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“With the strategic objective of developing our
core business in logistics, the strength of
restructuring and consolidation of relevant
resources is enhanced. Through acquisitions and
integrations of assets of our core business, and
divestment in assets of our non-core business,
the Group improves its asset structure, thereby
enhancing our asset quality.”

| am pleased to take this opportunity to present a review of
the business activities of the Group in 2006 and a preview of
our future development.

In 2006, the Group has taken the opportunity to sum up the
experience for a better development in the future. Benefiting
from the rapid and stable economic growth in China and with
the support across the community, profits generated from
the Group’s ordinary activities maintained a trend of rapid
growth. Comparing with previous years, its financial data in
various aspects recorded a significant increase. The Group’s
development and operations of existing projects are in progress.
It is expected that these projects will continue to bring the
Group with stable returns.

REVIEW OF RESULTS

For the year ended 31 December 2006 (the “Year”), turnover
of the Group amounted to HK$426 million (2005: HK$317
million), representing an increase of 34% over the corresponding
period of 2005. The Group recorded an increase of turnover
for five consecutive years. The turnovers of toll roads and
logistic parks, the two core business of the Group, recorded
increases of 1.85 times and 70% respectively, while their
respective profit before interest and tax amounted to HK$234
million and HK$24 million, representing increases of 33% and
91% respectively. The operating results recorded satisfactory
growth, in particular the logistic parks business is entering
into a rapid growth period. In addition, other logistics business
and manufacturing business of the Group constantly recorded
stable profit before interest and tax for the Group, amounted
to HK$10.56 million (2005: HK$9.71 million) and HK$90 million
(2005: HK$92 million) respectively.
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The non-recurring profit arising from acquisitions and disposals
of assets as well as write-back of impairment provisions of
the Group during the Year amounted to HK$38 million,
representing a decrease of HK$56 million over the profit with
the same nature of HK$94 million in 2005. This results in profit
before interest and tax of the Group for the year 2006 to HK$368
million, representing a decrease of 4% over that of 2005. Excluding
these non-recurring items, the 2006 profit before interest and
tax was HK$330 million, representing an increase of 13% over
the corresponding period of 2005.

In addition, the Group issued zero coupon convertible bonds
with an aggregate principal amount of HK$600 million in February
2006. The buoyant stock market in 2006 resulted in a significant
increase in the share price of the Company. The fair value of
the derivative liability of the convertible bonds recorded
corresponding growth. According to the requirements of the
Hong Kong Financial Reporting Standards, the Company was
required to recognise a book loss of approximately HK$82
million and incurred nominal interest cost of HK$37 million.
This results in a substantial increase in finance costs of HK$119
million for the Year, leading to a decrease of 39% in profit
attributable to shareholders over that of 2005. The recognition
of the book loss arising from the change in fair value of the
derivative liability followed strictly the requirements under
applicable financial reporting standards. Upon conversion of
the bonds into shares of the Company, the relevant loss effectively
increases the share premium of the Company and as a result
it does not have any effects to shareholders’ equity. It also
does not affect the business operations and cash flow of the
Group. In 2007, based on the change in share price and the
conversions by bondholders up to the date of this report, the
Company recognised a gain of approximately HK$15 million
arising from the change in fair value of the derivative liability
of the convertible bonds. As the fair value of the derivative
liability changes according to the fluctuation of the share price
and conversion of the bonds, the actual results arising from
the changes in fair value of the derivative liability in the interim
and final results of 2007 will differ from the gain reported as
at the date of this report.
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The board of directors recommended the payment of a final
dividend of HK 0.6 cent (2005: HK 0.55 cent) per share for
the year ended 31 December 2006, representing an increase
of 9% over that of 2005 and totalling HK$72.53 million (2005:
HK$62.46 million) to shareholders.

In the first half year of 2006, the Group participated in the
share segregation reform schemes of Shenzhen Expressway
Company Limited (“Shenzhen Expressway”) and CSG Holding
Co., Ltd. (*CS@G"), the two associates of the Group whose
shares are listed in the PRC. The Shenzhen Municipal Government
has made arrangements so that the consideration payable
by the Group was borne by organisations which were directly
supervised by the Shenzhen Municipal Government. With the
arrangements made by the Shenzhen Municipal Government,
the Group’s asset losses arising from paying the consideration
were significantly reduced and avoided a substantial loss of
approximately HK$154 million. These arrangements materialised
the strong support of the Shenzhen Municipal Government
for the Group. In the meantime, respective shares in Shenzhen
Expressway and CSG held by the Group will gradually become
tradable A Shares in the stock exchange from the end of May
2007. The continuously buoyant A share market in the PRC
since 2006 will contribute to enhance the investment value
of the Group’s shareholdings, and will facilitate the integration
and enhancement of the Group’s assets and business structure
in the future.

