












































































The amount initially recognised for an internally-generated intangible asset is the sum of the expenditure incurred

from the date when the intangible asset first meets the recognition criteria. Where no internally-generated intangible

asset can be recognised, development expenditure is charged to income statement in the period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less accumulated

amortisation and accumulated impairment losses, on the same basis as intangible assets acquired separately.

(k) Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the first-in, first-out

method.

(l) 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 or 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 income statement.

(i) Financial assets

The Group’s financial assets are classified as loans and receivables. All regular way purchases or sales of financial

assets are recognised and derecognised on a trade date basis. Regular way purchases or sales are purchases or sales

of financial assets that require delivery of assets within the timeframe established by regulation or convention in the

marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and of allocating

interest income over the relevant period. The effective interest rate is the rate that discounts estimated future cash

receipts (including all fees paid or received that form an integral part of the effective interest rate, transaction costs

and other premiums or discounts) through the expected life of the financial asset, or, where appropriate, a shorter

period.

Income is recognised on an effective interest basis for debt instruments.

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, loan receivables, other receivables, pledged bank deposits, bank balances and cash, amounts due from

directors and finance lease receivables) are carried at amortised cost using the effective interest method, less any

identified impairment losses (see accounting policy on impairment losses on financial assets below).

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date. Financial assets are impaired

where there is objective evidence that, as a result of one or more events that occurred after the initial recognition of

the financial asset, the estimated future cash flows of the financial assets have been affected.

Objective evidence of impairment could include:

• significant financial difficulty of the issuer or counterparty; or

• default or delinquency in interest or principal payments; or

• it becoming probable that the borrower will enter bankruptcy or financial re-organisation.
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For certain categories of financial assets, such as trade receivables, assets that are assessed not to be impaired

individually are subsequently assessed for impairment on a collective basis. Objective evidence of impairment for a

portfolio of receivables could include the Group’s past experience of collecting payments, an increase in the number

of delayed payments in the portfolio past the average credit period of 60 days, and observable changes in national

or local economic conditions that correlate with defaults on receivables.

For financial assets carried at amortised cost, an impairment loss is recognised in income statement 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.

For financial assets carried at cost, the amount of the impairment loss is measured as the difference between the

asset’s carrying amount and the present value of the estimated future cash flows discounted at the current market rate

of return for a similar financial asset. Such impairment loss will not be reversed in subsequent periods.

The carrying amount of a financial asset is reduced by the impairment loss directly for all financial assets with the

exception of trade receivables, where the carrying amount is reduced through the use of an allowance account.

Changes in the carrying amount of the allowance account are recognised in income statement. Subsequent recoveries

of amounts previously written off are credited to income statement.

For a financial asset measured at amortised cost, if, in a subsequent period, the amount of impairment loss decreases

and the decrease can be related objectively to an event occurring after the impairment loss was recognised, the

previously recognised impairment loss is reversed through income statement to the extent 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.

(ii) Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity are classified according to the substance of the

contractual arrangements entered into and the definitions of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual interest in the assets of the group after deducting all

of its liabilities. The Group’s financial liabilities are generally classified into other financial liabilities.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating

interest expense over the relevant period. The effective interest rate is the rate that discounts estimated future cash

payments through the expected life of the financial liability, or, where appropriate, a shorter period.

Interest expense is recognised on an effective interest basis.

Other financial liabilities

Other financial liabilities (including trade and other payables and bank borrowings) are subsequently measured at

amortised cost, using the effective interest method.

Equity instruments

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

Repurchase of the Company’s own equity instruments is recognised and deducted directly in equity. No gain or loss

is recognised in income statement on the purchase, sale/issue or cancellation of the Company’s own equity

instruments.
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(iii) 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 receivable and the cumulative gain or loss that had been recognised directly in equity is

recognised in income statement. If the Group retains substantially all the risks and rewards of ownership of a

transferred financial asset, the Group continues to recognise the financial asset and also recognises a collateralised

borrowing for proceeds received.

Financial liabilities are derecognised when the obligation specified in the relevant contract is discharged, cancelled

or expires. The difference between the carrying amount of the financial liability derecognised and the consideration

paid and payable is recognised in income statement.

(m) Provisions

Provisions are recognised when the Group has a present obligation as a result of a past event, and it is probable that

the Group will be required to settle that obligation. Provisions are measured at the directors’ best estimate of the

expenditure required to settle the obligation at the balance sheet date, and are discounted to present value where the

effect is material.

(n) Share-based payment transactions

(i) Equity-settled share-based payment transactions

Share options granted to employees

For grants of share options which are conditional upon satisfying specified vesting conditions, the fair value of

services received determined by reference to the fair value of share options granted at the grant date is expensed on

the straight-line basis over the vesting period, with a corresponding increase in equity (share options reserve).

For share options which are vested at the date of grant, the fair value of the share options granted is expensed

immediately to income statement.

At the time when the share options are exercised, the amount previously recognised in the share options reserve will

be transferred to the share premium account. When the share options are forfeited after the vesting date or are still

not exercised at the expiry date, the amount previously recognised in the share options reserve will be transferred to

retained profits.

(ii) Cash-settled share-based payment transactions

For cash-settled share-based payments, the Group measures the goods or services acquired and the liability incurred

at the fair value of the liability. At each balance sheet date, the liability is remeasured at its fair value until the liability

is settled, with any changes in fair value recognised in profit or loss.

5. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION

UNCERTAINTY

In the application of the Group’s accounting policies, which are described in note 4, management is required to make

judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not readily

apparent from other sources. The estimates and associated assumptions are based on historical experience and other

factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are

recognised in the period in which the estimate is revised if the revision affects only that period, or in the period of

the revision and future periods if the revision affects both current and future periods.

Critical judgements in applying accounting policies

The following are the critical judgements, apart from those involving estimations (see below), that management has

made in the process of applying the Group’s accounting policies and that have the most significant effect on the

amounts recognised in the financial statements.
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Revenue recognition

Note 8 describes the initial services fee income received from the initial services provided in relation to an area of

land of 1,000 hectares (equivalent to approximately 10.0 million sq.m.) located in Kratie District, Kratie Province,

the Kingdom of Cambodia in which the Group has the right to exploit the natural resources. Management considered

the detailed criteria for the recognition of revenue of rendering for services set out in HKAS 18 “Revenue” and, in

particular, whether the Group had already provided the respective services. In order to earn such income, the Group

needed to provide the initial facilities such as transportation, telecommunications, water and electricity facilities and

on the date of signing the services agreement, the Group had substantially completed such obligations. There are no

subsequent services that the Group needs to provide according to the services agreement, and, therefore, in the

opinion of the directors, the recognition of the full amount of the initial services fee in the current year is appropriate.

Key sources of estimation uncertainty

Set out below are the key assumptions concerning the future, and other key sources of estimation uncertainty at the

balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and

liabilities within the next financial year.

(i) Impairment of intangible assets

The carrying value of the intangible assets is reviewed for impairment when events or changes in circumstances

indicate the carrying value may not be recoverable in accordance with the accounting policies as disclosed in note

4(j) to the financial statements. The recoverable amount of the intangible assets and property, plant and equipment

is the greater of fair value less costs to sell and value in use, the calculations of which involve the use of estimates.

6. TURNOVER

An analysis of the Group’s turnover for the year is as follows:

2008 2007

HK$’000 HK$’000

Sales of medical equipment 47,692 38,243

Medical equipment service fees and sales of related accessories 203 112

Research and development service fees 32 88

47,927 38,443

7. SEGMENT INFORMATION

Business segments

For management purposes, the Group is currently organised into four operating divisions as follows:

Medical services: provision of medical equipment for the treatment of cancer.

Sales of medical equipment: manufacture and sale of medical equipment.

Research and development: development of drugs.

Natural resources: forestry exploitation business.

These divisions are the basis on which the Group reports its primary segment information.
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Medical services

Sale of medical

equipment

Research and

development

Natural resources

business Unallocated Consolidated

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Income statement:

Revenue from external

customers 203 112 47,692 38,243 32 88 – – – – 47,927 38,443

Segment results (668) (770) (12,481) (1,036) (17,149) (1,153) 113,504 (5,501) – – 83,206 (8,460)

Unallocated operating

income and expenses (9,739) (13,170)

Finance costs (972) (244)

Profit/(loss) before

taxation 72,495 (21,874)

Taxation (1,500) (24)

Profit/(loss) for the year 70,995 (21,898)

Other information:

Depreciation and

amortisation 73 83 1,309 1,011 64 242 7,645 3,757 206 195 9,297 5,288

Impairment losses

recognised on:

Biological assets – – – – – – – – 93 6,785 93 6,785

Intangible assets – – – – 9,600 – – – – – 9,600 –

Bad debts written off – 109 1,790 972 – 7 – – – – 1,790 1,088

Provision for a potential

loss of control of a

subsidiary – – 15,655 – – – – – – – 15,655 –

Balance sheet:

Segment assets 8,682 9,069 61,017 31,277 22,540 39,008 599,861 279,337 – – 692,100 358,691

Unallocated assets 63,545 116,124

Total assets 755,645 474,815

Segment liabilities (2,846) (2,628) (51,365) (11,633) (580) (745) (128) (27,334) – – (54,919) (42,340)

Unallocated liabilities (96,169) (27,335)

Total liabilities (151,088) (69,675)

Capital expenditure

incurred during the

year 3,402 – 10,179 6,906 17,064 – 280,337 263,126 34,114 9,181 345,096 279,213

APPENDIX I FINANCIAL INFORMATION OF THE GROUP

– 38 –



Geographical segments

The Group’s four divisions operate in three principal geographical areas – the Peoples’ Republic of China (the

“PRC”), Russia, Cambodia. The following table provides an analysis of the Group’s sales by geographical markets,

irrespective of the origin of the goods and services. Other geographical areas include India, Turkey and Indonesia.

The PRC Russia Others Consolidated

2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Revenue from external

customers 31,074 17,366 276 6,767 16,577 14,310 47,927 38,443

The PRC Hong Kong Cambodia Consolidated

2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Segment assets 129,513 112,506 21,820 82,972 604,312 279,337 755,645 474,815

8. INCOME FROM FORESTRY EXPLOITATION BUSINESS

2008 2007

HK$’000 HK$’000

Sub-concession of 10% of forest exploitation rights (note 1) 51,985 –

Initial services fee income (note 2) 78,000 –

129,985 –

Note:

(1) As detailed in the Company’s circular dated 9 May 2008, the Group entered into a cooperation agreement with

an independent third party, Qiong Hai Xin Neng Agriculture Development Company Limited (“Qiong Hai

Agriculture”) on 20 March 2008 pursuant to which the Group agreed to sub-lease to Qiong Hai Agriculture an

approximately 1,000 hectares (equivalent to approximately 10 million sq.m.), representing approximately 10%

of the total site area of its forest (the “First Forest”) located in Kratie District, Kratie Province, the Kingdom

of Cambodia. The forest exploitation rights were acquired by the Group pursuant to the sale and purchase

agreement dated 25 July 2007 in which the Group secured the right to exploit the natural resources of the

forest, for a term of approximately 70 years from 24 March 2008 to 11 November 2077, being the expiry date

of the exclusive exploitation rights granted to the Group in respect of the First Forest, for a cash consideration

of US$10 million (equivalent to approximately HK$78 million).

(2) As detailed in the Company’s announcement dated 21 November 2008, the Group entered into a services

agreement with an independent third party, Eastwood Link Limited (“Eastwood Link”) pursuant to which,

Eastwood Link agreed to pay the Group a consideration of US$10 million (equivalent to approximately HK$78

million) for being appointed as the sole provider of services to the Group in respect of an area of land of

approximately 1,000 hectares (equivalent to approximately 10 million sq.m.) located in Kratie District, Kratie

Province, the Kingdom of Cambodia for the period from 20 November 2008 to 31 December 2010. The forest

exploitation rights were acquired by the Group pursuant to the sale and purchase agreement dated 25 July 2007

in which the Group has the right to exploit the natural resources of the forest (the “Designated Land”).

Eastwood Link is entitled to receive the operating profits up to an aggregate amount of US$15 million

(equivalent to approximately HK$117 million) generated from the sale of wood products manufactured from

the trees currently standing on the Designated Land.
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9. OTHER INCOME

2008 2007

HK$’000 HK$’000

Bad debts recovered 3,246 272

Write-back of accrued expenses 787 –

Bank interest income 611 2,279

Other 2,111 1,563

6,755 4,114

10. PROFIT/(LOSS) BEFORE TAXATION

Profit/(loss) before taxation is arrived at after charging:

2008 2007

HK$’000 HK$’000

Finance costs:

Interest on bank loan 302 155

Interest on bonds 670 89

Total borrowing costs 972 244

Other operating expenses

Research and development costs 10,043 1,630

Others 276 15

10,319 1,645

Staff costs:

Staff costs (including directors’ remuneration disclosed in Note 12)

Wages and salaries 12,188 8,657

Share based payments 4,448 1,875

Staff retirement benefits 1,561 795

18,197 11,327

Other items:

Cost of inventories (Note 21) 20,965 18,437

Depreciation 1,432 1,044

Loss on disposal of property, plant and equipment 19 –

Bad debts written off 1,790 1,088

Auditors’ remuneration 1,726 1,403

Operating lease charges in respect of office premises 559 415

Amortisation of prepaid lease payments 135 123

Amortisation of intangible assets:

Forest exploitation rights 7,332 3,757

Other 398 364
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11. TAXATION

(a) Taxation in the consolidated income statement represents:

2008 2007

HK$’000 HK$’000

Current tax – PRC Income Tax for the year 1,500 24

(i) Hong Kong Profits Tax

No provision for Hong Kong Profits Tax has been made as the Group did not have any assessable profits in Hong

Kong during the year.

(ii) PRC Income Tax

The Company’s subsidiary, Tat Lung Medical Treatment (shenzhen) Ltd. (“Tat Lung Treatment”), located in the

Shenzhen Special Economic Zone, the PRC (“SSEZ”), is subject to PRC income tax at the reduced rate of 15% (2007:

15%). Another subsidiary, Sinnowa Medical Science & Technology Company Ltd. (“Sinnowa”), is subject to PRC

income tax of 25% (2007: 33%). According to the relevant income tax rules and regulations in the PRC, Tat Lung

Treatment and Sinnowa obtained approval from the state tax bureau that they are entitled to 100% relief from PRC

Income Tax in the first and second years and 50% relief for the third to fifth years, commencing from the first

profitable year after the offset of deductible losses incurred in prior years, if any.

