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Corporate Information
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Directors

Executive directors

Mr. Lai Yueh-hsing

Mr. Lo Haw

Mr. Shen Heng-chiang (Resigned on 1 July 2006)
Mr. Wu Kuo-lung (Resigned on 1 July 2006)

Mr. Cheng Dar-terng

Mr. Chiang Jen-chin

Dr. Lin Meng-chang (Appointed on 1 July 2006)
Mr. Lu Wen-yi (Appointed on 1 July 2006)

Non-executive directors

Mr. Hsiao Ming-chih
Mr. Huang Chun-fa

Independent non-executive directors

Mr. Lin Sheng-bin
Mr. Huang Jui-hsiang
Mr. Alvin Chiu

Company Secretary

Mr. Lui Cho Tak, L.L.B., PCLL., LL.M

Qualified Accountant

Mr. Chan Lai Yin, Tommy, AICPA, CPA

Registered Office

P.O. Box 309GT
Ugland House
South Church Street
George Town

Grand Cayman
Cayman Islands
British West Indies

Head Office and Principal Place of Business in Hong Kong

Room 501, 5th Floor

Aon China Building

29 Queen’s Road Central
Hong Kong

Tel: (852) 3523 1116
email: adm@mayer.com.hk
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Share Listing and Stock Code

The Stock Exchange of Hong Kong Limited

Stock Code: 1116

Corporate Website

www.mayer.com.tw

Auditors

CCIF CPA Limited

Solicitors

Pinsent Masons

Principal Share Registrar and Transfer Office

Bank of Butterfield International (Cayman) Ltd.
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Hong Kong Branch Share Registrar and Transfer Office

Computershare Hong Kong Investor Services Limited
17th Floor
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Five Year Financial Summary

EFEHMBRE

Consolidated Income Statement

AW R

Year ended 31 December
BE+-A=t—HLEE

2002 2003 2004 2005 2006
T F —ET=F ZETYF —ETRF —EERE
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
FTARE FTARE FT AR FrARE FrRARY
Turnover wEsE 475,528 654,273 941,577 1,056,629 1,046,482
Profit before taxation FR A5 Ao A 52,421 40,830 60,160 1,638 13,538
Taxation R\ (3,696) (2,833) (5,019) (878) (2,095)
Profit before minority P s e
interests AR A 48,725 37,997 55,141 760 11,443
Minority interests DERRRER (3,919) (8,553) (13,912) (452) 599
Profit for the year F R F 44,806 29,444 41,229 308 12,042
Dividends B - 31,500 12,000 4,000 9,600
Earnings per share FRAF]
— basic (RMB) HAR(ARE)  14.94 cents 9.81 cents?’?  11.70 cents? 0.08 cent?> | 2.99 cents%
Consolidated Balance Sheet REEEBEEBXR
At 31 December
R+=—A=+—8H
2002 2003 2004 2005 2006
T F T =F ZETYF —EERF —EEXREF
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
FTARE FTARE FARE FrARM FrRARY
Non-current assets IERBEE 84,065 77,446 88,045 217,475 221,900
Current assets MEEE 244,143 302,632 453,854 655,948 690,068
Current liabilities mEBAE (152,727) (198,157) (260,998) (543,844) (521,344)
Non-current liabilities ERFBEE - - - (48,486) (28,832)
175,481 181,921 280,901 281,093 361,792
Issued capital BEITHRA 83,570 - 42,480 42,480 50,480
Reserves i 59,754 141,211 174,666 168,744 203,866
Proposed final dividend FOR AR EARR S - - 12,000 4,000 9,600
Minority interests DEAR R 32,157 40,710 51,755 65,869 97,846
175,481 181,921 280,901 281,093 361,792

Mayer Holding Limited Annual Report 2006




Dear fellow shareholders,

“Harmony, Innovation, Sustainable Development and Customer Satisfaction
through Provision of Goods and Services of High Quality” has been the Group’s
vision and mission. The year of 2006 was a year with great challenges, despite of
which, the Group has made outstanding achievement in progressing our business

towards a sustainable growth path.

The Group overcame various difficulties in the year. As the PRC macro regulation
and control measures toughened, our main business (iron and steel processing)
suffered. Under such circumstances, demand for steel products shrunk, the market
was in a glutted situation that supply exceeded demand and steel price fluctuated
significantly, which kept the production cost at a high level and affected the

Group's operation.

In response to the changes in market conditions mentioned above, the Group
promptly made corresponding adjustments in its business strategy and

management and successfully fulfilled various tasks, including:

o The Group put great effort to improve our iron and steel production plant
production, and further strengthen in advanced equipments, which would

optimize its production structure and maximize its economic efficiency.

. The Group continued to expand its direct export and domestic business of
iron and steel products and keep pace with trends of the international
market. We will also establish allied “industrial chains” with major customers

5o as to minimise the risk of pricing.

o The Group reinforced its management over production, sales and finance,
thus managed to balance the production and sales of its products, ensuring
timely fund collection energy saving and effective control on various costs

and expenses.

HEMRR:
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o The Group is in healthy state of affairs with steady growth in economic
efficiency. The economic indicators are growing favorably, with the turnover

and sales volume growing steadily or maintaining at a stable level.

o The Group also place significant importance to the management of external
investment and cooperation opportunities, and has established an project

team to centralize all external investment projects.

Looking forward to the coming year, it is envisaged that the Group’s steel
production growth rate will stable in 2007 as it has experienced rapid growth for
several years. With the expectation that the PRC macro regulation and control
measures will be moderate and the Chinese economy will still go at a stable
pacet, it is estimated that the price of steel products will rise steadily with tiny

fluctuation.

The Group’s management is confident that the Group will fully capitalize its
extensive experience in cost management and achieve greater cost effectiveness,
increase output of high value-added products and welcome to every external
investment opportunity which are beneficial to the Group, with an aim to generate

the best return from investments and generate the best returns to our investors.

To sustain the development of the Group, we will give full consideration to every
investment opportunity or resource realignment which is beneficial to the Group,
with an aim to generate greater return from investments. Among our various
investments, we are also considering with the extensive experience of the board

members and the management to bring in other businesses.

Finally, I would like to dedicate my sincere gratitude to our shareholders, directors,
employees and business partners for their support to the Group. | believe that we
can sustain our delightful operation and will record a greater growth in business

and profit in the coming years.

Lai Yueh-hsing

Chairman

Annual Report 2006
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The turnover of the Group for the year was approximately RMB1,046,482,000,
representing an decrease of approximately 1.0% compared with approximately
RMB1,056,629,000 for the last year while the net profit attributable to
shareholders was approximately RMB12,042,000, representing an increase of
approximately 38 times compared with approximately RMB308,000 for the last

year.

Following the prices of steel products have dropped significantly in the second
half of 2005, the national economy of the PRC is basically achieving a balance in
the first half of 2006. Prices of steel products for first quarter of 2006 continued
the trend from the end of last year which remained at a low level, and starting
from March 2006, as a result of increase in total demand, the prices of steel
products started to rise again and maintain a rapid yet stable growth. However,
the overall steel product prices during the year were still substantially lower than
those for the last year. Sales volume of steel products slightly decreased 1.4%
from approximately 139,000 tonnes for the last year to approximately 137,000
tonnes. As a result of the overall increase in prices of steel products, the selling
price and the gross margin of the Group’s steel products turnaround and increased
by approximately 9.6% and 3.3% compared with that for the last year, .

The revenue from domestic sales of steel products in the PRC during the year was
approximately RMB96,532,000, representing an decrease of approximately 19.6%
compared with approximately RMB120,095,000 last year.

The revenue from indirect export sales of steel products in the PRC during the
year was approximately RMB815,917,000, representing an decrease of
approximately 12.1% compared with approximately RMB928,512,000 for the
last year. The market for indirect export sales in the PRC continued to be the core
market for the Group.

The revenue from direct export sales of steel products outside the PRC during the
year was approximately RMB24,050,000 while it was approximately
RMB8,602,000 for the last year. The Group will continue to develop and maintain
a good momentum of the international market, especially the stainless steel pipes
product which has been exported to countries such as the U.S. and Vietnam.

The Group recorded a gross profit of approximately RMB75,349,000 for the year,
with a gross profit margin of approximately 7.2%, compared with the gross profit
of approximately RMB41,067,000 and a gross profit margin of approximately
3.9% for the last year. This was mainly attributable to the higher average selling
prices of our products as compared to that of last year. .

REBERAFENEETELR1,046,482,0007T
AR 8 £ H)1,056,629,0007C A R T EE4
1.0% * %R FERALF] 412,042,000 AR 8%
% #)308,0007C A R EF 4381
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The total operating expenses of the Group for the year were approximately
RMB62,407,000, of which approximately RMB18,356,000 in selling and
distribution costs, RMB35,058,000 in administrative expenses, RMB8,993,000 in
other operating expenses and RMB20,661,000 in finance costs, accounting for
approximately 7.8%, 3.4%, 0.9% and 2.0% of turnover respectively while the
amounts for the last year were approximately RMB9,853,000, RMB30,558,000,
RMB2,986,000 and RMB14,372,000 respectively, accounting for approximately
0.9%, 2.9%, 0.3% and 1.4% respectively.

The Group continues to adhere to prudent treasury policies. The gearing ratio
(borrowings divided by shareholders’ funds) as of 31 December 2006 was
approximately 141.9% (2005: 198.6%). The total bank borrowings of the Group
amounted to approximately RMB374,603,000 (2005: RMB427,511,000), mainly
denominated in US dollars, HK dollars, Renminbi and new Taiwan dollars with
floating interest rates. The Group’s short term loans from banks accounted for
approximately 37.9% of the total assets (2005: 43.4%).

The current ratio (current assets divided by current liabilities) as of 31 December
2006 was approximately 1.32 (2005: 1.21). The Group continued to insure against
receivables in order to lower the risks of credit sales and to ensure that funds
would be recovered on a timely basis, hence fulfilling the requirements for debt
repayments and working capital commitments.

Net cash outflow of approximately RMB19,273,000 was from operating activities
for the year, mainly resulted from the increase of trade receivables level of the
Group. Net cash outflow of approximately RMB42,198,000 used for plant
expansion and purchase of machinery and equipment and RMB4,000,000 dividend
paid. Approximately RMB52,908,000 repayment of bank borrowings and
approximately RMB40,000,000 raised from new shares subscription on
20 December 2006, the net increase in cash and cash equivalents amounted to
approximately RMB20,102,000. Bank balances and cash as at 31 December 2006
amounted approximately RMB45,689,000, mainly denominated in US dollars,
HK dollars, Renminbi and new Taiwan dollars.

As most of the Group’s monetary assets and liabilities are denominated in US
dollars, HK dollars, Renminbi and new Taiwan dollars and those currencies
remained relatively stable during the year, the Group was not exposed to any
significant exchange risk. Meanwhile, the Group is also studying and implementing
various measures in relation to reducing any exchange impact from the revalued
of Renminbi against the US dollars.

Annual Report 2006
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As at 31 December 2006, property, plant and equipment and interest in leasehold
land held for own use under an operating lease of the Group with aggregate net
book value of approximately RMB 162,329,000 and bank deposits of approximately
RMB8,652,000 respectively were pledged to secure bank borrowings.

The Group did not have any significant contingent liabilities at the balance sheet
date (2005: Nil). At 31 December 2006, the Company had provided corporate
guarantees of approximately RMB47,017,000 (2005: RMB145,263,000) in favour
of a bank for banking facilities granted to a subsidiary. These banking facilities
had been utilised to the extent of approximately RMB44,961,000 at the balance
sheet date (2005: RMB 96,985,000).

As at 31 December 2006, the Group had a total of 500 employees. Total staff
costs for the year ended 31 December 2006 were approximately RMB21,917,000,
including retirement benefits cost of approximately RMB2,286,000 . Remuneration
packages of the Group are maintained at a competitive level to attract, retain
and motive employees and are reviewed on a periodic basis

The Group always maintains good relation with its employees and is committed
to employee training and development on a regular basis to maintain the quality
of our products.

In addition, the Company has a share option scheme for the purpose of providing
incentives and rewards to eligible participants. No option has been granted under
the scheme since its adoption.

Under the macro-economic control policy, the growth rate will slow down in
2007. According to the “Strategy on the Development of the Steel Industry “
promulgated by the State, the development of the steel industry will be directed
towards controlled volume, technology upgrade, industrial layout and product
mix adjustment, so as to combine the impact of an increase in new capacity with
the phasing out of backward capacity. Following the technology upgrade and
improvement of our plants and the new installation of steel-cutting and pipe-
making machines, the Group's future production capacity and market
competitiveness would be enhanced to meet the steady but moderately fast
growth of the national economy of the PRC and the Asian market. Moreover, the
Group's stainless pipes product has been successfully launched to the domestic
market in the PRC as well as the international market, and has duly obtained the
Hygiene Permit for Stainless Steel Pipes from the Guangdong Province Health
Bureau, which would significantly help to promote the Group’s new products in
those markets.

Looking forward to 2007, the imbalance between demand and supply in the
steel sector will continue and the steel market will still remain at a relatively unstable
level. The Group’s management is confident that the Group will fully capitalize its
extensive experience in cost management and achieve greater cost effectiveness,
increased output of high value-added products and welcome to every investment
opportunity which are beneficial to the Group, with an aim to generate the best
return from investments and generate the best returns to our investors.
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Mr. Lai Yueh-hsing, aged 49, is an executive director and the chairman of the
Company. Mr. Lai is responsible for the overall corporate strategy and planning
of the Group. He holds a Bachelor degree in Corporate Management from
Tamkang University. He is currently a director of Durban Development Co., Limited,
a director of Tze Shin International Company Limited, the general manager of Du
Centre Co., Limited and supervisor of Mayer Steel Pipe Corporation (“Taiwan

Mayer”).

Mr. Lo Haw, aged 44, is an executive director of the Company responsible for
the product development of the Group. He holds a Master of Business
Administration degree in 1992 from Bloomsbury University of Pennsylvania. Mr.
Lo has over 15 years of experience in the steel pipe and sheet industry. Prior to his
appointment as director of Guangzhou Mayer Corp., Limited (“Guangzhou
Mayer”) on 23 November 1995, Mr. Lo had worked as vice-chairman of Yungfa
Steel Corp., Limited. He is currently a director of a number of companies, namely,
Taiwan Mayer and Fukang Investments Holdings Company Limited. Mr. Lo was

awarded by the Guangzhou Municipal Government as “Honorary Citizen".

Dr. Lin Meng-chang, aged 37, graduated with a Ph.D. degree in corporate
management from the Shanghai University of Finance & Economics in 2003 and
a MBA degree from the George Washington University in 1996. Prior to his
appointment as director of the Company, Dr. Lin has over 9 years of experience in
securities and investment banking industry. He is also a director of Waterland
Securities Co., Ltd. and had worked as the general manager of Waterland Securities

Investment Consulting Co., Ltd.

Mr. Lu Wen-yi, aged 56, graduated and received from the National Chung Hsing
University a Bachelor degree in Laws in 1973. Prior to his appointment as director
of the Company, Mr. Lu has over 21 years of experience in real estate development
and over 6 years of experience in biotechnology industry. He is currently a CEO of
High Sierra Biotech LLC. and the general manager of &/ Z AR ER A F.

Mr. Cheng Dar-terng, aged 55, is an executive director of the Company. Mr.
Cheng obtained a Master degree in Business Management from University of
Dallas in the United States. He was appointed as a director of Guangzhou Mayer

on 23 November 1995. He is currently a director of Taiwan Mayer.

Mr. Chiang Jen-chin, aged 41, is an executive director of the Company responsible
for financial activities of the Group. He has over 15 years of experience in the
steel pipe and sheet industry. Mr. Chiang is currently the executive assistant to

the general manager of Taiwan Mayer.

Annual Report 2006

BERLLE A5 ARFRTEEREZTS LR
2EAEAEEZCRRM IR -BALERER
BOLRKBREEIR R -RBELERKIMEERLME
BROERABTES SEEERNDERATES.
BB BIR A RIARLCIE K E R il E MR B IR
AR ([BEERDR]) BERA-

BELE MR NRRRTES BELAEEER
REIFE-BEAER - AL ZFWMBEEM
Bloomsbury University T /& & I8 + 247 A BB
15F I8 RMRITELER - R— AN AF+—AZ
TP REAEMETROBRAG ([EMZE
D) EFZR BREQERERMBTERO AR
NEBER -BEEBRTEEED RBEIZERD
ERATSRAFRCES SEEMNTRAEE[E
M ENR ] #&-

MEEEL 370 RS =FRE LEMER
SR EERIE LB LR —NNSFERGGeorge
Washington University T & ¥ A8 + 27 c A EZR (T
RARAEE A MELTAEBBAIFES RIE
BIRITEB - MELRREARRESES (R) Q7]
ZEFEREREZEFRERER (IR) A aERE
IR

BYERELE Som R —NE=FRETHEAE
B EABAEET BN - NEZEREDAE
B2 B ABBBANFRIEERREHR KB
BT £ MR B - 112 3R I A High Sierra Biotech
LLC.Z BEEITE RN BN ZE R A R A AR
MBI

BB SCAE 5550 AR AIMITE R HELRER
EEENMAZ - FEINERELTEM K-
NAF+—AZ+=HEZEREMETFEE-Z
AR EEREETES-

BLRAE N ARFRTES AEAEEY
B AABBISFME RMRTEER R
REBEXTAKLIBYIR-



Mr. Hsiao Ming-chih, aged 47, is a non-executive director of the Company. Mr.
Hsiao holds a Bachelor degree in Commerce from the Accounting Faculty of
Tung Hai University. Mr. Hsiao is currently the general manager of Taiwan Mayer,
the Chairman of Fullchamp Technologies Co., Ltd. (“Fullchamp”) and a director

of Tze Shin International Company Limited.

Mr. Huang Chun-fa, aged 50, is a non-executive director of the Company. Mr.
Huang has held senior positions in various listed companies in Taiwan and is
currently the chairman of Durban Development Company Limited, the chairman

of Tze Shin International Company Limited and the chairman of Taiwan Mayer.

Mr. Lin Sheng-bin, aged 42, is an independent non-executive director of the
Company. Mr. Lin holds a Master degree in Finance from National Chung-Cheng
University. He has worked as the section staff member, commissioner, auditor
and the supervisor of the Regulatory Commission for Securities and Futures, under
the Finance Ministry of Taiwan and the supervisor of First Taiwan Securities Inc.
He is currently the executive vice president of Sinopac Securities Corp. and directors
of Giga Trend International Venture Investment Corp. and Gigawin International

Venture Investment Corp.

Mr. Huang Jui-hsiang, aged 46, is an independent non-executive director of
the Company. Mr. Huang obtained a Master degree in Accountancy from National
Chengchi University. He has over 13 years of experience in the accounting field.
He had worked as the assistant manager in the audit services department of
KPMG in Taiwan.

Mr. Alvin Chiu, aged 46, is an independent non-executive director of the
Company. Mr. Chiu graduated from the University of Southern California in 1983
majoring in Economics. He has extensive commercial and retail banking experience
in the U.S. He had worked as the vice president and branch manager of First
Central Bank in Los Angeles, California for eight years. Mr. Chiu is now the
managing director of Pacific Links Group Limited and Pacific Connections Group
Limited. He has experience in China trades, importation and wholesale industries.
He is also involved in the contract manufacturing, electronics and original

equipment manufacturing (“OEM") assembly business in Greater China.

