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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

GENERAL

The Company is an exempted company with limited liability
incorporated in the Cayman Islands under the Companies Law,
Cap. 22 (Law 3 of 1961, as consolidated and revised) of the
Cayman lIslands and its shares are listed on The Stock Exchange of
Hong Kong Limited (the "Stock Exchange"). Its parent is Hop Fung
Industries Limited, a company incorporated in the British Virgin
Islands and its ultimate holding company is Hop Fung Industries
(Holdings) Limited, a company also incorporated in the British
Virgin Islands. The addresses of the registered office and principal
place of business of the Company are disclosed under Corporate

Information section of the annual report.

The consolidated financial statements are presented in Hong Kong

dollars, which is the functional currency of the Company.

The Company acts as an investment holding company. The
principal activities of its principal subsidiaries are set out in note
32.

APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS

In the current year, the Group has applied, for the first time,
a number of new standard, amendments and interpretations
("new HKFRSs"), issued by the Hong Kong Institute of Certified
Public Accountants (the "HKICPA") which are either effective for
accounting periods beginning on or after 1st December, 2005
or 1st January, 2006. The adoption of the new HKFRSs had no
material effect on how the results and financial position for the
current or prior accounting periods have been prepared and
presented. Accordingly, no prior period adjustment has been

required.

BZE

1.

—2EAE+A=t-HLEE
—REH

AKARRBHESHEEEME2ERA]
E(—NAN—FEBIMEER - KiFre Rk
B RRSREFMKR T AEREE
AR HIRHREBEE R HAER
AR([BERFT]) £ o RAF Z&AF
RN BB ST A 2 Hop Fung
Industries Limited * i1 & 42 ¥ B A &) A
B EE R 2 B S5 AK L 2 Hop Fung
Industries (Holdings) Limited ° &K QA& 2
ERIE =S SEE- Tk Sz - B 0N
REHRATEREHA o

BAMEBREREABITEY  BLAK
RNAElZ R E -

KRB AREERAT  HfBARZ
FEEBFNHFEI2

e REET 2 BB BR
HEAZEM

EAFE  AEEEXRABZEBER
SRR AGH L 2R BT RRE
(T EBMBWMELED]) - BFEAR
TETRRFT_A-HA CETARF -
A—Bsz&Rnz et BRER - &K
PR 78 B 15 ¥R 75 2 R 3 48 5 o A AR Y
REJNAREA G HREKAE G
RZRERPBORUERERTZE -
UL BB AT HARE R S

EEEEEZRABR
—FERF



NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

2. APPLICATION OF NEW AND REVISED HONG KONG 2. FEAI KRBT 2EBHBEH

FINANCIAL REPORTING STANDARDS (Continued) HERZER (&)

The Group has not early applied the following new standards, AEBWREFEEASD AMERKRER
amendment or interpretations that have been issued but are not Z A AER] - ASET SRR - BRE AR
yet effective. The directors of the Company anticipate that the HMELERZESHIN - NARIEFTAEE
application of these standards, amendment or interpretations A% LR - B RRBE S Y[
will have no material impact on how the results and the financial wmERZHNAEE 2 EE R E
position of the Group are prepared and presented except for EERTE BHECHRZEEEEVB
HKFRS 8. They have commenced considering the potential impact MEERESFR 2 BETE - BHKEE
of HKFRS 8 but are not yet in a position to determine whether TE BB B 4RI 5% =4 H Il 4R
HKFRS 8 would have a significant impact on how its results and PR EINEZERMERAEEERY
operations and financial position are prepared and presented. 2.

HKAS 1 (Amendment) Capital disclosures *

ARG EAE 19 (1BFTA) BAHE

HKFRS 7 Financial instruments: Disclosures *

BRI ELERIE TR SRITA : FEER'

HKFRS 8 Operating segments 2

BB IEEREYERE 85 D ER®

HK(IFRIC)-INT 7 Applying the restatement approach under HKAS 29 Financial Reporting in

Hyperinflationary Economies *

B8 (ARFBRERARBEES) REBESTENE0FRBIEBEWRCED 2 HBREEYHE’

—REETR
HK(IFRIC)-INT 8 Scope of HKFRS 2 *
5% (ARMBRESENREEZES) BEVBREEAFE 2R 2 &GE"
—R2EFE8
HK(IFRIC)-INT 9 Reassessment of embedded derivatives °
&6 (ERTHREEAREZES) WERETETIAEZEHTE®
—REEIR
HK(IFRIC)-INT 10 Interim financial reporting and impairment °
B (BRTSREEAREZES) FHMBERERAES
—ZEE 105
HK(FRIC)-INT 11 HKFRS 2-Group and treasury share transactions ’
8 (ERUBREERREEZES) BFHUBRSERE25R.
—ZEE1LR ~EERETFRHRS’
HK(FRIC)-INT 12 Service concession arrangements ®
B (BRMHHREEAREZEE) RECERETHS
—REE125%
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e IR R AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006

APPLICATION OF NEW AND REVISED HONG KONG
FINANCIAL REPORTING STANDARDS (Continued)

Effective for annual periods beginning on or after 1st January, 2007
Effective for annual periods beginning on or after 1st January, 2009
Effective for annual periods beginning on or after 1st March, 2006
Effective for annual periods beginning on or after 1st May, 2006
Effective for annual periods beginning on or after 1st June, 2006
Effective for annual periods beginning on or after 1st November, 2006
Effective for annual periods beginning on or after 1st March, 2007
Effective for annual periods beginning on or after 1st January, 2008

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared under
the historical cost basis except for certain financial instruments,
which are measured at fair values, and in accordance with
HKFRSs.

The consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited and by
the Hong Kong Companies Ordinance. The principal accounting

policies adopted are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities (including special purpose
entities) controlled by the Company (its subsidiaries). Control is
achieved where the Company has the power to govern the financial
and operating policies of an entity so as to obtain benefits from its

activities.

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.

Where necessary, adjustments are made to the financial statements
of subsidiaries to bring their accounting policies into line with those

used by other members of the Group.

All intra-group transactions, balances, income and expenses are

eliminated on consolidation.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue is measured at the fair value of the consideration received
or receivable and represents amounts receivable for goods
and services provided in the normal course of business, net of

discounts.

Sales of goods are recognised when the goods are delivered and

title has passed.
Service income is recognised when services are rendered.

Interest income from a financial asset is accrued on a time basis,
by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts
estimated future cash receipts through the expected life of the

financial asset to that asset's net carrying amount.

Property, plant and equipment

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

if any.

Depreciation and amortisation are provided to write off the cost of items
of property, plant and equipment, other than construction in progress,

over their estimated useful lives, using the straight line method.

No depreciation is provided on construction in progress until
such time when construction work is completed and the costs of
construction are transferred to the appropriate category of property,

plant and equipment.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to arise
from the continued use of the asset. Any gain or loss arising on
derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amount of the item) is
included in the consolidated income statement in the year in which

the item is derecognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Impairment

At each balance sheet date, the Group reviews the carrying
amounts of its tangible assets to determine whether there is any
indication that those assets have suffered an impairment loss. If
the recoverable amount of an asset is estimated to be less than its
carrying amount, the carrying amount of the asset is reduced to its
recoverable amount. Impairment loss is recognised as an expense

immediately.

Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of its
recoverable amount, but so that the increased carrying amount
does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset
in prior years. A reversal of an impairment loss is recognised as

income immediately.

Inventories

Inventories are stated at the lower of cost and net realisable value

and are calculated using the first-in, first-out method.

Financial instruments

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value. Transaction
costs that are directly attributable to the acquisition or issue of
financial assets and financial liabilities (other than financial assets
and financial liabilities at fair value through profit or loss) are added
to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition. Transaction
costs directly attributable to the acquisition of financial assets or
financial liabilities at fair value through profit or loss are recognised

immediately in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial assets

The Group's financial assets comprise financial assets at fair value

through profit or loss and loans and receivables.
Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss comprise
derivative financial instruments that are not designated as effective

hedging instruments and are classified as held for trading.

At each balance sheet date subsequent to initial recognition,
financial assets at fair value through profit or loss are measured at
fair value, with changes in fair value recognised in profit or loss in

the period in which they arise.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
At each balance sheet date subsequent to initial recognition, loans
and receivables (including trade and other receivables and bank
balances) are carried at amortised cost using the effective interest
method, less any identified impairment losses. An impairment loss
is recognised in profit or loss when there is objective evidence that
the asset is impaired, and is measured as the difference between
the asset's carrying amount and the present value of the estimated
future cash flows discounted at the original effective interest
rate. Impairment losses are reversed in subsequent periods
when an increase in the asset's recoverable amount can be
related objectively to an event occurring after the impairment was
recognised, subject to a restriction that the carrying amount of the
asset at the date the impairment is reversed does not exceed what
the amortised cost would have been had the impairment not been

recognised.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the contractual
arrangements entered into and the definitions of a financial liability

and an equity instrument.

Equity instruments

An equity instrument is any contract that evidences a residual
interest in the assets of the Group after deducting all of its
liabilities. Equity instruments issued by the Company are recorded

at the proceeds received, net of direct issue costs.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss has two
subcategories, including financial liabilities held for trading and
those designated at fair value through profit or loss on initial

recognition.

A financial liability other than a financial liability held for trading
may be designated as at fair value through profit or loss upon initial
recognition if it forms part of a contract containing one or more
embedded derivatives, and HKAS 39 permits the entire combined
contract (asset or liability) to be designated as at fair value through
profit or loss. Accordingly, the Group has designated its structured

borrowing as a financial liability at fair value through profit or loss.

