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Financial Highlights
5 % ik B

2005 2004 Change
goooo opogonog oo
(Restated)
ooood
HK$'m HK$’'m %
oooo oooo
Turnover oogo 685 (19%)
Profit Attributable to Equity Ooo0oooooo
Holders of the Company oood 404 79%
Total Assets oooo 5,872 10%
Equity Attributable to Equity ooooooogo
Holders of the Company oood 3,484 10%
Cash & Bank Balances ooooooag 1,558 (61%)
Net Borrowings gooo N/AODOO —
Key Performance and oooooood HK$ HK$ %
Liquidity Indicators: oooooo oo
Earnings Per Share oooo 0.260 60%
Net Asset Per Share (note 1) oooooooooilg 1.98 15%
P/E Ratio (note 1) ooooooin 15.1 x (64%)
Return on Capital Employed (note 2) 0 O 0O 0O OO0 O 20 12% 58%
Return on Total Assets (note 3) OO0o0OoOooooosg 7% 57%
Gearing Ratio (note 4) oooooooan 40% —
Adjusted Gearing Ratio (note 5) O00o0ooooooso N/A D OO —
Current Ratio (note 6) 0o0oooooed 1.6 x (38%)
Interest Coverage (note 7) oboooooooorg 15 x 20%
ooo
Notes: 1. 0000000000000000
1. Based on 1,688,709,611 shares issued and fully paid as at 31 Decgmber g g g g g |1:|7D581§781867?19D6|1]1DDS B
2005 (2004: 1,758,671,611 shares) and the market closing price of 000230000000 0003.900
HK$2.30 (2004: HK$3.90) per share. Ooooooo
2. goobooooOooobOooooo
2. Calculated as profit attributable to equity holders of the Company mooooobooooooooo
over equity attributable to equity holders of the Company. 3. oooo0o0000o0ooooo0o0o
3. Calculated as profit attributable to equity holders of the Company noooooo
over total assets. 4. 00o0ooooooooo0oooo
4. Calculated as total borrowings over equity attributable to equity holders oooooooo
of the Company. 5. goobooooOooobOooooo
5. Calculated as net borrowings over equity attributable to equity holders oooooooo
of the Company. 6. gooooooooooooooDoo
6. Calculated as current assets over current liabilities. 7. O00O000DO0O0oO0ooooon
7. Calculated as profit before f_inance costs and taxation over finance g B %DEIDEI %DDDDDDD noooooo
costs (excluding the notional interest portion in respect of convertible
notes).
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Managing Director’s Statement
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REVIEW OF RESULTS

Basically, the principal business activities of the Group remain the
same for both years 2005 and 2004. Turnover of the Group decreased
by 19.5% from HK$685.2 million in 2004 to HK$551.8 million in
2005. In 2005, an insignificant amount of turnover was recorded in
respect of sales of development properties comparing to a turnover
of HK$152.2 million in 2004. The decrease in turnover of sales of
development properties was the major reason leading to the decrease
in the Group’s turnover.

In 2005, turnover of dealings in distressed assets decreased by HK$15.7
million and turnover of investment increased by HK$25.4 million. The
magnitudes of the former approximated to that of the later and thus
did not have a material net effect to the movement of the Group’s
turnover.

Other income recorded an increase of HK$78.3 million. The reasons
for the increase were firstly attributable to the increase in interest
income in the amount of HK$41.4 million. The Group accumulated a
cash balance in excess of HK$1.0 billion in the fourth quarter of
2004. Throughout the year 2005, the Group maintained a relatively
high amount of average cash balances, which enabled the Group to
earn extra interest income during a period of rising deposit interest
rates. Secondly, there was an unrealized holding gain in the amount
of HK$44.9 million in respect of investment in held-for-trading
investments recorded only in the year.

Increase in administrative expenses of HK$7.2 million was mainly due
to the increase in staffing cost of HK$10.9 million and payment of
additional direct costs such as professional fees, legal fees and

Silver Grant International Industries Limited SR PR E A PR A
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Increase in finance costs amounted to HK$27.6 million. The increase
in finance costs were due to the issuance of convertible notes with
principal amount of HK$817.1 million in aggregate by the Group in
November 2004. The convertible notes have interest charges for less
than two months in 2004 but a whole year for 2005. Despite of the
coupon interest rates of the convertible notes were 1.5% p.a., interest
for one of the convertible notes was charged at 4.48% p.a. in
accordance with the requirements of the new accounting policy.

In 2005, the Group increased its investment in Beijing East Gate
Development Co., Ltd. (“East Gate"”) by acquiring an additional 7.99%
equity interest of East Gate from a minority shareholder. The
acquisition resulted in a discount on acquisition (previously known as
negative goodwill) in the amount of HK$73.5 million and was
recognized as income for the current year. There was no such income
in last year.

In 2004, the Group disposed of a 20% participating rights in a
portfolio of distressed assets and realized a gain of HK$53.8 million.
The Group also disposed of a subsidiary and an associated company
in 2004 and realized gains in the amount of HK46.7 million and
HK$0.2 million respectively. There were no such gains on disposal in
2005.

As a whole, the above-mentioned factors have a net effect leading to
a 79.4% increase in net profit for the year to a historically high
amount of HK$724.1 million in 2005.

FINAL DIVIDEND

The Board of Directors of the Company (“Directors”) resolved to
recommend the payment of a final dividend of HK$0.06 per share for
the year ended 31 December 2005 (2004: HK$0.05 per share). The
final dividend will be payable on 6 June 2006 to shareholders on the
register of member of the Company on 25 May 2006.

BUSINESS REVIEW & PROSPECTS
Property Investments, Development and Management

For the year ended 31 December 2005, profit contribution from
property leasing amounted to HK$63.5 million (2004: HK$59.3 million).
The Group’s major source of renal income is derived from East Gate

oo0oOOoOoooDbog27,e00,000000
goobobooboobooboobobooboao
goooooooooDbst7,100,0000
gobobooboobooooboooboao
goooobooobobooobooboo
gooooboooboooobooobao
Oo0o0oO0oooDoOooDot.5%00
goobobooboobooboobobooboao
00000000000 0004.48%0
ao
gooooboooboooobooobao
obooboooboobooooobooo
oopoooogr7ee»wiooonoonon
goooboooobooboaodao
73,500,000 000000000000
goobooobooooboobobooboboo
gboooboon
gooboobooboobooobobooobao
OO0O0D020%000000000
53,800,000 000000 O00O0OODOO
goooobooboboooboooboo
oO0DOO0O0O00DOOO4e,700,000000
20000000 DOOOCOOOOOOOOO
gbooooboobood
goooobooboboooboooboo
gbobooboboboboooo
79.4%0 0000000000
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oo
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o00OO0O0O00DOO0O0O0O0O0es,500,0000
0oo00O000D00Oos9,300,00000000

Plaza. The gross rental income of East Gate Plaza for 2005 was Oo0ooooooooooooooon
HK$68.3 million (2004: HK$66.7 million). The rental income of East Jo00oooDoDooooooooooao
Gate Plaza started to recover gradually following the completion of 68,300,0000 OO O O O O O O
the phase-by-phase renovation works to refurnish the flats in East 66,700,000 0000 0D0OO0O0OOOOO
Gate Plaza. gooobobooobooobbooooo
goooooooooooooon
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During the year, the Group has increased its investment in East Gate
by acquiring an additional equity interest of 7.99% from a minority
shareholder of East Gate at a total consideration of HK$13.4 million.
The acquisition resulted in a negative goodwill of HK$73.5 million
and was recognized as income during the year. In the third quarter of
2005, agreements were entered between the Group and the remaining
minority shareholders of East Gate to acquire the remaining equity
interests in East Gate. The total consideration payable by the Group
was HK$25.3 million. When the acquisition was completed, East Gate
will become a wholly owned subsidiary of the Group. In addition, a
negative goodwill in the amount of approximately HK$25.1 million
(estimated amount and before expenses) will be recognized as income
in 2006.

During the year, sales of development properties were insignificant
which had resulted in an operating loss of approximately HK$6.0
million in 2005. The Group has commenced selling of the second
phase of the development project in the Tiexi District of Shenyang
known as the East Gate Metro Garden. Contracted sales in the amount
of approximately HK$169.2 million in aggregate have been secured.
The Directors expect that total sales amount for East Gate Metro
Garden will be approximately HK$423.1 million. The Group intends
to complete the selling of the units of East Gate Metro Garden in
2006. At the same time, the Group has started planning the third
phase, which is also the last phase of the Tiexi District development
project.

The operations of Beijing Yinda Property Management Limited
("Yinda") were stable for both the year under review and the last
year. As at 31 December 2005, there were 23 projects (2004: 24
projects) under the management of Yinda. The total floor area under
the management of Yinda exceeds 3.0 million square meters.

The turnover of Yinda for the year was HK$89.0 (2004: HK$82.1
million). Yinda maintains its growth strategy to achieve economy of
scale through expansion.

In 2005, the Group made investment in a new development project
located at the Tong Zhou District of Beijing. The development project
is known as “Zi You Xiao Zhen"”. The development project has a site
area of approximately 320,000 square meters and gross floor area of
approximately 830,000 square meters. The Group intends to develop
the Zi You Xiao Zhen project by four phases in four years’ time. The
project is now in the process of demolishing and re-dwelling the
existing tenants.

The Group is also considering making investment in new development
projects in Beijing including “Si He Yuan” properties.
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Infrastructure Investments oooooo
For the year ended 31 December 2005, profit contribution from Cll ooooDoooooooooooaog
was HK$80.6 million (2004: HK$87.8 million). The relative stable profit 00000O00Qgoaoasone00,00000
contribution from Cll to the Group is maintained through disposals of 00000o0Ooas7,800,000000000
the road and bridge projects, which are capable of generating one- o0oo0ooooDoooooooooo
off gains. Cll disposed of its entire interest in the Wuhan Baishazhou 0Oo0o0o0oooo0ooooooooon
Bridge at a total consideration of approximately HK$460.3 million 00000000000 460,300,0000
and realized extra fund for working capital. However, a loss of oooooooooooooooog
approximately HK$12.9 million in respect of the disposal was 00oo0ooooDoooooooooao
recognized in 2005 and that was the main reason for the decrease in ogO0oooooi2,900,000000000
the contribution from CII. o0oo0ooooDoooooooooo
googoo
Strategically ClI will dispose of all the road and bridge projects when oooooooooooooooog
opportunities arise. As at 31 December 2005, Cll was still holding 00oo0ooooDoooooooooao
four road and bridge projects with a total carrying value of 00oo0ooooDoooooooooao
approximately HK$407.7 million in aggregate. For the time being, ClI ooooDoooooopoouooooo
is considering to increase its investment in energy supply, value-added 407,700,000 00000000000
processing in petrol refining and other financial investments. 0Oo0o0o0oooo0ooooooooon
gooo
The Taian Natural Gas Pipeline project ooooooooo
Cll invested in the Taian Natural Gas Pipeline project in late 2002. It 0000000 o0ooooooooon
is a co-operative joint venture project with an investment term of 25 oooooooo2s0000000a0
years. The effective interest of Cll in Taian Natural Gas Pipeline project 0000000000000 D080%0
is 80% and the cost of investment is approximately HK$91.9 million. goooogooooteoo0coo0dnnod
The project commenced its first year of operations in 2005 and started o0oo0ooooDoooooooooo
to generate profit. For the year ended 31 December 2005, profit 0Oo0o0o0oooo0ooooooooon
after taxation of the project attributable to CIl was approximately ooooooooooooooooo
HK$9.8 million (2004: nil). It is a National policy to encourage the oogoogoo000000dOOOoOO
use of natural gas, which is a relatively clean source of fuel comparing oooooooooooooooooo
to other means of energy supply, for fuel to reduce air pollution. In Ooooooooooooooooo
addition, the fast development of the Taian City has provided a stable o0oo0ooooDoooooooooo
yet favorable investment environment for the project. 0Oo0o0o0oooo0ooooooooon
googoo
The UE Petrochemical project oooooo
Cll has a 25% effective interest in United East Petrochemical Company 0000000000000 ooooo
Ltd. ("UE Petrochemical”). Cll's investment cost in UE Petrochemical Ooom25%00000000000ad
is approximately HK$53.6 million. The principal business of UE dogggsseooooo0ddoooong
Petrochemical are storage of crude oil and oil products, a special 00oo0ooooDoooooooooao
purpose terminal for the loading and unloading of crude oil and oil 00oo0ooooDoooooooooao
products and crude oil refinery. For the year ended 31 December o0oo0ooooDoooooooooo
2005, profit contribution to Cll from UE Petrochemical was limited Jd0d0o0o0o0o0oo0oooooooao
and amounted to HK$3.6 million (2004: nil). UE Petrochemical has 0000003,e000000000000
successfully completed its test-production for oil-refinery during the oo0o0oooooooooooooog
year but did not engage in large-scale production in light of the 00oo0ooooDoooooooooao
recent high crude oil prices, which has significant effect on reducing Ooooooooooooooooo
profit margin. However, Cll is currently negotiating with the local o0oo0ooooDoooooooooo
partners for long term and secured supplies of crude oil for the oil ooooooooooooooooo
refinery business. Cll has confidence to solve the problem of crude oil 0Oo0o0o0oooo0ooooooooon
supplies. Cll believes that the investment in UE Petrochemical will oooooooooooooooog
bring good returns to CII. 00o0ooo0ooDoooooooooon
Silver Grant International Industries Limited SRR EEARA A
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Financial Investment
Distressed Assets Business
The Macau Assets

Basically, the disposal of the Macau Assets has substantially been
completed during the year. The Group received a further performance
return in the amount of HK$100.0 million from the disposal of the
Macau Assets. There is only a small amount of Macau Assets remained
and are pending for further disposal. The Directors expect that there
will only be nominal income generated from the disposal of the
remaining Macau Assets.

