

settled upon the grant of the Loan and the transfer of

the ownership of the Land and Buildings to the Group.

It is one of the conditions for completion of the

acquisition that the Vendor should obtain approval

for the change of use of the Properties from office to

both commercial and residential. Should the Vendor

fail to obtain such approval within 150 days from the

date of the agreement, the Group is entitled to either

(i) to proceed with the agreement in accordance with

the existing terms and conditions; or (ii) to acquire

the 1st to 7th floors and the 23rd floor of the Properties

together with the two levels underground carparks

for a consideration of RMB70,000,000 (approximately

HK$65,817,000).

Provided that if the conditions are not fulfilled on or

before 1st June, 2005, the Group shall agree to a

further extension of not less than 60 days without

imposing any fine on the Vendor. If the conditions are

not fulfilled within the extended period, the Group shall

be entitled to terminate the agreement and the Vendor

shall refund the deposit to the Group together with

interests accrued during the period from the date of

the agreement to the date the deposit is refunded

and calculated on the relevant prevailing market

interest rate.

13.

(v)

150

(i)

(ii)

70,000,000 65,817,000

1 7 23
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

13. DEPOSIT PAID FOR ACQUISITION OF
PROPERTIES INTEREST (continued)

However, the conditions stated above for the change

of the use of the Properties might not be fulfilled within

the said period and accordingly the Vendor and the

Group had entered into another agreement dated 3rd

February, 2005 pursuant to which, among other

things, (i) the Group will pay, on behalf of the Vendor,

RMB22,000,000 (approximately HK$20,560,000) to

the main contractor of the Properties (the “Main

Contractor”); and (ii) the amount paid by the Group

in (i) will be deducted from the sales consideration.

Fur ther,  the Group had made an addi t ional

R M B 8 , 0 0 0 , 0 0 0  d e p o s i t  ( a p p r o x i m a t e l y

HK$7,512,000) to the Vendor pursuant to this

additional agreement and the aggregate sum paid

by  the  Group  to  the  Vendor  amoun ted  to

RMB58,000,000 (approximately HK$54,524,000) as

of 30th June, 2005.

In June 2005, the Group had commenced legal

proceedings against the Vendor, among other things,

to demand the Vendor to fulfill its obligations under

the above two agreements and applied to a PRC court

an injunction order on the Properties to stop the

Properties from being transferred (the “Injunction

Orders”). It had also come to the attention of the

Group that one of the three secured creditors of the

Vendor and the Main Contractor had already applied

to and being granted the Injunction Orders and they,

together with the other two secured creditors, had

priority over the Group on the Properties.

As a condition precedent to the application of the

Injunction Order, the Group had issued a counter

guarantee of RMB402,000,000 (approximately

HK$377,500,000) to an institution in the PRC which

provided a guarantee of the same amount to the PRC

court on behalf of the Group.

13.

(i)

22,000,000 20,560,000

(ii) (i)

8 ,000 ,000

7,512,000

58,000,000

54,524,000

402,000,000

377,500,000



C
hi

na
 S

tr
at

eg
ic

 H
ol

di
ng

s 
Li

m
ite

d

35

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

13. DEPOSIT PAID FOR ACQUISITION OF
PROPERTIES INTEREST (continued)

At the same time, the directors of the Group are also

in discussion with the Vendor for settlement of the

above matters; however, there can be no assurance

that such matters can be resolved and settled with

the  Vendor  even tua l l y.  Desp i te  the  above

developments, the directors of the Group have

consulted its legal counsel and decided to proceed

with the acquisition of the Properties in consideration

of the following:

(a) the transaction can be continued and the legal

title of the Properties can be transferred to the

Group when the debts of the Vendor owed to

the three secured creditors and the Main

Contractor are settled by the Group;

(b) the usage of the Properties can be changed to

both commercial and residential when the Group

obtains the legal title to the Properties and

makes the application to the relevant authority;

(c) the acquisition of the Properties, on a completion

basis, is expected to bring economic benefits

to the Group taking into account of the estimated

market value of the Properties as of 30th June,

2005; and the ability of the Group to meet the

cash f low requi rements  to  f inance the

acquisition and completion of the Properties,

given the current financial position of the Group

and financial resources available to the Group

from internally generated funds, advances from

i ts  hold ing companies and/or  f inancia l

institutions.

The directors of the Company are of the view that the

carrying amount of deposit is not less than its

recoverable amount at the reporting dates.

13.

(a)

(b)

(c)
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

14. OTHER ASSET

The amount represents cost incurred in connection

with a land development project in the PRC. The

project is a land development of 

 located in Long Shan Development Area,

Doumen District, Zhuhai City and is to be jointly

developed with . The

Group is entitled to the exclusive development right

to the project and also the right to obtain the land for

the development (“Other Asset”). The Group is also

entitled to sell the Other Asset to investors at

consideration to be agreed among themselves.