BEEEE 475 ARRFNTEF BELEE
REEBREBEF R BREHER L2 -RERE
AEETELE EXRSBRERNBRAR ([E
) BERREEERRNDERARTES

EERELE 505 ARFRITES BB
BESH LM AR LSRR REERRTR
HERATEEE SRERRHERATEEE
RABEGEEE

MBS L4 4258 AR BB IERITE R ML
ERRBELHFEAS FAESRBLBM ML
ZERAEVHEFEHEERZERE 4
(RAZTARER)ME B8 BuEFELA (]
Bl MREBEREAESFENERAFEEA
REXEBERBHFRNBR AT ZBIBLIE LK
ERBRAIERERNDARAR LmEERAIER
MERAFRZES

ERPFEE 4650 AR REIFRITESR -FEL
EXNBIYBAAE BEEHSRLIBMN AF
BB13F R SEAERBERBIRTE A
EBNIRACIR

BB E S E o5 AR RIE N FFHITE R A
E—NN=ZFREREIMNARE FEEH HE
LEEEEERTERITAR LA G EE MM
IEAZHEFirst Central Bank Bl EEHTTAEN
&3 APacific Links Group Limited K&Pacific
Connections Group Limited z & S 484X 12 o i %5 £
HELEPEE S RE QBTGS2
HAREWE ZANEE BT RERBRE
([OEMI ) =Rk 7%

£ #R 2006



Mr. Chan Lai Yin Tommy, aged 35, is the financial controller and qualified
accountant of the Group and a member of the senior management of the
Company. He is an associate member of the Hong Kong Institute of Certified
Public Accountants and a member of the American Institute of Certified Public
Accountants. Mr. Chan has over 12 years of experience in audit and accounting
field. Prior to joining the Company, he held the posts of financial controller and

company secretary of a listed company in Hong Kong.

Mr. Chang Yin-kwang, aged 66, is the chief business consultant of Guangzhou
Mayer responsible for its overall business strategy formulation. He has over 33
years of experience in the steel industry through working in a number of steel
companies. He had worked for Taiwan Iron Manufacturing Corporation Limited
and China Steel Corporation. He was a director and the vice general manager of

Guangzhou Mayer for the period from November 1998 to May 2003.

Mr. Shen Chin-an, aged 45, is the deputy general manager of Guangzhou Mayer
responsible for sales activities. He holds a Bachelor degree in Japanese language
from SooChow University. Mr. Shen joined the Group on 12 January 1999. Having
ample experience in steel industry, Mr. Shen had worked for Ta Fu Steel Industrial
Co., Limited and Shang Fu Steel Industrial Co., Limited.

Mr. Huang Yu-chi, aged 38, is the deputy general manager of Guangzhou Mayer
responsible for financial management in Guangzhou Mayer. He is also the secretary
to board of directors of Guangzhou Mayer. He is now a student seating for doctorial
degree in Jinan University and holds a bachelor degree in Industrial Engineering
from Tung Hai University. Prior to joining the Group on 5 September 1996, he

had worked as a senior officer of Taiwan Mayer.

Ms. Su Li-jung, aged 47, is the administration manager of Guangzhou Mayer
responsible for procurement activities. Ms. Su graduated from the Faculty of Dance
and Music of Chinese Culture University majoring in dancing. Prior to joining the
Group on 4 March 2003, she had worked as the assistant manager of Nahuaou

Co., Limited and manager of Hong Kong International Insurance Agent.

Mr. Lui Cho Tak, LL.B. RC.LL., LL.M., aged 39, is a practising solicitor in Hong
Kong, England and Wales and a partner of a law firm in Hong Kong. Mr. Lui
graduated and received from the University of Glamorgan a Bachelor Degree in
Laws in 1990 and graduated and received from the University of Hong Kong a

Postgraduate Certificate in Laws in 1991 and a Master Degree in Laws in 1994.
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The directors present their annual report and the audited financial statements of
Mayer Holdings Limited (the “Company”) and its subsidiaries (collectively referred

to as the “Group”) for the year ended 31 December 2006.

Principal Activities and Geographical Analysis of
Operations

The principal activity of the Company is investment holding. The activities of the

subsidiaries are set out in note 21 to the financial statements.

An analysis of the Group’s performance for the year by business and geographical

segments is set out in note 5 to the financial statements.

Results and Dividends

The Group's profit for the year ended 31 December 2006 and the state of affairs
of the Company and the Group at that date are set out in the financial statements

on pages 36 to 39.

The directors recommend the payment of final dividend of RMB 2 cents per
ordinary share, totaling RMB9,600,000.

Summary Financial Information

A summary of the results and of the assets and liabilities of the Group for the last

five years is set out on page 4.

Property, Plant and Equipment

Details of the movements in property, plant and equipment of the Group during

the year are set out in note 17 to the financial statements.

Share Capital

Details of movements in the Company’s share capital during the year are set out

in notes 32 to the financial statements.

Reserves

Details of movements of the reserves of the Company and the Group during the
year are set out in note 34 to the financial statements and in the consolidated

statement of changes in equity, respectively.

Distributable reserves of the Company at 31 December 2006 amounted to
RMB128,867,000 (2005: RMB148,412,000).
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There is no provision for pre-emptive rights under the Company’s Articles of
Association, or the laws of the Cayman Islands, which would oblige the Company

to offer new shares on a pro-rata basis to existing shareholders of the Company.

The largest and the five largest customers accounted for less than 20% of the
Group's total turnover for the year. The largest and the five largest suppliers

accounted for 45% and 82% of the Group’s purchases for the year, respectively.

None of the directors, their associates or any shareholders of the Company (which
to the knowledge of the directors owns more than 5% of the Company’s share

capital) had any interest in these major customers and suppliers.

The share option scheme was adopted on 24 May 2004 (the “Share Option
Scheme”) for the primary purpose of providing incentive and to recognize the
contribution of the eligible participants to the growth of the Group and will
expire on 24 May 2014. Under the Share Option Scheme, the Board may grant
options to eligible full time employees, including any executive, non-executive
and independent non-executive directors, and consultants or advisers of the

Company and/or any of its subsidiaries.

Up to 31 December 2006, no options have been granted since the adoption of
the Share Option Scheme. The total number of shares in respect of which options
may be granted under the Share Option Scheme and any other option schemes is
not permitted to exceed 30% of the issued share capital of the Company from
time to time, without prior approval from the Company’s shareholders. The number
of shares in respect of which options may be granted to any individual in any year
is not permitted to exceed 1% of the issued share capital of the Company, without

prior approval from the Company’s shareholders.

Options may be exercised at any time from the date of grant to the 10 years of
the date of grant. No minimum period for which an option must be held is required.
The exercise price, which is determined by the Board, is the highest of: (i) the
closing price per share on the date of grant; (ii) the average closing price per
share for the five business days immediately preceding the date of grant; and (iii)

the nominal value of a share.
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Purchase, Sale and Redemption of the Company’s Listed
Securities

During the year, there was no purchase, sale or redemption by the Company, or

any of its subsidiaries, of the Company’s listed shares.

Directors

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

were:

Executive directors

Mr. Lai Yueh-hsing

Mr. Lo Haw

Mr. Wu Kuo-lung (Resigned on 1 July 2006)

Mr. Shen Heng-chiang (Resigned on 1 July 2006)
Mr. Cheng Dar-terng

Mr. Chiang Jen-chin

Dr. Lin Meng-chang (Appointed on 1 July 2006)
Mr. Lu Wen-yi (Appointed on 1 July 2006)

Non-executive directors

Mr. Hsiao Ming-chih
Mr. Huang Chun-fa

Independent non-executive directors

Mr. Huang Jui-hsiang
Mr. Lin Sheng-bin
Mr. Alvin Chiu

In accordance with article 112 of the Company’s Articles of Association, each of
Mr. Lai Yueh-hsing, Mr. Huang Chun-fa, Mr. Huang Jui-hsiang, Mr. Lin Sheng-bin
and Mr. Alvin Chiu will retire by rotation at the forthcoming annual general meeting

and being eligible, will offer himself for re-election.

In accordance with article 95 of the Company’s Articles of Association, each of
Dr. Lin Meng-chang, and Mr. Lu Wen-yi will retire by rotation at the forthcoming

annual general meeting and being eligible, will offer himself for re-election.

The Board expresses on behalf of the Company great appreciation and gratitude
to Mr. Wu Kuo-lung and Mr. Shen Heng-chiang for their past contribution to the
Group.

Biographical details of the directors of the Company are set out on pages 10 to
11.
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Each of the executive directors has entered into a service agreement with the
Company for an initial term of one year commencing from 21 June 2004 and
shall continue thereafter from year to year until and unless terminated by either

party by giving to the other party not less than three months’ prior written notice.

Each of the non-executive directors and independent non-executive directors has
entered into a service agreement with the Company for an initial term of one
year commencing from their respective dates of appointment and shall continue
thereafter from year to year until and unless terminated by either party by giving

to the other party not less than three months’ prior written notice.

Save as disclosed above, no directors proposed for re-election at the forthcoming
annual general meeting has a service agreement with the Company which is not
determinable by the Company within one year without payment of compensation,

other than statutory compensation.

The Company has received from each of its independent non-executive directors
an annual confirmation of his independence in 2006 pursuant to Rule 3.13 of
the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing
Rules”) and as at the date of this report, the Company still considers the

independent non-executive directors to be independent.

No contracts concerning the management and administration of the whole or
any substantial part of the business of the Company and the Group was entered

into or existed during the year.

Saved as disclosed in note 42 to the financial statements, no director had a material
interest, either directly or indirectly, in any contract of significance to the business
of the Group to which the Company or any of its subsidiaries was a party during

the year.
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As at 31 December 2006, the interests and short positions of the directors and
chief executives of the Company in the shares, underlying shares and debentures
of the Company or any of its associated corporations (within the meaning of Part
XV of the Securities and Futures Ordinance, Chapter 571 of the Laws of Hong
Kong (the “SFO")) which were notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests and short
positions which they have taken, or deemed to have taken under such provisions),
or which were required, pursuant to section 352 of the SFO, to be entered in the
register required to be kept therein, or which were required pursuant to the
Model Code for Securities Transactions by Directors of Listed Companies in the
Listing Rules to be notified to the Company and the Stock Exchange, were as

follows:

RZEERFFT_A=+—H ARAIZEERE
EITHRABRARRSHAMERE®R (EERE
BIEPIEST1EFEF LB G ([FFRBER
B11) EXVED) 2 ki ARG RERE P AR
BEH LA GRIIEXVEET RS FAMEARA
A kB AP (BEREE B CEE R EFRS
AR 2w lORE) SR EER 3?Ziﬁﬂ;a\ﬁﬂﬂéﬁ352
fRZAS APt E M SR B ETTRAIR ET A
EEHETEF R HWITLE WH'JZ%E;I/A%D§$
Bl BT 2 R BOK A AT

Approximate

Number of ordinary shares in Taiwan Mayer % of
ABXTEBEREE shareholding
Name of director Personal Family Corporate Other Total BFRBQ
EEnE fEA EY AL Hith A% Bk
Mr. Lo Haw 188,442 1,015 10,801,958 - 10,991,415 6.77%
BEAE
Mr. Cheng Dar-terng - 25,014 2,852,300 - 2,877,314 1.77%
EER TS
Mr. Chiang Jen-chin 1,003 - - - 1,003 0.00%
BLCREE
Mr. Shen Heng-chiang - 3,300 - - 3,300 0.01%
LFBEE
Mr. Wu Kuo-lung 3,415,280 54,567 - - 3,469,847 2.01%
REBELE
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Number of ordinary shares in Taiwan Mayer

Approximate
% of total

EMEEEBERSE shareholding
Name of director Personal Family Corporate Other BEREHD
EEgE BA Edi 3 AT Hity BAk
Mr. Lo Haw - - 12,800,000 - 6.40%
BEEE

Save as disclosed above, as at 31 December 2006, none of the directors or chief
executives of the Company nor their respective associates, had any interests and
short positions in the shares, underlying shares and debentures of the Company
or any of its associated corporations (within the meaning of Part XV of the SFO),
which would have to be notified to the Company and the Stock Exchange pursuant
to Divisions 7 and 8 of Part XV of the SFO (including interests and short positions
which they have taken, or deemed to have taken under such provisions), or which
were required, pursuant to section 352 of the SFO, to be entered in the register
required to be kept therein, or which were required pursuant to the Model Code
for Securities Transactions by Directors of Listed Companies in the Listing Rules to
be notified to the Company and the Stock Exchange, and none of the directors
or chief executives, or their respective spouses or children under the age of 18,
had any right to subscribe for the securities of the Company, or had exercised any

such rights at any time during the period.
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So far as the directors of the Company are aware, the person/entity (not being a HRARBEFME TIALTEE (LIFEARF]
director or a chief executive of the Company) who has interests or short positions EFLTBTHAR) BEARERESFRBAEHKRIIZE
in the shares and underlying shares of the Company, which would fall to be VEREE2 K37 B0 2 #RIE - AR AR R TR ANA A
disclosed to the Company under the provisions of Divisions 2 and 3 of Part IV of &0 KA D 2 EmSOA BRI

the SFO, were as follows:

Approximate percentage

of Company’s

Capacity and issued share capital
Name Nature of interest Number of shares EARAR S BT
REREH SO RERENE BERGHE RAEABHNBE DL
Taiwan Mayer (Note 1) Corporate 300,000,000 62.5%
aEED (Wit1) N
Mayer Corporation Development Corporate 300,000,000 62.5%
International Limited (“BVI Mayer")
Mayer Corporation Development NG
International Limited ([(BVI Mayer])
Mr. Cheng Wen-ching (Note 2) Personal 40,000,000 8.33%
B BB (Hat2) EA
Mr Cheng Ya-chung (Note3) Personal 24,000,000 5.00%
EHerh A (H223) EA
Brocheng International Limited (Note 4) Corporate 20,000,000 417%
Brocheng International Limited (473#4) yNC]
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Note 1: BVI Mayer is a wholly-owned subsidiary of Taiwan Mayer. Taiwan Mayer is deemed
to be interested in the 300,000,000 shares held by BVI Mayer under the SFO.

Note 2: Mr. Cheng Wen-ching personally holds 20,000,000 shares and indirectly holds
20,000,000 shares through Brocheng International Limited which is an investment
holding company owned by his families. He is deemed to be interested in the shares
held by Brocheng International Limited under Part XV of the SFO.

Note 3: Mr. Cheng Ya-chung personally holds 4,000,000 shares and indirectly holds
20,000,000 shares through Brocheng International Limited which is an investment
holding company owned by him and his families. He is deemed to be interested in
the shares held by Brocheng International Limited under PartXV of the SFO.

Note 4: Brocheng International Limited is wholly owned by Mr Cheng Wen-ching, Cheng
Ya-chung and his families which held 20,000,000 shares. Mr Cheng Ya-chung and
Mr Cheng Wen-ching are deemed to be interested in the shares held by Brocheng
International Limited under Part XV of the SFO.

Save as disclosed above, as at 31 December 2006, the directors of the Company
are not aware of any other person/entity (not being a director or a chief executive
of the Company) who has interests or short positions in the shares and underlying
shares of the Company, which would fall to be disclosed to the Company under
the provisions of Divisions 2 and 3 of Part IV of the SFO, or who is directly or
indirectly interested in 10% or more of the shares of the Company or equity
interest in any member of the Group representing 10% or more of the equity

interest in such company.

At no time during the year were rights to acquire benefits by means of the
acquisition of shares in or debentures of the Company granted to any directors,
supervisors or their respective spouse or minor children, or were any such rights
exercised by them; or was the Company, or any of its subsidiaries a party to any
arrangement to enable the directors to acquire such rights in any other body

corporate.
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Certain related party transactions as disclosed in note 42 to the financial statements

also constituted connected transactions under the Listing Rules, required to be

disclosed in accordance with Chapter 14A of the Listing Rules. The following

transactions between certain connected parties (as defined in the Listing Rules)

and the Company have been entered into and/or are ongoing for which relevant

announcements, if necessary, had been made by the Company in accordance

with the requirements of the Listing Rules.

M

On 28 October 2001, the Group entered into a lease agreement with Ms.
Shih Hui-ping, the spouse of Mr. Lo Haw (being a director of the Company),
pursuant to which the Group agreed to pay a monthly rental of RMB10,000
in respect of the Group's occupation of Shanghai office for a term of five
years commencing on 28 October 2001. In the opinion of the directors of
the Company, the rental is based on normal commercial terms and is
conducted in the ordinary and usual course of business of the Group. This
transaction constitutes a de minimis continuing connected transaction
exempted from the reporting, announcement and independent
shareholders’ approval requirements in accordance with Rule 14A.33(3) of

the Listing Rules.

On 1 May 2005, the Group entered into an aircraft lease agreement with
Daily Air Corporation, Inc. (the “Daily Air”) regarding the leasing of two
aircrafts and the provision of consultancy services for a term of three years
commencing on 1 May 2005. Mr. Huang Chun-fa, a non-executive director
of the Company, is a substantial shareholder of Daily Air. Pursuant to the
lease agreement, Daily Air agreed to pay a monthly rental fee and
consultancy fee payable of USD26,000 for each aircraft and USD10,000,
for the three years ending 30 April 2008, respectively. In the opinion of the
directors of the Company, the lease rental is based on normal commercial
terms and is conducted in the ordinary and usual course of business of the
Group. This transaction constitutes a continuing connected and discloseable
transaction exempted from the independent shareholders’ approval

requirements in accordance with Rule 14A.38 of the Listing Rules.
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On 30 June 2006 an ordinary resolution was passed by way of poll that a
connected transaction of the issuance of the Fullchamp Technologies Co.,
Ltd.’s (“Fullchamp™) 10,000,000 new shares at offer price of NTD12.5 per
share (the “Fullchamp Offer Shares”) to Taiwan Mayer and other investors.
The Company did not subscribed for any share in the Fullchamp Offer Shares,
as a result, the Company’s equity interest in Fullchamp was diluted from
approximately 51.83% to 39.48% upon the completion of the Fullchamp
Share Offer and it was treated as a deemed disposal by the Company, details
of which were disclosed in the circular of the Company dated 12 June
2006.

On 3 October 2006 and 6 November 2006, the Company as vendor has entered

into a share disposal agreements with independent third Parties pursuant to which

the Company agreed to procure Sunbeam to sell to such independent third parties

a total 4,600,000 shares of Fullchamp, representing approximately 10.97% of

the total issued share capital of Fullchamp. Details of which were disclosed in the

circular of the Company dated 10 November 2006.

Biographical details of the senior management and company secretary of the

Group are set out on page 12.

On 13 April 2007, Sunbeam Group Limited (“Sunbeam”), a wholly-owned
subsidiary of the Company, entered into the Share Disposal Agreement
with Taiwan Mayer, the ultimate controlling Shareholder, pursuant to which
Sunbeam agreed to sell and Taiwan Mayer agreed to purchase 11,960,000
shares of Fullchamp, representing approximately 28.51% of the total issued
share capital of Fullchamp and representing the entire equity interest of the
Company in Fullchamp, for a consideration of NT$12.50 (equivalent to
approximately HK$2.95) per share and a total consideration of NT$149.5
million (equivalent to approximately HK$35.2 million) in cash. Accordingly,
the Disposal of Fullchamp constitutes a major and connected transaction

for the Company under the Listing Rules.
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ROC Advance Limited (“ROC Adavance”), a wholly-owned subsidiary of
the Company, has entered into the Aircraft Sale Agreement with Sino Regal
Assets Limited (“Sino Regal”) a wholly-owned subsidiary of Taiwan Mayer,
the ultimate controlling Shareholder on 13 April 2007 regarding the purchase
of two Dornier 228-212 aircrafts from Sino Regal for a total consideration
of approximately USD2 million (equivalent to approximately HK$15.6
million). And the Acquisition and Aircraft Sale Agreement constitutes a
discloseable and connected transaction for the Company under the Listing

Rules.

(@) Lease Assignment Agreement

Pursuant to an Aircraft Lease Agreement entered into between Sino
Regal and Daily Air dated 1 May 2005, Sino Regal agreed to lease the
Aircrafts to Daily Air for a term of three years commencing from 1
May 2005 to 30 April 2008.

On 31 April 2007, Sino Regal, ROC Advance and Daily Air executed
the Lease Assignment Agreement. Pursuant to the Lease Assignment
Agreement, Sino Regal, as the assignor, has transferred all its rights
and responsibilities at the capacity of the lessor, including but not
limited to receive rental fee from Daily Air, under the Aircraft Lease
Agreement to ROC Advance, as the assignee. ROC Advance has agreed
to continuously lease the Aircrafts to Daily Air for the period
commencing from the date of the Lease Assignment Agreement to
30 April 2008.

