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Business Review & Outlook

For the fiscal year of 2005/2006, the Group achieved a turnover of
HK$3,778 million and has recorded a net profit of HK$600 million. This
represents an increase in turnover of 36.3% and an increase in net profit
of 43.6% over last year. During the year, we have started our seventh
production line (PM7), with an annual capacity of 400,000MT, at our
newest Hongmei plant, which is expected to bring contributions in the
coming years. Now, all seven of our paper production lines (PM1 to
PM7) and our pulp mill, with an annual paper capacity of 1,600,000MT
and an annual pulp capacity of 200,000MT, are running at full capacity.

As China’s economy grows, China’s paper consumption will also grow at
similar pace. While we expect China continue to be the most important
market for our products, we will also be selling our products outside
China to enhance our leadership position internationally. Our low cost
structure, our superior quality and our strategic location make our
products extremely competitive in the global market.

Within China, we will be introducing a wider range of products for
different customers’ needs. Further, our piers at Changshu and
Chongging are expected to be operational soon. With these piers, we
hope to serve our customers better in the Yangtze River Delta and in the
south-west region of China by allowing us to make more timely deliveries
at a lower cost.

In order to supply the growing China and export markets, we have plans
to start four new production lines in the next 18 months. Our eighth and
tenth production lines (PM8 and PM10) will start operation at our
Changshu plant. Likewise, our ninth and eleventh production lines (PM9
and PM11) will start operation at our Hongmei plant. With this expansion,
the Group’s annual paper capacity will exceed 3,100,000MT, making
the Group one of the largest containerboard producers in the world.

On behalf of the Board

Lee Wan Keung Patrick
Chairman

Hong Kong, 26 June 2006
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Results of Operation

Turnover and net profit attributable to shareholders for the year ended
31 March 2006 was HK$3,778 million and HK$600 million, representing
an increase of 36.3% and 43.6%, as compared to HK$2,771 million
and HK$418 million, respectively, for last year. The earnings per share
for the year was HK62.24 cents when compared with HK43.54 cents for
last year.

The increase in turnover and net profit were mainly attributable to the
significant increase in the Group’s sales of containerboard mainly due to
the result of the full year commercial operation of the paper machine VI
which started in September 2004.

Distribution Costs and Administrative Expenses
The Group's distribution costs and administrative expenses increased by
approximately 117% and 37% from HK$54.5 million and HK$109.6
million for the year ended 31 March 2005 to HK$118.5 million and
HK$150.3 million for the year ended 31 March 2006 respectively as a
result of the expansion in the operation of the Group and the increase in
the Group’s turnover during the year.

Finance Costs

The Group's finance costs was HK$72.9 million for the year ended 31
March 2006 as compared to HK$13.1 million for the year ended 31
March 2005. The increase was mainly due to the increase in average
amount of outstanding bank loans during the year.

Inventories, Debtors’ and Creditors’ Turnover

The inventory turnover of the Group's raw materials and finished products
were 85 days and 12 days, respectively, for the year ended 31 March
2005 as compared to 100 days and 11 days, respectively, for the year
ended 31 March 2006. This exhibits continued strong demand from our
customers.

The Group's debtors’ turnover days were 65 days for the year ended 31
March 2006 as compared to 66 days for the year ended 31 March 2005.
This is in line with the credit terms of around 45 days to 60 days granted
by the Group to its customers.

The Group’s creditors’ turnover days were 18 days for the year ended 31
March 2005 as compared to 26 days for the year ended 31 March 2006
and is in line with the credit terms granted by the Group’s suppliers to
the Group.
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Liquidity, Financial Resources and Capital Structure
The total shareholders’ fund of the Group as at 31 March 2006 was
HK$3,577 million (31 March 2005: HK$3,041 million). As at 31 March
2006, the Group had current assets of HK$1,846 million (31 March 2005:
HK$1,373 million) and current liabilities of HK$ 1,148 million (31 March
2005: HK$912 million). The current ratio was 1.61 as at 31 March 2006
as compared to 1.51 at 31 March 2005.

The Group generally finances its operations with internally generated
cashflow and credit facilities provided by its principal bankers in Hong
Kong and the PRC. As at 31 March 2006, the Group had outstanding
bank borrowings of HK$883 million (31 March 2005: HK$769 million).
These bank loans were secured by corporate guarantees provided by
certain subsidiaries of the Company. In addition, the Group issued
HK$1,000 million zero coupon convertible bonds due in 2011 in January
2006. The Group's net debt-to-equity ratio (total borrowings net of cash
and cash equivalents over shareholders’ equity) increased from 0.23 as
at 31 March 2005 to 0.47 as at 31 March 2006 as a result of the capital
expenditure spent on paper machine VIl during the year.

The Group’s liquidity position remains strong and the Group possesses
sufficient cash and available banking facilities to meet its commitments,
working capital requirements and future investments for expansion.

The Group's transactions and the monetary assets are principally
denominated in Renminbi, Hong Kong dollars or United States dollars.
The Group has not experienced any material difficulties or effects on its
operations or liquidity as a result of fluctuations in currency exchange
rates during the year ended 31 March 2006. During the year ended 31
March 2006, the Group has used currency structured instruments, foreign
currency borrowings or other means to hedge its foreign currency
exposure. In this regards, the Group considers its currency risk is
significantly reduced.
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Use of Proceeds From the Issue of the Convertible
Bonds

The net proceeds from the issue of the convertible bonds which was
completed in January 2006, of approximately HK$972 million, will be
used to finance the Group’s acquisition of paper machine VIl and related
production equipment and services which are expected to be incurred
over the next one year. The proceeds from the issue of the convertible
bonds not immediately applied towards the purchase of paper machine
VIl have been employed as general working capital.

Employees

As at 31 March 2006, the Group had a workforce of more than 3,200
people. Salaries of employees are maintained at competitive level and
are reviewed annually, with close reference to the relevant labour market
and economic situation. The Group also provides internal training to
staff and provides bonuses based upon staff performance and profits of
the Company.

The Group has not experienced any significant problems with its
employees or disruption to its operations due to labour disputes nor has
it experienced any difficulty in the recruitment and retention of
experienced staff. The Group maintains a good relationship with its
employees.

The Group has a Share Option Scheme whereby employees of the Group
are granted options to acquire shares in the Company.
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CORPORATE GOVERNANCE REPORT
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Corporate Governance Practices

The Company is committed to maintaining high standards of corporate
governance. The board of directors (the “Board"”) of the Company believes
that sound and reasonable corporate governance practices are essential
for the growth of the Group and for safeguarding and maximizing
shareholders’ interests. During the year under review, the Company has
complied with the Code on Corporate Governance Practices (the “Code”)
as set out in Appendix 14 of the Rules Governing the Listing of Securities
(“Listing Rules”) on The Stock Exchange of Hong Kong Limited.

The objectives of the management structures within the Group, headed
by the Board and led by the Chairman, are to deliver sustainable value to
Shareholders.

The Chairman provides leadership to and oversees the effective
functioning of the Board. With support of the Chief Executive Officer
and the Company Secretary, the Chairman approves Board meeting
agenda, and ensures Directors have proper briefing, and timely receive
adequate and reliable information, on all Board matters.

The role of the Chairman is separate from that of the Chief Executive
Officer, and difference persons hold the separate offices. Chief Executive
Officer heads the management and focuses on the day-to-day operations
of the Group.

Directors’ Securities Transactions

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (“Model Code”) as set out in Appendix 10
of the Listing Rules as a code of conduct regarding directors’ securities
transactions in 2004. All the members of the Board have confirmed,
following specific enquiry by the Company that they have complied with
the required standard as set out in the Model Code throughout the year
ended 31 March 2006. The Model Code also applies to other specified
senior management of the Group.
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Board of Directors
Composition and Role
The Board comprises:

Executive Directors:

Mr Lee Wan Keung Patrick (Chairman)
Mr Lee Man Chun Raymond BBs

Mr Lee Man Bun

Mr Li King Wai Ross

Mr Tan Siak Him Alexander

Non-executive Director:
Professor Poon Chung Kwong GBS Jp

Independent Non-executive Director:
Mr Heng Kwoo Seng

Mr Wong Kai Tung Tony

Ms Law Kar Shui Elizabeth

The Board comprises of five executive directors (one of whom is the
Chairman), one non-executive director and three independent
non-executive directors. The three independent non-executive directors
represent one-third of the Board. In addition, three of the independent
non-executive directors possess appropriate legal, professional accounting
qualifications and financial management expertise.

The principal focus of the Board is on the overall strategic development
of the Group. The Board also monitors the financial performance and
the internal controls of the Group’s business operations.

The independent non-executive directors also serve the important function
of ensuring and monitoring the basis for an effective corporate
governance framework. The Board considers that each independent
non-executive director is independent in character and judgment and
that they all meet the specific independence criteria as required by the
Listing Rules. The Company has received from each independent non-
executive director an annual confirmation or confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The independent
non-executive directors are explicitly identified in all of the Company’s
corporate communications.
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Board of Directors (Continued)

Composition and Role (Continued)

The Chairman is primarily responsible for drawing up and approving the
agenda for each board meeting in consultation with all directors. Notice
of at least 14 days have been given to all directors for all regular board
meetings and the directors can include matters for discussion in the
agenda if necessary. Agenda and accompanying board papers in respect
of regular board meetings are sent out in full to all directors within
reasonable time before the meeting. Draft minutes of all board meetings
are circulated to directors for comment within a reasonable time prior to
confirmation.

Minutes of board meetings and meetings of board committees are kept
by duly appointed secretaries of the respective meetings and all directors
have access to board papers and related materials, and are provided
with adequate information on a timely manner, which enable the Board
to make an informed decision on matters placed before it.

During the year, full board meetings were held and the individual
attendance of each director is set out below:
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Number of board

meetings

attended

HEESgE

Name of director EENAE EERE
Mr Lee Wan Keung Patrick FEREE 4/5
Mr Lee Man Chun Raymond BBs BB ERETEE 5/5
Mr Lee Man Bun BIORLE 3/5
Mr Li King Wai Ross TISE R 4/4
Mr Tan Siak Him Alexander PREGE S E 2/5
Prof Poon Chung Kwong GBs Jp BRI GBS ATt 1/5
Mr Heng Kwoo Seng B LE 3/5
Mr Wong Kai Tung Tony FRUREAE 3/5
Ms Law Kar Shui Elizabeth A YN 0/5
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Audit Committee
The Audit Committee was established in 2003 and its current members
include:

Mr Heng Kwoo Seng (Chairman)
Mr Wong Kai Tung Tony
Ms Law Kar Shui Elizabeth

The Board considers that each Audit Committee member has broad
commercial experience and there is a suitable mix of expertise in legal,
business and accounting on the Audit Committee. The composition and
members of the Audit Committee complies with the requirements under
Rule 3.21 of the Listing Rules. The written terms of reference which
describe the authority and duties of the Audit Committee were adopted
in 2003 to conform to the provisions of the Code, a copy of which is
posted on the Company’s website.

The Audit Committee meets regularly to review the Group’s financial
reporting and other information to shareholders, the system of internal
controls, risk management and the effectiveness and objectively of the
audit process. The Audit Committee also provides an important link
between the Board and the Company’s auditors in matters coming within
the scope of its terms of reference and keeps under review the
independence and objectivity of the auditors.

The Audit Committee has reviewed with the management the accounting
principles and practices adopted by the Group and discussed internal
controls and financial reporting matters including a review of the accounts
for the year ended 31 March 2006.

During the year, three Audit Committee meetings were held and the
individual attendance of each member is set out below:
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Mr Heng Kwoo Seng Thea& A 3/3
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Ms Law Kar Shui Elizabeth R/ ME 373
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Remuneration Committee
The Remuneration Committee was established in 2005 and the current
members include:

Mr Heng Kwoo Seng (Chairman)
Mr Wong Kai Tung Tony
Ms Law Kar Shui Elizabeth

All members of the Remuneration Committee are independent
non-executive directors. The Remuneration Committee advises the Board
on the Group’s overall policy and structure for the remuneration of
directors and senior management. The Remuneration Committee ensures
that no director or any of his associate is involved in deciding his own
remuneration. The terms of reference of the Remuneration Committee
were adopted in 2005 to conform to the provisions of the Code, a copy
of which is posted on the Company’s website.

In determining the emolument payable to directors, the Remuneration
Committee takes into consideration factors such as salaries paid by
comparable companies, time commitment and responsibilities of the
directors, employment conditions elsewhere in the Group and the
desirability of performance-based remuneration.

The Remuneration Committee meets regularly to determine the policy
for the remuneration of directors and assess performance of executive
directors and certain senior management. As the Remuneration
Committee was established in September 2005, only one Remuneration
Committee meeting was held during the year and all members have
attended in the first meeting.

Auditors’ Remuneration
For the year ended 31 March 2006, the auditors of the Company only
provided audit services to the Company.

Internal Controls

The Board has overall responsibility for the system of internal controls of
the Group and for reviewing its effectiveness. The Board is committed to
implementing an effective and sound internal controls system to safeguard
the interest of shareholders and the Group’s assets. The Board has
delegated to executive management the implementation of the system
of internal controls and reviewing of all relevant financial, operational,
compliance controls and risk management function within an established
framework.
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Directors’ Responsibility Statement

The directors are responsible for the preparation of accounts for each
financial period which give a true and fair view of the state of affairs of
the Group and of the results and cash flow for that period. In preparing
the accounts for the year ended 31 March 2006, the directors have
selected suitable accounting policies and applied them consistently;
adopted appropriate Hong Kong Financial Reporting Standards and Hong
Kong Accounting Standards; made adjustments and estimates that are
prudent and reasonable; and have prepared the accounts on the going
concern basis. The directors are also responsible for keeping proper
accounting records which disclose with reasonable accuracy at any time
the financial position of the Group.

Investor Relations and Communication

The Board is committed to providing clear and full information about
the Group’s performance to shareholders through the publication of
interim results and annual results in a timely manner. In addition to
dispatching circulars, notices and financial reports to shareholders,
additional information is also available to shareholders on the website of
the Company.

The annual general meeting provides a useful forum for shareholders to
raise comments and exchange views with the Board. Shareholders are
encouraged to attend annual general meetings for which the Company
gives at least 21 days’ notice. The Chairman and Directors and external
auditors are available to answer questions on the Company’s businesses
at the meeting.

Separate resolutions are proposed at the general meetings on each
substantially separate issue, including the election of individual directors.
In addition, procedures for demanding a poll are included in the circular
to shareholders dispatched together with the annual report.
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Executive Director

Mr Lee Wan Keung Patrick, aged 63, Chairman of the Company and
founder of the Group, is in charge of senior staff management and
recruitment, corporate strategy, building construction and public relations
for the Group in the PRC. He has over 43 years of experience in
manufacturing and international trade. Mr Lee is the Chairman of the
Hong Kong Hainan Commercial Association, a standing member of the
Political Consultative Committee of Guangdong Province and an honorary
principal of the Qionghai Jiaji Secondary School and Hainan Guoxing
Secondary School. He has also been awarded honorary citizenship of
Dongguan.

Mr Lee Man Chun Raymond, 88s, aged 35, Chief Executive Officer as
well as founder of the Company, is primarily in charge of corporate
planning, investment projects and acquisition of heavy production
machines. Mr Lee has over ten years of operational experience in paper
manufacturing and is experienced in professional formula of paper making
and product development. He holds a bachelor’s degree in applied science
from the University of British Columbia. Mr Lee is also involved in a number
of public engagements including being a standing member of the Political
Consultative Committee of Hainan, the Vice-chairman of Rehabilitation
Advisory Committee, the member of Yan Chai Hospital Advisory Board,
the Honorary President of the Kowloon region of the Scout Association
of Hong Kong and the President of the Hong Kong Road Safety
Association. Mr Lee has also been awarded honorary citizenship of
Dongguan and reputational citizenship of Changshu. In November 2002,
Mr Lee was awarded the “Young Industrialist Award of HongKong 2002
by the Federation of the Hong Kong Industries. In addition, in November
2003, Mr Lee was also awarded the “2003 Hong Kong Ten Outstanding
Young Persons Selection Awardee” by Hong Kong Junior Chamber. In
2005, Mr Lee received the “Bronze Bauhinia Star” (BBS) from the
Government of the Hong Kong Special Administrative Region. Mr Lee is
the eldest son of Mr Lee Wan Keung Patrick.

Mr Lee Man Bun, aged 26, Executive Director and Assistant General
Manager of the Company, is responsible for production management,
research & development, repair and maintenance of production machines
and factory staff management. Mr Lee holds a bachelor’s degree of
Applied Science in Chemical Engineering from the University of British
Columbia in Canada. He is also the director of Yan Chai Hospital Board
of Directors. He joined the Group in July 2003. Mr Lee is the youngest
son of Mr Lee Wan Keung Patrick.

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report
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Executive Director (Continued)

Mr Li King Wai Ross, aged 31, is the executive manager of Huangyong
factory responsible for the daily factory management of Huangyong
factory, purchasing of OCC as well as maintaining relationship of various
government departments in Dongguan. Mr Li holds a Masters Degree in
Science (Electrical Engineering) from Stanford University in U.S.A. and a
bachelor’s degree of Applied Science (Computer Engineering) from
University of British Columbia in Canada. Mr Li has over 7 years of
experience in production management and in technological research &
development. Prior to joining the group, Mr Li was involved in the
management of computer graphics design at Sun Microsystems, Silicon
Valley, U.S.A. He joined the Group in December 2002.

Mr Tan Siak Him Alexander, aged 48, Executive Director of the
Company, is stationed overseas responsible for the procurement of OCC
businesses. Mr Tan Joined the Group in October 2000. He has over 28
years of experience in the management of both multinational and local
manufacturing companies in China.

Non-Executive Directors

Professor Poon Chung Kwong, GBS JP, aged 66, the non-executive
director of the Group, is currently the President of the Hong Kong
Polytechnic University and has over 35 years working experience in
educational sector. He was honoured as one of the “Ten Outstanding
Young Persons in Hong Kong"” in 1979; was appointed Non-official Justice
of the Peace (JP) in 1989; received the OBE in 1991 and the Gold Bauhinia
Star (GBS) in 2002.

Independent Non-executive Directors

Mr Wong Kai Tung Tony, aged 63, an independent non-executive
Director of the Group, has been a practicing lawyer in Hong Kong since
1968 and has also been admitted as a solicitor in England and Wales. He
is currently a consultant at Messrs. Hastings & Co., Solicitors and Notaries.