At each balance sheet date subsequent to initial recognition,
financial liabilities at fair value through profit or loss are measured
at fair value, with changes in fair value recognised directly in profit

or loss in the period in which they arise.
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial liahilities and equity (Continued)
Other financial liabilities

The Group's other financial liabilities (including trade and other
payables and bank borrowings) are subsequently measured at
amortised cost, using the effective interest method after initial

recognition.
Derivative financial instruments

Derivatives are initially recognised at fair value at the date
a derivative contract is entered into and are subsequently
remeasured to their fair value at each balance sheet date. The
resulting gain or loss is recognised in profit or loss immediately.
Derivative financial instruments that are not designated as effective

hedging instruments are classified as held for trading.
Derecognition

Financial assets are derecognised when the rights to receive cash
flows from the assets expire or, the financial assets are transferred
and the Group has transferred substantially all the risks and
rewards of ownership of the financial assets. On derecognition of a
financial asset, the difference between the asset's carrying amount
and the sum of the consideration received and the cumulative gain
or loss that had been recognised directly in equity is recognised in

profit or loss.

Financial liabilities are derecognised when the obligation specified
in the relevant contract is discharged, cancelled or expires. The
difference between the carrying amount of the financial liability
derecognised and the consideration paid or payable is recognised

in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Share-based payment transactions

Share options granted to employees of the Company

The fair value of services received determined by reference to the
fair value of share options granted at the grant date is expensed on
a straight-line basis over the vesting period, with a corresponding

increase in equity (share options reserve).

At each balance sheet date, the Group revises its estimates of the
number of options that are expected to ultimately vest. The impact
of the revision of the estimates, if any, is recognised in profit or

loss, with a corresponding adjustment to share options reserve.

At the time when the share options are exercised, the amount
previously recognised in share option reserve will be transferred
to share premium. When the share options are forfeited or are still
not exercised at the expiry date, the amount previously recognised
in share options reserve will continue to be held in share options

reserve.

Leases

Leases are classified as finance leases whenever the terms of the
leases transfer substantially all the risks and rewards of ownership
of the assets concerned to the Group. All other leases are classified

as operating leases.
The Group as lessee

The rentals payable under operating leases are charged to the
consolidated income statement on a straight line basis over the
lease terms. Benefits received and receivable as an incentive to
enter into an operating lease are recognised as a reduction of

rental expense over the lease term on a straight line basis.
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Leases (Continued)

Leasehold land and building

The land and building elements of a lease of land and building
are considered separately for the purpose of lease classification,
leasehold land which title is not expected to pass to the lessee by
the end of the lease term is classified as an operating lease unless
the lease payments cannot be allocated reliably between the land
and building elements, in which case, the entire lease is classified

as a finance lease.

Taxation

Income tax expense represents the sum of the tax currently

payable and deferred tax.

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

enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the consolidated financial
statements and the corresponding tax bases used in the
computation of taxable profit, and is accounted for using the
balance sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences, and deferred
tax assets are recognised to the extent that it is probable that
taxable profits will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill or from
the initial recognition (other than in a business combination) of
other assets and liabilities in a transaction that affects neither the

tax profit nor the accounting profit.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-—ZEARFT-A=T-HLEFE

3. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

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

or part of the asset to be recovered.

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

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional currency
of that entity (foreign currencies) are recorded in its respective
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of exchanges
prevailing on the dates of the transactions. At each balance sheet
date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing on the balance sheet date. Non-
monetary items that are measured in terms of historical cost in a

foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items,
and on the translation of monetary items, are recognised in profit

or loss in the period in which they arise.

3.

FTEEFBEGE)
BR (&

BEXRBEE 2 FRRERNSEEERR
A W T LAEEIR  EEWEEHE
RBUEF AW @ 2 B RE D ELEHIRE
ERL -

EEBIRIZRRERRNFEAERER
BEHRZHEFHE - EEHBARES
WaR MRS AGE RER - RIFE
R BERTRRA RS EZ RS ER
AtARAEZ ZHE  ERBERT R
JEFRIAT A A s B R

S

RmEE BRI REEE B HRE
NZ BRI BRI 2 G- (INEE) o
T2X5BRX 5 A EREXKRE
RNEEE (AR ERREME T BER
2 G LR - REEEB - NG
REBERHEBORERER ZERE
REMBRE - WIS BEKALFTEZIF
B BAEMERE -

HERMEEREERELZERZE
RGN RS EE B ANEERD #®

e

i
cy
°

ABEEERES
—2EX



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

n\l—_]_\

B BHRRME

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERE+TA=1+—HILEE

3.

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Foreign currencies (Continued)

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group's foreign
operations are translated into the presentation currency of the
Company (i.e. Hong Kong dollars) at the rate of exchange prevailing
at the balance sheet date, and their income and expenses are
translated at the average exchange rates for the year, unless
exchange rates fluctuate significantly during the period, in which
case, the exchange rates prevailing at the dates of transactions
are used. Exchange differences arising, if any, are recognised as
a separate component of equity (the translation reserve). Such
exchange differences are recognised in profit or loss in the period

in which the foreign operation is disposed of.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction
or production of qualifying assets, are capitalised as part of the
cost of those assets. Capitalisation of such borrowing costs ceases
when the assets are substantially ready for their intended use or
sale. Investment income earned on the temporary investment of
specific borrowings pending their expenditure on qualifying assets

is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the

period in which they are incurred.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are
charged as an expense when employees have rendered service

entitling them to the contributions.

FunG GrRourP HoLDINGS LimMITED
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4.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e IR R AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006

KEY SOURCES OF ESTIMATION UNCERTAINTY

The key assumptions concerning the future, and other key sources
of estimation uncertainty at the balance sheet date, that have a
significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year, are

set out in note 29.

FINANCIAL INSTRUMENTS

5A. Financial risk management objectives and
policies

The Group's major financial instruments include trade
and other receivables, bank balances and cash, trade
and other payables and bank borrowings. Details of these
financial instruments are disclosed in respective notes. The
risks associated with these financial instruments and the
policies on how to mitigate these risks are set out below. The
management manages and monitors these exposures to
ensure appropriate measures are implemented on a timely

and effective manner.
Cash flow interest rate risk

The Group's cash flow interest rate risk relates primarily to
variable-rate bank borrowings (see note 21 for details of these
borrowings). The management monitors the interest rate
exposure and manages it by entering into certain interest rate

swaps contracts (details disclosed in note 19).

In respect of the structured borrowing, the repayment
amounts are based on the spread rates between 10 years
US$-International Swaps and Derivatives Association
("ISDA")-Swap Rate and 2 years US$-ISDA-Swap Rate, the
entire borrowing is designated as fair value through profit
or loss as disclosed in note 22. The management closely
monitors the potential interest risk related to the structured
borrowing on a continuing basis. Based on the historical data
of the spread rates, the level of interest rate exposure so far is

acceptable to the Group.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERETA=1+—HLEE
5. FINANCIAL INSTRUMENTS (Continued) 5. E@MIT A (Z

5A. Financial risk management objectives and 5A. BRBEEERER KT

policies (Continued)

Foreign currency risk

Certain trade payables of the Group are denominated in
foreign currencies (details disclosed in note 20). The Group
currently does not have a formal currency hedging policy.
However, the management monitors foreign exchange
exposure and manages it by entering into certain forward

foreign exchange contracts.
Credit risk

As at 31st December, 2006, the Group's maximum exposure
to credit risk which will cause a financial loss to the Group
due to failure to discharge an obligation by the counterparties
is arising from the carrying amount of the respective
recognised financial assets as stated in the consolidated

balance sheet.

In order to minimise the credit risk, the management of the
Group has delegated a team responsible for determination
of credit limits, credit approvals and other monitoring
procedures to ensure that follow-up action is taken to recover
overdue debts. In addition, the Group reviews the recoverable
amount of each individual trade debt at each balance sheet
date to ensure that adequate impairment losses are made
for irrecoverable amounts. In this regard, the directors of the
Company consider that the Group's credit risk is significantly

reduced.

The credit risk on liquid funds is limited because the
counterparties are banks with high credit ratings assigned by

international credit-rating agencies.

The Group has no significant concentration of credit risk,
with exposure spread over a number of counterparties and

customers.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BEZEEAF+TA=T—HLEFE
5. FINANCIAL INSTRUMENTS (Continued) 5. EMI A=

5A. Financial risk management objectives and 5A. BRBEEEEER KT

5B.

policies (Continued) (&
Liquidity risk FEELERE

In the management of the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group's
operations and mitigate the effects of fluctuations in cash
flows. The management monitors the utilisation of bank

borrowings and ensures compliance with loan covenants.

Fair value

The fair value of financial assets and financial liabilities are

determined as follows:

e  the fair value of financial assets and financial liabilities
(excluding derivative instruments) are determined in
accordance with generally accepted pricing models
based on discounted cash flow analysis or using prices

from observable current market transactions; and

o the fair value of derivative instruments, are calculated
using quoted prices. Where such prices are not
available, the fair value of a non-option derivative is
estimated using discounted cash flow analysis and the
applicable yield curve.

The directors consider that the carrying amounts of financial
assets and financial liabilities recorded at amortised cost in
the consolidated financial statements approximate their fair
values.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

6. TURNOVER AND SEGMENT INFORMATION

Turnover

Turnover represents the net amount received and receivable for

goods sold during the year.

Segment information

All of the Group's turnover and contribution to profit are attributable
to the manufacturing and sales of paper ware products and over
90% of the Group's turnover and contribution to operating profit is
attributable to customers who have their manufacturing base in the
People's Republic of China (the "PRC"). Accordingly, no analysis of

segment is presented.

