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HIGHLIGHTS
OF THE YEAR

26th January

30th January

28th February

1st March
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30th April

25th May

30th May

13th June

30th July

8th August

24th August

24th August

31st August

In the first “Gold Balance Wheel” (“&1&#s”) election of China, Shenzhen Fiyta Holdings Limited
(“Fiyta”) was honored two important awards, namely “The Public’s Recommendation Award”
(“ABHERE K EE") and “The Most influential Home-made Timepiece” (‘& B ¥ £ HR R E F8£).

CATIC Shenzhen Holdings Limited (“the Company”) entered into a transfer agreement,
pursuant to which it acquired 75% interest of Guangdong International Building Industrial
Company Limited (ER B XEE %GR A7) (“Industrial Company”).

Shenzhen Tian Ma Microelectionics Co., Ltd. (“Shen Tian Ma”) ranked 81st in “Top 100
Shenzhen Enterprises 2006”, rising 18 places in rank as compared with 2005.

The TFT-LCD project of Shanghai Tianma Microelectronic Company Limited (“Shanghai
Tianma”) passed the examination and approval of Shanghai’s City Representative Council and
was enlisted as “Major Construction Project of Shanghai 2007(industry class)’(“ Z & Z+F £
BHEATERERER(EXHR)).

Fiyta sent a delegation to the International Horologe Exhibition held in Basel and Genevese,
Switzerland, showcasing its Tourbillon timepiece and highly intensified titanium watch for the
first time.

The first highly intensified titanium watch of Fiyta was launched into market.

Shenzhen Shennan Circuit Corp. (“Shennan Circuit”) was honored the “Excellent Supplier
2006” (“\ZEZRFEESMHIER") by Huawei.

The contract signing ceremony of syndicated loan for the 4.5 G TFT-LCD production line
project of Shanghai Tianma was held in Pudong, Shanghai.

Shennan Circuits was honored the “Clean Production Enterprise of Guangdong Province” (“/&

REBREEDLR") .

The multi-layer communication backboard project of Shennan Circuits was honored the
Runner up of Technological Advancement in Guangdong Province (“/& 8 & Rl E2 £ 1T — S 48",

The Company’s Chinese name was changed from “FYIFMEERHDER AR to “FIIF i
EERMDERAR

The project of “shortening the manufacturing cycle of PCB’s inner-layer process” (“4%2PCBWA
[ I THY &R ER") of Shennan Circuits was granted the “Hong Kong Lean Sigma Award”.

Shenzhen Tianma successfully completed its private issue of 50.9 million A shares and the
fund raised amounted to RMB499,000,000.

The production technique of Shennan Circuits’ multi-layer communication backboard was
granted the “Shenzhen City Technological Innovation Award” (“% 317 &l &l #7 £2”).
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HIGHLIGHTS OF THE YEAR
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8th September Traveling Exhibition of Harmony’s Luxury Brand for 10th Anniversary (‘F& 8+ RAFEZE R
¥ arrived in Urumchi. The exhibition had been held in 9 cities and covered 11 chain
stores.

20th September Shennan Circuits passed the AS9100 aerospace industry quality management system
recognition.

20th September Fiyta’s project of “Astronaut’s Watch for Work of China’s Manned Space Project Shenzhou
V Spaceship” (‘A BEIE AMA LIS RSEAM KSR TIEMA ) was granted the “China National
Light Industry Council’s National Special Awards for Technological Advancement” (“H BJ&E
TEB A eRIERT#E SR 48" and “Third Class Award of Technological Advancement in
Guangdong Province” (“E R & B i = 5 5%7).

21st September The Company participated in CATIC Real Estate’s Co., Ltd. (“CATIC Real Estate”) private
issue of A shares. After the completion of the issue, the Company held 22.35% of CATIC Real

Estate’s equity interest and became the largest shareholder.

28th September In the first trial production of the 4.5 G TFT-LCD production line of Shanghai Tianma, the first
o-si monitor achieved the lighting up of dots.

20th October Fiyta consecutively won the “Best Employer of China” (“/ff Bl & {E£/E = %) award.

26th October The fourth share segregation reform of Fiyta commenced. The proposal was successfully
passed with a high approval rate.

10th November Fiyta’s works — the Tourbillon timepiece named “The Magical Bow of Hou Yi” (“1434#5”) won
the Second China Innovative Design Red Star Award (“58 — f& & Bl Al 7 3% 5141 £ 5%7).

11th November The Company’s brand strategy seminar was held at Wu Zhou Hotel, Shenzhen
12th December The high end PCB plant of Shennan Circuits commenced production.
25th December Shennan Circuits received the “Top 10 Enterprises of Recycling Economics in Shenzhen”

award (RIIMEIREE TERZE").

27th December The Company completed the allotment of 47.2 million H shares and completed the first
refinancing since its listing ten years ago.

30th December Shennan Circuits was granted the title “Top 100 Shenzhen Enterprises 2007” (“2007 % 3II{> %
100 & 58").
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FINANCIAL
HIGHLIGHTS

Profit after taxation increased 55% in 2007
Total Assets increased 108% since 2006

RESULTS SUMMARY
(the year ended 31st December 2007)

(RMB'000) 2007 2006 2005 2004 2003
(restated) (restated)

Revenue and Profit :

Revenue 3,357,210 2,629,794 1,971,489 1,724,739 1,181,009
Profit before taxation 315,258 211,367 66,119 22,212 87,391
Profit for the year 279,013 180,362 44,719 11,282 70,383

Attributable to :

Equity holders of the Company 198,818 128,095 16,951 (20,609) 44,776
Minority interests 80,195 57,267 27,768 31,891 25,607

Basic earnings per share attributable to

equity holders of the Company (RMB) 0.3126 0.1924 0.0322 0.0304 0.0697
Dividends per share attributable to
equity holders of the Company (RMB) 0.06 0.06 0.006 0.013 0.03

ASSETS SUMMARY
(as at 31st December 2007)

(RMB'000) 2007 2006 2005 2004 2003

(restated) (restated)
Total assets 8,449,550 4,056,131 2,695,387 2,860,246 2,461,652
Total liabilities 4,749,909 1,760,834 921,880 1,113,995 714,810
Total equity 3,699,641 2,295,297 1,773,507 1,746,251 1,746,842

Equity attributable to equity holders of
the Company 1,971,412 1,297,354 1,165,614 1,157,009 1,196,878
Minority interests 1,728,229 997,943 607,893 589,242 549,964

Net assets per share attributable to
equity holders of the Company (RMB) 3.10 2.03 1.82 1.80 1.86
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FINANCIAL HIGHLIGHTS
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CHAIRMAN’S
STATEMENT

It is my honor to present the 2007 Annual Report of CATIC Shenzhen Holdings Limited (“the Company”) and its
subsidiaries (together the “Group”) on behalf of the board of directors.

During the year, the Group recorded the best results since its listing, as the consolidated revenue amounted to
approximately RMB3.357 billion, representing an increase of approximately 27.66% over last year, consolidated
profit attributable to shareholders (after minority interests) amounted to approximately RMB199 million, representing
an increase of approximately 61.52% over last year, and earnings per share increased by 62% to RMBO0.31.

2007 is a year to write a new chapter for the Group. During the year, the Group started to expand its operations
and the total investment amount of 2007 exceeded the aggregate amount of the 10 years since listing. The Group
has integrated the commercial real estate business into its business portfolio through the acquisition of the control
interest of Guangdong International Building and the addition of shareholdings of CATIC Real Estate, by which
the Group became the single largest shareholders of CATIC Real Estate Co., Ltd. The Group’s major investment
projects of production line of 4.5 G TFT-LCD and high-end PCB have been carried on smoothly and put into
production during the year. The completion and attainment of target capacity will not only consolidate the leading
position of the Group’s LCD and PCB businesses in relevant sectors in the PRC, but also provide the Group with
sustainable competitive advantages.

The Group will continue to implement the continuing value creation-oriented strategy and take the stable growth of
earnings per share as the key indicator. We will be committed to build a diversified business portfolio with a more
preponderant base, and impose efficient strategic planning and strategic management on each business segment,
so as to obtain the leading position in the industry of principle businesses.

Looking ahead at 2008, there are many uncertainties in China’s economy. Despite facing the great challenge from
tightening monetary policy, surging price index and sharp appreciation of Renminbi, the Group continues to seek
every opportunity to develop its commercial real estate business under the restructure of domestic real estate
industry. Moreover, by purchasing the equity interests of Haixi CATIC Sanjiaguiye Company Limited (“CATIC Sanjia”)
from its parent company, the Group entered the agriculture related resources industry and developed a new
growing point of profit. As a result, the Group has effectively balanced the cycle of its existing business portfolio
and became fully capable of resisting the potential risks from economic adjustment, so as to achieve a sustainable
development.

I would like to take this opportunity to thank all shareholders, business partners, persons from all walks of life
for their trust and support. | also would like to extend my most sincere gratitude to all the staff for their valuable
contribution during the past year. We will continue to dedicate ourselves in creating better returns for shareholders.
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MANAGEMENT DISCUSSION
AND ANALYSIS

CORPORATE ORGANIZATION CHART
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As at 31 December 2007, Guangdong International Building Industrial Company Limited was not a subsidiary of the
Company and was not included in the consolidated financial statements of the Company. As at the date of this Annual
Report, the procedures of equity transfer registration, industrial and commercial registration change and relevant property
ownership certificate of Industrial Company to the Company had been completed and Industrial Company became a
subsidiary of the Company in 2008.
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MANAGEMENT DISCUSSION AND ANALYSIS
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BUSINESS REVIEW

The consolidated revenue and profit of the Company for 2007 were primarily derived from the following subsidiaries:

Shen Tian Ma Manufacture and sale of liquid crysta

45.629
e displays (LCD) and modules (LCM)

Manufacture and sale of printed

sh Circuit 95.009
ennan tAreut % Gircuit boards (PCB)

Manufacture and sale of

i ()
Fita 44.69% mid-to-high-end timepieces

In 2007, the Group recorded a consolidated revenue of approximately RMB3,357,210,000 (2006:
RMB2,629,794,000), representing an increase of approximately 27.66% over the previous year. The overall gross
profit posted approximately RMB774,564,000 (2006: RMB604,952,000), representing an increase of approximately
28.04 % over the previous year. The profit after taxation for the year was approximately RMB279,013,000
(2006: RMB180,362,000), representing an increase of approximately 54.7% over the previous year. The
Group’s consolidated profit attributable to shareholders (after minority interests) amounted to approximately
RMB198,818,000 (2006: RMB123,095,000), representing an increase of approximately 61.52% over the previous
year.

The two major investment projects of production line of 4.5 G TFT-LCD and high-end PCB have been carried on
smoothly and put into trial production during the year. The completion and attainment of target capacity will not
only consolidate the leading position of the Group’s LCD and PCB electronic component manufacturing businesses
in relevant sectors in the PRC, but also provide the Group with strong business growth and sustainable competitive
advantages.
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)

For realizing a break-through development of core business and strengthening its leading position, both Shen
Tian Ma and CATIC Real Estate Co., Ltd. (“CATIC Real Estate”) captured the opportunities in capital market and
completed the issue of new shares. In August 2007, Shen Tian Ma completed its private offering of 50.9 million
A shares and raised a net proceeds of RMB484 million. In September 2007, CATIC Real Estate completed its
private offering of 82.995 million A shares and raised a net proceeds of RMB1.054 billion, in which the Company
subscribed for approximately 34.796 million new shares of CATIC Real Estate at a consideration of approximately
RMB262 million. After completion of the above issues of new shares, the Company’s interest in Shen Tian Ma is
reduced from 52.62% to 45.62%, and the Company’s interest in CATIC Real Estate is increased from 10.69% to
22.35%. In November 2007, Fiyta completed its share segregation reform according to the requirements on share
segregation reform of China Securities Regulatory Commission, and the Company’s interest in Fiyta is reduced
from 52.24% to 44.69%. Shen Tian Ma and Fiyta remains the subsidiaries of the Company.

At the same time, in December 2007, the Company completed the placing of 47,199,999 overseas listed foreign
invested shares (“H Shares”) and raised a net proceeds of HK$255 million to explore new point for business growth
and satisfy the resource demand for subsequent development.

During the year, the Group changed its Chinese name to “ZFIIlF M@ D AR A F)”, indicating the significant
role of the Group in the business operation system of China National Aero-Technology Import & Export Shenzhen
Company (“Shenzhen CATIC”), being the controlling shareholder of the Group, and to be consistent with its new
business strategy.

The analysis of the Group’s revenue contributions to profit for 2007 by principal activities with the comparative
figures for 2006 are as follows:

LCD 51.27% 57.72%
PCB 23.44% 21.76%
Timepieces 22.68% 17.24%
Other activities 2.61% 3.28%
Total 100% 100%

76 CATIC SHENZHEN HOLDINGS LIMITED
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)

LCD 29.85% 45.19%
PCB 43.21% 43.02%
Timepieces 12.62% -3.6%
Other activities 14.32% 15.39%
Total 100% 100%

Note 1: Contributions to profit by activities refer to ratios of the profit/(loss) after taxation (including minority interests) of respective
segments to the profit after taxation (including minority interests) (before allocate the corporate expenses to the segments)
of the Group and the comparative figures of 2006 have been reclassified to conform to the current year’s presentation.

Revenue by activities Contributions to profit by activities
Unit: million 2467
4,000 100% 1839
88 1482
3,500 7-61
) 57.16
80% 43.02 12.62
3,000 86 p
23 60%
2,500 | U ’
13 572
2,000
B 40% 45,19
15721
34.839
1,500 445 1518 29.85
20%
1,000 098
[o)
500 Q%
-3.60
0 20% -16.22
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LCD PCB Timepieces LCD PCB Timepieces
. Other Business . Other Business
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BUSINESS REVIEW (continued)

LCD

The Group carries on the research and development, design, production, sales and service of LCD and LCM
products through Shen Tian Ma. The revenue of the LCD business of the Group for 2007 was approximately
RMB1,721,220,000 (2006: RMB1,518,021,000), representing an increase of approximately 13.4% over the
previous year. The profit after taxation for the year was approximately RMB82,300,000 (2006: RMB91,048,000),
representing a decrease of approximately 9.6% over the previous year.

The LCD business maintains the competitive strategy of “technology-first, speed driven and personalized”. While
consolidating the market of mobile phone display module and high end STN products, the Group increased its
effort in the sales of cordless phone, MP3 and digital frame color display. As a result, the revenue of these products
recorded significant growth over last year. Due to the technology development in the industry and the change of
customers’ demand, the sales attributable to TFT products over the total sales is increased to 38.9% during the
year, in which the percentage of module produces sales increased to 87.4%. Under the negative impact from the
tight supply and sharp rise in price of TFT materials, and the significant appreciation of RMB during the year, the
consolidated gross profit margin recorded a mild decrease and the profit growth was lower than expect.

Shanghai Tianma was incorporated in April 2006 and was jointly held as to 51% by the Company and Shen Tian
Ma. Focusing on the research and development of small to medium sized display products, Shanghai Tianma has
completed the first production line of 4.5 generation tube size thin film transistor liquid-crystal display (the TFT-LCD
project) with full intellectual property rights in the PRC. Under the premium management and control on the project,
the project progress, cost control and technological quality of product of the production line reached the advanced
level in the industry. It only takes thirteen month from the foundation-laying of the project to the first trial production
in September 2007, at least two months earlier than the average construction cycle in TFT-LCD industry.

As at the end of 2007, the TFT-LCD project started the research and development of a number of new
technologies. The number of technologies filed for Chinese technological invention patents was 12 in aggregate
(eight of those have been approved by the State Intellectual Property Office). A number of TFT display panels with
full intellectual property rights has been successfully produced.

CATIC SHENZHEN HOLDINGS LIMITED
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BUSINESS REVIEW (continued)

Gross Profit Margin

2007FF %R

Sales income

Cost of sale

Gross profit

Gross profit margin

1,721,220
1,448,550
272,670
15.84%

1,518,021 1,097,652
1,255,681 912,045
260,819 185,607
17.20% 16.91%

Market Structure

PRC 39% 40% 48%
Hong Kong 35% 30% 14%
Europe and America 14% 9% 20%
Southeast Asia and others 12% 21% 18%
Total 100% 100% 100%

Product Structure

Mobile phones 43% 41% 49%
Wireless phones 11% 14% 12%
Automobiles 7% 8% 8%
MP3 15% 12% 5%
Others 24% 25% 26%
Total 100% 100% 100%

ANNUAL REPORT 2007

79



AP REERGERAR

MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)

Revenue
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PCB

The Group carries on the production of high end PCB products through Shennan Circuit, which is mainly engaged
in the high technology field such as telecommunication, defense and military, automobile and medical care. The
revenue of the PCB business of the Group for 2007 was approximately RMB786,844,000 (2006: RMB572,236,000),
representing an increase of approximately 37.5% over the previous year. The profit after taxation for the year was
approximately RMB119,135,000 (2006: RMB86,676,000), representing an increase of approximately 37.5% over
the previous year.
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)

PCB (continued)

Due to the booming development of the industry and the shifting of global electronic manufacturing industry to the
PRC, the PCB market has witnessed a significant increase in demand. However, the increased output resulted
in more severe competition and the rising price in raw materials imposed negative impact on the industry. Facing
above challenges, Shennan Circuit on one hand kept strengthening the development of strategic/key customers,
adjust product structure so as to mitigate the negative impact due to the slide in product prices; on the other
hand it actively accelerated the research and development of new products and realized the bulk production of
many new products, in particular it developed a technology that is able to produce PCB products up to 42 layers.
Furthermore, Shennan Circuit extensively promoted the application of innovative management tools such as Lean
Six Sigma so as to reduce costs, motivate the positivity of the staff, and significantly improved the production and
efficiency. As a result, during the year of 2007 the sales revenue of the PCB business recorded sharp growth.
Among this, the sales revenue of high-end products with more than ten layers grew by approximately 47.8 % and
its gross profit margin recorded 28.4%, representing an increase of 1.5% over last year.

During the year, the construction work and mechanical system commissioning of Shennan Circuit’s high end PCB
project was basically completed, and full line trial manufacture commenced at the end of the year. The completion
and operation of the project will remarkably improve the technology level and production scale of PCB business
and further enhance the technologic level of Shennan Circuit in the industry.

In 2007, Shennan Circuit was proudly selected by the Shenzhen Enterprises Confederation OFRIITH{SEEE
@) as one of the “Top 100 Shenzhen Enterprises 2007”. We received the titles of “Runner up of Technological
Advancement in Guangdong Province” awarded by the Technology Office of Guangdong Province (&R & RHLEE),
“Shenzhen Technological Innovation Award” by the Shenzhen Technology and Information Bureau. In addition, we
passed the AS9100 aerospace industry quality management system recognition. Moreover, during the year under
review, Shennan Circuit successfully filed for five patents. To date, we have a total of 11 patents (10 invention
patents and one utility model patent). The Group also increase its commitment in environmental protection in order
to reduce the impact from its business development on the environment. Shennan Circuit also received the titles
of “Top 10 Enterprises of Recycling Economics in Shenzhen” awarded by the Shenzhen Enterprises Confederation
and the Shenzhen Enterprises Association CRYITTEERH ).

ANNUAL REPORT 2007

81



RINFHEBRDERAD R

MANAGEMENT DISCUSSION AND ANALYSIS

El

/“
ﬁ% B

BUSINESS REVIEW (continued)
PCB (continued)
Gross Profit Margin

Market Structure

Product Structure
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW (continued)

RMB million
900 29.0%
800 787
© 28.5%
700 3%
28.0%
600 572
27.5% 63%
500 s o7l y
400 1
2687 27.0%
300 20:04%
26.5% 8%
200
26.0%
100
0 25.5%
2005 2006 2007

I Revenue from Principle Activities

Gross Profit Margin

Electronic devices Telecommunications equity Others

Timepieces

The Group carries on the manufacture and chain sales of middle and high-end timepieces through Fiyta, including
R&D, design, production and sales of timepieces under its self-owned brand and chain sales network operation
of prestigious timepiece. In 2007, the revenue of the timepiece business of the Group was approximately
RMB761,321,000, representing an increase of approximately 67.9% over RMB453,338,000 for the previous year.
The profit after taxation for the year was approximately RMB34,788,000, against a loss of RMB7,252,000 for the
previous year.

Adhere to its brand strategy, “FIYTA” launched a number of high-end products such as “Golden Marriage”,
Tourbillon, machinery golden watch and highly intensified titanium watch. With enhancement in value and status of
its brand name, the highest unit price for “FIYTA” watch reached over RMB300,000, resulting in positive effect on
the sales, unit price and gross profit. During the year, “FIYTA” started to establish specialty stores for the brand,
having set up 18 sales branches and 450 sales outlets in major cities nationwide. Meanwhile, with the entering into
markets in Malaysia, Canada, Singapore and Spain, the sales channels in overseas markets have been extended at
a gradual pace, and the process of internationalization has been accelerated.

Focusing on rapid expansion of its sales network, Harmony World Watch Center recorded rapid increase in
both sales revenue and profits by strengthening operation management, distributing resources collectively and
reasonably, and further implementing “three-level sales and marketing”. Currently, Harmony enjoys largely improved
position and influence in the watch industry and solid cooperation relationship with major timepiece groups and
important brands. During the year it opened 21 new shops. As of the end of 2007, the total number of chain shops
reached 71.
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BUSINESS REVIEW (continued)

Timepieces (continued)

As at the end of 2007, “FIYTA” participated in and completed the amendments and formulation of ten industry
standards and one national standard. Currently, it is participating in formulating and amending four international
standards, four national standards and four industry standards. The number of patents accumulates to 119, with
3 invention patents, 9 utility model products and 107 patents of appearance. It also received many technological
innovation awards |nclud|n%the ‘Special Merit in Technological Advancement” awarded by the National Federation

of Light Industry (IR T ¥ 5a).

Gross Profit Margin

Sales income 761,321 453,338 298,898
Cost of sale 523,714 306,412 202,660
Gross profit 237,607 146,926 96,238
Gross profit margin 31.21% 32.41% 32.20%
The gross profit margin of Fiyta timepieces 61.89% 51.52% 47.48%
The gross profit margin of Harmony timepieces 23.38% 21.95% 21.31%
RMB million
900 70%
61.89%
800 51
/D 60%
700 51.52%
47V 50%
600
500 40%
453
400 30%
21.31% 21185% 23 %
300
20%
200
10% I Revenue
100
The gross profit margin of Harmony timepieces
0 0%
2005 2006 2007 ——am—— The gross profit margin of Fiyta timepieces
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MANAGEMENT DISCUSSION AND ANALYSIS

PROSPECTS FOR 2008

In 2008, the Group will continue to seek to a rapid growth for our core businesses. We will spare no effort to
speed up the production of the Shanghai Tianma’s 4.5G TFT-LCD project and the Shennan Circuit high end PCB
project, so as to achieve a leap in our electronic manufacture business. Meanwhile, we will focus on the expansion
of our Harmony flagship store in core cities across the PRC, and expand our high-end timepiece retail network.
Moreover, we will enter the agriculture related resources industry and cultivate and expand our resources business
by leveraging on our potassium fertilizer business as a result of the acquisition of the potassium mine in Mahai Salt
Lake and consolidation the peripheral small and medium mines.

In response to the change of portfolio of businesses and strategy, the Group will make efforts to enhance the
construction of relevant corporate governance, promote the role and efficiency of the Board and the Profession
Committee, and continue to improve and raise the level of risk management, so as to form a scientific and efficient
decision-making system. In 2008, the Group will continue to advocate the Social Responsibility, promote the
specific and humanized management, further implement the Lean Six Sigma, and enhance the construction of
all basic work such as strategy management, IT system, financial management, risk control, strategic human
resources management, brand building as well as corporate culture system.

LCD

It is expected that, the production value of global panel monitor industry for 2008 will amount to more than USD100
billon, of which, small and medium size products will account for approximately 25%. TFT-LCD will become a
mainstream in the whole panel monitor market, while TFT will account for more than 85% in the small and medium
size market. Benefited from the strong demand for the electronic end-products, the Group’s TFT production line
will commence production. However, with the heated price competition and rising price for raw materials, our
foreign market will be affected by the appreciation of Renminbi.

In 2008, our LCD business will continue to focus on small and medium size products, expand of the sales of
consumer electronic products, and solidify and promote the profit margin of the industrial products. The Group
will promote the R&D of new products and the development of new customers, by enhancing the abilities of
identifying customers’ needs, project implementation and execution as well as technical application. Meanwhile, we
will continue to improve our management efficiency, quality and cost control, by fully upgrading the ERP system
and the Lean Six Sigma. For 2008, the Group will also further expand its machining production lines and module
production lines.

Our 4.5 G TFT-LCD production line has completed its construction in the end of March 2008, and will commence
operation on a normal basis in the second quarter. Currently, with strong demands in the market, it is expected
that, we could achieve a balance between profit and loss in the first year upon commencement. The completion
of the project will be helpful to speed up the adjustments of product structure and customer structure for our LCD
business, so as to ensure the sustainability and stability of our profitability, enabling the Group to seize a leading
position in the industry and becoming a mainstream supplier for the top customers across the globe.

PCB

For 2008, it is expected that, there will be no significant change in the PCB market in terms of demands and
structure, despite the ever distinctive trend of an increasing number of orders for high-end products flowing into the
PRC. Such a trend coincides with our strategic positioning of the PCB products, while the heated competition of
prices and the raising prices of raw materials will continue to be a challenge for us.
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PROSPECTS FOR 2008 (continued)

PCB (continued)

In 2008, Shennan Circuit will continue to enhance its efforts to expand its strategy and key customer bases,
especially those of the international top customers, so as to keep the rapid growth of the orders for the key
products. In addition, we will continue to enhance the R&D of new products and achieve a rapid expansion of our
business, by focusing on the philosophy of Customer Satisfaction. Meanwhile, with the high-end PCB project put
into production, we were able to tackle with the capacity bottleneck which has restricted the rapid expansion of
our PCB business for long. For 2008, Shennan Circuit will conduct a number of adjustments to its internal structure
and workflow systems, and complete its existing information system, so as to adapt to the management pattern of
multi-facility upon the completion of the high-end PCB production line, as to ensure successful commencements
of the projects. In addition, Shennan Circuit will further promote its Lean Six Sigma, complete the workflow and
management system, construct a qualified staff, and continue to focus on environmental protection issues and the
caring for the staff.

During the year, Shennan Circuit will seek every opportunity to commence the construction of the production line
of R&D products and small scale products, so as to meet the demand from international high-end customers.
Through the above measures, the Group is dedicated to further enlarge its competitive advantageous of its PCB
business, maintain its position in the high-end market, and achieve a rapid growth of its business on a continuous
basis.

Timepieces

Driven by the rapid and stable development of China’s economy, the continuous increase of per capital income,
the constant growth in the number of the well-off and wealth, the appreciation of Renminbi and the change in
consumption concept, China’s luxury consumption will enter a stage of fast growth. According to the estimation of
the World Luxuary Association (WLA), China’s luxury consumption will increase by an average composite growth
rate of 25% in the following years, by 2008 it will take up 20% of the world’s market share. By 2015 this figure will
reach 32%, surpassing Japan (being 28%) and China will become the world’s largest consumer of luxury. China’s
sales of prestigious watches have been growing at an annual rate of 20%-30% in previous years, and this figure
is expected to maintain above 30% in the coming 5 years. With great potential in the prestigious watch industry,
international luxury brands including famous watches from Switzerland have accelerated their paces in entering the
Chinese market.

In 2008, Fiyta will continue to implement its brand-building strategy and enhance its brand image, strengthen the
coordinating effect among research, production and sales, insist the product developing strategy of independent
innovation and concept-oriented, increase the systemization and standardization of Fiyta series products. Fiyta will
also establish an advertising and public communication strategy systematically and consistently. Moreover, Fiyta
will enhance the quality of sales channel, establish and improve its survey system of markets and customers.

At the same time, the business of chain sales of prestigious watches will reinforce the adverting and promoting
of Harmony, the commercial and retail brand, so as to speed up the retail network expansion and achieve a
leading position in competitiveness and realize the goal of fast growth. By 2008 it will open 15 to 20 new chain
shops in key cities for its strategy development. Besides, the existing retail stores will be optimized and upgraded,
the number of famous brands will be increased and the brand resources will be maintained and expanded. The
financial and logistics management will also be standardized to achieve sound operation.

86  CATIC SHENZHEN HOLDINGS LIMITED



2007 FF 4R
I EEEEEEEEEEEEEE——=

MANAGEMENT DISCUSSION AND ANALYSIS

PROSPECTS FOR 2008 (continued)

Agriculture-related resources business

To meet the resources demand for its business growth and develop new growth points of profit, the Group
acquired 95% equity interests of CATIC Sanjia in 2008, officially heading into the agriculture related resources
industry which is monopolistic and can develop sustainablely.

As the second largest producer of potassium chloride in China, CATIC Sanjia has the exclusive mining right in the
Mahai Salt Lake, Qinghai, which processes a potassium chloride reserve of more than 63 million tons. In 2008, the
Group will spare no effort in the production integration of CATIC Sanjia. It is expected that the annual output of
potassium fertilizer will reach 250 thousand tons. Due to the positive outlook of the price of potassium fertilizer in
China, we estimate that the business will have positive impact on the Group’s results in 2008.

The global resources industry is still in the high-growth period and natural resources are becoming important
strategy resources. Based on the business of CATIC Sanjia, the Group will further integrate potash-related
resources and seek expansion opportunities to other types of resources, so as to establish the Group’s competitive
edge in the agriculture-related resources industry and create new growth points for its business.

FINANCIAL REVIEW
Capital Structure

Total loans 3,725,844 948,548
Total liabilities 4,749,909 1,760,834
Minority interests 1,728,229 997,943
Shareholders’ equity 1,971,412 1,297,354
Total assets 8,449,550 4,056,131
Loan-to-equity ratio 188.99% 73.11%
Debt-to-equity ratio 240,94% 135.72%

Loan-to-equity ratio = total loans at the year end to shareholders’ equity at the year end.
Debt-to-equity ratio = total liabilities at the year end to shareholders’ equity at the year end.
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FINANCIAL REVIEW (continued)

Liquidity and Capital Resources

As at 31st December 2007, the Group had cash and cash equivalents approximately totaling RMB1,286,628,000
(2006: RMB740,912,000), which was mainly derived from the following sources:

o Cash and bank deposits at the beginning of the year; and
° Revenue from operations.

As at 31st December 2007, the Group had current borrowings totaling approximately RMB1,780,208,000 (2006:
RMB938,548,000), which carried annual interest rates ranging from 2.5% to 8.75% (2006: 1.80% to 6.14%), and
non-current borrowings totaling approximately RMB1,945,636,000 (2006: RMB10,000,000) with an annual interest
rate of 7.08% (2006: 5.76%).

Capital expenditure of the Group in 2007 amounted to approximately RMB2,462,492,000, of which approximately
RMB1,955,370,000 was applied for the purchase of production equipment of TFT-LCD and LCD, and the
construction of staff dormitory for the LCD operation, approximately RMB470,857,000 was applied for the purchase
of production equipment for the PCB operations, approximately RMB26,351,000 was applied for the purchase of
production equipment for the Timepieces operations and the new chain stores of “Harmony”, and approximately
RMB9,914,000 was applied for other projects.

The Group’s capital expenditure for 2008 is estimated to be approximately RMB1,612,830,000, of which
approximately RMB457,400,000 will be used for the purchase of TFT-LCD equipments, land used for production,
the construction of new production plant and the investment in oversea company, approximately RMB114,870,000
will be used for the purchase of production equipment and the construction of staff dormitory for the LCD
operations, approximately RMB234,000,000 will be used for the purchase of production equipment and land
used for production and the construction of new production plant for the PCB operations, approximately
RMB172,060,000 will be used for the purchase of production equipment for the Timepieces operations, new stores
of “Harmony”, approximately RMB100,000,000 will be used for the renovation of parking lots and guest room
of Guangdong International Building, approximately RMB522,500,000 will be used for the acquisition of CATIC
Sanjia’s equity interests, and approximately RMB12,000,000 will be used for other projects. The proposed capital
expenditure is expected to be financed by bank borrowings, bank deposits and the cash generated from the
Group’s operations.

TECHNOLOGICAL INNOVATION

The progress of technological innovation reflects the Group’s technical strength and technical authority in the
related fields. It's an efficient way for the Group to maximize the benefits of its patents with complete self owned
intellectual property rights. It enables the Group to enhance its brand image and lays a solid technical foundation
for the Group to maintain its competitive edge.

The research and development of a number of new technologies for the TFT-LCD project have started during the
year. The number of technologies filed for patents accumulated to 8. The R&D of a number of display panels that
possess complete self owned intellectual property rights have been successfully completed. Shennan Circuits
successfully filed for five patents during the year, and received honors such as the “Runner up of Technological
Advancement in Guangdong Province” awarded by the Technology Office of Guangdong Province (ERERHY
E2) and the “Shenzhen City Technological Innovation Award” by the Shenzhen City Technology and Information
Bureau. During the year, Fiyta participated in and framed 10 industry standards and 1 national standard. Currently,
it is participating in amending 4 international standards, 4 national standards and 4 industry standards. So far, the
number of patents accumulates to 119, with 3 invention patents, 9 practical new products and 107 patents of
appearance.
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TECHNOLOGICAL INNOVATION (continued)

New progress of outstanding technological innovation

The Astronaut’s Watch for Work of China’s Manned Space Project Shenzhou V Spaceship (Fiyta)

In May 2007, The project of “Astronaut’s Watch for Work of China’s Manned Space Project Shenzhou V
Spaceship” was granted the “China National Light Industry Council’s National Special Awards for Technological
Advancement”(“f BI 8 T 2Bt A @RI B R 1T PRI 2”), “Third Class Award of Technological Advancement in
Guangdong Province” (‘BR A BHY#E F 48 = F148") and “CATIC Special Award for New Technological Progress” (‘4
FRRHR BT R4 5 527).

The Astronaut’s Watch for Work of Shenzhou V Spaceship accompanied China’s first astronaut Yang Liwei in his
journey of completing the manned space assignment successfully. During the first manned space journey, the
watch showed profound performance and precise timing. Its capabilities in shockproof, vibration tolerance, safety
under negative pressure, rich oxygen endurance, anti-magnetic, human-machine function allocation all met the
demand of manned spaceship’s working and environment requirement.

With the successful research and production of watches for space project, Fiyta not only became the third watch
brand entering the space in the world, but also made China be the second country capable of producing watches
for space project following Switzerland.

Multi-layer communication backboard (Shennan Circuits)

The multi-layer communication backboard of Shennan Circuits adopts techniques such as new layer pressing
contraposition technique (BER¥I{iz TE), guiding drilling and step driling (3138#&+%5 258), high aspect ratio
backboard drilling technology of direct and reverse drill (IF [z # &) & [E1E L 2 1R #E FLEAMT), back drilling technique
(BT E), turbulent electroplating technique under negative pressure (8 B = 2R B 1) and the application of
high frequency material. Currently, Shennan Circuits has established the production line of large-scale backboard.
With a monthly output of more than 4,000 square meters of backboards in hundreds of types and a passing rate
of more than 90%, Shennan Circuits has possessed the capability of mass production. Its products are widely
adopted in fields such as communication, military item, medical equipment, industrial control, aerospace industry
and super computer.

The R&D and mass production of small sized TFT (below 3.0) LCM module product (Shen Tianma)

Shen Tianma keeps optimizing TFT module product and resolves the technical problem of the whole process
of TFT module production ranging from design to production, from LCD incision to module manufacture. It has
successfully developed module products such as 1.5 inches 128x128Dots, 1.79 inches QQVGA, 2.0 inches QCIF,
2.0 inches QVGA, 2.2 inches QCIF, 2.2 inches QVGA, 2.4 inches QVGA and 2.8 inches QVGA. It has mastered
technology in design, production and test, and is among the first companies in China which achieve the mass
production of small sized TFT LCM.
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Review Ourselves, Treat Others Well,
Tie Our Hearts to Society, Take Social
Responsibility Boldly.

SOCIAL RESPONSIBILITY
While pursuing economic efficiency and protecting shareholders’ interest, our Company also protects the legal
rights of creditors and employees; treats our suppliers, customers and consumers with integrity; participates
actively in public services such as environmental protection and community building, and hence encourages the
coordinative and harmonious development between the whole society and us. During our business operations, we
observe the principles of being voluntary, fair, honest and credible as well as making compensation for equal value.
We also comply with social morality and business ethics, accept the supervision of the government and public, and

shape our corporate culture with “altruism” as the core value. We take social responsibilities as the identity of a
“corporate citizen”, and seek our sustainable way to “get beyond business”.