The consideration of HK$229,288,000 (31.12.2004:

approximately HK$227,167,000) was paid by the

Group for obtaining the exclusive development right

to the project and in obtaining certain parts of the

right for land development.

As the directors are of the opinion that the Other Asset

is held for sale, the cost incurred for the Other Asset

is included in current asset accordingly.

The directors has assessed the carrying value of the

Other Asset with reference to the valuation performed

by Norton Appraisal Limited, an independent valuer,

on open market value basis and no impairment loss

is identified.

14.

229,288,000

227,167,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

15. TRADE DEBTORS

The Group allows its trade customers a credit period

normally ranging from 90 days to 180 days. The aged

analysis of the trade debtors at the reporting date is

as follows:

30.6.2005 31.12.2004

HK$’000 HK$’000

0-90 days 0 90 6,552 6,832

91-180 days 91 180 457 114

Over 180 days 180 94 34

7,103 6,980

16. RECEIVABLES — DUE WITHIN ONE
YEAR

At 30th June, 2005, the amount before allowance for

doubtful debts included receivables of approximately

HK$96 million (31.12.2004: HK$109 million) and

HK$124 million (31.12.2004: HK$121 million) due from

Danwei Limited (“Danwei”) and Lucklong Venture

Limited (“Lucklong”) respectively. Shares of certain

property holding companies held by Danwei and

Lucklong were pledged to the Group as securities to

the loans.

Other than the above amounts of approximately

HK$220 million (31.12.2004: HK$230 million) which

were secured, the remaining balances of receivables

were unsecured. All receivables bear interest at

prevailing market rates and repayable within one year.

During the period, allowance for receivables of

approximately HK$73 million (30.6.2004: HK$56

million) has been recognised in the condensed

consolidated income statement.

15.

90 180

16.   

Danwei  L imi ted Danwei

L u c k l o n g  V e n t u r e  L i m i t e d

Lucklong 96,000,000

109,000,000 124,000,000

121,000,000 Danwei

Lucklong

220,000,000

230,000,000

73,000,000

56,000,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

17. CREDITORS, OTHER PAYABLES AND
ACCRUED CHARGES

The aged analysis of the trade creditors at the

reporting date is as follows:

30.6.2005 31.12.2004

HK$’000 HK$’000

0-90 days 0 90 3,245 1,613

91-180 days 91 180 1,290 2,838

Over 180 days 180 3,978 513

Creditors 8,513 4,964

Other payables and accrued charges 13,501 41,111

22,014 46,075

18. PAYABLES — DUE WITHIN ONE YEAR

Included in payables was an amount of HK$191

million (31.12.2004: HK$185 million) due to Nation

Cheer Investment Limited (“Nation Cheer”), which is

a whol ly-owned subsid iary of  a  substant ia l

shareholder of the Company. All payables are

unsecured, bear interest at prevailing market rate and

are repayable on demand.

19. AMOUNTS DUE TO FORMER
SHAREHOLDERS OF SUBSIDIARIES

The amounts are unsecured, non-interest bearing and

are repayable on demand.

17.

18.   

191,000,000

185,000,000

19.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

20. SHARE CAPITAL

As explained in note 1, the Company proposed to

carry out the Capital Reorganization which involve,

inter alia, the followings:

(i) cancellation of the paid-up capital of HK$0.05

on each issued share of the Company and

reduction in the nominal value of each issued

share from HK$0.10 to HK$0.05 (“Capital

Reduction”) and the cancellation of the entire

share premium account of the Company;

(ii) subdivision of each authorized but unissued

share of the Company into two reduced shares

of HK$0.05 each (“Subdivision”);

(iii) every two reduced shares of the Company of

HK$0.05 each ar is ing f rom the Capi ta l

Reduct ion and Subdivis ion wi l l  then be

consol idated into one ordinary share of

HK$0.10; and

(iv) the credits of approximately HK$44,079,000 and

HK$1,900,916,000 resulting from the Capital

Reduction and the cancellation of the share

premium account, respectively to the special

capital reserve account of the Company.

The Capital Reorganisation was not yet completed at

the date of this report.

21. COMMITMENTS

At 30th June, 2005, the Group has commitments of

approximately HK$378 million (31.12.2004: HK$378

million) and HK$92 million (31.12.2004: HK$92

million) which are contracted for but not provided in

the interim financial report in respect of acquisition

of properties interests and other asset respectively.

20.

1

(i)

0.05

0.10

0.05

(ii)

0 . 0 5

(iii)

0.05

0.10

(iv)

44,079,000

1,900,916,000

21.

378,000,000

378,000,000

92,000,000

92,000,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

22. CONTINGENT LIABILITIES

At 30th June 2005, the Group had contingent liabilities

in respect of guarantees in favour of banks for facilities

gran ted  to  an  independen t  th i rd  pa r t y  o f

approximately HK$30,780,000 and an associate of

approximately HK$8,000,000 and counter guarantee

of approximately HK$377,500,000 in respect of

application of an injunction order to a PRC court given

to an institution which provided a guarantee of the

same amount to the PRC court on behalf of the Group.