Shenzhen Western Logistics Co., Ltd. (“Shenzhen Western
Logistics”), 20% interest of which is held by the Group, owns
valuable land resources designated for logistics purpose and
has relatively high potential as well as remarkable prospects.
In order to further strengthen the control over the business in
the logistic park, the Group acquired 40% equity interest in
Shenzhen Western Logistics at a consideration of RMB230
million in December 2006 to make it become a 60% owned
subsidiary of the Company in 2007.
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In February 2006, the Group issued zero coupon convertible
bonds due 2011 with an aggregate principal amount of HK$600
million to raise additional funds for the future investment in
quality logistics infrastructure projects and for working capital
purposes, thereby strengthening the financial capacity and
expanding the capital base of the Group. The Company’s
shareholder coverage was further enlarged accordingly, thus
attracting more sizable institutional and strategic investors to
bring about maximum benefits for the Group.

OUTLOOK

The Group has been striving for enhancing the level of corporate
governance, standardising its operational procedures,
strengthening its communications with investors and further
improving the Company’s transparency. The Group will also
perfect its internal structure and reduce administrative levels
in order to upgrade its management efficiency and lower its
administration cost.

The Shenzhen Municipal Government has launched a reform
of all business units owned by government departments in
Shenzhen City since July 2006. As a result, over 300 state-
owned business units with an aggregate net asset value of
approximately RMB8,000 million have been transferred to
Shenzhen Municipal State-owned Assets Supervision and
Administration Commission (“Shenzhen SASAC”), including
certain premium expressways and logistics infrastructure projects
whose business are similar to the core logistics business of
the Group. These business units have signed relevant transfer
documents with Shenzhen SASAC and their respective holding
companies before the end of 2006. With the support of Shenzhen
SASAC and the Shenzhen Municipal Government, the Group
will actively seize the opportunities to enhance its logistic resources
by acquiring infrastructure assets and participating in the rapid
development of logistics parks in Shenzhen so as to capitalise
on the appreciation of resources value and the growth of asset
returns resulting from the growth of the regional economy. In
addition to the increase in shareholding in Shenzhen Western
Logistics, the Group also actively striving opportunity to increase
its investment in another logistic park focus, Shenzhen South-
China International Logistics Co., Ltd, and other quality toll
road assets.
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In addition, with a view to further concentrate its resources
on the core logistics business, the Group will identify suitable
opportunities to reduce gradually its investments in non-core
business at an appropriate consideration to enable the Group
to deploy its resources in the most efficient way and further
enhance the return of assets and the added value of resources
brought by the logistics and related business. Meanwhile, by
repositioning the functions of its own, the Group will further
strengthen its investment holding function as well as its ability
in the capital market and resources integration. The Group
will also make good use of the funding platform of a listed
company to enhance its support to core business and to increase
its competitiveness and productivity as a whole.

In the years to come, the Group will devote itself to the logistics
business with logistic parks and toll roads as its main focus
and foundation of business development. It will also, with its
logistic infrastructure, expand the business scope to related
value added logistic services. Through acquisition and merger
of high quality logistics infrastructural projects in Shenzhen
City and other economically developed regions in China, the
Group is able to complete the framework construction of logistics
networks, resulting in a rapid development in the Group’s
total assets in terms of quality and quantity. In addition, with
the enhancement and optimisation of operating revenue brought
about by the interaction among projects in different regions,
the Group’s return on capital has been able to maintain at a
high level, creating a remarkable and stable corporate value
for shareholders.
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APPRECIATION

| would like to take this opportunity to thank Mr. Li Hei Hu,
the former chairman of the board, and Mr. Chen Chao, the
former vice chairman and chief executive officer. During their
term of office, the Group has established a long-term strategy
of developing logistics business under their guidance and they
made great effort in the introduction of quality logistics assets
to the Group. As a result, the Group successfully secured a
foothold in the industries of logistics infrastructural facilities
development, logistics and ancillary services, and logistics
information services and made an important contribution to
the future development of the Group.

In addition, | would like to express my sincere gratitude to all
shareholders and investors, on behalf of the board, for their
continuous support to the Group. Particularly, | would also
like to thank all staff of the Group for their services and
contributions in 2006.

Guo Yuan
Chairman

Hong Kong, 28 March 2007

B2 AR B BR A 7) Shenzhen International Holdings Limited | 15

3] 2006 Annual Report J




