


CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM”) OF THE STOCK EXCHANGE

OF HONG KONG LIMITED (THE “STOCK EXCHANGE”)

GEM has been established as a market designed to accommodate companies to which a high investment risk may be attached.
In particular, companies may list on GEM with neither a track record of profitability nor any obligation to forecast future
profitability.

Furthermore, there may be risks arising out of the emerging nature of companies listed on GEM and the business sectors or
countries in which the companies operate. Prospective investors should be aware of the potential risks of investing in such
companies and should make the decision to invest only after due and careful consideration. The greater risk profile and
other characteristics of GEM mean that it is a market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on GEM may be more susceptible
to high market volatility than securities traded on the Main Board and no assurance is given that there will be a liquid
market in the securities traded on GEM. The principal means of information dissemination on GEM is publication on the
internet website operated by the Stock Exchange. Listed companies are not generally required to issue paid announcements
in gazetted newspapers. Accordingly, prospective investors should note that they need to have access to the GEM website at
www.hkgem.com in order to obtain up-to-date information on GEM-listed issuers.

The Stock Exchange takes no responsibility for the contents of this report, makes no representation as to its accuracy or completeness

and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of

the contents of this report. This report, for which the directors of JF Household Furnishings Limited (“Company”) collectively and

individually accept full responsibility, includes particulars given in compliance with the Rules Governing the Listing of Securities

on the GEM of the Stock Exchange (“GEM Listing Rules”) for the purpose of giving information with regard to the Company. The

directors of the Company (“Directors”), having made all reasonable enquiries, confirm that, to the best of their knowledge and

belief: (i) the information contained in this report is accurate and complete in all material respects and not misleading; (ii) there

are no other matters the omission of which would make any statement in this report misleading; and (iii) all opinions expressed in

this report have been arrived at after due and careful consideration and are founded on bases and assumptions that are fair and

reasonable.

www.hkgem.com

(i)
(ii) (iii)
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Year ended 31 December

2003 2004 2005
HK$ HK$ HK$

Results

Turnover

— Continuing operations 72,239,114 145,431,977 199,625,181
— Discontinued operation 11,848,045 7,027,468 —

84,087,159 152,459,445 199,625,181

Net profit attributable to equity shareholders of the Company 13,386,962 18,876,904 23,659,231

At 31 December

2003 2004 2005
HK$ HK$ HK$

Assets and Liabilities

Total assets 63,509,182 84,794,832 116,591,011
Total liabilities 52,553,335 59,490,978 41,436,610

Equity attributable to equity shareholders of the Company 10,955,847 25,303,854 75,154,401

Earnings per share

Basic N/A 0.11 0.14
Diluted N/A N/A 0.14
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2003 2004 2005

72,239,114 145,431,977 199,625,181
11,848,045 7,027,468 —

84,087,159 152,459,445 199,625,181

13,386,962 18,876,904 23,659,231

2003 2004 2005

63,509,182 84,794,832 116,591,011
52,553,335 59,490,978 41,436,610

10,955,847 25,303,854 75,154,401

0.11 0.14
0.14
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TO OUR SHAREHOLDERS

On behalf of the board of Directors (the “Board”), I am pleased to present the first annual report of JF Household Furnishings

Limited (the “Company”) and its subsidiaries (collectively the “Group”) and its audited financial results for the financial year

ended 31 December 2005.

Year 2005 marks an important milestone in the corporate history of the Group with its successful listing on GEM of the Stock

Exchange on 13 October 2005. The listing has given the Group an opportunity to strengthen its corporate structure with continuously

improving corporate governance and an enhanced funding ability for future growth and international expansion.

During the year, the Group has successfully acquired a piece of land of approximately 44,105 m2 located at Yaobei Industrial New

Zone, Yuyao, Zhejiang, the People’s Republic of China (“PRC”) which is in close proximity with the existing production plant and

will provide additional production space and capacity for the Group.

BUSINESS REVIEW

The Group is principally engaged in manufacturing and sales of furnishings and home products and accessories primarily used in

kitchens and bathrooms.

For the financial year ended 31 December 2005, the Group recorded a turnover of approximately HK$199.6 million, representing

an increase of 37.3% over that of 2004. The growth was mainly due to the increasing demand on existing products and the successful

expansion of the Group’s product offering to the market in 2005.

In 2005, the Group’s profit attributable to equity shareholders was approximately HK$23.7 million, representing a growth of

25.3% as compared to that of 2004. The Group’s gross profit margin in 2005 was 20.4%, representing an increase from 20.0% in

2004. The slight increase in the gross profit margin mainly came from the overall reduction in price of stainless steel during the

year.

CHAIRMAN’S STATEMENT

Year 2005 opens a new chapter for the development of the Company. The Group has successfully listed on GEM of the Stock

Exchange, completed a new production plant of approximately 5,000 m2 and successfully acquired a second piece of land of

approximately 44,105 m2.

The Group moved to diversify its customer base and had discussions with at least seven furniture retailers and providers in North

America and across Europe, including UK, Germany and Italy. Samples had been sent to a number of potential customers. The

management of the Company (the “Management”) is cautiously optimistic that the Group will secure some substantial new orders

in 2006.

To transform the corporate culture to meet the challenge of a more diversified its customer base, the Group has started to implement

plans to further enhance the Group’s customer service ability, including providing training sessions such as weekly English courses

in the Group’s factory in Yuyao for upgrading employees’ communication skills.

In 2005, the Group has been making preparation to bid for wood furnishings products, as the Group has already been qualified for

tendering orders for wood based products by one of its major customers.

Under the leadership of the Board, the Group sought to further enhance corporate governance and achieve product diversification

with an aim to broaden the existing customer base and maintain competitiveness in the market, while providing a satisfactory

return to its shareholders.
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OUTLOOK AND FUTURE PROSPECTS

Year 2006 will begin a new phase for the Group. With the successful listing of the Company on GEM of the Stock Exchange in

October 2005, the Group has obtained additional financial resources and acquired additional land for production scale expansion.

In February 2006, the Group’s management office in the PRC has moved to a newly completed building at the existing production

facilities. In sum, the Management believes that the Company is now in a better position to face new challenges and opportunities

in the years to come, as follows:

1. Transforming from a local factory into a public listed company with increasing demand for better internal controls and

corporate governance;

2. Transforming from a few product lines that use mainly stainless steel materials to a range of product lines that use a diverse

group of steel and wood materials; and

3. Transforming from a mainly single customer base business to a diverse clientele base of international retailers from Europe,

North America and Asia.

In order to further expand the growing market opportunities, the Group has started developing new products for its potential

customers. Currently, new products such as garden tools and library cabinets based on carbon steel are being developed. Although

there may be a greater difference in product style as a result of the greater diversity in customer base, the Management believes

that the Group are prepared and have taken new measures to adapt to these new environments.

As part of the Group’s long term strategy to attract and retain of major retailers in North America and Europe, the Group is

working on further strengthening its overall structure to meet the increasing challenges arising from its future expansion. The

Group has set up a separate team within its business department to focus on potential customers from these regions. Currently, the

Management has started discussions with at least seven furniture retailers and providers from Europe and North America, and the

Group is cautiously optimistic that it will win significant orders from some of these prospective customers.

Apart from manufacturing the steel based products, the Group has also purchased a new production line for timber products from

Italy as the Group has been qualified to bid for wood based products by a major existing client. Currently, the said production line

has been used for making wood components for the existing door panel products. Our Management is hopeful that the Group will

be able to obtain orders for the Group’s wood based products in the latter part of year 2006.

The potential appreciation of Renminbi continued to affect the costs for the Company. Assuming that the course of appreciation

follows the trend in 2005, the Management believes that the impact to the bottom line will be minimal.

With additional resources available to the Group, the Management understands that it is their responsibility to utilise those resources

wisely and effectively. However, the Management also would not understate the challenges facing by the Group, including the

uncertainty of stainless steel prices, the difference in production methodology of the new products, and the cultural difference of

potential customers from various parts of the world.

It is the Board’s intention to achieve sustainable and long term growth for the Group. The Directors are prudently optimistic about

the opportunities ahead and committed to creating sustainable value for the Company’s shareholders in the future.

APPRECIATION

On behalf of the Board, I would like to express our sincere gratitude to our shareholders, customers and partners for their ongoing

support, and to our colleagues and staff for their invaluable contributions throughout the year.

Yan Siu Wai
Chairman

Hong Kong, 22 March 2006
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RESULTS OF OPERATIONS

For the financial year ended 31 December 2005, the Group reported turnover of approximately HK$199.6 million, representing an

increase of 37.3% over that of year 2004. Gross profit margin reached 20.4%, which is slightly higher than that of 20.0% achieved

last year, as the overall price of stainless steel dropped in 2005.

Distribution costs increased to HK$1.5 million or by 50.1%, which is higher than the extent of increase in turnover and is mainly

attributable to higher container transportation cost amid higher oil price, as well as the Group’s effort on expansion into overseas

markets.

Administrative expenses increased significantly from HK$5.3 million in 2004 to HK$10.8 million, which is mainly resulted from

the Group’s listing exercise and expansion in scale of operation and comprises of increases in entertainment expenses of HK$0.5

million, listing related expenses of HK$0.2 million, director and senior management salary and expenses of HK$0.7 million, audit

fees of HK$0.4 million, exchange loss of HK$0.5 million and a charge of HK$2.4 million for share options granted during the year.

Exchange loss increased to approximately HK$617,000 for 2005 from HK$160,000 for 2004, as a result of appreciation of Reminbi

against the US dollars during the year.

Finance charges did not increase in line with the level of the Group’s activities since the Group reduced its bank borrowings

following its listing on GEM of the Stock Exchange.

LIQUIDITY, FINANCIAL RESOURCES AND FUNDING AND TREASURY POLICY

The Group continued to improve its financial resources and liquidity position. As at 31 December 2005, the Group had bank and

cash balances of approximately HK$13.6 million (2004: approximately HK$12.6 million) and net current assets of approximately

HK$44.6 million, representing a twofold increase from that of approximately HK$14.7 million of last year. Non-current assets

increased by approximately HK$20.0 million to approximately HK$30.6 million in year 2005. The increase was mainly due to the

completion of a new factory building and the acquisition of a new parcel of land in Yuyao, the PRC.

As at 31 December 2005, the Group had current liabilities of approximately HK$41.4 million, representing a decrease of HK$18.1

million as the Group reduced its bank borrowings and payables given the Group has obtained additional funding from its listing on

GEM of the Stock Exchange.

CHARGE ON GROUP ASSETS

Land use rights and certain buildings owned by the Group in the PRC are pledged as security to a bank for the Group’s banking

facilities.

A charge over deposits dated 1 November 2005 was created by Standard Chartered Bank (Hong Kong) Ltd against JF Household

Furnishings (BVI) Ltd., a company incorporated in the British Virgin Islands with limited liability on 21 October 2004 and a

wholly owned subsidiary of the Company.

GEARING RATIO

The Group’s gearing ratio, which was derived from the total borrowings to total assets, decreased to 13.6% from that of 27.0% in

2004, as the Group reduced its debt and payable level with the additional funding obtained from its listing.
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FUTURE PLANS FOR MATERIAL INVESTMENTS

Save as disclosed in this report and the Company’s prospectus dated 5 October 2005 (“Prospectus”), the Company had no material

acquisition or capital expenditure plan as of 31 December 2005.

MATERIAL ACQUISITIONS AND DISPOSALS

Except for those set out in this report, the Group did not have any material acquisitions and disposals of subsidiaries and affiliated

companies.

CONTINGENT LIABILITIES

As at 31 December 2005, the Directors were not aware of any material contingent liabilities of the Group.

SEGMENTAL INFORMATION

The segmental information by geography of the Group is set out in note 4 to the financial statements.

SUBSEQUENT EVENTS

No subsequent events occurred after 31 December 2005, which may have significant effects, on the assets and liabilities of future

operations of the Group.

FOREIGN EXCHANGE EXPOSURE

The income and expenditure of the Group are mainly denominated in Renminbi, Hong Kong dollars and US dollars. In view of the

stability of the exchange rates of Renminbi, the Directors do not consider that the Group is significantly exposed to foreign exchange

risk. Hence, no hedging or other arrangements to reduce the currency risk have been implemented.

EMPLOYEES AND REMUNERATION POLICY

As at 31 December 2005, the Group employed a total of approximately 621 staff in the PRC and Hong Kong, representing an

increase of 316 staff from that of last year. The increase in staff was mainly attributable to the Group’s expansion in operations in

the PRC. Accordingly, the Group’s remuneration to employees, including directors’ emoluments, increased by approximately

HK$7.1 million to approximately HK$17.5 million for the current financial year. The Group reviews employee remuneration

annually and rewards its employee with reference to length of services and performance. The Group also provides share options

and bonuses to employees of the Group at the discretion of the Directors based on the financial performance of the Group.

CAPITAL STRUCTURE

The Company was listed on GEM of the Stock Exchange on 13 October 2005 by way of placing of a total of 42,000,000 new

shares. The net proceeds from this offering, after deduction for relevant expenses, are approximately HK$23.3 million.

Since the listing of the Company’s shares on GEM of the Stock Exchange, there has been no change in the capital structure of the

Company. The share capital of the Company comprises only ordinary shares.
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COMPLIANCE ADVISER’S INTEREST

As at 31 December 2005, neither Deloitte & Touche Corporate Finance Ltd. (“DTCFL”) nor its directors, employees or associates,

as defined in the GEM Listing Rules, had any interest in the securities of the Company or right to subscribe for or to nominate

person to subscribe for securities of the Company.

