The Hong Kong economy continued to expand at a brisk pace in 2006. The
robust 6.8% GDP growth for 2006 as a whole marked the third consecutive
year of distinctly above-trend growth. The past three years saw a sustained
period of high growth and low inflation, giving a highly supportive
macro-economic environment. The labour market experienced further
extensive improvements in 2006 with unemployment rate fell to a 6-year low
of 4.4% by the end of the year. Job vacancies and employment income

remained on the rise.

Benefited from this economic atmosphere, the business of the Group continued
to perform satisfactorily during 2006 in terms of both revenue and number of
customers. During 2006, the Group attained a turnover of HK$1,992.4 million
which represented a 9.7% increase over the HK$1,815.7 million in 2005.
Loss for the year ended 31 December 2006 was HK$79.4 million (2005: a
profit of HK$32.2 million) after taking in account various non-cash items on
adoption of the Hong Kong Financial Reporting Standards issued in recent
years. These non-cash items were mainly impairment loss recognized in respect
of available-for-sale investments of HK$19.9 million (2005: HK$1.2 million),
impairment loss recognized in respect of goodwill arising on acquisition of
subsidiaries of HK$5.8 million (2005: HK$nil), imputed interest on convertible
notes of HK$30.3 million (2005: HK$1.6 million) and share option expenses
of HK$12.0 million (2005: HK$nil). Finance costs other than imputed interest
on convertible notes for the year were HK$68.4 million (2005: HK$57.8 million)
mainly caused by the issue of 1,000 million convertible notes in June 2006
due 2011 at a coupon interest rate of 2% per annum. The earnings before
interest, tax, depreciation and amortization (“EBITDA") for the year was
HK$70.3 million. Had the abovementioned non-cash items been excluded,

the EBITDA would be adjusted to HK$108.0 million (2005: HK$116.8 million).
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Travel and Related Services

The Group’s travel and related services comprises mainly outbound tours,
inbound tours, air ticketing and hotel/air tickets packages. In 2006, this
segment continued to grow and achieved a turnover of HK$1,740.7 million
represented an increase of 9.3 % over the HK$1,592.0 million in 2005.
Segment results for the year was HK$17.0 million (2005: HK$56.4 million)
resulted from the reducing margin and staff force expansion to cope with

business expansion.

Hotel and Leisure Services

The Group operates its hotel and leisure business through Luoyang Golden
Gulf Hotel and the three “Rosedale” branded 4-star rated hotels located in
Hong Kong, Guangzhou and Beijing, the PRC. During 2006, the average
occupancy ratio achieved 71.35% and was slightly lower than the 71.97% in
2005. On the other hand, the average room rate for the year attained HK$519
was 8% better than the HK$480 in 2005. The segment achieved a turnover
of HK$251.7 million for the year ended 31 December 2006 (2005: HK$223.8
million) and a segment profit of HK$40.9 million (2005: HK$28.2 million).
The discount on acquisition of Kingsway Hotel of HK$34.6 million recorded

in 2005 did not recur during the current year.

Associates

Benefited from the booming tourism market in Macau, the Group’s 31.73%
held associate, Kingsway Hotel Limited has performed satisfactorily. The
Group’s share of its results up to its being reclassified as assets held for sale on
30 June 2006 was HK$4.8 million against the HK$8.4 million for the full year
2005.

The Group’s 50% held joint venture, Travoo International Limited (“Travoo”)
commenced its operation in early January 2006. Its main focus are on air
ticketing and hotel bookings transacted through a business-to-business-to-
customers system platform. Due to heavy start-up costs, Travoo has resulted a
loss for the year and the Group’s share of the loss was HK$2.9 million for the

year ended 31 December 2006.
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The Group’s 41.9% interest in a US Pink Sheets quoted associate, Sino Express
Travel Limited (“Sino Express”) acquired in August 2006 has resulted loss for
the year. The Group’s share of results in this associate in 2006 was a loss of

HK$2.0 million.

