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1. GENERAL INFORMATION

The Company is incorporated in Bermuda as an
exempted company with limited liabilities and its
shares are listed on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”).

The addresses of the registered office and principal
place of business of the Company are disclosed in the
“Corporate Information” section of the annual report.

The Company is an investment holding company. Its
subsidiaries are principally engaged in property
development, property management and investment
holding.

2. BASIS OF PREPARATION

Going concern basis

At 31 December 2005, the Group had net current
liabilities of approximately of HK$414,735,000 (2004:
HK$1,080,743,000). In addition, the Group had
overdue short term borrowings together with relevant
interest of HK$13,880,000 (2004: HK$45,144,000.
The directors have been (i) in negotiations with new
or existing bankers and third parties with a view to
obtaining new facilities and/or renewals of the existing
facilities granted to the Group; and (ii) closely
monitoring the disposal of properties to raise funds.

The directors have considered the liquidity of the
Group in light of the above and the funding
requirements of the Group for the foreseeable future.
The directors believe that the Group will be able to
raise sufficient funds to meet its financial obligations
and liabilities and funding requirements for the
development of the Group’s property projects. The
directors expect that the Group will be able to generate
moderate profit and sufficient cash flow from the
aforesaid projects to support the Group’s financial
requirement. Accordingly, the financial statements
have been prepared on a going concern basis.

1.

2.

414,735,000

1,080,743,000

13,880,000

45,144,000 (i)

(ii)
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS

In the current year, the Group has adopted a number

of new Hong Kong Financial Reporting Standards

(“HKFRSs”) issued by the Hong Kong Institute of

Certified Public Accountants (“HKICPA”) that are

relevant to its operations and effective for accounting

periods beginning on or after 1 January 2005. The

adoption of these HKFRSs has resulted in changes in

the Group’s accounting policies in the following areas

that have affected the amounts reported for the current

or prior accounting years are prepared and presented:

HKFRS 2 Share-based payments

HKFRS 3 Business combinations

HKAS 17 Leases

HKAS 40 Investment property

HKAS 32 and

HKAS 39 Financial instruments

HKAS-Int 21 Income taxes — Recovery of

revalued non-depreciable assets

HK-Int 3 Revenue  — Pre-comple t ion

c o n t r a c t s  f o r  t h e  s a l e s  o f

development properties

3.

2

3
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

a) HKFRS 2 SHARE-BASED PAYMENT

In the current year, the Group has applied
HKFRS 2 Share-based Payment which requires
an expense to be recognised where the Group
buys goods or obtains services in exchange for
shares or rights over shares (“equity-settled
transactions”), or in exchange for other assets
equivalent in value to a given number of share
o r  r i g h t s  ove r  s h a r e s  ( “ c a s h - s e t t l e d
transactions”). The principal impact of HKFRS
2 on the Group is in relation to the expensing of
the fair value of share options granted to
directors and employees of the Company,
determined at the date of grant of the share
options, over the vesting period. Prior to the
applicable of HKFRS 2, the Group did not
recognise the financial effect of these share
options until they were exercised.

b) HKFRS 3 BUSINESS COMBINATIONS

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 liabilities over the cost of acquisition
(“discount on acquisition”) is recognised
immediately in profit or loss in the period in
which the acquisition takes place. In previous
years, negative goodwill arising on acquisitions
prior to 1 January 2001 was held in reserves,
and negative goodwill arising on acquisitions
after 1 January 2001 was presented as a
deduction from assets and released to income
based on an analysis of the circumstances from
which the balance resulted. In accordance with
the relevant transitional provisions in HKFRS
3, the Group has derecognised all negative
goodwill at 1 January 2005.

3.

(a) 2

2

2

2

(b) 3

3

3



40

Nam Fong International Holdings Limited

31 December 2005

NOTES TO THE FINANCIAL STATEMENTSNOTES TO THE FINANCIAL STATEMENTS

3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

c) HKAS 17 LEASES

The adoption of revised HKAS 17 has resulted
in a change in the accounting policy relating to
the reclassification of land use rights from
properties held for/under development to land
leases payments. The up-front prepayments
made for the leasehold land and land use rights
are expensed in the income statement on a
straight-line basis over the period of the lease
or where there is impairment, the impairment is
expensed in the income statement. In prior years,
the land use rights included in properties held
for/under development were accounted for at
cost less accumulated impairment losses. The
transitional provisions require retrospective
application of this new policy and accordingly
the 2004 comparative figures had reflected the
retrospective effect of the change.

d) HKAS 40 INVESTMENT PROPERTY

The adoption of revised HKAS 40 has resulted
in a change in the accounting policy for which
the changes in fair values of investment
properties are recorded in the income statement
from 1 January 2005. In prior years, the
increases in fair value were credited to the
investment properties revaluation reserve.
Decreases in fair value were first set off against
increases on earlier valuations on a portfolio
basis and thereafter expensed in the income
statement. The transitional provisions do not
require retrospective application of this new
policy to restate the amounts for previous years,
and in this connection the Group has chosen not
to reflect the effect of this change in the 2004
comparative figures. The investment property
reva lua t ion  rese rve  o f  approx imate ly
HK$165,301,000 as at 31 December 2004 has
been transferred to retained earnings on 1
January 2005,  in  accordance with  the
transitional provisions.

3.

(c) 17

17

(d) 40

40

165,301,000
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

e) HKAS 32 FINANCIAL INSTRUMENTS:

DISCLOSURE AND PRESENTATIONS

A N D  H K A S  3 9  F I N A N C I A L

INSTRUMENTS: RECOGNITION AND

MEASUREMENT

In the current year, the Group has applied HKAS

32 financial instruments: Disclosure and

presen ta t ion  and  HKAS 39  f inanc ia l

instruments: Recognition and measurement.

HKAS 32 requires retrospective application.

HKAS 39, which is effective for annual periods

beginning on or after 1 January 2005, generally

does not permit the recognition, derecognition

or measurement of financial assets and liabilities

on a retrospective basis. The application of

HKAS 32 has had no material impact on how

financial instrument of the Group are presented

for current and prior accounting periods. The

p r i n c i p a l  e f f e c t s  r e s u l t i n g  f r o m  t h e

implementation of HKAS 39 are summarised

below:

i) Classification and measurement of

financial assets and financial liabilities

The Group has applied the relevant

transitional provisions in HKAS 39 with

respect  to  the  c lass i fica t ion  and

measurement of financial assets and

financial liabilities that are within the

scope of HKAS 39.

3.

(e) 32

39

32

39

32

39

32

3 9

i)

39

39
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

e) HKAS 32 FINANCIAL INSTRUMENTS:

DISCLOSURE AND PRESENTATIONS

A N D  H K A S  3 9  F I N A N C I A L

INSTRUMENTS: RECOGNITION AND

MEASUREMENT (Cont’d)

i) Classification and measurement of

financial assets and financial liabilities

(Cont’d)

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-maturity financial assets”.

“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.

Available-for-sale equity investments that

do not have quoted market prices in an

active market and whose fair value cannot

be reliably measured and derivatives that

are linked to and must be settled by

delivery of  such unquoted equity

instruments are measured at cost less

impairment after initial recognition.

“Loans and receivables” and “held-to-

maturity financial assets” are measured

at amortised cost using the effective

interest method after initial recognition.

3.