23. PLEDGE OF ASSETS

At 30th June, 2005, investment in securities with a

carrying value of HK$82,098,000 (31.12.2004:

HK$72,186,000) were pledged to secure margin

credit facilities and banking facilities granted to the

Group.

At 30th June, 2005, bank deposits of HK$1,012,000

(31.12.2004: HK$1,012,000) were also pledged to

secure credit facilities granted to the Group.

22.

30,780,000

8,000,000

377,500,000

23.

82,098,000

72,186,000

1,012,000

1,012,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

24. RELATED PARTY TRANSACTIONS

During the period, the Group had the following

significant transactions with related parties:

Six months ended

30th June,

Name of company Notes Nature of transactions 2005 2004

HK$’000 HK$’000

Nation Cheer (i) Loan interest expenses paid and

payable by the Group 6,279 6,234

Wing On Travel (Holdings) (ii) Loan interest income received and 1,479 3,722

Limited (“Wing On”) receivable by the Group

Mass Success International (iii) Rental expenses paid and — 288

Ltd. payable by the Group

Apex Quality Group Limited (iv) Loan interest income received and — 2,690

(“Apex”) receivable by the Group

Notes:

(i) Nation Cheer is a wholly-owned subsidiary of a

substantial shareholder of the Company.

(ii) Wing On is an associate of the Group.

24.

(i)

(ii)



C
hi

na
 S

tr
at

eg
ic

 H
ol

di
ng

s 
Li

m
ite

d

42

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

24. RELATED PARTY TRANSACTIONS
(continued)

Notes: (continued)

(iii) Mass Success International Ltd. is an associate of a

substantial shareholder of the Company.

(iv) Apex is a subsidiary of Wing On.

The above t ransact ions were carr ied out  in

accordance with the terms agreed between the

relevant parties.

25. ACQUISITION OF SUBSIDIARIES

On 30th June, 2005, the Group acquired 88% and

100% of the issued share capital of 

 and , respectively, for

an aggregate cash consideration of HK$50 million.

The two newly acquired subsidiaries are incorporated

in the PRC and engaged in the business of sand

mining. These transactions have been accounted for

using the purchase method of accounting. The

directors are of the view that it is impracticable to

disclose the revenue and the results for the six months

ended 30th June, 2005 as if the acquisition had been

effected on 1st January, 2005 since such information

was not provided by the vendor.

24.

(iii) Mass Success International Ltd.

(iv) Apex

25.

8 8 % 1 0 0 %

50,000,000
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

25. ACQUISITION OF SUBSIDIARIES
(continued)

The net assets acquired in the transaction, and the

goodwill arising, are as follow:

Acquiree’s
carrying

amount before Fair value Fair
combination adjustments value

HK$’000 HK$’000 HK$’000

Net assets acquired:

Property, plant and equipment 50,165 63,019 113,184
Inventories 6 — 6
Trade debtors 75 — 75
Other receivables, deposits

and prepayments 647 — 647
Bank balances and cash 349 — 349
Creditors, other payables and

accrued charges (244) — (244)
Amounts due to former shareholders (49,770) — (49,770)
Deferred tax liabilities — (20,796) (20,796)

1,228 42,223 43,451
Minority interests (48) (2,526) (2,574)

1,180 39,697 40,877

Goodwill on acquisition 9,123

50,000

Satisfied by:
— Cash  10,000
— Deposit paid for acquisition  

of subsidiaries  40,000

50,000

Net cash outflow arising
on acquisition:

Cash consideration paid (10,000)
Cash and cash equivalents acquired 349

(9,651)

The goodwill arising on the acquisition is attributable

to the anticipated profitability of the sand mining

business operating in the relevant sea region and the

anticipated future operating synergies from the

combination.

25.
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

For the six months ended 30th June, 2005

26. DISCONTINUED OPERATIONS

In May 2004, the Group disposed its 100% interest in

Tung Fong Hung Investments Limited and its

subsidiaries which was engaged in manufacturing

and trading of pharmaceutical products. A loss of

HK$5,266,000 on disposal was resulted and the

corresponding business segment was regarded as

discontinued operation during the six months ended

30th June, 2004.

26.

Tung Fong Hung

Investments Limited

5,266,000
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MANAGEMENT DISCUSSION AND ANALYSIS

ANALYSIS OF THE GROUP’S
PERFORMANCE

For the six months ended 30th June, 2005, the Group

recorded a consolidated turnover of approximately

HK$17.3 million, an increase of approximately 67.5% as

compared to the same period in 2004 of approximately

HK$10.3 million. The turnover for the first half-year was

generated from the manufacturing and trading of batteries

products. During the period under review, the operating

environment of manufactory industry in the PRC remains

difficult due to competitive economy and sluggish battery

market. Keen competition in the battery industry also

exerted downward pressure on prices of battery products.