Pursuant to the Lease Assignment Agreement, the Directors expect
that the annual cap for the rental fee payable by Daily Air to ROC
Advance for the period from the date of the Lease Assignment
Agreement to 30 April 2008 will be USD552,000 per year.
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(b)  Raw Material Purchase Agreement

On 13 April 2007, Guangzhou Mayer, a 81.4% indirectly owned
subsidiary of the Company, entered into the Raw Material Purchase
Agreement with Taiwan Mayer pursuant to which Guangzhou Mayer
agreed to purchase and Taiwan Mayer agreed to sell raw materials

for the period commencing from 1 April 2007 to 31 March 2010.

Pursuant to the Raw Material Purchase Agreement, the Directors
expect that the annual caps for the Raw Material Purchase for the
three years ending 31 March 2010 will be USD3.9 million, USD4.29

million and USD4.719 million respectively.

Further details of which were disclosed in the Company’s

announcement dated 13 April 2007.

The financial statements have been audited by CCIF CPA Limited who retire and,

being eligible, offer themselves for re-appointment.

By order of the Board

Lai Yueh-hsing

Chairman

Hong Kong, 18 April 2007

Annual Report 2006

(b)  RMEIRE G #

RZZZE+FMA+=0 AAFHE
81.4% M B Mg 2 M B A 7B/ EE
BEEDII RMEHRERZ Kt
BENETREZEBERSEXTRAEL
ERME AT TEFNA—BRE
—E-ZEF=-A=+—Hl-

RIFEM PR R EFEHAE—
FEF=A=tRE=F RMH
IRiE 2 E RS 5%33,900,000% 7T
4,290,000 7T }24,719,0005 7T.°

HE—FFBEINARBE_TELEF
MA+=B 2 MR IERTE-

AUBHBREARESSAMEBAERDAE
% BB ERELTEERERET-

FEEG M
FE
HEHE

B —E2TLFMA+E



The Company recognizes the importance of good corporate governance to the
Company’s healthy growth and has devoted considerable efforts to identify and
formalize the best corporate governance practices appropriate to the needs of its

business.

The Company’s corporate governance practices are based on the principles
("Principles”) and the code provisions (“Code Provisions”) as set out in the Code
on Corporate Governance Practices (“CG Code") contained in Appendix 14 of
the Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Stock Exchange”) (“Listing Rules”). The Company has complied
with most of the Code Provisions save for the Code Provisions on internal controls
which are to be implemented for accounting periods commencing on or after 1
July 2005 pursuant to the CG Code and certain deviations from the Code Provisions
in respect of Code Provisions A.4.1 and A.4.2, details of which are explained
below. The Company periodically reviews its corporate governance practices to

ensure that these continue to meet the requirements of the CG Code.

The Company wishes to highlight the importance of its board of directors (“Board”)
in ensuring effective leadership and control of the Company and transparency

and accountability of all operations.

The key corporate governance principles and practices of the Company are

summarised as follows:

As at 31 December 2006, the Board consisted of six executive directors and five

non-executive directors (of whom three are independent).

The independent non-executive directors are all experienced individuals from a
range of industries and geographies. Their mix of professional skills and experience
is an important element in the proper functioning of the Board and in ensuring a
high standard of objective debate and overall input to the decision-making process.
The Board has received from each independent non-executive director a written
confirmation of their independence and has satisfied itself of such independence

up to the approval date of this report in accordance with the Listing Rules.

The biographical details of the directors are provided on pages 10 to 11 of this

report.

The Code Provision A.2.1 stipulated that the roles of chairman of the Board (the
“Chairman”) and chief executive officer should be separate and should not be
performed by the same individual. The division of responsibilities between the
Chairman and chief executive officer should be clearly established and set out in

writing.

ARRRARFEEERYARARERRZE
2t WEBRABNERE REREHEES LE

FBEZRELEERTER

ARBZEEERERDIANEBHARIMAR
A ([B32pr)) & LR B ([ E R AL Bisk
THMR#EEEERER TR ([REERTA]) &
5z REI(TERA) Fosp Bl ([spRIEX)) 7
Et-BREBECEEATIER-_TTAFLA—
Baz & Fn 2 &at B B itz M AR st <r A &
X R AT XA LN RAL2FEE TiREE (5
BRI SN ARFEETRED FRNE AR
AIENERHECEXEAFER URRZEFHNE
HELEEAERZHE

ARAHERNEFE ([EFg]) ERELLQF]
EEREGREHIARSREBEERERER
MEEzERME-

ARRETELERERRARERBENAT:

RIEERFT_A=1T—B EFSHNUHRT
BERTMIFRTES (AP =UABIAL) A
B o

BYERTESRHRRETRATERMRAEES
LELRI AT EERE TR EREE
HEFSUSEFERERREKTFEBRIRIMAR
BRETEBRAZERTR EEQCREREY
SEMITERRHZ BY FMHERE LEMARE L
AR BEARFRIE B S0 WFERBEILA
+o

BEEZEABHERAFREI0ENA
STAMGRXA REEEGEE ([X)F]) BITHAR
RZAERARS W EH - ARBSRE-EE

HITHRAH Mz BED TREERREWAER
5l # o

£ #R 2006



Mr Lai Yueh-hsing has been both the Chairman and chief executive officer of the
Company. Given the Company’s current stage of development, the Board considers
that vesting the roles of Chairman and chief executive officer in the same person
facilitates the execution of the Company’s business strategies and maximizes
effectiveness of its operations. The Board shall nevertheless review the structure
from time to time and shall consider the appropriate adjustment should suitable

circumstance arise.

The Board is accountable to shareholders for the activities and performance of
the group. It meets in person on a half-yearly basis and on other occasions when
a Board-level decision on a particular matter is required. The Board has reserved
for its decision or consideration matters covering corporate strategy, annual and
interim results, directors’ appointment, succession planning, risk management,
major acquisitions, disposals and capital transactions, and other significant

operational and financial matters.

The majority of Board meetings are scheduled to last one full day, with directors
receiving details of agenda items for decision and minutes of committee meetings

in advance of each Board meeting.

Although the capacity of any board to involve itself in the details of a large
international business is limited, the Company aims to provide its independent
non-executive directors with extensive exposure and access to its operations and
management. Over the past two years, the number and duration of Board meetings
have increased and the Board agenda is structured to address the broad spectrum

of key governance issues on a regular and systematic basis.

All directors have full and timely access to all relevant information as well as the
advice and services of the Company Secretary, with a view to ensuring that Board

procedures and all applicable rules and regulations are followed.

Each director is normally able to seek independent professional advice in
appropriate circumstances at the Company’s expense, upon making request to
the Board.

Major corporate matters that are specifically delegated by the Board to
management include the preparation of annual and interim accounts for Board
approval before public reporting, execution of business strategies and initiatives
adopted by the Board, implementation of adequate systems of internal controls
and risk management procedures, and compliance with relevant statutory

requirements and rules and regulations.
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The Group’s chief financial officer also attends all board meetings to advise on
corporate governance, risk management, statutory compliance, mergers and

acquisitions, and accounting and financial matters.
None of the members of the Board is related to one another.

During the year ended 31 December 2006, the Board at all times met the
requirements of the Listing Rules relating to the appointment of at least three
independent non-executive directors with at least one independent non-executive
director processing appropriate professional qualifications, or accounting or related

financial management expertise.

The Company has received written annual confirmation from each independent
non-executive director of his independence pursuant to the requirements of the
Listing Rules. The Company considers all independent non-executive directors to
be independent in accordance with the independence guidelines set out in the

Listing Rules.

The non-executive directors together have substantial experience in fields of
auditing, business, accounting, corporate internal control and regulatory affairs.
Through active participation in Board meetings, taking the lead in managing
issues involving potential conflict of interests and serving on Board committees,
all non-executive directors make various contributions to the effective direction

of the Company.

The Company has not yet adopted Code Provision A.4.1 which provides that
non-executive directors should be appointed for a specific term, subject to re-
election. All the non-executive directors of the Company are not appointed for a
specific term although in practice they are subject to retirement on rotation and
re-election at the Company’s annual general meetings pursuant to the Company’s

Articles of Association.

Code Provision A.4.2 stipulates that all directors appointed to fill a casual vacancy
should be subject to election by shareholders at the first general meeting after
their appointment. Every director, including those appointed for a specific term,

should be subject to retirement by rotation at least once every three years.

In order to ensure full compliance of the Company’s Articles of Association with
Code Provision A.4.2 of the CG Code, at the annual general meeting of the
Company held on 30 June 2006, a special resolution was passed to amend the
Company'’s Articles of Association so that all directors are subject to retirement
by rotation once every three years and any new director appointed to fill a casual
vacancy shall be subject to re-election by shareholders at the first general meeting
after appointment. Code Provision A.4.2 has been fully complied with since 30
June 2006.
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Each newly appointed director receives comprehensive, formal and tailored
induction on the first occasion of his/her appointment, so as to ensure that he/
she has appropriate understanding of the business and operations of the Company
and that he/she is fully aware of his/her responsibilities and obligations under the
Listing Rules and relevant regulatory requirements.

The monitoring and assessment of certain governance matters are allocated to
three committees which operate under defined terms of reference. The
composition of the committees during 2005/06 and up to the date of this report
is set out in the table below.
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Directors Audit Committee Remuneration Committee Nomination Committee

E= BERERS

Executive Director

HITES

Lai Yueh-hsing (Chairman) #8 €81 (3 /%)
Lo Haw Z#%

Shen Heng-chiang L= #

Wu Kuo-lung ‘2 EEE

Cheng Dar-ternghiz i

Chiang Jen-chin J{=8k

Lin Meng-chang & &

Lu Wen-yi &3

Non-Executive Directors
FHITES

Hsiao Ming-chih FE&E&
Huang Chun-fa &=&3

Independent Non-Executive Directors

BAYKHITES

Lin Sheng-bin MREEE Member % &
Huang Jui-hsiang E=istE Chairman /&
Alvin Chiu HEREE Member f% &
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The Audit Committee is comprised of three independent non-executive directors
who together have substantial experience in the fields of accounting, business,

corporate governance and regulatory affairs.

The committee is responsible for monitoring the reporting, accounting, financial
and control aspects of the executive management’s activities. It has full access to
the Group’s chief financial officer to hear directly any concerns of the internal
audit department that may have arisen during the course of the department’s

work.

The committee also monitors the appointment and function of the Group’s external

auditor.

The Remuneration Committee was established on 22 August 2005 and is
comprised of three independent non-executive directors, one non-executive

director and one executive director (as the Committee Chairman).

The committee determines the compensation structure and rewards for the chief
executive officer and other executive directors and monitors the policies being
applied in remunerating other senior executives in the Group. In addition, it has
responsibility for reviewing and making appropriate recommendations to the Board
on management development and succession plans for executive directors and

senior management levels.

The fundamental policy underlying the Company’s remuneration and incentive
schemes is to link total compensation for senior management with the
achievement of annual and long-term performance goals. By providing total
compensation at competitive industry levels for delivering on-target performance,
the Company seeks to attract, motivate and retain key executives essential to its
long-term success. Senior management incentive schemes include any equity
component that is designed to align the long-term interest of management with

those of shareholders.
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The Nomination Committee was established on 22 August 2005 and is comprised

of three independent non-executive directors, one non-executive director and

one executive director (as the Committee Chairman).

The committee is responsible for the identification and evaluation of candidates

for appointment or reappointment as a director, as well as the development and

maintenance of the Group’s overall corporate governance policies and practices.

The Board held ten regular meetings in 2006 and the average attendance rate

was 52%. Details of the attendance of individual directors at Board meetings

and committee meetings during the 2005/06 financial year are set out in the

table below.

Directors Full Board
=44 BEEg
Executive Director

HITES

Lai Yueh-hsing &£ & 8/10
Lo Haw Z&% 4/10
Shen Heng-chiang 7L = 15 1710
Wu Kuo-lung REI5E 110
Cheng Dar-terng ZpiZ 6/10
Chiang Jen-chin &=k 10/10
Lin Meng-chang "R #& 4/10
Lu Wen-yi B X3 3/10
Non-Executive Directors

FHITESES

Hsiao Ming-chih EE&E 9/10
Huang Chun-fa &&% 4/10

Independent Non-Executive Directors
BIYKHITES

Lin Sheng-bin #RE2XE

Huang Jui-hsiang = ¥m#f

Alvin Chiu =

Average attendance rate

FHHER
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Notices of regular Board meetings are served to all directors at least 14 days
before the meetings while reasonable notice is generally given for other Board
meetings. For committee meetings, notices are served in accordance with the

required notice period stated in the relevant terms of reference.

Agenda and Board papers together with all appropriate, complete and reliable
information are sent to all directors at least 3 days before each Board meeting or
to the relevant committee members at least 2 days before each Remuneration
Committee Meeting or at least 4 days before each Audit Committee meeting to
keep the directors apprised of the latest developments and financial position of
the Company and to enable them to make informed decisions. The Board and
each director also have separate and independent access to the senior

management whenever necessa ry.

Minutes of all Board meetings and committee meetings are kept by the company
secretary. Draft minutes are normally circulated to directors for comment within a
reasonable time after each meeting and the final version is open for directors’

inspection.

According to current Board practice, any material transaction, which involves a
conflict of interests for a substantial shareholder or a director, will be considered
and dealt with by the Board at a duly convened Board meeting. The Company’s
Articles of Association also contain provisions requiring directors to abstain from
voting and not to be counted in the quorum at meetings for approving transactions

in which such directors or any of their associates have a material interest.

The Board is responsible for ensuring that an adequate system of internal controls
is maintained within the Group, and for reviewing its effectiveness through the

Audit Committee.

The internal control system, which includes a defined management structure
with specified limits of authority, is designed to (a) help the achievement of business
objectives, and safeguard the Group’s assets; (b) ensure proper maintenance of
accounting records; and (c) ensure compliance with relevant legislation and

regulations.

The internal control system is designed to provide reasonable, but not absolute,
assurance against material misstatement or loss and to manage, but not to

eliminate, risks of failure in achieving the Group's objectives.
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The processes to identify and manage key risks to the achievement of the Group's
strategic objectives are an integral part of the internal control environment. Such
processes include strategic planning, the appointment of senior management,
the regular monitoring of performance, control over capital expenditure and
investments and the setting of high standards and targets for safety, health and

environmental performance.

The management maintains and monitors the system of controls on an ongoing

basis.

The Group's internal audit department, under the supervision of the chief financial
officer, independently reviews these controls and evaluates their adequacy,
effectiveness and compliance, and reports such findings directly to the Audit
Committee on a regular basis. The Board, through the Audit Committee assesses
the effectiveness of the Group’s internal control system which covers all material
controls, including financial, operational and compliance controls and risk

management functions on an annual basis.

During 2005/2006, based on the evaluations made by the management, the
chief financial officer and external auditors, the Audit Committee was satisfied
that nothing has come to its attention to cause the Audit Committee to believe
that the system of internal control is inadequate; and there is an ongoing process

to identify, evaluation and manage significant risks faced by the Group.

The Company’s independent external auditor is CCIF CPA Limited. The Audit
Committee is responsible for considering the appointment of the external auditor
and also reviews any non-audit functions performed by the external auditor for
the Group. In particular, the Committee will consider, in advance of them being
contracted for and performed, whether such non-audit functions could lead to

any potential material conflict of interest.

The Company uses a number of formal communications channels to account to
shareholders for the performance of the Company. These include the annual
report and accounts, the interim report, periodic company announcements made
through the Stock Exchange, as well as through the annual general meeting. The
Company aims to provide its shareholders and potential investors with high
standards of disclosure and financial transparency. In order to provide effective
disclosure to investors and potential investors and to ensure they all receive equal
access to the same information at the same time, information considered to be
of a price sensitive nature is released by way of formal public announcements as
required by the Listing Rules. The Company also welcomes comments and

questions from shareholders at its annual general meeting.
Annual Report 2006
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The Group has adopted procedures governing directors’ securities transactions in

compliance with the Model Code as set out in Appendix 10 of the Listing Rules.

Employees who are likely to be in possession of unpublished price-sensitive
information of the Group are also subject to compliance with guidelines on no

less exacting terms than the Model Code.

Having made specific enquiry of all directors, the Directors have complied with
the required standard set out in the Model Code regarding directors’ securities

transactions.

The Board is responsible for presenting a balanced, clear and understandable
assessment of annual and interim reports, price-sensitive announcements and
other financial disclosures required under the Listing Rules and other regulatory

requirements.

The directors acknowledge their responsibility for preparing the financial

statements of the Company for the year ended 31 December 2006.

The statement of the external auditors of the Company about their reporting
responsibilities on the financial statements is set out in the “Independent Auditor’s

Report” on page 34.

The rights of shareholders and the procedures for demanding a poll on resolutions
at shareholders’ meetings are contained in the Company's Articles of Association.
Details of such rights and procedures are included in all circulars to shareholders
and will be explained during the proceedings of meetings. Whenever voting by
way of a poll is required, the detailed procedures for conducting a poll will be

explained.

Poll results will be published in newspapers on the business day following the

shareholders’ meeting and posted on the websites of the Stock Exchange.

Separate resolutions are proposed at shareholders’ meetings on each substantial

issue, including the election of individual directors.

The Company continues to enhance communications and relationships with its
investors. Designated senior management maintain regular dialogue with
institutional investors and analysts to keep them abreast of the Company’s
developments. Enquiries from investors are dealt with in an informative and timely

manner.
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CCIF

CCIF CPA LIMITED

20/F Sunning Plaza
10 Hysan Avenue
Causeway Bay Hong Kong

TO THE SHAREHOLDERS OF
MAYER HOLDINGS LIMITED

(Incorporated in Cayman Islands with limited liability)

We have audited the consolidated financial statements of Mayer Holdings Limited
(the "Company”) set out on pages 36 to 92, which comprise the consolidated
and company balance sheets as at 31 December 2006, and the consolidated
income statement, the consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and a summary of

significant accounting policies and other explanatory notes.

The directors of the Company are responsible for the preparation and the true
and fair presentation of these financial statements in accordance with Hong Kong
Financial Reporting Standards issued by the Hong Kong Institute of Certified Public
Accountants and the disclosure requirements of the Hong Kong Companies
Ordinance. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and the true and fair presentation of
financial statements that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making

accounting estimates that are reasonable in the circumstances.

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

person for the contents of the report.

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

from material misstatement.
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®

CCIF
RE BB AEBFAAERAT

&8 g FIEE105%
HERE2012

HMEZEZERBRAF
(RESHEIMALZHRAA)
Bz B 2R

AZHEMEERETERARAR TR E36E92
BZMBHR HEUBBREER_SZTRF+
A=t -RZBARAREEABR BEZA
LEEZHANER GERAEPRE NEFAR
EMER UREEGFHEME R H M-

BERREFRAERERBGHMASRM 2 ERY
BB EER AR %5% APz RERE BER
HYEBRN 2R EFHERR - HETEER
FETRASERRTAEEN T2 B®RE
BREZ MEREDIE - DARE(R E 30 M8 B K SE SRR (4
wmERMFFRIERSE) EBREAEE SR
B WETRBERTELE AR 2 G5t EE-

)

FEEZEERBRBEESZERAR URENHBH
FEHEBER WEAREK FREAN) HE Btz
S MELEEMA R -EERTRABEZAR
MERE M A TAERE FERFE.

EERREBGTNASRM LB ERETE
BIE-ZERANERE %E”%\W%&ﬁ%ﬁl{’ﬁ
HaEERRn EEFENZTYHREE
FEEEHRRAIESE ZHE



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

directors, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate

to provide a basis for our audit opinion.

In our opinion, the consolidated financial statements give a true and fair view of
the state of affairs of the Company and of the Group as at 31 December 2006
and of the Group’s profit and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and have been properly prepared
in accordance with the disclosure requirements of the Hong Kong Companies

Ordinance.