Mr Heng Kwoo Seng, aged 58, an independent non-executive Director
of the Group, is the Managing Partner of Morison Heng, Chartered
Accountants and Certified Public Accountants in Hong Kong. He is a
fellow member of the Institute of Chartered Accountants in England
and Wales and an associate member of the Hong Kong Institute of
Certified Public Accountants. He has worked with a number of companies
listed on the Stock Exchange either in the capacity of company secretary
or as an independent non-executive director.
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Independent Non-executive Directors (Continued)
Ms Law Kar Shui Elizabeth, aged 57, an independent non-executive
Director of the Group, is the director of Park Hotel International Limited,
and previously the director of Laws International Group Limited. She has
over 31 years’ experience in textile and garment industries and was
responsible for the management of the sweater and knitwear business.
She has also over 11 years' experience in property investment and
development. She is the General Manager of Park Hotel and the Director
of a number of business enterprises, responsible for the overall
management and strategic planning of the businesses.

Senior Management

Mr Hui Yick Kwan Tony, aged 48, the Finance Director of the Company,
is in charge of corporate financial matters, investors and bankers relations
of the Group. Mr Hui holds a bachelor's degree in Commerce and a
master’s degree in business administration. Mr Hui is an associate member
of the Hong Kong Institute of Certified Public Accountants, the CPA
Australia and a fellow member of the Association of Chartered Certified
Accountants. He is a Certified Public Accountant Practicing in Hong Kong
and has more than 20 years of experience in auditing, business advisory
and financial management. He joined the Group in November 2005.

Mr Cheung Kwok Keung, aged 39, is the Chief Financial Officer of the
Group responsible for the internal supervision and management of the
Group's financial matters and company secretary of the Company. Mr
Cheung is a fellow member of the Association of Chartered Certified
Accountants and an associate member of the Hong Kong Institute of
Certified Public Accountants and has over 17 years of experience in the
field of auditing and accounting. Mr Cheung holds a professional diploma
in accountancy from the Hong Kong Polytechnic University. He joined
the Group in August 2002.

Mr Lau Kwok Keung, aged 49, is the executive manager of Jiangsu
Lee & Man responsible for the daily operation and management of Jiangsu
Lee & Man. Mr Lau holds a bachelor’s degree of science (engineering)
from Imperial College of Science and Technology, University of London.
He has over 18 years of factory operation and management experience.
He joined the Group in July 2003.

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report
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Senior Management (Continued)

Mr Chan Kong Sang, aged 46, is the project manager of the Group
responsible for all the mechanical and electrical engineering projects. Mr
Chan holds a bachelor’s degree of science in engineering from the
University of Hong Kong. Mr Chan has over 23 years of operational
experience in managing production and engineering aspects of
manufacturing businesses and joined the Group in January 2001.

Ms Lam Sau Ping, aged 37, is the sales manager of the Group responsible
for sales and marketing. Ms Lam holds a higher certificate in marketing
and sales management from the Hong Kong Polytechnic University. Ms
Lam has over 16 years of work experience in sales and marketing. She
joined the Group in March 1996.

Mr Lu Man Sheng, aged 59, is a production manager of Dongguan
Lee & Man responsible for the management of paper manufacturing.
Mr Lu holds a professional engineer certificate for paper manufacturing
stock preparation from the Guangxi School of Light Industry. Mr Lu has
over 36 years of experience in paper manufacturing and production
management. He joined the Group in May 1994.

Mr Chan Chi Ho, aged 37, is a production manager of the Jiangsu
plant, responsible for paper production management and engineering
matters. Mr Chan has over 17 years of experience in overseeing
production matters in the paper manufacturing business. Mr Chan joined
the Group in April 1999.

Mr Wu Xiao Shi, aged 39, is the power plant manager of the Group
responsible for management of power production. Mr Wu holds a
bachelor’s degree in engineering from Dongnan University. Mr Wu has
over 17 years of experience in power production management. Mr Wu
joined the Group in December 1999.

Mr Wu Pak Ping, aged 39, is the general manager of Chongging Lee &
Man responsible for the construction of Chongging industrial park. Mr
Wu holds a bachelor’s degree in civil engineering from the University of
Hunan and has over 20 years of experience in planning and managing
infrastructure. He joined the Group in April 1997.
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The directors present their annual report and the audited financial
statements of the Group for the year ended 31 March 2006.

Principal Activities

The Company acts as an investment holding company. The principal
activities of its principal subsidiaries are set out in note 36 to the financial
statements.

Results and Appropriations
The results of the Group for the year ended 31 March 2006 are set out
in the consolidated income statement on page 29.

The directors of the Company recommended the payment of a final
dividend of HK$0.24 per share for the year ended 31 March 2006 to the
shareholders on the register of members on 15 August 2006, amounting
to approximately HK$232,226,000, subject to the approval of the
shareholders at the forthcoming annual general meeting.

Share Capital
Details of movements in the share capital of the Company are set out in
note 26 to the financial statements.

Property, Plant and Equipment

During the year, the Group acquired property, plant and equipment at a
cost of approximately HK$ 1,134 million for the purpose of expanding its
business. Details of this and other movements in the property, plant and
equipment of the Group during the year are set out in note 15 to the
financial statements.

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report
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Directors and Directors’ Service Contracts
The directors of the Company during the year and up to the date of this
report were:

Executive directors

Lee Wan Keung Patrick (Chairman)

Lee Man Chun Raymond, Bss (Chief Executive Officer)
Lee Man Bun

Tan Siak Him Alexander

Li King Wai Ross (appointed on 12 August 2005)

Non-executive director
Professor Poon Chung Kwong, GBs Jp

Independent non-executive directors
Wong Kai Tung Tony

Heng Kwoo Seng

Law Kar Shui Elizabeth

In accordance with Articles 86(3) and 87(1) of the Company’s Articles of
Association, Mr Lee Man Chun Raymond, Mr Tan Siak Him Alexander
and Mr Li King Wai Ross retire and, being eligible, offer themselves for
re-election.

Mr Lee Wan Keung Patrick, Mr Lee Man Chun Raymond and Mr Tan
Siak Him Alexander, have entered into service agreements with the
Company for an initial period of four years commencing 1 September
2003, which will continue thereafter unless and until terminated by either
party by three months’ prior written notice.

Mr Lee Man Bun has entered into a service agreement with the Company
for an initial period of three years commencing 16 August 2004, which
will continue thereafter unless and until terminated by either party by
three months' prior written notice.

Mr Li King Wai Ross has entered into a service agreement with the
Company for an initial period of three years commencing 12 August
2005, which will continue thereafter unless and until terminated by either
party by three months’ prior written notice.

The term of office of each of the independent non-executive directors is
the period up to his/her retirement as required by the Company’s Articles
of Association.
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Directors’ and Chief Executives’ Interests and Short
Positions in Equity or Debt Securities

As at 31 March 2006, the relevant interests or short positions of the
directors or chief executives of the Company in the shares, underlying
shares and debentures of the Company or its associated corporations
(within the meaning of Part XV of the Securities and Futures Ordinance
(“SFO™) which are required to be notified to the Company and The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) pursuant to
Divisions 7 and 8 of Part XV of the SFO (including interests or short
positions which they are taken or deemed to have under such provisions
of the SFO)) or were required pursuant to section 352 of the SFO, to be
entered in the register referred to therein or were required, pursuant to
the relevant provisions of the Rules Governing the Listing of Securities
on the Stock Exchange (the “Listing Rules”) relating to securities
transactions by directors to be notified to the Company and the Stock
Exchange were as follows:

Long positions
@ Ordinary shares of HK$0.10 each of the Company

EERIETHAESRRASEHRS T
BHEERRE

RZERFA=+—"H FARAREFLEE
TTRABEARRSEAEEE (F& LESF L
BiEPI ([ RHEMRR) F+ 088 /i 4
B M B A W AREE 7 MR RDISE
THERTRFEIDHREMNEAATNELEHE
RZAABRAR (B WERRRIAR (B
RERIEES LB GBI ER E1E
BANEDRIOAR) SREEZ LB RFI%352
(ARSI RGP B AL AR R SR B R
B ARES EMARR ([ EMRA) ARESE
TRHFR HNB BIRURMNE AR A M FreviE
mIRBINT:

WA
@ ARAIEREE.108TTHEER

Number of Percentage
ordinary shares of the issued
subject to share capital
Number of options granted of the Company
ordinary 1= R R GARTF
Name of director Capacity shares i R BEITRAE
3 =20 LEREE LEREE B
Lee Wan Keung Patrick Held by controlled corporation (Note) 718,718,000 - 74.28%
FER AR EHERRE (i)
Lee Man Chun Raymond Held by controlled corporation (Note) 718,718,000 - 74.28%
FXE RXEREERE ()
Lee Man Bun Held by controlled corporation (Note) 718,718,000 - 74.28%
E3Q ) RXEREERE ()
Tan Siak Him Alexander Beneficial owner - 1,566,000 0.16%
R EREAA
Li King Wai Ross Beneficial owner - 600,000 0.06%
G ERBERA
Wong Kai Tung Tony Beneficial owner 500,000 500,000 0.10%
FROR ERBEAA
Heng Kwoo Seng Beneficial owner 1,000,000 800,000 0.19%

i) BEHAA

Note: These shares were held by Gold Best Holdings Ltd. (“Gold Best"),
whose entire issued share capital is held by Trustcorp Limited
(“Trustcorp”) as trustee for The Fortune Star 1992 Trust, a discretionary
trust the discretionary objects of which include Mr Lee Wan Keung
Patrick, Mr Lee Man Chun Raymond and Mr Lee Man Bun (all of
them are directors of the Company), certain of their family members
and other charitable objects.
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Directors’ and Chief Executives’ Interests and Short
Positions in Equity or Debt Securities (Continued)
Long positions (Continued)

(b) Ordinary shares of the associated corporations of the Company

EERIZTHAERBRASER S Dk
BHRERRE (B

wAE (&)

(b) AR EINEBEER BB

Percentage

of the issued
share capital of
the associated

Name of Number of corporation

associated ordinary G EE

Name of director Capacity corporation shares BEITHEA

Bl 20 HEEE 2B LERYE Bt

Lee Wan Keung Patrick Held by controlled corporation (Note) Gold Best 5 100%
ESEE M EGEEREE (M)

Lee Man Chun Raymond Held by controlled corporation (Note) Gold Best 5 100%
FXf& B EEERRE ()

Lee Man Bun Held by controlled corporation (Note) Gold Best 5 100%
R, B EEERREE ()

Note: As Gold Best owns more than 50% interest of the Company, Gold
Best is an associated corporation of the Company under the SFO.
The entire issued share capital of Gold Best is owned by Trustcorp as
trustee for The Fortune Star 1992 Trust, a discretionary trust the
discretionary objects of which include Mr Lee Wan Keung Patrick,
Mr Lee Man Chun Raymond and Mr Lee Man Bun (all of them are
directors of the Company), certain of their family members and other
charitable objects.

Save as disclosed above and other than certain nominee shares in
subsidiaries held by certain directors in trust for the Company, none of
the directors or chief executives or their associates had any interests or
short positions in any shares, underlying shares or debentures of the
Company or any of its associated corporations as at 31 March 2006.

FaE: FIAGold BestEAANA E]50% A L 1#%S - 1R
BEEMHEED] Gold Best A2 A &HIHA
BtAE Gold BestM & EFE 1T AR
TrustcorpbAThe Fortune Star 1992 Trust&){=
£ A Z{D# - The Fortune Star 1992 Trust
R—HEZEGET ARSI EARETER
T BB RFSORGE (BRI AL
NRER) BENETREKEREMES
Egg-

B EXFRBEEINER T ETERERRBAUE
ARARERRRFAE THE RTINS TRMDIN
R-TTRFA=1—H FEF TBTBAR
R iR BRI A BRI AR B S EL (LA AR A
R AR MBS A R E AR
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Share Options
Particulars of the Company’s share option schemes, namely Share Option
Scheme and Pre-IPO Share Option Scheme, are set out in note 27 to the
financial statements.

(@) The following table discloses movements in the Company’s Pre-IPO
Share Option Scheme during the year.

R

AR RERET S (FIRBRERT 81 N B R AR B
AIFBAERT &) M BRI MR E27 -

@) TEHEEAATNE
B ERHEBIER

RAFIE R AT R

Number of shares of the Company to be
issued upon exercise of the share options

REBRERTERET
BTHANRRGEE
Exercise
price per
share Outstanding Outstanding
B at 1.4.2005 Exercised at 31.3.2006
Date of TEE  Exercisable Z—ETRE during ZEERE
Name grant HK$ period MA—H theyear =H=+—H
& b=k BT fTiEH R AT EWiTE R ITHE
Category I: Directors
R ES
Tan Siak Him Alexander Gz 11.9.2003 417 26.3.2004 to 1,986,000 (420,000) 1,566,000
25.9.2006
Wong Kai Tung Tony FRE 11.9.2003 417 26.3.2004 to 1,000,000 (500,000) 500,000
25.9.2006
Heng Kwoo Seng liEaE=S 11.9.2003 417 26.3.2004 to 1,800,000 (1,000,000) 800,000
25.9.2006
Total Directors EEEH 4,786,000 (1,920,000) 2,866,000
Category II: Other employees
R ER
Employees E& 11.9.2003 417 263.2004 to 4,054,000  (1,404,000) 2,650,000
25.9.2006
Category IIl: Others
=8 B
Consultants R 11.9.2003 417 26.3.2004 to 900,000 (900,000) -
25.9.2006
Total BE 9,740,000 (4,224,000) 5,516,000

22

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report




FBRE (&)

Share Options (Continued)
The closing prices of the Company’s shares immediately before the date N2 BRI R BERAETT(E B VAT — R 2 i B 40

which the options were exercised were as follows: T
Closing price before the date of exercise
friE B E AT T (B
Number of share options exercised HK$
RERERITERROEE BT
1,754,000 8.10
2,470,000 10.85

(o) The following table discloses movements in the Company’s Share ~ (b) IR EEBE A QBN FRBERENEI T2
Option Scheme during the year: 2E):

Number of shares

of the Company to be
issued upon exercise
of the share options

granted during
the year and
outstanding at
31.3.2006
Exercise price FRREERE
per share BITERGFRT
8k ARRABRMEER
TEE Exercisable RIBERE
Name Date of grant HK$ period =A=+—H
ARl B AH AT fTEH M RITEHE
Category I: Director
E—HER
Li King Wai Ross iR 23.12.2005 850  23.12.2005 to 600,000
22.12.2008
Category II: Other employees
B8R ESR
Employees EE 23.12.2005 8.50 23.12.2005 to 1,200,000
22.12.2008
Total B 1,800,000

The closing prices of the Company’s shares at date of grant were HK$8.50. P HHIE B AR BIIRE 2 W B R8.50/8 T e
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Directors’ Rights to Acquire Shares or Debentures
Save as disclosed under the heading “Share Options” above, at no time
during the year was the Company, its holding company or any of its
fellow subsidiaries and subsidiaries a party to any arrangements to enable
the directors of the Company to acquire benefits by means of the
acquisition of shares in, or debts securities (including debentures) of, the
Company or any other body corporate and none of the directors, their
spouses or children under the age of 18, had any rights to subscribe for
securities of the Company, or had exercised any such rights.

Substantial Shareholders

As at 31 March 2006, the following persons (other than directors or
chief executives of the Company) had interests or short positions in the
ordinary shares of the Company which fall to be disclosed to the Company
under the provisions of Divisions 2 and 3 of Part XV of the SFO, or which
were recorded in the register required to be kept by the Company under
section 336 of the SFO:

Long positions
Ordinary shares of HK$0.10 each of the Company

ESBERRMIESHED

B B[R | — S PR EE &N N DA BAEAR
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{51 55 336 REVIRTE O iEB M A R RIIZZ IR B
Bt eEmsSRE

WA
AL EIEFARENEO. 108 T ) B8R

Number of Percentage of the

issued ordinary issued share capital

shares held of the Company

Name of shareholder Capacity BECEIT AL TBHIT

lisde 324 g1 LEEEE BAES

Gold Best Beneficial owner 718,718,000 74.28%

EmlEBA

Trustcorp Held by controlled corporation 718,718,000 74.28%
BXEHEERE

Lee Wong Wai Kuen Held by spouse (Note) 718,718,000 74.28%
FEEIE miERAE ()

Note: Under the SFO, Lee Wong Wai Kuen is deemed to be interested in these
718,718,000 ordinary shares as she is the spouse of Lee Wan Keung Patrick,
a director of the Company.

Save as disclosed above, as at 31 March 2006, the Company had not
been notified by any persons (other than directors or chief executives of
the Company) who had interests or short positions in the shares or
underlying shares of the Company which would fall to be disclosed to
the Company under the provisions of Divisions 2 and 3 of the Part XV of
the SFO, or which were recorded in the register required to be kept by
the Company under section 336 of the SFO.
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Connected Transactions

Details of the discloseable connected transactions for the year are set
out in note 35 to the financial statements. In the opinion of the
independent non-executive directors, these transactions entered into by
the Group were:

(i) inthe ordinary and usual course of business of the Group;

(i) either (a) on normal commercial terms; or (b) where there is no
available comparison, on terms that were fair and reasonable so
far as the shareholders of the Company are concerned,;

(iii) either (a) in accordance with the terms of the agreements; or (b)
where there are no such agreements, on terms no less favourable
than those available to or from independent third parties; and

(iv)  within the relevant cap amounts as agreed by the Stock Exchange.

Save as disclosed above, there were no other transactions which are
required to be disclosed as connected transactions in accordance with
the requirements of the Listing Rules.

Directors’ Interest in Contracts

Save as disclosed under the heading “Connected Transactions”, there
were no contracts of significance to which the Company, its holding
company or any of its fellow subsidiaries and subsidiaries was a party
and in which a director of the Company had a material interest, whether
directly or indirectly, subsisting at the end of the year or at any time
during the year.

Major Customers and Suppliers

During the year, the aggregate purchases attributable to the Group’s
five largest suppliers comprised approximately 40% of the Group’s total
purchases and the purchases attributable to the Group’s largest supplier
were approximately 19% of the Group’s total purchases.

The aggregate sales during the year attributable to the Group’s five largest
customers were less than 30% of the Group’s total sales.

None of the directors, their associates or any shareholder which, to the
knowledge of the directors, owned more than 5% of the Company’s
issued share capital had any interest in the share capital of any of the five
largest suppliers of the Group.
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Purchase, Sale or Redemption of the Company’s
Listed Securities

During the year, neither the Company nor any of its subsidiaries
purchased, sold or redeemed any of the Company’s listed securities.

Sufficiency of Public Float

According to the information that is publicly available to the Company
and within the knowledge of the directors, the Company has maintained
a sufficient public float throughout the year ended 31 March 2006.

Pre-Emptive Rights

There is no provision for pre-emptive rights under the Company’s bye-laws,
or the laws of Cayman Islands, which would oblige the Company to
offer new shares on a pro-rata basis to existing shareholders.