Tat Lung Treatment started its first profitable year in 2004 and 2008 is the last year of 50% relief. Sinnowa started

its first profitable year in 2006 and is now in its first year of 50% relief.

No provision for PRC Income Tax has been made for the Company’s other subsidiaries as they did not have any

assessable profits for the year determined in accordance with the relevant income tax rules and regulations in the

PRC.

(iii) Cambodia Tax on Profits

No provision for Cambodia Tax on Profits has been made for the Company’s subsidiaries as they did not have any

assessable profits for the year determined in accordance with the relevant tax rules and regulations in Cambodia.

(b) Reconciliation between taxation and profit/(loss) before taxation at applicable tax rates:

2008 2007

HK$’000 HK$’000

Profit/(loss) before taxation 72,495 (21,874)

Notional tax on profit/(loss) before taxation, calculated at the rates applicable

to the countries concerned (9,741) (5,312)

Tax effect of non-deductible expenses 12,740 5,446

Tax effect of concession period (1,499) (110)

Taxation for the year 1,500 24

The tax rate applicable to the Group’s operations in Hong Kong is 16.5% (2007: 17.5%). Taxation for overseas

subsidiaries is charged at the appropriate current rates of taxation ruling in the relevant countries. The applicable

income tax rate for Cambodia is 20%. The applicable income tax rate for the Group’s PRC operations is 25% (2007:

33%) except for certain subsidiaries which are located in the SSEZ, for which the applicable income tax rate is 15%

(2007: 15%). These tax rates are taken into account in the preparation of the Group’s tax reconciliation.

(c) No provision for deferred taxation is deemed necessary as the Group does not have any material deductible

or taxable temporary differences (2007: HK$Nil).
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12. DIRECTORS’ REMUNERATION

Directors’ remuneration disclosed pursuant to Section 161 of the Hong Kong Companies Ordinance is as follows:

Directors fees

Salaries, allowances

and benefits

in kind

Share based

payments Total

2008 2007 2008 2007 2008 2007 2008 2007

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Executive directors

Leung Sze Yuan, Alan – – 245 – 651 – 896 –

Zhang Zhenzhong – – 286 – 651 – 937 –

Li Wo Hing – – – – – 188 – 188

Non-executive directors

Chen Minshan 20 60 – – – – 20 60

Li Nga Kuk, James 152 – – 152 – – 152 152

Li Tai To, Titus 152 – – 152 – – 152 152

Independent non-

executive directors

Fan Wan Tat 120 60 – 200 – – 120 260

Tam Wai Leung, Joseph 120 60 – 68 – – 120 128

Chan Kim Chung, Daniel 120 60 – 32 – – 120 92

684 240 531 604 1,302 188 2,517 1,032

The remuneration of all directors are within the Nil – $1,000,000 band.

No emoluments were paid by the Group to directors as an inducement to join or upon joining the Group or as

compensation for loss of office during the year ended 31 December 2008.

Directors are appointed for one year terms and renewal terms are agreed by the Remuneration Committee annually.

13. INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, two (2007: one) are directors whose emoluments are disclosed

in Note 12. The aggregate of the emoluments in respect of the remaining three (2007: four) individuals are as follows:

2008 2007

HK$’000 HK$’000

Basic salaries, allowances and other benefits 885 399

Discretionary bonuses 14 12

Share based payments 1,355 1,313

Retirement benefit scheme contributions 12 11

2,266 1,735
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The emoluments of the remaining three (2007: four) individuals with the highest emoluments are within the following

band:

2008 2007

Number of

Individuals

Number of

individuals

Nil – $1,000,000 3 4

14. EARNINGS/(LOSS) PER SHARE

The calculation of the basic and diluted earnings/(loss) per share attributable to the ordinary equity holders of the

Company is based on the following data:

2008 2007

HK$’000 HK$’000

Earnings

Earnings for the purpose of basic and diluted earnings/(loss) per share

attributable to equity holders of the Company 68,665 (21,989)

Number of shares

2008 2007

’000 ’000

Weighted average number of ordinary shares for the purpose of

basic earnings/(loss) per share 1,801,721 1,035,036

The diluted earnings per share is the same as basic earnings per share for the year ended 31 December 2008 because

the exercise price of the Company’s share options was higher than the average market price of the shares. No diluted

loss per share has been presented for the year ended 31 December 2007 because the exercise of share options would

result in an anti-dilutive effect.
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15. PROPERTY, PLANT AND EQUIPMENT

Buildings

Constructed

roads

Medical

equipment

Motor

vehicles

Plant,

machinery

and

equipment Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Cost

At 1 January 2007 6,339 – 509 2,345 2,358 11,551

Additions – – – 139 308 447

Disposals – – (105) – – (105)

Exchange adjustments 463 – 14 112 164 753

At 31 December 2007 6,802 – 418 2,596 2,830 12,646

At 1 January 2008 6,802 – 418 2,596 2,830 12,646

Additions 4,678 6,786 – 842 4,597 16,903

Transfer from CIP (Note 17) 7,118 – – – – 7,118

Disposals – – – (41) (442) (483)

Exchange adjustments 422 – 6 102 166 696

At 31 December 2008 19,020 6,786 424 3,499 7,151 36,880

Aggregate depreciation

At 1 January 2007 619 – 443 1,618 1,398 4,078

Charge for the year 220 – 23 352 449 1,044

Write-back on disposal – – (105) – – (105)

Exchange adjustments 54 – 10 74 112 250

At 31 December 2007 893 – 371 2,044 1,959 5,267

At 1 January 2008 893 – 371 2,044 1,959 5,267

Charge for the year 444 151 7 365 465 1,432

Write-back on disposal – – – (31) (433) (464)

Exchange adjustments 59 – 4 79 118 260

At 31 December 2008 1,396 151 382 2,457 2,109 6,495

Net book value

At 31 December 2008 17,624 6,635 42 1,042 5,042 30,385

At 31 December 2007 5,909 – 47 552 871 7,379

The above items of property, plant and equipment are depreciated on the straight-line basis over their estimated useful

lives as follows:

Buildings Shorter of 50 years and the remaining terms of the leases

Constructed roads 30 years

Medical equipment 6 years

Motor vehicles 5 years

Plant, machinery and equipment 5 years

The Group has pledged buildings with carrying amount of approximately HK$15,042,000 (2007: HK$5,865,000) to

secure general banking facilities and borrowings granted to the Group.
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The buildings of the Group are situated as follows:

2008 2007

HK$’000 HK$’000

PRC 15,086 5,909

Cambodia 2,538 –

17,624 5,909

16. BIOLOGICAL ASSETS

2008 2007

HK$’000 HK$’000

Cost/Valuation

At beginning of the year 88 2,426

Additions – 4,534

Exchange adjustments 5 (87)

Impairment loss recognised (93) (6,785)

At end of the year – 88

Biological assets represent trees in a plantation forest and are stated at fair values less estimated point-of-sale costs

and impairment losses, if any. The trees in the plantation forest are Osmanthus Frangans, commonly referred to as

Tea Olive trees ( ) in Guilin, the PRC. The Group experienced losses on its plantation development due to poor

climate conditions, including a drought and the heavy snow storms which affected Central and Southern China during

the year ended 31 December 2007. In light of such damage, particularly to young plants, the Board reassessed its

plantation development plans and made an impairment loss of HK$93,000 (2007: HK$6,785,000) for the year.

17. CONSTRUCTION IN PROGRESS

2008 2007

HK$’000 HK$’000

Balance at beginning of the year 18,189 6,447

Additions 19,755 11,272

Transfer to property, plant and equipment (Note 15) (7,118) –

Exchange adjustments 1,124 470

Balance at end of the year 31,950 18,189
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18. PREPAID LEASE PAYMENTS

2008 2007

HK$’000 HK$’000

Cost

At beginning of the year 2,826 2,635

Exchange adjustments 175 191

At end of the year 3,001 2,826

Accumulated amortisation

At beginning of the year 263 126

Charge for the year 135 123

Exchange adjustments 18 14

At end of the year 416 263

Carrying values 2,585 2,563

The leasehold land assets held by the Group are under medium term leases and situated in the PRC.

The Group has pledged leasehold land assets with a carrying value of approximately HK$1,132,000 (2007:

HK$1,109,000) to secure general banking facilities and borrowings granted to the Group.
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19. INTANGIBLE ASSETS

Forest

exploitation

rights

Medical

research

projects Others Total

HK$’000 HK$’000 HK$’000 HK$’000

Cost

At 1 January 2007 – 84,007 2,468 86,475

Additions

– through acquisition of a subsidiary 208,360 – – 208,360

– by the Group 54,600 – – 54,600

Exchange adjustments – 145 180 325

At 31 December 2007 and 1 January 2008 262,960 84,152 2,648 349,760

Additions

– through acquisition of a subsidiary 270,000 – – 270,000

– by the Group 2,207 – – 2,207

Disposals (26,391) – – (26,391)

Exchange adjustments – 133 162 295

At 31 December 2008 508,776 84,285 2,810 595,871

Accumulated amortisation

At 1 January 2007 – 57,292 1,093 58,385

Charge for the year 3,757 – 364 4,121

Exchange adjustments – – 93 93

At 31 December 2007 and 1 January 2008 3,757 57,292 1,550 62,599

Impairment loss recognised – 9,600 – 9,600

Charge for the year 7,332 – 398 7,730

Write-back on disposal (376) – – (376)

Exchange adjustments – – 99 99

At 31 December 2008 10,713 66,892 2,047 79,652

Carrying value

At 31 December 2008 498,063 17,393 763 516,219

At 31 December 2007 259,203 26,860 1,098 287,161

The above intangible assets have definite useful lives. Such intangible assets are amortised on the straight-line basis

over the following periods:

Forest exploitation rights 70 years

Medical research projects 5 to 10 years

Other intangible assets 5 to 10 years

The amortization has been included in administrative expenses in the consolidated income statements.
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Forest exploitation rights

The Group first acquired an exclusive right to exploit a forest area located in Kratie District, Kratie Province,

Cambodia (the “First Forest”) for a period of 70 years during the year ended 31 December 2007. The Group acquired

additional exclusive rights to exploit the forest located adjacent to the First Forest during the year ended 31 December

2008. Details of the acquisition of the forest exploitation rights are set out in note 20 to the consolidated financial

statements.

Amortization of forest exploitation rights are charged to the income statement on the straight-line basis over the

assets’ estimated useful lives of 70 years. At 31 December 2008, the directors of the Company reviewed the carrying

values of the forest exploitation rights, taking into account an independent valuation report prepared by a professional

valuer. Based on the assessment and the valuation report, the directors are of the opinion that there are currently no

indications that the values of the forest exploitation rights may be impaired.

On 30 June 2008, (Cambodia) Tong Min, a wholly-owned subsidiary of the Group, entered into a cooperation

agreement to sublease 10% of the First Forest to an independent third party for a cash consideration of US$10 million

(equivalent to approximately HK$78 million).

Medical research projects

In 2003, the Group acquired certain in-process medical research projects. The acquisition cost was allocated to each

individual medical research project based on its estimated fair value at the acquisition date, having taken into account

an independent valuation of these medical research projects.

During the year ended 31 December 2008, the directors of the Company reviewed the carrying value of the one

remaining medical research project individually, taking into account an updated independent valuation report, the

future development resources required, the stage of completion and the risks surrounding the successful development

and commercialisation of the project. There is inherent uncertainty over the outcome of the project and, based on the

valuation assessment, the directors considered that a further impairment loss of HK$9,600,000 was required for the

year ended 31 December 2008.

20. ACQUISITION OF SUBSIDIARIES

On 22 October 2007, China Cambodia Resources Limited, a wholly-owned subsidiary of the Company, acquired the

entire equity interest of (Cambodia) Tong Min for a total consideration of HK$208,360,000. The fair values of the

net assets acquired were as follows:

Fair value to

the Group

HK$’000

Intangible assets – Forest exploitation rights 208,360

Satisfied by:

Cash 50,000

Bonds (Note 27) 70,000

Convertible bonds (Note 27) 13,160

Consideration shares (Note 28) 75,200

Total consideration 208,360
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On 8 July 2008, Forest Glen Group Limited, a wholly-owned subsidiary of the Company, acquired the entire equity

interest of Agri-Industrial Crop for a total consideration of HK$270,000,000. The fair values of the net assets

acquired were as follows:

Fair value to

the Group

HK$’000

Intangible assets – Forest exploitation rights 270,000

Satisfied by:

Cash 80,000

Bonds (Note 27) 70,000

Consideration shares (Note 28) 120,000

Total consideration 270,000

Both of the above acquisitions have been accounted for as acquisitions of assets.

21. INVENTORIES

2008 2007

HK$’000 HK$’000

Raw materials 3,646 3,483

Work in progress 2,468 434

Finished goods 7,461 2,102

13,575 6,019

An analysis of the amount of inventories recognised as expense is as follows:

2008 2007

HK$’000 HK$’000

Carrying amount of inventories sold 20,965 18,437

22. TRADE AND OTHER RECEIVABLES

2008 2007

HK$’000 HK$’000

Trade debtors 8,940 10,467

Less: Allowance for doubtful debts (4,228) (6,097)

4,712 4,370

Other receivables, deposits and prepayments 101,884 14,771

Deposits paid 81 15,000

Amount due from Chinese Partner (Note 32) 5,840 –

Amount due from an officer – 19,875

Loans and receivables 112,517 54,016

All of the trade and other receivables are expected to be recovered or recognised as an expense within one year.
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Included in trade and other receivables are trade debtors (net of impairment losses for bad and doubtful debts) with

the following ageing analysis as at the balance sheet date:

2008 2007

HK$’000 HK$’000

Within 3 months from the date of billing 4,031 3,518

3 to 6 months from the date of billing 13 322

6 to 12 months from the date of billing 668 530

4,712 4,370

Ageing of trade receivables which are past due but not impaired:

2008 2007

HK$’000 HK$’000

Less than one month overdue 287 508

One to three months overdue 246 735

Over three months overdue 4,003 1,303

4,536 2,546

Movement in the allowance for doubtful debts

2008 2007

HK$’000 HK$’000

Balance at beginning of the year 6,097 5,230

Provision for the year 1,790 1,088

Amounts recovered during the year (3,246) (272)

Exchange adjustments (413) 51

Balance at end of the year 4,228 6,097

The average credit period on sales of goods is 30 to 90 days.