The Cinda Portfolio

For the current year, the Cinda Portfolio has contributed HK$130.9
million interest income to the Group. Up to 31 December 2005, the
principal amount of distressed assets in the Cinda Portfolio that has
been disposed of was approximately HK$18.6 billion in aggregate,
representing approximately 34.4% of total principal amount of the
Cinda Portfolio. The amount of cash recovered was approximately
HK$664.8 million in aggregate. The effective cash recovery rate was
approximately 3.6%. The Group has set a target to complete the
disposal of the Cinda Portfolio in the second quarter of 2007. To
speed up the disposal of the Cinda Portfolio, the Directors of the
Company and China Cinda have decided to break the Cinda Portfolio
into smaller packages of distressed assets and to dispose of these
packages of distressed assets by auctions or other possible means.
However, if opportunity arises, the Directors and China Cinda will
keep disposing of the Cinda Portfolio on an individual basis, which
will have a higher cash recovery rate.

Strategic Partner

By the end of 2005, Citigroup Financial Products Inc. (“CFPI”) and
the Company strengthened their corporation in the aspects of investing
in distressed assets through setting up a joint venture known as
Platinum One Limited (“Platinum One”). CFPI and the Company owned
Platinum One equally. Both CFPI and the Company have intention to
utilize Platinum One as the investment vehicle for all the distressed
assets deals identified in the future.

oogo

oooooo
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The Huarong Portfolio

On 22 November 2005, Platinum One entered into conditional
agreements with China Huarong Asset Management Corporation
(“China Huarong”) to acquire from Huarong a portfolio of distressed
assets in the principal amount of RMB36.4 billion (equivalent to
HK$35.0 billion) including booked interests (the “Huarong Portfolio”).
The Huarong Portfolio was acquired at a total consideration of
RMB546.6 million (equivalent to approximately HK$525.6 million).
The consideration represented 1.5% of the principal amount, including
booked interests, of the Huarong Portfolio. At the same time, China
Huarong was also appointed to assist Platinum One in servicing the
collection of the Huarong Portfolio. Huarong in return is entitled to
receive a management fee calculated as 10% of the cash recovered.
Huarong is also entitled to share the profits generated from the
disposal of the Huarong Portfolio according to a defined profit sharing
scheme.

The Huarong Portfolio comprises a total of 11,126 borrowers located
in a total of 27 provinces, directly administrated municipalities and
autonomies in the PRC. The Group has set a target to complete the
disposal of the Huarong Portfolio in two years' time.

Apart from the Huarong Portfolio, CFPI, the Company and Platinum
One are actively searching for and are currently considering making
investments in one or several distressed assets. Platinum One expects
to conclude at least one of them in the near future.

ooooo
0000000000000 0dPatinum
OneD0ODODOOODOODODODOO
gbbboooobooboboboooboao
ooo0oDDO3e4000000 00O 3500
gobboobooobooobboomo
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Other Investments oooo
The Group will utilize an appropriate portion of the temporarily idled oooooooooooooooog
funds to invest, on a medium term basis, in listed securities. The 0000000 O0oo0oo0ooooooao
Directors will make judgment and will invest very selectively in listed 00oo0ooopDoooooooooo
securities with good capital appreciation potentials. ooooDooooopoouooooao
uad
In 2005, the Group has conditionally agreed to invest in a 12% 0O00o0oooooooooooooo
equity interest in a Chinese medicine manufacturer known as Tong Ji 00000 100,000,00000000
Tang at a total consideration of RMB100.0 million (equivalent to 96,100, 0000000 O0O0O000O00OOO
approximately HK$96,100 million). The Group has paid a deposit of Oo0ooooooooooi12%u00on
RMB43.0 million (equivalent to approximately HK$41.3 million) during oooooooooooooooag
the year. The balance will be paid upon the fulfillment of certain 43,000,00000 0 O O 41,300,0000 O OO
condition precedents. The principal business of Tong Ji Tang is the oooooooooooooooog
manufacturing of a drug to cure osteoporosis. Tong Ji Tang has goooobooooooboooao
planned to seek listing on the Nasdag and has commenced the pre- 00oo0ooooDoooooooooo
listing formalities. Tong Ji Tang expects to get listed in the third or 00oo0ooooDoooooooooo
fourth quarter of 2006. The Directors believe that investment in Tong O0o0o0ooooooooooooon
Ji Tang will make good profit to the Group. O0o0o0ooooooooooooon
0000 uouououoao
gogoooobod
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GROWTH STRATEGIES

The Group will continue to invest in the core business of properties,
infrastructure investments and financial investments at a balanced
pace. The business emphasis will be adjusted according to the
prevailing economic environment and market growth trend. Regarding
to financial investments, the current target is still to participate mainly
in the distressed assets business. In light of favorable conditions
brought about by the vigorously growing PRC economy, the Group
will keep increasing its investment in distressed assets business, which
is expected to bring significant returns to the shareholders. Since the
eleventh Five-Years Plan of China is principally to encourage internal
demand and expenditure, increased demand and expenditure will
inevitably lead to price rises in properties. Therefore, the Group will
also increase its investment in the business of property development
with an emphasis on developing middle class and medium scale
projects and/or “Si He Yuan” projects in principal.

FINANCIAL REVIEW
Exchange Exposure & Hedging

As at 31 December 2005, the Group had a USD denominated
convertible notes in the principal amount of USD52.5 million
(equivalent to HK$409.5 million).

Except for the above, the Group’s principal assets, liabilities, revenue
and payments are denominated in HKD and RMB. Recently the RMB
exchange rate is appreciating gradually. The Directors believe that
the RMB exchange rate will continue to appreciate gradually in the
medium term but there is unlikely to have a sudden surge in the RMB
exchange rate. In addition, HKD is pledged to the USD and such
currency peg is unlikely to break in the foreseeable future. In this
regard, the Directors believe that exposure to exchange rate
fluctuations will not have material adverse effect on the Group.

The Group’s policy is not to engage in any speculative activity other
than making appropriate arrangements for hedging purposes where
the business requires. There was no hedging transaction contracted
for by the Group during the year.
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Working Capital & Borrowings

The Group’s total borrowings excluding convertible notes as at 31
December 2005 amounted to approximately HK$658.7 million of which
approximately HK$651.8 million was short-term bank loan and bank
overdraft and the remaining was long-term mortgage loan. Over 80%
of the short-term bank loan was represented by the working capital
loan to East Gate and the remaining was the current portion of a
long-term mortgage loan and bank overdraft. Interest rate for the
short-term bank loan was charged at floating rate and the prevailing
applicable interest rate was between 4.13% and 5.58 % per annum.
The interest rate for the long-term mortgage loan was charged at
floating rate and the prevailing applicable interest rate was 5.375%
per annum. The Group also has convertible notes with a total
outstanding amount of approximately HK$866.1 million. Approximately
50% of the convertible notes were due within one year and the
remaining were due after one year. The convertible notes have a
coupon rate of 1.5% per annum but interest for one of the convertible
note was charged to income at notional market rate of 4.48% per
annum effective from 1 January 2005 in accordance with the new
accounting policy.

The Company is negotiating with a local bank for a long-term loan
facility in the amount of HK$600.0 million to HK$800.0 million for
the purpose of replacing the existing RMB denominated working
capital loan of East Gate. If concluded, the Group will have a better
working capital structure on one hand and can also minimize a possible
exchange loss caused by the appreciation of RMB on the other hand.

As at 31 December 2005, the cash and bank balances (net of bank
overdraft) was HK$531.9 million and the net current assets amounted
to HK$238.3 million. In December 2005, the Group paid approximately
HK$527.4 million to acquire the Huarong Portfolio. In January 2006,
the disposal of 50% equity interest in Platinum One, which holds the
Huarong Portfolio, to CFPI was completed. The Group received
approximately HK$263.7 million payment from CFPI. The Group also
made short-term investments in listed securities for the purpose of
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earning extra returns in the second half year of 2005. Most of those 263,700,000 00 00D000D0O0OO

listed securities were subsequently realized in the first quarter of 00o0ooooDoooooooooog

2006 and recorded very good returns. O00oo0oooo0ooooooooon
gooooboobouoobbooobo
ogooooooan

Up to the date of this report, the Group has cash balances amounted ooooooooooooi1o0onoo

to approximately HK$1.0 billion. In addition, the Group has unutilized 00oo0ooooDooDoooooooog

banking facilities amounted to HK$234.0 million. In this regard, the O000000DO234,000,0000000

Directors are confident that working capital of the Group is adequate ooooooooDoDoooooooo

for daily operations and the Group has a healthy financial position. oooooooooooooooog
ogooooooano
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Managing Director’s Statement

ol R R iy

Capital Structure

No new share was issued during the year. During the year, the
Company repurchased a total number of 69,962,000 shares at a total
consideration of HK$165.3 million in cash. The shares were
repurchased on the Stock Exchange. Details of the repurchases are
set out in note 39 to the financial statements.

As at 31 December 2005, the shareholders’ fund of the Group was
approximately HK$3,843.0 million, representing an increase of
HK$359.3 million or 10.3% increment compared to that as at 31
December 2004. During the year, HK$87.9 million was paid to
shareholders of the Company as final dividend for the year ended 31
December 2004.

Human Resources

As at 31 December 2005, the Group employed approximately 1,430
employees in Hong Kong and in the PRC. Total staff costs for the
year was approximately HK$64.4 million (2004: HK$53.5 million). The
Group offers its staff competitive remuneration packages, which are
consistent with the prevailing market practices. The Group
remuneration policies are described in details in the Corporate
Governance Report under the section headed Remuneration
Committee.

Appreciation

On behalf of the Board, | would like to express my appreciation and
gratitude to our shareholders for their supports and all the Group’s
employees for their hard working and dedication in carrying out their
duties and in achieving the Group’s business goal.

By order of the Board
Gao Jian Min
Managing Director

Hong Kong, 24 April 2006
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Profile of Directors

i)

EXECUTIVE DIRECTORS

Mr. CHEN Xiaozhou Chairman

Mr. Chen, aged 44, was appointed director of the Company and was
elected Chairman of the board on 13 February 2006. He has been
the Vice President of China Cinda Asset Management Corporation, a
substantial shareholder of the Company (“China Cinda”) since
February, 2003. Mr. Chen obtained his Master of Economics from the
Research Institute of the People’s Bank of China in 1988 and obtained
his Master of Commerce from the University of New South Wales,
Australia in 2003. From April 1997 to April, 1999, he was the Deputy
General Manager of Sales Department of Head Office of China
Construction Bank. From April, 1999 to September, 2000, Mr. Chen
was the supervisor of Investment Banking Department of China Cinda.
From September, 2000 to February, 2003, Mr. Chen was the Assistant
to President of China Cinda. Mr. Chen has over 13 years experience
in banking and finance sectors. During the period from 7 June 2004
to 27 March 2005, Mr. Chen was a non-executive director of
Aluminum Corporation of China Limited (Stock Code: 2600), the H
shares of which are listed on The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) and New York Stock Exchange, Inc.

