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Directors’ Report

The Directors are pleased to present their annual report and the audited
consolidated financial statements of the Group and the Company for the
year ended 31st December, 2006.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The principal
activities of its principal subsidiaries, associates and jointly controlled
entities at 31st December, 2006 are set out in notes 61, 62 and 63 to the
consolidated financial statements respectively.

RESULTS AND APPROPRIATIONS

The results of the Group and appropriations of the Company are set
out in the consolidated income statement on page 47 and in the
accompanying notes to the consolidated financial statements.

The Directors have proposed the payment of a final dividend of HK15
cents per share payable to shareholders whose names appear on the
register of members of the Company on Wednesday, 13th June, 2007.
Since no interim dividend was paid, the total dividend for the year is
HK15 cents per share. Details are set out in note 19 to the consolidated
financial statements.

INVESTMENT PROPERTIES

During the year, the Group spent HK$245,000 on investment properties.
Certain of the Group’s properties previously included in property,
plant and equipment with a carrying value of HK$34,200,000 were
transferred to investment properties. In addition, certain of the Group’s
investment properties with a carrying value of HK$106,509,000 were
transferred to property, plant and equipment.

The Group’s investment properties were revalued on 31st December,
2006 at HK$2,959,300,000. The net increase in fair value of
HK$261,264,000 has been credited to the consolidated income
statement.

Details of these and other movements in the investment properties of the
Group during the year are set out in note 20 to the consolidated financial
statements.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group spent HK$35,946,000 on property, plant and
equipment and acquired a further HK$49,847,000 of property, plant and
equipment on the acquisition of subsidiaries. The Group also disposed
of certain of its property, plant and equipment with a carrying value of
HK$958,000.

Details of these and other movements in the property, plant and
equipment of the Group during the year are set out in note 21 to the
consolidated financial statements.
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Directors’ Report (Cont'd)

PROPERTIES

Particulars of major properties of the Group at 31st December, 2006 are
set out on pages 146 to 148.

SHARE CAPITAL AND WARRANTS

Details of movement in the share capital and warrants of the Company
during the year are set out in note 40 to the consolidated financial
statements.

DIRECTORS

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

Executive Directors:
Patrick Lee Seng Wei
Li Chi Kong

Non-Executive Directors:
Arthur George Dew
Henry Lai Hin Wing
Steven Lee Siu Chung

(appointed on 1st January, 2007)

Independent Non-Executive Directors:
John Douglas Mackie

Steven Samuel Zoellner

Alan Stephen Jones

In accordance with Article 105(A) of the Company’s Articles of
Association, Messrs. Li Chi Kong, Henry Lai Hin Wing and Steven Lee
Siu Chung will retire by rotation and, being eligible, offer themselves for
re-election.

In accordance with Article 96 of the Company’s Articles of Association,
Mr. Arthur George Dew, who has been appointed since the last annual
general meeting and before the date of this report, will retire at the
forthcoming annual general meeting and, being eligible, offers himself
for re-appointment as Director.

DirecToRS” SERVICE CONTRACTS

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

TERMS OF OFFICE FOR THE NON-EXECUTIVE DIRECTORS

All the Non-Executive Directors (including the INEDs) were appointed
for a specific term which shall continue until 31st December, 2007
but subject to the relevant provisions of the Articles of Association of
the Company or any other applicable laws whereby the Directors shall
vacate or retire from their office.
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Directors’ Report (Cont'd)

DIRECTORS” INTERESTS

At 31st December, 2006, Messrs. Patrick Lee Seng Wei and Steven
Samuel Zoellner, the Directors of the Company, had the following
interests in the shares and underlying shares of the Company and its
associated corporations, within the meaning of Part XV of the SFO, as
recorded in the register required to be kept under Section 352 of the

SFO:

o e i (A

ESHES

=

TERET A=+ H > RIEE SR R &

55 352 Wk BT A7 i 2 B ro M ir i > AN A& H
Z= iR o I Steven Samuel Zoellner Jo 4 A AR /A #]
T AR % [ (R LRl SO B B 5 XV i) =2 i
153 K KR BRI R R A DL R AR

