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Chairman’s Statement = [Z3f &

Dear Shareholders,

On behalf of the Board of Directors of Ka Shui International Holdings Limited
(the “Company”), | am pleased to present you the first annual report of the
Company and its subsidiaries (collectively “the Group”) since our listing on
the Main Board of The Stock Exchange of Hong Kong Limited on 27 June
2007. The year of 2007 was an important milestone in the history of the
Group. It also marked the achievement of the Group evolving from a small
medium sized enterprise to a publicly listed leading company in the die
casting industry.

During the year under review, the turnover of the Group increased by 16.6%
to HK$752,749,000. Magnesium and aluminium alloy die casting business
recorded a strong growth and their total contribution to the Group’s turnover
increased from 16.2% in last year to 26.7%.

The Board of Directors recommended the payment of a final dividend of
HKO.9 cents per share, including an interim dividend of HK1.2 cents per
share already paid, the total dividend for the year since our listing is HK2.1
cents per share.

During the previous year, due to the surge in costs of raw materials, energy
and labour, as well as the appreciation of Renminbi, the profit attributable to
the equity holders of the Company decreased by 47.5% as compared with
2006. Nevertheless, with our ability in providing products of superior quality
and comprehensive service to our customers, the Group had overcome all
the challenges and were able to achieve growth in turnover.

Lee Yuen Fat
Chairman
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Looking ahead, with the rapid development of 3C (communication, computer
and consumer electronics) products and the automobile industry, the
demand for magnesium and aluminium alloy die casting components is
continuously growing. The Group will continue to devote more resources in
the development of magnesium and aluminium alloy die casting businesses
and to increase their total contribution to the Group’s turnover. Meanwhile,
the construction of the first phase of the industrial complex in Daya Bay,
Huizhou, the PRC comprising gross floor area of approximately 43,000 sg.m.
is still in process. However, the progress of construction has been delayed
due to the poor weather condition in the beginning of 2008 and it is expected
that the operation of the new production facilities can be gradually
commenced in July 2008. By then, the production capabilities of the Group
can be expanded in order to keep abreast with the rapid development of
magnesium and aluminium alloy die casting businesses.

The Group will continue to focus on design and development of new
products, research and development on the applications of new metal alloys
and production technologies in order to expand its market coverage,
enhance its production efficiency and lower its production cost. Furthermore,
the Group is now looking for suitable merger and acquisition opportunities
S0 as to enhance its competitiveness by taking advantages of the benefits
of resources and vertical integration.

On the whole, it is expected that the impact of sub-prime mortgage in the
United States will lead to a slowdown in the global economic growth. In
addition, due to the continuing increase in production costs, the
manufacturing industry in Hong Kong and the PRC will face with difficulties
under such business environment. By leveraging on its well established
foundation and long-standing reputation in the industry, as well as its
customer base with long-term business relationships, the Group is confident
of coping with the current uncertain economic environment and achieving
better results in the coming years.

What we have achieved today would not have been possible without the
support and dedication of our staff, customers, suppliers, investors and
our fellow board members. | would like to express my sincere gratitude to
them and pledge that | will continue to work diligently to create increasing
values for our shareholders in the years ahead.

Lee Yuen Fat
Chairman

Hong Kong, 18 April 2008
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Management Discussion and Analysis & 2 [& 515 & 2 1T

Financial Review

Benefiting from the on-going global demand for metal die casting
products and the Group’s continuous enhancement of its production
capabilities, the Group’s turnover for the year ended 31 December
2007 amounted to approximately HK$752,749,000 (2006:
HK$645,588,000), representing an increase of approximately 16.6%
as compared with that of the previous year. Out of which, the turnover
derived from magnesium and aluminum die casting components
had achieved a remarkable growth during the year under review
and their total contribution to the Group’s turnover increased from
16.2% in 2006 to 26.7% in 2007.

Notwithstanding a growth in the Group’s turnover, gross profit for
the year 2007 recorded a 22.5% decrease to approximately
HK$140,232,000 (2006: HK$180,912,000) and the gross profit
margin was 18.6% (2006: 28.0%). The decline in gross profit and
gross profit margin was mainly attributable to a number of adverse
factors, including appreciation of Renminbi against the U.S. dollars,
increase in the costs of raw materials especially metal alloys as well
as labour, rise in energy costs and reduction of export tax rebates.

Meanwhile, to cater for the Group’s future business expansion, there
was an increase in the number of management and supporting
personnel as well as related staff costs during the year under review
for the initial preparation of the construction and operation of the
new manufacturing facility at Daya Bay. Moreover, listing expenses
and costs of pre-IPO share options granted to employees had to be
accounted for during the year under review which also led to a surge
in the general and administrative expenses over last year.

Mainly caused by the decrease in gross profit together with the surge
in general and administrative expenses, the profit attributable to
equity holders of the Company decreased by 47.5% to approximately
HK$57,492,000 (2006: HK$109,562,000) when compared with that
of the previous year. The net profit margin in 2007 was 7.6% (2006:
17.3%).
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Management Discussion and Analysis & & 515 & 27

Business Review

Zinc alloy die casting business

For the year 2007, zinc alloy die casting operation continued to be
the major profit contributor of the Group, accounting for 73.3% of
the Group’s turnover. Due to the persistent high price of zinc alloy
during the year, customers had adopted a more conservative
approach in placing orders. As a result, the turnover of zinc alloy die
casting components only recorded a slight increase of approximately
2.0% as compared with that of the previous year. As such, the Group
has, by leveraging on its strength of producing the three major non-
ferrous die casting components (zinc, magnesium and aluminium
alloys), actively proposed to its customers on using magnesium alloy
or aluminium alloy as a substitution for zinc alloy. In 2007, some die
casting products which were used to be made from zinc alloy had
been gradually replaced by magnesium or aluminium alloy in order
to lower the Group’s manufacturing cost which was then reflected
in the purchasing cost of the customers.

Magnesium alloy die casting business

During the year under review, the turnover of magnesium alloy die
casting components increased strongly by 66.8% as compared with
that of the previous year, the proportion of which as represented in
the Group’s turnover also increased from approximately 10.4% in
the previous year to 14.9%. With the rapid development of 3C
(communication, computer and consumer electronics) products
industry, the demand for magnesium alloy die casting components
is continuously growing. In order to expand its production capability
on magnesium alloy die casting, the Group had purchased 3
magnesium alloy die casting machines in 2007.
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Aluminium alloy die casting business

The global output of aluminium alloy die casting, in terms of tonnage,
always accounts for a large portion of the total non-ferrous metal
die casting output. The Group started its aluminium alloy die casting
business in 2004 and has vigorously strived for a larger market share.
During the year under review, aluminium alloy die casting business
not only achieved a satisfactory result but also became the fastest
growth of the Group’s business segment, with turnover increased
substantially by 139.1% as compared with that of the previous year.
The proportion of which as represented in the Group’s turnover also
increased from approximately 5.8% in the previous year to 11.8%.
During the year, the Group had purchased 15 aluminium alloy die
casting machines in order to keep abreast with the rapid development
of its aluminium alloy die casting business.

Prospects

To continuously enhance its competitiveness in the market, the Group
will implement stringent cost control measures, raise production
capabilities, improve operational efficiency, identify and seize the
opportunities for strategic acquisition and co-operation. In addition,
in order to have a diversified product range and to expand its market
coverage, the Group will continue to focus on its research and
development, including design and development of new products,
research and development on the applications of new metal alloys,
metal forming and surface treatment technologies, production
optimization and automation.

With a view to further expand its production capacity so as to meet
the demand from customers, the Group acquired two parcels of
land in Daya Bay, Huizhou, the PRC at the end of year 2006 for the
construction of new production facilities. At present, the Group is
actively preparing for the construction of the first phase of this
industrial complex. The new facilities will focus on the application of
new alloys, the production of automotive components, 3C products
and precision moulds. The design of the industrial complex is in
such a way to consolidate the manufacturing supply chain within
the region through strategic alliance and industrial clustering; and
also by integrating the various technical know-how and professional
engineering services of the Group so as to support the development
of automotive components and 3C products. The construction of
the first phase of the industrial complex comprising gross floor area
of approximately 43,000 sg.m. was commenced in April 2007.
However, the progress of construction was delayed due to the poor
weather condition in the beginning of 2008 and it is expected that
the operation of the new production facilities can be gradually
commenced in July 2008.
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Management Discussion and Analysis S E 575 & 247

The prices of non-ferrous metals have fluctuated substantially in
recent years and the price of zinc alloy started to surge in 2005.
Despite a slight fall at the end of 2007, the price of zinc alloy still
persists at a high level. The price of magnesium alloy also increased
significantly in the fourth quarter of 2007 and its current price has
increased by 53% when compared with that in September 2007.
Since the eventual pricing of the die casting products would be
directly affected by the metal alloy prices, this would have impacts
on customers’ order placing and choice of raw materials for
products. Leveraging on the Group’s capabilities in the die casting
of zinc, magnesium and aluminium alloys, its customers, taking into
account the characteristics of their product, can choose to use those
alloys at a competitive price and thus enhance their competitiveness.
In addition, since the gross profit margins generated from the
magnesium and aluminium alloy die casting components are
generally higher than that from the zinc alloy, the Group’s future
business strategy is to gradually increase the business proportion
of these two segments which will enhance the overall gross profit
margin for the Group. In the medium term, the Group has set a
target for zinc alloy and the total of magnesium and aluminium alloys
business to be accounted for 50% of its turnover respectively.

The Group will also strengthen its research and development on the
application of magnesium alloy for automobiles and rail transport.
Since magnesium alloy is light in weight, it will naturally become the
raw material with the first priority for weight reduction. However,
due to the fact that the existing magnesium alloys being developed
cannot meet the specific property requirements of the automotive
components, there are still limitations on the application of
magnesium alloy on certain automotive components. The Group is
now discussing with a major research and development institute in
the PRC in relation to the development of new magnesium alloys
and their applications on automobiles and rail transport, with a view
to become a leading manufacturer in the production of weight
reduction and energy saving automotive components.
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In order to provide a more comprehensive one-stop service to
customers, the Group has decided to expand into the plastics
business because some of its finished products are not only made
of metal parts but also with some plastics contents. As a result, the
Group believes that the expansion into plastics business will not
only provide the momentum for the Group’s future growth, its
customers can also reduce costs in logistic and quality control arising
from their current practice of outsourcing the production of metal
and plastics components to different suppliers. Given that the Group
has accumulated extensive experience in the metal die casting
industry and possessed excellent technological and research and
development capabilities, the management believes that the Group
is in a strong position to become a comprehensive production and
service provider for metal and plastics components.

The Group expects that the uncertain situation in relation to the
sub-prime mortgage in the United States will persist, leading to a
slowdown in the global economy. In 2008, the demand for
commodities is likely to decline, thus directly weakening the demand
for components. Furthermore, the appreciation of Renminbi, energy
shortage, high inflation rate and increase in labour cost will persist
in the short run and will put certain pressure on the turnover and
gross profit of the Group. It is expected that the operating
environment for manufacturing industry will continue to be difficult
and fluctuating in 2008. Merger and acquisition will take place in the
industry and weak players in the market will be compelled by the
strong ones. Given that, with the Group’s solid business foundation
being built up over the years, its excellent reputation in the industry
and visionary and prudent plans for the future, the Group is confident
to cope with the forthcoming challenges and difficulties and create
better results in the future.

Liquidity and Financial Resources

As at 31 December 2007, the Group had bank and cash balances
of approximately HK$166,039,000 (31 December 2006:
HK$12,300,000), most of which were either denominated in U.S.
dollars or Hong Kong dollars. The significant increase in bank and
cash balances was a result of the Group’s initial public offering in
June 2007 raising net proceeds of approximately HK$274,400,000.
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Total interest-bearing borrowings of the Group as at 31 December
2007 were approximately HK$94,207,000 (31 December 2006:
HK$105,025,000), comprising bank loans and overdrafts of
approximately HK$68,555,000 (31 December 2006:
HK$73,701,000) repayable within one year or on demand, term loans
of HK$14,526,000 (31 December 2006: HK$20,006,000) with
maturity of not more than four years and obligations under finance
leases of approximately HK$11,126,000 (31 December 2006:
HK$11,318,000). All of these borrowings were denominated in Hong
Kong dollars to which the interest rates applied were primarily subject
to floating interest rate.

As at 31 December 2007, the Group had net cash of approximately
HK$78,165,000, representing total cash and cash equivalents less
total interest-bearing bank and other borrowings. The Group’s net
cash position was mainly resulted from net proceeds of
approximately HK$274,400,000 being raised from the Company’s
issue of 220,000,000 new shares at HK$1.35 per share for listing
on the Stock Exchange in June 2007.

As at 31 December 2007, the net current assets of the Group were
approximately HK$251,227,000 (31 December 2006:
HK$48,275,000), which consisted of current assets of approximately
HK$435,432,000 (31 December 2006: HK$231,837,000) and
current liabilities of HK$184,205,000 (31 December 2006:
HK$183,562,000), representing a current ratio of approximately 2.4
(31 December 2006: 1.3).

Exposure to Foreign Exchange Risk

Most of the Group’s transactions were conducted in U.S. dollars,
Hong Kong dollars or Renminbi. To mitigate the risks due to
fluctuation in foreign currency exchange rates, the Group had used
foreign currency forward contracts to manage its foreign currency
exposure during the year under review.

Contingent Liabilities
As at 31 December 2007, the Group had no material contingent
liabilities.
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Charge on Assets

As at 31 December 2007, the Group’s banking facilities were secured
by guarantees given by the following assets: (a) the Group’s bank
deposits; (b) lessors’ title to the leased assets under finance leases;
and (c) a property situated in Hong Kong owned by the Group.

Human Resources

As at 31 December 2007, the Group had approximately 2,300 full-
time employees (31 December 2006: 2,133). The Group attributes
its success to the hard work and dedication of its staff as a whole.
Therefore, they are deemed to be the most valuable assets of the
Group. In order to attract and retain high caliber staff, the Group
provides competitive salary package, including retirement scheme,
medical benefit and bonus. The Group’s remuneration policy and
structure is determined based on market trends, the performance
of individual staff as well as the financial performance of the Group.
The Group has also adopted a share option scheme as incentive
and reward for those qualifying staff who have made contribution to
the Group.

The Group provides regular training courses for different level of staff
and holds various training programs together with PRC institutes
and external training bodies. Apart from academic and technical
training, the Group also organizes different kinds of recreational
activities, including New Year gathering, various sport competitions
and interest groups. The aim is to promote interaction among staff,
establish harmonious team spirit and promote healthy lifestyle.

Use of Proceeds

The Group was listed on the Main Board of the Stock Exchange on
27 June 2007. The net proceeds amounted to approximately
HK$274,400,000 would be applied for the purposes as set out in
the Company’s prospectus dated 12 June 2007. As at 31 December
2007, approximately HK$56,163,000 was utilized for the expansion
of production capacity, approximately HK$25,499,000 was utilized
for the first phase construction of a new industrial complex in Daya
Bay, Huizhou, the PRC, approximately HK$4,354,000 was utilized
for research and development of production technologies,
approximately HK$18,380,000 for repayment of bank borrowings
and the remaining balance of the net proceeds was placed in certain
licensed banks in Hong Kong as short-term deposits.

(G)

(H)

U

WEEH
R-ZZLF+-_A=+t—8 £&H
ERMTIEEERRITIEEREERE
BHER : (QARBZIRITHER  ()HHE
AZREBOLHENEERE  R(OA
SEEANEBWE

ANER
R-ZEZTtHF+-_A=+—8  ~%£H
HB23008 2 HEE (ZTETNF T
A=+—H :2,133%) - KEEZ K
BEREEBESNRBEMNECAE Ut
AEEEEERERBEMNZLEE -
BTRSIMRBEFETL  AEERHE
BEBFNNEFN - 2IERKETE - B
BRAMFIEATLRE o« NEE 2 FBECE
REEETIBRETISEBE - AAIERSE
ARAEBHFEREMETE - XEH
MERMARHERETE - BEEREER
B BIRMIEAKEHARNEEFIEL TR
ZERREE -

AREBFEREMZEH B TNAKEE T
MIEFIRE - WEZHERNE ES2k N
SMEIE FIERE & R REEDIFT & - BRE
MAMBAMTIFNNIN - NREEBER T T FE
BHSURRETEE - AP emmElE
AE - BEBELEMEBIIE - BN
RIEEZFPFHBE T 2 HMBER - B
B MR EREAE -

FriaRIAAE

AEBR -_ZZTLFNA-_TEBEH
REERET HEBEEFELH
274,400,000/ 7T « ISEER RGN ZE
ZTEFRNA+T AN BRER
ZHR®E RZEEEFT+A=1—
B - #756,163,000/ T FA{EIE TR E AL -
#925,499,000% 7T A {EfE R BB M A 28
EEEEERE S —H - #4,354,000
7S 7T AR B AR EE B AT - 4918,380,000
BT RAEERRITER  REEMBX
1B F BT SR I R T R R TE R
RETEBZFFRIRIT -

1 2 _ e T



Directors and Senior Management 2= S HEEAE

Executive Directors

Mr. Lee Yuen Fat, aged 52, is the Chairman of the Board, an Executive
Director of the Company and a director of certain subsidiaries of the
Company. Mr. Lee is responsible for the formulation of the overall business
strategies of the Group. He has over 25 years of experience in the die casting
industry. Mr. Lee holds a master degree in engineering from the Yanshan
University. He was conferred an award of Honorary Fellowship by the
Professional Validation Council of Hong Kong Industries. Mr. Lee was one
of the founding members and was the Chairman of the Hong Kong
Diecasting Association in 1989. He is the Honorary President of the Hong
Kong Foundry Association, and is also the Vice-Director General of the
Guangdong Mechanical Engineering Association Die Casting Branch and
the Vice President of the Commerce Society of Pinghu Town, Shenzhen,
PRC. Mr. Lee is currently a member of Hunan Provincial Committee of the
Chinese People’s Political Consultative Conference.

Dr. Keung Wing Ching, aged 56, is the Vice Chairman, the Chief Executive
Officer and an Executive Director of the Company. He is primarily responsible
for the overall management, as well as supervision of the execution of the
overall business strategies of the Group. Dr. Keung graduated from the
National Taiwan University with a bachelor degree in mechanical engineering.
He obtained his master degree and doctorate degree in mechanical
engineering from the University of Birmingham, the United Kingdom. Dr.
Keung has over 25 years of experience in the fields of metal forming,
mechanical processing and information technology. He is a Chartered
Engineer, a professional member of the Institute of Materials, Minerals &
Mining (UK) and a fellow member of the Hong Kong Institution of Engineers
(HKIE).

Prior to joining the Group in 2005, he worked with the Hong Kong Productivity
Council for more than 25 years and his last position was the Branch Director
of Information Technology and Services.

Dr. Keung is also the Permanent Honorary President of the Hong Kong
Diecasting Association, Permanent Honorary Chairman of the Hong Kong
Foundry Association, a committee member of the Magnesium Alloy
Development Team for Taiwan, Mainland China and Hong Kong (which was
established jointly by China Non-ferrous Metals Industrial Association, the
Hong Kong Productivity Council and Taiwan Metal Industry Research and
Development Centre), President of the board of directors of Hong Kong
Critical Components Manufacturers Association, and committee member
of the Hong Kong Q Mark Council. Dr. Keung is currently an advisor of the
Guangzhou Science & Technology Association and a member of Shandong
Provincial Committee of the Chinese People’s Political Consultative
Conference. Dr. Keung is also currently an independent non-executive
director of Fong’s Industries Company Limited, a company whose shares
are listed on the Stock Exchange.
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Mr. Wong Wing Chuen, aged 46, is an Executive Director of the Company
and a director of certain subsidiaries of the Company. Joined the Group in
1988, Mr. Wong is now responsible for the development of new products
and production technologies. Mr. Wong has over 18 years’ experience in
die design and manufacturing and the die casting industry. He is an Associate
of the Professional Validation Council of Hong Kong Industries.

Mr. Chan Tat Cheong Alan, aged 47, is an Executive Director, Company
Secretary and Qualified Accountant of the Company. He is primarily
responsible for overseeing the Group’s accounting and financial affairs. Prior
to joining the Group in 2003, Mr. Chan held a senior financial position with a
listed company in Hong Kong for over 8 years and has over 20 years’
experience in accounting, auditing and financial management. Mr. Chan
holds a bachelor degree in accounting and financial analysis from the
University of Newcastle Upon Tyne, the United Kingdom. He is a fellow
member of the Hong Kong Institute of Certified Public Accountants and a
member of the American Institute of Certified Public Accountants.

Mr. Zhao Jian, aged 39, is an Executive Director of the Company. Mr. Zhao
joined the Group in 1996 and is now responsible for the overall management
of the Group’s production facilities in the PRC. He has over 10 years of
experience in the die casting industry. Mr. Zhao holds a master degree in
business administration from the National University of Singapore. Prior to
joining the Group in 1996, he has worked in the manufacturing, banking
and catering industry.

Independent Non-executive Directors

Mr. Sun Kai Lit Cliff BBS, JP, aged 54, was appointed as an Independent
Non-executive Director of the Company on 2 June 2007. He is the chairman
of the remuneration committee as well as the nomination committee of the
Company. Mr. Sun is an associate of the Institute of Industrial Engineers of
Ohio and has over 28 years of experience in the household products
manufacturing industry. Mr. Sun was appointed the Justice of the Peace in
2003 and was awarded the Bronze Bauhinia Star by the Hong Kong
Government in 2006. Mr. Sun currently serves on the board of directors as
an independent non-executive director of Ming Fai International Holdings
Limited, a company whose shares are listed on the Stock Exchange.

Ir Dr. Lo Wai Kwok MH, JP, aged 55, was appointed as an Independent
Non-executive Director of the Company on 2 June 2007. Ir Dr. Lo holds a
doctorate degree in engineering, a master degree in engineering and
business administration respectively and a bachelor degree in engineering.
He is a Chartered Mechanical Engineer and Fellow of the Hong Kong Institute
of Engineers. Ir Dr. Lo was awarded with the “Young Industrial Awards of
Hong Kong” and the “Ten Outstanding Young Persons Selection” in 1992,
the “Medal of Honour” of the Hong Kong Government in July 2001, and
was appointed “Justice of the Peace” of the Hong Kong Government in
July 2004.
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Ir Dr. Lo was appointed as the managing director of Surface Mount
Technology (Holdings) Limited in December 2006, a company listed on the
Singapore Exchange Securities Trading Limited, and has over 30 years of
experience in the electronic and power supply industry. He is an Adjunct
Professor of the City University of Hong Kong and a Guest Professor of the
University of Electronic Science and Technology Zhongshan College.