Mr. HUI Xiao Bing Vice-chairman

Mr. Hui, aged 53, is a director of the Company and was appointed
Vice-chairman of the board since 22 June 1993. Mr. Hui was the ex-
Deputy Managing Director of China Everbright Financial Holdings
Limited. Mr. Hui was also the ex-president of China Construction
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Profile of Directors

i)

Mr. LIU Tianni, Deputy Managing Director oo0ooo0o oooooo
Mr. Liu, aged 42, is the Deputy General Manager of the Company. oo0ooo42000000000000
Mr. Liu joined the Company in November 1994 and was appointed oooo19%4onMMooooooon
director of the Company since 26 May 2001. Mr. Liu is also the 200105026000 00000000
director of several Group companies. He graduated from Beijing doooooooooooooooo
Normal University with a Master Degree in Science. He has over 10 0Jo0o0o0oooooDoooooooo
years experience in administrative management and trade businesses. 0Jo0o0o0oooooDoooooooo
gogooooobood
Mr. GU Jianguo ooooo
Mr. Gu, aged 44, is a director of the Company since 25 May 1999. 0000044000199905025000
Mr. Gu previously worked with China Construction Bank and China 0Jo0oo0oooooDoooooooo
Cinda Trust & Investment Corporation. He graduated from Zhejiang 0Jo0oo0oooooDoooooooo
University with a bachelor degree in Engineering, a master degree JooooooooDoooooooo
and a Ph. D Degree in Economics. He has over 20 years’ experiences gooboobooobobuooboooob
in commercial and investment banking, business management, and Jdd0oooooooooooooao
financial accounting and management. oooooooooooooo
Mr. CHEN Yongcun ooooo
Mr. Chen, aged 41, is a director of the Company since 25 October 00000410 0020000100250 0
2000. Mr. Chen is the Assistant to General Manager of Well Kent 000oo0ooooooooooooon
International Limited. He previously worked with China Construction 000oo0ooooooooooooon
Bank and China Cinda. He graduated from Qing Hua University with 000oo0ooo0oooooooooo
a bachelor degree in engineering and a master degree in engineering. 0Jo0o0ooooooDoooooooo
Mr. Chen has over 10 years experience in finance and investment. oooooooood
Mr. CHEUNG Chung Kiu oooogo
Mr. Cheung, aged 41, is a director of the Company since 22 June 0000041000199306022000
1993. Mr. Cheung set up Chongging Industrial Limited in 1985, a Jo000oDOOoooOoDoDOooot98soO
company mainly engaged in the trading business in the PRC. He is 0Jo0oooooooDoooooooo
the chairman and the founder of Yugang International Limited 0J0o0ooooooooooooogg
("Yugang”) (Stock Code: 613). He is also the chairman of Y. T. Realty JmooooOoe1300000D0DDO0
Group Limited ("Y.T. Realty”) (Stock Code: 75) and the chairman of J0o0oo0obO0oo0oo0oo0ooooooooo
Cross-Harbour (Holdings) Limited (“Cross-Harbour”) (Stock Code: 32) 0MOo0OOo0oO750000000000
and an executive director of Qualipak International Holdings Limited. 00o0o00omooooo320oo0o00o
(Stock Code: 1224). All of the aforesaid companies are public 0000000 ooooooooog
companies which shares are listed on the Stock Exchange. 000122400 00000000000
goooobobbboooooooo
Mr. YUEN Wing Shing oooono
Mr. Yuen, aged 59, is a director of the Company since 22 June 1993. Joo0o0oos5900019930602200 0
Mr. Yuen is also the Managing Director of Yugang. He is also an 0Jo0oooooooDoooooooo
executive director of Y. T. Realty and Cross-Harbour. Mr. Yuen holds Jo0o0ooooooDooooopooo
a diploma in management studies from the Hong Kong Polytechnic 0JooooooooDoooooooo
University. Prior to joining Yugang in 1992, he held a senior 0000oooooo1992000000
management position with a major bank in Hong Kong for over 20 goDoooDoOoobDooooooao
years. gooooooo
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Profile of Directors

i)

Mr. CHOW Kwok Wai gooon
Mr. Chow, aged 39, is a Deputy General Manager and the Qualified ooooo30o0o0o0ooooooon
Accountant of the Company. He is responsible for the finance and 00oo0ooooooooooooon
accounting matters of the Group. Mr. Chow joined the Company in 0000o0oooooogoT19930d10
October 1993 and was appointed executive director of the Company O0o0oooOoooz2004040200000
on 20 April 2004. Mr. Chow has worked in Price Waterhouse, which O0O00o0D0oo0oooOoooooonoao
is now known as PriceWaterhouseCoopers and has accumulated O0o0Do0oooDo@ooooooooo
valuable audit experience there. Mr. Chow received his Bachelor jgOo)oooooooDooooooog
Degree in Social Sciences from the University of Hong Kong in 1990. oog19000000noooooon
Mr. Chow is a Fellow Member of the Association of Chartered Certified ooooooooooooooooo
Accountants and a Fellow Member of the Hong Kong Institute of 000oo0oo0o0ooooooooDoo
Certified Public Accountants. Mr. Chow has over 15 years experiences 0Jo0oooooooDoooooooo
in accounting, financial management and corporate finance. Mr. Chow gobDoobooOoobooboooo
is also an independent non-executive director of Lijun International 0J0o00o0DoooDooooooooog
Pharmaceutical (Holding) Co., Ltd. (Stock Code: 2005) which H shares goooooooozo0s0000O0Ong
are listed on the Stock Exchange. 0000oooHODDODODOOoOOOoOo
INDEPENDENT NON-EXECUTIVE DIRECTORS ooooooa
Mr. KANG Dian gooo
Mr. Kang, aged 57, is an independent non-executive director of the 00O00oOo5700019980508000
Company since 8 May 1998. Mr. Kang is the Chairman of China 0o0o0o0oooooDoooooooo
Venture Capital Asset Management Limited. Mr. Kang is also the JooooooooDoooopoooo
Consultant to the Finance & Securities Commission of All China oooo19%e0 00 OOOOOOODO
Lawyers Association since 1996. He graduated from Graduate School 000oo0ooooooooooooo
of Social Science of Chin& 0 0 0O 0O O O O Owith a Master Degree in 000oo0ooo0oooooooooo
Economics. oooo
Mr. ZHANG Lu oooo
Mr. Zhang, aged 54, is an independent non-executive director of the 0O00o0o0bs400 020000504000
Company since 4 May 2000. Mr. Zhang has worked in Citic Ka Wah 00oo0ooooooooooooon
Bank, Hong Kong, Bank of China and Citic Industrial Bank. He has go0oDoooDoOoobOoooDoooao
engaged in the banking business for over 25 years. 0Jo0oooooooDoooooooo
gooooo
Mr. HUNG Muk Ming oooogo
Mr. Hung, aged 41, is an independent non-executive director of the 0000041000 20040120 2300
Company since 23 December 2004. Mr. Hung is a Certified Public goooDoooooooooogoo o
Accountant (Practicing) and is a Fellow of the Hong Kong Institute of 0Jo0o0o0oooooDoooooooo
Certified Public Accountants. He is also fellow member of the goooooooooooooooo
Chartered Association of Certified Accountants and a member of the goooooooooooooood
Hong Kong Institute of Directors. Mr. Hung received his Bachelor 000oooooooooi19900000
Degree in Social Sciences from the University of Hong Kong in 1990. 000o0ooooooooooooon
During the period from 27 September 2004 to 16 February 2006, Mr. 20040 90 270 0O 20060 20 160 0O O O
Hung was an independent non-executive director of Rontex 00o0ooooooooooooogo
International Holdings Limited (Stock Code: 1142), which shares are 00114200 000000000000
listed on the Stock Exchange. Mr. Hung has over 15 years experience 0Joooooooooooopoooo
in accounting and audit sector. 0Ooooooooooo
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Corporate Governance Report

ARIN-SE: &

CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintaining and ensuring a standard
of corporate governance that is consistent to market practices. The
Company has applied the principles and has complied with all the
applicable mandatory code provisions of the Code on Corporate
Governance Practices (“CG Code”) as set out in Appendix 14 of the
Rules Governing the Listing of Securities (“Listing Rules”) on the Stock
Exchange of Hong Kong Limited (“Stock Exchange”) for the year
ended 31 December 2005 except for those deviations explained herein
in this report.

The Board will continuously review and improve the corporate
governance practices of the Company to ensure that business activities
and decision-making processes are regulated in a proper and prudent
manner.

The following paragraphs summarize the Company’s key corporate
governance practices and explain deviations, if any, from the CG
Code.

BOARD OF DIRECTORS

The Board of Directors (“Board” or “Directors”), led by the Chairman,
steers the Group’s business direction. The management, led by the
Managing Director, i.e. the Chief Executive Officer, is responsible for
the Group’s management and operations. The division of
responsibilities between the Chairman and the Managing Director are
clearly established and set out in writing. The role of the Chairman
and the Managing Director are separated and are performed by
different persons to avoid concentration of authorities to one single
person.

The Company fulfilled, in the second half year, the requirement of
CG Code A.2.1, which stipulates that the division of responsibilities
between the Chairman and Chief Executive Officer should be clearly
established and set out in writing and CG Code D.1.2 which stipulates
that the company should formalize the functions reserved to the
board and those delegated to management.

The Board is responsible for formulating the Group’s long-term
strategies, setting business development goals, assessing the results
of management policies, monitoring management’s performance and
ensuring the existence of an effective internal control system. The
independent non-executive directors serve an important function of
ensuring and monitoring the basis for an effective corporate
governance framework.
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Corporate Governance Report

ARIN-SE: &

BOARD OF DIRECTORS (Continued)

The Board of the Company comprises:

Executive directors:

Mr. CHEN Xiaozhou (Chairman)
(appointed on 13 February 2006)

Mr. ZHU Dengshan (Ex-chairman)
(resigned on 13 February 2006)

Mr. HUI Xiao Bing (Vice-chairman)

Mr. GAO lJian Min (Managing Director)

Mr. LIU Tianni (Deputy Managing Director)

Mr. GU Jianguo

Mr. CHEN Yongcun

Mr. CHEUNG Chung Kiu

Mr. YUEN Wing Shing

Mr. CHOW Kwok Wai

Independent non-executive directors:

Mr. KANG Dian
Mr. ZHANG Lu
Mr. HUNG Muk Ming

The Board comprises of nine executive directors and three non-
executive directors. All non-executive directors are also independent
non-executive directors. The biographies of the Directors are given
on page 14 to 17. Members of the Board possess the appropriate
expertise and skills to discharge their duties. Save for the fact that
Messrs. CHEN Xiaozhou, GU Jianguo, CHEN Yongcun and ZHU
Dengshan are also directors and/or senior officers within the group
of China Cinda Asset Management Corporation, which is a substantial
shareholder of the Company, there is no relationship between
members of the Board, in terms of financial, business, family or other
significant relationship. All directors served the Company for the full
year of 2005.

To assist the Board in discharging its duties and to fulfil the
requirement of the CG Code, two standing board committees are set
up under the Board: the Audit Committee and the Remuneration
Committee. When it becomes necessary, the Board will set up ad hoc
board committee to handle specific issues and report back to the
Board.

The Board considers that each independent non-executive director is
independent in character and judgment and they all meet the specific
independent criteria as required by the Listing Rules. The Company
has received from each independent non-executive director an annual
confirmation of his independence pursuant to Rule 3.13 of the Listing
Rules. In addition, the independent non-executive directors are
explicitly identified in all corporate communications.
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Corporate Governance Report
o T R

BOARD OF DIRECTORS (Continued) E=E=EEe00
All directors are regularly updated on governance and regulatory ooo0oo0O0O0OO0Oo0OOooOoooon
matters. There is an established procedure for directors to obtain Ooo0o0000O0O00O0o0o0o0nan
independent professional advice at the expense of the Company in 000000 oOO0O0OOoOooOoooon
the furtherance of their duties. oo000o0ooOo0Oo0o0oon
The full board will meet at least four times throughout a year to ooo0oo0O0O0OO0Oo0OOooOoooon
review the overall strategy and to monitor the operation as well as ooo0oo0O0O0OO0Oo0OOooOoooon
the financial performance of the Group. Notice of at least 14 days o000 oO0ooO0ooooooonn
have been given to all directors for all regular board meetings and Oo00000O0O0OO0O0DO0OoOOoOooOaon
the directors can include matters for discussion in the agenda if 0000000000 OOooOooon
necessary. Agenda and the accompany board papers in respect of ooo0ooOoOoOoOo0Oooooooon
regular board meetings are sent out in full to all directors not less ooo0oo0O0O0OO0Oo0OOooOoooon
than three days before the meeting. Minutes of regular board meetings ooo0oo0O0O0OO0Oo0OOooOoooon
and meetings of board committee are properly kept and all directors oooooo0OOoOoOO0OO0Oo0ooooon
have access to board papers and the related materials. 0000000000 OOooOooon
Ooooo
During 2005, four regular board meetings were held and the individual oooo200500000000000
attendance of each director is set out below: oo0o0o0o00ooo0oooooonn
0o

Number of
Name of director meetings attended Attendance rate
EENSE HEEEESR N =
Mr. ZHU Dengshan 2 outof 4 50%
ooonOoo ooooooo
Mr. HUI Xiao Bing 3 outof 4 75%
ooo0oo Oooooooo
Mr. GAO Jian Min 4 out of 4 100%
ooonOoo ooooooo
Mr. LIU Tianni 4 out of 4 100%
ooo0oo Oooooooo
Mr. GU Jianguo 3 outof 4 75%
ooonOoo ooooooo
Mr. CHEN Yongcun 4 out of 4 100%
ooo0oo Oooooooo
Mr. CHEUNG Chung Kiu 1 out of 4 25%
ooonOoo ooooooo
Mr. YUEN Wing Shing 4 out of 4 100%
ooo0oo Oooooooo
Mr. CHOW Kwok Wai 4 out of 4 100%
ooonOoo ooooooo
Mr. KANG Dian 2 out of 4 50%
oooo Oooooooo
Mr. ZHANG Lu 2 out of 4 50%
oooo ooooooo
Mr. HUNG Muk Ming 4 out of 4 100%
ooo0oo Oooooooo
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Corporate Governance Report

ARIN-SE: &

BOARD OF DIRECTORS (Continued)

According to Articles of Association of the Company, the Board has
the power to appoint any person as a director either to fill a casual
vacancy or as an addition to the Board.

Furthermore, in order to reinforce the accountability of directors, the
Company will propose to pass a shareholders’ resolution at the coming
annual general meeting to be held on 25 May 2006 to amend the
Company’s Articles of Association. Pursuant to the amended Articles,
all directors, including the Chairman, Vice Chairman and Managing
Director, shall retire by rotation at least once every three years at
annual general meetings and be eligible for re-election.

The independent non-executive directors have been appointed for a
specific term of service. They are also subject to retirement by rotation
and re-election at the annual general meeting of the Company in
accordance with Article 101 of the Company’s Articles of Association.

CG Code E.1.2 stipulates that the Chairman of the board should
attend the annual general meeting. The Chairman of the board did
not attend the annual general meeting of the Company held on 26
May 2005. The Chairman will endeavor to attend all future annual
general meetings of the Company unless unexpected or special
circumstances preventing him from doing so.