(e) 32

39

i)

39
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

e) HKAS 32 FINANCIAL INSTRUMENTS:

DISCLOSURE AND PRESENTATIONS

A N D  H K A S  3 9  F I N A N C I A L

INSTRUMENTS: RECOGNITION AND

MEASUREMENT (Cont’d)

ii) Financial assets and financial liabilities

other than equity securities

From 1 January 2005 onwards, the Group

has classified and measured its financial

assets and financial liabilities other than

equity securities (which were previously

outside the scope of  SSAP24) 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 liabilities at fair value through

profit or loss are measured at fair value,

with changes in  fa i r  value being

recognised in profit or loss directly. Other

financial  l iabil i t ies are carried at

amortised cost using the effective interest

method after initial recognition. The

Group  ha s  app l i ed  t he  r e l evan t

transitional provisions in HKAS 39.

However, there has been no material

effect on how the results for the current

accounting period are prepared and

presented.

3.

(e) 32

39

(ii)

39

24

39

39
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

f) HKAS-INT 21  INCOME TAXES —

RECOVERY OF REVALUED NON-

DEPRECIABLE ASSETS

The adoption of revised HKAS-Int 21 has
resulted in a change in the accounting policy
relating to the measurement of deferred tax
liabilities arising from the revaluation of
investment properties. Such deferred tax
liabilities are measured on the basis of tax
consequences that would follow from recovery
of the carrying amount of that asset through use.
In prior years, the carrying amount of that asset
was expected to be recovered through sale. The
transitional provisions require retrospective
application of this new policy and accordingly
the 2004 comparative figures reflected the
retrospective effect of the change.

g) H K - I N T  3  R E V E N U E  —  P R E -

COMPLETION CONTRACTS FOR THE

S A L E S  O F  D E V E L O P M E N T

PROPERTIES

The adoption of HK-Int 3 has resulted in a
change in the accounting policy relating to
revenue recognition arising from the sale of
properties. Such revenue is recognised only
upon completion of the related sale agreement,
which refers to the time when properties are
completed and delivered to the buyers. In prior
years, revenue from the sale of properties under
development was recognised according to the
percentage of completion method. The Group
has elected to apply the requirements of HK-
Int 3 to pre-completion contracts for the sale of
development properties entered into on or after
1 January 2005. Accordingly, no prior period
figures have been restated.

3.

(f)   21

  

21

(g)   3   
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

h) SUMMARY OF THE EFFECTS OF

CHANGES IN ACCOUNTING POLICIES

i) The cumulative effects of the application

of the new HKFRSs on 31 December

2004 and 1 January 2005 are summarised

below:

As at
As at 31 December As at

31 December Retrospective Adjustments 2004 1 January
2004 (As restated) 2005

(originally stated) HKAS Prospective (As restated)
INT 21 HKAS 17 HKAS 40 adjustments

21 17 40
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Balance sheet items

Property held for/under
development 404,989 — (82,821 ) — 322,168 — 322,168

Prepaid lease payments
(current and
non-current) — — 82,821 — 82,821 — 82,821

Investment properties 735,000 — — — 735,000 — 735,000

Deferred tax liabilities — (104,140 ) — — (104,140 ) — (104,140 )

Other assets 22,419 — — — 22,419 — 22,419
Other liabilities (1,104,739 ) — — — (1,104,739 ) — (1,104,739 )

Total effect on assets
and liabilities 57,669 (104,140 ) — — (46,471 ) — (46,471 )

Share capital 136,000 — — — 136,000 — 136,000
Accumulated losses (1,058,438 ) (104,140 ) — — (1,162,578 ) 179,627 (982,951 )
Investment properties

revaluation reserve 165,301 — — — 165,301 (165,301 ) —
Other reserve 814,806 — — — 814,806 (14,326 ) 800,480

Total effects on equity 57,669 (104,140 ) — — (46,471 ) — (46,471 )

3.

(h)

i)
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

h) SUMMARY OF THE EFFECTS OF

CHANGES IN ACCOUNTING POLICIES

(Cont’d)

ii) The financial effects of the application of

the new HKFRSs to the Group’s equity

on 1 January 2004 are summarised below:

As originally As

stated Adjustments restated

HK$’000 HK$’000 HK$’000

Accumulated losses (1,003,546) (127,074) (1,130,620)

Total effects on equity

(1,003,546) (127,074) (1,130,620)

iii) The HKICPA has issued the following

new s tandards ,  amendments  and

interpretations that have been issued but

are not yet effective. The Group has

considered the following standards,

amendments and interpretations but does

not expect they will have a material effect

on how the results of operations and

financial position of the Group are

prepared and presented.

3.

(h)

ii)

(iii)
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

h) SUMMARY OF THE EFFECTS OF

CHANGES IN ACCOUNTING POLICIES

(Cont’d)

HKAS 1 Capital disclosures1

(Amendment)

HKAS 19 Actuarial gains and losses, group

(Amendment) plans and disclosures2

HKAS 21 The effects of changes in foreign

(Amendment) exchange rate — Net investment in

a foreign operation2

HKAS 39 Cash flow hedge accounting of

(Amendment) forecast intragroup transactions 2

HKAS 39 The fair value option2

(Amendment)

HKAS 39 & Financial guarantee contracts2

HKFRS 4

(Amendment)

HKFRS 6 Exploration for and evaluation of

mineral resources2

HKFRS 7 Financial instruments: Disclosures1

HK(IFRIC)-Int 4 D e t e r m i n i n g  w h e t h e r  a n

arrangement contains a lease2

HK(IFRIC)-Int 5 Rights to interests arising from

decommissioning, restoration and

environmental  rehabi l i ta t ion

funds2

3.

(h)

1

1

19 2

21   

2

39

2

39 2

2

39

4

6 2

7 1

2

 4

 5
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3. ADOPTION OF NEW AND REVISED HONG
K O N G  F I N A N C I A L  R E P O R T I N G
STANDARDS (Cont’d)

h) SUMMARY OF THE EFFECTS OF

CHANGES IN ACCOUNTING POLICIES

(Cont’d)

HK(IFRIC)-Int 6 Liabilities arising from

participating in a specific

market — Waste electrical

and electronic equipment3

HK(IFRIC)-Int 7 Applying the restatement

approach under HKAS 29

financia l  repor t ing  in

H y p e r i n f l a t i o n a r y

Economics4

HK(IFRIC)-Int 8 Scope of HKFRS 25

HK(IFRIC)-Int 9 R e a s s e s s m e n t  o f

embedded derivatives6

1 Effec t ive  f rom annual  per iods

beginning on or after 1 January 2007
2 Effec t ive  f rom annual  per iods

beginning on or after 1 January 2006
3 Effec t ive  f rom annual  per iods

beginning on or after 1 December 2005
4 Effec t ive  f rom annual  per iods

beginning on or after 1 March 2006
5 Effec t ive  f rom annual  per iods

beginning on or after 1 May 2006
6 Effec t ive  f rom annual  per iods

beginning on or after 1 June 2006

3.

(h)
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3
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4. SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been

prepared in accordance with HKFRSs issued by the

HKICPA and applicable provisions required by the

Rules Governing the Listing of Securities on the Stock

Exchange of Hong Kong Limited and the disclosure

requirements of the Hong Kong Companies Ordinance.

The consolidated financial statements have been

prepared under the historical cost convention, as

modified by the revaluation of investment properties

which are carried at fair value, as explained in the

accounting policies set out below:.

a) BASIS OF CONSOLIDATION

The consol idated financial  s ta tements

incorporate the financial statements of the

Company and its subsidiaries made up to 31

December each year.

The results of subsidiaries acquired or disposed

of during the year are included in the

consolidated income statement from the

effective date of acquisition or up to the effective

date of disposal, as appropriate.

All significant intra-group transactions,

balances, income and expenses are eliminated

on consolidation.

b) SUBSIDIARIES

A subsidiary is a company controlled by the

Company. A subsidiary is considered to be

controlled if the Company has the power directly

or indirectly, to govern the financial and

operating policies, so as to obtain benefits from

their activities.

