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Chairman’s Statement

ERHE

| have pleasure in presenting to the shareholders
the annual report of the Company for the year ended
31st December, 2007.

BUSINESS REVIEW

For the year under review, the Group’s revenue
was HK$11.6 million and the loss attributable to
equity holders of the Company was HK$2.7 million.
The Group was debt-free and maintained a strong
liquidity position.

DIVIDEND

The Directors do not recommend the payment of a
final dividend.

The annual general meeting of the Company (the
“AGM”) will be held on 22nd May, 2008 and there
will be no closure of the Register of Members of the
Company as no final dividend is being paid.

CHANGE OF BOARD OF DIRECTORS

Upon the completion of the general offer made by
Mercurius Partners Investments Limited on 3rd July,
2007, the Board of Directors was replaced by the

current directors.
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Chairman’s Statement

ERHE

PROSPECTS

The uncertainties relating to the future course of
interest rates and the implementation of austerity
measures in Mainland China in response to its
changing economic situation continue to bear
significant impact on the outlook for the Hong Kong
economy. In addition, the recent turmoil in the US
sub-prime mortgage market continues to have
an impact on the Hong Kong economy and more
generally on the global equity and credit markets.
Consequently, management continues to exercise
caution in the extension of credit and is comfortable
with the level of the Company’s activities. While
we always stay alert to the challenges as well as
opportunities brought about by these uncertainties,
we remain cautiously optimistic the Group should be
able to progress well in the year 2008.

APPRECIATION

On behalf of the Board of Directors (the “Board”), |
would like to express my sincere appreciation to the
management and our staff for their dedicated service
during the year.

Phgmmn

John Zwaanstra

Chairman
Hong Kong, 19th March, 2008
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Discussion and Analysis of Annual Results

BFERRTRE S

The Group’s treasury investments recorded a
decrease in profit. The activity level in the Group’s
mortgage finance business segment remained at a
modest level. For the year ended 31st December,
2007, the Group recorded a loss attributable to
equity holders of the Company of HK$2.7 million
(2006: profit of HK$11.3 million) with revenue of
HK$11.6 million (2006 (restated): HK$12.9 million).
Legal and professional fees related to the change
in management and abandoned geographical
expansion of the business accounted for
approximately HK$2.7 million of the loss for the year.

RESULTS FORTHE YEAR

The principal businesses of the Group remained
mortgage finance and treasury investments.

The competition in mortgage finance market
remained keen and interest margin continued to
remain low. The revenue contributed by mortgage
finance decreased to HK$1.2 million (2006: HK$1.4
million) and the profit contributed by mortgage
finance decreased to HK$1.2 million (2006: HK$1.4
million).

The revenue contributed by the treasury investments
dropped to HK$10.4 million (2006 (restated):
HK$11.6 million) as a result of decrease in securities
trading activities. The profit contributed by treasury
investments decreased to HK$10.0 million (2006:
HK$14.3 million).

TOTAL ASSETS

At 31st December, 2007, total assets decreased
slightly to HK$231.0 million (2006: HK$232.8
million). All assets were denominated in Hong Kong
dollars except for the available-for-sale investments
which were denominated in United States dollars;
henceforth there was an exposure to foreign

exchange currency rate risk albeit a modest one.
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Discussion and Analysis of Annual Results

BFERRTRE S

TOTAL ASSETS (continued)

The Group maintained a very strong liquidity position
throughout the year. At the balance sheet date, the
Group had listed investments amounting to HK$8.0
million (2006: HK$26.1 million) and bank balances
amounting to HK$169.2 million (2006: HK$192.1
million).

CAPITAL STRUCTURE

Currently, the Group is debt-free. There were no
charges on the Group’s assets and the Group had no
material capital commitment or contingent liabilities
outstanding at the end of the year (2006: Nil).

The net asset value of the Group at 31st December,
2007 decreased by 1.1% to HK$229.3 million (2006:
HK$231.9 million), with the net asset value per share
standing at HK$1.02 (2006: HK$1.03).

STAFF AND REMUNERATION

The Group had 9 (2006: 10) employees at 31st
December, 2007 and total staff costs incurred during
the year amounted to HK$4.2 million (2006: HK$1.3
million). The Group offers competitive remuneration
packages to its employees. Currently, there is no
share option scheme for employees.

OUTLOOK

The Group continues to maintain its traditional
principal activities after the takeover by new
management. However, management is conducting
a review of the business operations and financial
position of the Group, with a view to formulating a
business plan and strategy suitable for the Group. At
the same time, management is evaluating all and any
other options, including but not limited to expanding
the current financial services business of the Group,
commencing real estate development business or
expanding into other businesses on an opportunistic
basis.
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Corporate Governance Report

ERELRE

The Company is committed to maintaining a high
standard of corporate governance within a sensible
framework with an emphasis on the principles of
transparency, accountability and independence.
The Board of Directors of the Company (the “Board”)
believes that good corporate governance is
essential to the success of the Company and to the
enhancement of shareholders’ value.

CODE ON CORPORATE GOVERNANCE
PRACTICES

The Company has applied the principles of and
complied with the applicable code provisions of
the Code on Corporate Governance Practices (the
“CG Code”) contained in Appendix 14 of the Rules
Governing the Listing of Securities (the “Listing
Rules”) on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) during the year
ended 31st December, 2007. The Board will review
the current practices at least annually and make
appropriate changes if considered necessary. During
the year, the Board has reviewed and updated
the corporate governance’s framework, inter alia,
revision of the terms of reference of the remuneration
committee and engagement of external professionals

to review the internal control.
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Corporate Governance Report

ERELHRSE

THE BOARD

The Board currently comprises seven Directors
in total, with four executive Directors and three
independent non-executive Directors (“INEDs”). The
composition of the Board during the year and up to
the date of this report is set out as follows:

Executive Directors:
John Zwaanstra (Chairman)
(appointed on 3rd July, 2007)
John Pridjian (Chief Executive)
(appointed on 3rd July, 2007)
Todd David Zwaanstra
(appointed on 3rd July, 2007)
Jonathon Jarrod Lawless
(appointed on 3rd July, 2007)
Akihiro Nagahara
(resigned on 3rd July, 2007)
Stephen Lo Kam Fai
(resigned on 3rd July, 2007)
Poon Mo Yiu
(resigned on 3rd July, 2007)

INEDs:
Alan Howard Smith, J.P.

(appointed on 3rd July, 2007)
Stephen King Chang-Min

(appointed on 3rd July, 2007)
Patrick Smulders

(appointed on 3rd July, 2007)
Chan Bo Ching

(resigned on 3rd July, 2007)
Li Chak Hung

(resigned on 3rd July, 2007)
Yuen Wai Ho

(resigned on 3rd July, 2007)

The brief biographical details of the Directors are set

out in the “Directors and Senior Management” section
on pages 33 to 36.
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Corporate Governance Report

ERELRE

THE BOARD (continued)

The INEDs, with sound professional expertise
and experience, actively participate in the Board
and committee meetings and bring independent
judgment on issues relating to the Group’s strategy,
performance and management process, taking into
account the interests of all shareholders. They also
take various roles in the Board committees.

Throughout the year, the Company had three
INEDs representing more than one-third of the
Board. All INEDs have the appropriate professional
qualifications or related financial management
expertise under Rule 3.10 of the Listing Rules. The
Board has received from each INED an annual
confirmation of his independence and considers that
all the INEDs are independent under the guidelines
set out in Rule 3.13 of the Listing Rules.

The INEDs have been expressly identified as such in
all corporate communications of the Company that
disclose the names of Directors. The INEDs were

appointed for a fixed term of three years.
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Corporate Governance Report

ERELHRSE

THE BOARD (continued) EE®(#E)

The Board meets regularly to discuss the overall KRB QE%%&?TD?tt’F?LKEZﬁJE&EP HZE
strategy as well as the operation and financial 4 #EZeTHIHSS - Eﬁﬁﬁﬁ’ilz%m%ﬁk
performance of the Group in addition to the meetings A R & @ MBF 5K IA - ¢ W HEBRANREZE

for reviewing and approving the Group’s annual and % ' 2= HEBROT :

interim results. During the year, six Board meetings

were held and attendance of each Director at the

Board meetings is set out as follows:

Number of Board
meetings attended/
eligible to attend

HEEEREE
EEEEEIIH

Executive Directors: BITES
John Zwaanstra (Chairman) John Zwaanstra (£ /&)

(appointed on 3rd July, 2007) (RZZEZTLFELA=HEZF) 3/3
John Pridjian (Chief Executive) John Pridjian (772 48 %;)

(appointed on 3rd July, 2007) (RZZEZE+F+HA=HEZT) 3/3
Todd David Zwaanstra Todd David Zwaanstra

(appointed on 3rd July, 2007) (RZETLFLA=-HEZE) 3/3
Jonathon Jarrod Lawless Jonathon Jarrod Lawless

(appointed on 3rd July, 2007) (RZZETLFELA=HEZF) 3/3
Akihiro Nagahara RIRE 3k

(resigned on 3rd July, 2007) (R=ZEZTLF+ A= HET) 3/3
Stephen Lo Kam Fai b

(resigned on 3rd July, 2007) (RZETLF+A=HEE) 3/3
Poon Mo Yiu EEE

(resigned on 3rd July, 2007) (RZZEZTLFEA=HEE) 3/3
INEDs: BYFHTES
Alan Howard Smith, J.P. Alan Howard Smith X F## 1

(appointed on 3rd July, 2007) (RZETLFLA=-HEZF) 3/3
Stephen King Chang-Min Stephen King Chang-Min

(appointed on 3rd July, 2007) (RZZETLFELA=REZF) 2/3
Patrick Smulders Patrick Smulders

(appointed on 3rd July, 2007) (RZZEZ+F+HA=HEZT) 3/3
Chan Bo Ching BREE

(resigned on 3rd July, 2007) (RZETLF+A=HEE) 3/3
Li Chak Hung TR

(resigned on 3rd July, 2007) (RZZEZTEFEA=HBT) 3/3
Yuen Wai Ho b & 5

(resigned on 3rd July, 2007) (RZEZTLF+ A= HET) 3/3
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Corporate Governance Report

ERELRE

THE BOARD (continued)

The Board has reserved for its decision or
consideration matters covering mainly the Group’s
overall strategy, annual operating budget, financial
performance, recommendations on Directors’
appointment or re-appointment, material contracts
and transactions as well as other significant policy
and financial matters. The Board has delegated the
daily operations and administration to the Executive
management under the supervision of the Executive
Committee (members of which consists of four
executive Directors) which has its specific written
terms of reference. The respective functions of the
Board and management of the Company have been
formalized and set out in writing which was approved
by the Board in October 2005, of which the Board
has reviewed during the year.

Board meetings each year are scheduled in advance
to facilitate maximum attendance of Directors and
to be held at approximately quarterly intervals and
as required by business needs. At least 14 days’
notice of a Board meeting is given to all Directors for
the regular meetings who are given an opportunity
to include matters for discussion in the agenda.
The Company Secretary assists the Chairman in
preparing the agenda for meetings and ensures that
all applicable rules and regulations are complied with.
The agenda and the accompanying Board papers are
normally sent to all Directors at least 3 days before
the intended date of a regular Board meeting (and
so far as practicable for such other Board meetings).
Draft minutes of each Board meeting are circulated
to all Directors for their comment before the same will
be tabled at the following Board meeting for approval.
All minutes are kept by the Company Secretary and
are open for inspection at any reasonable time on

reasonable notice by any Director.
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Corporate Governance Report

ERELHRSE

THE BOARD (continued)

According to the current Board practice, any
transaction which involves a conflict of interests for
a substantial shareholder or a Director and which is
considered by the Board to be material, will be dealt
with by the Board at a duly convened Board meeting.
The articles of association of the Company (the
“Articles of Association”) also stipulate that a Director
should abstain from voting and not be counted in the
quorum at meetings for approving transactions in
which such Director or any of his associates have a
material interest therein.

Every Director is entitled to have access to board
papers and related materials and has access to
the advice and services of the Company Secretary.
The Board and each Director also have separate
and independent access to the Company’s senior
management. Directors will be updated continuously
on the major development of the Listing Rules
and other applicable regulatory requirements to
ensure compliance and upkeep of good corporate
governance practices. In addition, a written
procedure was established in October 2005 to enable
the Directors, in the discharge of their duties, to
seek independent professional advice in appropriate

circumstances at a reasonable cost to be borne by
the Company.
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ERELRE

THE BOARD (continued)

Roles of Chairman and Chief Executive

The roles of the Chairman and the Chief Executive are
separate to reinforce their respective independence
and accountability. The Chairman of the Company is
Mr. John Zwaanstra who is primarily responsible for
the leadership of the Board, ensuring that sufficient
time is allowed for the Board to discuss complex or
contentious issues, that all Directors are properly
briefed on issues arising at Board meetings, and
that the Directors receive accurate, timely and clear
information. The functions of the Chief Executive are
performed by an Executive Director, Mr. John Pridjian
who is responsible for the executive management
of the Company’s operations. The division of
responsibilities between the Chairman and Chief
Executive has been set out in writing and approved
by the Board in June 2005.

Appointment and Re-election of Directors

The Nomination Committee has been established in
June 2005 and currently consists of five members,
Messrs. Jonathon Jarrod Lawless (Chairman), Todd
David Zwaanstra, Alan Howard Smith, J.P, Stephen
King Chang-Min and Patrick Smulders.

The major roles and functions of the Nomination
Committee are:

(i) to review the structure, size and composition
(including the skills, knowledge and experience)
of the Board on a regular basis and make
recommendations to the Board regarding any
proposed changes;

(i) to identify individuals suitably qualified to
become Board members and select or make
recommendations to the Board on the selection

of, individuals nominated for directorships;
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Appointment and Re-election of Directors (continued)
(iii) to assess the independence of INEDs;

(iv) to make recommendations to the Board on
relevant matters relating to the appointment or
re-appointment of directors and succession
planning for directors in particular the Chairman
and the Chief Executive;

(v) to do any such things to enable the Committee
to discharge its powers and functions conferred
on it by the Board; and

(vi) to conform to any requirement, direction,
and regulation that may from time to time be
prescribed by the Board or contained in the
constitution of the Company or imposed by
legislation.

The terms of reference of the Nomination Committee
have been posted on the Company’s website.

The Nomination Committee shall meet before
the holding of an annual general meeting of the
Company (“AGM”) where appointment of Directors
will be considered and additional meetings shall be
held as and when necessary. During the year, one
Nomination Committee meeting was held before the
2007 AGM to consider the re-election of Directors
and attendance of each member is set out as follows:

Committee member

ZEgRE
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(i) APZBTIEMITER 2B

(V) REASSHELRFUAREF(RLERER
e BB AT M E FRRY
i

(v) REZEERTESERAR T 2EIRE
REMETEMER &

(Vi) BTEZSATRRERARBER A IOX
BIFrAE I Z (ERIRE 38R RAR A

REZEGZBREBECDEHNALR

REZBEANEREREFTZARABRRBFX
e((BERBFAGDETHAREE  AREARE
REFIBTEFE -FRN R_TTLFRRBEFK
GZHBRTT - ARERZECEERINETEERE
FOERBEZHFEBERIOT

Number of Committee
meetings attended/
eligible to attend

K AERLE
EJ=R=4—F PN |

Yuen Wai Ho (Former Chairman)

BUESELE (BIELE)

(resigned on 3rd July 2007)
Chan Bo Ching

(resigned on 3rd July 2007)
Li Chak Hung

(resigned on 3rd July 2007)

(RZZEZTELFLA=HET)
BRAPTEE
(R=ZZZELF L A=HET)
FEM L
(RZZEZTELFEA=HET)

1/1

1/1

1/1

15



16

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
BERBERNBRAR —2ELEFR

Corporate Governance Report

ERELRE

THE BOARD (continued)

Appointment and Re-election of Directors (continued)

Messrs. Jonathon Jarrod Lawless, Todd David
Zwaanstra, Alan Howard Smith, J.P, Stephen King
Chang-Min and Patrick Smulders were appointed
as committee members and Mr. Jonathon Jarrod
Lawless was appointed as Chairman of the
Nomination Committee on 3rd July, 2007.

Every newly appointed Director of the Company will
receive an information package from the Company
Secretary on the first occasion of his appointment.
This information package is a comprehensive, formal
and tailored induction on the responsibilities and
on-going obligations to be observed by a director
pursuant to the Companies Ordinance, Listing Rules
and Securities and Futures Ordinance (the “SFO”). In
addition, this information package includes material
to briefly describe the operations and business of
the Company. Directors will be continuously updated
on the major development of the Listing Rules
and other applicable regulatory requirements to
ensure compliance and upkeep of good corporate
governance practices.

Each INED was appointed for a specific term of three
years, but subject to the relevant provisions of the

Articles of Association or any other applicable laws
whereby the Directors shall vacate or retire from their
office.
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Appointment and Re-election of Directors (continued)

According to the Articles of Association, at each AGM
of the Company, one-third of the Directors for the time
being (or, if their number is not a multiple of three, the
number nearest to but not less than one-third) should
retire from office by rotation. Further, any Director
appointed to fill a casual vacancy should hold office
only until the next following general meeting of the
Company whilst for those appointed as an addition to
the Board should hold office until the next following
AGM and in both cases; those Directors would then
be eligible for re-election at the relevant meeting.
Every Director shall be subject to retirement by
rotation at least once every three years.

Board Committees

In addition to the Nomination Committee, the
Board has established three committees, being the
Remuneration Committee, Audit Committee and
Executive Committee, each of which has its specific
written terms of reference. Copies of minutes of all
meetings and resolutions of the committees, which
are kept by the Company Secretary, are circulated to
all Board members and the committees are required
to report back to the Board on their decision and
recommendations where appropriate. The procedures
and arrangements for a Board meeting, as mentioned
on page 12 in the section “The Board” above, have

been adopted for the committee meetings so far as
practicable.
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THE BOARD (continued)

Board Committees (continued)

Remuneration Committee

The Remuneration Committee has been established
since June 2005 and currently consists of five
members, including Messrs. Todd David Zwaanstra
(Chairman), John Pridjian, Alan Howard Smith, J.P,
Stephen King Chang-Min and Patrick Smulders. The
Remuneration Committee is provided with sufficient
resources to discharge its duties and has access to
independent professional advice in accordance with
the Company’s policy if considered necessary.