Receivables neither past due nor impaired relate to a wide range of customers who have no recent history of defaults.

Receivables that were past due but not impaired relate to a number of independent customers that have good track

records with the Group.

Other receivables mainly represented the balance of receivables for the service agreement and sub-concession of the

10% forest exploitation rights in respect of the First Forest as disclosed in notes 8 and 19 to the financial statements.

As at 31 December 2007, deposits paid mainly represented earnest money paid to the vendor as a deposit for the

acquisition of Agri-Industrial Crop. The acquisition was completed during the year ended 31 December 2008.

As at 31 December 2007, the amount due from an officer represented the amount due from Mr. Zhang Zhenzhong,

the chief executive officer of (Cambodia) Tong Min who was subsequently appointed as an executive director of the

Company on 23 May 2008. The amount represented general funding for preliminary operations in Cambodia and was

fully settled on 15 March 2008.

23. CASH AT BANK AND ON HAND

Bank balances carry interest at market rates which range from 0.1% to 1.15% (2007: 0.1% to 2.1%) per annum.
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24. TRADE AND OTHER PAYABLES

2008 2007

HK$’000 HK$’000

Trade payables 8,120 3,854

Other payables and accrued liabilities 19,065 40,092

Amount due to Chinese Partner (Note 32) 2,267 4,470

Amount due to other minority interest (Note 32) 20,975 20,975

Financial liabilities measured at amortised cost 50,427 69,391

All of the trade and other payables are expected to be settled within one year.

Included in trade and other payables are trade creditors with the following ageing analysis as at the balance sheet

date:

2008 2007

HK$’000 HK$’000

Due within 3 months or on demand 6,590 2,183

Due after 3 months but within 6 months 118 620

Due after 6 months but within 1 year 1,412 1,051

8,120 3,854

25. PROVISION FOR A POTENTIAL LOSS OF CONTROL OF A SUBSIDIARY

2008 2007

HK$’000 HK$’000

Provision for the year and balance at end of the year 15,655 –

As detailed in note 2 to the financial statements, the Company is having a potential dispute over the ownership in

the Medical Equipment Subsidiary. The Company has been consulting PRC lawyers as to the appropriate actions to

take so as to protect its interest in Medical Equipment Subsidiary and to implement the necessary steps to formally

re-register the Company as a 65% shareholder of Medical Equipment Subsidiary.

The Board is of the opinion that full provision on the net assets value of Medical Equipment Subsidiary attributable

to the Group amounting to approximately HK$17,923,000, less the amount of RMB2,000,000 (approximated to

HK$2,268,000) as general advance from the Chinese Partner, is considered necessary.

26. BANK BORROWINGS

2008 2007

HK$’000 HK$’000

Within one year or on demand 13,040 –

The bank borrowing was secured by buildings and leasehold land assets of the Group with an aggregate carrying

value of HK$16,174,000 (2007: Nil). The effective interest rate on the bank borrowing is 7.05% per annum.
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27. OTHER INTEREST BEARING BORROWINGS

Bonds

On 8 July 2008, the Company issued HK$70,000,000 bonds as part of the consideration for the acquisition of

Agri-Industrial Crop as set out in note 20 to the financial statements. The bonds are unsecured, interest-bearing at

2% per annum and repayable on 8 July 2010.

On 22 October 2007, the Company issued HK$70,000,000 in bonds as part of the consideration for the acquisition

of (Cambodia) Tong Min. The bonds are unsecured, interest-bearing at 2% per annum and repayable on 21 October

2009. All the bonds were redeemed by the Company on 14 November 2007.

Convertible bonds

HK$’000

At 1 January 2007 –

Liability component of convertible bonds 7,698

Transfer to share capital and share premium upon conversion (7,698)

At 31 December 2007 –

On 22 October 2007, the Company issued 13,160,000 convertible bonds as part of the consideration for the

acquisition of (Cambodia) Tong Min. The convertible bonds had a face value of HK$13,160,000 and the maturity date

was 21 October 2014. The convertible bonds bore interest at 2% per annum and were unsecured. The fair values of

the liability component and the equity component of the convertible bonds were calculated using a market interest

rate for a similar convertible bond as if they were issued at 30 June 2007. the fair value of the liability component

and the equity component of the convertible bonds amounted to HK$7,698,000 and HK$5,462,000, respectively.

The rights of the bondholders to convert the bonds into ordinary shares were as follows:

– Conversion rights were exercisable at any time up to maturity at the bondholders’ option; and

– Holders of the convertible bonds had the right to convert them, in whole or in part (generally in the amount

of integral multiples of HK$1 million) into shares at HK$0.188 per conversion share before the maturity date.

On 26 October 2007, the bondholders converted all the convertible bonds into 70,000,000 shares at HK$0.188. The

liability component of the convertible bonds has been transferred to share capital and share premium accounts,

accordingly.
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28. SHARE CAPITAL

2008 2007

No. of shares Amount No. of shares Amount

’000 HK$’000 ’000 HK$’000

Shares of HK$0.01 each

Authorised

At beginning of the year 5,000,000 50,000 2,000,000 20,000

Increase during the year – – 3,000,000 30,000

At end of the year 5,000,000 50,000 5,000,000 50,000

Issued and fully paid

At beginning of the year 1,705,000 17,050 835,000 8,350

New share placement – – 167,000 1,670

Top-up placement – – 233,000 2,330

Issue of shares 200,000 2,000 400,000 4,000

Conversion of shares – – 70,000 700

At end of the year 1,905,000 19,050 1,705,000 17,050

(i) Pursuant to an ordinary resolution passed at a special general meeting of the Company held on 2 October 2007,

the authorised ordinary share capital of the Company was increased from HK$20,000,000 to HK$50,000,000

by the creation of an additional 3,000,000,000 ordinary shares of HK$0.01 each.

(ii) On 14 August 2007, the share capital of the Company was increased to HK$10,020,000 following the

placement of 167,000,000 new shares.

(iii) On 22 October 2007, the Company increased its amount of share capital to HK$16,350,000 by the allotment

of 233,000,000 top-up shares and 400,000,000 consideration shares for the acquisition of (Cambodia) Tong

Ming (Note 20).

(iv) On 26 October 2007, the holders of the convertible bonds exercised their conversion rights for 70,000,000

conversion shares and the amount of share capital further increased to HK$17,050,000.

(v) On 8 July 2008, the Company increased its issued share capital to HK$19,050,000 by issuing of 200,000,000

consideration shares for the acquisition of Agri-Industrial Corp (Note 20).

All the above newly issued shares rank pari pass with the existing shares in all respects.

29. COMMITMENTS

Capital commitments

Capital commitments outstanding at 31 December 2008 contracted but not provided for in the financial statements

were as follows:

2008 2007

HK$’000 HK$’000

Capital contributions to subsidiaries – 1,560

Property, plant and equipment 5,568 12,133

5,568 13,693
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Operating lease commitments

At 31 December 2008, the total future minimum lease payments under non-cancellable operating leases in respect of

land and buildings are payable as follows:

2008 2007

HK$’000 HK$’000

Within 1 year 206 257

After 1 year but within 5 years 48 220

After 5 years 255 251

509 728

The Group leases a number of properties under operating leases. The leases typically run for an initial period of one

or two years, with options to renew the lease when all terms are renegotiated. The leases do not include contingent

rentals.

30. EMPLOYEE RETIREMENT BENEFITS

Defined contribution retirement plan

Hong Kong

The Group operates a Mandatory Provident Fund Scheme (the “MPF scheme”) under the Hong Kong Mandatory

Provident Fund Schemes Ordinance for employees employed under the jurisdiction of the Hong Kong Employment

Ordinance and not previously covered by a defined benefit retirement plan. The MPF scheme is a defined contribution

retirement plan administered by independent trustees. Under the MPF scheme, the employer and its employees are

each required to make contributions to the plan at 5% of the employees’ relevant income, subject to a cap of monthly

relevant income of $20,000. Contributions to the plan vest immediately.

The PRC

The PRC subsidiaries of the Group participate in a mandatory central pension scheme organised by the PRC

government for certain of its employees, the assets of which are held separately from those of the Group.

Contributions made are based on a percentage of the eligible employee salaries and are charged to the income

statement as they became payable, in accordance with the rules of the scheme. The employer contributions vest fully

once they are made.

Under the above schemes, retirement benefits of existing and retired employees are payable by the relevant scheme

administrators and the Group has no further obligations beyond the annual contributions.

The aggregate amount of employer contributions by the Group in respect of retirement benefit schemes dealt with

in the income statement of the Group is disclosed in Note 10 to the financial statements.

31. SHARE-BASED PAYMENT TRANSACTIONS

The Company’s share option scheme (the Scheme), was adopted pursuant to a resolution passed on 14 December 2001

for the primary purpose of providing incentives to directors and eligible employees, and will expire on 13 December

2011. Under the Scheme, the Board of Directors of the Company may grant options to eligible employees, including

directors of the Company and its subsidiaries, to subscribe for shares in the Company.

At 31 December 2008, the number of shares in respect of which options had been granted and remained outstanding

under the Scheme was 76,000,000 (2007: 40,000,000), representing 3.99% (2007: 2.34%) of the shares of the

Company in issue at that date. The total number of shares in respect of which options may be granted under the

Scheme is not permitted to exceed 10% of the shares of the Company in issue at any point in time, without prior

approval from the Company’s shareholders. The number of shares issued and to be issued in respect of which options

granted and may be granted to any individual in any one year is not permitted to exceed 1% of the shares of the

Company in issue at any point in time, without prior approval from the Company’s shareholders. Options granted to

independent non-executive directors in excess of 0.1% of the Company’s share capital or with a value in excess of

HK$5 million must be approved in advance by the Company’s shareholders.
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No consideration is payable on the grant of an option. Options may be exercised on the second anniversary of the

date of grant. The exercise price is determined by the directors of the Company, and will not be less than the higher

of (i) the closing price of the Company’s shares on the date of grant; (ii) the average closing price of the shares for

the five business days immediately preceding the date of grant; and (iii) the nominal value of the Company’s shares.

Details of specific categories of options are as follows:

Directors

Date of grant Exercise period Exercise price

Fair value at

grant date

HK$ HK$

12 October 2007 12 October 2009 to 13 October 2011 0.45 0.23

31 March 2008 31 March 2010 to 31 March 2012 0.21 0.085

Employees

12 October 2007 12 October 2009 to 13 October 2011 0.45 0.23

31 March 2008 31 March 2010 to 31 March 2012 0.21 0.085

In accordance with the terms of the share-based arrangement, options issued during the financial year ended 31

December 2007 and 31 December 2008 vest on the second anniversary of the date of grant.

The fair value of the share options granted during the financial year is approximately HK$4,448,000 (2007:

HK$1,875,000) each. Options were priced using a binomial option pricing model. Where relevant, the expected life

used in the model has been adjusted based on management’s best estimate for the effects of non-transferability,

exercise restrictions (including the probability of meeting market conditions attached to the option), and behavioural

considerations. Expected volatility is based on the historical share price volatility over the past two years. To allow

for the effects of early exercise, it was assumed that executives and senior employees would exercise the options after

vesting date when the share price was two and a half times the exercise price.

Input into the model:

2008 2007

Date of grant 31/3/2008 12/10/2007

Grant date share price 0.206 0.43

Exercise price 0.210 0.45

Expected volatility 18.55% 101.49%

Option life 2 years 2 years

Risk-free interest rate 1.837% 4.170%

Expected volatility was determined by using the historical volatility of the Company’s share price over the previous

two years.

The Binomial model has been used to estimate the fair value of the options. The variables and assumptions used in

computing the fair value of the share options are based on the directors’ best estimate. The value of an option varies

with different variables of certain subjective assumptions.
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The following table discloses movements in the Company’s share options held by employees and directors during the
year.

Date of Grant

Outstanding

at 1/1/2007

Granted

during the

year

Outstanding

at 31/12/2007

and

31/12/2008

Granted

during the

year

Lapsed

during the

year

Outstanding

at 31/12/2008

’000 ’000 ’000 ’000 ’000 ’000

12/10/2007 – 40,000 40,000 – (4,000) 36,000

31/3/2008 – – – 36,000 – 36,000

– 40,000 40,000 36,000 (4,000) 72,000

32. MATERIAL RELATED PARTY TRANSACTIONS

Transactions and balances

The Group had the following significant business transactions with connected parties and related companies which
are subject to common control during the year:

2008 2007

HK$’000 HK$’000

Advance to an officer – 19,875

Amount due from Chinese Partner 5,840 –

Amount due to Chinese Partner (2,267) (4,470)

Amount due to other minority interest 20,975 20,975

Management fee to Chinese Partner 1,709 3,364

The Group advanced a net amount of approximately HK$3,572,000 to the Chinese Partner. The Chinese Partner is
a minority shareholder of Medical Equipment Subsidiary. The advance is interest free, unsecured and repayable on
demand.

The Group had a payable to other minority interest, namely, Ms. Guo Ping, of approximately HK$20,975,000. Ms.
Guo Ping is a minority shareholder of Medical China Technology Ltd.

Apart from the above, there were no other material related party transactions entered into by the Group during the
year.

Key management personnel remuneration

Remuneration of key management personnel of the Group, including amounts paid to the Group’s directors as
disclosed in Note 12 and certain of the highest paid employees as disclosed in Note 13, are as follows:

2008 2007

HK$’000 HK$’000

Short-term employee benefits 1,215 844

Share based payments 1,302 188

2,517 1,032

Total remuneration is included in staff costs (Note 10).

33. POST BALANCE SHEET EVENTS

As detailed in Note 2 to the financial statements and as reported in the Company’s announcement on 26 March 2009,
the Group has a potential dispute over the ownership in the Medical Equipment Subsidiary.
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34. CAPITAL RISK MANAGEMENT

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to continue as a going

concern, in order to provide returns for shareholders and benefits for other stakeholders, and to maintain an optimal

capital structure to reduce the cost of capital. The Group’s overall strategy remains unchanged from prior year.