4.

a)

b)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

b) SUBSIDIARIES (Cont’d)

In the Company’s balance sheet, investments in

subsidiaries are stated at cost less impairment

losses. The results of subsidiaries are accounted

for by the Company to the extent of dividends

received and receivable.

c) REVENUE RECOGNITION

(i) Revenue from sale of properties is

recognised upon completion of sale

agreement, which refers to the time when

the r isks and rewards of  the sale

transactions are transferred to the buyers.

Deposits and instalments received on

properties sold prior to completion of the

respective sale agreements are included

as deferred revenue under current

liabilities.

(ii) Rental revenue and other revenue

incidental to the letting of properties are

recognsied on a straight-line basis over

the periods of the respective leases.

(iii) Interest income is recognised on a time-

proport ion basis  on the principal

outstanding and at the rate applicable.

4.

b)

c)

(i)

(ii)

(iii)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

d) SEGMENT REPORTING

A segment is a distinguishable component of

the Group that is engaged either in providing

products or services (business segment), or in

providing products or services within a

particular economic environment (geographical

segment), which is subject to risk and rewards

that are different from those of other segments.

e) CO-OPERATIVE JOINT VENTURES IN

THE PRC

Co-operative joint ventures are Sino-foreign

joint ventures in respect of the partners’ profit

sharing ratios and share of net assets upon the

expiration of the joint venture periods are not

necessarily in proportion to their capital

contribution ratios but are as defined in the joint

venture contracts. The Group’s investments in

co-operative joint ventures are accounted for as

if they are subsidiaries of the Company by virtue

of the fact that the Group has control over the

boards of directors of the joint ventures and/or

undertakes the rights and obligations in terms

of the business operations.

f) INVESTMENT PROPERTIES

Investment properties are land and buildings

which are owned or held under a leasehold

interest to earn rental income and/or for capital

appreciation.

4.

d)

e)

f)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

f) INVESTMENT PROPERTIES (Cont’d)

On initial recognition, investment properties are

measured at cost, including any directly

attributable expenditure. Subsequent to initial

recognition, investment properties are measured

using the fair value model. Gains or losses

arising from changes in the fair value of

investment property are included in profit or loss

for the period in which they arise.

Investment properties are stated in the balance

sheet at fair value. Any gain or loss arising from

a change in fair value or from the retirement or

disposal of an investment property is recognised

in income statement.

g) P RO P E RT I E S  H E L D  F O R / U N D E R

DEVELOPMENT

Properties held for/under development for long-

term purposes are stated at cost less impairment

losses.

Properties held for/under development for sale

are included in current assets at the lower of

cost and net realisable value.

Cost of properties in the course of development

comprises development costs including

attributable interest and professional charges

capitalised during the development period.

4.

f)

g)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

g) P RO P E RT I E S  H E L D  F O R / U N D E R

DEVELOPMENT (Cont’d)

Net realisable value is determined by reference

to sales proceeds of properties sold in the

ordinary course of business less all estimated

selling expenses after the balance sheet date, or

by management estimates based on prevailing

market conditions.

No depreciation is provided on properties held

for/under development.

h) I N V E N T O R Y  O F  C O M P L E T E D

PROPERTIES

Inventory of completed properties are included

in current assets at the lower of cost and net

realisable value. Cost comprises development

costs including attributable interest and

professional charges capitalised during the

development period, and is determined by

apportionment of the total costs attributable to

the unsold properties.

i) FIXED ASSETS AND DEPRECIATION

Fixed assets are stated at cost less accumulated

depreciation and accumulated impairment

losses, if any. Fixed assets are depreciated at

rates sufficient to write off their cost less

residual value over their estimated useful lives

on a straight-line basis. The principal annual

rates are as follows:

Office equipment, furniture

and fixtures 20% to 25%

Motor vehicles 15% to 20%

4.

g)

h)

i)

20% to 25%

15% to 20%
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

i) FIXED ASSETS AND DEPRECIATION

(Cont’d)

Major costs incurred in restoring fixed assets to

their normal working condition are charged to

the income statement. Improvements are

capitalised and depreciated over their expected

useful lives to the Company.

The gain or loss on disposal of fixed assets is

the difference between the net sales proceeds

and the carrying amount of the relevant asset,

and is recognised in the income statement.

j) IMPAIRMENT OF ASSETS

At each balance sheet date, the Group reviews

the carrying amounts of its assets to determine

whether there is any indication that these assets

have suffered an impairment loss. If the

recoverable amount of an asset is estimated to

be less than its carrying amount, the carrying

amount of the asset is reduced to its recoverable

amount. Impairment losses are recognised as an

expense immediately.

Where an impairment loss subsequently

reverses, the carrying amount of the asset is

increased to the revised estimate of its

recoverable amount, but so that the increased

carrying amount does not exceed the carrying

amount that would have been determined had

no impairment loss been recognised for the asset

in prior years. A reversal of an impairment loss

is recognised as income immediately.

4.

i)

j)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

k) BORROWING COSTS

Borrowing costs directly attributable to the

acquisition, construction or production of

qualifying assets, are capitalised as part of the

cost of those assets. Capitalisation of such

borrowing costs ceases when the assets are

substantially ready for their intended use.

All other borrowing costs are charged to the

income statement in the year in which they are

incurred.

l) P ROV I S I O N S  A N D  C O N T I N G E N T

LIABILITIES

Provisions are recognised for liabilities of

uncertain timing or amount when the group or

the company has a legal or constructive

obligation arising as a result of a past event, it

is probable that an outflow of economic benefits

will be required to settle the obligation and a

reliable estimate can be made. Where the time

value of money is material, provisions are stated

at the present value of the expenditure expected

to settle the obligation.

Where it is not probable that an outflow of

economic benefits will be required, or the

amount cannot be estimated reliably, the

obligation is disclosed as a contingent liability,

unless the probability of outflow of economic

benefits is remote. Possible obligations, whose

existence will only be confirmed by the

occurrence or non-occurrence of one or more

future events are also disclosed as contingent

liabilities unless the probability of outflow of

economic benefits is remote.

4.

k)

l)



56

Nam Fong International Holdings Limited

31 December 2005

NOTES TO THE FINANCIAL STATEMENTSNOTES TO THE FINANCIAL STATEMENTS

4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

m) OPERATING LEASES

Leases where substantially all the rewards and

risks of ownership of assets remain with the

leasing company are accounted for as operating

leases. Rental payables under such operating

leases are accounted for in the income statement

on a straight-line basis over the periods of the

respective lease.

n) FOREIGN CURRENCY TRANSLATION

Foreign currency transactions are translated into

Hong Kong dollars at the rates of exchange

ruling at the dates of the transactions. Monetary

assets and liabilities expressed in foreign

currencies at the balance sheet date are

translated at rates of exchange ruling at the

balance sheet date. Exchange differences arising

in these cases are dealt with in the income

statement.

On consolidation, the assets and liabilities of

the Group’s subsidiaries are translated at

exchange rates prevailing on the balance sheet

date. Income and expense items are translated

at the average exchange rates for the year.

Exchange differences arising, if any, are

classified as equity and transferred to the

Group’s exchange fluctuation reserve. Such

translation differences are recognised in the

income statement in the period in which the

subsidiary is disposed of.

4.

m)

n)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

o) RELATED PARTY

For the purposes of these financial statements,

parties are considered to be related to the group

if the group has the ability, directly or indirectly,

to control the party or exercise significant

influence over the party in making financial and

operating decisions, or vice versa, or where the

group and the party are subject to common

control or common significant influence.