Mr. Yeow Hoe Ann John, aged 67, was appointed as an Independent
Non-executive Director of the Company on 2 June 2007. He is the chairman
of the audit committee of the Company. Mr. Yeow is a fellow member of
both CPA Australia and the Hong Kong Institute of Company Secretaries,
and a member of both the Institute of Chartered Accountants in Australia
and the Hong Kong Institute of Certified Public Accountants.

Mr. Yeow previously worked for Price Waterhouse & Co. in Australia from
1969 to 1974 and KPMG in Hong Kong from 1974 to 1976 and was the
Chief Accountant of the Hong Kong Trade Development Council from 1976
10 1987. In 1988, Mr. Yeow joined the Hong Kong Productivity Council and
became the general manager in finance until his retirement in 2005.

SENIOR MANAGEMENT

Mr. Chan Sin Wing, aged 35, joined the Group in 2004 and is the director
of sales and marketing of the Group. He is primarily responsible for
overseeing the sales and marketing activities of the Group. Mr. Chan holds
a master degree in industrial engineering and industrial management and a
bachelor degree in engineering from the University of Hong Kong. Prior to
joining the Group, he worked as a consultant of the Hong Kong Productivity
Council for over 9 years.

Mr. Ng Mang Nga, aged 42, joined the Group in 2003 and is the general
manager of the Group’s subsidiary, Ka Fung Metal Manufactory Company
Limited. He is responsible for the overall supervision of the operation of the
Processing Factory in the PRC and has over 15 years’ experience in the
field of manufacturing.

Ms. Chan So Wah, aged 49, joined the Group in 1999. She is the general
manager of the Group’s subsidiary, Ka Shui Manufactory Co., Limited and
is responsible for its overall management. Ms. Chan has over 18 years’
experience in sales and is the sister-in-law of Mr. Lee Yuen Fat.

Mr. Li Yuen Wah, aged 50, joined the Group in 2004 and is the manager in
charge of information technology of the Group. Mr. Li is responsible for the
administration and operation of the management information system of the
Group. He is the younger brother of Mr. Lee Yuen Fat.
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Mr. Chan Ngan Po, aged 38, joined the Group in 2003 and is the assistant
general manager of our Group’s subsidiary, MG Technology (Shenzhen)
Company Limited. He is responsible for the administration and supervision
of the production and quality control functions. Mr. Chan has over 10 years’
experience in quality assurance and holds a master degree in engineering
business management from the University of Warwick in the United Kingdom.

Mr. Choi Sik Sheung, aged 40, joined the Group in 2004 and is the manager
in charge of research and development of the Group. Mr. Choi has over 15
years’ experience in project management and holds a master degree in
manufacturing systems engineering from the University of Warwick in the
United Kingdom.

Mr. Li Liang Jin, aged 41, joined the Group in 1992 and is the sales
engineering manager of the Group. Mr. Li holds a bachelor degree in
mechanical engineering from the Guang Xi University and has over 15 years’
experience in the field of engineering.
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The directors have pleasure in submitting their report together with
the audited consolidated financial statements of Ka Shui International
Holdings Limited (the “Company”) and its subsidiaries (collectively
the “Group”) for the year ended 31 December 2007.

PRINCIPAL ACTIVITIES

The Group is principally engaged in the manufacture of zinc,
magnesium and aluminium alloy die casting components which are
mainly sold to customers engaging in the household products, 3C
(communication, computer and consumer electronics) products and
automotive parts industries. The activities of the subsidiaries are set
out in note 40 to the consolidated financial statements.

GROUP REORGANISATION

The Company was incorporated in the Cayman Islands as an exempted
company with limited liability under the Companies Law of the Cayman
Islands on 7 January 2005.

Pursuant to a group reorganisation (the “Group Reorganisation”), the
Company became the holding company of the companies now
comprising the Group on 31 May 2007. Further details of the Group
Reorganisation are set out in the paragraph headed “Corporate
Reorganisation” in Appendix V of the Company’s prospectus dated
12 June 2007 (the “Prospectus”). The shares of the Company were
listed on the Main Board of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) on 27 June 2007 (the “Listing Date”).

RESULTS AND APPROPRIATIONS
The results of the Group for the year are set out in the consolidated
income statement on page 33.

An interim dividend of HK1.2 cents per share was paid on 15 October
2007. The board of directors of the Company recommends the
payment of a final dividend of HKO0.9 cents per share to the
shareholders whose names appear on the register of members of the
Company on 5 June 2008.

RESERVES

Movements in reserves during the year are set out in the consolidated
statement of changes in equity on page 36.

As at 31 December 2007, the Company’s reserves available for
distribution amounted to approximately HK$204,814,000.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Group
during the year are set out in note 14 to the consolidated financial
statements.
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MAJOR CUSTOMERS AND SUPPLIERS

During the year, the percentage of the Group’s major customers and
suppliers attributable to the Group’s total sales and total purchases
were as follows:

Sales
— the largest customer 37.6%
— five largest customers combined 66.3%
Purchases
— the largest supplier 8.0%
— five largest suppliers combined 30.1%

None of the directors, their associates or any shareholders (which to
the knowledge of the directors owns more than 5% of the Company’s
share capital) had an interest in the Group’s five largest customers
and suppliers.

FINANCIAL SUMMARY

A summary of the results of the Group for the past four financial
years ended 31 December 2007 and assets and liabilities of the Group
as at 31 December 2004, 2005, 2006 and 2007 are set out on page
104.

SHARE CAPITAL
Details of the movements in share capital of the Company during the
year are shown in note 33 to the consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
Articles of Association and the Companies Law of the Cayman Islands,
which would oblige the Company to offer new shares on a pro-rata
basis to existing shareholders.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES OF THE COMPANY

During the year, neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any of the Company’s listed securities

of the Company.
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THE BOARD
The directors of the Company during the year and up to the date of
this report were:

Executive Directors

Mr. Lee Yuen Fat (Chairman)

Dr. Keung Wing Ching (Vice Chairman and Chief Executive Officer)
Mr. Wong Wing Chuen

Mr. Chan Tat Cheong, Alan

Mr. Zhao Jian

Independent non-executive directors
Mr. Sun Kai Lit Cliff BBS, JP

Ir Dr. Lo Wai Kwok MH, JP

Mr. Yeow Hoe Ann John

The biographical details of the directors are set out on page 13 to 15
of this annual report.

In accordance with Article 112 of the Company’s Articles of
Association, Mr. Lee Yuen Fat, Dr. Keung Wing Ching, Mr. Wong
Wing Chuen, Mr. Chan Tat Cheong Alan, Mr. Zhao Jian, Mr. Sun Kai
Lit Cliff BBS, JP, Ir Dr. Lo Wai Kwok MH, JP and Mr. Yeow Hoe Ann
John will retire at the forthcoming annual general meeting and, being
eligible, offer themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS

The directors being proposed for re-election at the forthcoming annual
general meeting do not have any service contract with the Company
which is not determinable by the Group within one year without
payment of compensation, other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS

Save as disclosed under the section headed “Continuing Connected
Transactions” set out on page 26, there was no contract of
significance, to which the Company, its holding company, any of its
subsidiaries or fellow subsidiaries was a party and in which a director
of the Company had a material interest, whether directly or indirectly,
subsisted during or at the end of the year.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year.
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DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES OF
THE COMPANY AND ITS ASSOCIATED
CORPORATIONS

As at 31 December 2007, the interests and short positions of the
directors and chief executives of the Company in the shares, underlying
shares and debentures of the Company and its associated
corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (“SFQO”)) 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 and short positions in which
they are taken or deemed to have under such provisions of the SFO);
or were required, pursuant to section 352 of the SFO, to be entered
in the register referred to therein; or were required to be notified to
the Company and the Stock Exchange pursuant to the Model Code
for Securities Transactions by Directors of Listed Companies (the
“Model Code”) in the Rules Governing the Listing of Securities on the
Stock Exchange (the “Listing Rules”) were as follows:

Long Positions in the Shares
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BI1) EXVER) 2 B&1n ~ AEEARG REHF -
BERBES LB BRNEXVHBETREDH
BHEARARNRIRBMIAzEERER (BIE
BIEEFH KBGO ZEIEOEE ES R
BREZAMNEZEER)  KBREFHR
HAE {5191 55 3521 78 0 8% 1F 52 A& v st & 30
ZHEEIER KRB ZES EmRA
GLmﬁADLm REFHETESFZHN
ZAESF A ([MEESFA) B ARQ R R
%Z%é&ﬁEmT:

R zRE

Approximate percentage
of interest in the Company

Name of Director Capacity Number of Shares HAQFERE
EEnS g7 RO EE BB
Mr. Lee Yuen Fat (“Mr. Lee”) Interest in controlled company @ 607,200,000 69%
FiRERE(FERE]D) FEHAAERD

Beneficial owner 1,320,000 0.15%

EnfEEA
Dr. Keung Wing Ching Beneficial owner 20,262,000 2.30%
ZoKIEE L EnEEA 880,000? 0.10%
Mr. Wong Wing Chuen Beneficial owner 18,480,000 2.10%
|mAKBEE ERfEEA 880,000? 0.10%
Mr. Chan Tat Cheong, Alan Beneficial owner 7,029,000 0.80%
BRES K& ERfEEA 880,000? 0.10%
Mr. Zhao Jian Beneficial owner 7,029,000 0.80%
g o A EnEEA 880,000? 0.10%
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Notes:

1. Mr. Lee holds the entire issued share capital of Precisefull Limited
(“Precisefull”). As such, Mr. Lee is deemed to have a controlling
interest in Precisefull and is therefore deemed to be interested
in the interests of Precisefull in the Company.

2. Such interest in shares was held pursuant to options granted
under the pre-IPO share option scheme, details of which are
described in the section headed “Share Option Scheme” in this
report set out on page 23 to 25.

Save as disclosed above, as at 31 December 2007, none of the
directors and chief executives of the Company had any interests or
short positions in shares, underlying shares and debentures of the
Company and 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 and short positions in which they are
taken or deemed to have under such provisions of the SFO) or were
required, pursuant to section 352 of the SFO, to be entered in the
register referred to therein; or were required to be notified to the
Company and the Stock Exchange, pursuant to the Model Code in
the Listing Rules.
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1. Z 5% 4 # B Precisefull Limited
([Precisefull]) 22 B 21T A o AL
2= 0 A W AR 5 1 18 Preciseful IHY 122 1) 1 1
% 0 I E IR AP B Precisefull T A &)
NN ©

2. REBROBREDIREERAFBEEMNE

PR EIFT IR HEBRERE - S
BRAREF23EF258 2 [T

g
BREXHIBEEN R_TTLF+ A=

T—H BEARFEERTIZTBRAER
ARRABRETAEEEE (EXREFLME
fRBIEXVER) Z Befn ~ HEARD RESFHHE
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INTERESTS AND SHORT POSITIONS OF
SUBSTANTIAL SHAREHOLDERS IN SHARES,
UNDERLYING SHARES AND DEBENTURES OF
THE COMPANY AND ITS ASSOCIATED
CORPORATIONS

As at 31 December 2007, the following persons, other than the
directors or chief executives of the Company, who had interests or
short positions in the shares or underlying shares of the Company
which would fall to be disclosed to the Company under the provisions
of Divisions 2 and 3 of Part XV of the SFO or, who were, directly or
indirectly, interested in 5% or more of the nominal value of any class
of share capital carrying rights to vote in all circumstances at general
meetings of the Company, or which were required, pursuant to Section
336 of the SFO, to be entered in the register referred to therein, were
as follows:

Long Positions in the Shares

FERRRFLFTREEBREEZE
fn - HRERHRESHERRES

RZEZEEF+=ZA=+—8" ' TA AL
(RRREEHNEBITHRABRIN REARQF

RO BERGT - EERBELSRAER
BIEEXVERE 2R3 BRAM A2 B 3 58 2 #Eax
FEE  NEEIEERENREFEBERT
EARARRBREARGERE ZAMERNKRAEE
5% L ERENEE F IMBREEFSHRK
HE MW‘J%SSG{\ 78 50 8% AE & 16 B & A0 it
ZHEmNER

B zRE

Approximate percentage of

Name Capacity Number of Shares interest in the Company

£ g4 KRB HE HEARLAFEEHRANEI L

Precisefull Beneficial owner 607,200,000 69%
E=mEA A

Notes: Wi -

1.  Mr. Lee holds the entire issued share capital of Precisefull. As
such, Mr. Lee is deemed to have a controlling interest in
Precisefull and is therefore deemed to be interested in the
interests of Precisefull in the Company.

Save as disclosed above, at no time during the year, the directors
and the chief executives of the Company were aware of any other
persons (other than the directors or chief executives of the Company)
who had interests or short positions in the shares and underlying
shares of the Company which would fall to be disclosed to the
Company under provisions of Divisions 2 and 3 of Part XV of the
SFO, or, who were, directly or indirectly, interested in 5% or more of
the nominal value of any class of share capital carrying rights to vote
in all circumstances at general meetings of the Company, or were
required, pursuant to Section 336 of the SFO, to be entered in the
register referred to therein.
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SHARE OPTION SCHEME
Pre-IPO Share Option Scheme
On 1 June 2007, an aggregate of 59 pre-IPO share options of

1.

22,000,000 shares were granted to selected persons as

incentives or rewards for their contribution to the Group. Details

of the options granted under the pre-IPO share option scheme

during the year were as follows:

Directors’ Report =2 &

RRRRERT R

1.

BRDBREANBRETS
R_ZEZLFNA—HB - &H59DEH
22,000,0000% f& 7 = & XA B 3 & Al i
BREERTEEATLT  ERBEFHAE
B R 2 A EE - RER -
BEEXAAEEHBRETERD
BREFBEROT

Number of shares options

BREZE
Exercised/
Lapsed/ Outstanding
Exercise Cancelled as at
Price As at during 31/12/07
Category of (HKS) 01/06/07 theyear R-ZEELHF
Grantee/Name Date of grant  {Tfff8 Exercise Period R=—ZZ+t& RERTHE/, +=ZA=+-—H
ABRAER HE B AH (B 7t) T ~A—H KW HEH e R ATBE
Executive Directors
BITES
Mr. Lee 01/06/2007 0.81 27/06/2008 - 1,320,000 - 1,320,000
s 26/06/2011
Dr. Keung Wing Ching 01/06/2007 0.81 27/06/2008 - 880,000 - 880,000
ZXEBLT 26/06/2011
Mr. Wong Wing Chuen 01/06/2007 0.81 27/06/2008 - 880,000 - 880,000
EokEEEE 26/06/2011
Mr. Chan Tat Cheong, Alan 01/06/2007 0.81 27/06/2008 - 880,000 - 880,000
BRiZES %% 26/06/2011
Mr. Zhao Jian 01/06/2007 0.81 27/06/2008 - 880,000 - 880,000
R E 26/06/2011
Others
Hit
Employees 01/06/2007 0.81 27/06/2008 - 17,160,000 880,000 16,280,000
{=3=1 26/06/2011

Ka Shui International Holdings Limited EixBIFRIER AR A 7 _

23



Directors’ Report == 2%

All grantees of the pre-IPO share options may only exercise the
pre-IPO share options granted to them as follows:
1

FIEBERAFHBEEMBREZARAE
AATHTRITEERAFESHER

Maximum aggregate percentage of shares

that are issuable upon exercise of the

pre-IPO share option granted to each grantee

BERBRATEERZZEXRDH

Period BENBREMT FRHTH

HA R ROBLADL LR

From the Listing Date to the date immediately before the first anniversary 0%
(the “First Anniversary”) of the Listing Date

FHESBE T AR R—BAFEFEA(—AFER]) 85—

From the First Anniversary to the date immediately before the second anniversary 30%
(the “Second Anniversary”) of the Listing Date

—AFERE EmABEAMmAFER (IMAFEB]) O —H

From the Second Anniversary to the date immediately before the third anniversary 60%
(the “Third Anniversary”) of the Listing Date

MEAFERZ EmBMRR=AFEB(ZAFER])OA—H

From the Third Anniversary to the date immediately before the 100%

fourth anniversary of the Listing Date
“AFERE T ABRIMEOESE BAT—H

Save as disclosed above, no further options were granted under
the pre-IPO share option scheme.
o

2. Share Option Scheme 2. BRESTE

BLEXWEESN  BEREE
EMERESEE -SRI TABRK

NN K

A share option scheme (the “Share Option Scheme”) was adopted
pursuant to the written resolutions passed by the shareholders
of the Company on 2 June 2007. The purpose of the Share
Option Scheme is to provide incentives and rewards to selected
eligible persons for their contributions to the Group. The Share
Option Scheme will remain valid until 1 June 2017 and each
option will be granted at a consideration of HK$10.

The participants of the Share Option Scheme may include
directors, employees, consultants, professionals, customers,
suppliers, agents, partners, advisors and contractors of the Group
or a company in which the Group holds an interest or a subsidiary
of such company.

—IARE R & (TRERBERT &) R =%
ZEFERNAZBRBEARRBRREBZ
EHRBRERM - BREFEEER
BEATRBEFESBFUHAREEMEL
ARz R RE - BRERT 88—
BRE_ZE—LFRA-BRE-BR
RBAREI0OBTRE -

EhREIzZ2BERQRASERAL
EREREQAFARZAFNMERARZ
5= REE ER BEAL EP-
HER - IR - AEFF - BAAR
A e
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The maximum number of shares which may be issued upon the
exercise of all options to be granted under the Share Option
Scheme and under any other share option scheme(s) adopted
by the Company must not in aggregate exceed 10% of the
aggregate of the shares at the time of listing. In addition, the
maximum number of shares which may be issued upon the
exercise of all outstanding options granted and yet to be
exercised under the Share Option Scheme and any other
schemes involving the issue or grant of share options by the
Company must not, in aggregate, exceed 30% of the shares in
issue from time to time.

The total number of shares issued and to be issued upon exercise
of the options already granted or to be granted to each participant
under the Share Option Scheme and any other share option
scheme(s) of the Company (including exercised and outstanding
share options) in any 12-month period up to and including the
date of such grant should not exceed 1% aggregate of the
shares in issue as at the date of such grant. Any grant of further
options above this 1% limit shall be subject to approval by the
shareholders of the Company at general meetings, with such
participant and his associates abstaining from voting.

The subscription price for any share under the Share Option
Scheme will be a price determined by the Board and will be not
less than the highest of:

()  the closing price of a share as stated in the Stock
Exchange’s daily quotations sheet on the date of grant of
the relevant option, which must be a business day;

(i) an amount equivalent to the average closing price of a
share as stated in the Stock Exchange’s daily quotation
sheets for the five business days immediately preceding
the date of grant of the relevant option; and

(i) the nominal value of a share on the date of the grant.

During the year, no options had been granted under the Share
Option Scheme.

COMPETING BUSINESS

Each of Mr. Lee Yuen Fat and Precisefull has provided a written
confirmation, which has been reviewed and confirmed by the
independent non-executive directors of the Company, confirming that
they have complied with the terms of a Deed of Non-competition
entered into between them and the Company for the period from the
Listing Date to 31 December 2007.
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CONTINUING CONNECTED TRANSACTIONS

On 2 June 2007, the Group entered into a purchase agreement with
Chit Shun Machinery Limited (“Chit Shun”) for a term of three years
commencing from the Listing Date until 31 December 2009, in relation
to the purchase of certain die casting machines and parts (together
with the maintenance services). Chit Shun is a limited liability company
incorporated in Hong Kong and beneficially owned by Mr. Lee and an
independent third party, in equal share. Mr. Lee has nominated a
director to the board of Chit Shun. Besides, Mr. Chan Tat Cheong,
Alan (as a representative of Mr. Lee) sits on the board of a wholly-
owned subsidiary of Chit Shun established in the PRC. Since Mr. Lee
is a director and controlling shareholder of Chit Shun, Chit Shun is a
connected person of the Company (as defined in the Listing Rules).
Accordingly, the transactions between the Group and Chit Shun
constitute continuing connected transactions (the “Chit Shun
Transactions”) of the Group. The Stock Exchange has granted the
Company a waiver from strict compliance with the announcement
and independent shareholders’ approval requirement under Chapter
14A of the Listing Rules for a period of three financial years ending
31 December 2009.

For the year ended 31 December 2007, Chit Shun Transactions totalled
approximately HK$5,831,000.

The auditor of the Company has performed certain agreed upon
procedures in respect of the continuing connected transactions of
the Group and reported to the Board that the Chit Shun Transactions:

1. have received the approval from the Board;

2. have been entered into in accordance with the relevant
agreements governing the transactions; and

3.  have not exceeded the caps as disclosed in the Company’s
Prospectus.

The independent non-executive directors of the Company have
reviewed the Chit Shun Transactions and confirmed that they have
been entered into:

1. in the ordinary and usual course of business of the Group;

2. either on normal commercial terms or, if there are no sufficient
comparables to judge whether they are on normal commercial
terms, on terms no less favourable to the Company than terms
available from other independent parties; and

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

HEMERXS
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PUBLIC FLOAT LRERE

As at the date of this report, the Company has maintained the RAREH  REARQRAATUESEZARE
prescribed public float required under the Listing Rules, based on the BRARNTESHPABZBRT  RAFE
information that is publicly available to the Company and within the BEMBAZER - #REHLTITRE -
knowledge of the directors.

POST BALANCE SHEET EVENTS REBA&®FER

Details of post balance sheet events are set out in note 41 to the HEBRSEEFRBRENGEY B HREM T
consolidated financial statements. 41 °

AUDITOR 4 L

RSM Nelson Wheeler shall retire and being eligible, offer themselves BEEHEGTMITIERME  HEREBEEL
for re-appointment, and a resolution to this effect will be proposed at MERKREBEEABRERINBRITZRE

the forthcoming annual general meeting. RAERELRE -

By order of the Board EEEG®

Lee Yuen Fat TR

Chairman FE

Hong Kong, 18 April 2008 BE ZEENFHATNA

Ka Shui International Holdings Limited EixBIFRIER AR A 7 _
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The board of directors (the “Board”) believes that good corporate governance
practices are essential for promoting investors’ confidence and maximizing
shareholders’ returns. Since the Company’s listing on The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) in June 2007, the Board is
committed to maintaining a high standard of corporate governance.

The Company'’s corporate governance practices are based on the principles
and code provisions as set out in the Code on Corporate Governance
Practices (the “CG Code”) contained in Appendix 14 to the Rules Governing
the Listing of Securities on the Stock Exchange (the “Listing Rules”). Since
its listing on the Stock Exchange in June 2007, the Company is in compliance
with all the code provisions of the CG Code.

