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for the year ended 31 December

Turnover
Gross profit
Profit/(loss) for the year

Profit/(loss) attributable to shareholders

Basic earnings/(loss) per share (in HK cents)

Total assets

Shareholders’ equity

2010
HK$°000

186,095
39,453
4,971
6,313

0.13

951,152

450,834

Financial

2009
HK$'000

121,556

32,025
(203,632)
(203,314)

(4.90)

897,149

198,120
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Chairman’s Statement

Kiu Hung Energy
keeps moving for
sustainable growth

On behalf of the board of directors (the “Board”) of Kiu
Hung Energy Holdings Limited (the “Company”, together
with its subsidiaries, the “Group”), | am pleased to present
the annual report of the Group for the financial year ended
31 December 2010 (the “Year”).

Results and Dividend

During the Year, the Group recorded a turnover of
approximately HK$186.1 million (2009: HK$121.6
million), representing an increase of approximately 53.0%
as compared to the previous year. The Group’s profit
attributable to shareholders for the Year was approximately
HK$6.3 million (2009: loss attributable to shareholders of
HK$203.3 million). Basic earnings per share for the Year
was HK$0.13 cents (2009: basic loss per share HK$4.90
cents). The Board does not recommend the payment of
any dividend for the Year (2009: Nil).

The Group recorded a gain arising on change in fair value
of the Company’s financial liabilities at fair value through
profit or loss amounting to approximately HK$51.3 million
in other gain during the Year as compared to a loss on
change in fair value and derecognition of convertible notes
of approximately HK$163.3 million in other losses in the
previous year. These were all non-cash items and were not
expected to have material adverse effects to the Group’s
cash flow position.

Business Review

During the Year, the Group continued to engage in the
design, manufacture and sale of toys and gifts products
and the mining and exploration of natural resources.

6 KIU HUNG ENERGY HOLDINGS LIMITED



Toys and Gifts Business

Turnover from toys and gifts business was approximately
HK$175.0 million (2009: HK$121.1 million), representing
an increase of approximately 44.5% as compared to the
previous year. The gross profit ratio of the toys and gifts
business was 23.6% for the Year (2009: 27.8%). During
the year, the Group has experienced a certain level of
impact on sales and profit margin in its toys and gifts
business. Under this challenge, the Group restructured
its product mix, continued to focus on household utility
products and consumable goods and closely monitored
on cost control.

Exploration and Mining of Natural Resources
Business

The Group owned the mining rights of Huanghuashan
Coal Mine and exploration rights of Bayanhushuo Coalfield
and Guerbanhada Coal Mine, all located in Inner Mongolia
Autonomous Region, the People’s Republic of China (the
“PRC”) with total estimated coal resources of approximately
507.9 million tonnes under the JORC Code as follows:

Inferred
Resources
(Million tonnes)

Guerbanhada Coal Mine (“GCM”) 106.00
Huanghuashan Coal Mine (“HCM”) 7.85
Bayanhushuo Coal Field (“BCF”) 394.05
Total 507.90

Annual Report 2010 7



Chairman’s Statement

The HCM had officially commenced production in
December 2009 as scheduled and recorded revenue
of approximately HK$11.1 million during the Year (2009:
HK$0.4 million). The HCM is located in Tongliao City of
Inner Mongolia Autonomous Region (“Inner Mongolia”),
the PRC and is close to highways and railways.
Pursuant to an independent technical assessment
report issued by SRK Consulting China Ltd. (“SRK
China”) on 31 January 2008, the HCM has an estimated
coal resources of approximately 7.85 million tonnes of
semi-anthracite coal.

The GCM is located in Xilinguolemeng of Inner Mongolia,
the PRC and is close to highways and railways. Pursuant
to an independent technical assessment report issued
by Steffen Robertson and Kirsten (Australasia) Pty Ltd.
(“SRK Consulting”) on 30 March 2007, the GCM has an
estimated coal resources of approximately 106 million
tonnes of high quality thermal coal and has an excellent
potential to be developed into an economic open cut coal
mine servicing the domestic thermal coal market. The
master planning (425243 %/) of GCM has been agreed by
Inner Mongolia Autonomous Region Development and
Reform Commission (REHBEARERMNELZES)

8 KIU HUNG ENERGY HOLDINGS LIMITED



in April 2010. In addition, such master planning has
been submitted by Inner Mongolia Autonomous Region
Development and Reform Commission to National
Development and Reform Commission of the PRC (FF %
AR AFMBIE R 2 R FE % 8 2) and National Energy
Commission of the PRC (P AR LB EZKEETRB)
for their approvals on 22 June 2010. The licence period
of the exploration right of GCM is from 22 September
2009 to 22 September 2011. In order to expedite the
application process of the mining licence of GCM, the
Group has been closely following up the application

in its best endeavour. The directors of the Company are
very confident and determined to obtain the approval for
the master planning of GCM from National Development
and Reform Commission of the PRC and National Energy
Commission of the PRC successfully during 2011.

BCF is located in Xilinguolemeng of Inner Mongolia.
Pursuant to an independent technical assessment report
issued by SRK China on 31 January 2008, the BCF has an
estimated coal resources of approximately 394.05 million
tonnes of high quality thermal coal.

Annual Report 2010 9



Chairman’s Statement

Prospects

In 2011, the Group will focus on the continuous
development of our coal energy business. On 8
July 2010 (as supplemented by the first and second
supplemental agreements dated 20 August 2010 and
22 December 2010), the Group has entered into a
conditional contract to acquire eight coal mines in the
Guizhou Province of the PRC (the “Mines”) at a total
consideration for not more than HK$8,889,110,000 (the
“Acquisition”). A technical adviser has been appointed
by the Company as the competent person to prepare
the technical reports on the estimated amounts of coal
resources of the Mines. The Mines are preliminarily
estimated to have anthracite coal resources of not less
than 642.5 million tonnes. Anthracite coal is a high
quality coal mainly used in power generation. Along with
the growth in coal consumption in China, there is also
a constant increase in the demand for anthracite coal.
As Guizhou Province is located in the south-western
part of China where high quality anthracite coal can be
found and its geographical location is advantageous
for providing supplies to the local power generation,
the Acquisition in Guizhou Province is in line with the
business development strategies of our coal business.
For further details of the Acquisition, please refer to the
Company’s announcements on 1 April 2010, 20 August
2010 and 22 December 2010. The Acquisition is yet to
be completed. Further details on the Acquisition will be
announced by the Company at appropriate time.

During the Year, we closely looked into coal mine
projects in China and other regions. The Company’s
management believes that the substantial proven coal
resources in Mongolia is not only a good fit for our
energy business expansion strategy but also fulfills the
increasing coal importing demand of China. Mongolia
is estimated to have huge amount of coal reserves,
and its exporting amount of coal products to China is
expected to increase sharply due to the increasingly
friendly regulations for cross border trading from both
sides. Though the lack of infrastructure in Mongolia is
one of the reasons that coal reserves have not been
well-developed in the past, the continuing attention and
geographically advantage of Mongolia is still one of the
best options to fulfill the future coal product demands
in northern part of China.

As the Group has an aggregate amount of existing coal
resources of approximately 507.9 million tonnes, we will
be able to tap the energy and natural resources business
with high growth potential in order to maximise our
shareholders’ value. With the committed efforts of the
dedicated management and staff, we are confident and
optimistic on the business prospects of the Group.

Appreciation

On behalf of the Board, | would like to take this opportunity
to express our most sincere thanks and gratitude for the
continuing supports of our shareholders, business partners
and parties from various fields, and also for the contribution
and dedication of our management and dedicated staff in
last year.

Hui Kee Fung
Chairman

Hong Kong, 28 March 2011

10 KIU HUNG ENERGY HOLDINGS LIMITED



Management Discussion and Analysis

At Kiu Hung Energy,
we motivate ourselves
to strive for bigger

revenue, more

acquisition and ever
growing opportunities

Financial Highlights

During the Year, the Group recorded a turnover of
approximately HK$186.1 million (2009: HK$121.6
million), representing an increase of approximately 53.0%
as compared to the previous year. The Group’s profit
attributable to shareholders for the Year was approximately
HK$6.3 million (2009: loss attributable to shareholders of
HK$203.3 million, restated). Basic earnings per share for
the Year was HK$0.13 cents (2009: basic loss per share
HK$4.90 cents, restated).

The Group recorded a gain arising on change in fair value of
the Company’s financial liabilities at fair value through profit
or loss amounting to approximately HK$51.3 million in other
gain (2009: loss on change in fair value and derecognition
of convertible notes of approximately HK$163.3 million in
other losses). These were all non-cash items and were not
expected to have material adverse effects to the Group’s
cash flow position.

Dividend

The Board does not recommend the payment of any
dividend for the Year (2009: Nil).

Business and Operational Review

Segmental Information Analysis

During the Year, the Group continued to engage in the
design, manufacture and sale of toys and gifts products and
the mining and exploration of natural resources. The Group
has two reportable segments, namely, “Manufacturing and
trading of toys and gifts items” and “Exploration and mining
of natural resources”.