Pursuant to the compliance adviser agreement dated 5 October 2005 entered into between the Company and DTCFL, DTCFL has

been appointed as the compliance adviser to the Company as required under the GEM Listing Rules at a fee for the period commencing

from 13 October 2005 until the agreement is terminated upon the terms and conditions set out therein.

COMPETING INTEREST

None of the Directors, management shareholders or their respective associates (as defined in the GEM Listing Rules), had any

interests in any business which compete or may compete with the Company or any other conflicts of interest which any such person

may have with the Company.
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Business Objectives for the Relevant Period as
stated in the Prospectus

Expand production plant and facilities

• Complete construction of the new production plant of

5,000 sq.m. at the Group’s existing production facilities

• Complete the purchase of land for the Group’s expansion

with total gross floor area of approximately 40,000 sq.m.

Product diversification

• Establish a new research and development team to cater

for the development of furnishings and home products

and accessories using other types of steel

• Improve existing research and development facilities

Explore new business opportunities

• Expand marketing department to promote the Group’s

furnishings and home products and accessories to new

customers

• Expand sales department to handle the expanding PRC

market

Improve the overall management systems

• Improve existing control procedures and policies

In compliance with the GEM Listing Rules, the Company sets out below a summary of actual business progress as measured

against the business objectives set out in the Prospectus for the period from 13 October 2005 to 31 December 2005 (the “Relevant

Period”).

Actual Business Progress

The new production plant of 5,000 sq.m. at the Group’s existing

production facilities had been completed and in use

Successfully secured and completed the purchase a new parcel

of land with total gross floor area of approximately 44,105

sq.m.

A new development team under the leadership of the Technical

Director had been set up and started operation

New machineries including a bending machine and an edge

banding machine have been in place. Orders have been placed

for a machine for automatic loading of panels and a compact

drilling machine

A separate business department has been set up to handle new

customers group. The Group has started discussion with more

than seven furniture retailers and providers in North America

and across Europe, including UK, Germany and Italy

Recruited an experienced marketing officer to handle enquiries

in respect of the Group’s export business and added 2 staff to

support sales enquiries

Completed a new operation manual based on recommendations

from compliance adviser and implemented most of the

procedures set out in the new mannual. A network linking all

computers in the Group’s factory in Yuyao had been set up
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EXECUTIVE DIRECTORS

Mr. Yan Siu Wai, aged 50, is one of the co-founders and Chairman of the Group. Mr. Yan is responsible for the strategic planning,

corporate development and supervision of overall management of the Group. Mr. Yan graduated from Hong Kong Polytechnic

University (formerly known as the Hong Kong Polytechnic) in 1976 with a higher diploma in production engineering. In 1998, he

also obtained a master degree in Science (Engineering Business Management) from the University of Warwick, the United Kingdom.

Mr. Yan is a member of the American Institute of Industrial Engineers and American Society of Heating Refrigerating and Air-

conditioning Engineers, Inc.. Mr. Yan has approximately 25 years of experience in industrial management and manufacturing.

Mr. Leung Kwok Yin, aged 53, is one of the co-founders of the Group. Mr. Leung is responsible for product development, materials

sourcing and marketing of the Group. Mr. Leung graduated from Hong Kong Polytechnic University (formerly known as the Hong

Kong Polytechnic) in 1975 with a technician diploma in electrical engineering. Mr. Leung has been partnering with Mr. Yan for

investments in the PRC for approximately 25 years and has built substantial manufacturing and distribution experiences in the

PRC.

Mr. Bao Jisheng, aged 67, has been the general manager of JF A.C.R. Equipment Supplies (Ningbo) Co., Ltd (“JF Ningbo”) since

January 2003. He joined the Group in January 1999. Mr. Bao was previously the factory manager of Yuyao General Machinery

Factory. Mr. Bao is responsible for the overall operation of JF Ningbo. He has over 40 years of experience in manufacturing,

industrial engineering and business management. Mr. Bao is a qualified engineer and a director of Yuyao Jiefeng Air-Conditioning

Equipment Co., Ltd..

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Kwan Kai Cheong, aged 56, graduated from the University of Singapore in 1973 with a degree in Accountancy. Mr. Kwan is

qualified as a Chartered Accountant in Australia in 1979 and is a member of the Hong Kong Institute of Certified Public Accountants

since 1982. He completed the Stanford Executive Program in 1992. He was previously the president and chief operating officer for

the Asia Pacific Region of Merrill Lynch & Co. Mr. Kwan was appointed as an independent non-executive Director in March 2005.

Mr. Garry Alides Willinge, aged 56, is a fellow of the Australian Institute of Company Directors and a fellow of the Hong Kong

Institute of Directors. He is also an Adjunct Professor with the Curtin Business School. He graduated from the University of

Melbourne, Australia in 1970 with a Bachelor of Science. In 1996, he also obtained a Graduate Diploma in Applied Finance and

Investment from the Securities Institute Education in Australia. Mr. Willinge has worked in a number of management roles in a

multinational information technology company. Mr. Willinge was appointed as an independent non-executive Director in March

2005.

Mr. Yu Hon Wing, Allan, aged 49, graduated from the Hong Kong Polytechnic University (formerly known as the Hong Kong

Polytechnic) in 1978 with a higher diploma in Accountancy. Mr. Yu is a Certified Public Accountant (Practising) with the Hong

Kong Institute of Certified Public Accountants (formerly known as the Hong Kong Society of Accountants). He is also a fellow of

the Chartered Association of Certified Accountants since 1986. Mr. Yu was appointed as an independent non-executive Director in

March 2005.

SENIOR MANAGEMENT

Mr. Bao Xiangqian, aged 40, joined the Group in January 1999 and was promoted from the sales director of the Group to the

position of deputy general manager in November 2004 and is in charge of the Group’s marketing activities and correspondences

with overseas customers. Mr. Bao graduated from East China University of Technical Engineering in 1988 with a bachelor degree

major in Scientific English. He has been engaged in international trading for 16 years. Mr. Bao obtained a Master of Business

Administration from the University of Canberra, Australia in July 2005. Mr. Bao is the son of Mr. Bao Jisheng.
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Mr. Wang Shengkang, aged 64, joined the Group in June 2002 and was promoted to the position of deputy general manager in

November 2004. Mr. Wang is responsible for the personnel and daily administrative operations of the Group. He has been engaged

in corporate administration for 20 years.

Mr. Wu Dingfeng, aged 42, has been appointed as the technical controller of the Group since January 2003. Mr. Wu is responsible

for daily technical and mechanical operations of the Group. Mr. Wu graduated from the faculty of mechanical engineering in

Zhejiang Engineering College, the PRC in 1983 with a bachelor degree in engineering. Mr. Wu has been in mechanical engineering

industry for over 20 years. Prior to joining the Group in January 2003, Mr. Wu has worked for Yuyao General Machinery Factory

and Yuyao Jiehua Compressor Ltd. as technical manager and chief engineer.

Mr. Cheung Wai Tak, aged 53, joined the Group as the financial controller in May 2005 and has been working in the finance and

accounting field for over 10 years. Mr. Cheung is a Certified Public Accountant in the United States and is a member of the Hong

Kong Institute of Certified Public Accountants. He graduated with an MBA degree from the University of California at Berkeley,

the United States in 1981.
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The Directors is pleased to submit their first annual report together with the audited financial statements of of JF Household

Furnishings Limited (“the Company”) and its subsidiaries (collectively, the “Group”) for the year ended 31 December 2005.

GROUP REORGANISATION

The Company was incorporated in the Cayman Islands as an exempted company on 19 January 2005 under the Companies Law,

Cap 22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands.

Pursuant to the corporate reorganisation (“Corporate Reorganisation”) of the Group in preparation for the listing of the Company’s

shares on the GEM of the Stock Exchange, the Company acquired the entire issued share capital of JF Household Furnishings

(Asia) Ltd., the holding company of the subsidiaries and became the ultimate holding company of the Group on 5 September 2005.

Further details of the Group Reorganisation are set out in Appendix V of the Company’s prospectus dated 5 October 2005

(“Prospectus”). Shares of the Company have been listed on the GEM of the Stock Exchange on 13 October 2005.

The Group Reorganisation is accounted for using merger accounting in accordance with the requirements of the Accounting Guideline

5 “Merger Accounting for Common Control Combinations” issued by the Hong Kong Institute of Certified Public Accountants.

Accordingly, the Group financial statements are prepared as if the Company had been the holding company of the Group throughout

the accounting periods. In the opinion of the Directors, the Group financial statements prepared on the above basis present more

fairly the results and the state of affairs of the Group as a whole. The audited consolidated financial statements include the financial

statements of the Company and its subsidiaries made up to 31 December 2005. The results of subsidiaries acquired or disposed of

during the period are included in the income statement from the effective date of acquisition or up to the effective date of disposal,

as appropriate. All significant intercompany transactions and balances within the Group are eliminated on consolidation.

PRINCIPAL ACTIVITIES

The Group is principally engaged in manufacturing and sales of furnishings and home products and accessories primarily used in

the kitchens and bathroom. Turnover represents invoiced value of goods sold, net of value-added tax, and after allowance for goods

returned and trade discounts.

An analysis of the turnover from the principal activities during the financial year is set out in note 4 on the financial statements.

MAJOR CUSTOMERS AND SUPPLIERS

The information in respect of the Group’s sales and purchases attributable to the major customers and suppliers respectively during

the financial year is as follows:

Percentage of the Group’s
total Sales/Purchases

The largest customer 85.2%

Five largest customers in aggregate 98.8%

The largest supplier 13.9%

Five largest suppliers in aggregate 36.0%

None of the Directors, Supervisors, their associates or any shareholders of the Company (who or which to the knowledge of the

Directors own more than 5.0% of the share capital of the Company) has any beneficial interest in any of the Group’s five largest

customers and suppliers.
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DIVIDENDS

Pursuant to a resolution passed at a Directors’ meeting on 22 March 2006, a final dividend of HK5.6 cents per share was recommended

to be paid to shareholders of the Company, subject to shareholders’ approval at the forthcoming annual general meeting.

FIXED ASSETS

Details of movements in fixed assets are set out in note 13 to the financial statements.

RESERVES

Details of movements in reserves of the Company and the Group during the year are set out in note 29 to the financial statements

and consolidated statement of changes in equity.

SHARE CAPITAL

Details of movements in share capital of the Company during the year are set out in note 27 to the financial statements. Shares were

issued during the year pursuant to the Corporate Reorganisation and the listing to broaden the capital base of the Company.

DIRECTORS

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

Executive Directors

Mr. Yan Siu Wai, Chairman

Mr. Leung Kwok Yin

Mr. Bao Jisheng

Independent Non-Executive Directors

Mr. Kwan Kai Cheong

Mr. Garry Alides Willinge

Mr. Yu Hon Wing, Allan

DIRECTORS’ SERVICE CONTRACTS

On 8 September 2005, all the executive Directors entered into a service contract with the Company for an initial term of three years

commenced from 8 September 2005 and expiring on 7 September 2008 which term is renewable automatically for successive terms

of one year each commencing from the day next after the expiry of the then current term of their appointment, unless terminated by

not less than 6 months’ notice in writing served by either party at the end of the initial term or at any time thereafter. Each

executive Director is committed by the respective service contracts to devote himself exclusively and diligently to the business and

interests of the Group and to keep the Board promptly and fully informed of his conduct of business affairs, among other

commitments. All executive Directors are also entitled to a bonus depending on the profit of the Group attributable to shareholders

of the Company. The bonus shall be determined by the Board but in any case the aggregate amount payable for each financial year

to all the executive Directors of the Company shall not exceed 10% of such profit. The Board appointed three independent non-

executive Directors on 8 March 2005 for a term of 30 months commenced from 8 March 2005 and which will be terminable by

serving at least 3 months’ prior notice in writing unless otherwise mutually agreed between the respective independent non-executive

Director and the Company.
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INTERESTS AND SHORT POSITIONS OF DIRECTORS AND SUBSTANTIAL SHAREHOLDERS IN

SHARES, UNDERLYING SHARES

Directors’ interests and short positions in shares, underlying shares and debentures of the Company or its
associated corporations

The Directors who held office at 31 December 2005 had the following interests or short positions in the Shares, underlying Shares

and debentures of the Company or its associated corporations (within the meaning of Part XV of the Securities and Futures Ordinance

(Cap 571 of the Laws of Hong Kong) (the “SFO”)) which are 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 which they are taken or deemed to

have been taken 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 to be notified to the Company and the Stock Exchange pursuant to Rules 5.46 to

5.67 of the GEM Listing Rules relating to securities transaction by the Directors on the listing of the Shares:

(a) Aggregate long positions in shares of the Company

Ordinary shares of HK$0.01 each
Personal Family Corporate

Name of Director interests interests interests Total

Mr. Yan Siu Wai 12,600,000 — 63,000,000 75,600,000

(Note 1)

Mr. Leung Kwok Yin 15,120,000 — 35,280,000 50,400,000

(Note 2)

Notes:

1. Among these 75,600,000 Shares, (i) 34,020,000 Shares were registered in the name of Excel Strength Investments Limited (“Excel Strength”)
and (ii) 28,980,000 Shares were registered in the name of Willhero Investments Limited (“Willhero”); and (iii) the remaining 12,600,000
Shares were registered in the name of Mr. Yan Siu Wai directly. Each of Excel Strength and Willhero is a company incorporated in the BVI and
whose entire issued capital is solely owned by Mr. Yan Siu Wai. By virtue of the SFO, Mr. Yan Siu Wai was deemed to be interested in
63,000,000 Shares through his shareholdings in Excel Strength and Willhero.