Securities Dealing by Directors

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (“Model Code”) as set out in Appendix
10 of the Listing Rules as the code of conducts for securities
transactions by directors of the Company. All the members of the
board have confirmed, following specific enquiry by the Company,
that they have complied with the required standards set out in the
Model Code throughout the year ended 31 December 2005. The
Model Code also applies to other specified senior management of
the Group.

The Company fulfilled, in the second half year, the requirements of
CG Code A.5.4, which stipulates that the board should establish
written guidelines on no less exacting terms than the Model Code for
relevant employees in respect of their dealings in securities of the
issuer.
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Corporate Governance Report

O T I

AUDIT COMMITTEE BREES
The Audit Committee was established in 1999 and its current members oooooo1990 00000000
include: ooo
Mr. KANG Dian (Committee Chairman) ooooooOoooon
Mr. ZHANG Lu oooQg
Mr. HUNG Muk Ming 0oo0o0ooo
All the Audit Committee members are independent non-executive 0000000000 O0OoOooooaon
directors. The composition and professional qualifications of the 0000000000 OoOoooooao
members of the Audit Committee complies with the requirements 00000000 O03210000000
under Rules 3.21 of the Listing Rules. Written terms of reference Ooo00o0oOooooOooo20040 000
which describe the authority and duties of the Audit Committee were goQoQo200500 0000000000
adopted in 2004 and subsequently updated and amended in 2005 to ooooooaQg
conform to the provision of the CG Code.
The Company fulfilled, in the second half year, the requirements of 0000000 Oo0oooooooao
CG Code C.3.3, which stipulates that the terms of reference of the c330000000000000o0n
Audit Committee should include all duties as stated in such CG Code. 000000 O0oO0oooooooon
The Audit Committee meets at least two times each year to review 0000000000 O0OoOooooaon
the reporting of financial and other information to shareholders, the 0000000000 OoOoooooao
system of internal controls, risk management and the effectiveness 0000000000 OoOoooooao
and objectivity of the audit process. The Audit Committee also provides Ooo0o0oo0oo0oo0oooooooooaon
an important link between the board and the Company’s external 0000000 O0ooooOoooooog
auditors in matters coming within the scope of its terms of reference oooo0ooooooooooooaon
and keeps under review the independence and objectivity of the 00000000 o0o0o0oooon
external auditors.
The Audit Committee has reviewed with the management on the Ooo0o0oo0oo0oo0oooooooooaon
accounting principles and practices adopted by the Group and has 0000000 O0ooooOoooooog
discussed internal controls and financial reporting matters including a 0000000 OooOoOoooooOao
review of the financial statements for the year ended 31 December 200501203100 00000000
2005.
During the year, three Audit Committee meetings were held and the Ooo0o0oo0oo0oo0oooooooooaon
individual attendance of each member is set out below: ooooooooon

Number of
Name of director meetings attended Attendance rate
E=pnE HEERRH HE =
Mr. KANG Dian 3 out of 3 100%
ogood ogoooooao
Mr. ZHANG Lu 3 out of 3 100%
oooo ogoooooo
Mr. HUNG Muk Ming 3 out of 3 100%
ogooogao gooooogao

Silver Grant International Industries Limited
Annual Report 2005

R o B A PR ]
ZOOMAEAER

22




Corporate Governance Report

ARIN-SE: &

AUDIT COMMITTEE (Continued)
Remuneration Committee

The Remuneration Committee was established in 2005 and the current
members include:

Mr. KANG Dian (Committee Chairman)
Mr. ZHANG Lu

All Remuneration Committee members are independent non-executive
directors. The written terms of reference of the Remuneration
Committee were adopted in 2005 and conform to the provision of
the CG Code.

The responsibilities of the Remuneration Committee are to ensure
that there is no director or any of his associates is involved in deciding
his own remuneration and that the Company has an equitable and
competitive remuneration policy to attract and retain talent persons
to serve the Company.

The remuneration package for each employee is structured according
to his quality and qualification. The remuneration package will contain
a combination or modification of some or all of the following four
main components:

1. Basic salary

Basic salary ranges for each position are established with
reference to the responsibilities and the duties attached to the
position. The actual salary for the person filling the position is
determined based on the experience and the ability of the
individual selected for the position.

The basic salary ranges are reviewed periodically by reference
to the general market and by comparison to comparable
positions at competitors in the relevant industry. The actual
salaries of employees are reviewed annually and may be
adjusted from time to time based on the cost of living and
financial performance of the Company.

Salaries are base compensation and are not intended to reward
performance, either individually or corporately. Performance is
rewarded through other components of the remuneration plan.

Incentive bonus

Incentive bonus is linked to individual and corporate
performance. The incentive bonus for each employee is
determined with reference to his position and his individual
performance during the year.
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AUDIT COMMITTEE (Continued)
Remuneration Committee (Continued)
3. Share option

Share options to purchase shares in the Company are granted
to employees from time to time at the discretion of the Board,

Silver Grant International Industries Limited 4 SR PR E A PR A
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AUDITORS’ REMUNERATION (Continued)

The Audit Committee considers that the taxation services did not (in
terms of the nature of the services and the amount of fees paid
relative to the audit fees) affect the independence of Deloitte Touche
Tohmatsu.

DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors are responsible for the preparation of financial
statements for each financial period, which give a true and fair view
of the state of the affairs of the Group and of the results and cash
flow for that period. In preparing the financial statements for the
year ended 31 December 2005, the Directors adopted suitable
accounting policies and applied them consistently; adopted appropriate
Hong Kong Financial Reporting Standards and Hong Kong Accounting
Standards; made adjustments and estimates that are prudent and
reasonable; and prepared the financial statements on the going
concern basis. Up to the date of this report, the Directors are not
aware of any material uncertainties that will seriously affect the going
concern assumption of the Group.

The Directors are also responsible for keeping proper accounting
records, which disclose with reasonable accuracy at any time the
financial position of the Company. The Directors also have general
responsibilities for setting up an appropriate internal control system,
which is mainly to safeguard the assets of the Group and to prevent
and to detect fraud and other irregularities. The Directors have
reviewed the internal control system of the Company and are satisfied
that the internal control system is functioning properly.

COMMUNICATION WITH SHAREHOLDERS

The Company endeavours to maintain a high level of transparency in
communicating with shareholders and investors at large. In order to
enhance the transparency of shareholders’ voting in general meeting,
separate resolutions are proposed at the general meetings on each
substantially separate issue, including the election of individual
directors and those resolutions were voted by poll. The Company will
engage external scrutineer to count the vote. The poll voting results
will be published in the press, on the Stock Exchange’s website and
on the Company’'s website on the next following business day. In
addition, procedures for demanding a voting by poll are laid down in
the circular or annual report to be despatched to shareholders.
Moreover, at the general meeting but before voting, the Directors
will explain to shareholders their right to demand a voting by poll
and how to exercise such right.
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COMMUNICATION WITH SHAREHOLDERS (Continued)

The Company has also maintained a website at http:/Avww.silvergrant.com.hk
which enable shareholders, investors and the general public to have
an open access to the information of the Company. Financial
information and all corporate communications of the Company are
made available on the Company’s website and are updated regularly.

Shareholders who wish to raise any queries with the Board may write
to the Company Secretary at Suite 4901, 49th Floor, Office Tower,
Convention Plaza, 1 Harbour Road, Wanchai, Hong Kong.
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Directors’ Report

Joood

The directors present their annual report and the audited financial
statements for the year ended 31 December 2005.

PRINCIPAL ACTIVITIES

The Company and its subsidiaries are principally engaged in property
investment, other investment and distressed assets business. Details
of the principal activities of the Company’s subsidiaries and the Group's
associates are set out in note 53 to the consolidated financial
statements.

RESULTS AND APPROPRIATIONS

The results of the Group and appropriations of the Company for the
year ended 31 December 2005 are set out in the consolidated income
statement on page 37.

The directors recommend the payment of a final dividend of HK$0.06
per share to the shareholders on the register of members on 25 May
2006, amounting to approximately HK$101,323,000.

FIXED ASSETS

The Group’s leasehold properties were revalued at 31 December 2005.
The net surplus on revaluation amounting to HK$14.6 million, of
which a surplus of HK$8.9 million was credited to the income
statement to reverse the deficit previously charged to the income
statement and the remaining surplus of HK$5.7 million was credited
to the asset revaluation reserve. During the year, the Group revalued
all of its investment properties at 31 December 2005. The net increase
in fair value of investment properties, which has been credited directly
to profit or loss, amounted to HK$148.7 million.

Details of the valuation of properties and other movements of the
investment properties and property, plant and equipment of the Group
during the year are set out in notes 19 and 20 to the consolidated
financial statements respectively.

SHARE CAPITAL

Details of movements during the year in the share capital of the
Company are set out in note 39 to the financial statements.

During the year, the Company repurchased certain of its own shares
through The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”), details of which are set out in note 39 to the financial
statements.
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DISTRIBUTABLE RESERVES OF THE COMPANY

The Company’s reserves available for distribution to shareholders as
at 31 December 2005 comprised the retained profits of approximately
HK$268,759,000.

DIRECTORS

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

Executive directors

Hui Xiao Bing

Gao Jian Min

Liu Tianni

Gu Jianguo

Chen Yongcun
Cheung Chung Kiu
Yuen Wing Shing
Chow Kwok Wai
Chen Xiaozhou
Zhu Dengshan

(appointed on 13 February 2006)
(resigned on 13 February 2006)

Independent non-executive directors

Kang Dian
Zhang Lu
Hung Muk Ming

The term of office of each director, including the independent non-
executive directors, is the period up to his retirement by rotation in
accordance with the Company’s Articles of Association.

In accordance with the provisions of the Company’s Articles of
Association, Messrs. Liu Tianni, Gu Jianguo, Cheung Chung Kiu and
Zhang Lu retire by rotation and Mr. Chen Xiaozhou retire at the
forthcoming annual general meeting, Messrs. Liu Tianni, Gu Jianguo,
Cheung Chung Kiu, Zhang Lu and Chen Xiaozhou being eligible,
offer themselves for re-election. The remaining directors shall remain
in office.

DIRECTORS’ SERVICE CONTRACTS

Other than as disclosed in the section headed “Connected Transaction”
below, no director proposed for re-election at the forthcoming annual
general meeting has a service contract which is not determinable by
the Group within one year without payment of compensation (other
than statutory compensation).
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DIRECTORS’ INTERESTS IN SHARES goooooboo

At 31 December 2005, the interests and short positions of the directors
and the chief executive of the Company in the shares, underlying
shares and debentures of the Company or its associated corporations
(as defined in Part XV of the Securities and Futures Ordinance (“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 for Securities Transactions by
Directors of Listed Companies set out in Appendix 10 to The Rules
Governing the Listing of Securities on the Stock Exchange were as
follows:

Long position in underlying shares of HK$0.20 each of the Company:
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MAJOR SHAREHOLDERS (Continued) 0o000dooo

Notes: (Continued) Ooooooo

2. This represents the interest in convertible note in the principal amount 2. 000000 0O440,000,0000 000
of HK$440,000,000 pursuant to which a total number of 200,000,000 goo0o0oo0OobOooDoooobo
new shares will be issued upon full exercise of the conversion rights 2000000000000 000
attaching thereto at the initial conversion price of HK$2.20 per share. ooooOoOooooooooooo

3. The following is a breakdown of the interests in shares of the Company 3

0 0 200,000,0000 0000

. ) i gobobooobooboboooboo
held by China Cinda Asset Management Corporation: 00000000000
Total interest in shares
oooooo

Name of Name of Percentage Direct Indirect
controlled corporation controlling shareholder of control interest interest
oooooo oooooo ooooao oooo onooo
Well Kent International China Cinda Asset 100% — 541,448,000

Investment Company Management Corporation

Limited goooooDooo
gooooooooo
Catic Limited Well Kent International 100% 541,448,000 —

Investment Company

Limited

ooooobooooono

4. This represents the interest in convertible note in the principal amount 4.
of US$52,500,000 pursuant to which a total of 138,813,559 new
shares will be issued upon full exercise of the conversion rights
attaching thereto at the initial conversion price of HK$2.95 per share.

Other than as disclosed above, the register required to be kept under
Section 336 of the SFO showed that the Company had not been
notified of any interests or short positions in the shares and underlying

shares of the Company as at 31 December 2005.

APPOINTMENT OF INDEPENDENT NON-EXECUTIVE

DIRECTORS

The Company has received, from each of the independent non-
executive directors, an annual confirmation of his independence
pursuant to Rule 3.13 of the Rules Governing the Listing Securities
on the Stock Exchange. The Company considers all of the independent

non-executive directors are independent.

Silver Grant International Industries Limited
Annual Report 2005

32

OO0000000D052,500,000000
gooooooooooooooo
295000 00000DbOODbOODOO
gooooooooooooooo
00138,813,5590 0000

goooobooboobooboboooo
gOo3se000000000O0OOoOoUoo
gooboboobooboobooboboooboao
gooboboobooboobooboboooboao
gooobooogoooooboo
goooogooogg
goooobooboobooboboooo
oobooooooos313ggooboooo
gooooboobooobobooobao
gbooobooboooboboboon

gogoooooood

ZOOHAEAER




Directors’ Report

Joood

CONNECTED TRANSACTION

A service agreement dated 28 December 2004 was entered into
between Mr. Gao Jian Min (“Mr. Gao”) and the Company. Pursuant
to the terms and conditions set out therein, the Company agreed to
employ Mr. Gao and Mr. Gao agreed to serve the Company as a
Managing Director by providing the Company with the services as
described in the service agreement for a term of three years from 28
December 2004 to 27 December 2007, which term shall continue
thereafter until determined by either party giving to the other not
less than 3-months prior written notice.