Manufacturing and trading of toys and gifts items
Turnover from toys and gifts business was approximately
HK$175.0 million (2009: HK$121.1 million), representing
an increase of approximately 44.5% as compared to the
previous year. The gross profit ratio of the toys and gifts
business was 23.6% for the Year (2009: 27.8%). During
the year, the Group has experienced a certain level of
impact on sales and profit margin in its toys and gifts
business. Under this challenge, the Group restructured
its product mix, continued to focus on household utility
products and consumable goods and closely monitored
on cost control.

Annual Report 2010 1



Management Discussion and Analysis

Exploration and mining of natural resources

The Group owned the mining rights of Huanghuashan
Coal Mine and exploration rights of Bayanhushuo Coalfield
and Guerbanhada Coal Mine, all located in Inner Mongolia
Autonomous Region, the People’s Republic of China (the
“PRC”) with total estimated coal resources of approximately
507.9 million tonnes under the JORC Code as follows:

Inferred Resources
(Million tonnes)

Guerbanhada Coal Mine (“GCM”) 106.00
Huanghuashan Coal Mine (“HCM”) 7.85
Bayanhushuo Coal Field (“BCF”) 394.05
Total 507.90

Y

The HCM had officially commenced production in December
2009 as scheduled and recorded revenue of approximately
HK$11.1 million during the Year (2009: HK$0.4 million).
The HCM is located in Tongliao City of Inner Mongolia
Autonomous Region (“Inner Mongolia”), the PRC and is
close to highways and railways. Pursuant to an independent
technical assessment report issued by SRK Consulting
China Ltd. (“SRK China”) on 31 January 2008, the HCM
has an estimated coal resources of approximately 7.85
million tonnes of semi-anthracite coal.

The GCM is located in Xilinguolemeng of Inner Mongolia,
the PRC and is close to highways and railways. Pursuant
to an independent technical assessment report issued by
Steffen Robertson and Kirsten (Australasia) Pty Ltd. (“SRK
Consulting”) on 30 March 2007, the GCM has an estimated
coal resources of approximately 106 million tonnes of high
quality thermal coal and has an excellent potential to be
developed into an economic open cut coal mine servicing

12 KIU HUNG ENERGY HOLDINGS LIMITED



the domestic thermal coal market. The master planning
(4% R &) of GCM has been agreed by Inner Mongolia
Autonomous Region Development and Reform Commission
(AEE BRRERMBEZ EE)in April 2010. In addition,
such master planning has been submitted by Inner Mongolia
Autonomous Region Development and Reform Commission
to National Development and Reform Commission of the
PRC (FF# A R R E B R 2% R M E Z 8§ §) and National
Energy Commission of the PRC (F# A R MBI E K47
f3) for their approvals on 22 June 2010. The licence period
of the exploration right of GCM is from 22 September
2009 to 22 September 2011. In order to expedite the
application process of the mining licence of GCM, the
Group has been closely following up the application in
its best endeavour. The directors of the Company are
very confident and determined to obtain the approval for
the master planning of GCM from National Development
and Reform Commission of the PRC and National Energy
Commission of the PRC successfully during 2011.

BCF is located in Xilinguolemeng of Inner Mongolia.
Pursuant to an independent technical assessment report
issued by SRK China on 31 January 2008, the BCF has an
estimated coal resources of approximately 394.05 million
tonnes of high quality thermal coal.

Geographical information

During the year, the North America (includes the United
States of America and Canada) recorded the largest
increase in revenue by geographical market, where turnover
amounted to approximately HK$146.5 million compared to
approximately HK$91.1 million last year and represented
78.7% of the Group’s total revenue. Sales in the European
Union (includes Spain, Italy, France and the United Kingdom)
recorded a slight increase of approximately 6.5% from
approximately HK$18.6 million last year to approximately
HK$19.8 million for the Year which represented 10.6% of
the Group’s total revenue.

Other income

Other income for the Year increased by approximately
86.1% to approximately HK$6.7 million as compared to
approximately HK$3.6 million (as restated) in the previous
year. The increase was mainly due to an increase of fair
value gain on the Group’s investment properties amounting
to approximately HK$4.7 million.

Selling and distribution expenses

Selling and distribution expenses for the Year increased by
approximately 61.6% to approximately HK$23.6 million as
compared to approximately HK$14.6 million in the previous
year. The increase was mainly attributable to an increase of
the Group’s revenue as mentioned in the above paragraph
headed “Financial Highlights”.

Administrative expenses

Administrative expenses for the Year increased by
approximately 86.4% to approximately HK$61.5 million
as compared to approximately HK$33.0 million in the
previous year. The increase was mainly due to additional
administrative expenses arising from (i) the commencement
of the HCM’s operation since December 2009; (ii) legal and
professional fees incurred for the development of mining
and exploration of coal business; and (iii) additional share-
based payments as a result of share options granted in
January 2010.

Other gain/(losses)

Other gain for the Year amounted to approximately HK$52.3
million as compared to approximately HK$166.3 million of
other losses in the previous year (as restated). The significant
change was mainly due to the gain arising on change in
fair value of the Company’s financial liabilities at fair value
through profit or loss amounting to approximately HK$51.3
million as compared to the loss on change in fair value
and derecognition of convertible notes of approximately
HK$163.3 million in the previous year (as restated).

Annual Report 2010 13



Management Discussion and Analysis

Finance costs

Finance cost for the Year decreased by approximately
69.3% to approximately HK$7.1 milion as compared to
approximately HK$23.1 million in the previous year. The
decrease was mainly due to (i) the decrease of the bank
loan interest by approximately HK$5.3 million as a result
of the repayment of the bank loans in the previous year
and (i) approximately HK$11.9 million of interest expenses
accounted for in respect of the liability component of the
Company’s convertible notes, in which the Company has
designated the entire Altered CN1 and CN2 as financial
liabilities at fair value through profit or loss since 2 October
2009, in the previous year.

Liquidity and Financial Resources

The Group generally finances its operations with internally
generated cash flow and facilities provided by its principal
bankers in Hong Kong and in the PRC. The Group had cash
and bank balances of approximately HK$49.7 million as at
31 December 2010 (2009: HK$82.7 million). The Group’s
cash and bank balances were mostly held in Hong Kong
dollars and Renminbi.

At 31 December 2010, the Group’s bank and other
borrowings amounted to approximately HK$38.3 million
(2009: HK$42.9 million). Due to the change in accounting
policy as shown in note 2(a) to the consolidated financial
statements, all the Group’s bank and other borrowings
were classified as repayable within one year. The Group’s

g

bank and other borrowings were denominated in Hong
Kong dollars and Renminbi, of which approximately 63.6%
(2009: 73.5%) bore interest at fixed lending rate.

The Group had financial liabilities at fair value through profit
or loss of approximately HK$245.3 million at 31 December
2010 (2009: HK$445.8 million, restated). The decrease was
mainly due to (i) the conversion of the convertible notes
into the Company’s ordinary shares during the Year and (i)
the fair value gain as mentioned in the above paragraph
headed “Other gain/(losses)”.

The gearing ratio of the Group calculated as the Group’s
net debts (comprising trade payables, accruals and other
payables, tax payable, borrowings less bank and cash
balances) over its total equity was approximately 6.16%
as at 31 December 2010 (2009: 1.12%, restated).

Net current assets of the Group as at 31 December
2010 was approximately HK$21.3 million (2009: HK$20.0
million, as restated) and the current ratio of the Group was
approximately 27.5% (2009: 23.6%, restated).

As the majority of the Group’s transactions and borrowings
were denominated in Hong Kong dollars, United States
dollars and Renminbi, the Group’s exposure to exchange
rate fluctuation was relatively insignificant and the Group
had not used any financial instruments for hedging during
the Year.

As at 31 December 2010, certain property, plant and
equipment, prepaid land lease payments and investment
properties held by the Group with carrying values of
approximately HK$42.9 million (2009: 28.0 million),
approximately HK$4.8 million (2009: HK$4.8 million) and
HK$8 million (2009: Nil), respectively, were pledged to
secure general banking facilities granted to the Group.

As at 31 December 2010, the Group did not have any
significant capital commitments or contingent liabilities
(2009: Nil).

14 KIU HUNG ENERGY HOLDINGS LIMITED



Location of Our Coal Projects
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Management Discussion and Analysis

Business Prospects and Future Plans for
Material Investment

We believe our coal business is important for the Group
as it enables us to tap the energy and natural resources
business and to enter into a diversified and high growth
development stage. We are positive about the prospect
of the coal mining industry in the PRC. As coal is the
major source of the PRC’s primary energy consumption, we
believe that the demand for coal from the power and other
industries will continue to be robust in the foreseeable future
in view of the continual economic growth in the PRC.

Going forward, the Group will continue to explore other
investment opportunities in the energy and natural resources
industries that have earning potentials in order to expand
its existing operations and to diversify its business.