2. Among these 50,400,000 Shares, (i) 22,680,000 Shares were registered in the name of Hero Talent Investments Limited (“Hero Talent”) and
(ii) 12,600,000 Shares were registered in the name of Joyday Consultants Limited (“Joyday”); and (iii) the remaining 15,120,000 Shares were
registered in the name of Mr. Leung Kwok Yin directly. Each of Hero Talent and Joyday is a company incorporated in the BVI and whose entire
issued capital is solely owned by Mr. Leung Kwok Yin. By virtue of the SFO, Mr. Leung Kwok Yin was deemed to be interested in 35,280,000
Shares through his shareholdings in Hero Talent and Joyday.

(b) Aggregate long positions in equity derivatives in, or in respect of, underlying Shares

As at 31 December 2005, three executive Directors have been granted options to subscribe for shares, details of which are set

out as follows:

Number of
Underlying Exercise price

Name of Director Shares Date of Grant Exercise Period per share
(Note)

Mr. Yan Siu Wai 4,435,200 8 September 2005 13 April 2006 to 12 October 2010 HK$0.80

Mr. Leung Kwok Yin 2,956,800 8 September 2005 13 April 2006 to 12 October 2010 HK$0.80

Mr. Bao Jisheng 3,360,000 8 September 2005 13 April 2006 to 12 October 2010 HK$0.80

Note:

The exercise of the options by the Directors is, however, subject to a moratorium period of 12 months. Please see details set out in paragraph headed
“Share Options” below.
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Substantial Shareholders

As at 31 December 2005, other than the interests disclosed above in respect of certain Directors, the Directors were not aware of

any other persons who had an interests or a short positions in the Shares or the underlying Shares of the Company as recorded in

the register required to be kept under section 336 of the SFO.

Share Options

By written resolutions passed on 8 September 2005, the then shareholders of the Company approved and adopted a share option

scheme entitling the board of Directors to grant Share options at its discretion before the listing of the Shares(the “Pre-IPO Share

Option Scheme”), and conditionally adopted a post-IPO share option scheme(the “Post-IPO Share Option Scheme”). Details of the

Share options granted on 8 September 2005 pursuant to the Pre-IPO Share Option Scheme and remained outstanding as at 31

December 2005 are as follows:

Options held Options held
as at as at Exercisable in

8 September 31 December Exercise Exercisable in September
2005 2005 price April 2006 2006

(HK$) (Note)

(A) Employees 2,688,000 2,688,000 0.80 2,688,000

6,720,000 6,720,000 0.56 6,720,000

(B) Directors

Mr. Yan Siu Wai 4,435,200 4,435,200 0.80 4,435,200

Mr. Leung Kwok Yin 2,956,800 2,956,800 0.80 2,956,800

Mr. Bao Jisheng 3,360,000 3,360,000 0.80 3,360,000

20,160,000 20,160,000 9,408,000 10,752,000

Note:

Taking into account the moratorium period of 12 months, the Directors may only exercise the options in September 2006.

Save as disclosed above, no options had been granted under the Pre-IPO Share Option Scheme and the Post-IPO Share Option

Scheme. None of the Share options granted were exercised as at 31 December 2005.

VALUATION OF SHARE OPTIONS

Details of the valuation of share options granted during the year are set out in note 28 to the financial statements.

DIRECTORS’ INTERESTS IN CONTRACTS

No contract of significance to which the Company or any of its subsidiaries was a party and in which a Director of the Company

had a material interest, whether directly or indirectly, subsisted at the end of the year or any time during the year save and except

for the agreements as stated in section headed “Connected transactions” in the Prospectus.

PURCHASE, SALE OR REDEMPTION OF SHARES

Since the listing of the Company’s shares on GEM on 13 October 2005, neither the Company nor any of its subsidiaries has

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



29     2005

336

(A) 2,688,000 2,688,000 0.80 2,688,000
6,720,000 6,720,000 0.56 6,720,000

(B)
4,435,200 4,435,200 0.80 4,435,200
2,956,800 2,956,800 0.80 2,956,800
3,360,000 3,360,000 0.80 3,360,000

20,160,000 20,160,000 9,408,000 10,752,000

12

28



REPORT OF THE DIRECTORS

30 JF Household Furnishings Limited     Annual Report 2005

BANK LOANS AND OTHER BORROWINGS

Particulars of bank loans and other borrowings of the Company and the Group as at 31 December 2005 are set out in note 26 to the

financial statements.

RETIREMENT SCHEMES

The Group maintains a mandatory provident fund (the “MPF Scheme”) for all qualifying employees in Hong Kong. The Group’s

and employee’s contributions to the MPF Scheme are based on 5% of the relevant income of the relevant employee (up to a cap of

monthly relevant income of HK$20,000) and in accordance with the requirements of the Mandatory Provident Fund Schemes

Ordinance and related regulations.

Pursuant to the relevant labour rules and regulations in the PRC, the Group participates in the social insurance schemes (the

“Schemes”) organised by the relevant local government authorities in Yuyao, the PRC whereby the Group and each of its employees

are required to make a monthly contribution to the Schemes at the rates of 20% and 8% respectively of the eligible employee’s

average monthly salary in the preceding year.

APPLICATION OF PROCEEDS FROM CAPITAL RAISING

The Group raised approximately HK$23.3 million from the issue of 42,000,000 new shares of the Company at HK$0.80 per share

in October 2005. The Company’s shares were successfully listed on GEM of the Stock Exchange with effect from 13 October 2005.

Up to the date of this report, the Group has applied part of the proceeds totaling approximately HK$7.432 million for the following

purposes:

(i) approximately HK$6.5 million for the expansion of production capacity;

(ii) approximately HK$0.637 million for product diversification;

(iii) approximately HK$0.179 million for exploring new business opportunities and expansion of the sales and marketing team;

and

(iv) approximately HK$0.116 million for improving the Group’s management system.

Consistent with the disclosure in the Prospectus, the Group intends to apply the remaining proceeds of approximately HK$15.864

million for the following purposes:

(i) as to approximately HK$11.3 million for the further expansion of production capacity;

(ii) as to approximately HK$3.06 million for the further diversification;

(iii) as to approximately HK$0.721 million for strengthening the sales and marketing team; and

(iv) as to approximately HK$0.783 million for improving overall management system.
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DISCLOSURE OF TRADE RECEIVABLES PURSUANT TO RULES 17.15 TO 17.17 OF GEM LISTING

RULES

In accordance with Rules 17.15 to 17.17 of the GEM Listing Rules (prior to the related amendments became effective on 1 March

2006), the Group is obliged to disclose the details of advances to an entity that as at 31 December 2005, the Company and its

subsidiaries had trading receivables (“Receivables”) of RMB22,305,262 (equivalent to approximately HK$21,447,367) for the

sales of its products due from IKEA Trading (Hong Kong) Ltd (“IKEA HK”).

IKEA HK is an independent third party not connected with the directors, chief executive or substantial shareholders of the Company

and its subsidiaries, or their respective associates(as defined in the GEM Listing Rules). The Receivables are unsecured and interest

free and primarily arose from the sales to IKEA HK transacted before and on 31 December 2005.

RELATED PARTIES’ TRANSACTIONS

The related parties transactions set out in note 33 to the financial statements do not fall under the definition “connected  transaction”
or “continuing connected transaction” in Chapter 20 of the GEM Listing Rules.

By order of the board
Yan Siu Wai

Chairman

Hong Kong, 22 March 2006
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CORPORATE GOVERNANCE PRACTICES

The Group is committed to ensuring high standards of corporate governance and business practices. The Group has complied

throughout the period from 13 October 2005 to 31 December 2005 with the code provisions set out in the Code on Corporate

Governance Practices contained in Appendix 15 of the GEM Listing Rules. The Board will continue to commit itself to achieving

a high quality of corporate governance.

DIRECTORS’ SECURITIES TRANSACTIONS

The Group has adopted a code of conduct regarding directors’ securities transactions as set out in Rules 5.48 to 5.67 of the GEM

Listing Rules. Having made specific enquiry, all Directors have fully complied with the required standard set out in the Rules since

the Group was listed on 13 October 2005 to the end of year 2005.

BOARD OF DIRECTORS

The board of Directors (“Board”), which comprises of six members, includes three executive Directors and three independent non-

executive Directors. The three executive Directors are Mr. Yan Siu Wai (Chairman), Mr. Leung Kwok Yin, and Mr. Bao Jisheng.

The three independent non-executive Directors are Mr. Kwan Kai Cheong, Mr. Garry Alides Willinge and Mr. Yu Hon Wing Allan.

Details of their backgrounds and qualifications are set out on pages 18 to 21.

The Board oversees the Group’s strategic development and the overall management of the Group. The Board also monitors the

financial performance and internal controls of the Group. The Board members have a broad access to business documents and

information about the Group. Two Board committees, namely, the audit committee and the remuneration committee have been

established to oversee particular aspects of the Group’s affairs. The Board meets regularly to review the financial and operating

performance of the Group and approve future plans and development. During the financial year ended 31 December 2005, two

Board meetings were held and the details of individual attendance of each director at the Board meetings are as follows:

Director Attendance
Mr. Yan Siu Wai 2/2

Mr. Leung Kwok Yin 2/2

Mr. Bao Jisheng 2/2

Mr. Kwan Kai Cheong 2/2

Mr. Garry Alides Willinge 2/2

Mr. Yu Hon Wing Allan 2/2

The Chairman and executive Directors also held informal meetings with independent non-executive Directors for advices on the

well being and the long term development of the Group.

All directors and Board committees have recourse to external legal counsel and other professionals for independent advice at the

Group’s expense if they require it.

ROLE OF CHAIRMAN AND GENERAL MANAGER

Mr. Bao Jisheng (“General Manager”) being one of the executive Directors, is the general manager of the Company. There is
segregation of duties between the Chairman’s responsibility for leadership and management of the Board and the Company’s
strategy, and the General Manager’s responsibility to implement the Company’s strategy.

The Chairman of the Board is responsible for leading the Board of Directors in establishing corporation directions and monitoring
the implementation of the corporate strategies and plans for the long term development of the Group and to create value for
shareholders.

The General Manager is responsible for managing the operation of the Group’s businesses, proposing strategies to the Board,
preparing plans and forecast and the implementation of plans and policies adopted by the Board.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

The term of appointment of Mr. Kwan Kai Cheong, Mr. Garry Alides Willinge and Mr. Yu Hon Wing Allan commenced from 8

March 2005 for a term of 30 months which will be terminable by serving at least 3 months’ prior notice in writing unless otherwise

mutually agreed between the respective independent non-executive Director and the Company.

The Board has received from each of the independent non-executive Director an annual confirmation of his independence pursuant

to Rule 5.09 of the GEM Listing Rules and the Board still considers each of the independent non-executive Directors to be

independent.

AUDIT COMMITTEE

The Company has established an audit committee with written terms of reference in accordance with and pursuant to Rules 5.28 to

5.33 of the GEM Listing Rules. The primary duties of the audit committee are to review the Company’s annual report and accounts,

half-year reports and quarterly reports and to provide advice and comments thereon to the Board. The audit committee is also

responsible for reviewing internal control procedures of the Group.

The audit committee comprises the three independent non-executive Directors, namely, Mr. Kwan Kai Cheong (Chairman), Mr.

Garry Alides Willinge and Mr. Yu Hon Wing, Allan.

The Committee members possess diversified industry experience. Two of the Committee members are qualified accountants and

the Chairman is an expert on financial and auditing matters. The Committee meets four times each year. During 2005, the Audit

Committee considered the external auditors’ projected audit fees; discussed with the external auditors their independence and the

nature and scope of the audit; reviewed the quarter, interim and annual financial statements; and reviewed the external auditors’

management letter and management’s response. As a result, they recommended the Board to adopt the unaudited quarterly results

for the nine months ended 30 September 2005 and the annual report for the year ended 31 December 2005.

REMUNERATION COMMITTEE

The Remuneration Committee was set up to review the remuneration policies and approved the salary and bonus of the executive
Directors and certain key executives, reviewed the remuneration policy of the Group and approved the granting of options. The
remuneration committee comprises of the three independent non-executive Directors, namely, Mr. Kwan Kai Cheong (Chairman),
Mr. Garry Alides Willinge and Mr. Yu Hon Wing, Allan. No meeting was held in 2005 as the Committee has just been set up. All
Committee members are independent non-executive directors. No executive Director takes part in any discussion about his own
remuneration.

Directors’ emoluments and retirement benefits are disclosed in note 6 to the financial statements. Details of the share option
schemes and the granting of options are disclosed in note 28 to the financial statements.

AUDITORS

RSM Nelson Wheeler was first appointed as auditors of the Company since its incorporation on 19 January 2005. RSM Nelson
Wheeler will retire and, being eligible, offer themselves for re-appointment. A resolution for the re-appointment of RSM Nelson
Wheeler as auditors of the Company is to be proposed at the forthcoming annual general meeting.

By order of the board
Yan Siu Wai

Chairman

Hong Kong, 22 March 2006
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TO THE SHAREHOLDERS OF
JF HOUSEHOLD FURNISHINGS LIMITED
(Incorporated in the Cayman Islands with limited liability)

We have audited the financial statements on pages 40 to 80 which have been prepared in accordance with accounting principles

generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Company’s directors are responsible for the preparation of financial statements which give a true and fair view. In preparing

financial statements which give a true and fair view it is fundamental that appropriate accounting policies are selected and applied

consistently.