Approximate %

Number of of the relevant
shares and issued share
underlying capital
shares held LB
Name of Director Name of Company FAROR EBITRA Nature of interest
EENA NEIECE HERGDEE ZBHE D ERME
Patrick Lee Seng Wei The Company 351,000 0.06% Personal interest (held
AR AN H (Note 1) as beneficial owner)
(BfF5E1) fEAFEDS (DL £
WE NS E)
Allied Group (Note 2) 550,000 0.22% Personal interest (held
A AR (Bt 2) (Note 3) as beneficial owner)
(BfF5E3) EAFEDS (DL 2
WHE NS E)
Steven Samuel Zoellner Sun Hung Kai (Note 2) 49,200 0.00% Personal interest (held
BT IE (KEE2) (Note 4) as beneficial owner)
(Ff5E4) ARz (LLE 2
WA N B EA)
QHA (Note 2) 102,000 0.048% Personal interest (held
s (FEE2) (Note 5) as beneficial owner)
(Bf5E5) i AR RS (AR %5
WA NS EE)

Notes :

A

The interest includes the holding of (i) 270,000 shares; and (ii) 54,000 units of warrants
of the Company (“Warrants”) and 27,000 units of convertible bonds of the Company
(“Convertible Bonds”) giving rise to an interest in 81,000 underlying shares of the
Company. The Warrants entitle the holders thereof to subscribe at any time during
the period from 7th June, 2006 to 6th June, 2009 (both days inclusive) for fully paid
shares of the Company at an initial subscription price of HK$10 per share (subject to
adjustments). The Convertible Bonds entitle the holders thereof to convert all or any
of the convertible bonds into fully paid shares of the Company at any time during the
period from 1st July, 2009 and ending on the business day falling ten business days
immediately preceding 9th November, 2011 at an initial conversion price of HK$10 per
convertible bond (subject to adjustments).

Allied Group is the ultimate holding company of the Company. Sun Hung Kai is an
indirect non wholly-owned subsidiary of the Company and QHA is an indirect non
wholly-owned subsidiary of Sun Hung Kai. Therefore, Allied Group, Sun Hung Kai and
QHA are associated corporations of the Company within the meaning of Part XV of the
SFO.

This represents an interest in 550,000 shares of Allied Group.

This represents an interest in 49,200 shares in Sun Hung Kai.

This represents an interest in 102,000 shares in QHA.

All interests stated above represent long positions.
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Directors’ Report (Cont'd)

Directors” INTERESTS (CONT’D)

Save as disclosed above, at 31st December, 2006, none of the Directors
and chief executive of the Company had any interests or short positions
in any shares, underlying shares or debentures of the Company or any
of its associated corporations, within the meaning of Part XV of the SFO,
as recorded in the register required to be kept under Section 352 of the
SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code.

DiRecTORS” INTERESTS IN COMPETING BUSINESSES

During the year and up to the date of this report, Messrs. Arthur George
Dew, Patrick Lee Seng Wei and Li Chi Kong, Directors of the Company
(not being the INEDs), are considered to have interests in the following
competing businesses pursuant to the Listing Rules:

(i) Mr. Arthur George Dew is a director of Allied Group which,
through a subsidiary, is partly engaged in business of money
lending;

(i) Mr. Arthur George Dew was a director of Sun Hung Kai which,
through certain of its subsidiaries, is partly engaged in the
businesses of money lending and property investment. He resigned
as a director of Sun Hung Kai on 31st December, 2006;

(iii) Mr. Patrick Lee Seng Wei is a director of Sun Hung Kai which,
through certain of its subsidiaries, is partly engaged in the
businesses of money lending and property investment;

(iv)  Mr. Li Chi Kong is a director of AG Capital, a subsidiary of Allied
Group, which is partly engaged in the business of money lending;

(v)  Messrs. Patrick Lee Seng Wei and Li Chi Kong are directors of Tian
An which, through a subsidiary, is partly engaged in the business of
money lending; and

(vi)  Messrs. Patrick Lee Seng Wei and Li Chi Kong are directors of
Allied Kajima which, through certain of its subsidiaries, is partly
engaged in the businesses of property rental, management services
and hospitality related activities.