Material Acquisitions and Disposals

On 13 June 2006, the Group entered into a conditional sale and purchase
agreement with an independent third party for the disposal of the Group’s
56.91% interest in Triumph Up Investments Limited (the “Disposal”) for a
consideration of HK$252,789,344.97. Triumph Up Investments Limited
indirectly holds approximately 55.75% of the issued share capital of Kingsway.
Accordingly, the Group's entire approximately 31.73% effective interest in
Kingsway will be disposed of. The net proceeds from the Disposal are estimated
to be approximately HK$250.8 million. The Group intends to apply the net
proceeds for the purpose of repayment of its borrowings and as the general
working capital of the Group. The Disposal has been approved by the
shareholders of the Company in the special general meeting held on 17 July
2006. Pursuant to the various deed of variation entered between the Group
and the purchaser, the long stop date of the Disposal has been extended to

31 May 2007. The Disposal has not completed as at the date of this report.

On 30 June 2006, International Travel Systems Inc. (“ITS”), a wholly owned
subsidiary of the Company, has entered into a conditional sale and purchase
agreement with a wholly owned subsidiary of Sino Express, a company with
its shares being traded on the US Pink Sheets, to dispose of the 100% equity
interest held by ITS in a subsidiary established in Guangzhou, the PRC and
related shareholder’s loan for a total consideration of US$7,500,000 (equivalent
to approximately HK$58,500,000). Pursuant to the agreement, the
consideration would be satisfied by the purchaser by issuing to ITS (or as it
may direct) a total of 32,608,696 shares of common stock in Sino Express,
representing approximately 38.99% of the then issued share capital of Sino
Express, at an issue price of US$0.23 each. The agreement was completed on

30 August 2006.
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On 4 April 2007, ITS and an independent third party (the “Vendor”) entered
into an agreement under which the parties agreed that, subject to the
fulfillment of certain conditions precedent, ITS will purchase 100 shares of
US$1 each in the capital of Asia Times Limited (“Asia Times”) held by the
Vendor, representing 100% equity interest in Asia Times for a consideration
of HK$70,000,000. The details of the acquisition were disclosed in the
announcement of the Company dated 16 April 2007. The agreement is
conditional, among others, on the approval of the shareholders of the

Company.

Liquidity and Financial Resources

On 1 March 2006, the Company entered into a placing agreement with a
placing agent pursuant to which the placing agent conditionally agreed to
place, on a best effort basis, 175,000,000 new adjusted shares at a price of
HK$0.69 per new adjusted share to not less than six placees who are
independent third parties. The net proceeds of approximately HK$120.0 million
would be used as the Group’s general working capital. In order to facilitate
the issue of the placing shares, the Company conducted a capital reorganisation
which involved (i) the reduction of the issued share capital of the Company by
HK$0.90 per existing share by cancelling an equivalent amount of paid-up
capital per existing share so that the nominal value of each existing share in
issue will be reduced from HK$1.0 to HK$0.10; and (ii) the subdivision of

every unissued existing share into 10 adjusted shares.

The capital reorganisation and the placing were completed on 10 April 2006

and 25 April 2006 respectively.

RZZZTLFMANA TSE—BYE=F ([E
71 EIAL— R Bt STAE RS RERTTRE
T FRMRIF1E - ITSHE LA (B 70,000,000/ THEE
=5 B Asia Times Limited 3% AN 51 100% S A% &
B1ET 2 HE R Asia Times Limited,Z
100% AR - ZIEWHE 2 sHIBEAR A RN _Z
THEMA+ABHBEZ G RE ZBEA
5 (EhaE) ARRIREALER HIaER.

RBEERMBER

RZZZTAF=ZA—H RAFE—FERIEET
N ERERE B ZEREREFFELRE
RIR MR N ERE AR AERKH0.698 7T
H{E1E#5175,000,000 % FTEE AR MM ELES T
DRNNABA (IRBNE=T) FTSRIETF
#847120,000,0007& T AVEAREE M — R &8
E& - RAFEETRERN NARBETER
KRER BPBRENEARAREBTRAEGRIEE
RRAD BIIR0.905 T - AR IEBIRIR B AN B4
RRAFFHEEERE EEREEFTHERH
FEE .08 TR E0. 10587T: R(NDIFEREK
BITHIRBRGN B 10RE AR,

X

FZERAEEREEFACAER _TTRFN
ATBERE-ZEXFHR - +HHBZTKe



On 23 March 2006, the Company entered into a total of eight conditional
subscription agreements with each of China Enterprises Limited, Hutchison
International Limited, a fund manager (on behalf of four other subscribers)
and five other subscribers in related to the subscription of the HK$ 1,000 million
2% convertible exchangeable notes due 2011 (the “Notes”) proposed to be
issued by the Company which entitled the holders thereof to, among others,
convert the principal amount outstanding into 1,265,822,784 new shares of
the Company which fall to be issued upon exercise in full of the conversion
rights attaching to the Notes at an initial conversion price of HK$0.79 per
share. The net proceeds raised are expected to be used by the Group for the
purpose of expanding its hotel business and travel related business. To the
extent that the net proceeds are not immediately applied for the above purpose,
the Company intends that the net proceeds may be used to reduce the gearing

of the Group.