It is our responsibility to form an independent opinion, based on our audit, on those financial statements 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.

BASIS OF OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified

Public Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the

financial statements. It also includes an assessment of the significant estimates and judgements made by the directors in the

preparation of the financial statements, and of whether the accounting policies are appropriate to the circumstances of the Company

and of the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order

to provide us with sufficient evidence to give reasonable assurance as to whether the financial statements are free from material

misstatement. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the financial

statements. We believe that our audit provides a reasonable basis for our opinion.

OPINION

In our opinion the financial statements give a true and fair view of the state of affairs of the Company and of the Group as at 31

December 2005 and of the results and cash flows of the Group for the year then ended 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

22 March 2006
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For the year ended 31 December 2005

2005 2004
Note HK$ HK$

(restated)

Turnover 4 199,625,181 145,431,977
Cost of sales (158,922,912) (116,350,149)

Gross profit 40,702,269 29,081,828

Other revenue 4 61,403 63,502
Other income 807,550 326,068
Selling and distribution costs (1,512,091) (1,007,544)
Administrative expenses (10,826,406) (5,307,853)

PROFIT FROM OPERATIONS 5 29,232,725 23,156,001
Finance costs 7 (1,247,915) (1,199,672)

PROFIT BEFORE TAXATION 27,984,810 21,956,329
Taxation 8(a) (4,325,579) (3,079,425)

PROFIT FOR THE YEAR FROM
CONTINUING OPERATIONS 23,659,231 18,876,904

DISCONTINUED OPERATION 12 — —

NET PROFIT ATTRIBUTABLE
TO EQUITY SHAREHOLDERS
OF THE COMPANY 23,659,231 18,876,904

DIVIDEND 10 9,408,000 4,530,457

EARNINGS PER SHARE 11

Basic 0.14 0.11

Diluted 0.14 N/A 
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CONSOLIDATED BALANCE SHEET

At 31 December 2005

2005 2004
Note HK$ HK$

Non-current assets
Property, plant and equipment 13 13,994,401 9,587,996
Land use rights 14 1,054,752 1,062,767
Deposit paid for acquisition

of land use rights 15 15,553,308 —

30,602,461 10,650,763
Current assets
Inventories 17 32,944,923 28,062,057
Trade receivables 18 31,205,524 18,897,027
Deposits, other receivables and prepayments 19 6,891,514 11,417,575
Due from directors 20 — 1,560
Due from related companies 21 139,920 2,850
Pledged bank deposits 22 1,170,000 3,123,264
Bank and cash balances 22 13,636,669 12,639,736

85,988,550 74,144,069
Current liabilities
Bills payable — 1,150,970
Trade payables 23 14,854,039 12,561,075
Deposit received — 1,803,208
Other payables and accruals 24 6,070,846 11,599,156
Dividends payable 871,876 5,895,178
Due to directors 25 571,720 491,974
Due to related companies 21 — 1,450,818
Provision for taxation 8(b) 3,202,744 1,616,241
Bank borrowings 26 15,865,385 22,922,358

41,436,610 59,490,978

NET CURRENT ASSETS 44,551,940 14,653,091

NET ASSETS 75,154,401 25,303,854

CAPITAL AND RESERVES

Share capital 27 1,680,000 —
Reserves 64,066,401 25,303,854
Proposed final dividend 10 9,408,000 —

TOTAL EQUITY 75,154,401 25,303,854

Yan Siu Wai Leung Kwok Yin

Director Director
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At 31 December 2005

2005
Note HK$

Non-current assets

Investments in subsidiaries 16 42,967,020

Current assets

Due from subsidiaries 16 44,658,602
Prepayment 100,000
Bank and cash balances 158,166

44,916,768

Current liabilities

Due to subsidiaries 16 3,814,989
Accruals 1,368,461
Due to directors 25 10,000

5,193,450

NET CURRENT ASSETS 39,723,318

NET ASSETS 82,690,338

CAPITAL AND RESERVES

Share capital 27 1,680,000
Reserves 29 71,602,338
Proposed final dividend 10 9,408,000

TOTAL EQUITY 82,690,338

Yan Siu Wai Leung Kwok Yin

Director Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2005

Reserve

Foreign Employee
exchange share-based

Share Share Merger translation Capital General compensation Retained
capital premium reserve reserve reserve reserve reserve profits Total

(Note 1) (Note 2) (Note 3)
( 1) ( 2) ( 3)

Note HK$ HK$ HK$ HK$ HK$ HK$ HK$ HK$ HK$

At 1 January 2004
— — 7,356,522 — — 3,369,258 — 230,067 10,955,847

Proceeds from issue
of shares — — 1,560 — — — — — 1,560

Net profit attributable
to equity shareholders
of the Company — — — — — — — 18,876,904 18,876,904

Transfers — — — — 131,901 1,969,197 — (2,101,098) —
Dividend 10 — — — — — — — (4,530,457) (4,530,457)

At 31 December 2004 and
1 January 2005

— — 7,358,082 — 131,901 5,338,455 — 12,475,416 25,303,854

New shares issued
on reorganisation 27(ii), (iv) 20,000 (20,000) — — — — — — —

Capitalisation of
share premium 27(v) 1,240,000 (1,240,000) — — — — — — —

Shares issued on
placing 27(vi) 420,000 33,180,000 — — — — — — 33,600,000

Share issue expenses — (10,326,471) — — — — — — (10,326,471)
Exchange difference

on translation of
financial statements
of subsidiaries outside
Hong Kong — — — 567,597 — — — — 567,597

Employee share-based
payment expenses 3n(ii), 28(i) — — — — — — 2,350,190 — 2,350,190

Net profit attributable
to equity shareholders
of the Company — — — — — — — 23,659,231 23,659,231

Transfers — — — — — 2,799,847 — (2,799,847) —

At 31 December 2005
1,680,000 21,593,529 7,358,082 567,597 131,901 8,138,302 2,350,190 33,334,800 75,154,401

1.

2.
( )

( )

3.

10% 50%

Note:

1. The merger reserve represents the difference between the nominal value of the
share capital issued by the Company in exchange for the nominal value of the
share capital and share premium of its subsidiaries arising from group reorganisation
on 8 September 2005.

2. This represents the transfer from retained profits to capital reserve as a result of
the write off of certain trade payables by  (JF A.C.R.
Equipment Supplies (Ningbo) Co., Ltd.) (“JF Ningbo”), a subsidiary of the
Company. Pursuant to the People’s Republic of China (“PRC”) accounting
principles and financial regulations, any gains arising from debt restructuring which
represent the difference between the final settlement and the carrying value of the
debt concerned are directly reflected in capital  reserve and therefore not
distributable. Accordingly, a transfer has been made from retained profits to capital
reserve. The capital reserve can only be used to increase capital of this subsidiary.

3. The general reserve is set up by JF Ningbo by way of appropriation from the profit
after taxation in accordance with the relevant laws and regulations in the PRC.
The rate of appropriation to the general reserve is subject to the decision of the
board of directors of JF Ningbo, but the minimum appropriation rate is 10% of the
profit after taxation for each year, until when the accumulated balance reaches
50% of its registered capital. Pursuant to the relevant laws and regulations of the
PRC, if approvals are obtained from the relevant government authorities, the general
reserve can be used in setting off accumulated losses or to increase the capital of
this subsidiary.
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2005 2004
Note HK$ HK$

CASH FLOWS FROM
OPERATING ACTIVITIES

Profit before taxation 27,984,810 21,956,329
Adjustments for:

Depreciation of property,
plant and equipment 838,238 663,687

Amortisation of land use rights 28,452 25,941
Write off of construction in progress — 38,255
Loss on disposals of property,

plant and equipment 23,023 —
Interest expenses 1,247,915 1,199,672
Interest income (61,403) (63,502)
Provision for employee

share-based payment expenses 2,350,190 —

Operating profit before
working capital changes 32,411,225 23,820,382

Increase in inventories (4,882,866) (8,991,845)
Increase in trade receivables (12,308,497) (6,612,025)
Decrease/(Increase) in deposits,

other receivables and prepayments 4,526,061 (4,154,674)
Increase in trade payables 2,292,964 4,853,406
(Decrease)/Increase in deposit received (1,803,208) 1,803,208
Decrease in amounts due

to related companies (849,349) (245,306)
(Decrease)/Increase in bills payable (1,150,970) 1,150,970
(Decrease)/Increase in

other payables and accruals (5,528,310) 3,110,359

Cash generated from operations 12,707,050 14,734,475
Interest paid (1,247,915) (1,199,672)
Enterprise income tax paid (2,739,076) (2,800,322)

NET CASH GENERATED FROM
OPERATING ACTIVITIES 8,720,059 10,734,481
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2005 2004
Note HK$ HK$

CASH FLOWS FROM
INVESTING ACTIVITIES

Purchase of property, plant and equipment (5,131,359) (5,529,048)
Increase in deposit paid for acquisition

of land use rights (15,553,308) —
Decrease/(Increase) in

pledged bank deposits 1,953,264 (3,123,264)
Sale proceeds from disposal of property,

plant and equipment 48,077 2,689,925
(Increase)/Decrease in amounts due

from related companies (137,070) 4,158,479
(Decrease)/Increase in amounts due to

related companies (601,469) 601,469
Decrease in amounts due from directors 1,560 1,350,278
Increase in amounts due to directors 79,746 491,974
Interest received 61,403 63,502

NET CASH (USED IN)/GENERATED
FROM INVESTING ACTIVITIES (19,279,156) 703,315

CASH FLOWS FROM
FINANCING ACTIVITIES

Proceeds from placing of shares 33,600,000 —
Shares issue expenses (10,326,471) —
Proceeds from issue of shares — 1,560
Net cash (outflow to)/inflow

from bank borrowings 30 (7,056,973) 7,067,039
Decrease in amounts due to

related companies — (5,314,703)
Dividend/profit distributions paid (5,023,302) (11,390,333)

NET CASH GENERATED FROM/
(USED IN) FINANCING ACTIVITIES 11,193,254 (9,636,437)

NET INCREASE IN CASH AND
CASH EQUIVALENTS 634,157 1,801,359

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 12,639,736 10,838,377

EFFECT OF FOREIGN EXCHANGE
RATE CHANGE 362,776 —

CASH AND CASH EQUIVALENTS
AT END OF YEAR 13,636,669 12,639,736

ANALYSIS OF CASH AND CASH
EQUIVALENTS AT END OF YEAR

Bank and cash balances 13,636,669 12,639,736
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1. GROUP REORGANISATION

The Company was incorporated as an exempted company with limited
liability in the Cayman Islands on 19 January 2005 under the Companies
Law, Cap 22 (Law 3 of 1961, as consolidated and revised) of the Cayman
Islands. Pursuant to a group reorganisation, further details of which are
set out in the paragraph headed “Corporate reorganisation” in the section
headed “Further information about the Company” in Appendix V to the
prospectus  of  the Company dated 5 October  2005 (“Corporate
Reorganisation”), the Company became the holding company of the
subsidiaries as set out in note 16. The shares of the Company are listed
on the Growth Enterprise Market of The Stock Exchange of Hong Kong
Limited (“GEM”).

The Group resulting from the Corporate Reorganisation is regarded as a
continuing entity. Accordingly, the financial statements of the Group for
the year ended 31 December 2004 and 31 December 2005 have been
prepared on the basis as if the Company had always been the holding
company of the Group using the principles of merger accounting in
accordance with the Accounting Guideline 5 “Merger Accounting for
Common Control Combinations” issued by the Hong Kong Institute of
Certified Public Accountants (the “HKICPA”).

2. CORPORATE INFORMATION

The principal place of business of the Company is located at 15th Floor,
EIB Tower, 4-6 Morrison Hill Road, Wanchai, Hong Kong.

The principal activity of the Company is investment holding. The principal
activities of the Company’s subsidiaries are set out in note 16 to the
financial statements. There were no significant changes in the nature of
the Group’s principal activities during the year.

3. PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted by the Group in arriving at
these financial statements, which conform to accounting principles
generally accepted in Hong Kong, are as follows:

(a) Basis of preparation

The financial statements have been prepared in accordance with
all applicable Hong Kong Financial Reporting Standards, which
include collective term includes all applicable individual Hong
Kong Financial Reporting Standards, Hong Kong Accounting
Standards and Interpretations issued by the HKICPA, accounting
principles generally accepted for Hong Kong and the disclosure
requirements of the Hong Kong Companies Ordinance. The
financial statements have been prepared under the historical cost
convention.

The HKICPA has issued a number of new and revised Hong Kong
Financial Reporting Standards and Hong Kong Accounting
Standards (hereinafter collectively referred to as the “new
HKFRSs”) which are generally effective or available for early
adoption for accounting periods beginning on or after 1 January
2005. The Group has adopted these currently in issue new HKFRSs
in the preparation of the financial statements for the year ended
31 December 2005.

The preparation of financial statements in conformity with new
HKFRSs requires the use of certain critical accounting estimates.
It also requires management to exercise its judgement in the process
of applying the Group’s accounting policies.