As the Board is independent from the boards of the abovementioned
companies and none of the above Directors can control the Board, the
Group is capable of carrying on its businesses independently of, and at
arm’s length from, the businesses of such companies.

DirecTORS” INTERESTS IN CONTRACTS

No contracts of significance to which the Company, its holding
company, or any of its fellow subsidiaries or subsidiaries was a party
and in which the Directors had a material interest, whether directly or
indirectly, subsisted at the end of the year or at any time during the year.
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Directors’ Report (Cont'd)

ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

At no time during the year was the Company, its holding company, or
any of its fellow subsidiaries or subsidiaries a party to any arrangements
to enable the Directors to acquire benefits by means of the acquisition
of shares in, or debentures of, the Company or any other body corporate
with the exception of granting of share options to subscribe for shares in
the Company’s ultimate holding company, Allied Group, under its share
option scheme.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
At 31st December, 2006, the following shareholders had interests in the

shares and underlying shares of the Company as recorded in the register
required to be kept under Section 336 of the SFO :

Number of shares and

R (B
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Approximate % of

Name of Shareholder underlying shares held the issued share capital Notes

REREH BFAERORERRG 2B EEBRITREMAOBI Bt =

Allied Group 533,037,519 99.20% 1

T & 4

Lee and Lee Trust 533,037,519 99.20% 2,3

Notes: B &E

1. The interest includes the holding of : (i) 167,061,619 shares of the Company, 1. W% ME fi A 4% M (i) Capscore Limited ([Capscorel) #f £
33,412,323 units of Warrants and 16,706,161 units of Convertible Bonds held by 2.167,061,619 & 4% 7 % [ 6y ~ 33,412,323 175 58 JI i 75 %
Capscore Limited (“Capscore”); (ii) 4,186,632 shares of the Company, 837,324 units 16,706,161 £ 7] 4 B AE %5 5 (i) BAMS % 6 A3 PR 28 1 (T BA MG 1)
of Warrants and 10,044,116 units of Convertible Bonds held by Citiwealth Investment FEAT 2 4,186,632 & A< 24 & 1B 4y ~ 837,324 1% w8 1 Wi w8 K
Limited (“Citiwealth”); (iii) 135,063,783 shares of the Company, 26,990,756 units 10,044,116 By AT S & (iii) ML BEEA BRAF (Tl )+
of Warrants and 13,495,377 units of Convertible Bonds held by Sunhill Investments 47 2.135,063,783 AN 7 Ay ~ 26,990,756 173 58 I HE w8 K
Limited (“Sunhill”); and (iv) 96,338,025 shares of the Company, 19,267,603 units of 13,495,377 By T HUBERE 2 5 e (iv) Bk 5 SR 54 22 96,338,025
Warrants and 9,633,800 units of Convertible Bonds held by Allied Group. The said JEEARN RS ~ 19,267,603 1 5B BAERE % 9,633,800 1] # /i
Warrants and Convertible Bonds held by Capscore, Citiwealth, Sunhill and Allied #5155 o i Capscore ~ B ~ [ 1L K66 5 SR I 3545 2 625 58
Group giving rise to an interest in an aggregate of 130,387,460 underlying shares of JRHERE I T 40 5 25 7 A 538 130,387, 460 AR 2 RIAH B R
the Company. Capscore, Citiwealth and Sunhill are all wholly-owned subsidiaries of Z Mt o Capscore ~ BHIME K 55 11 24 70 Mo 5 4 18 22 2 W W o 2
Allied Group. Allied Group was therefore deemed to have an interest in the shares of Al o PRI > WS SR BIESL E AT Capscore ~ BAME & P 1l T 45
the Company and the underlying shares of the Company in which Capscore, Citiwealth AT ety KA B 6y 2 WA
and Sunhill were interested.

