TO ALL SHAREHOLDERS
On behalf of the Board (the “Board”) of Artfield Group Limited

(the “Company”), | am pleased to present the annual report of the
Company and its subsidiaries (collectively the “Group”) for the year
ended 31 March 2006 to shareholders.

DIVIDEND

The Board does not recommend the payment of any dividend for
the year ended 31 March 2006 (2005: Nil).

FINANCIAL REVIEW

The Group recorded a turnover of approximately HK$221,135,000
for the year ended 31 March 2006 (2005: HK$238,300,000), it
represents a reduction of 7.2% or HKS17,165,000 as compared
with last year. The Group recorded a loss for the year of
approximately HK$72,149,000 in the year under review (2005:
loss for the year of HK$2,414,000). The performance of each of
the Group’s businesses are set out in more details in the

Management Discussion and Analysis of the annual report of the

Company for the year ended 31 March 2006.
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During the year under review, the Group has encountered a
difficult operating environment unseen for many years. The cost
of materials which the Group used in its manufacturing such as
copper, aluminium and plastic resin increased substantially. The
Renminbi appreciated with reference to Hong Kong dollars and as
the Group'’s operations are labour intensive, the labour cost surged
as a result of labour shortage in the southern delta area of Mainland
China and more labour turnover. All these factors lead to an erosion
of the gross profit margin of the Group’s products as the Group
was in most case not able to pass all of the increased cost to

customers in view of the severe competition of the market place.

The unfavourable operating environment has posted enormous
challenge to the Group’s management and taxed on its resources
and abilities. The Group had to re-examine its operations and to

re-focus on its core business and core competences.
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In view of the central government of the People’s Republic of
China (the “PRC") taking tight control on the sales of healthcare
products, and the operating environment for the healthcare
products in the PRC became more difficult, in February 2006 the
Group disposed the 49% equity interests in Success Start Holdings
Limited which engaged in the research and development,
production and sale of medical and healthcare products in the
PRC. Despite of the fact that the disposal resulted in impairment
loss of approximately HKS$23.8 million recognised in the current
year's results, the consideration for the disposal will bring in a
cash flow of HKS6.0 million for the Group’s operations upon

completion of the transaction on or before 21 August 2006.

The lighting division of the Group has been operating in a difficult
environment with decrease in sale turnover and an increase in
operating cost coupled with strong competition in the industry.
The Group's effort in improving its profitability have turned out in
vain. The Group disposed the manufacturing operations of the
lighting business in June 2006 with a view to disposing its
unprofitable operations and allowing the Group to reallocate and
concentrate its resources on core business and core competences.
The disposal of the lighting division will have positive effect on
the Group's net current assets in terms of the reduction in trade
creditors and the reduction in indebtedness owned by the Group
companies to the disposed companies as a result of the waiver by

the purchaser.

The Group has recognised that the key to success is to promote
and increase sales turnover. It could not be achieved without a
strong marketing function and management. The Group has added
high calibre personnels in the Hong Kong Marketing Department
and in overseas offices with a view to improving cooperation and

communication with customers.

The restructure of the USA office was completed with substantial
saving in operating cost as compared with the previous year. The
Group's Germany office, Wehrle Uhrenfabrik Gmbh, was relocated
from Black Forest to Bonn in Germany to facilitate trading and

retail business.
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The Group's European businesses (which are mainly carried out
by Ferdinand International (Marketing) Limited in the United
Kingdom and Wehrle Uhrenfabrik Gmbh in Germany) was put
into the same management under European Region with the
objective of attaining scale operations, better utilization of

resources, increasing stock turnover and enhancing sale.

The Group has acquired the entire issued share capital of Matrix
Software Inc. which engages in the marketing and development
of online computer games in the PRC. While the Group sees the
needs to diversify from its existing business for the next phase of
growth, the Group considers that the PRC multimedia and internet
market is a fast growing market with significant business potential.
The acquisition of the online computer games will enable the
Group to capture the business potential offered by such promising

industry and to expand the Group’s current businesses.

The Group has restructured its business in the year under review
with pragmatism, determination and dynamism and to focus on
its core business and core competence. These measures have laid
a firm foundation for the Group’s core businesses. The Group
shall continue to restructure its businesses should suitable
opportunity arise so as to enable the Group to embark the next

phase of growth.

APPRECIATION

On behalf of all my fellow directors, | sincerely thank all of our
staff for their loyalty, commitment and hard work, and our

customers, suppliers and shareholders for their continuing support.

By Order of the Board

LIANG Jin You

Chairman

Hong Kong, 25 July 2006
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