CCIF CPA Limited
Certified Public Accountants
Hong Kong, 18 April 2007

Chan Wai Dune, Charles
Practising Certificate Number P0O0712
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Consolidated Income Statement

mAE Wl E R

For the year ended 31 December 2006 ~ B Z —FTENF+_-A=1+—HIFFE

2006 2005
—EEXRE —ETRF
Note RMB’000 RMB’'000
FiaE FrRARY FrTARE
Turnover - 6 1,046,482 1,056,629
Cost of sales HERAE (971,133) (1,015,562)
Gross profit EF 75,349 41,067
Other revenue Hiplz 6 6,282 4,162
Other income Hlg A 7 10,302 14,178
Distribution costs D EHRR A (18,356) (9,853)
Administrative expenses THREX (35,058) (30,558)
Other operating expenses Hihf&& (8,993) (2,986)
Profit from operations RERR 8 29,526 16,010
Gains on deemed and partial disposals BARARDOHEME L RER
of interests in subsidiaries PR E 4,673 -
Finance costs BERA 10 (20,661) (14,372)
Profit before taxation R %1 A Es A 13,538 1,638
Taxation HE 11 (2,095) (878)
Profit for the year FREF 11,443 760
Attributable to: PEfL
Equity holders of the Company ENNS G SEEUN 12 12,042 308
Minority interests LHR R R (599) 452
11,443 760
Dividends BE 13 9,600 4,000
Earnings per share for profit attributable to FRAQATRERZTEA
the equity holders of the Company BihaFz8REF
during the year 14
— Basic — ER 2.99 cents?? | 0.08 cents?
— Diluted — N/ATERA N/AZR i FA

The notes on pages 43 to 92 form an integral part of these financial statements.
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Consolidated Balance Sheet

REEEREX

As at 31st December 2006 ~ RZ=ZFENF+=-A=+—H
2006 2005
—EEXRE —EThHF
Note RMB’000 RMB’'000
FiaE FRARY FrARE
ASSETS BE
Non-current assets kRBEE
Property, plant and equipment W - BE RS 17 207,796 195,160
Leasehold land and land use rights for own BEKEERERH
use under operating lease e 2 THE L3 K + (P4 18 8,638 8,860
Available-for-sale financial assets At ESREE 19 720 720
Goodwill G 20 4,719 12,708
Deferred tax assets EERRIRE B 22 27 27
221,900 217,475
Current assets RBEE
Inventories "E 23 217,615 212,867
Trade receivables B S EWARR 24 370,155 299,529
Prepayments, deposits and other receivables FERFIA  1=e REMEWGRIA 25 23,421 16,340
Amount due from a related company FEU BERSE A RIFRIE 26 2,736 2,733
Tax recoverable AT Bl R TE - 1,596
Pledged bank deposits BEEFIRITER 27 8,652 8,194
Bank deposits WITFER 27 21,800 87,553
Cash and cash equivalents RekReEEER 28 45,689 27,136
690,068 655,948
LIABILITIES aE
Current liabilities REIEE
Trade payables E SRR 29 139,488 135,171
Other payables and accruals E b BT RIE R IEETE R 30 35,322 29,648
Taxation payable FERHIIE 763 -
Borrowings & 31 345,771 379,025
521,344 543,844
Net current assets REBEEFE 168,724 112,104
Total assets less current liabilities BEERABASE 390,624 329,579
Non-current liabilities FREBEE
Borrowings & 31 28,832 48,486
NET ASSETS EEFE 361,792 281,093

F3#2006 =TT E WA E
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Consolidated Balance Sheet

mEEEREX

As at 31 December 2006 ~R=-EENF+=-H=+—H

2006 2005
—®EiEF | —TTEF
Note RMB’000 RMB’000
B FTRARY FTARKE
CAPITAL AND RESERVES RA R
Issued capital B EITRRAR 32 50,480 42,480
Reserves HHE 34 203,866 168,744
Proposed final dividend BRI S 14 9,600 4,000
Equity attributable to equity shareholders A FERIFHE A
of the Company bR 263,946 215,224
Minority interests PERRER 97,846 65,869
TOTAL EQUITY R 361,792 281,093
Approved and authorised for issue by the board of directors on 18 April 2007 FBEER T EFMNA+ N\ BHE R
On behalf of the board of directors
RRERY
Lai Yuen-hsing Chiang Jen-chin BEHE B8R
Director Director EF BF
The notes on pages 43 to 92 form an integral part of these financial statements. FA3EZRENE M REKRMBRER 2 —Hre
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Balance Sheet

EEREREXR

As at 31 December 2006 R=ZFENF+ZA=+—H

Note 2006 2005
—EAE | —TTRF
RMB’'000 RMB'000
BiaE FTRARY Fr AR
ASSETS BE
Non-current assets ERBEE
Property, plant and equipment LES B 17 58 159
Investments in subsidiaries RHBEARZIRE 21 132,967 141,211
133,025 141,370
Current assets RBEE
Amounts due from subsidiaries FEUR BT /B A B ZKTE 21 78,774 64,015
Other receivables HAtb EYGRIE 154 138
Pledged bank deposits EERIRITER 27 3,904 4,056
Cash and cash equivalents RekReEEER 28 15,812 2,529
98,644 70,738
LIABILITIES =N
Current liabilities RBAS
Other payables H At FE T FRIE 1,475 563
Borrowings BE 31 41,115 40,198
42,590 40,761
Net current assets REEEFE 56,054 29,977
NET ASSETS EEFE 189,079 171,347
CAPITAL AND RESERVES IR R fk 1
Issued capital BT 32 50,480 42,480
Reserves B 34 128,999 124,867
Proposed final dividend R R AR S, 14, 34 9,600 4,000
TOTAL EQUITY B 189,079 171,347
Approved and authorised for issue by the board of directors on 18 April 2007 EREEN _ZZLFMA N\ B RRET -
On behalf of the board REESE
Lai Yuen-hsing Chiang Jen-chin HEHE B
Director - EZ=2

The notes on pages 43 to 92 form an integral part of these financial statements.
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Consolidated Statement of Changes
SEREREH R

in Equity

For the year ended 31 December 2006 [ E—FENF+ = A=1+—HIFE
Statutory
Statutory public Proposed
Issued Share Special ~ surplus  welfare Translation  Retained final  Minority
capital  premium reserve  reserve fund reserve profits divid%nd interes;; Total
R b
BERARA  ROHEE BHEE LELRE iELEE  ERRE  RERA  RERE  RRER -y
RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000  RMB'000
FRARE FRARE TIARE FTIARE TIARK TRARE FRARE FRARE FTITARE FTIARE
At 1 January 2005 RZZTEREF
—-A-R 42,480 4,076 71,570 16,345 4,950 352 76,195 12,000 51,413 279,381
Acquisition of a subsidiary ~ MEEIE A - - - - - - - - 25468 25468
Exchange differences BEBNEBEE
arising from LERER
translation of
foreign operations - - - - - (1,070) - - - (1,070)
Appropriations s - - - 300 - - (282) - - 18
Profit for the year FRH - - - - - - 308 - 452 760
Dividend relating to 2004 “ETMERE - - - - - - - - (11.464)  (11,464)
Dividend paid RAN) ) - - - - (12,000 - (12,000)
Proposed final dividend BERERE - - (4,000) - - - - 4,000 - -
At 31 December 2005 R-ZZ1%
+ZA=+-B 42480 4,076 67,570 16,645 4,950 (118) 76,221 4,000 65,869 281,093
At 1 January 2006 i S
—A-A 42,480 4,076 67,570 16,645 4,950 (7118) 76,221 4,000 65,869 281,093
Purchase of additional EENEAA]
interest in a subsidiary ZiER - - - - - - - - (7,160)  (7,160)
Deemed and partial disposals ~ #/ER S5 (1 E
of interests in subsidiaries WBAR ER - - - - - - - - 3,706 3,706
Exchange differences BMERNEBEE
arising from LEREH
translation of
foreign operations - - - - - (830) - - (1,628) (2,458)
Issuance of new shares BRI 8000 33710 - - - - - - 37658 79368
Share issue expenses BOEEE - (200) - - - - - - - (200)
Appropriations v - - - 1,609 - - (1,609) - - -
Profit for the year FRER - - - - - - 12,042 - (599) 11,443
Dividend paid relating to ZETRERE
2005 - - - - - - - (4,000) - (4,000)
Proposed BRAERS
final dividend - - - - - - (9,600) 9,600 - -
At 31 December 2006 RZZZTRE
+=A=+—H 50480 37,586 67,570 18,254 4,950 (1,548) 77,054 9,600 97,846 361,792
i)  Special reserve i HRIREE

The amount represents the paid-in capital of the Company of 1 share of
HK$0.1 each and the special reserve of RMB83,570,000 arising from

exchange of 1 share of the Company of HK$0.1 for the entire share capital

of Bamian Investments Pte. Limited pursuant to the reorganisation scheme
dated 12 December 2005.
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i)

iiii)

For the year ended 31 December 2006 ~ E/E —FTZTNF+_-A=+—HILFE

Statutory surplus reserve

The Articles of Association of Guangzhou Mayer Corporation Limited
("Guangzhou Mayer") requires the appropriation of 10% of its profit after
taxation, based on its statutory auditors’ accounts, each year to the statutory
surplus reserve until the balance reaches 50% of the registered capital.
According to the provision of the Articles of Association of Guangzhou
Mayer, in normal circumstances, the statutory surplus reserve shall only be
used for making up losses, capitalisation into share capital and expansion
of the production and operation of Guangzhou Mayer. For the capitalisation
of statutory surplus reserve into share capital, the remaining amount of

such reserve shall not be less than 25% of the registered share capital.

Statutory public welfare fund

Pursuant to the PRC Company Law applicable to joint-stock company in
previous years, Guangzhou Mayer shall make allocation from its profit after
taxation at the rate of 5% to 10% to the statutory public welfare fund,
based on its statutory auditors’ accounts. The statutory public welfare fund
can only be utilised on capital items for employees’ collective welfare.
Individual employees only have the right to use these facilities, the titles to
which will remain with the company. The statutory public welfare fund
forms part of the shareholders’ equity but is non-distributable other than in
liquidation. With effective from 1 January 2006, the appropriation is not a
statutory requirement in accordance with the PRC Company Law (2006
Amendment). The appropriation is subject to the shareholders’ approval in
the annual shareholders meeting of Guangzhou Mayer. Guangzhou Mayer
has adopted the amended Company Law and thus no appropriation has

been made during the year.

The notes on pages 43 to 92 form an integral part of these financial statements.
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Consolidated Cash Flow Statement

REBHEERER

For the year ended 31 December 2006 ~ #Z=FZF

A= AE+— AR

2006 2005
ZEERE ZETRF
Note RMB'000 RMB’000
ks FTRARY FrARE
NET CASH OUTFLOW FROM REXBRERHFR
OPERATING ACTIVITIES 35(a) (19,273) (46,338)
INVESTING rE
Proceeds from disposal of a foreign operation ﬁ%*’ﬂl\ﬁf%ﬁﬁ’a FIE 4,131 -
Proceeds from disposal of HEMS - H2E RRESTE
property, plant and equipment 2,417 70
Purchase of property, EEWE WS LRE
plant and equipment (42,198) (37,150)
Decrease/(increase) in bank deposits B (G8AN) IRITIFRR
(with original maturities more (R={BALALEIEY
than 3 months) 65,753 (87,553)
Interest received B FLE 1,172 964
Purchase of additional interest in SEREM A Rl
a subsidiary (6,989) (20,055)
NET CASH INFLOW/(OUTFLOW) FROM REEFBH2RE
INVESTING ACTIVITIES A (i) 24,286 (143,724))
NET CASH INFLOW/(OUTFLOW) BMEFZRERA (R FHE
BEFORE FINANCING 5,013 (190,062)
FINANCING &
Proceeds from partial disposals of interests iy EM B R ERSFTS U
in subsidiaries 13,948 -
Proceeds from issue of shares EE 79,168 -
New borrowings raised IGEE - 957,388
Increase in pledged bank deposits BERRITFFIL (458) (8,194)
Repayment of borrowings BEEE (52,908) (796,983)
Dividend paid BERRE (4,000) (12,000)
Dividend/repayment to M E AR D ERE LIS B
minority shareholders of a subsidiary - (11,464)
Interest paid BEAFE (20,661) (14,372)
NET CASH INFLOW FROM FINANCING RMEZRESRAFHE 15,089 114,375
INCREASE/(DECREASE) IN CASH ReRBASEEBEAEM (HD)
AND CASH EQUIVALENTS 20,102 (75,687)
EFFECT OF FOREIGN IEEZSBHE
EXCHANGE RATE CHANGES (1,549) (658)
CASH AND CASH EQUIVALENTS FOZRERAELEEER
AT BEGINNING OF THE YEAR 27,136 103,481
CASH AND CASH EQUIVALENTS FRZRERBASZEER
AT END OF THE YEAR 45,689 27,136
The notes on pages 43 to 92 form an integral part of these financial statements. 5438 2 H 28 2 izt BEK I EHRE 2 —2H D
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The Company was incorporated in the Cayman Islands on 9 October 2003
as an exempt company with limited liability under the Companies Law, Cap
22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands and
its shares are listed on The Stock Exchange of Hong Kong Limited. The
address of its register office is PO Box 309GT, Ugland House, South Church
Street, George Town, Grand Cayman, Cayman Islands, British West Indies.

The Company is an investment holding company. The principal activities of
its subsidiaries consist of manufacturing and trading of steel pipes, steel
sheets and other products made of steel and the aluminum forged and
forged-spun wheels and other spare parts for automobiles.

The consolidated financial statements are presented in Renminbi, which is
also the functional currency of the Group.

These financial statements of the Group have been prepared in accordance
with applicable Hong Kong Financial Reporting Standards (“HKFRSs"), which
collective term includes all applicable individual HKFRSs, Hong Kong
Accounting Standards (“HKASs"”) and Interpretations issued by the Hong
Kong Institute of Certified Public Accountants (“HKICPA"), accounting
principles generally accepted in Hong Kong and the disclosure requirements
of the Hong Kong Companies Ordinance. These financial statements also
comply with the applicable disclosure provisions of the Rules Governing
the Listing Securities on The Stock Exchange of Hong Kong Limited. A
summary of the significant accounting policies adopted by the Group is set
out below.

The HKICPA has issued a number of new and revised HKFRSs that are
effective for accounting periods on or after 1 January 2006. The adoption
of new/revised HKFRSs did not result in substantial change to the Group’s
accounting policies.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Statement of compliance (Continued)

HKAS 19 (Amendment)

HKAS 21 (Amendment)

HKAS 39 (Amendment)

HKAS 39 (Amendment)

Actuarial Gain and Losses, Group Plans
and Disclosures

Net Investment in a Foreign Operation

Cash Flow Hedge Accounting of
Forecast Intragroup Transactions

The Fair Value Option

HKAS 39&HKFRS 4 (Amendment) Financial Guarantee Contracts

HKFRS-Int 4

Determining whether an arrangement
contains a lease

The following standards and interpretations to existing standards have been
issued but not yet effective in these financial statements.

HKAS 1(Amendment)

HKFRS 7

HKFRS 8

HK (IFRIC) = Int 7

HK (IFRIC) - Int 8

HK (IFRIC) — Int 9

HK (IFRIC) - Int 10

HK (IFRIC) — Int 11

HK (IFRIC) = Int 12

Presentation of Financial Statements: Capital
Disclosures !
Financial Instruments: Disclosures '

Operating segments ?

Applying the Restatement Approach under
HKAS 29 Financial Reporting in
Hyperinflationary Economies 3

Scope of HKFRS 2 4

Reassessment of Embedded Derivatives ®

Interim Reporting and Impairment ©

HKFRS 2 — Group and Treasury Share

Transactions 7

Service Concession Arrangements ®
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Notes to the Consolidated Financial Statements

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Statement of compliance (Continued)

' Effective for annual periods beginning on or after 1 January 2007

2 Effective for annual periods beginning on or after 1 January 2009

3 Effective for annual periods beginning on or after 1 March 2006

4 Effective for annual periods beginning on or after 1 May 2006

> Effective for annual periods beginning on or after 1 June 2006

6 Effective for annual periods beginning on or after 1 November 2006
7 Effective for annual periods beginning on or after 1 March 2007

8 Effective for annual periods beginning on or after 1 January 2008

Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31 December
2006 comprise the Company and its subsidiaries.

The measurement basis used in the preparation of the financial statements
is the historic cost basis except for the available-for-sale assets, which is
carried at fair value.

The preparation of financial statements in conformity with HKFRSs requires
management to make judgements, estimates and assumptions that affect
the application of policies and reported amounts of assets, liabilities, income
and expenses. The estimates and associated assumptions are based on
historical experiences and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of
making the judgements about carrying values of assets and liabilities that
are not readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognised in the period in
which the estimate is revised if the revision affects only that period, or in
the period of the revision and future periods if the revision affects both
current and future periods.

Judgements made by management in the application of HKFRSs that have
significant effect on the financial statements and estimates with a significant
risk of material adjustment in the next year are discussed in note 4.

e YRS R

FTEETHEE)

8 512 B ()
' RCBTLF— A BRERMRZEES

EEX

2 RNZZTNF—A— ARG Z FEH
EEX

: RNEZERFZA—RARARFRRZ FEH
EEX

‘ RNEZERFAA—ASRARFRSRZ FES
EEX

s RoFERFRA-BSIAERIG 2 FEH
EE

¢ RZZERF+—A—BSHARFRRZFE
HRER

, NEZTLF=A—RSARRSRZ FEH
EE

¢ RZZEENF—A—HAERG 2 FEH
EE

MBRRNEREE

HE-ZZXF+A=+—BIFENE
EUBBREFARARAMBAF-

BHEPBRRAANAEBELERE LKA
MR ESIR AR E IR ERR SN

BIEEARETA T REER 0TS
WREFEEH A AR ARR - ELEH
Bt MBRREFEGIBERNERNE
EREBEMRARS HWEREE - EEE
B A ET AR TR IR 2 @ AR B AN & IR 15
REENER EREECEEIRT ER
HEAEMBEMIREEBRNER] AL B
BRAERTTAE A RIS & ffiT e

BIRE S NE R AR AR R
RIS LA RFEEM BTN E H
R eI R B A RARKAR B2
BT R R R B AR

EEEREAEEN GRS ERRMIELY
MBHMRAEAZEZHAEH ARABARE
DEHTFERAEHERBRZGHE BR
(IETEE

£4R2006 = GE T H R A E

45



A subsidiary is a company in which the Group or Company, directly or
indirectly, controls more than half of its voting power or issued share capital
or controls the composition of its board of directors. Subsidiaries are
considered to be controlled if the company has the power, directly or
indirectly, to govern the financial and operating policies, so as to obtain
benefits from their activities.

An investment in a subsidiary is consolidated into the consolidated financial
statements from the date that control commences until the date that control
ceases. Intra-group balances and transactions and any unrealised profits
arising from intra-group transactions are eliminated in the same way as

unrealised gains but only to the extent that this is no evidence of impairment.

Minority interests at the balance sheet date, being the portion of the net
assets of subsidiaries attributable to equity interests that are not owned by
the Company, whether directly or indirectly through subsidiaries, are
presented in the consolidated balance sheet and consolidated statement of
changes in equity, separately from equity attributable to the equity holders
of the Company. Minority interests in the results of the Group are presented
on the face of the consolidated income statement as an allocation of the
total profit or loss for the year between minority interests and the equity
holders of the Company.

Where loss applicable to the minority exceed the minority’s interest in the
equity of a subsidiary, the excess, and any further losses applicable to the
minority, are charged against the Group's interest except to the extent that
the minority has a binding obligation to, and is able to, make additional
investment to cover the losses. If the subsidiary subsequently reports profits,
the Group’s interest is allocated all such profits until the minority’s share of
loss previously absorbed by the Group has been recovered.

In the Company’s balance sheet, an investment in a subsidiary is stated at
cost less impairment losses, unless the investment is classified as held for

sale (or included in a disposal group that is classified as held for sale).
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Goodwill represents the excess of the cost of a business combination over
the group’s interest in the net fair value of the acquiree’s identifiable assets,
liabilities and contingent liabilities. Goodwill is stated at cost less accumulated
impairment losses. Goodwill is allocated to cash-generating units and is
tested annually for impairment. Any excess of the Group's interest in the
net fair value of the acquiree’s identifiable assets, liabilities and contingent
liabilities over the cost of a business combination is recognised immediately
in the income statement. On disposal of a cash generating unit, any
attributable amount of goodwill is included in the calculation of the profit

or loss on disposal.

Property, plant and equipment are stated at cost less accumulated

depreciation and impairment losses.