Consistent with industry practice, the Group monitors its capital structure on the basis of gearing ratio. For this

purpose the Group defines gearing ratio as total indebtedness divided by the equity attributable to equity holders of

the Group. Total indebtedness includes bank, bank borrowings, bonds and other interest bearing securities. Equity

attributable to equity holders comprises issued share capital, reserves and accumulated profits as disclosed in the

consolidated statement of changes in equity.

The Group’s strategy is to maintain the gearing ratio within 100% which is consistent to that of prior years. In order

to maintain the ratio, the Group will seek to balance its overall capital structure through the payment of dividends,

issue new shares, repurchase shares, raise new debt financing or repayment of existing debts.

The gearing ratio of the Group was 13.6% (2007: nil) as at 31 December 2008 and 31 December 2007 respectively.

The capital base was increased by HK$120,000,000 on the completion of the acquisition on 8 July 2008. The increase

in gearing ratio in the financial year was due to the issue of HK$70,000,000 2-year bonds with interest at 2% p.a.

and the grant of new bank loan from and China Merchant Bank, the total banking

facilities utilized were at HK$13,040,000, both of which were secured by buildings and leasehold land assets of the

Group.

The Board believes the existing gearing ratio of 13.6% is reasonable considering the cost of capital and the risks

associated with each class of capital.

35. FINANCIAL INSTRUMENTS

(a) Categories of financial instruments

2008 2007

HK$’000 HK$’000

Financial assets

Loans and receivables (including cash and cash equivalents) 160,931 153,416

Financial liabilities

Amortised cost 133,467 69,391

(b) Financial risk management objectives and policies

The Group’s major financial instruments include trade and other receivables, cash at bank and on hand, trade and

other payables, and bank borrowings and bonds. Details of these financial instruments are disclosed in respective

notes. The risks associated with these financial instruments include market risk (currency risk and interest rate risk),

credit risk and liquidity risk. 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.

There has been no change to the Group’s exposure to the risks mentioned above or the manner in which it manages

and measures the risks.

Market risk

(a) Foreign exchange risk

The Group exposures to market risk primarily arise from the effective foreign currency risk management. The Group

operates mainly in Hong Kong, Cambodia and the PRC and is exposed to foreign exchange risk arising from various

currency exposures, primarily with respect to the RMB and the US dollar. Foreign exchange risk arises from future

commercial transactions, recognized assets and liabilities and net investments in foreign operations.
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The Group does not hedge its foreign currency risks with RMB. However, management monitors the foreign

exchange exposure and will consider hedging significant foreign currency exposure should the need arise.

The Group does not hedge its foreign currency risks with US dollar as the rate of exchange between Hong Kong dollar

and the US dollar is pegged and fixed within a range. Permanent changes in foreign exchange rates would have an

impact on consolidated financial statements.

As at 31 December 2008, the Group had no outstanding hedging instruments (2007: HK$Nil).

(b) Interest rate risk

The Group’s explosure to fair value interest rate risk arises primarily from bank loans chargeable at variable rates

that expose the company to uncertainty on interest expenses and bond chargeable at fixed rate that provide a

comfortable zone in controlling the overall interest expenses. The group’s policy is to minimize the borrowings at

variable interest rates in the interest rate profile. The company’s interest rate profile as monitored by management

is set out in (i) below.

(i) Interest rate profile

The following table details the interest rate profile of the company’s net borrowings (as defined above) at the

balance sheet date:

2008 2007

Effective

interest rate

Effective

interest rate

% HK$’000 % HK$’000

Net fixed rate borrowings:

Bonds 2.0% 70,000 –

Variable rate borrowings:

Bank borrowings 7.05% 13,040 –

Total net borrowings 83,040 –

(ii) Sensitivity analysis

At 31 December 2008, it is estimated that a general increase/decrease of one per cent in interest rates, with

all other variables held constant, would decrease/increase the company’s profit after tax and retained profits

by approximately $130,400 (2007: $nil). Other components of equity would not be affected (2007: $nil) by the

changes in interest rates.

The sensitivity analysis above has been determined assuming that the change in interest rates had occurred at

the balance sheet date and had been applied to the exposure to interest rate risk for financial instruments in

existence at that date. The one per cent increase or decrease represents management’s assessment of a

reasonably possible change in interest rates over the period until the next annual balance sheet date.

The Group is also exposed to cash flow interest rate risk which is mainly attributable to the variable rate bank

balances. The Group cash flow interest rate is mainly concentrated on the fluctuation of the saving interest rates set

by the financial institutions.

The Group currently does not have an interest rate hedging policy. However, the management will consider hedging

significant interest rate exposure should the need arises.

Credit risk

The carrying amount of trade and other receivables included in the balance sheet represents the Group’s exposure to

credit risk in relation to its financial assets. The Group’s receivables are unsecured to the extent they are not covered

by security deposits. The Group believes that adequate provision for uncollectible trade and other receivables has

been made.
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Operational risk

Operational risk is the risk of loss arising through fraud, unauthorized activities, error, omission, inefficiency,

systems failure or form external events. It is inherent to every business organization and covers a wide spectrum of

issues. The terms ‘error’, ‘omission’ and ‘inefficiency’ include process failures, systems/machine failures and human

error.

The objective of the Group’s operational risk management is to manage and control operational risk in a cost effective

manner within targeted levels of operational risk consistent with the Group’s risk tolerance level as discussed and

determined by the Board from time to time.

A formal governance structure provides oversight over the management of operational risks. In each of the Group’s

subsidiaries, business managers are responsible for maintaining an acceptable level of internal control, commensurate

with the scale and nature of operations. They are responsible for identifying and assessing risks, designing controls

and monitoring the effectiveness of these controls.

Reference is made to the Company’s announcement on 26 March 2009 regarding a potential dispute over the

Company’s ownership on the Medical Equipment Subsidiary.

The Company has been consulting PRC lawyers as to the appropriate actions to take so as to protect its interest in

the Medical Equipment Subsidiary and to implement the necessary steps to formally re-register the Company as a

65% shareholder of the Medical Equipment Subsidiary. Moreover, with regard to the seriousness of the matter, the

Board has resolved on 26 March 2009 to establish a special investigation committee (the “Special Investigation

Committee”) (comprising Mr. Leung Sze Yuan, Alan, an executive Director, Mr. Tam Wai Leung, Joseph, an

independent non-executive Director, and Mr. Chan Kim Chung, Daniel, an independent non-executive Director) for

the purpose of, inter alia, investigating the matters related to the potential dispute as to the Company’s ownership in

the Medical Equipment Subsidiary and reviewing the internal control procedures and corporate governance policies

of the Company. The Special Investigation Committee is authorized to appoint independent professional advisers

(including but not limited to accountants, legal advisers) to assist in the course of its investigation and internal

review, and will report to the Board its findings as soon as practicable. As at the date of this announcement, the

Special Investigation Committee intends to appoint Synthesis Consultancy Limited, an independent consultancy

company, to conduct a review on its internal control system of all relevant financial, operational, compliance controls

and risk management functions.

Liquidity risk management

The directors of the Company have built an appropriate liquidity risk management framework for the management

of the Group’s short, medium and long-term funding and liquidity management requirements. In the management of

the liquidity risk, the Group monitors and maintains a level of cash and cash equivalents deemed adequate by the

management to finance the Group’s operations and mitigate the effects of fluctuations in cash flows.

The following table shows the details of the Group’s expected maturity of the financial instruments.

2008

Weighted

average

effective

interest rate

Within

1 year or

on demand

More than

1 year but

less than

2 years

Total

contractual

undiscounted

cash flow

Carrying

amount

% HK$’000 HK$’000 HK$’000 HK$’000

Bonds 2.00 670 72,121 72,791 70,000

Bank 7.05 13,899 – 13,899 13,040

Others borrowings

– – – –

14,569 72,121 86,690 83,040
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2007

Weighted

average

effective

interest rate

Within

1 year or

on demand

More than

1 year but

less than

2 years

Total

contractual

undiscounted

cash flow

Carrying

amount

% HK$’000 HK$’000 HK$’000 HK$’000

Bonds – – – –

Bank – – – –

Others borrowings – – – –

– – – –

As shown in the above analysis, bank loans of $13,040,000 were due to be repaid during 2009. As both of the bank

loans were pledged by buildings and leasehold land assets of the Group, there should not be any difficulties for the

loans to be rollover upon maturity.

Fair value of the financial instruments

The fair value of financial assets and financial liabilities are determined in accordance with generally accepted

pricing models based on discounted cash flow analysis using prices or rates from observable current market

transactions as input.

The directors of the Company consider that the carrying amounts of financial assets and financial liabilities recorded

at amortised cost in the consolidated financial statements approximate their fair values at the respective balance sheet

dates.

Other risks

The Group’s sales, purchases and expense transactions are generally denominated in USD and RMB and a significant

portion of the Group’s assets and liabilities is denominated in USD and RMB. The USD is pegged and fixed within

a range. The RMB is not freely convertible into foreign currencies. In the PRC, certain foreign exchange transactions

are required by law to be transacted only by authorised financial institutions at exchange rates set by the People’s

Bank of China (the “PBOC”). Remittances in currencies other than RMB by the Group in the PRC must be processed

through the PBOC or other China foreign exchange regulatory bodies which require certain supporting documentation

in order to effect the remittances.

36. PARTICULARS OF PRINCIPAL SUBSIDIARIES OF THE COMPANY

Name of company

Place of

incorporation/

establishment

and operation

Group’s

effective

holding

Percentage of equity
Issued

capital/

paid-in

capital

Registered

capital

Principal

activities Notes

held by

the

Company

held by

subsidiary

Future Asia Management

Ltd.

British Virgin

Islands

(“B.V.I.”)

100% 100% – US$20,000 US$50,000 Investment holding

Tat Lung Medical

Treatment Technology

Limited

Hong Kong 100% – 100% HK$142,900 HK$142,900 Investment holding

Tat Lung Medical

Treatment (Shenzhen)

Ltd.

PRC 100% 100% – US$300,000 US$300,000 Development of

software for

medical

equipment

(i)
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Name of company

Place of

incorporation/

establishment

and operation

Group’s

effective

holding

Percentage of equity
Issued

capital/

paid-in

capital

Registered

capital

Principal

activities Notes

held by

the

Company

held by

subsidiary

China Best Drugs

Research (Nanjing)

Ltd.

PRC 75% – 100% US$3,000,000 US$3,000,000 Research and

development of

medicine and

drugs

(ii)

Sinnowa Medical Science

and Technology Co.

Ltd.

PRC 65% 65% – US$1,500,000 US$1,500,000 Manufacture and

sale of medical

equipment

(iii)

Medical China

Technology Ltd.

B.V.I. 75% 75% – US$100 US$50,000 Investment holding

CB Pharmaceutical

(Nanjing) Co., Ltd.

PRC 100% 100% – US$5,000,000 US$5,000,000 Manufacture and

sale of medicine

and drugs

(iv)

Guilin Simei and

Biotechnology Ltd.

PRC 100% 100% – US$1,000,000 US$1,000,000 Development and

sale of tropical

plants for

Chinese drugs

and medicine

usage

(v)

China Cambodia

Resources Limited

(formerly known as

“Allied Luck

Worldwide Limited”)

B.V.I 100% 100% – US$1 US$50,000 Investment holding (vi)

(Cambodia) Tong Min

Group Engineering

Co., Ltd.

Cambodia 100% – 100% US$1,000,000 US$1,000,000 Forestry business

and development

of rubber

plantation for

latex production

(vii)

Forest Glen Group Ltd. B.V.I 100% 100% – US$1 US$50,000 Investment holding (viii)

Agri-Industrial Crop

Development Co., Ltd.

Cambodia 100% – 100% US$1,000,000 US$1,000,000 Forestry business

and development

of rubber

plantation for

latex production

(ix)

Notes:

(i) The subsidiary is a wholly foreign-owned enterprise set up to provide medical equipment, medical equipment
software and related services.

(ii) The subsidiary is a wholly foreign-owned enterprise established in Nanjing, the PRC and was set up to
establish a research center for medicine and drugs. Pursuant to a research projects acquisition and
reorganisation agreement with Miss Guo Ping dated 6 December 2002, the subsidiary acquired certain medical
research projects from Miss Guo. Upon the completion of the reorganisation, the Group retained a 75%
shareholding in the subsidiary while the remaining 25% shareholding was held by Miss Guo.

(iii) The subsidiary is a sino-foreign enterprise set up to establish a medical equipment production line in Nanjing,
the PRC. As at 31 December 2008 and 2007, the Company’s total investment in this subsidiary amounted to
US$975,000. The potential dispute on the ownership of Medical Equipment Subsidiary is set out in note 2.
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(iv) The subsidiary is a wholly foreign-owned enterprise established in Nanjing, the PRC. During the year, the

Company injected US$200,000 by way of capital contributions. verified US$200,000

capital contribution and issued the capital verification report on 10 June 2008. As at 31 December 2008, the

Company’s total investment in this subsidiary amounted to US$5,000,000.

(v) The subsidiary is a wholly foreign-owned enterprise established in Guilin, the PRC. As at 31 December 2008,

the Company’s total investment in this subsidiary amounted to US$1,000,000.

(vi) The subsidiary was incorporated on 26 June 2007 and is the holding company of (Cambodia) Tong Min.

(vii) The subsidiary is a wholly foreign-owned enterprise established in Cambodia, and was acquired by the Group

on 22 October 2007 for an aggregate consideration of HK$208,360,000 (Note 20). It is currently an investment

company and undertakes logging/timber operations and is in the process of developing the forest areas into

rubber plantation for the production of latex products.

(viii) The subsidiary was incorporated on 30 January 2008 and is the holding company of Agri-Industrial Crop.

(ix) The subsidiary is a wholly foreign-owned enterprise established in Cambodia, and was acquired by the Group

on 8 July 2008 for an aggregate consideration of HK$270,000,000 (Note 20). It is currently an investment

company with no actual operation took place during the year ended 31 December 2008.