The major roles and functions of the Remuneration
Committee are:

(i) to consult the Chairman and/or the Chief
Executive of the Company about their proposals
relating to the remuneration of executive
Directors and the senior management (which
should refer to the same category of persons as
referred to in the Company’s annual report and
is required to be disclosed under paragraph 12
of Appendix 16 or other rule(s) from time to time
of the Listing Rules) of the Company (the “Senior
Management”);

(i) to make recommendations to the Board on the
policy and structure for all remuneration of the

Directors and the Senior Management and on
the establishment of a formal and transparent
procedure for developing policy on such
remuneration;

HWNZER &

YHMEZEEEeR T RFSAKY - BRIAAMNK
B4 © B $ETodd David Zwaanstrast 4 (£ &) »
John Pridjian4t 4 + Alan Howard Smith & 3 # =+ -
Stephen King Chang-Min%t 4 K Patrick Smulders
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Board Committees (continued)

Remuneration Committee (continued)

(iii)

(vi)

(vii)

have the delegated responsibility to determine
the specific remuneration packages of all
Executive Directors and the Senior Management,
including (but not limited to) benefits in kind,
pension rights and compensation payments
(such as compensation payable for loss or
termination of their office or appointment),
and make recommendations to the Board
of the remuneration of Independent Non-
Executive Directors. The Committee should
consider factors such as salaries paid by
comparable companies, time commitment and
responsibilities of the Directors, employment
conditions elsewhere in the Group and
desirability of performance-based remuneration;

to review and approve the compensation
payable to Executive Directors and Senior
Management in connection with any loss or
termination of their office or appointment to
ensure that such compensation is determined in
accordance with relevant contractual terms and
that such compensation is otherwise fair and not
excessive for the Company.

to review and approve compensation
arrangements relating to dismissal or removal
of Directors for misconduct to ensure that such
arrangements are determined in accordance
with relevant contractual terms and that any
compensation payment is otherwise reasonable
and appropriate;

to ensure that no Director or any of his
associates is involved in deciding his own
remuneration. For this purpose, the remuneration
of any member of the Committee shall be
determined by the Board;

to advise shareholders of the Company on how
to vote with respect to any service contracts of
Directors that require shareholders’ approval
under Rule 13.68 or other rule(s) from time to
time of the Listing Rules; and

/(iii)

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
BERBERNERAR —2ELEFR

EFEE ()
EEZE8E ()

(v)

(vii)

BERBE UBEMARTEERSRTHR
ZEZBEFMHIE  BEETRR)ESE
Mgs ~ 3R R 0 28 M B 18 B0R ()40 B BB =
RIEBBREEAIMNZBE)  ARBIIHF
RITEFZFHREFTSRARR -Z8 QR
ZRABERFRMIMN ZHBM - EFAHHZE
RIMBE AREEMBA 2 BRAGE - AR
EREERABEFMERE

B EHERARTEERGRERAEXNE
BRAERITBBREEZFEE  UABRZE
BENREBEABENKIETE  BXBEEEM
TEHBRF  TEHARNABERBARN

B LMEEERTAREMERBHERZ
BWERH  ABRZFLEEDREEHEAOK
REE - BERAREFRBEEE M @B IEM
HE

BERMEEEHEEAREALABETELY
ZEM BT E REREMRE ZHMA
HEEEET

FAR R £ AR BI 55 13.68 16 3 N AR E 2 Eo A
RARER R EZ EAESERBEL > @A
NEIBRRBHABRRRRZER + &

19



20

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
ERERENBRAT —BTLEFR

Corporate Governance Report

ERELRE

THE BOARD (continued)

Board Committees (continued)

Remuneration Committee (continued)

(viii) to review and approve performance based
remuneration by reference to the goals and
objectives resolved by the Board from time to
time.

The terms of reference of the Remuneration
Committee were adopted in June 2005 and revised in
July 2007 and have been posted on the Company’s
website.

The Remuneration Committee shall meet at least once
a year. One committee meeting was held in 2007
to review (i) the existing policy and structure for the
remuneration of Directors and Senior Management;
(ii) the remuneration packages of all the Executive
Directors and Senior Management; and (iii) the
remuneration of the INEDs and the attendance of
each member are set out as follows:

Committee member

EFE (W)

ExZzEe(®

LR 2 (&)
(Vi) EB2REZTE IR RBLARBER iRk
BERRIBMETE 2 # B -

}v mﬂ>
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ZHRITHFEMEREREE () 2BRTEERSHIT
BEEZHMAE: R(i)VBYIERTES 25 -
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Number of Committee
meetings attended/
eligible to attend

HEEEREE
ZEERE ZEEEEZRE
Chan Bo Ching (Former Chairman) BR#E (FIFERE)
(resigned on 3rd July, 2007) (RZEZTLF+ A= HEE) 1/1
Li Chak Hung =3 i
(resigned on 3rd July, 2007) (RZZEZTLF+A=HEE) 1/1
Yuen Wai Ho Frigs
(resigned on 3rd July, 2007) (RZZETLFEHA=HET) 1/1

Messrs. Todd David Zwaanstra, John Pridjian,
Alan Howard Smith, J.P., Stephen King Chang-
Min and Patrick Smulders were appointed as
committee members and Mr. Todd David Zwaanstra
was appointed as Chairman of the Remuneration
Committee on 3rd July, 2007.

RZZFEZF+EHF+ A =8  Todd David Zwaanstra
% & - John Pridjian%t 4 - Alan Howard Smith K
S # + - Stephen King Chang-Min%t 4 K Patrick
Smulderst A LT REZE S ﬁ 8- Todd David
Zwaanstraft £ EZ X BFHNE B
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Remuneration Committee (continued)

The remuneration payable to Directors will depend
on their respective contractual terms under their
service contracts as approved by the Board on the
recommendation of the Remuneration Committee.
Details of the Directors’ remuneration are set out in
note 10 to the financial statements.

During the year, through circulation of written
resolutions, the Remuneration Committee
recommended to the Board for the followings:

(i) the payment of a director’s fee per annum to
each of the executive Directors;

(i) the payment of a management bonus to Mr.
Akihiro Nagahara; and

(i) the remuneration of the INEDs remained
appropriate in the current market conditions in
Hong Kong.

Audit Committee

The Audit Committee currently consists of three
INEDs. To retain independence and objectivity,
the Audit Committee has been chaired by Mr.
Alan Howard Smith, J.P. who has the appropriate
professional qualifications or related financial
management expertise. The other members of the
Audit Committee are Messrs. Stephen King Chang-
Min and Patrick Smulders. The Audit Committee is
provided with sufficient resources to discharge its
duties and has access to independent professional

advice according to the Company’s policy if
considered necessary.
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Board Committees (continued)

Audit Committee (continued)
The major roles and functions of the Audit Committee
are:

(i) to be primarily responsible for making
recommendation to the Board on the
appointment, re-appointment and removal of the
external auditor, to approve the remuneration
and terms of engagement of the external auditor,
and any questions of resignation or dismissal of
that auditor;

(ii) to consider and discuss with the external auditor
the nature and scope of each year’s audit;

(iii) to review and monitor the external auditor’s
independence and objectivity and the
effectiveness of the audit process in accordance
with applicable standard;

(iv) to review the interim and annual financial
statements before submission to the Board;

(v) to consider any significant or unusual items
that are, or may need to be, reflected in the
interim and annual financial statements, and
any matters the external auditor, the Company'’s
Qualified Accountant or compliance officer may
wish to discuss;

(vi) to review the external auditor’'s management
letters and management’s response;

(vii) to review the Group’s financial controls, internal
control and risk management systems; and

(viii) to consider any findings of major investigations
of internal control matters as delegated by the
Board and management’s response.
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Board Committees (continued) EEZEE (#A)

Audit Committee (continued) Fiz
The terms of reference of the Audit Committee of the A& A &
Company were revised in June 2005 and have been  {EH

CR2 (&
%V?E@ZH&ET&”%@EHG:E%E@/_\H
R WEBHRARAFEA -

\/

posted on the Company’s website.

The Audit Committee shall meet at least twice a year, BZEZE@BFEEZVRBITMIEHE N_EZ+
Two committee meetings were held in 2007 and the & ZBBEMAeH  MEKBEZ BB RENT :
attendance of each member is set out as follows:

Number of Committee
meetings attended/

Committee member eligible to attend
HE EERLE

E3=R->4-1 ZEEERZRE
Alan Howard Smith, J.P. (Chairman) Alan Howard Smith X #4114~ (£ /&)

(appointed on 3rd July 2007) (RZEZTLFLA=-HEZF) 1/1
Stephen King Chang-Min Stephen King Chang-Min

(appointed on 3rd July, 2007) (RZZEZLFLA-HEZRMT) 1/1
Patrick Smulders Patrick Smulders

(appointed on 3rd July, 2007) (RZZEZ+F+HA=HEZT) 11
Li Chak Hung $/$fﬁ

(resigned on 3rd July, 2007) (R=ZZELFLA=HET) 1/1
Chan Bo Ching BRAH

(resigned on 3rd July, 2007) (75/\— 2T +F+ A= HEHT) 11
Yuen Wai Ho b &

(resigned on 3rd July, 2007) (75’\_ ZE+F+ A= HEE) 11

During the meetings held in 2007 and through R-ZEtFRBT % NEBREEESERE
circulation of written resolutions, the Audit Committee % BEZZE & ETTZIT’EH%LTLZID—F :

had performed the work as summarised below:

(i) recommended to the Board for the re- () EZEFTCEEEHeBHER Ay STMT(E
appointment of Messrs. Deloitte Touche ) RAK EZEAED
Tohmatsu (“DTT”) as auditor of the Group;
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Board Committees (continued)

Audit Committee (continued)

(i) reviewed and recommended to the Board for
approval the engagement letters issued by DTT
for the confirmation of various matters relating to
DTT’s engagement as auditor of the Group for
the year ended 31st December, 2006 and for the
six months ended 30th June, 2007;

(iii) reviewed the letter of representation and the
financial statements for the year ended 31st
December, 2006 and recommended the same to
the Board for approval;

(iv) reviewed the letter of representation and
unaudited interim financial information for
the six months ended 30th June, 2007 and
recommended the same to the Board for
approval;

(v) reviewed the auditor's independent review report
for the six months ended 30th June, 2007;

(vi) reviewed the internal control system with the
support from the external professionals on the
operations and performance of the Group.

Executive Committee

The Executive Committee has been established since
October 2005 and currently consists of four Executive
Directors, being Messrs. John Pridjian (Chairman),
John Zwaanstra, Todd David Zwaanstra and Jonathon
Jarrod Lawless. The Executive Committee is vested
with all the general powers of management and
control of the activities of the Group as are vested
in the Board of the Company, save for those matters
which are reserved for the Board’s decision and
approval pursuant to the written terms of reference of

the Executive Committee.
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Executive Committee (continued)

The Executive Committee meets as and when
necessary to discuss the operating affairs of the
Group. It is mainly responsible for undertaking and
supervising the day-to-day management and is
empowered:

(i) to formulate and implement policies for the
business activities and internal control and
administration of the Group; and

(i) to plan and decide on strategies to be adopted
for the business activities of the Group within the
overall strategy of the Group as determined by
the Board.

Codes for Securities Transactions by Directors
and Relevant Employees

The Company has adopted the Model Code for
Securities Transactions by Directors of Listed Issuers
(the “Model Code”) as set out in Appendix 10 of
the Listing Rules as its code of conduct regarding
securities transactions by the Directors. All Directors
have confirmed, following a specific enquiry by the
Company, that they have complied with the required
standard as set out in the Model Code.

To comply with the code provisions A.5.4 of the
CG Code, the Company has also established and
adopted in June 2005 the Model Code, to regulate
dealings in the securities of the Company by all
employees of the Company who are considered
to be likely in possession of unpublished price
sensitive information in relation to the Company or its

securities.
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THE BOARD (continued)

Accountability and Audit

Financial Reporting

The Directors acknowledge their responsibility
for preparing, with the support from accounting
department, the financial statements of the Group.
In preparing the financial statements for the year
ended 31st December, 2007, the accounting
principles generally accepted in Hong Kong have
been adopted and the requirements of the Hong
Kong Financial Reporting Standards (which also
include Hong Kong Accounting Standards and
Interpretations) issued by the Hong Kong Institute
of Certified Public Accountants and the applicable
disclosure requirements of the Listing Rules and the
Hong Kong Companies Ordinance were complied
with.

The reporting responsibilities of the Company’s
external auditor, Messrs. Deloitte Touche Tohmatsu,
are set out in the Auditor’s Report on pages 44 to 46.

Internal Control

The Group’s internal control system is designed to
provide reasonable, but not absolute, assurance
against material misstatement or loss and manage
rather than eliminate risks of failure in operational
systems. In 2007, the Board, through the Audit
Committee and the external professionals, has
reviewed the effectiveness of the internal control

systems of the Group.
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Accountability and Audit (continued)

Internal audit

The external professionals carry out a systematic
approach to improve the effectiveness of the
internal control systems of the Group. The external
professionals present its report and findings and the
annual audit plan at the Audit Committee meetings
for approval. Copies of the minutes of the Audit
Committee meetings have also be sent to the Board
for information.

External Auditor's Remuneration

During the year, the remuneration paid/payable to the
Company'’s external auditor, Messrs. Deloitte Touche
Tohmatsu, is set out as follows:
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Services rendered for the Group Fee paid/payable
AR BERME 2R Bt/ ENER
HK$000
TET
Audit services ZH R 484
Non-audit services (including taxation advisory EZBURTE (BETH
service fees)

Total

BHRNERRGER) 459

W5t 943
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THE BOARD (continued)

Communication with Shareholders

The Board recognises the importance of good
communication with shareholders. Information in
relation to the Group is disseminated to shareholders
in a timely manner through a number of formal
channels, which include interim and annual reports,
announcements and circulars. Such published
documents together with the latest corporate
information as well as the recent development of the
Group are also made available on the Company’s
website.

The Company’s annual general meeting (the “AGM”)
is a valuable forum for the Board to communicate
directly with the shareholders. The former Chairman
participated in the 2007 AGM and personally
chaired the meeting to answer any questions from
the shareholders. The former Chairman of the Audit
Committee and Remuneration Committee were
available to answer questions at the AGM. A separate
resolution was proposed by the former Chairman in
respect of each issue to be considered at the AGM.
An AGM circular was distributed to all shareholders
at least 21 days prior to the AGM, setting out details
of each proposed resolution, voting procedures
(including procedures for demanding and conducting
a poll) and other relevant information. The former
Chairman explained the procedures for demanding
and conducting a poll again at the beginning of
the AGM, and (except where a poll is demanded)

reveals how many proxies for and against have been
received in respect of each resolution.

EFE (W)

BEERERzBE

EEERMEARRRBRABEZEZN - FHA
SEZERNNEREBZRBEAGERRREE
BRETHRFERS  AERBEK - ZFERHXMF
BERSHRABERARAEEMRER TR AAF
WETNE-

ARBIBRRBFAE ((BRBFARE)EFEE
BERBERBENEEHE - MEXFEER2 T RE
FEIR_ETLFRRBFAE YRS LEEE
MBERzER - BEZZEGMFHEZEGNEER
NHFERRBFAEGOEEH - SHERBFAE L
BETEREZBEEE  AIEERESRZMEMN 2R
ER-BRREFASBUARBRRBFAEETANE
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ERFBRZFANT  REEF(BREFUKRE
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MR EBERARRCEREZERRNER LR 2R
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THE BOARD (continued)

Corporate Government Enhancement

Enhancing corporate governance is not simply a
matter of applying and complying with the CG Code
of the Stock Exchange but about promoting and
developing an ethical and healthy corporate culture.
We will continue to review and, where appropriate,
improve our current practices on the basis of our
experience, regulatory changes and developments.
Any views and suggestions from our shareholders
to promote and improve our transparency are also
welcome.

On behalf of the Board

Phgmmn

John Zwaanstra

Chairman
Hong Kong, 19th March, 2008
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EEERE

The Directors have pleasure in presenting their report
together with the audited financial statements of the
Group and the Company for the year ended 31st
December, 2007.

PRINCIPAL ACTIVITIES

The Company and its subsidiaries are principally
engaged in investment holding, treasury investments
and the provision of mortgage finance and other
related services. The principal activities and other
particulars of the Company’s subsidiaries are set out
in note 24 to the consolidated financial statements.

There were no significant changes in the nature of the
Group’s principal activities during the year.

SEGMENT INFORMATION

An analysis of the Group’s revenue and results by
principal activity and geographical area for the year
ended 31st December, 2007 is set out in note 7 to the
consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31st
December, 2007 are set out in the consolidated
income statement on page 47.

The Directors do not recommend the payment of
a final dividend for the year (2006: Nil). No interim
dividend was declared for the year (2006: Nil).

SUMMARY OF FINANCIAL
INFORMATION

A summary of the published results and assets and

liabilities of the Group for the last five financial years
ended 31st December, 2007, as extracted from the
audited consolidated financial statements, is set out
on page 108.