The Board

The Board is collectively responsible for formulating the Group’s overall
business strategies, monitoring and evaluating its operating and financial
performance and reviewing the corporate governance standard of the
Company.

The Board comprises eight directors, including five executive directors and
three independent non-executive directors. For the period from the date of
listing on 27 June 2007 to 31 December 2007 (the “Reviewed Period”), the
Board held one meeting at which all directors were present.

The Board members have no financial, business, family or other material/
relevant relationships with each other.

Each of the independent non-executive directors has confirmed in writing
his independence from the Company in accordance with the guidelines on
director independence of the Listing Rules. On this basis, the Company
considers all such directors to be independent.

All the independent non-executive directors were appointed for a specific
term of two years commencing from 2 June 2007 and subject to retirement
by rotation and re-election at the annual general meeting of the Company in
accordance with the provisions of the Articles of Association of the Company.

Biographical details of the directors of the Company as at the date of this
report are set out on page 13 to 15 of this annual report.
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Chairman and Chief Executive Officer

The roles of chairman and chief executive officer of the Company are
segregated and are not performed by the same person. Mr. Lee Yuen Fat,
the Chairman, is responsible for the leadership and effective running of the
Board while Dr. Keung Wing Ching, the Vice Chairman and Chief Executive
Officer, is responsible for the overall management and supervision of the
execution of the overall business strategies of the Group.

Audit Committee

The Company established the Audit Committee in June 2007. The primary
duties of the Audit Committee are to review and approve the financial
reporting process and internal control system of the Group as well as to
provide advice and comments to the Board. The Audit Committee comprises
three independent non-executive directors, namely Mr. Yeow Hoe Ann John,
Mr. Sun Kai Lit Cliff BBS, JP and Ir Dr. Lo Wai Kwok MH, JP and is chaired by
Mr. Yeow Hoe Ann John, a qualified accountant with extensive experience
in financial reporting and controls.

During the Reviewed Period, the Audit Committee held one meeting with
full attendance. At the meeting, it reviewed the interim accounts for the six
months ended 30 June 2007 with the external auditor and discussed on
the internal control matters.

Nomination Committee

The Nomination Committee was set up in June 2007 and is mainly
responsible for making recommendations to the Board on the appointment
of directors and the management of the Board succession. The members
of the Nomination Committee are Mr. Sun Kai Lit Cliff BBS, JP, Ir Dr. Lo Wai
Kwok MH, JP, Mr. Yeow Hoe Ann John and Dr. Keung Wing Ching. Mr. Sun
Kai Lit Cliff BBS, JP is the Chairman of the Nomination Committee.

During the Reviewed Period, the Nomination Committee did not hold any
meeting as no nomination of director was required.

Remuneration Committee

The Company established the Remuneration Committee in June 2007. The
major duties of the Remuneration Committee include reviewing and
determining the terms of remuneration packages, the award of bonuses
and other compensation payable to directors and senior management. The
Remuneration Committee consists of Mr. Sun Kai Lit Cliff BBS, JP, Ir Dr. Lo
Wai Kwok MH, JP, Mr. Yeow Hoe Ann John and Dr. Keung Wing Ching. The
Chairman of the Remuneration Committee is Mr. Sun Kai Lit, Cliff BBS, JP,
an independent non-executive director.

During the Reviewed Period, there had not been any changes to the
remuneration packages of the existing directors and therefore the
Remuneration Committee did not hold any meeting in 2007.
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Model Code for Securities Transaction by Directors
The Company has adopted the Model Code as set out in Appendix 10 of
the Listing Rules. Having made specific enquiry of all directors, all directors
have confirmed that they have fully complied with the required standard set
out in the Model Code during the Reviewed Period.

Directors’ Responsibility for the Financial Statements
The directors acknowledge their responsibility for the preparation of the
financial statements of the Company for the year ended 31 December 2007.
The statement of the external auditor of the Company in relation to their
reporting responsibility on the financial statements of the Group is set out in
the Independent Auditor’s Report on page 31 and 32.

Internal Control

The Board has overall responsibility for maintaining a sound and effective
internal control system of the Group in order to safeguard the Group’s assets
and shareholders’ investments. There is currently an internal audit
department within the Group. Its duties are to review the systems of internal
controls covering all relevant financial, operational and compliance control
functions within an established framework. Reports prepared by this
department are submitted to the Audit Committee of the Company for review
to ensure that an effective and adequate internal control system has been
in place.

Auditor’s Remuneration
Total auditor’s remuneration in relation to statutory audit work and non-
audit services of the Group is set out as follows:
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(In HK$’000) (NG w117 2007
Statutory audit EEHEZ 700
Non-audit services IEEZARTS 116
Total FEE 816
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RSM Nelson Wheeler
# B X B F B 1T
Certified Public Accountants

TO THE SHAREHOLDERS OF
KA SHUI INTERNATIONAL HOLDINGS LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Ka Shui
International Holdings Limited (the “Company”) set out on page 33 to 103,
which comprise the consolidated balance sheet as at 31 December 2007,
and the consolidated income statement, consolidated statement of changes
in equity and 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 financial statements in accordance with
Hong Kong Financial Reporting Standards issued by the Hong Kong Institute
of Certified Public Accountants (the “HKICPA”) 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 financial statements
based on our audit and to report our opinion solely to 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. We conducted
our audit in accordance with Hong Kong Standards on Auditing issued by
the HKICPA. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance
as to whether the financial statements are free from material misstatement.
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Independent Auditor’s Report 183 #% # fi k&

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 judgement, 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 state of affairs of the Group as at 31 December 2007 and of the
Group’s results and cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards and have been properly prepared
in accordance with the disclosure requirements of the Hong Kong Companies
Ordinance.

RSM Nelson Wheeler
Certified Public Accountants

Hong Kong, 18 April 2008
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Consolidated Income Statement & E#HE =

For the year ended 31 December 2007
B2 T+ F - HA=1T—HIFE

2007 2006
—EELHF —EERE
Notes HK$°000 HK$’000
BtaE FET FET
Turnover =20 6 752,749 645,588
Cost of sales SHE AR (612,517) (464,676)
Gross profit EX 140,232 180,912
Other income HAbKA 7 11,205 4,607
Selling and distribution expenses SHE kD SHRX (7,440) (7,769)
General and administrative expenses —#& & 1TE R X (66,596) (47,352)
Profit from operations R T 77,401 130,398
Finance costs BhE AR 8 (5,995) (7,950)
Share of (loss)/profit of an associate 7 &k A 7] (B518) /& A 16 (1,401) 311
Share of loss of a jointly
controlled entity Db L EHE T B AR 17 (281) =
Impairment loss on available-for-sale
financial assets AL ESREE REEIE 18 (2,000) -
Profit before tax %t A E F 67,724 122,759
Income tax expense Frfe i 9 (10,179) (11,339)
Profit for the year F R F 10 57,545 111,420
Attributable to: BT ALE(GRER
Equity holders of the Company RARE=FE A 57,492 109,562
Minority interests DEEREE A 53 1,858
57,545 111,420
Dividends B2 12
Interim H Hf 10,560 =
Proposed final fErE Nl 7,920 =
18,480 -
HK Cents HK Cents
AL eIl
Earnings per share BRER 13
Basic BN 7.42 16.60
Diluted s N/A REH N/A 73 FB

Ka Shui International Holdings Limited B ZERAR A 7
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Consolidated Balance Sheet s & EEEFR

As at 31 December 2007
R-FE+F+—_HA=1+—H

2007 2006
—EEtHF —EBERF
Notes HK$°000 HK$000
HtaE FETT FAET
(Restated)
(E51)
Non-current assets EREEE
Property, plant and equipment N SR Y 14 224,580 143,347
Prepaid land lease payments B LS 15 33,893 10,544
Club membership SHTeHE 718 718
Investment in an associate HEE N R E 16 1,115 2,516
Investment in a jointly controlled
entity HHARZRIBERBHNRE 17 8,259 -
Available-for-sale financial assets ~ AJftHE SR A E 18 6,303 8,303
Deposits paid for acquisition of
property, plant and equipment TEEEYE MR RRE
and prepaid land lease payments ZiEe MENTHES 19 8,096 24,844
282,964 190,272
Current assets REBEE
Inventories FE 20 118,344 88,204
Trade receivables 2 5 EWRIE 21 115,491 112,461
Financial assets at fair value
through profit or loss BRATEFAERE . EREE 22 3,277 1,150
Prepayments, deposits and
other receivables T FIE Tﬁ%&ﬁm%%%ﬂ(lﬁ 23 11,613 4,084
Due from an associate NI EGEE] 24 14,335 7,490
Pledged bank deposits Eﬁ&%ﬁﬁﬁﬁﬂf K 25 6,333 6,148
Bank and cash balances RITRIR e 8% 25 166,039 12,300
435,432 231,837
Current liabilities REBEE
Trade payables B 5 ENIE 26 61,381 54,838
Deposits received Biize 3,054 3,769
Other payables and accruals HMEME IE&r HE-= 27,555 26,026
Due to a related company JEH B A RIFIA 27 806 269
Due to a director JEFI%%/TA 27 = 837
Due to an associate FE Tt A BIFRIE 24 4,246 4,058
Short term borrowings EHIER 28 68,555 73,701
Current portion of long term
borrowings RHEE B BNEREE 29 5,511 5,482
Current portion of obligations
under finance leases BhE R 49 A HER BN EAEE 5 30 6,641 6,793
Current tax liabilities ENEATIE B & 6,456 7,789
184,205 183,562
Net current assets REBEERE 251,227 48,275
Total assets less current liabilities & E & ER KRB S & 534,191 238,547

Ka Shui International Holdings Limited 2 ixEIFR =R AR A =
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Consolidated Balance Sheet %28 EE& &R

As at 31 December 2007
R-_EFZE+F+—_A=+—H

2007 2006
—EELHF —EERE
Notes HK$’000 HK$’000
BtaE FET FET
(Restated)
(&%)
Non-current liabilities FRBEE
Long term borrowings REAMERX 29 9,015 14,524
Obligations under finance leases BB FH A AHE 30 4,485 4,525
Deferred tax liabilities BEHEEE 32 1,128 1,128
14,628 20,177
NET ASSETS EEFRE 519,563 218,370
Capital and reserves BARR#E
Share capital (&N 33 88,000 30
Reserves it 34 431,563 213,441
Equity attributable to equity
holders of the Company NARERTE ARG ER 519,563 213,471
Minority interests VYRS E AR - 4,899
TOTAL EQUITY R 519,563 218,370
Lee Yuen Fat Keung Wing Ching
TR FXKIE
Director Director
E E

Ka Shui International Holdings Limited 3 i EIFS 2R AR 2 7 Annual Report 2007 —EZ+FF
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Consolidated Statement of Changes in Equity #r & s 5 8 5%

For the year ended 31 December 2007
HE T+ FF - HA=+—HIFFEZF

Attributable to equity holders of the Company

AARERFE AEGER
Foreign
currency  Share
Share  Share Retained Capital Merger translation option Statutory Minority  Total
capital premium earnings reserve reserve  reserve reserve reserve Total interests  equity
DYER
BEfE BEA
BE ROEE RERA E4ARE GURE EXRE R iTRE 4% BR EReE
HK$000 HK$000 HK$000 HK$000 HK$000  HKBO00 HKE000 HK$000 HK$000 HKS000 HK$000
Fér TAr Fér Thr Fér  Thr FEr ThAr FEr ThAr  TAn
At 1 January 2006 RS E—F—H 30 - 112956 3,084 (10) 838 - 2023 118921 3041 121,962
Exchange difference on translation A EGINERBELH)
of foreign operations 55 - - - - - 1,988 - - 1988 - 1988
Net income recognised directly BRI RERN
in equity ON:3 = = - - - 1,988 - - 1988 - 1,988
Profit for the year FRET - - 109,562 - - - - - 109562 1,858 111,420
Total recognised income and ERREBHRAR
expense for the year bt - - 109,562 - - 1,988 - - 111550 1,858 113,408
Transfer to statutory reserve R ETRE - - (787) - - - - 787 - - -
Dividends paid by subsidiaries NG S
to their then shareholders T ZIRE - - (17,000) - - - - - (17,000) - (17,000)
At 31 December 2006 and REZZAET_A=1-H
1 January 2007 k-EE+E-f-H 30 - 204,731 3,084 (10) 2,826 - 2810 213471 4,899 218,370
Exchange difference on translation A& GSNERBELH
of foreign operations B EE - - - - - 6,243 - - 6,243 - 6243
Share issue expenses A - (20419) - - - - - - (20411) - (20411)
Net (expense)/income recognised ~ EEEERTERE) () /
directly in equity WASE ~ (20411) - - - a3 - (14169 (14169
Proft for the year ERT - ) - - _ 574% 53 57545
Total recognised income and ERRERLRAR
expense for the year bt - (20411) 57492 - - 6,243 - - 4334 53 43377
Issue of shares of a subsidiary B-ZNBLRRA 49 - - - - - - - 49 - 49
Effect of group reorganisation SEEANYE 9,921 - - - (9,921) = = = = = =
Issue of shares by way of placing B BE &R ARRE
and public offer Bki 22,000 275,000 - - - - - - 297,000 - 297,000
Issue of shares by way of BRUBRMDEER
capitalisation of share premium HEAL
account Bafktn 56,000  (56,000) - - - - - - - - -
Acaquisition of minority interests KB BERSEAER - - - 497 - - - - 4952 (495 -
Recognition of share-ased payments  BERLARR 7 32 8) 28 - - - - - - 437 - 437 - 437
Transfer to statutory reserve 3 YN - - (4856) - - - - 4856 - - -
Dividends paid by subsidiaries HREATRERRE
to their then shareholders T2 IRE - - (33,000) - - - - - (83,000) - (33,000)
Interim dividend paid BRFERS = - (10,560) - - - - - (10,560) - (10,560)
At 31 December 2007 RZTHE+-F=+—H 88000 198589 213807 8036 (9,931) 9069 4327 7,666 519,563 - 519,563

Ka Shui International Holdings Limited 5% BIB 2B A5 PR A =

Annual Report 2007 —ZZE+HF



For the year ended 31 December 2007
B ==

Consolidated Cash Flow Statement 2S8R SR ER

e B I2

2007 2006
—EEtHF —EBERF
Notes HK$’000 HK$000
MaE FET FHETL
(Restated)
(&%)
NET CASH GENERATED RE XS
FROM OPERATING ACTIVITIES HEFEE 36(a) 49,104 70,107
CASH FLOWS FROM RETE 2
INVESTING ACTIVITIES BERE
Increase in pledged bank deposits BEHEARITEFIG M (185) (3,125)
Interest received B U FI S 4,602 403
Proceeds from disposals of property, & - 25
plant and equipment RABEFTIS FRIE 103 87
Purchase of property, BEYE -
plant and equipment WEE R R A (78,883) (25,066)
Purchase of prepaid land EEEN
lease payments TS FA (7,525) =
Deposit paid for the acquisition of SEANE/ESN 1953
property, plant and equipment Bz Ee R
and prepaid land lease payments a3 S (4,606) (24,844)
Proceeds from gain on BAFEFTABRRN
financial assets at fair value TREE WS
through profit or loss FrfS s I8 1,735 428
Capital injection to a jointly i — R SR e
controlled entity ERFIAER (8,120) =
Net cash used in REEE T FE
investing activities HEFEE (92,879) (62,117)
CASH FLOWS FROM RESEE) 2
FINANCING ACTIVITIES Iﬁ.ﬁﬁ
Advance to related companies M) B3 N A)#A K - (527)
Advance to a director ﬁ%%*ﬂm (22,774) (20,470)
Advance from a director E=EniE 20,810 8,161
Advance to an associate [ H & 1 B Zh K (6,600) (2,500)
Proceeds from issue of new shares BRALE R AREBEEET
by way of placing and public offer A% PT1S 58 297,000 -
Payment of share issue and S ABAEITR
listing expenses &R (22,572) =
Dividends paid EAIRE (43,560) -
Repayment of short term B H
bank loans IRITERK (3,871) (15,475)
Repayment of obligations under EEmE
finance leases FRAAIE (9,335) (8,814)
Repayment of long term borrowings EERHAER (5,480) (1,900)
Long term borrowings raised g R A fE R - 20,000
Net cash generated from/(used in) @& EFE TS~
financing activities (Fr#e) L35 203,618 (21,525)
NET INCREASE/(DECREASE) HeRERRE
IN CASH AND CASH HEEM,
EQUIVALENTS (R4 =5 159,843 (3,535)
CASH AND CASH EQUIVALENTS R—A—HBHEBEER
AT 1 JANUARY ZEERLEH 11,025 16,641
Effect of foreign exchange rate P& R 245
changes e (4,829) (2,081)
CASH AND CASH EQUIVALENTS R+=A=+—H#
AT 31 DECEMBER ReREFREER 166,039 11,025
ANALYSIS OF CASH AND REREERS
CASH EQUIVALENTS HB S
Bank and cash balances RITRIE SR 166,039 12,300
Bank overdraft RITEX 28 - (1,275)
166,039 11,025

Ka Shui International Holdings Limited B ZERAR A 7
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Notes to the Financial Statements 81755 &Kz

GENERAL INFORMATION

The Company was incorporated in the Cayman Islands as an exempted
company with limited liability under the Companies Law of the Cayman
Islands. The address of its registered office is P.O. Box 1350 GT Clifton
House, 75 Fort Street, George Town, Grand Cayman, Cayman Islands.
The address of its principal place of business is 3rd Floor, EW
International Tower, No. 120 Texaco Road, Tsuen Wan, New Territories,
Hong Kong.

The Company is an investment holding company. The principal activities
of its subsidiaries are set out in note 40 to the financial statements.

In the opinion of the directors of the Company, as at 31 December
2007, Precisefull Limited, a company incorporated in the British Virgin
Islands, is the ultimate parent and Mr. Lee Yuen Fat (“Mr. Lee”) is the
ultimate controlling party of the Company.

Pursuant to a reorganisation scheme (the “Group Reorganisation”) to
rationalise the structure of the Group in preparation for the listing of
the Company’s shares on the Main Board of The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”), the Company became
the holding company of the companies now comprising the Group on
31 May 2007. Further details of the Group Reorganisation are set out
in the paragraph headed “Corporate reorganisation” in Appendix V to
the prospectus dated 12 June 2007 (the “Prospectus”). The shares of
the Company were listed on the Main Board of the Stock Exchange
on 27 June 2007.

ADOPTION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS

In the current year, the Group has adopted all the new and revised
Hong Kong Financial Reporting Standards (“HKFRSs”) issued by the
Hong Kong Institute of Certified Public Accountants (the “HKICPA”)
that are relevant to its operations and effective for accounting periods
beginning on or after 1 January 2007. HKFRSs comprise Hong Kong
Financial Reporting Standards; Hong Kong Accounting Standards; and
Interpretations. The adoption of these new and revised HKFRSs did
not result in substantial changes to the Group’s accounting policies
and amounts reported for the current year and prior years.

The Group has not applied the new HKFRSs that have been issued
but are not yet effective. The Group has already commenced an
assessment of the impact of these new HKFRSs but is not yet in a
position to state whether these new HKFRSs would have a material
impact on its results and financial position.
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Notes to the Financial Statements 817k &= KizE

SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in accordance with
HKFRSs, accounting principles generally accepted in Hong Kong and
the applicable disclosures required by the Rules Governing the Listing
of Securities on the Stock Exchange and by the Hong Kong Companies
Ordinance.

These financial statements have been prepared under the historical
cost convention, as modified by the revaluation of certain investments
and derivatives which are carried at their fair values.

The preparation of financial statements in conformity with HKFRSs
requires the use of certain key assumptions and estimates. It also
requires the directors to exercise its judgements in the process of
applying the accounting policies. The areas involving critical judgements
and areas where assumptions and estimates are significant to these
financial statements, are disclosed in note 4 to the financial statements.

The significant accounting policies applied in the preparation of these
financial statements are set out below:

(a) Consolidation

The consolidated financial statements include the financial
statements of the Company and its subsidiaries made up to 31
December. Subsidiaries are entities over which the Group has
control. Control is the power to govern the financial and operating
policies of an entity so as to obtain benefits from its activities.
The existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing whether
the Group has control.

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

The gain or loss on the disposal of a subsidiary represents the
difference between the proceeds of the sale and the Group’s
share of its net assets together with any goodwill relating to the
subsidiary which was not previously charged or recognised in
the consolidated income statement and also any related
accumulated foreign currency translation reserve.

Inter-company transactions, balances and unrealised profits 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.

Ka Shui International Holdings Limited ZI#EIEERER 27
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(a)

(b)

Consolidation (continued)

Minority interests represent the interests of minority shareholders
in the operating results and net assets of subsidiaries. Minority
interests are presented in the consolidated balance sheet and
consolidated statement of changes in equity within equity. Minority
interests are presented in the consolidated income statement as
an allocation of profit or loss for the year between minority and
shareholders of the Company. Losses applicable to the minority
in excess of the minority’s interests in the subsidiary’s equity are
allocated against the interests of the Group except to the extent
that the minority has a binding obligation and is able to make an
additional investment to cover the losses. If the subsidiary
subsequently reports profits, such profits are allocated to the
interests of the Group until the minority’s share of losses previously
absorbed by the Group has been recovered.

The Group applies a policy of treating acquisitions of minority
interests by the majority interests in subsidiaries as transactions
between equity holders in their capacity as equity holders. No
gain or loss is recognised in the consolidated income statement
on such acquisitions. Assets and liabilities of the subsidiaries in
which the Group increases its interests are stated at their carrying
amounts. The difference between the cost of acquisition and the
carrying amount of the net assets additionally acquired by the
Group is recognised directly in equity.

Merger accounting for business combination
under common control

Pursuant to the Group Reorganisation, the Company became
the holding company of the companies now comprising the Group
on 31 May 2007. As the Company and the subsidiaries were all
controlled by Mr. Lee before and after the Group Reorganisation,
the Group Reorganisation was accounted for as a business
combination of entities under common control. The financial
statements of the Group have been prepared based on the
principles and procedures of merger accounting in accordance
with Accounting Guideline 5 “Merger Accounting for Common
Control Combinations” issued by the HKICPA, as if the Group
Reorganisation had occurred from the date when the combining
entities first came under the control of Mr. Lee.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(b) Merger accounting for business combination

(c)

under common control (continued)

The consolidated financial statements incorporate the financial
statements of the combining entities as if they had been combined
from the date when they first came under the control of the
controlling party.

The consolidated income statements and consolidated cash flow
statements include the results and cash flows of the combining
entities from the earliest date presented or since the date when
the combining entities first came under the common control,
where this is a shorter period, regardless of the date of the
common control combination.