Emolument Policy

The Group remunerates its employees based on their performance,
experience and prevailing market rate. Other employee benefits including
insurance and medical cover and share options are also provided.

The determination of emoluments of the directors of the Company
has taken into consideration their expertise and job specifications.

Donations
During the year, the Group made charitable and other donations
amounting to HK$1,370,000.

Auditors

A resolution will be submitted to the annual general meeting of the
Company to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of
the Company.

On behalf of the Board
Lee Wan Keung Patrick
Director

Hong Kong, 26 June 2006
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Deloitte.

BE - BRI ENT

Deloitte Touche Tohmatsu

BB EESSH 35/F One Pacific Place
/E AT EEB—EE351E 88 Queensway
‘LE\ Hong Kong
TO THE SHAREHOLDERS OF LEE & MAN PAPER MANUFACTURING IR R B R A RBEE

LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Lee & Man
Paper Manufacturing Limited (the” Company”) and its subsidiaries (the
"Group’) from pages 29 to 91 which have been prepared in accordance
with accounting principles generally accepted in Hong Kong.

Respective Responsibilities of Directors and
Auditors

The directors of the Company are responsible for the preparation of
consolidated financial statements which give a true and fair view. In
preparing consolidated financial statements which give a true and fair
view it is fundamental that appropriate accounting policies are selected
and applied consistently.

It is our responsibility to form an independent opinion, based on our
audit, on those financial statements and to report our opinion solely to
you, as a body, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report.

Basis of Opinion

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public
Accountants. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the consolidated financial
statements. It also includes an assessment of the significant estimates
and judgments made by the directors in the preparation of the
consolidated financial statements, and of whether the accounting policies
are appropriate to the circumstances of the Group, consistently applied
and adequately disclosed.

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance as to whether the
consolidated financial statements are free from material misstatement.
In forming our opinion, we also evaluated the overall adequacy of the
presentation of information in the consolidated financial statements. We
believe that our audit provides a reasonable basis for our opinion.
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Opinion

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

DELOITTE TOUCHE TOHMATSU
Certified Public Accountants

Hong Kong, 26 June 2006
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2006 2005

ZEERE TEERE

Notes HK$’000 HK$'000

FHET FATT

Turnover EER 7 3,778,054 2,771,423
Cost of sales SHERAR (2,903,880) (2,197,992)

Gross profit EH 874,174 573,431
Other income HAbgA 93,215 27,199
Distribution costs DA (118,517) (54,547)
Administrative expenses T E R (150,349) (109,567)
Finance costs EUR DN 8 (72,937) (13,080)
Profit before taxation MR AT 2R 625,586 423,436
Income tax expense AEH 9 (25,558) (5,693)
Profit for the year FERF| 10 600,028 417,743
Dividend R B 11 173,409 96,155
Earnings per share BREA 12

— Basic 7N 62.24 cents {ll | 43.54 cents il

— Diluted —BE 62.13 cents il | 43.36 cents 1Ll
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CONSOLIDATED BALANCE SHEET

meBEERER

At 31 March 2006 —ZFEEXF=FA=+—H

2006 2005
ZBERE —EThEF
Notes HK$'000 HK$'000
FHET FAT
(as restated)
(&%)
NON-CURRENT ASSETS ERBEE
Property, plant and equipment YN B MR 15 3,575,000 2,497,776
Prepaid lease payments — non-current TENHERE - JERE
portion EBH 16 176,441 84,586
Deposits paid for acquisition of property, ~ BEWEX BERRER
plant and equipment and land use right THERREMNET 17 155,649 148,174
Deferred tax assets BERIAEE 28 19,956 8,860
Retirement benefit assets BIREREE 34 607 1,320
3,927,653 2,740,716
CURRENT ASSETS MENEE
Inventories Ea sy 18 774,259 548,364
Prepaid lease payments — current portion  FANFAEIE — R EHER(D 16 3,850 1,931
Trade receivables FEUE SRR 19 676,364 500,860
Bills receivable e 19 130,753 72,078
Deposits, prepayments and other receivables #%&  FEFRIBREMEWKE 19 125,597 139,442
Notes receivable R EE 19 = 26,643
Amount due from a related company FEW R B A RIFRIR 20 22,938 612
Taxation recoverable BIEEEE = 92
Derivative financial instruments PTEME T A 24 1,131 =
Restricted bank deposits BRHIRITER 19 1,154 1,055
Bank balances and cash RITER KBS 19 110,317 81,600
1,846,363 1,372,677
CURRENT LIABILITIES nEBAaR
Trade and bills payable FER BRI R K 21 169,689 97,762
Accruals and other payables FEET & A I H AT RRIE 22 181,575 192,253
Taxation payable FERTHHIE 12,358 3,579
Derivative financial instruments PTHEMETA 24 2,028 -
Bank overdraft RITBEL 504 =
Bank borrowings — due within one year RITEE - —FAEE 23 782,107 618,474
1,148,261 912,068
NET CURRENT ASSETS MEEEFE 698,102 460,609
TOTAL ASSETS LESS CURRENT EERERTBAE
LIABILITIES 4,625,755 3,201,325
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2006 2005
ZEFERE —EERF
Notes HK$'000 HK$'000
T#xT T
(as restated)
(&%)

NON-CURRENT LIABILITIES EREBEE
Bank borrowings — due after one year RITIEE ——F1&FE 23 100,000 150,713
Deferred tax liabilities FELEFIABE 28 30,266 9,151
Convertible bonds ARG E S 25 901,006 =
Retirement benefit liabilities RIKEFEE 34 17,439 =
1,048,711 159,864
3,577,044 3,041,461

CAPITAL AND RESERVES B R E
Share capital f& 7R 26 96,761 96,338
Reserves (=] 3,480,283 2,945,123
3,577,044 3,041,461

The financial statements on pages 29 to 91 were approved and authorised
for issue by the Board of Directors on 26 June 2006 and are signed on its

behalf by:

Lee Wan Keung Patrick ZiE3&

Chairman /&

FEFNEAFHENFBERRER _TTRFN
AT RARESSHERFRETE YH T IE
ERREE

Lee Man Chun Raymond Z=3z1%
Director EF
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

nVT\
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32

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

Convertible
Share bonds
options equity
Share Share reserve  Translation Special reserve Accumulated Total
capital  premium e reserve reserve  FIRES profits equity
Bx  RihERE BfE  ERRE  HARGE  RERE  EREN KE0s
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$ 000
Thn T T Thn T T Thn THL
At 1 April 2004 “ZTMFMA—H 84,053 1,042,438 - 19,463 (2,999) - 760,443 1,903,398
Profit and total recognised income ~~ FREF|RE R
for the year WA - - - - - - M1 4778
Issue of new shares HTH 12,000 797400 - - - - - 809,400
Issue of shares on exercise of REREEE
share options [ 285 1,616 - - - - = 11,901
Expenses incurred in connection Bk AEE
with the isse of shares i0F35g - (4.826) - - - - = (4,826)
Dividend paid (note 11) &S (BEE11) - - - - - - (96155)  (96,1%5)
At 31 March 2005 “EERF-R=T-H 9338 1846628 - 19,463 (2,999) - 1,082,031 3,041,461
Exchange differences arising on BERNRERER
translation of foreign operations 2 ESNEHEBE
recognised directly in equity FEEZERES - - - 29,521 - - - 29,521
Profit for the year FREM - - - - - - 600028 600,028
Total recognised income and EEERAZMA
expenses for the year kRS @ - - - 29,521 - - 600,028 629,549
Issue of convertible bonds B ARES - - - - - 62,000 = 62,000
Transaction costs attributable to RE TR AR ES
issue of convertible bonds MELZRFRA - - - = = (1,744) = (1,744)
Issue of shares on exercise of REREEE
share options W?ﬁ‘ﬁﬂﬁf\ 423 7,191 - - - - = 17,614
Recognition of equity-settled EERE
share-based payment expenses 7 lﬁﬁﬂiﬁ%m\ - - 1573 - - - - 1573
Dividend paid (note 11) RS (1) - - - - - - (173409)  (173409)
At 31 March 2006 ZEEREZASH-H 9%,761 1,863,819 1,573 48,984 (2,999) 60,256 1,508,650 3,577,044

The special reserve of the Group represents the difference between the
nominal value of the aggregate share capital of the subsidiaries acquired
by the Group pursuant to the corporate reorganisation in September
2003, over the nominal value of the Company’s shares issued for the

acquisition.
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2006 2005
ZEERE —ETRF
HK$’000 HK$'000
F#T FAT
(as restated)
(4 E5))
OPERATING ACTIVITIES BEXR
Profit before taxation ATEA] 625,586 423,436
Adjustments for: BUATEIERZ:
Depreciation and amortisation PrE R 97,989 81,786
Finance costs SR I 72,937 13,080
Retirement benefit expense (income) BRAREMFEZ ) 17,349 (66)
Release of prepaid lease payments T & FRIB M 3,844 1,855
Equity-settled share-based payment I fE E AR S N F B
expenses 1,573 -
Loss arising from change in fair value of TEMBIREAFEEES
derivative financial instrument FrEA 2 518 828 =
Loss on disposal of property, plant and HEWF WERREEE
equipment ZEE 365 6,816
Interest income FBUA (1,871) (668)
Gain arising from change in fair value of ROTEMB T AN TE
derivative financial instrument FEFEANGE (23,931) =
Operating cash flows before movements ~ &EESEHRINLLRSRE
in working capital 794,669 526,239
Increase in inventories FEEm (236,441) (79,294)
Increase in trade receivables FEUCE 5 BR T 1N (184,819) (213,956)
Increase in bills receivable U ZE FRIE N (58,676) (14,427)
Decrease (increase) in deposits, e FENFREBEREMD
prepayments and other receivables FEMGRIR R > (35 00) 11,164 (36,501)
(Increase) decrease in amount due from FEUE REEB A R FUE
a related company () Sm (22,338) 832
Increase (decrease) in trade and bills payable FE{BRZ & =R 0 CRid) 73,807 (22,812)
(Decrease) increase in accruals and other FERTE A Rk E AN FIE
payables CRiA) & (6,980) 69,338
Cash generated from operations KEXBEENERS 370,386 229,419
Hong Kong Profits Tax refunded (paid) BEENETRZ (ERD) 92 (92)
PRC Foreign Enterprise Income Tax paid B BN SIS (7,116) (9,073)
Interest paid BfFE (56,496) (11,412)
NET CASH FROM OPERATING ACTIVITIES B & £HELMNRE&FH 306,866 208,842
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CONSOLIDATED CASH FLOW STATEMENT

MERTMER

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

2006 2005
ZEERE —EETRF
HK$°000 HK$'000
FET T
(as restated)
(& &7)
INVESTING ACTIVITIES BEEH
Purchase of property, plant and equipment B &Y% E MR & (1,028,669) (545,397)
Deposits paid for acquisition of property, — BEE¥ZE BE K RE
plant and equipment and land use right K AR RET & (155,649) (148,174)
Prepaid lease payments TR ERIE (23,199) =
Increase in restricted bank deposit BRFIRITEFIE N (119) (1,055)
Proceeds from disposal of property, I E VI RS &
plant and equipment Fr1S 5018 6,086 15
Interest received B & 1,871 668
Release of retirement benefit scheme ROKEFFT SRS 803 =
Purchase of notes it - (27,423)
NET CASH USED IN INVESTING BEEFBFAN
ACTIVITIES REFH (1,198,876) (721,366)
FINANCING ACTIVITIES BLEEE
New bank loans raised HMEBERITER 1,368,540 1,407,068
Net proceeds on issue of convertible bonds 2577 AR R(ES TS TR IBF 58 971,875 =
Net proceeds from issue of shares BITRD PTG IR FHE 17,614 458,990
Repayment of bank loans EEBITER (1,262,424) (1,525,161)
Dividend paid BERRE (173,409) (96,155)
NET CASH FROM FINANCING ACTIVITIES RAE EENMSREEFHE 922,196 244,742
NET INCREASE (DECREASE) IN RERREEEY
CASH AND CASH EQUIVALENTS @i G ) B8 30,186 (267,782)
CASH AND CASH EQUIVALENTS RERREEEY
BROUGHT FORWARD AR BR 81,600 349,382
EFFECT OF EXCHANGE RATE CHANGES [EXREB) - & (1,973) -
CASH AND CASH EQUIVALENTS RERREEEY
CARRIED FORWARD gz 109,813 81,600
ANALYSIS OF THE BALANCE OF RERREEEY
CASH AND CASH EQUIVALENTS BT
Bank balances and cash RITER KBS 110,317 81,600
Bank overdraft RITEX (504) =
109,813 81,600
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General

The Company is a public limited company incorporated and
registered as an exempted company with limited liability in the
Cayman Islands under the Companies Law (2001 Second Revision)
of the Cayman Islands on 21 May 2003 and its shares are listed on
The Stock Exchange of Hong Kong Limited (the “Stock Exchange”).
Its ultimate holding company is Gold Best Holdings Ltd. (“Gold
Best”), a company incorporated in the British Virgin Islands. The
addresses of the registered office and principal place of business of
the Company are disclosed in the Corporate Information to the
annual report.

The financial statements are presented in Hong Kong dollars, which
is the functional currency of the Company.

The Company acts as an investment holding company. The principal
activities of its principal subsidiaries are set out in note 36.

Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies

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

— &R
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gl RPN EBEE XS ([832FT]) £
Mo ARNAMRLER AT ZGold Best
Holdings Ltd. ([Gold Best|) ' &—RIR KB
TSI R R AN A RFMHEE R
B ERR MU ARF R AT AR

AR IABTINR BT AARE 2T
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B RERISE I TSR MIEES6 ©
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BFIth SR AR TR T E B SRS
EREHIRE NSRS EREBRNE
FIEA P - SR T B B B ISR 5 R B Bk
BAREE T 2 2FHBOR WA AT Hf
MEEHFERENEFE:
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NOTES TO THE FINANCIAL STATEMENTS
B RS Rak B

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

36

Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(Continued)

Share-based Payments

In the current year, the Group has applied HKFRS 2 “Share-based
Payment” which requires an expense to be recognised where the
Group buys goods or obtains services in exchange for shares or
rights over shares (“equity-settled transactions”). The principal
impact of HKFRS 2 on the Group is in relation to the expensing of
the fair value of share options granted to directors and employees
of the Company, determined at the date of grant of the share
options, over the vesting period. Prior to the application of HKFRS
2, the Group did not recognise the financial effect of these share
options until they were exercised. The Group has applied HKFRS 2
to share options granted for the accounting period on or after 1
April 2005. In relation to share options granted before 1 April 2005,
the Group is still required to apply HKFRS 2 retrospectively to share
options that were granted after 7 November 2002 and had not
vested on 1 January 2005.

The effect of this change in accounting policy on the results for the
year is an increase in share-based payment expenses of
HK$1,573,000 (see note 3 for the financial impact).

Financial Instruments

In the current year, the Group has applied HKAS 32 “Financial
Instruments: Disclosure and Presentation” and HKAS 39 “Financial
Instruments: Recognition and Measurement”. HKAS 32 requires
retrospective application. HKAS 39, which is effective for annual
periods beginning on or after 1 January 2005, generally does not
permit the recognition, derecognition or measurement of financial
assets and liabilities on a retrospective basis. The application of HKAS
32 has had no material impact on how the financial instruments of
the Group are presented for current and prior accounting periods.
The principal effects resulting from the implementation of HKAS
39 are summarised below.
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Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(Continued)

Financial Instruments (Continued)

Convertible bonds

The principal impact of HKAS 32 on the Group is in relation to
convertible bonds issued by the Company that contain both liability
and equity components. HKAS 32 requires an issuer of a compound
financial instrument that contains both financial liability and equity
components to separate the compound financial instrument into
the liability and equity components on initial recognition and to
account for these components separately. In subsequent periods,
the liability component is carried at amortised cost using the effective
interest method. The Group has applied HKAS 32 on the convertible
bonds issued during the year. The change of this accounting policy
has resulted in an increase in interest on convertible bonds of
HK$12,712,000 (see note 3 for the financial impact).

Classification and measurement of financial assets and
financial liabilities

The Group has applied the relevant transitional provisions in HKAS
39 with respect to the classification and measurement of financial
assets and financial liabilities that are within the scope of HKAS 39.

Financial assets and financial liabilities other than debt and
equity securities

From 1 April 2005 onwards, the Group has classified and measured
its financial assets and financial liabilities in accordance with the
requirements of HKAS 39. Financial assets under HKAS 39 are
classified as “financial assets at fair value through profit or loss”,
“available-for-sale financial assets”, “loans and receivables” or
“held-to-maturity financial assets”. Financial assets at fair value
through profit or loss and available-for-sale financial assets are carried
at fair value, with changes in fair values recognised in profit or loss
and equity, respectively. Loans and receivables and held-to-maturity
financial assets are measured at amortised cost using the effective
interest method after initial recognition. Financial liabilities are
generally classified as “financial liabilities at fair value through profit
orloss” or “other financial liabilities”. Financial liabilities at fair value
through profit or loss are measured at fair value, with changes in
fair value being recognised in profit or loss directly. Other financial
liabilities are carried at amortised cost using the effective interest
method after initial recognition. The adoption of HKAS 39 has had
no material effect on the Group’s accumulated profits.
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Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(Continued)

Financial Instruments (Continued)

Derivatives and hedging

From 1 April 2005 onwards, all derivatives that are within the scope
of HKAS 39 are required to be carried at fair value at each balance
sheet date regardless of whether they are deemed as held for trading
or designated as effective hedging instruments. HKAS 39 requires
derivatives embedded in a non-derivatives host contract to be
accounted for separately when the economic risks and characteristics
are not closely related to those of the host contract and the host
contract is not carried at fair value through profit or loss. Under
HKAS 39, derivatives (including embedded derivatives separately
accounted for from the non-derivative host contracts) are deemed
as held-for-trading financial assets or financial liabilities, unless they
qualify and are designated as effective hedging instruments. As a
result, certain options embedded in the convertible bonds are
separately accounted for and recorded as derivative financial
instruments in the balance sheet, with changes in fair value
recognised in the income statement. Options embedded in
convertible bonds issued during the year and decrease in the fair
value of these derivative financial instruments during the year
amounting to HK$24,000,000 and HK$22,800,000, respectively.
This change in accounting policy has also resulted in a gain arising
from change in fair value of currency structured instruments of
HK$1,131,000 and a loss arising from change in fair value of another
currency structured instruments of HK$828,000 for the year.