In December 2007, the Company released the CATIC Shenzhen’s Guidelines of Taking Social Responsibilities and
CATIC Shenzhen’s Guidelines of Humanistic Management (draft for discussions), providing systematic guidelines of
taking social responsibilities and implementing humanistic management within the Company and various investment
enterprises of the Group. This further clarifies and enriches the Group’s corporate value.

© Employees’ Training
Our Group emphasizes employees’ training and career promotion, hence, the Managers’ Academy was
established as the sole institute for the Group’s internal training. One course for senior managers, nine for
intermediate managers and eight for junior managers were offered by the Managers’ Academy in 2007 to
promote employees’ management skills. More than 600 people have attended these courses. Meanwhile,
the Academy also incorporated the actual needs of the enterprise to offer specialized training courses such
as Enterprise Acquisition Management and Risk Management, etc.

@} Environmental Protection
Our Group has been concerning about environmental protection and sustainable development for a long
time. Our products are required to conform to business ethics and environmental protection requirements.
While gaining economic efficiency, we also care about social and ecological benefits so as to accomplish
the multi-win situation of harmonious development between the enterprise and the society.

Shennan Circuits Co., Ltd. was one of the first enterprises applied for participating in “Campaign of
Reducing Wastes in Pengcheng”. Through a series of effective energy-saving and waste-reducing measures
such as conserving water and electricity, optimizing production lines, introducing new technologies,
advocating green purchasing, etc., Shennan Circuits successfully achieved the first phase of reducing the
release of pollutants. These made the company one of “Pengcheng’s Excellent Enterprises in Reducing
Pollution” of the Shenzhen City and the Enterprise of Clean Production of the Province. We are also included
in Shenzhen City’s enterprise crediting system as an environmental protective and creditable enterprise.

Shen Tian Ma possesses the 1SO14001 certification for organizing, building and implementing the
environmental management system. Moreover, we have fully implemented the environmental management
system during our business operations. Through compiling environmental management system documents,
offering relevant trainings to the management and operational levels, identifying important environmental
factors and implementing internal audit, we have entered the virtuous circle of PDCA. In April 2007, Shen
Tian Ma invited Germany’s TUV Rheinland to offer HSPM QCO080000 hazardous substances management
training for the Company’s management and operational levels.
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SOCIAL RESPONSIBILITY (continued)
@) Tie Our Heart with Society; Take Social Responsibility Boldly
* Official Launch of Shenzhen Charity Foundation — CATIC Shenzhen Benevolence Fund. With
the Shenzhen Charity Foundation, the Group initiated the “Shenzhen Charity Foundation — CATIC
Shenzhen Company Benevolence Fund”. The Group and the employees donated RMB$22.85 million
to the fund, which is mainly used for employees of CATIC Shenzhen who have serious illnesses or
family difficulties, as well as for social welfare causes.

* Army and Civilians Joins Hands to Create Harmony. Our Group has been considering that
paying close attention to and supporting the People’s Liberation Army Hong Kong Garrison is
an important act to fulfill social responsibility. More than ten years since the establishment of the
Garrison, we have been maintaining close relations with it. In August 2007, the Group held an evening
party with the Hong Kong Garrison in the Grand Theatre of Shenzhen, reflecting the harmonious
relationship featured by “Army for the civilian, civilian supporting the Army”.

L 2 The Group’s Leaders and Employees Enthusiastically Participate in Passing the Flame. In
September 2007, the Group funded Shenzhen City’s fourth “Recruiting Teachers for Aid Teaching”
initiative. More than forty teachers started their aid teaching activities in schools located in poverty-
stricken areas of Jiangxi and Sichuan Provinces. This shows our employees’ sincere hearts to
support education in poor regions.

L 2 More Love to Pu’er, Yunnan. In June 2007, the occurrence of a violent earthquake occurred in
Pu’er City caused quite a great damage to civilian properties and the infrastructure. The damage
of educational facilities was a big difficulty for the development of the local education industry. Our
Group donated RMB$500,000 to the Fifth Elementary School of Cimao Region, Pu’er City of Yunnan
Province to repair and rebuild its infrastructure.

L 2 “Start from Myself to Make Our Home Beautiful”. In July 2007, the Group initiated a used battery
recycle campaign named “Start from Myself to Make Our Home Beautiful”. This campaign lasted until
the end of September and focused on enterprises in the Nanshanpian Region and the CATIC Zone.
All the batteries recycled would be delivered to the Shenzhen Hazardous Waste Treatment Station for
central processing.
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EXECUTIVE DIRECTORS

Mr. Wu Guang Quan, aged 46, is a senior accountant and holds a MBA of Tongji University of the PRC. Mr. Wu
is currently the president of Shenzhen CATIC, Chairman of the Company, the chairman of the board of directors of
Shen Tian Ma and the chairman of the board of directors of Fiyta, both of which are subsidiaries of the Company
and are listed on the Shenzhen Stock Exchange, and the chairman of CATIC Real Estate which is an associated
company of Shenzhen CATIC and is also listed on the Shenzhen Stock Exchange. Mr. Wu joined Shenzhen CATIC
in 1982 and the Group in 2003. Mr. Wu has extensive experience in finance, administration and management. Mr.
Wu has been appointed as an executive Director since 2003.

Mr. Lai Wei Xuan, aged 44, a senior accountant, is studying an EMBA at Peking University and holds a MBA from
IVY University of USA. Mr. Lai is currently the general manager of Shenzhen Rainbow Department Store Holdings
Co. Ltd., a subsidiary of Shenzhen CATIC, and a director of Fiyta. Mr. Lai joined Shenzhen CATIC in 1983 and
the Group in 2004. Mr. Lai has extensive experience in finance, administration and management. Mr. Lai has been
appointed as an executive Director since 2004.

Mr. Sui Yong, aged 50, a senior accountant, is a graduate of engineering administration of the Beijing University
of Aeronautics and Astronautics of the PRC. Mr. Sui is currently the Chief Accountant of Shenzhen CATIC, the
general manager of CATIC Resources Company Limited (“CATIC Resources Company”), a director of Fiyta, and a
director of CATIC Real Estate. He joined Shenzhen CATIC in 1992 and the Group in 1997. Mr. Sui has long been
engaged in corporate finance with extensive experience in financial management. Mr. Sui has been appointed as an
executive Director since 2000.

Mr. Cheng Bao Zhong, aged 45, is a senior economist and holds a doctor’s degree of Tongji University of the
PRC. Mr. Cheng is currently the vice president of Shenzhen CATIC. He joined Shenzhen CATIC in 1993 and joined
the Group in 2004 respectively. Mr. Cheng has rich experience in business and administration management. Mr.
Cheng has been appointed as an executive Director since 2006.

Mr. Liu Rui Lin, aged 40, is a senior engineer. He holds a master’s degree of engineering of Huazhong University
of Science and Technology of the PRC. Mr. Liu is currently the managing director of Shen Tian Ma. He joined
Shenzhen CATIC in 1992 and the Group in 1997. Mr. Liu has extensive experience in technology and business
administration. Mr. Liu has been appointed as an executive Director since 2003.

Mr. Xu Dong Sheng, aged 42, is a senior engineer. He holds a MBA of Tongji University of the PRC. Mr. Xu is
currently the managing director of Fiyta. He joined Shenzhen CATIC in 1992 and the Group in 1997. Mr. Xu has
extensive experience in business and administration management. Mr. Xu has been appointed as an executive
Director since 2003.

Mr. You Lei, aged 39, is a senior engineer. He holds a MBA of Tongji University of the PRC. Mr. You is currently
the managing director of Shennan Circuit and a director of Shen Tian Ma. He joined Shenzhen CATIC in 1991 and
the Group in 1997. Mr. You has extensive experience in business and administration management. Mr. You has
been appointed as an executive Director since 2003.

Mr. Wang Bao Ying, aged 44, is a senior engineer. He holds a MBA of Southern California University for
Professional Studies (SCUPS). Mr. Wang is currently the deputy general manager of CATIC Resources Company
and a director of Fiyta. He joined Shenzhen CATIC in 1997 and joined the Group in 2004. He had been the vice
general manager of CATIC Real Estate. Mr. Wang has extensive experience in enterprise management. Mr. Wang
has been appointed as an executive Director since 2005.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Poon Chiu Kwok, aged 46, is currently an Executive Director of the Huabao International Holdings Limited.
Mr. Poon holds a master degree in arts, majoring in international accounting, a postgraduate certificate in laws, a
bachelor degree with honors in laws, and a bachelor degree with honors in arts, majoring in business studies. He is
a member of the Hong Kong Securities Institute (“HKSI”), the Institute of Chartered Secretaries and Administrators,
the Hong Kong Institute of Chartered Secretaries, and Professional Education Committee of HKSI. Mr. Poon has
extensive experience in securities regulations and commercial and investment banking. He has been working as
a regulator, investment banker and financial adviser in the financial and securities sector for around 22 years. Mr.
Poon currently serves as an independent non-executive director of Tsingtao Brewery Company Limited being a H
shares company listed on the Main Board of the Stock Exchange.

Ms. Wong Wai Ling, aged 47, received a bachelor degree of Arts from The University of Hong Kong and a
postgraduate diploma in Accounting and Finance from the London School of Economics and Political Science,
University of London, in the United Kingdom. Ms. Wong is a fellow member of Hong Kong Institute of Certified
Public Accountants and The Association of Chartered Certified Accountants. She has 20 years of rich experience
in accounting, taxation and auditing. She had worked for more than seven years in major international accounting
firms and major local accounting firms before she set up her own accounting firm in Hong Kong in 1994. Since
then, she has been practicing as a Certified Public Accountant. Ms. Wong is also an independent non-executive
director of two Hong Kong listed companies -Galaxy Semi-Conductor Holdings Limited and Overseas Chinese
Town (Asia) Holdings Limited. She has been appointed as an independent non-executive Director since 19th March
2008.

Mr. Liu Xian Fa, aged 54, is a senior engineer and a part time professor of Nan Kai University of the PRC. He
is the head of the Macroeconomic Research Centre of China development Institute of Shenzhen, the PRC and
the guest researcher of China Society for Research on Economic System Reform. His major fields of studies are
marco-economics, finance and capital market. Mr. Liu studied at the Economics department of Nan Kai University
of the PRC and graduated in 1982. Mr. Liu has been appointed as an independent non-executive Director since
2004.

NON-EXECUTIVE DIRECTORS

Mr. Wang Bin Bin, aged 57, graduated from Beijing University of Aeronautics and Astronautics. He is currently
the vice director of the Assets & Enterprises Administration Department of China Aviation Industry Corporation II.
Mr. Wang has rich experience in the management of securities. Mr. Wang has been appointed as a non-executive
Director since 1997.

Mr. Li Cheng Ning, aged 43, engineer, graduated from the University of Electronic Science and Technology
of China. He is currently the manager of the Department | of Corporate Management of China National Aero-
Technology Import and Export Corporation. Mr. Li has substantial experience in corporate management, investment
management and investment analysis. Mr. Li has been appointed as a non-executive Director since 2005.
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SUPERVISORS

Mr. Huang Gao Jian, aged 52, is a senior engineering of administration and a graduate from Huazhong Normal
University of the PRC (ZEFFRT&IAES). Mr. Huang is currently the vice president of Shenzhen CATIC. He joined
Shenzhen CATIC in 1991 and joined the Group in 2004 respectively. He was the vice general manager of a
subsidiary of Shenzhen CATIC. Mr. Huang has rich experience in administrative management. He has been
appointed as a supervisor since 2006.

Mr. Chen Gang, aged 52, a graduate of Wuhan University with a master degree in law, is currently a practising
lawyer and a senior partner in GuangDong J.TONGUE Law Office (&R & /EEMM S FT). He has been appointed a
supervisor since 2000.

Mr. Sheng Fan, aged 51, is an accountant, and a graduate in finance and economics of Zhengzhou Institute of
Aeronautical Industry Management (BfJNAnZE T &R ERT) of the PRC. He is currently the manager of the Audit
and Supervision Department of Shenzhen CATIC. He joined Shenzhen CATIC in 1989 and joined the Group in 2005
respectively. He was the general manager of a subsidiary of Shenzhen CATIC. Mr. Sheng has extensive working
experience in financial management. He has been appointed as a supervisor since 2006.

COMPANY SECRETARY

Mr. Zeng Jun, aged 40, holds a MBA of Peking University. He joined Shenzhen CATIC in 1993. He was the
managing director of a subsidiary of Shenzhen CATIC. Mr. Zeng has extensive working experience in capital
operation and administration management and was the secretary of the 1st Board of Directors of the Company. In
2004, Mr. Zeng rejoined the Company and has been reappointed as a joint Secretary.

Mr. Huang Yong Feng, aged 34, an engineer, is a master of business engineering of the Beijing University
of Aeronautics and Astronautics of the PRC. Mr. Huang is currently the manager of the Corporate strategy &
Management Department of Shenzhen CATIC. Mr. Huang joined Shenzhen CATIC in 1998 and joined the Group
in 2004 respectively. He has extensive experiences in business and investment management. Mr. Huang has been
appointed as a joint Secretary since 2004, and resigned as a joint Secretary and was approved by the Board of the
Company on 13th September 2007.

QUALIFIED ACCOUNTANT

Mr. Chan Chun Wai, aged 36, holds a MBA of Manchester Business School of Britain. He is a certified public
accountant, and a member of CPA Australia and HKICPA. He has broad experience in audit and commercial
finance. Mr. Chan has been appointed as the qualified accountant of the Company since 2005.
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CORPORATE GOVERNANCE

Throughout the financial year ended 31st December 2007, the Company has complied with all the code
provisions of the Code on Corporate Governance Practices (“the Code”) set out in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
(the “Listing Rules”) (save and except for the deviation from the code provision in respect of the segregation
of duties of the roles of Chairman and Chief Executive Officer (General Manager) by two different individuals,
which are explained in the following paragraphs). The Company has also directed its daily activities in strict
compliance with various established corporate governance systems and reviewed from time to time its
operations and management behaviors, enhanced its corporate governance standards on a continuous
basis, ensured a stable development of the Company and strived for the enhancement of shareholder value.

CORPORATE GOVERNANCE STRUCTURE

Shareholder’s

General Meeting

Supervisory
Committee

Board of

Directors Remuneration Committee

Audit Committee

Management

1. Shareholders and General meetings
The Company treats all shareholders equally and ensures that all shareholders have the rights to
be informed of and to make decisions on material matters relating to the Company. The Company
ensures that all shareholders, in particular, medium and small shareholders, are treated equally
and may fully exercise their rights. Any shareholders of the Company are prohibited from any
insider dealings with any insiders of the Company or any act that may jeopardize the interests of
shareholders and the Company.

- Shareholders’ General Meeting
Details of convening, holding and procedures of the shareholders’ general meeting are set
out in section (lll) “Compliance with the Code on Corporate Governance Practices and Other
Information”.

- Substantial Shareholders
Being the substantial shareholder of the Company, Shenzhen CATIC holds 58.29% of the
Company’s shares. Shenzhen CATIC is China National Aero-Technology Import and Export
Corporation’s wholly-owned subsidiary in Shenzhen. China Aviation Industry Corporation | and
China Aviation Industry Corporation Il each holds 50% of the shares of China National Aero-
Technology Import and Export Corporation.
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(Il CORPORATE GOVERNANCE STRUCTURE (continued)
1. Shareholders and General meetings (continued)
- Substantial Shareholders (continued)
The Company’s businesses, assets, staff, organization and finance are separated from those
of the controlling shareholder, allowing the Company to have integral independence of its
business as well as autonomy over its operations. The controlling shareholder exercises
its right as a capital contributor strictly in accordance with the laws. There has been no
circumstance in which the controlling shareholder makes use of its special position to pursue
benefits that are beyond the entitlement of its legal rights.

2. Directors and the Board
The Board of the Company comprises a total of 13 directors, including 8 executive directors, 2 non-
executive directors and 3 independent non-executive directors. In 2006, the election of all members
of the new session of the Board was held and the fourth session of the Board was formed. The term
of the directors is 3 years that commenced from 13th June 2006 and will end at the 2008 annual
general meeting of the Company in 2009.

Details of the composition, members and operational procedures of the Board are set out in section
(Il “Compliance with the Code on Corporate Governance Practices and Other Information”.

- Independent Non-executive Directors

During the fiscal year ended 31st December 2007, the Company has 3 independent non-
executive directors, namely Mr. Poon Chiu Kwok, Mr. Eugene Liu and Mr. Liu Xian Fa, of
which Mr. Eugene Liu is a qualified accountant with substantial experience in accounting and
financial matters. The Company has received the annual confirmation letters in respect of their
independence from each of the independent non-executive directors pursuant to Rule 3.13 of
the Listing Rules. The Company considers that the independent non-executive directors are
independent parties.

The independent directors have been able to perform their obligations faithfully and diligently
in compliance with the relevant laws, regulations and the Listing Rules. The independent
directors have participated in the Board and its various specialized committees, and have
given their opinions on the decision-making on significant matters by making use of their
professional knowledge and experience. They have expressed their views on the standardized
operation of the Company and have conscientiously examined the connected transactions and
capital dealings with connected parties to ensure fairness and impartiality, expressing their
independent opinions and performing their duties independently. They have ensured that their
acts are not influenced by any substantial shareholders, de facto controllers of the Company
or any other units or individuals that have interests in the Company. The independent directors
have made active contribution to protecting the interests of the Company as a whole and
the legitimate rights and interests of all shareholders, as well as promoting the healthy
development of the Company.

During the reporting period, the independent directors of the Company expressed no
disagreement on all matters regarding the Company.
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(1) CORPORATE GOVERNANCE STRUCTURE (continued)
3. External Auditor
The external auditor of the Group is PricewaterhouseCoopers, the amount of audit fee paid to
external auditors for 2007 amounted to RMB5,800,000 (as the carrying accruals). In 2007, external
auditor did not provide any non-audit services.

4. Supervisors and Supervisory Committee
On 13th June 2006, the election for all members of the Supervisory Committee of the Company was
held and the fourth session of the Supervisory Committee was formed, for a term of 3 years ending at
the date of the 2008 annual general meeting. The Supervisory Committee of the Company comprises
of 3 supervisors. During the reporting period the Supervisory Committee met twice to discuss the
annual results of 2006 and interim results of 2007.

The Supervisory Committee is accountable to all shareholders and exercises supervisory duty
independently in accordance with the laws. Financial monitoring is the core responsibility among all
of its specific duties. Besides, it is also responsible for supervising the due diligence of directors,
managers and other senior management members of the Company. They also safeguard the
Company’s assets, lower the Company’s financial and operational risks and protect the legitimate
interests of the Company and shareholders.

5. The Management
The operational procedures of the Management are set out in section (lll) “Compliance with the Code
on Corporate Governance Practices and Other Information”.

6. Audit Committee
The Board has established the Audit Committee to fulfill the functions of reviewing and monitoring the
financial reporting and internal control of the Company. During the reporting period, the committee
comprises all the independent non-executive directors, namely Mr. Poon Chiu Kwok (as Chairman),
Mr. Eugene Liu and Mr. Liu Xian Fa. The independent non-executive director Mr. Eugene Liu is a
qualified accountant with substantial experience in accounting and financial matters.

During 2007, the Audit Committee met twice (all members were present) to discuss the annual results
of 2006 and interim results of 2007. The adequacy and effectiveness of the Company’s internal
control were also discussed in these meetings.

The duties and operational procedures of the Audit Committee are set out in section (lll) “Compliance
with the Code on Corporate Governance Practices and Other Information”, resolutions proposed for
consideration during the reporting period by the Audit Committee are set out in Audit Committee
Report

7. Remuneration Committee
The Board of the Company has established the Remuneration Committee. The committee members
comprise Mr. Poon Chiu Kwok, Mr. Eugene Liu, Mr. Liu Xian Fa, Mr. Wu Guang Quan (as Chairman)
and Mr. Sui Yong, 3 of which are independent non-executive directors.

The duties and operational procedures of the Remuneration Committee are set out in section (lll)
“Compliance with the Code on Corporate Governance Practices and Other Information”, resolutions
proposed for consideration during the reporting period by the Remuneration Committee are set out in
Remuneration Committee Report
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(Ill) COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES
AND OTHER INFORMATION
The Board reviewed the daily governance of the Company in accordance with the relevant code provisions
of the the Code on Corporate Governance Practices (the “Code”) during the reporting period and considered
that, from 1st January 2007 to the date of this report, the Company regulated its operation and stringently
governed in accordance with the relevant code provisions, save and except for the deviation from the code
provision in respect of the segregation of duties of the roles of Chairman and Chief Executive Officer (General
Manager) by two different individuals.

The Board and the management undertake to adhere to the code provisions of the Code. Detailed
explanations on the Company’s compliance with the Code are set out below.

Compliance with the Code on Corporate Governance Practices

A. Directors
A1.  The Board
Code Principle ° The Board should assume responsibility for leadership and control
of the issuer and be collectively responsible for directing and
supervising the issuer’s affairs. Directors should make decisions
objectively in the interests of the issuer.
The best corporate ° The Board of the Company reports to shareholders’ general
governance status meetings and fully represents the interests of shareholders

and formulates the Company’s development strategies in strict
compliance with the “Rules of Proceedings for Board of Directors”
within its terms of reference as stipulated by the Articles of
Associations. The Board also monitors the implementation of the
Company’s operation management and its financial performance,
and is responsible for preparing financial statements, with the
primary mission of achieving operating results that generate the
best stable long-term returns.
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Compliance procedures of the Code - code provisions

Code provision Compliance Corporate governance procedures

o Regular Board VYes ° In 2007, the Company convened 17
meetings to be held Board meetings, including 2 regular
at least 4 times a meetings and 15 extraordinary meetings.
year, approximately
once every quarter. A ° Each of the Board meetings was actively
regular Board meeting participated by the majority of directors
does not include the who were entitled to attend, either voting
practice of obtaining in person or by proxy or by other means.
Board approval through Details of attendance of 2007 Board
circulation of written meetings:
resolutions

No. of meetings held during 17
the year

Executive Directors

Wu Guang Quan (chairman) 17/17
Lai Wei Xuan 1717
Sui Yong 17/17
Cheng Bao Zhong 1717
Liu Rui Lin 17/17
Xu Dong Sheng 17/17
You Lei 1717
Wang Bao Ying 1717

Non-executive Directors
Wang Bin Bin 14/17
Li Cheng Ning 15/17

Independent Non-executive

Directors
Poon Chiu Kwok 16/17
Eugene Liu 12/17
Liu Xian Fa 1717
Average attendance rate 95%
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Code provision Compliance Corporate governance procedures

100

All directors are given an  Yes All directors were given an opportunity to
opportunity to include include matters in the agenda for regular
matters in the agenda Board meetings, and any major decisions
for regular Board would only be taken after deliberation at
meetings Board meetings.
Notice of at least 14  Yes Notice, agenda and the relevant
days shall be given of a information of each regular Board meeting
regular Board meeting were given 14 days prior to such meeting.
Notice of the extraordinary Board meeting
was also given within a reasonable time
before the meeting so that all directors
can arrange their time to attend the
meeting to the best of their abilities.
All directors shall have VYes The Secretary of the Board maintained
access to the advice close communications with all directors
and services of the and provided timely material information
Secretary of the Board of the Company and the relevant
updated rules, as well as contributed
advice to the directors on matters arising
from corporate governance and rules
compliance, ensuring that the Board
operation was in compliance with the
procedures.
Minutes of meetings VYes The Secretary of the Board has been
shall be kept by the responsible for preparing and maintaining
Secretary of the Board all minutes and the relevant meeting
and open for inspection materials of the Company which were
by any director at any available for inspection by any director at
reasonable time any reasonable time.
Minutes of meetings Yes The minutes of meetings recorded
shall record in sufficient the consideration, voting and opinions
detail the matters given by the directors in detail and were
considered by the duly signed by directors attending the
directors and decisions meetings.
reached at meetings
Directors could seek Yes In respect of matters that require
independent advice advice from professional institutions,
under an agreed the Company will appoint professional
procedure at the institutions including accountants,
Company’s expense lawyers, valuation firms, and so forth to
issue written reports for the perusal of
directors at the Company’s expense.
If a substantial Yes The Company has stated that, if a

shareholder or a director
has a conflict of interest
in respect of a material
matter, the connected
director must abstain
from voting

CATIC SHENZHEN HOLDINGS LIMITED

substantial shareholder or a director has
a conflict of interest in respect of any
material matter, the connected director
must abstain from voting when a Board
meeting is held.
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A2.

Code Principle °

The best corporate °
governance status

Code provision

Roles of the Chairman
and the Chief Executive
Officer should be
separate and clearly
established and set out
in writing

The Chairman should
ensure all directors be
briefed on issues arising
at Board meetings

The Chairman should
ensure that directors
receive adequate
information in a timely
manner

Chairman and Chief Executive Officer

There should be a clear division of responsibility between the
Chairman of the Board and the Chief Executive Officer to ensure a
balance of power and authority.

The positions of the Company’s Chairman and General Manager
were originally assumed by Mr. Wu Guang Quan. During the Board
meeting held on 13th April 2007 the Board passed a resolution
to approve the resignation of Mr. Wu Guang Quan as General
Manager. The Board is currently in the process of selecting a new
General Manager from suitable candidates. Since the Company
is a holding company without daily operation businesses, the
temporary vacant of General Manager has no material effect on
the Company.

Compliance procedures of the Code - code provisions

Compliance Corporate governance procedures

No ° The positions of the Company’s Chairman
and General Manager were originally
assumed by Mr. Wu Guang Quan. In
order to better comply with the provisions
stipulated in the Code, during the Board
meeting held on 13th April 2007 the
Board of Directors passed a resolution to
approve the resignation of Mr. Wu Guang
Quan as General Manager. The Board
is currently in the process of selecting
a new General Manager from suitable
candidates. Since the Company is a
holding company without daily operation
businesses, the temporary vacant of
General Manager has no material effect
on the Company.

Yes ° The Board has established a reporting
system in which at each Board meeting,
the Chairman reports to each director the
most updated status of the Company.
The Chairman also tabled the decision-
making on any material matters of
the Group to the Board for collective
discussion and voting by the directors at
the meeting.

Yes ° The Chairman has appointed the
Secretary of the Board to timely
provide all the information regarding the

performance of the Board’s obligations.
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A3.  Board Composition

Code Principle o The Board should have a balance of skills and experience
appropriate for the requirements of the business of the issuer. The
Board should also include a balanced composition of executive
and non-executive directors (including independent non-executive
directors) to ensure that independent judgment can be made
effectively. Non-executive directors should be of sufficient calibre
and number for their views to carry weight.

The best corporate ° The Board of the Company comprises a total of 13 directors,
governance status including 8 executive directors, 2 non-executive directors and 3
independent non-executive directors. In 2006, the election of all
members of the new session of the Board was held and the fourth
session of the Board was formed. The term of the directors is 3
years that commenced from 13 June 2006 and will end at the

2008 annual general meeting in 2009.

o The directors are elected or replaced by Shareholders’ General
Meetings for a term of 3 years. The appointment of all directors
is determined by the Shareholders’ General Meeting. Directors
are eligible for re-election when their terms expire. Directors
appointed to fill casual vacancies should be subject to re-election
by shareholders at the general meeting.

° Members of the Board have different industry background. They
diversify in experience, competence and judgment, which make

the Board more prudent and considerate when making decisions.

° There is no relationship among Board members, including
financial, operational, family or other material relationship.

Compliance procedures of the Code - code provisions

Code provision Compliance Corporate governance procedures
o |dentify the independent  Yes ° The Board members are disclosed in all
non-executive directors corporate communications according
in all corporate to the types of directorship (including
communications executive directors, non-executive
directors and independent non-executive
directors).
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A4.  Appointment, Re-election and Removal

Code Principle ° There should be a formal, considered and transparent procedure

The best corporate °
governance status

Code provision

for the appointment of new directors and plans in place for orderly
succession for appointments to the Board. All directors should
be subject to re-election at regular intervals. The issuer should
provide reasons for the resignation or dismissal of any director.

The Company does not have a Nomination Committee. The Board
is responsible for the appointment of directors and nomination of
suitable candidates for election at Shareholders’ meetings to fill
a vacancy or to increase new directors. To ensure an informed
decision made by shareholders at the election, the notice of
annual general meeting or relevant circular should enclose the
details of director candidates, including the curriculum vitae of
all candidates who stand for election or re-election. During the
process of selection, criteria considered by the Board include
the candidate’s reputation, accomplishments and experience
in the relevant industry, his/her professional and educational
background, the amount of time that he/she can devote and
related interests he/she has.

During the reporting period, there is not any matter in relation to
director’s nomination required to be considered by the Board.

Compliance procedures of the Code - code provisions

Compliance Corporate governance procedures

Non-executive directors  Yes ° The non-executive directors are
should be appointed for appointed for a fixed term of 3 years. The
a specific term, subject current term of the existing non-executive
to re-election directors will expire at the conclusion of
the 2008 annual general meeting of the
Company.
Directors appointed VYes ° The Articles of Association of the
to fill casual vacancies Company stipulate that each director is
should be subject to appointed for a term of 3 years but is
election by shareholders eligible for re-election at a Shareholders’
at the first general General Meeting after retirement.
meeting after their
appointment. Each ° The election of all members of the new

director should be
subject to retirement by
rotation at least once
every 3 years

session of the Board was held at the
2005 annual general meeting of the
Company held in 2006 and the fourth
session of the Board was formed.
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A5.  Responsibilities of Directors

Code Principle ° Each director is required to keep abreast of responsibilities as a
director of the issuer and of the conduct, business activities and
development of the issuer.

The best corporate ° A comprehensive director’s handbook is issued to every director,

governance status which sets out guidelines on conduct by making reference to the
relevant sections of the statutes or the Listing Rules, and reminds
directors of their responsibilities in making disclosure of their

interests and potential conflict of interests.

° Orientation programmes are organized for providing an induction
to new directors to help them familiarize with the Company’s
management, business and governance practices.

° The management provides appropriate and sufficient information
to directors and committee members in a timely manner to keep
them apprised of the latest development of the Group and to
enable them to discharge their responsibilities. Directors also have
independent and unrestricted access to senior executives of the
Company.

Compliance procedures of the Code - code provisions
Code provision

Compliance Corporate governance procedures

° Each new director Yes °
should receive an

A comprehensive information package
containing an introduction to the

104

induction on the first
occasion of his/her
appointment to ensure
he/she has a proper
understanding of the
business and operation
of the issuer and of
his/her responsibilities
under legal requirements
and the regulatory policy

CATIC SHENZHEN HOLDINGS LIMITED

Group’s operations, a brief introduction
to directors’ responsibilities and duties
and other statutory requirements will
be provided to new directors upon their
appointment.

° All non-executive directors will be
provided with reports on business
progress, financial objectives,
development plans and strategic plans
regularly by the management.

° The Secretary of the Board is responsible
for organizing the orientation programmes
for providing an induction to new
directors to help them familiarize with the
Company’s management, business and
governance practices.
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Code provision Compliance Corporate governance procedures
° Responsibilities of non-  Yes ° Non-executive directors have actively
executive directors participated in Board meetings and

served as committee members, reviewed
the achievement of the Company’s
business objectives and provided
independent opinions on the Board’s
decision making.

° Each director should VYes ° All directors of the Company have worked
ensure that he/she can hard and faithfully performed their duties.
give sufficient time to There was satisfactory attendance at
deal with the affairs of Board meetings and meetings of various
the issuer committees in 2007.

o Directors must comply  Yes ° The Model Code for Securities
with the Model Code as Transactions by Directors of Listed
set out in Appendix 10 Companies set out in Appendix 10 of the

Listing Rules has been adopted as a code
of securities transactions for directors
and supervisors of the Company. The
Company, having made specific enquiries
to its directors and supervisors, confirms
that, throughout the financial year ended
31st December 2007, all directors and
supervisors met the criteria laid down in
the said code for securities transactions
for directors.

A6.  Supply of and Access to Information
Code Principle ° Directors should be provided in a timely manner with appropriate
information to enable them to make an informed decision and to
discharge their duties and responsibilities.

The best corporate ° The Secretary of the Board is responsible for providing all
governance status information to directors, including meeting documents of all
meetings of the Board and specialized committees; providing
reports on business progress, financial objectives, development
plans and strategic plans of the Company regularly and the latest
information on the Listing Rules and other statutory requirements;
and improving the quality and timeliness of information on a
continuous basis.
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Compliance procedures of the Code - code provisions
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to have access to Board
papers and related
materials. Steps must
be taken by the issuer
to respond as promptly
and fully as possible
to queries raised by
directors

CATIC SHENZHEN HOLDINGS LIMITED

Code provision Compliance Corporate governance procedures

Meeting documents VYes Meeting materials were sent to directors

should be sent to at least 3 days before the date of each

directors at least 3 Board/committee meeting.

days before the date

of a Board/committee

meeting

The management VYes The management provided sufficient

has the responsibility information to the Board and its

to provide sufficient committees in a timely manner. Director

information to the Board could have separate and independent

and its committees in a access to the Company’s senior

timely manner so that management for obtaining necessary

the Board can make information. The Board and the

informed decisions. committees would make arrangements

Each director could for relevant members of the senior

have separate and management to attend their meetings

independent access to and report the latest situation about

the Company’s senior operations, including the background or

management for making explanatory information on matters to be

further enquiries submitted to the Board for consideration,
disclosure documents, budgets, forecasts
and monthly financial statements
and other relevant internal financial
statements.

All directors are entitled  Yes All Board papers and related materials

have been kept by the Secretary of the
Board for inspection by directors at any
time. The Board and the committees
have also made arrangements for relevant
members of the senior management to
attend their meetings and report the latest
situation about operations and respond to
queries.
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B. Remuneration of Directors and Senior Management
B1.  The Level and Make-up of Remuneration and Disclosure

governance status

Code provision

Code Principle ° The Company should establish a formal and transparent
procedure for setting policy on executive directors’ remuneration
and for fixing the remuneration package for all directors. No
director should be involved in deciding his/her own remuneration.

The best corporate ° The Company has established the Remuneration Committee,

with its scope of duties including formulating and reviewing the
remuneration policy and plan for the Company’s directors and
managers. No director was involved in deciding his/her own
remuneration.

During the year, the directors’ fees paid by the Company to the
independent non-executive directors Mr. Poon Chiu Kwok and Mr.
Eugene Liu amounted to HK$150,000 each person per annum
and the directors' fees paid to the independent non-executive
director Mr. Liu Xian Fa amounted to RMB50,000. Other than the
directors' fees, the independent non-executive directors have not
received other compensation from the Company. The fees for
directors are determined with reference to the average market
level and the Company's current status.

Compliance procedures of the Code - code provisions

Compliance Corporate governance procedures

The issuer should VYes ° The Board of the Company has
establish the established the human resources and
Remuneration Remuneration Committee. During the
Committee with a reporting period, the committee members
majority of members comprise Mr. Wu Guang Quan, Mr. Sui
of the committee are Yong, Mr. Poon Chiu Kwok, Mr. Eugene
independent non- Liu and Mr. Liu Xian Fa, 3 of which are
executive directors independent non-executive directors.
The Remuneration VYes ° The Chairman of the Board of the
Committee should Company also acts as the Chairman of
consult the Chairman the Remuneration Committee.

or the Chief Executive

Officer about their

proposals relating to the

remuneration of other

executive directors

The responsibilities  Yes ° The Board has established the

of the Remuneration
Committee

Remuneration Committee with specific
authority and responsibilities.

ANNUAL REPORT 2007

107



RYPHEEROBERD R

CORPORATE GOVERNANCE REPORT

Code provision Compliance Corporate governance procedures
° The Remuneration Yes ° The terms of reference of the
Committee should Remuneration Committee have been
make available its terms disclosed in the 2007 Remuneration
of reference and be Committee Report and published on the
provided with sufficient website of the Stock Exchange of Hong
resources to discharge Kong Limited (the “Stock Exchange”).
its duties The Company also provides sufficient
resources for the Committee to discharge
its duties.

C. Accountability and Audit
C1.  Financial Reporting

Code Principle o The Board should present a balanced, clear and comprehensive
assessment of the Company’s performance, position and
prospects.

The best corporate ° The Board has strived to provide comprehensive information

governance status in all regular financial reports issued to shareholders so as to

comply with the regulatory requirements of the Stock Exchanges
and continues to improve the “Management Discussion and
Analysis” section, thereby disclosing comprehensive information
on the Company’s production and operation, finance and project
development. Meanwhile, it also takes the initiative to increase the
amount of information, including information on the Company’s
operating environment, development strategies and corporate
culture, and to enhance the corporate governance report, so as to
give a comprehensive, objective, fair and clear presentation of the
Company’s operating management conditions and prospects.