EEEMARZESERELAKEARARAEE
TEEAFT AT A LEFEZRERM ISR
% o

EFERE

KRB LREMBRARTERERELEN - K
E A RIRHIZIBRVE R EMABRE R - N EIH
BRARZEBEBENEMEREHNGRA M EHRERN
5F24 o

AERFARNKETZXH MEYVEERES -

SEEH

AEEBE_TTLF+ _A=T-BHLFERE
BEBRIBRE D 2 Wt REEDTEHRGE TS
WRMEET

RiER DI

AEEBE_TELF+ _A=T—BLEFEZE
B HNBATENRERRRK -

ESERE T RNAFEZRERE(ZEETR
FE) AFEYESKEFMPHEE(ZTTX
FE) -
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MBRFEZEAMEEREERAGERE (BixA
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PLANT AND EQUIPMENT

Details of movements in plant and equipment of the
Group and the Company during the year are set out
in note 14 to the consolidated financial statements.

SHARE CAPITAL

Details of the share capital of the Company are
set out in note 20 to the consolidated financial
statements.

RESERVES

Details of movements in the reserves of the Group
and of the Company during the year are set out in
the Consolidated Statement of Changes in Equity on
page 50 and note 21 to the consolidated financial
statements respectively.

SUBSIDIARIES

Particulars of the Company’s subsidiaries are set out

in note 24 to the consolidated financial statements.
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DIRECTORS

The Directors of the Company during the year and up
to the date of this report were:

Executive Directors:
John Zwaanstra (Chairman)
(appointed on 3rd July, 2007)
John Pridjian (Chief Executive)
(appointed on 3rd July, 2007)
Todd David Zwaanstra
(appointed on 3rd July, 2007)
Jonathon Jarrod Lawless
(appointed on 3rd July, 2007)
Akihiro Nagahara (resigned on 3rd July, 2007)
Stephen Lo Kam Fai (resigned on 3rd July, 2007)
Poon Mo Yiu (resigned on 3rd July, 2007)

Independent Non-Executive Directors:
Alan Howard Smith, J.P.
(appointed on 3rd July, 2007)
Stephen King Chang-Min
(appointed on 3rd July, 2007)
Patrick Smulders (appointed on 3rd July, 2007)
Chan Bo Ching (resigned on 3rd July, 2007)
Li Chak Hung (resigned on 3rd July, 2007)
Yuen Wai Ho (resigned on 3rd July, 2007)

In accordance with Article 110 of the Company’s
Articles of Association, Messrs. John Zwaanstra,
John Pridjian, Todd David Zwaanstra, Jonathon
Jarrod Lawless, Alan Howard Smith, J.P, Stephen
King Chang-Min and Patrick Smulders, who have
been appointed by the Directors during the year, will
retire at the forthcoming AGM and, being eligible,

offer themselves for re-election.

EE

RAFERBEAREBRAL KRARZESN
T

HITES:
John Zwaanstra (£ /&)
(RZEZTLFLA=-HEZE)
John Pridjian (77 B #2%t)
(R=ZZEZ+LFLtA=HEZMT)
Todd David Zwaanstra
(RZZEZELFELA=-HEZT)
Jonathon Jarrod Lawless
(RZEZ+LFLA=-HEZE)
RR¥ELA(RZZEZLF LA =HEHT)
#ZRE(RZZEZLFEA=HET)
EREWZZEZELFLA=-HFET)

BIUFHTES:

Alan Howard Smith X F# 4+
(RZZEZELFELA=-HEZMT)

Stephen King Chang-Min
(R=ZZZELFLA=-HEZT)

Patrick Smulders (R =ZEZ+F+ A= HEZF)

REE(RZTZELF LA =HET)

FEER-ZZTLFLA=BEHT)

tlEx (RZETEF A= HEHIT)

BRARNGMEBERMEZE1100& 2 E - John
Zwaanstraft 4 -+ John Pridjianst 4 - Todd David
Zwaanstra’t & - Jonathon Jarrod Lawless%t 4 -
Alan Howard Smirth X' % # £ - Stephen King
Chang-Min%t 4 K Patrick Smuldersst £ R FRNEE
EFEE BRI RTIRRBEFRKG LRE - H
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BRIEF BIOGRAPHICAL DETAILS
OF DIRECTORS AND SENIOR
MANAGEMENT

John Zwaanstra, aged 42, was appointed the
Chairman and an Executive Director of the Company
in July, 2007. He is a professional investor who has
extensive experience in real estate, investment
management and securities analysis. He has
approximately 20 years of experience in investment
management with Asian markets. Mr. John Zwaanstra
received a Bachelor of Arts Degree magna cum
laude from Harvard University.

John Pridjian, aged 43, was appointed the Chief
Executive and an Executive Director of the Company
in July, 2007. He has served as the Chief Financial
Officer of Penta Investment Advisers Limited (“Penta”)
since 2004. Prior to joining Penta, Mr. Pridjian was
a tax principal for two years with Deloitte & Touche
LLP (“Deloitte”), and was also a member firm partner
approximately for one year with the Arthur Andersen
LLP tax practice acquired by Deloitte. Prior to this
time, from 1993 to 2001, Mr. Pridjian practiced law
with Sidley Austin LLP in Los Angeles where he was
a partner. Mr. Pridjian’s practice focused on advising
private equity and multinational corporate clients and
hedge funds on cross-border mergers, acquisitions
and investment transactions. Mr. Pridjian received his
degree of Master of Business Administration from the
University of Chicago. He received his Juris Doctor
and Bachelor of Science degrees from the University
of Illinois. He is registered as a Certified Public
Accountant in the State of lllinois. He is a member of
the State Bar of California and has written several law

review articles.
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BRIEF BIOGRAPHICAL DETAILS
OF DIRECTORS AND SENIOR
MANAGEMENT (continued)

Todd David Zwaanstra, aged 35, was appointed an
Executive Director of the Company in July, 2007. He
is a Senior Trader for Penta. Prior to joining Penta in
2006, Mr. Zwaanstra worked for Goldman, Sachs &
Co. in San Francisco for over nine years as a Vice
President of Global Equity Derivative Sales. He was
responsible for advising hedge funds, investment
managers, and pension funds. His role involved the
execution, analysis and marketing of Equity Derivative
Products. Mr. Zwaanstra received a Bachelor of Arts
degree in Economics from the University of California
at Los Angeles. Mr. Todd David Zwaanstra is the
younger brother of Mr. John Zwaanstra.

Jonathon Jarrod Lawless, aged 31, was appointed
an Executive Director of the Company in July, 2007.
He is an Analyst for Penta. Prior to joining Penta, Mr.
Lawless worked for over eight years with Colonial
First State in Australia. Mr. Lawless was a Portfolio
Manager of hedge funds in the Fund of Hedge
Funds team, and strategy specialist covering idea
generation, manager due diligence and monitoring
across equity hedge fund strategies globally. Mr.
Lawless holds a Bachelor’s degree in Commerce,
from the University of Melbourne, and completed the

Financial Services Institute of Australasia Graduate
Diploma in Applied Finance and Investment.

EFRERITHRERME (])

Todd David Zwaanstra’t &£ © 3553 ' B — 2T +F+
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BRXHE - RZZZ/NF N APenta Bl © Zwaanstra
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BRIEF BIOGRAPHICAL DETAILS
OF DIRECTORS AND SENIOR
MANAGEMENT (continued)

Alan Howard Smith, J.P., aged 64, was appointed
an Independent Non-Executive Director of the
Company in July, 2007. Mr. Smith graduated with
a LLB (Honours) degree from Bristol University,
England in 1964 and was admitted as a solicitor in
England in 1967 and in Hong Kong in 1970. Mr. Smith
has approximately 30 years of investment banking
experience in Asia. He was elected a council member
of The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) on two occasions. He was a
member of the Hong Kong Special Administrative
Region Government's Economic Advisory Committee,
and was for 10 years a member of the Hong Kong
Government’s Standing Committee on Company Law
Reform. Mr. Smith is also a director of a number of
other listed companies including Frasers Property
(China) Limited, Kingway Brewery Holdings Limited,
Lei Shing Hong Limited, Star Cruises Limited and
VXL Capital Limited which are listed on the Stock
Exchange. Mr. Smith was a director of The Jardine
Fleming Group Limited (“JF”) from 1975 to 1996.

Stephen King Chang-Min, aged 41, was appointed
an Independent Non-Executive Director of the
Company in July, 2007. Mr. King is a Partner and
member of the Investment Committee of CCMP
Capital Asia (formerly known as J.P. Morgan Partners
Asia) based in Hong Kong and currently oversees
the firm's activities in Australia and New Zealand.
Mr. King is currently Chairman of Waco International,
and serves on the boards of Independent Liquor,
Godfreys, Air International Thermal, Repco
Corporation, Yellow Pages Group (New Zealand)
and previously served on the board of Yellow
Pages Singapore. Mr. King is also on the Executive
Committee and the Treasurer of The Hong Kong
Venture Capital Association. Prior to joining the firm
in 2001, Mr. King spent more than eight years with
J.P. Morgan & Co. in New York and Hong Kong where
he held numerous positions in capital markets and
mergers and acquisitions, including serving as Vice
President of J.P. Morgan Capital Corporation and J.P.
Morgan Securities Ltd. Mr. King holds a Bachelor of
Arts degree cum laude from Harvard University.
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BRIEF BIOGRAPHICAL DETAILS
OF DIRECTORS AND SENIOR
MANAGEMENT (continued)

Patrick Smulders, aged 42, was appointed an
Independent Non-Executive Director of the Company
in July, 2007. Mr. Smulders is a Senior Managing
Director and member of the Investment Committee
of TowerBrook Capital Partners. Prior to the formation
of TowerBrook, Mr. Smulders was a Senior Managing
Director and an Investment Committee Member at
Soros Private Equity. He was also a Deal Principal
and a co-founder of Doughty Hanson & Co from
1993 to 2003. Mr. Smulders earned his Bachelor of
Arts degree from Harvard University and received
his Master of Business Administration from Harvard
Business School.

Brian Ho Chi-Yuen, aged 39, was appointed the
Qualified Accountant and the Company Secretary of

the Company in July, 2007. Mr. Ho is a member of the
Hong Kong Institute of Certified Public Accountant
(CPA) and a fellow member of the Association of
Chartered Certified Accountants (FCCA) in the United
Kingdom.
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DIRECTORS’ INTEREST

At 31st December, 2007, the following Directors of the
Company had interests in the shares or underlying
shares of the Company or any of its associated
corporations as recorded in the register required to
be kept by the Company under Section 352 of the
Securities and Futures Ordinance (the “SFO”) or as
otherwise notified to the Company and the Stock
Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers under
the Listing Rules on the Stock Exchange (the “Model
Code”).

(a) Interests in the Company (long position)
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(a) RARQT 2= (FR)

Approximate %
of the issued

Number of share capital
Name of director shares held of the Company Notes
EARATRE BT
ExE8 BFERHEE RAZBHBEDL Mt =E
Mr. John Zwaanstra 168,750,000 75 1,2
John Zwaanstrast &
Mr. Todd David Zwaanstra 168,750,000 75 1,3

Todd David Zwaanstrast 4
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DIRECTORS’ INTEREST (continued)

(b)

EECHEZ (]

Interests in associated corporations (long (b) RAE& ¥ (FA)
position)

Name of Number of % of
Name of director associated corporation shares held interest held Notes

BEfER

EEEB BEtEERE BERGBEE ZBED M
Mr. John Zwaanstra Mercurius Partners, LLP 0 99.83 4
John Zwaanstrafc 4
Mr. John Zwaanstra Mercurius Partners Investments Ltd. 100 100 4
John Zwaanstrafc 4
Mr. Todd David Zwaanstra ~ Mercurius Partners, LLP 0 99.89 5
Todd David Zwaanstrast &
Mr. Todd David Zwaanstra ~ Mercurius Partners Investments Ltd. 100 100 6

Todd David Zwaanstrafc 4

Notes: V=

1. 168,748,013 shares and 1,987 shares of the 1.

Company (“Shares”) are directly held by Island
New Finance Limited (“INFL”) and Mercurius
Partners Investments Limited (“MPIL"),
respectively. INFL was the wholly-owned
subsidiary of MPIL, the shares of which were
indirectly wholly-owned by Mercurius Partners
Trust (“MPT”), a discretionary trust.

2. Mr. John Zwaanstra was deemed interested in 2.
the Shares through his control of more than one-
third of the voting power of Mercurius GP LLC
(“MGPLLC"), the founder of MPT.

3. Mr. Todd David Zwaanstra was deemed 3.
interested in the Shares pursuant to his control of
more than one-third of the voting power of MPIL,

as trustee of MPT.

Island New Finance Limited ([INFL]) &
Mercurius Partners Investments Limited
(TMPIL)) %% Rl B # #5548 2 51168,748,013
M K21,9871% Bx 7 (I AR 45 1) » INFLAMPILZ
TEMBRAR HRMHBE-—BE2EER
Mercurius Partners Trust ([MPT]) 2 & #
FE

John Zwaanstrast & i 1B E 2 HIMPT 2 8 # A
Mercurius GP LLC([MGPLLC) #B1=5 — 2 &
REE - AR ARRDPEEER -

Todd David Zwaanstra’t & ( {E AMPTZ 15 £
M) EHIMPILEI =5 — 2 TR #E - FILEERB
REEROFHEAES -
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DIRECTORS’ INTEREST (continued)

(b) Interests in associated corporations (long
position) (continued)

Notes: (continued)

4. Mr. John Zwaanstra was deemed interested in
Mercurius Partners, LLP (“MPLLP”) and MPIL by
reason of his being the beneficial owner of the
entire issued capital of MGPLLP. MGPLLC is the
founder of MPT, which is the controlling partner
of MPLLP, MPLLP in turn wholly owned MPIL.

5. Mr. Todd David Zwaanstra was beneficially
interested, and deemed interested in MPLLP as
trustee of MPT, which is the controlling partner of
MPLLP.

6. Mr. Todd David Zwaanstra was deemed to be
interested in MPIL as trustee of MPT. MPIL is
indirectly wholly-owned by MPT.

ARRANGEMENTS TO PURCHASE
SHARES OR DEBENTURES

At no time during the year was the Company, its
holding companies, or any of its fellow subsidiaries or
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 debentures

of, the Company or any other body corporate.
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SUBSTANTIAL SHAREHOLDERS’
INTERESTS

At 31st December, 2007, the following shareholders
had interests in the shares of the Company as
recorded in the register required to be kept under
Section 336 of the SFO:

FERRZHED

R-ZZBZLF+-_A=+—H RESEFLHERK
BIFE3B6IFREMFRELMAE - FHHEARA

Pefn iz 2 BRIATE -

Approximate % of

the issued
Number of share capital
Name of shareholder shares held of the Company Notes
HARQF BT
EEEE BERGOEE BAZBHES L ek
Mercurius Partners Investments Limited 168,748,013 75 1
Mercurius Partners Investments Limited
Mr. Todd David Zwaanstra 168,750,000 75 2,3
Todd David Zwaanstrac 4
Mercurius GP LLC 168,748,013 75 2,4
Mercurius GP LLC
Mr. John Zwaanstra 168,750,000 75 2,5

John Zwaanstrat &




Directors’ Report

EEERE

SUBSTANTIAL SHAREHOLDERS’
INTERESTS (continued)

Notes:

1. The 168,748,013 shares were held by INFL, a wholly-
owned subsidiary of MPIL. MPIL. MPIL was therefore
deemed to have an interest in the Shares in which
INFL was interested.

2. These include the same interest in the 168,748,013
shares held by MPIL.

3. As at the date of his latest disclosure, Mr. Todd
David Zwaanstra was deemed to have an interest
in 168,750,000 shares in which MPIL was interested
pursuant to his control of more than one-third of the
voting power of MPIL as trustee of MPT, being a
discretionary trust.

4. MGPLLC was the founder of the MPT and was
therefore deemed to have interests in the 168,748,013
shares and underlying shares in which Mr. Todd David
Zwaanstra and MPT were interested as at the date of
MGPLLC's latest disclosure.

5. As at the date of his latest disclosure, Mr. John
Zwaanstra was deemed to have interests in the
168,750,000 shares through his control of more than
one-third of the voting power of MGPLLC.

The interests stated above represent a long position.
At 31st December, 2007, no short positions were
recorded in the register required to be kept under
Section 336 of the SFO.

DIRECTORS’ INTERESTS IN
COMPETING BUSINESS

During the year and up to the date of this report, none
of the Directors of the Company was considered to

have interests in any business which competes or is
likely to compete, either directly or indirectly, with the
business of the Group pursuant to the Listing Rules.

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
BERBERNERAR —2ELEFR

41

FERRZHER (E)

M

1. 7%168,748,013[ A R A AMPILZ 2 B [ 2 7]
INFLEFA + MPILE L4248 B 7O INFLAZ 26 2 R 17 7R #E
A o

2. ZEBEMMPILIEAE 2 168,748,013 %D * 2 HHE

3. RESHHEHH  Todd David Zwaanstrast £ A &
BEEFAMPTZ ERAN S OEFHIMPILE =5 — 2 &
SR B8 A RMPILS 25 2 168,750,000 % % 17
PR

4. PAMGPLLCZ & ¥ # & H 8 * MGPLLCAMPTZ &
PN - B B AR A 7 Todd David Zwaanstrase 4 &
MPT 35 2 168,748,013% I 19 R AR B I 10 h 5 4

o
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5. MEZHHME B H - John Zwaanstradt 4 & &
HiFEFIMGPLLCIEI = 5 — 2 RRE > WHR AR
168,750,000 % B 17 A #E 5 ## 2= ©
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Directors’ Report

EEERE

DIRECTORS’ SERVICE CONTRACTS

None of the Directors of the Company proposed for
re-election at the forthcoming annual general meeting
has an unexpired service contract with the Group
which is not determinable by the Group within one
year without payment of compensation, other than
statutory compensation.

MANAGEMENT CONTRACTS

No contracts concerning the management and/or
administration of the whole or any substantial part of
the business of the Group was entered into or existed
during the year.

EMOLUMENT POLICY

Details of the Directors’ emoluments and emoluments
of the five highest paid individuals in the Group
are set out in notes 10 and 11 to the consolidated
financial statements respectively.