As at 31st December, 2005 and 31st December, 2006, all the
Group's assets and liabilities are located in the PRC, including

Hong Kong and Macau.
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mAEEEE  MAKEBEI0% <&
ERNMEEENERMKRBEPEARS
MEBE(THE])REEEEMZEP
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7. OTHER INCOME Habg A

2006 2005
HK$'000 HK$'000
FExT FAT
Claims received from suppliers Bt ERmREMS 555 477
Exchange gain, net B FE 1,511 1,807

Gain on disposal of property, HEME - WEMEERE
plant and equipment - 155
Interest income FEUA 2,643 1,618
Scrap sales BERIHE 4,287 4,337
Service income from customers E)EEALE TN 2,303 2,232
Sundry income AN PN 7,270 5,102
18,569 15,728
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R TR EE

FOR THE YEAR ENDED 31ST DECEMBER, 2006
ECEERF+SA=T-HIERFE

FINANCE COSTS 8. B A
2006 2005
HK$'000 HK$'000
FExT FAT
Interest on bank borrowings wholly HRAFNBERZ
repayable within five years RITEREZFE 10,730 8,121
Interest on discounted bills ARIRRIEF B 425 458
Total borrowing costs BB A 4R EE 11,155 8,579
Less: amount capitalised to property, B BRE - BEK
plant and equipment RGPl ViN L (2,511) (2,655)
8,644 5,924
Borrowing costs capitalised during the year ended 31st December, REZEZZEERFTA=+T—HILHF
2006 arising on the general borrowing pool of the Group were EARAEE—REESERTEAZE
calculated by applying a capitalisation rate of approximately 4.7% ERASERPMERTIZRE b &
(2005: 2.3%) to expenditure on the qualifying assets. BAT% (ZEZTRHF : 23%) i EMIE
oo
TAXATION 9. Hi\E
2006 2005
HK$'000 HK$'000
FExT FAT
The charge comprises: MIBRLE
Current taxation BNEATR IR
— Hong Kong Profits Tax —EBBNEDH 1,646 8,921
— Other region in the PRC — B E AR 70 -
1,716 8,921
Deferred taxation (note 25) IEIERETE (MI3E25) - (7,825)
1,716 1,096
Hong Kong Profits Tax is calculated at 17.5% (2005: 17.5%) on BB S AF RIEFTERB R FIZ
the estimated assessable profit for the year. 175%(ZFEZRF 1 175%)HEAE -

EEEEEZRABR
—FERF



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e B HmR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-_ZEERETA=1+—HLEE

9. TAXATION (Continued)

A portion of the Group's profits are earned by the Macau
subsidiaries of the Group incorporated under the Macau SAR's
Offshore Law. Pursuant to the Macau SAR's Offshore Law, such
portion of profits are exempted from Macau complimentary tax,
which is currently at 12% of the profits. Further, in the opinion of
the directors, that portion of the Group's profit is not at present
subject to taxation in any other jurisdiction in which the Group

operates.

Pursuant to the relevant laws and regulations in the PRC, the major
operating PRC subsidiaries of the Group are exempted from PRC
income tax for two years starting from the first profit-making year,
followed by a 50% reduction in the income tax rate in the following

three years.

The tax charge for the year can be reconciled to the profit before

taxation per the consolidated income statement as follows:

B (AF

REBE D FE TR A B RERPIE
AT IR & Bl AR R AL 2 R PP 8
RNEFTERER o ARIBORPIHF BITTIR & B =
AR RS MEHEGMRPIEER
(BATRAEZ 12% 80 o bsh - B
R BRASEZE D FERHAR
REBK LT T EMRDEERA
BAATHIA -

RIEPEB A REAR - AEEBET
ZEEFREAMBAR BB REFFER
SAMFEREMTRBAMEE - HE=
FHER % 50% FTiSHL ©

FABIE X E RS Wk R AR BB
BRI

2006 2005
HK$'000 HK$'000
T FAT
Profit before taxation AT FHE 70,014 70,809
Tax at Hong Kong Profits BEBNGBHE175% 8
Tax rate of 17.5% 2 TRIE 12,252 12,392
Tax effect of income not taxable BERBMA 2 HIE &

for tax purpose
Tax effect of expenses not deductible AR 2 B iS5 2

(13,751) (12,131)

for tax purpose 1,258 457
Tax effect of tax losses not recognised ~ ARIERFHIEEIE 2 ST E 890 63
Utilisation of tax loss previously B SCRIARIER 2 FiIBE B

not recognised (63) (50)
Tax effect of deferred tax assets SRR MERIEE T TH

previously not recognised BEZHETE (75) (419)
Effect of tax exemption/different tax rate 71 B Hf/E A B EZA R FHIE/

of PRC subsidiaries HENR 2 (88) (91)
Others Hith 1,293 875
Tax charge for the year FEMERY 1,716 1,096

Details of the deferred taxation are set out in note 25.
Contingent liabilities relating to taxation of the Group are set out in

note 29.

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006

EIERIR 2 B R HTRE 25

BFRASERBAZRRABEHNME
29 °



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ra M ERR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE_ZERFT-A=1t—HLFE

10. PROFIT FOR THE YEAR 10. FEFE
2005
HK$'000
T
Profit for the year has been arrived FEFBE O
at after charging: THI&IE
Allowance for doubtful debts RERHHE 845
Auditors’ remuneration ZE NS 830
Cost of inventories recognised RERX ZFEERA
as expenses 634,422
Depreciation e 22,699
Release of prepaid lease payments 1B+ (s FRRETELS
on land use rights HEFIE 200
Loss on disposal of property, HEME - BEK
plant and equipment B 5] -
Operating lease rental for warehouse EERRAELE
and office premises HEHRS 464
Staff costs BIKA
Directors' emoluments (note 11) E=5Me (M1 9,871
Other staff Ht 8T
— salaries and other allowances —¥e REMER 11,458
— retirement benefit scheme —RIKIEFIFH B
contribution 307
— share-based payments — ARz 423

22,059




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
ra I ERR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
HE_ZZAFT-A=1t—HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST NEEMEREBRESTME
PAID EMPLOYEES =]
Directors EE
Other emoluments
HithEi €
Retirement
Salaries benefit Share-
and other scheme hased
henefits contribution ~ payments

Fees HFeR Bonus RIKEF AR 12 Total
wE HtwEw A SRR Iz WeRHE

2006 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TEERE FTEx FEx FEx FHERT FHET FHET
Mr. Hui Sum Kwok HREILE
Mr. Hui Sum Ping HAREEE
Mr. Hui Sum Tai ARERE
Mr. Wong Wing Por FERREE
Ms. Hui Yuen Li FrFI -
Mr. Liu Kwok Fai, Alvan BEERE

Mr. Chee Man Sang, Eric MmRELE
Mr. Wong Chu Leung BRITE




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-ZERFT-A=T—HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST NEEMEREEESHME
PAID EMPLOYEES (Continued) 8 (&)
Directors (Continued) EE(E)

Other emoluments

Hih e
Retirement
Salaries benefit Share-
and other scheme based
benefits contribution  payments
Fees ek Bonus  iRIKIEAH) LAR A7 Total
e HibEw TEAL FTEIHAR Iz BessE
2005 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ZEERF FHTT FHT FHTT FHT FHT FHT
Mr. Hui Sum Kwok HARBITAE - 702 1,250 12 275 2,239
Mr. Hui Sum Ping HFHRELE - 702 1,250 12 345 2,309
Mr. Hui Sum Tai HRELE - 515 1,250 12 313 2,090
Mr. Wong Wing Por TERBTE - 574 1,250 12 326 2,162
Ms. Hui Yuen Li It - 467 105 12 225 809
Mr. Liu Kwok Fai, Alvan BREERE 98 - - - 8 106
Mr. Chee Man Sang, Eric R4 %RE 98 - - - 8 106
Mr. Wong Chu Leung BHRITE 50 - - - - 50
246 2,960 5,105 60 1,500 9,871
Bonuses to directors are determined as a percentage of the EEZHANBREHE ST F+=
profit before taxation of the Group for the two years ended 31st A=+ BUIMEEAREEHAFEE
December, 2006. L e
During the year, no emoluments were paid by the Group to these RER - AEBEB A MEA#E Tt
directors as an inducement to join or upon joining the Group or SESEABEBEMASEAINARE
as compensation for loss of office and no director had waived any B ZEoBRmES  TERESN
emoluments. ZE TS -
SEEmMBRE

Sih




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
R IR AR M

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

11. DIRECTORS' EMOLUMENTS AND FIVE HIGHEST N.EEHEREEESTME
PAID EMPLOYEES (Continued) B (#&
Employees ES
Of the five highest paid individuals of the Group, four (2005: AfisEHFWATHOVARRGES
four) were directors of the Company whose emoluments are set (ZZZRF  WfL) FEESHHE
out above. The emoluments of the remaining one (2005: one) REXEI T U (ZFZTRF
individual were as follows: —f) AL 2T
2006 2005
HK$'000 HK$'000
FE T FHET
Salaries and other benefits e REMEF] 807 765
Retirement benefit scheme contribution Rk i@FIEHEI (3R 12 12
Share-based payments AR 9 ST+ 2 S = 111
819 888
12. DIVIDENDS 12. RE
2006 2005
HK$'000 HK$'000
FE T FAET
Final dividend paid in respect of BR-ZEZRFRARKE
2005 of 4.17 HK cents BRA17BW(ZZEZTNF -
(2004: 4.22 HK cents) per share Bz 4.22738400) 15,857 15,523
Interim dividend paid in respect of BIR-ZETRFHHKE
2006 of 1.58 HK cents BR158BIW(ZZEZTRF
(2005: 1.52 HK cents) per share Bz 1.5278400) 6,060 5,592
21,917 21,115
The final dividend in respect of 2006 of 4.64 HK cents (2005: EFRRRN_ZZERERERE
4.17 HK cents) per share amounting to HK$19,669,000 (2005: ae4aBIWN(=ZZTERF 41758
HK$15,857,000) has been proposed by the directors and is i) » A&19,669,0008 L ( —EZEHF :
subject to approval by the shareholders in the forthcoming annual 15,857,000 7T) + B FRRAEER
general meeting. HRFRSHAE  FEEE -