1.
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(a) Basis of preparation (cont’d)

The Group has not applied the following new and revised Hong
Kong Financial Reporting Standards (“new and revised HKFRSs”)
applicable to these financial statements, that have been issued but
are not yet effective, to these financial statements. Unless otherwise
stated, these new and revised HKFRSs are effective for annual
periods beginning on or after 1 January 2006:

HKAS 1 (Amendment) Capital Disclosures
HKAS 21 (Amendment) The Effects of Changes in Foreign Exchange

Rates
HKAS 39 (Amendment) Cash Flow Hedge Accounting of Forecast

Intragroup Transactions
HKAS 39 (Amendment) The Fair Value Option
HKAS 39 and Financial Guarantee Contracts

HKFRS 4 (Amendments)
HKFRS 7 Financial Instruments: Disclosures
HK(IFRIC) - Int 4 Determining whether  an Arrangement

contains a Lease

The Company has already commenced an assessment of these new
and revised HKFRSs but is not yet in a position to state whether
these new and revised HKFRSs would have a significant impact
on its result of operations and financial position.

(b) Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries made up to 31
December each year.

The results of subsidiaries acquired or disposed of during the year
are included in the consolidated income statement from the
effective date of acquisition or up to the effective date of disposal,
as appropriate.

All significant intercompany transactions and balances within the
Group are eliminated on consolidation.

(c) Subsidiaries

A subsidiary is a company whose financial and operating policies
the Company controls, directly or indirectly, so as to obtain benefits
from its activities.

The Company’s investments in subsidiaries are stated at cost less
any impairment losses. The results of subsidiaries are included in
the Company’s income statement to the extent of dividends received
and receivable.

(d) Revenue recognition

Revenue is recognised when it is probable that the economic
benefits will flow to the Group and when the revenue can be
measured reliably.

Revenue from the sale of goods is recognised when the significant
risks and rewards of ownership have been transferred to buyers,
provided that the Group maintains neither managerial involvement
to the degree usually associated with ownership nor effective
control over the goods sold.

Interest income is recognised on a time proportion basis using the
effective interest method, taking into account the principal amounts
outstanding and the interest rates applicable.

3.
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(e) Property, plant and equipment

Property, plant and equipment, other than construction in progress
(see note (3)(g) below), are stated at cost less accumulated
depreciation and any impairment losses. The cost of an asset
comprises its purchase price and any directly attributable costs of
bringing the asset to its working condition and location for its
intended use. Expenditure incurred after property, plant and
equipment have been put into operation, such as repairs and
maintenance, is normally charged to the income statement in the
period in which it is incurred. In situations where it can be clearly
demonstrated that the expenditure has resulted in an increase in
the future economic benefits expected to be obtained from the use
of the property, plant and equipment, the expenditure is capitalised
as an additional cost of that asset.

Depreciation is provided on the straight-line basis to write off the
cost of each asset over its estimated useful life less any estimated
residual value. The estimated useful lives used for this purpose
are as follows:

Buildings 20 years
Plant and machinery 10 years
Furniture, fixtures and equipment 5 years
Motor vehicles 5 years

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

The gain or loss on disposal of an asset is the difference between
the net sales proceeds and the carrying amount of the relevant asset,
and is recognised in the income statement.

(f) Land use rights

Land use rights are stated at cost less accumulated amortisation
and any impairment losses. Land use rights are amortised on the
straight-line basis over the lease terms.

(g) Construction in progress

Construction in progress represents property, plant and equipment
under construction and pending installation and is stated at cost
less accumulated impairment losses, if any. Cost includes the costs
of construction of buildings, the costs of plant and machinery and
interest charges arising from borrowings used to finance these
assets during the period of construction or installation and testing,
if any. No provision for depreciation is made on construction in
progress until such time as the relevant assets are completed and
are available for intended use. When construction in progress is
completed and ready for use, the costs are transferred to property,
plant and equipment and depreciated in accordance with the policy
as stated in note 3(e).

3.

(e)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(h) Impairment of assets

Assets that have an indefinite useful life or not yet available for
use are not subject to amortisation, which are at least tested
annually for impairment and are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. Assets that are subject to
amortisation are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may
not be recoverable. The carrying amounts of assets are reviewed
at each balance sheet date to assess whether there is any indication
of impairment. If any such indication exists, the recoverable amount
of the asset is estimated and where relevant, an impairment loss is
recognised to reduce the asset to its recoverable amount. Such
impairment losses are recognised in the income statement.

(i) 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 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 of economic benefits 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.

(j) Inventories

Inventories are stated at the lower of cost and net realisable value
after making due allowance for obsolete or slowing-moving items.
Cost is determined on the weighted average basis, and in the case
of work in progress and finished goods, comprises direct materials,
direct labour and an appropriate proportion of overheads.

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.

(k) Foreign currency translation

Companies within the Group maintain their books and records in
the primary currencies of their respective operations (“functional
currencies”). Transactions in other currencies are translated into
their functional currencies at the rates of exchange ruling on the
transaction dates. Monetary assets and liabilities in other currencies
are translated at the rates ruling on the balance sheet date. Profits
and losses resulting from this translation policy are included in
the income statement.

3.

(h)

(i)

(j)

(k)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(k) Foreign currency translation (cont’d)

The financial statements are presented in Hong Kong dollars
(“HK$”). The directors of the Company believe that using HK$ as
the Group’s reporting currency will enable financial results and
relationships to be measured with more relevance and reliability.

For the purpose of consolidation, all of the assets and liabilities of
subsidiaries with functional currencies other than HK$ are
translated into HK$ at the rates of exchange ruling at the balance
sheet date whilst income and expense items are translated at average
rates during the year. Exchange differences are dealt with as
movements in reserves.

(l) Related parties

For the purpose of these financial statements, parties are considered
to be related to the Group if the Group has the ability, directly or
indirectly, to control the party or exercise significant influence over
the party in making financial and operating decisions, or vice versa,
or where the Group and the party are subject to common control
or  common significant  inf luence.  Related part ies  may be
individuals (being members of key management personnel,
significant shareholders and/or their close family members) or other
entities and include entities which are under the significant
influence of related parties of the Group where those parties are
individuals, and post-employment benefit plans which are not for
the benefit of employees of the Group or of any entity that is a
related party of the Group.

(m) Financial instruments

Financial assets and financial liabilities are recognised on the
Group’s balance sheet when the Group has become a party to the
contractual provisions of the instrument.

Trade and other receivables

Trade and other receivables are recognised initially at fair value
and subsequently measured at amortised cost using the effective
interest method, less provision for impairment. A provision for
impairment of trade and other receivables is established when there
is objective evidence that the Group will not be able to collect all
amounts due according to the original terms of receivables. The
amount of the provision is the difference between the asset’s
carrying amount and the present value of estimated future cash
flows, discounted at the effective interest rate. The amount of the
provision is recognised in the income statement.

Cash and cash equivalents

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
changes in value, having been with three months of maturity at
acquisition. For the purpose of the cash flow statement, 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.

3.

(k)  

(l)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(m) Financial instruments (cont’d)

Financial liability and equity

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.
An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities.

Trade and other payables

Trade and other payables are stated 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.

Bank borrowings

Interest-bearing bank borrowings are recorded at the proceeds
received, net of direct issue costs. Finance charges, including
premium payable on settlement or redemption and direct issue
costs, are accounted for on an accrual basis to the income statement
using the effective interest method and are added to the carrying
amount of the instrument to the extent that they are not settled in
the period in which they arise. Borrowings are subsequently stated
at amortised cost; any difference between the proceeds (net of
transaction costs) and the redemption value is recognised in the
income statement over the period of the borrowings using the
effective interest method.

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

(n) Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave passage
and the cost to the Group of non-monetary benefits are
accrued in the year in which the associated services are
rendered by employees of the Group. Where payment or
settlement is deferred and the effect would be material, these
amounts are stated at their present values.

(ii) Share option scheme

The fair value of the options is recognised as an expense
and credited to an employee share-based compensation
reserve under equity. The total amount to be expensed over
the vesting period is determined by reference to the fair value
of the options granted at the grant date. At each balance
sheet date, the Group revises its estimates of the number of
options that  are  expected to become exercisable.  I t
recognises the impact of the revision of the original
estimates, if any, in income statement, and a corresponding
adjustment to the employee share-based compensation
reserve over the remaining vesting period.

Upon exercise of the share options, the resulting shares
issued are recorded by the Company as additional share
capital at the nominal value of the shares, and the excess of
the exercise price over the nominal value of the shares is
recorded by the Company in the share premium account.

3.

(m)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(o) Operating leases

Leases where substantially all the rewards and risks of ownership
of assets remain with the lessor are accounted for as operating
leases. Where the Group is the lessee, rental payable under the
operating leases are charged to the income statement on the
straight-line basis over the lease terms.

(p) Taxation

The charge for taxation is based on the results for the year ended
as adjusted for items which are non-assessable or disallowed. It is
calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date.

Deferred taxation is accounted for using the balance sheet liability
method in respect of temporary differences arising from differences
between the carrying amount of assets and liabilities in the financial
statements and the corresponding tax bases used in the computation
of taxable profit. In principle, deferred tax liabilities are recognised
for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profit will
be available against which deductible temporary differences can
be utilised. Such assets and liabilities are not recognised if the
temporary difference arises from goodwill (or negative goodwill)
or  f rom the in i t ia l  recogni t ion (other  than in  a  business
combination) of other assets and liabilities in a transaction which
affects neither the tax profit nor the accounting profit.

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

Deferred taxation is calculated at the tax rates that are expected to
apply to the period when the asset is realised or the liability is
settled. Deferred taxation is charged or credited to the income
statement, except when it relates to items credited or charged
directly to equity, in which case the deferred taxation is also dealt
with in equity.

Deferred tax assets and liabilities are offset 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.

(q) Borrowing costs

Borrowing costs that are directly attributable to the acquisition,
construction or production of an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale
are capitalised as part of the cost of that asset. All other borrowing
costs are charged to the income statement in the year in which
they are incurred.

3.

(o)

(p)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(r) Government grants

A government grant is recognised, when there is reasonable
assurance that the Group will comply with the conditions attaching
with it and that the grant will be received.

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

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

(s) Events after the balance sheet date

Post-year-end events 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. Post-year-end
events that are not adjusting events are disclosed in the notes when
material.

(t) Discontinued operations

A discontinued operation is component of the Group’s business,
the operations and cash flows of which can be clearly distinguished
from the rest of the Group and which represents a separate major
line of business or geographical area of operations, or is part of a
single co-ordinated plan to dispose of a separate major line of
business or geographical area of operations, or is a subsidiary
acquired exclusively with a view to resale.

Classification as a discontinued operation occurs upon disposal. It
also occurs when the operation is abandoned.

Where an operation is classified as discontinued, a single amount
is presented on the face of the income statement, which comprises:

— the post-tax profit or loss of the discontinued operation; and

— the post-tax gain or loss recognised on the measurement to
fair value less costs to sell, or on the disposal, of the assets
or disposal group(s) constituting the discontinued operation.

3.

(r)

(s)
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3. PRINCIPAL ACCOUNTING POLICIES (cont’d)

(u) Segment reporting

In accordance with the Group’s internal financial reporting system,
the Group has determined that geographical segments be presented
as the primary reporting format and business segments as the
secondary reporting format for the purposes of these financial
statements.

Segment assets consist primarily of operating assets and mainly
exclude cash and cash equivalents which are included as corporate
assets. Segment liabilities comprise operating liabilities and
exclude items such as taxation and certain corporate borrowings
which are included as corporate liabilities. Capital expenditure
comprises additions to property, plant and equipment.

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

4. TURNOVER, REVENUE AND SEGMENT
INFORMATION

The Group’s turnover represented the net invoiced value of goods sold,
after allowances for trade discounts and returns. Revenue for continuing
operations recognised during the year is as follows:

2005 2004
HK$ HK$

(restated)

Turnover
— Sales of goods  199,625,181 145,431,977

Other revenue
— Interest income  61,403 63,502

Total revenue 199,686,584 145,495,479

Segmental information

Segment information is presented by way of two segment formats:

(i) on a primary segment reporting basis, by geographical segments;
and

(ii) on a secondary segment reporting basis, by business segments.

The Group is principally engaged in manufacturing and sale of furnishings
and home products.

In prior years, the Group was also involved in the manufacture and sale
of heat exchangers in the PRC. That operation was discontinued with
effect from 1 July 2004 (note 12).

Segment information about the Group’s continuing operations is presented
below.

Segment information about the Group’s discontinued operation is
presented in note 12.

3.

(u)

4.
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4. TURNOVER, REVENUE AND SEGMENT
INFORMATION (cont’d)

(a) Geographical segments based on the location of customers

In determining the Group’s geographical segments, revenues,
results, assets and liabilities are attributed to the segments based
on the location of the customers.

The following tables present revenue, results, assets, liabilities and
capital expenditure information for the Group’s geographical
segments:

PRC Hong Kong Consolidated

2005 2004 2005 2004 2005 2004
HK$ HK$ HK$ HK$ HK$ HK$

Segment revenue:

Sales to external customers 29,543,207 20,617,809 170,081,974 124,814,168 199,625,181 145,431,977

Segment results 3,182,417 8,397,509 32,263,892 17,119,422 35,446,309 25,516,931

Unallocated revenue 868,953 389,570
Unallocated expenses (7,082,537) (2,750,500)

Profit from operations 29,232,725 23,156,001
Finance costs (1,247,915) (1,199,672)

Profit before taxation 27,984,810 21,956,329
Taxation (4,325,579) (3,079,425)

Net profit attributable to equity
shareholders of the Company 23,659,231 18,876,904

Segment assets 9,673,860 8,360,821 21,605,295 10,536,206 31,279,155 18,897,027

Unallocated assets 85,311,856 65,897,805

Total assets 116,591,011 84,794,832

Segment liabilities — 1,803,208 — — — 1,803,208

Unallocated liabilities 41,436,610 57,687,770

Total liabilities 41,436,610 59,490,978

Other segment information:

Unallocated depreciation 838,238 456,074

Unallocated amortisation 28,452 25,941

Capital expenditure
 Property, plant and equipment  5,131,359 5,529,048
 Deposit paid for acquisition  

of land use rights 15,553,308 —

20,684,667 5,529,048

4.