In 2011, the Group will focus on the continuous
development of our coal energy business. On 8 July 2010
(as supplemented by the first and second supplemental
agreements dated 20 August 2010 and 22 December
2010), the Group has entered into a conditional contract
to acquire eight coal mines in the Guizhou Province of the
PRC (the “Mines”) at a total consideration for not more than
HK$8,889,110,000 (the “Acquisition”). A technical adviser
has been appointed by the Company as the competent
person to prepare the technical reports on the estimated
amounts of coal resources of the Mines. The Mines are
preliminarily estimated to have anthracite coal resources
of not less than 642.5 million tonnes. Anthracite coal is a
high quality coal mainly used in power generation. Along
with the growth in coal consumption in China, there is also
a constant increase in the demand for anthracite coal. As
Guizhou Province is located in the south-western part of
China where high quality anthracite coal can be found and
its geographical location is advantageous for providing
supplies to the local power generation, the Acquisition in
Guizhou Province is in line with the business development
strategies of our coal business. For further details of the
Acquisition, please refer to the Company’s announcements
on 1 April 2010, 20 August 2010 and 22 December 2010.
The Acquisition is yet to be completed. Further details
on the Acquisition will be announced by the Company at
appropriate time.

During the Year, we closely looked into coal mine projects
in China and other regions. The Company’s management
believes that the substantial proven coal resources in
Mongolia is not only a good fit for our energy business
expansion strategy but also fulfills the increasing coal
importing demand of China. Mongolia is estimated to have
huge amount of coal reserves, and its exporting amount
of coal products to China is expected to increase sharply
due to the increasingly friendly regulations for cross border
trading from both sides. Though the lack of infrastructure in
Mongolia is one of the reasons that coal reserves have not
been well-developed in the past, the continuing attention
and geographically advantage of Mongolia is still one of
the best options to fulfill the future coal product demands
in northern part of China.

As the Group has an aggregate amount of existing coal
resources of approximately 507.9 million tonnes, we will
be able to tap the energy and natural resources business
with high growth potential in order to maximise our
shareholders’ value. With the committed efforts of the
dedicated management and staff, we are confident and
optimistic on the business prospects of the Group.

Capital Structure and Use of Proceeds

As at 31 December 2010, the capital structure of the
Company is constituted of 5,014,426,800 ordinary
shares of HK$0.02 each. Apart from ordinary shares in
issue, the capital instruments in issue of the Company
include convertible notes and options to subscribe for the
Company’s shares.

During the Year, 407,120,000 new ordinary shares have
been issued by the Company (2009: 11,547,000 shares)
as a result of issuing (i) 403,200,000 new ordinary shares
upon the conversion of the Company’s convertible notes
(2009: Nil) and (i) 3,920,000 new ordinary shares upon
the exercise of share options by the option holders (2009:
11,547,000 shares).

During the Year, 68,000,000 new share options (2009:
27,000,000) have been granted under the share option
scheme adopted by the Company. As at 31 December
2010, 142,198,600 share options remained outstanding
(2009: 81,118,600 share options).

16 KIU HUNG ENERGY HOLDINGS LIMITED



The Group considers that it is beneficial to the Company
and the shareholders as a whole to raise capital for the
future business development of the Group by way of the
placing new shares as it will broaden the capital and
shareholder base of the Company thereby increasing the
liquidity of the shares.

Pursuant to the Company’s announcement dated 18
January 2010, the Company entered into a top-up placing
agreement with a placing agent to place 180,000,000
new ordinary shares of the Company at placing price of
HK$0.339 per share to not less than six independent
investors on 18 January 2010. The net subscription price
(after deducting the placing expenses of approximately
HK$1.60 million) is approximately HK$0.329 per share.
The net proceeds of approximately HK$59.42 million would
be used as follows: (i) approximately HK$15 million for
repayment of the Group’s borrowings and (i) approximately
HK$44.42 million as capital expenditure for the Group’s
coal energy business and as general working capital of
the Group.

Employment, Training and Development

At 31 December 2010, the Group had a total of 709
employees (2009: 735 employees). The Group maintains
good working relations with its employees and has
committed itself to staff training and development.
Remuneration packages are maintained at a competitive
level and are being reviewed on a periodical basis. Bonus
and share options are awarded to employees according
to the assessment of individual performance and industrial
practice.

Restatements due to Correction of Prior Year
Errors and Change in Accounting Policies

The details of restatements due to correction of prior year
errors and change in accounting policies are set out in note
3 to the consolidated financial statements.
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Profile of Directors and Senior Management

Directors

Executive Directors

Mr. Hui Kee Fung, aged 50, has been appointed as
executive director and chairman of the Company since
November 2000. He has over 20 years of experience in
various industries. He is currently a Standing Committee
Member of the Chinese People’s Political Consultative
Conference of Fujian Province, the PRC, a Fellow of the
Asian Knowledge Management College, a Member of the
Economic Cooperative Committee between Hong Kong
and the Fujian Province, the PRC, an Executive Director
of the Hong Kong Federation of Fujian Association, a
Standing Committee Member of the Economic Cooperative
and Promotion Committee between Hong Kong and the
Heilongjiang Province, the Honorable Chairman of the
Hong Kong Fujian Charitable Education Fund, the Deputy
Managing Director of The Fujian Putian University in the
PRC, and an Honorary Citizen of Putian, Fujian, the PRC.
Mr. Hui has awarded the Young Industrialist Awards of
Hong Kong in 2001.

Mr. Yu Won Kong, Dennis, aged 61, has been appointed
as executive director since October 2009. He is also the
chief executive officer of the Company and has over 20
years of experience in financial investment field. From 2003
to 2006, Mr. Yu was a director of Fortuna International
Holdings Limited, a company listed on The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”). During
the period from 1995 to 2003, he acted as executive
director respectively in several listed companies in Australia,
Frankfurt and NASDAQ and was responsible for identifying
acquisition targets, raising fund, and monitoring those
companies’ direct investment activities in the PRC. Mr.
Yu is also the chairman and executive director of Ruifeng
Petroleum Chemical Holdings Limited, formerly known as
Thinsoft (Holdings) Inc, a company listed on the Growth
Enterprise Market of the Stock Exchange (“GEM”).

Mr. Guo Tianjue, aged 71, has been appointed as
executive director since October 2009. He graduated from
Wuhan University with a bachelor’s degree in science.
From 1963 to 1975, Mr. Guo held the position of engineer
of Nuclear Power Institute of China. From 1975 to 1983,
Mr. Guo was the chief engineer and held many other
managerial positions of Department of Nuclear Power,
Ministry of Nuclear Industry. From 1983 to 1986, Mr. Guo
was the chief secretary and held many other managerial

positions of Guangdong Nuclear Power Construction
Command Office and Guangdong Nuclear Power Joint
Venture Co. Ltd. Mr. Guo was awarded an Honor Certificate
from government of the PRC in October 1985 for his
long-standing contribution to the nuclear industry. Since
1987, Mr. Guo served as director or senior consultant of
a number of financial institutions, securities, energy and
investment firms in the mainland China and Hong Kong.
Mr. Guo has accumulated over 30 years of experience in
economics, finance, securities and enterprise management.
Currently, Mr. Guo is also the board member of China
Mergers & Acquisitions Association of All-China Federation
of Industry & Commerce and the honorary president of
China Universities Alumni (Hong Kong) Association.

Mr. Lam Kit Sun, aged 33, has been appointed as
executive director since October 2009. He has over 10
years of experience in the field of financial reporting, financial
management and audit experience in Greater China area
and Hong Kong. Mr. Lam has worked in an international
accountancy firm in Hong Kong for over 4 years and has
been the company secretary and qualified accountant of
China Leason Investment Group Co. Limited, a company
listed on GEM. Mr. Lam is a practicing member of the Hong
Kong Institute of Certificate Public Accountants. Mr. Lam
is also the non-executive director of Ruifeng Petroleum
Chemical Holdings Limited, formerly known as Thinsoft
(Holdings) Inc, a company listed on the GEM.

Independent Non-Executive Directors

Mr. Lam Siu Lun, Simon, aged 61, has been appointed
as independent non-executive director since October
2009. He graduated from the University of Hong Kong in
1973. After graduation, he worked at KPMG London and
Hong Kong and obtained his qualification as a Chartered
Accountant and Certified Public Accountant from the
Institute of Chartered Accountants in England and Wales
and Hong Kong Institute of Certified Public Accountants
respectively. Mr. Lam has been a practicing accountant
for over 19 years and is the proprietor of Messrs. S. L.
Lam & Company. He has served as a member of the
Insider Dealing Tribunal on a number of occasions. He is
an independent non-executive director and audit committee
member of Lifestyle International Holdings Limited, and
Le Saunda Holdings Ltd, companies whose securities are
listed on the Stock Exchange.
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Mr. Zhang Xianmin, aged 57, has been appointed as
independent non-executive director since October 2009.
He graduated from China Central Radio and Television
University with a degree in administration. Mr. Zhang
currently holds the following positions: Chairman of China
Economic & Culture Fund in Hong Kong, Chairman of
magazine “Coastline”, Part-time Professor of Xiamen
University, Part-time Professor of Zhongnan University of
Economics and Law, Chief Coordinator of Aid-the-Poor &
Aid-the-Students Programme of Hong Kong Society for the
Promotion of Virtue, Deputy Secretary-General of China
Economics Award Administration Committee, Director of
Hong Kong Branch, China Council for the Promotion of
Peaceful National Reunification. In addition, he once served
as deputy chairman of Shenzhen Association of Enterprises
with Foreign Investment.