Related parties may be individuals (being

members of key management personnel,

significant shareholders and/or their close

family members) or other entities and include

entities which are under the significant influence

of related parties of the group where those

parties are individuals, and post-employment

benefit plans which are for the benefit or

employees of the group or of any entity that is a

related party of the group.

p) TAXATION

Income tax expense represents the sum of the

tax currently payable and deferred tax.

The tax currently payable is based on taxable

profit for the year. Taxable profit differs from

profit as reported in the income statement

because it excludes items of income or expense

that are taxable or deductible in other years and

it further excludes items that are never taxable

or deductible. The group’s liability for current

tax is calculated using tax rates that have been

enacted or substantively enacted by the balance

sheet date.

4.

o)

p)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

p) TAXATION (Cont’d)

Deferred tax is recognised on differences

between the carrying amounts of assets and

liabilities in the financial statements and the

corresponding tax bases used in the computation

of taxable profit, and is accounted for using the

balance sheet liability method. Deferred tax

liabilities are generally recognised for all taxable

temporary differences and deferred tax assets

are recognised to the extent that it is probable

that taxable profits will be available against

which deductible temporary differences can be

utilised. Such assets and liabilities are not

recognised if the temporary difference arises

from goodwill or from the initial recognition

(other than in a business combination) of other

assets and liabilities in a transaction that affects

neither the taxable profit nor the accounting

profit.

Deferred tax liabilities are recognised for

taxable temporary differences arising on

investments in subsidiaries and associates, and

interests in joint ventures, except where the

group is able to control the reversal of the

temporary difference and it is probable that the

temporary difference will not reverse in the

foreseeable future.

The carrying amount of deferred tax assets is

reviewed at each balance sheet date and reduced

to the extent that it is no longer probable that

sufficient taxable profits will be available to

allow all or part of the asset to be recovered.

4.

p)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

p) TAXATION (Cont’d)

Deferred tax is calculated at the tax rates that

are expected to apply in the period when the

liability is settled or the asset is realized, based

on tax rates that have been enacted or

substantively enacted by the balance sheet date.

Deferred tax is charged or credited to profit or

loss, except when it relates to items charged or

credited directly to equity, in which case the

deferred tax is also dealt with in equity.

q) EMPLOYEE BENEFITS

i) Salaries, annual bonuses, paid annual

leave, leave passage and the cost to the

Group of non-monetary benefits are

accrued in the year  in which the

associated services are rendered by

employees of the Group. Where payment

or settlement is deferred and the effect

would be material, these amounts are

stated at their present values.

ii) Contributions to Mandatory Provident

Fund as required under the Hong Kong

Mandatory Provident Fund Schemes

Ordinance and a  s ta te-sponsored

retirement plan organised by municipal

government  as  s t ipula ted  by  the

regulations of the People’s Republic of

China (the “PRC”) are recognised as an

expense in the income statement as

incurred, except to the extent that they are

included in the cost of inventories not yet

recognised as an expense.

4.

p)

q)

i)

ii)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

q) EMPLOYEE BENEFITS (Cont’d)

iii) Termination benefits are recognised

when,  and only when,  the Group

demonstrably commits itself to terminate

employment or to provide benefits as a

result of voluntary redundancy by having

a detailed formal plan which is without

realistic possibility of withdrawal.

iv) Share-based payment expenses

The fair value of the employee services

received in exchange for the grant of the

share options is recognised as an expense

in the income statement on a straight-line

basis over the vesting period, with a

corresponding increase in equity (Share-

based compensation reserve).

The total amount to be expensed over the

vesting period is determined with

reference to the fair value of the share

options granted. At each balance sheet

date, the Company revised its estimates

of the number of share options that are

expected to become exercisable. It

recognises the impact of the revision of

original estimates, if any, in the income

s t a t emen t ,  and  a  co r r e spond ing

adjustment to equity (Share-based

compensation reserve) in the balance

sheet will be made over the remaining

vesting periods.

4.

q)

iii)

iv)
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4. SIGNIFICANT ACCOUNTING POLICIES
(Cont’d)

q) EMPLOYEE BENEFITS (Cont’d)

iv) Share-based payment expenses (Cont’d)

The proceeds received, net of any directly

attributable transaction cost, are credited

to share capital and share premium

accounts when the share options are

exercised. When the share options are still

not exercised at the expiry date, the

amount previously recognised in share-

based compensation reserve will be

transferred to retained profits.

5. FINANCIAL RISK MANAGEMENT

a) Financial risk factors

The Group’s major financial instruments include

short-term borrowings, trade receivables, trade

payables and accruals and other payables.

Details of these financial instruments are

disclosed in the respective notes. The risks

associated with these financial instruments and

the policies applied by the Group to mitigate

these risks are set out below. Management

monitors these exposures to ensure appropriate

measures are implemented in a timely and

effective manner.

4.

q)

iv)

5.

a)
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5. FINANCIAL RISK MANAGEMENT (Cont’d)

a) Financial risk factors (Cont’d)

i) Foreign exchange risk

The Group mainly operates in the PRC

with most of the transactions settles in

RMB and did not have significant

exposure to foreign exchange risk during

the year. The conversion of RMB into

foreign currencies is subject to the rules

and regulations of the foreign exchange

control  promulgated by the  PRC

government.

The Group currently does not have a

foreign currency hedging pol icy.

However, management monitors the

related foreign currency exposure closely

and will consider hedging significant

foreign currency exposure should the

need arise.

ii) Credit risk

T h e  G r o u p  h a s  n o  s i g n i f i c a n t

concentrations of credit risk. The carrying

amount of the trade receivables included

in the balances sheets represents the

Group’s maximum exposure to credit risk

in relation to its financial assets. The

Group’ historical experience in collection

of trade and other receivables falls within

the recorded allowances and the directors

are  of  the  opinion that  adequate

allowances for uncollectible receivables

has been made in the income statement.

5.

a)

i)

ii)
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5. FINANCIAL RISK MANAGEMENT (Cont’d)

a) Financial risk factors (Cont’d)

iii) Liquidity risk

The Group ensures that it maintains

sufficient cash, which is available to meet

its liquidity requirements.

iv) Cash flow and fair value interest rate

risk

As the Group has no significant interest-

bearing assets, the Group’s income and

operating cash flows are substantially

independent of changes in market interest

rates.

b) Fair value estimation

The nominal values less estimated credit

adjustments of accounts receivables and payable

are assumed to approximate their fair values.

The fair value of financial liabilities for

disclosure purposes is estimated by discounting

the future contractual cash flows at the current

market interest rate that is available to the Group

for similar financial instruments.

6. CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS

Estimates and judgements are continually evaluated

and are based on historical experience and other

factors, including expectations of future events that

are believed to be reasonable under the circumstances.

5.

a)

iii)

iii)

b)
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6. CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS (Cont’d)

The Group makes estimates and assumptions

concerning the future. The resulting accounting

estimates will, by definition, seldom equal the related

actual results. The estimates and assumptions that have

a significant risk of causing a material adjustment to

the carrying amounts of assets and liabilities within

the next financial year are discussed below.

a) Estimate of  fair value of  investment

properties

Investment properties owned by the Group

except  for  the land current ly held for

undetermined future use are assessed annually

by an independent valuer Greater China

Appraisal Limited (“Greater China”). The

valuation is performed on the basis of open

market value of individual property. The best

evidence of fair value is current prices in an

active market for similar lease and other

contracts. If information on current or recent

prices of investment properties is not available,

the fair values of investment properties are

determined using discounted cash flow

valuation techniques. The assumptions used are

mainly based on market conditions existing at

each balance date. On 25 August 2006, Greater

China issued a valuation report of the investment

properties as at the date of 31 December 2005.