The consolidated balance sheets have been prepared to present
the assets and liabilities of the combining entities as if the Group
structure as at 31 December 2007 had been in existence at each
balance sheet date. The net assets of the combining entities are
combined using the existing book values from the controlling
party’s perspective. No amount is recognised in respect of
goodwill or excess of acquirers’ interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent liabilities
over the cost at the time of common control combination, to the
extent of the continuation of the controlling party’s interest.

The comparative amounts in the consolidated balance sheet are
presented as if the entities or businesses had been combined at
the previous balance sheet date or when they first came under
control of the controlling party, whichever is shorter.

There was no adjustment made to the net assets nor the net
profit or loss of any combining entities in order to achieve
consistency of the Group’s accounting policies.

Associates

Associates are entities over which the Group has significant
influence. Significant influence is the power to participate in the
financial and operating policies of an entity but is not control or
joint control over those policies. The existence and effect of
potential voting rights that are currently exercisable or convertible
are considered when assessing whether the Group has significant
influence.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES 3. EEFHBE @

(continued)

42

(c) Associates (continued)

Investment in an associate is accounted for in the consolidated
financial statements by the equity method of accounting and is
initially recognised at cost. Identifiable assets, liabilities and
contingent liabilities of the associate in an acquisition are
measured at their fair values at the acquisition date. The excess
of the cost of acquisition over the Group’s share of the net fair
value of the associate’s identifiable assets, liabilities and contingent
liabilities is recorded as goodwill. The goodwiill is included within
the carrying amount of the investment and is assessed for
impairment as part of the investment. Any excess of the Group’s
share of the net fair value of the identifiable assets, liabilities and
contingent liabilities over the cost of acquisition is recognised in
the consolidated income statement.

The Group’s share of an associate’s post-acquisition profits or
losses is recognised in the consolidated income statement, and
its share of the post-acquisition movements in reserves is
recognised in the consolidated 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. If the associate subsequently
reports profits, the Group resumes recognising its share of those
profits only after its share of the profits equals the share of losses
not recognised.

The gain or loss on the disposal of an associate represents the
difference between the proceeds of the sale and the Group’s
share of its net assets together with any goodwill relating to the
associate which was not previously charged or recognised in the
consolidated income statements and also any related
accumulated foreign currency translation reserve.

Unrealised profits on transactions between the Group and its
associates are eliminated to the extent of the Group’s interests 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.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES 3. £E®

(continued)

(d) Joint venture

A joint venture is a contractual arrangement whereby the Group
and other parties undertake an economic activity that is subject
to joint control. Joint control is the contractually agreed sharing
of control over the economic activity when the strategic financial
and operating decisions relating to the activity require the
unanimous consent of the parties sharing control (the “venturers”).

A jointly controlled entity is a joint venture that involves the
establishment of a separate entity in which each venturer has an
interest.

Investment in a jointly controlled entity is accounted for in the
consolidated financial statements by the equity method of
accounting and is initially recognised at cost. Identifiable assets,
liabilities and contingent liabilities of the jointly controlled entity in
an acquisition are measured at their fair values at the acquisition
date. The excess of the cost of acquisition over the Group’s share
of the net fair value of the jointly controlled entity’s identifiable
assets, liabilities and contingent liabilities is recorded as goodwill.
The goodwill is included within the carrying amount of the
investment and is assessed for impairment as part of the
investment. Any excess of the Group’s share of the net fair value
of the identifiable assets, liabilities and contingent liabilities over
the cost of acquisition is recognised in the income statement.

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

The gain or loss on the disposal of a jointly controlled entity
represents the difference between the proceeds of the sale and
the Group’s share of its net assets together with any goodwill
relating to the jointly controlled entity which was not previously
charged or recognised in the income statement and also any
related accumulated foreign currency translation reserve.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(d) Joint venture (continued)

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

(e) Foreign currency translation

() Functional and presentation currency

Items 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 Hong Kong dollars (“HK$”),
which is the Company’s functional and presentation

currency.

(i) Transactions and balances in each entity’s financial

Statements

Transactions in foreign currencies are translated into the
functional currency using the exchange rates prevailing on
the transaction dates. Monetary assets and liabilities in
foreign currencies are translated at the rates ruling on the
balance sheet date. Profits and losses resulting from this
translation policy are included in the consolidated income

statement.

Translation differences on non-monetary items, such as
equity instruments classified as financial assets at fair value
through profit or loss, are reported as part of the fair value
gain or loss. Translation differences on non-monetary items,
such as equity instruments classified as available-for-sale
financial assets, are included in the investment revaluation

reserve in equity.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(e) Foreign currency translation (continued)

(i)

Translation on consolidation

The results and financial position of all the Group entities
that have a functional currency different from the Company’s
presentation currency are translated into the Company’s
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;

- Income and expenses for each income statement are
translated at average exchange rates (unless this
average is not a reasonable approximation of the
cumulative effect of the rates prevailing on the
transaction dates, in which case income and expenses
are translated at the exchange rates on the transaction
dates); and

— All resulting exchange differences are recognised in
the foreign currency translation reserve.

On consolidation, exchange differences arising from the
translation of the net investment in foreign entities and of
borrowings are recognised in the foreign currency translation
reserve. When a foreign operation is sold, such exchange
differences are recognised in the consolidated income
statement as part of the profit or loss on disposal.

Goodwill and fair value adjustments arising on the
acquisition of foreign entity are treated as assets and
liabilities of the foreign entity and translated at the closing
rate.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(f)

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated
depreciation and impairment losses.

Subsequent costs are included in the asset’s carrying amount or
recognised as a separate asset, as appropriate, 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. All other repairs and maintenance are expensed in the
income statement during the period in which they are incurred.

Depreciation of property, plant and equipment is calculated at
rates sufficient to write off their costs less their residual values
over the estimated useful lives on a straight-line basis. The
principal useful lives are as follows:

Buildings over the unexpired term of lease
Leasehold improvements shorter of 5 years and the

unexpired term of lease

Plant and machinery 5-10 years

Computer equipment 5 years

Furniture, fixtures and office 5 years
equipment

Motor vehicles 5 years

The residual values, useful lives and depreciation method are
reviewed and adjusted, if appropriate, at each balance sheet date.

Construction in progress represents leasehold buildings under
construction and plant and machinery pending installation, and
is stated at cost less impairment losses. Depreciation begins when
the relevant assets are available for use.

The gain or loss on disposal of property, plant and equipment is
the difference between the net sales proceeds and the carrying
amount of the relevant asset, and is recognised in the income
statement.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(g) Leases

() 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. Lease payments (net of any incentives
received from the lessor) are expensed in the income
statement on a straight-line basis over the lease term.

(i) Finance leases
Leases that substantially transfer to the Group all the risks
and rewards of ownership of assets are accounted for as
finance leases. At the commencement of the lease term, a
finance lease is capitalised at the lower of the fair value of
the leased asset and the present value of the minimum lease
payments, each determined at the inception of the lease.

The corresponding liability to the lessor is included in the
balance sheet as finance lease payable. Lease payments
are apportioned between the finance charge and the
reduction of the outstanding liability. The finance charge is
allocated to each period during the lease term so as to
produce a constant periodic rate of interest on the remaining
balance of the liability.

Assets under finance leases are depreciated the same as
owned assets.

(h) Club membership
Club membership with indefinite useful life is stated at cost less
any impairment losses. Impairment is reviewed annually or when
there is any indication that the club membership has suffered an
impairment loss.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(i)

)

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average basis. The cost
of finished goods and work in progress comprises raw materials,
direct labour and an appropriate proportion of all production
overhead expenditure, and where appropriate, subcontracting
charges. Net realisable value is the estimated selling price in the
ordinary course of business, less the estimated costs of
completion and the estimated costs necessary to make the sale.

Recognition and derecognition of financial
instruments

Financial assets and financial liabilities are recognised in the
balance sheet when the Group becomes a party to the contractual
provisions of the instruments.

Financial assets are derecognised when the contractual rights to
receive cash flows from the assets expire; the Group transfers
substantially all the risks and rewards of ownership of the assets;
or the Group neither transfers nor retains substantially all the risks
and rewards of ownership of the assets but has not retained
control on the assets. On derecognition of a financial asset, the
difference between the asset’s carrying amount and the sum of
the consideration received and receivable and the cumulative gain
or loss that had been recognised directly in equity is recognised
in the income statement.

Financial liabilities are derecognised when the obligation specified
in the relevant contract is discharged, cancelled or expires. The
difference between the carrying amount of the financial liability
derecognised and the consideration paid is recognised in the
income statement.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(k)

Investments

Investments are recognised and derecognised on a trade date
basis where the purchase or sale of an investment is under a
contract whose terms require delivery of the investment within
the timeframe established by the market concerned, and are
initially measured at fair value, plus directly attributable transaction
costs except in the case of financial assets at fair value through
profit or loss.

Investments are classified as either financial assets at fair value
through profit or loss or available-for-sale financial assets.

() Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are either
investments held for trading or designated as at fair value
through profit or loss upon initial recognition. These
investments are subsequently measured at fair value. Gains
or losses arising from changes in fair value of these
investments are recognised in the income statement.

(i) Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial
assets not classified as trade and other receivables, held-
to-maturity investments or financial assets at fair value
through profit or loss. Available-for-sale financial assets are
subsequently measured at fair value, except for investments
in equity instruments that do not have a quoted market
price in an active market, and whose fair value cannot be
reliably measured. In such case, the equity instruments shall
be stated at costs. Gains or losses arising from changes in
fair value of these investments are recognised directly in
equity, until the investments are disposed of or are
determined to be impaired, at which time the cumulative
gains or losses previously recognised in equity are
recognised in the income statement.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(k) Investments (continued)

U

(i) Available-for-sale financial assets (continued)
Impairment losses recognised in the income statement for
equity investments classified as available-for-sale financial
assets are not subsequently reversed through the income
statement. Impairment losses recognised in the income
statement for debt instruments classified as available-for-
sale financial assets are subsequently reversed and
recognised in the income statement if an increase in the fair
value of the instruments can be objectively related to an
event occurring after the recognition of the impairment loss.

Trade and other receivables

Trade and other receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in an
active market and are recognised initially at fair value and
subsequently measured at amortised cost using the effective
interest method, less allowance for impairment. An allowance 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. The amount of the allowance is the difference
between the receivables’ carrying amount and the present value
of estimated future cash flows, discounted at the effective interest
rate computed at initial recognition. The amount of the allowance
is recognised in the income statement.

Impairment losses are reversed in subsequent periods and
recognised in the income statement when an increase in the
receivables’ recoverable amount can be related objectively to an
event occurring after the impairment was recognised, subject to
the restriction that the carrying amount of the receivables at the
date the impairment is reversed shall not exceed what the
amortised cost would have been had the impairment not been
recognised.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(m) Cash and cash equivalents

(n)

(o)

(p)

(q)

For the purpose of the cash flow statement, cash and cash
equivalents represent cash at bank and on hand, demand
deposits with banks and other financial institutions, and short-
term highly liquid investments which are readily convertible into
known amounts of cash and subject to an insignificant risk of
change in value. Bank overdrafts which are repayable on demand
and form an integral part of the Group’s cash management are
also included as a component of cash and cash equivalents.

Financial liabilities and equity instruments
Financial liabilities and equity instruments are classified according
to the substance of the contractual arrangements entered into
and the definitions of a financial liability and an equity instrument
under HKFRSs. An equity instrument is any contract that
evidences a residual interest in the assets of the Group after
deducting all of its liabilities. The accounting policies adopted for
specific financial liabilities and equity instruments are set out
below.

Borrowings

Borrowings are recognised initially at fair value, net of transaction
costs incurred, and subsequently measured at amortised cost
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.

Trade and other payables

Trade and other payables are stated initially at their fair value and
subsequently measured at amortised cost using the effective
interest method unless the effect of discounting would be
immaterial, in which case they are stated at cost.

Equity instruments
Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

() Revenue recognition
Revenue is measured at the fair value of the consideration received

(s)

or receivable and is recognised when it is probable that the

economic benefits will flow to the Group and the amount of

revenue can be measured reliably.

Revenues from the sales of goods are recognised on the transfer

of significant risks and rewards of ownership, which generally

coincides with the time when the goods are delivered and the

title has passed to the customers.

Interest income is recognised on a time-proportion basis using

the effective interest method.

Employee benefits

(i)

(i)

(iii)

Employee leave entitlements

Employee entitlements to annual leave and long service
leave are recognised when they accrue to employees. A
provision is made for the estimated liability for annual leave
and long service leave as a result of services rendered by
employees up to the balance sheet date.

Employee entitlements to sick leave and maternity leave
are not recognised until the time of leave.

Pension obligations

The Group contributes to defined contribution retirement
schemes which are available to all employees. Contributions
to the schemes by the Group and employees are calculated
as a percentage of employees’ basic salaries. The retirement
benefit scheme cost charged to the income statement
represents contributions payable by the Group to the funds.

Termination benefits

Termination benefits are recognised when, and only when,
the Group demonstrably commits itself to terminate
employment or to provide benefits as a result of voluntary
redundancy by having a detailed formal plan which is without
realistic possibility of withdrawal.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(®)

(u)

(v)

Share-based payments

The Group issues equity-settled share-based payments to certain
directors and employees. Equity-settled share-based payments
are measured at fair value (excluding the effect of non market-
based vesting conditions) of the equity instruments at the date of
grant. The fair value determined at the grant date of the equity-
settled share-based payments is expensed on a straight-line basis
over the vesting period, based on the Group’s estimate of shares
that will eventually vest and adjusted for the effect of non market-
based vesting conditions.

Borrowing costs
All borrowing costs are recognised in the income statements in
the period in which they are incurred.

Taxation
Income tax represents the sum of the current tax and deferred

tax.

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the income
statement because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes
items that are never taxable or deductible. The Group’s liability
for current tax is calculated using tax rates that have been enacted
or substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the financial statements and
the corresponding tax bases used in the computation of taxable
profit, and is accounted for using the balance sheet liability
method. Deferred tax liabilities are generally recognised for all
taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits
will be available against which deductible temporary differences,
unused tax losses or unused tax credits can be utilised. Such
assets and liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recognition (other than in a
business combination) of other assets and liabilities in a
transaction that affects neither the taxable profit nor the
accounting profit.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(v)

(w)

Taxation (continued)

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and associates
except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary
difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all
or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the period when the liability is settled or the asset is
realised, based on tax rates that have been enacted or
substantively enacted by the balance sheet date. Deferred tax is
charged or credited to the income statement, except when it
relates to items charged or credited directly to equity, in which
case the deferred tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when there is a legally
enforceable right to set off current tax assets against current tax
liabilities and when they relate to income taxes levied by the same
taxation authority and the Group intends to settle its current tax
assets and liabilities on a net basis.

Related parties
A party is related to the Group if:

()  directly or indirectly through one or more intermediaries,
the party controls, is controlled by, or is under common
control with, the Group; has an interest in the Group that
gives it significant influence over the Group; or has joint
control over the Group;

(i) the party is an associate;
(i)  the party is a joint venture;

(iv) the party is a member of the key management personnel of
the Company or its parent;
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(w) Related parties (continued)

(x)

(v)  the party is a close member of the family of any individual
referred to in (i) or (iv);

(vi) the party is an entity that is controlled, jointly controlled or
significantly influenced by or for which significant voting
power in such entity resides with, directly or indirectly, any
individual referred to in (iv) or (v); or

(vii) the party is a post-employment benefit plan for the benefit
of employees of the Group, or of any entity that is a related
party of the Group.

Segment reporting

A segment is a distinguishable component of the Group that is
engaged either in providing products and services (business
segment), or in providing products or services within a particular
economic environment (geographical segment), which is subject
to risks and rewards that are different from those of other
segments.

In accordance with the Group’s internal financial reporting, the
Group has determined that business segments be presented as
the primary reporting format and geographical segment as the
secondary reporting format.

Segment revenue, expenses, assets and liabilities include items
directly attributable to a segment as well as those that can be
allocated on a reasonable basis to the segment. Unallocated costs
mainly represent corporate expenses. Segment assets consist
primarily of property, plant and equipment, inventories and trade
receivables. Segment liabilities comprise operating liabilities and
exclude items such as tax liabilities and corporate borrowings.

Segment revenue, expenses, assets and liabilities are determined
before intra-group balances and intra-group transactions are
eliminated as part of the consolidation process, except to the
extent that such intra-group balances and transactions are
between Group enterprises within a single segment. Inter-
segment pricing is based on terms mutually agreed between the
segments.
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Notes to the Financial Statements 81755 &Kz

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(x)

(v)

Segment reporting (continued)

Segment capital expenditure is the total cost incurred during the
period to acquire segment assets (both tangible and intangible)
that are expected to be used for more than one period.

In respect of geographical segment reporting, sales are based
on the countries in which customers are located. Total assets
and capital expenditure are based on where the assets are
located.

Impairment of assets

At each balance sheet date, the Group reviews the carrying
amounts of its tangible and intangible assets, except investments,
inventories and receivables, to determine whether there is any
indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset
is estimated in order to determine the extent of any impairment
loss. Where it is not possible to estimate the recoverable amount
of an individual asset, the Group estimates the recoverable
amount of the cash generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell
and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset.

If the recoverable amount of an asset or cash-generating unit is
estimated to be less than its carrying amount, the carrying amount
of the asset or cash-generating unit is reduced to its recoverable
amount. An impairment loss is recognised immediately in the
consolidated income statement, unless the relevant asset is
carried at a revalued amount, in which case the impairment loss
is treated as a revaluation decrease.
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Notes to the Financial Statements 817k &= KizE

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)

(v)

()

Impairment of assets (continued)

Where an impairment loss subsequently reverses, the carrying
amount of the asset or cash-generating unit is increased to the
revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount
that would have been determined (net of amortisation or
depreciation) had no impairment loss been recognised for the
asset or cash-generating unit in prior years. A reversal of an
impairment loss is recognised immediately in the income
statement, unless the relevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss is
treated as a revaluation increase.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or
amount when the Group has a present legal or constructive
obligation arising as a result of a past event, it is probable that an
outflow of economic benefits will be required to settle the
obligation and a reliable estimate can be made. Where the time
value of money is material, provisions are stated at the present
value of the expenditures expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will
be required, or the amount cannot be estimated reliably, the
obligation is disclosed as a contingent liability, unless the
probability of outflow is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or non-
occurrence of one or more future events are also disclosed as
contingent liabilities unless the probability of outflow is remote.

(aa) Events after the balance sheet date

Events after the balance sheet date that provide additional
information about the Group’s position at the balance sheet date
or those that indicate the going concern assumption is not
appropriate are adjusting events and are reflected in the financial
statements. Events after the balance sheet date that are not
adjusting events are disclosed in the notes to the financial
statements when material.
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Notes to the Financial Statements 81755 &Kz

CRITICAL JUDGEMENTS AND ESTIMATES

Critical judgements in applying accounting policies

In the process of applying the accounting policies, the directors have
made the following judgements that have the most significant effect
on the amounts recognised in the financial statements.

(a) Subsequent measurement of the available-for-sale financial assets
The directors determine that the fair value of an equity investment
included in the available-for-sale financial assets cannot be reliably
measured as the range of reasonable fair value estimates is
significant. In addition, the investment does not have a quoted
market price in an active market. According to HKAS 39, such
investment should be subsequently measured at cost.

(b) Legal titles of certain land
As stated in note 15 to the financial statements, the titles of two
parcels of land had not been transferred to the Group as at 31
December 2007. Despite the fact that the Group has not obtained
the relevant legal titles, the directors determine to recognise those
as prepaid land lease payments, on the grounds that they expect
the transfer of legal titles in future should have no major difficulties
and the Group is in substance controlling those parcels of land.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of
estimation uncertainty at the balance sheet date, 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.

(@) Allowances for inventories

The directors identify obsolete and slow-moving inventory items
that are no longer suitable for use in production at each balance
sheet date. The directors estimate the net realisable value for
such inventories based primarily on the latest selling prices and
costs of completion and selling expenses estimated at current
operation conditions. The directors carry out an inventory review
on a product-by-product basis at each balance sheet date and
makes allowance for obsolete items.

Where the actual outcome or expectation in future is different
from the original estimates, such differences will impact the
carrying value of inventories and allowance/write-back in the
period in which such estimates have been changed.
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Notes to the Financial Statements 817k &= KizE

4. CRITICAL JUDGEMENTS AND ESTIMATES
(continued)

Key sources of estimation uncertainty (continued)

(b)

()

(@)

Property, plant and equipment and depreciation

The Group determines the estimated useful lives and related
depreciation charges for the Group’s property, plant and
equipment. This estimate is based on the historical experience
of the actual useful lives of property, plant and equipment of similar
nature and functions. The Group will revise the depreciation
charge where useful lives are different to those previously
estimated, or it will write-off or write-down technically obsolete
or non-strategic assets that have been abandoned or sold.

Impairment loss for bad and doubtful debts

The Group makes impairment loss for bad and doubtful debts
based on assessments of the recoverability of the trade and other
receivables, including the current creditworthiness and the past
collection history of each debtor. Impairments arise where events
or changes in circumstances indicate that the balances may not
be collectible. The identification of bad and doubtful debts
requires the use of judgement and estimates. Where the actual
result is different from the original estimate, such difference will
impact the carrying value of the trade and other receivables and
doubtful debt expenses in the year in which such estimate has
been changed.

Share-based payment expenses

The fair value of the share options granted to the directors and
employees determined at the date of grant of the respective share
options is expensed over the vesting period, with a corresponding
adjustment to the Group’s share option reserve. In assessing the
fair value of the share options, the Black-Scholes option pricing
model (the “Black-Scholes Model”) was used. The Black-Scholes
Model is one of the generally accepted methodologies used to
calculate the fair value of the share options. The Black-Scholes
Model requires the input of subjective assumptions, including
the expected dividend yield and expected life of options. Any
changes in these assumptions can significantly affect the estimate
of the fair value of the share options.
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Notes to the Financial Statements 81755 &Kz

4. CRITICAL JUDGEMENTS AND ESTIMATES
(continued)

Key sources of estimation uncertainty (continued)

(€

Impairment loss on available-for-sale financial assets

The Group’s available-for-sale financial assets include equity
interest in an unlisted company. The investment is stated at cost
as it does not have a quoted market price in an active market
and the directors regard that fair values cannot be reliably
measured. The directors estimated the impairment loss by
reference to the net asset value from the financial statements of
the unlisted investment as adjusted by (i) professional valuation
on the property, plant and equipment, (i) estimated impairment
on the unlisted company’s own investment and (iii) allowances
on inventories and receivables. Any difference in the future
recoverable amounts on the assets of the investment from the
estimates will have an impact on the impairment loss.