Despite the unfavorable environment in the battery market,

the Group’s business in the PRC still manages to progress

well.

The unaudited consolidated net loss attributable to the

Company for the six months ended 30th June, 2005

decreased from approximately HK$94.5 million for the last

corresponding period to approximately HK$79.3 million in

the current period. The net loss incurred for the current

period was mainly attributable to the allowance for

receivables and the change in fair value of the conversion

right attached to the unlisted convertible note issued by

Wing On, of which the Group owns an effective interest of

approximately 15.32%, under adoption of Hong Kong

Financial Reporting Standards.

LIQUIDITY AND FINANCIAL RESOURCES

As at 30th June, 2005, the Group had net current assets of

approximately HK$675.1 million (31st December, 2004: net

current assets of approximately HK$984.1 million) and a

current ratio of 2.92 (31st December, 2004: 9.93). During

the first half of 2005, the Group financed its operations

mainly through cash generated from its business activities,

banking facilities provided by its principal bankers and

proceeds from disposal of investments in securities.

17,300,000  

10,300,000

67.5%

94,500,000 79,300,000

15.32%

675,100,000

984,100,000 2.92

9.93
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MANAGEMENT DISCUSSION AND ANALYSIS

The Group’s short-term bank loans and other borrowings

increased from approximately HK$42.6 million as at 31st

December, 2004 to approximately HK$43.3 million as at

30th June, 2005, representing an increase of 1.5%. There

was no long-term bank loans and other borrowings at 30th

June, 2005 under review compared with approximately

HK$3,000 at 31st December, 2004. Gearing ratio which is

expressed as a ratio of total long-term liabilities and other

borrowings to the shareholders’ funds, remains nil as at

30th June, 2005 (31st December, 2004: 0.000002). As at

30th June, 2005, the Group’s total borrowings of

approximately HK$43.3 million were mainly denominated

in Hong Kong dollar, the maturity profile were all within one

year, and bear interest at floating rates.

Capital expenditure aggregated to approximately HK$1.3

million for the six months ended 30th June, 2005 was mainly

used primarily for purchasing of property, plant and

equipment. The Group’s capital expenditures will continue

to be funded primarily by internal resources or external

borrowings or a combination of both as required.

Cash and bank balances amounted to approximately

HK$270.5 million, and is mainly denominated in Hong Kong

dollars, Renminbi and Australian dollars. During the period,

the Group did not experience significant exposure to

exchange rate and interest rate fluctuations. As a result,

the Group did not enter into any material foreign exchange

contracts, currency swaps or other financial derivatives.

42,600,000

43,300,000

1.5%

3,000

0.000002

43,300,000

1,300,000

270,500,000
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MANAGEMENT DISCUSSION AND ANALYSIS

SIGNIFICANT INVESTMENTS

China Enterprises Limited (carried on business in Hong

Kong as China Tire Holdings Limited)

For the period under review, China Enterprises Limited

(“China Enterprises”) has no turnover recorded from its

subsidiaries as its business was mainly operated under its

associated companies. Wing On is a travel business related

affiliate which continues to benefit from the upward rebound

to the travel business of Hong Kong after the negative

impacts brought by the local economic downturn. And with

the gradual easing of restrictions on the individual mainland

visitors traveling to Hong Kong, we expect a great increase

in arrivals once more parts of the PRC are opened up to

individual travelers, that directly benefit the local economy.

After disposing of its significant interest of investment in

manufacturing and trading of tires products in the PRC and

other countries aboard in 2003, China Enterprises maintains

minimal involvement in the manufacturing and trading of

tires products through its 26% held interest in Hangzhou

Zhongce Rubber Company Limited (“Hangzhou Zhongce”).

Throughout the financial year 2005, China Enterprises

continued to look at strategic investment opportunities with

a view of the positive outlooks on PRC in the coming future

to expanding business portfolios.

MRI Holdings Limited

During the six months ended 30th June, 2005, the directors

of MRI Holdings Limited continued to assess possible

investment opportunities. None of the investments

considered was sufficiently attractive to warrant investment,

and the directors continue to seek appropriate investment

opportunities.

China Enterprises Limited

China Tire Holdings Limited

China Enterpr ises

Limited China Enterprises

China Enterprises

26%

C h i n a

Enterprises

MRI Holdings Limited

MRI Holdings Limited
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MANAGEMENT DISCUSSION AND ANALYSIS

Super Energy Group Limited

Super Energy Group Limited (“Super Energy”) is a

principally engaged in the production and sales of batteries

and battery-related accessories.  Its major products are

the primary battery and the re-chargeable battery. Super

Energy is also act ively engaged in new product

development by introducing the latest technology into its

products. The invention of “No Mercury Button Cell Battery”

has obtained the patent in Beijing, the PRC; moreover, an

International Organisation for Standardisation quality

control system had been adopted in all aspect of products,

which Super Energy has achieved reputation for premium

quality as result of continuous research and development.