6.

a)
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6. CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS (Cont’d)

b) Estimated useful lives of property, plant and

equipment

The Group’s management determines the

estimated useful lives for its property, plant and

equipment. This estimate is based on the

historical experience of the actual useful lives

of property, plant and equipment of similar

nature and functions.

c) Net realisable value of inventories of

completed properties

Net realisable value of inventories of completed

properties is the estimated selling price in the

ordinary course of business, less estimated costs

of completion and selling expense. These

estimates are based on the current market

condition and the historical experience of

manufacturing and selling products of similar

nature. It could change significantly as a result

of changes in customer taste and competitor

actions in response to severe industry cycles.

Management will reassess the estimates by the

balance sheet date.

6.

b)

c)
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6. CRITICAL ACCOUNTING ESTIMATES
AND JUDGEMENTS (Cont’d)

d) Allowances for bad and doubtful debts

The policy for allowance of bad and doubtful

debts of the Group is based on the evaluation of

collectability and ageing analysis of accounts

a n d  o n  m a n a g e m e n t ’s  j u d g e m e n t .  A

considerable amount of judgement is required

in assessing the ultimate realisation of these

r e c e i v a b l e s ,  i n c l u d i n g  t h e  c u r r e n t

creditworthiness and the past collection history

of each customer. If the financial conditions of

customers of the Group were to deteriorate,

resulting in an impairment of their ability to

make payments, additional allowances may be

required.

7. TURNOVER AND REVENUE

Turnover and revenue consisted of:

2005 2004

(As restated)

HK$’000 HK$’000

Turnover
Rental income 45,551 19,064

Other revenue
Interest income — 2

Reversal of provision for

impairment loss on properties

held under development 39,370 19,431

Reversal of provision for other tax 11,734 —

Bank loan interest waived 12,533 —

Others 3,000 6,624

66,637 26,057

112,188 45,121

6.

b)
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8. SEGMENT INFORMATION

A segmental analysis of the Group’s principal activities

is as follows:

The Group

Property sales Property rental Total

2005 2004 2005 2004 2005 2004

(As restated)

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

By principal activities
Turnover

External revenue — — 45,551 19,064 45,551 19,064

Results
Segment result — — 40,524 34,133) 40,524 34,133)
Gain on disposal of fixed assets — 165
Gain on disposal of subsidiaries 22,262 —
Other revenue 66,637 2,971
Unallocated corporate expenses (293,680) (19,492)
Finance costs (666) (4,403)

Loss before tax (164,923) (54,892)
Taxation 493,450 22,934

Net profit/(loss) attributable to
equity holders 328,527 (31,958)

Assets
Segment assets 370,174 423,004 452,373 737,650 822,547 1,160,654
Unallocated corporate assets 1,198 1,754

Consolidated total assets 823,745 1,162,408

Liabilities
Segment liabilities 330,696 421,131 20,912 166,363 351,608 587,494
Unallocated corporate liabilities 143,779 621,385

Consolidated total liabilities 495,387 1,208,879

Other information
Capital expenditure 340 2,068
Depreciation 36 51

No geographical analysis is shown as all the Group’s

assets, liabilities, turnover and loss from operations

are derived from activities in the PRC.

8.
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9. FINANCE COST

2005 2004

HK$’000 HK$’000

Interest on:
Bank loans

Wholly repayable within five years 1 6,410

Other loans
Wholly repayable within five years 665 4,403

666 10,813

10. LOSS BEFORE TAXATION

Loss before taxation for the year has been arrived at

after charging and crediting:

2005 2004

HK$’000 HK$’000

Crediting
Gross rental income 45,551 19,064
Less: Outgoings (5,027) (4,441)

40,524 14,623

Charging
Auditors’ remuneration 340 340
Staff costs (excluding

directors’ emoluments)
— Salaries and benefits — 2,572 2,598
— Retirement benefits costs — 58 130

2,630 2,728

Operating lease rentals of premises 4,712 4,607
Net exchange loss 10 29
Depreciation of fixed assets 36 51
Loss on disposal

of investment properties 69,538 31,876

9.

10.
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10. LOSS BEFORE TAXATION (Cont’d)

Note:

Included in the loss before taxation of the Group for the

year ended 31 December 2005 were provision for claims

totalling HK$17,814,000 (2004: HK$26,614,000) from a

bank in relation to default payment from first buyers of

certain properties of the Group in the Liwan Plaza, of which

the Group has executed guarantees to the bank for mortgage

facilities granted to first buyers. The buyers defaulted

payments to the bank and the court in the PRC ordered the

Group to repay the loan on behalf of the buyers.

11. DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS

a) Directors’ emoluments are as follows:

2005

Basic Retirement
salaries and benefits

allowances cost
Fees Total

Name of director
HK$’000 HK$’000 HK$’000 HK$’000

Executive directors
Mr. Tong Shi Jun — 240 — 240
Mr. Zhang Jian — 50 — 50
Mr. Zhao Lishen — 420 — 420
Mr. Chiu Kong — 240 12 252
Ms. Huang Ling — — — —
Ms. Zhu Jun — — — —

Independent non-executive
directors

Mr. Chen Song Sheng — 50 — 50
Ms. Zhou Mei Zhen — — — —
Ms. Wang Li Yun (i) — — — —
Ms. Chang Ling (ii) — 71 — 71

Total for 2005 — 1,071 12 1,083

10.

17,814,000

26,614,000

11.

a)
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11. DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS (Cont’d)

a) Directors’ emoluments are as follows: (Cont’d)

2004

Basic Retirement

salaries and benefits

allowances cost

Fees Total

Name of director

HK$’000 HK$’000 HK$’000 HK$’000

Executive directors

Mr. Tong Shi Jun — 240 — 240

Mr. Zhang Jian — 50 — 50

Mr. Zhao Lishen — 420 4 424

Mr. Chiu Kong — 260 12 272

Ms. Huang Ling — 99 — 99

Ms. Zhu Jun — 76 — 76

Independent non-executive

directors

Mr. Chen Song Sheng — 50 — 50

Ms. Zhou Mei Zhen — 6 — 6

Ms. Chang Ling (ii)  (ii) — 100 — 100

Total for 2004 — 1,301 16 1,317

Notes:

i) Appointed on 20 September 2005

ii) Resigned on 16 September 2005

11.

a)
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11. DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS (Cont’d)

a) Directors’ emoluments are as follows: (Cont’d)

No directors has waived any emoluments during

the year (2004: Nil). No incentive payment for

joining the Group or compensation for loss of

office was paid or payable to any director during

the year (2004: Nil).

The emoluments of all directors for the year

ended 31 December 2005 (2004: All) fall within

the band of nil to HK$1,000,000.

b) Individuals with highest emoluments

Of the five individuals with the highest

emoluments, three (2004: three) are directors

of the Company whose emoluments are

disclosed in (a) above. The aggregate of the

emolument in respect of the other two (2004:

two) individuals are as follows:

2005 2004

HK$’000 HK$’000

Basic salaries and allowances 489 538

Retirement benefits costs 21 12

510 550

11.

a)

1,000,000

b)

(a)
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11. DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS (Cont’d)

b) Individuals with highest emoluments (Cont’d)

During the year, no emoluments were paid to

the five highest paid individuals (including

directors and other employees) as inducement

to join or upon joining the Group or as

compensation for loss of office (2004: Nil)

The emoluments of all of the four (2004: three)

individuals with the highest emoluments are

within the band of nil to HK$1,000,000.