108  CATIC SHENZHEN HOLDINGS LIMITED



2007FF %R
I EEEEEEEEEEEEEE——=

CORPORATE GOVERNANCE REPORT

Compliance procedures of the Code - code provisions

should present a
balanced, clear and
comprehensible
assessment of the
Company’s performance
in regular reports,
announcements on
share price-sensitive
information and other
financial information
required to be disclosed

Code provision Compliance Corporate governance procedures

The management Yes The management of the Company has

will provide sufficient provided comprehensive reports on the

explanation and Company’s business progress, financial

information to enable objectives, development plans and

the Board to make strategic plans to the Board at all Board

assessment of the meetings to enable all directors to make

relevant matters assessment with merits on the financial
and other information submitted to them
for approval.

Directors should VYes Directors have been responsible for

acknowledge their overseeing the preparation of annual

responsibilities for accounts so that the accounts could give

preparing the accounts; a comprehensive, true and fair view of the

there should be a Company’s operational results.

statement by the

auditors about their The auditors’ report stated their reporting

responsibilities in the responsibilities.

report

T h e B oard Yes The Board gave an objective, fair and

clear presentation of the Company’s
position and prospects in all circulars
issued to shareholders.

The information disclosed in the annual
and interim results and reports released
by the Company would be sufficient for
shareholders to assess the performance,
financial position and prospects of the
Company.
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C2. Internal Control

Code Principle ° The Board should ensure that the issuer maintains a sound
and effective internal control system to safeguard shareholders’
investment and the issuer’s assets.

The best corporate ° The Board has authorized the Audit Committee to establish and
governance status implement the internal control system and conduct reviews on the
financial, operating and regulatory procedures to safeguard the
Group’s assets and shareholders’ interests. Currently, the system

is under further establishment and improvement.

° Through the Auditing Department and based upon the various
businesses and workflows, the Company conducts inspection,
supervision and assessment of financial position, operation and
internal control of all subsidiaries on a regular basis. Besides,
it has appointed external audit institutions to audit the financial
reports of the Company regularly pursuant to Hong Kong
Accounting Standards and provide independent and objective
evaluations and recommendations in the form of an audit report.

o The Company has initiated a comprehensive risk management
system, of which the legal risk control and management of
ownership have been systemized, standardized with established
procedures.

° The Company has appointed accountants with qualifications of the
Hong Kong Institute of Certified Public Accountants pursuant to
the requirements of the Stock Exchange to assist the accountants
of the Company, and cooperated with the Audit Committee to
audit the Company’s financial reports and relevant accounts
regularly and reported to the Board.
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Compliance procedures of the Code - code provisions

Code provision Compliance Corporate governance procedures

Directors should
conduct at least once
a year a review of the
effectiveness of the
internal control system
(including financial
control, operating
control, compliance
control and risk
management functions)

Yes

The Board, through the Audit Committee,
reviews the internal control system over
financial, operational and compliance
issues every year.

Through the Auditing Department of
the parent company and based upon
the various businesses and workflows,
the Company conducts inspection,
supervision and assessment of financial
position, operation and internal control of
all subsidiaries on a regular basis.

The Audit Committee concluded that,
in general, the Company has set up a
sound control environment and installed
necessary control mechanisms to monitor
and correct non-compliance.

The Board, through the review of the
Audit Committee, is satisfied that the
Group in 2007 fully complied with the
code provisions on internal controls as
set forth in the Code.

The Company has ensured that the
information disclosed in all circulars
issued to shareholders is meaningful
information and that the information
do not contain misrepresentations,
misleading statements or material
omissions and is jointly and severally
responsible for the truth, accuracy and
integrity of the statements contained
therein.
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C3.  Audit Committee

Code Principle o The Board should make formal and transparent arrangements
regarding how to apply principles related to financial reporting and
internal control, as well as how to maintain a proper relationship
with the Company’s auditors. The terms of reference of the Audit
Committee established by the issuer in compliance with the Listing
Rules should be specified clearly.

The best corporate ° The Board has established the Audit Committee to fulfill the
governance status functions of reviewing and monitoring the financial reporting and
internal control of the Company. During the reporting period, the
committee currently comprises all the independent non-executive
directors, namely Mr. Poon Chiu Kwok (as Chairman), Mr.
Eugene Liu and Mr. Liu Xian Fa. The independent non-executive
director Mr. Eugene Liu is a qualified accountant with substantial
experience in accounting and financial matters.

° During 2007, the Audit Committee met twice to discuss the annual
results of 2006 and interim results of 2007. The adequacy and
effectiveness of the Group’s internal control are also discussed in
these meetings.

° The Audit Committee makes at least one direct contact with
external auditors of the Company each year to understand the
procedures and principles for the preparation of the auditors’
report so as to serve as a basis for evaluation.
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Compliance procedures of the Code - code provisions

should be provided with
sufficient resources to
discharge its duties

Code provision Compliance Corporate governance procedures
Full minutes of the Audit  Yes The Secretary of the Board has been
Committee meetings responsible for compiling and keeping the
should be kept by a minutes and relevant meeting materials of
duly appointed secretary the Committee. The minutes reflected the
of the meeting and consideration and voting situation of the
should be confirmed meetings in an objective and detailed way
by all members of the and were signed by all directors attending
Committee the meetings for confirmation.
A former partner of the  Yes None of the Audit Committee members is
existing auditors should a former partner of the external auditors.
not sit on the Audit
Committee
The terms of reference  Yes The terms of reference of the
of the Audit Committee Remuneration Committee of the Company
should be made have been specified and disclosed in the
available 2007 annual report of the Company.
The Board should Yes The Audit Committee makes
obtain opinions from the recommendations on the selection or
Audit Committee on the removal of external auditors to the Board,
selection or removal of subject to approval after consideration by
external auditors the Board.
The Audit Committee  Yes The Audit Committee may seek necessary

independent advice pursuant to the
established procedures at the Company’s
expense.
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D. Delegation by the Board
D1.  Management Functions
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Code Principle

The best corporate °
governance status

Code provision

The issuer should specify matters reserved to the Board for its
decision and those delegated to the management and should
give directions to the management as to the matters that must be
approved by the Board.

The main functions and duties of the Board include convening
shareholders’ general meetings, being responsible for making the
Company’s operational plans, development strategies, investment
and financing plans and establishment of the internal management
organization; preparing the Company’s annual budget, final
accounts and profit distribution scheme; formulating corporate
merger, demerger, dissolution proposals and significant acquisition
or sale proposals; and implementing the resolutions passed at
shareholders’ general meetings.

The Board may delegate part of its functions and duties to
specialized committees and the management and specify matters
requiring approval by the Board.

Compliance procedures of the Code - code provisions

Compliance Corporate governance procedures

When the Board Yes ° The Board has delegated the day-to-
delegates aspects of day management responsibility to the
its management and management staff under the instruction
administration functions and supervision of the Chief Executive
to the management, it Officer and various Board committees.
must at the same time
give clear directions as o The management is accountable to the
to the authorities of the Board. When exercising its power, the
management management cannot surpass its terms
of reference and resolutions of Board
meetings.
The issuer should VYes ° The Company has specified the matters

separately identify
functions reserved
to the Board and
those delegated to
the management and
conduct reviews on a
regular basis

CATIC SHENZHEN HOLDINGS LIMITED

that required to be resolved at Board
meetings in the Articles of Association
and the Board conducted reviews
regularly on functions delegated to the
management.
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D2. Board Committees

Code Principle ° Board committees should be formed with specific written terms
of reference that deal clearly with the committees’ authorities and
duties.

The best corporate ° The Board of the Company has established 2 specialized

governance status committees, including the Audit Committee and the Remuneration

Code provision

The Board should
specify clearly the terms
of reference of the
committees so that the
committees can perform
their duties properly

The terms of reference
of the committees
should require them
to report to the Board
their decisions and
recommendations

Committee.

Each committee has defined rules for operation that deal
clearly with the committee’s authority and duties as well as the
procedures for handling matters.

Meetings of all committees will be convened regularly to report
their working progress and discussion results to the Board.
Most members have actively participated in committee affairs.
The Secretary of the Board offers comprehensive assistance to
facilitate commencement of the work of all committees.

Compliance procedures of the Code - code provisions

Compliance Corporate governance procedures

The two committees established
by the Board have adopted their
respective Detailed Rules of Operation
to provide guidance on their decision-
making procedures and performance
of duties. For the terms of reference
of the committees, please see “A4.
Appointment, Re-election and Removal”,
“B1. The Level and Make-up of
Remuneration and Disclosure” and “CS3.
Audit Committee”.

Yes °

Yes ° The committees have reported their
decisions and recommendations to the
Board after each meeting and submitted
to the Board for consideration the matters

that required to be decided by the Board.
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E. Communication with Shareholders
E1. Effective Communications

Code Principle ° The Board should endeavor to maintain on-going dialogues
with shareholders and in particular, by means of annual general
meetings or other general meetings to communicate with
shareholders and encourage their participation.

The best corporate o The Board endeavored to maintain on-going communications with

governance status shareholders and regarded the annual general meeting as a major
opportunity to contact individual shareholders. All shareholders
holding shares of the Company are entitled to attend the annual

general meeting.

° The Company issues the shareholders’ notices at least 45 days
before a shareholders’ general meeting. The Company issues the
notice and the attached annual report, which contain the matters
for consideration at the meeting and the voting procedures in
detail, at least 45 days before the annual general meeting.

Compliance procedures of the Code - code provisions

Code provision Compliance Corporate governance procedures

o In respect of each VYes ° Separate resolutions were proposed

116

substantially separate
issue at a general
meeting, a separate
resolution should
be proposed by the
Chairman of that
meeting

The Chairman of the
Board should attend the
annual general meeting
and arrange for the
Chairmen or members
of the committees to
be available to answer
questions at the meeting

CATIC SHENZHEN HOLDINGS LIMITED

at the shareholders’ general meeting
on each substantially separate issue,
including the election of individual
directors.

The Chairman of the Board has
attended and presided over the annual
general meeting and has arranged for
representatives of all committees and
the management of the Company to be
available to answer questions raised by
shareholders at the meeting.

Yes °
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E2.  Voting by Poll

Code Principle ° The issuer should notify shareholders on a regular basis
regarding procedures related to the voting by poll and ensure the
procedures are in compliance with the requirements related to
voting by poll stipulated in the Listing Rules and the issuer’s own

Articles of Association.

The best corporate °
governance status

The Company has formulated the “Corporate Governance
Practices” specifying the voting format and the voting procedures
of shareholders’ general meetings and ensured that the format
and procedures comply with the requirements contained in the
Listing Rules and the Articles of Association.

Compliance procedures of the Code - code provisions

Code provision Compliance Corporate governance procedures

The procedures for Yes The circular of a shareholders’ general
voting by poll and the meeting contained the details of the
right of shareholders matters for consideration at the meeting
demanding voting and the voting procedures. The relevant
by poll should be procedures were also explained at the
disclosed in the circular meeting. The Chairman of the meeting
of the shareholders’ disclosed the voting rights represented by
general meeting. The proxies during voting.

Chairman of a meeting

and/or directors

who individually or

collectively hold proxies

should disclose the

votes represented by all

proxies held by directors

at the meeting

Ensure the votes cast VYes The Company appointed appropriate
are properly counted body as scrutineers to properly count and
and recorded record the valid votes.

The Chairman of a Yes The Chairman of the meeting took care

meeting should explain
the procedures for
voting by poll and for
raising questions by
shareholders before the
commencement of the
meeting

of the meeting procedures and questions
raised by shareholders, and conducted a
poll after all shareholders had gained a full
understanding of the resolutions.
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The board of directors (“the Board”) of the Company presents their report together with the audited financial
statements of CATIC Shenzhen Holdings Limited (“the Company”) and its subsidiaries (together “the Group”) for the
year ended 31st December 2007.

PRINCIPAL ACTIVITIES
The principal activity of the Company is investment holding. Details of the current principal activities of its
subsidiaries are set out in note 11 to the financial statements.

The Group is principally engaged in the design, manufacture and sale of certain industry and consumer electronic
products, including LCD, PCB and mechanical and quartz timepieces. The Company has acquired Industrial
Company and increased its equity interest in CATIC Real Estate in the view to consolidate and develop the
commercial real estate business. In addition, the Company has established CATIC Resources Company as its first
step into Agriculture-related resource business.

Details of the contribution from each of the businesses to profit attributable to shareholders of the Group for the
year ended 31st December 2007 are set out in the business review under the section “Management Discussion
and Analysis”.

SUBSIDIARIES
Information on the principal subsidiaries and associated companies of the Company is set out in note 11 and 12 to
the financial statements respectively.

GEOGRAPHICAL LOCATION OF MARKETS

Information on major markets of the Group is set out in note 6 to the financial statements.

RESULTS
Details of the Group’s results for the year ended 31st December 2007 are set out in the consolidated income
statement of the financial statements.

DISTRIBUTABLE RESERVES

As at 31st December 2007, the distributable reserves of the Group were approximately RMB177,890,000 (2006:
approximately RMB58,481,781) as reported in the statutory accounts prepared in accordance with generally
accepted accounting principles in the People’s Republic of China.

RESERVES
Details of movements during the year in the reserve of the Group and the Company are set out in the statement of
changes in equity and note 22 to the financial statements.

CATIC SHENZHEN HOLDINGS LIMITED
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DIVIDENDS

Given that the Group has declared an interim dividend (RMB6 cents per share, totaling RMB14,160,000 on the
basis of shares in issue then of 236 million) for the six months ended 30th June 2007 through Bank of China (Hong
Kong) Trustees Limited on 9th November 2007, the Board did not recommend a final dividend for the year ended
31st December 2007.

FIVE YEAR FINANCIAL SUMMARY
A summary of the Group’s operating results, assets and liabilities for the past five years ended 31st December
2007 is set out in the section headed “Financial Highlights” of this Annual Report.

MANAGEMENT CONTRACTS
During the year, the Company did not sign or maintain any contracts in respect of the management or administration
of overall business or any major business.

MAJOR CUSTOMERS AND SUPPLIERS

The Group’s purchases from the five largest suppliers accounted for approximately 30.4% of the Group’s total
purchases for the year ended 31st December 2007, and the purchase from the largest supplier accounted for
approximately 9.92% of the Group’s total purchases (2006: approximately 7.12%).

The Group’s five largest customers accounted for approximately 26.82% (2006: approximately 30.89%) of the
Group’s revenue for the year ended 31st December 2007. Approximately 11.91% (2006: approximately 13.62%) of
the Group’s revenue was attributed to the largest customer.

As at 31st December 2007, the Company held about 2.7% equity interest in the largest customer of the Group.
Save as aforesaid, as at 31st December 2007, none of the Directors, their associates, or any shareholders (who, to
the knowledge of the Directors, owns more than 5% of the Company’s share capital) had any beneficial interest in
the Group’s five largest customers and five largest suppliers.

INVESTMENT PROPERTIES

Details of major properties held for investment of the Group are set out in note 9 to the financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements during the year in fixed assets of the Group are set out in note 8 to the financial statements.

PLEDGED ASSETS

Information on the pledged assets of the Group for the year is set out in note 8 to the financial statements.

BANK LOANS

Information on the bank loans of the Group for the year is set out in note 23 to the financial statements.
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ENTRUSTED DEPOSITS AND OVERDUE TERM DEPOSITS

During the year ended 31st December 2007, the Company did not have any entrusted deposits or overdue term

deposits in any form.

TAXATION

Details of the Group’s taxation for the year are set out in note 31 to the financial statements.

TAXATION POLICY

The Company’s taxation was determined under the relevant income tax laws of PRC and the tax relief policy of the
Shenzhen Special Economic Zone, as applicable including 15% enterprise income tax, while companies established

in other areas are subject to income tax at a rate of 33%.

SUBSTANTIAL SHAREHOLDER
As at 31st December 2007, as far as was known to the Directors or the chief executive of the Company, the
following are the details of the persons (other than the Directors, supervisors or chief executive of the Company)
who had an interest or short position in the shares and underlying shares of the Company which would fall to
be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the Securities and Futures
Ordinance (“SFQO”) or had otherwise notified to the Company:

Long position in the shares:

Approximate

Approximate

Number percentage of percentage of
Name of and class the same class total registered
shareholder Capacity of securities of securities share capital
Substantial Shareholders
China Aviation Industry Interest of 395,709,091 100% 58.29%
Corporation | controlled domestic legal
(FEMEIEE—SERT) corporation person shares
(Note 1)
China Aviation Industry Interest of 395,709,091 100% 58.29%
Corporation |l controlled domestic legal
(PR ETHE—_E=FNA)) corporation person shares
(Note 2)
China National Aero-Technology Interest of 395,709,091 100% 58.29%
Import and Export Corporation controlled domestic legal
(REfZE T A 48R F]) corporation person shares
(Note 3)
Shenzhen CATIC Beneficial 395,709,091 100% 58.29%
(Note 4) owner domestic legal

CATIC SHENZHEN HOLDINGS LIMITED
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SUBSTANTIAL SHAREHOLDER (continued)

Long position in the shares: (continued)

Approximate

2007 FF %R

Approximate

Number percentage of percentage of
Name of and class the same class total registered
shareholder Capacity of securities of securities share capital
Other Shareholders
Li Ka-Shing Interest of 15,156,000 5.35% 2.23%
controlled H shares
corporation and (Note 5)
founder of
discretionary
trusts
Cheung Kong (Holdings) Interest of 15,156,000 5.35% 2.23%
Limited controlled H shares
corporation (Note 5)
Li Ka-Shing Unity Trustee Trustee and 15,156,000 5.35% 2.23%
Corporation Limited beneficiary of H shares
a trust (Note 5)
Li Ka-Shing Unity Trustcorp Trustee and 15,156,000 5.35% 2.23%
Limited beneficiary of H shares
a trust (Note 5)
Li Ka-Shing Unity Trustee Trustee and 15,156,000 5.35% 2.23%
Company Limited beneficiary of H shares
a trust (Note 5)
FREFEREERBR QA Beneficial owner 23,726,000 8.38% 3.49%
H Shares
Jiang Jian Jun (Note 6) Interest of controlled 23,726,000 8.38% 3.49%
corporation H Shares
Note:
(1) China Aviation Industry Corporation | (FREIffizs T35 —%E /2 7)) owns 50% interest in China National Aero-Technology
Import and Export Corporation (A BfnZe f4i7# i D482 F)) which in turn owns 100% interest in Shenzhen CATIC.
Hence it is deemed to be interested in the shares owned by Shenzhen CATIC;
2 China Aviation Industry Corporation Il (FFEIfnZE T 5 — &£ @A F]) owns 50% interest in China National Aero-

Technology Import and Export Corporation (7 B8 i 28 5 i3 ) D 42 /2 7)) which in turn owns 100% interest in Shenzhen
CATIC. Hence it is deemed to be interested in the shares owned by Shenzhen CATIC;
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SUBSTANTIAL SHAREHOLDER (continued)

Long position in the shares: (continued)

Note:

(3) China National Aero-Technology Import and Export Corporation (F Elfiiz= £ fiTi# £ D422 7)) owns 100% interest in
Shenzhen CATIC. Hence it is deemed to be interested in the shares owned by Shenzhen CATIC;

(4) Mr. Wu Guang Quan, Mr. Lai Wei Xuan, Mr. Sui Yong, Mr. Cheng Bao Zhong, Mr. Liu Rui Lin, Mr. Xu Dong Sheng, Mr.
You Lei and Mr. Wang Bao Ying as executive directors of the Company did not hold any shares of the Company nor any
equity interest in Shenzhen CATIC.

5) The above five references to the same equity interest of 15,156,000 H shares in the Company comprise:

(A) The 7,578,000 H shares held by Empire Grand Limited (“Empire Grand”), a wholly-owned subsidiary of Cheung
Kong Investment Company Limited, which in turn is a wholly-owned subsidiary of Cheung Kong (Holdings) Limited
(*CKH”); and

B) The 7,578,000 H shares held by Hutchison International Limited (“HIL”) which is a wholly-owned subsidiary of
Hutchison Whampoa Limited (“HWL”).

Li Ka-Shing Unity Holdings Limited, of which each of Mr. Li Ka-Shing, Mr. Li Tzar Kuoi, Victor and Mr. Li Tzar
Kai, Richard is interested in one-third of the entire issued share capital, owns the entire issued share capital of
Li Ka-Shing Unity Trustee Company Limited (“TUT1”). TUT1 as trustee of the Li Ka-Shing Unity Trust, together
with certain companies which TUT1 as trustee of the Li Ka-Shing Unity Trust is entitled to exercise or control the
exercise of more than one-third of the voting power at their general meetings, hold more than one-third of the
issued share capital of CKH. Certain subsidiaries of CKH are entitled to exercise or control the exercise of more
than one-third of the voting power at the general meetings of HWL.

In addition, Li Ka-Shing Unity Holdings Limited also owns the entire issued share capital of Li Ka-Shing Unity
Trustee Corporation Limited (“TDT1”) as trustee of the Li Ka-Shing Unity Discretionary Trust (“DT1”) and Li Ka-
Shing Unity Trustcorp Limited (“TDT2”) as trustee of another discretionary trust (“‘DT2”). Each of TDT1 and TDT2
holds units in The Li Ka-Shing Unity Trust.

By virtue of the SFO, each of Mr. Li Ka-shing, being the settler and may being regarded as a founder of each
of DT1 and DT2 for the purpose of the SFO, TUT1, TDT1, TDT2 and CKH is deemed to be interested in the
aggregate 15,156,000 H shares of the Company held by Empire Grand and HIL.

6) Jiang Jian Jun was interested by virtue of his 100% beneficial interest in ZEiR &= FHIR E R AR A 7.

SHARE CAPITAL

Details of the share capital of the Company are set out in note 21 to the financial statements.
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ISSUE, PURCHASE, SALE OR REDEMPTION OF SHARES

As at 27th December 2007, the Company has issued and allotted 47,199,999 overseas listed foreign invested
shares (“H Shares”) (including 42,909,090 new shares (“New Shares”) issued by the Company and 4,290,909
treasury shares (“Sale Shares”) sold by holders of state-owned shares) to not less than six independent professonal,
institutional and/or individual investors at an issue price of HK$6.00 per share. The placing will enable the Group to
raise further equity capital and strengthen the capital base of the Company. The net proceeds of the placing of New
Shares was used as the Company’s general working capital. The entire net proceeds from the placing of the Sale
Shares was remitted to the National Social Security Fund Council of the PRC. Save as disclosed above, neither the
Company nor any of its subsidiaries had purchased, sold or redeemed any of the Company’s listed shares during
the year.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s Articles of Association and the laws of the PRC,
which provides the existing shareholders with pre-emptive rights to purchase new shares in any new issue of the
Company according to their respective proportions of shareholding.

DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS

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

Executive Directors

Mr. Wu Guang Quan Chairman
Mr. Lai Wei Xuan

Mr. Sui Yong

Mr. Cheng Bao Zhong

Mr. Liu Rui Lin

Mr. Xu Dong Sheng

Mr. You Lei

Mr. Wang Bao Ying

Independent Non-executive Directors

Mr. Poon Chiu Kwok

Mr. Eugene Liu (resigned on 17th March 2008)

Ms. Wong Wai Ling (appointed on 19th March 2008 )
Mr. Liu Xian Fa

Non-executive Directors

Mr. Wang Bin Bin
Mr. Li Cheng Ning
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DIRECTORS AND DIRECTORS’ SERVICE CONTRACTS (continued)
Each of the executive Directors has entered into a service contract with the Company. Unless otherwise specified,
terms of such contracts, which are identical in all material respects, are as follows:

(i) Each of the service contracts will expire at the conclusion of the 2008 annual general meeting to be held in
2009;

(i) The annual basic salaries and aggregate allowances payable to the executive Directors is RMB2,560,000
(details set out in note 28 to the financial statements); and

(i) Each of the executive Directors is entitled to a discretionary annual bonus determined by the Board based
on the Group’s salary policy.

The service contract of the independent non-executive Directors Mr. Poon Chiu Kwok and Mr. Liu Xian Fa will
expire at the conclusion of the 2008 annual general meeting to be held in 2009.

Mr. Eugene Liu resigned as an independent non-executive Director and a member of the audit committee and the
remuneration committee of the Company with effect from 17th March 2008 due to a potential conflict of interest.
Ms. Wong Wai Ling has been appointed as an independent non-executive director and a member of the audit
committee and the remuneration committee of the Company by the Board on 19th March 2008. Ms. Wong Wai
Ling’s term of appointment is effective from 19th March 2008 to the conclusion of the 2007 annual general meeting
of the Company to be held in 2008. The appointment of Ms. Wong Wai Ling by the Board will be presented in the
2007 annual general meeting for ratification. The Board of the Company will also propose to extend Ms. Wong
Wai Ling’s term of appointment to the conclusion of the 2008 annual general meeting to be held in 2009. Such
resolutions will be presented in the 2007 annual general meeting for approval.

The emolument payable to aforesaid independent non-executive Director is approximately in aggregate
RMB320,000 per annum (including: HKD300,000, equivalent to approximately RMB270,000) (details set out in note
28 to the financial statements).

Each service contract of the non-executive Directors will expire at the conclusion of the 2008 annual general
meeting to be held in 2009. The emolument payable to the non-executive Directors is RMB100,000 per annum
(details set out in note 28 to the financial statements).

No Director or Supervisor of the Company has a service contract with the Company which is not determinable by
the Company within one year without payment of compensation, other than statutory compensation.

PROFILE OF DIRECTORS AND SENIOR MANAGEMENT
Profiles of the Directors and Senior Management are set out in the section headed “Directors, Supervisors and
Senior Management” in this Annual Report.
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DIRECTORS’ AND SUPERVISORS’ INTERESTS IN SHARES

As at 31st December 2007, so far as is known to the Directors and the chief executive of the Company, none of
the Directors or supervisors or chief executive of the Company is interested in the shares, underlying shares or
debentures of the Company and any of its associated corporations (within the meaning of Part XV of the SFO)
which were required to be notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part
XV of the SFO (including interests or short positions which the Directors or supervisors or chief executives were
taken or deemed to have under such provisions of the SFO) or which are required to be entered into the register
maintained by the Company under section 352 of the SFO or which are required to be notified to the Company and
the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers.

DIRECTORS’ AND SUPERVISORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES
At no time during the year ended 31st December 2007 was the Company and any of its subsidiaries or its holding
company a party to any arrangement to enable any of the Company’s Directors, Supervisors or members of its
management to acquire benefits by means of the acquisition of shares in, or debentures of, the Company or any
other body corporate.

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN CONTRACTS

No contracts or arrangements of significance in relation to the Company’s business to which the Company was
a party and in which the Directors and Supervisors of the Company had material interests, whether directly or
indirectly, subsisted at the end of the year or at any time during the year.

EMOLUMENTS OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Details of the emoluments of Directors and Supervisors are set out in note 28 to the financial statements.

CHANGES OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT MEMBERS
Mr. Huang Yong Feng, a joint company secretary of the Company, has resigned as joint company secretary on
13th September 2007. In the Board meeting held on 13th September 2007, the Board passed a resolution to
approve the resignation of Mr. Huang Yong Feng as joint company secretary.

Mr. Eugene Liu resigned as an independent non-executive Director and a member of the audit committee and the
remuneration committee of the Company with effect from 17th March 2008 due to a potential conflict of interest.
Ms. Wong Wai Ling has been appointed as an independent non-executive director and a member of the audit
committee and the remuneration committee of the Company by the Board on 19th March 2008. Ms. Wong Wai
Ling’s term of appointment is effective from 19th March 2008 to the conclusion of the 2007 annual general meeting
of the Company to be held in 2008. The appointment of Ms. Wong Wai Ling by the Board will be presented in the
2007 annual general meeting for ratification. The Board of the Company will also propose to extend Ms. Wong
Wai Ling’s term of appointment to the conclusion of the 2008 annual general meeting to be held in 2009. Such
resolutions will be presented in the 2007 annual general meeting for approval.
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EMPLOYEES AND SALARIES

As at 31st December 2007, the Group had a total of approximately 10,325 employees (2006: 8,619 employees),
with employee related costs of approximately RMB397,817,000 (2006: RMB293,290,000). The Group formulated
its competitive salary policy based on the reference of market condition and individual employee’s performance.

SOCIAL INSURANCE SCHEMES
Details of the Retirement Fund Scheme and Health Insurance Scheme maintained by the Group are set out in note
30 to the financial statements.

SIGNIFICANT CONNECTED TRANSACTIONS
During the year ended 31st December 2007, particulars of significant contracts entered into between the Group
and its controlling shareholders or any of its subsidiaries are as follows:

1. Letting and Lease
Details of the leases entered into between the Group and Shenzhen CATIC’s connected companies as at
31st December 2007 are set out in note 38(a) to the financial statements.

2. Loans from Shenzhen CATIC to the Group’s subsidiaries
Details of the loans from Shenzhen CATIC to the Group’s subsidiaries as at 31st December 2007 are set out
in note 38(c) to the financial statements.

3. Guarantees provided by Shenzhen CATIC for the Group’s subsidiaries
Details of the guarantees provided by Shenzhen CATIC for the Group’s subsidiaries as at 31st December
2007 are set out in note 38(a) to the financial statements.

4. Details of other significant connected transactions of the Group during the year are set out under the section
of “OTHER SIGNIFICANT EVENTS”.

INDEPENDENT DIRECTORS’ CONFIRMATION IN RESPECT OF THE CONNECTED
TRANSACTIONS

The independent non-executive Directors of the Company have reviewed the above connected transactions and
confirm that the transactions have been entered into in the ordinary and usual course of business of the Company
on normal commercial terms and in accordance with the relevant agreement governing them, and such transactions
are fair and reasonable and in the interests of the shareholders of the Company as a whole.
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CONTINUING CONNECTED TRANSACTIONS

Concessionaire Framework Agreement

On 10th August 2006, Fiyta, a non-wholly owned subsidiary of the Company, entered into the Concessionaire
Framework Agreement with Shenzhen Rainbow Department Stores Co, Ltd (“Shenzhen Rainbow”), pursuant
to which Fiyta is allowed to occupy designated areas in the Rainbow Department Stores owned by Shenzhen
Rainbow and establish its own sales counters for the sale of Fiyta watches and world-famous watches, etc. for a
term commencing from 10th August 2006 to 31st December 2008. It is agreed that the annual cap of the turnover
commission payable by Fiyta to Shenzhen Rainbow under the Concessionaire Framework Agreement will not
exceed RMB3,000,000, RMB7,000,000 and RMB9,000,000 respectively for the twelve-month periods ending 31st
December 2006, 31st December 2007 and 31st December 2008, respectively.

Since Shenzhen Rainbow was controlled by Shenzhen CATIC, a promoter and a controlling shareholder of the
Company, it was considered as a connected person of the Company under Chapter 14A of the Listing Rules and
the Concessionaire Framework Agreement constituted a continuing connected transaction of the Company. The
Company has complied with the reporting and announcement requirements according to the Listing Rules.

The independent non-executive Directors of the Company have reviewed the above continuing connected
transaction and confirm that the transaction has been entered into:

(1) in the ordinary and usual course of business of the Company;

2 either on normal commercial terms or, if there are not sufficient comparable transactions to judge whether it
is on normal commercial terms, on terms no less favourable to the Company than terms available to or from
(as appropriate) independent third parties; and

3) in accordance with the relevant agreement governing them on terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.

During the year, the turnover commission paid by Fiyta to Shenzhen Rainbow under the Concessionaire Framework
Agreement did not exceed the annual cap of RMB7,000,000.

FOREIGN CURRENCY RISK
The Group has no significant foreign currency risk due to that the Group’s most products are distributed in
domestic market and its export is mainly settled by US$ and HK$.

CONTINGENT LIABILITIES

The Company provided a one-year guarantee for a loan of RMB310,000,000 in favour of Fiyta, a subsidiary of the
Company, a one-year guarantee for a loan of RMB50,000,000 in favour of Shennan Circuit, a subsidiary of the
Company, and a long-term guarantee for a syndicated loan of RMB355,860,000 in favour of Shanghai Tianma, a
subsidiary of the Company, respectively.

Shen Tian Ma, a subsidiary of the Company, provided a long-term guarantee for a syndicated loan of
RMB508,370,000 in favour of Shanghai Tianma.

MATERIAL LITIGATION

During the year, the Company did not have any material litigation or arbitration.
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OTHER SIGNIFICANT EVENTS

1. Acquisition of 75% of the investment interest and the transferred debt in the Industrial Company
On 30th January 2007, the Company entered into a transfer agreement with ER BB SR ER B ESE
# (Insolvency and Liquidation Committee of Guangdong International Trust Investment Company), J#3IIT—
SRIEEBBR A A (Shenzhen Yilang Investment Company Limited) (“Shenzhen Yilang”) and Shenzhen CATIC
and a cooperation agreement with Shenzhen Yilang and Shenzhen CATIC, pursuant to which the Company
would acquire the 75% investment interest in Industrial Company and a debt of RMB630,000,000. This
transaction constitutes major and connected transactions. The Company has complied with the reporting,
announcement and independent shareholders’ approval requirements according to the Listing Rules.
Further details please refer to the circular of the Company dated 29th March 2007. The aforesaid transfer
agreement and cooperation agreement and the transactions contemplated thereunder were approved at the
extraordinary general meeting held on 14th May 2007. As at the date of this Annual Report, the procedures
of equity transfer registration, industrial and commercial registration change and relevant property ownership
certificate had been completed.

2. Proposed change of company name and proposed amendment to articles of association

On 30th March 2007, the Board proposed to change the Chinese name of the Company from J&3I|F i %A%
BAMRAR to FIFMEBBKHNDBRAR]. The English name of the Company remains unchanged. Further
details please refer to the circular of the Company dated 4th April 2007. The resolution in relation to the
change of the Company’s name was passed in the general meeting held on 21st May 2007. On 8th August
2007, the Company completed the procedure of business license change in the relevant administrative
authority for industry and commerce in the PRC. The Company has also obtained the Certificate of
Registration of Change of Name of Oversea Company from the Registrar of Companies of Hong Kong on
22nd August 2007 evidencing such change. The Chinese stock short name for the Company’s H shares
listed on The Stock Exchange of Hong Kong Limited was changed from “/&3IIFERERD” to “FIIFME
BEIR% 7" with effect from 21st September 2007.

3. Subscription of Nanguang Issue

On 29th June 2007, the Board announced that it intended to increase its scale of investment in the issue
of Shenzhen Nanguang (Group) PLC (“Nanguang Company”, now called Shenzhen CATIC Real Estate Co.,
Ltd.), to subscribe for not more than 106,382,978 but not less than 53,333,333 new shares of Nanguang
Company (“Nanguang New Shares”), at a price range of RMB7.52 to RMB15.00 per Nanguang New
Share (“New Subscription Proposal”). The New Subscription Proposal also constitutes a discloseable and
connected transaction of the Company. Further details please refer to the circular of the Company dated
20th July 2007. The resolution approving the New Subscription Proposal was considered and passed by
the independent shareholders of the Company at the extraordinary general meeting of the Company held
on 7th September 2007 and superseded the ordinary resolution approving the subscription passed in the
extraordinary general meeting held on 8th January 2007.

As at 21st September 2007, Nanguang Company completed the issue. The Company has subscribed
for 34,796,318 Nanguang New Shares at the price of RMB7.52 each. The total consideration was
approximately RMB262 million. Before the Subscription, the Company held 14,899,622 shares in Nanguang
Company, representing 10.69% of Nanguang Company’s total share capital. After the subscription, the
Company held 49,695,940 shares in Nanguang Company, representing 22.35% of Nanguang’s total share
capital.
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OTHER SIGNIFICANT EVENTS (continued)

4. Specific Mandate to issue New H Shares and New Domestic Shares
On 10th September 2007, the extraordinary general meeting and the class meetings of the Company duly
passed a special resolution to grant the Board of the specific mandates to issue not more than 200,000,000
H shares (“New H shares”) and not more than 150,000,000 domestic shares (“New Domestic Shares”).

The New H Shares will not be issued at a discount of more than 20% to (i) the closing price of the H Shares
of the Company on the date of signing of the relevant placing agreement; or (ii) the average closing price of
the H Shares of the Company for the 5 trading days prior to the signing of relevant placing agreement, but
in any event, the issue price will not be less than the latest audited net asset value per Share.

The New Domestic Shares will not be issued at a price more than the issue price of the New H Shares and
in any event, such issue price will not be less than the latest audited net asset value per Share.