The emolument policy of the employees of the Group
is set up by the Remuneration Committee on the
basis of the employees’ merit, qualifications and
competence.

The emoluments of the Directors of the Company are
decided by the Remuneration Committee, having
regard to the Company'’s operating results, individual
performance and comparable market statistics.

PURCHASE, SALE OR REDEMPTION
OF SHARES

Neither the Company nor any of its subsidiaries has

purchased, sold or redeemed any of the Company’s
shares during the year.

EFZBRESH
BREERFEFAS EREE 2 AARAEFH
fm 0 7 o B 3T ST A S AT — 4 PO AR B A L B

CEERERRIN) MAl FUREIEZ KRB REB S
e

TEHaW

AERRI BT LR HEEBARNRE R 2 A AN
EEMMEBIERRFITHAEL -

% B Iy 3R

EEFMEAEBR AN G TFMA L ZFBEYRIE
RIERE TR ERME10K11 -

FMEZEe@RAKBERE ZINE - EERENHIFT
AEBEREE ZHFMEE -

ARAEF2HMEFMEEGRT - BAR A
BEE  EARARTAURTBLEHBEME -

MR - H €N ME K5

ARBSEEAHMBARRAFEABERED - H
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Directors’ Report

EEERE

MAJOR CUSTOMERS AND SUPPLIERS

During the year ended 31st December, 2007,
the Group’s revenue attributed to the five largest
customers accounted for less than 30 % of the
Group’s total revenue. The Group had no major
suppliers due to the nature of principal activities of
the Group.

RETIREMENT BENEFIT SCHEME

Details of the retirement benefit scheme of the Group
and the employer’s retirement benefit costs charged
to the consolidated income statement for the year
are set out in note 28 to the consolidated financial
statements.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available
to the Company and within the knowledge of the
Directors, at the date of this report, the Company has
maintained sufficient public float as required under
the Listing Rules.

AUDITOR

A resolution will be submitted to the AGM of the
Company to re-appoint Messrs. Deloitte Touche
Tohmatsu as the auditor of the Company.

On behalf of the Board

4

John Pridjian
Chief Executive

Hong Kong, 19th March, 2008
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Independent Auditor’s Report
B ZBEnRE

Deloitte.
=E)

TO THE MEMBERS OF THE HONG KONG
BUILDING AND LOAN AGENCY LIMITED
(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial
statements of The Hong Kong Building and Loan
Agency Limited (the “Company”) and its subsidiaries
(collectively referred to as the “Group”) set out on
pages 47 to 107 which comprise the consolidated
and Company balance sheets as at 31st December,
2007, and the consolidated income statement, the
consolidated statement of changes in equity and the
consolidated cash flow statement for the year then
ended, and a summary of significant accounting
policies and other explanatory notes.

Directors’ responsibility for the
consolidated financial statements

The Directors of the Company are responsible for
the preparation and the true and fair presentation
of these consolidated financial statements in
accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of
Certified Public Accountants and the Hong Kong
Companies Ordinance. This responsibility includes
designing, implementing and maintaining internal
control relevant to the preparation and the true
and fair presentation of the consolidated financial
statements that are free from material misstatement,
whether due to fraud or error; selecting and applying
appropriate accounting policies; and making
accounting estimates that are reasonable in the

circumstances.

BERREERERIATAKRR
(REBFMA L HRLAE])

AZBE (A TEBIRM)) EEREAREENRE
RAR(ERAR]) REMBERR (REIERE]
FNFATEEI07TENEREMBHmE - HEEMB
BEBER-ZTLF+-_A=T—BIZREEE
BERNREAFNEERER BEXALFEN
RENER  GARDSEPHRNGEERATRES
AR EESTHRME M E M ERE -

EFRGAMEBRARENRE

BERFEFERERBEALESHMAGHEMNERE
MBREERRBB(RAEIDRAELEERRF
IRz SR MBHRE - EETRER B
KRN AT R TSRS 85 HRER A
RAM A RREEIE - MEHR A B MR T FERRKGE
SERMEWMMEANHRBL  BEMEAEE W
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Independent Auditor’s Report
B BEnRE

Auditor’s responsibility

Our responsibility is to express an opinion on these
consolidated financial statements based on our audit
and to report our opinion solely to you, as a body,
in accordance with section 141 of the Hong Kong
Companies Ordinance and for no other purpose.
We do not assume responsibility towards or accept
liability to any other person for the contents of this
report. We conducted our audit in accordance with
Hong Kong Standards on Auditing issued by the
Hong Kong Institute of Certified Public Accountants.
Those standards require that we comply with ethical
requirements and plan and perform the audit to
obtain reasonable assurance as to whether the
consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures
selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement
of the consolidated financial statements, whether due
to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the
entity’s preparation and true and fair presentation
of the consolidated financial statements in order to
design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the
appropriateness of accounting policies used and
the reasonableness of accounting estimates made
by the directors, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our
audit opinion.

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
BERBERNERAR —2ELEFR

BB RE

BANEERREBERANEZEZSRAVHEERER
EHEER - RARRRBREECRFED) F1411&H
BE EREEBRRES - RIS HAIRHRSE
EREEMBN RAMIRARESENAR &
FAEMALTE EAETE - HPEREEES
AR ASEMH BB EEADEITER - BLER
ERPPBETERRE  TRERATEZ - AE
EREHEFEVBRRRE N FAETAEAHER
Rt -

ERTEERRTREFAERABES B HRERM
HEELBEBREHNNEZERE - FOEEMEFIOR
RAZBEN R HIET - BT A AR AGFEE R M 8K
REMBRRFAERERRAMNRER - EFFEZ
ZRBRE ZBMEEREZRATAREREEEQT
YRS SRR AN EE  URAEE
M EZIZT - B IR H QT A AR EE I RO R RE B
RER - BRNERABESMRANSTEERN
BEMRAEL S A A RN ARFHER
EUBHRRNOBEIIRTR -

ZRAEGE RAMESHNEZREEXCMEE
REMHECZERRHER -

45




46

The Hong Kong Building and Loan Agency Limited 2007 Annual Report
BREBERARLR —TRLFFR

Independent Auditor’s Report
B ZBEnRE

Opinion

In our opinion, the consolidated financial statements
give a true and fair view of the state of affairs of the
Company and of the Group as at 31st December,
2007 and of the Group’s loss and cash flows for the
year then ended in accordance with Hong Kong
Financial Reporting Standards and have been
properly prepared in accordance with the Hong Kong
Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong, 19th March, 2008
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Consolidated Income Statement gr thefye;f;ﬁdf 3); Defrembeﬁ(;z
FZX — ZE =B — — J— E' =
= Py == —H=
Rekax -
2007 2006
—EELF ZEERF
Notes HK$’000 HK$'000
HtaE FET FET
(restated)
(g E5)
Revenue Wz 6 11,556 12,939
Interest income ) B U A 8,672 7,776
Net (loss) gain on trading of HEFEEREREZ
held-for-trading investments (B18) B M F8E (335) 3,942
Fair value changes on held-for-trading BEEEREZ
investments NEEZH 3 2,790
Realised gain on available-for-sale A ERE 2
investments B2 #3H Ws 2 -
Dividend income % 8 U A 2,884 1,221
Other income E A - 182
Operating expenses LR 8 (11,321) (3,856)
Net exchange losses PE 3 5183 58 (4) -
(Loss) profit before taxation FRELAT (E518) A 8 (99) 12,055
Taxation TIE 9 (2,612) (784)
(Loss) profit for the year REE (E18) =7 2,711) 11,271
Attributable to: FEfY :
Equity holders of the Company A RIARER (2,711) 11,271
HK cents HK cents
B BN
(Loss) earnings per share Bk (EE) &2F 13
Basic R (1.2) 5.0

Diluted e N/A R i F N/AZ 3 F
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Consolidated Balance Sheet

GEREARE

At 31 December 2007

2007 2006
—EZtHF ZEERF
Notes HK$’000 HK$'000
B aE FET FET

NON-CURRENT ASSETS ERBEE
Plant and equipment 28 N Rk 1 14 143 17
Mortgage loans RIBE R 15 4,142 4,839
Available-for-sale investments AHHERE 18 42,480 -
Deferred tax assets REFIBEE 26 - 2,612
46,765 7,468

CURRENT ASSETS RBEE
Mortgage loans ZIBER 15 3,186 3,906
Held-for-trading investments BIEEBRE 17 8,024 26,060
Prepayments and other receivables TE A I8 K H Ath FE W K8 3,860 3,251
Bank balances IRITHE 19 169,198 192,073
184,268 225,290
CURRENT LIABILITIES REBEE

Other creditors and accruals HEMEMERMEAFER 1,773 877
NET CURRENT ASSETS RBEEFE 182,495 224,413
229,260 231,881

CAPITAL AND RESERVE BARFE
Share capital &N 20 225,000 225,000
Reserves i 4,260 6,881
229,260 231,881
The consolidated financial statements on pages 47 FA7TRE107E 2 AV BEREASEEZTE N TN

to 107 were approved and authorised for issue by

the Board of Directors on 19th March, 2008 and are %2 :

signed on its behalf by:

Yo

John Zwaanstra

Director
o

John Pridjian
Director
E2

FZATNAAMERRENE  YAATEEREK
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At 31 December 2007

2007 2006
—ZETtHF ZETRF
Notes HK$’000 HK$'000
k=3 FET FET

NON-CURRENT ASSETS ERBEE
Plant and equipment W28 N 2R 1 14 136 7
Mortgage loans RIBE R 15 207 2,925
Available-for-sale investments AHEERE 18 42,480 -
Interests in subsidiaries L IIEPNCIE: 2 24 152 2
Deferred tax assets REFIBEE 26 - 2,398
42,975 5,332

CURRENT ASSETS RBEE
Mortgage loans ZIBER 15 1,475 292
Held-for-trading investments BEEBRE 17 8,024 26,060
Amounts due from subsidiaries BB A R R R 25 8,511 6,708
Prepayments and other receivables TE AT FRI8 K H Ath FE W K8 3,819 3,239
Bank balances IRITHE 19 167,127 191,999
188,956 228,298
CURRENT LIABILITIES REBEE

Other creditors and accruals HEMEMERMEFER 1,681 738
NET CURRENT ASSETS REBEEFE 187,275 227,560
230,250 232,892

CAPITAL AND RESERVE BARFE
Share capital &N 20 225,000 225,000
Reserves i 21 5,250 7,892
230,250 232,892

Phsmn

John Zwaanstra

John Pridjian
Director Director
=2 EE=
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Consolidated Statement of Changes in Equity

GEEREDXR

For the year ended 31 December 2007

BE_ZTAH+F+_A=+—ALLFE

Attributable to equity holders of the Company

AT RREML
(Accumulated
Investments losses)/
revaluation Retained
Share capital reserve profits Total
®E (R#ER)
[ EERE REEF st
HK$'000 HK$'000 HK$'000 HK$'000
FET FET FAET FAET
At 1st January, 2006 R-ZEZT E—HF—H 225,000 - (4,390) 220,610
Profit for the year and total REZRF R
recognised income BRRYABTE - - 11,271 11,271
RZFTRF
At 31st December, 2006 and +=-A=+—~8”
1st January, 2007 RZZT+F—HF—H 225,000 - 6,881 231,881
Fair value changes of ERRNERTHERZ
available-for-sale investments AEEERE
directly recognized in equity RNEEEE - 90 - 90
Loss for the year KEEBIE - - (2,711) (2,711)
Total recognized income and REESBABA
expenses for the year KX B - 90 (2,711) (2,621)
R-ZFTLF
At 31st December, 2007 +=ZA=+—"H 225,000 90 4,170 229,260




Consolidated Cash Flow Statement
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For the year ended 31 December 2007
HE_ZZT+F+_A=+—AILFE

2007 2006
—ZTtHF ZETRF
HK$°000 HK$'000
FET FAET
OPERATING ACTIVITIES R
(Loss) profit before taxation B AT (E518) & 7 (99) 12,055
Adjustments for: FEIFE :
Depreciation e 24 5
Impairment allowances on
mortgage loans R8BSR ERE 28 163
Fair value changes on held-for-trading RIEEBERE Y
investments NEEZE 3) (2,790)
Realised gain on available-for-sale AHEEREY
investments BB ) -
Unrealised exchange loss on AP ERE Y
available-for-sale investments KRB IRE N 518 15 -
Operating cash flows before movements RetgBEEEH 2
in working capital KEEBBReRE (37) 9,433
Decrease (increase) in mortgage loans RIBEFUR 2 (38 n) 1,389 (3,728)
Decrease in held-for-trading investments BIEEERERD 18,039 18,225
Increase in prepayments and other TEATFRIE R HAth
receivables JE W SR IE S hn (262) (2,828)
Increase in other creditors and accruals EMEMBRR R ER & A 896 43
NET CASH FLOW FROM OPERATING
ACTIVITIES REXBEEZHREREFH 20,025 21,145
CASH USED IN INVESTING ACTIVITIES BRELEFMAZRS
Purchase of plant and equipment EEMERHE (150) (12)
Purchase of available-for-sale investments B EA[ £ H&ELE (42,750) -
NET CASH FLOW USED IN INVESTING
ACTIVITIES REEBFAZRESRETFE (42,900) (12)
(DECREASE) INCREASE IN CASH AND
CASH EQUIVALENTS ReRBRSEEY ORL) EM (22,875) 21,133
CASH AND CASH EQUIVALENTS R—A—BZzBEER
AT 1ST JANUARY REZEEY 192,073 170,940
CASH AND CASH EQUIVALENTS R+=ZA=+—RHB=zR%
AT 31ST DECEMBER, EREEEY
represented by Bank balances RITHERS 169,198 192,073
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For the year ended 31 December 2007
HE_ZZT+F+_A=+—AILFE

Notes to the Financial Statements

MBI R

1. GENERAL 1. —HEH

AXpalB—HRESIMKLZERAA
ERORERBERZIMER AR B
Frl) £ A7 Z&AG Alsland New
Finance Limited * Jy— IR RBRE L EST
ML ZBERAAT - KRR ZEEIEBRAF
AMercurius GP LLC *© 7% 22 & J3 FAState of
NevadasE it s 32 2 BR A7l o &N RA A 2 7
MEFRMUAARFRARER —EPHEEE - &
RABBHRRUBIT AR R ZHEEEES
B ARRAREMBAR(AER]) Z2FEE
BREEER MHIRERIEHIZERE RE
AR EE AR T ©

The Company is a limited company incorporated
in Hong Kong and its shares are listed on The
Stock Exchange of Hong Kong Limited (the
“Stock Exchange”). Its parent company is
Island New Finance Limited, a limited company
incorporated in the British Virgin Islands. Its
ultimate holding company is Mercurius GP LLC,
a limited liability company incorporated in the
State of Nevada. The address of the registered
office of the Company is disclosed in the
corporate information of the annual report. The
consolidated financial statements are presented
in Hong Kong dollars, which is the same as
the functional currency of the Company. The
principal activities of the Company and its
subsidiaries (the “Group”) are investment
holding, treasury investments and the provision
of mortgage finance and other related services.

2. APPLICATION OF NEW 2. ERHIIREETERMBREE
AND REVISED HONG KONG Ll

FINANCIAL REPORTING
STANDARDS

In the current year, the Group have applied,
for the first time, the following new standard,
amendment and interpretations (“new HKFRSs”)
issued by the Hong Kong Institute of Certified
Public Accountants, which are effective for the
Group’s financial year beginning on 1st January,

RAFE AEERARFCEREAOEE
SR AERMZ IR T LF—F—H
FIIA IO AN SR B B 75 6F R AR A0 R ] 21 ~ 25T
ke (THEesnmma£al) -

2007.
HKAS 1 Capital Disclosures EE G ERIFE1H BAREE
(Amendment) (1&ETA)

HKFRS 7 Financial Instruments: EEMBREENETR LRIA:
Disclosures =

HK(IFRIC)-Int 7 Applying the Restatement EE(FRIC) —REFE7HR  RESEZTER
Approach under HKAS 29 FFNBRELE
Financial Reporting in iR 2 B R
Hyperinflationary Economies ERESE

HK(FRIC)}-Int8  Scope of HKFRS 2 EH(FRIC) —RIEESY BBHBHRSER

B 25K E[E

HK(IFRIC)-Int 9 Reassessment of Embedded EE(FRIC) —REF®  EFTHEIALD
Derivatives £TA

HK(IFRIC)-Int 10 Interim Financial Reporting HE(IFRIC) —R2EF105% FPHEBKRER
and Impairment B
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For the year ended 31 December 2007
HE_ZZT+F+_A=+—AILFE

Notes to the Financial Statements

ME R KM

2. APPLICATION OF NEW 2. ERAMIIREEIEEMERESE

AND REVISED HONG KONG
FINANCIAL REPORTING
STANDARDS (continued)

The adoption of the new HKFRSs had no
material effect on how the results and the
financial position for the current or prior
accounting periods have been prepared
and presented. Accordingly, no prior period
adjustment has been required.

The Group has applied the disclosure
requirements under HKAS 1 (Amendment) and
HKFRS 7 retrospectively. Certain information
presented in prior year under the requirements
of HKAS 32 has been removed and the
relevant comparative information based on the
requirements of HKAS 1 (Amendment) and
HKFRS 7 has been presented for the first time in
the current year.

The Group has not early applied the following
new and revised standards or interpretations
that have been issued but are not yet effective.