The subscription agreements have completed and the Notes were issued in

June 2006.

At balance sheet date, the Group’s total borrowings were as follows:
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The convertible notes issued in June 2006, due in June 2011, bear interest at
a fixed rate of 2% per annum. All other borrowings bear floating interest

rates.

The gearing ratio, expressed as a percentage of total borrowings to equity
attributable to shareholders of the parent, increased slightly by 4.3% from
105.8% as at 31 December 2005 to 110.1% as at 31 December 2006.

Pledge of Assets

At 31 December 2006, certain assets of the Group at net book value of
HK$638.5 million (2005: HK$640.0 million) were pledged to banks and

financial institutions for credit facilities.

Contingent Liabilities

The Group did not have any significant contingent liabilities as at 31 December

2006.

Foreign Currency Exposure

The majority of the Group’s assets and liabilities and business transactions
were denominated in Hong Kong dollars, US dollars and Renminbi. Despite
the appreciation of Renminbi during 2006, the impact on the Group’s operation
is minimal. As such, the fluctuation of foreign currencies does not have a
significant impact on the performance, results and operations of the Group

during the reporting year and in the foreseeable future.

The Group will continue to monitor closely its foreign currency exposure and

requirements and to arrange for hedging facilities when necessary.
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Employees

At 31 December 2006, the Group has 2,021 employees of which 23 employees
were stationed overseas and 1,098 employees were stationed in the PRC.
Competitive remuneration packages are structured to commensurate with
the responsibilities, qualifications, experience and performance of individual
employees. The Group also provided training programmes, provident fund
scheme and medical insurance for its employees. Total staff remuneration
incurred for the year ended 31 December 2006 were approximately HK$150.0

million.

The Group had a share option scheme (the “Scheme”), which was approved
and adopted by shareholders of the Company on 3 May 2002, to enable the
directors to grant options to employees, executives or officers of the Company
or any of its subsidiaries (including executive and non-executive directors of
the Company or any of its subsidiaries) and any suppliers, consultants, agents
or advisers who will contribute or have contributed to the Company or any of
its subsidiaries as incentives and rewards for their contribution to the Company
or such subsidiaries. The maximum number of shares in respect of which
options may be granted under the Scheme, when aggregated with any shares
subject to any other schemes, shall not exceed 10% of the issued share capital
of the Company on the date of approval and adoption of the Scheme (the
“General Limit"). The Company proposed to refresh the General Limit so that
the number of shares which may be issued upon exercise of all options to be
granted under the Scheme and any other share option schemes of the
Company would be increased to 10% of the shares in issue as at the date of
approval of the General Limit as “refreshed”. The refreshment of the General
Limit was approved by the shareholders of the Company in the annual general

meeting held on 19 May 2006.

On 22 June 2006, the Company granted 58,880,000 options at an exercise
price of HK$0.728 per share with exercisable period from 22 June 2006 to 21
June 2008. At balance sheet date, 200,000 options had been lapsed and no

option has been exercised by the option holders during the year.
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The China Market

According to the statistics released by the China National Tourism
Administration, the number of outbound visitors in 2006 reached 125 million
and represented an increase of 4% over 2005. The revenue generated from
incoming visitors to China in 2006 was US$33.9 billion, represented a 15%
increase over 2005. The inauguration of the Qinghai-Tibet Railway in July
2006 further made China a hot spot for visitors. Coupled with the effect of
the 2008 Beijing Olympic Games and the 2010 Shanghai Disney and World
Expo, both the number of visitors to China and the related travel spending

shall grow to a tremendous extent during the coming years.

For the outbound market, China remained at the top in Asia in 2006 in terms
of number of tourists. There were 34 million outbound tourists travelled abroad
in 2006, represented a 10% increase over the year before. At the same time,
the number of approved travel destinations for PRC citizens has been increased
to 132. Coupled with the concession of outbound tour operating licenses to
Hong Kong based travel agents, the Group considers this excellent timing to

enlarge its PRC network and to penetrate into market.