PURCHASE, SALES OR REDEMPTION OF THE COMPANY'S
LISTED SECURITIES

During the year, the Company has repurchased HK$14.0 million
ordinary shares at a consideration of approximately HK$165.3 million.
The above shares were cancelled upon repurchase. Details of such
repurchases are set out in note 39 to the financial statements.

Other than as disclosed above, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the Company’s listed
securities during the year.

EMOLUMENT POLICY

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

The emoluments of the directors of the Company are decided by the
Remuneration Committee, having regard to the Company’s operating
results, individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive to
directors and eligible employees, details of the scheme is set out in
note 40 to the financial statements.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of its directors, as at the date of this
report, there is sufficient public float of more than 25% of the
Company'’s issued shares as required under the Listing Rules.
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MAJOR CUSTOMERS AND SUPPLIERS oodoooooad

The Group’s turnover comprises rental income from leasing of ooooooooooocooooon

properties, dividend income from investments in securities, income oooooooooooooooon

from property management, the gross proceeds received and receivable ooooooOoOoOoOoOoOoOoO0oO0O0Od

from trading of securities, income from sales of properties, income ooobooooooooooooon

from recoveries of interest in distressed assets, commission income gooboocooboooooooan

and performance return of dealing in distressed assets. oo

The aggregate amount of purchases and turnover attributable to the oooooooo0ooooooooon

Group's five largest suppliers and customers were less than 30% of oooooooo0ooooooooon

the Group’s total purchases and turnover for the year. 000000000 30%0

CLOSURE OF REGISTER OF MEMBERS Jododooooooao

The register of members of the Company will be closed from Monday, coooooooooooooooono

22 May 2006 to Thursday, 25 May 2006, both days inclusive, during voooboooooooooooood

which period no transfers of shares will be effected. Jfdogdogoooogogoggo
ogoooooo

In order to qualify for proposed final dividend, all transfers of shares oooooOoOoO0oOoO0oO0oO0oO0oO0O00n

accompanied by the relevant share certificates must be lodged with noobooooooooooooon

the share registrars of the Company, Secretaries Limited, at 26th gboooooooboooooooooa

Floor, Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong Jdd0dd0dddgooooooooaa

not later than 4:30 p.m. on Friday, 19 May 2006. gboooocooooboobooobooo
Ooo280000002600

POST BALANCE SHEET EVENTS oooooad

Details of significant events occurring after the balance sheet date oooooooooooooooon

are set out in note 54 to the consolidated financial statements. ooooooooaos4n

AUDITORS oodd

A resolution will be submitted to the annual general meeting to re- oooooodoooooooooo

appoint Messrs. Deloitte Touche Tohmatsu as auditors of the Company. gboooocoooooboooooo
oooooogon

By order of the Board ooooo

Chen Xiaozhou oo

Chairman ood

Hong Kong, 24 April 2006 oooooooooooooo
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Deloitte
=2

To the shareholders of
Silver Grant International Industries Limited
(incorporated in Hong Kong with limited liability)

g
gboooboobobooobonn

oooooooooooood

We have audited the consolidated financial statements of Silver Grant 0dooooOoooooboo3rgood
International Industries Limited (the “Company”) and its subsidiaries 12200 0000000000000 0O0OO
(the “Group”) on pages 37 to 122 which have been prepared in 0000000 oooDoboboodg
accordance with accounting principles generally accepted in Hong 000Do00oDooooooooooo
Kong.
RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND ooooooooooao
AUDITORS
The Companies Ordinance requires the directors to prepare doooobooooooooooaag
consolidated financial statements which give a true and fair view. In dooooboooooobooooaog
preparing consolidated financial statements which give a true and Jddd0dd0d0o0ooooooooao
fair view it is fundamental that appropriate accounting policies are oad
selected and applied consistently.
It is our responsibility to form an independent opinion, based on our 0dobodooboooooooooaag
audit, on those consolidated financial statements and to report our o0ooO0ooOOoDOobooOooooooo
opinion solely to you, as a body, in accordance with Section 141 of doboOoooooooominoooag
the Companies Ordinance, and for no other purpose. We do not dooooboobooooboooao
assume responsibility towards or accept liability to any other person 00o0ooopoDoooooooooo
for the contents of this report. doooooooooooaon
BASIS OF OPINION ooooo
We conducted our audit in accordance with Hong Kong Standards on doooobooooooooooaag
Auditing issued by the Hong Kong Institute of Certified Public 0dooooDbooooooooooaag
Accountants. An audit includes examination, on a test basis, of dooooboooooobooooaog
evidence relevant to the amounts and disclosures in the consolidated Jddd0dd0d0o0ooooooooao
financial statements. It also includes an assessment of the significant 00o0ooopoDoooooooooo
estimates and judgments made by the directors in the preparation of 00o0ooopoDoooooooooo
the consolidated financial statements, and of whether the accounting 000 OD0ODODOODOoDoDOoDOooo
policies are appropriate to the circumstances of the Group, consistently 0o0oo0ooooDoooooooo
applied and adequately disclosed.
We planned and performed our audit so as to obtain all the 00o0ooopoDoooooooooo
information and explanations which we considered necessary in order 00o0ooopoDoooooooooo
to provide us with sufficient evidence to give reasonable assurance as doooobooooooooooaog
to whether the consolidated financial statements are free from material dooooboooooobooooaog
misstatement. In forming our opinion we also evaluated the overall o0ooO0ooOOoDOobooOooooooo
adequacy of the presentation of information in the consolidated dooooboobooooboooao
financial statements. We believe that our audit provides a reasonable 00o0ooopoDoooooooooo
basis for our opinion. 000Do00oDooooooooooo

Silver Grant International Industries Limited REBREEARAF

Annual Report 2005 35 ZOOMAR S




Auditors’ Report
1% 9Bl R

OPINION 0o

In our opinion the consolidated financial statements give a true and oooDoooooood
fair view of the state of affairs of the Group as at 31 December 2005 oo0ooo oOoOoOoOo
and of the profit and cash flows of the Group for the year then gooboooooooo
ended and have been properly prepared in accordance with the Hong goooooooooag
Kong Companies Ordinance. gooooooooodg
Deloitte Touche Tohmatsu ooooooooood
Certified Public Accountants Oooooo

Hong Kong ogd

24 April 2006 ooooooooooag

OO

oo
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Consolidated Income Statement

RN E S

For the year ended 31 December 2005

BRE-ZZNEF A —HILEE

2005 2004
—BERE Oooooao
Notes [.$ HK$°000
oo FHET oono
(restated)
ogooood
Turnover ooao 7 551,778 685,223
Direct operating expenses oooooo (198,130) (338,506)
353,648 346,717
Other income oooao 8 106,192 27,897
Administrative expenses oooo (94,659) (87,441)
Other operating expenses oooooo 9 — (7,132)
Surplus on revaluation of ooooooooao
leasehold properties 8,949 13,675
Increase in fair value of 0o0oDoDoOooOooo
investment properties 19 148,687 =
Gain on convertible note at fair O0O00o0O0oO0ooood
value through profit or loss oooDooooOo 199,756 —
Finance costs oooo 10 (59,841) (32,246)
Discount on acquisition of additional oooDooooooo
equity interest in a subsidiary ooooooo 11 73,476 —
Share of results of associates oooooooo 82,237 88,996
Gain on partial disposal of interestin O O0O0O0O0OO0OO00O0OO
distressed assets ooooag 12 — 53,777
Gain on disposal of a subsidiary oooooooo
ooooo 48 — 46,696
Gain on disposal of an associate oooooooo
Oooooao — 182
Profit before taxation ooooo 818,445 451,121
Taxation 0o 15 (89,279) (34,837)
Profit for the year oooO 16 729,166 416,284
Attributable to: ooao
Equity holders of the Company oooooooo 724,054 403,660
Minority interests Ooo0o0o0oo 5,112 12,624
729,166 416,284
Earnings per share googo 17
— Basic — oo 41.5 cents 26.0 cents
— Diluted — 0o 26.0 cents 24.8 cents
Silver Grant International Industries Limited SRR EEARA A
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2005 2004
ooooao ooooao
Notes HK$’000 HK$’000
0o Oooo Oooo
(restated)
oooood
ASSETS oo
Non-current assets oogoaog
Investment properties oooa 19 2,105,385 1,935,559
Property, plant and equipment gooooogo 20 122,340 109,540
Goodwill oo 21 33,525 33,525
Negative goodwill Oo0oo 22 — (59,376)
Interests in associates oooooao 23 1,304,277 1,236,401
Amounts due from associates gooooooo 24 206,478 20,200
Investments in securities oooo 25 — 1,467
Available-for-sale investments ooooo 26 2,206 —
Interest in distressed assets oooooao 27 204,681 456,027
Deposit paid for acquisition gooooDoo
of investments oo 28 44,499 —
Deposit paid for acquisition of gooooooo
distressed assets ooo 29 263,723 —
Deferred tax assets gooooad 43 1,336 18,500
Other asset oooo 30 4,113 5,484
4,292,563 3,757,327
Current assets oooo
Inventories, at cost o0 —0oao 115 8
Stock of properties oood 31 323,940 132,303
Loan receivables oooo 32 144,216 112,150
Interest in distressed assets oooooao 27 347,301 128,335
Investments in securities oooo 25 — 56,127
Held-for-trading investments gooooo 33 364,030 —
Trade receivables ooogao 34 4,400 16,366
Deposits, prepayments and goooooo
other receivables oooooa 35 72,925 57,300
Amounts due from associates Oooooooo 24 24,025 53,818
Restricted bank balance oooooo 36 269,600 185,369
Pledged bank deposit oooooo 37 — 1,700
Bank balances and cash ooooooao 38 341,540 1,370,730
1,892,092 2,114,206
Assets classified as held for sale ooO0oo0oo0Ooooao 29 263,723 —
2,155,815 2,114,206
TOTAL ASSETS oooo 6,448,378 5,871,533
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2005 2004
OoOoooOoao ooooao
Notes HK$’000 HK$’000
oo oo oomn
(restated)
oooood
EQUITY 00
Capital and reserves ooooaog
Share capital 0o 39 337,742 351,734
Reserves 0o 3,505,280 3,131,988
Equity attributable to equity oooooo
holders of the Company gooooo 3,843,022 3,483,722
Minority interests Ooooooao 55,669 136,180
Total equity oooo 3,898,691 3,619,902
LIABILITIES 0o
Non-current liabilities ooooog
Borrowings oag 41 6,900 8,050
Convertible notes Oooooo 42 437,280 817,124
Deferred tax liabilities oooooo 43 187,979 101,676
632,159 926,850
Current liabilities oooo
Bank overdraft oooo 41 79,241 —
Trade payables oooo 44 19,175 55,036
Accrued charges, rental ooooooao
deposits and other oooooo
payables ood 45 369,587 208,020
Annual Report 2005 OooODOOO



Consolidated Statement of Changes in Equity

For the year ended 31 December 2005
BRE-ZZNEF A —HILEE

Attributable to equity holders of the Company

pooooooooooo
Convertible ~ Investment
notes  properties Asset
equity revaluation  revaluation Capital
Share Share reserve Teserve reserve redemption  Negative Other  Translation Accumulated Minority Total
capital  premium 00000 0000  DOOD reserve  goodwill Teserve reserve profits Total interests equity
0o oooo gooo gooo 00 00000D poo pooo oooo oooo 00 oooooo  oooo
HKS'000  HKS'000  HKS000  HKS'000  HKS000  HKS'000  HKS'000  HKS'000  HKS'000  HKS000  HKS'000  HKS'000  HKS'000
Tk fhn  TEr  TEr TR TEr TR TR TEn  TEr TEr TR Thr
At 1 January 2004, as original stated
2624441210737 - 13,562 16,170 - 12,233 605 1,994 mus 2239018 124213 2,363,231
Fffets of changes in accounting polices & “ﬁﬁéﬁz”’* - - - (1008 - - - - - - (00m) - (100m)
As restated g5 2624401210737 - 3489 16,170 - 12,233 605 1,994 mus 228945 124213 2,353,158
(Gain on revaluation of buildings EERFEL A = - N K 10,460 - - - - - s 6563 789%
Deferred tak labilty arsing on EfERTREER
revaluation of buildings ARk - - - (1573 (448) - - - - - (16181)  (Q166)  (18,347)
Transfer to accumulated profts upon u‘jﬁﬁ&?“ﬂ%
disposal of leasehold properties LEEI = = = - (49 = = = - 140 = = =
Net income recognised
directly in equity - - - 46,238 (2,407) - - - - 12419 56,250 4397 60,647
Realised upon disposal of ERS
investment properties it = = = 9% = = = = = = % - 9%
Profit for the year gl = - = = = - - - - 403,660 403,660 12604 416,084
Total recognised income Mg
and expense for the year JQ - - - 46,334 (2,407) - - - - 416,079 460,006 1m0t 401
Recognition of equity component Aa
of convertible notes divs: - - 2424 - - - - - - - 244 - 244
Deferred tax liability on recognition of EWF gL BAS
equity component of convertible notes E£ 2 ERHEARE - - (4,274) = = = = = = = (4.274) = (4.274)
Issue of share capital RA 89,290 768,503 - - - - - - - - 857,793 — 857793
Share issue expenses - (21483) - - - - - - - - (21483) - (1483
Dividends - - - - - - - - - (61,689)  (61,689) - (61,889)
Acquisition of a subsidiary - - - - - - - - - - - 6,730 6,730
Disposal of  subsidiary - - - - - - - - - - - (11,784)  (11,784)