Hop Func Groupr HoLbiNGgs LimITED
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R B HRAR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-ZERFT-A=T—HLEFE

13. EARNINGS PER SHARE 13.BRER
The calculation of the basic and diluted earnings per share is BREARREE RN TRATEERAHE

based on the following data:

2006 2005
HK$'000 HK$'000
FET FHIT
Earnings &ZF|
Earnings for the purposes of basic FTEEREARREERT
and diluted earnings per share 2 BT — FEFE
— Profit for the year 68,298 69,713
2006 2005
Number of shares RBEE
Weighted average number of shares FTEEREARERZ
for the purpose of basic it BB Elie
earnings per share 382,774,110 367,886,794
Effect of dilutive potential shares EiREE@ETEE
in respect of share options fnz 2 9,161,166 5,202,216
Weighted average number of shares STHESREERN
for the purpose of diluted DN AR 2
earnings per share 391,935,276 373,089,010

AUEERERED
Sih



NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

14. PROPERTY, PLANT AND EQUIPMENT 14. Y13 - MERRE

Furniture, Plant,

fixtures ~ machinery

Leasehold and office and

Factory landand  Leasehold  equipment  equipment

Construction premises buildings ~ improvements &4 » £8 BE: Motor

inprogress  inthePRC  BETH BE  RMOE BER vehicles Total
fEIR  HEHE kET  NERE B R RE )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
Thn Fin Thr Fin i Fin i Fin

CosT HA
At 1st January, 2005 “5%1F

-A-A 28523 41,401 1,888 9,144 5305 124918 5318 217497
Additions ER 4542 - - 6,524 1,645 110,174 2,757 166,342
Disposals HE - - - 3) 8) (1,179) (716) (1,906)
Transfer 25 (8945) - - 8,945 - - - -

At 315t December, 2005 “3%1f

+-A=t-H 64820 41401 1888 24610 7442 233913 7859 381,933
Additions R 25,742 33761 2,403 3255 842 19939 3520 89,462
Disposals e - - - - ) (629) (2437) (3073)
Transfer b (64,820) 64820 - - - - - -

At 31st December, 2006 S e
+ZA=1t-H 25,742 139,982 4291 27,865 8277 253223 8942 468,322

up HoLbINGs LIMITED
2006




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
R PR AR ML

FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE—ZEARFT-A=T—HLEFE

14. PROPERTY, PLANT AND EQUIPMENT (Continued) 14. Y% - BENRRE (&)

Furniture, Plant,

fitures ~ machinery

Leasehold and office and

Factory landand  Leasehold  equipment  equipment

Construction premises buildings ~ improvements &4 » £8 BE: Motor

inprogress  inthePRC  EELH BE  RMOE HER vehicles Total
fEIR  HEHE ke ERE B R AE )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000
Thn Fin Thr Fin i Fin T Fin

DEPRECIATION AND TERES
AMORTISATION
At 1st January, 2005 “2%1F
-A-H - 10,506 121 3,303 1,560 49406 4121 69,017
Provided for the year FRREE - 1,680 76 4280 651 15,105 907 22,69
Eliminated on disposals HERTE - - - - 2) 83) (623) (708)

At 315t December, 2005 “ZTRF

+ZA=t-H - 12186 197 7,583 2,209 64428 4405 91,008
Provided for the year FERE - 4710 115 5,084 768 19216 1,145 31,098
Eliminated on disposals N ERTH - - - - (1) (90) (2289) (2380)

At 31st December, 2006 = v

+-A=t-H - 16,956 312 12,667 2976 83,004 3,261 119,726
CARRYING VALUE FHEE
At 315t Decernber, 2006 “EERE

+-A=1t-8 25,742 123,026 3979 15,198 5301 169,669 5,681 348 5%

At 31st December, 2005 “ZTRF
+ZA=t-H 64,820 29215 1,691 17027 5233 169,485 3454 290925

suEERR
—ERE 7
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

14. PROPERTY, PLANT AND EQUIPMENT (Continued)

The above items of property, plant and equipment are depreciated

on a straight line method at the following rates per annum:

Factory premises in the PRC 4%
Leasehold land and buildings 4%
Leasehold improvements 20%
Furniture, fixtures and office equipment 10%
Plant, machinery and equipment 3',%-33',%
Motor vehicles 20%

The leasehold land and buildings are situated in Hong Kong and

Macau and are held under medium term leases.

14. Y% - BERRE (&)

EdmE - BERREBABRELZAT

FERITE

FEIERE

HE L REF

THEWMERE 20%
B KERPAERE 10%
P - a8 KER 3',%-33",%
P 20%

HE M FARNEE FORPIAL IR

REITEARA -

15. PREPAID LEASE PAYMENTS ON LAND USE 15. T fE AREFASHERE
RIGHTS
2006 2005
HK$'000 HK$'000
FET FHET
The Group's prepaid lease payments ZNES B 4 b 5 R A
on land use rights comprise: FENHEEREAE
Land use rights in the PRC A7 R B 2 S {5
Medium-term leases FRHERFR 4 20,976 19,084
Analysed for reporting purpose as: TEFRMIEDHT
Non-current asset IEMENEE 20,537 18,652
Current asset MENEE 439 432
20,976 19,084
16. PREPAYMENTS UNDER PROCESSING 16. BREM I ZHE2FANRIE

ARRANGEMENT

The amount represents the prepaid amount under an operating

lease for land use rights.

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006

FBERERNELERREEEHETZ

BRFOR -



17.

18.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

BE—ZEARFT-A=T—HLEFE

INVENTORIES 17. 78

2006 2005
HK$'000 HK$'000
THET FHET
Raw materials BERE 71,919 72,634
Work in progress EEE 497 734
Finished goods RURK 7,034 1,369
79,450 74,737

OTHER FINANCIAL ASSETS 18. Hitt i &EE

Trade and other receivables
The Group has a policy of allowing a credit period of 5-150 days
which may be extended to selected trade customers depending on

their trade volume and history of settlement with the Group.

An aged analysis of trade receivables is as follows:

EBESREMEKE
AEEZBRAEEHSTEF5-150H
ZIEEH - BAJUREBEERFPEASE
ErESENNRELERZEES -

B RUGRZ FREEAMTANT

2006 2005

HK$'000 HK$'000

FHExT FHET

Current BIHEA 104,034 93,252
Overdue 1 to 30 days wWHEI1E30H 14,843 9,221
118,877 102,473

Other receivables Hth e F0E 158 513
119,035 102,986

Included in the carrying amount of the Group’s trade receivables
are HK$38,377,000 (2005: HK$28,080,000) and HK$13,542,000
(2005: HK$17,195,000) denominated in Renminbi and US dollars.

REBUARBRETIEZE S ER
B2 BRME{EA38,377,0008 L (ZEF
F4F: 28,080,000/ 7T ) K 13,542,0007%
TT(ZZEZTRF: 17,195,000/87T) °

EEEREERARA
i
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
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18. OTHER FINANCIAL ASSETS (Continued) 18. EMIBEE (&)

Bank balances and cash RITHEGREE

Bank balances and cash comprise cash held by the Group and RITEH IR SBEAERFEZH S
bank balances at prevailing market rate from 0.7% to 4.4% and FIRITTIE MR B0.7% E4.4% 2 R1TH
short-term bank deposits of fixed interest rates ranging from 1.8% e REHFEAE18%E43% 2G5
to 4.3% with an original maturity of three months or less. RITFEH - HRAEERAA=(EAN

To

Included in the carrying amount of the Group’s bank balances are AEBUARERETLINEZ BITHES
HK$71,888,000 (2005: HK$56,474,000) and HK$37,664,000 ZHRMEEA71,8880008 T(—EFH
(2005: HK$8,932,000) denominated in Renminbi and US dollars. F: 56,474,000)78 7T : K&37,664,000/%8

T(ZZTTRE: 8932,000/87T) °

19. DERIVATIVE FINANCIAL INSTRUMENTS 19. T&E€mMI A
2006 2005
Assets Liabilities Assets Liabilities
BE afE BE =N
HK$'000 HK$'000 HK$'000 HK$'000
FET FExT FET FAT
Forward foreign exchange contracts R HPINE S HY 9 (4,590) - (388)
Interest rate swaps | % 42 HA - (50) 862 -
9 (4,640) 862 (388)

FunG GrRourP HoLDINGS LimITED
UAL REpoORrRT 2006
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
ECEERF+ZA=T-HIEFE

19. DERIVATIVE FINANCIAL INSTRUMENTS
(Continued)

Major terms of the derivative financial instruments are as follows:

(i) Forward foreign exchange contracts

Notional amount

19. TSR T A (&)

ITHEEMIAZ TEGFET

(i) ERINEEH

Outstanding contract
date/period *
HEREM A AR *

Contracted
exchange rates
EHER

ZEREH

Purchase US$300,000 or EHEYEBEER
US$600,000 /300,000 703k
per contract (note) 600,000 27t (P 5E)

Purchase US$200,000 or FHEHNEEER

US$400,000 /£200,000 T8k
per contract (note) 400,000 %7t (M%)
Purchase US$300,000 or BHEHBEER
US$600,000 /300,000 T8k
per contract (note) 600,000 7T (MI7F)
Purchase US$500,000 or BMAENBEBIK
US$1,000,000 /500,000 718k

per contract (note)

Purchase US$500,000 or
US$1,000,000
per contract (note)

1,000,000 =7t (BftsE)

BENREER
4$500,000 57T 3k
1,000,000 % 7t (Fff&E)

8.1.2007 - 7.7.2007

15.1.2007

24.1.2007 - 22.11.2007

26.2.2007 - 29.7.2008

31.1.2007 - 27.6.2008

HK$7.7300/US$1 /

HK$7.7395/US$1

HK$7.7300/US$1

HK$7.7250/US$1

HK$7.7250/US$1

HK$7.6990/US$1

* The contracts will be settled on the outstanding contract dates or ZEEABREHRE Y B WL
settled monthly during the outstanding contract period. ARG ALERNE AU -
Note: Bt EE

The amount of United States dollars to be purchased by the Group will be

determined based on the market exchange rate at each maturity date as

compared with the contracted exchange rates.