Mr. Mohammed Ibrahim Munshi, aged 51, has been
appointed as independent non-executive director since
October 2009. He graduated from Portsmouth Polytechnic
in 1986 with a bachelor’s degree in Geology and obtained
a Master of Business Administration from the University of
Central Queensland in 1996. Mr. Munshi is a geologist with
an extensive mining engineering background of over 20
years experience, in exploration, development, production
and both technical and corporate management in the
gold and coal mining industry. Mr. Munshi is currently the
chairman and managing director of Prosperity Resources
Limited, a Western Australian based gold-copper explorer
listed on the Australian Securities Exchange. He is also the
non-executive chairman of Paramount Mining Corporation
Limited, a company listed on the Australian Stock Exchange
with a strategic focus on coal and infrastructure projects in
Indonesia. Mr. Munshi has a broad exposure to large multi-
national corporations and junior mining and entrepreneurial
companies, having working previously for lvanhoes Mines
Limited, ACM Limited, Posgold/Normandy Mining, Great
Central Mines NL, Ashanti Goldfields Limited and JCI
Limited and was involved in project evaluation, financing,
legal and administrative functions in these companies. Over
the last six years, Mr. Munshi has been involved in a number
of significant capital raising for exploration and mining
projects in Asia, South America and Europe. He has worked
extensively in coal projects and the related infrastructure in
Asia, particularly in the PRC and Mongolia.

Senior Management

Mr. Cheung Kai Fung, aged 36, is the chief financial officer
and company secretary of the Company. Mr. Cheung holds
a bachelor in business administration degree in information
and systems management from The Hong Kong University
of Science and Technology. Mr. Cheung is a Certified Public
Accountant of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of
Chartered Certified Accountants. Mr. Cheung was the
group financial controller, qualified accountant and joint
company secretary of China Sunshine Paper Holdings
Company Limited, a company listed on the main board
of the Stock Exchange, prior to joining the Company. Mr.
Cheung has over 10 years of finance, investor relations
and audit experience.

Mr. Yang Runzhi, aged 56, is the managing director of
Inner Mongolia Mingrunfeng Energy Co., Ltd. and Tongliao
City Heng Yuan Mining Company Limited, the wholly owned
subsidiary of the Company. He has 25 years of experience
in military and government and over 10 years of experience
in the coal industry in Inner Mongolia. He is a Senior
Economist for coal industry and has worked as the General
Manager of Beijing Zhongmei Hengrun Co., Ltd. (3t /&
15387 A A, a subsidiary of the China Coal Group). He has
in-depth knowledge in the sales and marketing of coals,
processing of coal products and purchasing of coal mine
machinery and equipment.

Mr. Hui Ki Yau, aged 49, is the president of the Group’s
toy and gift business. He is responsible for the operations
and the sales and marketing functions of the toy and
gift business of the Group. Mr. Hui has over 20 years of
experience in the sales and marketing field. He is currently
a Standing Committee Member of the Chinese People’s
Political Consultative Conference of Putian City, Fujian
Province, the PRC, an Executive Member of Fujian Putian
Commerce Association, a member of the Hong Kong Trade
Development Council Toys Advisory Committee, a Director
of The Fujian Putian University and an honorary citizen of
Putian, Fujian, the PRC. Mr. Hui is the brother of Mr. Hui
Kee Fung and Madam Hui Hung Tan, Teresa.

Madam Hui Hung Tan, Teresa, aged 42, is the operation
manager of the Group’s toys and gifts business. Madam Hui
has over 16 years of experience in the toy and decorative
gift industries. Madam Hui is a Director of The Fujian Putian
University and an honorary citizen of Putian, Fujian, the
PRC. She is the sister of Mr. Hui Kee Fung and Mr. Hui
Ki Yau.
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Report of the Directors

The directors of the Company herein present their report
and the audited financial statements of the Company and
the Group for the year ended 31 December 2010.

Principal Activities

The principal activity of the Company is investment
holding. Details of the principal activities of the principal
subsidiaries are set out in note 21 to the consolidated
financial statements.

Segment Information

An analysis of the Group’s turnover and results by principal
activities and geographical area of operations for the year
ended 31 December 2010 is set out in note 7 to the
consolidated financial statements.

Results and Dividends

The Group’s result for the year ended 31 December 2010
and the state of affairs of the Company and of the Group at
that date are set out in the consolidated financial statements
on pages 34 to 38.

The directors of the Company do not recommend the
payment of any final dividend for the year ended 31
December 2010.

Property, Plant and Equipment

Details of movements in the property, plant and equipment
of the Group during the year are set out in note 13 to the
consolidated financial statements.

Investment Properties

Details of the Group’s investment properties are set out in
note 15 to the consolidated financial statements.

Borrowings

Details of the borrowings of the Group as at 31 December
2010 are set out in note 27 to the consolidated financial
statements.

Share Capital and Share Options

Details of movements in the Company’s share capital and
share options during the year are set out in notes 32 and
34 to the consolidated financial statements.

Reserves

Details of movements in the reserves of the Company and
the Group during the year are set out in note 33 to the
consolidated financial statements.

Distributable Reserves

As at 31 December 2010, the Company had distributable
reserves of approximately HK$356.2 million (2009: HK$99.8
million). Under the Company’s memorandum and articles
of association and the Companies Law (Revised) of the
Cayman Islands, the contributed surplus and share premium
of the Company of HK$125.2 million (2009: HK$125.2
million) and HK$758.1 million (2009: HK$560.5 million),
respectively, at 31 December 2010 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.

Five Year Financial Summary

A summary of the results and the assets and liabilities of
the Group for the last five financial years is set out on page
118 of the annual report.

Pre-emptive Rights

There are no provisions for pre-emptive rights under the
Company’s articles of association or the laws of the Cayman
Islands, being the jurisdiction in which the Company is
incorporated, which would oblige the Company to offer new
shares on a pro rata basis to existing shareholders.

Purchase, Redemption or Sale of Listed
Securities

Neither the Company, nor any of its subsidiaries purchased,
redeemed or sold any of the Company’s listed securities
during the year.
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Charitable Contributions

During the year, the Group made charitable contributions
totaling approximately HK$42,000 (2009: HK$2,000).

Retirement Benefits Schemes

The Group operates a Pension Scheme and a MPF Scheme
for all qualifying employees. The assets of the schemes are
held separately from those of the Group in funds under the
control of the trustees. The employees of the subsidiaries
in the PRC participate in the state-managed retirement
benefits schemes operated by the relevant local government
authority in the PRC. The subsidiaries are required to make
contributions to the Schemes at a certain percentage of
the basic salaries of their employees. The only obligation of
the Group with respect to the retirement benefits schemes
is to make the specified contributions.

The total cost charged to the consolidated income statement
of approximately HK$2,470,000 (2009: approximately
HK$2,949,000) represents contributions payable to the
schemes by the Group at the rates specified in the rules
of the schemes.

No employer’s contribution was forfeited during the
year. No unutilised forfeited contribution (2009: Nil) was
available at 31 December 2010 to reduce the Group’s
future contributions.

The Group does not have any other pension scheme for its
employees. In the opinion of the directors of the Company,
the Group did not have any significant contingent liabilities
as at 31 December 2010 in respect of the retirement of
its employees.

Major Customers and Suppliers

In the year under review, sales to the Group’s five largest
customers accounted for approximately 80.1% of the total
sales for the year and sales to the largest customer included
therein accounted for approximately 38.6%. Purchases
from the Group’s five largest suppliers accounted for
approximately 50.2% of the total purchases for the year
and purchases from the largest supplier included therein
accounted for approximately 10.6%.

None of the directors of the Company or any of their
associates or any shareholders (which, to the best
knowledge of the directors, own more than 5% of the
Company’s issued share capital) had any beneficial interest
in the Group’s five largest customers or suppliers during
the year.

Directors

The directors of the Company during the year were:

Executive directors:

Mr. Hui Kee Fung (Chairman)

Mr. Yu Won Kong, Dennis (Chief Executive Officer)
Mr. Guo Tianjue

Mr. Lam Kit Sun

Independent non-executive directors:
Mr. Lam Siu Lun, Simon

Mr. Zhang Xianmin

Mr. Mohammed lbrahim Munshi

The directors of the Company, including the independent
non-executive directors, are subject to retirement by
rotation and re-election in accordance with the provisions
of the Company’s articles of association.