At 31 December 2004

B OOISIBT N0 983 B8 - s 605 199 1075663 34BN 16180 361900
At 1 January 2005 \, ) 350,734 1957757 20,150 49823 13,763 . 12,233 605 1994 1075663 3483722 136,180 3,619,902
Effects of changes in accounting policies & && - - - 49,823) - - (12,033) - - (81,531)  (143,587) - (143587)
As retated B NS W01 - BIR - = 605 1990 9410 330135 136180 3476315
Exchange difference arising on
translation of foreign operations - - - - - - - - 0,143 - 018 1,291 13434
(Gain on revaluation of buildings ih’ifﬁﬂm - = = = 5,663 = = = = = 5,663 = 5,663
Deferred tax liabiity arising on
revaluation of buildings - - - - (539) - - - - - (539) = (539)
Share of reserve of associates - - - - - - - - 4801 - 4801 - 4801
Net income recognised directly in equity ERRRABRZUAFE - - - - 5,14 - - - M - 0068 101 33359
Profit for the year EREH = = - - = = = = — MO TN 5D TG
Total recognised income and expense ~ EAEZZBHA
for the year Rt - - = -5 = = — M M0 TSI 643 76U
Share repurchase
— repurchase of ordinary shares (13992) - - - - - - - - - (13,992) - (1399
— premium on repurchase of shares - - - - - - - - — (151309)  (151,309) - (151309)
— fransfer - - - - - 13,992 - - - (13,992) - - -
Dividend - - - - - - - - - (87,934) (87,934) - (87,934)
Acquisition of additional equity interest
in  subsidiary - - - - - - - - - - - (86,914) (86,914
31 December 2005
37,74 1957757 20,150 - 18,887 13,992 - 605 28938 1464951 384300 55,609 3,898,691
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Consolidated Cash Flow Statement

HEB S ERE

For the year ended 31 December 2005
BRE-ZZNEF A —HILEE

2005 2004
ooooao ooooao
Note HK$'000 HK$'000
0o Oooo 0oomo
(restated)
oooood
Operating activities oooo
Profit before taxation ooooo 818,445 451,121
Adjustments for: ooo
Share of results of associates oooooooao (82,237) (88,996)
Amortisation of goodwill ooogo — 5,587
Release of negative goodwill Ooo0o0oo — (3,711)
Repairs and maintenance 0ooooooooo
fund expensed 1,371 1,371
Depreciation of property, oooooooooao
plant and equipment 7,159 5,668
Finance costs oooad 59,841 32,246
Interest income oooo (53,395) (11,948)
Gain on partial disposal of oooooooo
interest in distressed assets goooooo — (53,777)
Discount on acquisition of oooooooao
additional equity interest oooooao
in a subsidiary ooad (73,476) —
Gain on disposal of a subsidiary oooooooo
ooooo — (46,696)
Gain on disposal of an associate oooooooo
ooooao — (182)
Unrealised holding loss on ooooooo
investments in securities Ooooo — 1,545
Change of fair value of ooooooo
held-for-trading investments gooono (44,880) —
Loss (gain) on disposal of JoooDobOooogo
property, plant and equipment ooooooooo 100 (629)
Surplus on revaluation of oooooooon
leasehold properties (8,949) (13,675)
Gain on disposal of oooooooao
investment properties oogod (209) (3,785)
Increase in fair value of dooooooood
investment properties (148,687) —
Gain on convertible note at fair ooo0oooooooag
value through profit or loss oooooooag (199,756) —
Loss on redemption of goooooooo
convertible bonds ooo — 632

Silver Grant International Industries Limited 4 SR R PR A PR
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Consolidated Cash Flow Statement

HEB S ERE

For the year ended 31 December 2005
BRE-ZZNEF A —HILEE

2005 2004
ooooao ooooao
Note HK$’000 HK$'000
0o Oooo Oooo
(restated)
oooood
Operating cash flows before Ooooooogo
movements in working capital oooooooog 275,327 274,771
Deposit paid for acquisition of Ooooooooood
distressed assets (527,446) —
Net decrease (increase) in distressed 000000000000
assets 80,643 (530,585)
(Increase) decrease in inventories Ooooooo o (107) 809
Cost incurred in stock of properties ooooDooogo (191,637) (147,794)
Decrease (increase) in trade receivables OO OO0 O OO0 OO 11,966 (8,269)
(Increase) decrease in deposits, 00000000 O0oOon
prepayments and other receivables gooooag (15,221) 122,485
Increase in held-for-trading Oooooooooood
investments/investments in securities od (263,023) (48,167)
(Decrease) increase in trade payables Oo0ooooobog (35,861) 39,927
Increase in accruals for management gooobooooooad
fee to holding company of ooooooo
a shareholder 47,344 18,537
Increase in restricted Oo0ooooooao
bank balance (84,231) (185,369)
Increase (decrease) in accrued charges, 000 O0O0000OQO0O
rental deposits and other payables Jo0ooooOboooo 161,567 (25,656)
Cash used in operations oooooogao (540,679) (489,311)
Interest paid oooo (47,840) (36,100)
PRC Enterprise income tax paid ooO0oo0oDbOo0oooo (772) (6,913)
Net cash used in operating oooooo
activities oooo (589,291) (532,324)
Investing activities oooQo
Proceeds on disposal of oooooao
investment properties oooo 10,700 34,376
Purchase of property, plant and 0ooooooood
equipments (5,722) (5,695)
Dividend received from associates gooooooao 50,000 —
Interest received googo 53,395 11,948
Deposit paid for acquisition of ooooooooan
investments (44,499) —
Advance to an associate gooooooao (206,478) —
Advance of loan receivable gooooo (29,930) —
Proceeds on disposal of property, 0oooooooooog
plant and equipment ooood 456 3,409
Silver Grant International Industries Limited SRR EEARA A
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Consolidated Cash Flow Statement

HEB S ERE

For the year ended 31 December 2005

BRE-ZZNEF A —HILEE

2005 2004
oooo0oo ooooo
Notes HK$’'000 HK$'000
0o ooo ooo
(restated)
oo0ooo
Decrease in pledged bank deposits oooooooano 1,700 1,100
Purchase of club/other debentures goooooooaog (730) —
Proceeds on disposal of an associate oooooood
oooo 5,000 421
Acquisition of investments in associate 0O 00O OO OO (36,190) (25,282)
Acquisition of additional equity oooooooo
interest in a subsidiary gooooo (13,438) —
Proceeds on disposal of a subsidiary oooooood
ooono 48 — 84,247
Net cash (used in) generated from 0000000000
investing activities ooogo (215,736) 104,524
Financing activities ooono
Net proceeds on issue of ooooooo
convertible notes Ooo0oooag — 840,093
(Repurchase of ordinary shares) gooooog
net proceeds from issue of oooooo
new shares ooogo (165,301) 836,310
Repayment of bank loans gooooao (753,531) (615,169)
Consideration paid on redemption Oo0ooooooo
of convertible bonds ogdod — (2,192)
Repayment of other loans gooooo — (5,140)
Dividend paid oood (87,934) (61,689)
Bank loans raised gooooo 733,333 593,458
Repayment of advance oooooooo
from associates (30,500) (52,370)
Capital contribution made by oooooooood
minority interest of a subsidiary ooooo — 6,729
Net cash (used in) generated from 0O0ooooooooOooon
financing activities (303,933) 1,540,030
Net cash and cash equivalent movement goooooooogo (1,108,960) 1,112,230
Cash and cash equivalent at the ooooooooo
beginning of the year 1,370,730 258,500
Effect of foreign currency rate changes oooooo 529 —
Cash and cash equivalent ooooooooo
at the end of the year 262,299 1,370,730
ANALYSIS OF THE BALANCES OF CASH Ooooooooooo
AND CASH EQUIVALENTS
Bank balances and cash oooooag 341,540 1,370,730
Bank overdraft good (79,241) —
262,299 1,370,730
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Notes to the Consolidated Financial Statements

guoottdod

For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

GENERAL

The Company is a public limited company incorporated in Hong
Kong and its shares are listed on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”). The addresses of the
registered office and principal place of business of the Company
are disclosed in the introduction to the annual report.

The consolidated financial statements are presented in Hong
Kong dollars while the functional currency is Renminbi. The
reason for selecting Hong Kong dollars as its presentation
currency because the Company is a public company
incorporated in Hong Kong with the shares listed in the Stock
Exchange.

The Company is an investment holding company and engaged
in property investment, securities trading and provision of
agency service of dealing in distressed assets in Macau. The
Company and its subsidiaries are principally engaged in property
investment, other investments and distressed assets business.
Details of the principal activities of the Company’s subsidiaries
and the Group’s associates are set out in note 53.

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS

In the current year, the Group has applied, for the first time, a
number of new Hong Kong Financial Reporting Standards
(“HKFRSs™), Hong Kong Accounting Standards (“HKASs™) and
Interpretations (hereinafter collectively referred to as “new
HKFRSs™) issued by the Hong Kong Institute of Certified Public
Accountants that are effective for accounting periods beginning
on or after 1 January 2005. The application of the new HKFRSs
has resulted in a change in the presentation of the consolidated
income statement, consolidated balance sheet and consolidated
statement of changes in equity. In particular, the presentation
of minority interests and share of tax of associates have been
changed. The changes in presentation have been applied
retrospectively. The adoption of the new HKFRSs has resulted
in changes to the Group’s accounting policies in the following
areas that have an effect on how the results for the current or
prior accounting years are prepared and presented:

good

ooooooooobooooog
oooooooooOoOooooo
oooDoooooOO0oOoboooO0Oo
ooooooobooObOooooa
obooooboooba

ooooobooooboooooa
oooooooooObOooOooo
oooooooooObOooOooo
ooooooobooObOooooa
obooooboooba

oooooooooObOooOooo
oooooooooObOooOooo
ooooooobooObOooooa
oooooobobooboooooa
oooooobobooboooooa
ooooobooooboooooa
oo0ooo0O0o0O0oDosso

gogoooooooo

ooooooobooObOooooa
ooooooobooObOooooa
ubobbboobooOooboood
ooo0oobooooobOOoond
ooboobooobooooboooo
ooooooboooobO0oo
ooooooobooObOooooo
ooooooobooObOooooo
ooooooboboboboooooa
ooooooooobooooog
ooooooooobooooog
oooooooooObOooOooo
ooooooobooObOooooo
ooooooobooObOooooo
ooooooboboboboooooa
ooooooooobooooog
ooooooooobooooog

OO

Silver Grant International Industries Limited 4 4 Oo00o0oO0ooooo

Annual Report 2005

ZOOMAEAER




Notes to the Consolidated Financial Statements

guoottdod

For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Business combinations

In the current year, the Group has applied HKFRS 3 Business
Combinations. The principal effects of the application of HKFRS
3 to the Group are summarised below:

Silver Grant International Industries Limited 4 o0oooooooag
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Notes to the Consolidated Financial Statements

guoottdod

For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Business combinations (Continued)

Excess of the Group’s interest in the net fair value of
acquiree’s identifiable assets, liabilities and contingent
liabilities over cost (previously known as “negative
goodwill”)

In accordance with HKFRS 3, any excess of the Group’s interest
in the net fair value of acquiree’s identifiable assets, liabilities
and contingent liabilities over the cost of acquisition (“discount
on acquisition”) is recognised immediately in profit or loss in
the period in which the acquisition takes place. In previous
periods, negative goodwill arising on acquisitions prior to 1
January 2001 was held in reserves, and negative goodwill arising
on acquisitions after 1 January 2001 was presented as a
deduction from assets and released to income based on an
analysis of the circumstances from which the balance resulted.
In accordance with the relevant transitional provisions in HKFRS
3, the Group derecognised all negative goodwill on 1 January
2005 (of which negative goodwill of HK$12,233,000 was
previously recorded in reserves and of HK$59,376,000 was
previously presented as a deduction from assets). A
corresponding adjustment to the Group’s accumulated profits
of HK$71,609,000 has been made. During the year ended 31
December 2005, the Group recognised approximately
HK$73,476,000 of discount on acquisition of additional equity
interest in a subsidiary (see Note 3 for the financial impact).

Financial instruments

In the current year, the Group has applied HKAS 32 “Financial
instruments: Disclosure and Presentation” and HKAS 39
“Financial instruments: Recognition and Measurement”. HKAS
32 requires retrospective application. HKAS 39, which is
effective for annual periods beginning on or after 1 January
2005, generally does not permit the recognition, derecognition
or measurement of financial assets and liabilities on a
retrospective basis. The principal effects of the application of
HKAS 32 and HKAS 39 to the Group are summarised below:
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Notes to the Consolidated Financial Statements

guoottdod

For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Financial instruments (Continued)
Derecognition

HKAS 39 provides more rigorous criteria for the derecognition
of financial assets than the criteria applied in previous periods.
Under HKAS 39, a financial asset is derecognised, when and
only when, either the contractual rights to the asset’s cash
flows expire, or the asset is transferred and the transfer qualifies
for derecognition in accordance with HKAS 39. The decision as
to whether a transfer qualifies for derecognition is made by
applying a combination of risks and rewards and control tests.
The Group has applied the relevant transitional provisions and
applied the revised accounting policy prospectively to transfers
of financial assets from 1 January 2005 onwards. As a result,
the Group’s distressed assets of HK$219,238,000 which were
derecognised prior to 1 January 2005 due to partial disposal
and recoveries have not been restated.