With a view to improve its financial position, Super Energy

has implemented a series of measures to enhance cost

competitiveness and operational efficiency. During the

period, Super Energy has not only divested its non-

profitable products and adopted stringent cost control, it

has also been exploring new products opportunities to

generated revenue and cash flow stream. As the battery

industry in the PRC is under active growth, the Directors

believed that investment in the battery market in the PRC

is an excellent opportunity to bring in high quality and

sustainable income for the Group.

PROSPECTS

During the period under review, the board of Directors (the

“Board”) has focused on seeking new directions and new

wisdom for the development of the Group. As economies

in the region has, in general, already regained its dynamics,

it was high time for the Group to take actions and to invest

in new projects with great potentials.
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MANAGEMENT DISCUSSION AND ANALYSIS

On the other hand, the existing major shareholders of the

Company have taken an active posture to look for new

investors with new ideas and new wisdoms to join the

existing team. To be in line with the market position of the

Group, it is believed more exposure to markets in China

would bring both strategic and tactical meanings to the

Group as a whole. As of April 2005, the Board has proposed

to introduce a new investor to join the Group while certain

reorganization in the capital structure of the Company were

also proposed to cater for the development needs.

Given the pace of improvement in economies in the region

would be maintained at a constant level, the Company

believes the proposed changes would have positive effect

to the future of the Group. However, having considered the

potential negative effect that may bring about by the

upsurge in oil prices and interest rates, the Group would

consistently exercise conservative and cautious attitude

in the operations of the Group.

CORPORATE DEVELOPMENTS

In October, 2004, the Group entered into an agreement

with two independent third parties in respect of the

acquisition of the entire interest in 

(Guangzhou Yao Yang Industrial Company Limited), a

company incorporated in the PRC, which holds a vessel

for sand mining for a consideration of approximately

Rmb27,300,000. This transaction has been completed in

June, 2005.

In October, 2004, the Group entered into an agreement

with an independent third party in respect of the acquisition

of 88% interest in (Dongguan Shi

Jiang Hai Trading Company Limited), a company

incorporated in the PRC, which holds a vessel for sand

m i n i n g  f o r  a  c o n s i d e r a t i o n  o f  a p p ro x i m a t e l y

Rmb25,700,000. This transaction has been completed in

June, 2005.

27,300,000

25,700,000

88%
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MANAGEMENT DISCUSSION AND ANALYSIS

On 4th February, 2005, the Group entered into a placing

and subscription agreement with Wing On and the placing

agent pursuant to which the placing agent agreed to place,

on a best efforts basis, up to 6,400 million shares of Wing

On at a price of HK$0.022 per Wing On share and the Group

would subscribe for up to 6,400 million new shares of Wing

On at the price of HK$0.022 per share. The above

transactions were completed in February, 2005. The

Group’s interest in Wing On was decreased to 21.11%.

The Company had been informed by PYI Corporation

Limited (formerly know as Paul Y. – ITC Construction

Holdings Limited) (“PYI ”) and Hanny Holdings Limited

(“Hanny”) that they have entered into the share sale

agreement on 10th March, 2005 pursuant to which and

subject to, inter alia, the implementation of the Group

Reorganisation as stated below in full each of PYI and

Hanny agreed to dispose 135,000,000 shares (equivalent

to 67,500,000 consolidated shares of the Company upon

the Capital Reorganisation as stated below having become

effective)  which shares represent approximately an

aggregate of 30.6% of the issued share capital of the

C o m p a n y,  f o r  a n  a g g re g a t e  c o n s i d e r a t i o n  o f

HK$52,110,000, equivalent to about HK$0.193 per share

(or HK$0.386 per consolidated share).

As stated in the joint announcement of the Company dated

19th April, 2005, the Company announced the following

proposals, if approved and implemented, will result in

below.

Group Reorganisation

(i) the Company continuing to be a public l isted

company with its subsidiaries concentrating on its

business of manufacturing and trading of battery

products, investments in securities and property and

investment in unlisted investments;

6,400,000,000

0.022 0.022

6,400,000,000

21.11%

135,000,000

67,500,000

30.6% 52,110,000

0.193

0.386

(i)
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MANAGEMENT DISCUSSION AND ANALYSIS

(ii) all other subsidiaries of China Strategic carrying on

property development, vessels for sand mining and

investment holding business, and all other associates

of China Strategic carrying on manufacturing and

marketing of tires and business of providing package

tour, travel and other related services being grouped

under Group Dragon Investments Limited (“GDI”), a

wholly-owned subsidiary of the Company, and its

subsidiaries; and

(iii) the distribution in specie of the GDI share to the

shareholders of the Company whose names appear

on the register of members of the Company on the

record date on the basis of one GDI share for one

consolidated share of the Company.