Changes arising in the revaluation of properties held for own use are

generally dealt with in reserves. The only exceptions are as follows:

- when a deficit arises on revaluation, it will be charged to income
statement to the extent that it exceeds the amount held in the reserve
in respect of that same asset immediately prior to the revaluation;

and

- when a surplus arises on revaluation, it will be charged to the income
statement to the extent that a deficit on revaluation in respect of that

same asset had previously been charged to profit or loss.

The cost of self-constructed items of property, plant and equipment includes
the cost of materials, direct labour, the initial estimate, where relevant, of
the costs of dismantling and removing the items and restoring the site on
which they are located, and an appropriate proportion of production

overheads and borrowing costs.

Gains or losses arising on disposal or retirement of an item of property,
plant and equipment are determined as the difference between the net
disposal proceeds and the carrying amount of the item and are recognised
in the income statement on the date of disposal or retirement. Any related
revaluation surplus is transferred from the revaluation reserve to retained

profits.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property, plant and equipment

Depreciation is provided to write off the cost of items of property, plant
and equipment over their estimated useful lives, after taking into account
an estimated of residual value of 10% of cost, using the straight-line method,

at the following rates per annum:

BT RBE

Building and factory premises

THE S

Leasehold improvements

Furniture, fixtures and office equipment

Plant and machinery HeEs KRR
Motor vehicles yE
Aircrafts TR

Where parts of an item of property, plant and equipment have different
useful lives, the cost or valuation of the item is allocated on a reasonable
basis between the parts and each part is depreciated separately. Both the

useful life of an asset and its residue value, of any, are reviewed annually.

Operating lease charges

Where the Group has the use of assets held under operating leases,
payments made under the leases are charged to income statement in equal
instalments over the accounting periods covered by the lease term, except
where an alternative basis is more representative of the pattern of benefits
to be derived from the leased asset. Lease incentives received are recognised
in income statement as an integral part of the aggregate net lease payments
made. Contingent rentals are charged to income statement in the accounting

period in which they are incurred.

The cost of acquiring land held under an operating lease is amortised on a
straight-line basis over the period of the lease term except where the property

is classified as an investment property or is held for development for sale.
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The Group classified its financial assets as available-for-sale financial assets.
The classification depends on the purpose for which the financial assets
were acquired. Management determines the classification of its financial
assets at initial recognition and re-evaluates this designation at every
reporting date. Available-for-sale financial assets are non-derivatives that
are either designated as such or not classified as any of the other categories.
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-on-sale financial assets are
recognised in profit or loss. Impairment losses on available-for-sale equity

investments will not be reversed in subsequent periods.

For available-for-sale equity investments that do not have a quoted market
price in an active market and whose fair value cannot be reliably measured,
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 be reversed in

subsequent periods.

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

are recognised as an expense immediately.

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

income immediately.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Inventories

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

Cost is calculated using the weighted average cost method and comprise
all costs of purchase, costs of conversion and other costs incurred in bringing
the inventories to their present location and condition. Net realizable value
is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make

the sale.

When inventories are sold, the carrying amount of those inventories is
recognised as an expense in the period in which the related revenue is
recognised. The amount of any write-down of inventories to net realizable
value and all losses of inventories are recognised as an expense in the period
the write-down or loss occurs. The amount of any reversal of any write-
down of inventories is recognised as a reduction in the amount of inventories

as an expense in the period in which the reversal occurs.

Trade and other receivables

Trade and other receivables are initially recognised at fair value and
subsequently measured at amortised cost less provision for impairment losses
for bad and doubtful debts, except where the receivables are interest-free
loans made to related parties without any fixed repayment terms or the
effect of discounting would be immaterial. In such cases, the receivables

are stated at cost less impairment losses for bad and doubtful debts.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value less
attributable transaction costs. Subsequent to initial recognition, interest-
bearing borrowings are stated at amortised cost with any difference between
the amount initially recognised and redemption value being recognised in
profit or loss over the period of the borrowings, together with any interest

and fees payable, using the effective interest method.
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For the purposes of these financial statements, parties are considered to be
related to the group if the Group has the ability, directly or indirectly, to
control the party or exercise significant influence over the party in making
financial and operating decisions, or vice versa, or where the Group and
the party are subject to common control or common significant influence.
Related parties may be individuals (being members of key management
personnel, significant shareholders and/or their close family members) or
other entities and include entities which are under the significant influence
of related parties of the Group where those parties are individuals, and
post-employment benefit plans which are for the benefit of employees of
the Group or of any entity that is a related party of the Group.

Income tax for the year comprises current tax and movements in deferred
tax assets and liabilities. Current tax and movements in deferred tax assets
and liabilities are recognised in the income statement except to the extent
that they relate to items recognised directly in equity, in which case they are
recognised in equity.

Current tax is the expected tax payable on the taxable income for the year,
using tax rates enacted or substantively enacted at the balance sheet date,
and any adjustment to tax payable in respect of previous years.

Deferred tax is provided in full, using the liability method, on all temporary
differences arising from the differences between the carrying amounts of
assets and liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised, are recognised.
Future taxable profits that may support the recognition of deferred tax
assets arising from deductible temporary differences include those that will
arise from the reversal of existing taxable temporary differences, provided
those differences relate to the same taxation authority and the same taxable
entity, and are expected to reverse either in the same period as the expected
reversal of the deductible temporary difference or in periods into which a
tax loss arising from the deferred tax asset can be carried back or forward.
The amount of deferred tax recognised is measured based on the expected
manner of realisation or settlement of the carrying amount of the assets
and liabilities, using tax rates enacted or substantively enacted at the balance
sheet date. Deferred tax assets and liabilities are not discounted.
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The carrying amount of a deferred tax asset is reviewed at each balance
sheet date and is reduced to the extent that it is longer probable that
sufficient taxable profits will be available to allow the related tax benefit to
be utilised. Any such reduction is reversed to the extent that it becomes

probable that sufficient taxable profits will be available.

Current tax balances and deferred tax balances, and movements therein,
are presented separately from each other and are not offset. Current tax
assets are offset against current tax liabilities, and deferred tax assets against
deferred tax liabilities, if the company or the group has the legally enforceable

right to set off current tax assets against current tax liabilities.

A financial guarantee (a kind of insurance contract) is a contract that requires
the issuer to make specified payments to reimburse the holder for a loss it
incurs because a specified debtor fails to make payments when due in
accordance with the original or modified terms of a debt instrument. The
Group does not recognise liabilities for financial guarantees at inception,
but perform a liability adequacy test at each reporting date by comparing
its carrying amount of the net liability regarding the financial guarantee
with its present legal or constructive obligation amount. If the carrying
amount of the net liability is less than its present legal or constructive
obligation amount, the entire difference is recognised in the income

statement immediately.

Revenue comprises the fair value for the sales of goods and services, net of
rebates and discounts and after eliminated transactions within the Group.

Revenue is recognised as follows:

) Sales of goods is recognised when the goods are delivered and title
has passed to customer and the customer has accepted the products

and collectibility of the related receivables is reasonably assured.

Annual Report 2006

EEBIRBE 2 REESN &R B R
WA BRI RS RABRTUEN AB A
BATL 7% B A 38K - (DR R & X T BE AT
R FERBL M TE -

BN TR A R SR TE B R A SR A S B R 2

BB Z2) A TR HRAR B AEE
B&EN A BEIMHIA A ERBMKIAA
R AR BEEELENPH AR ALK
8 MR RS & R BRI R A A BRI

MBER (—RRRAELD) T—RBEBLIITA
BHFAERERNBEBARERTEBAH
B R SR E B SCEN SRR AT VR HH A< 3%
RAHBEREE ZRANEH -KERM]
MBERZ BEEVIRER ERESERS
AREFBEFRZAEFENREELELR
ITEERHEREZBERETABRERS
AR-BEEEEFENREESENER
TTEESREE B2 BER B2 2 HEK
B 2B EZEN KGR PR

WARRE REE RRERIRERAZAFE
EMBEANRITHARBEEAEEARNTZS
Bz EE - BAERIWT:

) EERCRXNEMERERTER K
BPEEWE R BARBEYGRIE 7]
Yl e5aA IR g RIS miHE g
BAMRe



i) Rental income receivable under operating leases is recognised the
income statement in equal instalments over the periods covered by
the lease term, except where an alternative basis is more representative
of the pattern of benefits to be derived from the use of the leased
asset. Lease incentives granted are recognised in the income statement

as an integral part of the aggregate net lease payments receivable.

i) Consultancy fee and commission income are recognised when the

services are rendered.

iv)  Interest income is recognised on a time proportion basis, taking into
account the principal amounts outstanding and at the interest rate

applicable.

Foreign currency transactions during the year are translated at the foreign
exchange rates ruling at the transaction dates. Monetary assets and liabilities
denominated in foreign currencies are stated at the foreign exchange rates
ruling at the balance sheet date. Exchange gains and losses are recognised
in profit and loss, except those arising from foreign currency borrowings
used to hedge a net investment in a foreign operation which are recognised

directly in equity.

Non-monetary assets and liabilities that are measured in terms of historical
cost in a foreign currency are translated using the foreign exchange rates
ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated
using the foreign exchange rates ruling at the dates the fair value was

determined.

The results of foreign operations are translated into RMB at the exchange
rates approximating the foreign exchange rates ruling at the dates of
transactions. Balance sheet items, including goodwill arising on consolidation
of foreign operations are translated into RMB at the foreign exchange rates
ruling at the balance sheet date. The resulting exchange differences are
recognised directly in a separate component of equity. Goodwill arising on
consolidation of a foreign operation acquired is translated at the foreign
exchange rate that applied at the date of acquisition of the foreign operation.
On disposal of a foreign operation, the cumulative amount of the exchange
differences recognised in equity which relate to that foreign operation is

included in the calculation of the profit or loss on disposal.
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The Group operates a defined contribution Mandatory Provident Fund
retirement benefits scheme (the “MPF Scheme”) under the Mandatory
Provident Fund Schemes Ordinance, for those employees who are eligible
to participate in the MPF Scheme. Contributions are made based on a
percentage of the employees’ basic salaries and are charged to the profit
and loss account as they become payable in accordance with the rules of
the MPF Scheme. The assets of the MPF Scheme are held separately from
those of the Group in an independently administered fund. The Group’s
employer contributions vest fully with the employees when contributed
into the MPF Scheme, except for the Group’s employer voluntary
contributions, which are refunded to the Group when the employee leaves
employment prior to the contributions vesting fully, in accordance with the
rules of the MPF Scheme.

The employees of the Group's subsidiaries in the People’s Republic of China
(the “PRC") and Taiwan are members of the state-sponsored retirement

scheme operated by the government of the PRC and Taiwan.

Provisions are recognised for liabilities of uncertain timing or amount when
the Group or the Company has a legal or constructive obligation arising as
a result of a past event, it is probable that an outflow of economic benefits
will be required to settle the obligation and a reliable estimate can be made.
Where the time value of money is material, provisions are stated at the

present value of the expenditure expected to settle the obligation.

Where it is not probable that an outflow of economics benefits will be
required, or the amount cannot be estimated reliably, the obligation is
disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence will only
be confirmed by the occurrence or non-occurrence of one or more future
events are also disclosed as contingent liabilities unless the probability of

outflow of economics benefits is remote.
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Borrowing costs that are directly attributable to the acquisition, construction
or production of an asset that necessarily take a substantial period of time
to get ready for its intend use or sale are capitalised as part of the cost of
that asset.

All other borrowing costs are charged to the income statement in the year
in which they are incurred.

A segment is a distinguishable component of the Group that is engaged
either in providing products or services (business segment), or in providing
products or services within a particular economic environment (geographical
segment), which is subject to risks and rewards that are different from

those of other segments.

In accordance with the Group’s internal financial reporting system, the Group
has chosen business segment information as the primary reporting format
and geographical segment information as the secondary reporting format

for the purposes of these financial statements.

Segment revenue, expenses, results, assets and liabilities include items directly
attributable to a segment as well as those that can be allocated on a
reasonable basis to that segment. For example, segment assets may include
inventories, trade receivables and property, plant and equipment. Segment
revenue, expenses, assets and liabilities are determined before intra-group
balances and intra-group transactions are eliminated as part of the
consolidation process, except to the extent that such intra-group balances
and transactions are between group entities within a single segment. Inter-
segment pricing is based on similar terms as those available to other external

parties.

Segment capital expenditure is the total cost incurred during the period to
acquire segment assets (both tangible and intangible) that are expected to

be used for more than one period.

Unallocated items mainly comprise financial and corporate assets, interest-

bearing loans, borrowings, tax balances, corporate and financing expenses.
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Notes to the Consolidated Financial Statements

e RS R

3. FINANCIAL RISK MANAGEMENT

The Group's activities expose it to a variety of financial risks: market risk
(including currency risk and price risk), credit risk, liquidity risk and interest-
rate risk. The Group’s overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise potential adverse

effects on the Group’s financial performance.

a) Market risk

) Foreign currency risk

The Group is exposed to foreign currency risk primarily through
sales and purchases that are denominated in a currency other
than the functional currency of the operations to which they
relate. The currencies giving rise to this risk are primarily United

States dollars and new Taiwan dollars.

As the estimated foreign currency exposure in respect of
committed future sales and purchases and estimated foreign
currency exposure in respect of highly probable forecast sales
and purchases is not significant, no hedging on foreign currency

risk has been carried out during the year under review.

In respect of trade receivables and payables held in currencies
other than the functional currency of the operations to which
they relate, the Group ensures that the net exposure is kept to

an acceptable level.

if) Price risk
The Group is exposed to equity securities price risk because
investments held by the Group are classified on the consolidated

balance sheet either as available-for-sale financial assets or as

financial assets at fair value through profit or loss.
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Notes to the Consolidated Financial Statements

3. FINANCIAL RISK MANAGEMENT (Continued)

b)

)

d)

Credit risk

The Group'’s credit risks are primarily attributable to time deposits,

trade and other receivables.

The Group's time deposits are deposited with banks of high credit
quality in Hong Kong and the Group has exposure limit to any single

financial institution.

For trade and other receivables, management has a credit policy in
place and the exposures to these credit risks are monitored on an
ongoing basis. In respect of trade and other receivables, credit
evaluations are performed on all customers requiring credit over a

certain amount.

In addition, the Group reviews the recoverable amount of each
individual debt at each balance sheet date to ensure that adequate

impairment losses are made for

Liquidity risk

Individual operating entities within the Group are responsible for their
own cash management, including the raising of loans to cover
expected cash demands, subject to approval by the holding company’s
board. The Group’s policy is to regularly monitor current and expected
liquidity requirements and its compliance with lending covenants, to
ensure that it maintains sufficient reserves of cash and adequate
committed lines of funding from bankers to meet its liquidity

requirements in the short and longer term.

Interest rate risk

The Group manages its interest rate exposure based on interest rate
level and outlook as well as potential impact on the Group’s financial
position arising from volatility. The Group does not expect any changes
in interest rate which might materially affect the Group’s result of

operations.
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CRITICAL ACCOUNTING JUDEGMENTS AND KEY
SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group’s accounting policies, management
has made various estimates and judgements (other than those involving
estimates) based on past experience, expectations of the future and other
information. The key source of estimation uncertainty and the critical
accounting judgements that can significantly affect the amounts recognised

in the financial statements are set out below.

a) Fair values of financial instruments

Financial instruments such as interest rate, foreign exchange and equity
derivative instruments are carried at the balance sheet at fair value.
The best evidence of fair value is quoted prices in an active market,
where quoted prices are not available for a particular financial
instrument, the Group uses the market values determined by
independent financial institutions or internal or external valuation
models to estimate the fair value. The use of methodologies, models
and assumptions in pricing and valuing these financial assets and
liabilities is subjective and requires varying degrees of judgement by
management, which may result in significantly different fair values
and results. All significant financial valuation models are strictly

controlled and regularly recalibrated and vetted.

b) Income taxes

The Group is subject to income taxes in numerous jurisdictions.
Significant judgement is required in determining the worldwide
provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain
during the ordinary course of business. The Group recognised liabilities
for anticipated tax audit issues based on estimates of whether
additional taxes will be due. Where the final tax outcome of these
matters is different from the amounts that were initially recorded,
such differences will impact the income tax and deferred tax provisions

in the period in which such determination is made.

SEGMENT INFORMATION

In accordance with the Group’s internal financial reporting, the Group has
determined that business segments be presented as the primary reporting
format and geographical as the secondary reporting format. Segment
information is presented by way of two segment formats: (a) on a primary
segment reporting basis, by business segment; and (b) on a secondary

segment reporting basis, by geographical segment.
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Notes to the Consolidated Financial Statements

REMB®E W

5. SEGMENT INFORMATION (Continued) 5. o BERGE)
a) Business segments (a) ¥¥Ko
The Group comprises the following main business segments: REBBUTEBLEBESI:
Steel — the manufacture and trade of steel pipes, steel sheets () HM— HEREEHS WAL
and other products made of steel. H b A E R
Aluminum - the design, develop, manufacture and trade of () #B— Bt R HUERER
aluminum forged and forged-spun wheels and other mERBELEMSES
spare parts for automobiles. o
Steel Aluminum Consolidated
i $3 )
2006 2005 2006 2005 2006 2005
“EETAE | ZTTRE | CZTETAE | ZTTRE | —TETAE | ZTTRE
RMB'000 RMB'000 RMB’000 RMB'000 RMB’'000 RMB'000
FTRARYE | TTARE | THARE | TRARKE | TRAR® | TTAR%
Revenue LON
- External sales — HIMEE 936,499 1,048,532 109,983 8,097 1,046,482 1,056,629
- Inter-segment sales — DEHEBEE - - - - - -
936,499 1,048,532 109,983 8,097 1,046,482 1,056,629
Segment results DEBELE 31,389 22,227 1,873 (1,586) 33,262 20,641
Unallocated operating ROBAE
Income and expenses WA R FZ 937 (4,631)
Profit from operations A A 34,199 16,010
Finance costs BB R (20,661) (14,372)
Taxation Fiia (2,095) (878)
Profit for the year AR 11,443 760
Segment assets NEEE 629,858 676,955 239,358 169,747 869,216 846,702
Unallocated assets ROBEAE 42,752 26,721
Total assets BEE 911,968 873,423
Segment liabilities DEfaE 386,596 450,969 120,978 140,785 507,574 591,754
Unallocated liabilities KOBBE 42,602 576
Total liabilities BERE 550,176 592,330
Capital expenditure NG 9,521 20,119 32,674 1,420 42,195 21,539
Unallocated amounts ROBEEE 3 15,611
42,198 37,150
Depreciation and ree Ry 11,621 10,457 12,807 3,051 24,428 13,508
amortisation
Unallocated amounts AnlcerE 1,965 785
26,393 14,293
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Notes to the Consolidated Financial Statements

mEMB®RE W

5. SEGMENT INFORMATION

5. ZEER(GE)

b) Geographical segments (b) HEDI
The Group’s revenue for the year ended 31 December 2006 is HRASBEHEZE ST F+-_A=
substantially made to customers based in the PRC, no separate analysis T—HIEFE 2 BWARBMHRECR
of geographical segment is presented accordingly. 2 B UL £ B 251 iR &
Eln 2 BRI DM
The following is an analysis of the carrying amount of segment assets
and capital expenditure analysed by the geographical area in which BRAESEEAEMBEHMEE D 2HHE
the assets are located. EREERERASZ 2T
Segment assets Capital expenditure
DEEE -ZNEE
2006 2005 2006 2005
—EERE —ETREF ZBEXRE —ETRHF
RMB’000 RMB'000 RMB’000 RMB'000
FRARY FrARE FRARY FrTARE
Hong Kong aBE 19,929 6,882 3 -
Mainland China AR EIRRE 634,642 676,955 9,521 20,119
Taiwan =) 256,084 187,122 32,674 17,031
Other countries E b B 1,313 2,464 - -
911,968 873,423 42,198 37,150

6. TURNOVER AND OTHER REVENUE

Turnover represents the net amounts received and receivable for sale of

goods by the Group to outside customers.