12. TAXATION

a) No provision for Hong Kong profits tax is

required since there is no assessable profit for

the year and the Group’s income is derived from

sources outside Hong Kong, which is not liable

to Hong Kong profits tax (2004: Nil).

b) Subsidiaries established and operated in the

PRC are subject to PRC income tax at the rate

of 33% (2004: 33%).

c) PRC land appreciation tax is levied at

progressive rate ranging from 30% to 60% on

the appreciation of land value, being the

proceeds of sales of properties less deductible

expenditures including costs of land and

development and construction expenditures.

11.

b)

1,000,000

12.
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12. TAXATION (Cont’d)

2005 2004

HK$’000 HK$’000

Current tax

Hong Kong profits tax — —

PRC enterprise income tax

— current year — (4,312) —

— over-provision for previous — 

years (note) 383,012 —

378,700 —

PRC land appreciation tax

— current year — — —

— under-provision — 

for previous years (1,017) —

(1,017) —

Transfer to/(from) deferred tax

Hong Kong profits tax — —

PRC enterprise income tax 60,640 12,013

PRC land appreciation tax 55,127 10,921

115,767 22,934

493,450 22,934

12.
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12. TAXATION (Cont’d)

Note: In previous years, provision for PRC business and

income tax had been made by a subsidiary of the

Company which is mainly engaged in property

development in the PRC. On 17 January 2006, 

issued 

on the property development project

undertaken by the subsidiary. Based on the 

, the directors of the Company decided

to write back the tax provision of approximately

HK$383,012,000 in the year ended 31 December

2005.

The reconciliation between the Group’s loss for the

year and the amount which is calculated based on the

applicable tax rates is as follows:

2005 2004

(As restated)

HK$’000 HK$’000

Loss before taxation (164,709) (54,892)

Tax calculated at domestic

tax rates applicable to profits

in the respective jurisdictions (50,592) (19,709)

Income not subject to tax (436) (29)

Expenses not deductible for tax 55,408 13,283

Over-provision for prior year (383,012) —

Others (68) 6,455

Deferred tax effect recognised (115,767) (22,934)

(494,467) (22,934)

Land appreciation tax under

provided for previous years 1,017 —

(493,450) (22,934)

12.

383,012,000
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13. PROFIT/(LOSS) ATTRIBUTABLE TO
EQUITY HOLDERS

The consolidated profit/(loss) attributable to equity

ho lde r s  inc luded  a  loss  o f  approx imate ly

HK$3,810,000 (2004: HK$1,167,000) dealt with in

the financial statements of the Company.

14. DIVIDEND

The directors do not recommend the payment of any

divident (2004: Nil) in respect of the years.

15. EARNINGS/(LOSS) PER SHARE

The calculation of earnings/(loss) per share is based

on the consolidated profit attributable to shareholders

of  HK$328,527,000 (2004:  restated loss  of

HK$31,958,000) and the weighted average number of

1,360,000,000 shares (2004: 1,360,000,000 shares) in

issue during the year.

Diluted earnings/(loss) per share has not been

calculated as there were no potential dilutive ordinary

shares in issue during the year (2004: Nil).

13.

3 , 8 1 0 , 0 0 0  

1,167,000

14.

 

 

15.

328,527,000

31,958,000

1,360,000,000

1,360,000,000



76

Nam Fong International Holdings Limited

31 December 2005

NOTES TO THE FINANCIAL STATEMENTSNOTES TO THE FINANCIAL STATEMENTS

16. FIXED ASSETS

The Group

Office
equipment,

furniture and
fixtures Motor

vehicles Total

HK$’000 HK$’000 HK$’000

Cost

At 1/1/2004
1,636 5,743 7,379

Exchange realignment 1 2 3
Additions, at cost 2 — 2
Disposals — (1,610) (1,610)

At 31/12/2004 and 1/1/2005

1,639 4,135 5,774
Exchange realignment 30 34 64
Additions, at cost 12 — 12
Disposals (50) — (50)

At 31/12/2005
1,631 4,169 5,800

Accumulated depreciation

At 1/1/2004
1,379 5,596 6,975

Exchange realignment 1 2 3
Charge for the year 51 — 51
Disposals — (1,610) (1,610)

At 31/12/2004 and 1/1/2005

1,431 3,988 5,419
Exchange realignment 26 31 57
Charge for the year 36 — 36
Disposals (47) — (47)

At 31/12/2005
1,446 4,019 5,465

Net book value

At 31/12/2005
185 150 335

At 31/12/2004
208 147 355

16.
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17. INVESTMENT PROPERTIES

The Group

2005 2004

HK$’000 HK$’000

Fair value

At 1 January 735,000 849,000

Exchange realignment 17,126 (7,340)

Disposal (146,759) (91,623)

Fair value deficit (157,267) (15,037)

At 31 December 448,100 735,000

Notes:

(a) All investment properties at 31 December 2005 are

held under medium term leases in the PRC. The fair

value of the investment properties were revalued on

the basis of its open market value by an independent

professional firm of qualified property values,

Greater China Appraisal Limited, who have

appropriate qualifications and recent experiences in

the valuation of similar properties in the relevant

locations. The fair value loss during the year

amounted to approximately HK$157,267,000 (2004:

approximately HK$15,037,000).

(b) Investment properties with valuation of approximately

HK$18,271,000 (2004: HK$72,780,000) have been

pledged to a bank and a finance company for loans

granted to the Company and a subsidiary (note 24

to the financial statements).

(c) The Group leases out investment properties under

operating leases. The leases typically run for an

initial period of one to thirteen years, with an option

to renew the lease after that date at which time all

terms are renegotiated.

17.

(a)
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17. INVESTMENT PROPERTIES (Cont’d)

The Group’s total future minimum lease payments

under operating leases are receivable as follows:

The Group

2005 2004

HK$’000 HK$’000

Within one year 26,858 18,567
In the second to fifth year, inclusive 69,063 56,099
After five years 14,782 7,282

110,703 81,948

18. LAND LEASE PREMIUM

The Group

2005 2004

HK$’000 HK$’000

Net book value at 1 January
— Effect of adopting HKAS 17

17 82,821 84,753
Amortisation and transfer to

properties held for/under
development (note 19) (1,969) (1,932)

Exchange realignment 1,592 —

Net book value at 31 December 82,444 82,821

Current portion including in
current assets (1,969) (1,932)

Non-current portion including
in non-current assets 80,475 80,889

The land lease premium is held under medium term

lease and situated in the PRC. The cost of the leasehold

lands situated in the PRC were approximately

105,819,000 (2004: approximately HK$149,805,000).

17.

18.

105,819,000

149,805,000
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19. P R O P E RT I E S  H E L D  F O R / U N D E R
DEVELOPMENT

The Group

2005 2004

HK$’000 HK$’000

At cost/valuation

At 1 January 404,989 383,445

— effect of adopting HKAS 17 (82,821) (84,753)

322,168 298,692

Exchange realignment 5,219 47

Additions, at cost 328 2,066

Transfer from land lease

premium (note 18) 1,969 1,932

Reversal of impairment losses 39,370 19,431

369,054 322,168

Less: Disposal of subsidiaries (98,000) —

At 31 December 271,054 322,168

Medium term leases (less than 50

years but not less than 10 years) 10 50 154,873 227,780

Long term leases (not less

than 50 years) 50 116,181 94,388

271,054 332,168

19.
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19. P R O P E RT I E S  H E L D  F O R / U N D E R
DEVELOPMENT (Cont’d)

Notes:

(a) All the properties held for/under development are

located in the PRC.

(b) Properties held for/under development relate to the

acquisition of the land use rights for a number of

land sites within the Guangdong Province with total

carrying value of HK$271,054,000. The status of the

major property development projects in Guangzhou

is as follows:

The total purchase consideration of the other land

sites in Guangzhou amounted to HK$105,819,000

(2004: HK$149,805,000) of which a sum of

HK$95,229,000 (2004: HK$143,126,000) was

overdue as at 31 December 2005. The total carrying

value of these projects, which included the land costs

and other development costs, as at 31 December

2005 amounted to HK$271,054,000 (2004: restated

HK$322,168,000) and no substantial construction

work has commenced on these sites.

