ANNUAL REPORT 2005 £ #§

Directors’ Report ERER=F§

The directors present their annual report and the audited financial
statements of the Company for the year ended 31st December, 2005.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities of its
principal subsidiaries and associates are set out in notes 46 and 23 to
the financial statements respectively.

GROUP REORGANIZATION AND CAPITAL REORGANIZATION
(a) Group reorganization

On 19th April, 2005, the Company announced a proposed
group reorganization (the “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 hotel operations being
grouped under the Group Dragon Investments Limited (“GDI")
(a wholly-owned subsidiary of the Company) and its subsidiaries
upon completion of the 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 (the “Capital
Reorganization”) as described below.

(b) Capital reorganization

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 (the “Capital Reduction”) and the cancellation
of the entire share premium account of the Company;

EEEREANFEE_ZERET A=
—HIFEZRAFRERKEEXMBRE -

FTEREK

ARAR—BREZERARF BT EHBEAF
MR B2 K50 R E N B SRR K46
23 ¢

EEEARRAEA
(a) £BE#LA

R-ZFAFMA+NE  KRAREM
SEEHA RS ((REEA]) @ WELT
ERNEET  BEROAAREER
REMRARZMA - HNBRARKET
RELEMBENBERY  EFRY
RWE  URIFFEMREBERZKE
(FEEETEENERREREER
EBZAARMMBLR  WRAKE
BTIREmBBEERZH  REKT
- RERBEXRBAERMBEA
A BREEESATRIEHERES
ROR (B8] ARAIZ2EWBL
A REMBARET ¢ RS ET
ZREBBMARY DR ARAARRE
B2 BRRDIREREER D - EEABRA
ARk (R T XA RERAEE T
B AR BEZE - REEKRD
(TREEA]) -

(b) KRAEA

ARRRBETRAZEE  EFhHR
(B BH) TIIER :

(i) HEBRARRBETRG ZH
RRA0.058 T - BEREEST
B 2 EE B O0.10% T Bl B =
0.054 7 (THIRARAN]) - BARaE
HADNRZ 22BN BEEE

25



26

® % £ B A R 2 8 CHINA STRATEGIC HOLDINGS LIMITED

Directors’ Report

(ii) subdivision of each authorized but unissued share of
the Company into two reduced shares of HK$0.05 each
("Subdivision”);

(i) every two reduced shares of the Company of HK$0.05
each arising from the Capital Reduction and Subdivision
will then be consolidated 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.

Details of the Group Reorganization and Capital Reorganization are
set out in a circular of the Company dated 10th September, 2005.
The Group Reorganization and Capital Reorganization have not yet
been completed at the date of this report.

SUBSIDIARIES AND ASSOCIATES

On 30th June, 2005, the Group acquired 88% and 100% of the
issued share capital of 51,188 5 AR 2 & (Dongguan Shi Jiang
Hai Trading Company Limited) and &/ 125 & % & IR A 7] (Guangzhou
Yao Yang Industrial Company Limited), respectively, for an aggregate
cash consideration of HK$50 million. The two newly acquired
subsidiaries owned vessels for the business of sand mining.

In January and February 2005, the Group subscribed 8,740,000 new
ordinary shares of HK$0.01 each in the capital of Wing On Travel
(Holdings) Limited (“Wing On") and the Group's interest in Wing On
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%.
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RESULTS

The results of the Group for the year ended 31st December, 2005 are
set out in the consolidated income statement on page 39.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales attributable to the Group’s five
largest customers were approximately 31% of the Group’s total sales
and the sales attributable to the Group’s largest customer were
approximately 7% of the Group’s total sales. The aggregate purchases
attributable to the Group's five largest suppliers were approximately
39% of the Group’s total purchases and the purchases attributable to
the Group’s largest supplier were approximately 12% of the Group's
total purchases.

None of the director, the supervisors, their associates or any
shareholders which to the knowledge of the directors, own more
than 5% of the Company’s issued share capital had any interest in
the five largest suppliers or customers.

PROPERTY, PLANT AND EQUIPMENT

During the year, property, plant and equipment with an aggregate
net book value of approximately HK$113 million were acquired as a
result of acquisition of subsidiaries.

Details of these and other movements in the property, plant and
equipment of the Group during the year are set out in note 17 to the
financial statements.

SHARE CAPITAL

Details of movements of share capital of the Company during the
year are set out in note 33 to the financial statements.