In accordance with article 87 of the Company’s articles
of association, Mr. Lam Kit Sun, Mr. Lam Siu Lun, Simon
and Mr. Mohammed Ibrahim Munshi will retire by rotation
and, being eligible, will offer themselves for re-election at
the forthcoming annual general meeting.

Profile of Directors and Senior Management

Biographical details of the directors of the Company and of
the senior management of the Group are set out on pages
18 to 19 of the annual report.
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Directors’ Service Contracts

Mr. Hui Kee Fung (“Mr. Hui”) has entered into a service
contract with the Company for an initial term of three years
commencing on 1 July 2009 (“Service Period”), which may
be terminated by either party thereto by giving to the other
three months’ prior notice in writing. During the Service
Period, if the Company terminates the service contract by
giving termination notice, the Company shall pay Mr. Hui
in cash (i) all outstanding salary and amount payable to
Mr. Hui; and (i) an amount equivalent to the salary for the
remaining period of the Service Period but in any case such
amount shall not exceed one year’s remuneration in full.

Mr. Yu Won Kong, Dennis and Mr. Guo Tianjue have entered
into a service contract with the Company for an initial term
of two years commencing on 22 October 2009, which may
be terminated by either party thereto by giving to the other
three months’ prior notice in writing.

Mr. Lam Kit Sun has entered into a service contract with
the Company for an initial term of two years commencing
on 27 October 2009, which may be terminated by either
party thereto by giving to the other three months’ prior
notice in writing.

Apart from the foregoing, no director proposed for re-
election at the forthcoming annual general meeting has a
service contract with the Company which is not determinable
by the Company within one year without payment other
than statutory compensation.

Term of Non-Executive Directors

The non-executive directors are appointed for a fixed term
of 2 years.

Directors’ Interests in Contracts

Save for transactions as disclosed to notes 30 and 38 to
the consolidated financial statements, no director had a
significant beneficial interest, either direct or indirect, in
any contract of significance to the business of the Group
to which the Company, its holding company, or any of its
subsidiaries was a party during the year.

Directors’ Interests in Shares

As at 31 December 2010, the interests and short positions
of the directors and chief executive 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 (the “SFO”))
which had been 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 deemed or taken to have under such provisions of the
SFO) or which were required pursuant to section 352 of
the SFO, to be entered in the register referred to therein
or which were required pursuant to the Model Code for
Securities Transactions by Directors of Listed Companies
(the “Model Code”) contained in the Rules Governing the
Listing of Securities on the Stock Exchange (the “Listing
Rules”) to be notified to the Company and the Stock
Exchange were as follows:

Number or Approximate

attributable Capacity percentage or

number of Interest of Interest of attributable

Name of shares held or controlled child under Beneficial percentage of
director short positions corporation 18 or spouse owner shareholdings
(%)

Yu Won Kong, Dennis (Note 1) 1,278,221,872(L)  754,721,872(L) 14,500,000(L)  509,000,000(L) 25.49%
Hui Kee Fung (Note 2) 775,500,000(L)  767,500,000(L) - 8,000,000(L) 15.47%
Guo Tianjue 8,000,000(L) - - 8,000,000(L) 0.16%
Lam Kit Sun 8,000,000(L) - - 8,000,000(L) 0.16%
Lam Siu Lun, Simon 6,000,000(L) - - 6,000,000(L) 0.12%
Zhang Xianmin 6,000,000(L) - - 6,000,000(L) 0.12%
Mohammed Ibrahim Munshi 6,000,000(L) - - 6,000,000(L) 0.12%

L: Long Position
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Notes:

1. The entire issued share capital of Gold Dynasty Investments
Limited is beneficially owned as to 45% by Top Advance
Group Limited. The entire issued share capital of Top
Advance Group Limited is beneficially owned as to 50%
by Strong Choice Investments (Holdings) Ltd., the entire
issued share capital of which is beneficially owned by Yu
Won Kong, Dennis.

2. Legend Win Profits Limited is a company incorporated
in the British Virgin Islands. The issued share capital of
Legend Win Profits Limited is beneficially owned by Hui
Kee Fung, Hui Ki Yau and Hui Hung Tan, Teresa and Hui’s
K. K. Foundation Limited as to 38.95%, 32.63%, 23.16%
and 5.26%, respectively. Hui’s K. K. Foundation Limited is a
company incorporated in Hong Kong, limited by guarantee
and does not have a share capital. Hui Kee Fung, Hui Ki
Yau and Hui Hung Tan, Teresa are the registered members
and directors of Hui’s K. K. Foundation Limited.

Save as disclosed above, none of the directors of the
Company nor their associates had any interests or short
positions in any shares, underlying shares or debentures
of the Company or any of its associated corporations as
at 31 December 2010.

Save as disclosed above, as at the 31 December 2010, none
of the directors and the chief executives of the Company
and their respective associates had any interests or short
positions in the shares, underlying shares and debentures
of the Company and its associated corporations (within the
meaning of Part XV of the SFO) which had been notified
to the Company and the Stock Exchange pursuant to the
Divisions 7 and 8 of Part XV of the SFO (including interests
and short positions in which they are deemed or taken to
have under such provisions of the SFO) or which were
required, pursuant to section 352 of the SFO, to be entered
in the register referred to therein or which were required
pursuant to the Model Code contained in the Listing Rules
to be notified to the Company and the Stock Exchange.

Directors’ Rights to Acquire Shares or
Debentures

Apart from as disclosed under the headings “Directors’
Interests in Shares” above and “Share Option Scheme”
below, at no time during the year were rights to acquire
benefits by means of the acquisition of shares in or
debentures of the Company granted to any director or
their respective spouse or children under 18 years of age,
or were any such rights exercised by them; or was the
Company, its holding company, or any of its subsidiaries a
party to any arrangement to enable the directors to acquire
such rights in any other body corporate.

Share Option Scheme

The Company adopted a share option scheme (the “Scheme”)
which became effective on 28 May 2002. Pursuant to the
Scheme, the directors may, at their discretion, invite any
eligible employees (including executive directors), any non-
executive directors, shareholders, suppliers and customers
of the Group and any other parties having contributed or
may contribute to the development of the Group to take
up options to subscribe for the shares. The subscription
price shall be a price determined by the directors, but
shall not be less than the highest of (i) the closing price of
the shares on the date of the offer; (i) the average closing
price of the shares for the five trading days immediately
preceding the date of the offer; and (i) the nominal value
of the share.

The maximum number of shares which may be issued upon
exercise of all outstanding options granted and yet to be
exercised under the Scheme must not exceed 30% of the
total issued share capital of the Company from time to time.
The total number of shares which may be issued upon
exercise of all options to be granted under the Scheme
shall not in aggregate exceed 10% of the total number
of shares in issue as at 28 May 2002. The Company may
seek approval of the Company’s shareholders in general
meeting for refreshing the 10% limit under the Scheme save
that the total number of shares which may be issued upon
exercise of all options to be granted under the Scheme
under the limit as refreshed shall not exceed 10% of the
total number of shares in issue as at the date of approval
of the limit.
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The total number of shares issued and to be issued upon
exercise of the options granted to each participant (including
both exercised and outstanding options) in any 12-month
period shall not exceed 1% of the total number of shares
in issue. Where any further grant of options to a participant
would result in the total number of shares issued and to
be issued upon exercise of all the options granted and to
be granted to such person (including exercised, cancelled
and outstanding options) in the 12-month period up to

and including the date of such further grant representing in
aggregate over 1% of the total number of shares in issue,
such further grant must be separately approved by the
shareholders of the Company in general meeting with such
participant and his associates abstaining from voting.

The following table discloses movements in the outstanding
share options during the year:

Number of share options

Outstanding Outstanding

at Granted Exercised Forfeited at
1 January during during during 31 December Exercise
Grantee 2010 the year the year the year 2010 price
Executive directors - 34,000,000 - - 34,000,000 HK$0.4000
- 34,000,000 - - 34,000,000 HK$0.6000
Independent non-executive 9,000,000 - - - 9,000,000 HK$0.4000
directors 9,000,000 - - - 9,000,000 HK$0.6000
Employees 50,818,600 - (3,920,000) - 46,898,600 HK$0.1016
6,000,000 - - (3,000,000) 3,000,000 HK$0.4240
3,000,000 - - - 3,000,000 HK$0.6000
3,300,000 - - - 3,300,000 HK$0.7400

81,118,600 68,000,000 (3,920,000) (3,000,000) 142,198,600

Further details of the exercisable periods of the share
options are disclosed in note 34 to the consolidated
financial statements.
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Company) who had interests or short positions in the shares
or underlying shares which would fall to be disclosed to
the Company under the provisions of Divisions 2 and 3 of

Substantial Shareholders

So far as is known to any director or chief executive of

the Company, as at 31 December 2010, the persons or
companies (other than a director or chief executive of the

Part XV of the SFO were as follows:

Capacity
Number of
shares or Interest of
underlying Interest of child
approximate Beneficial controlled under 18
Name of Shareholders shareholding owner corporation or spouse

Ho Siu Lan, Sandy (Note 1) 1,278,221,872 (L) 14,500,000 - (U 1,263,721,872
25.49%

Chung Chi Shing (Note 4) 919,041,872 (L) 164,320,000 (L) 754,721,872 -
18.33%

Kau Man Wali, Leslie (Note 3) 866,591,872 (L) 111,870,000 (L) 754,721,872 -
17.28%

Legend Win Profits Limited (Note 2) 767,500,000 (L) 767,500,000 - -
156.31%

Top Advance Group Limited (Notes 3 & 4) 754,721,872 - (b 754,721,872 -
156.05%

Gold Dynasty Investments Limited (Note 4) 754,721,872 (L) 754,721,872 - -
15.05%

Ruan Yuan 530,000,000 (L) 530,000,000 - -
10.56%

L: Long Position

Annual Report 2010

25



Report of the Directors

Notes:

Ho Siu Lan, Sandy is the spouse of Yu Wong Kong, Dennis,
an executive director of the Company.

