The board of directors (the “Board”) of SCUD Group Limited would like
to present its first annual report and audited consolidated financial
statements for the year ended 31 December 2006.

The Company was incorporated with limited liability in the Cayman
Islands on 20 July 2006 as an exempted company.

By the virtue of the reorganisation implemented in preparation for the
listing of the shares of the Company on the Main Board of the Stock
Exchange of Hong Kong Limited (“Stock Exchange”) for the purpose of
rationalising the structure of the Group, the Company became the
ultimate controlling company of the Group on 31 July 2006.

The Company was listed on the Stock Exchange on 21 December
2006.

The Company is an investment holding company. The principal
activities of its major subsidiaries are set out in note 33 to the
consolidated financial statements.

The results of the Group for the year ended 31 December 2006 are set
out in the consolidated income statements on page 51.

The Board does not recommend that any dividend be put forward to
shareholders for approval at the forthcoming annual general meeting to
be held on 10 May 2007.

Details of the movements during the year in the property, plant and
equipment of the Group are set out in note 13 to the consolidated
financial statements.

Details of the movements during the year in the share capital are set
out in note 21 to the consolidated financial statements.

The Company’s reserves available for distribution to shareholders as at
31 December 2006 comprised the retained profits, other reserves and
share premium of approximately RMB426.2 million.
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The Directors of the Company during the year and up to the date of
this report were:

Fang Jin (Chairman) (appointed on 20 July 2006)
Lin Chao (Vice Chairman) (appointed on 20 July 2006)
Guo Quan Zeng (President)  (appointed on 20 July 2006)
Li Hui Qiu (Vice President) (appointed on 3 December 2006)

Ho Man (appointed on 3 December 2006)

Heng Kwoo Seng
Wang Jing Zhong
Wang Jian Zhang

(appointed on 3 December 2006)
(appointed on 3 December 2006)
(appointed on 3 December 2006)

According to the requirements of Article 86(3) of the articles of
association of the Company, Mr. Fang Jin, Mr. Lin Chao, Mr. Guo Quan
Zeng, Mr. Li Hui Qiu, Mr. Ho Man, Mr. Heng Kwoo Seng, Mr. Wang
Jing Zhong and Mr. Wang Jian Zhang will retain their positions until the
forthcoming annual general meeting of the Company. They are,
however, eligible for re-election of directors at the forthcoming annual
general meeting of the Company.

According to the requirements of Article 87(1) of the articles of
association of the Company, the directors of the Company shall retire
by rotation at least once every three years and shall be eligible for re-
election.

Mr. Fang Jin, Mr. Lin Chao, Mr. Guo Quan Zeng and Mr. Li Hui Qiu
have entered into service contracts with the Company for a term of
three years, commencing on 21 December 2006 which may only be
terminated in accordance with the provisions of the service contract
after the first two years by either party giving to the other not less than
three months’ prior notice in writing.

Mr. Ho Man, Mr. Heng Kwoo Seng, Mr. Wang Jing Zhong and Mr.
Wang Jian Zhang have entered into letters of appointment with the
Company for a term of one year, commencing from 21 December 2006
which provide that either party may terminate the relevant appointment
by giving to the other prior written notice of not less than three months.

Save as disclosed above, there are no service contracts for all the
directors who are nominated for re-election at the forthcoming annual
general meeting which are not determinable by the Group within one
year without payment of compensation (other than statutory
compensation).
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As at 31 December 20086, the relevant interests or short positions of
the Directors and chief executives of the Company in the shares and
underlying shares of the Company or its associated corporations (with
the meaning of Part XV of the Securities and Future Ordinance (“SFQ”),
which are required to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests or short positions which they are taken or deemed
to have under such provisions of the SFQ)) or were required pursuant
to section 352 of the SFO, to be entered in the register referred to
therein or were required, pursuant to the relevant provisions of the
Rules Governing the Listing of Securities on the Stock Exchange (the
“Listing Rules”) relating to securities transactions by Directors to be
notified to the Company and the Stock Exchange were as follows:
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Number of Percentage of
ordinary shares the issued
subject to share capital
Number of options granted of the Company
issued ordinary R e 1EARA T
Name of Director Capacity shares held BRZ BRTRA
EX£ER 247 EEREA EEREA ZE
Fang Jin Corporate interest (Note 1) 402,000,000 - 46.74%
ko DRl (ffa1)
Beneficial interest - 5,000,000 0.58%
o i
Lin Chao Corporate interest (Note 2) 180,000,000 - 20.93%
PRt NAER (Hte2)
Beneficial interest - 4,000,000 0.47%
Bl
Guo Quan Zeng Corporate interest (Note 3) 18,000,000 - 2.09%
FBR 18 NAER (HY53)
Beneficial interest - 3,500,000 0.41%
Enidn
Li Hui Qiu Beneficial interest - 2,800,000 0.33%
Fa Bl
Note 1:These shares are directly held by Swift Joy Holdings Limited, whose Wiat1 : ZERDBEANIERBRAREERE
entire issued share capital is held by Fang Jin. HeHe#TRhBieFEs-
Note 2:These shares are directly held by Right Grand Holdings Limited, whose Wiate: ZERMABIERIERBRAREERE