5. FINANCIAL RISK MANAGEMENT

The Group’s activities expose it to a variety of financial risks: foreign

currency risk, price risk, credit risk, liquidity risk and interest rate 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.

(@) Foreign currency risk

The Group has certain exposure to foreign currency risk as most
of its business transactions, assets and liabilities are principally
denominated in HKS$, United States dollars (‘USD”) and Renminbi
(“RMB”). The Group enters into foreign currency forward contracts
to mitigate the foreign currency risk arising from sales of goods
denominated in USD and purchases of raw materials
denominated in USD and RMB. The Group currently does not
have a foreign currency hedging policy in respect of foreign
currency transactions, assets and liabilities. The Group will monitor
its foreign currency exposure closely and will consider hedging
significant foreign currency exposure should the need arise.
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Notes to the Financial Statements 817k &= KizE

5. FINANCIAL RISK MANAGEMENT (continued)

(a)

(b)

Foreign currency risk (continued)

At 31 December 2007, if the HK$ had weakened 1 per cent
against the USD with all other variables held constant,
consolidated profit after tax for the year would have been
approximately HK$1,275,000 (2006: HK$1,340,000) higher,
arising mainly as a result of the foreign exchange gain on foreign
currency forward contracts and trade receivables denominated
in USD. If the HK$ had strengthened 1 per cent against the USD
with all other variables held constant, consolidated profit after
tax for the year would have been approximately HK$4,427,000
(2006: HK$1,367,000) lower, arising mainly as a result of the
foreign exchange loss on foreign currency forward contracts and
trade receivables denominated in USD.

At 31 December 2007, if the HK$ had weakened 10 per cent
against the RMB with all other variables held constant,
consolidated profit after tax would have been HK$275,000 higher
(2006: HK$642,000 lower), arising mainly as a result of the foreign
exchange gain on foreign currency forward contracts and bank
and cash balances denominated in RMB (2006: foreign exchange
loss on trade payables denominated in RMB). If the HK$ had
strengthened 10 per cent against the RMB with all other variables
held constant, consolidated profit after tax would have been
HK$3,329,000 lower (2006: HK$642,000 higher), arising mainly
as a result of the foreign exchange loss on foreign currency
forward contracts and bank and cash balances denominated in
RMB (2006: foreign exchange gain on trade payables
denominated in RMB).

Price risk

The Group’s available-for-sale financial assets include equity
interest in an unlisted company. The investment is stated at cost
less impairment loss as it does not have a quoted market price in
an active market and the directors regard that fair values cannot
be reliably measured. Details of impairment criteria are set out in
note 4(e) to the financial statements. Any variation in the future
recoverable amounts of the assets will have an impact on its
impairment loss. Therefore, the Group is exposed to equity
security price risk.

Ka Shui International Holdings Limited ZI#EIEERER 27
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Notes to the Financial Statements 81755 &Kz

5. FINANCIAL RISK MANAGEMENT (continued)

(b)

(c)

Price risk (continued)

At 31 December 2007, if recoverable amounts had been 10%
higher with all other variables held constant, consolidated profit
after tax for the year would have been HK$630,000 (2006: Nil)
higher. If recoverable amounts had been 10% lower with all other
variables held constant, consolidated profit after tax for the year
would have been HK$630,000 (2006: HK$830,000) lower.

Credit risk
The Group has policies in place to ensure that sales are made to
customers with an appropriate credit history.

The carrying amount of the trade receivables included in the
consolidated balance sheet represents the Group’s maximum
exposure to credit risk in relation to the Group’s financial assets.

The percentage of trade receivables due from the Group’s largest
customer and due from the Group’s five largest customers in
aggregate to the Group’s total trade receivables are as follows:

5. MERREER @

(b)

ERER (&)
R-ZEZT+F+-_A=+—8 47
Ue Bl &8 EFH10% @ mEAbpr A &
HETE - AIFRBRTR SRS
#IN630,000F T (ZFZTRF ¢
) o (WA UKl SRE NEK10% @ ifEAM
FIESE8ERTE - BIFAK m@@
A AR 4630,000/8 7T (ZEZ N
4 : 830,000/ 7T) °

FERR
AEEFABR - WBERAMEER
BRI EPIHEEM

$E@%ﬁ$@ﬁém%XFW;f

Due from the Group’s largest customer JEWUA & Bl i KRB P 30H
Due from the Group’s five largest customers WAL B R AT FHIE

BB AGEEERERNES
f% RIBARHEE ©
AREBZARERAREFPNESE
Wk IBREEAEEE RN IRE
EMBADLAT :

2007 2006

—EELF ZETRF

% %
Bok Btk
25 22
72 59

The credit risk on liquid funds and derivative financial instruments
is limited because the counterparties are banks with high credit-
ratings assigned by international credit-rating agencies.
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Notes to the Financial Statements 817k &= KizE

5. FINANCIAL RISK MANAGEMENT (continued) 5. BERRER &
(d) Liquidity risk d) FBELEB
The Group’s policy is to regularly monitor current and expected AREE R AT BE R LTEHK
liquidity requirements to ensure that it maintains sufficient reserves RBEEHF K  UEREFRERES
of cash to meet its liquidity requirements in the short and longer i B ERRRARSHEST
term. Koo
The maturity analysis of the Group’s financial liabilities is as follows: AEESHEBENEIBOTHT
Less than Between Between
1year 1and2years 2and5years Over 5 years
DPR—F —ZEmE —EHE BBRREF
HK$°000 HK$’000 HK$’000 HK$’000
FET FET FET FET
At 31 December 2007 it
+=A=+-—H
Long term borrowings REBER 6,180 5,630 3,837 =
Obligations under finance leases BB TR 4R IE 7,166 4,658 - -
Short term borrowings RHfER 68,932 = = =
Other payables and accruals HitENRIBRETER 27,555 = = =
Trade payables B S ENRE 61,381 - - -
Due to a related company AN VNGB 806 - - -
Due to an associate JE{SBSt X B R 4,246 = = =
Less than Between Between
1year 1and2years 2and 5 years Over 5 years
DR—F —EmE “ERF HiBRE
HK$’000 HK$’000 HK$’000 HK$'000
FBIT FET FET FBIT
At 31 December 2006 R-BE2XRE
+=A=+—H
Long term borrowings REER 6,548 6,244 9,508 -
Obligations under finance leases FE TR A 7,309 5,207 - -
Short term borrowings ySEGLEEA 73,947 = = =
Other payables and accruals HitE N RIBRETER 26,026 - - -
Trade payables B S ENRE 54,838 - = =
Due to a director [ENEZFIA 837 - - -
Due to a related company e RRIE A Al 7R 269 - - -
Due to an associate JE S H & A B5RIR 4,058 - - -
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Notes to the Financial Statements 81755 &Kz

5. FINANCIAL RISK MANAGEMENT (continued)

(e)

f)

Interest rate risk

The Group’s exposure to interest rate risk arises from its bank
deposits, short term and long term borrowings and obligations
under finance leases. These deposits and borrowings bear
interests at variable rates varied with the then prevailing market
condition.

At 31 December 2007, if interest rates at that date had been 100
basis points lower with all other variables held constant,
consolidated profit after tax for the year would have been
HK$992,000 lower (2006: HK$724,000 higher), arising mainly
as a result of a loss on lower interest income on bank and cash
balances but partly offset by lower interest expenses on bank
and other borrowings (2006: arising mainly as a result of lower
interest expenses on bank and other borrowings but partly offset
by a loss on lower interest income on bank and cash balances).
If interest rates had been 100 basis points higher, with all other
variables held constant, consolidated profit after tax for the year
would have been HK$992,000 higher (2006: HK$724,000 lower),
arising mainly as a result of a gain on higher interest income on
bank and cash balances but partly offset by higher interest
expenses on bank and other borrowings (2006: arising mainly as
a result of higher interest expenses on bank and other borrowings
but partly offset by a gain on higher interest income on bank and
cash balances).

Fair values

The carrying amounts of the Group’s financial assets and financial
liabilities as reflected in the consolidated balance sheet
approximate their respective fair values.

Ka Shui International Holdings Limited EIzEIIZRARAF
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Notes to the Financial Statements 817k &= KizE

6. TURNOVER AND SEGMENT INFORMATION

(@) Turnover
The Group is principally engaged in the sale and manufacture of
zinc, magnesium and aluminium alloy die casting components.

Turnover represents the net amounts received and receivable for
goods sold, net of returns and allowances to customers during

6.

ERBRSBEH

(a)

AEEEZUEELEERFER - BER
ine S BB TEIER

LERBHENFAHESRNE WRE
WHRIEHE (BNRERERGTER

the year. RFTH) ©
2007 2006
—ETtHE —EEX
HK$’000 HK$’000
FET FET
Sales of goods HEE M 752,749 645,588
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Notes to the Financial Statements 81755 &Kz

6. TURNOVER AND SEGMENT INFORMATION 6. EXHTRSHBEH ®
(continued)
(b) Business segments (b) ZEKoI

RAEER  AKERKEXHEL /=
EEEMFI—8F - ZERBETES
o ZEFHFIRAEEZHREZDH

For management purposes, the Group’s operation is currently
categorised into three operating divisions — zinc, magnesium and
aluminium alloy die casting components. These divisions are the

basis on which the Group reports its primary segment information. BRI EAE o
Magnesium Aluminium
Zinc alloy alloy alloy
die casting die casting die casting
components components components  Consolidated
#aed gad fHed
BREH BE#H BEH =e
HK$000 HK$°000 HK$°000 HK$°000
FAT FET FET FAET
Income statement BER
Year ended 31 December 2007 HE_ZTtF 1A
=+—HItFE
Turnover =E 551,812 112,184 88,753 752,749
Segment results DEEE 64,298 19,395 1,335 85,028
Unallocated other income AOBEMBA 8,769
Unallocated expenses AHEAY (16,396)
Profit from operations SR 77,401
Finance costs BERA (5,995)
Share of loss of an associate AEBEAREE (1,401) - - (1,401)
Share of loss of a jointly AERRETIEEER
controlled entity - (281) - (281)
Impairment loss on available-for-sale AHHESHEEL
financial assets REEE (2,000)
Profit before tax BB AR A 67,724
Balance sheet EEAREX
At 31 December 2007 R-FTLE
+-A=+-H
Segment assets NHEE 258,767 107,337 96,398 462,502
Investment in an associate HEENRHIRE 1,115 - - 1,115
Investment in a jointly controlled entity ¥R BRHHE - 8,259 - 8,259
Unallocated assets TOEEE 246,520
Total assets BERE 718,396
Segment liabilities NEEE 66,659 11,007 17,563 95,229
Unallocated liabilities MEaE 103,604
Total liabilities BELE 198,833
Other segment information: Hitt A HEH
Capital expenditure EARRY 19,640 21,265 23,616 64,521
Unallocated amounts OB 30,445
94,966
Depreciation e 11,574 6,433 3,705 21,712
Unallocated amounts DB 930
22,642
Other non-cash expenses other than & REHUIM
depreciation and amortisation HiFR SRS 442 872 23 1,337
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Notes to the Financial Statements 817k &= KizE

6. TURNOVER AND SEGMENT INFORMATION 6. ERERZBEH B

(continued)
(b) Business segments (continued) (b) EHKDI ()
Magnesium Aluminium
Zinc alloy alloy alloy
die casting die casting die casting
components components components Consolidated
HA% HEE mEe
E3=10 B3 B e
HK$'000 HK$'000 HK$'000 HK$'000
FAET FAT FAET FET
Income statement BER
Year ended 31 December 2006 HE-TENF+-A
= ‘/'_EI'LIE%LE/;
Turnover e 541,213 67,249 37,126 645,588
Segment results DEEE 106,138 21,747 8,218 136,103
Unallocated other income S EEAMKBA 2,408
Unallocated expenses x5 (8,108)
Profit from operations Ryl 130,398
Finance costs RERA (7,950)
Share of profit of an associate B E N AR 7 311 - - 311
Profit before tax BRI ATRA] 122,759
Balance sheet BESER
At 81 December 2006 R-EERFT-A=1—H
Segment assets NHEE 260,317 73,688 33,117 367,122
Investment in an associate HEENRMIRE 2,516 - - 2,516
Unallocated assets oA E 52,471
Total assets BERE 422,109
Segment liabilities AHAE 75,345 10,607 2,942 88,894
Unallocated liabilities THRakE 114,845
Total liabilities BEATE 203,739
Other segment information: Hitr A PEH
Capital expenditure BARRY 20,546 6,662 3,055 30,263
Unallocated amounts rEEE 250
30,513
Depreciation e 12,329 3,599 1,428 17,356
Unallocated amounts TS 675
18,031
Other non-cash expenses other than e REHAIMY
depreciation and amortisation Hi R e % 751 38 22 811
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Notes to the Financial Statements 81755 &Kz

6. TURNOVER AND SEGMENT INFORMATION
(continued)

(c) Geographical segments
The Group’s principal markets are located in three main
geographical areas, namely, Hong Kong, the People’s Republic
of China (“PRC”) and Japan. An analysis of revenue, total assets
and capital expenditure by geographical segment is set out below:

6. EXTRSBEH =

(c)

HED S
REBZEETIHMURES - FEA
RAFE ([HRE]) RBA=EEZiH
[E o@Dz M - BEERER
X2 MEINAT :

Revenue Total assets Capital expenditure
g HWEE e
2007 2006 2007 2006 2007 2006
“BERLFE —EERE ZBELE —TTREFE ZEELFE —TTF
HK$’000 HK$’000 HK$°000 HK$'000 HK$°000 HK$'000
FET FET FET FET FET FET
Hong Kong B8 467,357 431,958 289,897 130,007 2,759 250
The PRC H 76,123 72,084 428,499 292,102 92,207 30,263
Japan HAR 93,394 44,016 = = = =
Others Hith 115,875 97,530 - - - -
752,749 645,588 718,396 422,109 94,966 30,513
OTHER INCOME 7. Hftulg A
2007 2006
ZBEtLF ZETRF
HK$’000 HK$'000
FET FET
Interest income FEUMA 4,219 403
Interest income from subscription monies NHBEEMSRERIE
upon public offering EORINSN N 383 =
Rental income HE WA 116 212
Sales of scrap materials BERIHE 1,970 793
Product development fee income EmAEEARA 102 812
Gain on financial assets at fair value BATE ABRES
through profit or loss EREERT 3,862 1,578
Gain on disposal of listed securities HE EmESHRE 188 322
Management fee from an associate REBEATNERE 156 156
Others Hfth 209 331
11,205 4,607
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Notes to the Financial Statements 817k &= KizE

8. FINANCE COSTS 8. MBERE
2007 2006
—ETtH —TTRF
HK$’000 HK$’000
FET FETL
Interest expenses on bank overdraft and loans R174 x & &7 852 4,875 6,859
Finance lease charges EEME A 1,120 1,091
5,995 7,950

9. INCOME TAX EXPENSE

9. FiRIRAAX

2007 2006
—ETtHF ZETRF
HK$°000 HK$’000
FET F&T
Current tax — Hong Kong Profits Tax BNEAR1E — BB RIS

Provision for the year REE R 8,808 7,896
Under-provision in prior years BREFERETR 267 242

Current tax — PRC enterprise income tax BNVERRIE — AR B RIS
Provision for the year NEE R 1,098 3,198
Under-provision in prior years BREFEREBTR 6 3
Income tax expense FrisBif X 10,179 11,339

Hong Kong Profits Tax has been provided at a rate of 17.5% (2006:
17.5%) on the estimated assessable profit of Hong Kong incorporated
subsidiaries for the year ended 31 December 2007. One of the Hong
Kong incorporated subsidiaries, Ka Fung Metal Manufactory Company
Limited (“Ka Fung Metal”), is within the scope of the Departmental
Interpretation Practice note No. 21 issued by the Inland Revenue
Department of Hong Kong, that it has conducted its manufacturing
operations by entering into processing arrangements with the
processing factory in the PRC, and hence 50% of the adjusted profits
were treated as offshore and not taxable in Hong Kong.

Pursuant to relevant laws and regulations in the PRC, one of the
subsidiaries of the Group, MG Technology (Shenzhen) Company
Limited (“MG Technology”) is exempted from PRC enterprise income
tax (“EIT”) for the two years from its first profit-making year and thereafter
is entitled to a 50% tax relief from PRC EIT for the following three
years. For the year ended 31 December 2006, MG Technology was in
its fifth profit-making year and was therefore entitled to a 50% tax
relief from PRC EIT for the financial year ended 31 December 2006.

Ka Shui International Holdings Limited ZI#EIEERER 27
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Notes to the Financial Statements 81755 &Kz

INCOME TAX EXPENSE (continued)

In December 2006, MG Technology was recognised as a “New and
High Technology Enterprise” by Shenzhen Municipal Technology and
Information Bureau, and its 50% tax relief was extended for another
three years commencing from January 2007. As a result, it was entitled
to a 50% tax relief (should not be lower than 10%) from PRC EIT for
the year ended 31 December 2007. The tax rate applicable to this
subsidiary in the PRC, after the 50% tax relief, was 10%. From 2008
onwards, the above 50% tax rate deduction would be subject to the
transitional arrangements under the new PRC EIT Law effective 1
January 2008.

The new PRC EIT Law passed by the Tenth National People’s Congress
on 16 March 2007 introduces various changes which include the
unification of the EIT rate for domestic and foreign enterprise at 25%.
The new tax law will be effective from 1 January 2008. The EIT Law
Implementation Rules was also issued in December 2007 by the State
Council.

Article 28 of the new PRC EIT Law and article 93 of the EIT Law
Implementation Rules stipulate that qualified Technologically High and
New Enterprises would be entitled to a reduced EIT rate at 15%.
However, the PRC authorities have not issued detailed qualification
requirements for this EIT incentive. On the other hand, according to
7A[2007]85395% (Guofa [2007]39) issued by the State Council dated
26 December 2007 regarding enterprises established and operating
in Shenzhen Special Economic Zone, the applicable EIT rates are as
follows:

FRSMBAZ (@)

RIZBZRF+-A - gleEZRRERI
MEHRAE R RHEE SR RIMEE] -
HBRERfEERE—TER=F B—
TTLE ARG - At EBE—TF
tF+-A=+—RIFENPEPEMR
BRERF (ETFDR10%) © ERARZ
B OB A B 2 B R AR 1 3 10% ©
B_TT\Fi - B2 BEEF R
R-ZEZN\F-A-BERZHTELE
PSP BIRE L HF -

R-ZZLF=A+RNBETEZEAR
RERRE BB PELEMSHILS
ELZRBHBRER—NIELEZEEMR
BRER25% - HMBEIN_"FTZTN\F—AH
—BAER - REMGRAERAR IR =
TTLF+— ARBEBE RS o

e B E S RUAF 28I R D EFT B
EEMARIFEISIKE T A B m R Rl
XFRZE1SB I EEMBHEERR - A
i PEE B EEME B EAMSH
BEBRZAMERBRTE - S—HE * 1B
BRERNR_ZTtE+-_A=-+/B%
PRI B R AL M AS & 2 ¥R 2
B15%[2007])55395% « A 2 B EAEHE
T

EIT rate
Year F5 BERERE
2008 —EENF 18%
2009 —ETNF 20%
2010 T —TF 22%
2011 —ZT——4F 24%
2012 —E—_1F 25%

Since MG Technology has not yet obtained the Technologically High
and New Enterprises qualification, it would have to file its quarterly EIT
returns at 18% EIT rate in 2008.

Ka Shui Technology (Huizhou) Company Limited has no assessable
profit since its establishment and hence no provision was made during
the year.

No provision for income tax in jurisdiction other than Hong Kong and
the PRC has been made as the Group has no assessable profit subject
to overseas income tax for the year ended 31 December 2007 (2006:
Nil).
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Notes to the Financial Statements 817k &= KizE

INCOME TAX EXPENSE (continued)

The reconciliation between the income tax expense and the product

of profit before tax multiplied by the Hong Kong profits tax rate is as

follows:

9. FRifsFAZ (@

PS5 58 32 B BR B B A M SR A B B IS8

MEGTEFGERNSERNOT ¢

2007 2006
“ETtLHF TEREF
HK$°000 HK$’000
FET FHET
Profit before tax R B A A 67,724 122,759
Tax at Hong Kong profits tax rate at 17.5% BEBFERRE7.5%
(2006: 17.5%) (ZZEZRF 17.5%)
AHEATIR 11,852 21,483
Tax effect of expenses that are not deductible N RIF1F: 5z BT 75 2 22 2,078 304
Tax effect of income that is not taxable BARBRANB IS E (217) (74)
Tax effect of temporary differences REREREENTRIETE
not recognised 240 (1,280)
Under-provision in previous year BEFEREBTE 273 245
Over/(under)-provision for current year NEFBERE, BETR) 260 (412)
Tax effect of profit that is not taxable o T BRI R AR B s A O B S e 22
under tax holidays (1,219) (8,172)
Tax effect of change in tax rate MESBT 2 (259) -
Effect of different tax rates of subsidiaries B AR E RN E (2,829) (5,755)
Income tax expense e 10,179 11,339
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Notes to the Financial Statements 81755 &Kz

10. PROFIT FOR THE YEAR

10. FRRF
REBFERZHFIDIER, GIA) THI%E

The Group’s profit for the year is stated after charging/(crediting) the

following:

I8 :

2007 2006
—EELHF ZETRF
HK$°000 HK$'000
FET FHET
Allowance for doubtful debt RAREHE 803 -
Allowance for inventories (included in cost GFEEME
of inventories sold) (BEEEETFERAH) 534 565
Auditor’s remuneration 1% LR B <& 782 830
Bad debts written off AR 85 - 246
Cost of inventories sold BEEFEKA 559,909 429,054
Depreciation of property, plant and equipment #13 - #22 R I E 22,642 18,031
(Gain)/loss on disposal of property, plant HEMZE « KESREHE2
and equipment Ikzs) E51E (101) 19
Impairment loss on available-for-sale AEHESREEY
financial assets MEREE 2,000 -
Listing expenses FEA 2,161 =
Net exchange (gain)/loss PE X, (Week) /51805 58 (1,647) 374
Operating lease charges in respect T RIEF R E
of land and buildings HyHEe 1,540 1,215
Property, plant and equipment written off P - HEES KRR E IS = 56
Research and development expenditure R 4,354 3,649
Staff costs: BIRA
Directors’ emoluments (note 71(a)) E5ME BiE11(8) 8,939 7,143
Wages and salaries TERES 89,610 72,086
Equity-settled share-based payments MRAEAEE 2 I 1T RO FRIE
(excluding directors) (TBIEES) 3,376 =
Other staff benefits B8 TaF 3,606 2,462
Retirement benefits scheme contributions RIRRR AT B R
(excluding directors) (TBIEES) 7,536 4,017
113,067 85,708

Cost of inventories sold includes staff costs and depreciation of
approximately HK$90,726,000 (2006: HK$70,592,000), which are

included in the amounts disclosed separately.