2. This represents the same interest of Allied Group in 533,037,519 shares and underlying 2. sZ¥FHEIH A LB AN 7 533,037,51 9 AR A 7 e 473 KM B
shares of the Company. et e BT AT Z AR IR R £

3. Mr. Lee Seng Hui, Ms. Lee Su Hwei and Mr. Lee Seng Huang are the trustees of Lee 3. RO A~ 2 A R R SE A T 2 AF FT Lee and
and Lee Trust, being a discretionary trust. They together own approximately 41.25% Lee Trust: 2 A& FE A o {545 b [ A T 45 42 [ 2 9547 IR A h AT
interest of the issued share capital of Allied Group and were therefore deemed to have #141.25% Z WS - I > B RREREA T & SR B TR A
an interest in the shares and underlying shares of the Company in which Allied Group ety AR BRI A7 2 R4
was interested.

4. The interest stated above represents a long position. As at 31st December, 2006, no 4. FARHEE A AT o R EEANFE A=A R
short positions were recorded in the register required to be kept under Section 336 of I3 M B 15 33 6 16 H15E BT A i 2 B Re TG - SIf ik
the SFO. Rk o
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Directors’ Report (Cont'd)

CONNECTED TRANSACTIONS

1.

As disclosed in the announcement of the Company dated
14th September, 2005, the Company entered into a sharing of
administrative services and management services agreement
(“Services Agreement”) with Allied Group on T4th September,
2005, pursuant to which the Company agreed to reimburse
Allied Group the costs incurred in respect of the administrative
services, which included the secretarial services, provision
of office premises, utilities, courier and delivery, telephone
(including international telephone), internet, photocopying and
other ancillary office services provided by Allied Group to the
Group (i.e. the Company and its subsidiaries, but excluding those
in the group of Sun Hung Kai) (“Administrative Services”) and
management services, which included the management, strategic
and business advice provided by the senior management of Allied
Group to the Group (i.e. the Company and its subsidiaries, but
excluding those in the group of Sun Hung Kai) (“Management
Services”). Since Allied Group is the controlling shareholder
and ultimate holding company of the Company, entering into
the Services Agreement and the transactions contemplated
thereunder regarding the sharing of the Management Services
constituted continuing connected transactions for the Company
under Rule 14A.14 of the Listing Rules. Pursuant to Rule
14A.31(8) of the Listing Rules, the transactions regarding the
sharing of Administrative Services between the Company and
Allied Group contemplated thereunder are exempt from the
reporting, announcement and independent shareholders” approval
requirements under the Listing Rules.

Pursuant to Rule 14A.37 of the Listing Rules, the INEDs
have reviewed the transactions regarding the sharing of the
Management Services and have confirmed that the transactions
were:

(i)  entered into in the ordinary and usual course of business of
the Company;

(i)  conducted on normal commercial terms; and

(iii) entered into in accordance with the terms of the Services
Agreement governing the transactions regarding the sharing
of the Management Services and on terms that were fair and
reasonable and in the interests of the shareholders of the
Company as a whole.

Pursuant to Rule 14A.38 of the Listing Rules, the Board engaged
the auditors of the Company to perform certain agreed upon
procedures in respect of the above continuing connected
transactions and the auditors have reported their factual findings
from these procedures to the Board.

Pursuant to Rule 14A.34 of the Listing Rules, details of the Services
Agreement and the aggregate amount of the Management Services
for the year ended 31st December, 2006 of HK$5,200,000
are required to be included in this report of the Company in
accordance with Rule 14A.45 of the Listing Rules.
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Directors’ Report (Cont'd)

CoNNECTED TRANSACTIONS (CONT’D)

2.