To grasp the enormous opportunities in the PRC travel market, the Group has
formulated a strategic plan in order to broaden its operating network in the
PRC in short to medium term. In addition to its existing land operator joint
venture company in Guangzhou, Travoo and the Rosedale branded hotels,
the Group is currently finalizing the negotiation with various vendors for
acquiring hotels rated from 2 to 4 stars. As part of the Group’s expansion
plan, it has recently reached an agreement to acquire the majority control of
a travel agent in Sichuan Province. The Group has also had plans to expand its
traditional and internet travel business. Currently, the Group is targeting on
several travel projects of various business types including tour packages
provider, on-line hotel booking agents and leisure resorts. The Group is strongly
confident on the PRC travel industry and shall keep on exploring appropriate

investment projects to expand its business network in the Mainland.
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Tour Business

Further to the regular tour series to popular sightseeing destinations, the Group
shall continue to put in considerable resources to develop and launch series
of featured products such as photography tours and culture appreciation tours
to suit the need of the growing number of customers who prefer to expend

on distinctive products with profundity.

In the coming year, the Group shall put additional resources and effort to
further enhance our service quality and to uplift the status of the customers
joining our tour packages. These will be attained via extensive co-operation

with prestige airlines, hotels and the tourism authority of our tour destinations.

In inbound market, Hong Kong welcomed 25.3 million visitors in 2006, 8.1%
more than in 2005. Mainland visitors continued to be the focus with the help
of the Hong Kong Disneyland, the Hong Kong Wetland Park and the skyrail
to Po Lin Monastery (Ngong Ping 360). The Group, as a leader of the industry,
shall continue to inject resources to strengthen its inbound section to cope

with this brilliant sector.

FIT Travel

The Group is all the time excelled at FIT travel. The local government’s five-
day workweek commenced in July 2006 set a good example to the commercial
sectors. Increasing number of large organisations have implemented or
aggressively considering to adopt the same system. The Group has successfully
catch up with this excellent opportunity by launching its choreographed
weekend travel packages to that class of customers with high-income and
aspired after enjoyment. In the coming years, the Group shall expand its
ticketing sales outlet. Coupled with the rebound of the Hong Kong economy
and the increasing GDP per capita, the contribution of this business stream to

the Group shall see a tremendous growth in the coming years.
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Cruise Business

Following the docking of the Italian cruise liner Costa Allegra in May 2006
sailing on regular schedule in and out of Hong Kong to the Mainland, the
American-based Royal Caribbean Cruise participated into the Hong Kong
market and Queen Mary II's visiting Hong Kong recently, Hong Kong is moving
its way towards to the ultimate target of becoming the cruises hub of Asia.
The proposed cruise terminal, a vital element of the development plan of the
former Kai Tak Airport, further proved the Government’s commitment to this

direction.

The Group, as a forerunner of the industry, seeing this cruise sector one of
the major focus of the travel industry within the next decade, has opened its
first cruise centre in June 2006. We have deployed a dedicated team of staff
who has undergone intensive cruise products training to retail prestigious
brands such as Royal Caribbean Cruise, Cunard, MSC and Costa Crociere.
The Group shall put considerable resources to spread this cruise concept
throughout its branch network and to provide professional service to our

customers of this expanding stratum.

Hotel Operations

Benefited from the booming China inbound market and the Hong Kong
Government's aggressive measures to promote the city, the average room
rates of the three “Rosedale” branded hotels and the Luoyang Golden Gulf
Hotel improved remarkably. The coming 2008 Beijing Olympic Games, the
grant of outbound operating license to Hong Kong and Macau travel agents
and the erection of further tourists spots in Hong Kong shall attract more and
more visitors to the Mainland and the city. The Group shall continue to explore
further hotel investment targets to expand its 4-star rated business hotel chain.
Simultaneously, the Group shall actively participate into the booming budget
hotel market in the PRC via acquisition, franchise and/or cooperated with
domestic hotel operators. The Group sees that the contribution of this segment

to the Group in the coming years shall be increased to a considerable extent.

The Group, as a precursor of the industry, committed to make use of our
expertise to explore new leisure and sightseeing spots around the globe, and
to provide quality ticketing, catering and other related services for our valuable

customers to relax and enjoy during their holiday.
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