(a)
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4. TURNOVER, REVENUE AND SEGMENT
INFORMATION (cont’d)

(b) Geographical segments based on the location of assets

All of the Group’s assets are substantially located in the PRC. No
additional information in respect of segment assets and capital
expenditure information are presented.

(c) Business segments

No business segment information is presented as all the Group’s
turnover and contribution to operating results were arose from
manufacturing and sale of furnishings and home products during
the year.

5. PROFIT FROM OPERATIONS

Profit from operations is stated after charging the following:

2005 2004
HK$ HK$

(restated)

Auditors’ remuneration 415,615 9,434
Depreciation and amortisation of land

use rights 866,690 482,015
Loss on disposals of property, plant and

equipment 23,023 —
Staff costs (including directors’ emoluments 6

(note 6))
Fees 211,771 —
Basic salaries, bonuses, allowances

and benefits in kind 13,297,920 10,182,418
Retirement benefits scheme contributions 1,613,509 197,992
Employee share-based payment expenses 2,350,190 —

Operating lease-license fee of leasehold
buildings 43,500 —

Net exchange losses 617,374 160,143

Note:

According to the Mandatory Provident Fund (“MPF”) legislation regulated by the
Mandatory Provident Fund Schemes Authority in Hong Kong, with effect from 1
December 2000 the Group is required to participate in MPF Scheme operated by
approved trustees in Hong Kong and to make contributions for its eligible
employees. The contributions borne by the Group are calculated at 5% of the salaries
and wages (monthly contribution is limited to 5% of HK$20,000 for each eligible
employee) as calculated under the MPF legislation.

Employees of the Group in the PRC participate in a retirement benefit plan (
) under which the Group is obliged to make monthly defined contributions

to the plan at 20% of the employee’s basic salary during the year.

4.

(b)

(c)

5.

5% 20,000 5%

20%
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6. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST
PAID INDIVIDUALS

Details of emoluments of the directors of the Company disclosed pursuant
to the Rules Governing the Listing of Securities on the Growth Enterprise
Market and Section 161 of the Hong Kong Companies Ordinance are as
follows:

For the year ended 31 December 2005

Basic salaries, Retirement

allowances benefits

and benefits Discretionary Share-based scheme Total

Fees in kind bonus payment contributions emoluments

Name of director

HK$ HK$ HK$ HK$ HK$ HK$

Executive directors

Mr. Yan Siu Wai — 505,428 44,572 325,716 7,000 882,716

Mr. Leung Kwok Yin — 307,939 42,061 217,144 5,810 572,954

Mr. Bao Jisheng — 825,892 348,339 246,755 — 1,420,986

Independent non-executive

directors

Mr. Kwan Kai Cheong 81,450 — — — — 81,450

Mr. Garry Alides Willinge Garry Alides Willinge 81,450 — — — — 81,450

Mr. Yu Hon Wing, Allan 48,871 — — — — 48,871

Total 211,771 1,639,259 434,972 789,615 12,810 3,088,427

6.

161
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6. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST
PAID INDIVIDUALS (cont’d)

For the year ended 31 December 2004

Basic salaries, Retirement
allowances benefits

and benefits Discretionary Share-based scheme Total
Fees in kind bonus payment contributions emoluments

Name of director
HK$ HK$ HK$ HK$ HK$ HK$

Executive directors

Mr. Yan Siu Wai — 550,000 — — — 550,000
Mr. Leung Kwok Yin — 350,000 — — — 350,000
Mr. Bao Jisheng — 870,377 300,000 — — 1,170,377

Independent non-executive
directors

Mr. Kwan Kai Cheong — — — — — —
Mr. Garry Alides Willinge Garry Alides Willinge — — — — — —
Mr. Yu Hon Wing, Allan — — — — — —

Total — 1,770,377 300,000 — — 2,070,377

During the year, 10,752,000 options were granted to the executive
directors, under the share option scheme as stated in note 28 to the
financial statements.

There was no arrangement under which a director waived or agreed to
waive any emoluments during the year (2004: HK$Nil).

During the year, no emoluments were paid or payable by the Group to
the directors and five highest paid individuals as an inducement to join,
or upon joining the Group, or as compensation for loss of office (2004:
HK$Nil).

6.

28
10,752,000
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6. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST
PAID INDIVIDUALS (cont’d)

The five highest paid individuals for the year ended 31 December 2005
included three (2004: three) directors, details of whose emoluments are
disclosed above. Details of the emoluments of the remaining two (2004:
two) highest paid individuals for the year ended 31 December 2005, which
fell within the “Nil to HK$1,000,000” band, are as follows:

2005 2004
HK$ HK$

Basic salaries, housing benefits, other
allowances and benefits in kind 644,231 540,755

Discretionary bonus 200,000 200,000
Share-based payment 676,136 —
Retirement benefits scheme contributions 13,734 6,043

1,534,101 746,798

7. FINANCE COSTS

2005 2004
HK$ HK$

Interest on bank loans and overdrafts
wholly repayable within five years 1,247,915 1,199,672

8. TAXATION

(a) Taxation included in the consolidated income statement represents:

2005 2004
HK$ HK$

PRC enterprise income tax 4,325,579 3,079,425

No provision for profits tax in Hong Kong, the Cayman Islands or
British Virgin Islands has been made as the Group had no income
assessable for profits tax for the year.

Pursuant to the relevant laws and regulations in the PRC, JF Ningbo
operating in Zhejiang Province, the PRC, is subject to enterprise
income tax rate at 26.4% on its taxable profit in accordance with
Income Tax Law of People’s Republic of China for Enterprises
with Foreign Investment and Foreign Enterprises. JF Ningbo is
entitled to a two-year exemption from enterprise income tax starting
from its first profit-making year followed by a 50% reduction for
the subsequent three years. JF Ningbo was in its fifth profit-making
year during the year.

6.

( )

1,000,000

7.

8.

(a)

26.4%
50%
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8. TAXATION (cont’d)

Pursuant to the relevant laws and regulations in the PRC, 
 (Ningbo JF Metal Products Co., Ltd.) (“JF

Metal”), a subsidiary of the Company operating in Zhejiang
Province, the PRC, is subject to enterprise income tax rate at 26.4%
on its taxable profit in accordance with Income Tax Law of People’s
Republic of China for Enterprises with Foreign Investment and
Foreign Enterprises. JF Metal is entitled to a two-year exemption
from enterprise income tax starting from its first profit-making
year followed by a 50% reduction for the subsequent three years.
No provision for PRC enterprise income tax has been made as JF
Metal has no assessable profit for the year.

(b) Taxation in the consolidated balance sheet represents:

2005 2004
HK$ HK$

Provision for PRC enterprise income tax 3,202,744 1,616,241

(c) No provision for deferred taxation has been made in the financial
statements as the effect of temporary differences is not material to
the Group.

(d) The taxation on the Group’s profit before taxation differs from the
theoretical amounts that would arise using the taxation rate of the
country where the Group principally operates as follows:

2005 2004
HK$ HK$

Profit before taxation 27,984,810 21,956,329

Tax at statutory tax rate of 33% 33% 9,234,987 7,245,589
Effect of preferential tax rate (5,540,992) (4,347,353)
Tax effect of income that is not taxable in

determining taxable profit (96,334) (58,275)
Tax effect on tax losses not yet recognised 7,144 364,236
Tax effect of expenses that are not deductible

in determining taxable profit 945,832 69,777
Tax effect of unrecognised temporary

differences (225,058) (194,549)

Taxation charge 4,325,579 3,079,425

9. NET PROFIT ATTRIBUTABLE TO EQUITY
SHAREHOLDERS OF THE COMPANY

The net profit attributable to equity shareholders of the Company dealt
with in the financial statements of the Company for the year ended 31
December 2005 was HK$14,099,599 (note 29).

8.

26.4%

50%

(b)

(c)

(d)

9.

14,099,599
29
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10. DIVIDEND

2005 2004
HK$ HK$

Interim dividend declared and paid of HK$ Nil
per share (2004: HK$45,304.57 per share)

45,304.57 — 4,530,457
Final dividend proposed after the balance sheet

date of HK5.6 cents per share (2004: HK$ Nil) 5.6
9,408,000 —

9,408,000 4,530,457

The final dividend proposed after the balance sheet date have not been
recognised as a liability at the balance sheet date. The final dividend of
HK5.6 cents per share amounting to HK$9,408,000 in respect of year
ended 31 December 2005 has been proposed by the directors and is subject
to approval by the equity shareholders in the forthcoming general meeting.
The dividend for the year ended 31 December 2004 was paid by a
subsidiary to its then shareholders prior to the Corporate Reorganisation.

11. EARNINGS PER SHARE

The calculation of basic earnings per share for the year ended 31
December 2005 is based on the net profit  attr ibutable to equity
shareholders of HK$23,659,231 and on the 168,000,000 ordinary shares
of the Company in issue after the Company listing on the GEM on 13
October 2005 as if those shares had been in issue for the year.

The calculation of basic earnings per share for the year ended 31
December 2004 is based on the net profit  attr ibutable to equity
shareholders of HK$18,876,904 and on the 168,000,000 ordinary shares
of the Company in issue after Corporate Reorganisation and capitalisation
issue as if those shares had been in issue for the year.

The calculation of diluted earnings per share for the year ended 31
December 2005 is based on the net profit  attr ibutable to equity
shareholders of HK$23,659,231 and the weighted average number of
168,635,178 ordinary shares in issue during the year. Accordingly, the
effect of dilutive potential ordinary shares relating to the share option is
635,178.

The diluted earnings per share for the year ended 31 December 2004 has
not been shown as there were no dilutive potential ordinary shares existed
during the year.

10.

5.6 9,408,000

11.

23,659,231
168,000,000

18,876,904
168,000,000

23,659,231
168,635,178

635,178
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12. DISCONTINUED OPERATION

On 1 April 2004 the Group entered into an agreement for the sale of its
heat exchanger production line with  (Ningbo
Mei Yi Heat Exchanger Co. Ltd.). The Group agreed to sell the heat
exchanger production line for a cash consideration of approximately
HK$2,466,196. The sale was completed on 12 July 2004 and control of
the production line was effectively transferred to 

 (Ningbo Mei Yi Heat Exchanger Co. Ltd.) (note 33) on the same
day.

The results of the heat exchanger production line for the six months ended
30 June 2004 is as follows:

HK$

Turnover 7,027,468
Cost of sales (6,440,597)

Gross profit 586,871

Other revenue 584
Selling and distribution costs (1,278)
Administrative expenses (586,177)

Profit from operations —
Taxation —

Profit attributable to the equity shareholders of the Company —

The analysis of the net assets of the heat exchanger production line as at
30 June 2004 is as follows:

HK$

Property, plant and equipment 2,689,925
Inventories 4,338
Trade receivables 3,619,039
Deposits and other receivables 853
Trade payables (2,436,149)
Other payables and accruals (1,411,810)

2,466,196

For the six months ended 30 June 2004, additions on property, plant and
equipment and the depreciation charges for the heat exchanger production
line amounted to HK$Nil and HK$207,613 respectively.

12.

2,466,196

33

207,613
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12. DISCONTINUED OPERATION (cont’d)

The cash inflows of the heat exchanger production line for the six months
ended 30 June 2004 are as follows:

HK$

Cash inflows from operating activities 665,884
Cash inflows from investing activities 584

666,468

13. PROPERTY, PLANT AND EQUIPMENT

Group

Furniture,
Plant and fixtures and Motor Construction

Buildings machinery equipment vehicles in progress Total

HK$ HK$ HK$ HK$ HK$ HK$

Cost

At 1 January 2004 2,708,996 4,992,396 71,741 538,651 1,118,421 9,430,205
Additions — 1,692,927 151,470 441,776 3,242,875 5,529,048
Transfers 4,323,041 — — — (4,323,041) —
Disposals/written off — (4,164,045) (10,472) (117,635) (38,255) (4,330,407)

At 31 December 2004 and
1 January 2005 7,032,037 2,521,278 212,739 862,792 — 10,628,846

Additions — 1,674,048 116,614 — 3,340,697 5,131,359
Disposals — — — (90,000) — (90,000)
Exchange difference 135,231 48,486 4,091 16,592 — 204,400

At 31 December 2005 7,167,268 4,243,812 333,444 789,384 3,340,697 15,874,605

Accumulated depreciation

At 1 January 2004 387,515 1,488,048 24,880 78,947 — 1,979,390
Charge for the year 206,145 331,574 21,034 104,934 — 663,687
Disposals — (1,597,044) (5,183) — — (1,602,227)

At 31 December 2004
and 1 January 2005 593,660 222,578 40,731 183,881 — 1,040,850

Charge for the year 322,787 308,524 59,438 147,489 — 838,238
Disposals — — — (18,900) — (18,900)
Exchange difference 11,417 4,280 783 3,536 — 20,016

At 31 December 2005 927,864 535,382 100,952 316,006 — 1,880,204

Net book value

At 31 December 2005 6,239,404 3,708,430 232,492 473,378 3,340,697 13,944,401

At 31 December 2004 6,438,377 2,298,700 172,008 678,911 — 9,587,996

12.