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report

BERMBREENER EBOREH

€-))

MBEIE (&)
TET AR

—EERFNA R BSeHERF39
SREBSRFTAITE TR AN ELEE A%
AEEVER M AERABFEEENIEEIES
R T BB - F A2 ERIE 395 E
BREEIPTAET AT AN ITET A (HE
B R EEIEEES NBRHE BB 5T
R MERLIFRATEFABS - RERS
EETERIFE 395K BRIEFFE B IIEERAB K
¥hTE BRSTAT A (RIEHEIESTETA
FEAENFTIRZREITETR) RARKIER
BUMREERFAE B B TRESRT
B ES 2 Bl B AT R IR TR IS T A
REEBERTE AT EESA N RTE
R FNMETEERAIBRKRES 2 Bk
RERZETERBIANEERD D RAE
24,000,000/ 7T }222,800,00078 7 R IE & 51
BUREF MNERERAB T EATEZ K
#=1,131,0008 T R A EEEE T ERAFE
B E518828,000/8 T



Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(Continued)

Financial Instruments (Continued)

Derecognition

HKAS 39 provides more rigorous criteria for the derecognition of
financial assets than the criteria applied in previous periods. Under
HKAS 39, a financial asset is derecognised, when and only when,
either the contractual rights to the asset’s cash flows expire, or the
asset is transferred and the transfer qualifies for derecognition in
accordance with HKAS 39. The decision as to whether a transfer
qualifies for derecognition is made by applying a combination of
risks and rewards and control tests. The Group has applied the
relevant transitional provisions and applied the revised accounting
policy prospectively to transfers of financial assets from 1 April 2005
onwards. As a result, the Group’s bills receivable discounted with
full recourse which were derecognised prior to 1 April 2005 have
not been restated. As at 31 March 2006, the Group’s bills receivable
discounted with full recourse of HK$49,313,000 have been
recognised under bills receivable and the related borrowings of
HK$49,313,000 have been recognised under secured bank
borrowings. This change in accounting policy has had no material
effect on results for the current year.

Owner-occupied Leasehold Interest in Land

In previous years, owner-occupied leasehold land and buildings were
included in property, plant and equipment and measured using
the cost model. In the current year, the Group has applied HKAS
17 “Leases”. Under HKAS 17, the land and buildings elements of a
lease of land and buildings are considered separately for the
purposes of lease classification, unless the lease payments cannot
be allocated reliably between the land and buildings elements, in
which case, the entire lease is generally treated as a finance lease.
To the extent that the allocation of the lease payments between
the land and buildings elements can be made reliably, the leasehold
interests in land are reclassified to prepaid lease payments under
operating leases, which are carried at cost and amortised over the
lease term on a straight-line basis. This change in accounting policy
has been applied retrospectively, which resulted in a decrease in
property, plant and equipment of HK$86,517,000 and an increase
in prepaid lease payments of HK$86,517,000 as at 31 March 2005
(see note 3 for the financial impact).
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NOTES TO THE FINANCIAL STATEMENTS
B RS Rak B

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

3. Summary of the Effects of the Changes in 3. @B REHMNTEHE
Accounting Policies
The effects of the changes in the accounting policies described in 2R R R RN T
note 2 above are as follows:

(i) On results (i) 2%
2006 2005
—EERE —ETHF
HK$'000 HK$'000
FEx FHTT
Recognition of share-based payments IR R AR
as expenses (1,573) -
Loss arising from change in fair value of ROTEM BT AR FE
derivative financial instrument SEEANER (828) =
Gain arising from change in fair value of ROTEMB T AR FE
derivative financial instrument FETEENSE 23,931 =
Effective interest expense on the liability AR ESBERD 2
component of convertible bonds BRI SMAX (12,712) =
Increase in profit for the year FARARFPIEAN 8,818 =
(ii) On income statement line items (i) REFZENEBL
2006 2005
—EERE —ETHF
HK$'000 HK$'000
FHET T T
Increase in other income H AU AIE AN 23,931 =
Increase in administrative expenses TSI AN (2,401) =
Increase in finance costs BFRS A SE N (12,712) =
Increase in profit for the year F AR 8,818 =

40

Lee and Man Paper Manufacturing Limited 2005/06 Annual Report



3. Summary of the Effects of the Changes in 3.
Accounting Policies (Continued)
(iii) On balance sheet items

ERBCREFRERE (@)

(i) "EE&RIREE L

As at As at

31 March 2005 HKAS 17 31 March 2005

R-STHE FEEHEN RITTIE

=H=+—H 17% =HA=+—H

HK$'000 HK$'000 HK$'000

FHT FHT TAT

(originally stated) (restated)

(RFEZ5) (&51)

Property plant and equipment EN ST 2,584,293 (86,517) 2,497,776
Prepaid lease payments BEERE

— non-current portion —3EmENEbn = 84,586 84,586

Prepaid lease payments — current portion F&{#H &8 — g R (D - 1,931 1,931

Total effect on assets and liabilities HEENAFEZARYE 2,584,293 = 2,584,293

The application of the new HKFRSs has had no effect to the
Group’s equity at 1 April 2004 and 31 March 2005.

The Group has not early applied the following new standards,
amendments and interpretations that have been issued but
are not yet effective.

The directors of the Company anticipate that the application
of these standards, amendments and interpretations will have
no material impact on the financial statements of the Group
except for HKAS 19 (Amendment) “Actuarial Gains and Losses,
Group Plans and Disclosures” which introduces an additional
recognition option for actuarial gains and losses arising in post-
employment defined benefit plans. The directors have not yet
decided which options to be selected in accordance with the
HKAS 19 (Amendment).
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NOTES TO THE FINANCIAL STATEMENTS
B RS Rak B

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

3. Summary of the Effects of the Changes in 3.

Accounting Policies (Continued)
(iii) On balance sheet items (Continued)
HKAS 1 (Amendment) Capital disclosures'

ERBREFNZERE (B

(i) REEEB/ERE L (&)
BRGIRAR R (BT  AXEE

HKAS 19 (Amendment)
HKAS 21 (Amendment)
HKAS 39 (Amendment)
HKAS 39 (Amendment)
HKAS 39 & HKFRS 4
(Amendments)

HKFRS 6

HKFRS 7

HK(IFRIC) — INT 4

HK(IFRIC) — INT 5

HK(IFRIC) — INT 6

HK(IFRIC) — INT 7

HK(IFRIC) — INT 8

HK(IFRIC) — INT 9

Actuarial gains and losses,
group plans and disclosures?

Net investment in a foreign
operation?

Cash flow hedge accounting of
forecast intragroup
transactions?

The fair value option?

Financial guarantee contracts?

Exploration for and evaluation
of mineral resources?
Financial instruments:
Disclosures'
Determining whether an
arrangement contains a lease?
Rights to interests arising from
decommissing, restoration
and environmental
rehabilitation funds?
Liabilities arising from
participating in a specific
market — waste electrical and
electronic equipment?
Applying the restatement
approach under HKAS29
Financial Reporting in
Hyperinflationary Economies?
Scope of HKFRS 2°

Reassessment of embedded
derivatives®

! Effective for annual periods beginning on or after

1 January 2007.

2 Effective for annual periods beginning on or after

1 January 2006.

3 Effective for annual periods beginning on or after

1 December 2005.

4 Effective for annual periods beginning on or after

1 March 2006.

> Effective for annual periods beginning on or after

1 May 2006.

6 Effective for annual periods beginning on or after

1 June 2006.
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Significant Accounting Policies

The consolidated financial statements have been prepared under
the historical cost basis except for certain financial instruments,
which are measured fair values, as explained in the accounting
policies set out below.

The financial statements have been prepared in accordance with
HKFRSs issued by the HKICPA. In addition, the financial statements
include applicable disclosures required by the Rules Governing the
Listing of Securities on the Stock Exchange (the “Listing Rules”)
and by the Hong Kong Companies Ordinance.

Basis of consolidation

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

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

Where necessary, adjustments are made to the financial statements
of subsidiaries to bring their accounting policies in line with those
used by other members of the Group.

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

Revenue recognition

Sales of goods are recognised when goods are delivered and title
has passed and are measured at the fair value of the consideration
received or receivable.

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

Steam income is recognised on a monthly basis by fixed charge in
accordance with the agreement.

Property, plant and equipment

Property, plant and equipment other than construction in progress,
are stated at cost less depreciation, amortisation and accumulated
impairment losses.
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Significant Accounting Policies (Continued)
Property, plant and equipment (Continued)

Depreciation and amortisation are provided to write off the cost of
items of property, plant and equipment other than construction in
progress and freehold land over their estimated useful lives, and
after taking into account their estimated residual value, using the
straight line method.

Construction in progress is stated at cost which includes all
development expenditure and other direct cost attributable to such
projects. It is not depreciated until completion of construction. Costs
on completed construction works are transferred to the appropriate
categories of property, plant and equipment.

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

Prepaid lease payments

Prepaid lease payments, which represent up-front payments to
acquire leasehold land interest, are stated at cost and released to
the income statement over the period of the lease on a straight-
line basis.

Impairment

At each balance sheet date, the Group reviews the carrying amounts
of its 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.
An impairment loss is recognised as an expense immediately.

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

Inventories
Inventories are stated at the lower of cost and net realisable value.
Cost is calculated using the weighted average method.
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Significant Accounting Policies (Continued)
Leasing

Leases are classified as finance leases whenever the terms of the
lease transfer substantially all the risks and rewards of ownership
to the lessee. All other leases are classified as operating leases.

Rentals payable under operating leases are charged to profit or loss
on a straight-line basis over the term of the relevant lease. Benefits
received and receivable as an incentive to enter into an operating
lease are recognised as a reduction of rental expense over the lease
term on a straight-line basis.

Retirement benefit costs

Payments to defined contribution retirement benefit plans/state-
managed retirement benefit schemes/the Mandatory Provident Fund
Scheme (the “MPF Scheme”) are charged as an expense as they
fall due.

For defined retirement benefit plans, the cost of providing benefits
is determined using the projected unit credit method, with actuarial
valuations being carried out annually. Actuarial gains and losses
which exceed 10% of the greater of the present value of the defined
benefit obligations and the fair value of plan assets are amortised
over the expected average remaining working lives of the
participating employees. Past service cost is recognised immediately
to the extent that the benefits are already vested, and otherwise is
amortised on a straight-line basis over the average period until the
amended benefits become vested.

The amount recognised in the balance sheet represents the fair
value of plan assets as adjusted for unrecognised actuarial gains
and losses, and as reduced by the present value of the defined
benefit obligation. Any asset resulting from this calculation is limited
to unrecognised actuarial losses and past service cost, plus the
present value of available refunds and reductions in future
contributions to the plan.

Foreign currencies

In preparing the financial statements of each individual group entity,
transactions in currencies other than the functional currency of that
entity (foreign currencies) are recorded in its functional currency
(i.e. the currency of the primary economic environment in which
the entity operates) at the rates of exchanges prevailing on the
dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the
rates prevailing on the balance sheet date. Non-monetary items
that are measured in terms of historical cost in a foreign currency
are not retranslated.
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Significant Accounting Policies (Continued)

Foreign currencies (Continued)

Exchange differences arising on the settlement of monetary items,
and on the translation of monetary items, are recognised in profit
or loss in the period in which they arise, except for exchange
differences arising on a monetary item that forms part of the Group’s
net investment in a foreign operation, in which case, such exchange
differences are recognised in equity in the consolidated financial
statements.

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

Income tax expense
Income tax expense represents the sum of the tax currently payable
and deferred tax.

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

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the consolidated financial
statements and the corresponding tax bases used in the
computation of taxable profit, and is accounted for using the balance
sheet liability method. Deferred tax liabilities are generally recognised
for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will
be available against which deductible temporary differences can
be utilised. Such assets and liabilities are not recognised if the
temporary difference arises from the initial recognition of other
assets and liabilities in a transaction that affects neither the taxable
profit nor the accounting profit.
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Significant Accounting Policies (Continued)

Income tax expense (Continued)

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

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

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

Financial instruments

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

Financial assets

The Group’s financial assets are classified as financial assets at fair
value through profit or loss and loans and receivables. The
accounting policies adopted in respect of each category of financial
assets are set out below.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial
assets held for trading. At each balance sheet date subsequent to
initial recognition, financial assets at fair value through profit or
loss are measured at fair value, with changes in fair value recognised
directly in profit or loss in the period in which they arise.
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Significant Accounting Policies (Continued)
Financial assets (Continued)

Loans and receivables

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

Financial liabilities and equity

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

An equity instrument is any contract that evidences a residual interest
in the assets of the Group after deducting all of its liabilities. The
accounting policies adopted in respect of financial liabilities and
equity instruments are set out below.

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include financial
liabilities held for trading. At each balance sheet date subsequent
to initial recognition, financial liabilities at fair value through profit
or loss are measured at fair value, with changes in fair value
recognised directly in profit or loss in the period in which they arise.

Other financial liabilities

Other financial liabilities including trade and bills payable, other
payables and bank borrowings. They are subsequently measured
at amortised cost, using the effective interest rate method.
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Significant Accounting Policies (Continued)
Financial liabilities and equity (Continued)

Convertible bonds

Convertible bonds issued by the Company that contain both
financial liability and equity components are classified separately
into respective liability and equity components on initial recognition.
On initial recognition, the fair value of the liability component is
determined using the prevailing market interest of similar non-
convertible debts. The difference between the proceeds of the issue
of the convertible bonds and the fair value assigned to the liability
component, representing the embedded call option for the holder
to convert the bonds into equity, is included in equity (convertible
bonds equity reserve).

In subsequent periods, the liability component of the convertible
bonds is carried at amortised cost using the effective interest method.
The equity component, represented by the option to convert the
liability component into ordinary shares of the Company, will remain
in convertible bonds equity reserve until the embedded option is
exercised in which case the balance stated in convertible bonds
equity reserve will be transferred to share premium. Where the
option remains unexercised at the expiry date, the balance stated
in convertible bonds equity reserve will be transferred to the
accumulated profits. No gain or loss is recognised in profit or loss
upon conversion or expiration of the option.

Transaction costs that relate to the issue of the convertible bonds
are allocated to the liability and equity components in proportion
to the allocation of the proceeds. Transaction costs relating to the
equity component are charged directly to equity. Transaction costs
relating to the liability component are included in the carrying
amount of the liability portion and amortised over the period of
the convertible bonds using the effective interest method.

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

Derivative financial instruments

Derivatives that do not qualify for hedge accounting

Derivatives that do not qualify for hedge accounting are deemed
as financial assets held for trading or financial liabilities held for
trading. Changes in fair values of such derivatives are recognised
directly in profit or loss.
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Significant Accounting Policies (Continued)
Derivative financial instruments (Continued)

Embedded derivatives

Derivatives embedded in non-derivative host contracts are separated
from the relevant host contracts and deemed as held-for-trading
when the economic characteristics and risks of the embedded
derivatives are not closely related to those of the host contracts,
and the combined contracts are not measured at fair value through
profit or loss.

Derivative financial instrument is initially measured at fair value on
the contract date, and is remeasured to fair value at subsequent
reporting date.

Derecognition

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

For financial liabilities, they are removed from the Group’s balance
sheet when, and only when, it is extinguished (i.e. when the
obligation specified in the relevant contract is discharged, cancelled
or expires). The difference between the carrying amount of the
financial liability derecognised and the consideration paid or payable
is recognised in profit or loss.

Equity-settled share-based payment transactions

For share options granted to directors and employees of the
Company, the fair value of services received determined by reference
to the fair value of share options granted at the grant date is
expensed on a straight-line basis over the vesting period, with a
corresponding increase in share options reserve in equity.

At the time when the share options are exercised, the amount
previously recognised in share options reserve will be transferred to
share premium. When the share options are forfeited after the
vesting date or are still not exercised at the expiry date, the amount
previously recognised in share options reserve will be transferred to
accumulated profits.
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5. Key Sources of Estimation Uncertainty

In the process of applying the Group’s accounting policies which
are described in note 4, management makes various estimates based
on past experience, expectations of the future and other
information. The key sources of estimation uncertainty that can
significantly affect the amounts recognised in the financial
statements are disclosed below.

Income taxes

As at 31 March 2006, a deferred tax asset of HK$19,956,000 was
recognised in the Group’s balance sheet in relation to the unused
tax losses. The realisability of the deferred tax asset mainly depends
on whether sufficient future profits or taxable temporary differences
will be available in the future. In cases where the actual future
profits generated are less than expected, a material reversal of
deferred tax assets may arise, which would be recognised in the
income statement for the period in which such a reversal takes
place.

Financial Risk Management Objectives and
Policies

The Group’s major financial instruments include trade receivables,
bills receivable, bank balances, trade and bills payable, amount due
from a related company, bank borrowings, convertible bonds and
derivative financial instruments. Details of these financial instruments
are disclosed in respective notes. The risks associated with these
financial instruments and the policies on how to mitigate these
risks are set out below. The management manages and monitors
these exposures to ensure appropriate measures are implemented
on a timely and effective manner.

Currency risk

The sales transactions of the Group are denominated in United
States Dollars, Hong Kong Dollars and Renminbi (“RMB”), and there
are purchases of inventories, expenses and acquisition cost of plant
and equipment that required to be settled in United States Dollars,
Japanese Yen, Hong Kong Dollars and Euro dollars. Certain trade
receivables, trade payables and bank balances of the Group are
denominated in foreign currencies. The Group has used currency
structured instruments, foreign currency borrowings or other means
to hedge its foreign currency exposure. In this regard, the directors
of the Company consider that the Group’s currency risk is
significantly reduced.
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Financial Risk Management Objectives and
Policies (Continued)

Credit risk

The Group’s maximum exposure to credit risk in the event of the
counterparties, failure to perform their obligations as at 31 March
2006 in relation to each class of recognised financial assets is the
carrying amount of those assets as stated in the consolidated balance
sheet. In order to minimise the credit risk, the management of the
Group has delegated a team responsible for determination of credit
limits, credit approvals and other monitoring procedures to ensure
that follow-up action is taken to recover overdue debts. In addition,
the management reviews the recoverable amount of each individual
trade debt at each balance sheet date to ensure that adequate
impairment losses are made for irrecoverable amounts. In this regard,
the directors of the Company consider that the Group’s credit risk
is significantly reduced.

The credit risk on bank deposits is limited because the counterparties
are banks with good reputation.

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

Interest rate risk

The Group’s fair value and cash flow interest rate risks mainly related
to fixed and variable rate borrowings. The Group’s bank balances
have exposure to cash flow interest rate due to the fluctuation of
the prevailing market interest rate on bank balances. The directors
of the Company consider that the Group's exposure of the short
term bank deposits and bank borrowings to interest rate risk is not
significant as interest bearing bank balances and borrowings are
within short maturity periods. The Group currently does not have
any interest rate hedging policy. The directors monitor the Group’s
exposure on ongoing basis and will consider hedging interest rate
risk should the need arises.