Research and development expenditure includes staff costs of
approximately HK$1,290,000 (2006: HK$493,000), which are included

in the amounts disclosed separately.
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Notes to the Financial Statements 817k &= KizE

11. EMOLUMENTS OF DIRECTORS (KEY M. EE(FETHEASHERES
MANAGEMENT PERSONNEL) AND HIGHEST #FER
PAID EMPLOYEES
(a) Emoluments of directors (key management (a) EEEEEEAS)BME
personnel)
The emoluments of each director were as follows: ZESHMESHT ¢
Retirement
Salaries benefit
and Discretionary Share-based scheme
Fees allowances bonus payments contributions Total
MR A8 BAER
e  HEREM iR E0 eI @t

HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T Fér T T T Fhr

Name of director o

Year ended 31 December 2007 HE_FZtF1-f=1—HIEE

Executive directors HiTES

Mr. LEE Yuen Fat TRYLLE = 2,091 310 259 12 2,672
Dr. KEUNG Wing Ching ZKIEHEL - 1,787 265 173 12 2,237
Mr. WONG Wing Chuen BKREE - 759 145 178 12 1,089
Mr. CHAN Tat Cheong, Alan Bigeih - 1,182 180 173 12 1,547
Mr. ZHAO Jian ekt = 770 180 173 7 1,130
Independent non-executive directors BUFHTES

Mr. SUN Kai Lit, Cliff 88, P BRI s Tt 88 = - - - 88
Ir Dr. LO Wai Kwok MH, Jp EREELIW  ATHE 88 = - - - 88
Mr. YEOW Hoe Ann, John Az s 88 = - - - 88
Total for 2007 ST LG 264 6,589 1,080 951 0 8,939
Year ended 31 December 2006 HE2_EE F1_f=1-HIEE

Executive directors HiTES

Mr. LEE Yuen Fat TRELE - 1,635 480 - 12 2,127
Dr. KEUNG Wing Ching EKEEL - 1,559 480 - 12 2,051
Mr. WONG Wing Chuen EKRLE - 676 208 - 12 896
Mr. CHAN Tat Cheong, Alan [3ed=hik - 1,066 328 - 12 1,406
Mr. ZHAO Jian il 3k - 495 164 - 4 663
Independent non-executive directors BUEHTES

Mr. SUN Kai Lit, Cliff 88, Jp BEB S Eees « AT - - - - - -
Ir Dr. LO Wai Kok W, Jp EREBIw T4+ - - - - - -
Mr. YEOW Hoe Ann, John iz s - - - - - -
Total for 2006 ZETNEE - 5,431 1,660 - 52 7,143
There were no arrangement under which a director waived or FABESE ERESREREE M
agreed to waive any emoluments during the year (2006: Nil). SHLHE (TS RNF - ) ©
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11. EMOLUMENTS OF DIRECTORS (KEY 1. EE (TEEEARMERES
MANAGEMENT PERSONNEL) AND HIGHEST FREE

PAID EMPLOYEES (continued)

(b) Five highest paid individuals (b)y EEREFAL

The five highest paid individuals in the Group during the year
included 4 (2006: 4) directors whose emoluments are reflected
in the analysis presented above. The emoluments of the remaining
individual (2006: 1) are set out below:

FR - AEENIERSHFALEE
AZ (ZBBRF  4R)E=F - BB
EHBFER EXHNDMN - R T RS H
AL (ZEZRF 1B OMEW
™

2007 2006
—EELF —TTRF
HK$’000 HK$’000
FET FAT
Basic salaries and allowances HEARFH & MOERL 845 741
Discretionary bonus BB IEAL 160 230
Share-based payments AR D A WO RIR 259 =
Retirement benefit scheme contributions iR KAE 5+ 2] 3% 12 12
1,276 983

The emoluments fell within the following band: BT AT EE

Number of individuals

A
2007 2006
—EELHF —EERF
Nil to HK$1,000,000 £ 21,000,000/ 7T = 1
HK$1,000,001 to HK$1,500,000 1,000,001 721,500,000/ 7T 1 -
1 1

During the year, no emoluments were paid by the Group to any
of the directors or the highest paid individuals as an inducement
to join or upon joining the Group or as compensation for loss of
office.

FR - AREYEAESHRSHA
TXNERERNBEARER S &
MR SBERABEZ T -
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12. DIVIDENDS 12. B2
2007 2006
—ETtHE —TEREF
HK$°000 HK$’000
FET F#ET
Interim of HK$0.012 (2006: Nil) BN SR EZ0.0128 7T
per ordinary share paid (ZBTARF : D) 2R BRE 10,560 -
Proposed final of HK$0.009 (2006: Nil) A% EA%0.00978 7T
per ordinary share (ZZTTREF )
BB AHRE 7,920 -
18,480 -
On 1 February 2007, the directors of one of the subsidiaries, Ka Shui RZZEZELF-_A—H WBARZ—=
Manufactory Co., Limited (“Ka Shui HK”), proposed a final dividend of hHEmMAERAR ([EREE]) NESER
HK$30,000 each per ordinary share for the year ended 31 December MEZRKRRREHZE_ZTF+ -7

2006 totaling HK$3,000,000 to its then shareholders. On 1 February
2007, the directors of another subsidiary, Ka Fung Metal, proposed a
final dividend of HK$3,000 each per ordinary share for the year ended
31 December 2006 totaling HK$30,000,000 to its then shareholders.
On 2 February 2007, the shareholders of Ka Shui HK and Ka Fung
Metal approved the above proposed final dividends respectively. These
proposed final dividends were fully settled in May 2007, and included
as a movement in the consolidated statement of changes in equity.

During the year ended 31 December 2006, interim dividend in the
amount of HK$17,000,000 was declared by Ka Shui HK to its then
shareholders on 15 December 2006.

Ka Shui International Holdings Limited ZI#EIEERER 27

= +—HIEFEFRKRERZ30,0007% TH
REARZ S, » A& ££3,000,0008 7T - R=ZTF
+tF-A—H 5 HNBARZLZEE
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ZA=+—HIEFEER/RE®A3,000%T
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TE+F_AH =hatkzZ2eB
IR 2 BIHL & FiE R AR B - 2%
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igo

HE_TEREF+_A=T—HLFE -
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13. EARNINGS PER SHARE

Basis earnings per share

The calculation of basic earnings per share for the year ended 31
December 2007 is based on the profit attributable to equity
shareholders of the Company of approximately HK$57,492,000 and
the weighted average number of 774,520,548 ordinary shares in issue
during the year, and is calculated as follows:

Weighted average number of ordinary shares

13. BERRF

BREREF

(E_TT+F+_A=t+—HIEFEZ
BRERBMNTDBBEFARABIERFTE
NS R #57,492,00078 7T K E R E %
17 BAT ke 80774,520,5480% K E &t
CVUNNE

HHEF 1T B AR B

2007
—ZELF
Issued ordinary shares at 1 January R—H—BETTER 1
Effect of shares issued on Group MEBMEABITRMD
Reorganisation k-2 99,999,999
Effect of capitalisation issue upon listing ETRENBEIT I HE 560,000,000
Effect of shares issued under placing and RIBALE R ARBEEITRG
public offer 7 114,520,548
Weighted average number of ordinary RTZA=+—BzEBk
shares at 31 December D5 £ 774,520,548

The weighted average number of ordinary shares issued pursuant to
Group Reorganisation is calculated as if the shares had been
outstanding throughout the year.

The calculation of basic earnings per share for the year ended 31
December 2006 is based on the profit attributable to equity
shareholders of the Company of approximately HK$109,562,000 and
the 660,000,000 shares (100,000,000 shares in issue as at the date
of the Prospectus and 560,000,000 shares issued pursuant to the
capitalisation issue upon listing), as if the shares had been outstanding
throughout the year.

Diluted earnings per share

The effects of all potential ordinary shares are anti-dilutive for the year
ended 31 December 2007. There were no diluted earnings per share
for the year ended 31 December 2006 as there were no potential dilutive
shares on that day.

Ka Shui International Holdings Limited EIzEIIZRARAF

*ETF’*Iiiﬁﬁﬁﬁxﬁﬁaﬁtﬁiﬂﬂﬁéqﬁ’ﬁkﬂ
BERBEMNBEFEREETHE

HE-_ZTAE+_A=1+—HILEEE
RERBATIRBEARR A RFFE ARG
& 1 49109,562,000/% 7T F2.660,000,000[%
KR (REREEBHBE BT Z
100,000,000/% A& 17 R AR & =i s & 7N (b 3%
171317 2 560,000,0008% A% 17) R & A& 15
REEFEREHETTE

SREBHERR
HE_TT+F+-_A=+—HILEFEM
BEELTBRHEERESTE - BNE
TEERFT A=+ —BUEBTEE
& thEE—_ZEEF+=-A=+—8H
IEEETEGREERT o
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14. PROPERTY, PLANT AND EQUIPMENT 14. 9% - BBREE
Furniture,
fixture
Leasehold Plant and Computer and office Motor  Construction
Buildings improvements machinery equipment equipment vehicle in progress Total
&
BEkER
BT HENEEE  HERER BlRE  HAERB RE ERIE @t
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FELT FET FET TET TET TET FET FET
Cost A&
At 1 January 2006 WZZE 5-A-H 49,080 3,786 106,284 3,344 6,976 5,645 1,163 176,268
Additions NE 1,863 105 26,683 666 377 708 116 30,613
Transfer L33 1,282 - - - - - (1,282) =
Disposal HE - - (188) - - (156) - (344)
Write off Hiss 1) - (846) - (85) (45) - 977)
Exchange difference ERESE 1,552 - 2,715 15 90 117 13 4,502
At 31 December 2006
and 1 January 2007 53,776 3,891 134,648 4,025 7,358 6,264 - 209,962
Additions 669 58 63,678 2,415 87 1,013 27,046 94,966
Disposal - - (351) - 9 (310) - (670)
Exchange difference ERESH 3,017 - 7,613 28 174 262 - 11,094
At 31 December 2007 RIBBLETZA=T-H 57462 3,949 205,588 6,468 7,610 7,229 27,046 315,352
Accumulated depreciation Z:t#7E
At 1 January 2006 RZZZ5-A-R 2,013 629 38,034 1,651 4,373 2,330 - 49,030
Charge for the year ERA 2,858 775 12,049 51 817 94 - 18,081
Disposal e - - (82) - - (156) - (238)
Write back e (1) - (828) - (47) (45) - (921)
Exchange difference B ER 138 - 506 7 36 26 - 713
At 31 December 2006
and 1 January 2007 5,008 1,404 49,679 2,249 5179 3,096 - 66,615
Charge for the year 2,617 757 16,808 686 970 804 - 22,642
Disposal - - (279 - (5) (264) - (548)
Exchange difference BHER 414 - 1,455 18 97 79 - 2,063
At 31 December 2007 RZZT+E+ZA=t-H 8039 2,161 67,663 2,953 6,241 3,715 - 90,772
Carrying amount REE
At 31 December 2007 RZZTLFTZA=t-H 49423 1,788 137,925 3,515 1,369 3514 27,046 224,580
At 31 December 2006 RZZE FT-A=t—H 48768 2,487 84,969 1,776 2,179 3,168 - 143,347

The carrying amount of property, plant and equipment pledged as
security for the Group’s banking facilities amounted to approximately
HK$2,592,000 (2006: HK$33,104,000).

The Group leases plant and machinery and motor vehicles under
finance leases expiring from 3 to 5 years. At the end of each lease
term, the Group has the option to purchase the plant and machinery
and motor vehicles at a price deemed to be a bargain purchase option.
None of the leases include contingent rentals.

The carrying amount of plant and machinery and motor vehicles held
by the Group under finance leases amounted to approximately
HK$20,550,000 (2006: HK$24,731,000).

Ka Shui International Holdings Limited ZI#EIEERER 27
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security for the Group’s banking facilities amounted to approximately

HK$650,000 (2006: HK$9,034,000).

Included in prepaid land lease payments are two parcels of land
amounted to HK$23,040,000 (2006: Nil) of which the Group is in the
process of applying for the land use rights certificate, which have not

yet been issued by the relevant government authority.

Ka Shui International Holdings Limited EIzEIIZRARAF

15. PREPAID LAND LEASE PAYMENTS 15. Aft it &
2007 2006
—EELE ZETREF
HK$’000 HK$’000
FET FHT
At 1 January n—A—H 10,544 10,484
Additions NE 23,040 -
Amortisation of prepaid land lease payments ~ FE{F £ i 7l 5 #$5 (260) (249)
Exchange difference ME H ZRE 569 309
At 31 December W+=—HA=+—H 33,893 10,544
The Group’s prepaid land lease payments are analysed as follows: AEBEBRNTHESOTLT
2007 2006
—eets bt
HK$’000 HK$’000
FET FHT
In Hong Kong: BBRENA
Medium-term leases RHEIH S 650 667
Outside Hong Kong: BB -
Medium-term leases HEITEE 33,243 9,877
33,893 10,544
The carrying amount of prepaid land lease payments pledged as BRMEEA A650,000/8 L (ZEE/RF

9,034,000/ 70) MFEN L& B &K
1 (EAAREETERITEENER -

BNt ESpEMESEALA
23,040,000 L (ZTTXNF : T) 2+
th o AEBEFEAHBFLHEREE
T EZRSTEENAREBARTHER

H oo
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16. INVESTMENT IN AN ASSOCIATE 16. HEIE L FRIRE
2007 2006
—ETtHF —EEREF
HK$°000 HK$’000
FET FET
Unlisted investment FELEMIRE
Share of net assets EIEEEFE 1,115 2,516
Details of the Group’s associate at 31 December 2007 are as follows: RZEZLF+ A=+ —BASEEE
NEFHBWAT
Place of Issued and Percentage of
Name incorporation paid up capital ownership interest  Principal activities
AT B 3L th, B ERITRBRRAE Bzl FEER
Wing Yu (Far East) Industries ~ Hong Kong 100,000 ordinary shares 40%  Surface finishing
Company Limited of HK$1 each treatment
(“Wing Yu”)
X (BR)EXSR B 100,0008% 40% REKRE
R A ([5k#a]) SREES TR T @R
Summarised financial information in respect of the Group’s associate BRASEBRE N NTNTEERBER

is set out below:

-

2007 2006
—ZEELHF —EETRF
HK$’000 HK$’000
FET FET
At 31 December R+—A=+—H

Total assets BERRE 27,816 27,945
Total liabilities BERE 25,029 21,656
Net assets BEFE 2,787 6,289
Group’s share of the associate’s net assets AEBENBE AR 2 EEFRE 1,115 2,516
2007 2006
—EZTEF TEERF
HK$’000 HK$’000
FET FET

Year ended 31 December HE+—A=1+—HIFFEZE
Total revenue s 85 45,286 43,929
Total (loss)/profit for the year FA(ER) wflesE (3,502) 776

Group’s share of the associate’s RNEFD(FEE AR ZFEA
(loss)/profit for the year (E518) /&7 (1,401) 311

Ka Shui International Holdings Limited ZI#EIEERER 27
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17. INVESTMENT IN A JOINTLY CONTROLLED

17. BAREZEHNRENRE

ENTITY
2007 2006
—EELE ZETRF
HK$°000 HK$’000
FET FAET
Unlised investment I EHRE
Share of net assets EIEEEFE 8,259 =

Details of the Group’s jointly controlled entity at 31 December 2007
are as follows:

R-ZZEZT+EF+_RA=+—RFXKE 2z #
FEHIERFBENT

Percentage of

Place of Issued and ownership interest/
Name registration paid up capital profit sharing  Principal activities
AT S B 32 3t B ERTRARKRAEA EhERS SANEIL FTEEK
Ka Shui Yinguang Technology The PRC Registered capital 40%  Manufacture of
(Wenxi) Limited of RMB20,000,000 magnesium alloy die
casting products
and components
FimiR R (HE) [ AMERARE 40% HEESTEBEH
BRAR] 20,000,0007T

The following amounts are the Group’s share of assets, liabilities,
turnover and expenses of the jointly controlled entity that are accounted
for and included in the Group’s financial statements using equity method
of accounting.

AT AASEDHZAREFERNE
E B SXRBENAZEE RE
HERDAEARRE M BHHRER AT

2007 2006
—ETtHF —TTRF
HK$’000 HK$’000
F#T FET
At 31 December R+=—HA=+—H
Current assets MENEE 3,754 =
Non-current assets ERENEE 4,577 =
Current liabilities mENAE (72) -
Net assets BEFE 8,259 =
Year ended 31 December HE+-A=1—HIFE
Turnover e 838 -
Expenses X (1,119) =
Group’s share of loss of the jointly REBHEEREFIELEE
controlled entity for the year Z FNEE (281) -

Ka Shui International Holdings Limited EIzEIIZRARAF
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19.

20.

Notes to the Financial Statements 817k &= KizE

AVAILABLE-FOR-SALE FINANCIAL 18. NfHHESMEE
ASSETS

2007 2006
S 5= —TExE
HK$°000 HK$’000
FET FAET
Unlisted equity securities, at cost FEEMESH (R AERE) 8,303 8,303
Impairment loss BEEE (2,000) -
6,303 8,303

Unlisted equity is carried at cost as it does not have a quoted market
price in an active market and the range of reasonable fair value
estimates is so significant that the directors of the Company are of the
opinion that their fair values cannot be reliably measured. Details of
impairment criteria are set out in note 4(e) to the financial statements.

DEPOSITS PAID FOR ACQUISITION OF
PROPERTY, PLANT AND EQUIPMENT AND
PREPAID LAND LEASE PAYMENTS

At 31 December 2007, included in deposits paid for acquisition of
property, plant and equipment and prepaid land lease payments was
a deposit of approximately HK$6.5 million (2006: HK$3 million) paid to
a related company, Chit Shun Machinery Limited, for the acquisition of

19.

I 3F £ T R ANFE V& B T 55 I £ T 15 3R
B maEAFERFHEEXAK &
RAEERRERFETRERTE - %
EETBRARE IR AARR o BERE
ABEN A HREM FEAE)

HMEYE - BBERRMZE
eRFAMfLES

MN-ZETLHE+-_A=1+—8  #KED
¥ HERZHEIANERS RIEMN LA
S AU MR —MEE A RER
B R B R A B 2 2% 46,500,000

machinery. BT (ZEZE /N : 3,000,000 7T) °
INVENTORIES 20. 78

2007 2006
—EELE ZETRF
HK$°000 HK$’000
FET FAET
Raw materials R 52,708 35,182
Consumables supplies and spare parts R R EAZ A 4,324 2,837
Work in progress R 34,997 31,037
Finished goods RUAK o 26,849 19,713
118,878 88,769
Less: Allowance for inventories B FEREE (534) (565)
118,344 88,204

Ka Shui International Holdings Limited EixBIFRIER AR A 7
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21. TRADE RECEIVABLES

The Group’s trading terms with customers are mainly on credit. The
credit terms are generally ranged from 30 to 75 days (2006: 15 to 75
days). Each customer has a maximum credit limit. The Group seeks to
maintain strict control over its outstanding receivables. Overdue
balances are reviewed regularly by the directors. The ageing analysis
of trade receivables, based on the invoice date, and net of allowance,
is stated as follows:

21. R A B HRIA

REFBREFP 2R GAIHUEEFR#E
71 EEHEBE A30RE7T5ATE (T
NE15HZET75R) - FEPHERSREE
PREE o NG B BUN BRI IE S H AR W ER 2 8
WIFRIE - EEEE BN FEITEHRE ©
ERBER B2 B 5 EWREIE GBI
ZIRER DA ¢

2007 2006

—ETtHF ZETRF

HK$°000 HK$’000

FET FHET

0 to 30 days L =30H 71,339 58,5631
31 to 60 days 31HZE60H 24,150 36,103
61 to 90 days 61HZE90H 8,910 12,096
91 to 180 days 91HZE180H 9,286 4,611
Over 180 days 180BH LA E 1,806 1,120
115,491 112,461

The carrying amounts of the trade receivables are denominated in

the following currencies:

E%FH&Z RIBREESIATIEERE

fi

2007 2006
—ETtHE —TTNF

HK$°000 HK$'000

FET FET

HKS$ BT 21,031 35,365
UsD I 76,676 68,863
RMB AR 16,141 7,683
Others EAh 1,643 550
115,491 112,461

At 31 December 2007, an allowance was made for estimated
irrecoverable trade receivables of approximately HK$803,000 (2006:

Nil).

Ka Shui International Holdings Limited EIzEIIZRARAF
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21. TRADE RECEIVABLES (continued)

22

At 31 December 2007, trade receivables of approximately
HK$45,440,000 (2006: HK$42,520,000) were past due but not
impaired. These relate to a number of independent customers for whom
there is no recent history of default. The ageing analysis of these trade
receivables, based on the due date, is as follows:

21. RABWRIA (7

RZZEE+EFE+_A=+—H &
45,440,000/ 7T (ZZZ /5 : 42,520,000
VSTT) KB Z e W SR IE A e HR B AR (B B
& - ZEFREHR L HI WA R AL 8 H
BYRFAM - 88 5 ERFBERED

HIHBERER D ATLA T
2007 2006
—EELHF —EEREF
HK$°000 HK$’000
FET FETL
Up to 3 months 3EA LA 37,624 36,441
4 to 6 months 4%6MEA 6,472 3,970
Over 6 months 61E A LA = 1,344 2,109
45,440 42,520

FINANCIAL ASSETS AT FAIR VALUE
THROUGH PROFIT OR LOSS

22. BRFEAARRIEZEMEE

2007 2006

—EELHF —EERFE

HK$’000 HK$’000

F#T F#T

Foreign currency forward contracts wHINES X 3,277 1,150

The carrying amounts of the above financial assets are classified as
held for trading.