A

As disclosed in the announcement of the Company dated 4th
January, 2006, a tenancy agreement (“Tenancy Agreement”)
was entered into on 30th December, 2005 between Hillcrest
Development Limited (“Hillcrest”), a wholly-owned subsidiary of
the Company, as the landlord and Allied Group as the tenant for
the renewal of a tenancy of 60 Plantation Road, The Peak, Hong
Kong for residential use for a further term of two years commencing
from 1st January, 2006 to 31st December, 2007 at a monthly rental
of HK$238,000 (exclusive of rates and management fee). This
property is held by Hillcrest for investment purposes. The rent was
based on the prevailing market rent as reviewed by Savills (Hong
Kong) Limited (“Savills”) on 19th December, 2005. Savills is an
independent firm of international property consultants and is not a
connected person of the Company under the Listing Rules. Since
Allied Group is the controlling shareholder and ultimate holding
company of the Company, the renewed tenancy constituted a
continuing connected transaction for the Company under Rule
14A.34 of the Listing Rules and is exempt from the independent
shareholders’ approval requirement.

Pursuant to Rule 14A.37 of the Listing Rules, the INEDs have
reviewed the transactions regarding entering into the Tenancy
Agreement and have confirmed that the transactions were:

(i)  entered into in the ordinary and usual course of business of
the Company;

(i)  conducted on normal commercial terms; and

(iii) entered into in accordance with the terms of the Tenancy
Agreement governing it and on terms that were fair and
reasonable and in the interests of the shareholders of the
Company as a whole.

Pursuant to Rule 14A.38 of the Listing Rules, the Board engaged
the auditors of the Company to perform certain agreed upon
procedures in respect of the above continuing connected
transactions and the auditors have reported their factual findings
from these procedures to the Board.

Pursuant to Rule 14A.34 of the Listing Rules, details of the Tenancy
Agreement and the annual cap of HK$2,856,000 are required to
be included in this report of the Company in accordance with Rule
14A.45 of the Listing Rules.
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Directors’ Report (Cont'd)

CoNNECTED TRANSACTIONS (CONT’D)

3.

As disclosed in the joint announcement of the Company, Allied
Group and Sun Hung Kai dated 19th June, 2006 and in the circular
of the Company dated 30th June, 2006, an agreement for sale
and purchase dated 13th June, 2006 (the “S&P Agreement”) was
entered into between (i) AGCH as the vendor; (ii) Allied Group
as the warrantor; (iii) Swan Islands, a wholly-owned subsidiary
of Sun Hung Kai as the purchaser; and (iv) Sun Hung Kai as the
guarantor in relation to the conditional sale and purchase of the
entire issued share capital of UAF Holdings and the assignment of
the shareholder’s loan advanced by AGCH to UAF Holdings for an
aggregate consideration of HK$4,328,000,000 which, pursuant to
the S&P Agreement, was to be settled as follows:

(i)  HK$1,528,000,000 in cash, payable on completion; and

(i) the balance by way of the creation and issue by Swan Islands
of bonds to AGCH (or its nominees) on completion. The
principal terms of the bonds are as follows:

Total principal amount :  HK$2,800,000,000

Term : three years from the date of issue
Interest simple interest at the rate of
1% above HIBOR per annum,

payable half-yearly in arrears
from the date of issue

Redemption : - redeemable, at the option
of Swan Islands, partially in
an amount of not less than
HK$100,000,000 for each
partial early redemption, at
any time during the term of
the bonds (or as extended),
by giving AGCH one month’s
prior written notice of each
partial early redemption

- redeemable in full upon
the occurrence of an event
of default under the terms
and conditions of the
bonds (including, without
limitation, the liquidation
or winding-up of Swan
Islands), or upon expiration
of the term of the bonds (or
as extended), if not already
redeemed
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42 Directors’ Report (Cont'd)

CoNNECTED TRANSACTIONS (CONT’D)

3.