13.

The Group’s buildings are situated in the PRC.

At 31 December 2005, the Group’s buildings with carrying value of
approximately HK$5,516,000 (2004: HK$5,811,000) were pledged as
security to a bank for the Group’s banking facilities (note 26).

5,516,000 5,811,000

26
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14. LAND USE RIGHTS

Group

HK$

Cost

At 1 January 2004, 31 December 2004 and 1 January 2005

1,395,780
Exchange difference 26,842

At 31 December 2005 1,422,622

Accumulated amortisation

At 1 January 2004 307,072
Charge for the year 25,941

At 31 December 2004 and 1 January 2005
333,013

Charge for the year 28,452
Exchange difference 6,405

At 31 December 2005 367,870

Net book value

At 31 December 2005 1,054,752

At 31 December 2004 1,062,767

The Group’s land use rights are situated in the PRC under medium term
leases of 50 years expiring in 2043 and pledged as security to a bank for
the Group’s banking facilities (note 26).

15. DEPOSIT PAID FOR ACQUISITION OF LAND USE
RIGHTS

At 31 December 2005 the Group paid HK$15,553,308 (2004: HK$Nil)
as the consideration for acquisition of the land use rights of a parcel of
land located in the PRC for a term of 50 years commencing from the date
of issue of the State-owned Land Use Rights Certificate. The Group is in
the process of obtaining the relevant State-owned Land Use Rights
Certificate.

14.

50

26

15.

15,553,308

50
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16. INVESTMENTS IN SUBSIDIARIES

Company

2005
HK$

Unlisted investments, at cost 42,967,020

The balances with subsidiaries included in the Company’s current assets
and current liabilities were unsecured, interest-free and have no fixed
terms of repayment.

Particulars of the subsidiaries as at the balance sheet date are as follows:

Place of
 incorporation/ Issued and
establishment Attributable paid up capital/

Company and operation interest registered capital Principal activities

Directly held

JF Household Furnishings British Virgin 100% Ordinary shares Investment holding
(Asia) Ltd. (“JF Asia”) Islands US$300

100%
300

Indirectly held

JF Household Furnishings British Virgin 100% Ordinary shares Investment holding
(BVI) Ltd. (“JF BVI”) Islands US$100

100%
100

Keylink Technology Limited British Virgin 100% Ordinary shares Investment holding
(“Keylink”) Islands US$100

100%
100

16.
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Place of
 incorporation/ Issued and
establishment Attributable paid up capital/

Company and operation interest registered capital Principal activities

Indirectly held (cont’d)

JF Household Furnishings British Virgin 100% Ordinary shares Investment holding
(Macau) Holdings Ltd. Islands US$100
(“JF Macau Holdings”)

100%
100

JF Ningbo * # PRC 100% Registered capital Manufacturing and
US$7,000,000 sale of furnishings

and home products
and accessories

 * # 100%
7,000,000

JF Metal * # PRC 100% Registered capital Manufacturing and
US$140,000 processing of stainless

steel rods and other
accessories

 * # 100%
140,000

JF Household Furnishings Macau 100% Ordinary shares Not yet commence
Macao Commercial MOP100,000 business
Offshore Limited #

100%
 # 100,000

16. INVESTMENTS IN SUBSIDIARIES (cont’d)

# Not audited by RSM Nelson Wheeler
* Wholly foreign owned enterprise established in the PRC

During the year, the registered capital of JF Ningbo increased from
US$1,000,000 to US$7,000,000 of which US$3,317,209 was paid.

17. INVENTORIES

Group

2005 2004
HK$ HK$

Raw materials 19,532,738 17,242,376
Work in progress 12,326,220 9,568,322
Finished goods 1,085,965 1,251,359

32,944,923 28,062,057

At 31 December 2005 all inventories stated at cost.

16.

#
*

1,000,000
7,000,000 3,317,209

17.
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18. TRADE RECEIVABLES

Group

2005 2004
HK$ HK$

Trade receivables 23,913,826 13,122,323
Trade receivables from a related company 7,291,698 5,774,704

31,205,524 18,897,027

Particulars of the trade receivables from a related company are as follows:

2005 2004
HK$ HK$

(Zhejiang Shuaikang Electric Stock Co. Ltd.) 7,291,698 5,774,704

The Group normally granted customers with credit terms of 30 to 90
days. The ageing analysis of the Group’s trade receivables is as follows:

Group

2005 2004
HK$ HK$

0 - 30 days 0 30 18,507,628 10,739,604
31 - 60 days 31 60 10,946,081 3,134,465
61 - 90 days 61 90 1,751,815 2,638,971
Over 90 days 90 — 2,383,987

31,205,524 18,897,027

Group

2005 2004
HK$ HK$

Deposits 5,801,057 9,667,526
Other receivables and prepayments 1,090,457 1,750,049

6,891,514 11,417,575

18.

30 90

The directors consider that the carrying amount of trade receivables
approximates its fair value.

19. DEPOSITS, OTHER RECEIVABLES AND
PREPAYMENTS

19.

The directors consider that the carrying amount of deposits, other
receivables and prepayments approximates its fair value.
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20. DUE FROM DIRECTORS

Particulars of the amounts due from directors, pursuant to Section 161B
of the Hong Kong Companies Ordinance, are as follows:

Group

2005 2004
HK$ HK$

Mr. Yan Siu Wai — 936
Mr. Leung Kwok Yin — 624

— 1,560

The amounts due from directors represent temporary cash advance to the
directors are unsecured, interest-free and have no fixed terms of
repayment.

The maximum amounts outstanding during the year are as follows:

Group

2005 2004
HK$ HK$

Mr. Yan Siu Wai 936 7,195
Mr. Leung Kwok Yin 624 624
Mr. Bao Jisheng — 1,344,643

The directors consider that the carrying amount of the amounts due from
directors approximates its fair value.

21. DUE FROM/(TO) RELATED COMPANIES

(a) The amounts due from related companies represent expenses paid
on behalf of (Ningbo Mei Yi Heat
Exchanger Co. Ltd.) and  (Yuyao
Jiefeng Air Conditioning Equipment Co. Ltd.) by the Group
remained outstanding at 31 December 2004 and 31 December 2005
respectively are unsecured, interest-free and have no fixed terms
of repayment.

(b) At 31 December 2004 the amounts due to related companies mainly
represent the consideration of HK$601,469 payable to Better Asia
Limited in connection with the acquisition of the 55% equity
interests in JF Metal. The remaining balance represents expenses
paid on behalf of the Group by A.C.R. Equipment Supplies Limited.
These amounts are unsecured, interest-free and have no fixed terms
of repayment.

The directors consider that the carrying amount of the amounts due from/
(to) related companies approximates its fair value.

20.

161B

21.

(a)

(b)
55%

Better Asia Limited
601,469
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23. TRADE PAYABLES

The credit terms of trade payables varies according to terms of different
suppliers which generally ranging from letter of credit at sight to 90 days.
The ageing analysis of trade payables is as follows:

Group

2005 2004
HK$ HK$

0 - 30 days 0 30 5,759,646 7,963,327
31 - 60 days 31 60 2,562,711 2,515,194
61 - 90 days 61 90 2,141,831 69,661
Over 90 days 90 4,389,851 2,012,893

14,854,039 12,561,075

Group

2005 2004
HK$ HK$

Other payables 1,802,923 1,339,010
Loan from the People’s Government of Yuyao

(note 24(a)) 24(a) — 4,716,981
Government grant (note 24(b)) 24(b) 1,923,078 1,886,793
Accruals 2,344,845 3,656,732

6,070,846 11,599,156

(a) This represents non-interest bearing loan obtained from the
People’s Government of Yuyao for the purpose of acquiring certain
land use rights and repaid during the year.

(b) This represents government grant granted and approved by 
 (Finance Bureau of Yuyao Municipal) and 

 (Science and Technology Bureau of Yuyao Municipal) for
support of the product development of the Group.

The directors consider that the carrying amount of the other payables
and accurals approximates its fair value.

23.

90

(a)

(b)

22. PLEDGED BANK DEPOSITS AND BANK AND CASH
BALANCES

Bank balances  included approximately  HK$12,517,000 (2004:
approximately HK$7,167,000) are denominated in Renminbi, are placed
with banks in the PRC. The remittance of these funds out of the PRC is
subject to the PRC’s Foreign Exchange Control Regulations.

The directors consider the pledged bank deposits and bank and cash
balances approximates its fair value.

22.

12,517,000 7,167,000

The directors consider that the carrying amount of the trade payables
approximates its fair value.

24. OTHER PAYABLES AND ACCRUALS 24.
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25. DUE TO DIRECTORS

Group

2005 2004
HK$ HK$

Mr. Yan Siu Wai 343,032 —
Mr. Leung Kwok Yin 228,688 —
Mr. Bao Jisheng — 491,974

571,720 491,974

Company

2005
HK$

Mr. Yan Siu Wai 6,000
Mr. Leung Kwok Yin 4,000

10,000

The directors consider that the carrying amount of the amounts due to
directors approximates its fair value.

At 31 December 2005 the amounts due to directors represents the
temporary cash advance from the directors.

At 31 December 2004 the amount due to a director represents the purchase
consideration payable to Mr. Bao Jisheng in connection with the
acquisition of his beneficial interest in JF Metal. The amount is unsecured,
interest-free and fully settled in January 2005.

26. BANK BORROWINGS

Group

2005 2004
HK$ HK$

Wholly repayable within one year
— secured bank loan  2,403,846 22,922,358
— unsecured bank loan  13,461,539 —

15,865,385 22,922,358

At 31 December 2005, the Group has been granted bank facilities totalling
approximately HK$16 million which were secured by the followings:

(i) legal charge on land use rights and certain buildings owned by the
Group;

(ii) corporate guarantees given by the Company; and

(iii) all monies charge over deposits executed by a subsidiary of the
Company in favour of the bank in an amount of not less than
US$150,000.

The carrying amount of the Group’s bank borrowings are denominated
in RMB and approximates its fair value.

All bank loans are arranged at fixed interest rates and expose the Group
to fair value interest rate risk.

25.

26.

16,000,000

(i)

(ii)

(iii) 150,000
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27. SHARE CAPITAL

Ordinary shares of
HK$0.01 each

0.01 
Number of

shares Par value

Note HK$

Authorised:
Upon incorporation on 19 January 2005

of HK$0.01 each 0.01 (i) 20,000,000 200,000
Increase in authorised share capital (iii) 480,000,000 4,800,000

At 31 December 2005 500,000,000 5,000,000

Issued and fully paid:
Allotted and issued nil-paid on

23 February 2005 (ii), (iv) 1,000,000 —
Arising from Corporate Reorganisation (iv) 1,000,000 10,000
Shares credit as fully paid (ii), (iv) — 10,000
Issue of shares by capitalisation of

share premium account (v) 124,000,000 1,240,000
New issue on placing (vi) 42,000,000 420,000

At 31 December 2005 168,000,000 1,680,000

Note

(i) The Company was incorporated in the Cayman Islands on 19 January 2005
with an authorised share capital of HK$200,000 divided into 20,000,000
shares of HK$0.01 each.

(ii) On 23 February 2005, one share of HK$0.01 was allotted and issued nil-
paid. On the same date, 999,999 shares of HK$0.01 was allotted and issued
nil-paid.

(iii) On 8 September 2005, written resolutions of all shareholders of the Company
were passed pursuant to which the authorised share capital of the Company
was increased from HK$200,000 to HK$5,000,000 by the creation of an
additional 480,000,000 ordinary shares of HK$0.01 each.

(iv) Pursuant to the Corporate Reorganisation (a) 1,000,000 ordinary shares of
HK$0.01 each allotted and issued credited as fully paid and (b) 1,000,000
ordinary shares of HK$0.01 each issued nil paid, as mentioned in point (ii)
above were credited as fully paid, in consideration for transfer the entire
issued shares in JF Asia to the Company.

(v) Pursuant to a resolution of all shareholders of the Company passed on 8
September 2005, 124,000,000 ordinary shares of the Company were allotted
and issued, credited as fully paid at par value of HK$0.01 each to the holders
of the share of the Company whose names appear on the register of members
of the Company at the close of business on 8 September 2005 in proportion
as nearly as possible without involving fractions to their then existing
shareholdings in the Company. Such allotment and capitalisation were
conditional on the share premium account of the Company being credited
as a result of conditional placing of new shares as mentioned in the
prospectus of the Company dated 5 October 2005.

(vi) On 12 October 2005, 42,000,000 shares of the Company were issued on
placing at a premium of HK$0.79 for cash totalling HK$33,600,000. The
excess of the issued price over the par value of the shares, net of share
issue expenses, was credited to the share premium account of the Company.

Details of the Company’s share option scheme are included in note 28 to
the financial statements.
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28. SHARE OPTION SCHEME

(i) Pre-IPO share option scheme

Pursuant to the written resolution passed by all shareholders of
the Company on 8 September 2005, the pre-IPO share option
scheme (“Pre-IPO Share Option Scheme”) was approved.

The purpose of the Pre-IPO Share Option Scheme is to recognise
the contribution of certain persons to the growth of the Group and/
or to the listing of shares of the Company on GEM. The total
number of the shares of the Company subject to the Pre-IPO Share
Option Scheme is 20,160,000 representing approximately 12% of
the issued share capital of the Company upon completion of the
placing of the shares of the Company and capitalisation issue and
no further options will be granted under the Pre-IPO Share Option
Scheme. Upon acceptance of the option, each grantee shall pay
HK$1 to the Company by way of consideration for the grant. All
of these options granted under the Pre-IPO Share Option Scheme
will only be exercised after the expiry of six months from 13
October 2005 (“Listing Date”) but in any event not later than five
years from the Listing Date.