The Issue of New H Shares and New Domestic Shares are subject to the obtaining of the necessary
approvals from the relevant PRC regulatory authorities. As at the date of this annual report, the Company
has not made the relevant application to the China Securities Regulatory Commission, National Social
Security Fund Council of the PRC and State-owned Assets Supervision and Administration Commission.
Depending on market conditions, the Directors may or may not exercise the mandates to issue the New H
Shares and/or the New Domestic Shares.

Further details please refer to the circular of the Company dated 26th July 2007.

5. Share Segregation Reform of Fiyta
On 28th September 2007, the Board of the Company has proposed the fourth proposal in relation to the
share segregation reform of Fiyta, pursuant to which the Company, being the only holder of non-circulating
shares of Fiyta, proposes to offer 3.1 shares for every 10 shares held by the holders of Fiyta A shares (being
18,832,500 shares in aggregate, representing 7.55% of the total shares of Fiyta) in exchange for the holders
of Fiyta A shares to agree that all the non-circulating shares of Fiyta be changed to listed A Shares.

In November 2007, after the Fourth Fiyta Proposal had been implemented, (i) the Company’s interest in
Fiyta was reduced from 52.24% to 44.69%. Fiyta, however, remains a subsidiary of the Company as it
is still under the control of the Company; (i) the Company’s non-circulating shareholding in Fiyta will be
changed into circulating and tradable A Shares in the PRC; and (i) based on the net asset per share of
Fiyta as reported in the annual report 2006 of Fiyta, the net asset value of the Company will be reduced by
approximately RMB41,054,850.

6. Placing of approximately 47,200,000 H shares
At the 2006 annual general meeting of the Company held on 3rd August 2007, a special resolution was
passed to grant the Directors a general mandate to allot, issue and deal with a maximum of 47,200,000 H
Shares (being 20% of the aggregate nominal value of H Shares in issue of the Company as at 3rd August
2007).

On 27th December 2007, the Company has issued and placed 47,199,999 H shares at a price of HK$6 per
share in accordance with the placing agreement. The placing shares comprise (1) 42,909,090 new H Shares
issued by the Company and (2) 4,290,909 existing shares sold by the holders of state-owned shares.
Further details please refer to the announcements of the Company dated 18th December 2007 and 27th
December 2007, respectively.
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OTHER SIGNIFICANT EVENTS (continued)
6. Placing of approximately 47,200,000 H shares (continued)
The changes of the shareholding of the Company as a result of the Placing are as follows:

Immediately before Immediately after
completion of completion of
the Placing the Placing
Percentage Percentage
of issued of issued
No. of capital No. of capital
shares (%) shares (%)
Holder of Domestic Shares or H Shares
Shenzhen CATIC, being the sole holder
of Domestic Shares 400,000,000 62.89% 395,709,091 58.29%
Holders of H Shares 236,000,000 37.11% 283,199,999 41.71%
636,000,000 100% 678,909,090 100%

As to above connected transactions, the Company has complied with the reporting, announcement and
independent shareholders’ approval requirements according to the Listing Rules of the Stock Exchange and
such continuing connected transactions did not exceed the defined caps.

SUBSEQUENT EVENTS

1. Acquisition of CATIC Real Estate Shares
On 21st January 2008, the Company entered into a share transfer agreement with Shenzhen CATIC and
Shenzhen CATIC City Development Limited (“CATIC City”), pursuant to which the Company agreed to
acquire 45,835,127 and 15,942,619 shares in CATIC Real Estate (“CATIC Real Estate Share”) (formerly
known as Shenzhen Nanguang (Group) PLC), respectively from Shenzhen CATIC and CATIC City at
the price of RMB20 per share, representing all CATIC Real Estate Shares currently held by Shenzhen
CATIC and CATIC City and approximately 20.62% and 7.17% of the issued share capital of CATIC Real
Estate respectively. The total consideration was RMB1,235,554,920. The Company will allot and issue
146,620,034 and 50,998,164 domestic legal person shares (being 197,618,198 domestic legal person
shares in aggregate) to Shenzhen CATIC and CATIC City at a price of HK$6.725 per share to satisfy the
above considerations. The Proposed Share Transfers constitute a major and connected transaction of the
Company. The Company has complied with the reporting, announcement and independent shareholders’
approval requirements according to the Listing Rules. Further details please refer to the circular of the
Company dated 9th April 2008.
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SUBSEQUENT EVENTS (continued)

2. Acquisition of 95% equity interests in CATIC Sanjia
On 21st January 2008, CATIC Resources Company, a wholly-owned subsidiary of the Company, entered
into acquisition agreements with Shenzhen CATIC Investment Management Company Limited, Mr. Yang
Yong Gang and Qinghai Province Leng Hu Tiantian Potash Company Limited, pursuant to which CATIC
Resources Company has agreed to acquire 60%, 30% and 5% equity interest (being 95% equity interest
in aggregate) in the CATIC Sanjia from the three shareholders aforesaid respectively at a consideration of
RMB522,500,000. The Acquisitions constitute discloseable and connected transactions of the Company.
The Company has complied with the reporting, announcement and independent shareholders’ approval
requirements according to the Listing Rules. Further details please refer to the circular of the Company
dated 3rd April 2008.

COMPLIANCE WITH THE CODE

The Company has complied with all the code provisions of the Code on Corporate Governance Practices
(the"Code”), as set out in Appendix 14 of the Listing Rules throughout the financial year ended 31st December
2007, save and except that the provision of Code 14A.2.1 requiring the roles of chairman and chief executive
officer should be separate and should not be performed by the same individual. In order to better comply with the
provisions of the Code and to accelerate the operation and development of the Company, in the Board meeting
held on 13th April 2007, the Board passed a resolution to approve the resignation of Mr. Wu Guang Quan as
General Manager. The Board is currently in the process of seeking a new General Manager. Since the Company is
a holding company without daily operation businesses, the temporary vacant of General Manager has no material
effect on the Company.

Further details are set out in the section headed “Corporate Governance Report” of this annual report.

CONDUCT ON SHARE DEALINGS

The Model Code for Securities Transactions by Directors of Listed Companies set out in Appendix 10 of the Listing
Rules has been adopted as a code of securities transactions for Directors and supervisors of the Company. The
Company, having made specific enquiries with its Directors and supervisors, confirms that, throughout the financial
year ended 31st December 2007, all directors and supervisors met the criteria laid down in the said code of
securities transactions by Directors and supervisors.

AUDIT COMMITTEE

The Board has formed an audit committee in accordance with the Listing Rules to fulfill the functions of reviewing
and monitoring the financial reporting procedure and internal control of the Company. The Audit Committee has
reviewed and confirmed the Company’s financial statements for the twelve months ended 31st December 2007.
The Audit Committee members currently comprises all the independent non-executive Directors, namely Mr. Poon
Chiu Kwok, Ms. Wong Wai Ling and Mr. Liu Xian Fa.

INDEPENDENCY OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Board of the Company has obtained written confirmations from all independent non-executive Directors
concerning their independence in accordance with Rule 3.13 of the Listing Rules of the Stock Exchange. The
Directors believe that the incumbent independent non-executive directors are independent based on the guidelines
set out in rule 3.13 of the Listing Rules.
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PUBLIC FLOAT
Based on the publicly available information and to the best knowledge of the Board of the Company, the Company
has maintained sufficient public float as at the latest practicable date of this annual report.

AUDITORS

On 10th May 2007, PricewaterhouseCoopers ("PwC") has been appointed as the auditors of the Company to fill in
the vacancy left by the termination of Deloitte Touche Tohmatsu ("Deloitte")(further details please refer to the 2006
Annual Report of the Company). The attached financial statements of the Company for 2007 have been audited by
PwC. A resolution to re-appoint PwC as the Company' s auditors will be proposed at the forthcoming 2007 Annual
General Meeting.

By Order of the Board
Wu Guang Quan
Chairman

Shenzhen, PRC, 15th April 2008
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AUDIT COMMITTEE REPORT

During the year 2007, the audit committee comprises Mr. Poon Chiu Kwok , Mr. Eugene Liu and Mr. Liu Xian Fa,
and it is chaired by Mr. Poon Chiu Kwok.

The principal responsibilities of the audit committee are:

° To consider the internal audit work plan of the Company for the year;

° To monitor the internal audit quality and the disclosure of financial information of the Company, and review
the interim and annual financial statements before submitting to the Board;

° To monitor the appointment or dismissal of the head of internal audit department, and make
recommendations thereof;

° To review the effectiveness of internal control procedures of the Company, and accept complaints thereof;

° To review and monitor the external auditor’s independence and objectivity and the effectiveness of the audit
process in accordance with applicable standard;

° To develop and implement policy on the engagement of an external auditor to supply non-audit services;
° To be responsible for making recommendations to the Board on the appointment, reappointment and
removal of the external auditor, and to approve the remuneration and terms of engagement of the external

auditor, and any questions of the resignation or dismissal of the external auditor;

° To monitor the integrity of financial statement, annual report and interim report of the Company, and to
review significant financial reporting judgements contained in them.

The audit committee conducted two meetings during the year of 2007, at which the audit committee had reviewed
the audit financial statements of the Group for 2007.

During the year of 2007, the details of the audit committee meetings are as follow:

Subcommittee Audit Committee
Members Poon Chiu Kwok, Eugene Liu, Liu Xian Fa
Number of meetings held 2
Date of meetings held 3rd June 2007
14th August 2007
Proposals for consideration 1. The Proposal of the Financial Report for 2006, Result Announcement for

2006 and Directors’ Report

2. Profit Appropriation Plan of the Company for 2006

Interim Financial Report of the Company for 2007

4. The Proposal of the Compliance of the Connected Transactions of the
Company

5. The Proposal of the Recognition Approach for the Loss of the Share
Segregation Reform in 2006

w

6. The Proposal of the Gain or Loss of the Short-Term Investment in the
Shares of Amoisonic Electronics in 2006
7. The Proposal of Enhancing Corporate Governance
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REMUNERATION COMMITTEE REPORT
During the year 2007, the Remuneration Committee comprises Mr. Wu Guang Quan, Mr. Sui Yong, Mr. Poon Chiu
Kwok, Mr. Eugene Liu and Mr. Liu Xian Fa, and it is chaired by Mr. Wu Guang Quan.

The principal responsibilities of the remuneration committee are:

° To make recommendations to the board on the policy or scheme for all remuneration of directors,
supervisors, chief executive and other senior management, including but not limited to the criterions,
procedures and primary assess system for performance appraisal, principle schemes and policies of award
and discipline;

° To review the execution of duties by the directors, supervisors, chief executive and other senior
management, and assess their performance annually, and to be responsible for monitoring the
implementation of the Company’s remuneration policies;

° To have the delegated responsibility to determine the specific remuneration packages of all executive
directors, supervisors, chief executive and other senior management, including benefits in kind, pension
rights and compensation payments, including any compensation payable for loss or termination of their
office or appointment;

o To ensure that no director or any of his/her associates is involved in determining his/her own remuneration;
and other things authorized by the Board of Directors.
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To All Shareholders:

During the reporting period, all members of the Supervisory Committee of CATIC Shenzhen Holdings Limited (the
“Company”) have faithfully discharged their supervisory duties vested in them by the Articles of Association of the
Company in compliance with the provisions of the Company Law of the People’s Republic of China, the Securities
Law of People’s Republic of China, the Articles of Association of the Company and the Listing Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited, to safeguard the interests of the Company and
its shareholders and abiding by the principle of good faith in performing its work prudently and diligently.

During the reporting period of the supervisory committee, the supervisory committee made fully use of the
business specialty of each member of the supervisory committee and carried on various works smoothly. The
members of the supervisory committee exercise supervision, by presenting board meetings and convening
supervisory committee meetings, on major policies and decisions of the Company’s management to determine their
consistency with the law and regulations of the State, the Articles of Association of the Company and the interests
of the shareholders. The supervisory committee has reviewed the interim report, annual report, auditor’s report and
budget proposal of the Company and made reasonable and practical recommendations, bringing forward reference
opinions for the long term development strategy of the Group.

The supervisory committee has expressed following opinions in respect of the affairs of the Company in 2007:

° The Supervisory Committee has reviewed the accounting evidence, books and records, statements and
other accounting information of the Company. We are of the opinion that the Company’s financial statements
have been properly prepared, and that the auditing work and financial management of the Company are in
compliance of the relevant regulations. We have found nothing contained therein to be doubtful;

The supervisory committee has reviewed relevant information such as interim report 2007, annual report
2007 and auditor’s report presented by the auditor of the Company with unqualified opinion. In our opinion
the financial statement give a true and fair view of the state of affairs and the operation results of the
Company in all material aspects and the presentation is true and reliable, and agree with the auditor’ report
presented by the auditor.

° The supervisory committee has been exercising an effective and timely supervision over the general
operational activities of the Company and considers that the Company has established a comprehensive
internal control system and has minimized different risks arising from corporate operation;

o The supervisory committee has reviewed the connected transactions of the Company and considers that the
connected transactions between the Company and the controlling shareholder of the Company during the
reporting period are fair and reasonable and are in the interest of the shareholders and the Company;

o The Supervisory Committee has also carefully reviewed the report of the Directors, the audited financial
statements and the proposed profit appropriation plan to be submitted by the Board of Directors to the
forthcoming Annual General Meeting. We are of the opinion that the directors and other senior management
staff of the Company have strictly adhered to the principle of good faith and sincerely acted under the
rights and obligations granted by shareholders in the best interests of the Company when they exercised
their powers. They have not committed any acts in violation of any laws or regulations or the Articles of
Association, nor have they been involved in any acts of abuse of power or infringement of the interests of
the Company and its shareholders.

In 2008, the Supervisory Committee will continue faithfully to perform its supervisory duties and work diligently to
safeguard the interests of all of the Company’s investors in accordance with the provisions of the Company Law of
the People’s Republic of China, the Securities Law of People’s Republic of China, the Articles of Association of the
Company and the Listing Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

By Order of the Supervisory Committee
Huang Gao Jian
Chairman of the Supervisory Committee

Shenzhen, PRC
15th April 2008
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CATIC SHENZHEN HOLDINGS LIMITED

PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone (852) 2289 8888
Facsimile (852) 2810 9888
www.pwchk.com

INDEPENDENT AUDITOR’S REPORT TO

THE SHAREHOLDERS OF

CATIC SHENZHEN HOLDINGS LIMITED

(Established in the People’s Republic of China with limited liability)

We have audited the consolidated financial statements of
CATIC Shenzhen Holdings Limited (the “Company”) and its
subsidiaries (together, the “Group”) set out on pages 138 to
240, 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
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 International Financial Reporting
Standards and the disclosure requirements of 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 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.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material
misstatement.
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An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the 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 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 financial statements.

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

OPINION

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

OTHER MATTERS

This report, including the opinion, has been prepared for and
only for you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other
person for the contents of this report.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong,15th April 2008
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REE ¥ /N
Group Company
“EEtE T RFE CZEEEE —ZTTRF
2007 2006 2007 2006
M ARKETFT ANREFT ARB¥Tn ARETT
Note RMB’000 RMB’000 RMB’000 RMB’000
8E ASSETS
FRBEE Non-current assets
THELH R T H{E AR Leasehold land and land
use rights 7 183,814 50,706 - -
ME - WENEE Property, plant and equipment 8 894,474 759,763 10,825 11,634
b E Investment properties 9 193,873 209,286 - -
EETRE Construction-in-progress 10 2,517,452 446,349 - -
REB AR ZRE Investments in subsidiaries 11 - - 787,064 661,269
i N g = Investments in associates 12 576,852 27,319 310,623 5,011
AtHESHEE Available-for-sale financial
assets 14 231,282 235,890 1,400 139,073
EIERTSMEE Deferred income tax assets 15 40,136 34,090 - -
HEMIERENEE Other non-current assets 16 545,681 8,335 464,700 =
5,183,564 1,771,738 1,574,612 816,987
REEE Current assets
75 Inventories 17 829,829 615,586 - -
B hHEAMEWRIE  Trade and other receivables 18 1,075,521 864,930 199 852
AR (EBEBIBZSEE  Financial assets at fair value
ZEmMEE through profit or loss 19 74,008 62,965 74,008 60,826
HWENIREEBY Cash and cash equivalents 20 1,286,628 740,912 310,161 175,833
3,265,986 2,284,393 384,368 237,511
BEE Total assets 8,449,550 4,056,131 1,958,980 1,054,498
= EQUITY
AAAERETEA Capital and reserves
FEfh B A B attributable to the
Company’s equity holders
P& X Share capital 21 678,909 636,000 678,909 636,000
&Pk Share premium 21 357,849 161,105 357,849 161,105
H b Other reserves 22 587,093 313,346 70,001 149,671
AOBEAIE Retained earnings/
(R&TE18) (accumulated losses) 347,561 186,903 (306,788) (242,689)
1,971,412 1,297,354 799,971 704,087
DEIRERER Minority interest in equity 1,728,229 997,943 - =
R Total equity 3,699,641 2,295,297 799,971 704,087
BEMT BT 5E B ANER G B S 3R = MO AR A ER 1D ©

The accompanying notes are an integral part of these consolidated financial statements.
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A% AT

Group Company
—EBLE  —TTAF  CERLE  —TTNF
2007 2006 2007 2006

Wit  ARETr ARETT AR¥Frn ARETT
Note RMB’000  RMB'000  RMB’000  RMB'000

i=F LIABILITIES
*RBERE Non-current liabilities
B3 Borrowings 23 1,945,636 10,000 - -
ELEMEHAR Deferred income tax liabilities 15 33,540 26,794 - 14,059
BURH 8L < BB A Deferred income on

government grants 19,407 12,897 - -

1,998,583 49,691 - 14,059
nEEE Current liabilities
B 5 REMER Trade and other payables 24 956,622 758,050 54,963 16,268
B Borrowings 23 1,780,208 938,548 1,104,000 320,000
MEMEHEE Current income tax liabilities 14,496 14,545 46 84
2,751,326 1,711,143 1,159,009 336,352

FER=F Total liabilities 4,749,909 1,760,834 1,159,009 350,411
HERNEE Total equity and liabilities 8,449,550 4,056,131 1,958,980 1,054,498
REFEE(BE) Net current assets/(liabilities) 514,660 573,250 (774,641) (98,841)
BEERRBER Total assets less current

liabilities 5,698,224 2,344,988 799,971 718,146
ERZZEZNFHAT+THAKESTSHE
Approved by the Board of Directors on 15th April 2008
BEER: RAE 5 Sl =y
Chairman: Wu Guang Quan Director: Sui Yong

BEFH BV S A AR & I IS IR MO A ED 17

The accompanying notes are an integral part of these consolidated financial statements.

ANNUAL REPORT 2007 139



140

RYpHEEROBERD R

D\/%

'_\_|
N

CONSOLIDATED INCOME STATEMENT

HEZZZT+F+ZA=1+—HIFE For the year ended 31st December 2007

—EBELF ZETRF
2007 2006
HtaE ARMFT AREFr
Note RMB’000 RMB’000
WA Revenue 6 3,357,210 2,629,794
SHE R Cost of sales 27 (2,582,646) (2,024,842)
ER Gross profit 774,564 604,952
HEEM Distribution costs 27 (166,085) (140,572)
THEMR Administrative expenses 27 (319,831) (228,102)
HAB YA Other income 25 24,590 9,216
HAthlzs — 558 Other gains — net 26 43,183 24,523
KRR Operating profit 356,421 270,017
BB WA Finance income 29 7,529 4,429
ELEZN9N Finance costs 29 (101,584) (63,149)
BB KA —F5E Finance costs — net 29 (94,055) (58,720)
P B & 2 | Excess of the share of the net fair value
WA EE BENR of an associate’s identifiable assets,
FRAEFARE liabilities and contingent liabilities over
BHERER A =58 the cost of the investment 12 60,065 _
FE{LEt S A T (18) %7 Share of (loss)/profit of associates 12 (7,173) 70
P?F)ﬂaﬁ AER Profit before income tax 315,258 211,367
BEEX Income tax expense 31 (36,245) (31,005)
AEEER Profit for the year 279,013 180,362
BEAL - Attributable to:
RATIERTAA Equity holders of the Company 198,818 123,095
DERR R S Minority interest 80,195 57,267
279,013 180,362
FRARRNEERTFTEA Earnings per share for profit attributable
FE(E TR A A to the holders of the Company
(ARE/F8%) during the year (RMB per share)
—H&EK — basic 33 0.3126 0.1924
— s — diluted 33 0.3126 0.1924
Az B Dividends 34 38,160 42,372
BE BT B R 5 R AN AR G BA TS SRR MO AR BR D ©

The accompanying notes are an integral part of these consolidated financial statements.

CATIC SHENZHEN HOLDINGS LIMITED
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STATEMENTS OF CHANGES IN EQUITY

HEZZZT+F+ZA=1+—HIFE For the year ended 31st December 2007

BAx  ROGEE AtREE ROEANE JERRER
Share Share Other  Retained  Minority @t
capital  premium reserves  earnings interest Total
(Hiztz2)
(Note 22)
Wi AREFT ANEETT AREFIT ARETT AREFI ARETT
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
XEE GROUP
RZZET E—F—H&s  Balance at 1st January 2006 642,000 165,198 241,644 116,772 607,893 1,773,507
MHEHESHEEY Fair value gains from
INEL avallable-for-sale financial
(RINBHZ) assets, gross of tax 14 - - 141,544 - 37,084 178,628
HHESHEEY Tax on fair value gains from
Ah Bz FR available-for-sale
financial assets 15 - - (21,435) - (5,359) (26,794)
BEENEREAZEMA  Netincome recognised directly
in equity — — 120,109 — 31,725 151,834
KEERH Profit for the year - - - 123,095 57,267 180,362
“EEAEECHRMA  Total recognised income and
PEET s expense for 2006 - 120,109 123,095 88,992 382,196
DYRIEE Capital contributed by
minority interest = = = = 252,350 252,350
—MELARESER Transfer of equity interest to
R EA minority interest following
PERRER subsidiary’s share segregation
reform - - (58,999) = 58,999 =
“EEREERS Dividends relating to 2005 34 - - - (42372)  (0201)  (52,663)
BEHR Repurchase of H shares 21 (6,000) (4,093) - - - (10,093)
BNEERBARS Transfer to statutory general
reserve fund 22 - - 10,592 (10,592) - -
W=ZZ E+-F=F—H Balance as at 31st December 2006 636,000 161,105 313,346 186,903 997,943 2,295,297
r\\Dﬁ%
BE B BB 52 R ANAR & B TS SRR MO AE R BB D o

The accompanying notes are an integral part of these consolidated financial statements.
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STATEMENTS OF CHANGES IN EQUITY

HEZZT+F+ZA=1+—HIFE For the year ended 31st December 2007

BAx  ROGEE AtREE KOEANE JERRER
Share Share Other  Retained Minority =t
capital  premium reserves  earnings interest Total
(Hiztz2)
(Note 22)
Wi AREFT ANRETT AREFT ARETT AREFT ARETT
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
R-ZZ+&5-F—HA%H Balance at 1st January 2007 636,000 161,105 313,346 186,903 997,943 2,295,297
S UGG Fair value gain arising from
MEERNFEE step-up of the share of
INSELE acquired net assets of
an associate directly credited
to equity 12 - - 191,029 - - 191,029
O HECREE Reversal of fair value change of
NEEHZ an available-for-sale
REEREZRE financial assets to investments
(RGN in associates, gross of tax 14 - - (93,729) - - (93,729)
REAHEESHEE Reversal of tax on fair value
ARBUREZFR gains from available-for-sale
financial assets 15 - - 14,059 - - 14,059
HLESRHEE Fair value gains from
AR EYE available-for-sale financial
(RGN assets, gross of tax 14 - - 69,281 - 66,044 135,325
MHHESHEEY Tax on fair value gains from
UL Ea b avallable-for-sale
financial assets 15 - - (9,202) - (11,516) (20,718)
HERERBZZZMA  Netincome recognised directly
in equity - - 171,438 - 54,528 225,966
KEEHR Profit for the year - - - 198,818 80,195 279,013
“ETHEEDHEANA  Total recognised income and
REY 8% expense for 2007 - - 171,438 198,818 134,723 504,979
BITRA Issue of share capital 21 42,909 196,744 - - - 239,653
DERRTE Capital contributed by minority
interest 11/22 - - 151,000 - 585,224 736,224
—MELARESER Transfer of equity interest to
REEREA minority interest following a
DR e subsidiary’s share segregation
reform 11/22 - - (49,055) - 49,055 -
“EENEERE Dividends relating to 2006 34 - - (38,160) (32,455) (70,615)
W HRR B Acquisition of minority interest - - 364 - (4,863) (4,499)
RIEHENBLR Deemed disposal of subsidiary 12 - - - - (1,398) (1,398)
R=EF+&F+=-F=1—H Balance at 31st December 2007 678,909 357,849 587,093 347,561 1,728,229 3,699,641

&8

BEFM BV HI S R AR & I TS IR AR ER D ©

The accompanying notes are an integral part of these consolidated financial statements.

CATIC SHENZHEN HOLDINGS LIMITED
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STATEMENTS OF CHANGES IN EQUITY

HEZZZT+F+ZA=1+—HIFE For the year ended 31st December 2007

2007 FF %R

RA fRipEE Hitfate ZiER
Share Share Other Accumulated st
capital premium reserves losses Total
(Hrit22)
(Note 22)
i3 ARETFT ANRETT AREFT AREFT ARETT
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
YN COMPANY
RZEER F-R—B4&H Balance as at 1st January 2006 642,000 166,198 59,409 (232,210) 634,397
MERESHEE /D AE Fair value gains from available-for-sale
W (RIBH ) financial assets, gross of tax 14 = = 93,729 = 93,729
AMESRHEREL Tax on fair value gains from
D ElE 2B avallable-for-sale financial assets 15 - - (14,059) - (14,059)
ERNERERFRA Net income recognised directly in equity - - 79,670 - 79,670
AEE SR Profit for the year 32 - - - 42,485 42,485
“EERFEDER Total recognised income and expense
WARRX % for 2006 79,670 42,485 122,155
“ZTREERE Dividends relating to 2005 34 - - - (42,372) (42,372)
BOHR Repurchase of H shares 21 (6,000) (4,093) - - (10,093)
BANETRHAES Transfer to statutory general reserve fund 22 - - 10,592 (10,592) -
WZEZRF+ZF=+—HA# Balance as at 31st December 2006 636,000 161,105 149,671 (242,689) 704,087
R-ZESLE-F-A&H Balance as at 1st January 2007 636,000 161,105 149,671 (242,689) 704,087
MERHHESRHEEARE  Reversal of fair value change of an
EHENBE N R 2 RE available-for-sale financial assets to
(FANBHR) investments in associates,
gross of tax 14 - - (93,729) - (93,729)
WETHEESBEEANE  Reversal of deferred tax liability on
WRZETHERRE fair value gains from
available-for-sale financial assets 15 - - 14,059 - 14,059
BEMERRR OFRA Net income recognised directly in equity - - (79,670) - (79,670)
TEEER Loss for the year 32 = = = (25,939) (25,939)
2L LEERRERIA Total recognised income and expense
PEET s for 2007 - - (79,670) (25,939) (105,609)
BIRA Issue of share capital 21 42,909 196,744 - - 239,653
ZELREERE Dividends to relating to 2006 34 - - - (38,160) (38,160)
RZEE+ &+ =1—H#£# Balance as at 31st December 2007 678,909 357,849 70,001 (306,788) 799,971

BEFH BV S R AR & I S R AR ER D ©

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED CASH FLOW STATEMENT

HEZZZT+F+ZA=1+—HIFE For the year ended 31st December 2007

“E2LHF ZEERF
2006 2005
Wiz AREFIT AEEFT
Note RMB’000 RMB’000
EETHELECRERE Cash flows from operating activities
mEEREL(TA),/ Cash (used in)/generated from operations 35

EEZRE (89,069) 325,955
ERFE Interest paid (88,624) (41,282)
BNFTER Income tax paid (42,340) (25,710)
2ETE (FTR) /EL Net cash (used in)/generated from

LFHR® operating activities (220,033) 258,963
RETHELZHERE Cash flows from investing activities
NG a2yl Additions to investments in associates 12 (261,668) =
BEWE  BENMRE Purchase of property, plant and equipment (233,586) (64,974)
BEHE L R T A Purchase of leasehold land and land use rights (137,853) (16,826)
R TRREN Additions to construction-in-progress (2,093,888) (347,879)
Wi DB RER Acquisition of minority interest (4,499) _
HEWE « BE K&E Proceeds from disposal of property,

A5 30A plant and equipment 855 2,054
RIEELERBAR Deemed disposal of subsidiaries (2,739) =
HER AR BB BER R Proceeds from disposal of financial assets

L MBEFEHUR at fair value through profit or loss 31,336 2,624
E%;T{,\ﬁ’%z‘i\pﬂaéfﬁ Purchase of available-for-sale financial assets - (31,700)
BB B Government grants received 12,211 5,793
B R Interest received 7,529 4.429
HipIEme&EEE M Additions to other non-current assets (234,507) (6,274)
REZDMAZERS Net cash used in investing activities (2,916,809) (451,853)
METHRERE Cash flows from financing activities
BEHR Repurchase of H shares - (10,093)
BIIRAZ AR Net proceeds from issuance of share capital 21 239,653 -
HIBEDR Proceeds from borrowings 2,777,296 484,598
BRE Dividends paid (38,160) (42,372)
DERRANBAREE Capital contribution to subsidiaries from

minority shareholders 736,224 252,350
ENTHB AR L ERE 2R E Dividends paid to minority shareholders

of subsidiaries (32,455) (10,291)
RMEEFBELAZFRE Net cash generated from financing activities 3,682,558 674,192
HERESZEEYZ Net increase in cash and cash equivalents

B FE 545,716 481,302
FENZRERIBELEEY Cash and cash equivalents at beginning of year 740,912 259,610
FR7BERBEEEEY Cash and cash equivalents at end of the year 1,286,628 740,912

BEFM BV HI S R AR & BT TS IR AR ER D ©

The accompanying notes are an integral part of these consolidated financial statements.

CATIC SHENZHEN HOLDINGS LIMITED
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GENERAL INFORMATION

CATIC Shenzhen Holdings Limited (the “Company”)
was established as a joint stock limited company in the
People’s Republic of China (the “PRC”) and its shares
have been listed on the Main Board of The Stock
Exchange of Hong Kong Limited. The Company and its
subsidiaries (hereinafter collectively referred to as the
“Group”) are principally engaged in the manufacture
and sales of watches and clocks, liquid crystal displays,
printed circuit boards, cable television equipment and
property development in the PRC.

The office address of the Company is 25/F, Hangdu
Building, CATIC Zone, Shennan Road Central, Futian
District, Shenzhen, the PRC.

BASIS OF PREPARATION

The consolidated financial statements of the Group have
been prepared in accordance with International Financial
Reporting Standards (“IFRS”). The consolidated financial
statements have been prepared under the historical cost
convention, as modified by the revaluation of available-
for-sale financial assets and financial assets at fair value
through profit or loss. The accounting policies and bases
adopted in the preparation of these financial statements
differ from those used in the statutory accounts of the
Group which are prepared in accordance with generally
accepted accounting principles and relevant financial
regulations in the PRC. The differences arising from the
restatement of the results of operations for compliance
with IFRS, if any, are adjusted in these financial
statements but will not be taken up in the accounting
books of the Group.

The preparation of financial statements in conformity
with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its
judgement in the process of applying the Company’s
accounting policies. The areas involving a higher degree
of judgement or complexity, or areas where assumptions
and estimates are significant to the consolidated financial
statements, are disclosed in Note 4.
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CATIC SHENZHEN HOLDINGS LIMITED

2 BASIS OF PREPARATION (continued)
(a) Standards amendment and interpretations
effective in 2007

IAS 1 (Amendment), Presentation of
Financial Statements: Capital Disclosures,
requires an entity to disclose the
information that enables users of its
financial statements to evaluate the
entity’s objectives, policies and process of
managing capital.

The Group has applied this standard from
1st January 2007.

IFRS 7, Financial Instruments: Disclosures,
requires the disclosure of qualitative and
quantitative information about exposure
to risks arising from financial instruments,
including specified minimum disclosures
about credit risk, liquidity risk and market
risk, including sensitivity analysis to market
risk. It replaces disclosure requirements in
IAS 32, Financial Instruments: Disclosure
and Presentation. The Group has applied
this standard from 1st January 2007.

IFRIC Interpretation 8, Scope of IFRS 2,
requires consideration of transactions
involving the issuance of equity
instruments, where the identifiable
consideration received is less than the
fair value of the equity instrument issued
in order to establish whether or not they
fall within the scope of IFRS 2. This
interpretation does not have material
impact on the Group’s financial statements.
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2 BASIS OF PREPARATION (continued)

(a)

(b)

(c)

Standards amendment and interpretations

effective in 2007 (continued)

° IFRIC Interpretation 10, Interim Financial
Reporting and Impairment, prohibits the
impairment losses recognised in an interim
period on goodwill, investments in equity
instruments and investments in financial
assets carried at cost to be reversed at
a subsequent balance sheet date. This
interpretation does not have material
impact on the Group’s financial statements.

Standards, amendments and interpretations
effective in 2007 but not relevant

The following standards, amendments and
interpretations are mandatory for accounting
periods beginning on or after 1st January 2007
but are not relevant to the Group’s operations:

° IFRIC Interpretation 7, “Applying the
restatement approach under |IAS29,
Financial reporting in hyper-inflationary
economies”; and

° IFRIC Interpretation 9, “Re-assessment of
embedded derivatives”.

Standards, amendments and interpretations to
existing standards that are not yet effective and
have not been early adopted by the Group.

The following standards, amendments and
interpretations to existing standards have been
published that are mandatory for the Group’s
accounting periods beginning on or after 1st
January 2008 or later periods, but the Group has
not early adopted them.

IAS 23 (Amendment), Borrowing costs

IFRS 8, Operating Segments
IFRIC Interpretation 11, IFRS 2
— Group and Treasury Share Transactions
IAS 1 (Revised), Presentation of
Financial Statements
IAS 27 (Revised), Consolidated and
Separate Financial Statements
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CATIC SHENZHEN HOLDINGS LIMITED

2

BASIS OF PREPARATION (continued)

(d) Interpretations to existing standards that is
not effective and not relevant for the Group’s
operations
The following interpretations to existing standards
have been published and are amendatory for the
Group’s accounting period beginning on or after
1st January 2008 on later periods but are not
relevant for the Group’s operations.

IAS 32 and IAS 1 Amendments “Puttable Financial
Instrument and Obligation Arising on Liquidation”

IFRS 3 (Revised), Business Combination

IFRS 2 Amendment, Share-based Payment
Vesting Conditions and Cancellations

IFRIC Interpretation 12, Service Concession
Arrangements

IFRIC Interpretation 13, Customer Loyalty
Programmes

IFRIC Interpretation 14, The Limit on a Defined
Benefit Asset, Minimum Funding Requirements
and their Interaction

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these consolidated financial statements
are set out below. These policies have been consistently
applied to all the years presented, unless otherwise
stated.

(a) Consolidation
The consolidated financial statements include the
financial statements of the Company and all of its
subsidiaries made up to 31st December.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(a) Consolidation (continued)

U

Subsidiaries

Subsidiaries are all entities (including
special purpose entities) over which
the Group has the power to govern the
financial and operating policies generally
accompanying a shareholding of more than
one half of the voting rights. The existence
and effect of potential voting rights that
are currently exercisable or convertible are
considered when assessing whether the
Group controls another entity.

Subsidiaries are fully consolidated from the
date on which control is transferred to the
Group. They are de-consolidated from the
date that control ceases.

The purchase method of accounting is
used to account for the acquisition of
subsidiaries by the Group. The cost of an
acquisition is measured as the fair value
of the assets given, equity instruments
issued and liabilities incurred or assumed
at the date of exchange, plus costs
directly attributable to the acquisition.
Identifiable assets acquired and liabilities
and contingent liabilities assumed in a
business combination are measured
initially at their fair values at the acquisition
date, irrespective of the extent of any
minority interest. The excess of the cost
of acquisition over the fair value of the
Group’s share of the identifiable net assets
acquired is recorded as goodwill. If the cost
of acquisition is less than the fair value of
the net assets of the subsidiary acquired,
the difference is recognised directly in the
income statement.
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CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(a) Consolidation (continued)

U

(i)

Subsidiaries (continued)

Inter-company transactions, balances
and unrealised gains on transactions
between Group companies are eliminated.
Unrealised losses are also eliminated
unless the transaction provides evidence
of an impairment of the asset transferred.
Accounting policies of subsidiaries have
been changed where necessary to ensure
consistency with the policies adopted by
the Group.