APPENDIX I FINANCIAL INFORMATION OF THE GROUP

– 62 –



3. FINANCIAL AND TRADING PROSPECTS

Business Review

The two forests owned by the Group in Cambodia have a total site area of approximately

19,500 hectares with estimated timber reserves in excess of 5 million cubic metres. The Group

has completed the construction of a self owned and operated sawn timber factory with an

annual capacity of 10,000 cubic metres. A sawn timber and wood flooring material factory,

owned by subcontractors with a capacity of 15,000 cubic metres, is under construction.

In 2009, the Group logged and cleared approximately 450 hectares of forest, and planted 270

hectares of rubber trees, acacia trees and jatropha curcas on the cleared land. In November

2009, the Group completed its maiden export shipment of timber products from Cambodia.

The Group has yet to obtain approval from the State Food and Drug Administration (“SFDA”)

to commence Phase I clinical trial for its anti-cancer drug in the PRC. The construction of the

new pharmaceutical factory in Nanjing was completed in 2009.

Business Outlook

The Group is focusing its financial and management resources on developing its forestry, wood

product manufacturing, and plantation businesses in Cambodia. Consistent with this strategy,

on 2 March 2010, the Company announced that it has signed conditional agreement to sell its

equity interest in two PRC subsidiaries that owned the experimental anti-cancer drug and the

new pharmaceutical factory mentioned above.

In 2010, the Group expects to increase its production of sawn timber and wood flooring

material in Cambodia, and to expand its sale network to include both export and domestic sales

in Cambodia.

As additional forest land is cleared, the Group intends to expand its rubber tree plantations,

which are expected to generate sustainable income for the Group upon maturity.

Discussion on Sinnowa

Reference is made to the Company’s announcements on 26 March 2009 and 9 June 2009 in

relation to the unauthorized disposal (the “Unauthorized Disposal”) of the Company’s

ownership in a subsidiary, namely, Sinnowa Medical Science and Technology Co., Ltd.

(“Sinnowa”), a medical equipment company incorporated in Nanjing, the PRC, of which the

Company should own 65% equity interest.

The Company lodged a request for administrative review for reviewing the governmental

approval of the Unauthorised Disposal and registration of the unauthorised sale and purchase

agreements. In the midst of the administrative review, the Company was notified in October

2009 that one of the current registered owners of Sinnowa filed a civil claim against the Group
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in the courts of Nanjing, PRC so as to seek the court’s declaration that the transfer of the

Company’s 65% interest in Sinnowa is legal and valid. Both the administrative review lodged

by the Company and the civil claim against the Company are in progress, but no judgment has

been issued by the relevant PRC authorities or courts yet.

On 26 March 2009, the Board resolved to establish a special investigation committee (the

“Special Investigation Committee”) for the purpose of, inter alia, (i) investigating the

Unauthorised Disposal; and (ii) reviewing the internal control procedures and corporate

governance policies of the Company.

The Company engaged an independent consultancy company (the “Consultant”) to conduct a

review on the internal control system of the Group and the report thereof was issued in

September 2009. The Board and the Special Investigation Committee of the Company agreed

with the recommendations made by the Consultant and appointed the Consultant to oversee the

implementation of an internal control enhancement program, and the major recommendations

have been implemented.

In light of the uncertainties and for the sake of prudence, the Board has made full provision

of approximately HK$15.65 million on Sinnowa in the consolidated financial statements for

the year ended 31 December 2008.

Disposal of medicine related businesses in the PRC

As announced by the Company in an announcement dated 2 March 2010, the Company has

entered into conditional sale and purchase agreements with Mr. Chen Quoqiang ( ) on 2

March 2010 in respect of the disposal of (i) the Group’s entire 100% interest in CB

Pharmaceutical (Nanjing) Co., Ltd. ( ); and (ii) the Group’s entire

75% interest in Medical China Technology Limited (the “Disposal”) at a cash consideration of

HK$12 million. The Group is expected to record a loss of approximately HK$19.55 million as

a result of the Disposal. As at the Latest Practicable Date, completion of the Disposal has not

taken place.

4. INDEBTEDNESS

Borrowings

At the close of business on 28 February 2010, being the latest practicable date for the purpose

of this indebtedness statement, other than Sinnowa whereas no information can be obtained

owing to the potential dispute as mentioned under paragraph 3 headed “Financial and Trading

Prospects” in this appendix to this Prospectus, the Group did not have any borrowings.

Securities and guarantees

At the close of business on 28 February 2010, other than Sinnowa whereas no information can

be obtained owing to the potential dispute as mentioned under paragraph 3 headed “Financial

and Trading Prospects” in this appendix to this Prospectus, the Group did not provide any

securities and guarantees.
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Contingent liabilities

At the close of business on 28 February 2010, other than the litigation as disclosed under

paragraph 7 headed “Litigation” in Appendix IV to this Prospectus, the Group did not have any

material contingent liabilities.

Capital commitments and other commitments

At the close of business on 28 February 2010, other than Sinnowa whereas no information can

be obtained owing to the potential dispute as mentioned under paragraph 3 headed “Financial

and Trading Prospects” in this appendix to this Prospectus, commitments of the Group in

respect of acquisitions of property, plant and equipment and operating leases amounted to

approximately HK$4,430,000, all of which were contracted for but not provided for.

The Directors plan to finance the above commitments by internally generated funds of the

Group.

Disclaimer

Save as disclosed above and apart from intra-group liabilities, at the close of business on 28

February 2010, the Group had no debt securities, borrowings, mortgages, charges, debentures

or other loan capital or bank overdrafts or other similar indebtedness, liabilities under

acceptances or acceptances credits or hire purchase commitments or any guarantees or other

material commitment or any material contingent liabilities.

5. WORKING CAPITAL

The Directors are of the opinion that after taking into account the present internal financial

resources of the Group, including internally generated funds and the estimated net proceeds of

the Open Offer, the Group has sufficient working capital for its present requirements, that is

for at least the next 12 months from the date of the publication of this Prospectus.

6. MATERIAL ADVERSE CHANGE

Save for (i) the litigation in relation to the Unauthorized Disposal of Sinnowa mentioned under

paragraph 3 headed “Financial and trading prospects” in this appendix to this Prospectus and

paragraph 7 headed “Litigation” in Appendix IV to this Prospectus; (ii) the deconsolidation of

the results of Sinnowa from the Group’s financial statements and there was no income

generated from one time initial service fee and sub-concession of the Group’s forest in

Cambodia during the year ended 31 December 2009 as discussed in the Company’s profit

warning dated 8 March 2010; and (iii) the expected loss of approximately HK$19.55 million

arising out of the Disposal (which has not completed as at the Latest Practicable Date) as

mentioned under paragraph 3 headed “Financial and trading prospects” in this appendix to this

Prospectus, the Directors confirm that there was no material adverse change in the financial or

trading position of the Group since 31 December 2008, being the date of which the latest

audited financial statements of the Group were made up.
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7. FINANCIAL INFORMATION FOR THE YEAR ENDED 31 DECEMBER 2009

Shareholders and potential investors are advised to also refer to the Company’s annual

results announcement for the year ended 31 December 2009 published on 24 March 2010

at the GEM website at “http://www.hkgem.com” and the website of the Company at

“http://www.chinaaseanresources.com”. Copies of the Company’s annual results

announcement for the year ended 31 December 2009 are also available for inspection as

per paragraph 14 headed “Documents available for inspection” in Appendix IV to this

Prospectus. Furthermore, the Company’s annual report for the year ended 31 December

2009 is expected to be despatched to the Shareholders and available on the websites of

GEM and the Company on or before 31 March 2010.
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A. UNAUDITED PRO FORMA STATEMENT OF ADJUSTED CONSOLIDATED

NET TANGIBLE ASSETS OF THE GROUP

The following is the unaudited pro forma statement of adjusted consolidated net tangible assets

(the “Unaudited Pro Forma Financial Information”) of the Group which has been prepared in

accordance with paragraph 7.31 of the GEM Listing Rules to illustrate the effects of the Open

Offer on the consolidated net tangible assets of the Group as if the Open Offer had been

completed on 30 June 2009.

The Unaudited Pro Forma Financial Information has been prepared for illustrative purpose

only, based on the judgments and assumptions of the directors of the Company, and because

of its hypothetical nature, does not provide any assurance or indication that any event will take

place in the future and may not be indicative of the financial position of the Group as at 30 June

2009 or any future date.

(1) Assuming all shareholders take up their entire entitlement under the Open Offer

Unaudited

consolidated

net tangible

assets of the

Group as at

30 June

2009

Add:

Estimated

net

proceeds

from the

Open Offer

Unaudited

pro forma

adjusted

consolidated

net tangible

assets of the

Group

HK$’000 HK$’000 HK$’000

(Note 1) (Note 2)

68,685 14,544 83,229

Unaudited consolidated net tangible assets

per Share before completion of the Open

Offer as at 30 June 2009 (Note 3) HK$0.0361

Unaudited pro forma adjusted consolidated

net tangible assets per Share immediately

after completion of the Open Offer

(Note 4) HK$0.0312
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(2) Assuming no Shareholder apart from Mr. Li and PMM take up their entire

entitlement under the Open Offer

Unaudited

consolidated

net tangible

assets of the

Group as at

30 June

2009

Add:

Estimated

net

proceeds

from the

Open Offer

Unaudited

pro forma

adjusted

consolidated

net tangible

assets of the

Group

HK$’000 HK$’000 HK$’000

(Note 1) (Note 5)

68,685 1,045 69,730

Unaudited consolidated net tangible assets

per Share before completion of the Open

Offer as at 30 June 2009 (Note 3) HK$0.0361

Unaudited pro forma adjusted consolidated

net tangible assets per Share immediately

after completion of the Open Offer

(Note 6) HK$0.0350

Notes:

1. The unaudited consolidated net tangible assets of the Group attributable to the owners of the Company as at
30 June 2009 of approximately HK$68,685,000 is arrived at based on the total equity of the Group of
approximately HK$580,531,000, less the intangible assets of approximately HK$511,846,000, as shown on the
unaudited condensed consolidated statement of financial position of the Group as at 30 June 2009 as extracted
from the published interim report of the Company for the period ended 30 June 2009.

2. The estimated net proceeds from the Open Offer of approximately HK$14,544,000 are based on the issue of
up to 762,000,000 Offer Shares at the Subscription Price of HK$0.02 by way of the Open Offer, on the basis
of two offer shares for every five existing Shares held on the Record Date and payable in full on acceptance,
less estimated share issue expenses of approximately HK$696,000.

3. Based on 1,905,000,000 existing Shares in issue immediately before completion of the Open Offer as at 30
June 2009.

4. Based on 2,667,000,000 shares expected to be in issue immediately after completion of the Open Offer,
assuming all shareholders take up their entire entitlements under the Open Offer and the Open Offer had been
completed on 30 June 2009.

5. The estimated net proceeds from the Open Offer of approximately HK$1,045,000 are based on the issue of up
to 87,064,000 Offer Shares at the Subscription Price of HK$0.02 by way of the Open Offer undertaken to be
taken up by Mr. Li and PMM and payable in full on acceptance, less estimated share issue expenses of
approximately HK$696,000.

6. Based on 1,992,064,000 shares expected to be in issue immediately after completion of the Open Offer,
assuming no shareholder apart from Mr. Li and PMM take up their entire entitlements under the Open Offer
and the Open Offer had been completed on 30 June 2009.

7. No adjustment has been made to reflect any trading results or other transactions of the Group entered into
subsequent to 30 June 2009.
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B. REPORT ON THE UNAUDITED PRO FORMA STATEMENT OF ADJUSTED

CONSOLIDATED NET TANGIBLE ASSETS OF THE GROUP

5/F, Ho Lee Commercial Building,

38-44 D’Aguilar Street, Central, Hong Kong

香港中環德己立街38-44號好利商業大廈5字

25 March 2010

The Board of Directors

China Asean Resources Limited

Dear Sirs

We report on the unaudited pro forma statement of adjusted consolidated net tangible assets

(the “Unaudited Pro Forma Financial Information”) of China Asean Resources Limited (the

“Company”) and its subsidiaries (hereinafter collectively referred to as the “Group”) which has

been prepared by the directors of the Company for illustrative purposes only, to provide

information about how the Company proposed open offer on the basis of two offer shares for

every five existing shares held on 24 March 2010 (the “Open Offer”) might have affected the

financial information presented, for inclusion as Appendix II to the Company’s Prospectus

dated 25 March 2010. The basis of preparation of the Unaudited Pro Forma Financial

Information is set out in Section A of Appendix II of the Prospectus.

Respective responsibilities of directors of the Company and reporting accountants

It is the responsibility solely of the directors of the Company to prepare the Unaudited Pro

Forma Financial Information in accordance with paragraph 7.31 of the Rules Governing the

Listing of Securities on the Growth Enterprise Market of The Stock Exchange of Hong Kong

Limited (the “GEM Listing Rules”) and with reference to Accounting Guideline 7 “Preparation

of Pro Forma Financial Information for Inclusion in Investment Circulars” issued by the Hong

Kong Institute of Certified Public Accountants (the “HKICPA”).

It is our responsibility to form an opinion, as required by paragraph 7.31(7) of the GEM Listing

Rules, on the Unaudited Pro Forma Financial Information and to report our opinion to you. We

do not accept any responsibility for any reports previously given by us on any financial

information used in the compilation of the Unaudited Pro Forma Financial Information beyond

that owed to those to whom those reports were addressed by us at the dates of their issue.
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Basis of opinion

We conducted our engagement in accordance with Hong Kong Standard on Investment Circular

Reporting Engagements 300 “Accountants Reports on Pro Forma Financial Information in

Investment Circulars” issued by the HKICPA. Our work consisted primarily of comparing the

unadjusted financial information with source documents, considering the evidence supporting

the adjustments and discussing the Unaudited Pro Forma Financial Information with the

directors of the Company. This engagement did not involve independent examination of any of

the underlying financial information.

We planned and performed our work so as to obtain the information and explanations we

considered necessary in order to provide us with sufficient evidence to give reasonable

assurance that the Unaudited Pro Forma Financial Information has been properly compiled by

the directors of the Company on the basis stated, that such basis is consistent with the

accounting policies of the Group and that the adjustments are appropriate for the purposes of

the Unaudited Pro Forma Financial Information as disclosed pursuant to paragraph 7.31(1) of

the GEM Listing Rules.