Pursuant to the terms of the purchase agreements

regarding the aforesaid property development projects

refer to in above, unless the costs of which are settled

and the projects completed within a scheduled period,

the land sites will be treated as idle sites which could

result in forfeiture of payments made to the vendors,

termination of the purchase agreements and late

payments penalties. In addition, the vendors could take

legal action against the Group for compensation. As at

31 December 2005, the total carrying value of these

projects was HK$271,054,000 (2004: as restated

HK$322,168,000). The idle sites may be repossessed

by the vendors, but an extension of the expiring

schedule could be granted by the signing of

supplementary agreements with the vendors with

compensation payments. On 10 December 2005, the

Group entered into supplementary agreements with the

venders pursuant to which the scheduled period for

settlement of the costs is extended to 31 December

2008.

19.

(a)

(b)

271,054,000

105,819,000

149,805,000

95,229,000

271,054,000

322,168,000

271,054,000

322,168,000
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20. INVESTMENT IN SUBSIDIARIES

The Company

2005 2004

HK$’000 HK$’000

Unlisted shares, at cost 579,805 579,805

Due from subsidiaries 979,776 988,542

Due to subsidiaries (13,134) (13,995)

1,546,447 1,554,352

Less: Impairment loss (1,520,000) (1,520,000)

26,447 34,352

All balances with subsidiaries are unsecured, non-

interest bearing and have no fixed terms of repayment.

Details of the subsidiaries as at 31 December 2005

are set out in note 37 to the financial statements.

21. INVENTORY OF COMPLETED
PROPERTIES

The carrying amount of inventory of completed

properties held for sales carried at net realisable value

is HK$3,724,000 (2004: HK$3,639,000). They are

located in the PRC with medium lease term.

20.

37

21.

3,724,000

3,639,000
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22. ACCOUNTS RECEIVABLES

The Group

2005 2004

HK$’000 HK$’000

Accounts receivables 8,068 6,167

Less: Allowances for doubtful debts (6,184) (6,044)

1,884 123

Ageing analysis of accounts receivables at the year

end date is as follows:

2005 2004

HK$’000 HK$’000

Within 3 months 1,738 91

4-6 months 352 32

7-12 months 215 506

Over 1 year 5,763 5,538

8,068 6,167

Less: Allowances for doubtful debts (6,184) (6,044)

1,884 123

Accounts receivables are recognised and carried at

their original contract sum less allowances for doubtful

debts which are made when collection of the full

amount is no longer probable. Bad debts are written

off as incurred. The Group does not have a uniform

credit policy in relation to sales of properties and rental

of investment properties.

22.
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23. ACCOUNTS PAYABLES

Ageing analysis of trade payables at the year end date

is as follows:

The Group

2005 2004

HK$’000 HK$’000

7-12 months — 3

Over 1 year 185,065 183,564

185,065 183,567

Current portion (116,567) (183,567)

Non-current portion 68,498 —

23.
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24. SHORT TERM BORROWINGS

Short term borrowings comprise:

The Group The Company

2005 2004 2005 2004

HK$’000 HK$’000 HK$’000 HK$’000

Bank loans — 31,277 — —

Other loans 11,451 11,451 9,300 9,300

11,451 42,728 9,300 9,300

Analysed as:

Secured 9,000 40,277 9,000 9,000

Unsecured 2,451 2,451 300 300

11,451 42,728 9,300 9,300

The above amounts bear interest at prevailing market

rates.

Notes:

(a) At 31 December 2004, bank loan of HK$31,277,000

advanced by a bank to a subsidiary and the related

accrued interest included in other payables and

accruals of HK$651,000 were secured by a corporate

guarantee from the Company, investment properties

with valuation of approximately HK$48,794,000 of

the Group and bank deposit of HK$451,000 of the

Group.

24.

(a)

31,277,000

651,000

48,794,000

451,000
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24. SHORT TERM BORROWINGS

Notes: (Cont’d)

(b) Other loan of HK$9,000,000 (2004: HK$9,000,000)

and its related accrued interest included in other

payables and accruals of HK$2,213,000 (2004:

HK$1,271,000) and investment properties with

valuation of approximately HK$21,368,000 (2004:

HK$23,986,000) of the Group and the balance of

other loan of HK$300,000 (2004: HK$ 300,000) and

its related accrued interest included in other payables

and accruals of HK$493,000 (2004: HK$493,000)

and the balance of other loan of HK$2,151,000

(2004: HK$2,151,000) is secured by a corporate

guarantee issued by a subsidiary.

(c) Short term borrowings include approximately

HK$11,151,000 (2004: HK$11,151,000) fixed rate

borrowings which carrying interest at 5% to 10%

(2004: 5% to 10%) per annum.

25. TAXATION PAYABLE

Taxation payables represented liabilities of the

companies comprising the Group in respect of PRC

tax as at 31 December 2005 less tax paid.

24.

(b) 9,000,000

9,000,000

2,213,000

1,271,000

21,368,000

23,986,000

300,000

300,000

493,000

4 9 3 , 0 0 0

2 , 1 5 1 , 0 0 0

2,151,000

(c) 11,151,000

11,151,000

5% 10%

5% 10%

25.
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26. DEFERRED TAX ASSETS/(LIABILITIES)

The gross movement on deferred taxation is as follows:

The Group

2005 2004

(As restated)

HK$’000 HK$’000

Assets/(liabilities)

Revaluation of investment properties

At 1 January — —

Effect of adopting HKAS-Int 21

 21 (104,140) (127,074)

Recognised in the income statement 115,767 22,934

At 31 December 11,627 (104,140)

27. SHARE CAPITAL

The Company

2005 2004

HK$’000 HK$’000

Authorised

2,000,000,000 ordinary shares 2,000,000,000

of HK$0.10 each 0.10 200,000 200,000

Issued and fully paid

1,360,000,000 ordinary shares 1,360,000,000

of HK$0.10 each 0.10 136,000 136,000

26.

27.
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28. EMPLOYEE SHARE OPTIONS

A share option scheme was approved by the Company,

no share option was granted during the year and there

is no outstanding share option at 31 December 2005

(2004: Nil).

29. RESERVES

Contributed
surplus

(Note) Share Accumulated
premium losses Total

HK$’000 HK$’000 HK$’000 HK$’000

The Company

At 1 January 2004
477,805 906,000 (1,526,482) (142,677)

Net loss for the year — — (1,167) (1,167)

At 31 December 2004
and 1 January 2005

477,805 906,000 (1,527,649) (143,844)
Reversal of unclaimed

dividend — — 25,024 25,024
Net loss for the year — — (3,810) (3,810)

At 31 December 2005
477,805 906,000 (1,506,435) (122,630)

28.

29.

Note:

The contributed surplus of the Company arose when the

Company issued shares in exchange for the shares of

companies being acquired, and represents the difference

between the nominal value of the Company’s shares issued

and the value of the shares acquired. Under the Companies

Act of 1981 of Bermuda (as amended), the Company may

make distributions to its shareholders out of its contributed

surplus in certain circumstances which the Company is

currently unable to meet. At Group level, the contributed

surplus is reclassified into its components of reserves of

the underlying subsidiaries.