An analysis of the Group’s turnover and other revenue is as follows:

6. EXRBERAEMYE
EEWEALERNAES HEERORR

JE W2 FIRF R

REEZ 2B RAME DT

2006 2005
S —Tras
RMB’000 RMB’'000
FRARY FrTARE
Turnover 0|

Sale of goods HEEM 1,046,482 1,056,629

Other revenue H W
Interest income I ON 1,172 964
Rental income HE2WA 4,966 2,840
Consultancy fee R EA 144 358
6,282 4,162
1,052,764 1,060,791
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REMB®E W

OTHER INCOME 7. HABWA
2006 2005
ZEERE —TTRF
RMB’000 RMB’'000
FTTARE® FTARE
Scrap sales BERHEE 5,111 5,916
Exchange gains, net P 5 W 5 58 1,638 3,019
Fair value gain on foreign currency contracts SNES K 2 N THEE - 1,396
Gain on disposal of property, plant and equipment & - BE K& 2 W 1,646 -
Reversal of previous impairment E SRR SR E R
losses recognised on trade receivables REEERE 931 3,229
Sundry income HIBBA 976 618
10,302 14,178
PROFIT FROM OPERATIONS 8. 4% F
Profit from operations has been arrived at after charging: EESEMD R TR I8
2006 2005
—EEXRE ZZTTRF
RMB’000 RMB’000
FRARY FTARE
Auditors’ remuneration ZEET N & 600 364
Cost of inventories recognised as expenses ERARAZ 2 FERA 975,311 993,240
Depreciation e 26,171 14,071
Amortisation of operating lease prepayment KCETHAYTE T FRIE 2 B 222 222
Loss on disposal of property, HEME - WERRE
plant and equipment ZEE - 120
Operating leases in respect of KETRAY
— rented premises — & 1,390 698
— motor vehicles — "8 541 845
Impairment of inventories FERE 519 -
Contribution to defined contribution TEREFURRETE
retirement schemes 2R 2,286 1,474
Staff costs (including directors’ remuneration) RBEXK (BREEEHS) 19,631 17,166
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10.

GAINS ON DEEMED AND PARTIAL DISPOSALS OF 9. BERNOHENBLATERZ
INTERESTS IN SUBSIDIARIES g 2
During the year, Fullchamp Technologies Co., Ltd. (“Fullchamp”), a non FNAAR—FHIF2EMNBRAREXN S
wholly-owned subsidiary of the Company, offered to issue new shares to BkhERAR ([EFK]) AEK2RE
existing shareholders of Fullchamp in proportion to their respective interests. RRRARIE I 5 2 AE A e LL DI 1R 2 31T IR
The Company did not subscribe for any such new shares in the Fullchamp MDeARRAWEBEREKZRBRAR
share offer and as such, it resulted that the Company’s equity interest in BEAE AT L SRR - Bt R R BIR B A 2 R AR
Fullchamp had been diluted from 51.83% to 39.48% upon the completion BN TEREKBRERKBR51.83%EESE
of the Fullchamp share offer (“Deemed Disposal”). 39.48% ([E1EHE]) °
On 6 September 2006 and 3 October 2006, the Group disposed of 10.97% RIZTEREANANBR-_ZENF+A=
equity interest in Fullchamp through a wholly-owned subsidiary, Sunbeam A AEEEREEMNBAREERS
Group Limited (“Sunbeam”) at an aggregate consideration of NTD57.7 RA® ([#F13]) LA57,700,000 L3 & ¥
million (equivalent to approximately RMB13.86 million) in cash (the (A5 5724913,860,0007T A R ) 2 IR & 42K
“Disposals”) to two independent third parties. & HEHREKRF10.97% 2 BAEZ ([H
ERIE]) MBI E=F-
Upon the completion of the deemed and partial disposal of equity interest R EMBARIER B HE K ER 2 KA
in Fullchamp as referred to in the two preceding paragraphs , the Group B AEERMEB AR 2 R WHERLE
recognised a total gain arising from decrease in interests in subsidiaries of 554,673,000t AR B iz m BN AEE
RMB4,673,000 which has been credited to the consolidated income BEWABERRIR - ERRIEHEFER
statement for the current year. Further details of the Deemed Disposal and HESHZE-SHE DERARFT D5
Disposals are set out in the Company’s circulars dated 26 May 2006 and 20 REZBZERFAAZTRERZZZRE+
October 2006. A-+RTAZEZBRHA-
FINANCE COSTS 10. RE & B A
2006 2005
—EBRE —ETRF
RMB’000 RMB’'000
FTRAR® FrTARE
Interest on bank and other TR N YI A 28
borrowings wholly repayable B8 2 IR1T R E A
repayable within five years BEZFE
— within five years - AFA 20,661 14,262
— after five years — hfFi& - 110
20,661 14,372
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11. TAXATION 11. BIA
The charge comprises: MIEZ HEE:
2006 2005
—EERE ZTTRF
RMB’000 RMB’000
FTRARY FrTARE
Income tax Fis i
Current year RFE 2,424 612
(Over)/under provision in prior years BEFE (BRERE)  BETR (329) 25
Deferred taxation (note 22) IRAERITE - 241
2,095 878
Pursuant to the tax authorities in the PRC, Guangzhou Mayer Corporation REPEREIPIZRE BINEERDE
Limited (“Guangzhou Mayer”) is entitled to a preferential rate on PRC RARI([EMER]) R_TTRFE-ZT
enterprise income tax of 10% for 2005 to 2006 (2005: 10%). The charge TARFHBEZE10% 2 FEMEMGHE
of PRC enterprise income tax for the year has been provided for after taking BEHE(ZEZTRF: 10%) AFEZH
these tax incentives into account. REMSH HEERE Wit R RBE
BIEH AR
Income tax of the other companies comprising the Group is calculated at REEE T EMA R 2 PEH R E MK
tax rates applicable to the jurisdictions in which they are incorporated/ SO M EREER Z BB R
registered.
The charge for the year can be reconciled to the profit before taxation as R E 2 B IE X AT B R B AT R SR 0
follows: Ik
2006 2005
—EEXE —ZTTRF
RMB’000 RMB’000
FRARY FTARE
Profit before taxation R A 7 13,538 1,638
Tax at income tax at statutory tax rate BEEMEANE ZETH 2,031 246
Tax effect of tax exemption TIBR R o BFE - (365)
Tax effect on non-deductible expenses TR A 2 s 2,040 1,320
Tax effect on non-taxable income BARTAZ RS2 (2,555) (1,044)
Tax loss not recognised i R HERR 2 T IEE R 1,274 -
(Over)/under-provision in respect of prior years AT (RRRERME) BB T2 (329) 26
Others EHAh, (366) 695
2,095 878
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12.

13.

14.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE
COMPANY

The net profit attributable to equity holders of the Company includes a loss
of approximately RMB9,032,000 (2005: loss of RMB6,675,000) which has
been dealt with in the financial statements of the Company for the year
ended 31 December 2006.

12 KRR EEFEARERR

RRAERREE AEEATBEERAAT
BE_ZEAF+_A=+—RALFEZH
TBIREZ MR IR 2 B8 479,032,0007T A R #
(ZZZT AT E5186,675,000C ARHEE) o

DIVIDENDS 13. RE
2006 2005
—BEXE —EERF
RMB’000 RMB’000
FRARY FRARME
Proposed final dividend of 2 cents per share R KRR S FR2S
(2005: 1 cent) (ZZEZERF 19) 9,600 4,000
EARNINGS PER SHARE 14. BREF

The calculation of the basic earnings per share is based on the net profit
from ordinary activities attributable to equity holders for the year of
approximately RMB12,042,000 (2005: RMB308,000) and the weighted
average of 402,630,137 (2005: 400,000,000) shares in issue during the

year.

There were no potential dilutive shares in existence for the year ended 31
December 2006 and 2005, and accordingly, no diluted earnings per share

amount has been presented.
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15. DIRECTORS’ EMOLUMENTS 15. EEM &
The emolument of each director for the year ended 31 December 2006 is BESERNEBE_ZZRFT_A=1+—HIE
set out below: FEZMEHTINT:
Name of directors Fees Salary Bonus Total
EEpE we e SN il
RMB'000 RMB'000 RMB'000 RMB’'000
FTARKE FrTARKE FTARE FrARE
Executive Directors HITES
Lai Yueh-hsing facllio - 184 - 184
Lo Haw BE - 359 - 359
Shen Heng-chiang L - 223 - 223
Wu Kuo-lung REIRE - 92 - 92
Lin Meng-chang MEmE - 221 - 221
Lu Wen-yi =R E= - 92 - 92
Chiang Jen-chin Pt /¢ - 253 - 253
Cheng Dar-terng EPERE - 184 - 184
Non-executive Directors FHITES
Hsiao Ming-chih BEGE - 141 - 141
Huang Chun-fa BEE - 102 - 102
Independent non-executive BYFHITES
Directors
Lin Sheng-bin AREEE, 31 - - 31
Huang Jui-hsiang Esires 31 - - 31
Alvin Chiu HRE 234 - - 234
296 1,851 - 2,147
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15. EEM S (E)

BEEREBE_ZTTAF+_A=1+—HI
FEZMEHINMT:

15. DIRECTORS’' EMOLUMENTS (Continued)

The emolument of each director for the year ended 31 December 2005 is
set out below:

Name of directors Fees Salary Bonus Total
EEnA e e TEAL ast
RMB’'000 RMB'000 RMB'000 RMB’'000
FTARKE FrTARE FrARE FTARE
Executive Directors HITES
Lai Yueh-hsing B - 187 - 187
Lo Haw i9ES - 661 - 661
Shen Heng-chiang =i - 452 - 452
Wu Kuo-lung REEE - 187 - 187
Chiang Jen-chin B - 219 - 219
Cheng Dar-terng ERiERE - 187 - 187
Non-executive Directors FHITES
Hsiao Ming-chih BEGE - 121 - 121
Huang Chun-fa E5HE - 105 - 105
Independent non-executive BUKHITES
Directors
Lin Sheng-bin AREEE, 31 - - 31
Huang Jui-hsiang E=siires 31 - - 31
Alvin Chiu B 237 - - 237
299 2,119 - 2,418

FRAEELEAEMNESHEARLLR
= AL (HEE16) SIS Bl & AER ISR
IBEAREEEZ BB HIEAREE-ER

During the year, no emoluments were paid by the Group to any directors or
any five highest paid individuals (note 16) as an inducement to join or upon
joining the Group or as compensation for loss of office. No director has

waived any emoluments during the year. REANEREEAB S
The emoluments of the directors were within the following bands: B2 2MENFUATHE:
2006 2005
Number of Number of
Directors Directors
—2TAE | —TTRF
BEEAH EEAH
Nil to RMB1,040,000 (HK$1,000,000) Z%1,040,0007T A R # (1,000,000 7T) 13 11
RMB 1,040,000 (HK$1,000,000) to 1,040,0007C A R # (1,000,000 7T) &
RMB2,080,000 (HK$2,000,000) 2,080,000 A % (2,000,000 7T) - -
13 11
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REMB®E W

16. FIVE HIGHEST PAID INDIVIDUALS 16. AEBEEH AL
During the year, the five highest paid individuals in the Group included two FRNAEERLERSHFALTRERE (ZF
(2005: two) directors, details of those emolument are set out in note 15 THE:WE) ES HEWFBEEN LU
above. The emoluments of the remaining three (2005: three) individuals IS M N=F (ZTTRF =F) ATRE
for the year ended 31 December 2006 were as follows: ECREZRFT A=+ B IEEE 2
U
2006 2005
—EEREF —TTRF
RMB’'000 RMB’000
FRARE FrARE
Salaries and other benefits e REMET 959 821
Bonus TEAL - -
Contributions to retirement benefit schemes RIRERIET B - -
959 821
The remuneration of the individuals was within the following band: ZEALE NS N T T&8E:
2006 2005
—EBEXREF —TTRF
Number of Number of
employees employees
EEBAH BEAH
Nil to RMB1,040,000 (HK$1,000,000) L% 1,040,0007c AR EE
(1,000,000 7T) 3 3
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17. PROPERTY, PLANT AND EQUIPMENT

17. MR -BBERRE

Group rE
Furniture,
Building fixtures
Freehold  andfactory Construction  Leasehold  and office Plant and Motor
land premises inprogress improvements  equipment  machinery vehicles Aircrafts Total
i -
KA B i3 #ER HAE
BT kR IREE % % HEREE A& it st
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
FRARE FRARE FIARE TrARE TIARE TrARE FRARE TIARE TIARE
Cost A
At1lanuary2005  RZZERF
—-A-H - 42,251 7,860 180 3,323 68,233 %7 - 122,814
Acquisition of a WEE—HE
subsidiary A7 14,932 9,683 - 10,021 340 59,536 196 - 94,708
Additions AE - - 18,228 102 741 2,044 44 15,611 37,150
Transfers ] - 116 (23,061) 2,740 1,492 18,713 - - -
Disposals e - - - - (462) (444) - - (906)
Exchange A%
adjustments - - - - - - - (410) (410
At31 December 2005 R=TTHE
TZA=T-8 14932 52,050 3,027 13,043 5434 148,082 1,587 15,201 253,356
Additions hE - - 7312 8,054 192 26,253 387 - 42,198
Transfers = - - (8,280) - 103 8,176 1 - -
Disposals e - - - (693) (88) (100) (326) - (1,207)
Exchange ExRE
adjustments (394) (288) - (406) (34) (2,241) (12) (494) (3,869)
At31 December 2006 R=TERE
+ZR=+—H 14538 51,762 2,059 19,998 5,607 180,170 1,637 14,707 290,478
Depreciation e
At1January 2005  RZTTRE
—-A-H - 10,363 - 25 1,719 32,181 551 - 44,839
Provided for the year - 2,017 - 832 460 9,750 225 787 14,07
Written-back on HERER
disposals - - - - (383) (333) - - (716)
Exchange adjustments & 5 % - - - 1 1 - - - 2
At31 December 2005 R=TTHE
+ZA=1+-8 - 12,380 - 858 1,797 41,598 776 781 58,196
Provided for the year i EBHHFRAE - 2,563 - 2,915 1,040 18,006 284 1363 26,171
Written back HERRE
on disposals - - - 77 (75) (44) (240) - (436)
Bxchange adjustments [ 5 8% - (50) - (204) (26) (907) (10) (52) (1,249)
At31 December 2006 R=TERE
+ZA=t-8 - 14,893 - 3,492 2,736 58,653 810 2,098 82,682
Net book value REFE
At31 December 2006 RZTERE
+ZA=t-B 14538 36,869 2,059 16,506 2,871 121,517 827 12,609 207,7%
At31 December 2005 R=ZTRF
+ZA=+—H 14932 39,670 3,027 12,185 3,637 106,484 811 14414 195,160
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17. PROPERTY, PLANT AND EQUIPMENT (Continued) 17. ME-BBERREBE)
The freehold land is situated in Taiwan. KA ERETHAIR A e
The building and factory premises are situated in the PRC and Taiwan and BFRBEHMNPEEAE IWiR$ 878
are held under medium term lease. HOESEERY
The aircrafts are leased to a related company established under the laws of REDEE T —FRBEPERBUAER L2
the Republic of China, in which Mr. Huang Chun-fa has beneficial interest. BENR (BEEREERZAREEE =R
During the year, rental income and consultancy fee income amounting to &) FR B REWZAEAR 2HSI
RMB4,872,000 (2005: RMB2,840,000) and RMB141,000 (2005: ARFERMB WA S B /54,872,0007T A R ¥ (
RMB358,000) respectively were received and receivable from this related - Tfﬁ¢ 2,840,0007T A R #) % 141,000
company. TTARE(ZZZT R4 358,000t ARE) -
At 31 December 2006, the Group’s property, plant and equipment with RZZEERF+_A=1+—8" ZKE EiRmE
carrying value of RMB 153,691,000 (2005: RMB159,791,000) were pledged /153,691,000 AR (ZEZTHF:
to certain banks for banking facilities granted to the Group (note 31). 159,791,000 A R¥E) 2 #1528 K ik

O AEBER ZRITEEMEETETE
77 (FI7E31) ©

Company AAT
Furniture
Leasehold and
improvements fixtures Total
HEWE R
& R#EE wEt
RMB'000 RMB'000 RMB’'000
FrAR® FrARE FrARE
Cost A
At 1 January 2005 and E’\f TERF—A—AK
1 January 2006 ZETRF-A—H 180 120 300
Additions NE - 3 3
Exchange adjustments M 5 8 (11) @) (18)
169 116 285
Depreciation e
At 1 January 2005 R-ZZEZERF—HA—H 25 16 41
Provided for the year FNREE 60 40 100
At 31 December 2006 and RZTTXRF+_A=+—HK
1 January 2006 ZETRF-A—H 85 56 141
Provided for the year FNEE 56 38 94
Exchange adjustments M 5 (5) 3) (8)
136 91 227
Net book value R EFHE
At 31 December 2006 RZZEZRF+-A=1+—H 33 25 58
At 31 December 2005 RZZZERF+-_A=+—H 95 64 159
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18. LEASEHOLD LAND AND LAND USE RIGHTS FOR OWN
USE UNDER OPERATING LEASE

The Group’s interests in leasehold land and land use rights represent prepaid
operating lease payments and their net book values are analysed as follows:

18. REKLEHERFFEACEE
T R+ i AR

FEBNEEL R L E AR ERiETR
MEEBONF LIREFEDTAT -

2006 2005
ZBEXRE —ETRF
RMB’000 RMB’'000
FTRARY FTARE
Outside Hong Kong, held on: REBAINDEFFE
Leases of between 10 to 50 years TAEA10Z=50F 8,638 8,860

Bank borrowings are secured on leasehold land for the carrying amount of
RMB8,638,000 (2005: RMB8,860,000) (note 31).

SRITIE B AR (E8,638,000 T AR (=&
TR 48,860,000t ARKE) 2 HE T b1k
AR (B5E31) -

2006 2005

S —TTIF

RMB’000 RMB’'000

FRARY FTARE

At 1 January m—A—AH 8,860 9,082

Amortisation of prepaid TERHEERBAT T

operating lease payment pd: 3! (222) (222)
At 31 December Rt+ZA=+—8 8,638 8,860

19. AVAILABLE-FOR-SALE FINANCIAL ASSETS

19. I ESRMEE

2006 2005
—EERE —TTRHEF
RMB’000 RMB’000
FRARY FTARE

Club debentures SMES
Unquoted, at cost EIRE - R 1,294 1,294
Less: Impairment loss recognised B BRERRERE (574) (574)
720 720

The carrying amount of the club debentures approximates to the fair value.
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At 1 January 2006 and RZZEZRF-A—HBHE
31 December 2005 —EERF+-_A=+—H
W — M A B R P 2

Goodwill attributable to

acquisition of subsidiaries
Disposal of a foreign operation
Deemed and partial disposals

of interests in subsidiaries (note 9)

HE — SN SH EE 75
g (M FE9)

At 31 December w+—-—A=+—~H

Impairment tests for goodwill:

Goodwiill is allocated to the Group’s cash-generating units (CGUs) identified
according to country of operation and business segment.

The goodwill at 31 December 2005 and 1 January 2006, was related to the
business segment of aluminum wheels and car spare parts which is allocated
in Taiwan, and a sales operation in USA which was disposed during the
year. The entire remaining balance of the goodwill in the consolidated
balance sheet at 31 December 2006 is related to the acquisition of the
equity interest of Fullchamp in the last year.

The recoverable amount of CGU as at 31 December 2005 was valued by an
independent valuer namely RHL Appraisal Limited on 24 April 2006 based
on value-in-use calculations. These calculations use cash flow projections
based on financial budgets approved by management covering on 3 year
period. Cash flows beyond the 3 year period were extrapolated using the
estimate rate stated below. The growth rate did not exceed the long-term
average growth rate for the business in which CGU operates.

Key assumptions used for value-in-use calculations in 2005 were:

— Gross margin —EF=
— Growth rate — R
— Discount rate — AL &

Management determined the budgeted gross margin based on past
performance and its expectation for market development. The weighted
average growth rate are consistent with forecasts included in industry report.
The discount rate used are per-tax and reflect specific risks relating to the
relevant segments.

Subsequent to 31 December 2006, this CGU was disposed to the ultimate
holding company as referred to note 43(i) below.