entire issued share capital is held by Lin Chao.

Note 3:These shares are directly held by Cheer View Holdings Limited, whose
entire issued share capital is held by Guo Quan Zeng.

Save as disclosed above, none of the Directors or chief executives or
their associates had any interests or short positions in any shares and
underlying shares of the Company or any of its associated corporations
as at 31 December 2006.
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Particulars of the Company’s share option schemes, namely Share
Option Scheme and Pre-IPO Share Option Scheme, are set out in note
31 to the consolidated financial statements.

(@ The following table discloses movements in the Company’s Pre-
IPO Share Option Scheme during the period from 21 December
2006 (the “Listing Date”) to 31 December 2006 (the “Post-listing
period”).
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Outstanding Granted Exercised
at during during the  Outstanding
Exercise 1.1.2006 the year post-listing  at 31.12.2006
price RIZZBEXE RER period RIZZBEXE
Name Date of grant TEE —A—H g RLETRHE +=-A=+—-H
i3] BHBH HK$ i RAT6E Cig:d i RAT6E
(B7x)
Category I:
Directors
£
Fang Jin 21.12.2006 2.02 - 5,000,000 - 5,000,000
Lin Chao 21.12.2006 2.02 - 4,000,000 - 4,000,000
7N
Guo Quan Zeng 21.12.2006 2.02 - 3,500,000 - 3,500,000
FBRIG
Li Hui Qiu 21.12.2006 2.02 - 2,800,000 - 2,800,000
Fa
Total directors - 15,300,000 - 15,300,000
EEFib
Category II:
PR
Senior management 21.12.2006 2.02 - 3,200,000 - 3,200,000
BRERE
Category lII:
B8
Other staff 21.12.2006 2.02 - 6,470,000 - 6,470,000
HMBET
Total of all categories - 24,970,000 - 24,970,000

BB R
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Subject to any restrictions applicable under the Listing Rules and the
terms and conditions of the pre-IPO share option scheme, all Options
are subject to the following vesting period:

Period of exercise of the
relevant percentage of option
THEEREEET DL ZHR

From the expiry of the first anniversary of the
Listing Date to the last date of the second anniversary
of the Listing Date (both days inclusive)

B EmRBREGm —BAERE FhAHRTRRBE
RiEAHIE (BEEEMX)

From the expiry of the second anniversary of the
Listing Date to the last date of the third anniversary
of the Listing Date (both days inclusive)

B E BB R RBERE FT AR M= RE 2
&AM (BEEERKX)

From the expiry of the third anniversary of the
Listing Date to the last date of the fourth anniversary
of the Listing Date (both days inclusive)

MR EmBERm=AFRE A RHRUEF
R AHIE (BEEEMR)

The exercise price is determined by the Directors of the Company
and is fixed at HK$2.02 per share.