At 31 December 2005, no reserve (2004: Nil) is available

for distribution to equity holders of the parent.
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30. NOTES TO CONSOLIDATED CASH FLOW
STATEMENT

Disposal of subsidiaries

2005 2004

HK$’000 HK$’000

Net liabilities disposed of

Properties held for/under

development 98,000 —

Prepayments, deposits and other

receivables 84 —

Cash and bank balances 9 —

Accounts payables, accruals

and other payables (100,964) —

(2,871) —

Gain on disposal 22,262 —

Total consideration 19,391 —

Satisfied by:

Cash consideration received 19,391 —

Analysis of the net cash inflow of

cash and cash equivalents in arising

on disposal of subsidiaries:

Cash consideration received 19,391 —

Cash and bank balances (9) —

Net inflow of cash and

cash equivalents 19,382 —

The result of the subsidiaries disposed of during the

year have no significant impact on the Group’s

turnover or loss before taxation for the year ended 31

December 2005.

30.
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31. COMMITMENTS

(a) Capital commitments

The Group The Company

2005 2004 2005 2004

HK$’000 HK$’000 HK$’000 HK$’000

Authorised and

contracted for

— Construction — 

in progress 241,613 236,134 — —

(b) Operating lease commitments

At the balance sheet date, the Group had

commitments for future lease payments under

non-cancellable operating leases in respect of

premises which fall due as follows:

The Group The Company

2005 2004 2005 2004

HK$’000 HK$’000 HK$’000 HK$’000

Within one year 1,014 3,234 — —

Between two and

five years 422 1,932 — —

1,436 5,166 — —

31.

(a)

(b)
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32. RETIREMENT BENEFIT SCHEME

The Group participates in the Mandatory Provident

Fund Scheme (the “MPF Scheme”) for all qualifying

Hong Kong employees. The MPF contributions are

fully and immediately vested in the employees as

accrued benefits once they are paid. Contributions are

charged to the income statement as they become

payable in accordance with the rules of the MPF

Scheme.

There were also pension scheme contributions made

by the Group during the year amounted to HK$58,000

(2004: HK$66,000) in respect of employees of the

Group in the PRC. There were no forfeited

contributions during the year ended 31 December 2005

(2004: Nil). The pension scheme is operated by the

PRC government whereby monthly contributions

based on a percentage of the salaries of the eligible

full time employees are made by the Group.

33. RELATED PARTY TRANSACTIONS

Material related party transactions are disclosed in

notes 24(a), (b) and 35(a) to the financial statements.

34. COMPARATIVE FIGURES

Certain comparative figures have been restated to

conform with the current year’s presentation.

32.

58,000

66,000

33.

24(a) (b) 35(a)

34.
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35. MATERIAL CONTINGENT LIABILITIES

(a) The Group has executed guarantees to bank for

mortgage facilities granted to first buyers of

certain properties of the Group in the PRC. The

utilized amounts of such facilities covered by

the Group’s guarantees which also represented

the financial exposure of the Group at the

balance sheet date amounted to approximately

HK$51,804,000 (2004: HK$50,444,000).

On 16 June 2006, the Group and the bank

entered into a settlement agreement pursuant to

which the bank agreed to accept HK$21,500,000

(“Settlement Account”) as full and final

settlement of the Group’s liabilities under the

guarantees. The Settlement Amount is payable

by 5 instalments by 30 June 2007. The bank is

entitled to recover from the Group the balances

of loans plus relevant expenses if the Group

defaults on payment of the Settlement Amount

(b) A subsidiary of the Group was sued by a

c o n t r a c t o r  f o r  d e f a u l t  p a y m e n t s  o f

approximate ly  HK$17,357,000 (2004:

HK$17,357,000) in relation to construction

work carried out in one of the property

development projects in Guangzhou. The Group

counter-claimed against the contractor for

interior construction work performed on that

site. The litigation is in the process of

finalisation, pending the decision from court in

Guangzhou.

35.

(a)

51,804,000

50,444,000

21,500,000

5

(b)

17,357,000

17,357,000
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35. MATERIAL CONTINGENT LIABILITIES
(Cont’d)

The Directors are of the opinion that the

outcome of the litigations and claims mentioned

in (b) above will not have a material adverse

effect on the Group and no provision has

therefore been made for possible additional

interest or legal costs and consequential

damages in the financial statements.

Save as disclosed above, neither the Company

nor any members of the Group are engaged in

any litigation or arbitration of material

importance and, so far as the directors are aware,

no l i t igation or arbitration of material

importance is pending or threatened against any

members of the Group.

36. POST BALANCE SHEET EVENTS

a) On 7 April  2006, the Company and an

independent third party (the “Subscriber”)

entered into a subscription agreement pursuant

to which the subscriber agreed to subscribe, on

a conditional basis, 272,000,000 new shares of

the Company which represents 20% of the

existing issued share capital of the Company and

approximately 16.67% of the issued share

capital of the Company as enlarged by the

subscription. The net proceeds to be raised by

the  Company upon complet ion  of  the

subscription are estimated to be approximately

HK$27,2000,000.

b) Details of other post balance sheet event are set

out in note 35(a) to the financial statements.

35.

(b)

36.

a)

272,000,000

20%

16.67%

27,200,000

b)

35(a)
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37. PARTICULARS OF PRINCIPAL
SUBSIDIARIES

Details of the Company’s principal subsidiaries at 31

December 2005 are as follows:

Proportion of

nominal value of

issued/registered

Issued/ capital held

Place of registered by the Company

establishment/ capital Principal

Name operations activities

Directly Indirectly

Brilliant Champion Development Hong Kong Ordinary HK$2 — 100 Dormant

Limited 2

Buen Sang Enterprises Limited British Virgin Ordinary US$10,000 — 100 Dormant

Islands 10,000

D & L Management Limited Hong Kong Ordinary HK$10,000 — 100 Dormant

10,000

Grand China Properties British Virgin Ordinary US$1 100 — Dormant

Company Limited Islands 1

# * Guangzhou Jiannan House The People’s US$12,000,000 — 98.75 Property development

Property Development Republic of China 12,000,000

Company Limited

# * 

# * Guangzhou Sui Nan Property The People’s US$32,000,000 — 86.36 Property development

Development Company Republic of China 32,000,000

Limited

# * 

37.
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37. PARTICULARS OF PRINCIPAL
SUBSIDIARIES (Cont’d)

Proportion of

nominal value of

issued/registered

Issued/ capital held

Place of registered by the Company

establishment/ capital Principal

Name operations activities

Directly Indirectly

# * Guangzhou Xiunan Property The People’s US$4,465,000 — 68.32 Property development

Development Limited Republic of China 4,465,000

# * 

Nam Fong Guangzhou Plaza British Virgin Ordinary US$10,000 — 100 Investment holding

Limited Islands 10,000

Nam Fong International Group British Virgin Ordinary US$10,000 100 — Investment holding

Limited Islands 10,000

Nam Fong Liwan Plaza Limited British Virgin Ordinary US$10,000 — 100 Investment holding

Islands 10,000

New Regent Enterprises Limited Hong Kong Ordinary HK$2 — 100 Dormant

2

Polyhero International Limited Hong Kong Ordinary HK$10,000 — 100 Dormant

10,000

37.
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37. PARTICULARS OF PRINCIPAL
SUBSIDIARIES (Cont’d)

Proportion of

nominal value of

issued/registered

Issued/ capital held

Place of registered by the Company

establishment/ capital Principal

Name operations activities

Directly Indirectly

Stand-up Investments Limited Hong Kong Ordinary HK$10,000 — 100 Ownership

10,000 of motor vehicles

Trisum Investment Limited Hong Kong Ordinary HK$5,000,000 — 100 Investment holding

5,000,000

* Companies not audited by CCIF CPA Limited.

# Sino-foreign joint venture established in the PRC in

accordance with relevant laws of regulations

All companies operate principally in their places of

establishment.

37.

*

#