The options granted under the Pre-IPO Share Option Scheme vest
from the Listing Date until the commencement of the exercise
period. Options shall lapse in accordance with the terms of the
Pre-IPO Share Option Scheme.

At 31 December 2005, the directors and employees of the Group
had the following interests in options to subscribe for the ordinary
shares of the Company. Each option gives the holder the right to
subscribe for one share. Details of the options granted are as
follows:

Number of share options

At Granted Lapsed
Exercise beginning during during At end of

Date granted Exercise period price of the year the year the year the year

Executive directors

8 September2005 13 April 2006 to 0.800 — 10,752,000 — 10,752,000
12 October 2010

Senior management

8 September 2005 13 April 2006 to 0.800 — 2,688,000 — 2,688,000
12 October 2010

8 September 2005 13 April 2006 to 0.560 — 3,480,000 — 3,480,000
12 October 2010

Other employees

8 September 2005 13 April 2006 to 0.560 — 3,240,000 — 3,240,000
12 October 2010

— 20,160,000 — 20,160,000

28.
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28. SHARE OPTION SCHEME (cont’d)

(i) Pre-IPO share option scheme (cont’d)

The estimated fair value of the options granted during the year
ended 31 December 2005 was HK$0.086 per share and HK$0.238
per share for exercise price of HK$0.8 and HK$0.56 respectively.
It was calculated using the Black-Scholes option pricing model by
using the following information:

2005 2005

Weighted average share price HK$0.80 0.80
Weighted average exercise price HK$0.72 0.72
Expected volatility for exercise price of HK$0.80 25.97% 0.80 25.97%
Expected volatility for exercise price of HK$0.56 24.71% 0.56 24.71%
Expected life 5 years 5
Risk free rate for exercise price of HK$0.80 3.5% 0.80 3.5%
Risk free rate for exercise price of HK$0.56 3.34% 0.56 3.34%
Expected dividend yield 3% 3%

The expected volatility is based on the adjusted average historical
volatilities of the comparable companies in the industries. The
Group recognised expenses for share options of HK$2,350,190 for
the year ended 31 December 2005 with corresponding credit in
equity. No liabilities were recognised as there were all equity-
settled share-based payment transactions.

(ii) Post-IPO share option scheme

Pursuant to the written resolution passed by all shareholders of
the Company on 8 September 2005, the post-IPO share option
scheme (“Post-IPO Share Option Scheme”) was approved.

The purpose of the Post-IPO Share Option Scheme is to enable the
Company to recognise the contributions of the participants to the
Group and to motivate the participants to continuously work to
the benefit of the Group by offering to the participants and
opportunity to have personal interest in the share capital of the
Company. Eligible participants of the Post-IPO Share Option
Scheme (“Participants”) include employee (including directors of
the Company), consultants and/or advisers who in the sole
discretion of the directors of the Company have contributed or will
contribute to the Group.

The overall limit on the number of shares of the Company which
may be issued upon exercise of all outstanding options granted
and yet to be exercised under the Post-IPO Share Option Scheme
and other share option scheme of the Group (including the Pre-
IPO Share Option Scheme) must not exceed 30% of the shares of
the Company in issue from time to time. A nominal consideration
of HK$1 is payable by the grantee upon acceptance of an option.

28.
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Employee
share-based

Share Contributed compensation Retained
premium surplus reserve profit Total

Note HK$ HK$ HK$ HK$ HK$

New shares issued
on reorganisation 27(ii), (iv) (20,000) — — — (20,000)

Capitalisation of share premium 27(v) (1,240,000) — — — (1,240,000)

Shares issued on placing 27(vi) 33,180,000 — — — 33,180,000

Share issue expenses (10,326,471) — — — (10,326,471)

Effect of reorganisation — 42,967,020 — — 42,967,020

Employee shared-based
payment expenses 3n(ii), 28(i) — — 2,350,190 — 2,350,190

Net profit attributable to equity
shareholders of the Company — — — 14,099,599 14,099,599

At 31 December 2005
21,593,529 42,967,020 2,350,190 14,099,599 81,010,338

28. SHARE OPTION SCHEME (cont’d)

(ii) Post-IPO share option scheme (cont’d)

Under the Post-IPO Share Option Scheme, the Company may grant
options, at its discretion, to Participants to subscribe for such
number of new shares at any exercise price determined by the board
of directors of the Company in its absolute discretion. The price
will be the highest of (i) the closing price of the share of the
Company as stated in The Stock Exchange of Hong Kong Limited
(“Stock Exchange”) daily quotations sheet on the date of grant of
the option (which must be a business day), (ii) the average closing
prices of the Shares as stated in the Stock Exchange’s daily
quotations sheets for the five business days immediately preceding
the date of grant of the option and (iii) the nominal value of a
share of the Company on the date of the option.

An option under the Post-IPO Share Option Scheme may be
exercised in accordance with the terms of the Post-IPO Share
Option Scheme at any time during the period to be determined and
notified by the board of directors of the Company to each grantee
which period of time shall commence on the expiration of three
years of the date of grant of the option and expire on such date as
determined by the board of directors of the Company provided that
the option may not be exercised after expiration of 10 years from
the date of grant of the option.

The Post-IPO Share Option Scheme does not require a minimum
period for which an option must be held nor a performance target
which must be achieved before an option can be exercised, unless
the board of directors of the Company otherwise determined and
stated in the offer of the grant of options to the grantee.

During the year, no option was granted under the Post-IPO Share Option
Scheme.

29. RESERVES

Company

28.
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29. RESERVES (cont’d)

The contributed surplus of the Company arose as a result of the Group’s
reorganisation carried out on 8 September 2005 and represents the excess
of the then combined net assets of the subsidiaries acquired, over the
nominal value of the Company’s shares issued in exchanged therefor.

Under the Companies Law, Cap 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands, the share premium of the Company is
available for paying distributions or dividends to shareholders subject to
the provisions of its Memorandum and Articles of Association and
provided that immediately following the distribution or dividend the
Company is able to pay its debts as they fall due in the ordinary course
of business.

30. NOTES TO THE CONSOLIDATED CASH FLOW
STATEMENT

Analysis of changes in financing during the year:

Bank
borrowings

HK$

At 1 January 2004 15,855,319
Proceeds from new bank loans 36,046,550
Repayment of bank loans (28,979,511)

At 31 December 2004 and 1 January 2005
22,922,358

Proceeds from new bank loans 22,596,154
Repayment of bank loans (29,653,127)

At 31 December 2005 15,865,385

2005 2004
HK$ HK$

Capital injection to JF Ningbo
 Contracted but not provided for 20,145,772 —

Commitments in respect of construction of
the factory premises and acquisition of plant
and machinery

 Contracted but not provided for 1,725,101 230,189

31. CONTINGENT LIABILITIES

The Group did not have any significant contingent liabilities at 31
December 2005 (2004: HK$Nil).

At 31 December 2005, the Company had provided corporate guarantee
to the extent of HK$5,000,000 (2004: HK$ Nil) for banking facilities
granted to a subsidiary, which were not utilised.

32. COMMITMENTS

Save as disclosed above, the Group had no significant capital and financial
commitments as at 31 December 2005.

At the balance sheet date, the Company had no significant capital and
financial commitments.

29.
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33. RELATED PARTY TRANSACTIONS

In addition to the transactions and balances, disclosed elsewhere in these
financial statements, during the year, in the normal course of business,
the Group entered into significant transactions with its related parties, of
which certain directors of the Company are also directors of these
companies or held beneficial interests therein, as follows:

2005 2004
HK$ HK$

Continuing:
Purchases from
—  (Yuyao Kongshun  

 Modern Printing Services Co. Ltd.) 33(a)
 (note 33(a)) 56,766 221,270

Sales to
— (Zhejiang  

 Shuaikang Electric Stock Co. Ltd.) 33(b)
 (note 33(b)) 13,235,361 7,096,122

Leasing charges paid to
— (Yuyao Jiefeng  

 Air Conditioning Equipment Co. Ltd.) 33(a)
 (note 33(a)) 77,462 —

Processing charges paid to 
 (Yuyao Jiefeng Air Conditioning 33(a)

Equipment Co. Ltd.) (note 33(a)) 285,643 661,368

License fee paid to A.C.R. Equipment Supplies
Limited (note 33 (a)) 33(a) 43,500 —

33.
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33. RELATED PARTY TRANSACTIONS (cont’d)

2005 2004
HK$ HK$

Discontinuing:
Purchases from
— A.C.R. Equipment Supplies Limited  

(note 33(a)) 33(a) — 4,588,783
—  (Yuyao Jiefeng  

 Air Conditioning Equipment Co. Ltd.) 33(a)
 (note 33(a)) — 277,084

Sales to
—  (Yuyao Jiefeng  

 Air Conditioning Equipment Co. Ltd.) 33(a)
 (note 33(a)) — 5,818,317

— (Panyu Super  
 Link Co. Ltd.) (note 33(a)) 33(a) — 1,066,072

—  (Yuyao Jiefeng  
 Fan and Air-conditioning Co. Ltd.) (note 33(a)) 33(a) — 99,661

Sale of heat exchanger production line to
 (Ningbo Mei Yi

Heat Exchanger Co. Ltd.) (note 33(a)) 33(a) — 2,466,196

Interest paid to
—  (Yuyao Jiefeng  

 Air Conditioning Equipment Co. Ltd.) 33(a)
 (note 33(a)) — 92,506

—  (Yuyao Jiefeng  
 Fan and Air-conditioning Co. Ltd.) (note 33(a)) 33(a) — 49,449

Acquisition of the equity interest in JF Metal from
— Better Asia Limited  

 (note 33(a)) 33(a) — 601,280
— Mr. Bao Jisheng  — 491,957

33.
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33. RELATED PARTY TRANSACTIONS (cont’d)

(a) Mr. Yan Siu Wai and Mr. Leung Kwok Yin are directors of and
held beneficial interests in these companies as follows:

Beneficial interests held by:

Mr. Yan Mr. Leung
Siu Wai Kwok Yin

Name of related parties

(Yuyao Jiefeng Air Conditioning
Equipment Co. Ltd.) 43% 32%

(Panyu Super Link Co. Ltd.) 28% 24%

(Yuyao Jiefeng Fan and
Air-conditioning Co. Ltd.) 24% 16%

*
(Yuyao Kongshun Modern
Printing Service Co. Ltd.) * 8% 10%

(Ningbo Mei Yi Heat Exchanger
Co. Ltd.) 33% 33%

Better Asia Limited 60% 40%
A.C.R. Equipment Supplies Limited * * 30% 40%

* Madam Mak Man Lee, Manly, the spouse of Mr. Yan Siu Wai, also
held beneficial interests in  (Yuyao
Kongshun Modern Printing Services Co. Ltd.) and A.C.R. Equipment
Supplies Limited of 8% and 30% respectively.

(b) Mr. Yan Siu Wai is a director of and Mr. Bao Jisheng held
approximately 5% beneficial interest in this company.

In the opinion of the directors, these transactions with the related parties
are conducted on normal commercial terms and the terms are fair and
reasonable.

During the year, the key management personnel compensation paid by
the Group were disclosed in note 6 to the financial statements.

33.
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34. FINANCIAL RISK MANAGEMENT OBJECTIVES
AND POLICIES

The Group’s major financial instruments included bank borrowings, trade
receivables and trade payables. Details of these financial instruments are
disclosed in the respective notes. The risks associated with these financial
instruments and the policies applied by the Group to mitigate these risks
are set out below.

Management monitors these exposures to ensure appropriate measures
are implemented in a timely and effective manner.

Foreign exchange risk

The Group operates mainly in Hong Kong and the PRC and is exposed to
foreign exchange risk arising from RMB and the United State dollar
exposures, primarily with respect to the HK$. Foreign exchange risk arises
from future commercial transactions, recognised assets and liabilities and
net investments in foreign operations.

Credit risk

The Group’s principal financial assets are trade and other receivables
and bank and cash balances, which represent the Group’s maximum
exposure to credit risk in relation to financial assets.

The Group’s credit risk is primarily attributable to its trade receivables.
The amounts presented in the balance sheet are net of allowances for
doubtful receivables, if any, estimated by the Group’s management based
on prior experience and their assessment of the current economic
environment.

The credit risk on liquid funds is limited because majority of the
counterparties are banks with high credit-ratings assigned by international
credit-rating agencies.

The Group has significant concentration of credit risk to its trade
receivables as the Group largest customer contributed over 85.2% of the
turnover and shared over 69% of the trade receivables in the year. The
Group has policies and procedures to monitor the collection of the trade
receivables to limit the exposure to non-recoverable of the receivables.

35. EVENTS AFTER THE BALANCE SHEET DATE

On 22 March 2006, the Company proposed to declare a final dividend of
HK5.6 cent per ordinary share to its shareholders whose names appeared
on the register of members of the Company on 30 May 2006, as further
detailed in note 10 to the financial statements.
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36. COMPARATIVE FIGURES

Certain comparative figures in the financial statements have been restated
to comply with the disclosure requirement of HKAS 1 and HKFRS 5 for
the discontinued operation of the Group in 2004.

37. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the
board of directors on 22 March 2006.

36.
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