Capital Reorganisation

(i) the cancellation of the paid-up capital of HK$0.05 on

each issued share of the Company and reduction in

the nominal value of each issued share of the

Company from HK$0.10 to HK$0.05;

(ii) the cancellation of the entire share premium account

of the Company;

(iii) the subdivision of each authorised but unissued

shares of the Company into two reduced shares of

the Company of HK$0.05 each; and

(iv) consolidate every two reduced shares of the

Company of HK$0.05 each into one consolidated

share of the Company of HK$0.10.

In April, 2005, the Group converted approximately HK$55

million convertible note of Wing On into ordinary shares of

HK$1.00 each of Wing On at conversion price of HK$1.97

per share. The interest of Wing On held by the Group was

accordingly increased to 27.74% upon conversion of the

convertible note into shares of HK$1.00 each in Wing On

by the Group.

(ii)

(iii)

(i)

0.05

0.10 0.05

(ii)

(iii)

0.05

(iv) 0.05

0.10

1.97

55,000,000

1.00

1.00

27.74%
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MANAGEMENT DISCUSSION AND ANALYSIS

NUMBER OF EMPLOYEES,
REMUNERATION POLICIES AND SHARE
OPTION SCHEME

As at 30th June, 2005 the Group employed approximately

429 staff. Remuneration packages comprised of salary and

year-end bonuses based on individual merits.

No share options were granted or exercised during the

period ended 30th June, 2005.

429
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OTHER INFORMATION

INTERIM DIVIDEND

The directors do not recommend the payment of an interim

dividend for the six months ended 30th June, 2005 (2004:

Nil).

DIRECTORS’ INTERESTS

As at 30th June, 2005, the interests and short positions of

the directors of the Company (the “Directors”) in the shares,

debentures or underlying shares of the Company or any of

its associated corporations (within the meaning of the Part

XV of the Securities and Futures Ordinance (the “SFO”)) or

which were required, pursuant to section 352 of the SFO

to be entered in the register referred to therein or which

were required to be notified to the Company and The Stock

Exchange of Hong Kong Limited (the “Stock Exchange”)

pursuant to the Model Code for Securities Transactions by

Directors of Listed Companies were as follows:

(I) The Company

Shares and (in respect of equity derivatives)

Underlying Shares

XV

352

(I)

Approximate

Long position/ Number of percentage of

Name of Director short position Nature of interest shares held shareholding

(Note 1)
1

Chan Kwok Keung,

Charles (Note 2) Long Position Corporate 258,819,795 29.36%

2

(II) Associated Corporation

Shares and (in respect of equity derivatives)

Underlying Shares

Approximately

Nature of Long position/ percentage of

Name of Director Name of company interest short position No. of shares shareholding

(Note 3)
3

Chan Kwok Keung, Wing On Travel

Charles (Holdings) Limited Personal Long position 172,800 0.039%

(II)



C
hi

na
 S

tr
at

eg
ic

 H
ol

di
ng

s 
Li

m
ite

d

54

OTHER INFORMATION

Notes:

1. Share(s) of HK$0.10 each in the capital of the Company.

2. Chan Kwok Keung, Charles is deemed to be interested in

258,819,795 shares in the Company held by Calisan

Developments Limited (“Calisan”) by virtue of his interest

in Chinaview International Limited (“Chinaview”) which owns

more than one-third of the issued share capital of Calisan.

Detai ls of which are disclosed under the heading

“Substantial Shareholders”.

3. Share(s) of HK$1.00 each in the capital of Wing On Travel

(Holdings) Limited.

Save as disclosed above, as at 30th June, 2005 none of

the Company’s directors or chief executive of the Company

or their associates had any interest or short position whether

beneficial or non-beneficial, in the shares or underlying

shares and debentures 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 for Securities Transaction by Directors of Listed

Companies.

Share Options

In June, 2002, the Company adopted a new share option

scheme (the “Scheme”) in order to comply with the new

requirements of Chapter 17 of the Listing Rules effective

from 1st September, 2001.

No share option was granted to any director of the Company

during the period end 30th June, 2005. There are no share

options outstanding as at 30th June, 2005.

1. 0.10

2. Chinaview International

L i m i t e d C h i n a v i e w

Chinaview Calisan Developments

Limited Calisan

Calisan 258,819,795

3.

1.00

352
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OTHER INFORMATION

Substantial Shareholders

As at 30th June, 2005, the following companies or persons

had an interest or short position in the shares and the

underlying shares of the Company as recorded in the

register required to be kept under section 336 of the SFO

and which would fall to be disclosed to the Company under

the provisions of Divisions 2 and 3 of Part XV of the SFO.