The shares are held by Legend Win Profits Limited, a
company incorporated in the British Virgin Islands. The
issued share capital of Legend Win Profits Limited is
beneficially owned by Hui Kee Fung and Hui’s K. K.
Foundation Limited as to 38.95%, and 5.26%, respectively.
Hui’s K. K. Foundation Limited is a company incorporated
in Hong Kong, limited by guarantee and does not have
a share capital. Hui Kee Fung is the registered members
and directors of Hui’s K. K. Foundation Limited.

The entire issued share capital of Top Advance Group
Limited is beneficially owned as to (i) 50% by Strong Choice
Investments (Holdings) Ltd., the entire issued share capital
of which is beneficially owned by Yu Won Kong, Dennis;
and (i) 50% by Kau Man Wai, Leslie.

The entire issued share capital of Gold Dynasty Investments
Limited is beneficially owned as to (i) 55% by Uniview
Holdings Limited, the entire issued share capital of which
is beneficially owned by Mr. Chung Chi Shing; and (i) 45%
by Top Advance Group Limited.

Continuing Connected Transactions

The following connected transactions have been entered
into and are ongoing for which relevant announcements had
been made by the company in accordance with Chapter
14A of the Listing Rules:

(1)

26

The Toland Transactions

On 21 October 2009, Toland International Limited
(“Toland”), a 70% indirect non-wholly owned
subsidiary of the Company and associate of Mr.
Bruce Warren Solly, (“Mr. Solly”) and Kiu Hung
Industries Limited (“KH Industries”), an indirect
wholly owned subsidiary of the Company, entered
into an agreement (“Toland Agreement”). Mr. Solly,
a director of Toland and Marketing Resource Group
Inc. (“Marketing Resource”), is interested in 30%
and 50% of the issued share capital of Toland and
Marketing Resource respectively and a connected
person of the Company. Pursuant to the Toland
Agreement, Toland shall make purchases of flags,
home accessories, garden products and home

decorative gifts from KH Industries for three years
from 1 January 2009 to 31 December 2011. The
annual cap for the purchases was HK$15 million
during each of three years ending 31 December
2011.

During the year, the amount of transactions made
between Toland and KH Industries in respect of
purchases amounted to approximately HK$7,392,000
(2009: HK$6,446,000), and which were within the
relevant annual cap approved by the shareholders
of the Company.

The Administration transactions

On 21 October 2009, Toland and KH Industries
entered into an agreement (the “Administration
Agreement”). Pursuant to the Administration
Agreement, KH Industries agreed with Toland for the
provision a showroom with an area of approximately
100 square metres and the administrative services
by KH Industries to Toland for a term of three
years from 1 January 2009 to 31 December 2011.
Administrative services provided by KH Industries
include the handling of sale and purchase orders,
bookkeeping and accounting service and handling
of other miscellaneous administrative works. The
total amount payable by Toland to KH Industries
is US$72,000 (equivalently to approximately
HK$554,000) for the each of the three years ending
31 December 2011.

During the year, the amount of transactions made
between Toland and KH Industries in respect of
services amounted to approximately HK$554,000
(2009: HK$554,000), and which were within the
relevant annual cap approved by the shareholders
of the Company.

The Marketing Resource transactions

On 21 October 2009, Toland and Marketing
Resource, a 50%-owned jointly-controlled entity of
the Company and an associate of Mr. Solly who is a
connected person of the Company, entered into an
agreement (the “Marketing Resources Agreement”).
Pursuant to the Marketing Resource Agreement,
Marketing Resource agreed with Toland to acquire
flags, home accessories, garden products and home
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(4)

(5)

decorative gifts from Toland for three years from 1
January 2009 to 31 December 2011. The annual
cap for the purchases was HK$15 million during
each of three years ending 31 December 2011.

During the vyear, the amount of transactions
made between Toland and Marketing Resource in
respect of purchases amounted to approximately
HK$10,806,000 (2009: HK$5,435,000), and which
were within the relevant annual cap approved by
the shareholders of the Company.

The Service transactions

On 21 October 2009, Miracles For Fun USA
Inc. (“Miracles USA”), a US company which is
beneficially owned by Mr. Gregg Sanders who is
a connected person of the Company, and Better
Sourcing Worldwide Limited (“Better Sourcing”),
an indirectly non-wholly owned subsidiary of the
Company, entered into an agreement (the “Service
Agreement”). Mr. Gregg Sanders, a director of Better
Sourcing, is interested in 49% of the issued share
capital of Better Sourcing and a connected person
of the Company. Pursuant to the Service Agreement,
Miracles USA agreed with Better Sourcing to
perform marketing and promotion and research and
development of toys and gift products for three
years from 1 January 2009 to 31 December 2011.
The annual cap for the services was approximately
HK$1.9 million during each of three years ending
31 December 2011.

During the year, the amount of transactions made
between Miracles USA and Better Sourcing in
respect of services amounted to approximately
HK$1,626,000 (2009: HK$1,184,000), and which
were within the relevant annual cap approved by
the shareholders of the Company.

The Better Sourcing transactions

On 21 October 2009, KH Industries and Better
Sourcing entered into an agreement (the “Better
Sourcing Agreement”). Pursuant to the Better
Sourcing Agreement, Better Sourcing agreed with
KH Industries to acquire toys and gifts products for
three years from 1 January 2009 to 31 December

2011. The annual cap for the purchases was
HK$15 million during each of three years ending
31 December 2011.

During the year, the amount of transactions made
between KH Industries and Better Sourcing in
respect of purchases amounted to approximately
HK$7,524,000 (2009: HK$5,298,000), and which
were within the relevant annual cap approved by
the shareholders of the Company.

Each of the entering of the Toland Agreement, the
Administration Agreement, the Marketing Resource
Agreement, the Service Agreement and the Better Sourcing
Agreement constituted a continuing connected transaction
of the Company. The annual caps did not fall under the
exemption in Rules 14A.33 and 14A.34 of the Listing
Rules and were all subject to the reporting, announcement
and independent shareholders’ approval requirements
under the Rules 14A.45 to 14A.54 of the Listing Rules.
These transactions were approved by the independent
shareholders of the Company on 21 December 2009.

For details, please refer to the Company’s announcements
dated 2 November 2009 and 21 December 2009, and the
Company’s circular dated 23 November 2009.

The aforesaid continuing connected transaction has been
reviewed by independent non-executive directors of the
Company. The independent non-executive directors
confirmed that the aforesaid connected transactions were
entered into (a) in the ordinary and usual course of business
of the Group; (b) either on normal commercial terms or on
terms no less favourable to the Group than terms available
to or from independent third parties; and (c) 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.
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The Company’s auditor was engaged to report on the
Group’s continuing connected transactions in accordance
with Hong Kong Standard on Assurance Engagements 3000
“Assurance Engagements Other Than Audits or Reviews
of Historical Financial Information” and with reference
to Practice Note 740 “Auditor’s Letter on Continuing
Connected Transactions under the Hong Kong Listing
Rules” issued by the Hong Kong Institute of Certified Public
Accountants. The auditor has issued its letter containing
its findings and conclusions in respect of the continuing
connected transactions disclosed by the Group on pages
26 to 27 in accordance with paragraph 14A.38 of the
Listing Rules. The auditor’s letter was qualified with respect
to the fact that Marketing Resource did not settle the
trade amount to Toland within the credit terms of 45 days
during the year ended 31 December 2010. A copy of the
auditor’s letter has been provided by the Company to the
Stock Exchange.

Directors’ Interests in Competing Business

During the year and up to date of this report, no directors
are considered to have an interest in a business which
competes or is likely to compete, either directly or indirectly,
with the businesses of the Group, pursuant to the Listing
Rules, other than those businesses of which the directors
of the Company were appointed as directors to represent
the interest of the Company and/or the Group.

Sufficiency of Public Float

Based on the information that is available to the Company
and within the knowledge of the directors, there is sufficient
public float of more than 25% of the Company’s issued
shares as at the date of this report.

Corporate Governance

Information on the Company’s corporate governance
practices is set out in the Corporate Governance Report
on pages 29 to 31.