The investments included above represent investments in derivatives
that offer the Group the opportunity for return through fair value gains.
The underlying currency is USD and RMB. The notional amounts of
foreign currencies to be acquired or sold under contracts are set out
below:

e pEEREES RIFEEER -

HRETE B A FEVNS AREBERMH
CIFHEEHITETERE - HEERAE
TERARE - RIS HBBAZIE LS
BRECEA/WT -

Notional amount HK$ equivalent

EReHE BrTEE

(a) Sales of HK$ in exchange for USD SHHABTTEAZETT UsSD28 million 218.4 million
28,000,000 7T 218,400,0007T

(b) Sales of USD in exchange for HK$ SHHETEASTT USD22 million 171.6 million
22,000,000% 7T 171,600,0007T

(c) Sales of USD in exchange for RMB HHETEAARK USD6 million 46.8 million
6,000,000% 7T 46,800,0007T

At 31 December 2006, notional amount of USD to be acquired under
the contracts was USD2 million (approximately HK$15.6 million).

The foreign currency forward contracts have no fixed coupon rate and
have maturity of approximately 1 year. The fair values of the derivatives
are determined by reference to the market exchange rate at year end
and the forward rate stated in the contracts.

Ka Shui International Holdings Limited ZI#EIEERER 27
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24.
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Notes to the Financial Statements 81755 &Kz

PREPAYMENTS, DEPOSITS AND OTHER
RECEIVABLES

At 31 December 2007, included in prepayments, deposits and other
receivables was an amount due from a jointly controlled entity of
approximately HK$120,000 (2006: Nil).

DUE FROM/(TO) AN ASSOCIATE

The amounts due from/(to) an associate is unsecured, interest-free
and has no fixed repayment terms, except for an advance to the
associate of HK$1,000,000 which bears interest at HIBOR plus 2%
per annum (2006: HIBOR plus 2% per annum).

PLEDGED BANK DEPOSITS AND BANK AND
CASH BALANCES

The Group’s pledged bank deposits represented deposits pledged to
banks to secure banking facilities granted to the Group as set out in
note 31 to the financial statements. The deposits are in HK$ and at
floating interest rate ranging from 2.8% to 3.1% per annum (2006:
3.1% to 4.2% per annum) and therefore are subject to cash flow interest
rate risk.

Bank and cash balances amounted to approximately HK$12,770,000
(2006: HK$8,287,000) were denominated in RMB. Conversion of RMB
into foreign currencies is subject to the PRC’s Foreign Exchange Control
Regulations and Administration of Settlement, Sales and Payment of
Foreign Exchange Regulations.

The carrying amounts of bank and cash balances are denominated in
the following currencies:

23.

24,

25.

AARIA - Sk A MERRER

R-ZEE+E+-_HA=+—8 " BRIR
I8~ e N E A e YR FOE 8RR R U L Rl
5 E B2 A FIEA120,00058 T (ZZEE N
FLF)o

FEU,FE {7 Bk B 2 FIRR IR
FEULEt & A RFRIBH AEER - 28
BEEEENE - R E A RRENE
71,000,000 T Al G 2B BRI T R 257
BENM2E (ZZTTRF « BERITRAER
BSBM2E) e °

CEARTFRERTRAALSE
[

AN B B KR 1T 17 K 5 B BA A SRR B
HANBEAEERISRITEEMER T
IRITHTER - ZETFHRABTTAEN + A
FFE2 8EESAE (ZTTNF - FFIE
SAEEA2E) HZBFRGT R - ARS
Rensgfxmkm o

$R77 MR & A ER%12,770,000/8 T (ZZTZ
74 1 8,287,000 7T) AA R B EAL ©
AREE SR HNE 2 Fh Bl SNE B AR B I 45
[E  EIE RIEESERE RS o

RITMRSERZRHEATIIERRE

fif :

2007 2006

—BBEF N
HK$°000 HK$ 000
FET FET
HKS$ BIT 131,926 2,300
usD =T 19,838 256
RMB AR 12,770 8,287
Others HAth 1,505 1,457
166,039 12,300

Ka Shui International Holdings Limited EIzEIIZRARAF Annual Report 2007 —ZT+HEFR



26. TRADE PAYABLES

27.

Notes to the Financial Statements 817k &= KizE

26. RHEFHRR

The ageing analysis of trade payables, based on the date of receipt of BB EMNRIBIZIE B EIETE R BRR 24T
goods, is as follows: R
2007 2006
bt —EETREF
HK$°000 HK$'000
FET T&T
0 to 30 days BB Z=30K 29,807 25,486
31 to 60 days 31 REB0K 26,299 20,104
61 to 90 days 61 XE90K 2,597 7,043
91 to 180 days 91 RE180K 1,249 1,454
Over 180 days 180K A £ 1,429 751
61,381 54,838
The carrying amounts of trade payables are denominated in the B o ENIEREmMEN TN & A4
following currencies:
2007 2006
—ZTLHF —ETRF
HK$°000 HK$'000
FET T
HKS 7BIT 15,668 14,774
usD E v 5,159 8,972
RMB ARE 38,703 28,508
Others Hity 1,851 2,584
61,381 54,838
DUE TO A DIRECTOR/A RELATED COMPANY 27. ﬂﬁﬁﬁg/ﬁﬁﬂﬁlﬁ
Particulars of the amounts due to a director and a related company ERESE E RIEEFBT -
are as follows:
2007 2006
—ZELHF ZETRF
HK$°000 HK$'000
FET T
Name/company/related directors EW/ A7 HEES
Director EE
Mr. Lee e - 837
Related company BEA T
Chit Shun Machinery Limited/Mr. Lee RARMREBRAR FEE 806 269

The amounts due to a director and a related company are unsecured,

interest free and repayable on demand.

Ka Shui International Holdings Limited ZI#EIEERER 27
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Notes to the Financial Statements 81755 &Kz

28. SHORT TERM BORROWINGS 28. FAHAfE R
2007 2006
—EERLF ZETREF
HK$’000 HK$'000
FHET FET
Short term bank loans (note 31) R ERIRITE R (B17#31) 68,555 72,426
Bank overdraft (note 31) R1TBEZ (Hf7231) - 1,275
68,555 73,701

Short term bank loans are arranged at floating interest rates at 4.8%
10 5.4% per annum (2006: 5.4% to 8.8% per annum) and expose the
Group to cash flow interest rate risk. Short term bank loans were
secured by the Group’s fixed deposits, properties, corporate
guarantees provided by the Company and certain subsidiaries of the
Company, and personal guarantees provided by Mr. Lee (2006: the

RAERITERNZBFNED R R4.88
54E (ZFFRF : FHER5.4%8.8
[E) - MRS RERERSTENERMR
RHRTEFRARNEENERTR - ¥
¥ ARRREETHEBARREH AR
BREZEERENEAERELSER (=

Group’s fixed deposits, properties. Mr. Lee’s property, corporate TERF  LASEMTEHER - %

guarantees provided by certain subsidiaries of the Company, and
personal guarantees provided by Mr. Lee).

The carrying amounts of the short term bank loans are denominated

in the following currencies:

FRENYE - ARBETHEBABEMR

MAREREFRERENEAZRES

) -

RERTEREEEN T EEREL

2007 2006
—EELHF TEBERF

HK$°000 HK$’000

FET FET

HKS$ BIT 68,555 48,272
RMB AR - 24,154
68,555 72,426

Ka Shui International Holdings Limited EIzEIIZRARAF
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Notes to the Financial Statements 817k &= KizE

29. LONG TERM BORROWINGS 29. REE®:
2007 2006
—EELHF ZETRF
HK$°000 HK$'000
FHETT FHET
Secured bank loans (note 37) BEIRRITER (Hz131) 14,526 20,006
Current portion of long term borrowings REAE R BN EREE (5,511) (5,482)
9,015 14,524

The carrying amounts of the Group’s long term borrowings are

denominated in HK$.

The bank loans are repayable as follows:

AREBRIMERREEABTITREN

RITERNERHPAT

2007 2006

—EELHF —EERF

HK$°000 HK$’000

FET FET

Within one year —FR 5,511 5,482
In the second year E_F 5,265 5,510
In the third to fifth year E=FFRHF 3,750 9,014
14,526 20,006

At 31 December 2007, long term borrowings were arranged at floating
interest rate at 5.0% to 5.6% per annum (2006: 6.0% to 6.3% per
annum) and expose the Group to cash flow interest rate risk.

Long term bank loans were secured by the Group’s fixed deposits,

properties, corporate guarantees provided by the Company and certain

subsidiaries of the Company, and personal guarantees provided by

Mr. Lee, (2006: the Group’s fixed deposits, properties, corporate

guarantees provided by certain subsidiaries of the Company, and

personal guarantees provided by Mr. Lee).

Ka Shui International Holdings Limited ZI#EIEERER 27

AT FE+ - A=+—0  RHEX
HZ B FHR 55.085.6/E (CTZNF ¢
FHER6.026.3F) - HASEARER
enEFERRE

EHRTEFUNARENEREFR - ¥
¥ ARAREETHBARRENRTF
EREFRARBOEAZREREM (=
TENF  AAKENERER 9%
ARBAETHBARRKNAREREE
FTAERMAEATERIESEM)

Annual Report 2007 =ZZLFF

87



88

Notes to the Financial Statements 81755 &Kz

30. OBLIGATIONS UNDER FINANCE LEASES

Obligations under finance leases are repayable as follows:

30.

R &R

BB A ARED

BRI

Minimum lease payments Present value of minimum
lease payments

BRERAE RIEHAESEE
2007 2006 2007 2006
—EELE —TETRF ZBELFE —ZTTRF
HK$’000 HK$’000 HK$’000 HK$’000
FET FET FET FET
Within one year —FR 7,166 7,309 6,641 6,793
In the second to fifth year, inclusive % —Z= & R4
(PREERMF) 4,658 5,207 4,485 4,525
11,824 12,516 11,126 11,318
Less: Future finance lease charges  Ji : RZEREE A (698) (1,198) NAFTEAH  NATEA
Present value of lease obligations FHAFEIEIRE 11,318 11,126 11,318
Less: Amount due for settlement B 12{E A NE| B E
within 12 months (shown under G ERBAE)
current liabilities) (6,641) (6,793)
Amount due for settlement after 1218 A BB HAGE
12 months KIA 4,485 4,525

It is the Group’s policy to lease certain of its plant and machinery and
motor vehicles under finance leases. The average lease term is 3 to 5
years.

At 31 December 2007, leases of approximately HK$133,000 (2006:
HK$233,000) were arranged at fixed interests rates and expose the
Group to fair value interest rate risk. The remaining borrowings are
arranged at floating rates, thus exposing the Group to cash flow interest
rate risk.

The interest rates are analysed as follows:

AEENBRAREREMOAERET
HERELE - FHOHEFHRIES

e t¢+ A=+—H - 4133,000
BT (ZEZ /N ¢ 233,000/87T) T LR
lw’ru KT E

/ uuo

T U E R AN T EF
HEMEFIRZEF ET S - AR
%.45‘7%%5/%\/0m§ﬂ?ﬂg“ °

MDA

2007 2006
—gBtE

B E | R HA
FEEFIRL

Fixed rate leases
Floating rate leases

All leases are on a fixed repayment basis and no arrangements have
been entered into for contingent rental payments. At the end of each
lease term, the Group has the option to purchase the plant and
machinery and motor vehicles at nominal prices.

All obligations under finance leases are denominated in HK$.

The Group’s obligations under finance leases are secured by the
lessor’s title to the leased assets.

Ka Shui International Holdings Limited ¥ EIFS 2R 5 PR 2 &)

4.8% to 7.5%
5.3% to 7.4%

3.9% to 4.8%
5.9% t0 8.5%

2RBEOTEBETEERY AL EFT LM
SRR - REOHRE - NEER]
ERENZEERBEAABERELT
=8

2 EPRE ARG LB TR E

AEENBEBRNAENLBANEESR
EFTBEIERER
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31.

32.

Notes to the Financial Statements 817k &= KizE

BANKING FACILITIES

As at 31 December 2007, the Group had available banking facilities of
approximately HK$242 million (2006: HK$244 million), which were
utilised to the extent of approximately HK$87 million (2006: HK$114
million). These banking facilities were secured by the following:

(@) corporate guarantees provided by the Company and certain
subsidiaries of the Company;

(b) the Group’s bank deposits of approximately HK$6 million;

(c) a property situated in Hong Kong owned by the Group (2006:
properties situated in Hong Kong and the PRC owned by the
Group, and a property owned by Mr. Lee);

(d) personal guarantees provided by a director, Mr. Lee.

Consent has been obtained from the banks for the personal guarantees
and security given by a director of the Company to be released upon
the listing of the shares on the Stock Exchange and replaced by corporate
guarantees and/or other security to be provided by the Company and/
or other members of the Group. At 31 December 2007, personal
guarantees provided by Mr. Lee to three banks had not been released.
The personal guarantees to one of the banks had been released
subsequent to the year ended 31 December 2007.

DEFERRED TAX LIABILITIES

The following are the major deferred tax liabilities and assets recognised
by the Group, and the movements thereon, during the year:

31. SRITEE

R=ZEE+F+=A=+—H0 ~&EET
BRI TEE# A242,000,000/8 7T (=
TN 1 244,000,0007T) - ME A
HIEEEH) 587,000,000/ 7T (CZT/NEF ¢
114,000,000/ 7T) ° WLFERITEE LA T
HB {EAER

(@) ARBRARTFLHERRRMEH
NEER

SEMIRTTFRA6,000,00078

©
S

) AEEHEN-—BREEVWE(CEZ
NEAKRERAENBERTEY
¥ RFELREHEAN-BEME)

(d) EFFAERHENEARZLR -

RITE RIB R RAD B S AT LT B RRRR 2K
RA—EFNEAERIER - LHA
RAE R RAEEEAK S R RREN A
AERESHMERARR - R-TTL
FH-A=1+—8 > BAFEER=KET
REMEAERLARESR - R_FTTLF
T A=t REAEH —FIETRHED
EAFEREFERRER

32, BEERARIR

T A S B P E R+ BETH
BB KA E RS

Accelerated

tax
depreciation Tax losses Total
DR BT BRIEEE et
HK$'000 HK$’000 HK$'000
TFET FET FET
At 1 January 2006 RZZETRF—HA—H 2,328 (1,200) 1,128
(Credit)/charge to income statement BFRliz=mE
for the year Gt A) /F0Bk (1,200) 1,200 -
At 31 December 2006 and 2007 RZTBERFR
“ZET+F+-_A=1T—H 1,128 - 1,128

There was no significant unprovided deferred taxation for the year or
at the balance sheet dates.

Ka Shui International Holdings Limited ZI#EIEERER 27
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33. SHARE CAPITAL 33. k&
Number of
Note shares Amount
Hfat aad= k-
HK$’000
FHET
Authorised: AT
Ordinary shares of HK$0.1 each SRR EE.. BT L B
On incorporation and RSz B B R R
at 31 December 2006 ZETRF
+=—A=+—8~ (@) 1,000,000 100
Increased on 31 May 2007 RZZEZE+FRA=1T—8
AR AN (b)(i) 4,999,000,000 499,900
At 31 December 2007 RZZEZELF+-_A=+—H 5,000,000,000 500,000
Issued and fully paid: BEETRHE -
Ordinary shares of HK$0.1 each HRREE.. 1B LT B
On incorporation and RSz B 8 &
at 31 December 2006 RZETRF
+=—A=+—8~ (@) 1 -
Issue of shares as consideration for BIIRM1ER
the transfer of entire shareholdings of HEEME AR
a subsidiary 2RENNE (b)(ii) 99,999,999 10,000
Issue of shares by way of capitalisation of FERBRMORER
share premium account &AL B TRY D (b)iii) 560,000,000 56,000
Issue of shares by way of placing and FRILE R AREE
public offer BITRG (© 220,000,000 22,000
At 31 December 2007 RZZEZ+LF+-_A=+T—H 880,000,000 88,000
Notes: Hitet -

(@ The Company was incorporated on 7 January 2005 with an
authorised share capital of HK$100,000 divided into 1,000,000
shares of HK$0.1 each. On the same date, one share was allotted
and issued as fully paid to the initial subscriber and transferred
to Precisefull Limited, a company controlled by the controlling
shareholder, Mr. Lee.

(b) Pursuant to the written resolutions passed by the Company’s
shareholders on 31 May 2007:

(i) the authorised share capital of the Company was increased
from HK$100,000 to HK$500,000,000 by the creation of
additional 4,999,000,000 shares of HK$0.1 each;

(i) 99,999,999 shares of HK$0.1 each was issued on 31 May
2007 in exchange for the entire shareholdings of Ka Shui
(Holdings) Company Limited (“Ka Shui BVI”), a subsidiary
of the Company, pursuant to the Group Reorganisation;
and

Ka Shui International Holdings Limited EIzEIIZRARAF

(@)

(b)

ARABR_EERF— A A=K
S EERA100,0008 o E
1,000,000 B EEO0. 1B LR
Do AR - —RRIRD DA R AR R
ANEBERFETTVTREA - WEEE
¥ Precisefull Limited (FR#E R IR 25
EEFIF AR o

BRERARBARRNR_TZTLFHA=
T BEEBNEERER

() BEBFIE4,999,000,0000% &A%
HEO.1BLKMD  AAF
ATERABR100,0008 L=
500,000,000 7¢,

iy ARRR_ZEZTLFRAA=1—
H2£7799,999,9990% F A% mE &
0.18Th - UIRIESEEEAR
BERARAHBARERERE
(128 AR A 7] ([Ka Shui BVI)
2EARE - K
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Notes to the Financial Statements 817k &= KizE

33. SHARE CAPITAL (continued)

Notes: (continued)

(i) atotal of 560,000,000 shares of HK$0.1 each were allotted
and issued as fully paid at par to the shareholders of the
Company whose names appeared on the register of
members of the Company at the close of business on 12
June 2007, in proportion to their shareholdings, by way of
capitalisation of the sum of HK$56,000,000 standing to the
credit of the share premium account of the Company,
conditional on the share premium account being credited
as a result of new shares issued by way of placing and
public offer on 25 June 2007.

(c) On 25 June 2007, 220,000,000 shares of HK$0.1 each were
issued at HK$1.35 each to the public by way of placing and
public offer for a total of cash consideration, before related
expenses, of HK$297,000,000. The excess over the par value of
the shares issued was credited to the share premium account.

(d) The share capital presented in the balance sheet as at 31
December 2006 represents the aggregate paid-in capital of the
Group’s subsidiaries, namely, Ka Fung Metal, Ka Shui HK and
Ka Shui Technology Limited.

The Group manages its capital to ensure that entities in the Group will
be able to continue as a going concern while maximising the return to
stakeholders through the optimisation of the debt and equity balance.
The Group’s overall strategy remains unchanged from prior year.

The capital structure of the Group consists of cash and cash equivalents
and equity attributable to equity holders of the Company, comprising
issued share capital, reserves and retained earnings. The directors of
the Company review the capital structure on a semi-annual basis. As
part of this review, the directors consider the cost of capital and the
risks associates with each class of capital. Based on recommendations
of the directors, the Group will balance its overall capital structure
through the payment of dividends, new share issues and share buy-
backs as well as the issue of new debt or the redemption of existing
debt. The Group has a target gearing ratio of not more than 30%
determined as the proportion of net debt to equity.

Ka Shui International Holdings Limited ZI#EIEERER 27

33. Bg®E (&

ffeE - ()

(i) FEBARRBIRMD = ERAHER
56,000,000 T EAR « L%
RFIRE - BRI IE
[E{E IR 2 } %£17560,000,000%
BREECABTRO T EF
+tFNA+T—BEEALRES
IR S = o /NS e
B ERDEERAR —TT £
FRAZTHHRERARBEE
BT MO TMEALR o

(€ RZEZLFAA-THA BB/
E R AFEE - 220,000,0000% 5 5%
E{E0. 1R R EAR1 .35 TTHIE
BBETTAR  BENREA
297,000,000/ T (N HEER X
AT) o BB BEITROEES MDA
B n B o

d E2IN-_FTRF+-_A=1+—HBHK
BEEABRMBRAEEENBARSE
L8 Ena s RERMZARA
RLEIEE: (e

AEEEEHERNAERAEE A #5E
e MR IR BB BICER RERE
MRESRALOR - AEEHEEBRAEE
FEE o

AEENEARBERAERE RFRBRSA
B RARBEaRA ARGED  BREE
BITRA - FREEAREBEN - ARRES
FXERF —REARE - RETRA
o BEEEREAKARBBASEERD
R - REEFHER  AKEREBIK
MRS ~ BITHAR S B B A A KR 31T 3h
ERHERIREER - BAFEEEREN
2 - AKEMEFENAGBILR BUER
FFER B R A LK) B NEREI30% ©
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33.

34.

Notes to the Financial Statements 81755 &Kz

SHARE CAPITAL (continued)

The gearing ratio at the year end was as follows:

33. & (=
RELNERAB/LERMT

2007 2006

—EEtHF —EBERF

HK$’000 HK$'000

FET FHET

Debt (i) & 1&() 94,207 105,025
Cash and cash equivalents ReRERREIER (94,207) (12,300)
Net debt BEFHE - 92,725
Equity (i) 12 i) 519,563 218,370
Net debt to equity ratio B F R A L - 0.42

(i)  Debt is defined as short term and long-term borrowings and
obligations under finance leases, as detailed in notes 28, 29 and
30.

(i) Equity includes all capital and reserves of the Group.

RESERVES
The amounts of the Group’s reserves and the movements therein are
presented in the consolidated statement of changes in equity.

(@) Share premium account

Share premium represents premium arising from the issue of
shares at a price in excess of their par value per share. Under
the Companies Law of the Cayman Islands, the funds in the share
premium account of the Company are distributable to the
shareholders of the Company provided that immediately following
the date on which the dividend is proposed to be distributed,
the Company will be in a position to pay off its debts as they fall
due in the ordinary course of business.

(b) Merger reserve

The merger reserve represents the aggregate of (i) the nominal
value of the shares issued by Ka Fung Metal on 18 January 2005
in exchange for the business of Ka Fung Metal Manufactory, an
unincorporated partnership established in Hong Kong and
controlled by Mr. Lee; and (ii) the nominal value of the shares
issued by the Company in exchange for the entire shareholdings
of Ka Shui BVI.

Ka Shui International Holdings Limited EIzEIIZRARAF

(il

BEETIRE /AN RAERRRE
HAAESE - BREFBHNHE28 - 29
530 °

RABREAREMEER R -

34, &iH

/*\ ek

AEBMNFEZTCERBBENINEGE #
BEHRZET o
B3R ER

(a)

BRiaBEERREREREENE
RETRMDMELNGE - REHRES
BEREE - AATRRDEERD
BRI TARBBIR - R
R EEZEDIKZB& - NABIAE
BENEEREBEBERETIHNGE
& o

EOtEE
AHREEREATRENERN : ()72
SBR_ZTTRF—A+/\H AR
RLeBRMM (—FEEMKINE
BNTE  EEBK 0 WHTREEL
AR RS M E I TRIID EE K (i)
A R AHER Ka Shui BVIF) 2 Z5A%#E
METHRHOEE -
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34. RESERVES (continued)

(c)

(d)

(e)

(f)

Capital reserve

The capital reserve represents the amount of minority interests in
Ka Fung Metal and Ka Fung Metal Manufactory acquired by the
Group.