No impairment loss has been recognised on the goodwill in respect of the
aluminum wheels and car spare parts as the subsequent disposal of this
CGU after 31 December 2006 exceeds its carrying value as at 31 December
2006.

ﬁ?ﬁ&iﬁ D T

2005
—ZZTRF

RMB’000
FIARE

12,708

12,708

PR E R

BB D R BRI E PR K 2555 36 i &
Az AREERGEL B

BERRIRE R TE T2 ER O BERERZ
EERAF+_A=+—HR=ZZEZTXRF—A
—AZABEEIEESEREE—HEER
(E’:‘$EFF§’WE?&H:':'§) SREEEBREBERNA
%@%%ﬁﬁ?%?ﬁﬁi%i%ﬁ%%ﬁ% HERE

ReEABUN _TZERF+_A=1T—H
Z AW Bl B R B R ERT K FIATET
Tﬁiﬁﬁuﬁﬁﬁﬁﬂﬁﬁé:%?ﬁilﬂﬁz-%ma
BEEREBEZFEREETEHE-ZE
BB ERE c = F A TAE EPZIE
imu;fﬁi HUEEFMEEMiﬁﬂFﬁZfﬁim
SR TER R EITHA R E
%gfﬁiFE$ iﬁﬁfﬂ“<**¥i‘&2§ﬁ,ﬁ$i’]1‘

“EERNFARNGEERBEEZZERR:

2005
—ZTTRF

12%
18.4%
6.1%

ERERBBERRENAEMSER 2 EY
EETREER o T IIE R R RITER
SR B ERZBRERTIA
e A AL IR K Ko A [ R A B8 0 7B 2 45 RE L f o

—EERF+_A=t—H®%B ZREELE
BAUBEHE FHREIERAG B TXHFE
43(i

HR-ZEZRF+_A=+—HBEHEZR
SEAEN 2 ATREREBEER -_ZTETR
F+A=1T—RAZIREE HIL R %
W R TETHER D B ERRES

e

8

o

—~
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21.

INTERESTS IN SUBSIDIARIES 21. RMB AR 2 &=
2006 2005
—EEXRE —EThEF
RMB’000 RMB’000
FTRARE FrARE
Unlisted shares, at cost JE LTS - IRAAR
(as non-current assets) G BIERBEE) 132,967 141,211
Amounts due from subsidiaries FEURBT B A B3 IE
(as current assets) G EBRBEE) 80,865 64,015
Less: provision for impairment loss W R EEE B (2,091) -
78,774 64,015
211,741 205,226

The balances with the subsidiaries are unsecured, interest-free and repayable

on demand.

Details of the Company’s subsidiaries as at 31 December 2006 are as follows:

& Y5 B /8 2 R

B

RIZEZERFT_A=Z+T—HZMBRAF

BT
Place of
incorporation/  Issued and fully Percentage of Principal
Company operation paid share capital interest held activities
Direct Indirect
MR HEERAS
AT Bt B ERITRBZRE HiZ LiEE2 FEEK
Bamian Investments Pte. Singapore US$10,100,875 100% - Investment holding
Ltd. o 10,100,875%€7C  (2005: 100%) REER
BFIRERRAE
Guangzhou Mayer Corp., PRC RMB200,000,000 - 81.40%  Manufacture and
Ltd. (Note (a)) Al 200,000,0007T AR # (2005: 77.52%)  trading of steel pipes,
BMEERROHBRAE] steel sheets
(Ht5t@) and other products
made of steel
FUENEBWE
i apseti
iEEm
ROC Advance Ltd. BVI usD1 100% - Leasing of aircrafts
MetBBR AR REBERTES 17T (2005: 100%) and provision of
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INTERESTS IN SUBSIDIARIES (Continued)

e YRS R

21. RB R B 2 = (E)

Place of
incorporation/ Issued and fully Percentage of Principal
Company operation paid share capital interest held activities
Direct Indirect
MR BREEREIHL
NE] & 2 B EBRTRBERAE HiE s FEEK
Sunbeam Group Ltd. BVI usD1 100% - Investment holding
o EEARAT REEBRES (B (2005: 100%) BAER
Fullchamp Technologies Taiwan NTD419,485,000 - 28.51% Design, development,
Co., Ltd. * (note (b)) B #&#419,485,000 (2005: 51.83%) manufacture and
ENEBRERS trading of aluminum
BRAR (Hatb) forged and forged-spun
wheels and other spare
parts for automobiles
Rt BT REREE
BERA R ER A
BREAMIETM
Teson Corporation (note (b))* USA UsD200,000 - 28.51% Dormant
Teson Corporation (ff7#(b))*  %=E 200,000 7T (2005: 51.83%) FEER
Fullchamp Technologies Samoa UsD200,000 - 28.51% Dormant
Co. Ltd. (Samoa)*(note (b)) ~ BEELEES 200,000% 7T (2005:51.83%)  EEE
Fullchamp Technologies
Co. Ltd. (Samoa)* (f3t(b))
Vansen International BVI usD1 100% - Dormant
Ltd. # RERRARES (EH (2005: Nil4E) TEEG
BHERAR LA
* Not audited by CCIF CPA Limited W IR EE IS SR B AR A B EZ
# Incorporated on 8 March 2006 # NoZBEXE= AN\ BT
Note: /}ﬁ&» B
(@  Guangzhou Mayer is a joint stock limited liability company established under (@) EMNEDARERBEGISMER Y 2ROE
the laws of the PRC. BRAT -
(b)  Following the completion of deemed and partial disposals of the equity interest (b) A EXEISEREMNIEE 9 FTIRER S HE

in Fullchamp as referred to in note 9 to the financial statements above, the
Group’s equity interest in Fullchamp has been reduced from 51.83% to 28.51%
as at 31 December 2006. The Group has control over the operational and
financial decision making process of Fullchamp to which the Group has
appointed the majority of representatives to its board of directors during the
year ended 31 December 2006. In addition, Mayer Taiwan, the ultimate holding
company with a shareholding of 22.88% of the issued capital of Fullchamp,
has provided a written undertaking to the Company pursuant to which the
Company can also control the majority of the votes of the general meetings of
Fullchamp. Therefore, Fullchamp has been treated as a subsidiary of the Group
during the year ended 31 December 2006. Fullchamp has held all the issued
capital of Teson Corporation and Fullchamp Technologies Co. Ltd (Samoa) for
the year ended 31 December 2006.

Fullchamp and its subsidiaries contributed approximately RMB103 million and
a loss of RMB7 million to the Group’s turnover and profit for the year ended 31
December 2006, respectively, and approximately RMB88 million to the Group’s
net assets as at 31 December 2006.

B RARERTKE - ARERER 2K
AEER_ZEERF+_A=+—HEH
51.83% i E 28.51%  AEBUEKEE
BRUBEGRE  REE_TTRF+_A
=T -HIEFENEZERSERKERSE
FG o IIN - HHE B 22.88% MRIEZ &AL
ERARREERE MARARHEEA
# o ORBHETARE - ARBIRAEREK
BRAREZAZHIKEE - AREBE—Z
ZRF+_AZT—HIEFEERTRIER
ARIZMBAR - BEZTEXRFTA=
+—BILFEEK I Teson Corporation
JFullchamp Technologies Co. Ltd (Samoa)Z
FIEBEBITIRA -

BE_TTAET_A=t—HLFEER
REMBRAREAEBREEE LGNSR
#558#7103,000,0007T A R 2 [E5187,000,000
TTARE  RRZZEXF+=-A=+—H
YR EFEER Y 88,000,000 TAR
M °

£4R2006 = GE T H R A E
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22. DEFERRED TAX ASSETS

The followings are the major deferred tax assets recognised by the Group

22 EEFHEEE

NTAAEERFACHER 2 T ERENA

and movements thereon during the year: BENBEZE:
2006 2005
ZBEXRE —ZETRF
RMB’000 RMB’000
FTRAR®E FrTARE
At 1 January wn—H—H 27 268
Charge for the year (note 11) FRLZH FFFE11) - (241)
At 31 December R+ZA=+—8 27 27
Impairment
loss on club
debentures
and property, Allowance
Deferred plant and for doubtful
assets equipment debts Total
BFrfES
Mz
BERRE
EEEE FERE RIRERHE st
RMB'000 RMB'000 RMB’000 RMB’000
FLARME FLARME FLARK FLARMK
At 1 January 2005 R-ZEAF—HF—8 - 32 236 268
Charge for the year FAZM - (5) (236) (241)
At 31 December 2005 RZZETRFE+=-A=1+—H - 27 - 27
Charge for the year FAZM - - - -
At 31 December 2006 RZZBERE+T-A=+—H - 27 - 27
23. INVENTORIES 23. 78
2006 2005
—EBRE —ETRF
RMB’000 RMB’000
FTRAR® FrTARKE
At cost: %N
Raw materials R 142,163 163,937
Finished goods EDpe 75,452 48,930
217,615 212,867
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24. TRADE RECEIVABLES

The Group has a policy of allowing an average credit period of 40-100 days
to its trade customers and may be extended to selected customers depending

on their trade volume and settlement with the Group.

(i) Ageing analysis of trade receivables is as follows:

REMB®E W

24. ESEWERR

FEFEETEHEP 2 EEHTHENF40=
1000 RERBFEEFZRFERAALE
BB R LMt & -

) BIREERZERESTAT:

2006 2005

S —TEas

RMB’000 RMB’'000

FTTARE® FTARE

1 -30 days 1£230H 125,713 70,501
31 -60 days 31£60H 83,493 70,294
61 - 90 days 61£90H 65,695 58,240
91 - 180 days 91£180H 85,905 92,283
Over 180 days 180H A E 19,844 19,637
380,650 310,955
Provision for impairment of trade receivables 2 5 & U B 5 (E B (10,495) (11,426)
370,155 299,529

(i) The carrying amounts of trade receivables are denominated in the

(i) EHERYPIRFZIREEAT I GG

following currencies: a8:
2006 2005
S —TEas
RMB’000 RMB’'000
FRARY FTARE
RMB AR 337,702 284,858
United States dollars E 309 -
New Taiwan dollars ek 32,144 14,671
370,155 299,529
(iiiy  The carrying amounts of trade receivables approximate to their fair (i) B HREBIRF 2 IREEREL AT EE
values. He
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25.

26.

27.

PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

25 ARRE-FTEREMERKE

2006 2005

—FEXE —TTRF

RMB’000 RMB’000

FRARY FrTARE

Prepayments B RIE 5,938 4,088
Rental deposits HE & 471 593
VAT refundable ALAR BB AT 8,600 3,489
Advance to suppliers BT HER 1,458 720
Other loan Hin &% 1,700 4,011
Others HAh 5,254 3,439
23,421 16,340

Other loan in the amount of RMB 1.7 million (2005: RMB4 million) represents
the loan receivable from a third party, bearing an interest rate at 9.108%
per annum. The directors consider that the balances of prepayments,

deposits and other receivables approximate their fair value.

AMOUNT DUE FROM A RELATED COMPANY

The amount due from a related company, in which Mr. Huang Chun-fa has
beneficial interest, is unsecured, interest-free and repayable within the next
twelve months from the balance sheet date. The maximum amount
outstanding during the year amounted to RMB2,736,000 (2005:
RMB2,733,000).

No provision for the amount due has been made in the financial statements.
The directors are of the opinion that the carrying value of the amount due

approximate to the fair value at the balance sheet date.

PLEDGED BANK DEPOSITS/BANK DEPOSITS

Pledged bank deposits are used to secure the Group’s banking facilities.
The pledged bank deposits carry fixed interest rates ranging from 1.15%
t0 3.80% (2005: 1% to 3.8%) for the year ended 31 December 2006. The
bank deposits carry interest at market rates which range from 2% to 2.25%
(2005: 2.07% to 2.25%) with maturities of more than three months.
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BHEF1,700,000C AR (ZETHF:
4,000,0007C A RHEE) THIRE B59.108%51E
ZREWE=HEE-EERR/ENRIE T
REMBERFE HHBEEATERS-

FE W BRE X BRI

fEW—RE AR (BREREENERREE
M) RIBDEER 2B WKHREEA
AR ZEAREE - RNEAKRBER
B¢ R m 2,736,000t AR (ZTZTH
% :2,733,0007C AR EE) o

MIEMER AW AR L B YRR L F -
ERRZEWF IR REELEE A FER
2o

BHEFRITERBRITEX

BEMBITERTBERER 2 RITRVE 1R
HZER-RNBEE_SEF+A=1+—
HIEFE hEEERRITEFRIREEFF
E1%%23.80% (ZTTAF 1% E3.8%)5T
BRI IR TSN E2%2£2.25%(—FF
FF:2.07%E2.25%)5 5 =@ A L5
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REMB®E W

28. CASH AND CASH EQUIVALENTS

Cash and cash equivalents include the following components:

28. RERASESEEH
B RRSSEERRHEUTER

Group Company
AEH AT
2006 2005 2006 2005
ZEEXRF —ZTTRF —EEXRE —TTRF
RMB’000 RMB’000 RMB’000 RMB’000
FRARY FrARE FRARY FITARE
Cash at bank and in hand RITRFERS 45,489 26,276 15,612 1,669
Short-term bank deposits ISECEESYER /Y 200 860 200 860
45,689 27,136 15,812 2,529
(i)  The effective interest rate on short-term bank deposits is approximately () RHRITERZERFHNENA3.8%
3.8 % (2005: 3.86%) per annum; these bank deposits have an average (ZEZTHF:3.86%)  HFRTFER
maturity of less than 1 month. ZEBBEAR—EA
(i)~ The carrying amounts of cash and cash equivalents are denominated (iy BReLkBEeEEERAZIREEBENUTS
in the following currencies: BE¥EHE:
Group Company
AEE NN
2006 2005 2006 2005
—EERE —TTRF —EERE —TTRF
RMB’000 RMB’000 RMB’000 RMB’000
FRARY FrARE FRARY FrTARE
RMB AR 18,894 19,281 - -
United States dollars ETT 8,760 1,473 - -
New Taiwan dollars etk 2,224 3,853 - -
Hong Kong dollars BT 15,811 2,529 15,812 2,529
45,689 27,136 15,812 2,529

(i)  The carrying amounts of cash and cash equivalents approximate their

fair values.

(iii)

RelkBeSERAZREEEAR

FERE-
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29. TRADE PAYABLES 2. EZENERR
(i) Anageing analysis of the trade payables is as follows: (Y BHENEZIZEBRSITOT:
2006 2005
—EERE —TTRF
RMB’000 RMB’'000
FTRAR® FrILARE
1-30 days 1£230H 53,387 35,555
31 -60 days 31£60H 42,611 26,135
61 —90 days 61£290H 17,071 23,267
91— 180 days 91£180H 26,366 33,361
Over 180 days 180H A £ 53 16,853
139,488 135,171
(i) The carrying amounts of trade payables are denominated in the (i) BISEMNEZXZIREENTIEEST
following currencies: &
2006 2005
ZEEXRE —ZETRF
RMB’000 RMB’'000
TRAR® FrARE
RMB AR 6,133 16,821
New Taiwan dollars etk 133,355 118,350
139,488 135,171
(i)~ The carrying amounts of trade payables approximate their fair values. (i) EZEMERZEEESHEQFER
o
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REMB®E W

30. OTHER PAYABLES AND ACCRUALS 0. Hitt ENREREE A
2006 2005
ZEBEXRE —ZTRF
RMB’000 RMB’000
TRAR® FrARE
Advance from customers BREER 14,590 2,217
Salaries e 6,105 8,777
Accrued expenses FEEFIX 6,281 3,629
Other creditors H At SRR 8,346 15,025
35,322 29,648
The carrying amounts of other payables and accruals approximate their fair HipEN B RETERAZIREEEAE AT
values. IERiEE=R
31. BORROWINGS 31. 8 &
At 31 December 2006, the maturity of borrowings is as follows: NoZEXFE+-A=+—F EEERT
IR HA(E & -
Group Company
r5%H ERF
2006 2005 2006 2005
SREAE i - ZTTRE
RMB’000 RMB'000 RMB’000 RMB’000
TrRARE FrTARE FTRARY FARKE
Within 1 year or on demand —FRHIREK 345,771 365,511 41,115 40,198
After 1 year but within 2 years ~ —FEEMFR 14,916 32,302 - -
After 2 years but within 5 years  MFEERFR 9,566 11,100 - -
After 5 years TEE 4,350 18,598 - -
374,603 427,511 41,115 40,198

Current portion mEE S (345,771) (379,025) (41,115) (40,198)
Non-current portion FERBE S 28,832 48,486 - -

F3#2006 =TT E WA E
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31. BORROWINGS (Continued)

At 31 December 2006, the borrowings were secured by the followings:

M. BEEHE)

RoZEAE+-AZ+—A EERET

BEELER:
Group Company
XEE NG|
2006 2005 2006 2005
ZEERE —ZThF ZEERE —ZThE
RMB’000 RMB'000 RMB'000 RMB'000
FTTAR® TTARE FRAR® FRARE
Bank loans RITER -
- Corporate guarantees by Group -BEERAF
companies AR AR 73,006 153,320 41,115 40,198
— Secured by plant and machinery — AR EIE102,513,0007C
with carrying value AEE(ZZZ0%E:
of RMB102,513,000 82,667,0007c AR )
(2005:RMB82,667,000) R EER 42,39 23,233 - -
~ Secured by freehold land and land —bAIREE23,176,00070
use rights with carrying value of ARB(ZZZRE:
RMB23,176,000 23,792,000CARH)
(2005: RMB23,792,000), ZKAERT R
buildings with carrying ERE  IREE
value of RMB36,640,000 36,640,000 AR
(2005: RMB39,415,000) (ZTThEF:
and bank deposits of 39,415,000 A HE)
RMBS,652,000 ZIEF%8,652,0007
(2005: RMB 8,194,000) ARE(ZSZRE :
8,194,000 AR )
ZBAEREER 168,585 72,635 - -
283,985 249,188 41,115 40,198
- Unsecured —EHA 87,299 151,316 - -
Other loans HthEH
— Secured by plant and —hIREET
machinery with carrying (ZZT%R&:
value of RMB: Nil 22,777,0007C
(2005: RMB22,777,000) ARE) 25
R EIEER 3319 27,007 - -
374,603 427,511 41,115 40,198
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REMB®E W

31. & (&)
EEA TSI E:

31. BORROWINGS (Continued)

The borrowings are denominated in the following currencies:

Group Company
AEH b NN
2006 2005 2006 2005
ZEEREF —ZETNF —EEXRE —ZTRF
RMB’000 RMB’000 RMB’000 RMB’000
FTRARY FrTARKE FTRARY FrARE
Hong Kong dollars BT 41,115 40,198 41,115 40,198
RMB ARH 247,000 313,450 - -
New Taiwan dollars At 86,488 73,863 - -
374,603 427,511 41,115 40,198
The effective annual interest rates of the borrowings at the balance sheet NEEHEEEREMERMT:
date were as follows:
2006 2005
—EERE —ZEThHF
HK$ RMB NTD HK$ RMB NTD
BT ARY b=t BT AR e
Bank borrowings |ITEE 2.5-5.5% 2.8-5.5% 2.4-6% 4.6% 4.4-49% 2-5.4%

The carrying amounts of all borrowings approximate their fair values. EEEZIEmEEE AT ERE-

32. ISSUED CAPITAL 32. ERITIREK
Number of Nominal
authorised Number of value of
shares shares issued shares issued
EE 2817 2817
RGEE ROEE ROEE
RMB'000
FrARE
At 1 January 2005 and RZZEZTRF—A—H
At 31 December 2005 =TT RE
+=—A=+—H 1,000,000,000 400,000,000 42,480
Issue of shares BITRRD - 80,000,000 8,000
At 31 December 2006 RZZTRF
+=—A=+—H 1,000,000,000 480,000,000 50,480

F3#2006 =TT E WA E
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On 20 December 2006, pursuant to the subscription agreement entered
into the Company and 10 individual investors 80,000,000 shares of HK$0.10
each in the Company were issued at a price of HK$0.50 per share. All the

new shares issued rank pari passu in all respects the then existing shares.