In the Company’s balance sheet the
investments in subsidiaries are stated at
cost less provision for impairment losses.
The results of subsidiaries are accounted
by the Company on the basis of dividend
received and receivable.

Associates

Associates are all entities over which
the Group has significant influence but
not control, generally accompanying a
shareholding of between 20% and 50% of
the voting rights. Investments in associates
are accounted for using the equity method
of accounting and are initially recognised at
cost. The Group’s investment in associates
includes goodwill (net of any accumulated
impairment loss) identified on acquisition.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(a) Consolidation (continued)

(i)

Associates (continued)

The Group’s share of its associates’ post-
acquisition profits or losses is recognised
in the income statement, and its share of
post-acquisition movements in reserves
is recognised in reserves. The cumulative
post-acquisition movements are adjusted
against the carrying amount of the
investment. When the Group’s share of
losses in an associate equals or exceeds
its interest in the associate, including any
other unsecured receivables, the Group
does not recognise further losses, unless it
has incurred obligations or made payments
on behalf of the associate.

Unrealised gains on transactions between
the Group and its associates are eliminated
to the extent of the Group’s interest in
the associates. Unrealised losses are
also eliminated unless the transaction
provides evidence of an impairment of
the asset transferred. Accounting policies
of associates have been changed where
necessary to ensure consistency with the
policies adopted by the Group.

Dilution gains and losses in associates are
recognised in the consolidated income
statement.

In the Company’s balance sheet the
investments in associated companies are
stated at cost less provision for impairment
losses (Note 3(h)). The results of associated
companies are accounted for by the
Company on the basis of dividend received
and receivable.
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CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(b)

(c)

Segment reporting

A business segment is a group of assets and
operations engaged in providing products or
services that are subject to risks and returns
that are different from those of other business
segments. A geographical segment is engaged
in providing products or services within a
particular economic environment that are subject
to risks and return that are different from those
of segments operating in other economic
environments.

Foreign currency translation

(i) Functional and presentation currency
ltems included in the financial statements of
each of the Group’s entities are measured
using the currency of the primary economic
environment in which the entity operates
(the “functional currency”).The consolidated
financial statements are presented in
Renminbi (“RMB”), which is the Company’s
functional and presentation currency.

(i) Transactions and balances

Foreign currency transactions are translated
into the functional currency using the
exchange rates prevailing at the dates of
the transactions. Foreign exchange gains
and losses resulting from the settlement of
such transactions and from the translation
at year-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognised in the income
statement, except when deferred in equity
as qualifying cash flow hedges or qualifying
net investment hedges.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(c) Foreign currency translation (continued)

(i)

(i)

Transactions and balances (continued)
Changes in the fair value of monetary
securities denominated in foreign currency
classified as available-for-sale are analysed
between translation differences resulting
from changes in the amortised cost of
the security and other changes in the
carrying amount of the security. Translation
differences related to changes in the
amortised cost are recognised in profit or
loss, and other changes in the carrying
amount are recognised in equity.

Translation differences on non-monetary
financial assets and liabilities are reported
as part of the fair value gain or loss.
Translation difference on non-monetary
financial assets and liabilities such as
equities held at fair value through profit or
loss are recognised in profit or loss as part
of the fair value gain or loss. Translation
differences on non-monetary financial
assets such as equities classified as
available-for-sale are included in the other
reserves in equity.

Group companies

The results and financial position of all
the Group entities (none of which has the
currency of a hyperinflationary economy)
that have a functional currency different
from the presentation currency are
translated into the presentation currency as
follows:

- assets and liabilities for each
balance sheet presented are
translated at the closing rate at the
date of that balance sheet;
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(continued)
(c) SN (&) (c) Foreign currency translation (continued)
(i) EEHL (&) (i) Group companies (continued)
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CATIC SHENZHEN HOLDINGS LIMITED

component of equity.

On consolidation, exchange differences arising
from the translation of the net investment in
foreign operations, and of borrowings and other
currency instruments designated as hedges of
such investments, are taken to shareholders’
equity. When a foreign operation is partially
disposed of or sold, exchange differences that
were recorded in equity are recognised in the
income statement as part of the gain or loss on
sale.

Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at
the closing rate.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(d)

Property, plant and equipment

Property, plant and equipment are stated at
historical cost less accumulated depreciation.
Historical cost includes expenditure that is
directly attributable to the acquisition of the items.
Subsequent costs are included in the asset’s
carrying amount, only when it is probable that
future economic benefits associated with the item
will flow to the Group and the cost of the item can
be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs
and maintenance are charged to the income
statement during the financial period in which they
are incurred.

Depreciation of property, plant and equipment
is provided using the straight-line method over
their estimated useful lives, after deducting the
estimated residual value. The estimated useful
lives are as follows:

Buildings
Equipment and machinery
Motor vehicles

20 to 35 years
5 to 10 years
5 to 6 years

When the assets’ residual values and useful lives
are reviewed, and adjusted if appropriate, at each
balance sheet date.

An asset’s carrying amount is written down
immediately to its recoverable amount if the
asset’s carrying amount is greater than its
estimated recoverable amount (Note 3(h)).

Gains and losses on disposals are determined
by comparing proceeds with the carrying amount
and are recognised within other gains-net, in the
income statements.
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(continued)
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CATIC SHENZHEN HOLDINGS LIMITED

Investment properties

Investment properties, principally comprising
office buildings, are held for long-term rental yields
and are not occupied by the Group. Investment
properties are treated as long-term investments
and are carried at cost less accumulated
depreciation and accumulated impairment losses,
if any.

Depreciation is provided using the straight-line
method to write off the cost of the investment
properties over their estimated useful lives of
20-35 years. Where the carrying amount of an
investment property is greater than its estimated
recoverable amount, it is written down immediately
to its recoverable amount.

The cost of maintenance, repairs and minor
equipment is charged to the income statement
as incurred; the cost of major renovations and
improvements is capitalised when it is probable
that future economic benefits in excess of the
originally assessed standard of performance of the
existing asset will flow to the Group. The profit or
loss on disposal of an investment property is the
difference between the net sales proceeds and
the carrying amount of the investment property
and is recognised in the income statement.

Leasehold land and land use rights

Leasehold land and land use rights are up-front
payments to acquire long-term interests in land.
These payments are stated at cost and amortised
over the remaining period of the leases on a
straight-line basis.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(9)

(h)

(i)

Construction-in-progress
Construction-in-progress represents plant, staff
quarters and other property, machinery and
equipment under construction and is stated at
cost. This includes the costs of construction,
the costs of plant and machinery, and interest
charges arising from borrowings used to finance
these assets during the period of construction
or installation and testing. All other borrowing
costs are expensed. When the assets concerned
are available for use, the costs are transferred to
property, plant and equipment and depreciated in
accordance with the policies as stated above.

Impairment of investments in subsidiaries,
associates and non-financial assets

Assets that have an indefinite useful life are not
subject to amortisation and are tested annually for
impairment. Assets are reviewed for impairment
whenever events or changes in circumstances
indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for
the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable
amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes
of assessing impairment, assets are grouped at
the lowest levels for which there are separately
identifiable cash flows (cash-generating units).
Non-financial assets other than goodwill that
suffered an impairment are reviewed for possible
reversal of the impairment at each reporting date.

Financial assets

The Group classifies its financial assets in the
following categories: at fair value through profit
or loss, loans and receivable and available-for-
sale. The classification depends on the purposes
for which the financial assets were acquired.
Management determine the classification of its
financial assets at initial recognition.
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CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(i) Financial assets (continued)

U

(i)

(i)

Financial assets at fair value through profit
or loss

Financial assets at fair value through
profit or loss are financial assets held for
trading. A financial asset is classified in
this category if acquired principally for
the purpose of selling in the short term.
Derivatives are classified as held for trading
unless they are designated as hedges.
Assets in this category are classified as
current assets.

Held-to-maturity investments

Investments with fixed maturity that
management has the intention and ability
to hold to maturity are classified as held-
to-maturity and are included in current
assets if their respective maturity dates
are 12 months or less from balance sheet
date, or in non-current assets if their
respective maturity dates are more than
twelve months from balance sheet date.
The Group did not hold any investment in
this category during the year presented.

Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not quoted in an active
market. They are included in current
assets, except for maturities greater than
12 months after the balance sheet date.
These are classified as non-current assets.
Loans and receivables are classified as
‘trade and other receivables’ and ‘cash
and cash equivalents’ in the balance sheet
(Notes 3(k) and 3(n)).
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)
(i) Financial assets (continued)
(iv) Available-for-sale financial assets

Available-for-sale financial assets are non-
derivatives that are either designated in
this category or not classified in any of the
other categories. They are included in non-
current assets unless management intends
to dispose of the investment within 12
months of the balance sheet date.

Management determines the appropriate
classification of its investments at the time
of the purchase and re-evaluates such
designation on a regular basis.

Regular purchases and sales of financial
assets are recognised on the trade-date
— the date on which the Group commits
to purchase or sell the asset. Investments
are initially recognised at fair value plus
transaction costs for all financial assets not
carried at fair value through profit or loss.
Financial assets carried at fair value through
profit or loss is initially recognised at fair
value, and transaction costs are expensed
in the income statement. Financial assets
are derecognised when the rights to
receive cash flows from the investments
have expired or have been transferred and
the Group has transferred substantially all
risks and rewards of ownership. Available-
for-sale financial assets and financial assets
at fair value through profit or loss are
subsequently carried at fair value. Loans
and receivables are carried at amortised
cost using the effective interest method.

ANNUAL REPORT 2007

159



160

RYPHEEROARA R

BT R Mo

NOTES TO THE FINANCIAL STATEMENTS

3 TESHBRER#E)

(i) SRMEEE)

(iv)

AR E Rt B E ()

XKElRAFEEBERRT
ROMBEE | BRINAF
BEEHMELNRE  JIA
EAHRBRERNE MK
m—FET - RERAYE
BRBRCRNMBEEN
BB - EAKBENEEBR
THEENREER - EIRER
NFER R E BN -

ENEA/THLENESE
HERER - ER ST HER
B 2 A FEFEIAER
RIE U —FERIA

BHREZREN R FERE
ERNEREFE - HXE
B 7% & E R T 15 30 1 OF BB
(RBFLETRESFME) &
SENBEGBRMEERF
18 - B LT e AT
AFRARS - 2ZKRHM
R EMT A - BIRBER
ENimEMBEEEERN
Fein M A IS BIRmEE D
KEBERR AR -

CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)
(i) Financial assets (continued)
(iv) Available-for-sale financial assets

(continued)

Gains or losses arising from changes in
the fair value of the financial assets at fair
value, through profit or loss category are
presented in the income statement within
other gains-net, in the period in which
they arise. Dividend income from financial
assets at fair value through profit or loss is
recognised in the income statement as part
of other income when the Group’s right to
receive payments is established.

When securities classified as available-for-
sale are sold or impaired, the accumulated
fair value adjustments recognised in equity
are included in the income statement as
“other gains-net”.

The fair values of quoted investments are
based on current bid prices. If the market
for a financial asset is not active (and for
unlisted securities), the Group established
fair value by using valuation techniques.
These include the use of recent arm’s
length transactions, reference to other
instruments that are substantially the
same, discounted cash flow analysis and
option pricing models, making maximum
use of market inputs and relying as little as
possible on entity-specific inputs.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(i)

)]

Financial assets (continued)

(iv) Available-for-sale financial assets
(continued)
The Group assesses at each balance
sheet date whether there is objective
evidence that a financial asset or a Group
of financial assets is impaired. In the case
of equity securities classified as available-
for-sale, a significant or prolonged decline
in the fair value of the security below its
cost is considered as an indicator that
the securities are impaired. If any such
evidence exists for available-for-sale
financial assets, the cumulative loss -
measured as the difference between the
acquisition cost and the current fair value,
less any impairment loss on that financial
asset previously recognised in profit or loss
— is removed from equity and recognised in
the income statement. Impairment losses
recognised in the income statement on
equity instruments are not reversed through
the income statement. Impairment testing
of trade receivables is described in Note
3(k).

Inventories

Inventories are stated at the lower of cost and
net realisable value. Cost is determined using the
weighted average method. The cost of finished
goods and work in progress comprises design
costs, raw materials, direct labour, other direct
costs and related production overheads (based on
normal operating capacity). It excludes borrowing
costs. Net realisable value is the estimated selling
price in the ordinary course of business, less
applicable variable selling expenses.
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CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(k)

U]

Trade and other receivables

Trade and other receivables are recognised
initially at fair value and subsequently measured
at amortised cost using the effective interest
method, less provision for impairment. A provision
for impairment of trade and other receivables
is established when there is objective evidence
that the Group will not be able to collect all
amounts due according to the original terms of
receivables. Significant financial difficulties of
the debtor, probability that the debtor will enter
into bankruptcy or financial reorganisation, and
default or delinquency in payments are considered
indicators that the trade receivable is impaired.
The amount of the provision is 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 carrying amount of the assets is reduced
through the use of an allowance account, and the
amount of the loss is recognised in the income
statement within "administrative expenses’.
When a trade receivable is uncollectible, it is
written off against the allowance account for
trade receivables. Subsequent recoveries of
amounts previously written off are credited
against “administrative expenses” in the income
statement.

Current and deferred income tax

The current income tax charge is calculated on
the basis of the tax laws enacted or substantively
enacted at the balance sheet date in the
countries where the Company’s subsidiaries and
associates operate and generate taxable income.
Management periodically evaluates positions
taken in tax returns with respect to situations
in which applicable tax regulation is subject to
interpretation and establishes provisions where
appropriate on the basis of amounts expected to
be paid to the tax authorities.
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3 PRINCIPAL ACCOUNTING POLICIES

(continued)

0

(m)

Current and deferred income tax (continued)
Deferred income tax is provided in full, using the
liability method, on temporary differences arising
between the tax bases of assets and liabilities and
their carrying amounts in the consolidated financial
statements. However, the deferred income tax is
not accounted for if it arises from initial recognition
of an asset or liability in a transaction other than
a business combination that at the time of the
transaction affects neither accounting nor taxable
profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted
or substantially enacted by the balance sheet
date and are expected to apply when the related
deferred income tax asset is realised or the
deferred income tax liability is settled.

Deferred income tax assets are recognised to
the extent that it is probable that future taxable
profit will be available against which the temporary
differences can be utilised.

Deferred income tax is provided on temporary
differences arising on investments in subsidiaries
and associates, except where the timing of the
reversal of the temporary difference is controlled
by the Group and it is probable that the temporary
difference will not reverse in the foreseeable
future.

Retirement benefit costs

The Group participates in the retirement and
medical insurance scheme organised by
Shenzhen Municipal Social Security Administration
Bureau (“SMSSAB”). Pursuant to the relevant
provisions, the Group is required to make
monthly contributions in respect of the above
insurance scheme to SMSSAB based on the
monthly salaries of its employees. The Group’s
contributions under the scheme are charged to
the income statement as incurred. Apart from the
above monthly contributions, the Group does not
have other significant commitments to benefits of
its employees.
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CATIC SHENZHEN HOLDINGS LIMITED

PRINCIPAL ACCOUNTING POLICIES

(continued)

(m)

(n)

(o)

(P)

Retirement benefit costs (continued)

Pursuant to the above social insurance scheme,
SMSSAB undertakes to assume the retirement
benefit obligations of existing and future retired
employees of the Group.

Cash and cash equivalents

Cash and cash equivalents include cash in hand,
deposits held at call with banks, other short-term
highly liquid investments with original maturities of
three months or less, overdrafts.

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue
of new shares or options are shown in equity as a
deduction, net of tax, from the proceeds.

Where any group company purchases the
Company’s equity share capital, the consideration
paid, including any directly attributable incremental
costs (net of income taxes,) is deducted from
equity attributable to the Company’s equity
holders until the shares are cancelled or reissued.
Where such shares are subsequently reissued,
any consideration received (net of any directly
attributable incremental transaction costs and the
related income tax effects) is included in equity
attributable to the Company’s equity holders.

Trade payables

Trade payables are recognised initially at fair value
and subsequently measured at amortised cost
using the effective interest method.



upE e EE
NOTES TO THE FINANCIAL STATEMENTS

3 TESHBRER#E)

(a)

(s)

B
EXNFEIABHBEENRS
FXASHERR o B SRR IR IR M SH R AN G
B SRR ZRA) EE D
EBENEMNZBNBERNSER
fEEMRANEIRRRER -

BRIFARSEA B GTENEBER
RERET2HBERERD12(EA -

BRAERDBRARBAELE

R R

MEAERMXEBRLEFESEAXHE -
EERZEREEEZEEEENR
MATIERR RSB RIREEKY - M
PRANRESIR] SEAtE - AR EIAR
(8 B 37 EE vim 2 B8R E mm O AR T AR
AEENKAERSEBLEE - &
AR ZFEEN R AR
ERERERAXE EARRKER
ZRBERA TS EERARERS
BE - DEMMCHFRBEK AT S E
WEE BREEANMERRERE
ARFH(TEBNSF) ABFEE

HE(EREEHEEZAEA)
WEHEEERARNERND D AR
FEHme HAARE - HEESR
DREREENRE - RELEHEX
R (FIBR B h A MER Z (7]
HEeR)  REEHRNNAEREE
BERH ©

20074FF %R

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(a)

(r)

(s)

Borrowings

Borrowings are recognised initially at fair value,
net of transaction costs incurred. Borrowings
are subsequently stated at amortised cost;
any difference between the proceeds (net of
transaction costs) and the redemption value is
recognised in the income statement over the
period of the borrowings using the effective
interest method.

Borrowings are classified as current liabilities
unless the Group has an unconditional right to
defer settlement of the liability for at least 12
months after the balance sheet date.

Research and development

Research expenditure is recognised as
an expense as incurred. Cost incurred on
development projects (relating to the design
and testing of new or improved products)
are recognised as intangible assets when it
is probable that the project will be a success
considering its commercial and technological
feasibility, and its cost can be measured reliably.
Other development expenditures that do not
meet these criteria are recognised as an expense
as incurred. Development costs previously
recognised as an expense are not recognised
as an asset in a subsequent period. Capitalised
development costs are recorded as intangible
assets and amortised from the point at which the
asset is ready for use on a straight-line basis over
its useful life, not exceeding five years.

Leases (as the lessee for operating leases)
Leases in which a significant portion of the
risks and rewards of ownership are retained by
the lessor are classified as operating leases.
Payments made under operating leases (net
of any incentives received from the lessor) are
charged to the income statement on a straight-
line basis over the period of the lease.
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CATIC SHENZHEN HOLDINGS LIMITED

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

®

Revenue recognition

Revenue comprises the fair value of the
consideration received or receivable for the sale
of goods in the ordinary course of the Group’s
activities. Revenue is shown net of value-added
tax, returns, rebates and discounts and after
eliminated sales within the Group.

The Group recognises revenue when the amount
of revenue can be reliably measured, it is probable
that future economic benefits will flow to the entity
and specific criteria have been met for each of
the Group’s activities as described below. The
amount of revenue is not considered to be reliably
measurable until all contingencies relating to
the sale have been resolved. The Group bases
its estimates on historical results, taking into
consideration the type of customer, the type of
transaction and the specifics of each arrangement.

() Sales of goods
Sales of goods are recognised when a
group entity has delivered products to the
customer, the customer has accepted the
products and collectability of the related
receivables is reasonably assured.

(i) Rental income
Rental income from investment properties
leased out under an operating lease is
recognised in the income statement on
a straight-line basis over the term of the
lease.



upE e EE
NOTES TO THE FINANCIAL STATEMENTS

3 TESHBRER#E)

(U]

(u)

v)

WA (#E)

(i) FIEHA
F 2 U AR BB F BOE IR
I I L I B 2EHE R o (i FE LR
FBEHERER  AEEE
% BR T B OB 2 AT U | 3K
2 BEAFRR KRB RE
RZIEZRAMFER
ZHE WHEEEMENE
WHER R EWA - BIRE
BERZHBEWARERER
FIRmER -

) — BREKA
P B A W BRUSR IR O HE
HEER TR ©

R 22K

A 78 2 B B BR 20 Ik ) A B FE B B
AR RIBCRELENBE AR RN EE
M BREATIRAE

BT RE

2 REH A T R B BT 8 B S TR
B MAKEEENE AN F
B BUFRHEHBMBREAA
EFERBAR

HERAEEZRF MR EARK
WiHtdE 2 KA s EE
BRI R -

B - BB RREA R BT
MIIAFERBABESBFMEZ
BEEWA - Wi BREEE 2 BHE
REMUNBEREERER AR o

20074FF %R

3 PRINCIPAL ACCOUNTING POLICIES

(continued)

(t)

(u)

v)

Revenue recognition (continued)

(iii) Interest income
Interest income is recognised on a time-
proportion basis using the effective interest
method. When a receivable is impaired, the
Group reduces the carrying amount to its
recoverable amount, being the estimated
future cash flow discounted at the original
effective interest rate of the instrument,
and continues unwinding the discount
as interest income. Interest income on
impaired loans is recognised using the
original effective interest rate.

(iv) Dividend income
Dividend income is recognised when the
right to receive payment is established.

Dividend distribution

Dividend distribution to the Company’s
shareholders is recognised as a liability in the
Group’s financial statements in the period in which
the dividends are approved by the Company’s
shareholders.

Government grants

Grants from the government are recognised
at their fair value where there is a reasonable
assurance that the grant will be received and the
Group will comply with all attached conditions.

Government grants relating to costs are deferred
and recognised in the income statement over the
period necessary to match them with the costs
they are intended to compensate.

Government grants relating to property, plant and
equipment are included in non-current liabilities as
deferred income on government grants and are
credited to the income statement on a straight-line
basis over the expected lives of the related assets.
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CATIC SHENZHEN HOLDINGS LIMITED

The Group’s activities expose it to a variety of financial
risks: market risk (including currency risk, fair value
interest rate risk, and cash flow interest rate risk),
credit risk and liquidity risk. The Group’s overall risk
management programme focuses on the unpredictability
of financial markets and seeks to minimise potential
adverse effects on the Group’s financial performance.

(a) Market risk

()

Foreign exchange risk

The Group’s businesses are principally
conducted in RMB. The majority of
the Group’s assets and liabilities were
denominated in RMB. The Group is
subject to foreign exchange risk arising
from future commercial transactions and
recognised assets and liabilities which are
denominated in non-RMB. The majority of
the Group’s foreign currency transactions
and balances are denominated in US dollar
and HK dollar. The Group currently does
not have a foreign currency hedging policy.
Also, the Group has negotiated sales
contracts to manage the risk arising from
certain recognized liabilities. The Group
manages its foreign currency risk by closely
monitoring the movement of the foreign
currency rates.
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MR EREZ) 4 FINANCIAL RISK MANAGEMENT (continued)
(a) TWHEERGE) (@)  Market risk (continued)
(i) SPE S i (42 ) (i) Foreign exchange risk (continued)

(i)

AEBMAINESE 2 BEE
EREEABERESEGE

The carrying amount of the Group’s foreign
currency denominated monetary assets

ZEREENT ¢ and monetary liabilities at the respective
balance sheet dates are as follows:
—EELHF —ETRF
+=ZA=+—-H +ZA=+—H
31st December  31st December
2007 2006
ARKEFT ARETFT
RMB’000 RMB’000
REBEE Current Assets

Eiv US dollar 310,437 216,196
BT HK dollar 304,845 57,586
BT EUR dollar 9,162 16,850
st Total 624,444 290,632

nREBEE Current Liabilities
eSS US dollar 410,230 71,599
BT HK dollar 34,614 8,755
BT EUR dollar 2,988 71
4=t Total 447,832 75,425
EARBHAEMESAE If there is a 5% increase in RMB against

5% » ANFE i MR AR
#8,096,0007T, ©

B /7 (i)
HRAE B A KR B AR
REERBRTOBAAH
HESREENRAAES
BEMIIENEREE @

It AR B A K IR AR S B

RER - AEETAXER

EiERR -

other currencies, the effect in the profit
for the year is a decrease in profit of
RMB8,096,000.

Price risk

The Group is exposed to equity securities
price risk because investments held by the
Group are classified on the consolidated
balance sheet either as available-for-sale
financial assets or as financial assets at fair
value through profit or loss. The Group is
not exposed to commodity price risk.
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CATIC SHENZHEN HOLDINGS LIMITED

4

FINANCIAL RISK MANAGEMENT (continued)

Market risk (continued)

(a)

(iii)

(iv)

Cash flow and fair value interest rate risk
As the Group has no significant interest-
bearing assets, the Group’s income and
operating cash flows are substantially
independent of changes in market interest
rates.

The Group’s interest-rate risk arises from
long-term borrowings. Borrowings issued
at variable rates expose the Group to cash
flow interest-rate risk. Borrowings issued at
fixed rates expose the Group to fair value
interest-rate risk. The interest rates and
terms of repayment of borrowings of the
Group are disclosed in Note 23.

The Group currently does not use any
interest rate swaps to hedge its exposure
to interest rate risk. However, the Group
will consider hedging significant interest
rate exposure should the need arise.

Credit risk

The Group is exposed to credit risk in
relation to its trade and other receivables,
and cash deposits with banks.

The carrying amounts of trade and other
receivables and cash and cash equivalents
represent the Group’s maximum exposure
to credit risk in relation to financial assets.
The top 5 customers accounted for more
than 30% of the balance of trade and other
receivables as at 31st December 2007
(2006: 23%).



upE e EE
NOTES TO THE FINANCIAL STATEMENTS

4

B m b EE (2)
(@ TEEBRGE)
()  1EEmR(E)

v)

REEIERE - RITERE
EHRFABERT  ZER
THRERRS(EREHRN
EREE - AEBAMOE
5 B E UK 4 4 B IR
REHIHEERTELEZF
=RPEMNFIE - AEE
HERFETHENERAN
i AEBEHE S REME
Wk g — RN B R IR I
R o REEREAR KD R
B e [2] A B K By ) e 8 R R
B IEENEREBES
ERLEEEES -

B EE R

EENRBESRARE R
HBERENRSMBER
% BBEAEEEREN
EREEHEES - MARE

NEEMZRR

AEEBN#EFRRNRS
RReEEY  HBEBRE
BEcH(EREHLEES
RITEFR) MITE S REN
HESFK - AR A BER
MZENEE  AEENRE
MFIERRFRENRE R
REFEMARAISRARE
KRHERESNERME -

4

2007FF %R

FINANCIAL RISK MANAGEMENT (continued)

Market risk (continued)

(a)

(iv)

v)

Credit risk (continued)

To manage this risk, deposits are mainly
placed with state-owned banks which are
all high-credit-quality financial institutions.
The majority of the Group’s trade and other
receivable balances are due from third
party customers as a result of rendering
services or sales of products. The Group
performs ongoing credit evaluations of its
customers trade and other receivables
financial condition and generally does
not require collateral from the customers
trade and other receivables account on
the outstanding balances. Based on
the expected realizability and timing for
collection of the outstanding balances, the
Group maintains a provision for doubtful
accounts and actual losses incurred have
been within management’s expectation.

Liquidity risk

Prudent liquidity risk management implies
maintaining sufficient cash and marketable
securities, the availability of funding through
an adequate amount of committed credit
facilities and the ability to close out market
positions.

The Group aims to maintain sufficient
cash and cash equivalents and ensure
the availability of funding through an
adequate amount of available financing,
including short-term and long-term bank
loans. Due to the dynamic nature of
the underlying businesses, the Group’s
finance department maintains flexibility in
funding by maintaining adequate amount
of cash and cash equivalents and flexibility
in funding through various sources of
financing made available to the Group.
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4 FINANCIAL RISK MANAGEMENT (continued)
(a) Market risk (continued)
TEENE TR (4E) v) Liquidity risk (continued)
TERBBEEEAS NHEE The table below analyses the Group’s
EHRNEAMDNT - BAE non-derivative financial liabilities into
EeEITENBRES RE relevant maturity grouping based on the
BEIAIA AR - R E remaining period at the balance sheet to
MeBAGHNARMBRES the contractual maturity date. The amounts
e ARITIRNTETK - disclosed in the table are the contractual
O 1 B A R B BR Y 45 B undiscounted cash flows. Balances due
HEREBRE RS © within 12 months equal their carrying
balances, as the impact of discounting is
not significant.
PR-F  -EEZE  CEZIF BENE )
Less than Between Between
1years 1and2years 2and5years Over5years Total
ABETE  ARETT  AREFrn  ARETT  AREFR
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZBELEFZF=1-H  At31st December 2007
e Barrowings (4,760,208) - (251050)  (1694577) (3725844
B REMERT Trade and other payables (956,622) - - - (956,622)
&t Total (2,736,830) - (251,059)  (1,694,577)  (4,682,466)
PA—F  —FE-F _ERRF RENE @
Less than Between Between
years Tand2years 2andb5years  Over 5 years Total
NEEFT  AREFr  AREFT  AREFr  AREFn
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
RZBEXEFZE=1-H  At3ist December 2006
g Borrowings (938,548) (10,000) - - (948,548)
&5 REMER Trade and other payables (758,050) - - - (758,050)
&t Total (1,696,59) (10,000) - - (1,706,569

CATIC SHENZHEN HOLDINGS LIMITED
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FINANCIAL RISK MANAGEMENT (continued)

(a)

(b)

Market risk (continued)

(v) Liquidity risk (continued)
The Company had accumulated losses of
RMB306,788,000 and net current liabilities
of RMB 774,641,000 as at 31st December
2007. Management will closely monitor
the cash flow position of the Company
and ensure that the subsidiaries of the
Company will distribute dividends to the
Company in the foreseeable future on a
timely basis.

Capital risk management

The Group’s objectives when managing capital
are to safeguard the Group’s ability to continue
as a going concern in order to provide returns for
shareholders and benefits for other stakeholders
and to maintain an optimal capital structure to
reduce the cost of capital.

In order to maintain or adjust the capital structure,
the Group may adjust the amount of dividends
paid to shareholders, issue new shares or sell
assets to reduce debt.

Consistent with others in the industry, the Group
monitors capital on the basis of the gearing
ratio. This ratio is calculated as net debt divided
by total capital. Net debt is calculated as total
borrowings (including “current and non-current
borrowings” as shown in the consolidated balance
sheet) less cash and cash equivalents. Total
capital is calculated as “equity” as shown in the
consolidated balance sheet plus net debt.
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4 FINANCIAL RISK MANAGEMENT (continued)

(b) Capital risk management (continued)

The gearing ratios at 31st December 2007 and
2006 are as follows:

—ETEHF —EERF

2007 2006

ARETFT ARETT

RMB’000 RMB’000

BEBE(ME23) Total borrowings (note 23) 3,725,844 948,548
g We NMIBEEBY Less: cash and cash equivalents

(Htat20) (note 20) (1,286,628) (740,912)

B & 5EE Net debt 2,439,216 207,636

R Total equity 3,699,641 2,295,297

RPN Total capital 6,138,857 2,502,933

BRABGFEL =X Gearing ratio 40% 8%

(c)

—ERLFREEANBELAAREL
Tt EEEHENAIEEERRTRE
BRER UARERBEBRAER
EERAR(KMIFE16) 2K E AR
BREMREFHROBRABZHT
RERIBHE S (MEE10) P -

AR EfE
EERTIE Y AFERBEEAN
IS REHIE - AEMBESLH
% B 2 515 R A % BT L
PEHHRER -

2.5 5 U 3 0 B (B
BRE  REREEERALE - fE
BARERS  MBAEATFEOE
HEARAOREREAAEER
Pe BT AABNRATHFE
Rt -

CATIC SHENZHEN HOLDINGS LIMITED

(c)

The significant increase in the gearing ratio during
2007 resulted primarily from the new borrowings
extended from commercial banks and related
parties in order to finance the investment made in
Guangdong International Building Industrial Co.,
Ltd (Note 16) and the construction of new plant
of Shanghai Tian Ma Microelectronics Company
Limited (Note 10).

Fair value estimation

The fair value of financial instruments that are not
traded in an active market is determined by using
valuation techniques. The Group uses a variety of
methods and makes assumptions that are based
on market conditions existing at each balance
sheet date.

The carrying value less impairment provision of
trade receivables and payables are assumed
to approximate their fair values. The fair value
of financial liabilities for disclosure purposes is
estimated by discounting the future contractual
cash flows at the current market interest rate
that is available to the Group for similar financial
instruments.
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CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS

Estimates and judgements are continually evaluated and
are based on historical experience and other factors,
including expectations of future events that are believed
to be reasonable under the circumstances.

The Group makes estimates and assumptions concerning
the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The
estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are
discussed below.

(a) Income taxes

The Group is subject to income taxes in the PRC.
Significant judgment is required in determining
the provision for income taxes. There are many
transactions and calculations for which the
ultimate tax determination is uncertain during
the ordinary course of business. The Group
recognises liabilities for anticipated tax audit
issues based on estimates of whether additional
taxes will be due. Where the final tax outcome of
these matters is different from the amounts that
were initially recorded, such differences will impact
the income tax and deferred tax provisions in the
period in which such determination is made.

(b) Useful lives of plant and equipment

The Group’s management determines the
estimated useful lives and related depreciation
expenses for its plant and equipment. This
estimate is based on projected product lifecycles
for its plant and equipment. It could change
significantly as a result of technical innovations
and competitor actions in response to severe
industry cycles. Management will increase the
depreciation expense where useful lives are less
than previously estimated lives, or it will write-off
or write-down technically obsolete or non-strategic
assets that have been abandoned or sold.
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CATIC SHENZHEN HOLDINGS LIMITED

5 CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS (continued)

(c)

Estimate of fair values of acquired assets and
liabilities from acquisition

On 23rd November 2007, the Company acquired
11.66% equity interests in Shenzhen CATIC
Real Estate Co., Ltd (CATIC Real Estate’) at a
total cash consideration of RMB261,668,000. In
addition to the 10.69% equity interests in CATIC
Real Estate acquired previously on 7th April 2006,
the Company’s aggregate shareholding in CATIC
Real Estate increased to 22.35%. The Company
started to exercised significant influence over
CATIC Real Estate and it is accounted for as an
investment in associates. CATIC Real Estate is a
company with its A shares listed on the Shenzhen
Stock Exchange. It changed its name from
Shenzhen Nanguang (Group) PLC to the present
name on 11th November 2007. Details of the
acquisition are set out in Note 12.

In accordance with IAS 28, on acquisition of the
investments in associates, any difference between
the cost of the investment and the investor’s share
of the net fair values of the associate’s identifiable
assets, liabilities and contingent liabilities should
be accounted for in accordance with IFRS 3
Business Combinations. Therefore, any excess
of the investor’'s share of the net fair value of
the associate’s identifiable assets, liabilities
and contingent liabilities over the cost of the
investment is excluded from the carrying amount
of the investment and is included as income in
the determination of the investor’s share of the
associate’s profit or loss in the period in which the
investment is acquired.
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5 CRITICAL ACCOUNTING ESTIMATES AND
ASSUMPTIONS (continued)

(c)

Estimate of fair values of acquired assets and
liabilities from acquisition (continued)

In the absence of an active market for the above
acquisition undertaken by the Group, in order
to determine the fair values of assets acquired
and liabilities assumed as at the acquisition
dates of 7th April 2006 and 23rd November
2007, the directors of the Company had made
estimates with reference to the assessment by
an independent professional valuer, in order to
determine the fair values of identifiable assets and
liabilities in the transaction, as summarised below:

- Fair values of all working capital items
of CATIC Real Estate are stated at their
net book value, after making applicable
adjustments according to the latest audited
results;

- The long-term assets which were subject
to significant fair value adjustment were
assessed by an independent professional
valuer. The market approach and
depreciated replacement cost approach
were applied in determining the fair value
of these long-term assets;

As a result of the above assessment, the
directors of the Company determined the fair
value of the net identifiable assets acquired in the
transaction as detailed in note 12. Based on such
determination, the amounts of RMB60,065,000
and RMB191,029,000 have been recognised
in income statement and equity respectively in
relation to the acquisition of CATIC Real Estate for
the year.
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CATIC SHENZHEN HOLDINGS LIMITED

REVENUE AND SEGMENTAL INFORMATION

The Group’s principal activities comprise the following
major business segments:

o Clocks and watches — manufacture and sales of
mechanical and quartz timepieces

o Clocks and watches — retailing sales of branded
quartz timepieces

o Electronic products — manufacture and sale of
liquid crystal displays, printed circuit boards and
cable television equipment

o Investment properties — rental services under
operating lease

Turnover consists of sales of clock and watches and
electronic products and rental income derived from
investment properties.