Business and Geographical Segments

Business segments

For management purposes, the Group is currently organised into
two operating businesses — manufacture and sales of paper, and
manufacture and sales of pulp. These businesses are the basis on
which the Group reports its primary segment information.
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Business and Geographical Segments (Continued) 7.
Business segments (Continued)
Segment information about these businesses is presented below:

EBH RO ER (&)
XBoE (E)
HZERFEDBEMERAOT:

2006 ZEERE
Consolidated income statement fmAERE
Paper Pulp Eliminations Consolidated
#HiR p 553 I B REe
HK$ 000 HK$ 000 HK$ 000 HK$'000
T#xT T#xT T#xT T#xT
Turnover — External sales EERE-HINEE 3,388,481 389,573 = 3,778,054
Inter-segment sales ES il ki - 424,519 (424,519) =
3,388,481 814,092 (424,519) 3,778,054
SEGMENT RESULTS THEEE 643,645 53,007 - 696,652
Unallocated corporate income RO 2 REIRA 1,871
Finance costs BITER AR (72,937)
Profit before taxation TR A 625,586
Income tax expense B (25,558)
Profit for the year NF A 600,028

Inter-segment sales are charged at market value or, where no market
price was available, at terms determined and agreed by both parties.

E5 2 MHE AT SEERR- LA TIHE
1% 15 AR TR TE K BB 2 AR ER

Consolidated balance sheet FASEEEE
Paper Pulp Consolidated
R /S SRE
HK$'000 HK$'000 HK$'000
FiBxT FiBxT FiBxT
ASSETS aE
Segment assets PEEE 5,481,565 159,893 5,641,458
Unallocated corporate assets RO ARIEE 132,558
Consolidated total assets REEEE 5,774,016
LIABILITIES aff
Segment liabilities NEEE 243,576 125,127 368,703
Unallocated corporate liabilities RofEz ARIBRE 1,828,269
Consolidated total liabilities RERAaRE 2,196,972
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7. Business and Geographical Segments (Continued) 7.

Business segments (Continued)

E RS ER ()

EBoE (&)

2006 (Continued) —EEARE (B)
Other information A EH
Paper Pulp Consolidated
4R /S =a
HK$'000 HK$'000 HK$'000
Fi#Ex F#Ex FHET
Capital expenditure BN 1,081,513 52,060 1,133,573
Depreciation and amortisation IrE R H 96,862 1,127 97,989
Loss on disposal of property, HEWE- BE R
plant and equipment RAEEEREE 365 - 365
2005 —zERs
Consolidated income statement EAE
Paper Pulp  Eliminations  Consolidated
ok N fil B o)
HK$'000 HK$'000 HK$'000 HK$'000
TR TR TR T
Turnover — External sales EEE—HIMEE 2,771,423 - - 2,771,423
Inter-segment sales 52 FHEE - - - -
2,771,423 - - 2,771,423
SEGMENT RESULTS DTREE 435,848 - - 435,848
Unallocated corporate income b Vax WA/ N 6683
Finance costs BTN (13,080)
Profit before taxation TEDRF 423,436
Income tax expense FEBRAX (5,693)
Profit for the year RERE A 417,743
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Business and Geographical Segments (Continued)
Business segments (Continued)
2005 (Continued)

EB RIS ER (&)

B (&)
—TTREF (B

Consolidated balance sheet FEEEAERX
Paper Pulp  Consolidated
4R PN o)
HK$'000 HK$'000 HK$'000
FAT FAT FAT
ASSETS &iE
Segment assets PEEE 3,897,175 124,703 4,021,878
Unallocated corporate assets Aoz ARIEE 91,515
Consolidated total assets REBEE 4,113,393
LIABILITIES =1
Segment liabilities DREE 224,024 65,991 290,015
Unallocated corporate liabilities vk WA/NCIN=L 781,917
Consolidated total liabilities RERRBE 1,071,932
Other information
Paper Pulp  Consolidated
4R 8% o)
HK$'000 HK$'000 HK$'000
FAT FAT FAET
Capital expenditure BRI 639,959 81 640,040
Depreciation and amortisation e R 81,729 57 81,786
Loss on disposal of property, HEME BKE &
plant and equipment RABEERETE 6,816 - 6,816
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7. Business and Geographical Segments (Continued) 7. ¥ RitEHER (&)

Geographical segments Hh 35 5> #B
The following table provides an analysis of the Group’s sales by TREEM RSSO AREEHEN DT &
geographical market, irrespective of the origin of the goods: HRf AR B Gn PR R M -
Sales revenue by Contribution to profit
geographical market before taxation
BittE T8 2 HHEERA GATERT S
2006 2005 2006 2005
ZEENE | ZZZHF | ZEERE | _TTHF
HK$'000 HK$'000 HK$'000 HK$'000
FTi&Ex THT Ti#Ex TAT
People’s Republic of China other R ARG
than Hong Kong (the “PRC") BEABRIN([HEL]) 2,020,665 1,351,053 358,772 223,159
Export sales delivered I A ER
in the PRC (Note) HOSEE (BEE) 1,338,904 1,364,422 237,724 225,366
Others Hth 418,485 55,948 100,156 (12,677)
3,778,054 2,771,423 696,652 435,848
Interest income FEWA 1,871 668
Finance costs B RKZR (72,937) (13,080)
Profit before taxation B A &7 625,586 423,436
Income tax expense FEHEL (25,558) (5,693)
Profit for the year REZ A 600,028 417,743
Note: These are sales to PRC customers who ultimately export the goods MieE: hEEmETESSEERE ORISR
outside the PRC. Fo
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Business and Geographical Segments (Continued) 7. ¥ RN R ()

Geographical segments (Continued)

i3 53 BB (48)

The following is an analysis of the carrying amount of segment REEMEHESTH S BEEEREE ¥
assets and additions to property, plant and equipment, analysed X BEREENRABAT:

by the geographical area in which the assets are located:

Carrying amount of Additions to property,
segment assets plant and equipment
SHEEREE W% BERREHRE
2006 2005 2006 2005
ZEERE | —ZTRF | ZEERE | _TThF
HK$'000 HK$'000 HK$'000 HK$'000
T#ERT FET TERT THT
PRC other than Hong Kong HE (TEERS) 5,629,665 4,020,751 1,072,715 639,385
Hong Kong B4 11,987 2,811 8,856 306
United States of America e 132,364 89,831 52,002 349
5,774,016 4,113,393 1,133,573 640,040
Finance Costs 8. BBHMA
2006 2005
ZEERE —EThHF
HK$'000 HK$'000
Fi#x FHET
Interest on bank borrowings RAFRBEEE
wholly repayable within five years ZHRITEEN S 56,496 11,412
Interest on convertible bonds ARARESE A 2 F B 12,712 =
Other finance costs H A B AR 3,729 1,668
72,937 13,080

57

HEIGEHARAST) 2005/06 F#k



NOTES TO THE FINANCIAL STATEMENTS
B RS Rak B

For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

58

9. Income Tax Expense 9. FEHHEZ

2006 2005
—BERE —EThEF
HK$'000 HK$'000
TF#ET T T

The charge comprises: MIBFASZ BIE:
PRC Foreign Enterprise Income Tax R EISNE AT 15,715 5,402
Deferred taxation TRIERIR 9,843 291
25,558 5,693

The Group’s profit is subject to taxation from the place of its
operations where its profit is generated. Taxation is calculated at
the rates prevailing in the relevant jurisdictions as set out below.

The subsidiaries in the PRC are entitled to exemption from PRC
Foreign Enterprise Income Tax for the two years starting from their
respective first profit-making year, followed by a 50% relief for the
three years thereafter.

The subsidiary in Malaysia carries on offshore trading activities in
Labaun, Malaysia, in a currency other than the Malaysian currency
with other group companies which are non-residents of Malaysia.
The tax rate for offshore trading companies in Labaun is charged at
a fixed annual rate of Malaysian RM20,000.

Under Decree-Law no. 58/99/M, a Macau company incorporated
under that Law (called “58/99/M Company”) is exempted from
Macau complementary tax (Macau income tax) as long as the
58/99/M Company does not sell its products to a Macau resident
company.

In the opinion of the directors, the Group is not subject to taxation
in any other jurisdictions in which the Group operates.

Details of deferred taxation are set out in note 28.
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Income Tax Expense (Continued)

9.

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

FSBIR (&)
AR ERTHIA X H EIRIBR SR W BN R

taxation per the income statement as follows: AT
2006 2005
ZEERE ZETRF
HK$'000 HK$'000
F#T T T
Profit before taxation R AT & F 625,586 423,436
Tax at the applicable tax rate of 15% (2005: 15%) AR E15% (BT R F:
15%) st ERIFIE) 93,838 63,515
Tax effect of expenses not deductible for tax purpose  NRAIFIFAY ST H R 5528 8,760 1,656
Tax effect of income not taxable for tax purpose BERTMAANT 2 (10,590) (3,571)
Tax effect of tax losses not recognised RERT S E BN E 1,653 1,316
Utilisation of tax losses previously not recognised R S AIARER IS EE (700) =
Effect of tax exemption for PRC subsidiaries B A RS E (13,881) (29,124)
Effect of tax exemption granted to Macau and SBPY N B R P g b B A A (55,066) (28,741)
Malaysia subsidiaries BHRAEBNTE
Effect of different tax rates of subsidiaries e R ALERE R & @R fT 1,544 672
operating in other jurisdictions REREATRB R ZE
Others EHAh - (30)
Tax charge for the year FABZH 25,558 5,693
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10. Profit for the Year 10. £FERF
2006 2005
—EERE —EThEF
HK$'000 HK$'000
FHET T T
Profit for the year has been arrived at after charging: ~ FF/Z % FI 4R
Directors’ emoluments (note 13) BEME (FI5E13) 5,174 3,540
Other staff costs HEM8 TITA 188,047 100,677
Equity-settled share-based payment expenses VARG #E SZ 1+ 2 Bl S2 1,049 =
Retirement benefits scheme contributions ROREFFTEIE TR 22,530 2,585
Total staff costs 8 TR AR 216,800 106,802
Auditors’ remuneration ZERT B & 1,537 1,061
Depreciation and amortisation e ks 97,989 81,786
Release of prepaid lease payments T & SRR 3,844 1,855
Cost of inventories recognised as expenses FEXRAERAES 2,903,880 2,197,992
Loss on disposal of property, HEWE- BE R
plant and equipment REEERETE 365 6,816
Loss arising from change in fair value of derivative EOTEI G T AN T EZE)
financial instrument FITEE A R g8 828 =
Operating lease rentals in respect of land and buildings Tt MIZFR&EEFHER S 10,251 4,141
and after crediting: WHEFTA:
Interest income FLEMA 1,871 668
Net foreign exchange gain I RS 38,590 1,474
Gain arising from change in fair value of derivative EOTAEF T ARS
financial instrument FrEEZ 5% 23,931 =
Rental income Ha2 WA 390 -
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11.

12.

Dividend 11. BE

2006 2005
ZEFERE —EERF
HK$000 HK$'000
F#xT FATT

Payment of 2005 final dividend of “ETRFIRERBRE

HK$0.18 (2004: HK$0.10) per share FAR0.1855 7T

ZZTPYLF:0.10/47T) 173,409 96,155

A final dividend of HK$0.24 (2005: HK$0.18) per share has been
proposed by the board of directors of the Company and is subject
to approval by the shareholders in the forthcoming annual general
meeting.

Earnings Per Share
The calculation of the basic and diluted earnings per share for the
year is based on the following data:

12.

EFEERRN R ESK0.2487T (=F
THF:0.1887) ARG RERELRE
FREG LIEHRER T AER-

SREF
PRSI E A RIS AR A THIRE A
B

2006 2005
ZEERE —EThHF
HK$'000 HK$'000
Fi#Ex FHET
Earnings: BF:
Profit for the year and earnings for the purpose FRUARTESRER R EE
of basic and diluted earnings per share BNFE R KRBT 600,028 417,743
Number of shares: AR LR -
Weighted average number of ordinary shares AT E GRERE AR
for the purpose of basic earnings per share B E AR 39 2L 963,981,063 959,554,581
Effect of dilutive potential ordinary shares HATEIBEER
in respect of: TERETHETE
— share options — s iE 1,730,267 3,831,667
Weighted average number of ordinary shares R E SREE &
for the purpose of diluted earnings per share B E AR 39 2L 965,711,330 963,386,248
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12. Earnings Per Share (Continued)
The computation of diluted earnings per share does not assume
the conversion of the Company’s convertible bonds since the exercise
would result in an increase in profit per share.

The Group’s adoption of new and revised accounting policies during
the year are described in detail in note 2 above. To the extent that
those changes have had an impact on the results reported for 2006,
the reported earnings per share for the year are affected. The
following table summarises the impact on both basic and diluted
earnings per share for the year:

12.

SBREF (9)

ST SRS R REBRAL A Z A
BT R B TR TARES
A ESREFEI-

AEERERRA 2R MEIET 2 &K
RERHTF2F - B E T TR
EREE FARE 2 BRANTETE-
TREGFAEALEEEREN 2 FE-

Impact on basic  Impact on diluted

earnings earnings

per share per share

HEREAR HemEE

B zHE B zHE

HK cents HK cents

(L (L

Figures before adjustments RIS 2 B 61.33 61.22
Adjustments arising from changes in EesrBuRie

accounting policies FREEAE 2 B 0.91 0.91

Reporting /restated 2855 62.24 62.13
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13. Directors’ Emoluments 13. EEM4&
The emoluments paid or payable to each of the 9 (2005:8) directors EEYNHEMNGEIUES (CTTHF:8)
were as follows: MBS T :
Other emoluments
s
Contributions  Performance Equity-settled
Salaries to retirement related  share-based
and other benefits incentive payment
Fees benefits schemes  payments expenses
H2R B BWRRz BELERE Total
g H iz FHEIER BEH WEAE &t
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THAT THAT THAT THAT THAT THAT
Year ended 31 March 2006 ZEFNESAS+-HZEE
Executive directors HTEF
Lee Wan Keung Patrick Fign - - - - - -
Lee Man Chun Raymond E3 ¢ - 1,976 12 = - 1,988
Lee Man Bun F308 - 740 12 15 - 767
Tan Siak Him Alexander g - 1,046 - 4 - 1,087
Li King Wai Ross (e - 576 12 20 524 1,132
Non-executive director FiES
Poon Chung Kwong Vi Ee - - - - - -
Independent non-executive directors B FEH{TEE
Wong Kai Tung Tony THE 80 - - - - 80
Heng Kwoo Seng il 120 - - - - 120
Law Kar Shui Elizabeth Bzl - - - - - -
200 4338 36 76 524 5174
Year ended 31 March 2005 “ITRE-A=+-HZERE
Executive directors HEE
Lee Wan Keung Patrick 3E% - - - - - -
Lee Man Chun Raymond E3E - 1,830 12 150 = 1,992
Lee Man Bun FXR - 230 8 - - 238
Tan Siak Him Alexander 558 - 1,066 - - - 1,066
Non-executive director FiTEE
Poon Chung Kwong ERA - - - - - -
Independent non-executive directors BV HHTEE
Wong Kai Tung Tony THE 94 - - - - 94
Heng Kwoo Seng FiskS 150 - - - = 150
Law Kar Shui Elizabeth Exit - - - - - -
244 3,126 20 150 - 3,540
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For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

13.

14.

Directors’ Emoluments (Continued)

In the two years ended 31 March 2006, no emoluments were paid
by the Group to the directors as an inducement to join or upon
joining the Group or as a compensation for loss of office. None of
the directors has waived any emoluments during the two years.

Performance related incentive payments were determined with
reference to the Group’s operating results, individual performances
and comparable market statistics.

Employees’ Emoluments

Of the five individuals with the highest emoluments in the Group,
three (2005: two) were directors of the Company whose
emoluments are disclosed in note 13 above. The emoluments of
the remaining two (2005: three) individuals were as follows:

13.

14.

EEME @)
HE_TTF=ZRA=T—HZMERN &%
B3 S (ERM S T EESIFEMARK
MASBER SN ERREEMRE 2 fHEEM
FRABTAESHEME-

BRRAZATATREAEE 2 E8F
B AARBR KRS ISR AR mEE

EESME
rEEEREMezAVAT KR =6 (ZF
THFE: D) RARRIEFMEAMSE N Lt
FIHBE-EBMUAL (CTTRF: D)
ZBE T

2006 2005
ZETRE —ZEThF
HK$'000 HK$'000
FEx FHTT
Salaries and other benefits e REMER 1,993 2,136
Contributions to retirement benefits schemes RGBT EI K 17 36
Performance related incentive payments BRARR 2B 38 38
Equity-settled share-based payment expenses e Ak B IRRE N TR A 1,049 =
3,097 2,210

The emoluments were within the following bands: EFMMESN T TR
Nil to HK$1,000,000 Z —1,000,0007& 7T - 3
HK$1,000,001 to HK$ 1,500,000 1,000,001 7T — 1,500,000/ 7T 1 -
HK$2,000,001 to HK$2,500,000 2,000,001%& 7T — 2,500,000/ 7T 1 -
2 3
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15. Property, Plant and Equipment 15. Y% B RRE

Furniture  Leasehold
Freehold fixtures &  improve- Plant &
Land Construction ~ Computer  equipment ments Motor  machinery
IKA%HE  Buildings in progress System BT ME  vehicles KER Total
HEZLH BF ABIE  BHRS RERRG  WERE RE ] At
HK$'000 HK$'000 HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TAL TAL TAL TAL TAL TAL TAL TAL TAL

CosT %

At 1 April 2004 “ZTNENA—A - 377,378 96,442 - 9,933 42,086 9436 1,562,131 2,097,406

Additions RE - 66,375 59,922 - 9,198 42,164 3,907 458 474 640,040

Transfers iz - 36,532 (75,314) - 432 2,590 - 35,760 -

Disposals HE = (6,061) - - (17) - - (3.141) (9,219)
At 31 March 2005 “ZTRE=A=1—H - 474,224 81,050 - 19,546 86,840 13,343 2,053,224 2,728,221

Currency realignment ~ E¥EHEA = 9,036 1,656 = 361 1,836 27 39,468 52,584

Additions RE 10,309 70,340 975,578 338 6,945 7,208 9,303 53552 1,133,573

Transfers 2 - 288 (24,458) 13,944 76 - 88 10,062 -

Disposals HE - - - - - - (314) (6,378) (6,692)

At 31 March 2006 ZFFREZAZt-B 10309 553,888 1,033,826 14,282 26,928 95,884 2,647 2,149,928 3,907,692

DEPRECIATION AND  #iE R #s¥

AMORTISATION
At 1 April 2004 —ZTMENA—A - 38,585 - - 3,131 633 4,079 104,625 151,053
Provided for the year ~ F /& - 18,811 - - 2,239 3,180 1,868 55,688 81,786
Eliminated on disposals &R - (1,307) - - @) - - (1,079) (2,388)
At 31 March 2005 —ZThE=A=1—-H - 56,089 - - 5,368 3813 5,947 159,234 230,451
Currency realignment ~ SEEH44 - 1,155 - - 109 73 96 3,060 4,493
Provided for the year  F /U {E - 22,235 - 119 3,760 4,903 2,721 64,251 97,989
Eliminated on disposals &k - - - - - - (144) (97) 241)
At 31 March 2006 ZETREZAZt+-H - 79,479 - 19 9,237 8,789 8,620 226,448 332,692

CARRYING VALUES  BREfE
At 31 March 2006 ZFFREZAZt-B 10309 474,409 1,033,826 14,163 17,691 87,095 14,027 1,923,480 3,575,000

At 31 March 2005 “ZTRF=A=1-H = 418,135 81,050 = 14178 83,027 73% 1893990 2497776
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15. Property, Plant and Equipment (Continued) 15. Y0 ME R (8)
Depreciation and amortisation is provided to write off the cost of PRIEZ TR ROKAFERE T HIIN Y% HE R
items of property, plant and equipment other than construction in Hfat RIEEHRISMEER  FIEET AT AF A
progress and freehold land over their estimated useful lives and BAREFHRITE AR A FXR AT e

after taking into account of their estimated residual value, using
the straight-line method, at the following rates per annum:

Buildings BF 5%
Computer System EEES 20%
Furniture, fixtures and equipment Fifh BERE REE 20%
Leasehold improvements HEMFEEE 5%
Motor vehicles E 20%
Plant and machinery TS R i s 3'5% - 20%
Freehold land is not depreciated. AR A ZEREFEE 2 T MEHTE -
The carrying value of land and buildings of the Group comprises: RNEE 2 T3 RS R EE B
2006 2005
—EERE —TERF
HK$'000 HK$'000
FEx FHET
Freehold land in the United States of America REBIAKA E RS
213 10,309 -
Building on land under medium-term lease AR EIA—Ta B E
in the PRC HA L E o8 456,816 418,135
Building on freehold land in the FSEBIVAK A 34
United States of America BAELH FrEF 17,593 =
484,718 418,135
16. Prepaid Lease Payments 16. FR{THAEMRIE
The Group’s prepaid lease payments comprise leasehold land in REEFENEERIBERENRE —IERE+
the PRC under medium-term lease: AR EAEAY:
2006 2005
—ETRE —TTRF
HK$’'000 HK$'000
Fi#ExT T T
Analysed for reporting purposes as: E¥E RS miEz oA
Non-current asset EMENEE 176,441 84,585
Current asset mENEE 3,850 1,932
180,291 86,517
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16.