Classification and measurement of financial assets and
financial liabilities

The Group has applied the relevant transitional provisions in
HKAS 39 with respect to the classification and measurement
of financial assets and financial liabilities that are within the
scope of HKAS 39.
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Financial instruments (Continued)

Debt and equity securities previously accounted for
under benchmark treatment of SSAP 24

By 31 December 2004, the Group classified and measured its

Silver Grant International Industries Limited 4 o0oooooooag
Annual Report 2005 3 IEXe OFLAE4EH




Notes to the Consolidated Financial Statements

guoottdod

For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Financial instruments (Continued)

Financial assets and financial liabilities other than debt
and equity securities

From 1 January 2005 onwards, the Group has classified and
measured its financial assets and financial liabilities other than
debt and equity securities (which were previously outside the
scope of SSAP 24) in accordance with the requirements of
HKAS 39. As mentioned above, financial assets under HKAS
39 are classified as “financial assets at fair value through profit
or loss”, “available-for-sale financial assets”, “loans and
receivables” or “held-to-maturity financial assets”. Financial
liabilities are generally classified as “financial liabilities at fair
value through profit or loss” or “other financial liabilities™.
Financial liabilities at fair value through profit or loss are
measured at fair value, with changes in fair value being
recognised in profit or loss directly. Other financial liabilities
are carried at amortised cost using the effective interest method
after initial recognition. The change in this accounting policy
has had no material effect on results and financial position of
the Group except for the interest in distressed assets as
described below.

Interest in distressed assets

Prior to 1 January 2005, the Group measured the interest in
distressed assets at cost less any subsequent identified
impairment loss. The gain or loss arising on the disposal of all
or part of the interest in distressed assets was determined as
the difference between the sales proceeds and the allocated
cost of the assets disposed of and is recognised in the income
statement. The income from recoveries of the interest in
distressed assets was determined as amount recovered from
the individual debtors in excess of the allocated costs and
were recognised in the income statement.

From 1 January 2005 onwards, interest in distressed assets
which is reclassified as loans and receivables under HKAS 39,
is stated at amortised cost using effective interest rate method
less impairment allowance. The interest income from interest
in distressed assets is accrued on a time basis by reference to
the estimated future cashflows and at original effective interest
rate. The original effective interest rate is the rate that exactly
discounts the estimated future cash inflows arising from
recoveries or collection, net of estimated future cash outflows
arising from directly attributable costs such as management
fee and incentive bonus through the expected life of the
distressed assets, to the consideration paid. The impairment
allowances are made on loans and receivables when there is
objective evidence of impairment as a result of the occurrence
of certain loss events that will impact on the estimated future
cash flows discounting using the original effective interest rate.
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Notes to the Consolidated Financial Statements
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For the year ended 31 December 2005
O0000O0000oOO0O0O0OO0o0o0n

APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Financial instruments (Continued)
Interest in distressed assets (Continued)

This change has resulted in increase in interest in distressed
assets of HK$48,263,000 calculated by using effective interest
rate method, deferred tax liability of HK$14,479,000, and the
accumulated profits of HK$33,784,000 as at 1 January 2005
(see Note 3 for the financial impact).

Convertible note

The principal impact of HKAS 32 on the Group is in relation to
convertible notes issued by the Company that contain both
liability and equity components. Previously, convertible notes
were classified as liabilities and recorded at the proceeds
received on the balance sheet. HKAS 32 requires an issuer of a
compound financial instrument that contains both financial
liability and equity components to separate the compound
financial instrument into the liability and equity components
on initial recognition and to account for these components
separately. In subsequent periods, the liability component is
carried at amortised cost using the effective interest method.
Because HKAS 32 requires retrospective application,
comparative figures for 2004 have been restated. Comparative
profit for 2004 has been restated in order to reflect the increase
in effective interest on the liability component (see Note 3 for
the financial impact).
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APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Financial instruments (Continued)

Convertible note at fair value through profit or loss

Under HKAS 32, a convertible option should only be classified
as equity instruments if the conversion option embedded in
the convertible notes will be settled by exchange of a fixed
amount of cash for a fixed number of the equity instruments.
For other embedded options that will be settled other than by
the exchange of a fixed amount of cash for a fixed number of
the equity instruments, the embedded options would be
classified as financial liability. In accordance with HKAS 39,
such embedded options are treated as separate derivatives when
their economic risks and characteristics are not closely related
to those of the host contract (the liability component) and the
host contract is not carried at fair value through profit or loss.

On 1 January 2005, the Group has elected to designate its
convertible note denominated in US Dollar as financial liabilities
at fair value through profit or loss upon application of HKAS
39. At each balance sheet date subsequent to initial recognition,
the entire convertible note is measured at fair value, with
changes in fair value recognised directly in profit or loss in the
period in which they arise. Previously, the convertible notes
are classified as liabilities and recorded at the proceeds received
on the balance sheet. In accordance with relevant provisions
of HKAS 39, the carrying amount of the convertible note as at
1 January 2005 was increased by HK$236,747,000 with a
corresponding decrease in accumulated profits, being the fair
value adjustment on 1 January 2005 (see Note 3 for the financial
impact).

Transaction costs that are directly attributable to the issue of
the convertible note designated as financial liabilities at fair
value through profit or loss are recognised immediately in profit
or loss.
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APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Owner-occupied leasehold interest in land

In previous years, owner-occupied leasehold land and buildings
were included in property, plant and equipment and measured
using the revaluation model. In the current year, the Group
has applied HKAS 17 Leases. Under HKAS 17, the land and
buildings elements of a lease of land and buildings are
considered separately for the purposes of lease classification,
unless the lease payments cannot be allocated reliably between
the land and buildings elements, in which case, the entire
lease is generally treated as a finance lease. To the extent that
the allocation of the lease payments between the land and
buildings elements can be made reliably, the leasehold interests
in land are reclassified to prepaid lease payments under
operating leases, which are carried at cost and amortised over
the lease term on a straight-line basis. Alternatively, where the
allocation between the land and buildings elements cannot be
made reliably, the leasehold interests in land continue to be
accounted for as property, plant and equipment. The adoption
of this standard has had no material effect on how the results
for the current or prior accounting years are prepared and
presented.

Investment properties

In the current year, the Group has, for the first time, applied HKAS
40 Investment Property. The Group has elected to use the fair
value model to account for its investment properties which requires
gains or losses arising from changes in the fair value of investment
properties to be recognised directly in profit or loss for the year in
which they arise. In previous years, investment properties under
the predecessor Standard were measured at open market values,
with revaluation surplus or deficits credited or charged to
investment property revaluation reserve unless the balance on this
reserve was insufficient to cover a revaluation decrease, in which
case the excess of the revaluation decrease over the balance on
the investment property revaluation reserve was charged to the
income statement. Where a decrease had previously been charged
to the income statement and a revaluation surplus subsequently
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APPLICATION OF HONG KONG FINANCIAL REPORTING
STANDARDS (Continued)

Investment properties (Continued)

Deferred taxes related to investment properties
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SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. Ooooooooon
ACCOUNTING POLICIES
The effects of the changes in the accounting policies described gooooOoOoooooooao
above on the results for the current and prior years are as gooooobooooooag
follows:
2005 2004
ooooo ooooo
HK$'000 HK3$'000
ooo ooo
Turnover ooo
Increase in interest income from ooooaoo
interest in distressed assets goooooo 130,912 —
Decrease in income from recoveries of goooooao
interest in distressed assets 0o00ooOoo (183,165) —
Direct operating expenses oooooo
Decrease in management fee expenses oooooo
for interest in distressed assets goooo 34,168 —
Other income ooooaoo
Decrease in negative goodwill ooooaoo
released to income statement oo00ooo (3,711) —
Other operating expenses oooooag
Non-amortisation of goodwill ooooo 5,587 —
Increase in fair value of investment oooooooooao
properties
Increase in fair value of investment gooooooo
properties recognised in ooooooa
income statement 0o 148,687 —
Gain on convertible note at fair OoooOooOooooo
value through profit or loss oooOoOoooo 199,756 —
Finance costs oooo
Increase in effective interest expense ooooooao
on the liability component of ooooooa
convertible note 00 (12,001) (1,259)
Discount on acquisition of additional 0o0o0o0oooOoooo
equity interest in a subsidiary ooooo
Recognition of discount on acquisition goooooo
of additional equity interest in oooooooooao
a subsidiary in income statement ooooooa 73,476 —
Share of results of associates ooooooon
Share of taxation attributable to associates O00O0OO0OO0OO0oOoOOoO (4,745) (257)
Taxation oo
Increase in deferred tax on interest gooooooo
income of interest in distressed assets 0oo0oo0ooboOoOo 5,426 —
Increase in deferred tax relating ooooooooao
to convertible note oooo 2,100 220
Share of taxation attributable to associates gooooooooo 4,745 257
Increase in deferred tax relating to ooooono
investment properties oooooo (45,698) —
Increase (decrease) in profit for the year 0000000000 355,537 (1,039)
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SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. Odooooooooooon
ACCOUNTING POLICIES (Continued)
The cumulative effects of the application of the new HKFRSs gooooOoOoooooooao
at 31 December 2004 and 1 January 2005 are summarised gooooOoOoooooooao
below: 0o0oooooDooooDoo
oo
As at As at
31 December 31 December As at
2004 2004 1 January
(originally stated) (restated) 2005
gooooo gobooo (restated)
ooo goa gooooo
good Adjustments oooo Adjustments good
gooooo aad aooon oo ooooo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ooo ooo oon ooo ooo
Negative goodwill ooo (59,376) — (59,376) 59,376 —
Convertible notes ooooo (840,289) 23,165 (817,124) (236,747) (1,053,871)
Deferred tax liabilities oooooao (87,273) (14,403) (101,676) (14,479) (116,155)
Interest in distressed assets gooooao 584,362 — 584,362 48,263 632,625
Investments in securities oooano 57,594 — 57,594 (57,594) —
Available-for-sale goooa — — — 1,467 1,467
investments
Held-for-trading ooooon
investments — — — 56,127 56,127
Total effects on assets ooooooo
and liabilities oooo (344,982) 8,762 (336,220) (143,587) (479,807)
Accumulated profits oooo (1,076,978) 1,315 (1,075,663) 81,531 (994,132)
Convertible notes ooooo
equity reserve 0ooooo — (20,150) (20,150) — (20,150)
Negative goodwill ooo (12,233) — (12,233) 12,233 —
Investment properties oooooao
revaluation reserve 00 (49,823) — (49,823) 49,823 —
Minority interests oooooao — (136,180) (136,180) — (136,180)
Total effects on equity oooooooo (1,139,034) (155,015) (1,294,049) 143,587 (1,150,462)
Minority interests ooooon (136,180) 136,180 — — —
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SUMMARY OF THE EFFECTS OF THE CHANGES IN 3. oooooooooooo
ACCOUNTING POLICIES (Continued)
The financial effects of the application of the new HKFRSs to gooooOoOoooooooao
the Group’s equity as at 1 January 2004 are summarised below: gooooOoOoooooooao
oooooooo
As originally As
stated Adjustment restated
gooo oo ooo
HK$°000 HK$'000 HK$°000
ooo ooo ooo
Investment properties 0oooooooo
revaluation reserve 13,562 (10,073) 3,489
Total effects on equity 00o00ooooo 13,562 (10,073) 3,489
The Group has not early applied the following new standards gooooOoOoooooooao
interpretations and amendments that have been issued but are 0o0oooooDooooDoo
not yet effective as at 31 December 2005. The directors of the oodoooooooooaoao
Company anticipate that the application of these standards, gooooOoOoooooooao
interpretations and amendments will have no material impact gooooOoOoooooooao
on the financial statements of the Group except for HKAS 39 0o0oooooDooooDoo
and HKFRS 4 (Amendments) Financial guarantee contracts which dooooooo30oooao
requires financial guarantee contracts within the scope of HKAS 0000000 oODOoo4000 0
39 to be initially measured at fair value. The Group has already ooDoooooooooobooo
commenced an assessment of the impact of these new 0oDoooo30o0noooon
standards but is not yet in a position to state the impact. odoooooooooooao
0O0oo0oooooooooo
oooooooooooooo
ooooo
HKAS 1 (Amendment) Capital disclosure ' oooooo DbDooooo
01iooooogg
HKAS 19 (Amendment) Actuarial gains and losses, group oooooo oooooo
plans and disclosures ? 0 190 ooooo
ooood 00w
HKAS 21 (Amendment) Net investment in a foreign oooobDOo bOOooooo
operation ? 0 210 ooooo?
goooo
HKAS 39 (Amendment) Cash flow hedge accounting of 0ooo0oo0O DOOoOooboooo
forecast intragroup 0 390 oooooad
transactions ? ooood ocoood
oo
HKAS 39 (Amendment) The fair value option ? 000000 Ooooooom?
O 390
ooood
HKAS 39 and HKFRS 4 Financial guarantee contracts 2 000000 [DOOoOooOoorr
(Amendments) go390000
oooooo
04000000
HKFRS 6 Exploration for and evaluation of 0ooooo DODOoOoboooo
mineral resources ? O00ed ooom
HKFRS 7 Financial instruments: oooobDOo bOOooooo
Disclosures ' ooovrd ooor
HK(IFRIC) — INT 4 Determining whether an OO(rRIC)— OOODOODO
arrangement contains a lease ? 00040 ooooo
O
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O0000O0000oOO0O0O0OO0o0o0n

SUMMARY OF THE EFFECTS OF THE CHANGES IN
ACCOUNTING POLICIES (Continued)

HK(IFRIC) — INT 5 Rights to interests arising from
decommissioning, restoration and
environmental rehabilitation funds 2

HK(IFRIC) — INT 6 Liabilities arising from participating
in a specific market-waste electrical
and electronic equipment °

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

in Hyperinflationary Economies *

g Effective for annual periods beginning on or after 1 January
2007.