The Share Option Scheme was adopted on 24 May 2004 for the primary
purpose of providing incentives and to recognise the contribution of the
eligible participants to the growth of the Group and will expire on 24 May
2014. Under the Share Option Scheme, the Board may grant options to
eligible full time employees, including any executive, non-executive and
independent non-executive directors, and consultants or advisers of the

Company and/or any of its subsidiaries.

Up to 31 December 2006, no options have been granted since the adoption
of the Share Option Scheme. The total number of shares in respect of which
options may be granted under the Share Option Scheme and any other
option schemes is not permitted to exceed 30% of the issued share capital
of the Company from time to time, without prior approval from the
Company’s shareholders. The number of shares in respect of which options
may be granted to any individual in any year is not permitted to exceed 1%
of the issued share capital of the Company, without prior approval from

the Company’s shareholders.

Options may be exercised at any time from the date of grant to the 10
years of the date of grant. No minimum period for which an option must
be held is required. The exercise price, which is determined by the Board is
the highest of: (i) the closing price per share on the date of grant; (i) the
average closing price per share for the five business days immediately

preceding the date of grant; and (iii) the nominal value of a share.

Annual Report 2006
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REMB®E W

34. RESERVES 34. &
Company NN
Proposed
Special Share  Translation Retained final
reserve premium reserve profits dividend Total
Bk
KRGS RAEE BHEREE RE A RERE @it
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
TEAEE FTrAR®E TrARE TFrARE FTrAR%E TrARE
At 1 January 2005 RZZETRAF—A—H 129,211 4,076 - 3,125 12,000 148,412
Exchange difference EHESE - - (870) - - (870)
Loss for the year FNEE - - - (6,675) - (6,675)
Dividend paid BIRRE - - - - (12,000) (12,000)
proposed final dividend RRARBRE (4,000) - - - 4,000 -
At 31 December 2005 and RZZEERF-A—-H
1 January 2006 LZZTHF
+-A=t—H 125,211 4,076 (870) (3,550) 4,000 128,867
Exchange differences iR ER - - (9,036) - - (9,036)
Issue of shares BIIRG - 32,000 - - - 32,000
Share issue expenses BRHBEITHZ - (200) - - - (200)
Loss for the year FREE - - (9,032) - (9,032)
Dividend paid BIRRE - - - - (4,000) (4,000)
Proposed final dividend FORARERE - - - (9,600) 9,600 -
At 31 December 2006 RZZERF
+-A=t+—H 125,211 35,876 (9,906) (22,182) 9,600 138,599

The special reserve represented the difference between the nominal value
of the shares of the Company issued in exchange for the issued share capital
of the subsidiaries and the value of the underlying assets of the subsidiaries

pursuant to the Group Reorganisation on 12 December 2004.

Subject to the Companies Law of the Cayman Islands and the Article of
Association of the Company, the share premium and special reserve are

distributable to the shareholders of the Company.

Movements of the Group’s reserves are set out in the consolidated statement

of changes in equity on page 40.

FRIRBEARRRE -_TENE+ - A+
THZEESEE RRBME AR EETR
AMETZENEELNBRRIEHEEE
ZER

REMSFERARERARTEBEIZMN
A B s B R R EE AT Dk T AR FR
Ho

FEBBREDHNFIOA G EREE)
D
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35. NOTES TO THE CONSOLIDATED CASH FLOW

STATEMENT

(@)  Reconciliation of profit before taxation to net cash outflow from (a)

operating activities:

35. ZMERERERKHE

B A0 Al i ) 148
HiR

Notes to the Consolidated Financial Statements
;e B RS M

BEBFRERLEZ

2006 2005
ZEERE —TTRF
RMB’000 RMB'000
FTTARH FTARE
Profit before taxation FRBLADEF 13,538 1,638
Adjustments for: A
Interest income FEHA (1,172) (964)
Interest expenses FEZH 20,661 14,372
Depreciation e 26,171 14,071
Amortisation of operating AT E TR
lease prepayment pd §i 222 222
Gain on deemed and partial disposal WA RE D L EHE AT
of interests in subsidiaries R 2 W (4,673) -
Negative goodwill arising from acquisition E U BB M B A R SR I ME R
of additional interest in a subsidiary EEZB/E (171) -
Reversal of impairment E YR URE
loss on trade receivables EEE D - (3,229)
Fair value gain on foreign INBEE RN TEE
currency contracts s - (1,396)
Loss on disposal of property, HEME - WK
plant and equipment Bz EE - 124
Gain on disposal of property, HEWE - B R
plant and equipment Bl (1,646) 4)
Operating profit before EEESHBA
working capital changes R F 52,930 24,834
Increase in inventories FEIEN (4,748) (74,999)
Increase in amount due FEURE A A
from a related company FRIEIE AN (3) (2,733)
Increase in trade receivables, B ZREWIRR - FERRIE
prepayments, deposits and - Ble RAEMFE
other receivables FRIAE N (77,707) (45,181)
Increase in trade payables, BRI - bR
other payables and accruals I FEET B RN 9,991 54,442
Cash outflow from KR H SR
operating activities (19,537) (43,637)
Income tax refunded/(paid) REL(BA) F8H 264 (2,701)
Net cash outflow from REFTHHERE
operating activities BE (19,273) (46,338)
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35. NOTES TO THE CONSOLIDATED CASH FLOW 5. FEREREBERMIE(E)
STATEMENT (Continued)
(b) Acquisition of a subsidiary (b)y WEHEBATR
On 20 October 2005, the Group acquired 51.83% of the share capital RZZETRF AR AEEWE
of Fullchamp, a private company established in Taiwan. Fullchamp is BN (—ERBERLZFLART) Z
principally engaged in the design, development and manufacture of 51.83% BA-EXREBHERT F
aluminum forged and forged-spun wheels for automobiles and trading B BLERIERACER RIBEER K
of the products mainly in China, United States of America, Japan, RAE B B & BUMN &R M
Taiwan, Europe and Australia. BEEHEM
Details of net assets of Fullchamp acquired and goodwill at 31 R-ZZERE+_A=+—HBmikE
December 2005 were as follows: ERZFEEREBHBENT:
2005
—ETRF
RMB'000
FXARE
Purchase consideration BERE
— Cash paid —BfRE 40,112
Fair value of net assets acquired — shown as below  FTUEE 2 FEE A FE—FIRIT 27,404
Goodwill P 12,708

Details of the decrease in the interest in Fullchamp during the year
ended 31 December 2006 and after the balance sheet date are set

out in notes 9, 21 and 43(i) to the financial statements.

HE-_ZZRF+ZA=1+—HLHF
ERERB L #ERZFBEHNT R
RUSEE9 ~ MiFE21 K FRE43() ©

F3#2006 =TT E WA E
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35. NOTES TO THE CONSOLIDATED CASH FLOW

STATEMENT (Continued)

3B. mERERERMITE)

The tangible assets and liabilities arising from the acquisition of Fullchamp HE_TZERF+_A=+—HILFEWEHE

for the year ended in December 2005 were as follows:

ERAELZEREERBBFINT:

Fair value

ANEE

RMB’000

FTARKE

Cash and cash equivalents RekReFHEIER 20,057

Property, plant and equipment W - s RRE 94,708

Inventories FE 24,490

Receivables FEUTIR R 30,464
Payables FERTIRER (80,548)
Borrowings BE (36,299)

Net assets FEE 52,872
Minority interests (48.17%) DE IR (48.17%) (25,468)

Net tangible assets attributable to 51.83% acquired FriiES1.83% EREN B 2EE 27,404

Purchase consideration settled in cash AR MGz EERE 40,112
Cash and cash equivalents in subsidiary acquired FrUEM B AR 2B ke SEER (20,057)

Cash outflow on acquisition WEEMB AR 2 Re M 20,055
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37.

Notes to the Consolidated Financial Statements

OPERATING LEASE COMMITMENTS

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

respect of motor vehicles and rented premises which fall due as follows:

REMB®E W

36. REHNEIE
REE R AEERAERAEYERER
TR E S 2 R A BESE ST 2 K188
A% RIEAS RENT:

2006 2005
—EBEXRE —ZETRF
RMB’000 RMB’'000
FTTARHK FTARE
Motor vehicles Pkl

Within one year —ER 541 436

Rented premises HEWE
Within one year —FR 830 1,193
In the second to fifth years inclusive F_ETF (BEEREME) 990 727
2,361 2,356

Leases are negotiated for term of one to two years with fixed monthly

rentals over the term of the leases.

FUTURE OPERATING LEASE ARRANGEMENT

At the balance sheet date, the Group had future aggregate minimum lease
receipts under non-cancellable operating lease in respect of aircrafts as

follows:

BHzERHER—E=EmF MEHRNZA
BB EE -

7. A REEHO L H
REEFE R REBERRIERIEN THIEARE
W AR E L 2 RR R E B
AT

2006 2005

—EEXE —TTRF

RMB’000 RMB'000

FTTARH FLARE

Within one year —FA 4,966 6,004
In the second to fifth years inclusive FIERF (RIEERME) 1,655 8,005
6,621 14,009

Lease is negotiated for term of three years with a fixed monthly rental over

the term of the lease.

BHzERHERL=F MEHRNZ AT
BEE -

F3#2006 =TT E WA E

87



88

Notes to the Consolidated Financial Statements

e RS R

38. COMMITMENTS 38. A& iE
2006 2005
—EERE ZZTTRF
RMB’000 RMB'000
FTRARY FrTARE
Capital expenditure contracted BRNEME  KER

for but not provided in respect of B2 BRI AMERERE

acquisition of property, plant and equipment - ¥:NE 6 1,498 4,054

The Company did not have any significant capital commitments at both

balance sheet dates.

39. PLEDGE OF ASSETS

At 31 December 2006, the Group pledged the freehold land and land use
rights with carrying value of approximately RMB23,176,000 (2005:
RMB23,792,000) and building, plant and equipment with aggregate carrying
value of approximately RMB139,153,000 (2005: RMB144,859,000) and
bank deposits of approximately RMB8,652,000 (2005: RMB8,194,000) to
banks to secure banking facilities to the extent of approximately
RMB117,120,000 (2005: RMB122,875,000) granted to the Group.

40. CONTINGENT LIABILITIES

At 31 December 2006, the Company has given corporate guarantees in
favour certain banks to secure banking facilities of approximately
RMB47,017,000 (2005: RMB145,263,000) granted to Guangzhou Mayer,
a subsidiary. Out of these banking facilities, approximately RMB44,961,000
was utilised by Guangzhou Mayer as at 31 December 2006 (2005:
RMB96,983,000).

Apart from the above, the Company and the Group have no other material

contingent liabilities at both balance sheet dates.

Mayer Holding Limited Annual Report 2006
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30. EEHE M

RZZZERFT_A=+—H REHE
MERTTIR AR (E4923,176,000TAR
B(ZZETFHF 23,792,000 ARE) ~
KAERIH R L FERE UNRIEE
#(E#7139,153,000TC AR (ZETHF:
144,859,000t ARE) 2 EF HIERH
% 12 %78,652,000 L AR (Z T T RHF:
8,194,0007T A R#5) SR1TFH  MEARE
EER%117,120,000 AR (ZZEZTH
%:122,875,000C ARKE) 2 RITEE 2K
ﬁao

40. R AREE

REZZETZRNF+A=1+—8 XRFN
BRI EMNEDEEIRITEE MR E TRT
REARIERYDL7,017,000 AR (ZF
TR :145,263,000T AREE) fEZFIRTT
EER BNESHE_ZTAF+A=
+—HEBAEHRLA4,961,000 L AR
(ZZZT A 96,983,000t ARK) o

B Lt ESN KRR R ARERMELEER
TEAMBEBARABE:



41.

Notes to the Consolidated Financial Statements

EMPLOYEE RETIREMENT BENEFITS

The Company and its subsidiaries participate in defined contribution
retirement schemes governed by the relevant local government authorities

in which they operate.

The Company operates a Mandatory Provident Fund Scheme (the “Scheme")
for all qualifying employees in Hong Kong. The assets of the Scheme are
held separately from those of the Group, in funds under the control of
trustees. The Company contributes 5% of the relevant payroll to the Scheme,
which contribution is matched by employees. The Company’s employer
contributions vest fully with the employees when contributed into the

scheme.

The Company’s subsidiary in the PRC is required to make monthly
contributions to the retirement schemes up to the time of retirement of the
eligible employees, at a rate of 12% of the local standard basic salaries.
The local government authorities are responsible for the pension liabilities

to these retired employees.

As of 31 December 2006, the Group had no obligation apart from the
contributions as stated above. There were no forfeited contributions, which

arose upon employees leaving the retirement benefits schemes.

41. BER

e YRS R

K48 R

RAFREME AR 285 BT B #
FAPTER B 2 E B BURIGH B

ZIK”AETRE%E%@%%%T% BRI
DB ([T ~ZE B2 EERT
fE/\% tleReREREEEENFHTE-
KR BHZIBBF B 2 5% [RaZaT IVEH H
MmABHREREHE- ARBZEEHK
REAEEHERS2HMEB TRE

ARBRFEZMBRRNA EREBRK
A& AARBR R B HRERE R
EEAHE ZAotmEBUHi‘%EEZ BEXM
ZERKNEBZERNKE-

REZZERF+ZA=+—H BRElHER
ShREEN EAREMEE TRERES
RHRRE R B8 Mz ke
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42. CONNECTED AND RELATED PARTY TRANSACTIONS

During the year, the Group had the following connected and related party

transactions which were conducted in the ordinary course of the Group’s

business:

@

(ii)

(iii)

ROC Advance Limited (“ROC"), a wholly-owned subsidiary of the
Group entered into an aircraft lease agreement with Daily Air
Corporation Inc., (“Daily Air"), a related company in which Mr. Huang
Chun-fa has beneficial interest, regarding the leasing of two aircrafts
and the provision of consultancy services by ROC to Daily Air for a
term of three years commencing from 1 May 2006 to 30 April 2008
in consideration of rental income and consultancy fee income. At the
balance sheet date, RMB2,736,000 is due from this related company
(note 26). Total amounts received during the year are disclosed in (ii)
below.

In addition to the transactions and balances detailed elsewhere in
these financial statements, the Group had the following material
transactions with related parties during the year:

2. BEXRSFRBAEALTRS
RER AEBERFEHRETZHER
SREEATZZMT:

—
=

(ii)

AEBE2EWBEQRIBESRA A
(T8 ]) BEERRELTMERNE
RAR ([EmzE]) (EFEELER
H @B EmEs) 5] L RKAES %
F RNBBEAMERM Z HERmEE
MEZMEREBERE BT X
FRA-BE=ZZT)\FHEA=1+H
IEAB=F REAHESWARERME
WA -REEE B EIRGZEER RIZIE
#2,736,0007T A R (Fi5E26) < F A
W B 2 4 FEER T (i o

PR AN B 75 R E A B ) ANl 2 52
SRS ARERFREFEAL
HEITATEARS:

Nature of
Name Relationship transaction 2006 2005
®H BAR RBME ZEEREF —EThEF
RMB’000 RMB’000
TRAR® FTARE
Lo Haw and Director of Rental paid (note) 120 120
his spouse the company
7% N H B RAREE [mAREiEE AT
Daily Air Under common Rental income 4,966 2,840
director Consultancy fee income 144 358
e R HEEEES A WA
BRI BUA
Note:  The rental, which was paid for premises owned by Mr. Lo Miet: FBEXERERBHAES

Haw and his spouse was determined with reference to the
prevailing market rental.

On 30 June 2006 an ordinary resolution was passed by way of poll
that a connected transaction of the issuance of the Fullchamp
10,000,000 new shares at offer price of NTD12.5 per share (the
“Fullchamp Offer Shares”) to Taiwan Mayer and other investors. The
Company did not subscribed for any share in the Fullchamp Offer
Shares, as a result, the Company’s equity interest in Fullchamp was
diluted from approximately 51.83% to 39.48% upon the completion
of the Fullchamp Share Offer and it was treated as a deemed disposal
by the Company, details of which were disclosed in the circular of the
Company dated 12 June 2006.
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Notes to the Consolidated Financial Statements

43, POST BALANCE SHEET EVENTS

0]

(i)

The disposal of Fullchamp

On 13 April 2007, Sunbeam, a wholly-owned subsidiary of the
Company, entered into the Share Disposal Agreement with Taiwan
Mayer, the ultimate holding company, to dispose all of its 28.51%
equity interest in Fullchamp for a consideration of NTD149,500,000
(equivalent to approximately HK$35.2 million) in cash, subject to the
resolution by the independent shareholders of the Company at its

extraordinary general meeting to be held on 31 May 2007.

The consideration for the disposal was determined by reference to
the net asset value of Fullchamp as at 31 December 2006 and was
arrived at after arm’s length negotiation between the Company and

Taiwan Mayer.

The estimated proforma gain on the disposal, based on latest audited
net assets of Fullchamp as at 31 December 2006 and as if the disposal
was completed on 31 December 2006, would amount to

approximately RMB4.9 million.

Acquisition and aircraft sale agreement

On 13 April 2007, ROC, a wholly-owned subsidiary of the Company,
entered into the Aircraft Sale Agreement with Sino Regal Assets Limited
("Sino Regal”), a wholly-owned subsidiary of Taiwan Mayer, the
ultimate holding company, to acquire two aircrafts from Sino Regal
for a total consideration of approximately USD2 million. At the same
date, Sino Regal, ROC and Daily Air a related company in which Mr
Huang Chun-fa, a non-executive director of the Company, has
beneficial interest, executed the Lease Assignment Agreement. Under
the Agreement, ROC has agreed to continuously lease the Aircrafts
to Daily Air for the period commencing from the date of the Lease
Assignment Agreement to 30 April 2008 for an annul rental of
UsbD552,000.

;én(:-lj_‘/\

(i)

(ii)

B %5 W E MR

HEBRSE

ml:l

HEE M
R-FTt EEH+:EI'$"ETZ%
BB R B R O H AR AR R Y é/‘%

EDET R HE ek Lxﬁd &R
ﬁiZ%E‘EZS.H%%E‘BHﬂE'ﬁE%E
& ¥ 6 #149,500,0007T (FBERL
35,200,000 7T)  MEZERF AR A B
BRER-_ZTZELFAA=-T—HET
BT RREFRIRE ELURBRRILE
FAEE-

HEFRZREDIZEEUR _FF
RETZA=+—RZEEFEME
SR RR R A SRR AT ELE
BERIRIZR

BEXN=_TEF+-_A=+—A8H2
fLHﬂ%%’f?éEE@rﬁ?%ﬁE R&
EFER_ZEZERF+ZA=+—H
TR HEFEZ R EERE BN R
4,900,0007T A R -

BB SRR REHEE =

RZZZLFNA+=A AREIZE
B E R FIE s AR R AR R A
g8 2 2B MIE 2 RlSino Regal Assets
Limited ([Sino Regal ] ) 5] S 7R $5 £ 175
% LA[AISino Regalf® & MZE M - 48X
{&#7/42,000,0005 7 [F] HSino Regal *
W53 R EAE N RIR R MZE (KA RIZEH
MEFHFLEEEREPREERE
REVHEEEGE -REZ R I
EREBEELARK T ELMZE A
EHERFZABREE_TT N\FHA
=+ A1 FH % A552,000% 7T

£4R2006 = GE T H R A E
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43. POST BALANCE SHEET EVENTS (Continued)

(iii) Raw materials purchase agreement

On 13 April 2007, Guangzhou Mayer, a 81.4% indirectly-owned-
subsidiary of the Company, entered into the Raw Material Purchase
Agreement with Taiwan Mayer, the ultimate holding company, for
the acquisition of raw materials from Taiwan Mayer for the period
commencing from 1 April 2007 to 31 March 2010. The directors of
the Company expect that the maximum amount of raw material
purchase for the three years ending 31 March 2010 will be in the
amounts of USD3.9 million, USD4.29 million and USD4.719 million,

respectively.

Details of the above transactions are set out in the Company’s circular dated
13 April 2007.

44. ULTIMATE HOLDING COMPANY

The directors regard Mayer Steel Pipe Corporation, a company incorporated

in Taiwan, as being the ultimate holding company.

Mayer Holding Limited Annual Report 2006
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