There were no sales or other transactions between the
business segments. Segment assets consist primarily
of property, plant and equipment, construction-
in-progress, other non-current assets, investment
properties, leasehold land and land use rights,
inventories, receivables and operating cash, and exclude
investments in associates. Segment liabilities comprise
operating liabilities and exclude minority interest. Capital
expenditure mainly comprises additions to property, plant
and equipment (Note 8), investment properties (Note 9),
construction-in-progress (Note 10) and leasehold land
and land use rights (Note 7).
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REVENUE AND SEGMENTAL INFORMATION

(continued)
An analysis of the Group’s segmental information is as
follows:
(a) Primary reporting format - business
segments
BRER
HEREERR AREERY RERTHRER FELEES RABHER FAREHER
Clocks and Clocks and Liquid Printed Cable RENE Unallocated
watches watches crystal circuit television Investment corporate it
Manufacturing Retailing displays boards equipment properties items. Total
CERLE CTTSNF CRRLE CTTSF CRREF CTIAF CRRtF CTTAF CRRLE CTEAF CERLE CTTSF CRRLE CTISF C¥REF CITAE
2007 2008 2007 2008 2007 2008 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

ARBFT AEETT ARBTFT ARKTTL ARBFT ARETTL ARETL ARETTL ARETT ABKTTL ARBTL ARKTTL ARETT ARETT NEETT ARETT

RMB’000 RMB'000 RMB’000

RMB'000  RMB’000  RMB'000  RMB’000

RMB'000  RMB’000  RMB'000  RMB’000

RMB'000  RMB’000

RMB'000  RMB’000  RMB'000

Revenue WA 154,803 132611 606,518 320,727 1,721,220 1518021 786,844 572,236 25,069 35,018 62,756 51,181 - - 3,357,210 2,629,794
Results 4%

Segment result A 14964 (1199) 37,846 873 13663 134825 122150 98175  (.028)  (6699) 48090 30503  (41,087) (20200) 288,648 236278
Other income (note 25) iR AH7i25) 1,051 467 4,335 2,371 514 1141 16,399 4,066 2,291 1,471 - = - - 24590 9216
Other gain/(loss)-net Eitha/ (518)

(note 26) —2E(H226) 1216 1357 - - (864) 1,379 - - 376) - - - 43147 21787 43183 24523
Operating proft/oss) BT/ (58) 17,291 65 42181 3244 113313 137345 198549 102241  (5113)  (5528) 48090 39503 2010 (413) 36421 270017
Excess of the share of FEBERRIAHR
the net fair value of AE - 8fER
the associate’s identifiable RRAEEAL
assets, liabilties and BtRE
contingent liabilties KAZER
over the cost of (Wit12)
the investment (note 12) - = - - - - - - - - - - 60,065 - 60,065 -
Finance (costs)/income, net va@éfﬁm / WA
(note 29) — 8 (Hit29) (957)  (601) (17,8%)  (4877) (23354) (36762) 1,034  (1484)  (1008)  (309) - - (51934)  (14187) (94,055)  (56,720)
Share of resuls of associates (] !ﬁ‘s“
fnote 12) $a(E12) - - - L ) - - - - - - o) 45 [y W
Income tax charge (note 31)  FFERISE (Hst31) (1,588)  (2624)  (4301)  (3019)  (1415)  (9,140) (20448)  (14,081) - - (4w 141) - - (36,245)  (31,005)
Profit/(loss) for the year ERER/ (58) 14,746 (2,600) 20,042 (4,652) 82,2300 91,048 119,135 86,676 (6,119) (6,337) 45,5597 37,362 3,312 (21,135) 279,013 180,362
Other information iR
Segment assets HHEE 362,330 246370 549,447 362,480 4,717,313 2,196,386 1,100,220 574,373 32,306 36,154 208,958 224369 902,124 388,680 7,872,698 4,028,812
Investments in associates EBRERAIZRE
(note 12) (Hiit12) - = - = 211 454 - = - = - - 576,641 26865 576,852 27,319
Total assets BEE 362,330 246370 549,447 362480 4,717,524 2,196,840 1,100,220 574,373 32,306 36,154 208,958 224,369 1,478,765 415545 8,449,550 4,056,131
Total liabilities L 155,047 67,796 288,041 164716 2,481,695 928320 643,052 219,776 32,076 29,806 - - 1,149,998 350,411 4,749,909 1,760,834
Capital expenditure BRER 16,153 12,610 10,198 12,602 1,955,370 419,939 470,857 83,423 17 70 - - 9,897 17 2,462,492 528561
Non-cash expenses FRLRR
— Depreciation of property, -0%  BEREE

plant and equipment, RREMERE

and investment properties (K28R H29)

(note 8 and note 9) 10,249 8,846 8,031 6,656 58,561 54,169 39,904 48,382 450 540 7,397 7,664 873 941 125465 127,198
- Amortisation of leasshold land  ~ &+ 1

and land use rights (note 7)  (EFIIBEESA(H127) 461 = - - 3,975 832 309 20 - - - 461 - - 4745 1578
~ Provision for/(reversal of) —EWFERE

impairment loss of TiEfE/ (BE)

recelvables 53 1,00 - 238 15 (10375) 2,228 (659) 789 (1444) - = - - 3645 (11,145)
~ Provision for/[reversal of) -BEFEERE/(BR)

inventory obsolescence (Hst27)

(note 27) 1870 (3181) - - 439 29078 528 4 3969 6 - - - o076 25907
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6 REVENUE AND SEGMENTAL INFORMATION

(continued)

(a) FTEFBREFR - EKIBE) (@) Primary reporting format - business
segments (continued)

DHEERABREBCEERA

Segment assets and liabilities are reconciled to

BHRAOT entity assets and liabilities as follows:
BE
Assets
—EBELF ZEERF
2007 2006
ARMFT AREFT
RMB’000 RMB’000
DEVEE Segment assets 6,970,785 3,640,586
RABC Unallocated:
REEENR 2 IKE Investments in associates 576,641 26,865
A ESREE Available-for-sale financial assets 2,098 189,771
HiIERBEE Other non-current assets 473,020 -
ReRIREEEY Cash and cash equivalents 330,460 175,833
BElE&EE Fixed assets 11,451 11,634
B mEEE Other current assets 11,087 616
RAREEREZ Financial assets at fair value
SRS R EE through profit or loss 74,008 60,826
8,449,550 4,056,131
=R
Liabilities
—EELF ZEETRF
2007 2006
ARBFT ARETT
RMB’000 RMB’000
HEAE Segment liabilities 3,599,911 1,410,423
RARE Unallocated:
EHSEHAas Current income tax liabilities 64 86
BE Borrowings 854,000 320,000
H b S 3R Other payables 295,934 30,325
4,749,909 1,760,834

CATIC SHENZHEN HOLDINGS LIMITED
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WARDEBER (&) 6 REVENUE AND SEGMENTAL INFORMATION
(continued)
(b) REFBHRERN —wES I (b) Secondary reporting format - geographical
segments
—EELF —EETRF
2007 2006
ARHEFT ARETT
RMB’000 RMB’000
WA Revenue
==)Eilrnpul Mainland China 2,145,119 1,539,444
B Hong Kong 602,236 492,520
EES Europe and America 393,337 222,000
EEEyS S R East and Southeast Asia 93,513 263,027
HiExR Other countries 123,005 112,803
3,357,210 2,629,794
WA TR PR EBE S ETTH B Revenue is allocated based on the country in
which customers are located.

—EELHF —EERF
2007 2006
ARHEFT ARETT
RMB’000 RMB’000

wEE Total assets
R A Mainland China 7,817,832 4,027,728
&5 Hong Kong 9,458 -
B3 Europe and America 35,454 990
Hoo MR East and Southeast Asia 9,954 94
7,872,698 4,028,812
i SN Associates 576,852 27,319
8,449,550 4,056,131
REEREEFEMEITHE © Total assets are allocated based on where the

assets are located.
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6 WARDBER (&) 6 REVENUE AND SEGMENTAL INFORMATION
(continued)
(b) REIBHREFR-#HEHI;(E) (b) Secondary reporting format - geographical

segments (continued)

—ETEHF —EERF
2007 2006
ARMFT ARETT
RMB’000 RMB’000
BARLH Capital expenditure
A ] (A 3t Mainland China 2,458,676 527,477
BB Hong Kong 3,051 -
EES Europe and America 765 990
ECEYNE Nk East and Southeast Asia - 94
2,462,492 528,561
BT MR EEFE#EIT D © Capital expenditure is allocated based on where
the assets are located.

—ETtHF ZETRF
2007 2006
AR¥FT AREFT
RMB’000 RMB’000

a2 A 2 Analysis of revenue by category
BEmiEE Sales of goods 3,294,454 2,578,296
AL UWA Rental income 62,756 51,498
3,357,210 2,629,794
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7 HE i L fiE AR 7 LEASEHOLD LAND AND LAND USE RIGHTS
rEER
Group
—EBELF ZEERF
2007 2006
ARMFT ARMTFT
RMB’000 RMB’000
R—A—BZEREFE Net book value at 1st January 50,706 35,453
NE Additions 137,853 16,826
5 Amortisation (4,745) (1,573)
Rt A=1+—HzEEmFE  Net book value at 31st December 183,814 50,706
REERE Representing by nature:
AW Investment properties 14,623 15,084
H s Other properties 169,191 35,622
183,814 50,706
AEBEHETHIHMRFRIEA - WA The Group’s leasehold land is in situated in the mainland
TR B & T E IR B T 302504 F A China and was granted by the Town Planning and Land
H - ZEARI B 2 AeEt » Administration Bureau for periods of 30-50 years from

the date of grant.
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8 PROPERTY, PLANT AND EQUIPMENT

AEE Group
—TTRE
2006
B
Equipment TE
EF and Motor 1a%s
Buildings machinery vehicles Total
AREFT AREFTL AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
B Cost
HE-BEAET+=A Year ended 31st December 2006

=t-HLEFE
4 At beginning of year 485,680 851,805 31,484 1,368,969
TRIREA Transfer from construction-in-

(Hit10) progress (Note 10) 4,904 5,017 - 9,921
NE Additions 19,986 36,511 8,477 64,974
HE Disposals (2,045) (17,060) (1,705) (20,810)
REMEEN Transfer from investment properties

(Hizt9) (Note 9) 3,783 - - 3,783
ERSNEYE Transfer to investment properties

(Hi£9) (Note 9) (17,817) = = (17,817)
FX At end of year 494,491 876,273 38,256 1,409,020
NEE Representing:

R AR At cost 494,491 876,273 38,256 1,409,020

2HITE Accumulated depreciation

=) At beginning of year 131,739 397,411 19,837 548,987

KEEFIE Charge for the year 24,792 91,094 3,645 119,531

HeE Disposals (668) (15,116) (1,622) (17,406)
REMEEAN Transfer from investment properties

(Hi£9) (Note 9) 1,053 - - 1,053
BEREREYE Transfer to investment properties

(H:#9) (Note 9) (2,908) = = (2,908)
£X At end of year 154,008 473,389 21,860 649,257
BREEE Net book amount
ES At end of year 340,483 402,884 16,396 759,763
4 At beginning of year 353,941 454,394 11,647 819,982

CATIC SHENZHEN HOLDINGS LIMITED
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8 PROPERTY, PLANT AND EQUIPMENT

(continued)
REE(E) Group (continued)
“BELE
2007
FER S
Equipment AE
g and Motor wm
Buildings machinery vehicles Total
ANEEFr AREFT AREFT ARETF
RMB’000 RMB’000 RMB’000 RMB’000
B Cost
BE-EELFE+=H Year ended 31st December 2007

=t-ALFE
E4) At beginning of year 494,491 876,273 38,255 1,409,019
EEIREA Transfer from construction-in-

(Hiiz10) progress (Note 10) 1,462 29,278 - 30,740
NE Additions 20,419 192,199 4,912 217,530
HE Disposals (4,381) (18,882) (1,663) (24,926)
BEMEBA Transfer from investment properties

(Hi#t9) (Note 9) 12,539 - - 12,539
HENBAR Disposal of subsidiaries (720) (4,493) (218) (5,431)
FR At end of year 523,810 1,074,375 41,286 1,639,471
KF: Representing:

BN At cost 523,810 1,074,375 41,286 1,639,471
RitiE Accumulated depreciation
F1 At beginning of year 154,007 473,389 21,860 649,256
NEFHE Charge for the year 28,012 85,099 4,956 118,067
HeE Disposals (3,995) (17,180) (2,298) (23,473)
REMFEN Transfer from investment properties

(B1529) (Note 9) 4,524 - - 4,524
HEMRBAT Disposal of subsidiaries (720) (2,454) (203) (3,377)
S At end of year 181,828 538,854 24,315 744,997
REFE Net book amount
FR At end of year 341,982 535,521 16,971 894,474
4 At beginning of year 340,484 402,884 16,395 759,763
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8 PROPERTY, PLANT AND EQUIPMENT

(continued)
RAT Company
ZETRE
2006
RO
Equipment k3
e and Motor ek
Buildings machinery vehicles Total
AREFTT AREFT AEEFT AREFIT
RMB’000 RMB’000 RMB’000 RMB’000
B Cost
BEE-EEAF+ZH Year ended 31st December 2006
=+-HLEEE
=) At the beginning of year 21,925 110 4,070 26,105
NE Additions - 17 - 17
FR At end of year 21,925 127 4,070 26,122
K : Representing:
R R At cost 21,925 127 4,070 26,122
2iMiNE Accumulated depreciation
E4) At beginning of year 9,738 93 3,722 13,553
REEER Charge for the year 856 3 76 935
ES At end of year 10,594 96 3,798 14,488
REFE Net book amount
ER At end of year 11,331 31 272 11,634
Eq) At beginning of year 12,187 17 348 12,552
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8 -  BERSEEE) 8 PROPERTY, PLANT AND EQUIPMENT
(continued)
AT () Company (continued)
“BELE
2007
FER S
Equipment AE
¥ and Motor ok
Buildings machinery vehicles Total
ANEEFr AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
B Cost
BE-EELFE+=H Year ended 31st December 2007
=t-ALFE
E4) At the beginning of year 21,925 127 4,070 26,122
NE Additions - 20 37 57
HeE Disposals - (M - 4]
FR At end of year 21,925 140 4,107 26,172
NEE Representing:
R R At cost 21,925 140 4,107 26,172
2:itiE Accumulated depreciation
F4) At beginning of year 10,594 96 3,798 14,488
REEFIE Charge for the year 858 7 - 865
HeE Disposal - (6) - (6)
FR At end of year 11,452 97 3,798 15,347
R RE Net book amount
FR At end of year 10,473 43 309 10,825
4 At beginning of year 11,331 31 272 11,634
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CATIC SHENZHEN HOLDINGS LIMITED

PROPERTY, PLANT AND EQUIPMENT
(continued)

The buildings and other property, plant and equipment of
the Group were stated at the historical cost.

Depreciation expense of RMB88,545,000 (2006:
RMB91,368,000) had been charged to cost of sales,
RMB7,119,000 (2006: RMB6,049,000) to distribution
costs and RMB22,403,000 (2006: RMB22,114,000) to
administrative expenses.

The Group’s buildings are all situated in the mainland
China.

Included in buildings of the Group and the Company
are leasehold properties, including both leasehold
land and buildings, with aggregate net book values
of RMB140,308,000 (2006: RMB104,647,000) and
RMB10,473,000 (2006: RMB11,331,000) as at 31st
December 2007, respectively. Because of the inability
to estimate reliably the element of leasehold land value
attributable to the leasehold properties, leasehold land
and land use rights in respect of these properties are not
separately classified under the heading of “Leasehold
land and land use rights” as disclosed in Note 7 to
the financial statements. However, such classification
did not have a significant financial effect to the Group
and the Company because the leasehold properties
are depreciated over a period of 20-35 years, which
approximate the remaining period of the related leases.

As of 31st December 2007, the premise of one
manufacturing plant building with a net book value
of approximately RMB2,730,000 (2006: one plant
buildings with a net book value of RMB2,893,000)
has been pledged for short-term bank loans of
RMB3,000,000 (2006: RMB2,600,000) made available
to Shenzhen Maiwei Cable TV Equipments Co., Ltd, a
subsidiary. Another two plants with an aggregate net
book value of approximately RMB156,352,000 (2006:
RMB175,568,000) had been pledged for a long-term
bank loan of RMB42,000,000 (2006: RMB35,000,000)
made available to Shenzhen Tian Ma Microelectronics
Co., Ltd., another subsidiary of the Group.
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9 REWE 9 INVESTMENT PROPERTIES
rER
Group
—EBELF —EERX
2007 2006
AREFT ABREFT
RMB’000 RMB’000
IREE Carrying amount
EH] At beginning of year 293,855 279,821
YIE - BB MEREEA Transfer from property, plant and
(#1:£8) equipment (Note 8) - 17,817
HEEYX - BRE &K Transfer to property, plant and
(H1:£8) equipment (Note 8) (12,539) (3,783)
FR At end of year 281,316 293,855
2iHifE Accumulated depreciation
F1) At beginning of year 84,569 75,047
REFETIR Charge for the year 7,398 7,667
WE - BB RREEA Transfer from property, plant and
(#1:£8) equipment (Note 8) - 2,908
EBEEYE  BERE Transfer to property, plant and
(H1:£8) equipment (Note 8) (4,524) (1,053)
FR At end of year 87,443 84,569
IREFE Net book value
FR At end of year 193,873 209,286
£ At beginning of year 209,286 204,774
BEEME Directors’ valuation
— BEEEAE L — including the valuation of the
FIEHE relevant leasehold land payments 361,210 519,821

REERIZEMEIMNFEBEA © The investment properties of the Group are situated in

the PRC.
WERBNMER ST LER =TT RF The valuation for the investment properties at 31st
T A=T—AZEEINHEFRARTS December 2007 and 2006 were determined by the
BIRETE ° directors based on an open market value basis.
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10 #HEBIRE 10 CONSTRUCTION-IN-PROGRESS
rEER
Group
—EELF ZEERF
2007 2006
ARMFT ABREFT
RMB’000 RMB’000
F1) At beginning of year 446,349 9,509
NE Additions 2,101,843 446,761
EEEYE RN RE Transfer to property, plant and
(H1aE8) equipment (Note 8) (30,740) (9,921)
FR At end of year 2,517,452 446,349

%:%%t¢+*ﬂi+—a AR
2,024,730,000 L (ZEERNF : AR¥
379,908,0007T ) 7 & Fff /& 2 &) £ 8K 518
BEFRHERAREL —FFBRATE -

As at 31st December 2007, RMB 2,024,730,000 (2006:
RMB 379,908,000) was incurred for a new production
plant of a subsidiary, Shanghai Tian Ma Microelectronics
Company Limited.

11 RBARIZERE 11 INVESTMENTS IN SUBSIDIARIES
¥ /N
Company
—EELF —EERF
2007 2006
AR¥EFT ARETT
RMB’000 RMB’000
WE IR Investments at cost:
— R AERG — shares in listed companies 352,838 369,045
—JEETmRG — unlisted equity interests 445,276 292,224
—RME — impairment (11,050) -
787,064 661,269

R_ZZTtFE+_A=+—H tHRRK
pzmEAARKE9 385,584,000 (—EF
NI ARM2,368,149,0007T) ©

190  CATIC SHENZHEN HOLDINGS LIMITED

As at 31st December 2007, the market value of shares in
listed companies was approximate to RMB9,385,584,000
(2006: RMB2,368,149,000).
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2007FF %R

BB ARZREE) 11 INVESTMENTS IN SUBSIDIARIES (continued)
RZBELE+-A=+—8 ' KAFNT As at 31st December 2007, the Company had equity
TIEZWBARIFHEAREER(ARARE interests in the following major subsidiaries which, in
BRAEZEWBE QR (R REEM,A) the opinion of the directors, materially contribute to the
EAREEFN SN EEEERBEYESR net results of the Group or held a material portion of
EpNGA D the assets or liabilities of the Group (all incorporated/
established and operated in the PRC):
/R A A
Date of
WELRER incorporation/ Frib R HMER  LEER TEER
Name of subsidiary establishment Attributable equity interest Registered capital Type of legal entity Principal activities
“EEtE S Y3
2007 2006
B BB it
Direct Indirect  Direct Indirect
ARG HHE TR “WN\=E 45.62% - 52.62% - AR#2655400000  BROBRAR(R SERBERR
ARAR(AIXRED)  +—ANA RMB265,540,000 BRFTETAR) BRa
(Hia) 8th November 1983 Joint stock company Manufacture and sale
Shenzhen Tian Ma (iisted on the Shenzhen  of liquid crystal
Microelectronics Stock Exchange) displays
Company Limited
(“Shenzhen Tian Ma”)
(Note a)
MIFEERERAT  —AN\EE 95% - - AR#1300000000  AREAMLARF S RHEENS
Shenzhen Shennan +RA=H RMB130,000,000  Limited liability company BEEIR
Circuit Co., Ltd. 3rd July 1984 Manufacture and sale
of printed circuit
boards
AYTREE(SE) —hNZE 44.69% - 52.24% - AR¥249318000m  RABRARE(H St R EER
RABRAR =A=+H RMB249,318,000 B EHAR) Manufacture and sale
(Re== ) (Bzzp)  30th March 1990 Joint stock company of watches and
Shenzhen Fiyta (isted on the Shenzhen  clocks
Holdings Limited Stock Exchange)
(‘Fiyta”) (Note b)
MIBFEREREN  —ANF 60% - - ARE20000000m AELE RERHERRER
BRAH NA=EH RMB20,000,000  Contractual joint venture ~ Z#Z&# 2
Shenzhen Maiwei Cable  3rd August 1991 Bl
TV Equipments Manufacture and sale
Co., Ltd. of electronic
components of
cable television
appliances
HEXSHETRH —2EtE 21% 30% 30% AR¥1,030,000000C AELE HERHERS
ARRAR(HHa) MA+A RMB1,030,000,000  Contractual joint venture ~ EERE
Shanghai Tian Ma 7th April 2007 Manufacture and sale
Microelectronics of liquid crystal
Company Limited displays
(Note a)
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11

RMBRRZRE(#)

Bt

R-ZELFE+_A=+—H  £ARQF
RRINKE ORINBRFTETAR)#E
45.62% 2 s °

EBEAFBROMR_ZETENLA=TA
AEORINKEIRRIEZ AT - AR AR
FYIREBEEE2.62% 2 s - Eo A
AARZKHIBAT °

RZBZ+ENA=+N\R  FIKE
AR A R#9.81 7T Z & N7 A
2 T8N 1 & & 35 1750,900,000 A% ¥
B e RRBRFRINKE 2 S WEES
45.62% ° SR AR BN ERYIXR
BSEBLERMBRE 2 ERES - A
I REE=ZTEEF+=-_A=+—H
WEFE - RINKEIES BARRA R Z M
BARTA] -

RAEBMZEEMB®RET - ElFR
BT ARRIIRREMLE AN EEEINA
R#151,000,0007T * SRRz 15 A0
AR ¥332,874,0007T °

BN RAEE - EBRXEME RN
ERARA([EEXRE D ZER/REEETEAN
R#515,000,0007T ° SRR )E & 00
AR ¥252,350,0007T °

CATIC SHENZHEN HOLDINGS LIMITED

11

INVESTMENTS IN SUBSIDIARIES (continued)

Notes:

As at 31st December 2007, the Company had 45.62%
of equity interest in Shenzhen Tianma, a company listed
on the Shenzhen Stock Exchange.

Prior to a new shares issue which was approved by the
shareholders of Shenzhen Tianma on 29th September
2006, the Company owned 52.62% of equity interest
in Shenzhen Tianma and it was accounted for as a
subsidiary of the Company.

Shenzhen Tianma issued 50,900,000 new shares at
RMB9.81 per share to independent institutional investors
in the PRC on 28th August 2007. The Company’s equity
interest in Shenzhen Tianma was diluted to 45.62%.
Nevertheless, the Company maintains de facto control
over Shenzhen Tianma in its major operational and
financial decisions, thus Shenzhen Tianma continues to
be accounted for as a subsidiary of the Company for
year ended 31st December 2007.

In the Group’s consolidated financial statements, the
above new shares issue had increased the capital
reserve attributable to the shareholders of the Company
and minority interest by RMB151,000,000 and
RMB332,874,000 respectively.

In addition, all investors of Shanghai Tian Ma
Microelectronics Company Limited (“Shanghai
Tianma”) have contributed additional capital totalling
RMB515,000,000 during the year. The share of capital
contribution of the minority interest increased by
RMB252,350,000.
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REBARZRE(#)
At - (#)

R-ZELFE+_A=+—H  £AAQF
RREECRYBRFETRR)#EA
44.69% 2 s °

ERESENEN-_ZTE+E+—HF+
HER T ERRIEZRT - AR
TREMEA52.24% 2 ik o

RIBRED BRE - AR A AREZER
RR-ZEZLF+—-AN\BFEZRBE
B R OB 131 B FE iR A 2 (B
1% - MR % 5 JE A AR 4 A SR B B P
BREEEFRBER DB RRBRD

AARE AR EIE ETRDBRERE
4 $£18,832,500/% & 17 + R RHED B 2K
Tk RRRINRIEE 2 = 52.24%
(&K = 44.69% ° AT » ANQ A0 #
HRDEFELERMERE 2 ERE
0 A RBEE-_ZTZTLFE+_A8
=+—HIEFE  RLEDHEIERA
RAIZHBATR -

RAEBMZEEMBREAN - Ll
DERELSARAREEIEEARGHER
b AR #49,055,0007T i R
wAEEE MRS SE - RARARZH
BHRER  RHBRABZEEDRD A
R #16,208,0007T © WAz £ BENE
mRPRIE

11

2007FF %R

INVESTMENTS IN SUBSIDIARIES (continued)

Notes: (continued)

b

As at 31st December 2007, the Company had 44.69%
of equity interest in Fiyta, a company listed on the
Shenzhen Stock Exchange.

Prior to the share segregation reform which was
approved by the shareholders of Fiyta on 10th
November 2007, the Company owned 52.24% of equity
interest in Fiyta.

Under the share segregation reform, the Company
offered 3.1 non-circulated share of Fiyta for every
10 circulated shares held on 8th November 2007 in
consideration for such non-circulated shareholders
to agree that all the Fiyta’s non-circulated shares be
converted into circulated shares.

The Company has granted a total of 18,832,500
shares of Fiyta to the holders of unlisted shares,
which resulted in the shareholding in Fiyta held by the
Company decreased from 52.24% to 44.69% after the
share segregation reform. Nevertheless, the Company
still maintains de facto control over Fiyta in its major
operational and financial decision, Fiyta continues to be
accounted for as a subsidiary of the Company for year
ended 31st December 2007.

In the Group’s consolidated financial statements, the
above share segregation reform had reduced the
capital reserve attributable to the shareholders of the
Company by RMB49,055,000 and increased minority
interest by the same amount. In the Company’s financial
statements, the investments in subsidiaries had been
decreased by RMB16,208,000 and this reduction has
been dealt with in the income statement.
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12 REBEQATZRE 12 INVESTMENTS IN ASSOCIATES
rEE NG|
Group Company
“EELE ZEERE —ERLE ZZERE
2007 2006 2007 2006
ARETR AREFT ARETF AREFT
RMB’000 RMB’000 RMB’000 RMB’000
E4) At beginning of year 27,319 27,249 5,011 5,011
WE R E 2 Cost of acquisition of
A (fiita) Catic Real Estate (Note a) 261,668 = 261,668 =
A EREEA Transfer from available-for-sale
(Hizt14) R (fiita) investment (Note 14) and
(Note a) 43,944 - 43,944 -
ZASWERIFMmbE  Fair value change arising from
EEZATEE acquisition of Catic Real
(Hizta) Estate achieved in stages
(Note a) 191,029 - - -
BRI R i Excess of the share of the net
AHREE fair value of Catic Real Estate’s
BERSA identifiable assets, liabilities
BEFLAE and contingent liabilities over
BHRERK the cost of the investment
ZEB(Wita) (Note a) 60,065 = - _
el =UNG| Share of (loss)/profit of
(B1B) /A associates (7,173) 70 - -
RIBARZRE Conversion from investment in
B ATNE N ] subsidiary to investment in
LB (fzp) an associate (Note b) 1,455 - 5,100 =
B Impairment provision (1,455) - (5,100) -
EXR At end of year 576,852 27,319 310,623 5,011

CATIC SHENZHEN HOLDINGS LIMITED
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REEQARZRE#)
R-BT+&E+=F=1—0  AATEH
HERRS FEMEATNT

NG

Name of associate

Yo R
BRAR

CASTIC-SMP Machinery
Corporation Limited

HIRETRER
ARAT

Shenzhen Shenrong
Engineering Plastics
Co., Ltd.

L SN
HYVIX Co,, Ltd.

ARt ER
BRAR(Hia)

Shenzhen CATIC Real
Estate Co., Ltd
(note a)

AP RSB TR
ARAR(PMEE])
(Hrztv)

Shenzhen CAERO
Digital Display Inc.
(“CAERQ’) (note b)

i,/ R A
Date of

incorporation/
establishment

—NNE
+—A+EA
15th November 1986

—hWhE
—At+tH
17st January 1989

“ETMG= AR
5th March 2004

—hW\RE
RAZTAR
29th May 1985

“ETHE
ZAZtiB
26th February 2005

2007FF %R

INVESTMENTS IN ASSOCIATES (continued)
As at 31st December 2007, the Group had direct
interests in the following major associates:

12
RARELER
Attributable

equity interest
ZERLE CTEAE
2007 2006
50% 50%
30% 30%
25% 25%
22.35% 10.69%
39.51% 51%

AER
Registered
capital

1,595,000%7C
USD1,595,000

A #3,400,0007C
RMB3,400,000

1,500,000%7C
USD1,500,000

ARE
222,320,727
RMB222,320,472

AR#10,000,0007

RMB10,000,000

TEER
Type of
legal entity

RALE
Contractual joint
venture

RALE
Contractual joint
venture

RALE
Contractual joint
venture

R BRAR R
ARFLTAR)

Joint Stock
Company (Listed
on the Shenzhen
Stock Exchange)

aAR%
Contractual joint
venture

TEER/
EMRE R
Principal activities/
place of
incorporation

and operation

SHERSHELRATH:
i

Manufacture and sale
of dry cleaning
machines, PRC

SUERHETEHm -
i

Manufacture and sale
of plastic casings,
PRC

EE HERHEE
BB
Eim - e

Manufacture, research
and sale of liquid
crystal displays,
Korea

MEREREE
RE ZERBE

Property developing
and construction,
investment, retailing
and hoteling

FFETENHR -
FEREE

Research and
development and
sale of digital
displays
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12

REBERATRZREE)
@ R-ZEEXRFOARR AEEA

e 3N AR A i 2 (AT AE AR I ™
(RE)BRMABARAT)E R ZRE N
R A RB2.627T 2 (B Uk BE H 3%
AR - EREZ212.06% © 4
RAB A AR ¥ 43,944,0007T ° IttTE
BRERAFEHERE([FIHfEER
BAR °

R-ZZTREMA+—BFYIF R
WMEZRESELRETKE  FTE
BRABRDERIERBRHER A
B - AEBRRIIF M E
ZHERRIEE10.69% - REE-T
TERE+T-_A=1+—HItFE ' ik
BN EHEY | BRI ERE -

Q

—EEXRF+_A=+—H " &
AIRFEY R E 2 B AF
BETER  AFEEMAEEZ
HiHAEB AR 79,670,000 7T 57 1

mP R -

P2

FA - RBEFRINFIMHBEER-F
ERETAZEZHRET AR
BIAERARET 52T 2 BIKRAE
34,796,318 Ik Ixfn + BRE B A
R #261,668,0007T ° R=—ZT &+
FE+—A-+=HRBEBTKE ' &
NARFIIR A E 2 S NE
22.35% @ MW EVIS ENR I At E A
EAFEN - RFIIPfbEZ &
BEEHRAHEIECHEEEREZR
RN E ZIRE o ANA B FBEE
Yt EBEINEARTE - MiLE
WEZ BRI HREERERE A
REERRZIRE -

IWIEIR ERAEIREAR - I
. RN ERER A HEHE
WEAFEENAMELEZEER
BH A% AR79670,0007T F
LAREE] o AN + AR B FTAEE I
MWENHREE  BEMIAE
BZFAFEBE - NFMNA
tERk_ZEELtF+—A=+=
BUER 2 REKRAN s ZBARE
60,065,000 TERAEBHE -
TrE&E+-_A=+—HItFEZE
R MERR o )25 W 2 10.69% %
RS ESEEE ST+ — A
TH=HEAZAFERZIARE
1mgmow%aﬁ%ﬁk%§mﬁ
FE22) °

CATIC SHENZHEN HOLDINGS LIMITED

12

INVESTMENTS IN ASSOCIATES (continued)

(@)

On 5th April 2006, the Group acquired promoters’
shares in CATIC Real Estate (formerly known
as Shenzhen Nanguang (Group) PLC) which
represented 12.06% equity interest, from its
then shareholders at a price of RMB2.62 per
share, amounting to a total consideration of
RMB43,944,000. This investment was accounted
for as an available-for-sale investment (“AFS
Investment”).

On completion of a share segregation reform of
CATIC Real Estate on 11th April 2006, all the
promoters’ shares were converted from non-
circulated shares to circulated shares and the
Group’s shareholding in CATIC Real Estate was
reduced to 10.69%. This investment continued to
be accounted for as an AFS Investment for the
year ended 31st December 2006.

As at 31st December 2006, the Company’s
investment in CATIC Real Estate was revalued to
its fair value and the resulting revaluation surplus
of RMB79,670,000 arising from the increase in the
fair value had been recognised in equity.

Pursuant to a proposed new share issue of
CATIC Real Estate in October 2006, the Company
subscribed for 34,796,318 shares of CATIC Real
Estate at a price of RMB7.52 per share during
this year, representing a total consideration
of RMB261,668,000. The subscription was
completed on 23rd November 2007 and the
Company’s shareholding in CATIC Real Estate
increased to 22.35%. The Company has started
to exercise significant influence over CATIC Real
Estate and the classification of this investment
was then changed from available-for-sale financial
asset to an investment in associates.

Equity method of accounting is adopted to
account for this investment. As a result, the
previously recognised revaluation surplus
recognised in equity of RMB79,670,000 arising
from the increase in fair value of the AFS
Investment was reversed. In addition, the excess
of the Company’s share of the respective net
fair value of the CATIC Real Estate’s identifiable
assets, liabilities and contingent liabilities over the
costs of the investment as at the two acquisition
dates of 7th April 2006 and 23rd November
2007 amounting to RMB60,065,000 has been
recognised in the income statement of the Group
for the year ended 31st December 2007. The
fair value gain arising from the initial acquired
shareholding of 10.69% during the step-up
period to 23rd November 2007 amounting to
RMB191,029,000 has been directly credited to
equity (Note 22).
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RBERR 2 RE(#)
) R-BEXFAA=+=8 B

BFROHDBRAF(EHE] - RinE
BRAREZ —)REBEBIERIEE
197 =% 1) = A BRES 1 #9.360,000 3
TT(AR®2910,0007T) Z X & (12
&) AR 4,000,000 E AR
#6,910,0007T °

BEER-_ZTTLtF - A%K
RAMEE 2 aMBRAEE AR
12,910,0007T - RN & T K & -
RHE F R i 085 2 B a= M 40% 38 =
53.52% * AN &) P fin B 2
M 51% 58 £39.51% ([ 18 1E H
&) o BRANRA RIS R B
BAXEN  WRFMBHBZRE
FIRTE AR S E 2 B & AR5 R o

MAEEZREMBEHRERA - RIE
HESLOBEBREDZR D ARE

1,398,0007T °

1EE BB 2 BB
mR ML HIRE BT ELEM
REZENE - AEBREARARE
U IAKRE 2 REEZ B RRE
EHR(ZZETRE &) o

12

2007FF %R

INVESTMENTS IN ASSOCIATES (continued)

(b)

On 22nd September 2006, K-Bridge Electronic
Co. Ltd (“K-Bridge”), one of the existing
shareholders of CAERO, agreed to increase its
capital contribution (the “Capital Increase”) in an
amount of USD360,000 (i.e. RMB2,910,000) to
CAERO from RMB4,000,000 to RMB6,910,000
pursuant to a Capital Increase Agreement.

The Capital Increase was completed in February
2007 with the registered capital of CAERO
increased to RMB12,910,000. Consequently,
K-Bridge’s equity interest in CAERO was
increased from 40% to 53.52%, and the
Company’s equity interest in CAERO was diluted
from 51% to 39.51% (the “Deemed Disposal”).
The Company retains significant influence over
CAERO and thus the investment started to be
accounted for an associate of the Group.