HKAS 1 (Revised)  Presentation of Financial
Statements'
HKAS 23 (Revised) Borrowing Costs'

HKFRS 8 Operating Segments’
HK(IFRIC)-Int 11 HKFRS 2 - Group and Treasury
Share Transactions?®

HK(IFRIC)-Int 12 Service concession
Arrangements®

HK(IFRIC)-Int 13 Customer Loyalty Programmes*

HK(IFRIC)-Int 14 HKAS 19 - The Limiton a
Defined Benefit Asset,
Minimum Funding
Requirements and their
interaction®

R (#)

RAZEH BBV HREENERASHFER
BESFFEXEMMBMRARER 25T
WEEBATZE - At BEFHBEFEHELH
o

AEECEPNEATEGERSE1R(EFT
K)RBERBVBREENFTRRE T Z2HWER
T RBEBGHEAFERHRZMENBESF
E2IZ2ETEHCKRBE  ERELGHE
AIE1SE (BRTA) RE AR B ME LA ET7HR
REZERLBRENERAFEERET

AEE RARF AR EAATE R HER
R FER  ERTSRRRRE o

BB G EAER

(RIERT)

BB ERFE 23R EERA

(F1E5T)

EEMBHREEAFELE  LEDE

FB(FRIC) —2EF11E  BEMBRSER
2R -REKRERF
B 2 52

FB(FRIC) —R2EF 125  REEFELHE

IR BHRE

ZB(FRIC) —REF13% FPRHEN!

FB(FRIC) —2EF 145 BEEBGFERE9
H-ERNEEE
HRE  REEAR
RERBEZREH
B
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Notes to the Financial Statements

MBI R

APPLICATION OF NEW
AND REVISED HONG KONG
FINANCIAL REPORTING
STANDARDS (continued)

' Effective for annual periods beginning on or after 1st
January, 2009

2 Effective for annual periods beginning on or after 1st
March, 2007

3 Effective for annual periods beginning on or after 1st
January, 2008

4 Effective for annual periods beginning on or after 1st
July, 2008

The Directors of the Company anticipate that the
application of these standards or interpretations
will have no material impact on the results and
the financial position of the Group and the
Company.

SIGNIFICANT ACCOUNTING
POLICIES

The consolidated financial statements have
been prepared on the historical cost basis
except for certain financial instruments, which
are measured at fair values, as explained in the
accounting policies set out below.

The consolidated financial statements have
been prepared in accordance with Hong
Kong Financial Reporting Standards issued
by the Hong Kong Institute of Certified Public
Accountants. In addition, the consolidated
financial statements include applicable
disclosures required by the Rules Governing the
Listing of Securities on the Stock Exchange and

by the Companies Ordinance.

For the year ended 31 December 2007
BE_ZTAH+F+_A=+—ALLFE

ERAHITRESITEEMGHESE
R (#8)

VRIZZNF-A-RSARRRZFEREL
PR ERLF A BN RFARZFEHARE

o

*H

ZENF-A-BRAERR 2 FERBE

o||

TZNFEA-BRAERFB 2 FEHRHEE

w

o

ARPEZSBRREMBZEHEL  EFIdR2
BIAeURNEERARRZEE RV HRAE
EBATE -

FEETHER

RAEMBHRERDRBELKAEERE S
TEMTARATVEEFERI BEFER
TXEIN 2 BT RERZRIE -

RAEMBRERDIBESSSTMASRHZE
B EEAGRE - BN GREMBEHERE
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Notes to the Financial Statements

ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Basis of consolidation

The consolidated financial statements
incorporate the financial statements of the
Company and entities controlled by the
Company (or its subsidiaries). Control is
achieved where the Company has the power to
govern the financial and operating policies of an
entity so as to obtain benefits from its activities.

The results of subsidiaries acquired of during
the year are included in the consolidated income
statement from the date of acquisition.

Where necessary, adjustments are made to the
financial statements of subsidiaries to bring their
accounting policies into line with those used by
other members of the Group.

All intra-group transactions, balances, income
and expenses are eliminated on consolidation.

Interests in subsidiaries

Interests in subsidiaries are included in
the Company’s balance sheet at cost less
any identified impairment loss. Results of
subsidiaries are accounted for by the Company
on the basis of dividends received or receivable

during the year.
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Notes to the Financial Statements

MBI R

3. SIGNIFICANT ACCOUNTING 3. ETEGHER(E)

POLICIES (continued)

Revenue recognition

Revenue is measured at the fair value of the
consideration received or receivable. Revenue
is recognised when it is probable that the
economic benefits will flow to the Group and
when the revenue can be measured reliably, on
the following bases:

(iy interest income from a financial asset
excluding financial assets at fair value
through profit and loss is accrued on a
time proportion basis, by reference to the
principal outstanding and at the effective
interest rate applicable, which is the rate
that exactly discounts the estimated future
cash receipts through the expected life
of the financial asset to that asset’s net
carrying amounts;

(i) dealings in held-for-trading securities and
disposals of investments are recognised
on a trade date basis when the relevant
contract notes are exchanged; and

(i) dividend income from investments is
recognised when the shareholders’ rights
to receive payment have been established.

Plant and equipment

Plant and equipment are stated at cost less
subsequent accumulated depreciation and
accumulated impairment losses.

Depreciation is provided to write off the cost
of items of plant and equipment over their
estimated useful lives and after taking into
account their estimated residual values, using
the straight-line method.
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Notes to the Financial Statements

ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Plant and equipment (continued)

An item of plant and equipment is derecognised
upon disposal or when no future economic
benefits are expected to arise from the
continued use of the asset. Any gain or loss
arising on derecognition of the asset (calculated
as the difference between the net disposal
proceeds and the carrying amount of the item) is
included in the consolidated income statement
in the year in which the item is derecognised.

Foreign currencies

In preparing the financial statements of
each individual group entity, transactions in
currencies other than the functional currency
of that entity (foreign currencies) are recorded
in the respective functional currency (i.e. the
currency of the primary economic environment
in which the entity operates) at the rates of
exchanges prevailing on the dates of the
transactions. At each balance sheet date,
monetary items denominated in foreign currency
are retranslated at the rates prevailing on the
balance sheet date. Non-monetary items carried
at fair value that are denominated in foreign
currencies are retranslated at the rate prevailing
on the date when the fair value was determined.
Non-monetary items that are measured in terms
of historical cost in a foreign currency are not

retranslated.
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Notes to the Financial Statements

MBI R

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Foreign currencies (continued)

Exchange differences arising on the settlement
of monetary items, and on the translation of
monetary items, are recognised in profit and
loss in the period in which they arise, except
for exchange differences arising on a monetary
item that forms part of the Company’s net
investment in foreign operation, in which case,
such exchange differences are recognised in
equity in the consolidated financial statements.
Exchange differences arising on the retranslation
of non-monetary items carried at fair value are
included in profit or loss for the period except
for differences arising on the retranslation of
non-monetary items in respect of which gains
and losses are recognised directly in equity, in
which case, the exchange differences are also
recognised directly in equity.

Retirement benefit costs

Payments to the Mandatory Provident Fund
Scheme are charged as an expense when
employees have rendered service entitling them

to the contributions.

Taxation

Income tax expense represents the sum of the
tax currently payable and deferred tax.
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Notes to the Financial Statements

ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Taxation (continued)

The tax currently payable is based on taxable
profit for the year. Taxable profit differs from
profit as reported in the consolidated 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
and the Company’s liability for current tax
is calculated using tax rates that have been
enacted or substantively enacted by the balance
sheet date.

Deferred tax is recognised on differences
between the carrying amounts of assets and
liabilities in the consolidated financial statements
and the corresponding tax base 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.

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 assets to be

recovered.
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Notes to the Financial Statements

MBI R

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Taxation (continued)

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 realised.
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.

Impairment of tangible assets

At each balance sheet date, the Group reviews
the carrying amounts of its tangible assets to
determine whether there is any indication that
those 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. An impairment loss is recognised as an
expense immediately, unless the relevant asset
is carried at a revalued amount under another
standard, in which case the impairment loss
is treated as revaluation decrease under that
standard.

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,
unless the relevant asset is carried at a revalued
amount under another standard, in which case
the reversal of the impairment loss is treated as

revaluation increase under that standard.
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Notes to the Financial Statements

ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments

Financial assets and financial liabilities are
recognised on the balance sheet when a group
entity becomes a party to the contractual
provisions of the instrument. Financial assets
and financial liabilities are initially measured at
fair value. Transaction costs that are directly
attributable to the acquisition or issue of
financial assets and financial liabilities (other
than financial assets and financial liabilities at
fair value through profit or loss) are added to
or deducted from the fair value of the financial
assets or financial liabilities, as appropriate,
on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets
or financial liabilities at fair value through profit
or loss are recognised immediately in profit or
loss.

Financial assets

The Group’s and the Company’s financial assets
are classified into one of the three categories,
including financial assets at fair value through
profit or loss (“FVTPL”"), loans and receivables
and available-for-sale financial assets. All
regular way purchases or sales of financial
assets are recognised and derecognised on
a trade date basis. Regular way purchases or
sales are purchases or sales of financial assets
that require delivery of assets within the time
frame established by regulation or convention in

the marketplace.
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MBI R

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Effective interest method

The effective interest rate method is a method
of calculating the amortized cost of a financial
asset and of allocating interest income over
the relevant period. The effective interest rate
is the rate that exactly discounts estimated
future cash receipts (including all fees on points
paid or received that form an integral part of
the effective interest rate, transaction costs
and other premiums or discounts) through the
expected life of the financial asset, or, where
appropriate, a shorter period.

Income is recognised on an effective interest
basis for debt instruments.

Financial assets at fair value through profit or
loss

Financial assets at FVTPL has two subcategories,
including financial assets held for trading
and those designated as at FVTPL on initial
recognition. The financial assets at FVTPL of
the Group and the Company comprise financial
assets held-for-trading.

A financial asset is classified as held for trading
if:

e it has been acquired principally for the
purpose of selling in the near future; or

e it is a part of an identified portfolio of
financial instruments that the Group
manages together and has a recent actual
pattern of short-term profit-taking; or

e jtis a derivative that is not designated and
effective as a hedging instrument.
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Notes to the Financial Statements

ME R KM

3. SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Financial assets at fair value through profit or
loss (continued)

At each balance sheet date subsequent to
initial recognition, financial assets at FVTPL
are measured at fair value, with changes in
fair value recognised directly in profit or loss in
the period in which they arise. The net gain or
loss recognised in profit or loss includes any
dividend or interest earned on the financial
assets.

Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not quoted in an active
market. At each balance sheet date subsequent
to initial recognition, loans and receivables
(including mortgage loans, other receivables
and bank balances) are carried at amortised
cost using the effective interest method, less any
identified impairment losses (see accounting
policy in respect of impairment loss on financial
assets below).

Available-for-sale financial assets

Available-for-sale financial assets are non-
derivatives that are either designated or not
classified as financial assets at FVTPL, loans
and receivables or held-to-maturity investments.
The Group classified those debt securities as

available-for-sales financial assets.
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SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Available-for-sale financial assets (continued)

At each balance sheet date subsequent to initial
recognitation, available-for-sale financial assets
are measured at fair value. Changes in fair
value are recognised in equity, until the financial
assets are disposed of or is determined to be
impaired, at which time, the cumulative gains
or losses previously recognised in equity are
removed from equity and recognised in profit
or loss (see accounting policy in respect of
impairment loss on financial assets below).

Impairment of financial assets

Financial assets, other than those at FVTPL,
are assessed for indicators of impairment at
each balance sheet date. Financial assets are
impaired where there is objective evidence that,
as a result of one or more events that occurred
after the initial recognition of the financial asset,
the estimated future cash flows of the financial
assets have been impaired.

For all other financial assets, objective evidence
of impairment could include:

e  significant financial difficulty of the issuer or
counterparty; or

e default or delinquency in interest or
principal payments; or

e it becoming probable that the borrower
will enter bankruptcy or financial re-

organisation.
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Notes to the Financial Statements

ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Impairment of financial assets (continued)

For certain categories of financial asset, such
as mortgage loans, assets that are assessed
not to be impaired individually are subsequently
assessed for impairment on a collective basis.
Objective evidence of impairment for a portfolio
of receivables could include the Group’s past
experience of collecting payments.

For financial assets carried at amortised cost,
an impairment loss is recognised in profit or loss
when there is objective evidence that the asset
is impaired, and is measured as the difference
between the asset’s carrying amount and the
present value of the estimated future cash flows
discounted at the original effective interest rate.

The carrying amount of the financial asset is
reduced by the impairment loss directly for all
financial assets with the exception of mortgage
loans, where the carrying amount is reduced
through the use of an allowance account.
Changes in the carrying amount of the allowance
account are recognised in profit or loss. When
loans and receivable is considered uncollectible,
it is written off against the allowance account.
Subsequent recoveries of amounts previously
written off are credited to profit or loss.

For financial assets measured at amortised
cost, if, in a subsequent period, the amount of
impairment loss decreases and the decrease
can be related objectively to an event occuring
after the impairment losses was recognised,
the previously recognised impairment loss is
reversed through profit or loss to the extent that
the carrying amount of the asset at the date the
impairment is reversed does not exceed what
the amortised cost would have been had the
impairment not been recognised.
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3. SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Impairment of financial assets (continued)

For available-for-sale debt investments,
impairment losses are subsequently reversed
if an increase in the fair value of the investment
can be objectively related to an event occurring
after the recognition of the impairment loss.

Financial liabilities and equity

Financial liabilities and equity instruments issued
by a group entity are classified according to
the substance of the contractual arrangements
entered into and the definitions of a financial
liability and an equity instrument.

An equity instrument is any contract that
evidences a residual interest in the assets of
the Group after deducting all of its liabilities.
The Group’s financial liabilities are generally
classified into other financial liabilities.

Effective interest method

The effective interest rate method is a method
of calculating the amortized cost of a financial
liability and of allocating interest expense over
the relevant. The effective interest rate is the
rate that exactly discounts estimated future
cash payments through the expected life of the
financial liability, or, where appropriate, a shorter
period.

Interest expense is recognised on an effective
interest basis.

Other financial liabilities

Other financial liabilities represents other
creditors are subsequently measured at
amortised cost, using the effective interest
method.
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ME R KM

SIGNIFICANT ACCOUNTING
POLICIES (continued)

Financial instruments (continued)

Equity instruments

Equity instruments issued by the Company are
recorded at the proceeds received, net of direct
issue costs.

Repurchase of the Company’s own equity
instruments is recognised and deducted
directly in equity. No gain or loss is recognised
in profit or loss on the purchase, sale, issue
or cancellation of the Company’s own equity
instruments.

Derecognition

Financial assets are derecognised when the
rights to receive cash flows from the assets
expire or, the financial assets are transferred and
the Group has transferred substantially all the
risks and rewards of ownership of the financial
assets. On derecognition of a financial asset, the
difference between the asset’s carrying amount
and the sum of the consideration received and
receivable and the cumulative gain or loss
that had been recognised directly in equity is
recognised in profit or loss.

Financial liabilities are derecognised when the
obligation specified in the relevant contract is

discharged, cancelled or expires. The difference
between the carrying amount of the financial
liability derecognised and the consideration
paid and payable is recognised in profit or loss.
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SIGNIFICANT ACCOUNTING
POLICIES (continued)

Operating leases

Rentals payable under operating leases are
charged to profit or loss on the straight-line
basis over term of the relevant lease. Benefits
received and receivable as an incentive to enter
into an operating lease are recognised as a
reduction of rental expense over the lease term
on a straight-line basis.

KEY SOURCE OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting
policies, which are described in note 3,
management is required to make judgements,
estimates and assumptions about the carrying
amounts of assets and liabilities that are not
readily apparent from other sources. The
estimates and associated assumptions are
based on historical experience and other factors
that are considered to be relevant. Actual results
may differ from these estimates.

The estimates and underlying assumptions
are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the
period in which the estimate is revised if the
revision affects only that period, or in the period

of the revision and future periods if the revision
affects both current and future periods.

3.

For the year ended 31 December 2007
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KEY SOURCE OF ESTIMATION
UNCERTAINTY (continued)

Taxation

At 31st December, 2007, no deferred tax
assets have been recognised in the Group’s
and the Company’s balance sheets (2006:
HK$2,612,000 and HK$2,398,000) respectively
in relation to deductible temporary differences
and unused tax losses. No deferred tax assets
have been recognised on the tax losses
of HK$44,387,000 (2006: HK$21,903,000)
in the Group’s and HK$43,534,000 (2006:
HK$21,903,000) in the Company’s balance
sheets due to unpredictability of future
assessable profit streams. The realisability of
the deferred tax assets mainly depends on
whether sufficient future assessable profits or
taxable temporary differences will be available
in the future. In cases where the actual future
assessable profits generated are more than
expected, a recognition of deferred tax asset
may arise, which would be recognised in the
income statement for the period in which such a
recognition takes place.

Impairment allowances on mortgage loans

The Group and the Company establish,
through charges against profit, impairment
allowances in respect of estimated incurred loss
in mortgage loans. The allowances consist of
individual impairment allowances and collective
impairment allowances. The overall impairment
allowances represent the aggregate amount by
which management considers necessary to write
down its loan portfolio in order to state it in the
balance sheet at its estimated net recoverable

value.

4,
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HRt A REZEERIE ()

BIA

R-ZE+E+-_F=+—8 XEBEEATN
BEREERAREARBERECECREER
E( T T X F 26120008 T &£2,398,000
BL)EARRAEBRARTZCEESRER
RIFERR o A R 7R B SR A0 A1) 2RO 2 71 A 7808
M EREHBEEERERERNAEERAR
NRIZEEBERNZHEEE /44,387,000
B or( = & T X 4F 121,903,000 L) K
43,534,000/ 7t ( =& Z /X 4 : 21,903,0007%8
L) o BMEMBEEZ AR ETERTHE
R BB R 2R IRFERT I 5 FE R T R
EZR oMERRERBEFNERSRIEH - 7]
BREABREHBEEAERR  ZEBERABNLR
P[] R 38 hn 3 A 2 AR TR U s R N RERR o

BRBETRERE

AEBRARNRRIRIBERMETEL 2 IR
B AN ER T F R E B - BE B E 5
BEREBLRBRERBAERE BREERESE
BEERRBEHEREEREASEHBUBRAR
RpE A e EEFEREEREBRAT
BE o
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Notes to the Financial Statements
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4. KEY SOURCE OF ESTIMATION 4. AR FRERZEERIE (H)

UNCERTAINTY (continued)

Impairment allowances on mortgage loans
(continued)

In determining individual impairment allowances,
management considers objective evidence
of impairment. When a loan is impaired, an
individual impairment allowance is assessed by
a discounted cash flow method, measured at the
difference between the asset's carrying amount
and the present value of estimated future cash
flows discounted at the original effective interest
rate. The quantum of the allowance is also
impacted by the collateral value and this in turn,
may be discounted in certain circumstances
to recognise the impact of forced sale or quick
liquidation.