DISTRIBUTABLE RESERVE OF THE COMPANY

As at 31st December, 2005, the Company had no reserve available
for distribution to shareholders.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

During the year, neither the Company nor any of its subsidiaries
purchased, sold or redeemed any of the Company’s listed securities.
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DIRECTORS

The directors of the Company during the year and up to the date of
this report were:

Executive directors:

Dr. Chan Kwok Keung, Charles
Chairman and Chief Executive Officer
Dr. Yap, Allan
Vice-Chairman
Ms. Chau Mei Wah, Rosanna
Ms. Chan Ling, Eva

Mr. Li Bo (appointed on 7th January, 2005)

Alternate director to Dr. Chan Kwok Keung, Charles:
Mr. Chan Kwok Hung

Alternate director to Dr. Yap, Allan:

Mr. Lui Siu Tsuen, Richard

Independent non-executive directors:

Mr. David Edwin Bussmann
Mr. Wong King Lam, Joseph
Mr. Sin Chi Fai (appointed on 19th January, 2005)

Ms. Fung Wan Yiu, Agnes (resigned on 19th January, 2005)

In accordance with Article 116 of the Company's Articles of
Association, Dr. Chan Kwok Keung, Charles, Dr. Yap, Allan and Ms.
Chan Ling, Eva retire at the forthcoming annual general meeting by
rotation.

The directors proposed for re-election at the forthcoming Annual
General Meeting do not have any service contract which is not
determinable by the Group within one year without payment of
compensation (other than statutory compensation).

The term of office of each non-executive director is the period up to
the retirement by rotation in accordance with the Company’s Articles
of Association.
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DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual general
meeting has a service contract which is not determinable by the
Group within one year without payment of compensation (other than
statutory compensation).

BRIEF DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

The biographical details of Directors and Senior Management are set
out on pages 13 to 15.

DIRECTOR’S INTERESTS IN SHARES

As at 31st December, 2005, the interests of the directors of the
Company and their associates in the share of the Company and its
associated corporations as recorded in the register maintained by the
Company pursuant to section 352 of the Securities and Futures
Ordinance or as otherwise notified to the Company and The Stock
Exchange of Hong Kong Limited (the “Hong Kong Stock Exchange”)
pursuant to the Model Code (the “Mode Code”) for Securities
Transactions by Directors of Listed Companies, were as follows:
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Dr. Chan Kwok Keung, Charles (Note 2) Interest held by 258,819,795 29.36%
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HEZERARER (Ktat1)
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Notes:
1. Share(s) of HK$0.10 each in the capital of the Company.
2. Dr. Chan Kwok Keung, Charles is deemed to be interested in

258,819,795 shares of the Company held by Calisan
Developments Limited (“Calisan”) by virtue of his interest in
Chinaview International Limited (“Chinaview”) which has a
controlling interest in Calisan. Details of which are disclosed under
the heading “Substantial Shareholders”.

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

Other than as disclosed above, none of the directors nor their
associates had any interests or short positions in the shares and
underlying shares of the Company or any of its associated corporations
as at 31st December, 2005.

SHARE OPTION SCHEME

Particulars of the Company’s share option scheme are set out in note
34 to the financial statements.

No options were outstanding at 31st December, 2005 under the share
option scheme. No options were granted, exercised, cancelled or lapsed
during the year.

ARRANGEMENT TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed under the section “Share option scheme”, at
no time during the year was the Company, its holding company, or
any of its subsidiaries or fellow subsidiaries, a party to any
arrangements to enable the directors of the Company to acquire
benefits by means of the acquisition of shares in, or debt debentures
(including debentures), of the Company or any other body corporate.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

No contract of significance, to which the Company, its holding
company, subsidiaries or fellow subsidiaries was a party and in which
a director of the Company had a material interest, whether directly
or indirectly, subsisted at the end of the year or at any time during
the year.
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SUBSTANTIAL SHAREHOLDERS TERR
As at 31st December, 2005, the register of substantial shareholders R-ZEET

maintained by the Company pursuant to Section 336 of the Securities
and Future Ordinance shows that the following shareholders had
notified the Company of relevant interests in the issued share capital

of the Company.

Long positions
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Approximate
shareholding