AEEREEZEZTERBRFREGA

TIHERES

EEEEZRAN
—FERF

WERZ RHBENE




NOTES.TO THE CONSOLIDATED FINANCIAL STATEMENTS
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BECEERFT-A=T-HLEFE

19. DERIVATIVE FINANCIAL INSTRUMENTS 19. fTE ST A (E)
(Continued)
(ii) CMS range accrual premium forward contracts (i) CMS KHE Rt iaERA A4
Settlement amount (note)
XU E 5 (pa)
Notional amount Contract period * By Group By bank
£&HEH AR rEH $R1T
US$1,000,000 6.7.2006 - 6.7.2007 Notional amount Notional amount
1,000,000 7T x (1+ N1/M) x 8.1/market rate

ZESTEX (1+N1/M) HELFExSUTE

US$1,000,000 19.7.2006 - 19.7.2007 Notional amount Notional amount
1,000,000 7T x (1+ N2/M) x 8.1/market rate
ZFELEX (1+N2/M) ZELE x8.1/ME

Where: Hr:

N1 = number of business days in the period for which Nl = BZE<005%HBz2%R
Spread Rate <-0.05% A#

N2 = number of business days in the period for which N2 = BE<007%HMz4%H
Spread Rate <-0.07% =R

M = actual number of business days in the period M = HHCEBREXHBH

“Spread Rate” means 10 years US$-ISDA-Swap Rate minus [ B2 |48 105 T -ISDA- 12 #iFI =

2 years US$-ISDA-Swap Rate B2 T -ISDA- 1R HA T =

“10 years US$-ISDA-Swap Rate” means the rate for a reset [10F EJC-ISDA- IR HiF K | 5=

date will be the rate for U.S. Dollar swaps with a maturity AR A MR AEEMDA

of the designated maturity of 10 years, expressed as a BT TFREZE TR BFE - L

percentage which appears on the Reuters Screen ISDAFIX1 BOLET  WREREEEA LT

Page as of 11:00 a.m. New York time on each business day. IR E(HOER) ERETRE

ISDAFIX1 BEAR ©

FunG GrRourP HoLDINGS LimITED
AL REPORT 2006




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e SRR MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

19. DERIVATIVE FINANCIAL INSTRUMENTS
(Continued)

(ii) CMS range accrual premium forward contracts
(Continued)

“2 years US$-ISDA-Swap Rate” means the rate for a reset
date will be the rate for U.S. Dollar swaps with a maturity of
the designated maturity of 2 years, expressed as a percentage
which appears on the Reuters Screen ISDAFIX1 Page as of
11:00 a.m. New York time on each business day.

* The contracts will be settled quarterly during the contract period.

Note:

The net amount receivable/payable in US$ will be determined by the
difference between the settlement amounts by the Group and the bank
with reference to the above formulas.

ECEERFt+ZAZ=T-HLEE

19. TSR T A (&)

(ii) CMS B5 Rt B EREREH

==
(4

[24F 57T -ISDA- 1= Hi & | 35 B FT
MEBAEZ N X BEE R AE
EMFR Mz XTI MAE - UF
DHERR XREEEER LT
NEGROER) ERELFE
ISDAFIX1 BFRR ©

e/ R 2 EUF 2R B AR
REE RTINS 2 ZHETE ©

(iii) Interest rate swaps contracts (iii) FIFRHERE 7
Notional amount Maturity date Swaps
kA E#A =5
HK$50,000,000 17.5.2010 From HIBOR floating rate to HIBOR

50,000,0008 7T floating rate with maximum interest rate of 4.95%

HEBRTRAERSFEERBRT
RIEFEZEE  &=2MER4.95%

HK$50,000,000
50,000,000 %7

25.5.2010 From HIBOR floating rate to HIBOR

floating rate with maximum interest rate of 5.00%
HRAEBRITRERSFEERBIRT
FEEFEFE  Z=aFER5.00%

The above derivatives are measured at fair values at each FATTETERSHEERIEAFES
o BERNFENIZRASETIANEERHR

RITATMZ TEETE °

balance sheet date. Their fair values are determined based
on the market prices for equivalent instruments provided by

the banks at the balance sheet date.

BEEEEZRABIR
—FERF
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20. TRADE AND OTHER PAYABLES 20. ES R EMESRE
An aged analysis of the trade payables is as follows: BN FIBZRRINTAT
2006 2005
HK$'000 HK$'000
FE T FAT
Current BVER 46,369 36,006
Overdue 1 to 30 days #HEA1Z=30H 6,251 4,270
Overdue 31 to 60 days #HEI31 260 H 107 56
Overdue for more than 60 days BHI60 H A £ 244 507
52,971 40,839
Other payables and accrued charges — Efth [~ 7018 R fEEt =2 31,853 40,857
84,824 81,696
Included in the carrying amount of the Group’s trade payables are AEBEE ZENFTBERDFIAARE RE
HK$27,310,000 (2005: HK$19,491,000) and HK$18,284,000 TTHMEZ BREE A& 27,310,000 T (=&
(2005: HK$14,422,000) denominated in Renminbi and US dollars. TR 19,491,000/ 7T) & 18,284,000

BT (ZEERE: 14,422,00087T) ©

21. BANK BORROWINGS 21. RITEE
2006 2005
HK$'000  HK$'000
THET TAT

Unsecured bank borrowings comprise:  EIKIRRITEE BT :

Trust receipt loans EREBIRE R 11,695 55,454
Bank loans SRITE 187,443 166,430
199,138 221,884

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
EEERETA=T—HLEEE

21. BANK BORROWINGS (Continued) 21. BITEE (&)

The maturity profile of the above loans is as follows: LI EFEFARAT

2006 2005
HK$'000 HK$'000
FH&xT FAT
On demand or within one year BRER—FNA 65,611 103,515
More than one year, but not exceeding —F&BMRER
two years 49,435 38,739
More than two years, but not MEEBERAFER
exceeding five years 84,092 79,630
199,138 221,884
Less: Amount due within one year BRBBEET
shown under current liabilities —FREHEEE (65,611) (103,515)
Amount due after one year —FigRHeE 133,527 118,369

Bank loans and trust receipt loans comprise the following RITERREARBEERBEATE
borrowings: B
Effective 2006 2005
interest rate HK$'000 HK$'000
BRRA=E FExT FHT
Bank loans at Hong Kong 2 & BIRTTRIZERS
Interbank Offer rate ([BBRITRZERED 2
("HIBOR") + 0.7% to RITEFMO0.7 E 4.914% - 6.184%
HIBOR + 1.95% £195E (2005: 3.838% - 4.919%) 185,595 160,085
Other bank loans at BB R 2 H
Prime rate - 1% to IRITEFOR 1 E 6.723% - 7.139%
Prime rate - 1.25% F1.25F (2005: 4.698% - 5.085%) 1,848 6,345
Trust receipt loans EFEBUEER 4.800% - 6.370%
(2005: 5.310% - 5.680%) 11,695 55,454
199,138 221,884

FERITEFAZBREZH EARE
BEHRBRENERR - FERITE
AR ERBBEFAETREMN
5,589,000 7T ( Z T T H4F : 22,543,000
BT EREBIE E AT RELN -

All the bank loans are arranged at floating rates, thus exposing
the Group to cash flow interest rate risk. All the bank loans and
trust receipt loans are denominated in Hong Kong dollars except
for HK$5,589,000 (2005: HK$22,543,000) trust receipt loans

denominated in US dollars.

BHEREERARAF
—2ERF £3
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22. STRUCTURED BORROWING 22. EBEE
During the year, the Group entered into a contract of structured FERN - AEEBERITII - EREHZ
borrowing with a bank for a period of five years. The entire contract HEEEEAY - ZANEZEIETEANUR
was designated as financial liabilities at fair value through profit or FEAABRRZVFEE -
loss.
2006 2005
HK$'000 HK$'000
FExT FAT
Structured borrowing, classified as: ERBEE DEA:
Current (note) BNER (Bi5E) 1,765 -
Non-current JERNER 43,426 -
51,191 -
The structured borrowing containing embedded derivatives which HEEEPEHFENTETYBERZ
are not closely related to the host contract, hence the entire WEMTETR  Eit r RENERIFZ
combined contract was designated as at fair value through profit or EHEHNE2EIETE RAATEG ABR
loss upon initial recognition. B
Note: The current portion represents the minimum amount repayable to the fizE . BIEAZDMBIZEAR —FRMRITEEZ &
bank within one year. KewE -
Major terms of the structured borrowing are set out below: EEBEEZEEZBRIT:
Borrowing Maturity date Repayment amount
B8 B A BESE
US$5,000,000 25.9.2011 First half year: 2% per annum on
5,000,000 37T notional amount

Remaining 4 and half years:

8% minus (6% x N/M) per annum on
notional amount

B¥F: BEAEEREZ2%
AT

BFEAEELEL8%

(6% x N/M)

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006
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FOR THE YEAR ENDED 31ST DECEMBER, 2006

22. STRUCTURED BORROWING (Continued)

Where:

N =number of business days in the period for which Spread Rate
>-0.05%

M = actual number of business days in the period

Notional amount = US$50,000,000

“Spread Rate” means 10 years US$-ISDA-Swap Rate minus 2
years US$-ISDA-Swap Rate

“10 years US$-ISDA-Swap Rate” means the rate for a reset
date will be the rate for U.S. Dollar swaps with a maturity of the
designated maturity of 10 years, expressed as a percentage which
appears on the Reuters Screen ISDAFIX1 Page as of 11:00 a.m.