In determining collective impairment allowances,
management uses estimates based on
historical loss experience for assets with credit
risk characteristics and objective evidence
of impairment similar to those in the portfolio
adjusted for current conditions.

The methodology and assumptions used for
estimating both the amount and timing of future
cash flows are reviewed regularly to reduce any
differences between loss estimates and actual

loss experience.

BBEFRERE (E)

REE@ERERER EEEZRREZE
BER ZEXLBARER  eERAFTERS
mMEEEERRERE  NEEZREER
BEREGNEFEEFRKESREZLREL
EZRAE - BBZBRTRERR 2 EBERY
B MESTHERT  BFREBEAESTHU
g UERas L EIARERZFE -

EETERERERER  EEEERREAR
HOEEFe U REAS ZRERL 2 ZER
BEBZEEZBEBRERIEL ZMGE B
RIRITIERIEL TR -

A ARARRERESELRHZITNERBRA
TEHFE - LB ERG 2 ERERLR
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CHANGE IN PRESENTATION OF
FINANCIAL STATEMENTS

In previous years, sale proceeds of held-
for-trading investments were included in the
consolidated income statement as part of the
revenue.

In preparation for the annual financial statements
for the year ended 31st December, 2007, the
presentation of revenue for sales of held-for-
trading investments have been changed to
reflect such transactions in a more appropriate
manner whereby the net gains on sales of held-
for-trading investments are presented in the
consolidated income statement as part of the
revenue. There is no impact on the loss for the
year as a result of this presentational change.

The effects of the change in presentation have
been accounted for retrospectively with changes
being made to corresponding figures. The
specific line items affected are as follows:
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MBEBRENAXZEE

RAREE  HERIFEERE ZHMBHIAE
RRZEAGFRE BT o

REEBE_TTLF+T _A=+t—"BLFE
ZEEMBHRERE  hERIFEEREZ NS
ZENKTACEES UREEE 277 RR
ZERS B HERFEERE 2 WEF
BERKANGEAREREY - UARARZZE
JIBHMBUAFEBRELTE -

EHHE2I T AEH I EFLEPR SR
2 HEBTFHAELEY XY EZHEAAR
Bl U

2007 2006

—EELF ZETRF

HK$’000 HK$'000

FET FET

Decrease in revenue Wz im 39,576 48,577
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6. REVENUE 6. W&

Revenue represents interest income on
mortgage loans and net gain on treasury
investments which includes interest income
on bank deposits, dividend income and the

Wt i RIBE R S RA R B E W F
B MYBRERABERRBRBITERZHNE
WA BREBANRKEESEFIEEERE 24
FHEE -

net profit from trading in held-for-trading
investments.

An analysis of the revenue of the Group by BEEBEKRE D 2AEBREZZATOT ¢
principal activity is as follows:

2007 2006
—EELF —ZEERF
HK$’000 HK$'000
FET FET
(restated)
(5 E5))
Mortgage finance: RBFEE -
Interest on mortgage loans RBERFE 1,199 1,381
Treasury investments: BERAE
Interest on bank deposits RITIF TS 7,388 6,395
Net gain on trading of BEEREFEERA
held-for-trading investments pal &t - 3,942
Interest on available-for-sale AEHERE
investments Z B 85 -
Dividend income BB HA 2,884 1,221

11,556 12,939
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7. BUSINESS AND GEOGRAPHICAL
SEGMENTS

Business segments

For management purposes, the Group is
currently organised into two operating divisions
— mortgage finance and treasury investments.
These divisions are the basis on which the
Group reports its primary segment information.
Principal activities are as follows:

(a) the mortgage finance segment engages in
the provision of mortgage finance and other
related services; and

(b) the treasury investments segment includes
interest income on bank deposits, securities
trading and dividend income.

Segment information about these businesses is
presented below:
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RERMES

%555 %
RERME - AKEE 9 AMIEEED -

HRRERMBRE - ZFNA N AEHE
HIZOMEHZEE  TEZBKMT

(a) ZEBRMEDBRFRMZRBHE REMA
FARRTS : K

(b) HBEEDMBIBRITHERZMBWA
AR FEHR 5 M BWA -

BRZEXRH2OMERBRZIWT -

2007
—ZEZtHF
Mortgage Treasury
finance investments Total
RB@ME MERE &5t
HK$°000 HK$’000 HK$000
FET FET FET
Revenue &= 1,199 10,357 11,556
Segment result D ERELE 1,171 10,027 11,198
Unallocated expenses KoBex (11,297)
Loss before taxation W i B B 18 (99)
Taxation g (2,612)
Loss for the year KEEZEIE (2,711)
Segment assets DEEE 9,297 221,200 230,497
Unallocated assets KOBLEE 536
Total assets WA E 231,033
Segment liabilities DEEE 4 = 4
Unallocated liabilities Ko aE 1,769
Total liabilities wmaE 1,773
Other information: HER :
Impairment allowances ZIBEFRE
on mortgage loans BiE (28) - (28)
Unallocated: RAM -
Capital additions BEAAX (150)
Depreciation e (24)
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BE-TTLFt- A=t BLLFE
RS RME RSt

7. BUSINESS AND GEOGRAPHICAL 7 %2ERBMESE (&)

SEGMENTS (continued)
Business segments (continued) WD (E)
2006
ZTEREF
Mortgage Treasury
finance investments Total
RiEmE Mg E &&F
HK$'000 HK$'000 HK$'000
FET FET FAET
(restated) (restated)
(g &) (FE31))
Revenue U 75 1,381 11,558 12,939
Segment result DEPEELE 1,400 14,348 15,748
Unallocated expenses KoBLZ (3,693)
Profit before taxation B B4 A1 ) 12,055
Taxation Bi1E (784)
Profit for the year IR [ g 11,271
Segment assets DEEE 8,845 221,117 229,962
Unallocated assets KOBLEE 2,796
Total assets BEE 232,758
Segment liabilities NEPEE 320 - 320
Unallocated liabilities ROWMEE 557
Total liabilities waE 877
Other information: Em&ER -
Impairment allowances on RIBEFRE
mortgage loans B (163) - (163)
Unallocated: RAM -
Capital additions BEAMAX (12)

Depreciation e (5)
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HE-FELET-A=t—ALEE
ISR A=t

7. BUSINESS AND GEOGRAPHICAL 7 2ERBMESE ()

SEGMENTS (continued)

Geographical segments &5 I

No geographical segment analysis on revenue REBEFERN KREBEIPESKETHHETH
is presented as all of the Group’s business T AN WEZH|HE D ITRAER - K
activities during the year under review were EBEEEHMNNES °

conducted in Hong Kong. All the Group’s assets
are located in Hong Kong.

8. (LOSS) PROFIT BEFORE 8. BRIRAT(FR) &%
TAXATION
(Loss) profit before taxation has been arrived at M FE AT (E538) % R B Bk -

after charging:

2007 2006
—EEBLHF ZETRF
HK$°000 HK$'000
FHET F&ET
Employee benefits expense BTIRA
(including Directors’ (RREEEHe
emoluments (note 10): (H15£10)) -
Wages, salaries and bonus TIE - RO 4,178 1,239
Retirement benefit costs (note 28) BRINEFE B3R (AT 228) 30 34
4,208 1,273
Depreciation e 24 5
Auditor’ s remuneration %A & 460 482
Operating leases payments e 85 85
Impairment allowances on
mortgage loans RIBEFURERE 28 163

Legal and professional fees FEREREEER 4,870 387
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For the year ended 31 December 2007

ECEEAE+_A=+—HLEE

9. TAXATION 9. R\
2007 2006
—EEtF —ETRF
HK$°000 HK$'000
FET FET
Hong Kong aBE

Current tax REEHIE - -

Deferred tax: (note 26) ERERLIA (M 5726) -
Current year REE 2,612 784
2,612 784

No current tax is payable as the Group has no
assessable profit for the year. The tax charge for
the year represents the reduction of deferred tax
assets recognised in prior years.

Hong Kong Profits Tax is calculated at 17.5% of
the estimated assessable profit for prior years.

The tax charge for the year can be reconciled
to the (loss) profit before taxation per the

HRARERAFEIL EERVOEH - R E
BN - FARERX B BEFED
RZBEERAEE °

BB NS T 8 6 2 2 fh 51 I sk Bt F) 3%

17.5% 2 TR RETHE -

AEERBMIATEESRERAZREA
(B 18) M SRR T

consolidated income statement as follows:

2007 2006
—EETLHF —EERF
HK$’000 HK$'000
FET FAET
(Loss) profit before taxation B AT (E518) a7 (99) 12,055
Tax at the domestic income tax AR P BI E A7 5%t E
rate of 17.5% 2 B8 17) 2,110
Tax effect of income not taxable BERTZLA
for tax purpose 2B E (1,832) (1,340)
Tax effect of expenses not deductible A SRS FRL 2 7 32
for tax purpose 2B E 518 14
Tax effect of tax losses/deductible FiH 8 AR HER PR
temporary difference EREER
not recognized ZRgRE 1,331 -
Reversal of deductible temporary 108 1 R R 2 T HUR
difference previously recognised EREER 2,612 -
Tax charge for the year RFERERAL 2,612 784
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10. DIRECTORS’ EMOLUMENTS 10. E5E#&
The emoluments paid or payable to each of the SNFUZ(ZEERF 7TR)ES2HEW
14 (2006: 7) Directors were as follows: T
2007 2006
—ZETLHF ZTEAREF
HK$’000 HK$'000
FET FAET
Directors’ fee EErokn
Executive Directors: HITEF -
John Zwaanstra (Chairman) John Zwaanstra (£/%) - N/A
John Pridjian (Chief Executive) John Pridjian (77 42 %t) - N/A
Todd David Zwaanstra Todd David Zwaanstra - N/A
Jonathon Jarrod Lawless Jonathon Jarrod Lawless - N/A
Akihiro Nagahara RIR&5h 5 10
Stephen Lo Kam Fai iR 5 10
Poon Mo Yiu ERE 5 3
Edwin Lo King Yau B= 7
Independent Non-Executive Directors: — B FHiTEE -
Alan Howard Smith, J.P. Alan Howard Smith X F# + 100 N/A
Stephen King Chang-Min Stephen King Chang-Min 100 N/A
Patrick Smulders Patrick Smulders 100 N/A
Chan Bo Ching BRAES 51 75
Li Chak Hung TR 4 90
Yuen Wai Ho & = 4 75
Total Directors’ fee ESWNSRE 448 270
Other emoluments E e
Executive Director: HITESF -
Akihiro Nagahara RIR%E 5k 1,300 -
Total emoluments B & 4858 1,748 270

There were no arrangements under which
a Director waived or agreed to waive any

emoluments.

2o

VEBERREXRAERETAMEMELZ
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11. EMPLOYEES’ EMOLUMENTS 11.

Of the five individuals with the highest
emoluments in the Group, one (2006: one) was
a Director of the Company whose emoluments
are included in the disclosures in note 10 above.

For the year ended 31 December 2007
HE_ZZT+FE+_A=+—AILFE

& Sl &

AFERUGERMEATRE ML (ZEZN
F:—G)ARXRAES EMSFBER L3
110 ESAUA (ZEZRF W) AT 2B
ST

The emoluments of the remaining four (2006:
four) individuals were as follows:

2007 2006
—EEtLHF ZEERF
HK$’000 HK$'000
FET FHET
Basic salaries, allowances and EXE&  2RHH
benefits in kind IR & Fam 2,187 969
Retirement benefit costs RIRERF SR 20 34
2,207 1,003
Their emoluments were within the following HREZME N FATAER -
band:
2007 2006
—EELHF ZEERF
Number of Number of
employees employees
EEBAH EEBAH
Nil - HK$1,000,000 & — 1,000,000 7T 3 4
HK$1,000,001 - HK$ 1,500,000 1,000,001 7T — 1,500,0005% 7T 1 -
12. DIVIDENDS 12. K2

No dividend was paid or proposed during 2007,
nor has any dividend been proposed since the
balance sheet date (2006: Nil).

FE)

“ETLFEIEINRBIRETARE
FREAURTEZZRNEMNRE(ZFFX
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13.

14.

(LOSS) EARNINGS PER SHARE

Basic loss (2006: earnings) per share is
calculated based on the loss for the year
attributable to equity holders of the Company of
HK$2,711,000 (2006: profit of HK$11,271,000)
and on 225,000,000 (2006: 225,000,000)
ordinary shares in issue during the year.

No diluted (loss) earnings per share is presented
as there were no potential ordinary shares
during the years.
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13. B A% (E5#R) B

BREAREIE(ZTTNF  BF) DREAD
AR (L B 482,711,000 TT (— BT /N4
% F11,271,0008 ) RAFEANE EHTE B
}%225,000,000/% ( — Z = 75 4 : 225,000,000
B FTE -

HRZEFFELEBE L BRED  RLE2
5 s (B1R) &7

PLANT AND EQUIPMENT 14. #88% K &%
The Group
AEH
Furniture and
equipment
ERRERE
HK$'000
FAET
COST R AME
At 1st January, 2006 RZEERF—A—H 11
Additions NE 12
At 31st December, 2006 RZZBERF+ZA=1+—H 23
Additions NE 150
At 31st December, 2007 RZEZLF+=-A=+—H 173
DEPRECIATION e
At 1st January, 2006 R_ZEXF—HF—H 1
Provided for the year FERE 5
At 31st December, 2006 RZZBERF+ZA=1+—H 6
Provided for the year FEERE 24
At 31st December, 2007 RZETLF+=-A=+—AH 30
CARRYING AMOUNT REE
At 31st December, 2007 RZEZTt+F+=—A=+—H 143

At 31st December, 2006

RZEEXF+=—A=+—H

Furniture and equipment are depreciated on a
straight-line basis at 20% to 33'/5% per annum.

6L 2 3018 DA B UK TR 5 47 20% 331 % 2
YT o
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14. PLANT AND EQUIPMENT 14. SR B e il (48)
(continued)
The Company
AT
Furniture and
equipment
ERREE
HK$'000
FET
COST B AME
At 1st January, 2006 & 31st December, 2006 RZEERF—A—AK 11
—ZEERFFZA=1+—
Additions NE 150
At 31st December, 2007 RZEZ+F+A=+— 161
DEPRECIATION e
At 1st January, 2006 RZZETZRF—H—A 1
Provided for the year FERE 3
At 31st December, 2006 RZZEZERF+-_A=+—H 4
Provided for the year FEEE 21
At 31st December, 2007 RZETtF+=—A=+—H 25
CARRYING AMOUNT REE
At 31st December, 2007 RZZEZ+F+—A=+—H 136

At 31st December, 2006

Furniture and equipment are depreciated on a R REANB R LR T F20%E33":% 2 L

straight-line basis at 20% to 33'/;% per annum. RITE -
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TRt B LT BE_TTLHFT_A=1THLHFE

15. MORTGAGE LOANS 15. BIGER
The Group
NEH
2007 2006
ft-3- - o3 I NE
HK$°000 HK$'000
F#ET F#T
Fixed-rate loan receivables (& 7 1) = JE B 3R 4,854 1,705
Variable-rate loan receivables FENF R ERER 2,474 7,040
7,328 8,745
Carrying amount analysed for R E DT
reporting purposes: ZARHEE :
Current assets (receivables MBEE
within 12 months from the (B#ERAET-EAR
balance sheet date) ZEWER) 3,186 3,906
Non-current assets (receivables FEMENEE
after 12 months from the (BT —@MA%
balance sheet date) 2 EKER) 4,142 4,839
7,328 8,745
Fixed-rate loan receivables and variable-rate EEMXREWE RN FE TR ERERAIRE
loan receivables are secured by mortgage ERWMEIRE - WIETISFERE -
properties, bearing interest at market interest
rates.
Balance of mortgage loans at 31st December, RIBZ+F+ A=+ —BZREERER
2007 is net of accumulated impairment BB Z &R EE#196,0008 T ( ZTZT X

allowances of HK$196,000 (2006: HK$168,000). F 1 168,000 L) °
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15. MORTGAGE LOANS (continued) 15. IRIBE ()

The maturity profile of mortgage loans, net of REEH - CHBBEREZIRBERRHE
impairment allowances, at the balance sheet Mo REHNIHAB SRR EBR AT AT

date is analysed by the remaining periods to
their contractual maturity dates as follows:

The Group
TxEH
2007 2006
—EELHF ZEERF
HK$’000 HK$'000
FET FET
Repayable: BB
Within 3 months =EAA 2,631 3,528
Between 3 months and 1 year “@AAE—%F 555 378
Between 1 and 5 years —FERF 3,201 1,410
After 5 years AFME 941 3,429
7,328 8,745
Before accepting any new customer, the Group EWMERNEER - ANEBFERASTEES
uses internal assessment system to assess the TEBEEPZEEEERATREFPZEZER
potential customer’s credit quality and defines e ABHARBEZEBENRE ERENAK
credit limits by customer. The mortgage loans & o
that are neither past due nor impaired have the
timely repayment of the principal.
The ageing of mortgage loans, net of impairment REEH  BHBRREREZIZBERCGaH
allowances, which are past due but not BRBE) ZEREDTWOT
impaired, at the balance sheet date is analysed
as follows:
The Group
TEH
2007 2006
—getLs e
HK$°000 HK$'000
FAT F#T

Within 3 months =@AR 2,462 3,405
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15. MORTGAGE LOANS (continued) 15. RIBEEH (&)

The fair value of the Group’s mortgage loans, RIBEZ+F+_A=+—"8 KEBZIKE
determined based on the present value of the ERZRAFEEDREMGTRKRESTER
estimated future cash flows discounted using ERFENA 2HE  BREERZEEER
the effective interest rate at 31st December, o
2007 approximates to the carrying amount of
mortgage loans.
The Company
RAT
2007 2006
—EETLF ZETRF
HK$’000 HK$'000
FAET FET
Variable-rate loan receivables EFERERERER 1,682 3,217
Carrying amount analysed for RARB DT
reporting purposes: ZRHEE :
Current assets (receivables MENE E
within 12 months from the (B#ERET-EMANR
balance sheet date) ZEWER) 1,475 292
Non-current assets (receivables EmBNE E
after 12 months from the (BEEREBT-@EA%
balance sheet date) 2 EKER) 207 2,925
Variable-rate loan receivables FEF KRR E 5K 1,682 3,217

TR R W E R AR B EEIR - WIRTI5S
mortgage properties, bearing interest at market FEEFH e
interest rates.