17.

18.

Prepaid Lease Payments (Continued)

The Group has acquired land use right in the PRC and has erected
buildings thereon. While the Group has paid substantially the full
consideration of the purchase consideration, the relevant
government authorities have not granted formal title to certain of
these land use rights to the Group. As at 31 March 2006, the carrying
value of the land use rights for which the Group had not been
granted formal title amounted to approximately HK$110.3 million
(2005: HK$16.5 million). In the opinion of the directors, the absence
of formal title to these land use rights does not impair the value of
the relevant properties to the Group. The directors also believe that
formal title to these land use rights will be granted to the Group in
due course.

Deposits Paid on Acquisition of Property, Plant
and Equipment and Land Use Right

The deposits were paid by the Group in connection with the
acquisition of property, plant and equipment and land use right for

16.

17.

EHHEERE @)

EEFEHE T MERRTEERIET A
SEE 2 B 2 KB (BERBEHE
AR FEB L+ 3 REEREARE R
—EERFZA=+—H SEWARETIER
HaEEZ L EREZ FRAENA110358
B (CETRF 1658 B/BIL) " ERRA
BRERELFERAEEABAEYTSEE
SEEEYEEE-ESTMEEETAERE
EeR TSI MmERAREEEEE.

BEWE M RRE R I M{E AERRT
HEH

IR ERAKRER T HEEREMBEEN
W FERRER T HE RN B

new production facilities. The related capital commitments are BB AN AR AR 52300
included in note 30.
Inventories 18. #&
2006 2005
ZEERE ZETRF
HK$'000 HK$'000
FET T
Raw materials JRE 663,605 458,376
Finished goods B 110,654 89,988
774,259 548,364
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19. Other Financial Assets 19. HBHEE

(a) Trade receivables and bills receivable
The Group generally allows an average credit period range
from 45 to 60 days.

An aging analysis of the trade receivables and bills receivable

(a)

BYWESRARERER
AEEGETEPHEEN —RB4SEE
608 T

FEUCE 5 R 3% B B W 2 SR O ikt D AT 20

is as follows: e
2006 2005
ZEERE —EETRF
HK$'000 HK$'000
FiET T
Trade receivables FEUE 5 BRI 676,364 500,860
Bills receivable R ZER 130,753 72,078
807,117 572,938

Aged: BRAR

Less than 30 days 308 467,520 439,561
31-60 days 31H -60H 187,184 97,406
61— 90 days 61H -90H 104,210 25,796
Over 90 days 90H LAk 48,203 10,175
807,117 572,938

As at 31 March 20086, bills receivable of HK$49,313,000 (2005:
Nil) has been pledged to secure banking facilities granted by
certain banks to the Group.

The fair value of the Group's trade receivables and bills
receivable as at 31 March 2006 approximates the
corresponding carrying amount.

(b) Deposits, prepayments and other receivables

The fair value of the Group’s other receivables as at 31 March
2006 approximates the corresponding carrying amount.
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19. Other Financial Assets (Continued)

(9]

(d)

Notes receivable

In January 2005, the Group purchased from a group of
investors term loans with face value of US$33,118,778 due
by Stockton Pacific Enterprises, Inc (“Stockton”) at a
consideration of US$3,515,742, equivalent to approximately
HK$27,423,000. Stockton operated a totally chlorine free kraft
pulp mill in Samoa, California, U.S.A. The collateral securing
these term loans is Stockton’s real estate, buildings, personal
property and most of its other assets.

Shortly before the Group’s purchase of the loans, Stockton
had shut down the mill and laid off virtually all of its employees.
Within days of the Group’s purchase of the loans, all of the
officers and directors of Stockton resigned. On 21 January
2005, the Group took possession of the mill in order to protect
the collateral for the loans.

The Group’s intent is to foreclose on the loans and offer the
collateral for sale at public auctions. It is also the Group’s intent
to bid in the carrying value of the loan notes as necessary to
purchase most of the assets offered for sale at the auctions.

In March 2005, the Group bid in a portion of the loan notes
to purchase certain account receivables of US$100,000,
equivalent to approximately HK$780,000.

In August 2005, the Group bid in the remaining portion of
the loan notes to purchase property, plant and equipment of
approximately US$3,415,000, equivalent to approximately
HK$26,643,000.

Restricted bank deposits and bank balances and cash
The restricted bank deposits represent amounts placed in
specific bank accounts to secure delay payment of custom
duties to the PRC government. Deposits amounting to
HK$ 1,154,000 (2005: HK$1,055,000) are with maturity within
one year from the balance sheet date and are therefore
classified as current assets.

The restricted bank deposits carry fixed interest rate of 3.0%
(2005: 2.5%) per annum. The fair value of the Group’s
restricted bank deposits as at 31 March 2006 approximates
the corresponding carrying amount.

The fair value of the Group’s bank balances and cash as at 31
March 2006 approximates the corresponding carrying amount.

(c)

(d)

19. HEtfHEE (&)

JE Y 2 1R

RZZEThF—H K£EPA3,515,742%
7t (FAE5027,423,00078 T) (E—EHR &
B A Stockton Pacific Enterprises, Inc
([Stockton] ) EI{&33,118,778% L2 A
BRfEE - StocktonFA 3B ) B EE TR 4%
—MEEEERRKD 24 KRR
HHIEE ThIAStockton 2 B HEE LA B
EREMEEEERmD-

REBEAEBE Z AR StocktonE #
T AR ERLFTE & B °Stockton Z BT
EEERBETREEBAEERHA
NEE-R—EERF—A-+—H &
BT THAMREEE T 2K e

SENEFERUBE B R BEE M KR
o oRBE - SEMTEERES N
EEREREERRABARENE
o

R-EZERF=H SBEUSNDEESR
EIR5{E100,000357T (49780,000787T)
2T E-

R-ZETZRFENA EEUBRTH
EEZEIKEES3, 415,000 7T (4
26,643,000/ 70) Z 0% B K a5 e

FRHRTERERRITERERE
AR FIRITERIE AR B ERRAT S 1+
T BT A AR SR B SR1T B /Y
HIBEHEERR— ilﬁ [Ei 2 TR
1,154,000 7T (ZZZF R : 1,055,000
ST WHR u+2%//ﬁ§b,§§

BRHBITEFRSHEAEFERE3.0%
(ZZBERF:25%) N_TTREF=
A=+ —BAKE 2 ZRHRITFRE
N ERERAEERE

R-FERF_A=1T—HAREZR
THRBRASH A ERARERER
%O
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20.

21.

22.

Amount Due from a Related Company

The amount represents trading balance due from Lee & Man
Industrial Manufacturing Limited (“Lee & Man Industrial
Manufacturing”) which is beneficially owned by Mr Lee Wan Keung
Patrick, a director of the Company.

The amount is unsecured, non-interest bearing and repayable on
demand or within one year. The fair value of the amount
approximates the corresponding carrying amount. The amount for
both years is aged less than 30 days.

Trade and Bills Payable

Trade and bills payable principally comprises amounts outstanding
for trade purchases and ongoing costs. The average credit period
taken for trade purchases range from 30 to 60 days.

An aging analysis of the trade and bills payable is as follows:

20.

21.

FEW B B E A R FIH

ERFERLee & Man Industrial
Manufacturing Limited ([EBXE %) WE 5
BRI EENERFBARRRARESSE
R o

ORI A B N e BRI —FAE
B IRM N TEEERREERE L5 RE
EMEFHRRER D308 -

FETERFR R ZE K
ENERRERTECEE HEE MISER
SRR Z R E5E- B SEE 2 FHREERH
30E60H -

FENBRR R FERZ BREC AMTAA TS :

2006 2005
—EERE —EThEF
HK$’000 HK$'000
TFHET FAT

Aged: BRAR
Less than 30 days LH30H 155,877 83,800
31 - 60 days 31H -60H 7,991 5,423
61 —90 days 61H -90H 5,074 3,982
Over 90 days 90H A E 747 4,557
169,689 97,762

The fair value of the Group’s trade and bills payable as at 31 March
2006 approximates the corresponding carrying amount.

Accruals and Other Payables
The fair value of the Group’s other payables as at 31 March 2006
approximates the corresponding carrying amount.
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23. Bank Borrowings

23. RITEE

2006 2005
ZEERE —ETRF
HK$°000 HK$'000
T#ExT FATT
Bank loans RITER 617,413 596,631
Bank import loans HFITEAERK 264,694 172,556
882,107 769,187
Analysed as: DT
Secured B 49,313 =
Unsecured fE 832,794 769,187
882,107 769,187
The bank borrowings are repayable as follows: RITIEEREREAT
Within one year or on demand —FAEEREER 782,107 618,474
In the second year R A 100,000 150,713
882,107 769,187
Less: Amount due within one year shown under B ARY BRI A ER
current liabilities —F A EFIE (782,107) (618,474)
Amount due after one year —FREIBFUR 100,000 150,713

The Group’s bank borrowings include HK$49,313,000 (2005: Nil)
fixed-rate borrowings which carry interest ranging from 2.0% to
3.2% per annum (2005: Nil) and HK$832,794,000 (2005:
HK$769,187,000) variable-rate borrowings which carry interest
ranging from HIBOR plus 0.7% to HIBOR plus 0.9% (2005: ranging

from HIBOR plus 0.7% to HIBOR plus 0.9%).

AEERITIEE 81549,313,0008 7T (=T
FE ) FER20%E32%ZEBEE (=
TERE ) [2832,794,0008 7T (ZEEH
#:769,187,000/%70) Z TNEEMEE B&H
BITAEIMNE0.7%E0.9%TE (—EEH
FRBITARINE0.7%E0.9% )
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23. Bank Borrowings (Continued) 23. RITEE @)
The Group’s borrowings denominated in the currencies other than BREBAREZEEEIN FEBZEEE
the functional currency of the respective entity are set out below: WEENT:
2006 2005
“EERE —TETRF
HK$’'000 HK$'000
TFHET FHT
Hong Kong Dollars T 325,000 282,000
The fair value of the Group’s bank borrowings as at 31 March 2006 HE_ZTRXF=A=1+—BAREEMNRIT
approximates the corresponding carrying amount. BEZ A FEEEREERS-
24. Derivative Financial Instruments 24. (TEMBIA
2006 2005
—TERE —EThEF
Assets Liabilities
&E af
HK$’'000 HK$'000 HK$'000
Fi#Ex FExT FHT
Currency structured instruments HAGT A 1,131 (828) =
Derivative embedded in the AMRERANEITETA
convertible bonds - (1,200) -
1,131 (2,028) -
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24. Derivative Financial Instruments (Continued)

0}

24. (TEMBIA (&)

Currency Structured Instruments (i) E&ETR
Major terms of the currency structured instruments are as EREBTREEZGRRT:
follows:

Notional amount Maturity Currency Conversion
BEE&®] =) Giswin
Buy Euro 4,000,000 24 July 2006 Euro/USD
B400E BT —TTRF+AZ1+WA BT 3ETT
Buy Euro 3,000,000 29 August 2006 Euro/USD
B3008 BT —EERENAZTNA BT, &7t
Buy Euro 500,000 25 September 2006 Euro/USD
BE508 BT —EERFENAZTER BT/ %ET
Buy Euro 4,000,000 25 September 2006 Euro/USD
B400E BT —TTFNAZTEA BT, 37T
Buy Euro 4,000,000 26 September 2006 Euro/USD
B4008EUT ZETRFNAZTRA BT, &t
Buy Euro 4,000,000 27 October 2006 Euro/USD
B4008EUT —ETRFTA=TEA BT, &7t
Buy Euro 4,000,000 27 November 2006 Euro/USD
B400E BT “ETRF+—A=++H BT 3T
Buy Euro 4,000,000 28 November 2006 Euro/USD
B4008EUT —TERE+—HA=+/\H BT, &t
Buy Euro 4,000,000 27 December 2006 Euro/USD
B4008EUT ZEERF+ZA=++tH BT, &t
Buy Euro 5,000,000 29 January 2007 Euro/USD
ES00EB T —TTHF-A-FNH BT, 37T
Buy Euro 5,000,000 26 February 2007 Euro/USD

B 5008 BT —EZ+F A =+"H BT, &t
Buy USD 1,000,000 19 March 2007 USD/HKD
B1008%T —TE+FE=A+TNB En/ BT
Buy USD 1,000,000 28 March 2007 USD/HKD
E1008ET —TTHHF=A=1+NH X/ BT
Buy USD 1,000,000 16 April 2007 USD/HKD
B 1008%T —ZETLFMA+RE En/ BT
Buy USD 1,000,000 25 April 2007 USD/HKD
B 1008%T —TEHFMAZ+EHA En/ BT
Buy GBP 200,000 26 September 2006 GBP/USD
B208 8% —EERFNAAZTRAE HEEETT

The above derivatives are measured at fair value at each
balance sheet date. Their fair values are determined based on
the quoted market prices for equivalent instruments at the

balance sheet date.

AESTAETATNRBEESER 2 2 FER
E-AVERNESEEERESNTAZTS
EBRRESEMRMET -
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24. Derivative Financial Instruments (Continued) 24, (fTEMBIR (&)
(i) Derivative embedded in the convertible bonds (i) THREESENRTETIR

2006 2005
—EFRE —ETRF
HK$’000 HK$'000
T#xT TH&TT
Derivative embedded in the convertible FRET 2 JRRESA
bonds issued during the year ETAETAR 24,000 =
Changes in fair value NFEEE) (22,800) =
Embedded derivative at 31 March, R=A=+—R81£ETHA
at fair value ZANFE 1,200 =

NFEEAAN 7 — T RITRA T E - AT ERT
H2ATR GER) AR ARITEK A8
S 8 - BZRSE BNT AR E - AR A0 22,800,000
BILZ ATEZEHENERERER.

The fair value was calculated using the Black’s Model. The
valuation of fair value was carried out by Sallmanns (Far East)
Limited, independent valuer not connected with the Group.
The change in fair value of HK$22,800,000 has been
recognised in the income statement during the year.

The inputs used in the model were as follows: R 2 BIRwm AT
Share price on valuation date HK$10.45 RIXER 2 R (E 10.457 7T
Exercise price HK$12.04 1TE(E 12.0477T
Expected discount 8% TEEHTE 8%
Intrinsic value per share HK$0.014 BRAEE 0.014%87T
25. Convertible Bonds 25. FIERRES
2006 2005
ZBERE —EThEF
HK$’'000 HK$'000
FEx FHETT
Convertible bonds due 2011 AT ——FFHZ
AJRRE S 1,000,000 -
Less: e

BITRHRRESRZ

Arrangement fees incurred on issue of the

convertible bonds FEE (25,706) =
Equity portion in the convertible bonds AR &S 2 B Eb (62,000) =
Embedded derivative in the convertible bonds ATESANZPTET A (24,000) =
Add: hn:
Interest on convertible bonds AR ES 2 F B 12,712 =
Carrying value of the convertible bonds = A=+—Hra#kEH
at 31 March ZBREE 901,006 -
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25. Convertible Bonds (Continued)

On 13 January 2006, the Company issued HK$1,000 million zero
coupon convertible bonds due in 2011 (the “2011 Bonds”). They
are convertible, at the option of their holders, into ordinary shares
of HK$0.10 each of the Company at a conversion price of HK$12.04
per share at any time on or after 28 January 2006 up to and including
6 January 2011.

The 2011 Bonds do not bear interest. Unless previously redeemed,
converted or purchased and cancelled, the 2011 Bonds will be
redeemed by the Company at 124.92% of their principal amount
on 13 January 2011. All or some of the 2011 Bonds may be
redeemed at the option of the relevant holder on 13 January 2008
at 109.31% of their principal amount. On or at any time after 13
January 2008, the Company may redeem all but not some of the
2011 Bonds, at any time prior to maturity, at an early redemption
amount as stated in the 2011 Bonds, provided, however, that no
such redemption may be made unless either (i) the closing price of
the Company’s shares on the Stock Exchange for any 30 consecutive
trading days, the last day of such 30-day period falling within five
trading days prior to the date upon which notice of such redemption
is given, was at least 130% of the applicable early redemption
amount in effect on each such trading day divided by the conversion
ratio as stated in the 2011 Bonds; or (ji) at least 90% in principal
amount of the 2011 Bonds has already been converted, redeemed
or purchased and cancelled.