Save as disclosed under the heading “Share Options” above, at no
time during the year ended 31 December 2006 was the Company or
any of its fellow subsidiaries and 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 convertible bonds
of, the Company or any other body corporate and none of the
Directors, their spouses or children under the age of 18, had any rights
to subscribe for securities of the Company, or had exercised any such
rights.
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Maximum percentage
of options exercisable
ATEEREZRSEDL

30% of the total number of
Options granted

ER N ERERZZ30%

30% of the total number of
Options granted

ERHERERZZ30%

40% of the total number of
Options granted

ERHERERZZ40%
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As at 31 December 2006, the following persons (other than directors or
chief executives of the Company) had interests or short positions in the

ordinary shares of the Company which fall to be disclosed to the

Company under the provisions of Divisions 2 and 3 of Part XV of the
SFO, or which were recorded in the register required to be kept by the

Company under section 336 of the SFO:

(Ordinary shares of HK$0.10 each of the Company):

Name of shareholder
BERHR

Fang Jin
ik

Swift Joy Holdings Limited
AR IERBRAF]

Lin Chao
i

Right Grand Holdings Limited
FRERBR AR

Baring Asset Management Limited
BEEETEARAR

JP Morgan Chase & Co.

Neng Liang Limited

Capacity
514

Corporate interest (Note 1)
NRlEm (MEET)
Beneficial owner (Note 2)
EmBEE A (Hit2)

Beneficial owner
En#EAA

Corporate interest (Note 3)
NEER (H17E3)
Beneficial owner (Note 4)
BB A (Hit4)

Beneficial owner
ERBEEA

Investment manager
KERKIE

Investment manager

REKE

Custodian corporation
approved lending agent

SEEEE EHERERE

Beneficial Owner (Note 5)
BB A (H75)
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Number of

issued ordinary
shares/underlying
shares held
FRERTEER
S HBERAEE

402,000,000

5,000,000

402,000,000

180,000,000

4,000,000

180,000,000

46,261,000

39,000,000

6,950,000

93,001,246

(RAREREEC10B LY TR

Percentage of the
issued share capital
of the Company as at
31 December 2006
R-BEXRF+ZA
=Et+—HBZEEATH
ERTRAZBESL

46.74%

0.58%

46.74%

20.93%

0.47%

20.93%

5.38%

5.34%

0.81%

10.81%



Note 1:These shares are directly held by Swift Joy Holdings Limited, whose
entire issued share capital is held by Fang Jin.

Note 2:Mr. Fang’s interest in the 5,000,000 shares pursuant to the pre-IPO
share options granted to him, details of which are set out in the
paragraph headed “Share Options” above.

Note 3:These shares are directly held by Right Grand Holdings Limited, whose
entire issued share capital is held by Lin Chao.

Note 4:Mr. Lin’s interest in the 4,000,000 shares pursuant to the pre-IPO share
options granted to him, details of which are set out in the paragraph
headed “Share Options” above.

Note 5:As at 31 December 2006, Neng Liang Limited was the holder of a
convertible bond in the principal amount of US$10 million which could
be converted, upon exercise, into shares of the Company at
approximately HK$0.82 per share, by no later than the expiry of six
months from 21 December 2006. This constituted a long position in
physically settled equity derivatives under the SFO.

On 7 February 2007, Neng Liang Limited exercised its conversion rights
under the bonds and the Company allotted and issued 93,001,246
shares at approximately HK$0.82 per share. Such conversion shares
represent approximately 9.38% of the shares in issue as at 7 February
2007 (as enlarged by the issue of the conversions shares).

Save as disclosed above, as at 31 December 2006, the Company had
not been notified by any persons (other than directors or chief
executives of the Company) who had interests or short positions in the
shares or underlying shares of the Company which would fall to be
disclosed to the Company under the provisions of Divisions 2 and 3 of
the Part XV of the SFO, or which were recorded in the register required
to be kept by the Company under section 336 of the SFO.

Report for the corporate governance practice adopted by the Company
is set out on page 43 to 48 of this annual report.
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For the year ended 31 December 20086, the total remunerations of the
Directors and the five highest paid employees are set out in note 10 to
the consolidated financial statements.

The Company has established an audit committee, a nomination
committee, a remuneration committee and an executive committee.

The primary duties of the audit committee are mainly to review the
material investment, capital operation and material financial system of
the Company, to review the accounting policy, financial position and
financial reporting procedures of the Company, to communicate with
the external audit firm, to assess the performance of internal financial
and audit personnel, and to assess the internal control of the
Company. At present, the audit committee of the Company consists of
four members who are Mr. Heng Kwoo Seng, Mr. Wang Jing Zhong,
Mr. Wang Jian Zhang and Mr. Ho Man.