Variable-rate loan receivables are secured by

Balance of mortgage loans at 31st December, R_EBEE+F+_A=1+—"HZ2RBERE

2007 is net of accumulated impairment
allowances of HK$40,000 (2006: HK$80,000).

B0 PR 2 51 RUE B 40,0008 T ( ZEE X
£ 1 80,000/ 7T) °
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15. MORTGAGE LOANS (continued) 15. BRIBEEH (&)

The maturity profile of variable-rate mortgage REER  EHBRBEREZZBERINHE
loans, net of impairment allowances, at the W AR EE BEISRREIR T T ¢

balance sheet date is analysed by the remaining
periods to their contractual maturity dates as

follows:
The Company
b
2007 2006
—EEtF ZEERF
HK$’000 HK$'000
FET FET
Repayable: FIHRE K
Within 3 months =@AR 1,434 73
Between 3 months and 1 year —@BAzE—% 41 219
Between 1 and 5 years —FERF 207 363
After 5 years AFAE - 2,562
1,682 3,217
Before accepting any new customer, the EWEEFHERA - ARAEARNET RS
Company uses internal assessment system to T EBEEFPZEEEERATETRFPZEEER
assess the potential customer’s credit quality o RO BRBABECIRIBERE ERFEMNAK
and defines credit limits by customer. The & o

mortgage loans that are neither past due nor
impaired have the timely repayment of the

principal.
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15. MORTGAGE LOANS (continued) 15. IRIBE R (&)
The ageing of mortgage loans, net of impairment REZER BEHBRBEREBEZIZRIBEER (B
allowances, which are past due but not BRBE) ZREDHTAT :
impaired, at the balance sheet date is analysed
as follows:
The Company
rEH
2007 2006
—EELHF ZETRF
HK$’000 HK$'000
FET FAET
Within 3 months =@EAA 1,420 -
The fair value of the Company’s mortgage loans, RIEBETZ+F+_A=+—"8 KRARIZIKE
determined based on the present value of the ERZAFEBENREMGFFRKRERER
estimated future cash flows discounted using ERMNEFR2[E  BEBERZERAER
the effective interest rate at 31st December, 5o
2007 approximates the carrying amount of the
mortgage loans.
16. IMPAIRMENT ALLOWANCES ON 16. ¥R 18 5 R (B % 0
MORTGAGE LOANS
The Group
AEH
Impairment allowances
WERE
Individual Collective Total
1& 51 g ] &5t
HK$'000 HK$'000 HK$'000
FET F&ET F&ET
At 1st January, 2006 RZEERF—HA—A 146 5 151
Charge during the year FERE - 163 163
Amounts written off eI (146) - (146)
At 31st December, 2006 RZEEXRF+=ZA=+—AH - 168 168
Charge during the year FERE - 28 28

At 31st December, 2007

RZBZXF+-_A=+—H - 196 196
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16. IMPAIRMENT ALLOWANCES ON
MORTGAGE LOANS (continued)

16. 1315 55 oK iRk {E 1% e

The Company

b N
Impairment allowances
WERE

Individual Collective Total

& 51 B4} &t

HK$'000 HK$'000 HK$'000

FET FET FET

At 1st January, 2006 RZEZERF—HA—H 146 5 151
Charge during the year FERE - 75 75
Amounts written off e (146) - (146)
At 31st December, 2006 RZEERF+ZA=+—H - 80 80
Written back during the year — 4FE #[al - (40) (40)
At 31st December, 2007 RZEE+F+-A=+—AH - 40 40

Individual impairment is made when the
mortgage loans borrowers in unable to repay the
principal on time and the present value of the
collateral held by the Group and the Company is
not sufficient to cover the carrying amount of the
receivables.

In addition to the individually assessed
impairment allowance, the Group and the
Company have also provided collectively
assessed mortgage loans impairment
allowances that are not to be impaired
individually on the basis of historical loss

experience.

HIZIBERE T TRIEFERENS  BAKE
RARBRAZBMG 2 BET R AEHER
IR ZAREME - AIEL ERIR(E -

BRE R ET 2 BEE BN - NEERARQE IR
RHUBEMAT CRBERRERE  ZERE
I FEPARE S B R A B B [ BRI E -
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17.

18.

HELD-FOR-TRADING
INVESTMENTS

Held-for-trading investments include:
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HE_ZZT+FE+_A=+—ALLEFE

17 BEEERSE

FIFEERERH

The Group and the Company

AEERERQT
2007 2006
—EELF ZETRF
HK$’000 HK$'000
FET FET
Equity securities listed in Hong Kong REE LT ZBRAES 8,024 26,060

The fair value of the above held-for-trading
investments is determined based on the quoted
market bid prices available on the relevant
exchange.

AVAILABLE-FOR-SALE
INVESTMENTS

Available-for-sale investments include:

LRAFEEEREZAFERIVREELSH
e MsEABERE

18. At KT

A ERERRE

The Group and the Company

TEBRAAT
2007 2006
—EELF ZEERF
HK$’000 HK$'000
FET FET
Mortgage-backed securities quoted REBREZ
in the United States of America RIBZIFES 42,480 -

As of 31st December, 2007, the fair value of the
available-for-sale investments denominated in
US dollar amounted to US$5,448,000 (2006:
USS$NIl). The fair value of the above available-
for-sale investments is the quoted market bid
prices which is readily and regularly available
from brokers and price servicing agency. The
contractual interest rate of the available-for-

sale investments was 5.5% per annum and with
maturity date of February 2035.

R-EBEE+E+-_A=+—H8 A[HHHEKSE
(AETEBE) 22 FEAR5448,000 £ (=ZF
TRE:E|) FRAHEERE A TER
M0 AN RBIERISRIZES Z BEs R E#im
GEABEE AHEEREZENFENRAR
55%  BIEIRHA-_ZTE=RF_A-
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19.

20.

BANK BALANCES

The amounts comprise bank balances held by
the Group and the Company and short-term
bank deposits at market interest rates with an

For the year ended 31 December 2007
HE_ZZT+F+_A=+—AILFE

19. R {TH#5 R

AZEFREAEERARNRRRE 2 RITHER
ERBAR=ZEARNIBEZRTENETE
ZHEBRTER - R_TTLFT_A=1—

original maturity of three months or less. The B ZEEEZAVTEEERARAEMES -
fair value of these assets at 31st December,
2007 approximates the corresponding carrying
amount.
SHARE CAPITAL OF THE 20. XTI EE
COMPANY
2007 & 2006
“EERLER-BEARE
HK$'000
TET
Authorised: ESE
300,000,000 ordinary shares 300,000,000/% & A% I {& 1.007# 7T
of HK$1.00 each 2 BT 300,000
Issued and fully paid: BETRERE -
225,000,000 ordinary shares 225,000,000 % & I EI{& 1.007%8 7T

of HK$1.00 each ZEBRRm 225,000
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21.

22,

The Hong Kong Building and Loan Agency Limited 2007 Annual Report

89

BREBERARLR —TTLFFR

For the year ended 31 December 2007
HE_ZZT+F+_A=+—AILFE

RESERVES 21. W
The Company
NN
(Accumulated
Investments losses)/
revaluation Retained
reserve profits Total
(REBBE)
REE-HEE RERR st
HK$'000 HK$'000 HK$'000
FET FET FET
At 1st January, 2006 R-TEEF—H—8 - (4,350) (4,350)
Profit for the year NG JE 5 R - 12,242 12,242
At 31st December, 2006 RZEERF+ZRA=+—H - 7,892 7,892
Loss for the year NEEEIE - (2,732) (2,732)
Fair value changes in available- At H&®RE
for-sale investments Z AT EES) 90 - 90
At 31st December, 2007 RZZEZ+FE+-_A=+—H 90 5,160 5,250

CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that
entities in the Group will be able to continue as
a going concern while maximising the return to
stakeholders.

The Capital structure of the Group consists

of cash and cash equivalents and equity
attributable to equity holders of the Company,
comprising issued share capital and retained
profits.

2. BRFEBEEE

AEBEEEESUBRAEERN 2DFEEN
FELE AREMNSAEEESRALR -

STREAT =

AEEZEARBERRERREEFEYRA
NERERFEARGRE  ZREEESET
B AR B AR A
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R ¥R R aE EETHFT AT HIESFE

23. FINANCIAL INSTRUMENTS 23.&MIR

(A) Categories of financial instruments (A) ©ETEER

The Group
AEE
2007 2006
—EEtF ZETRF
HK$°000 HK$'000
FET FET
Financial assets LREE
Fair value through profit or loss FEiRERREATEEE
Held for trading BHIEER 8,024 26,060
Loans and receivables (including & 7 jE W 3008
cash and cash equivalents) (PREREEESEED) 180,135 203,891
Available-for-sale investments A ERE 42,480 -
Financial liabilities AN
Amortised cost SR 1,667 829
The Company
RATF
2007 2006
—EEtF ZETRF
HK$°000 HK$'000
FET FET
Financial assets LREE
Fair value through profit or loss FEiRERREATEEE
Held for trading HIEER 8,024 26,060
Loans and receivables (including & 7 fE W 5008
cash and cash equivalents) (PREREEESEED) 180,887 204,985
Available-for-sale investments A ERE 42,480 -
Financial liabilities AN
Amortised cost SR A 1,659 738
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23. FINANCIAL INSTRUMENTS
(continued)

(B) Financial risk management objectives
and policies

The risks associated with these financial
instruments and the policies on how to
mitigate these risks are set out below.
These risks include market risks (including
currency risk, interest rate risk and other
price risk), credit risk and liquidity risk. The
management manages and monitors these
exposures to ensure appropriate measures
are implemented on a timely and effective
manner.

Market risk

The Group’s and the Company’s activities
expose it primarily to the financial risks of
change in foreign currency exchange rates,
interest rates and prices of equity on held-
for-trading investments and available-for-
sale investments.

Foreign currency risk management
The Group and the Company have foreign
currency denominated available-for-sale

investments and other receivables, which
expose the Group and the Company to
foreign currency risk.
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23. &« T A (&)

(B) MEREEZBABEREEK

HZEe R T RARMZ AR N &% %
%H B2 BREINWAT - ZFEBEIET
SRR (BEEEAR  FXEREEM
BEER)  FERRBRETBES AR -
EREEENEZEZSARNMERKLEA
M EHRBEETE -

5 mE

AEBRANRB 2 EB BB T BEHRR
SMNEFE R « FIRIARFHEEBERE LA
HERE ZIRABRES 2 ERE -

SN B
REBRART Z A HHERE R HAE
WRTBLASNE DB - AR B R AR A #
ZONE R o
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23. FINANCIAL INSTRUMENTS
(continued)

23. @M T A (&)

(B) Financial risk management objectives
and policies (continued)

(B) EmEREE B BEREXK (&)

Market risk (continued)

5 b ()
Foreign currency risk management SN g B (4E)
(continued)

The carrying amount of the Group’s and the REZRBH  KEERAKARABZINEFIE
EREECREBENT

Company’s foreign currency denominated
monetary assets at the reporting date are

as follows:
The Group and the Company

AEEREDF
2007 2006
—EELF ZETRF
HK$°000 HK$'000
FET FET
US dollar Ep 43,024 -

Sensitivity analysis
The Group and the Company are mainly

exposed to the effects of fluctuation in US
dollar.

W E T
REBRARAFTIEARTETRS 2 ¥
%0
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23. FINANCIAL INSTRUMENTS
(continued)

23. &« T A (&)

(B) Financial risk management objectives

(B) mEMREE B BEREXE ()

and policies (continued)

Market risk (continued)

Sensitivity analysis (continued)

The following table details the Group’s
and the Company’s sensitivity to a 1%
increase and decrease in the Hong Kong
dollars against the US dollars. 1% is the
sensitivity rate used when reporting foreign
currency risk internally to key management

TS EE (F)

R DT ()

TRALARNEERARREHBETHET
BB A1% 2 BREE - 1% RATEE
B ABAERERINE R AT 2 SRR -
VHEEREEHINERRAERBEELE 27
o BREN T REHRERIINEINEZ
BEREE - THEBRRWEETEET

personnel and represents management’s W591% - RIBRTBIRIE B L o W37t
assessment of the reasonably possible BB TT N8 1% - Bl i% 4 & F5 B 85 18 3 AR

change in foreign exchange rates. The HEENHEREE M INYEHREBEEEaSE -
sensitivity analysis includes outstanding
foreign currency denominated monetary
assets. A positive number below indicates
an decrease in loss before tax where the
Hong Kong dollars weakening 1% against
the US dollars. For a 1% strengthening
of the Hong Kong dollars against the
US dollars, there would be an equal and
opposite impact on the loss before tax, and
the balance below would be negative.

The Group and the Company

AEEREAT
2007 2006
—EELHF —EERE
HK$°000 HK$'000
FET FAET
Loss before tax MR 75 AT B 18 430 -

This is mainly attributable to the exposure FERRFRZABLERE (LAETIE) 2
outstanding on the available-for-sale RTHEREB -
investments denominated in US dollars at

year end.
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uﬁﬁima BE_ZTAH+F+_A=+—ALLFE

23. FINANCIAL INSTRUMENTS 23. &M T R ()
(continued)
(B) Financial risk management objectives (B) cRIEMEEZBEEREE (&)

and policies (continued)

Market risk (continued) TSRk ()

Sensitivity analysis (continued) R E 2T (BB

The Group’s and the Company’s sensitivity REE MR BEINE 7 GURRE B RAF
to foreign currency have increased during EEmn FEHRESEHEERE -

the current year mainly due to the purchase
of available-for-sale investments.

Interest rate risk management FI R & F2

Fair value interest rate risk is the risk that NFEFNERBIEEHRTAZEEBBHRL
the value of a financial instrument will miﬁﬂ$ fEMES) 2 AR - ReR=EF
fluctuate because of changes in market REBESMTIAEZ R KBS REHHR
interest rates. Cash flow interest rate risk Fﬁiﬁﬂ <G E)MKE) 2 R o ANEBEE A
is the risk that the future cash flows of a HHETE M EZIBERWEL H A FEF
financial instrument will fluctuate because Rz %A RAEBEBTEERE RN Y
of changes in market interest rates. The BRYHHER ANEEEAQAFTZIRER
Group currently has no hedging approach SMNERERBTFERNRIZBERNEITE
to the fair value interest rate risk on its RESL -FEWABEATSMEESMm
fixed-rate mortgage loans, the management HE) e AEBEANQR B RIWERBRE - A
of the Group will consider hedging the SEEEERE  AEERERARRZES
risk exposure should the need arise. The HEMNERBIYAEZAK -

Group’s and the Company’s exposure to
cash flow interest rate risk is caused by
both the variable-rate mortgage loans and
bank deposits. Interest income will fluctuate
because of changes in market interest
rates. The Group and the Company are
currently debt-free and the management
of the Group believes that the Group’s and

the Company’s exposure to the cash flow
interest rate risk is insignificant.
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23. FINANCIAL INSTRUMENTS
(continued)

23. &« T A (&)

(B) Financial risk management objectives (B) TRIEAMERE 2B ERBX (H)

and policies (continued)

Market risk (continued)

Sensitivity analysis

The sensitivity analyses below have
been determined based on the exposure
to interest rates for non-derivative
instruments at the balance sheet date.
For bank balances and variable-rate
mortgage loans, the analysis is prepared
assuming the amount of bank balances
and mortgage loans at the balance sheet
date were outstanding for the whole year.
A 200 basis point increase or decrease
in the Hong Kong lending rate is used
when reporting interest rate risk internally
to key management personnel and
represents management’s assessment of
the reasonably possible change in interest
rates.

If interest rates had been 200 basis
points higher/lower and all other variables
were held constant, the Group’s and
the Company’s loss before tax for the
year ended 31 December 2007 would
decreasefincrease by HK$ 3,264,000(2006:
HK$3,916,000) for the Group, and
decrease/increase by HK$3,248,000
(2006: HK$3,838,000) for the Company.
This is mainly attributable to the Group’s
exposure to interest rates on its variable-
rate mortgage loans and bank deposits.

The Group’s and the Company’s sensitivity
to interest rates have decreased during the
current period mainly due to the reduction
in variable rate mortgage loans and fixed
deposits.