New York time on each business day.

“2 years US$-ISDA-Swap Rate” means the rate for a reset date will
be the rate for U.S. Dollar swaps with a maturity of the designated
maturity of 2 years, expressed as a percentage which appears on
the Reuters Screen ISDAFIX1 Page as of 11:00 a.m. New York
time on each business day.

The entire combined contract is measured at fair value as
estimated using discounted cash flow analysis and the applicable
yield curve at 31st December, 2006 and change in its fair value
by HK$12,366,000 as compared with the borrowing received has

been charged to the consolidated income statement.

EIEERFTZAZ=T-HLFE

- II EFE(/U\
Hr:
N=8%>-005%HfzEEHHE

M=HzEREEXHAH
#F &% =50,000,000% 7T

[B2] 5 10F % J0-ISDA- 12 HiF = 2
FIETT -ISDA- 12 B FI| &

[ 1043 7T -ISDA- #2 BRI =& | 38 B AT A&
B2 M R S EE W R E T2
W2 ETERME - LESLERR I
PREEE 3R EF 11 IE (A ARRE) £
B RE ISDAFIXL BRI o

[2F3XIT -ISDA- 1= BRI [#5ERT MR B
Mz xS REERREEMFERH
ZETIRHFE - LADLRT - WK
BESEB LT 11IE (BERRE) EK
FE1FEE ISDAFIX1 BRER ©

ZEMEHNZHURBRERES TR
R-BERFT_A=+—HZERE
BHMHFEATE  MAERLEKZ
N EEE) 12,366,000 B T EREEE K
s RIAR ©

suEERR
—ERE 7
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23. SHARE CAPITAL 23. kA&
Number of shares Nominal value
BRAEE D
2006 2005 2006 2005
HK$'000 HK$'000
TEx FET
Shares of HK$0.10 each SREE.108 T2 KA
Authorised: SEERA
At the beginning and the end REFRFL
of the year 1,000,000,000 1,000,000,000 100,000 100,000
Issue and fully paid: BEITREREA
At the beginning of the year RER 367,926,000 367,836,000 36,792 36,783
Exercise of share options TR
(Note 24) (BsE24) 15,972,000 90,000 1,598 9
Placing of new shares FeEH 40,000,000 - 4,000 -
At the end of the year RELR 423,898,000 367,926,000 42,390 36,792

On 14th November, 2006, arrangements were made for a private
placement to independent investors of 40,000,000 shares of
HK$0.10 each in the Company held by Hop Fung Industries
Limited, the controlling shareholder of the Company, at a price of
HK$2 per share, representing a discount of approximately 7.41%
to the closing market price of the Company's shares on 14th
November, 2006.

Pursuant to a subscription agreement of the same date, Hop
Fung Industries Limited subscribed for 40,000,000 new shares of
HK$0.10 each in the Company at a price of HK$2 per share. The
proceeds were used to finance the construction of a new factory
and to provide additional working capital for the Company. These
new shares were issued under the general mandate granted to the
directors at the annual general meeting of the Company held on
29th May, 2006 and rank pari passu with other shares in issue in

all respects.

Hop Func Groupr HoLbiNGgs LimITED
ANNUAL ReporT 2006

RZZEXRF+—A+HEA - AARHE
fi% A% 3 Hop Fung Industries Limited {EH
ZHE - RER2AETT ZERABUREE
FLABREERBBZARRZREEOL
7 70,2 B 15 40,000,000 B + 5% i % (B 2
RARRONR=ZEERF+—A+HA
ZW T BT EL7.41% ©

R ER B 2 R E #H % Hop Fung
Industries Limited ¥ & & 2% 7T 2 (B 1&
REARFEREBECIOETZHBRN
40,000,000 i = FT 45 338 B 17 7% B 522 5
WEREES  WARNARIRMHENE
BES ZEFWOTIRBERARRINZ
EERNFRAZFTNAARITZREESF
REMESKRL 2 —REEMET - I
BEMBETROHES TEAHZERE
HOfL o
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24. SHARE-BASED PAYMENTS 24. IR A+ 22

Equity-settled share option scheme

The Company's share option scheme (the "Scheme") was adopted
pursuant to a resolution passed on 4th September, 2003 for the
primary purpose of providing incentives or rewards to selected
participants for their contribution to the Group. The Scheme will
expire on 3rd September, 2013.

Under the Scheme, the Board of Directors of the Company
may grant options to eligible employees, including executive or
non-executive directors (including independent non-executive
directors), of the Company, its subsidiaries, or any entity ("Invested
Entity") in which any member of the Group holds any equity
interest, to subscribe for shares in the Company. Additionally,
the Company may, from time to time, grant share options to any
supplier of goods or services to any member of the Group or any
Invested Entity, any customer of the Group or any Invested Entity,
and any consultants, advisers, managers, officers or entities that
provides research, development or other technological support to

the Group or any Invested Entity.

The total number of shares which may be issued upon exercise
of all options to be granted under the Scheme is not permitted
to exceed 36,000,000 shares, being 10% of the shares of
the Company in issue as at the date on which the shares of
the Company are listed on the Stock Exchange, which can be
refreshed according to the Scheme. The number of shares which
may be issued upon exercise of all outstanding options granted
and yet to be exercised at any time under the Scheme shall not
exceed 30% of the issued share capital of the Company from time

to time.

RESXNX R ETE

RER-ZFZ=FNANBBBZRE
£ ARAERMNBBAER S ([ %
g TEENRARAEE2RERTHE
Pkl - ATk B E N FH AR EF L
ZER . ZETEIBN _E—=F A=
B & o

REZAE ARFEEETMAR
Al Hff B AR S AR EEAKE AR
A E B 2 EAHE (TR EK
B ZEEREER (BERTESIIN
TTESFRELIIFNTES) RLBRE
NBEARBRD - BN KRR AR
THENBRETEARAKEZKE
RAH AR ERBIREE IR
AR - REB S ERAIRE R
BZERNER  ARAREESERA
RERBRMAME  FABEREMRITX
ERBZEMBAA - BHE - K2 =
A Bt -

REBEZEREZBREEZZITE
KA FRTzZRHEE THREBR
36,000,000 APty - BIZR X & AR (7 7O B
R ETHE BB EITRNZ10% - Mt
PRER A IR IR AL A BIE R - IMEM B RE
BERF TR BZA RO MAITE 22
AR AT AT T EITAM LA - TS
BARRBTRZEEITRAZ30% °

FEREEZRAR
—FERF
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THE YEAR ENDED 31ST DECEMBER, 2006
—EEAF+-ASt-ALEE

SHARE-BASED PAYMENTS (Continued)

The number of shares in respect of which options may be granted
to any individual in any 12-month period is not permitted to
exceed 1% of the shares of the Company in issue at any point
in time, without prior approval from the Company's shareholders
in accordance with the Scheme. Where any grant of options
to a substantial shareholder or an independent non-executive
director or any of their respective associates would result in the
shares in the Company issued and to be issued upon exercise
of all options to such person in the 12-month period up to and
including the date of grant in excess of 0.1% of the shares of the
Company in issue and with a value (based on the closing price
of the shares of the Company at the offer date of each offer) in
excess of HK$5,000,000, such grant of options must be approved
in advance by the Company's shareholders in accordance with the

Scheme.

An option may be exercised at any time during the period to be
determined and notified by the Directors to the grantee and in the
absence of such determination, from the date of acceptance of an
offer of the grant of such option to the earlier of the date on which
such option lapses and ten years from the date of offer of that
option. A consideration of HK$1 is payable upon acceptance of the

offer.

The exercise price is determined by the directors of the Company,
and will not be less than the higher of the nominal value of the
share; the closing price of the Company's shares on the date
of offer; and the average closing price of the shares for the five

business days immediately preceding the date of offer.

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006

24. ARG X4z XH (&)

REAR DB RRARIRZET B F AL -
A AR E AR 2 B AR AT B8 e 2 AR
e - WMERT—EAHK - G
HBEARFRAERREED ZETRDZ
1% © A — B EERR - BUIIEWITE
EHEE 2 EMEBEA LR B EMER
- FENEARTRATZAERE
BiEmREEREE 81+ @A
B BRERETETZARRRG &
HERARBEITRNER0.1% - BE
B (RBEARRRMNAG IR L ERER
Bz W {EEr &) #i8 5,000,000 4 7T -
RIZEBEREERERELFIARQFMR
FRARIBZET IR -

BREAINEZETRAGEARAZY
RIABER TR - MARBEE - &M
RHERE R RSB R EZE
IRz A KX % BB ke B HR AT+
FZRFAY - REMBRERAMN 1S
TTHRE -

TEETAARRESRERE T EE
RROEE - ARBROPEEBHZ
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24. SHARE-BASED PAYMENTS (Continued) 24. BRI 2 H (&)
The following table discloses details of the Company's share TEREEHREEIFEZARRBEREL
options held by the employees and movements in such holdings MZESBRERFE RN Z S
during the year:
2006 —EZREF
Outstanding

Outstanding Granted Exercised Cancelled at 31.12.2006
at 1.1.2006 during during diring  R=BBARE

Option Exercisable RZBERE 2006 2006 2006 !
type Date of grant price -B-B ZBEXE ZBERE  CEERE Zt-H
BRESH RHBH e BRATHE RE Ay WE#  HERTE
HKS
BT
A 3.11.2003 1130 12,658,000 - (12,658,000) - -
B 29.7.2004 1330 10,940,000 - (3,314,000) - 7,626,000
C 4.11.2004 1.104 9,000,000 - - - 9,000,000
32,598,000 - (15,972,000) - 16,626,000