Independent Confirmation

The Company has received, from each independent non-
executive director, an annual confirmation of independence
pursuant to Rule 3.13 of the Listing Rules. The Company
considers all the independent non-executive directors are
independent.

Event after the reporting period

Details of the events after the reporting period are set out
in note 40 to the consolidated financial statements.

Auditor

PricewaterhouseCoopers (“PwC”) was appointed to fill the
casual vacancy created by RSM Nelson Wheeler on the
annual general meeting dated 30 June 2010. PwC will
retire and a resolution for its reappointment as auditor of
the Company will be proposed at the forthcoming annual
general meeting.

On behalf of the Board

Hui Kee Fung
Chairman

Hong Kong
28 March 2011
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Corporate Governance Report

Introduction

The Company is committed to ensuring high standards of
corporate governance. Throughout the year of 2010, the
Company has substantially complied with the provisions on
the Code on Corporate Governance Practices contained
in Appendix 14 of the Listing Rules.

Directors’ Securities Transactions

The Group has adopted the Model Code contained in
Appendix 10 of the Listing Rules. Having made specific
enquiry, all directors have fully complied with the required
standard set out in the Model Code throughout the year
of 2010.

Board of Directors

The Board currently comprises four executive directors
and three independent non-executive directors. For a
director to be considered independent, the Board follows
the requirements set out in the Listing Rules and must
determine that the director does not have any direct or
indirect material relationship with the Group. Under the
Company’s Articles of Association, every director is subject
to retirement by rotation at least once every three years and
their re-election is subject to a vote by the shareholders.
All independent non-executive directors are appointed for
a specific terms.

The Board determines the overall strategies, monitors
and controls operating and financial performance and
sets appropriate policies to manage risks in pursuit of the

Group’s strategic objectives. Day-to-day management of
the Group’s business is delegated to the executive directors.
The functions and power that are so delegated are reviewed
periodically to ensure that they remain appropriate. Matters
reserved for the Board are those affecting the Group’s
overall strategic and financial policies including dividend
policy, material contracts and major investments. All Board
members have separate and independent access to the
Group’s senior management to fulfill their duties. They also
have full and timely access to relevant information about
the Group and are kept abreast of the conduct, business
activities and development of the Group. Independent
professional advice can be sought at the Group’s expense
upon their request.

As at the date of this report, the Company appointed three
independent non-executive directors, namely, Mr. Lam Siu
Lun, Simon (“Mr. Lam”), Mr. Zhang Xianmin (“Mr. Zhang”)
and Mr. Mohammed lbrahim Munshi (“Mr. Munshi”) who
have appropriate and sufficient experience and qualification
to carry out their duties so as to protect the interests of
shareholders.

Mr. Lam and Mr. Zhang were appointed for a term of two
years commencing from 22 October 2009, while Mr. Munshi
was appointed for a term of two years commencing from
27 October 2009.

The Company arranged appropriate insurance cover in
respect of legal actions against directors.

Annual Report 2010 29



Corporate Governance Report

The Board meets regularly to review the financial and
operating performance of the Group, to make important
decisions and to approve future strategies. 15 Board
meetings were held in 2010. Individual attendance of

Director

Executive Director

Mr. Hui Kee Fung (Chairman)

Mr. Yu Won Kong, Dennis (Chief Executive Officer)
Mr. Guo Tianjue

Mr. Lam Kit Sun

Independent Non-Executive Director
Mr. Lam Siu Lun, Simon

Mr. Zhang Xianmin

Mr. Mohammed lbrahim Munshi

To implement the strategies and plans adopted by
the Board effectively, executive directors and senior
management meets regularly to review the performance
of the businesses of the Group and make financial and
operational decisions.

Biographical details of the directors, together with information
about the relationship among them, can be found under
the Profile of Directors and Senior Management section
on pages 18 to 19.

Chairman and Chief Executive Officer

The Group has appointed Mr. Hui Kee Fung as the Chairman
and Mr. Yu Won Kong, Dennis as the Chief Executive
Officer. The roles of the Chairman and the Chief Executive
Officer are segregated. The primary role of the Chairman
is to provide leadership for the Board and to ensure that
it works effectively in discharging its responsibilities. The
Chief Executive Officer is responsible for the day-to-day
management of the Group’s business. The relationship
between the Chairman and the Chief Executive Officer can
be found in the Profile of Directors and Senior Management
section on pages 18 to 19.

each director at the Board meetings, the Audit Committee
meetings and the Remuneration Committee meetings
during 2010 is set out below:

Attendance/Number of Meetings

Audit Remuneration

Board Committee Committee
14/15 N/A 1/2
13/15 N/A N/A
13/15 N/A N/A
14/15 N/A N/A
14/15 2/2 2/2
14/15 2/2 2/2
13/15 2/2 2/2

Remuneration Committee

The Remuneration Committee has clear terms of reference
and is accountable to the Board. The principle role of
the committee is to exercise the powers of the Board
to determine and review the remuneration packages of
individual executive directors and senior management,
considering factors such as salaries paid by comparable
companies, time commitment and responsibilities of
individuals. The terms of reference of the Remuneration
Committee can be obtained from the Company upon
request.

During the year, the Remuneration Committee reviewed
the remuneration policies and approved the salary of
directors and senior management. The remuneration of
each director is determined by the committee with reference
to his/her duties and responsibilities with the Company.
No executive director has taken part in any discussion
about his own remuneration. Two meetings were held by
the Remuneration Committee in 2010. Three out of Four
of the committee members are independent non-executive
directors of the Company. Ilts members as at 31 December
2010 include:

Mr. Lam Siu Lun, Simon — Chairman
Mr. Zhang Xianmin

Mr. Mohammed lbrahim Munshi

Mr. Hui Kee Fung
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Directors’ remunerations for the year are disclosed in note
12 to the consolidated financial statements.

Nomination Committee

The Nomination Committee has clear terms of reference
and is accountable to the Board. The principle role of
the committee is to exercise the powers of the Board
to review the structure, size and composition (including
the skills, knowledge and experiences) of the Board on a
regular basis and make recommendations to the Board
regarding any proposed change. The terms of reference
of the Nomination Committee can be obtained from the
Company upon request. No meeting was held by the
Nomination committee in 2010.

Three out of Four of the committee members are
independent non-executive directors of the Company. Its
members as at 31 December 2010 include:

Mr. Zhang Xianmin — Chairman
Mr. Lam Siu Lun, Simon

Mr. Mohammed lbrahim Munshi
Mr. Hui Kee Fung

Audit Committee

The Audit Committee has clear terms of reference and
is accountable to the Board. The committee assists the
Board in meeting its responsibilities for ensuring an effective
system of internal control and compliance, and in meeting
its external financial reporting objectives. The terms of
reference of the Audit Committee can be obtained from
the Company upon request. Two meetings were held by
the Audit Committee in 2010. All committee members are
independent non-executive directors. Its members as at
31 December 2010 include:

Mr. Lam Siu Lun, Simon — Chairman
Mr. Zhang Xianmin
Mr. Mohammed lbrahim Munshi

The Committee members possess diversified industry
experience and the Chairman of the Committee has
appropriate professional qualifications and experience
in accounting matters. During the year, the Committee

considered the external auditors’ re-appointment and
their projected audit fees, reviewed the interim and annual
financial statements and reviewed the Group’s internal
control system.

Internal Controls

The Group’s internal control system is designed to facilitate
the effectiveness and efficiency of operations, safeguard
assets against unauthorised use and disposition, ensure
the maintenance of proper accounting records and the
truth and fairness of the financial statements, and ensure
compliance with relevant legislation and regulations. It
provides reasonable, but not absolute, assurance against
material misstatement or loss rather than the elimination
of risks associated with its business activities.

The Board is responsible for maintaining an adequate
system of internal control for the Group and the directors
of the Company has conducted a review of its effectiveness
during the year.

Auditor’s Remuneration

During the year, the Group has incurred auditor’s
remuneration of HK$2,800,000 (2009: HK$1,000,000)
all of which was paid/payable to the Company’s existing
auditor, PricewaterhouseCoopers. In addition, professional
fee of approximately HK$81,000 (2009: HK$148,000) was
payable by the Group for the taxation and other services
rendered by PricewaterhouseCoopers (2009: RSM Nelson
Wheeler).

Financial Reporting

The directors of the Company acknowledge their
responsibility for preparing the Group’s financial statements
which give a true and fair view and are in accordance with
generally accepted accounting standards published by
the Hong Kong Institute of Certified Public Accountants.
Appropriate accounting policies are being selected and
applied consistently.

The responsibilities of the external auditors with respect to
financial reporting are set out in the Independent Auditor’s
Report on pages 32 to 33.
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Independent

PRICENATERHOUSE(QOPERS

B R K 8 a2 6 AT PricewaterhouseCoopers
22nd Floor, Prince’s Building
Central, Hong Kong
Telephone: (852) 2289 8888
Facsimile: (852) 2810 9888
www.pwchk.com

To the shareholders of Kiu Hung Energy Holdings Limited
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Kiu Hung Energy Holdings Limited (the “Company”) and its
subsidiaries (together, the “Group”) set out on pages 34 to 117, which comprise the consolidated and company statement
of financial position as at 31 December 2010, and the consolidated income statement, the consolidated statement of
comprehensive income, the consolidated statement of changes in equity and the consolidated cash flow statement for
the year then ended, and a summary of significant accounting policies and other explanatory notes.