TS EE (F)

THBRESMERERGEERIFFITET
A2 MERBRETE - BIRTTHBREEF
RRIBERME - ZoMHRENEER
EFZRITERRIRBER ZFAERKE
EMARE - BB E N E200E B8 Ik
WO RAEEEEA S N ERE RN X R
PR WRERBHMEARAEES
BEEN

WA EE EFA, TFH200E2 BATA
HhBSHEFTE AEERARAE
E_ET+F+-_A=+—HItFEZ
BREAEEBEHASEER SR, G
3,264,000/ 7T (ZZZ /<4 : 3,916,000/
7T) - HARAEMmE R 18 503,248,000
BT (T ZTNF £ 3,8380008 ) ° £
ZHRAEBRE I R RBERRIR
AEFEZFERRR

AEBERANRBHNERZ GREENAH
W FEHRNEBNRIZBER K E Y
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23. FINANCIAL INSTRUMENTS
(continued)

23. @M T A (&)

(B) Financial risk management objectives (B) cRIEMEEZBEEREE (&)

and policies (continued)

Market risk (continued)

Other price risks

The Group and the Company are exposed
to equity price risk through its investment
in listed equity securities and mortgage-
backed securities. The management
manages this exposure by maintaining a
portfolio of investments with different risk
profiles. In addition, the equity price risk
was monitored by the management of the
Group and the Company and will consider
hedging the risk exposure should the need
arise.

Sensitivity analysis

The sensitivity analyses below have been
determined based on the exposure to
equity price risk at the reporting date.

If equity prices had been 5% higher/lower:

e |oss before tax for the year ended
31 December 2007 would decrease/
increase by HK$401,000 (2006:
HK$1,303,000). This is mainly due to
the changes in fair value of held-for-
trading investments; and

e Investment revaluation reserve would
increase/decrease by HK$2,124,000
(2006: Nil) as a result of the change
in fair value of available-for-sale
investments.

The Group’s and the Company’s sensitivity
to equity prices have not changed
significantly from prior years.

m 5 E bk ()

B b 18157 2

AEBERARARBBEN EHRAES K
RIBIFES ZRERZRABRER
BEEEBFHAATRRRMRZIEHR
BERU AR o b - BRAEAR ERR i
AEBRARAEEEEE  §ZER L
R

THBREDMERBERERAHAARZ 2
BAERRRET °

MR AERE LA T 5% :

e HE-_ZTZTLHF+ZA=+—H
HtFEZHBRBAEBERBERD S
# hn401,0008 t( Z T T X F:
1,303,000 7T) - F EHRFIEEE
BEZNFEES: &

o WEEMHBEBEM D
21240008 L ( Z 2T NF : £)
AR EREZ AT EEZE) -

AEERAD AHBAE 2 GEE 68
AEEYEREARD -
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23. FINANCIAL INSTRUMENTS
(continued)

23. &« T A (&)

(B) Financial risk management objectives (B) TRIEAMERE 2B ERBX (H)

and policies (continued)

Credit risk

The Group’s and the Company’s maximum
exposure to credit risk in the event of
the counterparties failure to perform
their obligations at 31st December, 2007
in relation to each class of recognised
financial assets are the carrying amount of
those assets as stated in the consolidated
balance sheet and balance sheet. In
order to minimize the credit risk, the
management of the Group has delegated
a team responsible for determination
of credit limits, credit approvals and
other monitoring procedures to ensure
that follow-up action is taken to recover
overdue loans. In addition, the Group
and the Company review the recoverable
amount of each individual mortgage loan
at each balance sheet date to ensure that
adequate impairment losses are made
for irrecoverable amounts. The credit risk
on liquid funds is limited because the
counterparties are banks located in Hong
Kong subject to the supervision by the
Hong Kong Monetary Authority. The Group
and the Company have no significant
concentration of credit risk, with exposures
spread over a number of counterparties
and customers. In this regard, the
Directors of the Company consider that the
Group’s and the Company’s credit risk is

significantly reduced.

=EEE

HWEZXZHFBEBTREHE_TZTL
Ft+-A=T—HERASECERTRE
EZEE ARERARRBARZEKRE
ERBRAGEEERBRANREEABR
WNAPIRZZEEEZREE - REER
BEERR AEEEEECHEKR—AA
BEREEEERAE FEHftRREME
ZREFr - DARECR BE R AN BRAE 1T Bh 38 Wod HR
B lsh REELER  AEEEA
RABEERERNERRBRZ KD
R - ARERBE AW B RIBFEL R
BEER RBEREERRAER AR
RHPHEFHXEALCREEREEZEL
RIT - AEERARRVESEEPZE
ERf - HRBRDBRZEIZHEFRE
F-Blitms ARAEFA/AKERK
ARBZEERRD KERE -
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23. FINANCIAL INSTRUMENTS
(continued)

23. @M T A (&)

(B) Financial risk management objectives

(B) EmEREE B BEREXK (&)

and policies (continued)

Liquidity risk

In the management of the liquidity risk,
the Group and the Company monitor
and maintain a level of cash and cash
equivalents deemed adequate by the
management to finance the Group’s
operations and mitigate the effects of
fluctuations in cash flows.

No analysis of maturity profile on financial
liabilities is prepared, in the opinion of
directors, the Group and the Company’s
financial liabilities are repayable on
demand by virtue of its nature.

Fair value of financial instruments

The fair value of financial assets and
financial liabilities are determined as
follows:

e The fair value of financial assets with
standard terms and conditions and
traded on active liquid markets are
determined with reference to quoted
market bid prices; and

e The fair value of other financial
assets and other financial liabilities
are determined in accordance with
generally accepted pricing models
based on discounted cash flow
analysis using prices or rates from
observable current market transactions

as input.

B EZ/E R

REBERDECRRE  AEERAQE
ERREREEERATRZAE RS
EEWKE RAKEREEXBRE X
RERRERBER

EERA ARERARAZERAEH
REEEREREN AR EFERS A
BEZEHAAMRIOHN -

EHTAZRFE

TREENGBABZAFEETNT

o BEEREEREENY  RERRE™M
BEBECeRMBEEZ ATFENIRAH
WMBEAEBET: &

e HiemEEMHMERAEBZA
FEDRE - REABRES - FH
ABEBAMEXHERIFE R
BEMBRBRSREDNETE °
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ISR A=t

23. FINANCIAL INSTRUMENTS 23. &M T R (#8)
(continued)
(B) Financial risk management objectives (B) TRIEAMERE 2B ERBX (H)

and policies (continued)

Fair value of financial instruments EETAZNFEE)
(continued)
The directors consider that the carrying EERE BALREGUBBRERCERMEE
amounts of financial assets and financial FemBEZEREAENSRESEZAYF
liabilities recorded in the consolidated & -
financial statements approximate their fair
values.
24. INTERESTS IN SUBSIDIARIES 2. B ATRIZEE
The Company
VNN
2007 2006
—EELHF ZTERF
HK$’000 HK$'000
FET Fi#r

Unlisted shares, at cost FE LT - R 152 2
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24. INTERESTS IN SUBSIDIARIES 24. RMiEBATIZ#E# R ()
(continued)

RoBBLFT-A=T—BZHEAAZE
T

Particulars of subsidiaries at 31st December,
2007 are as follows:

Percentage of

Place of Issued and fully equity attributable
Name of incorporation paid ordinary to the Principal
Company and operation share capital Company activities
B AL S R ERITRER DA
REER R B ZERRA ERAIL FEEK
The Building and Hong Kong HK$2 100% Money lending
Loan Agency B 2T BE
(Asia) Limited
BEER (M BRAF
Winbest Holdings British Virgin US$1 100% Dormant
Limited Islands 1270 TIEE
RBERZHS
Alpha Gain Limited Hong Kong HK$2 100% Dormant
ik 2 IT TEH

R-ZEZEF+ A=+ HHRAFEEM
B B R R EAERSE S -

None of the subsidiaries had any debt securities
at 31st December 2007 or at any time during the

year.
INT
25. AMOUNTS DUE FROM 25. it 2 F) R W
SUBSIDIARIES
The Company
FNUNE|
2007 2006
—ETtHF —EETRF
HK$°000 HK$'000
FET FET
Amounts due from subsidiaries SN 16,392 14,584
Allowance for impairment loss B S RS (7,881) (7,876)
8,511 6,708

The amounts due from subsidiaries are MEBAR Y REAEKE £ERRBEREE
unsecured, interest-free and repayable on iE o
demand.
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25. AMOUNTS DUE FROM 25. B AT R (&)

SUBSIDIARIES (continued)

Movement in the allowance for impairment HERRERZ2E
loss
The Company
RAH
2007 2006
—EELF ZETREF
HK$°000 HK$'000
FET FAET
Balance at beginning of year FAHEER 7,876 7,872
Charge during the year REEREZ 5 4
Balance at end of year FIREERR 7,881 7,876

The amounts due from subsidiaries are impaired
due to the present value of discounted cash
flows being lesser than its carrying amounts.

The amounts due from subsidiaries which
are neither past due nor impaired have the
repayment ability to settle the outstanding

HRMEERSREZRELINEREE - Hit
FEUFft B X RIS IB A FTRVE ©

FEUF B 2 RIFIE CREBHI R RRIE) BEERE
NIABRIE W REERTE - AR AHZFEEHRL
BRBEAERY -

amounts. The Company does not hold any
collateral over these balances.
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BE-TTLFt- A=t BILFE
RS R RSt

26. DEFERRED TAXATION 26. RIERIR
The following are the major deferred tax assets INTARAFRERBEFEHAERRARRT]
and liabilities recognised by the Group and the MRAZIBRELEHREEENBERHES

Company and movements thereon during the
current and prior years:

The Group
rEE
Impairment
Accelerated allowances
tax on mortgage Tax
depreciation loans losses Total
hniE RIBEX
BHHEAE WERRE REER st
HK$'000 HK$'000 HK$ 000 HK$'000
T FET T FET
At 1st January, 2006 RZZTZERF—A—H - - 3,396 3,396
(Charge) credit to income A& (F1%)
for the year T AY R BR (1) 15 (798) (784)
RZZTREF
At 31st December, 2006 +-—A=+—8 (1) 15 2,598 2,612
(Charge) credit to income  ANEE (1)
for the year AR 1 (15) (2,598) (2,612)
MITTLF
At 31st December, 2007 +=—A=+—H - - - -
For the purpose of balance sheet presentation, HEEABEYRYME  ETELRELSE
certain deferred tax assets and liabilities have RABDEIE U T AMBEREm= 2 E
been offset. The following is the analysis of the AR A G A DT
deferred tax balances for financial reporting
purposes:
2007 2006
—EBELF —TEERF
HK$°000 HK$'000
FET FET
Deferred tax assets RIERIEE B - 2,613
Deferred tax liabilities EETIA A& = (1)

= 2,612
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Notes to the Financial Statements

ME R KM

26. DEFERRED TAXATION (continued) 26.;EXE#I8 (#§)

At the balance sheet date, the Group
has unused tax losses of approximately
HK$44,387,000 (2006: HK$36,751,000) available
for offset against future profits.

No deferred tax asset has been recognised
in respect of the following balances as it is

REER AEE2ARERNBEEREOR
44,387,000/ 7T ( — T T X 4 : 36,751,000/%
7C) Al AR R SH AR S A

BRI T REE AS R BB B B 5K s F AT 4
PREH  RALERATERBRELCHIAEE

uncertain that there will be sufficient future B MAERZRSE B R AL -
profits available to utilise the balances, and the
unrecognised tax losses may be carried forward

indefinitely.

2007 2006
—2RLHF ZETRF
HK$°000 HK$'000
TET TET

RERHBEE 44,387 21,903
A H0 R B By = BE 72 95

Unrecognised tax losses
Deductible temporary differences

The Company
VNN

Tax losses
HigEE
HK$'000
FET

At 1st January, 2006
Charge to income for the year

At 31st December, 2006

Charge to income for the year

At 31st December, 2007

RZEZERF—H—H
REE W ENR

AEE B REBRIOR

RZEZLF+-_A=+—H

3,396
(998)

2,398

(2,398)
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B RSB M BE_TTLHFT_A=1THILHFE

26. DEFERRED TAXATION (continued) 26.;:EZXE#I8 (#§)

At the balance sheet date, the Company has REER ARRAIZRKEBERAMRBEEES
unused tax losses of HK$43,534,000 (2006: 43,534,000/ 7T ( ZZEZ /X4 : 35,608,000) 7]
HK$35,608,000) available for offset against PRI S R AR F)

future profits.

No deferred tax asset has been recognised BRI REE SR RS A R AR & F A 4
in respect of the following balances as it is FRLH BT ERATERERELHREE
uncertain that there will be sufficient future B HMAERZEEEE A ER A

profits available to utilise the balances, and the
unrecognised tax losses may be carried forward

indefinitely.
2007 2006
—EELF —EERF
HK$’000 HK$'000
FET FET
Unrecognised tax losses REERI %18 43,534 21,903
Deductible temporary differences AR R = 2R - 95
27. OPERATING LEASES 27. EXEHVRH
At the balance sheet date, the Group and the REER  AEERARQRRETATHEE
Company had commitments for future minimum HOMBRARI Nz ZERSEHRENT :
leases payments under non-cancellable
operating leases which fall due as follows:
The Group
rEE
2007 2006
—ZEELHF ZETRF
HK$°000 HK$'000
FET FET

Within one year —FNN - 72
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27. OPERATING LEASES (continued) 27 BZMHHRIE(E)
The Company
FIN/NE|
2007 2006
—EBELF ZETRF
HK$’000 HK$ 000
FET FET
Within one year —FRN - 36
Operating leases payments represent rentals BEMENNTEREBRARARREETHEA
payable by the Group and the Company for EYEEM AT ALY TFHIEEE—FH
certain of its office properties. Leases are WERZHEBANEHETES -
negotiated for an average term of one year and
rentals are fixed for the respective lease term.
On 16th January 2008, the Group and the RZBEENF—A+ 8 REBRAQAE
Company had entered into lease agreements HEAPEERARGEHEER A BT VHEES
with the former intermediate holding company ©) BEENF—A—BEAEH—F BH5H
for the rental of office premises for one year Bl EE A A 8 A JE72,0007% 7T 5.36,000/8 7T °
from 1st January 2008 which will give rise to
an annual commitment of HK$72,000 and
HK$36,000 respectively.
RETIREMENT BENEFIT SCHEME  28. ;R tk i@ % 5t &

28.

The Group and the Company participate in a
defined contribution scheme which is registered
under a Mandatory Provident Fund Scheme
(the “MPF Scheme”) established under the
Mandatory Provident Fund Schemes Ordinance
in December 2000. The assets of the scheme
are held separately from those of the Group
and the Company, in funds under the control of
trustee.

For members of the MPF Scheme, the Group

and the Company contribute 5% of relevant
payroll costs to the scheme, which contribution
is matched by employees.

AEBRARAZE-—BRER_-_ZTTF
T ABREMZBFEAER SR
sl B R ([aEestal]) EMzRE
HHRETE - 5B EERARBRARAIZE
ENRRE  WHERAMEHNIESERE -

HRBESHBZKE  AEERAAF R
BB SR IBAT 2R A% (3K B R
B 7 43I -
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MR R

28. RETIREMENT BENEFIT SCHEME
(continued)

The total costs charged to the consolidated
income statements of HK$30,000 (2006:
HK$34,000) represents contributions payable
to the scheme by the Group in respect of the
current accounting period.

29. RELATED PARTY TRANSACTIONS

During the year, the Group entered into the
following transactions with related parties:

For the year ended 31 December 2007
BE_ZTH+F+_A=+—ALLFE

28. R ki #IaHE (48)

BB W RING 2R A2 %5830,0008 T (=
TERNEF 34,0008 70) BALEB KARAE G
SETHREMAETE 2 HEK -

20. FREALES

AEEAREEEREBFEALFLNTRS

(A) Expense items: (A) BAXIEHE :
The Group
AEE
2007 2006
—ZEELHF ZTERF
HK$’000 HK$'000
FET FET
Rental paid to a former
intermediate holding B VN
company EANEiSA 72 72
Commissions paid to former EENEES NG
fellow subsidiaries S fAE 162 243
Services fee paid to a
former intermediate BEIEHEET YN
holding company SRR E 611 -

During the year, the ultimate holdings company
of the Group had been changed from Allied
Group Limited to Mercurius GP LLC, the above
transactions were included up to the date of the

change in ultimate holding company.

RAFE  AEBZRELERAREHBS
B AR AT %#E AMercurius GP LLC @ E & &
BRI AREFH A LALS -
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BE-TTLF+- A=+ ALFE
ISR T=AeT

29. RELATED PARTY TRANSACTIONS 29. BRAZEA TR % (#8)

(continued)

(B) Compensation of key management (B) XEEEREZME
personnel
The key management of the Group AREBCZFTEEEERRELEEE  Hl
comprises all Directors, details of their SHBRMF 10T - T 2B B 5
remuneration are disclosed in note 10. The ZEERTREARREMIGHBEAET

remuneration of Directors is determined by
the Remuneration Committee having regard
to the performance of individuals and

market trends.
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A summary of the results and of the assets and AEEHEZE-_ZELtF+-_A=+—HILA@AHTK
liabilities of the Group for the five financial years FEZXENEEEBERENT  ZFERE
ended 31st December, 2007, as extracted from the $#E&BZESMTERE -

audited consolidated financial statements, is as set

out below.
RESULTS E 35
2007 2006 2005 2004 2003
—EBELFE —TTRF —_TTRF —TTNF —TE=F
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET FET
(restated) (restated) (restated) (restated)
(#&E51) (& =7)) (& E75)) (& E75))
Revenue ez 11,556 12,939 6,293 16,256 3,873

(Loss) profit for the
year attributable to
equity holders of A TR FEN,
the Company FE (E8)RF (2,711) 11,271 1,235 8,285 5,013

HK cents HK cents HK cents HK cents HK cents

Bl JEN JEN JEN JEN
(Loss) earnings
per share Bk (E18) &7 (1.2) 5.0 05 37 2.2
ASSETS AND LIABILITIES EERERE
2007 2006 2005 2004 2003

—EELF —TTAF ZTTRF —TTOF —ZTT=F
HK$’000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET FET
(restated) (restated) (restated) (restated)

(fe&7))  (&&&EF])  (KEF) (#&E7))

Total assets BERE 231,033 232,758 221,444 220,719 212,595
Total liabilities BEEE (1,773) (877) (834) (1,344) (1,505)

Net assets BEFE 229,260 231,881 220,610 219,375 211,090
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