Percentage
Number of of issued

Name Capacity Notes shares share capital

Calisan Beneficial owner 1 258,819,795 29.36%

Great Decision Limited Interest held by controlled corporation 1 258,819,795 29.36%

Paul Y. – ITC Investments Group Limited Interest held by controlled corporation 1 258,819,795 29.36%

PYI Corporation Limited (formerly know as
Paul Y. – ITC Construction
Holdings Limited) Interest held by controlled corporation 1 258,819,795 29.36%

Hollyfield Group Limited Interest held by controlled corporation 1 258,819,795 29.36%

ITC Investment Holdings Limited Interest held by controlled corporation 1 258,819,795 29.36%

ITC Corporation Limited Interest held by controlled corporation 1 258,819,795 29.36%

Galaxyway Investments Limited Interest held by controlled corporation 1 258,819,795 29.36%

Chinaview Interest held by controlled corporation 1 258,819,795 29.36%

Dr. Chan Kwok Keung, Charles Interest held by controlled corporation 1 258,819,795 29.36%

Ms. Ng Yuen Lan, Macy Interest held by family 2 258,819,795 29.36%

Well Orient Limited Beneficial owner 3 258,819,794 29.36%

Powervote Technology Limited Interest held by controlled corporation 3 258,819,794 29.36%

Hanny Magnetics (B.V.I.) Limited Interest held by controlled corporation 3 258,819,794 29.36%

Hanny Holdings Limited Interest held by controlled corporation 3 258,819,794 29.36%

Nation Field Limited Beneficial owner 4 270,000,000 30.63%

Mr. Gao Yang Interest held by controlled corporation 4 270,000,000 30.63%

336

XV

2 3
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OTHER INFORMATION

Notes:

1. Dr. Chan Kwok Keung, Charles (“Dr. Chan”) owns the entire

interest of Chinaview which in turn owns the entire interest

in Galaxyway Investments Limited (“Galaxyway”).

Galaxyway owns more than one-third of the entire issued

ordinary share capital of ITC Corporation Limited (“ITC”).

ITC owns the entire interest of ITC Investment Holdings

Limited (“ITC Investment”). ITC Investment owns the entire

interest in Hollyfield Group Limited (“Hollyfield”). Hollyfield

owns more than one-third of the entire issued share capital

of PYI Corporation Limited (formerly know as Paul Y. – ITC

Construction Holdings Limited) (“PYI”). PYI owns the entire

interest of Paul Y. – ITC Investments Group Limited

(“PYITCIG”). PYITCIG owns the entire interest of Great

Decision Limited (“GDL”) which in turn owns the entire

interest in Calisan. Accordingly, GDL, PYITCIG, PYI,

Hollyfield, ITC Investment, ITC, Galaxyway, Chinaview and

Dr. Chan are deemed to be interested 258,819,795 shares

of the Company which are held by Calisan.

2. Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan and deemed

to be interested in 258,819,795 shares of the Company held

by Calisan.

3. Well Orient Limited (“WOL”) is wholly-owned by Powervote

Technology Limited (“PTL”) which is in turn owned by Hanny

Magnetics (B.V.I.) Limited (“Hanny Magnetics”). Hanny

Magnetics is wholly-owned by Hanny Holdings Limited

(“Hanny”). PTL, Hanny Magnetics and Hanny were deemed

to be interested in 258,819,794 shares of the Company

which were held by WOL.

4. The 270,000,000 shares of the Company represent the

shares of the Company agreed to be sold to Nation Field

Limited pursuant to the share agreement dated 10th March

2005 entered into between Nation Field Limited, Paul Y. and

Hanny. Mr. Gao Yang is beneficially interested in the entire

issued share capital of Nation Field. Accordingly, he is

deemed to be interested in the shares of the Company

agreed to be acquired by Nation Field Limited under the

SFO.

1. Chinaview

Chinav iew Galaxyway

Investments Limited Galaxyway

Galaxyway

ITC Investment

Holdings Limited ITC Investment

I T C  I n v e s t m e n t

Hollyfield Group Limited Hollyfield

Hollyfield

Paul Y. - ITC Investments Group

Limited PYITCIG PYITCIG

Great Decision Limited GDL

GDL Calisan

GDL PYITCIG Hollyfield

ITC Investment Galaxyway

Chinaview Calisan

258,819,795

2.

Calisan 258,819,795

3. Powervote

Technology Limited PTL

PTL Hanny Magnetics (B.V.I.)

Limited Hanny Magnetics

Hanny Magnetics

P T L H a n n y

Magnetics

258,819,794

4. 270,000,000

Nation Field Limited

Nation Field Limited

Nation Field Limited

Nation Field Limited
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OTHER INFORMATION

All the interests stated above represent long positions. As

at 30th June, 2005, no short positions were recorded in

the Register of Interests in Shares and Short Positions

required to be kept under Section 336 of the SFO.