Foreign currency translation reserve

The foreign currency translation reserve comprises all foreign
exchange differences arising from the translation of the financial
statements of foreign operations as well as the effective portion
of any foreign exchange differences arising from hedges of the
net investment in these foreign operations. The reserve is dealt
with in accordance with the accounting policies set out in note
3(e)(iii) to the financial statements.

Share option reserve

The share option reserve represents the fair value of the actual or
estimated number of unexercised share options granted to
employees of the Group recognised in accordance with the
accounting policy adopted for equity-settled share-based
payments in note 3(t) to the financial statements.

Statutory reserve
The statutory reserve comprises the PRC statutory reserve fund
which is non-distributable.

As stipulated by the relevant laws and regulations for foreign
investment enterprises in the PRC, the Company’s PRC
subsidiaries are required to transfer 10% of their profit after
taxation calculated under PRC accounting rules and regulations
to the statutory reserve fund, until the accumulated total of the
statutory reserve fund reaches 50% of their registered capital.
The statutory surplus reserve fund can be used to make up prior
year losses or applied in conversion into capital.

Ka Shui International Holdings Limited ZI#EIEERER 27
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35. SHARE-BASED PAYMENTS

Equity-settled share option scheme

Pre-IPO Share Option Scheme

The Company operates a pre-IPO share option scheme (the “Pre-IPO
Share Options Scheme”) for the purpose of providing incentives and
rewards to eligible participants who contribute to the success of the
Group’s operations. Eligible participants include the employees of the
Group and executive directors of the Company. In the current year,
share options under the Pre-IPO Share Option Scheme were granted
to 59 grantees on 1 June 2007. The exercise of these share options
would entitle these grantees to an aggregate of 22,000,000 shares.

Details of the specific categories of options are as follows:

35. IR 3Z a9 IR

EREERRETE

BRAFER IR E]

N R)RR S B OR A FE IR A S IR AT &
(ITBRAFRERATEREL S - BAE
RAE A EBA S 2 EH BRI G &1
SEERBEREREIR - 5EKSHEER
BALEREE RARRIMITES - NAF
E - BRAFRERATIERER 2T/ ER
HER ZZEZLF/XH— BE TSI AR
A BREATELSHERERITESH
22,000,000 %5 °

FERER) BB RR R IB AN T

Exercise Number of
Category of grantee  Date of grant Vesting date Exercise period price share options
ERAER ®iti A BEAHS &8 BREHE
HK$
BT
Executive directors 1 June 2007 27 June 2008 27 June 2008 to 26 June 2011 0.81 1,452,000
HITES “EEHERA-H “ZE\$A=tLH 2 )\i/ﬁﬂ Z++H
——&xA=1~H
Executive directors 1 June 2007 27 June 2009 27 June 2009 to 26 June 2011 0.81 1,452,000
HITES “TE+E AR “ETNFERAZ+EH =% 7ﬂ¢/\ﬂ ++H
FRPB=1~H
Executive directors 1 June 2007 27 June 2010 27 June 2010 to 26 June 2011 0.81 1,936,000
HITES “TE+E AR “E-ZFEXA-+tR —T-— Ai/\ﬂ ++H
—&XA=17H
Employees 1 June 2007 27 June 2008 27 June 2008 to 26 June 2011 0.81 5,148,000
ES —EEHERA-H “EE\EXAZTEA ZEENFAAZTLEHA
2_F——F A=t/H
Employees 1 June 2007 27 June 2009 27 June 2009 to 26 June 2011 0.81 5,148,000
B8 “TE+E AR “EENFERA-tER —ETAESA-TtAH
2_F——F A=t/H
Employees 1 June 2007 27 June 2010 27 June 2010 to 26 June 2011 0.81 6,864,000
B8 “TE+E AR “E-ZFXA-+tR ZE-EE A-ttH

Ka Shui International Holdings Limited EIzEIIZRARAF
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35. SHARE-BASED PAYMENTS (continued)

The share options (to the extent not already exercised) shall lapse at
the expiry of the option period on 26 June 2011 or otherwise in the
following manner:

(@) the share option shall lapse automatically upon the death of the
grantee;

(b)  the share options (to the extent not already exercised) shall lapse
automatically on the last date of the grantee’s employment with
the Group, no matter how the cessation of employment arises;

(c) if the grantee breaches any term or condition of the share options
as described in the offer letter in relation thereto, the options (to
the extent not already exercised) shall lapse automatically (unless
otherwise directed by the Board in writing in its absolute
discretion).

Details of the share options outstanding during the year are as follows:

Number of

35. LIRZFaORIEA (&

1R AR T 152 ) B8 P A 5 1A R SR 78 A
HCE——FX AR SZENUTR
RE R

(@) BEREREARAZTHIZEEBRU

b) FARTTENBRER AR AERAE
BRE—ABEBRY - MAwmEE
A RAL LR

© fHAERRANERBBEREZLO KR
BB AR - RIRRTTE
MEREERBAN  HEEEUE
E A2 ERE ST RE RIERS

FARRITERNBIREFBDT

2007 2006

Weighted Weighted
average Number of average

share options exercise price share options  exercise price

BRERE ETTRE

BRERR METHITRE

HK$ HK$

BT BT
Outstanding at the beginning of the year ~ FHIARIT{E N/ATE A - N/AT 3 F
Granted during the year FARL 22,000,000 0.81 - N/AT i F
Forfeited during the year FrRI 0.81 = N/ATRiE
Outstanding at the end of the year FRRARIT 21,120,000 0.81 - N/AZR i
Exercisable at the end of the year FIRAI{TE N/AFiE A - N/ATEH

No share option had been exercised during the year (2006: Nil). The
options outstanding at the end of the year have a weighted average
remaining contractual life of 3.5 years (2006: Nil).

Save as disclosed above, no further options were granted under the
Pre-IPO Share Option Scheme.

The fair values per option determined at the dates of grant using the
Black-Scholes option pricing model were HK$0.55, HK$0.59, HK$0.61
and HK$0.63 respectively.
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Notes to the Financial Statements 81755 &Kz

35. SHARE-BASED PAYMENTS (continued)

The following assumptions were used to calculate the fair values of
shares options:

Exercise price HK$0.81
Expected life 2.5-3.5 years
Expected volatility 46.94%
Dividend yield 1.70%
Risk-free interest rate 4.38%

Expected volatility was determined by calculating the historical volatility
of share prices of comparable companies with shares listed on the
Stock Exchange and engaged in the similar business of the Group.
The expected life used in the model has been adjusted, based on the
Group’s best estimate, for the effects of non transferability, exercise
restrictions and behavioural considerations.

The fair value of the options will be amortised over the vesting period
on a straight-line basis and expensed in the income statement.

Share Option Scheme

Pursuant to the written resolution passed by all shareholders of the
Company on 2 June 2007, the share option scheme (“Share Option
Scheme”) was approved.

The purpose of the Share Option Scheme is to recognise and
acknowledge the contributions that eligible participants had made or
may make to the Group. Eligible participants include (a) employees,
directors, consultants, professionals, customers, suppliers, agents,
partners or advisors of or contractors to the Group or a company in
which the Group holds an interest or a subsidiary of such company
(“Affiliate”), or (b) companies beneficially owned by any director,
employee, consultant, professional, customer, supplier, agent, partner,
adviser of or contractor to the Group or an Affiliate. The Share Option
Scheme became effective on 2 June 2007 and, unless otherwise
cancelled or amended, will remain in force for 10 years from that date.

The maximum number of shares which may be issued upon the
exercise of all outstanding share options granted and yet to be
exercised under the Share Option Scheme or any other schemes
involving the grant of options over shares of the Company must not,
in aggregate, exceed 30% of the shares of the Company in issue at
any time. The maximum number of shares issuable under share options
to each eligible participant in the Share Option Scheme within any 12-
month period, is limited to 1% of the shares of the Company in issue
at any time. Any further grant of shares options in excess of this limit is
subject to shareholders’ approval in a general meeting.
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35. SHARE-BASED PAYMENTS (continued)

Share options granted to a director, chief executive or substantial
shareholder of the Company, or to any of their associates, are subject
to approval in advance by the independent non-executive directors. In
addition, any share options granted to a substantial shareholder or an
independent non-executive director of the Company, or to any of their
associates, in excess of 0.1% of the shares of the Company in issue
at any time or with an aggregate value (based on the closing price of
the Company’s shares at the date of the grant) in excess of HK$5
million, within any 12-month period, are subject to shareholders’
approval in advance in a general meeting.

The offer of a grant of share options shall remain open for acceptance
by the eligible participant concerned for a period of not less than three
business days from the date of offer, except for any offer which is
made within the last three business days of the life of this scheme, the
offer shall remain open for acceptance on a business day by the eligible
participant concerned for a period of not longer than the remaining life
of this scheme. An offer cannot be accepted by an eligible participant
who ceases to qualified as an eligible participant after the offer has
been made. No offer shall be capable of or open for acceptance after
the expiry of 10 years for the effective date of this scheme.

The offer of a grant of share options may be accepted upon payment
of a nominal consideration of HK$10 in total by the grantee. The
exercise period of the share options granted is determinable by the
directors, and commences after a certain vesting period as determined
by directors at each grant and ends on a date which is not later than
ten years from the date of the offer of the share options.

The exercise price of the share options is determinable by the directors,
but may not be less than the highest of (i) the Stock Exchange closing
price of the Company’s shares on the date of the offer of the share
options; (i) the average Stock Exchange closing price of the Company’s
shares for the five trading days immediately preceding the date of the
offer; and (iii) the nominal value of the Company’s shares on the date
of the offer.

Share options do not confer rights on the holder to dividends or to
vote at shareholders’ meetings.

During the year, no option (2006: Nil) was granted under the Share
Option Scheme.
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36. NOTES TO CONSOLIDATED CASH FLOW

STATEMENTS

Notes to the Financial Statements 81755 &Kz

(a) Cash flow from operating activities

(a)

36. inS BN ERME

REEBHBRENE

2007 2006
—EEF ZETRF
HK$°000 HK$000
FHETT FAET
(Restated)
(&%)
Profit from operations gl 77,401 130,398
Adjustments for: BEfEL T5#%E
Interest income FEWA (4,602) (403)
Bad debts written off AR EH - 246
Allowance for doubtful debt RERE A 803 -
Gain on financial assets at fair value BAFEFAERRD
through profit or loss EREERE (3,862) (1,578)
Equity-settled share-based payments R IR 4 E AR SZ (S O IE 4,327 =
Listing expenses WX 2,161 =
Property, plant and equipment written off N Y S - 56
(Gain)/loss on disposal of property, HEYHE - RN
plant and equipment B (es) BB (101) 19
Depreciation of property, N 1958
plant and equipment R E 22,642 18,031
Amortisation of prepaid land lease payments B +iHHE S 260 249
Operating profit before movements in RETEEEBSEENRIN
working capital KR T 99,029 147,018
Increase in inventories FEE M (30,140) (43,134)
Increase in trade receivables B 2 FE W IEE N (3,856) (44,281)
(Increase)/decrease in prepayments, TERRIE - Bk
deposits and other receivables H b g zog (3 ) Rl (7,137) 2,266
Increase in trade payables B 2 e IR N 6,543 13,655
Increase in deposits received, Bl e - EMEMFIER
other payables and accruals FERTE A% N 814 5,785
(Decrease)/increase in due to an associate FEAF B A R O ) /50 (57) 3,059
Increase/(decrease) in due to FEREE A RIFUE
related companies #an, Ced) 537 (350)
Increase/(decrease) in due to a director FENE EFRIEE N, O 2 904 (149)
Cash generated from operations KB FTRIR® 66,637 83,869
Income tax paid BTEREH (11,538) (5,812)
Interest paid 2RFLE (4,875) (6,859)
Finance lease charges paid ENRMERNST T (1,120) (1,091)
Net cash generated from operating activities & &£/ FTSIR & F 58 49,104 70,107
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36. NOTES TO CONSOLIDATED CASH FLOW
STATEMENTS (continued)

(b) Major non-cash transaction

0

(i)

(iii)

(iv)

During the year, the Group had entered into finance leases
in respect of property, plant and equipment with total capital
values at the inception of the leases of approximately
HK$9,143,000 (2006: HK$5,447,000).

During the year, the Group sold property, plant and
equipment to a jointly controlled entity at a consideration of
approximately HK$120,000 (2006: Nil). The consideration
had not been settled during the year.

Included in the addition of property, plant and equipment
was an amount of approximately HK$6,940,000 (2006: Nil)
which was transferred from deposits paid for acquisition of
property, plant and equipment and prepaid land lease
payments.

Included in the addition of prepaid land lease payments was
an amount of approximately HK$15,515,000 (2006: Nil)
which was transferred from deposits paid for acquisition of
property, plant and equipment and prepaid land lease
payments.

On 15 December 2006, Ka Shui HK declared an interim
dividend to its then shareholders in the amount of
HK$17,000,000 which was settled against amount due to
a director.
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37.

38.

Notes to the Financial Statements 81755 &Kz

OPERATING LEASE COMMITMENTS

The Group as lessee

At 31 December 2007, the total future minimum lease payments under

non-cancellable operating leases are payable as follows:

37. EEHMRKIE

REBEREEA
R-FZLFEF_A=1+—H8  AEHR
BTARELEROMN T HEDI N

KRR EEINT ¢
2007 2006
—EELHF —EERF
HK$°000 HK$’000
FET FETL
Within one year —FKN 883 7,082
In the second to fifth year inclusive ZEFRF (BIEEEME) 3,418 2,876
After five years & 40,695 38,880
44,996 48,838
Operating lease payments represent rentals payable by the Group for KERONRIEAEBERETEL E’

certain of its staff quarter, warehouse and leasehold land for factory.
Leases for staff quarter and warehouse are negotiated, and rentals
are fixed, for an average term of 1 to 2 years. Lease for leasehold land
are fixed with a term of 41 years.

CAPITAL COMMITMENTS

The Group’s capital commitments in respect of purchase and
construction of property, plant and equipment at the balance sheet
date are as follows:

= BERMIHMEEL M NNES
IEEMERNBNKHEMEIL - %ﬂ,ﬁﬁ
FHERIE2FEMEESEE - HELHAE
HWBENFHRANF -

38. B KIE
REER  NEEABEE REEYE -
MRS B EARERBIT

2007 2006

—EELF —EERF

HK$°000 HK$’000

FET FET

Contracted but not provided for BRI 4B R B E 29,827 5,256

Ka Shui International Holdings Limited EIzEIIZRARAF
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Notes to the Financial Statements 817k &= KizE

39. RELATED PARTY TRANSACTIONS

(@)

39. EALRS

In addition to those related party translations and balances (@) BB IRREM BT RS
disclosed elsewhere in the financial statements, the Group had ARG REEFHIN » FRAREEE
the following transactions with its related parties during the year: BREANTHEITATR S ¢
2007 2006
—ZTLHF N
HK$’000 HK$’000
FET FHET
Sale of property, plant and BE Gk =
equipment to a jointly controlled entity ~ HEYHE - B RRE 120 -
Purchase of machinery, machinery [A) 38 X RS AR
parts and maintenance cost from REERAREE
a related company, Chit Shun Machinery ~ #£28 « #2254 1
Limited (note (ii)) HEAS A (F772(i)) 2,275 3,602
Deposit paid to a related Company, A B A B EE AR AR
Chit Shun Machinery Limited (note 19) AR AR X fH&E (Hz#19) 3,556 3,000
Subcontracting charges paid to =N
an associate xNHBeE 26,685 24,844
Advance from Mr. Lee TR R 21,810 8,348
Advance from a jointly controlled entity — +t[EI#% il & B2 2 =k 9 -
Advance from related companies (note (i) B8:E RN FIHRELEAZ (A1aE()) - 12
Management fee income from NG R
an associate EIRER 156 156
Advance to related companies (note (i)  [FIE8E A BRI (K1) - 3
Advance to Mr. Lee A 25 Je A EA K 22,870 20,806
Advance to an associate BN EEN 6,600 2,500
Interests received from an associate e B % 2 B R ER Y 1| B, 89 78
Notes: Btet
() Mr. Lee has control over these related companies. () ZFRAEY EAEENTRA TS
#E o
(i) Mr. Lee has significant influence in the related company. (iy ZEAEH HMBEEAREERY
27
The above transactions were entered into with the related parties (o) LR F¥HEEE A TIRBE A EHE

on terms mutually agreed by individual parties. In the opinion of
the directors of the Group, these related party transactions were
conducted on normal commercial terms and in the ordinary and
usual course of the Group’s business.

During the year, the key management personnel compensation
paid by the Group was disclosed in note 11 to the financial
statements.

During the year, certain banking facilities of the Group were
secured by personal guarantees provided by Mr. Lee, details of
which is set out in note 31 to the financial statements.
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Notes to the Financial Statements 81755 &Kz

40. PARTICULARS OF SUBSIDIARIES

Particulars of the subsidiaries as at 31 December 2007 are as follows:

40. B A FR¥E
RZBEELtFE+-_A=+—8 " HEBAA

BT :
Issued and Percentage of
fully paid up ownership interest/
Place share capital/ voting power/
Name of incorporation registered capital profit sharing Principal activities
=t AR AL ERITRHZ bR RERE S ETEER
R FMER BHE D
Direct Indirect
HE BE
Ka Shui BVI British Virgin 1 ordinary share of 100% — Investment holding
Islands (“BVI”) US$1 each
REELHES 1R & AR E(E REERR
(EBELEE]) 1R TTH) & AR
Ka Fung Metal Hong Kong 10,000 ordinary shares of 100% Manufacture of zinc
RECE B HK$1 each alloy die casting
10,0008% & % products and
EE1 B TR & iR components
FETES S REERD
N EERME
Ka Shui HK Hong Kong 100 ordinary shares of 100% Sale of zinc, magnesium
Rinak B HK$100 each and aluminium alloy
100 & AR die casting products
E{E 10078 TR X EAX and components
HERE - R
ne @ BEEmNMRTE G
MG Technology The PRC Registered capital 100% Sale and manufacture
gl =R B HK$101,000,000 of zinc, magnesium and
(2006: HK$57,810,000) aluminium alloy
#E & Z8101,000,000/5 7T die casting products
(ZZETRF and components
57,810,000/ 7T) EERHER « 5N
tne @ BEEmNMTEMG
Ka Shui Technology The PRC Registered capital 100% Not yet commenced
(Huizhou) Company R HK$110,000,000 business
Limited #Eff & 75110,000,0007% 7T 8 A F IR A
FineHR GEMN) BRAF]
Elegant Shine BVI 1 ordinary share of 100% Inactive
Investments Limited ~ HBELZHS US$1 each R
TER EFRAF] 1R AR E(E
1SR TTH) AR
Ka Shui Technology Hong Kong 10,000 ordinary shares of 100% Investment holding
Limited B HK$1 each AR

Fim SR B R A A

10,000 A& H%
E{E1BTTH &Rk

BlEXREEERTHR BN BRARY
RIEFBRIZHINGBEDE -

MG Technology and Ka Shui Technology (Huizhou) Company Limited
are wholly-foreign owned enterprise established in the PRC.
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42.

43.

Notes to the Financial Statements 817k &= KizE

SUBSEQUENT EVENTS

The following significant events have been taken place subsequent to
31 December 2007:

(@ Consent has been obtained from banks for the personal
guarantees given by directors of the Company to be released
upon the listing of the shares on the Stock Exchange and replaced
by corporate guarantees and/or other security to be provided by
the Company and/or other members of the Group. At 31
December 2007, personal guarantees provided by Mr. Lee to
three banks had not been released. The personal guarantees to
one of the banks had been released subsequent to the year ended
31 December 2007.

(b)  On 20 February 2008, Ka Shui BVI entered into a sale and
purchase agreement with the remaining shareholders (“Vendor”)
of Wing Yu pursuant to which Ka Shui BVI agreed to acquire and
the Vendor agreed to sell an aggregate equity interest of 60% in
Wing Yu for a total consideration of HK$2,043,800. The effective
date of the acquisition is on 1 January 2008 and the consideration
was satisfied by cash on 20 February 2008. After the transaction,
Wing Yu became a wholly-owned subsidiary of the Company.

() On 18 April 2008, the Company proposed to declare a final
dividend of Hong Kong 0.9 cents per ordinary share to its
shareholders, as further detailed in note 12 to the financial
statements.

COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the
current year’s presentation. The changes included the reclassification
of certain deposits paid for acquisition of property, plant and equipment
and prepaid land lease payments previously classified under
prepayments, deposits and other receivables to non-current assets.
The new classification of the accounting items was considered to
provide a more appropriate presentation of the state of affairs of the
Group.

APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by
the Board of Directors on 18 April 2008.
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Financial Summary B 75  2

For the year ended 31 December

BE+=-A=1t—RHLFE

2004 2005 2006 2007
—ERF —TERF —ETARF ZBELEF
HK$’000 HK$’000 HK$'000 HK$’000
FET FET FET FET
RESULTS E
Turnover e 375,691 348,377 645,588 752,749
Profit before tax B B0 A& A 60,745 15,111 122,759 67,724
Income tax expense Frisfif s (6,135) (2,001) (11,339) (10,179)
Profit for the year F Nz A 54,610 13,110 111,420 57,545
Attributable to AT AT -
— Equity holders of the Company — RARE=RFEAB A 53,662 13,031 109,562 57,492
— Minority interests — LERERFEA 948 79 1,858 53
54,610 13,110 111,420 57,545
As at 31 December
R+=A=+—8H
2004 2005 2006 2007
—TEE —TERFE —TTRE ZBTLE
HK$'000 HK$'000 HK$'000 HK$°000
FET FET FET FET
ASSETS AND LIABILITIES EERAE
Total assets BEE 225,961 296,948 422,109 718,396
Total liabilities waE (117,848) (174,986) (203,739) (198,833)
Net assets FEE 108,113 121,962 218,370 519,563

The results and summary of assets and liabilities for each of the three years
ended 31 December 2006 are extracted from the Company's prospectus
dated 12 June 2007 which have been prepared on a combined basis to
indicate the results of the Group as if the group structure, at the time when
the Company's shares were listed on The Stock Exchange of Hong Kong

Limited, had been in existence throughout those years.
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3/F, EW International Tower, 120 Texaco Road
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