In the Group’s consolidated financial statements,
the Deemed Disposal has reduced the minority
interest by RMB1,398,000.

Considering the continuing loss position of
CAERO, the Group and the Company have fully
provided for impairment loss for the carrying value
of the investment (2006:Nil) as no future economic
benefit is expected to be realised from it.
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12 REBEQXFAZRE#E) 12
L) (&) (b)
AEEREIEMEAR 2 EE N
BIEEE(BRABWT

INVESTMENTS IN ASSOCIATES (continued)

(continued)

The Group’s share of the results of its principal
associates and its share of the assets (including
liabilities) are as follows:

AmRLEER
Place of i/ HmEs o
incorporation Authorised/ BRHERA BAl
4 and kind Registered Paid up ZEEtE % Interest
Name of legal entity capital capital 2007 held
BE ElH WA BR /(B8
Assets Liabilities Revenues Profit/ (loss)
ABBTT ARETT ARETT ARETZ
RMB'000  RMB’000 RMB'000  RMB’000
MIrEERREERAT PE - ARREAY  ARE N 28880 8205 28,306 576 50.00%
CASTIC-SMP Machinery  The PRC, Limited 7,861,000 7,861,007
Corporation Limited Liability company RMBT,861,000 RMBT,861,000
RIRATEENERLT 48 AREEAD  ARM AR% 6028 1418 BN6 45 0%
Shenzhen Shenrong The PRC, Limited 3,600,000 3,600,007
Engineering Plastics Liabilty company RMB3,600,000 RMB3,600,000
Co., Ltd.
EERAAT %6 BRETAT  800,0000008E  800,000,000%% 2025 1,718 78 (243)  25.00%
HYVIX Co., Ltd. Republic of Korea, Korea Korea
Limited Liability WON800,000,000  WONB00,000,000
company
RIRGNERRHY  GE ARREDT RN N 206 ATH ST (1464) 3050%
ERAT The PRC, Limited 12,910,007 12,910,007
Shenzhen CAERO Liability company RMB12,910,000 RMB12,910,000
Digital Display Inc.
RRFUERRERAT BOERAT AR% ARS 1109712 6A038 240 (B000)  2235%
Shenzhen CATIC (RYIBRFLAAA) 2023204727 202,3204727L
Real Estate Co., Ltd Joint Stock Company ~ RMB222,320,472 RMB222,320,472
(Listed on the
Shenzhen Stock
Exchange)
1,209,606 693525 61,929 (8,626)

CATIC SHENZHEN HOLDINGS LIMITED
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12 REERARZRESE) 12 INVESTMENTS IN ASSOCIATES (continued)
() (%) (b)  (continued)
it ReFER
Place of g/ AmER BhES
incorporation Authorised/ EARRA Rl
41 and kind Registered Paid up IEENE % Interest
Name of legal entity capital capital 2006 held
BE 8 WA &7l/(EB8)

Assets  Liablities ~ Revenues Profit/ (loss)
ANEETE AREFT ARETT ARETE
RMB'000  AMB'000  RMB'000  RMB'000

Ll R hE - EREFAR ARE ARE 24625 3512 23,093 %1 50.00%
ERAF The PRC, Limited 7,861,007 7,861,007

CASTIC-SMP Machinery Liability company RMB7,861,000 RMBY7,861,000
Corporation Limited

MIRETRER T FRERAAR  ARE AE® 515 1048 659 206 3000%
ERAF The PRC, Limited 3,600,007 3,600,0007
Shenzhen Shenrong Liability company RMB3,600,000 RMB3,600,000
Engineering Plastics
Co., Ltd.
AR L6 800,000,008 800,000,005 2473 2,000 757 (397)  25.00%
HYVIX Co., Ltd. Republic of Korea Korea Korea

\WONB00,000,000  WON800,000,000

32,257 6,580 30,446 70
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13 RERNSENESMIA 13 FINANCIAL INSTRUMENTS BY CATEGORY
AEH : The Group:
BAREER
BHSIREZ
SREE AftHE
Financial SREE
EAZR assets at Available-
FEW B fair value for-sale
Loans and  through the financial Foh
receivables profit and loss assets Total
AREFT AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
BE NGEEE Assets as per consolidated
BEXRME balance sheet
“TTLFE+-F=+—H 31st December 2007
AftHESREE Available-for-sale financial assets
(HiF14) (Note 14) = = 231,282 231,282
BORM(HiE18) Trade receivables (Note 18) 668,561 - - 668,561
R E R (H1i218) Notes receivables (Note 18) 272,854 - - 272,854
H At IR (H5718) Other receivables (Note 18) 76,792 - - 76,792
BARERBERIR Financial assets at fair value
ZERMEEMZ19) through profit or loss (Note 19) = 74,008 = 74,008
BeRIFSEZEY(Hf720) Cash and cash equivalents (Note 20) 1,286,628 = = 1,286,628
fast Total 2,304,835 74,008 231,282 2,610,125
T F+-A=1+—H 31st December 2006
EHESREE Available-for-sale financial assets
(Hfit14) (Note 14) - - 235,890 235,890
B SRR (H:£18) Trade receivables (Note 18) 504,870 - - 504,870
e ral) Notes receivables (Note 18) 265,741 - - 265,741
Hio UGB (H218) Other receivables (Note 18) 67,321 - = 67,321
BAREERERNE Financial assets at fair value
LERBENE19) through profit or loss (Note 19) = 62,965 = 62,965
BeRReEBY(H20)  Cash and cash equivalents (Note 20) 740,912 - - 740,912
st Total 1,578,844 62,965 235,890 1,877,699

200  CATIC SHENZHEN HOLDINGS LIMITED
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RERNSENESMIA®) 13 FINANCIAL INSTRUMENTS BY CATEGORY
(continued)
ARQF : The Company:
BRAAEER
BHSIE2
SREE AHHE
Financial SHEE
ERR assets at Available-
FEW B fair value for-sale
Loansand  through the financial Foh
receivables profit and loss assets Total
AREFT AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
EE MEESERMEA Assets as per balance sheet
—EFE+E+-f=+—F  31st December 2007
H bR (A F18) Other receivables (Note 18) 199 - - 199
BRAREEBERTR Financial assets at fair value
LEREEHE19) through profit or loss (Note 19) - 74,008 - 74,008
e RBe%EY(f720)  Cash and cash equivalents (Note 20) 310,161 - - 310,161
@t Total 310,360 74,008 - 384,368
“ETRFF+-A=1+—H  31st December 2006
Hib UGB (#1218) Other receivables (Note 18) 852 - - 852
BRARBEEBERSR Financial assets at fair value
LEREEHH19) through profit or loss (Note 19) - 60,826 - 60,826
BeRFLEBM(Mt20)  Cash and cash equivalents (Note 20) 175,833 - - 175,833
e Total 176,685 60,826 - 237,511
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14

AHHESREE 14 AVAILABLE-FOR-SALE FINANCIAL ASSETS
S| NG|
Group Company
“EELE ZETRE —ERLE ZZERE
2007 2006 2007 2006
ARETR AREFT ARETFR AREFT
RMB’000 RMB’000 RMB’000 RMB’000
R—RERAREAR Investments in promoters’ shares
(RHEEF) 2z of a company listed in China,
BE  BhAE at market value 227,134 229,482 - 137,673
RIELETRRRR Investments in shares of unlisted
ZEE companies 7,228 7,228 1,400 1,400
i RERERE Less: provision for impairment
losses (3,080) (820) - -
231,282 235,890 1,400 139,073

AR ESREEDUARKIIE -

RIERH - EERR &SRR AFIIER]
HEEZEBEFIAAE -

CATIC SHENZHEN HOLDINGS LIMITED

All available-for-sale financial assets are all denominated
in RMB.

The maximum exposure to credit risk at the reporting
date is the fair value of the debt securities classified as
available-for-sale.
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14 TAHHESHEER) 14

FARHEESHEEZ BT ¢

2007FF %R

AVAILABLE-FOR-SALE FINANCIAL ASSETS
(continued)

The movements of available-for-sale financial assets
during the year are as follows:

S| N
Group Company
“ETLE —TERE k-2 o3 —TTRE
2007 2006 2007 2006
AREFT AREFTT ANBEFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
F1 At beginning of year 235,890 12,768 139,073 1,400
AE Additions - 44,494 - 43,944
AHHESRIEE Reversal of fair value change
ZANER of an available-for-sale
BEREE DA financial assets to investments
ZIRBRIIBEZ) in associates, gross of tax (93,729) - (93,729) -
EREREENE Transfer to investments in
A (HaE12) associates (Note 12) (43,944) - (43,944) -
RN B AER Net gains transfer to equity,
(RIMBHZ) gross of tax 135,325 178,628 - 93,729
ERE Impairment provision (2,260) = - =
FXR At end of year 231,282 235,890 1,400 139,073
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15

IESEFRS B 15
EREAEARITRIBAEHALELRA
BB EES - BREMRSHS ME -

He - AIBEEmRSHEEEABELAE

3 o MIHR BT

DEFERRED INCOME TAX
Deferred income tax assets and liabilities are offset
when there is a legally enforceable right to offset current
tax assets against current tax liabilities and when the
deferred income taxes relate to the same fiscal authority.
The offset amounts are as follows:

bS] N
Group Company
“ETLR ZTERE —ET4F ZTTRE
2007 2006 2007 2006
ABE®F AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
EIEHERE - Deferred tax assets:
—®BBtT-(AF%ER - to be recovered after more
than 12 months 31,055 32,188 - -
—TZERRRE — to be recovered within
12 months 9,081 1,902 - -
40,136 34,090 - -
ERETIBEE Deferred tax liabilities:
—BEt-fA% - to be settled after more
e than 12 months (33,540) (26,794) - (14,059)
EXERBEE/(BR) Deferred tax assets/
— % (liabilities)-net 6,596 7,296 - (14,059)

ERFTEBRAZREFMNT

The gross movements on

account are as follows:

the deferred income tax

5B Y N
Group Company
3-8 of -3 “TERF =18 o -3 “TERE
2007 2006 2007 2006
ARETF AREFT ARETFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
=) Beginning of the year 7,296 31,645 (14,059) -
REEERREA Credited to income statement
(#1:#31) (Note 31) 2,593 2,445 - -
HREEH 22 Effect of change in tax rates
(#1:#51) (Note 31) 3,366 - - -
AEHESREEY Reversal of deferred tax liabilities
AnEREEH recognised on fair value gains
BRERZEIERE from available-for-sale financial
BERED assets 14,059 = 14,059 =
EERERTIMB 2RI Tax charged directly to equity (20,718) (26,794) - (14,059)
EXR End of year 6,596 7,296 - (14,059)

CATIC SHENZHEN HOLDINGS LIMITED
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15 BEERSB(2) 15 DEFERRED INCOME TAX (continued)
FERNEEHRBEEERAEZ S8 (KT AL The movement in deferred tax assets and liabilities during
A — RS 7 IS4 I T - the year, without taking into consideration the offsetting

of balances within the same tax jurisdiction, is as follows:

Deferred tax assets:

BELEBBREE !
r5E
Group
EARE
L
HEFRRE RHBEZ
Provision for NAEESR
impairment  REGERE Fair value
losses on trade  Provision for losses of
and other inventory trading Bt st
receivables  obsolescence investments Others Total
ANREFT AREFT ANEEFT AREFT AREFT
RMB’000 RMB'000 RMB'000 RMB'000 RMB'000
RZEEAE-F-H At 1st January 2006 20,482 9,678 1,485 - 31,645
MERZT Credited/(Charged) to the
(HB) /3T A income statement (3,267) 4,222 (412) 1,902 2,445
RZEEAE+ZHA=1t—-H At 31st December 2006 17,215 13,900 1,073 1,902 34,090
REERAT (Charged)/credited to the
(H18) /3T A income statement 2,245 (4,428) (654) 8,883 6,046
R=Z2+E+-H=1-H At 31st December 2007 19,460 9,472 49 10,785 40,136
EEREEE Deferred tax liabilities:
b3 N
Group Company
THEESREE TREESREE
ZAAERE ZAAERE
MERIERE  Fair value gains of Fair value gains of
Accelerated tax  available-for-sale @ available-for-sale
depreciation financial assets Total financial assets
AREFT AREFT AEEFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
R=2ExE-B-H At 1st January 2006
ERNERTIR Charged directly to equity - (26,794) (26,794) (14,059)
RZZEXRE+-A=+-H At31st December 2006 - (26,794) (26,794) (14,089)
REERT MR Charge to income statement (87) _ 67) -
A HEREZ AL E Reversal of deferred tax liabilfies
WHEHEEAL recognised on fair value gains
EEREAEED from available-for-sale investment - 14,059 14,059 14,059
EERNERHMR Charged directly to equity - (20,718) (20,718) -
WZZEtE+-A=+-H At31st December 2007 87) (33,453) (33,540) -
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15 EZEFREHE) 15 DEFERRED INCOME TAX (continued)
EEBIESE : (&) Deferred tax liabilities: (continued)
RINRCBERERIBEESENT ¢ The potential deferred tax assets not accounted for in the

accounts amounted to:

—ETEHF —EETRF
2007 2006
ARHEFT ARETT
RMB’000 RMB’000
LEiE > FH I R R Tax losses carried forward 14,937 18,646
BARBEEBEZTRN Fair value losses of financial assets
SREEZ AR EEER at fair value through profit or loss 11,889 16,028
26,826 34,674
FR A A] T8 515 2R 71 1] 6 A5 FE AR ot K1 T 3t Deferred income tax assets have not been provided
SERI B A R AT IR R R R R R - for because it is not probable that taxable profit will be
EERELEFTSHEE ° available against which above deductible tax losses and
temporary difference can be utilised within a foreseeable
future.

R-BE+E+-_A=+—0 - BEEE The expiry date of deferred tax assets not accounted
THES 1B FARE R R 7 IR 2 IR E R B & E B 2 B for in respect of tax losses carried forward as at 31st

T December 2007 is as follows:
—EBELF ZEERF
2007 2006
ARMFT ABREFT
RMB’000 RMB’000
—F AR H Expire within 1 year 5,668 5,298
—ZF —FRRHE Expire in 1 — 2 years 2,729 5,668
—E=FR3H Expire in 2 — 3 years 3,246 2,729
= ZNFEREIH Expire in 3 — 4 years 1,705 3,246
Mz 7 FAEH Expire in 4 — 5 years 1,589 1,705
14,937 18,646
BARAP BB REITIEROIE +—f - According to Provisional Regulations on PRC Enterprise
Bl A R B TE AR ] A58 R LA SR R SR LR Income Tax No.11, tax losses of the PRC companies can
N2 FER @A o be carried forward to offset future assessable profit for a

period of 5 years.

206  CATIC SHENZHEN HOLDINGS LIMITED
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16

HikERBEE 16 OTHER NON-CURRENT ASSETS
iS4 N
Group Company
“EELE ZEERE —EELE e S
2007 2006 2007 2006
ARETR ARETFr AREFT AREF
RMB’000 RMB’000 RMB’000 RMB’000
RERBEBEAEEE Prepayment for investment in
BRARIRER Guangdong International
BIR (A Za) Building Industrial Co., Ltd.
(Note a) 464,700 - 464,700 -
Bt (fatp) Others (Note b) 80,981 8,335 - -
545,681 8,335 464,700 -
(@) n T+HF—H=+H ' AQ7A (a) On 30th January 2007, the Company entered

-
HEREBEEEEAA([ER
‘DWEBEA  RIm—REE
BRAR(NERI—R] - —EARF
BUAK M HIB S A R)) A R A Bl & AR
PERR A B AR B A ZE B S AR Y
AEl (AT EBORYIR M) ZE 5T
EE - ZERI R KRR
RN — e 1EHZE o IRE LMK
W& - AR AKUEERKHEA
AERBBEANEEZEBRAFTS%
fRiEE R RAERERERANE 2 &
% - 8K {E % A R930,000,000
T RZEBETLEF+ZA=+—
H ' ZEXFHWARTK  ZEHEIE
REBBRZERSHTIHNTEMK -
P BB AR FEER R AT SR A
36(a) 1 7& -

HtIERBEEFTZRFERESH
BLEm—EBEENENRARE
60,000,0007T ° &%) 5 &) 48 U BB (8
& AR#200,000,0007 ° KAZHE
ANAHERHIFE36(a) HFE -

into a transfer agreement with the Insolvency and
Liquidation Committee of Guangdong International
Trust Investment Company (“GITIC”), Shenzhen
Yilang Investment Co., Ltd. (“Shenzhen Yilang”),
an independent company established in the PRC,
and China National Aero-Technology Import
and Export Shenzhen Company (“Shenzhen
CATIC”), its ultimate holding company, as well
as a cooperation agreement with Shenzhen
Yilang and Shenzhen CATIC. Pursuant to these
two agreements, the Company will acquire
75% equity interest and assume the debts of
Guangdong International Building Industrial
Co., Ltd., a subsidiary company of GITIC at a
total consideration of RMB930,000,000. As of
31st December 2007, the transaction had not
been completed and the amount represents
prepayment made by the Group for the
transaction. The outstanding amount as a capital
commitment is disclosed in Note 36(a).

Others mainly comprised prepayment for the
purchase of a hotel located in Xian city of the
PRC amounting to RMB 60,000,000. The total
purchase price of the hotel is RMB 200,000,000
and the outstanding capital commitment is
disclosed in Note 36(a).
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17 #FE& 17 INVENTORIES

rEER

Group
—EELF —EERF
2007 2006
AEB¥FiT ABREFT
RMB’000 RMB’000
R Raw materials 158,405 121,777
T2 Work-in-progress 56,299 46,465
BURK fh Finished goods 615,125 447,344
829,829 615,586
R BRI FAHER RN FERRRA The cost of inventories recognized as expense
R#2,291,371,0007C(ZFZ R F « ARKE and included in cost of sales amounted to
1,826,284,0007T ) (Ki7£27) ° RMB2,291,371,000 (2006: RMB1,826,284,000)

(Note 27).
18 ESZRHMEKRK 18 TRADE AND OTHER RECEIVABLES
biN-E | VNN
Group Company
g4 of -3 ZTERF “EEtE —TERE
2007 2006 2007 2006
ARETF ARETFTT ANREFT AREFTT
RMB’000 RMB’000 RMB’000 RMB’000
B SRl Trade receivables 736,606 575,085 - =
i WA RE Less: provision for impairment

of receivables (68,045) (70,215) - =
B oW — 35 Trade receivables - net 668,561 504,870 - =
Bl ZiE Notes receivables 272,854 265,741 - =
SCUER Prepayments 27,700 26,998 - =
R ERR Prepayments of value added tax 29,614 = - =
HihnEEE Other current assets 76,792 67,321 199 852
1,075,521 864,930 199 852

208  CATIC SHENZHEN HOLDINGS LIMITED
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18 EFRHMEWRKE) 18 TRADE AND OTHER RECEIVABLES
(continued)
AREBEMHE 2 ERHRN FHR30E0 The Group’s credit terms on sale of goods ranged from
HRE - & ZRBGRZRESITAT 30 to 90 days. The aging analysis of trade receivables is
as follows:
AEH
Group
—EBELF ZEEREF
2007 2006
AREFIT ARBTFIT
RMB’000 RMB’000
BNEA Current 267,126 245,947
30260H 30-60 days 178,199 143,453
60£90H 60-90 days 128,024 81,917
90H M £ over 90 days 163,257 103,768
736,606 575,085
i RE RS IR RS Less: provision for impairment losses (68,045) (70,215)
668,561 504,870
BNEAE 5 I B fth FEUGR 2 BREME SR A R (B The carrying amount of current trade receivables and
& - other receivables approximates their fair values.
AEEE S RN Z REENR TS &E &5 The carrying amounts of the Group’s trade receivables
& : are denominated in the following currencies:
AEH
Group
—EBELF —EERX
2007 2006
AREFT ARBETFIT
RMB’000 RMB’000
AREE RMB 559,102 373,221
=i UusD 137,378 148,239
BT HKD 32,699 39,875
HEhgiEs Other currencies 7,427 13,750
736,606 575,085
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18

B REMEBEYWRE)

BHRWSUREREE 2 EFNT

TRADE AND OTHER RECEIVABLES
(continued)

Movements on the provision for impairment of trade
receivables are as follows:

—eBtE  —TTAE

2007 2006

R—A—H At 1st January 70,215 81,360

M TROR (B B Provision for receivable impairment 3,645 (11,145)
FARERD R B Y RAETT Receivables written off during the

84 2 FE WL TR year as uncollectible (5,815) -

R+=-—HA=+—H At 31st December 68,045 70,215

BHOR={E AW S RUGKTEHRRE -
RZZZT+FF+_A=+—H ' @fBe=
BANE ZEBRALEIERE - ZFES
FEU T B % BT A SR HE R RS ) B LR
=18

WERYREENEREBER D ARR
= o it ABERRE MR RN IER AR
Bl FESMNE & R 8H o

SAH - FRARNLERA LRRIERE
WERH) R A (B o 852 B 30 B 45 A (L AT o
*

CATIC SHENZHEN HOLDINGS LIMITED

Trade receivables that are less than three months past
due are not considered impairment. As of 31st December
2007, trade receivables over three months were past
due but not impaired. These relate to a number of
independent customers for whom there is no recent
history of default.

The creation and release of provision for impaired
receivables have been included in the income statement.
Amount charged to the allowance account are generally
written off when there is no expectation of recovering
additional cash.

The maximum exposure to credit risk at the reporting
date is the fair value of each class of receivable
mentioned above. The Group does not hold any collateral
as security.
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19

20

2007FF %R

BRAABEZERERIIRZERMEE 19 FINANCIAL ASSETS AT FAIR VALUE
THROUGH PROFIT OR LOSS
P8 | N
Group Company
“E2tE ZEERE g ZETRE
2007 2006 2007 2006
AR®F AREFT ARMFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
AR ETmZ Market value of investments
REME listed In China
—E=mRn - Equity shares 74,008 62,965 74,008 60,826
BRAREERBBERIEZ @REEZTINER Financial assets at fair value through profit or loss are
PREBRIKLTHIET - (FREEEAE presented within 'operating activities’ as part of changes
&), — 50D (F17E35) © in working capital in the cash flow statement (Note 35).
BEARBEERERIECZEREEND Changes in fair values of financial assets at fair value
hEEHGTABRR  BE2EAAR through profit or loss are recorded in the income
42379000 L (ZZEZERNF : AR statement amounted to RMB42,379,000 (2006:
21,787,0007T) (Ff17E26) ° RMB21,787,000) (Note 26).
REREESEEY 20 CASH AND CASH EQUIVALENTS

REERS RAS S EN 2 BB THIEN
SHE -

The balance of the Group’s cash and cash equivalents
are denominated in the following currencies:

r&5E Y NG|

Group Company
—EEtE “ZTRF “EEtE “ETRE
2007 2006 2007 2006
AREFT ANESTFr ANREFT ANEEFT
RMB’000 RMB’000 RMB’000 RMB’000
AR RMB 815,346 670,363 46,512 175,483
ET uSbD 165,344 39,718 - -
BT HKD 266,284 17,767 263,649 350
Hi g Other currencies 39,654 13,064 - -
1,286,628 740,912 310,161 175,833
EERBR LR Maximum exposure to credit risk 1,049,541 734,863 303,762 174,777
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21

B A 2 B A0 iR B 21 SHARE CAPITAL AND SHARE PREMIUM
NER R LER BROEE
Domestic HE Number Ordinary Share @t
Shares H Shares of shares shares premium Total
(Fi&) (F4) (F&) (ARETT) (AEEFT) (AREFT)
(Hizn) (Hritc) (Hista)
(thousands) ~ (thousands)  (thousands) ~ (RMB’000) ~ (RMB'000)  (RMB'000)
Note (b) Note (c) Note (a)

R-ZBEEAE-A—-H At 1st January 2006 400,000 242,000 642,000 642,000 165,198 807,198

BBEIHR Repurchase of H shares - (6,000) (6,000) (6,000) (4,093) (10,093)

R-ZEBE~E+-A=1—H At 31st December 2006 400,000 236,000 636,000 636,000 161,105 797,105

MEREHRBHR Transfer of Domestic

Shares to H shares (4,291) 4,201 - - - -

Bk New issues - 42,909 42,909 42,909 196,744 239,653

R-ZE+E+-A=1+—H At31st December 2007 395,709 283,200 678,909 678,909 357,849 1,036,758

Kt Notes:

(a) 3 AR 2 v 48 BA 678,909,090 /% (= (a) The total registered number of ordinary shares is
TE N4 : 636,000,0000%) - EAREE 678,909,090 shares (2006: 636,000,000 shares) with a
ARBEAT(ZZEZRF : BREBEAR par value of RMB1 per share (2006: RMB1 per share).
¥ATT) - FREBRBITRHHBAEHR - All issued shares are fully paid.

(o) R—hANhtESA=Z+H  ~XARE (b) On 20th June 1997, the Company was established by

BEFI PR (EREERAR) BT
400,000,000k F R EE AR TT 2 E
BRER(TAER]) M - ARBRE
BETETHBEAR  HBMERRRMEZ
s o ZFENE R E T ERZFR
;Eo

R—ANLtEAA-+=-8 &L
NERI1TBBTZEREBREERA
FERE FRTSREEARBITZ
242,000,000k HR% ° ZE #3172 HER
R—AN+tENA -+ NLEREBHS
RBFBRAR LT °

CATIC SHENZHEN HOLDINGS LIMITED

issuance of 400,000,000 Ordinary domestic shares
(“Domestic Shares”) of RMB1 each to Shenzhen
CATIC, its ultimate holding company, in exchange for
its interests in certain subsidiaries, associates and
properties. These Domestic Shares are not circulated on
any stock exchanges.

On 22nd September 1997, the Company newly
issued 242,000,000 H Shares of RMB1 each by way
of placement and public offer at a price of HKD1.73
each. These newly issued H Shares have been listed
on The Stock Exchange of Hong Kong Limited on 29th
September 1997.
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21

AR AR (B (&)
st - ()

(c) RZZEZRENAR - ARAFERR
EABERSHMERAR ETH
6,000,000 % HA% - BB E ZSHR 2
REBLBE(ERBRRESFHR)
£9,702,0008 T (FHE RAR K
10,093,0007T) °

REZZETLFFZAZ+ER - RARIUE
k6T 2 B - BRARERTERAMEBEA
R¥175,242,909,090 EHAE © FT31THAL
REFEBLZEROEENDBNHERR
R ERER - B3 A ARK196,744,000
T RIBEBRSEREEEEEEELZES®
(TREZ )R =—ZEZT+FRA+AZH
% BEZERE - tER LM BITHREG —
B - ORI E R B 894,290,909 % A
EREETE2EMSREECEESW H iR
AHRR o

21

2007FF %R

SHARE CAPITAL AND SHARE PREMIUM

(continued)
Notes: (continued)

(c) The Company repurchased 6,000,000 shares
of its H Shares on the Stock Exchange of Hong
Kong Limited in August 2006. The total amount
paid to acquire the H Shares was HKD9,702,000
(an equivalent of RMB10,0983,000) which was
deducted from shareholders’ equity.

On 27th December 2007, the Company issued
42,909,090 H shares of RMB 1 each by way of
placement at a price of HKD 6.00 each. The excess of
net consideration for newly issued H Shares over the
par value of the shares has been recognised in share
premium amounting to RMB 196,744,000. Pursuant to
the approval of the State-owned Assets Supervision and
Administration Commission of the State Council (“State
Assets Commission”) dated 10th May 2007, State Assets
Commission has approved, as part of the above new
issue, the transfer of the 4,290,909 of Domestic Shares
held by Shenzhen CATIC to the National Social Security
Fund Council of the PRC as H Shares.
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22 Hfthf#EE 22 OTHER RESERVES
fESR
EEEMRE
EEBH Available-for-
NEe EEA#E  sale financial
BARGE Statutory Statutory assets
Capital general general revaluation ax
reserve  reserve fund  welfare fund reserve Total
ANEETT NEFFT ANEEFT NEETT NEETT
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
A£H GROUP
WZEE F-A-BzE# Balance as at 1st January 2006 182,235 33,006 26,408 - 241,644
—MBARRESER Transfer of equity interest to
REREEEA minority interests following
SHRRER a subsidlary’s share segregation
reform (68,999) - - = (68,999)
AfHESRERL Far value gains from
N B (EMRR) available-for-sale financial
assets, net of tax - - - 120,109 120,109
EEARSRALERSAES  Transfer of statutory common
welfare fund to statutory general
reserve fund - 26,403 (26,403) - -
ERDERBRL - Transfer from retained earings
mEERE Pl as reported in statutory accounts - 10,592 - - 10,592
WZFERF+-A=1+—H %8 Belance as at 31st December 2006 123,236 70,001 - 120,109 313,346
RZEE+5-A—BkH Balance as at 1st January 2007
e as per above 123,236 70,001 - 120,109 313,346
—HEAAIRESRER Transfer of equity interest to
RERREA D HREER minority interest following
(Hrit11) a subsidiary’s share segregation
reform (Note 11) (49,055) - - - (49,085)
ENESREEY Fair value gains from
DhERE(EHRET) available-for-sale financial assets,
net of tax - - - 60,079 60,079
DERRERTE(HH11) Capital contributed by minority
interest (Note 11) 161,000 = = = 151,000
AETHHESREEAR Reversal of fair value change of
SHENBENR XA an avallable-for-sale financial
assets to investments in associates
~E8(fit14) - gross amount (Note 14) - - - (93,729) (93,729)
—WEHE15) - tax (Note 1) - - - 14,059 14,059
BEEANARENELHFEE  Fair value gain arising from step-up
INNILE i) of the share of acquired net assets
of an associate directly credited
to equity (Note 12) 191,029 - - - 191,029
WD HR R Acquisition of minority interest 364 - - - 364
RZFTLEFZA=+T—Hz&# Balance as at 31st December 2007 416,574 70,001 - 100,518 587,093

CATIC SHENZHEN HOLDINGS LIMITED
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2007 FF 3R

22 Hftf@EE(E) 22 OTHER RESERVES (continued)
ARHESH
EEELRHE
LR Available-for-
AES EED#HE  sale financial
Statutory Statutory assets
general general revaluation BE
reserve fund welfare fund reserve Total
AREFIT AREFTT AREFTT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
NG COMPANY
R-ZZFE—H—H Balance as at 1st January 2006 33,006 26,403 = 59,409
k=i
HEHESREEY Fair value gains from
AnElE available-for-sale financial
(e Fiz) assets, net of tax - - 79,670 79,670
FEREEEA Transfer of statutory general
EERBBRES welfare fund to statutory
general reserve fund 26,403 (26,403) - -
ERDEFERL - Transfer from retained earnings
WA TE R B TS as reported in statutory accounts 10,5692 - - 10,5692
RZETTRF Balance as at 31st December 2006
TZA=T—Bz#&t 70,001 - 79,670 149,671
R-ZZ+E—F—H Balance as at 1st January 2007
b i i as per above 70,001 - 79,670 149,671
SREAHESFAE  Reversal of fair value change
AREZHEREE of an available-for-sale financial
RAIZIE (KM assets to investments in associates,
WR) (HzE14) gross of tax (Note 14) - - (98,729) (98,729)
ShERHESFEE  Reversal of tax on fair value gains
NRERE TR from available-for-sale financial
(F1i£15) assets (Note 15) - = 14,059 14,059
RZZEELF Balance as at 31st December 2007
TZA=t+—-BZA&H 70,001 - - 70,001
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22

Htufd (&)
RIBPRERBERARR]Z AEEZAR -
REFRIRFENE - NRRZAD S E
RTERR B FTEUFE N M 10% BRIEAEBHRA
B (BRIEZABEEERRAZMRRES
#H50%) ° BREFEBRLZ BRI - ZFE
NERERMRAZE R T EREREBREETT
DK

EEEBAEE

RERARERZER  AERBRAEEIER
A BB ZARATEE NSO M
AR S ERRI25% AR ©

RBE_ZT+E+_A=+—HIFE
ARBEEEZZTRIVATABAES (=
TERF  AKK10,952,0007T) °

EERBEE

RIBEE BT RF— ARERNHPE QA
EZER > RERRERBREERREF
HHK - ZRFEARDRBEEEHRE - #
EEAGBEHEBBNEIERRATES

CATIC SHENZHEN HOLDINGS LIMITED

22

OTHER RESERVES (continued)

According to the Company Law of the PRC and the
Articles of Association of the Company, when distributing
net profit each year, the Company shall set aside 10% of
its net profit as reported in the PRC statutory accounts
for the statutory general reserve fund (except where the
fund has reached 50% of the Company’s registered
share capital). This reserve cannot be used for purposes
other than those for which they are created and are not
distributable as cash dividends.

Statutory General Reserve Fund

The statutory general reserve fund may be converted into
share capital provided it is approved by a resolution at
a shareholders’ general meeting and the balance of the
statutory general reserve fund does not fall below 25% of
the registered share capital.

The directors of the Company did not propose the
appropriation to the statutory general reserve fund
for the year ended 31st December 2007 (2006: RMB
10,952,000).

Statutory General Welfare Fund

Pursuant to the amendment to the Company Law in the
PRC effective, January 2006, the PRC companies are
not required to provide statutory general welfare fund.
According to the relevant accounting regulations, these
companies transferred the balance of statutory general
welfare fund to statutory general reserve fund.
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EEBERITEEREMER - 2MWT

2007 FF %R

BORROWINGS

Borrowings include bank borrowings and other
borrowings which are analysed as follows:

b8 | PN/
Group Company
“EEtF “TERE t-=4 8 of -3 “TERE
2007 2006 2007 2006
AREFT ANEEF ABEFT ANESFT
F7E Non-current RMB’000 RMB’000 RMB’000 RMB’000
RIEE Bank borrowings 1,945,636 10,000 - =
& Current
TERITEE Current bank borrowings 1,380,950 898,690 854,000 320,000
FRBRITEE Current portion of
BIEREs non-current bank borrowings 150,000 30,000 - -
BEHIRME 7 EMEE  Other borrowings from 249,258 9,858 250,000 =
(H1:£35(c) related party (Note 38(c))
1,780,208 038,548 1,104,000 320,000
BEEH Total borrowings 3,725,844 948,548 1,104,000 320,000

EBERERERTASBETHB AR ZR
) HEMIRITEE AR K 45,000,0007T (=
TZRNEF : AR¥S7,600,0007T) © A
SEZIREFAER(HFES) - RZTZT
+t&+ZA=1+—8 ' REETEBEARE
1,327,000,00070 ( == E /1 F : R ENRTT
& & AR #485,000,0007T ) M F I A A iR
HHEIR o

MEA R KB EREER - AFEH=E
6% (ZZTENF 1 6%) T B R ARERKEFE

R EREERL AR A
TR R R B B 2 1
R -

Total borrowings include current secured bank
borrowings of RMB 45,000,000 (2006: RMB37,600,000)
made to certain subsidiaries of the Group, which are
secured by plant buildings of the Group (Note 8). As at
31st December 2007, current bank borrowings of RMB
1,327,000,000 (2006: non-current bank borrowings of
RMB485, 000,000) are guaranteed by Shenzhen CATIC.

Other borrowings from related party were unsecured,
interest bearing at the rate of 6% per annum (2006: 6%)
and repayable on demand.