The Unaudited Pro Forma Financial Information is for illustrative purposes only, based on the

judgments and assumptions of the directors of the Company, and, because of its hypothetical

nature, does not provide any assurance or indication that any event will take place in the future

and may not be indicative of the financial position of the Group as at 30 June 2009 or any

future date.

Opinion

In our opinion:

(a) the Unaudited Pro Forma Financial Information has been properly compiled by the

directors of the Company on the basis stated;

(b) such basis is consistent with the accounting policies of the Group; and

(c) the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial

Information as disclosed pursuant to paragraph 7.31(1) of the GEM Listing Rules.

Yours faithfully,

KLC Kennic Lui & Co. Ltd.

Certified Public Accountants (Practising)

Choy Po Fong

Practising certificate number: P04688

Hong Kong
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1. MEMORANDUM OF ASSOCIATION

The memorandum of association of the Company (the “Memorandum of Association”) states,

inter alia, that the liability of members of the Company is limited to the amount, if any, for the

time being unpaid on the shares held by the members and that the Company is an exempted

company as defined in the Companies Act 1981 of Bermuda (the “Companies Act”). The

Memorandum of Association also sets out the powers of the Company and the objects for which

the Company was formed, including acting as a holding and investment company. As an

exempted company, the Company will be carrying on business outside Bermuda from a place

of business in Bermuda.

In accordance with and subject to section 42A of the Companies Act, the Memorandum of

Association of the Company empowers it to purchase its own shares and this power is

exercisable by the board of directors of the Company (the “Board”) upon such terms and

subject to such conditions as it thinks fit.

2. BYE-LAWS

The bye-laws of the Company (the “Bye-laws”) were adopted on 14 December 2001 and

amended on 18 June 2004. The following is a summary of certain provisions of the Bye-laws.

(a) Shares

(i) Classes of Shares

The share capital of the Company consists of ordinary shares.

(ii) Share Certificates

Every certificate for shares, warrants or debentures or representing any other form of securities

of the Company shall be issued under the seal of the Company, which for this purpose may be

a securities seal. In relation to the use of the securities seal for sealing certificates for shares

or other securities of the Company, no signature of any director of the Company (a “Director”),

officer or other person and no mechanical reproduction thereof shall be required on any such

certificates or other document and any such certificates or other document to which such

securities seal is affixed shall be valid and deemed to have been sealed and executed with the

authority of the Board notwithstanding the absence of any such signature or mechanical

reproduction as aforesaid.

The Company shall not be bound to register more than four persons as joint holders of any

share.

APPENDIX III SUMMARY OF THE CONSTITUTION OF

THE COMPANY AND BERMUDA COMPANY LAW

– 71 –



(b) Directors

(i) Power to allot and issue shares

Without prejudice to any special rights or restrictions for the time being attaching to any shares

or any class of shares, any share may be issued upon such terms and conditions and with such

preferred, deferred or other special rights, or such restrictions, whether in regard to dividend,

voting, return of capital or otherwise, as the Company may from time to time by ordinary

resolution determine (or, in the absence of any such determination or so far as the same may

not make specific provision, as the Board may determine) and any preference share may,

subject to the Companies Act and with the sanction of a special resolution, be issued on the

terms that it is liable to be redeemed upon the happening of a specified event or upon a given

date and either at the option of the Company or, if so authorised by the Memorandum of

Association of the Company, at the option of the holder.

The Board may, subject to the approval by the members in general meeting, issue warrants to

subscribe for any class of shares or securities of the Company on such terms as the Board may

from time to time determine. Where warrants are issued to bearer, no certificate thereof shall

be issued to replace one that has been lost unless the Board is satisfied beyond reasonable

doubt that the original certificate thereof has been destroyed and the Company has received an

indemnity in such form as the Board shall think fit with regard to the issue of any such

replacement certificate.

Subject to the provisions of the Companies Act and the Bye-laws, and to the permission of the

Bermuda Monetary Authority being obtained, all unissued shares in the Company shall be at

the disposal of the Board, which may offer, allot, grant options over or otherwise dispose of

them to such persons, at such times, for such consideration and generally on such terms as it

shall in its absolute discretion think fit, but so that no shares shall be issued at a discount.

(ii) Power to dispose of the assets of the Company or any subsidiary

There are no specific provisions in the Bye-laws relating to the disposal of the assets of the

Company or any of its subsidiaries although the Board may exercise all powers and do all acts

and things which may be exercised or done or approved by the Company and which are not

required by the Bye-laws or the statutes to be exercised or done by the Company in general

meeting.

(iii) Compensation or payments for loss of office

Payments to any Director or past Director of any sum by way of compensation for loss of office

or as consideration for or in connection with his retirement from office (not being a payment

to which the Director is contractually entitled) must be approved by the Company in general

meeting.

(iv) Loans to Directors

There are no provisions in the Bye-laws relating to the making of loans to Directors. However,

the Companies Act contains restrictions on companies making loans to their directors, the

relevant provisions of which are summarized in this Appendix III under “4. Summary of

Bermuda Laws”.

APPENDIX III SUMMARY OF THE CONSTITUTION OF

THE COMPANY AND BERMUDA COMPANY LAW

– 72 –



(v) Financial assistance to acquire shares of the Company

(aa) Subject, where applicable, to the rules of any relevant stock exchange, the Company may

in accordance with an employees’ share scheme approved by the members in general

meeting provide money on such terms as the Board thinks fit for the acquisition of fully

or partly paid shares in the Company or its holding company. An employees’ share scheme

is a scheme for encouraging or facilitating the holding of shares or debentures in the

Company by or for the benefit of the bona fide employees or former employees

(including, notwithstanding section 96 of the Companies Act, any such bona fide

employee or former employee who is or was also a Director) of the Company, the

Company’s subsidiary or holding company or a subsidiary of the Company’s holding

company, or the wives, husbands, widows, widowers or children or step-children under

the age of twenty-one of such employees or former employees;

(bb) Subject, where applicable, to the rules of any relevant stock exchange, the Company, a

subsidiary of the Company or holding company or a subsidiary of the Company’s holding

company may make loans to persons (including, notwithstanding section 96 of the

Companies Act, any such bona fide employee or former employee who is or was also a

Director) employed in good faith by the Company with a view to enabling those persons

to acquire fully or partly paid shares in the Company or its holding company to be held

by them by way of beneficial ownership; and

(cc) The conditions subject to which money and loans are provided may include a provision

to the effect that when an employee ceases to be employed by the Company, the shares

acquired with such financial assistance shall or may be sold to the Company or such other

company on such terms as the Board thinks fit.

(vi) Disclosure of interests in contracts with the Company or any of its subsidiaries

Subject to the Companies Act, a Director may hold any other office or place of profit with the

Company (except that of Auditor) in conjunction with his office of Director for such period and

upon such terms as the Board may determine, and may be paid such extra remuneration therefor

(whether by way of salary, commission, participation in profits or otherwise) as the Board may

determine. A Director may be or become a director or other officer of, or be otherwise

interested in, any company promoted by the Company or any other company in which the

Company may be interested, and shall not be liable to account to the Company or the members

for any remuneration, profit or other benefit received by him as a director or officer of or from

his interest in such other company. The Board may also cause the voting power conferred by

the shares in any other company held or owned by the Company to be exercised in such manner

in all respects as it thinks fit, including the exercise thereof in favour of any resolution

appointing the Directors or any of them to be directors or officers of such other company, or

voting or providing for the payment of remuneration to the directors or officers of such other

company. A Director shall not vote or be counted in the quorum on any resolution of the Board

concerning his own appointment as the holder of any office or place of profit with the Company

or any other company in which the Company is interested (including the arrangement or

variation of the terms thereof, or the termination thereof).

Subject to the provisions of the Companies Act and the Bye-laws, no Director or proposed or

intended Director shall be disqualified by his office from contracting with the Company, either
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with regard to his tenure of any office or place of profit or as vendor, purchaser or in any other

manner whatsoever, nor will any such contract or any other contract or arrangement in which

any Director is in any way interested be liable to be avoided, nor shall any Director so

contracting or being so interested be liable to account to the Company or the members for any

remuneration, profit or other benefits realised by any such contract or arrangement by reason

of such Director holding that office or the fiduciary relationship thereby established. A Director

who to his knowledge is in any way, whether directly or indirectly, interested in a contract or

arrangement or proposed contract or arrangement with the Company must declare the nature

of his interest at the meeting of the Board at which the question of entering into the contract

or arrangement is first taken into consideration, if he knows his interest then exists, or in any

other case at the first meeting of the Board after he knows that he is or has become so

interested.

A Director shall not vote (nor shall he be counted in the quorum) on any resolution of the Board

in respect of any contract or arrangement or proposal in which he or any of his associates has

a material interest, and if he does his vote shall not be counted, but this prohibition will not

apply to any of the following matters namely:

(aa) the giving of any security or indemnity either:

a. to the Director or his associate(s) in respect of money lent or obligations incurred

or undertaken by him or any of them at the request of or for the benefit of the

Company and any of its subsidiaries; or

b. to a third party in respect of a debt or obligation of the Company or any of its

subsidiaries for which the Director or his associate(s) has himself/themselves

assumed responsibility in whole or in part and whether alone or jointly under a

guarantee or indemnity or by the giving of security;

(bb) any proposal concerning an offer of the shares, debentures or other securities of or by the

Company or any other company which the Company may promote or be interested in for

subscription or purchase where the Director or his associate(s) is/are or is/are to be

interested as a participant in the underwriting or sub-underwriting of the offer;

(cc) any proposal concerning any other company in which the Director or his associate(s)

is/are interested only, whether directly or indirectly, as an officer or executive or member

or in which the Director or his associate(s) is/are beneficially interested in shares of that

company, provided that the Director and any of his associates are not in aggregate

beneficially interested in five (5) per cent or more of the issued shares of any class of

shares of such company (or of any third company through which his interest or that of his

associate(s) is derived) or of the voting rights;
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(dd) any proposal or arrangement concerning the benefit of employees of the Company or its

subsidiaries including:

a. the adoption, modification or operation of any employees’ share scheme or any share

incentive or share option scheme under which the Director or his associate(s) may

benefit; or

b. the adoption, modification or operation of a pension fund or retirement, death or

disability benefits scheme which relates to a Director, his associates and employees

of the Company or any of its subsidiaries and does not provide in respect of any

Director or his associate(s), as such any privilege not generally accorded to the class

of persons to whom such scheme or fund relates; and

(ee) any contract or arrangement in which the director or his associate(s) is/are interested in

the same manner as other holders of shares or debentures or other securities of the

Company by virtue only of his/their interest in shares or debentures or other securities of

the Company.

(vii) Remuneration

The Directors shall be entitled to receive by way of remuneration for their services as Directors

such sum as is from time to time determined by the Company in general meeting, such sum

(unless otherwise directed by the resolution by which it is voted) to be divided amongst the

Directors in such proportions and in such manner as the Board may agree, or failing agreement,

equally, except that in such event any Director holding office for less than the whole of the

relevant period in respect of which the remuneration is paid shall only rank in such division

in proportion to the time during such period for which he has held office. The foregoing

provisions shall not apply to a Director who holds any salaried employment or office in the

Company except in the case of sums paid in respect of Directors’ fees.

The Directors shall also be entitled to be repaid all travelling, hotel and other expenses

reasonably incurred by them respectively in or about the performance of their duties as

Directors, including their expenses of travelling to and from board meetings, committee

meetings or general meetings, or otherwise incurred whilst engaged in the business of the

Company or in the discharge of their duties as Directors.

The Board may grant special remuneration to any Director, who being called upon, performs

any special or extra services to or at the request of the Company. Such special remuneration

may be made payable to such Director in addition to or in substitution for his ordinary

remuneration as a Director, and may be made payable by way of salary, commission or

participation in profits or otherwise as may be arranged.

Notwithstanding the foregoing the remuneration of a managing director, joint managing

director, deputy managing director or other executive director or a Director appointed to any

other office in the management of the Company may be fixed from time to time by the Board

and may be by way of salary, commission or participation in profits or otherwise or by all or
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any of those modes and with such other benefits (including pension (and/or gratuity) and/or

other benefits on retirement) and allowances as the Board may from time to time decide. Such

remuneration is in addition to his remuneration as a Director.

The Board also has power to establish and maintain or procure the establishment and

maintenance of any contributory or non-contributory pension or superannuation funds for the

benefit of, or to give or procure the giving of donations, gratuities, pensions, allowances or

emoluments to, any persons who are or were at any time in the employment or service of the

Company, or of any company which is a subsidiary of the Company, or is allied or associated

with the Company or with any such subsidiary company, or who are or were at any time

Directors or officers of the Company or of any such other company as aforesaid, and the

spouses, widows, widowers, families and dependents of any such persons and may make

payments for or towards the insurance of any such persons. Any Director holding any such

employment or office is entitled to participate in and retain for his own benefit any such

donation, gratuity, pension, allowance or emolument.

(viii) Retirement, appointment and removal

At each annual general meeting one-third of the Directors for the time being (or if their number

is not three or a multiple of three, then the number nearest one-third) will retire from office by

rotation save any Director holding office as Chairman or managing director. The Directors to

retire in every year will be those who have been longest in office since their last election but

as between persons who became Directors on the same day those to retire shall (unless they

otherwise agree between themselves) be determined by lot. The retiring Directors shall be

eligible for re-election. The Company at any general meeting at which any Directors retire may

fill the vacated offices.

No person, other than a retiring Director, shall, unless recommended by the Board for election,

be eligible for election to the office of Director at any general meeting, unless notice in writing

of the intention to propose that person for election as a Director and notice in writing by that

person of his willingness to be elected shall have been lodged at the head office or at the

registration office at least seven days before the date of the general meeting.

Directors are entitled to attend and speak at all general meetings of the Company and all

meetings of any class of members of the Company.

The number of Directors shall not be less than two. A Director may be removed by a special

resolution of the Company before the expiration of his period of office (but without prejudice

to any claim which such Director may have for damages for breach of any contract of service

between him and the Company). The Company may from time to time in general meeting by

ordinary resolution elect any person to be a Director either to fill a casual vacancy or as an

addition to the Board. Any Director so appointed shall hold office only until the next general

meeting of the Company and shall then be eligible for re-election at the meeting.