A

(i) (Contd)

Option to extend exercisable by Sun Hung Kai
and Swan Islands on reasonable
market terms above HIBOR
prevailing at the time, for a
further term of three years from
the expiry date of the initial term
of the bonds

Transferability transferable by mutual agreement

Security secured by a mortgage over the
one sale share being the entire
issued share capital of UAF
Holdings

Completion of the S&P Agreement was subject to, amongst
other things, the approval of the independent shareholders of
the Company and Sun Hung Kai, as well as the approval of the
shareholders of Allied Group, in accordance with the applicable
requirements under the Listing Rules. Completion took place
on 24th August, 2006 as announced in the joint announcement
of the Company, Allied Group and Sun Hung Kai dated 25th
August, 2006. The payment method of the cash portion of the
consideration was agreed as follows:

(i)  HK$628,000,000 was paid in cash by Swan Islands to AGCH
on completion; and

(i) payment of the remaining HK$900,000,000, which was not
immediately required by Allied Group or AGCH in cash, was
extended to any time on or before 31st December, 2006.

As announced in another joint announcement of the Company,
Allied Group and Sun Hung Kai dated 27th December, 2006, the
payment method of the remaining HK$900,000,000 of the cash
portion of the consideration was further agreed as follows:—

(i) HK$200,000,000 would be paid in cash by Swan Islands to
AGCH on or before 31st December, 2006; and

(i)  payment of the remaining HK$700,000,000 was extended to
any time on or before 30th June, 2007 (or such other time as
may be agreed between AGCH and Swan Islands).

The Sun Hung Kai group would apply the monies not immediately
payable by Swan Islands to AGCH to fund its business operations,
other than for new investments, in particular the provision of
margin financing facilities to subscribers in initial public offerings.
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Directors’ Report (Cont'd)

CoNNECTED TRANSACTIONS (CONT’D)

3. (Contd)

It was the intention of the Sun Hung Kai group to increase its
degree of participation in the continuing growth of the Hong
Kong economy by way of a further expansion of its loan and
consumer finance business. This objective might be pursued
by increasing its investment in the group of UAF (through UAF
Holdings) companies from an approximately 7.27% to 58.18%
interest. It was also expected that following completion of the
S&P Agreement, the Sun Hung Kai group would be in a position
to consolidate its loan and financial services businesses, thereby
expanding its overall market share through the ability to provide a
wide range of finance products and other related services.

As AGCH is a wholly-owned subsidiary of Allied Group which,
in turn, is a substantial shareholder of the Company, it is a
connected person of the Company as defined in the Listing Rules
resulting in the entering into the S&P Agreement constituting a
connected transaction for the Company and requires approval
of the independent shareholders of the Company under Chapter
14A of the Listing Rules. An Extraordinary General Meeting of the
Company was duly convened and held on 9th August, 2006 at
which the relevant resolution was duly passed by the independent
shareholders pursuant to the requirements under Chapter 14A of
the Listing Rules. In accordance with Rule 14A.45 of the Listing
Rules, details of the S&P Agreement are required to be included in
this report.

EMoLUMENT PoLicy

Details of the Directors’ emoluments and emoluments of the five highest
paid individuals in the Group are set out in note 14 to the consolidated
financial statements.

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

The emoluments payable to Directors of the Company will depend on
their respective contractual terms under their employment contracts or
service contracts as approved by the Board on the recommendation of
the Remuneration Committee, having regard to the Company’s operating
results, individual performance and comparable market statistics.

PURCHASE, SALE OR REDEMPTION OF SECURITIES

Neither the Company nor any of its subsidiaries has purchased, sold or
redeemed any of the Company’s securities during the year.
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Directors’ Report (Cont'd)

DONATIONS

The Group made charitable donations of HK$172,000 during the year.

CoRPORATE GOVERNANCE

The Company is committed to maintaining a high standard of corporate
governance practices. Information on the corporate governance
practices adopted by the Company is set out in the “Corporate
Governance Report” on pages 22 to 33.

SuUFFICIENCY OF PuBLic FLOAT

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

AUDITORS

A resolution will be submitted to the AGM of the Company to re-appoint
Deloitte as the auditors of the Company.

On behalf of the Board

Arthur George Dew
Chairman
Hong Kong, 16th April, 2007
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