2 Effective for annual periods beginning on or after 1 January
2006.

S Effective for annual periods beginning on or after 1 December
2005.

& Effective for annual periods beginning on or after 1 March
2006.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared in accordance
with Hong Kong Financial Reporting Standards issued by the
Hong Kong Institute of Certified Public Accountants. In addition,
the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of
Securities on the Stock Exchange and by the Hong Kong
Companies Ordinance.

The financial statements have been prepared under the historical
cost convention, except for properties and certain financial
instruments which are measured at fair values. The principal
accounting policies adopted are as follows:

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries.

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.
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Basis of consolidation (Continued)

All intra-group transactions, balances, income and expenses
are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group’s equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority’s share of changes in equity since the date of
the combination. Losses applicable to the minority in excess of
the minority’s interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that
the minority has a binding obligation and is able to make an
additional investment to cover the losses.

Goodwill

Goodwill arising on acquisitions prior to 1 January 2005

Goodwill arising on an acquisition of a subsidiary for which
the agreement date is before 1 January 2005 represents the
excess of the cost of acquisition over the Group’s interest in
the fair value of the identifiable assets and liabilities of the
relevant subsidiary at the date of acquisition.

For previously capitalised goodwill arising on acquisition after
1 January 2001, the Group has discontinued amortisation from
1 January 2005 onwards, and such goodwill is tested for
impairment annually, and whenever there is an indication that
the cash generating unit to which the goodwill relates may be
impaired (see the accounting policy below).

Goodwill arising on acquisitions on or after 1 January
2005

Goodwill arising on an acquisition of a subsidiary for which
the agreement date is on or after 1 January 2005 represents
the excess of the cost of acquisition over the Group’s interest
in the fair value of the identifiable assets, liabilities and
contingent liabilities of the relevant subsidiary at the date of
acquisition. Such goodwill is carried at cost less any accumulated
impairment losses. Capitalised goodwill arising on an acquisition
of a subsidiary is presented separately in the balance sheet.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Goodwill arising on acquisitions on or after 1 January
2005 (Continued)

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit first,
and then to the other assets of the unit pro rata on the basis
of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the income
statement. An impairment loss for goodwill is not reversed in
subsequent periods.

On subsequent disposal of a subsidiary, the attributable amount
of goodwill capitalised is included in the determination of the
amount of profit or loss on disposal.

Excess of an acquirer’s interest in the net fair value of
an acquiree’s identifiable assets, liabilities and
contingent liabilities over cost (“discount on
acquisitions”)

A discount on acquisition arising on an acquisition of a
subsidiary or acquisition of additional interest in a subsidiary
for which an agreement date is on or after 1 January 2005
represents the excess of the net fair value of an acquiree’s
identifiable assets, liabilities and contingent liabilities over the
cost of the business combination or consideration. Discount
on acquisition is recognised immediately in profit or loss.

As explained in Note 3 above, all negative goodwill as at 1
January 2005 has been derecognised with a corresponding
adjustment to the Group’s accumulated profits.
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Investments in associates

The results and assets and liabilities of associates are
incorporated in these financial statements using the equity
method of accounting. Under the equity method, investments
in associates are carried in the consolidated balance sheet at
cost as adjusted for post-acquisition changes in the Group’s
share of the profit or loss and of changes in equity of the
associate, less any identified impairment loss. When the Group’s
share of losses of an associate equals or exceeds its interest in
that associate (which includes any long-term interests that, in
substance, form part of the Group’s net investment in the
associate), the Group discontinues recognising its share of
further losses. An additional share of losses is provided for and
a liability is recognised only to the extent that the Group has
incurred legal or constructive obligations or made payments
on behalf of that associate.

Where a group entity transacts with an associate of the Group,
profits and losses are eliminated to the extent of the Group’s
interest in the relevant associate.

Investment properties

On initial recognition, investment properties are measured at
cost, including any directly attributable expenditure. Subsequent
to initial recognition, investment properties are measured using
the fair value model. Gains or losses arising from changes in
the fair value of investment property are included in profit or
loss for the period in which they arise.

An investment property is derecognised upon disposal or when
the investment property is permanently withdrawn from use or
no future economic benefits are expected from its disposals.
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 asset) is included in the income
statement in the year in which the item is derecognised.

Property, plant and equipment

Property, plant and equipment are stated at cost or fair value
less accumulated depreciation and identified impairment loss.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Property, plant and equipment

Land and buildings held for use in the production or supply of
goods or services, or for administrative purpose, are stated in
the balance sheet at their revalued amount, being the fair
value at the date of revaluation less any subsequent
accumulated impairment losses and subsequent accumulated
depreciation. Revaluations are performed with sufficient
regularity such that the carrying amount does not differ
materially from that which would be determined using fair
values at the balance sheet date.

Any surplus arising on revaluation of land and buildings is
credited to the asset revaluation reserve, except to the extent
that it reverses a revaluation deficit of the same asset previously
recognised as an expense, in which case this surplus is credited
to the income statement to the extent of the deficit previously
charged. A decrease in net carrying amount arising on
revaluation of an asset is charged to the income statement to
the extent that it exceeds the balance, if any, on the asset
revaluation reserve relating to a previous revaluation of that
asset. On the subsequent sale or retirement of a revalued asset,
the attributable revaluation surplus is transferred to
accumulated profits.

Depreciation is provided to write off the cost or fair value of
property, plant and equipment over their estimated useful lives,
using the straight line method on the following basis:

Leasehold land and buildings  Over the unexpired lease term

Leasehold improvements 3 years
Furniture and fixtures 10 years
Office equipment 5 years
Motor vehicles 6 — 10 years

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 income statement in the
year in which the item is derecognised.

Non-current assets held for sales

Non-current assets and disposal groups are classified as held
for sale if their carrying amount will be recovered principally
through a sale transaction rather then through continuing use.
This condition is regarded as met only when the sale is highly
probable and the assets (or disposal groups) is available for
immediate sale in it present condition.

Non-current assets and disposal groups classified as held for
sale are measured at the lower of the assets’ (or disposal
groups’) previous carrying amount and fair value less costs to
sell.
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For the year ended 31 December 2005
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Stock of properties

Stock of properties represents properties under development
for sale and properties held for sale.

The carrying value of properties under development comprises
the interest in leasehold land together with development
expenditure, which includes construction costs, capitalised interest
and ancillary borrowing costs, less foreseeable losses. The stock
of properties are stated at the lower of cost and net realisable
value.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the weighted average method.

Revenue recognition

The interest income from interest in distressed assets is accrued
on a time basis by reference to the estimated future cashflows
and at effective interest rate. The effective interest rate is the
rate that exactly discounts the estimated future cash inflows
arising from recoveries or collection, net of the estimated future
cash outflows arising from directly attributable costs such as
management fee and incentive bonus through the expected
life of the distressed assets, to the assets’ net carrying amounts.

In prior period, the income from recoveries of interest in
distressed assets was recognised in the income statement, on
individual distressed asset basis, which was determined as
amount recovered from the individual debtors in excess of the
allocated costs. The gain or loss arising on the disposal of all
or part of the interest in distressed assets was determined as
the difference between the sales proceeds and allocated the
cost of the assets disposed of and is recognised in the income
statement.

Other interest income is accrued on a time basis by reference
to the principal outstanding and at the interest rate applicable,
which is the rate that exactly discounts the estimated future
cash receipts through the expected life of the financial asset
to that asset’s net carrying amount.

Income from the trading of securities is recognised on a trade
date basis.

Commission income and compensation income are recognised
when services are provided.

Performance return is recognised when the right to receive the
performance return have been established.

Property management fee income is recognised when
management service is rendered.
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES (Continued)
Revenue recognition (Continued)

Rental income under operating leases is recognised on a straight
line basis over the term of the leases.

Dividends from investments are recognised when the rights to
receive the dividend payment have been established.

When a development property is sold in advance of completion,
income is recognized only when the property is completed and
has passed the inspection process. Deposits received from the
purchasers prior to this stage are recorded as customers’
deposits and included in current liabilities.

Income from properties developed for sales, which have not
been pre-sold prior to completion of development is recognised
on the execution of legally binding, unconditional and
irrevocable sales contracts.

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.

Financial assets

The Group’s financial assets are classified into one of the three
categories, including financial assets at fair value through profit
or loss, loans and receivables and available-for-sale financial
assets. All regular way purchases or sales of financial assets
are recognised and derecognised on a trade date basis. Regular
way purchases or sales are purchases or sales of financial assets
that require delivery of assets within the time frame established
by regulation or convention in the marketplace. The accounting
policies adopted in respect of each category of financial assets
are set out below.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments (Continued)

Financial assets (Continued)

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss has two
subcategories, including financial assets held for trading and
those designated at fair value through profit or loss on initial
recognition. 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
directly 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 interest in distressed
assets, trade receivables, deposits and other receivables, amount
due from associates, restricted bank balance and bank deposits)
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.

Loans and receivables — Interest in distressed assets

Prior to 1 January 2005, the interest in distressed assets was
stated at cost less any subsequent identified impairment loss.
The impairment loss was made when the recoverable amount
of the interest in distressed assets was estimated to be less
than its carry amount, and is measured as the difference
between the carrying amount and the recoverable amount of
the interest in the distressed assets on an individual basis.

From 1 January 2005 onwards, interest in distressed assets
which is reclassified as loans and receivables under HKAS 39 is
stated at amortised cost using effective interest rate method
less impairment allowance. The impairment allowances are
made on the interest in distressed assets when there is objective
evidence of impairment as a result of the occurrence of certain
loss events that will impact on the estimated future cash flows,
and are measured as the difference between the carrying
amount of the distressed assets and the present value of the
estimated future cash flows discounted at the original effective
interest rate. Where the actual future net cash inflows are
more than expected, the revised cashflow will be discounted
using the effective interest rate. The difference between the
carrying amounts will be adjusted to reflect the revised
estimated cash flows discounted using the original effective
rate. The adjustment is recognized in the income statement.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)
Financial assets (Continued)
Loans and receivables — Interest in distressed assets (Continued)

Where the actual future net cash inflows are more than
expected, the revised cashflow will be discounted using the
effective interest rate. The difference between the carrying
amounts will be adjusted to reflect the revised estimated cash
flows discounted using the original effective rate. The
adjustment is recognized in the income statement.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are
either designated or not classified as any of the other categories
under HKAS 39. At each balance sheet date subsequent to initial
recognition, available-for-sale financial assets are measured at
fair value. Changes in fair value are recognised in equity, until
the financial asset is disposed of or is determined to be impaired,
at which time, the cumulative gain or loss previously recognised
in equity is removed from equity and recognised in profit or loss.
Any impairment losses on available-for-sale financial assets are
recognised in profit or loss. Impairment losses on available-for-
sale equity investments will not reverse in subsequent periods.
For available-for-sale debt investments, impairment losses are
subsequently reversed if an increase in the fair value of the
investment can be objectively related to an event occurring after
the recognition of the impairment loss.

For available-for-sale equity investments that do not have a
guoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked to
and must be settled by delivery of such unquoted equity
instruments, they are measured at cost less any identified
impairment losses at each balance sheet date subsequent to
initial recognition. An impairment loss is recognised in profit or
loss when there is objective evidence that the asset is impaired.
The amount of the impairment loss is measured as the difference
between the carrying amount of the asset and the present value
of the estimated future cash flows discounted at the current
market rate of return for a similar financial asset. Such impairment
losses will not reverse in subsequent periods.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and short
term deposits with an original maturity of not more than three
months, and other short-term highly liquid investments that are
readily convertible to a known amount of cash and are subject
to an insignificant risk of changes in value. Bank balances and
short term deposits are subsequently measured at amortized cost
using the effective interest rate method.
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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.

An equity instrument is any contract that evidences a residual
interest in the assets of the group after deducting all of its
liabilities. The Group’s financial liabilities are generally classified
into financial liabilities at fair value through profit or loss and
other financial liabilities. The accounting policies adopted in
respect of financial liabilities and equity instruments are set
out below.

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. 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.

Other financial liabilities

Other financial liabilities including trade payables, deposits,
other payables, accruals for management fee to holding
company of a shareholder, amounts due to associates and
bank borrowings are subsequently measured at amortised cost,
using the effective interest rate method.

The transaction costs that are directly attributable to borrowings
are included in the carrying amount on the initial recognition.
The difference between the proceeds (net of transaction costs)
and the settlement or redemption of borrowings is recognized
using effective interest rate method.

Equity instruments

Equity instruments issued by the Company are recorded at the
proceeds received, net of direct issue costs.
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