The carrying amount of the borrowings at the respective
balance sheet dates approximated their fair values based
on the prevailing borrowing rates available for borrowings
with similar terms and maturities.
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23 fBE#E) 23 BORROWINGS (continued)
BEZEREEN T EEE The carrying amounts of the borrowings are denominated
in the following currencies:

x5E N

Group Company
“EELE ZZTRE “EELEF ZZTRE
2007 2006 2007 2006
AREFT AREFT AREFTL AREFT
RMB’000 RMB’000 RMB’000 RMB’000
AR RMB 2,875,808 874,187 1,104,000 320,000
ETT USD 850,036 66,997 - =
AE JPY - 7,364 - -
3,725,844 948,548 1,104,000 320,000
REER - BERBRZNEEHRENERN The exposure of the borrowings to interest-rate changes
EEHHRERAT and the contractual repricing dates at the balance sheet

dates are as follows:

AR A7

Group Company
g4 of -3 ZTERE “EEtE ZTERE
2007 2006 2007 2006
ARETR AREFT ANRETFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
—ER Within 1 year 383,061 21,763 - -
—ZWE Between 1 and 2 years 1,694,577 10,000 - =
2,077,638 31,763 - -
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23

FRBBITEEZIHBAMT

BORROWINGS (continued)

2007FF %R

The maturity of non-current bank borrowings is as

follows:
bS] PN/

Group Company
i1 of 3 NS t-=4 8 of -3 —TERE
2007 2006 2007 2006
ARETFR AREFTT AREFr AREFIT
RMB’000 RMB’000 RMB’000 RMB’000
—ZWE Between 1 and 2 years 141,490 10,000 50,000 =
MERF Between 2 and 5 years 109,569 - - =
BRAFERNZEEER Wholly repayable within 5 years 251,059 10,000 50,000 -
AFE Over 5 years 1,694,577 = - =
M=t Total 1,945,636 10,000 50,000 -

@ NEERZERFEMT

Bank borrowings
Other borrowings

Bank borrowings

(@) The effective interest rates at the balance sheet
dates are as follows:

—gRLE
2007
ARE £
RMB usD
6.9% 6.9%
6.0% -
= L
2007
ARE %R
RMB usD
6.4% -

KB
Group

ARKH
RVB

BE
JPY

- 5.2%
- 6.0%

LN

Company

AR%
RMB

BE
JPY

- 5%

—2TRF
2006
I BE
usb JPY
5.3% 1.6%
“ZTRE
2006
e BE
Usb JPY
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23 fEE#E) 23 BORROWINGS (continued)
(o) REB RAR A2 G E AT = (o)  The interest rate exposure of the borrowings of
FEpRIAT : the Group and the Company are as follows:
x5E N
Group Company
“EELE ZTERE TEELR NS
2007 2006 2007 2006
ANRHEFT AREFT AREFTL AREFT
RMB’000 RMB’000 RMB’000 RMB’000
ZEEE Borrowings at floating rates 2,077,638 31,763 50,000 =
TEEE Borrowings at fixed rates 1,648,206 916,785 1,054,000 320,000
Hact Total 3,725,844 948,548 1,104,000 320,000
24 EBEIZRHMEMRK 24 TRADE AND OTHER PAYABLES
r&E NG|
Group Company
—EELE ZEERE —EELE ZZTRE
2007 2006 2007 2006
ARET AREFT ARETFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
2o EMNT Trade payables 617,587 447 832 - =
fEN#E4&RETEAN  Salary and staff welfare payable 78,392 63,596 3,000 -
fEztE B R EMEMTZIE Accruals and other payables 260,643 246,622 51,963 16,268
956,622 758,050 54,963 16,268

CATIC SHENZHEN HOLDINGS LIMITED
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2007FF %R

ESRHMERRGE) 24 TRADE AND OTHER PAYABLES (continued)
R+ FE+-_A=+—0  BHEMK At 31st December 2007, the ageing analysis of the trade
RO ¢ payables is as follows:
A5E NN
Group Company
“EELE NS TEELR NS
2007 2006 2007 2006
AE®F7 AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
BNE Current 489,925 253,684 - -
30Z60H 30-60 days 44,310 120,919 - -
60Z90H 60-90 days 51,731 37,397 - -
90H A £ Over 90 days 31,621 35,832 - -
617,587 447,832 - -

AEEEZENRZEEERTIE ST

The carrying amounts of the Group’s trade payables are

B : denominated in the following currencies:
b8 | N
Group Company
“EELE —TERE “EELE NS
2007 2006 2007 2006
AR®FT AREFT AREFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
AR RMB 514,555 384,394 - -
ET Usb 77,151 43,153 - =
BT HKD 10,598 3,220 - -
Hi Other currencies 15,283 17,065 - -
617,587 447,832 - =
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25 Hfblg A 25 OTHER INCOME
—ETLF ZEERF
2007 2006
AREFIT AREFr
RMB’000 RMB’000
FEREBKA Income from maintenance of timepieces 2,658 669
BIEMBERA Sales of by-products 11,021 6,453
1 (E T R SRR Value-added tax and income tax refund 5,701 -
HAh Others 5,210 2,094
24,590 9,216
26 Hftls—F5 26 OTHER GAINS-NET
—EBELF ZETRF
2007 2006
AREFT AR TFor
RMB’000 RMB’000
BARERBEREzSBEEY  Fair value gain from financial
AR EREHE18) assets at fair value through
profit or loss (Note 18) 42,379 21,787
REEARRE BB F12) Impairment for investments
in associates (Note 12) (1,455) -
AftHESREERNE Impairment for available-for-sale
financial assets (2,260) -
HAh Others 4,519 2,736
43,183 24,523
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2007FF %R

EMESENER 27 EXPENSES BY NATURE
—EELF —EERX
2007 2006
AREFIT ARBETFIT
RMB’000 RMB’000
R MR R IEEEE) Changes in inventories of finished
goods and work in progress 545,017 136,387
AR EREM P MEFER Raw materials and consumables used 1,746,354 1,689,897
8 T & Fpk A< Employee benefits expenses 397,817 293,290
HISIRE T T Repairs and maintenance expenditure 29,454 16,586
7 RS Research and development
expenditure 65,981 18,184
PREFEREE Provisions for inventory obsolescence 10,726 25,907
SHE/CGhE) el zE Provisions for/(reversal of) receivables 3,645 (11,145)
BEEENE Depreciation of fixed assets 118,067 119,531
WEYHENE Depreciation of investment property 7,398 7,667
THE T R i RS  Amortisation of leasehold land and
land use right 4,745 1,573
HAtnIEme) & =S Amortisation of other non-current
assets 7,162 2,316
BHERTEME L Operating lease rentals in respect of
CERESH office buildings 14,023 11,435
ZEET N & Auditors’ remuneration 7,605 6,760
KEE Utility expenses 52,530 50,128
FENBEZAE  FHIE Legal and professional, pre-operating
LA R EoAth 2 AR and other expenses 58,038 25,000
HEKA - HEBR KM% Total cost of sales, distribution
THRERESE expenses and general and
administrative expenses 3,068,562 2,393,516
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28 EERSHKTHRAEZHME 28 DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS
(a) EECHME (a) Directors’ emoluments
BHE_ZETLF+-_HA=+—HIt The remunerations of the directors for the year
FE  BEESHHFMOT ended 31st December 2007 are set out below:
8T
BHRBERME
Employer’s
BERAL  contribution
e #4  Discretionary to pension A
Fee Salary bonuses schemes Total

ABRFR  AREFL  AREFZ AERFR AERFR
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

BEfE: Name of directors:

REELE Mr. Wu Guang Quan - 324 900 98 1,322
BEERE Mr. Lai Wei Xuan - 324 900 98 1,322
EELE Mr. Sui Yong - 496 653 14 1,220
BRALE Mr. Cheng Bao Zhong - 265 795 70 1,130
ol vt Mr. Liu Rui Lin - 307 993 - 1,300
BREFLE Mr. Xu Dong Sheng - 307 893 - 1,200
mELE Mr. You Lei - 307 1,523 - 1,830
TEREE Mr. Wang Bao Ying - 230 531 56 817
ERELE Mr. Poon Chiu Kwok 135 S = S 135
BRGRE Mr. Eugene Liu 135 - - - 135
Kyt Mr, Liu Xian Fa 50 - - . 50
TEERE Mr. Wang Bin Bin 50 - - . 50
BEREL L Mr. Li Cheng Ning 50 - - - 50

420 2,560 7,188 393 10,561
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28 EERSRITHAEZME(E)

(a)

(b)

EBZHe(#)
HE-TTAET-A=+—AL
FE - SREFOFMMT :

28

20074FF %R

DIRECTORS’ AND SENIOR EXECUTIVES’
EMOLUMENTS (continued)
(a) Directors’ emoluments (continued)
The remunerations of the directors for the year
ended 31st December 2006 are set out below:

8T

RIETIER

Employer's

BiEEa contribution
#e % Discretionary to pension Axt
Fee Salary bonuses schemes Total

AEETT  ARBTL  ARRETL  ARETT  ARETZ
RMB'000 RVB'000 RMB'000 RMB'000 RMB'000

BEfg. Name of directors:
RIELE Mr. Wu Guang Quan - 255 431 52 738
BRERE Mr. Lai Wei Xuan - 255 431 52 738
EELE Mr. Sui Yong - 216 310 40 566
BRELE Mr. Cheng Bao Zhong - 216 310 40 566
vt Mr. Liu Rui Lin - 244 957 16 1217
BREFLE Mr. Xu Dong Sheng = 244 458 16 718
mELE Mr. You Lei - 244 1,072 16 1332
TEREE Mr. Wang Bao Ying - 165 218 16 399
ERELE Mr. Poon Chiu Kwok 151 - - = 151
ERgEE Mr. Eugene Liu 151 - - - 151
v Mr. Liu Xian Fa 50 - _ _ 50
TRERE Mr. Wang Bin Bin 50 _ _ . 50
TERELE Mr. Li Cheng Ning 50 - - - 50
452 1,839 4,187 248 6,726

P EEBRSBESN T BILIER
1TEZE 2188 AR320,0007T(=
TTRF : AR¥352,0007T) ©

AERVEBESHECAMS(ZF
ENEE)

mfugEHFMAL

TEELER_EERFELREHE
ZHUGRSHFMABRE RARARE
= EFMFBER EX DR

£

Directors’ fees disclosed above include
RMB320,000 (2006: RMB352,000) paid to
independent non-executive directors.

None of the directors waived any emoluments
during the year (2006: Nil).

(b) Five highest paid individuals
All of the five highest paid individuals in the Group
for the years of 2007 and 2006 are directors of
the Company whose emoluments are reflected in
the analysis presented above.
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29 ®EKRK-FHE 29 FINANCE COSTS - NET
—EELHF —EEREF
2007 2006
AR¥TFT ARMTFT
RMB’000 RMB’000
MEZ Interest expenses
—BAREFRETHERY - bank borrowings wholly
RITIEE repayable within 5 years 88,139 37,568
—JBREEREE TRER — borrowings from related party
ZEE repayable on demand 5,710 577
—REIRTIR — discounted bills - 3,137
BMEER BN (W), Net foreign exchange (gain)/losses
B8 55 on financing activities (417) 16,864
HAth Others 8,152 5,003
& RN Finance costs 101,584 63,149
A EHA Interest income
—RITIFHK - bank deposits (7,529) (4,429)
A B AN HEE Net finance costs 94,055 58,720
30 EERANEHR 30 EMPLOYEE BENEFIT EXPENSES
—ETtHF —TTX
2007 2006
AR¥TT ARMTFT
RMB’000 RMB’000
I&- Hek#Es Wages, salaries and bonuses 339,603 233,352
B BEREMEA Welfare, medical and other expenses 35,251 37,417
FEEIRER KA Social security costs 22,963 22,521
397,817 293,290

AEEE 2 HBBUTHBAZRER » TR
FERETHNES LS RERE
& BEREMLEZEF -
ZK‘*IHZEFTBUW%%@WW%%%A
HERESRAREERE E’J
o AEEDRIFAEEFRH14% K&
7% - HERHFIBHE B AR S HE o

BRERBRES
19% %9% °

CATIC SHENZHEN HOLDINGS LIMITED

*ETEE%%%%E :

BIEERIK

The Group has participated in employee social security
plans enacted in the PRC, which cover pension, medical
and other welfare benefits. The plans are organised and
administered by the governmental authorities. Pursuant
to the relevant provisions, the Group is required to make
monthly contributions in respect of retirement insurance
and health insurance to governmental authorities,

equivalent to 19% and 9% respectively based on the
monthly salaries of its employees, of which, the Group
bears 14% and 7% respectively, and the employees bear

the rest.



RIFs R Mot

NOTES TO THE FINANCIAL STATEMENTS

31

2007FF %R

FrieBimx 31 INCOME TAX EXPENSE
BERPEBBERE @ AEBRRENZFI Pursuant to the relevant income tax laws of the PRC, the
KBS NI EEE AR - BAMEHE Group and its associates established in the Shenzhen
R15% - MR EMMER IR E] - EAM Special Economic Zone are subject to income tax at a
SR ER33% ° o - REAFELRE R rate of 15% while those established in other areas are
INEERE  AMNEHEATFEAERG subject to income tax at a rate of 33%. Further, certain
EREEEENFER EMTFEREESE Group companies are Sino-foreign joint ventures which
FEIEFTISH - MBEE =F A= X50%H] are entitled to full exemption from PRC income tax for
THEEE two years and a 50% reduction in the next three years
starting from the first profit-making year after offsetting
available tax losses carried forward from prior years.
REFHERFAZAT Income tax charged for the year represents:
—EBELHF ZEER
2007 2006
AREFIT ARBETFIT
RMB’000 RMB’000
REEDREMER Current enterprise income tax 42,204 33,450
BREREMEOEREER 2 Deferred income taxes related
EEFTIST (A1 5E15) to the origination and reversal
of temporary differences (Note 15) (2,593) (2,445)
AMEESEMELZ Deferred income taxes resulting
EIEFTISTL(HTaL15) from change in the tax rates
(Note 15) (3,366) -
36,245 31,005
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31 FEHAXE)

ZRES BIRR A A M EE A 2 BRI BAR R AR A B
REMEABAERREGTE 2 ERHIAE

INCOME TAX EXPENSE (continued)
The tax on the Group’s profit before taxation differs
from the theoretical amount that would arise using the

RELOT ¢ tax rates of the home country of the Company and its
subsidiaries as follows:
—EELF —FERF
2007 2006
ARHEFT ARETT
RMB’000 RMB’000
& BT 1S 55 Al i A Profit before income tax 279,013 211,367
BARRNRNEWNBARSBE Tax calculated at the tax rates
HAZHE(15%Z%E33%) applicable to the Company and
FEZBIB(ZEEINF its subsidiaries ranging from
15%%33%) 15% to 33% (2006: 15% to 33%) 47,710 32,112
R R G F)mE £ 2 BT Deferred income taxes resulting
FRS® (K1 15) from change in the tax rates
(Note 15) (3,366) -
RIERATHEEE 2 15 2 Tax effect on unrecognised tax losses 9,042 1,705
BRI RETET 2 Tax effect of subsidiaries which
MEBARZTETE were entitled to exemption or
reduction of income tax (6,425) (7,082)
NMEERBEERIIRAZE 2 ER Expenses not deductible for
tax purpose 809 7,915
BAG 2 WA Income not subject to tax (11,525) (3,645)
AT H Tax charge 36,245 31,005

RE-_ZTLF=A+TREETEZEAR

REXRGBENTREEMAETE  BAR
SNELRNHEEMBRER—R25% -
RZFBZENF—A—HBER - tti - hE
CEMSWETSREHEMALERIFNA

BHIT P R BUR R RIS

- BIRIBE

HEBPAIROIERZRERER EMD

-

CATIC SHENZHEN HOLDINGS LIMITED

Pursuant to the PRC Enterprise Income Tax Law passed
by the Tenth National People’s Congress on 16th March
2007, the new enterprise income tax for domestic
and foreign enterprises is unified at 25%, effective 1st
January 2008. In addition, the PRC Enterprise Income
Tax Law also provides a five-year transitional period
starting from its effective date for those enterprises which
were established before the promulgation date of the
new tax law and which were entitled to a preferential
lower income tax rates under the then effective tax laws
or regulations.
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31

32

33

RSB (#&)

R=ZBZLFF+=—A=+7"H ' BEBEM
(EREEMETREERRRNBE) - B
BZAEA  AEBE—TTLF=A=+—
EHI PR I 48 75 15 1 1A K 37 1 BT I8 R B 6

PRAR_ZENE —_TTNEF T —
TFE W _E——FR T ——FKH18% *
20% ~ 22% ~ 24% K 25% 2 3@ K Fr 5 7 =

#5i -

RRBESEFE ARGER

KA RIERFEARIGEEE T ALXRQTH
Bk - WAAR25,939,0007T( =
N R A AR ¥ 42,485,0007T ) AR o

BREF
BREAREERN TR RAEERFA A
M & F R A S A E 31T B R IR F 15
BBETHE -

31

32

33

2007FF %R

INCOME TAX EXPENSE (continued)

On 26th December 2007, the State Council issued the
“Circular to Implementation the Transitional Preferential
Policies for the Enterprise Income Tax”. Pursuant to this
Circular, the transitional income tax rates for the Group’s
subsidiaries established in Shenzhen Special Economic
Zone before 31st March 2007 would be 18%, 20%, 22%,
24% and 25% in the year 2008, 2009, 2010, 2011 and
2012 respectively.

PROFIT ATTRIBUTABLE TO EQUITY
HOLDERS OF THE COMPANY

The loss attributable to equity holders of the Company
is dealt with in the financial statements of the Company
to the extent of RMB25,939,000 (2006: profit
RMB42,485,000).

EARNINGS PER SHARE
Basic and diluted earnings per share are calculated by
dividing the profit attributable to equity holders of the
Company by the weighted average number of ordinary
shares in issue during the year.

—EELF ZEETRF
2007 2006
RNATIREREA AFESN  Profit attributable to equity holders
(AR®ETFIT) of the Company (RMB’000) 198,818 123,095
BT @R 2 T Weighted average number of
A% &R (FA%) ordinary shares in issue (thousands) 636,000 639,733
SIREAR R EE AT Basic and diluted earnings
(ANE#E FI%) per share (RMB per share) 0.3126 0.1924

R_EELFR-_TERF+_HA=+—
B M AE RS o

There are no potential dilutive shares as at 31st
December 2007 and 2006.
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34 RE 34 DIVIDENDS
—EELF ZEERF
2007 2006
AREFIT AREFr
RMB’000 RMB’000
FRAIEIR 2B Dividends declared before year end
REARR S - #E(=FZT /X Final-nil, (2006: RMB0.006)
AR#0.0067T) (per share) - 3,852
FRAIF IR ZE Dividends declared before year end
hEIRE S Interim, RMB0.06 (2006: RMB0.06)
i AREO0.067T per share
(Z2ERF
AR#0.067T) 38,160 38,520
38,160 42,372

REZZN\FHA+HBEEHRZEETE SR
b EEEETRERE_ZTLE+ A
=+ —BLEFERMES -

CATIC SHENZHEN HOLDINGS LIMITED

At the Board of directors’ meeting held on 15th April
2008, the directors did not propose a final dividend for
the year ended 31st December 2007.
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35

BEELECRS

FREHNELSEELZRSNHE

2007FF %R

35 CASH GENERATED FROM OPERATIONS

from operations:

Reconciliation of profit for the year to cash generated

—EELF ZETRF
2007 2006
ARMFT ARMTFT
RMB’000 RMB’000
BR PRS2 Al A Profit before income tax 315,258 211,367
FHEIER - Adjustments for:
e Depreciation
— W - BB KEE — property, plant and equipment 118,067 119,531
— B - investment properties 7,398 7,667
THE R i RS  Amortisation of leasehold land and
land use rights 4,745 1,573
Ha3EmEN & EEE Amortisation of other non-current
assets 7,162 2,316
AHHESREERE Impairment of available-for-sale
financial assets 2,260 -
REEE R RIRERE Impairment of investments
in associates 1,455 —
BRAREBBIEZRYIEZ Fair value gain on financial assets
TRVEEMNA A ERE at fair value through profit or loss (42,379) (24,523)
FEHA Interest income (7,529) (4,429)
FE X Interest expenses 93,849 41,282
FE(EES &N R 2 518, (4 F)  Share of loss /(profit) of associates 7,173 (70)
HEYE - MENEEZERE Loss on disposal of property,
plant and equipment 599 1,350
P B & N R Al PR B = Excess of the share of the net fair
BERFABEFAAE value of the associate’s identifiable
FRHEEK A 2 assets, liabilities and contingent
='(WiE12) liabilities over the cost of
the investment (Note 712) (60,065) =
18BN PSR R L Value added tax and income
tax refund (5,701) (106)
442,292 355,958
EEESEH Changes in working capital
L {th e L % Increase in trade and
other receivables (461,775) (117,639)
FEEM Increase in inventories (219,225) (127,617)
B 5 K Eoth B~ FRE A0 Increase in trade and other payables 149,639 215,258
LB EEZEE Cash (used in)/generated from
operations (89,069) 325,955
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36 EIE 36 COMMITMENTS
(a) BRI (a) Capital commitments
REEBEREERNERNAED Capital commitments at the balance sheet date
Tr ¢ but not yet incurred are as follows:
PN | N
Group Company
“ETLR ZTERE k-2 of 3 —ZTRE
2007 2006 2007 2006
ANEEF AREFTT ANBEFT AREFIT
RMB’000 RMB’000 RMB’000 RMB’000
B4R Contracted but not provided for
ME - BEK  Property, plant and equipment 826,161 1,109,426 - -
B
Uz ATt & Acquisition of available-for-sale
TREE financial assets - 200,000 - -
R EBXEZ  Investment in Shanghai Tianma 381,855 398,522 381,855 506,672
®E
RERBE(ESE Investment in Guangdong
BERAELZ International Trust investment
BE Company 480,000 930,000 480,000 930,000
1,688,016 2,637,948 861,855 1,436,672
PN | VN
Group Company
“EELE ZEERE il of -3 ZZTRE
2007 2006 2007 2006
ARETF AREFT ARETFT AREFT
RMB’000 RMB’000 RMB’000 RMB’000
BEEEARE4 Authorised but not contracted for
M BER  Property, plant and equipment 74,160 1,649,536 - =
B
RIBARZ  Investment in subsidiaries - 9,780 - -
RE
74,160 1,659,316 - -

CATIC SHENZHEN HOLDINGS LIMITED
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36 AEiEE) 36 COMMITMENTS (continued)
(b) REBFNEE -LAEBHAEA (b) Operating lease commitments - where the
(&) Group is the lessee (continued)
REBERBBIES RFAEFTZ The Group has commitments under non-
DA EEH A SR AT cancellable operating leases in respect of staff

quarters and office premises as follows:

—EZLF —EERF
2007 2006
AREFIT ARETT
RMB’000 RMB’000
TEBiE—F Not later than one year 16,859 5,205

B —F{ETHBBAE  Later than one year and not later than
five years 6,536 9,020
23,395 14,225
BFEAAIHELLHLY 2 RRFKE The future minimum lease receipts under non-
ERHESIT cancellable operating leases in respect of buildings

are as follows:

—EBELF ZETRF
2007 2006
ARMFT AR Fr
RMB’000 RMB’000
TBiE—F Not later than one year 55,539 33,821

HBiB—F BB AL Later than one year and not later than
five years 48,386 38,764
103,925 72,585

37 DRAE 37 CONTINGENT LIABILITIES
S| N
Group Company
“ETLE ZZTRE -2 o3 ZZTRE
2007 2006 2007 2006
ARETF AREFT ARKETF AREFT
RMB’000 RMB’000 RMB’000 RMB’000
AR E AT ER T Guarantees to banks in respect
RITRVE 2 R1T of banking facilities granted

(R to subsidiaries - - 715,860 145,000
ANNUAL REPORT 2007
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38

EXRERXRS

AEE fRYIP A (R R B ML BA
AR S - AR E AR EE58.29% ik
e BRI 1B AREEH - EFR
AR R AR ©

RE T BREAR R Z &EERARIRYIF M
REWEAR - B i P BRI EZ K EEZ
EHZEALEREMBRR - AR AR
HHIEBABAZEZRR] - AR RFRYIF
fiec TEEEREAS MNEBETINREK

B o

AEBFHEHEEEMBEEDEET - K
SERRUERHREBERBHEKFE
17 BERRAA TP R 2K - BLEE
ARHEBEME @ ARBEEANTRENRE
HEERMEREBHIBENBEEARNETFE
HER - BERERIENRE  AEEHNTE
RFAENG A BIETTIE B A BB 8 o
REREERMRANTE < HUt - FEK
FIRZEEA RZ AR - ZBEEEN
MEEZZE FEEALEBRBERBER
ERIFELRAAREE - GLERAS
HEM AR S K T R
B2 AEBHAGHELERBETRER
FELATHRES © thoh - NREEHRE T A
EMNAEREAPERR SR - %R
XERNZEME RS - MAELAREH
BREERBCEMBE T (REEKI@E) -
HIZEEABUREBRENNRKENS
ZR5 - WEAR 5 EKIE LR R EFTE
17 BERRAARPHER 2 - ERi
BXHNERZERERE  AEBEERKE
HRZ @ EHE - Btk - A TIRERRHE
RIEELENRASRRY NI REEET
BENTERS - AT AEEREHENE
EORBENAERENEFIRORE

CATIC SHENZHEN HOLDINGS LIMITED
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SIGNIFICANT RELATED PARTY
TRANSACTIONS

The Group is controlled by Shenzhen Catic, a state
owned company established in the PRC which owns
58.29% of the Group’s shares. The remaining 41.71%
of the shares are widely held. The directors regard
Shenzhen Catic being the ultimate holding company.

Related parties include the Company’s ultimate holding
company, Shenzhen Catic, and its subsidiaries, other
state-controlled enterprises and their subsidiaries
directly or indirectly controlled by the PRC government,
corporations in which the Company is able to control or
exercise significant influence, key management personnel
of the Company and Shenzhen Catic and their close
family members.

A portion of the Group’s business activities are
conducted with other state-owned enterprises. The
Group believes that these transactions are carried
out on normal commercial terms that are consistently
applied to all customers. For the purpose of related party
transactions disclosure, the Group has identified, to
the extent practicable, those corporate customers and
suppliers which are state-owned enterprises based on
their immediate ownership structure. It should be noted,
however, that substantially all of the Group’s business
activities are conducted in the PRC and the influence
of the PRC government in the Chinese economy is
pervasive. In this regard, the PRC government indirectly
holds interests in many companies. Many state-owned
enterprises have multi-layered corporate structure and
the ownership structures change over time as a result
of transfers and privatisation programs. Some of these
interests may, in themselves or when combined with
other indirect interests, be controlling interests. Such
interests, however, would not be known to the Group
and are not reflected in the disclosures below. In
addition, a portion of the Group’s services provided are
of a retail nature to end users, which include transactions
with the employees of state-owned enterprises on
corporate business, their key management personnel and
close family members. These transactions are carried
out on normal commercial terms that are consistently
applied to all customers. Due to the vast volume and
the pervasiveness of these transactions, the Group is
unable to determine the aggregate amount of these
transactions for disclosure. Therefore, the revenue from
provision of services disclosed below does not include
retail transactions with these related parties. However,
the Group believes that meaningful information relating to
related party disclosures has been adequately disclosed.
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SIGNIFICANT RELATED PARTY
TRANSACTIONS (continued)

In addition to the related party information shown
elsewhere in the financial statements, the following is a
summary of significant related party transactions entered
into in the ordinary course of business between the
Group and its related parties and the balances arising
from related party transactions:

(a) Transactions with related parties

rEE
Group
—EELF —EERF
2007 2006
AR¥ T AREFT
RMB’000 RMB’000
HBARERATKEZ Transactions with the ultimate holding
MEARINRS company and a fellow subsidiary
X : Expenses:
MESEERMAYL Expenses for property management fee 6,523 3,234

RZZEE+E+_A=+—H ' &
& E A R#1,327,000,0007L( =&
TRE - AR#485,000,0007T) Z
RITEE T HRREERA R E
R

As at 31st December 2007, the Group’s bank
borrowings of RMB1,327,000,000 (2006:
RMB485,000,000) were guaranteed by the
ultimate holding company.
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38 EBEXBEIXRZ#) 38 SIGNIFICANT RELATED PARTY
TRANSACTIONS (continued)
(a) HBERNRS (&) (a) Transactions with related parties (continued)

rEE
Group

—ETLHF ZEERF

2007 2006

ARBFT ARETT

RMB’000 RMB’000

HEMEELENRS Transactions with other
state-owned enterprises

(1) A Revenue:
SHEEYRULA  Revenue from sales of goods 516,516 460,026
&R Rental income in respect of
AEUWA investment properties 6,022 5,343
R1TF &  Interest income from bank deposits 6,283 4,429
A2 A
@) S Expenses:
BEEN Purchase of goods 86,438 137,157
) FEFEEA B Z H MR (38) Key management compensation is
H28(ES 2 Mle )P HREE - disclosed under Note 28 (Directors’

emoluments).

CATIC SHENZHEN HOLDINGS LIMITED
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EXBELIRS (&) 38 SIGNIFICANT RELATED PARTY
TRANSACTIONS (continued)
(b) BRRRE S AR (b) Balances with related parties
(M) BEEARZRIES A The amounts due from/(to) related parties
RERAEEREE - companies are non-interest bearing and repayable
on demand.
AEE
Group
—EELHF —FERF
2007 2006
ARMFT ARMTFT
RMB’000 RMB’000
BEAE R MEB AR 248k Balances with a fellow subsidiary
TR B R M EMEM T Accrual and other payable - (677)
EAth e UK Other receivables 1,618 _
HEHMBEARIT % Balances with other state-owned
2SR banks/enterprises
HERIREZEEY Cash and cash equivalents 1,094,993 280,291
=N Trade receivables 531,503 163,603
B SN Trade payables - (14,848)
(c) L (c) Borrowings
AEE
Group
—EELF ZEETRF
2007 2006
ARMFT ARMTFT
RMB’000 RMB’000
REREKERAT Borrowings from the ultimate
ZEE holding company
REH] At beginning of the year 9,858 7,990
WEIEE Proceeds from borrowings 244,600 3,200
EEEE Repayment of borrowings (5,200) (1,332)
RER At end of the year 249,258 9,858
RERBHRITZEE Borrowings from state-owned banks
) At beginning of the year 766,961 415,154
WEIEE Proceeds from borrowings 3,358,967 986,835
BEEE Repayment of borrowings (1,138,892) (635,028)
RER At end of the year 2,987,036 766,961
SHERIA Interest charged 73,579 32,447
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38

39

EXRERXRS(E)

(c)

BE(E)
RZBE+FE+-_A=+—H &
FEMEFEHERFEE6.8%(=
TTRF 1 52%) °

HEBRREHE

(@)

—EENF—A=_+—H ' ARAA
HLZR Y P AR BRI R AR B R A R
AR (DRI A - BIE X
BN ZBERR  FIFMmZE
BB AR RN ERER - &
gt + AN Bl HERURE R I A A ORI
AR AL R A 2 E0R I P A kb 2E AR
D 0 2 BIFEE R R T E B B
1TIEAR4920.62% & 7.17% * HBR(E
#5 ANR#1,236,000,0007C ° AA
A #% AT AR A R #51.00 7T FY (B 1% )
AR YIR A RO IR A I e B R B AT
4 #£197,618,198 &AL + LA S
WERE - RIKBTERE - A2F
PRI R A E 2 R 25 5 1E22.35%
BE50.14% - ROHEREARERF T
PIGHFENE - FEE : (1)EB
REEEEEEEEZESELM
B QREBLFEEEEZESE
A ROBREFRERARQ
A A AR FIHAR B BIA R K & (e #E
AE o

KA RRIERR » EliRT
P R ADAEHETT AR o fie it SRR
HARER=ZZEZENF—HA=+—H
ET121E A A (SETHE S EEBE
KB BE)EN - RIDEZES RS
HIRIE - RAMBHETZERE
ZUEE M AR TERK ©

CATIC SHENZHEN HOLDINGS LIMITED
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SIGNIFICANT RELATED PARTY
TRANSACTIONS (continued)

(c)

Borrowings (continued)

The weighted average effective interest rate of
the loans were 6.8% (2006: 5.2%) as at 31st
December 2007.

EVENTS AFTER THE BALANCE SHEET
DATE

(@

On 21st January 2008, the Company entered
into a share transfer agreement with Shenzhen
Catic and Shenzhen CATIC City Development
Limited (“CATIC City”), a state owned company
established under the laws of the PRC and a
wholly owned subsidiary of Shenzhen Catic, to
acquire all CATIC Real Estate’s shares currently
held by Shenzhen Catic and CATIC City,
representing approximately 20.62% and 7.17%
of the issued share capital of CATIC Real Estate
respectively at an aggregate consideration of
approximately RMB1,236 million. The Company
will allot and issue its 197,618,198 domestic
shares of nominal value of RMB1.00 per share to
Shenzhen Catic and CATIC City as settlement of
the purchase consideration. After the acquisition,
the shareholding of the Company in CATIC Real
Estate would increase from 22.35% to 50.14%.
The share transfer agreement shall be effective
upon: (a) the approval of the State-owned Assets
Supervision and Administration Commission of
the State Council (b) the approval of the China
Securities Regulatory Commission of the PRC
and (c) the approval in the extraordinary general
meeting and class meetings of holders of
domestic shares and H shares of the Company.

The aforesaid outstanding procedures were still
in progress as at the date of approval of these
financial statements. If the above conditions
precedent cannot be fulfilled within 12 months
from 21st January 2008 or a later date as agreed
by the parties in writing, the share transfer
agreement shall terminate. As at the date of these
financial statement, the acquisition had not been
completed.
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(b)

—EENF—A=Z+—H  FJlH
MERBR DB (RIPHRERA
Al ARRzZ2EMBRR) D
AERNTHRBREEREGRAA
(TPHRE QA ARFERERR
Rz 2EMBRR) - HkE
FE(HBRE] BIAL  FE
BRBRBHREERAR(RAR
AR RPBEKZ 2 BLIAE R
A ZE—BSHEEAN) RRAFE
RERI LW B E— - WS
KB E= -

B EM=mHE FIFME
BRARAEAEKHEREONUAARE
330,000,0007t 2 KB R F % &
ARREEETM =Y EFRA
AI([#RERA] - RAEBEKZZA
B QA ) H60%IRHE ; ()AARKE
165,000,0007T 2 R AB [F1#5 75 4 U i
AR A R HI30% Ak AE ¢ K (i) A AR
# 27,500,0007T 2 B [A1 X H #F iE
A R U EE SRR A RIS % AR IE o U EE
E— - WEBE R EGZ=
Z TR IR I R 2 B AR -

A R AN A REEEFEE N
&R (G 49284 .526F 5 A E 2 i
BISHBEEFAEA - EEXE2XEB
EERAEEREENE  HEXEE
m A L o
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39 EVENTS AFTER THE BALANCE SHEET
DATE (continued)

(b)

On 21st January 2008, Shenzhen CATIC
Resources Company Limited (“CATIC Resources
Company”), a wholly-owned subsidiary of the
Company, entered into Acquisition Agreement
I, Acquisition Agreement Il and Acquisition
Agreement Il with Shenzhen CATIC Investment
Management Company Limited (“CATIC
Investment Company”), which is wholly-owned by
Shenzhen Catic, the controlling shareholder of the
Company, Mr. Yang Yong Gang ('Mr. Yang”), an
independent person and the sole beneficial owner
of Qinghai Province Leng Hu Tiantian Potash
Company Limited (“Tiantian Potash Company”), an
independent domestic company established in the
PRC, and Tiantian Potash Company, respectively.

Under the aforesaid three agreements, CATIC
Resources Company has conditionally agreed
to acquire (i) 60% equity interest in Haixi
CATIC Sanjiaguiye Company Limited (“Potash
Company”), a domestic company established in
the PRC, from CATIC Investment Company at a
consideration of RMB330,000,000 (i) 30% equity
interest in the Potash Company from Mr. Yang
at a consideration of RMB165,000,000 and (i)
5% equity interest in the Potash Company from
Tiantian Potash Company at a consideration
of RMB27,500,000. Completion of Acquisition
Agreement |, Acquisition Agreement Il and
Acquisition Agreement Il are not inter-conditional.

The Potash Company is the holder of the mining
right of the a potassium mine having a site area
of approximately 284.526 sq. km. and is located
at Lenghu District, Haixi Prefecture of Qinghai
Province, the PRC. Its principal business activities
are producing and sale of potassium fertilizer, and
its major product is potassium chloride.
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39 HKEHERSBHEAE)

(b)

(%)

RERE  AEEERE Ll iE
W2 EFK D BRI MIEE QR
B AERKARIERR AR
80,000,0007T * A & # 45,000,000
Tk AR ¥5,000,0007T °

Lt B R A B AR BRI X
RERIASHEAREET BERH L+
ERBEIZ > YRAEBIETHRE
FIMERXELEETE - RNAY
BRRA/ERE - Bl RTTARFP
DEETTH ©

CATIC SHENZHEN HOLDINGS LIMITED

39 EVENTS AFTER THE BALANCE SHEET
DATE (continued)

(b)

(continued)

Subsequent to year end, the Group paid
RMB80,000,000, RMB45,000,000 and
RMB5,000,000 to CATIC Investment Company,
Mr. Yang and Tiantian Potash Company,
respectively pursuant to the terms of the above
acquisition agreements.

The above acquisition agreements shall be
approved by the shareholders of the Company
at the extraordinary general meeting, and
shall be approved by the Department of Land
and Resources of Qinghai Province and the
subsequent filing of the change of business
registration with the relevant Administration for
Industry and Commerce of the PRC. The aforesaid
outstanding procedures were still in progress as at
the date of approval of these financial statements.
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