As at 31 March 2006, none of the 2011 Bonds had been converted
into ordinary shares of the Company.

The valuation of the 2011 Bonds was carried out by Sallmanns (Far
East) Limited. The 2011 Bonds contain three components, derivative
financial instruments, liability and equity elements. Upon the
application of HKAS 32 (see note 3 for details), the equity element
is presented in equity heading “convertible bonds equity reserve”.
The effective interest rate of the liability component is 6.84%. The
fair value of early redemption rights are presented in derivative
financial instruments in note 24.

25. mREES (&)

R-BTRE—A+=H RQRETI0ES
T2 EBHRES T ——FRH([=F
——F &S] ) EHARIBIFEAZEEZ L
HEIRE12. 048 TR =T F— A=+ /\H
R BEZT——F— A/NH I EARREE
BANEE0.10/ 7T 2 ke

ZE——FARRESFTERN S BRIEFA]
BB SR EE KT — T ——F
REFER-_ZE——F—A+=ZAUEXEZ
124.92% A RIEE R -FEARRE A A HEE
T 2EfskEbn T ——F [ AR E S AT RER
—EENF—A+ZHUARE2109.31%E
El-fE =TT N\F— A+= B2 B I(EF
A AN AR AR B EART - BERF IR =T —— A
B EFT7 IR P IE B 0 - I8 0] 2 2 S RSP
DB ——FAHARRES R TN IE R IARE
BB : () AN BB EAE 301832 5 B B2 FT
R B A% 5 BB AR R iE D 5kEE
130%kk = ——F AR EH 7 Ein K.
Maz30 A Mz &E— A AR HZSERR
MATSERZ S B (i) — B ——F AR E S
N 2 & 90% 1 EEih - BE (0] - B8 B sl st i

HE_ZTF=A=+—HILWEEF=
T—— A BRREFRKERA AR AR

—E——FaBRESRZFHEEAM GER)
BREARFERK —T——FARESFEE=
@z OTEM B TR AERERTERER
BEGFERIE325E FB2HME3) 12 #
ST RN R RE AR E SRR 2
5B BN < BERAX56.84%  FHIRE
R 2 DA FE240T £ B TS T AR 25
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26.

27.

Share Capital 26. A
Amount
Number of &8
ordinary shares HK$'000
LEBEEE FATT

Ordinary shares of HK$0.10 each SREEC0B TR TR

Authorised: VAR
At 1 April 2004, 31 March 2005 and —EENEFEP/—§/-

31 March 2006 —ETRhF=A=T—HK
—EERF=A=1+—H 2,000,000,000 200,000

Issued and fully paid: BEITRAT:

At 1 April 2004 —EFNFHA—H 840,530,000 84,053
Issue of new shares on placement of shares B A% 32T 120,000,000 12,000
Exercise of share options TTIE Ae st 2,854,000 285

At 31 March 2005 —EERF=A=+—H 963,384,000 96,338
Exercise of share options 1T{E Ae i 4,224,000 423

At 31 March 2006 —EERF=HA=+—H 967,608,000 96,761

During the year, 4,224,000 share options under the Pre-IPO Share
Option Scheme were exercised at a subscription price of HK$4.17
per share, resulting in the issue of 4,224,000 ordinary shares of
HK$0.10 each in the Company.

All the shares issued during the year rank pari passu with the then
existing shares in all respects.

Share Option Schemes

Pursuant to the written resolution of the shareholders of the
Company dated 11 September 2003, two share option schemes,
namely Share Option Scheme (the “Scheme”) and Pre-IPO Share
Option Scheme (the “Pre-IPO Scheme”), were approved and
adopted.

The Scheme and the Pre-IPO Scheme were established for the
purpose of providing incentives to directors and eligible persons.
The Scheme and Pre-IPO Scheme will remain in force for a period
of ten years and three years, respectively from adoption of the
schemes and will expire on 10 September 2013 and 10 September
2006, respectively.
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FR HEF4,224, 000X HEARIE B IR AR SR
AR IR BB T BB B A
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27. Share Option Schemes (Continued)

0}

Share Option Scheme

Under the Scheme, the Board of Directors of the Company
(the “Directors”) may at their discretion grant options to (i)
any director (including executive directors, non-executive
directors and independent non-executive directors) and
employees of the Group in which the Group holds an equity
interest or a subsidiary of such company (”Affiliate”); or (ii)
any advisors, consultants, distributors, contractors, suppliers,
agents, customers, business partners, promoters, service
providers of any member of the Group as may be determined
by the Directors from time to time to subscribe for the shares
of the Company (the “Shares”).

Options granted must be taken up within 28 days of the date
of grant. The maximum number of Shares in respect of which
options may be granted under the Scheme shall not exceed
10% of the issued share capital of the Company at any point
in time. The maximum number of Shares in respect of which
options may be granted to any individual in any 12-month
period shall not exceed 1% of the Shares in issue on the last
date of such 12-month period unless approval of the
shareholders of the Company has been obtained in accordance
with the Listing Rules.

Options may be exercised during such period (including the
minimum period, if any, for which an option must be held
before it can be exercised) as may be determined by the
Directors (which shall be less than ten years from the date of
issue of the relevant option). Options may be granted without
initial payment except the payment of HK$1 as consideration
for grant of option each time. The exercise price is equal to
the highest of (i) nominal value of the Shares; (i) the closing
price of the Shares as stated in the daily quotations sheet
issued by the Stock Exchange on the date of the grant; and
(iii) the average closing price of the Shares as stated in the
daily quotations sheets issued by the Stock Exchange for the
five business days immediately preceding the date of the grant.

27. BEHERTE (&)

(i)

BiREsE

REZE ARRESFE ([EFE))
AR BBRER L BRET (A S
MENES (BRPTES JFTES
FESIFITES) MRS AKERE
B R RIS A BRI B AR (B8
RA) (AR BEERKE R REE
] BREERE DR A B R
BREAERE EEBH HEARR
MR H e ARBAQ B KRG (1A
1)

BERATLERE L AR =+
B A A IE I - RIEE AR B
BB AR RS M VAR D 8RB - FEAE TR
RTMSEBEARR D BETRAR10% © B
FERIE EM R AR ERG AR RIER
VL - B BT A T (AT 216 A 58
R VBB AP S R IR D B =

B TMSEEn 1218 A BE&RE—
BARBEHTRON %

ERARTRESERENHE (BB
P AETT (B BT L AR A R R A AR (10
B)) 1TERERE ZHE B A R RE
BITRHERT NGB ) kR TAX
MUETE RS RN EIN
BRI ERAEL BN FEERT
B -TRERER NIREE ()kH
EE (IR B HER 32 P B 3R
EBRAROETE: RN ERER
H B EIRT LA X B MR TS B RE
REURH) T E
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27. Share Option Schemes (Continued)

Share Option Scheme (Continued)

The following table discloses details of the Company’s options
under the Scheme held by employees (including directors) and
movement in such holdings during the year:

0]

Exercise price

27. BRHERTE (&)

() MERERE (&
TREBENEITZEE (BRES)
BRRBREABENFRAZE

Granted during the year and
outstanding at 31.3.2006

HK$ FERNIEHE

Category Date of grant TEE RIEFERE=ZA=1+—H

g ®¥FH BT i RITESE

Director 23 December 2005 8.50 600,000
5= —ETRF+_A-+=H

Employees 23 December 2005 8.50 1,200,000
(== —ETERF+-A=+=H

1,800,000

The options granted on 23 December 2005 may be exercised
in accordance with the following terms of the Share Option
Scheme as to:

(a

one-third of the options commencing 23 December 2005
to 22 December 2008, the fair value of the options
granted at the date of grant is HK$1.87;

one-third of the options commencing 23 December 2006
to 22 December 2008 with vesting period from 23
December 2005 to 22 December 2006, the fair value of
the options granted at the date of grant is HK$1.97;
and

one-third of the options commencing 23 December 2007
to 22 December 2008 with vesting period from 23
December 2005 to 22 December 2007, the fair value of
the options granted at the date of grant is HK$2.08.
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27. Share Option Schemes (Continued)

0}

(i)

Share Option Scheme (Continued)

These fair values were calculated using Binominal model. The
valuation of fair values determination as at 23 December 2005
was carried out by Sallmanns (Far East) Limited. The inputs
used in the model were as follows:

2006
Closing share price at date of grant HK$8.50
Exercise price HK$8.50
Expected volatility (note a) 37.01%
Risk-free interest rate (note b) 4.10%
Expected annual dividend yield (note c) 2.63%
Expected life 3 years
Notes:

(@)  Expected volatility was determined by using historical volatility
of the price return of the ordinary shares of the Company.

(b)  The risk-free rate interest was based on the yield of Exchange
Fund Note.

(0 The expected dividend yield was assumed to be 2.63% per
annum.

The estimated fair value of HK$1,573,000 with respect to
share options granted to a director and employees on 23
December 2005, were charged to the income statement
during the year.

Pre-IPO Scheme

The principal terms of the Pre-IPO Scheme, approved and
amended by written resolutions of the shareholders of the
Company dated 11 September 2003, are similar to the terms
of the Scheme except for the followings:

(@) The subscription price per share shall be the price per
public offer share on the initial public offering in
September 2003 (" Offer price”); and

(b) Save for the options which have been granted (with
details set out below), no further options will be offered
or granted, as the right to do so will end upon the listing
of the shares of the Company on the Stock Exchange.

27. BEHERTE (&)

(i)

(i)

BiREE (B)
FZERNHEA—HAEAGE-BEZ
EERFE+ AT =AZAVEETE
ZAEEHRTEF GER) BRAR KB
REtBERA ZBAT:

ZEERE
B¥ Az B BmE 8.50/87T
1IEE 8.50/87T
TEHERR IR (Mista) 37.01%
EREMRFEE (MiFEb) 4.10%
FEHSFRBEER (fifEc) 2.63%
TR AR =4
G

() TAHIRIEZAAREEBIRNELE
% [ 3% 08 T 8 5E

(b) ERBFISENAINEESRERER K

(0 TEHARRBZEBR(HFTATF2.63% ©

BAR_ZEZRFT_A=Z+=BET
—REEREEBZEBREZHFTATE
1,573,000/ 0 EEF RN 2 r & i8mak
RABRe

BHRPFERA &

BTt &SN BIR AR ERATET 8 H
REARBBRR_FZT=FNAT
—HEBENEERERMAERER]) &
et BIH EARLL:

(@) ERABBEEER_FTT=FhA
BRAFEERERAREERN
mEss ((REE)) &

b) Fr7TERLHNEREFETX)
S RRBAEBITIREFRMIME
I RE AR - R R VR I 2R AR R
EBARARIRNER R 2
eriint
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27. Share Option Schemes (Continued) 27. BREEE (B)

On 11 September 2003, the Company granted share options under
the Pre-IPO Scheme to the Directors and certain employees of the
Group, which entitles them to subscribe for a total of 75,000,000
shares at HK$4.17 per share.

Save and except to Gold Best, all other holders to whom options
have been granted under the Pre-IPO Scheme will be entitled to
exercise (i) up to 50% of the options granted to him/her at any
time after the expiry of 6 months till the first anniversary of the
listing date, (i) up to 75% of the options granted to him/her of any
time until the second anniversary of the listing date, (jii) up to 100%

R-ZZE=FNA+—B ARFRBEELA
AERAFEIFLBRETAEEEERE
TREE FHREIRERANTATHESR &
H328475,000,0008% A% 15 ©

BR T Gold Bests 1R 1R B R AR S AT E1/E
BREEOEHAE B AR A ()R L A7 (E
AEZE WA —BEFTERZEERER
REHI50% ¢ (DR LT AMES 2 B TERZ 2=
R EBEIIERNT5% ¢ (i) £ B =AF 28177
FERZERRABAAER100% -

of the options granted to him/her at any time until the third
anniversary of the listing date.

TREEARBNERAFERAETZ
&S (BRER) KA RABREFEINE

The following table discloses details of the Company’s options under
the Pre-IPO Scheme held by employees (including directors) and

movement in such holdings during the year: N2 EgE):

Exercise  Outstanding Outstanding Outstanding

price at 1.4.2004 Exercised  at 31.3.2005 Exercised  at 31.3.2006

TEE k=3 1F:3 during —EEIE during —E3RE

Category Date of grant HK$ mA—AH theyear =A=+—H theyear =H=+—H

53l ZH A8 BT 18 RATIE ENITHE 8 RATIE ENITHE 8 RATIE

Directors 11 September 2003 417 5,800,000 (1,014,000) 4,786,000 (1,920,000) 2,866,000
g “ZEE=¥NA+-H

Employees 11 September 2003 417 4,894,000 (840,000) 4,054,000 (1,404,000) 2,650,000
B8 “ZZ=FAAT-H

Others 11 September 2003 4.17 1,900,000 (1,000,000) 900,000 (900,000) -
Hth —ZZ=FAAT-H

12,594,000 (2,854,000) 9,740,000 (4,224,000) 5,516,000

FE- BT HEM B 2 AN ARG AT
ER7.138TR7 488 TT NS

The fair value of the Company’s share at the date of issue for the
exercise of share option during the year ranging from HK$7.13 to
HK$7.48.

REEXARERAE TRTEERET
2 BBRRHET TR AR I A 517,614,000 T

Total consideration received during the year from directors and
employees for exercise of the options granted under the Pre-IPO
Scheme is HK$17,614,000.
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28. Deferred Tax
The followings are the major deferred tax liabilities and assets
recognised and movement thereon during the current and prior
reporting periods.

28. IREHIR
TRAETZELEHAABREEERANEE
REMBEREHANZZE-

Recognition of

income Tax losses Total

BRERZIIN BIERE st

HK$'000 HK$'000 HK$'000

TH&TT TH&TT TH&TT

At 1 April 2004 —ETNFMNA—H - - -
Charge (credit) to income statement FRAUEERE GHA)

for the year 9,151 (8,860) 291

At 31 March 2005 —EERF=A=1+—H 9,151 (8,860) 291

Exchange difference EHZER 176 - 176
Charge (credit) to income statement FRRU RN GTA)

for the year 20,939 (11,096) 9,843

At 31 March 2006 —EERF=A=1+—H 30,266 (19,956) 10,310

For the purpose of balance sheet presentation, certain deferred tax
assets and liabilities have been offset. The following is the analysis
of the deferred tax balances for financial reporting purposes:

SRFEEABREZRAN FETRETLHRE
ENBEDEH TRABEMBHRESENZ
BEAETHIRSE R -

2006 2005

ZEFEERE —EETRF

HK$’'000 HK$'000

T#xT FATT

Deferred tax liabilities RIEFIBE & 30,266 9,151
Deferred tax assets RIETIBE = (19,956) (8,860)
10,310 291

At 31 March 2006, the Group had unused tax losses of
approximately HK$79,753,000 (2005: HK$33,543,000) available
for offset against future profits. A deferred tax asset has been
recognised in respect of approximately HK$70,089,000 (2005:
HK$29,324,000) of such losses. No deferred tax asset has been
recognised of the remaining approximately HK$9,664,000 (2005:
HK$4,219,000) due to the unpredictability of future profit streams.
The unrecognised tax losses may be carried forward indefinitely.

At 31 March 2006, the Group had deferred tax assets resulted
from tax losses of a subsidiary in the United States of America
recognised. The tax losses may be carried forward for twenty years
following the loss year.

R-ZEFE=ZA=1+—R KNEEEHAEH
BRI B{EER AR R R B < HIBESENE
79,753,000/ 7T (ZZFZ F 4F :33,543,000/8
JL) cEL ARt B R ERR T £970,089,00078 7T

BT RHH:29,324,000/87T) ZIEEFRIEE
E-HARARREFZ HRATAIIER T4
9,664,000/ T (ZZZ R :4,219,00077T)
Z R ERER AR B S Eo AR
TE[E518 n] PR HA g 82 o

R-FTRE=ZA=1—8 aarEXEMNE
REMRERIRHER AEEARENIRE
E-BIBER A AREIRFRREE — 5
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29. Operating Lease Commitments 29. RREHLRIE
At the balance sheet date, the Group had commitments for future REE B AEERBET I HEEER T R EF
minimum lease payments under non-cancellable operating leases KERANN BEENRERSIOT:
in respect of land and buildings, which fall due as follows:
2006 2005
—BERE —TERF
HK$’000 HK$'000
FEx FHET
Within one year —FA 310 5,889
In the second to fifth year inclusive ZFEFRFA
(BRREREME) - 33
310 5,922

Operating lease payments represent rentals payable by the Group
for certain of its offices. Leases are negotiated for an average term
of one year with fixed rentals.

EERSIARBALE THASRAHS
BETL—F BRELTE

30. Capital Commitments 30. BAKE
2006 2005
—EERE —TTREF
HK$’'000 HK$'000
Fi#ExT FHT
Capital expenditure contracted for but not HBEYE BB MRE
provided in the financial statements in respect Rt bfE AR AL
of acquisition of property, plant and equipment BRI B IREF
and land use right BENELRARAY 1,512,699 655,919
31. Contingent Liabilities 31. HAAE
2006 2005
—EERE —TTREF
HK$’'000 HK$'000
Fi#ExT FHT
Bills discounted with recourse EE R AR =R - 240,050
32. Non-cash Transactions 32. ¥RERSH
During the year, notes receivable of approximately HK$26,643,000 FN-#426,643,0008 T (ZEFRF:

(2005: HK$780,000) was utilised to acquire property, plant and
equipment which amounted to approximately HK$26,643,000
(2005: trade receivables of HK$780,000) as mentioned in note 19(c).

82
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32.

33.