Bxercisableattheend  RELXATE

of the year 11,641,000
Weighted average MELI R
exercise price 1.190 - 1171 - 1.208

cEEERBRAE
—2TX
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24. SHARE-BASED PAYMENTS (Continued) 24. IR B RSz H (&)
2005 —ETRF
QOutstanding

Qutstanding Granted Exercised Cancelled  at31.12.2005
at 1.1.2005 during during duing R-FZhE

Option Exercisable i3 2005 2005 2005 -4
type Date of grant price -f-B ZEEnE CZEERE  C-EEnE =1t—H
BREER RHAH e WA M T mEE AR
HKS
oo
A 3.11.2003 1.130 12,722,000 - (50,000) (14,000) 12,658,000
B 29.7.2004 1330 11,000,000 - (40,000) (20,000) 10,940,000
C 4.11.2004 1.104 9,000,000 - - - 9,000,000
32,722,000 - (90,000) (34,000) 32,598,000

Exercisableattheend ~ RELA{TIE
of the year 22,598,000

Weighted average IETST{E
exercise price 1.190 - 1219 1.243 1.190

GRrouP HoLpINGS LimMITED
orT 2006
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FOR THE YEAR ENDED 31ST DECEMBER, 2006

24. SHARE-BASED PAYMENTS (Continued)

Note:

The vesting period, which is the period from the date of grant to the exercisable
date, of the share options granted is determined by directors at each time when
the options are granted. Holders of share options granted under the Scheme may
only exercise their options during the exercisable periods as follows:

—2EAE+A=t-HLEE

24. AR Z 2 (&)

GEE

BEHBERE: GRMATEREANNMAES
NERFHBRERETE - REBEZEIRHZE
Rt RS A AMER R A T T{E IR T (0 E A AE

Option type A Option type B Option type C Maximum % of share options exercisable
AR IR E B RS IR 1 CHERRE AITRBRERSE AL
3.5.2004 - 3.11.2004 1.1.2005 - 31.12.2005 1.3.2005 - 28.2.2006 up to 50%

RS AE50%

4.11.2004 - 3.11.2005 1.1.2006 - 31.12.2006

4.11.2005 - 3.11.2006 1.1.2007 - 31.12.2007

The weighted average share price at the dates of exercise for those
share options exercised during the year was HK$1.91 (2005:
HK$1.32). The options outstanding at the end of the year have a
weighted average remaining contractual life of 1.1 years (2005: 1.6

years).

The Group recognised the total expense of HK$411,000 for the
year ended 31st December, 2006 (2005: HK$1,923,000) in
relation to share options granted by the Company.

1.3.2006 - 28.2.2007

1.3.2007 — 29.2.2008

up to 75% (to the extent not already exercised)
REAET75% ARRITESE /R

up to 100% (to the extent not already exercised)
RS AE 100% (VA RITEEE R )

HENTE2ERENS - EfTERZ
MEFERERL1IBTL(ZETAF
1.32 BIT) o MNEFKRHARITIE 2 BARE
ZINEFHRBRENRARLLIF (=TS
HF1.6%F) -

REEAHREE_ZTTE+=A
T+ HUEFERARRMELZBR
ERBz 8 HA411,0008T(ZEF
T4+ 1,923,00087T) °

AUEEER
=2
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25. JESERL IR

NTRAEEER ETHRBARERR
AN B S A S B 2 28

25. DEFERRED TAXATION

The following are the deferred tax liabilities recognised by the
Group and movements thereon during the current and prior

reporting period:

Accelerated
tax
depreciation

MEFIBRE
HK$'000
FAT
At 1st January, 2005 R-ZEZERF—HA—H 8,491
Credit to income for the year FEAREF WA (7,825)
At 31st December, 2005 RZEERF+_A=+—H 666
Credit to income for the year FEAREFUA -
At 31st December, 2006 RZZERNFF+A=+—H 666

At 31st December, 2006, the Group had unused tax losses of RZBERNF+ZA=+—08 " £5H

HK$5,087,000 (2005: HK$359,000) available to offset against
future profits. No deferred tax asset has been recognised in respect
of such tax losses due to the unpredictability of future profit

streams. The losses may be carried forward indefinitely.

At 31st December, 2006, the Group also has other deductible
temporary differences of HK$1,482,000 (2005: HK$1,911,000).
No deferred tax asset has been recognised in relation to such
deductible temporary differences as it is not probable that taxable
profit will be available against which the deductible temporary

differences can be utilised.

G Groupr HoLDINGS LIMITED
EPORT 2006

A A8 B & I 2 R E AR E 18
/45,087,000 L( =T Z A : 359,000
AIT) o AR EORTE ARRFE IR
B EpL % E R RERERELTHRIRE
B - BEAEREE -

R_ZEERNFT+_A=+—8 ££H
1A E fth AT HIEH BT 288 1,482,000 8 7T
(ZZEZHF £ 1,911,00087T) - ARA
BE5% 5 e FR Tt B AT A AR S :Z S5 P10
MERNERE  WUERZEANRY R
EEERELHIAEE -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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FOR THE YEAR ENDED 31ST DECEMBER, 2006
BE-—ZEARFT-A=T-HLEFE

OPERATING LEASE COMMITMENTS 26. KEMERIE

At the balance sheet date, the Group had outstanding
commitments for future minimum lease payments under non-

cancellable operating lease which fall due as follows:

REER  NEEREBEAATBOEKEHE
EMERBRRRFEHENFORSE
BRTIEREILE :

2006 2005

HK$'000 HK$'000

FHET FHET

Within one year —FR 26 484
In the second to fifth years inclusive FFEFAFT (PREEEMT) = 672
26 1,156

Operating lease payments represent rentals payable by the Group
for certain of its warehouse, ancillary office properties and car
parks.

Lease is negotiated for a term of one year (2005: two years) with

fixed monthly rentals over the term of the lease.

REHENKEARERERE - ®WE
WAMERIFEN 2 ENES -

HEZER—FH(ZZEZTRF: MF
Hi) » WHEHHRE N EEAE -

CAPITAL COMMITMENTS 27. EAXREISE
2006 2005
HK$'000 HK$'000
FET FAT
Capital expenditure in respect of BRTAVBERERE BIISRE
the acquisition of plant and R 2 WE &
equipment contracted for but not BRI E AR

provided in the consolidated financial

statements

232,340 1,917

EEEEEZRABR
—FERF
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28.

THE YEAR ENDED 31ST DECEMBER, 2006
—EEAF+-ASt-ALEE

RETIREMENT BENEFIT SCHEME

Hong Kong

The Group has joined a Mandatory Provident Fund Scheme (the
"MPF Scheme") for its employees in Hong Kong. The MPF Scheme
is registered with the Mandatory Provident Fund Scheme Authority
under the Mandatory Provident Fund Scheme Ordinance. The
assets of the MPF Scheme are held separately from those of the
Group in funds under the control of an independent trustee. Under
the rule of the MPF Scheme, the employer and its employees are
each required to make contributions to the MPF Scheme at rates
specified in the rules. The only obligation of the Group with respect
to the MPF Scheme is to make the required contributions under
the MPF Scheme.

The retirement benefit scheme contributions arising from the MPF
Scheme charged to the consolidated income statement represent
contributions payable to the funds by the Group at rates specified

in the rules of the scheme.

PRC

The employees of the Group's subsidiaries in the PRC are
members of a state-managed retirement benefit scheme operated
by the government of the PRC. The subsidiaries are required to
contribute 10% of payroll costs to the retirement benefit scheme
to fund the benefits. The only obligation of the Group with
respect to the retirement benefit scheme is to make the specified

contributions.

During the year, the retirement benefit scheme contributions
amounted to approximately HK$508,000 (2005: HK$367,000).

UNG Groupr HoLbiNGgs LimITED
L ReporT 2006

28. RIKERIFTE

&FE

AEEREFRREEMARGERTES
HEl([sefEEatEl]) - BESFEIRE
sl AT BGEIIREFERTES
SEEERGEM - RERFEZEER
AEBEENH  ABUIFEAEHZ
HE2iE - RERESHIRY - EEX
REEBREQARBAAEENL AR
BN HER - AEEHARRE
ErtElzE—EERFARESHIHN
RS -

RiFANmAIHZ BESBIRIKE
FMEFEIHER R AR R BIREZ X
FERESEHZ R -

AEEZTEMBEARREE RTEBRFA
BEZBARERRABHGBIKE - M
B R RIBIREFH A 10% FIRIKAEH
AHEIEEK  ARERH - NEBELRIK
BN E 2 M~ B ERIELIEEMRN -

FA - RREFIFIEI LY A508,00075
T(ZEZRF: 367,000/87T) °
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29. CONTINGENT LIABILITIES

On 9th December, 2004, a tax audit was commenced by the
Hong Kong Inland Revenue Department (the "IRD") on certain
subsidiaries of the Company, namely, Gong Ming Hop Fung Paper
Ware Factory Limited ("GMHF"), Fung Kong Hop Fung Paper Ware
Factory Limited and Hop Fung (Overseas) Trading Limited (the
"Subsidiaries"), in respect of the years of assessment 1998/1999
to 2003/2004. On 26th January, 2005, 5th January, 2006 and
2nd June, 2006, whilst these cases are still under investigation,
the IRD issued protective assessments for the years of assessment
1998/1999, 1999/2000 and 2000/2001 to 2003/2004 respectively
to the above-mentioned subsidiaries in order not to jeopardise
the assessment powers of the IRD which will be time-barred after
6 years of assessment. In addition, the IRD issued an additional
assessment to GMHF for the year of assessment 2004/2005 on
2nd June, 2006. Objections have been filed against all these
assessments and, accordingly, no provision has been made in the
consolidated financial statements in respect of any potential tax

liabilities.