Number percentage
Name Capacity Notes of shares &
Y 55 Wi BAEE  BRESH
Calisan Beneficial owner 1 258,819,795 29.36%
EGEAA
Great Decision Limited Interests held by controlled corporation 1 258,819,795 29.36%
XEGEERB ER
PYI Investments Group Limited Interests held by controlled corporation 1 258,819,795 29.36%
(formerly known as Paul Y. REHEERE 2 #aH
— ITC Investments Group Limited)
PYI Investments Group Limited
(8178 Paul Y.— ITC Investments
Group Limited)
PYI Corporation Limited Interests held by controlled corporation 1 258,819,795 29.36%
(formerly known as Paul Y.
— [TC Construction Holdings Limited) B
RESEFERAA REtZEERA R
(MBREEHEEEEERAT)
Hollyfield Group Limited Interests held by controlled corporation 1 258,819,795 29.36%
REtEERFA R
ITC Investment Holdings Limited Interests held by controlled corporation 1 258,819,795 29.36%
XEGEERB ER
ITC Corporation Limited Interests held by controlled corporation 1 258,819,795 29.36%
ERECXEEERRA RREGEERE ER
Galaxyway Investments Limited Interests held by controlled corporation 1 258,819,795 29.36%
REGEERE 2 ER
Chinaview Interests held by controlled corporation 1 258,819,795 29.36%
XREGEERB ER
Dr. Chan Kwok Keung, Charles Interests held by controlled corporation 1 258,819,795 29.36%
RE®EL XEGEERE 2R
Ms. Ng Yuen Lan, Macy Interests held by family 2 258,819,795 29.36%
Rt R &
Well Orient Limited Beneficial owner 3 258,819,794 29.36%
iR AR A A EREBA
Powervote Technology Limited Interests held by controlled corporation 3 258,819,794 29.36%
REGEERE 2 ER
Hanny Magnetics (B.V.I.) Limited Interests held by controlled corporation 3 258,819,794 29.36%
REGEERE 2 ER
Hanny Holdings Limited Interests held by controlled corporation 3 258,819,794 29.36%
BREASEERAA XEGEERB ER
Kingston Finance Limited Beneficial owner 4 123,819,794 14.04%
ENERBAERAA BGEAA
Ms. Chu Yuet Wah Interests held by controlled corporation 4 123,819,794 14.04%
FRELL XEGEERE ER
Ms. Ma Siu Fong Interests held by controlled corporation 4 123,819,794 14.04%
SLELL XEGEERE 2 ER
Nation Field Limited Beneficial owner 5 270,000,000 30.63%
BEGBEAA
Interest held by controlled corporation 5 270,000,000 30.63%

Mr. Gao Yang
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Notes:

Dr. Chan Kwok Keung, Charles 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”) which
owns the entire interest of Hollyfield Group Limited (“Hollyfield"). Hollyfield
owns more than one-third of the entire issued share capital of PYI
Corporation Limited (“PYI", formerly known as Paul. Y. — ITC Construction
Holdings Limited). PYI owns the entire interest of PYI Investments Group
Limited (formerly known as Paul Y. — ITC Investments Group Limited)
("PYIIG"). PYIIG owns the entire interest in Great Decision Limited (“GDL")
which in turn owns the entire interest in Calisan. Accordingly, GDL, PYIIG,
PYI, Hollyfield, ITC Investment, ITC, Galaxyway, Chinaview and Dr. Chan
Kwok Keung, Charles were deemed to be interested in 258,819,795 shares
in the Company which are held by Calisan.

Ms. Ng Yuen Lan, Macy is a spouse of Dr. Chan Kwok Keung, Charles
and deemed to be interest in 258,819,795 shares of the Company held
by Calisan.

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, Hanny were deemed
to be interested in 258,819,794 shares in the Company which are held by
WOL.

Ms. Chu Yuet Wah (“Ms. Chu"”) and Ms. Ma Siu Fong ("Ms. Ma") are
deemed to be interested in 123,819,794 shares in the Company through
the interest in Kingston Finance Limited which is a company beneficially
owned by Ms. Chu and Ms. Ma.

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, PYI and Hanny. Mr. Gao Yang is beneficially interested in the
entire issued share capital of Nation Field Limited. Accordingly, he is
deemed to be interested in the shares of the Company agreed to be
acquired by Nation Field Limited under the SFO.

Other than disclosed above, the Company had not been notified of
any other interests or short position in the issued shares of the
Company as at 31st December, 2005.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESSES EENGRERCES

The interests of the directors in competing businesses during the year
required to be disclosed pursuant to Rule 8.10 of the Rules Governing
the Listing of Securities on the Hong Kong Stock Exchange (the “Listing

Rules”) were as follows:

Name of Director

EENA

Name of Company

NAERE

Nature of competing business

BEEBMNE

R EFREFERTREARBELRR
A% LA (L5 RAL) E810M T UK
BLREMT

Nature of interest

BEEME

Dr. Chan Kwok Keung,
Charles
PR B9 58 1 +

Dr. Yap, Allan
Yap, Allan &+

Ms. Chan Ling, Eva
BRIL 2+

Mr. Lui Siu Tsuen,
Richard

BIRRELE

APPOINTMENT OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received, from each of the independent non-
executive directors, an annual confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. The Company considers all