There is no shareholding qualification for Directors nor is there any specified age limit for

Directors.
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The Board may from time to time entrust to and confer upon a managing director, joint

managing director, deputy managing director or executive director all or any of the powers of

the Board that it may think fit provided that the exercise of all powers by such Director shall

be subject to such regulations and restrictions as the Board may from time to time make and

impose, and the said powers may at any time be withdrawn, revoked or varied, but no person

dealing in good faith and without notice of such withdrawal, revocation or variation shall be

affected thereby.

The Board may delegate any of its powers to committees consisting of such member or

members of its body and such other persons as the Board thinks fit, and it may from time to

time revoke such delegation or revoke the appointment of and discharge any such committees

either wholly or in part, and either as to persons or purposes, but every committee so formed

shall in the exercise of the powers so delegated conform to any regulations that may from time

to time be imposed upon it by the Board.

(ix) Borrowing powers

Subject to the provisions of the Companies Act, the Board may from time to time at its

discretion exercise all the powers of the Company to raise or borrow or to secure the payment

of any sum or sums of money for the purposes of the Company and to mortgage or charge its

undertaking, property and uncalled capital or any part thereof. The Board may raise or secure

the payment or repayment of such sum or sums in such manner and upon such terms and

conditions in all respects as it thinks fit and in particular by the issue of debentures, debenture

stock, bonds or other securities of the Company, whether outright or as collateral security for

any debt, liability or obligation of the Company or of any third party.

(c) Alterations of capital

The Company may from time to time by ordinary resolution:

(i) increase its share capital by the creation of new shares;

(ii) consolidate or divide all or any of its share capital into shares of larger amount than its

existing shares; and on any consolidation of fully paid shares into shares of larger amount,

the Board may settle any difficulty which may arise as it thinks expedient and in

particular (but without prejudice to the generality of the foregoing) may, as between the

holders of the shares to be consolidated, determine which particular shares are to be

consolidated into each consolidated share, and if it shall happen that any person shall

become entitled to fractions of a consolidated share or shares, such fractions may be sold

by some person appointed by the Board for that purpose and the person so appointed may

transfer the shares so sold to the purchaser thereof and the validity of such transfer shall

not be questioned, and so that the net proceeds of such sale (after deduction of the

expenses of such sale) may either be distributed among the persons who would otherwise

be entitled to a fraction or fractions of a consolidated share or shares ratably in

accordance with their rights and interests or may be paid to the Company for the

Company’s benefit;
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(iii) divide its shares into several classes and attach thereto respectively any preferential,

deferred, qualified or special rights, privileges or conditions;

(iv) cancel any shares which at the date of the passing of the resolution have not been taken

or agreed to be taken by any person, and diminish the amount of its share capital by the

amount of the shares so cancelled;

(v) sub-divide its shares or any of them into shares of smaller amount than is fixed by the

Memorandum of Association, subject nevertheless to the Companies Act, and so that the

resolution whereby any shares is sub-divided may determine that, as between the holders

of the shares resulting from such sub-division, one or more of the shares may have any

such preferred or other special rights over, or may have such deferred rights or be subject

to any such restrictions as compared with the others as the Company has power to attach

to unissued or new shares;

(vi) change the currency denomination of its share capital; and

(vii) make provision for the issue and allotment of shares which do not carry any voting rights.

The Company may by special resolution reduce its share capital, any capital redemption

reserve fund or any share premium account or other undistributable reserve in any manner

authorised and subject to any conditions prescribed by law.

(d) Variation of rights of existing shares or classes of shares

If at any time the capital is divided into different classes of shares, all or any of the special

rights (unless otherwise provided for by the terms of issue of the shares of that class) may,

subject to the provisions of the Companies Act, be varied or abrogated either with the consent

in writing of the holders of not less than three-fourths in nominal value of the issued shares of

that class or with the sanction of a special resolution passed at a separate general meeting of

the holders of the shares of that class. To every such separate general meeting the provisions

of the Bye-laws relating to general meetings will mutatis mutandis apply, but so that the

necessary quorum is not less than two persons holding or representing by proxy one-third in

nominal value of the issued shares of the class, and that any holder of shares of the class

present in person or by proxy or by a duly authorised corporate representative may demand a

poll.

(e) Special resolutions – majority required

A special resolution of the Company must be passed by a majority of not less than three-fourths

of the votes cast of such members as, being entitled so to do, vote in person or, where a

corporate representative is allowed, by a duly authorised corporate representative or, where

proxies are allowed, by proxy at a general meeting of which not less than 21 days’ notice,

specifying the intention to propose the resolution as a special resolution, has been duly given.
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However, if it is so agreed by a majority in number of the members having a right to attend

and vote at such meeting, being a majority together holding not less than 95 per cent in nominal

value of the shares giving that right, a resolution may be proposed and passed as a special

resolution at a meeting of which less than 21 days’ notice has been given.

(f) Voting rights and right to demand a poll

Subject to any special rights, privileges or restrictions as to voting for the time being attached

to any class or classes of shares, at any general meeting on a show of hands every member who

is present in person or by a duly authorised corporate representative shall have one vote and

on a poll, every member present in person or by a duly authorised corporate representative or

by proxy shall have one vote for every share of which he is the holder which is fully paid-up

or credited as fully paid (but so that no amount paid-up or credited as paid-up on a share in

advance of calls or instalments is treated for the foregoing purposes as paid-up on the share).

On a poll, a member entitled to more than one vote need not use all his votes or cast all the

votes in the same way.

Where any member is, under the GEM Listing Rules, required to abstain from voting on any

particular resolution or restricted to voting only or against any particular resolution, any votes

cast by or on behalf of such member in contravention of such requirement or restriction shall

not be counted.

At any general meeting a resolution put to the vote of the meeting shall be decided on a show

of hands unless a poll is (before or on the declaration of the result of the show of hands or on

the withdrawal of any other demand for a poll) demanded by: (i) the Chairman of the meeting;

(ii) at least three members present in person or by proxy or by a duly authorised corporate

representative for the time being entitled to vote at the meeting; (iii) by any member or

members present in person or by proxy or by a duly authorised corporate representative and

representing not less than one-tenth of the total voting rights of all the members having the

right to vote at the meeting; or (iv) a member or members present in person or by proxy or by

a duly authorised corporate representative and holding shares in the Company conferring a

right to vote at the meeting being shares on which an aggregate sum has been paid-up equal

to not less than one-tenth of the total sum paid-up on all the shares conferring that right.

(g) Requirements for annual general meetings

An annual general meeting must be held once in every year and within not more than fifteen

months after the last preceding annual general meeting.

(h) Accounts and audit

The Board shall cause true accounts to be kept of the sums of money received and expended

by the Company, and the matters in respect of which such receipts and expenditure take place,

and of the property, assets, credits and liabilities of the Company and of all other matters

required by the Companies Act affecting the Company or necessary to give a true and fair view

of the state of the Company’s affairs and to show and explain its transactions.
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The books of account are to be kept at the head office or at such other place as the Board thinks

fit and shall always be open to the inspection of the Directors provided that such records as are

required by the Companies Act shall also be kept at the registered office. No member (not being

a Director) or other person has any right to inspect any account or book or document of the

Company except as conferred by the Companies Act or ordered by a court of competent

jurisdiction or authorised by the Board or by the Company in general meeting.

The Board shall from time to time cause to be prepared and laid before the Company at its

annual general meeting such profit and loss accounts, balance sheets, group accounts (if any)

and reports as are required by the Companies Act.

Subject to the provisions of the Bye-laws dealing with summarised financial statements, every

balance sheet of the Company shall be signed on behalf of the Board by two Directors and a

copy of every balance sheet (including every document required by law to be comprised therein

or attached or annexed thereto) and profit and loss account which is to be laid before the

Company at its annual general meeting, together with a copy of the Directors’ report and a copy

of the auditors’ report, shall not less than twenty-one days before the date of the meeting, be

sent to every member of, and every holder of debentures of, the Company and every other

person entitled to receive notices of general meetings of the Company under the Companies Act

or of the Bye-laws. If all or any of the shares or debentures of the Company are for the time

being (with the consent of the Company) listed or dealt in on any stock exchange, there shall

be forwarded to the appropriate officer of such stock exchange such number of copies of such

documents as may for the time being required under its regulations or practice.

Auditors shall be appointed and their duties regulated in accordance with the Companies Act.

Subject as otherwise provided by such provisions the remuneration of the auditors shall be

fixed by or on the authority of the Company at each annual general meeting, but in respect of

any particular year, the Company in general meeting may delegate the fixing of such

remuneration to the Board.

(i) Notices of meetings and business to be conducted thereat

An annual general meeting and any special general meeting at which it is proposed to pass a

special resolution must be called by at least twenty-one days’ notice in writing and any other

special general meeting shall be called by at least fourteen days’ notice in writing (in each case

exclusive of the day on which the notice is served or deemed to be served and of the day for

which it is given). The notice shall specify the place, the day and the hour of meeting and, in

the case of special business, the general nature of that business.

Any notice to be given to or by any person pursuant to these Bye-law shall be in writing or,

to the extent permitted by the applicable laws of Bermuda and any applicable rules prescribed

by The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) from time to time and

subject to this Bye-law, contained in an electronic communication.
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A notice in respect of any document (including a share certificate) may be served on or

delivered to any member of the Company either personally or by sending it through the post

in a prepaid envelope or wrapper addressed to such member at his registered address as

appearing in the register or by leaving it at that address addressed to the member or by any

other means authorised in writing by the member concerned or by publishing it by way of

advertisement in at least one English language newspaper and one Chinese language newspaper

circulating generally in Hong Kong. In case of joint holders of a share, all notices shall be

given to that one of the joint holders whose name stands first in the register and notice so given

shall be sufficient notice to all the joint holders. Without limiting the generality of the

foregoing but subject to the applicable laws of Bermuda and any rules prescribed by the Stock

Exchange from time to time, a notice or document may be served or delivered by the Company

to any member by electronic means to such address as may from time to time be authorised by

the member concerned or by publishing it on a computer network and notifying the member

concerned, in such manner as he may from time to time authorise, that it has been so published.

(j) Transfer of shares

All transfers of shares must be effected by transfer in writing in the usual or common form or

in any other form acceptable to the Board and may be under hand or by means of mechanically

imprinted signatures or such other manner as the Board may from time to time approve. An

instrument of transfer must be executed by or on behalf of the transferor and by or on behalf

of the transferee provided that the Board may dispense with the execution of the instrument of

transfer by the transferee in any case in which it thinks fit. The transferor shall be deemed to

remain the holder of the share until the name of the transferee is entered in the register of

members in respect thereof.

The Board may, in its absolute discretion, at any time and from time to time transfer any share

upon the principal register to any branch register or any share on any branch register to the

principal register or any other branch register.

Unless the Board otherwise agrees, no shares on the principal register shall be transferred to

any branch register nor shall shares on any branch register be transferred to the principal

register or any other register. All transfers and other documents of title must be lodged for

registration and registered, in the case of shares on a branch register, at the relevant registration

office and, in the case of shares on the principal register, at the transfer office in Bermuda.

The Board may in its absolute discretion and without assigning any reason therefore, refuse to

register any transfer of any shares (not being fully paid shares) to a person of whom it does not

approve and it may refuse to register the transfer of any shares (not being fully paid shares)

on which the Company has a lien. The Board may also refuse to register a transfer of shares

(whether fully paid or not) in favour of more than four persons jointly. If the Board refuses to

register a transfer, it will within two months after the date on which the transfer was lodged

with the Company send to the transferor and transferee notice of the refusal.
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The Board may decline to recognise any instrument of transfer unless: (i) such sum, if any, as

the Board may from time to time determine is paid to the Company in respect thereof has been

paid; (ii) the instrument of transfer is lodged at the relevant registration or, as the case may be,

the transfer office accompanied by the relevant share certificate(s) and such other evidence as

the Board may reasonably require to show the right of the transferor to make the transfer (and,

if the instrument of transfer is executed by some other person on his behalf, the authority of

that person so to do); (iii) the instrument of transfer is in respect of only one class of share (iv)

the shares are free of any lien in favour of the Company; (v) if applicable, the instrument of

transfer is properly stamped; and (vi) where applicable, the permission of the Bermuda

Monetary Authority with respect thereto has been obtained.

The registration of transfers may, on giving notice by advertisement in an appointed newspaper

in Bermuda and in one or more newspapers circulating in Hong Kong, be suspended at such

times and for such periods as the Board may from time to time determine and either generally

or in respect of any class of shares. The register of members shall not be closed for more than

thirty days in any year.

Fully paid Shares shall be free from any restriction with respect to the right of the holder

thereof to transfer such Shares (except when permitted by the Stock Exchange) and shall also

be free from all liens.

(k) Power for the Company to purchase its own shares

The Bye-laws give the Board the power to determine the terms and conditions subject to which

this power is to be exercised.

(l) Power of any subsidiary of the Company to own shares in the Company

There are no provisions in the Bye-laws relating to ownership of the Company by a subsidiary.

(m) Dividends and other methods of distribution

The Company in general meeting may declare dividends in any currency but no dividends shall

exceed the amount recommended by the Board.

Unless and to the extent that the rights attached to any shares or the terms of issue thereof

otherwise provide, all dividends will be apportioned and paid pro rata according to the amounts

paid or credited as paid-up on the shares during any portion or portions of the period in respect

of which the dividend is paid. No amount paid upon a share in advance of calls will for this

purpose be treated as paid-up on the shares. The Board may retain any dividends or other

moneys payable on or in respect of a share upon which the Company has a lien, and may apply

the same in or towards satisfaction of the debts, liabilities or engagements in respect of which

the lien exists. The Board may deduct from any dividend or bonus payable to any member all

sums of money (if any) presently payable by him to the Company on account of calls,

instalments or otherwise.
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Whenever the Board or the Company in general meeting has resolved that a dividend be paid

or declared on the share capital of the Company, the Board may further resolve either: (a) that

such dividend be satisfied wholly or in part in the form of an allotment of shares credited as

fully paid-up, provided that the members entitled thereto will be entitled to elect to receive

such dividend (or part thereof) in cash in lieu of such allotment; or (b) that the members

entitled to such dividend will be entitled to elect to receive an allotment of shares credited as

fully paid-up in lieu of the whole or such part of the dividend as the Directors may think fit.