Directors’ responsibility for the consolidated financial statements

The directors of the Company are responsible for the preparation of consolidated financial statements that give a true
and fair view in accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified
Public Accountants and the disclosure requirements of the Hong Kong Companies Ordinance, and for such internal
control as the directors determine is necessary to enable the preparation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report
our opinion solely to you, as a body, and for no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

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

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

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company and
of the Group as at 31 December 2010 and of the Group’s profit 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.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 28 March 2011
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Consolidated Income Statement

For the year ended 31 December 2010

Note

Turnover 7
Cost of sales
Gross profit
Other income 7
Selling and distribution costs
Administrative expenses
Other gain/(losses) 10
Operating profit/(loss)
Finance costs 8
Share of profit/(loss) of a jointly controlled entity 20
Profit/(loss) before income tax
Income tax expense 9
Profit/(loss) for the year 10
Profit/(loss) attributable to:

— equity holders of the Company

— non-controlling interests
Earnings/(loss) per share attributable to

the equity holders of the Company 11

— basic

— diluted

2010
HK$’000

186,095

(146,642)

39,453

6,676

(23,584)

(61,463)

52,291

13,373
(7,104)

46

6,315

(1,344)

4,971

6,313

(1,342)

4,971

HK cents

The notes on pages 43 to 117 are an integral part of these consolidated financial statements.
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2009
HK$’000
(Restated)

121,656

(89,531)

32,025

3,564
(14,554)
(32,974)

(166,279)

(178,218)
(23,060)

(366)

(201,644)

(1,988)

(203,632)

(203,314)

(318)

(203,632)

HK cents

(4.90)

(4.90)




Consolidated Statement of Comprehensive Income

For the year ended 31 December 2010

2010 2009
HK$’000 HK$’000
(Restated)
Profit/(loss) for the year SN (208,632)
Other comprehensive income:
Exchange difference arising from translation of foreign operations 17,834 143
Surplus on revaluation of properties 15,907 2,615
Deferred tax arising on revaluation of properties (2,861) 220
oM sl e e el due vy sk e g R 2808
deit sonfEiEle reia U] oy ey sl 200ee)
Total comprehensive income/(loss) attributable to:
— equity holders of the Company (200,336)
— non-controlling interests (318)
(200,654)

The notes on pages 43 to 117 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position

At 31 December 2010

Note

Non-current assets
Property, plant and equipment 13
Prepaid land lease payments 14
Investment properties 15
Goodwill 16
Exploration and evaluation assets 17
Mining right 18
Other intangible asset 19
Interest in a jointly controlled entity 20
Deferred tax assets 31
Current assets
Inventories 22
Trade receivables 23
Prepayments, deposits and

other receivables
Due from a jointly controlled entity 20
Tax recoverable
Financial assets at fair value

through profit or loss 24
Bank and cash balances 25
Total assets
Current liabilities
Trade payables 26
Accruals and other payables
Tax payable
Borrowings 27
Derivative financial instruments 28
Promissory notes 29

36

At

31 December
2010
HK$°000

85,584
4,639
8,500

750,843

1,105
1,423
280

852,374

18,287
13,977

10,190
6,509
116

49,699
98,778

951,152

17,893
20,015
1,275

77,483
21,295

873,669

At At
31 December 1 January
2009 2009
HK$’000 HK$'000
(Restated) (Restated)
69,596 63,768
4,643 4,742
3,600 3,440
711,889 711,889
1,117 1,129
1,377 1,743
e [
14,275 18,125
2,804 5,014
3,745 2,931
593 3,256
511 218
286 286
82,713 69,019
e lemezr ! SR
S 897149 885560
12,896 10,165
28,349 24,731
789 398
42,894 39,647
- 1,059
- 95,416
o GmeEEE WTLATE
eeeeeeni9999 L (r2,567) _
812,221 714,144

KIU HUNG ENERGY HOLDINGS LIMITED



At At At

31 December 31 December 1 January
2010 2009 2009
Note HK$°000 HK$’000 HK$’000
(Restated) (Restated)
Non-current liabilities
Borrowings 27 - 17,613
Convertible notes 28 - 234,128
Financial liabilities at fair value
through profit or loss 30 245,285 445,800 -
Deferred tax liabilities 31 177,550 168,301 168,521
S 422,835 614101 .. 420,262
Net assets 450,834 198,120 293,882
Equity
Share capital 32 100,289 88,546 82,315
Reserves 33 350,254 107,941 209,616
Equity attributable to equity
holders of the Company 450,543 196,487 291,931
Non-controlling interests 291 1,633 1,951
Total equity 450,834 198,120 293,882

The notes on pages 43 to 117 are an integral part of these consolidated financial statements.

The financial statements on pages 34 to 117 were approved by the Board of Directors of the Company on 28 March
2011 and were signed on its behalf.

Hui Kee Fung Yu Won Kong, Dennis
Director Director
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Statement of Financial Position

At 31 December 2010

At At At
31 December 31 December 1 January
2010 2009 2009
Note HK$’000 HK$’000 HK$’000
(Restated)
Non-current assets
Property, plant and equipment 13 679 - -
Investments in subsidiaries 21 746,174 642,791 651,223
S 746,853 642,701 ___.._..B51.223
Current assets
Prepayment, deposits and
other receivables 492 491 171
Bank and cash balances 25 20,372 59,406 36
S 20,864 |l N A 207
Totalassets . 767,717 702688 651430
Current liabilities
Accruals and other payables 5,969 3,474 3,095
Borrowings 27 - 2,000 29,500
Due to subsidiaries 21 60,000 63,036 -
Derivative financial instruments 28 - - 1,059
Promissory notes 29 - - 95,416
S Rl 68510 120070
Net current liabilities . (45,105) [ 8613 | (128,863) _
Total assets less current liabilites =~ = 701,743 634,178 .. ..522,360
Non-current liabilities
Convertible notes 28 - - 234,128
Financial liabilities at fair value
through profit or loss 30 245,285 445,800 -
e 245,255 [N 445800 234128
Net assets 456,463 188,378 288,232
Equity
Share capital 32 100,289 88,546 82,315
Reserves 33 356,174 99,832 205,917
Total equity 456,463 188,378 288,232

The notes on pages 43 to 117 are an integral part of these consolidated financial statements.

The financial statements on pages 34 to 117 were approved by the Board of Directors of the Company on 28 March
2011 and were signed on its behalf.

Hui Kee Fung Yu Won Kong, Dennis
Director Director
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Consolidated Statement of Changes in Equity

For the year ended 31 December 2010

Foreign Share-

currency based  Property  Non-listed Non-
Share Share  Statutory Contributed translation ~ payment revaluation  warrants Accumulated controlling Total
capital  premium reserve surplus reserve reserve reserve reserve losses Total interests equity

HK$000  HK$000  HK$000  HK$000  HK$000  HK$000  HK$000  HK$000  HK$'000  HK$'000  HK$'000  HKS$'000
(note 32) (note (a)) (note (b)) (note (c)) (note (d)) (note (g)) (note (f) (note (g))

At 1 January 2009,
as previously reported 82,315 462,126 1,645 303 53,130 5,262 5141 - (323641) 286,281 1,951 288,232
Correction of prior year errors with respect to:
Sales commission of
toys business (note 3(c)) - - - - - - - - (3,146) (3,146) - (3,146)
Inventory provision of
toys business (note 3(d) - - - - - - - - 8,796 8,796 - 8,796
At 1 January 2009, as restated 82,315 462,126 1,645 308 53,130 5,262 5141 - (317991) 291931 1,951 293,882
Total comprehensive
income/(loss) for the year - - - - 143 - 2,835 - (203314 (200336) (318)  (200,654)
Issue of shares upon exercise of
share options (note 32(a)) 2081 1,763 - - - (821) - - - 1,173 - 1,173
Issue of shares on
placement (note 32(c)) 6,000 96,300 - - - - - - - 102,800 - 102,800
Share issuance costs - (182) - - - - - - - (182) - (182)
Issue of non-fisted warrants - - - - - - - 409 - 409 - 409
Recognition of share-based
payment (note 34) - - - - - 692 - - - 692 - 692
Release on forfaiture of
share options (note 34) - - - - - (20) - - 20 - - -
Transfer to reserve - - 260 - - - - - (260) - - -
At 31 December 2009, as restated 88,546 560,507 1,905 303 53,273 5,113 7,976 409 (621545) 196487 1,633 198,120
At 31 December 2009,
as previously reported 88,546 560,507 1,905 303 53,273 5,113 7976 409 (388228) 329,804 1,633 331,437
Gorrection of prior year errors with respect t