CONTINUING DISCLOSURE
OBLIGATION

(1) As at 30th June, 2005, the financial assistance given

to the Company’s affiliated companies by the Group

to Wing On Travel (Holdings) Limited and its

subsidiaries (“Wing On Group”) amounted in

aggregated to approximately HK$147.64 million,

representing more than 8% of the Company’s market

capitalization of approximately HK$705.28 million as

at 30th June, 2005 (the “Market Capitalisation”).

Details of financial assistance given to the Company’s

affiliated companies as at 30th June, 2005:

Group’s Principal Interest Rate

Affiliated companies interest Advances Per annum Note(s)

(%) (million)

Wing On Group 27.74 HK$32.20 Prime+2% 1
32.20

HK$59.31 Prime 2
59.31

HK$50.38 Prime 3
50.38

Rmb5.54 6% 1
5.54

Rmb0.59 Nil 4
0.59

Notes:

1. The advances are unsecured and repayable on 2nd

January, 2006.

2. The advance is unsecured and mature on 29th

January, 2005 and not yet being on demand.

3. The advances is unsecured and mature on 9th June,

2005 and not yet being on demand.

4. The advance is unsecured, interest free and has no

fixed term of repayment.

336

(1)

147,640,000

705,280,000

8%

1.

2.

3.

4.
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OTHER INFORMATION

(2) Pursuant to Rule 13.22 of the Listing Rules, the

financial information of the affiliated companies and

the Group’s attributable interest in these affiliated

companies based on their financial position as at 30th

June, 2005 are presented below:

(2) 13.22

Consolidated
financial
position The Group’s

as at attributable
30.6.2005 Interest

(HK$’000) (HK$’000)

Non-current assets 2,233,936 619,694

Current assets 686,798 190,517

Current liabilities (655,080) (181,719)

Non-current liabilities (894,280) (248,073)

Minority interests (407,978) (113,173)

Net assets 963,396 267,246

CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company is committed to maintaining high standards

of corporate governance so as to ensure better

transparency and protection of shareholders’ interest. The

Company has complied with the code provision of the Code

on Corporate Governance Practices (the “Code”) in

Appendix 14 of the Listing Rules throughout the six months

ended 30th June, 2005, except for the following deviations:

1. Code Provision A.2.1. stipulates that the roles of

chairman and chief executive officer should be

separate and should not be performed by the same

individual. The Company does not have a separate

Chairman and Chief Executive Officer and Dr. Chan

Kwok Keung, Charles currently holds both positions.

The Board believes that vesting the roles of both

chairman and chief executive in the same person

provides the Group with strong and consistent

leadership and allows for more effective planning and

execution of long-term business strategies.

1. A.2.1.
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OTHER INFORMATION

2. Code Provision A.4.1. stipulates that non-executive

directors should be appointed for a specific term and

subject to re-election. Independent non-executive

directors of the Company do not have a specific term

of appointment as subject to retirement by rotation

and re-election at the annual general meeting in

accordance with the articles of association of the

Company.

3. Code Provision E.1.2. stipulates that the chairman of

the board should attend the annual general meeting.

The Chairman was unable to attend the annual

general meeting held on 29th June, 2005 as he had

another engagement that was important to the

business of the Company.

MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code as set in

Appendix 10 of the Listing Rules as its code of conduct

regarding directors’ securitie’s transactions. Having made

specific enquiry of all directors have complied with the

required standard set out in the Model Code as approved

in Appendix 10 of the Listing Rules.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

There was no purchase, sale or redemption of the listed

securit ies of the Company by the Company or i ts

subsidiaries during the period.

AUDIT COMMITTEE

The audit committee of the Company comprises Mr. David

Edwin Bussmann, Mr. Wong King Lam, Joseph and Mr. Sin

Chi Fai who are Independent Non-Executive Directors. The

audit committee has reviewed with management the

accounting principles and practices adopted by the Group

and discussed auditing, internal control and financial

reporting matters including the review of the unaudited

interim financial report for the six months ended 30th June,

2005.

2. A.4.1.

3. E.1.2.
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OTHER INFORMATION

REMUNERATION COMMITTEE

A remuneration committee was established by the

Company on 23rd April, 2005, in accordance with the

requirement of the Code. The Remuneration Committee,

comprising one executive director and two independent

non-executive directors, namely Dr. Yap, Allan, Mr. Wong

King Lam, Joseph and Mr. Sin Chi Fai which meets once a

year. The principal responsibilities of the remuneration

committee include formulation of the remuneration policy,

review and recommending to the Board the annual

remuneration policy, and determination of the remuneration

of the executive directors and members of the senior

management. Remuneration and the employment contracts

of new appointing directors have to be reviewed and

approved by the remuneration committee. Compensation

of removal or dismissal of directors has to be reviewed and

approved by the remuneration committee in accordance

with relevant contractual terms and any compensation

payment is otherwise reasonable and appropriate.

By Order of the Board

Dr. Chan Kwok Keung, Charles

Chairman

Hong Kong, 21st September, 2005

Yap, Allan
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