Up to date, the taxes demanded under the protective assessments
amounted to HK$75,663,980 in aggregate. Subsequent to the
lodgement of objections by the Subsidiaries, tax reserve certificates
of HK$480,000 and HK$1,400,000 in respect of the assessments
for Gong Ming Hop Fung Paper Ware Factory Limited and Fung
Kong Hop Fung Paper Ware Factory Limited, pending the outcome
of the tax audits and the objections, were purchased in March
2005 and March 2006 respectively. Also, banker's undertakings
of HK$13,197,475 were arranged by the Group and had been
accepted by the IRD as security for payment of the mentioned tax.
The remaining amounts of tax of HK$60,586,505 demanded by

the IRD have been held over unconditionally.

In the opinion of the Company's directors, the potential tax liabilities
that may arise as a result of the tax audits, if any, would not have
any significant effects on the consolidated financial statements of

the Group.

—2EAE+A=t-HLEE

29. HAARAE

RZZEZTMFE+=_ANB  FBEHER
(THBBDRMARARETHEAR QMR
ALUEAMERAR(ABEL])
Bl & &4 MR A R A 7 & Hop Fung
(Overseas) Trading Limited (M8 2 7 1)
R=AANE/ —ANANEFEZZZT
=/ ZETNFIARFERARYE
EZ o BASZHEETHE R
TETRF—A=-+RA  ZZEZTRF
—ARERRZZBTAFAAZH B
BRABH EAWBEARZ—AAN
F/ —RhNE - —hWhh&E 2T
TER_TEEF /T —FEZT
T=F /—TTNFIRFEELRE
MRS LR ERERERE@T
MEEBEANFRNTEZTREND - 1
SN BBRRZTEERNFEAZARA
LSRN —_TTNEFE —TTHF
TAMFEZARE - AEEERAEZ
EABRERE - Bt WEREMAE
ERBEERREMIERERELERE -

BEEZAH CREGFIRERZH
48 F 575,663,980 7T > 2RI =
TTRFEZARZSETAFEZARAD
HELRmmARAR MEMHEEHRKM
B[R A B 2 =71t i B 480,000/ 7T &
1,400,000 % 7T Bt % - ARF R 76 28 1%
ERERE &R - N REBER
PEER1TENE 13,197,475 8 » tEAX
ERBR KR MBEREEIZE
o ESMNHR 2 Kk 2 11860,586,505
BRI EGENEE -

ARABEERR  BANBEZATE
TERERGAG HEELERHEEA
& P TEHAKEGEPHERREK
ERERTE -

EEEEEZRABR
—FERF
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30. RELATED PARTY TRANSACTIONS

a)

During the year, the Group has engaged Hop Fung (Australia)
Pty Ltd as the Group's purchase agent in Australia at an
annual fee of HK$1 for the agency services rendered to
the Group. The total value of goods purchased under this
arrangement from the suppliers amounted to HK$22,473,000
(2005: HK$46,679,000). Hop Fung (Australia) Pty Ltd is a
company in which Mr. Hui Sum Kwok, executive director of

the Company, has beneficial interest.

The remuneration of directors, who are key management
of the Group, during the year are disclosed in note 11. The
remuneration of executive directors, who are also the key
executives of the Group, is determined by the remuneration
committee having regard to the performance of individuals

and market trends.

30. BEALXRS

a)  FA - AEEHEMAHop Fung (Australia)
Pty Ltd /& A8 5 B ORI 2 $RAE R
BA UHERAEERE 2K
BRENEELET  RIF
BHEHERRB2EMEE
722,473,000 T( Z TR F -
46,679,000/87T) - ARRIMITES
5 7% B 5t A 7 Hop Fung (Australia)
Pty Lid FE A Bt ©

b) #EZE AXEBZIBEEAE
FRAZHESPMEE11KEE - iTE
EFRAEETZSRITRAEZ
MemFMEREe@2E/ARRER
MZBEEE -

31. SUMMARISED BALANCE SHEET OF THE 3. KPR EEEBREE

COMPANY

2006 2005

HK$'000 HK$'000

FH&xT FAT

Investment in subsidiaries KRB AR ZRE 113,455 113,455

Amounts due from subsidiaries FEUHT B A T3k IR 464,783 379,199

Deposits and prepayments e RIBAR 285 237

Bank balances and cash RITHEB RIS 62,132 8,743

Amounts due to subsidiaries FEASTHT BB A 7)1 FR0E (282,991) (219,267)

Other payables and accrued charges ~ H i fE 7018 & fES 2 (5,761) (7,643)

Taxation BiE (853) (166)

351,050 274,558

Share capital R A 42,390 36,792

Share premium and reserves B0 im B & fE 308,660 237,766

351,050 274,558

Hop Func Groupr HoLbiNGgs LimITED

ANNUAL ReporT 2006



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

e TSR R MR

FOR THE YEAR ENDED 31ST DECEMBER, 2006

ECEERFt+ZAZ=T-HLEE

32. PARTICULARS OF PRINCIPAL SUBSIDIARIES 2. TEMBELAREHR
Particulars of the subsidiaries, all of which are wholly-owned by the RZEERF+-_A=+—8 " KQ7

Company, as at 31st December, 2006 are as follows:

Place of
incorporation
or registration/

ET2ERBEZMBRRFBNOT

Issued and
fully paid
share capital/

operation contributed capital
Name of subsidiary Eaiiys Ay ERITRAZE Principal activities
i) PNCIE=E Sk ' ¢ 1T TEEK
Chun Yik (Macao Commercial Macau Ordinary shares Trading of paper ware
Offshore) Limited SEFY MOP100,000 products
#a CRPIBEFRERT) BRAR & i A% 100,000 871 HMmES
Fung Kong Hop Fung Paper Ware Hong Kong Ordinary shares Provision of management
Factory Limited BE HK$100 service
Bl & SR mmAR DR A% 10078 7T RIEEERY
Non-voting
deferred shares
HK$3,000,000
(Note)
ERERRIENR
3,000,000/ 7T
(P&E)
Fung Kong Shing Fung Paper Ware Hong Kong Ordinary shares Investment holding
Factory Limited BE HK$2 HEER
Bl 5 A BB PR A A T2 BT
ARREER

=3
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BECEERFT-A=T-HLEFE

32. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(Continued)

Place of
incorporation
or registration/

2. TEWMBLARER(E)

Issued and
fully paid
share capital/

operation contributed capital
Name of subsidiary B3 EETRAR Principal activities
Mt AR BB Sk M7, B AR A FTEEK
Gong Ming Hop Fung Paper Ware Hong Kong Ordinary shares Provision of management
Factory Limited B HK$100 service
NAGEEmMMER AT LAk 100787 REEIR RS
Non-voting
deferred shares
HK$3,000,000
(Note)
B FREIRER
3,000,000% 7T
(M%)
Green Forest (QingXin) Paper PRC Contributed capital Manufacturing and trading
Industrial Limited * AR HK$276,094,899 of paper
ARE OB MEBR AT * BRI MR BLENE S
276,094,899 % 7T
Hop Fung Consultants Limited Hong Kong Ordinary shares Provision of management
S EERBRAR B HK$2 service
@2 T REEERY

Hop Fung Group Company Limited

EPORT 2006

British Virgin Islands/
Hong Kong
REBELHE &

G Groupr HoLDINGS LIMITED

Ordinary shares
US$600
LAk 600 £ 7T

Investment holding

BEZER
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Place of Issued and

incorporation fully paid

or registration/ share capital/

2. TEMBLARER(E)

operation contributed capital
Name of subsidiary B3 EETRAR Principal activities
i) NG Sk ¢ VE FEEK
Hop Fung International Enterprise Hong Kong Ordinary shares Provision of accounting
Limited &5 HK$2 service
SERRPERRAA w2 AT RIS RS
Man Shung (Macao Commercial Macau Ordinary shares Manufacturing and trading
Offshore) Limited SR MOP100,000 of paper ware products
BB CRPIBEF R R) AR AR LM% 100,000 HFT# BEAmRAmES

Top Develop Limited
HEERAT

ReERfimBRAR ¥

British Virgin Islands Ordinary shares

EEELEE US$1

L@k 1 €T
PRC Contributed capital
s HK$20,000,000

20,000,000% 7T

cUEERR

Investment holding and
trading of paper
WEERRARES

Manufacturing and sales
of paper ware products
BUERIHE A m

=3
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32. PARTICULARS OF PRINCIPAL SUBSIDIARIES 2. TEMBLARIER(E)

(Continued)

Note: The non-voting deferred shares, which are not held by the Group, a3t ERERECHRYIFHAEEREE B
practically carry no right to dividends or to receive notice of or to attend B EWENFERRES - WEAEE R
or vote at any annual general meeting of the companies. On winding up, AIEAREEFASBEY  HEINE
the holders of the deferred shares are entitled to the distribution after the EREZEF - RIERE - REARA
distribution of HK$100,000,000 million to holders of ordinary shares, as MERMABETE  RERMDEFEARR
specified in the articles of association. TR A A9k 100,000,000,000,000

BLRAI2ESK -

Other than Hop Fung Group Company Limited, all subsidiaries are ¥ Hop Fung Group Company Limited
indirectly held by the Company. Gh - B pra KB A R B AR B M
BE -
None of the subsidiaries had any debt securities subsisting at 31st RZZEZERNFF+_A=+—HxXFAF
December, 2006 or at any time during the year. B - SHB AR EEBES -
* Green Forest (QingXin) Paper Industrial Limited and BZsE s @B R A * REEM MEBRAR LR #ERAM
@] are wholly foreign owned enterprise. BRAGBAZEINEDE -

up HoLbINGs LIMITED
2006
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