Non-cash Transactions

During the year ended 31 March 2005, part of the proceeds for
the issue of new shares payable by the ultimate holding company

32. REXSH
HE_ZTRF=A=1+—HBFEERN RI&ZF

N ﬁﬁﬁiﬁ*lifﬁ RBITHRPIS

FIBE 8

had been settled by the amount due to ultimate holding company. FERTER AR A R IE A RR
Balance Sheet of the Company 33. ARH ﬁéﬁ%%
The balance sheet of the Company as at 31 March 2006 is as follows: HE_ZZTF-A=+—BEEAERD
354
2006 2005
ZEERE —ETRF
HK$'000 HK$'000
FHET FATT
ASSETS AND LIABILITIES EERGE
Non-current assets ERBEE
Investments in subsidiaries AHEB A RRRE 637,977 637,977
Current assets RBEE
Other receivables ) G - 165
Amounts due from subsidiaries JFEUS BT E A BIFRIE 2,925,569 2,255,199
Bank balances RITHE RS 155 325
2,925,724 2,255,689
Current Liabilities REAaR
Other payables H b eI 5I8 400 602
Derivative financial instrument PTHEMBETA 1,200 -
Unsecured bank borrowings — due within one year — EEKIRIRITIEE — —FE R E|H - 159,133
1,600 159,735
Net current assets MENEERE 2,924,124 2,095,954
Total assets less current liabilities EEGERTREBERE 3,562,101 2,733,931
Non-current liabilities EREBEE
Unsecured bank borrowings — due after one year KR ITEE — —F152H] - 150,713
Convertible bonds AR ES 901,006 =
901,006 150,713
2,661,095 2,583,218
Capital and Reserves BARHE
Share capital [N 96,761 96,338
Reserves (Note) i () 2,564,334 2,486,830
2,661,095 2,583,218
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For the year ended 31 March 2006

BE-FEAF=A=+—AILEE

33. Balance Sheet of the Company (Continued) 33. ARREERER (@)
Note: B -
Reserves &
Share Convertible
options bonds equity Accumulated
Share reserve  Contributed reserve  (loss) profit
premium idive surplus  FEEESE R (BH) Total
R fh i 1 BNER R 27 st
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THET THET THET THET FHET FHET
At 1 April 2004 —TTNENA—H 1,042,438 - 634,977 - (5,056) 1,672,359
Premium arising on issue of shares  E{TRHEELRRE 809,016 - - - - 809,016
Expenses incurred in connection BIRNEENER
with the issue of shares (4,826) - - - - (4,826)
Profit for the year FRRF - - - - 106,486 106,486
Dividend paid g} - - - - (96,155) (96,155)
At 31 March 2005 —TTRF=A=+—H 1,846,628 - 634,977 - 5,275 2,486,380
Issue of convertible bonds BT RRES - - - 62,000 - 62,000
Transaction costs attributable to BITARREF SR
issue of convertible bonds LRI - - - (1,744) = (1,744)
Premium arising on issue of shares  E{TRHELREE 17,191 - - - - 17,191
Recognition of equity-settled FRa A B IR IE S (30R
share-based payment expenses % R - 1,573 - - - 1,573
Profit for the year ENEF - - - - 171,843 171,843
Dividend paid &S = = = - (173,409) (173,409)
At 31 March 2006 “ZTRF=A=1t-H 1863819 1,573 634,977 60,256 3709 2,564,334

The contributed surplus of the Company represents the difference
between the aggregate net assets of the subsidiaries acquired by
the Company pursuant to the corporate reorganisation in September
2003 and the nominal value of the Company’s shares issued for
the acquisition.

At 31 March 2006, the Company’s reserves available for distribution
to its shareholders comprise share premium, contributed surplus
and accumulated profits which in aggregate amounted to
approximately HK$2,503 million (2005: HK$2,487 million). Under
the Companies Law (2001 Second Revision) of the Cayman Islands,
the share premium of the Company is available for paying
distributions or dividends to shareholders subject to the provisions
of its Memorandum and Articles of Association and provided that
immediately following the payment of distributions or dividends,
the Company is able to pay its debts as they fall due in the ordinary
course of business. In accordance with the Company’s Articles of
Association, dividends shall be payable out of the profits or other
reserves, including the share premium account, of the Company.
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34. Retirement Benefits Plans

0}

34. BAR@EHMEE

Plans for Hong Kong employees () AEBEEMEHE
Defined benefit plan SREEFIFE]
The Group is a member of a defined benefit plan which was REE R —(EREEN BRI E %
open to qualified employees of companies under the control FrElftFortune Star Trading Ltd.
of Fortune Star Trading Ltd. (“Fortune Star”). Fortune Star ([Fortune Star] ) #Z=HIBI A R & EfE(E
and the Company are under the control of the same B2 cFortune Star R AR R [E—
discretionary trust, the discretionary beneficiaries of which BEEETMES E2EIRABRE
include Mr Lee Wan Keung, Patrick, Mr Lee Man Chun, FEREA FXEEERIFIOREE
Raymond and Mr Lee Man Bun, all of them are directors of (REHRERBESE) N_ETTF
the Company. In December 2000, all the then existing TR -RAEMNRAZNERABEKEHE
members of the defined benefit plan were enrolled into a RER2HE-HREETE MKEE
MPF Scheme and their accrued benefits for the past services FERNEIARBERBEAASNRG
under the defined benefit plan were frozen as at 30 November BN _ZZZEF+—A=THHR
2000. The defined benefit plan was closed to new employees HBZEEEF T AR AEEME
from December 2000 onwards. ST EMESEE
Under the defined benefit plan, employees are entitled to BREAERANTE EERNFERA TR
retirement benefits varying between 0 and 100% of their final BRIRR 2 BB R ER AR KB AAE R
salary as at 30 November 2000 multiplied by the pensionable HER-ZZETF+—A=+TANEEH
service up to 30 November 2000 on attainment of a retirement EHEE100%TE FUBE_ZZE
age of 55. No other post-retirement benefits are provided. F+—HA=1THI8ETRARS RS
F & AR B IR H AR IRIRAF o
The most recent actuarial valuation of the plan assets and the STEEERAERANAERESAH
present value of the defined benefit obligation was carried fBEME DHREZASRE (BK)F
out as at 31 December 2005 of HSBC Life (International) RAR - R_ZEZRF+-_A=+—H
Limited. The present value of the defined benefit obligation, YEH AT 5t o SRR AR EIRE MBI 2 3R
the related current service cost and past service cost were e AR TG A 2N S B 25 U AR TS A AN Th ER FR T8
measured using the projected unit credit method. BRI ERGTH
The main actuarial assumptions used were as follows: FrRME EBE/RRNT
31.12.2005 31.3.2005
—EThEF —EThEF
+=-—A=+—H —A=1+—H
Discount rate BhIA & 4.25% 5%
Expected return on plan assets FTEIEETRHAE R 5% 5%
Expected rate of salary increases TEEIEr IR R 0% 0%

The actuarial valuation showed that the market value of plan
assets at 31 December 2005 was HK$795,000 (31.3.2005:
HK$1,546,000) and that the actuarial value of these assets
represented 545% (31.3.2005: 1,059%) of the benefits that
were accrued to members.

BEMERNTEEER ST RF+
ZR=+—RHZmEA795,000%E7T (=
TERF=HA=+—H:1,546,000/%
TL) MZEEE R EETIEERET
SRk B BB FIZE 2 545%(Z BT HFE=
A=+—H:1,059%) °
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34. Retirement Benefits Plans (Continued) 34. BIKEFIEE (&)

() Plans for Hong Kong employees (Continued) (i) BEEBEREMRAEE (&)

Defined benefit plan (Continued)

The credit recognised in the consolidated income statement

SRIENEFAE] (&)

KA BERAE @G B R

in respect of the defined benefit plan is as follows: AR
2006 2005
—ETRE —ZEThF
HK$'000 HK$'000
F#ExT FHETT
Interest cost BB 5 4
Expected return on plan assets FTEIEETEHIRH (95) (70)
Total, included in other income st (Bt AEASLIA) (90) (66)

The actual return on plan assets for the year was HK$94,000

(2005: HK$69,000).

The amount included in the consolidated balance sheet in

sHEIEERAFEERERR B R 494,000
BT (ZZEZRF:69,00087T) ©

AEENAERMABIEIAKREEE

respect of the Group’s defined benefit plan is as follows: BERNEEELT:

2006 2005
ZEERE ZEERF
HK$'000 HK$'000
FET FAT
Fair value of plan assets SEIEEATEE 795 1,546
Unrecognised actuarial gains REREE M (42) (80)
Present value of funded obligations HIIRE (146) (146)
607 1,320

Movements in the net assets in the year were as follows: BEFENFERRNZEEAT:
2006 2005
—EERE —EERF
HK$'000 HK$'000
FET FAT
At beginning of the year F4) 1,320 1,254
Release of retirement benefit scheme BRIREFIFTEI S (803) =
Amounts credited to income statement FTAMA R ECER 90 66
At end of the year FR 607 1,320
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34. Retirement Benefits Plans (Continued)

0}

(ii)

(iii)

Plans for Hong Kong employees (Continued)

Defined contribution scheme

The Group operates a MPF Scheme for all qualifying
employees. The assets of the scheme are held separately from
those of the Group, in funds under the control of trustees.
The Group contributes the lower of HK$1,000 or 5% of the
relevant monthly payroll costs to the MPF Scheme.

34. BIKX
(i)

EFIstE (@)
AEBEEMRMOE (&)
SRR

AEERMESERERRL —HRE
Bl R BN EERARENEE
DA URBAGEAETENES.
AEEIR1,0008TTH AR A FRAE
5% - RSB

Plans for PRC employees (i) AHEES MRS
The employees employed in the PRC subsidiaries are members A EUFT B A RIFE AR E 8152 B B
of the state-managed retirement benefits schemes operated T BIR E RN ET &l
by the PRC government. The PRC subsidiaries are required to MEBAREREESFeMNETES L,
contribute a certain percentage of their payroll to the FRRBFFT B (EREF 2 AR
retirement benefits schemes to fund the benefits. The only SEHRKENGFEFME—EERER
obligation of the Group with respect to the retirement benefits BETEIRE MR
schemes is to make the required contributions under the
schemes.
Plans for US employees (iii) AEBEEEMEHTE
Defined benefit plan SREEFIFE]
The Group adopted sponsorship of the defined benefit pension REBRMA TR E G TRHES
plan for Hourly Employees and the Retiree Medical Plan. The RRRATBEAE-RABHAAE=F
adoption date was 30 June 2005. The pension plan is frozen TRHENA=TH - ZRNFEIEHR
and not accepting new participants. All participants are vested ERTERMT2ME -FIE2MEDE
and the plan still has active participants. Pension plan benefits T R Z EIREDNBE R 2 MNE-
are based primarily on participants’ compensation and years RIRETEIF & B A2 INE A SREN M5t
of credited service. Contributions to the pension plan are based ARG FHIGT H RN 8l 2 R
on actuarial calculations of amounts to cover current service ARASTIRE R A IEE SRR
costs. Bi&o
The main actuarial assumptions used were as follows: FrRME EBERRNT
2006

ZBERE
Discount rate BhIA & 5%
Expected return on plan assets FTEIEETEHIRIH 7%

The actuarial valuation showed that the market value of plan
assets at 31 March 2006 was approximately HK$107,801,000
and that the actuarial value of these assets represented 93%
of the benefits that were accrued to members.

BEMERTEEERST " F=
B=+—H2m{&A107,801,000/ T’
Mz EEE 2 BEEETIHEENREEIK
BIESHIER293% °
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34. Retirement Benefits Plans (Continued) 34.
(iii) Plans for US employees (Continued)
Defined benefit plan (Continued)
The charge recognised in the consolidated income statement
in respect of the defined benefit pension plan is as follows:

RIAEREE (B

(i) AEEEEMRME (&)
REWEF B (B)
RirEIBRR A E R TR 8
REBERAT:

2006

ZEEXEF

Current service cost A RIS AN 1,475
Interest cost FBRA 4,620
Expected return on plan assets FHEIE ETEHIREIR (5,561)
Past service cost EEPRIGA A 16,905
Total, include in cost of sales Bt (Bt AHEKA) 17,439

The amount included in retirement benefit liabilities in the
year in respect of the defined benefit pension plan is as follows:

HEBRERRSRA 8 T IRRAE
FIB EHOEM T

2006

ZEERE

Fair value of plan assets FrEIEEATE 107,801
Unrecognised actuarial gains RERZFEESER (8,829)
Present value of funded obligations HIIRE (116,411)
At end of the year FR (17,439)

Defined contribution plan

The Group sponsors a 401(k) profit sharing plan for salaried
employees, the Retirement Savings Plan for Salaried Employees
of US subsidiary. All salaried employees not covered by the
collective bargaining agreement are eligible to participate. The
maximum allowable contribution for each employee is 50%
of gross wages subject to limitations set by the Internal
Revenue Code. The Group will match 100% of the first 3%
of employee contributions to the plan through salary deferral
plus 25% of the next 2% that the employee defers.
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35. Connected and Related Party Transactions and  35.
Balances
Transactions between group companies have been eliminated on
consolidation and are not disclosed in this note.

During the year, the Group had significant transactions and balances

HEAALFES 5 R

SEASRRRZRFTRERARHH 8

FELE A AR BE

FRAEEEEATETHNEARS IR

with connected persons at the balance sheet date as follows: HEE BRI
2006 2005
Nature of ZEERE —EERF
Name of party transactions/balance HK$’000 HK$'000
REANLZE X5 w@eHitE TiER T T
Lee & Man Industrial Finished goods sold 122,018 84,229
Manufacturing BERKm
BXEE Waste paper purchased 7,764 6,986
B EEA
Steam sold 1,560 1,560
BEEXER
Balance due from Lee & 22,938 612
Man Industrial Manufacturing
FENOB N B KM
Lee & Man Paper Products Licence fee paid 869 861
Limited (note i) BT EE
BXRmARAR (5H)
Lee & Man Management Management fee paid 39 399
Company Limited (“Lee ENERE
& Man Management”) (note ii)
BXEBRARAR (MEXER]) (i)
Notes: B«

(i) Lee & Man Paper Products Limited is beneficially owned by of Mr Lee
Wan Keung Patrick, a director of the Company.

(i)  Lee & Man Management is a subsidiary of Lee and Man Holding
Limited (“Lee & Man Holding”). Lee & Man Holding is beneficially

owned by Fortune Star.

() BXERERAREREEARARAES

FEBRE L

(i)  FEXEIRZLee and Man Holding Limited (32
EE ) BB A R o3RS E& E B Fortune

StarEzm fEH °
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For the year ended 31 March 2006 #HZ—TZNF=H=1+—HIFFEZ

35. Connected and Related Party Transactions and  35. #HEAALREL 5 R (2)

Balances (Continued)

The remuneration of the directors and other members of key EERHEMEEEREERKERNFERZHE0

management during the year was as follows: %
2006 2005
—ETRE —_ZEThF
HK$’'000 HK$'000
FEx FHTT
Short-term benefits 5 HEAE A 8,218 5,694
Post-employment benefits RIAREF 53 56
8,271 5,750

36. ETEMBAF
ARREEMBAR (R -ZEEXRF=A="
—HEHARREERESR) HFEWT:

36. Principal Subsidiaries
Details of the Company’s principal subsidiaries, all of which were
wholly-owned by the Company at 31 March 2006, are as follows:

Place of incorporation Nominal value of issued

or establishment/

and fully paid share

operations capital/registered capital

Name of subsidiary E AR SLE AL AL BRITRERRE Principal activities

i) NCTE BEME AMBREAEE TEXH

Able Advance British Virgin Islands Ordinary shares — US$4 Investment holding
International Limited RERZHS TR —4FET REER

Lee & Man Industries British Virgin Islands Ordinary share — US$1 Investment holding
Company Limited RBREXHS L@k — 13T BEER

Lee & Man Paper British Virgin Islands Ordinary shares- US$100 Investment holding
International Limited RERZHS EBAE— 100 BEER

Evergreen Trading Malaysia Ordinary shares — US$2 Procurement of raw materials
Company Limited i EER 25T B

Lee Kwok (Macao Macau MOP100,000 Procurement of raw materials
Commercial Offshore) R JRPI#100,0007T FREE R

Trading Limited

M CRFIRER B X IR

EHBRAF
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36. Principal Subsidiaries (Continued) 36. TEMBLAR (&)

Place of incorporation Nominal value of issued
or establishment/ and fully paid share
operations capital/registered capital
Name of subsidiary MBI B BRITREERE Principal activities
il AT EEME HMBEAEE TEEH
Wang Kei (Macao Macau MOP100,000 Export trading of paper
Commercial Offshore) JRF JRF9#100,00070 HREAES
Trading Limited
A CRPIBE = A RYS)
HHERAT]
REESCERBERA A PRC (note) Registered capital - Manufacturing and
(Dongguan Lee & Man B (B &E) US$118,480,000 trading of paper
Paper Factory Co., Ltd.) & A8-118,480,0005 7T EREERES
BERIESGERAR AT PRC (note) Registered capital - Manufacturing and
(Guangdong Lee & Man R (Fff&E) US$119,529,348 trading of paper
Paper Manufacturing FHREAR-119,529,348% 7T EREERES
Limited)
TLERIESUER AR AR PRC (note) Registered capital - Manufacturing and
(Jiangsu Lee & Man Paper AR (PffzE) US$117,500,000 trading of paper
Manufacturing Company #Hf & 4-117,500,000% T EREERES
Limited)
Evergreen Pulp Inc. United States of America Ordinary shares — US$1,000 Manufacturing of pulp
xH E3@A%—1,000%7T P
Note: The companies are wholly foreign owned investment enterprises Mz ZE AR 2R BRI 2GS 2188
established in the PRC. I
With the exception of Able Advance International Limited, all the 4 7 Able Advance International Limited4 £
subsidiaries are indirectly held. AWBATY AREEENHE AT
The above table lists the subsidiaries of the Company which, in the E=2h5 FRIEHAATHBAR JhE
opinion of the directors, principally affected the results or assets N gy N = =N B
and liabilities of the Group. To give details of other subsidiaries 25 Y HEMM B A TR S E AN TS
would, in the opinion of the directors, result in particulars of excessive RILE AR EEHEBER -
length.
None of the subsidiaries had any debt securities outstanding at the AL B s F NIRRT S B R s EE
end of the year, or at any time during the year. (AR B BTG S o
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FINANCIAL SUMMARY

B RE

Year ended 31 March
BE=H=1+—HILEE

2002 2003 2004 2005 2006
—FE—F —FTE-4F —TINF —FTTRF | ZFFRE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TH&TT FH&T FH&T FH&T T#T
RESULTS E ¥
Turnover e 738,885 1,028,406 1,701,055 2,771,423 | 3,778,054
Profit before taxation BrEE AT &R 175,520 215,076 290,128 423,436 625,586
Income tax expenses FIEFHAX - (2,000) (5,250) (5,693) (25,558)
Profit for the year FE R 175,520 213,076 284,878 417,743 600,028
At 31 March
=H=+—H
2002 2003 2004 2005 2006
T -F ZTT=-F TTNF —ZTHF | ZBERE
HK$'000 HK$'000 HK$'000 HK$'000 HK$°000
TH&TT FH&T FH&T FH&T T#T
ASSETS AND LIABILITIES &HEHERE
Total assets BEAE 1,102,480 1,929,783 3,409,123 4,113,393 | 5,774,016
Total liabilities BB (807,822) (1,435,267) (1,505,725) (1,071,932)| (2,196,972)
Shareholders’ funds R E % 294,658 494,516 1,903,398 3,041,461 3,577,044

Note: The Company was incorporated and registered as an exempted company ~ FffzE:
in the Cayman Islands on 21 May 2003 and became the holding company
of the Group as a result of a group reorganisation in September 2003. The
financial summary has been presented on the basis that the Company had
been the holding company of the Group from the beginning of the earliest

period presented.
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