The primary duties of the nomination committee and remuneration
committee are mainly to study and formulate the criteria of selection
and the remuneration policy of the Directors and the senior
management of the Company, to review candidates for the Directors
and the senior management of the Company, and to review the human
resources development and the utilisation policy of the Company. At
present, the nomination committee and the remuneration committee
each consists of three members who are Mr. Fang Jin, Mr. Heng Kwoo
Seng and Mr. Wang Jing Zhong.

The primary duties of the executive committee are mainly to review and
formulate the strategic positioning and development plans of the
Company, to review and formulate strategies for market development
and operation, to monitor operational and financial performance to
assets and control risks, and to review the strategies of the Company
on its material projects, business expansion, asset restructuring and
operations. At present, the executive committee of the Company
consists of ten members who are Mr. Fang Jin, Mr. Lin Chao, Mr. Guo
Quan Zeng, Mr. Li Hui Qiu, Mr. Yeung Mun Tai, Mr. Jiang Zhi Cheng,
Mr. Wang Wen, Mr. Pan Liang Chun, Ms. Zheng Na and Mr. Qiu Jun
Ming.

SCUD Group Limited REREBER X F

RBZE_ZZEXF+_A=1T—HILFE"
EEhAusEFeREE 2HEAEER
AR ITERARMIEE10 ©

ARBERIEZZRES RAZEE
TR EEgMHITERES-

EVZEENIBRERESARAEK
REBER BRNEZNEAYBHE EE
ARBEFBER - M ISR R 75 B AR
Fr BERSNEAZ RN BB A RHE A RR A 75 A0
ZBABN TR ARMEAR AR RED
BB ARAIESZZEEHNEMKE
(DRI ARTMBREL A FHELEE TEEL
HEANRIERE ) AR

REZESNHEZESNTIRBAERM
RN ARREFNRREEABNE
BRENHERR BEARREETNSR
EEEREALBSARRANERFAE
MAMABEK B REZEGNNEERE
EH=FKE (DHIRTERE MaEL
AN ERUESEA) MK

HITZEENIEREREESMHEIALR
AIBES EE L A RA 8 BEAGIFT M5
FEMELRE ERGEMPIERIE 12
HER BEARREAER EBFHG &
EEHENZERE B NARHITERER
EHTEKE (DRIRTEEE HBRE:
RIGEE - FEMELE HRTRLE TE
pRSEA  EXEAE ERERLE B LM
ERRERSEAE) 4BRK



Although there are no restrictions over the grant of pre-emptive rights
under the laws of Cayman Islands, no pre-emptive rights are granted
under the articles of association of the Company.

The top five and the largest customers of the Group, represent
approximately 32% and 13% of the Group’s total sales of the year
respectively.

The top five and the largest suppliers of the Group represent
approximately 34% and 11% of the Group’s total purchases of the year
respectively.

At no time during the year did a Director, an associates of Director or a
shareholder of the Company (which to the knowledge of the Directors
owns 5% or more of the issued share capital of the Company) has
equity interests in the top five customers and suppliers of the Group.

During the year, the Group entered into certain transactions which
constitute connected transactions under the Listing Rules, details of
which are set out in note 32 to the consolidated financial statements.

Save as the transactions referred in the section “Connected
Transactions” above, no Directors has direct or indirect material
interests in any material contracts entered into by the Company or any
of its subsidiaries at any time during the year.

Independent Non-executive Directors confirm that, the Group entered
into connected transactions, which are fair and reasonable and in the
interest of the shareholders of the Company as whole, on normal
commercial terms and in compliance with terms governing such
transactions during its ordinary course of business.

The Company has maintained sufficient public float during the period
from 21 December 2006 (the Listing Date) to 31 December 2006.
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The Group has donated RMB1,030,000 (equivalent to HK$1,000,000)
for charitable purpose during the year.

Details of subsequent event occurred after the balance sheet date are
set out in note 34 to the consolidated financial statements.

Since the incorporation of the Company, its financial statements have
been audited by Deloitte Touche Tohmatsu. A resolution will be
proposed regarding the reappointment of Deloitte Touche Tohmatsu as
the auditor of the Company at the annual general meeting.

By the order of the Board
FANG JIN
Chairman

27 March 2007
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