PY| and its subsidiaries
REREMBARF

Wing On and its
subsidiaries
KEREWB AR

Wing On and its
subsidiaries
e =N

Wing On and its
subsidiaries

XL R EMW B DT

Property development and
investment in The People’s
Republic of China (the "PRC")

PR EARLME ([FE])
ZHMRBERRKRE

Property investment in the PRC
Rz MERE

Property investment in the PRC

Substantial shareholder
and non-executive director
of PYI

REZEERER
FHRITES

Executive director of
Wing On

S= xx

KEZBITES

Director of subsidiaries

Rz MERE of Wing On
KRMBRRIZES
Property investment in the PRC Executive director of
Rz MERE Wing On
KEZHTES
ZEBVUFHITES

of the independent non-executive directors are independent.
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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 year ended 31st
December, 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.

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.

EEERERTA

ARRBNHERBKENEEER  URERE
RERE M RERRER  ARARBEE=
ZERF T A=T—BILFE—HETLM
MAIK ST O EEE AT A TR (TSR]
2T RIME - AT BIBRRA -

1. FAHEXA2VRELERITREED
BERTURD RTEH —ARE - &
DRZERRITHASE A MRERE
T—ARE-EFGHE-ARELRE
RITRBH BB ZARERERS
EfMzEE YT AMGEINER
BRIZEGRE -

2. THBXALIREFNTEEEEZ
EEEFHIAETER - RARIZEY
FATEFTEETEH  BEDRIE
ARRZERAANBRBEAE LR
FRERBEEE -

3. TRBXEI2HATEZSCEIFRAR
GHERRBFAEG - ANEFEBRE
HARRERBERERZEFH - HRHE
REHE_ZTERE A -TNBET
ZBERBFEKRE -



ANNUAL REPORT 2005 £ #§

Directors’ Report

EEEHRES

EMOLUMENT POLICY

A Remuneration Committee is set up for reviewing the Group's
emolument policy structure for all remuneration of the directors and
senior management of the Group, having regard to the Group's
operating results, individual performance and comparable market
statistic.

The Company has adopted a share option scheme as an incentive to
directors and eligible employees, details of the scheme is set out in
note 34 to the financial statements.

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained a sufficient public float throughout the
year ended 31st December, 2005.

POST BALANCE SHEET EVENT

Details of the significant post balance sheet events are set out in
note 47 to the financial statements.

CONTINUING DISCLOSURE OBLIGATION

1. As at 31st December, 2005, the amount advance made by the
Group to its affiliated companies, namely Wing On and its
subsidiaries ("Wing On Group”) aggregated to approximately
HK$174.12 million, representing more than 8% of the
Company's market capitalization of approximately HK$758.17
million as at 31st December, 2005 (the “Market
Capitalization™).
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Details of amount advanced to Wing On Group as at 31st

Eéf77£¢+ A=1t—B ®BTXk%&E

December, 2005 are as follows: ZEBFEBNOT
Equity interest Interest Rate
Affiliated companies held by the Group Amount of advances Per annum Note
BEAR rEEfEREAES adzeE FEF fft i
(million)
(BE)
Wing On Group 27.74% HK$32.20  Prime + 2% 1
K& E 3220870 HREENXNHE
HK$46.30  Prime 2
4630 T JEEME
HK$89.74  Prime 3
89.74 BT HREENE
RMB5.54 6% 1
AR5 547 KNE
HK$3.80  Nil 4
3808 &
Notes: Htaz -
1. The advances are unsecured and repayable on 2nd July, 2006. 1. BRDEERREAR_SZERFLHAZHE
2. The advance is unsecured and matured on 29th January, 2005 2. @ ANDEEBRRR-_TTRE-A=-THhAE

but not yet being on demand.

3. The advance is unsecured and repayable on 31st December, 2006.

4. The advance is unsecured, interest free and repayable on demand.

The financial information of Wing On Group as at 31st
December, 2005 are as below:
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HK$’000

BET T
Non-current assets FERBEE 2,268,901
Current assets TENEE 762,722
Current liabilities TEaE (736,560)
Net current assets RBEEFE 26,162
Non-current liabilities FERBEE (881,019)
Net assets EEFE 1,414,044
Equity attributable to holders of the parent BRAIFAEAEEER 978,976
Minority interests DYRFRER 435,068
Total equity mER 1,414,044

Details of the above associate are set out in note 23 to the
financial statements.
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AUDITORS
A resolution will be submitted to the Annual General Meeting of the
Company to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors

of the Company.

On behalf of the Board

Dr. Chan Kwok Keung, Charles
Chairman

Hong Kong
7th April, 2006
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