The Company may also upon the recommendation of the Board by a special resolution resolve

in respect of any one particular dividend of the Company that it may be satisfied wholly in the

form of an allotment of shares credited as fully paid-up without offering any right to members

to elect to receive such dividend in cash in lieu of such allotment.

Whenever the Board or the Company in general meeting has resolved that a dividend be paid

or declared the Board may further resolve that such dividend be satisfied wholly or in part by

the distribution of specific assets of any kind.

The Board may, if it thinks fit, receive from any member willing to advance the same, and

either in money or money’s worth, all or any part of the money uncalled and unpaid or

instalments payable upon any Shares held by him, and in respect of all or any of the moneys

so advanced may pay interest at such rate (if any) not exceeding 20 per cent per annum, as the

Board may decide but a payment in advance of a call shall not entitle the member to receive

any dividend or to exercise any other rights or privileges as a member in respect of the Share

or the due portion of the Shares upon which payment has been advanced by such member

before it is called up.

All dividends or bonuses unclaimed for one year after having been declared may be invested

or otherwise made use of by the Board for the benefit of the Company until claimed and the

Company shall not be constituted a trustee in respect thereof. All dividends or bonuses

unclaimed for six years after having been declared may be forfeited by the Board and shall

revert to the Company.

The Company may exercise the power to cease sending cheques for dividend entitlements or

dividend warrants by post if such cheques or warrants have been left uncashed on 2 consecutive

occasions or after the first occasion on which such a cheque or warrant is returned undelivered.

(n) Proxies

Any member of the Company entitled to attend and vote at a meeting of the Company or a

meeting of the holders of any class of shares in the Company is entitled to appoint another

person as his proxy to attend and vote instead of him. On a vote on a show of hands, only a

member present in person or by it duly authorised corporate representative may vote. On a poll

votes may be given either personally or by its duly authorised corporate representative or by

proxy. A member holding two or more shares may appoint more than one proxy to attend on

the same occasion. A proxy need not be a member of the Company.
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The instrument appointing a proxy, shall be in writing under the hand of the appointor or of

his attorney duly authorised in writing, or if the appointor is a corporation, either under seal

or under the hand of an officer or attorney duly authorised.

The instrument appointing a proxy to vote at a general meeting shall: (i) be deemed to confer

authority upon the proxy to demand or join in demanding a poll and to vote on any resolution,

or amendment thereto, put to the meeting for which it is given as the proxy thinks fit. Provided

that any form issued to a member for use by him for appointing a proxy to attend and vote at

a special general meeting or at an annual general meeting at which any business is to be

transacted shall be such as to enable the member, according to his intentions, to instruct the

proxy to vote in favour of or against or, in default of instructions, to exercise his discretion in

respect of each resolution dealing with any such business; and (ii) unless the contrary is stated

therein, be valid as well for any adjournment of the meeting as for the meeting to which it

relates.

Where that member is a recognised clearing house within the meaning of the Securities and

Futures Ordinance (Chapter 571 of the Laws of Hong Kong), it may appoint such person or

persons as it thinks fit to act as its proxy or proxies or as its corporate representative or

representatives, to the extent permitted by the Companies Act, at any members’ general

meeting or any meeting of any class of members provided that if more than one proxy or

corporate representative is so appointed, the appointment shall specify the number and class of

shares in respect of which each such proxy or corporate representative is to be appointed. The

person so appointed will be entitled to exercise the same powers on behalf of the clearing house

(or its nominee) which he represents as that clearing house (or its nominee) could exercise as

if it were an individual member of the Company including the right to vote individually on a

show of hands. The number of persons a clearing house may appoint to act as its corporate

representative or representatives shall not exceed the number of shares held by the clearing

house (or its nominee), being shares in respect of which there is an entitlement to attend and

vote at the relevant meeting.

In addition, a proxy or proxies representing either an individual member or a member which

is a corporation, shall be entitled to exercise the same powers on behalf of the member which

he or they represent as such member could exercise including the right to vote individually on

a show of hands.

(o) Calls on shares and forfeiture of shares

The Board may from time to time make such calls as it may think fit upon the members in

respect of any monies unpaid on the shares held by them respectively (whether on account of

the nominal value of the shares or by way of premium) and not by the conditions of allotment

thereof made payable at fixed times. A call may be made payable either in one sum or by

instalments. If the sum payable in respect of any call or instalment is not paid on or before the

day appointed for payment thereof, the person or persons from whom the sum is due shall pay

interest on the same at such rate not exceeding 20 per cent per annum as the Board shall fix
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from the day appointed for the payment thereof to the time of actual payment, but the Board

may waive payment of such interest wholly or in part. The Board may, if it thinks fit, receive

from any member willing to advance the same, either in money or money’s worth, all or any

part of the money uncalled and unpaid or instalments payable upon any shares held by him, and

upon all or any of the monies so advanced the Company may pay interest at such rate (if any)

not exceeding 20 per cent per annum as the Board may decide.

If a member fails to pay any call or instalment of a call on the day appointed for payment

thereof, the Board may, at any time thereafter during such time as any part of the call or

instalment remains unpaid, serve a notice on him requiring payment of so much of the call or

instalment as is unpaid, together with any interest which may have accrued and which may still

accrue up to the date of actual payment. The notice will name a further day (not earlier than

the expiration of fourteen days from the date of the notice) on or before which the payment

required by the notice is to be made, and it will also name the place where payment is to be

made, such place being either the registered office of the Company, or some other place at

which calls of the Company are usually made payable. The notice shall also state that, in the

event of non-payment at or before the time appointed, the shares in respect of which the call

was made will be liable to be forfeited.

If the requirements of any such notice are not complied with, any share in respect of which the

notice has been given may at any time thereafter, before the payment required by the notice has

been made, be forfeited by a resolution of the Board to that effect. Such forfeiture will include

all dividends and bonuses declared in respect of the forfeited share and not actually paid before

the forfeiture.

A person whose shares have been forfeited shall cease to be a member in respect of the

forfeited shares but shall, notwithstanding, remain liable to pay to the Company all moneys

which, at the date of forfeiture, were payable by him to the Company in respect of the shares

together with (if the Board shall in its discretion so require) interest thereon from the date of

forfeiture until payment at such rate not exceeding 20 per cent per annum as the Board may

prescribe.

(p) Inspection of register of members

There are no provisions in the Bye-laws relating to inspection of the register of members.

(q) Quorum for meetings and separate class meetings

For all purposes the quorum for a general meeting shall be two members present in person or

by a duly authorised corporate representative or by proxy and entitled to vote. In respect of a

separate class meeting convened to sanction the modification of class rights, the necessary

quorum shall not be less than two persons holding or representing by proxy or by a duly

authorised corporate representative one-third in nominal value of the issued shares of that

class.
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(r) Rights of the minorities in relation to fraud or oppression

There are no provisions in the Bye-laws relating to rights of minority members in relation to

fraud or oppression. However, Bermuda company law provides for protection of minorities, as

summarised in this Appendix III under “4. Summary of Bermuda Laws”.

(s) Procedures on liquidation

A resolution that the Company be wound up by the court or be wound up voluntarily must be

a special resolution.

If the Company shall be wound up, the surplus assets remaining after payment to all creditors

are to be divided among the members in proportion to the capital paid-up on the shares held

by them respectively, and if such surplus assets shall be insufficient to repay the whole of the

paid-up capital, they are to be distributed so that, as nearly as may be, the losses shall be borne

by the members in proportion to the capital paid-up on the shares held by them respectively,

all subject to the rights of any shares issued on special terms and conditions.

If the Company shall be wound up (whether the liquidation is voluntary or by the court) the

liquidator may, with the sanction of a special resolution, divide among the members in specie

or kind the whole or any part of the assets of the Company and whether the assets consist of

property of one kind or consists of properties of different kinds and the liquidator may, for such

purposes, set such value as he deems fair upon any one or more class or classes of property to

be divided as aforesaid and may determine how such division is to be carried out as between

the members or different classes of members and the members within each class. Under the

Companies Act, the liquidator may, with like sanction, vest any part of the assets in trustees

upon such trusts for the benefit of members as the liquidator, with the like sanction shall think

fit, but so that no member shall be compelled to accept any shares or other assets upon which

there is a liability.

(t) Stock

Subject to any applicable laws of Bermuda, the Company may by ordinary resolution convert

any fully paid-up shares into stock, and may from time to time by like resolution reconvert any

stock into fully paid-up shares of any denominations. The holders of stock may transfer the

same or any part thereof in the same manner, and subject to the same regulations as and subject

to which the shares from which the stock arose might prior to conversion have been transferred

or as near thereto as circumstances admit, but the Board may from time to time, if it thinks fit,

fix the minimum amount of stock transferable and restrict or forbid the transfer of fractions of

that minimum, but so that such minimum shall not exceed the nominal amount of the shares

from which the stock arose. No warrants to bearer shall be issued in respect of any stock. The

holders of stock shall, according to the amount of the stock held by them, have the same rights,

privileges and advantages as regards dividends, participation in assets on a winding-up, voting

at meetings and other matters, as if they held the shares from which the stock arose, but no such
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privilege of the Company shall be conferred by an amount of stock which would not, if existing

in shares, have conferred such privilege or advantage. All such of the provisions of the

Bye-laws as are applicable to paid-up shares shall apply to stock, and the words “share” and

“member” therein shall include “stock” and “stockholder”.

(u) Untraceable members

The Company shall have the power to sell, in such manner as the Board thinks fit, any shares

of a member who is untraceable, but no such sale shall be made unless:

(i) all cheques or warrants, being not less than three in total number, for any sum payable in

cash to the holder of such shares in respect of them sent during the relevant period in the

manner authorised by the Bye-Laws of the Company have remained uncashed;

(ii) so far as it is aware at the end of the relevant period, the Company has not at any time

during the relevant period received any indication of the existence of the member who is

the holder of such shares or of a person entitled to such shares by death, bankruptcy or

operation of law;

(iii) the Company has caused an advertisement to be inserted in the newspapers of its intention

to sell such shares and a period of three months has elapsed since the date of such

advertisement; and

(iv) the Company has notified the Stock Exchange of its intention to effect such sale.

(v) Other provisions

The Bye-laws provide that, subject to the Companies Act, if any of the rights attached to any

warrants issued by the Company shall remain exercisable and the Company does any act which

would result in the subscription price under such warrants being reduced below the par value

of a share, a subscription right reserve shall be established and applied in paying up the

difference between the subscription price and the par value of a share on any exercise of the

warrants.

Note: The Companies Act prevents a company from giving financial assistance in the subscription of its shares

(subject to certain exceptions). A subscription right reserve may only be created and used for the above

purpose if an exception applies.
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3. VARIATION OF MEMORANDUM OF ASSOCIATION AND BYE-LAWS

The Memorandum of Association of the Company may be altered by the Company in general

meeting and if the Company intends to carry on any “restricted business activity” for the

purposes of the Companies Act, the prior consent of the Minister of Finance of Bermuda (the

“Minister”) will also be required.

The Bye-laws may be amended by the Board subject to the approval of the Company in general

meeting. The Bye-laws state that a special resolution shall be required to alter provisions of the

Memorandum of Association, to approve any amendment of the Bye-laws or to change the

name of the Company.

For these purposes a resolution is a special resolution if it has been passed by a majority of not

less than three-fourths of the votes cast of such members of the Company as, being entitled so

to do, vote in person or, by a duly authorised corporate representative or, where permitted, by

proxy at a general meeting of which not less than 21 days’ notice specifying the intention to

propose the resolution as a special resolution has been duly given. The requirement of 21 days’

notice may be waived (a) in the case of a special general meeting, by a majority number of the

members having the right to attend and vote at the relevant meeting, being a majority holding

not less than 95 per cent. in nominal value of the shares giving that right; and (b) in the case

of an annual general meeting, if it is so agreed by all members entitled to attend and vote

thereat.

4. SUMMARY OF BERMUDA LAWS

This summary does not purport to contain all applicable qualifications and exemptions and

does not purport to be a complete review of all matters of Bermuda company law or a

comparison of provisions that may differ from the laws of other jurisdictions, with which

interested parties may be more familiar.

The company law of Bermuda is historically derived, for the most part, from the laws of

England and is essentially embodied in the provisions of the Companies Act 1981 (the

“Companies Act”), most of which are drawn from the Companies Act 1948 of the United

Kingdom, with certain reliance placed upon the laws of Ontario, Canada and, to some extent,

upon the Companies Ordinance of Hong Kong. Other provisions are original Bermuda

provisions endeavouring to cater to the specific circumstances of international business in

Bermuda; these relate specifically to concepts not recognised in other jurisdictions (e.g.

exempted as opposed to local companies) and contain particular emphasis on the restrictions

imposed upon exempted companies with regard to what they may do in Bermuda as opposed

to outside Bermuda from a place of business in Bermuda. The common law of England and

Wales constitutes persuasive precedent and authority in the Bermuda courts.

(a) Incorporation

The Company was incorporated by registration pursuant to the provisions of the Companies

Act on 15 August 2001. The Company was brought into existence by depositing the

Memorandum of Association with the Registrar of Companies in Bermuda (the “Registrar”).
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(b) Constituent Documents

The business activities of the Company will be governed by the provisions of its Memorandum

of Association which sets out, in detail, its specific business objects, and the powers that may

be exercised in support of its principal business objects. Bermuda law distinguishes between

objects and powers, the latter of which are regarded as supplemental to the principal business

objects of the Company.

The Companies Act provides that the objects set out in the different paragraphs of the objects

clause in the Memorandum of Association shall not be limited or restricted in any way by

reference to or inference from the terms of any other paragraph in the Memorandum of

Association and such objects may be carried out in as full and ample a manner and construed

in such a manner as if each paragraph defined the objects of a separate and independent

company and each is construed as a primary object.

The Memorandum of Association may be altered under the provisions of the Companies Act

and which alteration must also conform to Bermuda policy. It is required that the consent of

the members of the Company in general meeting be given, following due notice of the intention

of the meeting, before a Memorandum of Association may be altered. It is required that

following the passage of a resolution of the members in general meeting approving the

alteration, certain filings be made with the Registrar. Prior to taking formal steps in relation to

the alteration of the Memorandum of Association, it will be necessary to obtain the consent of

the Minister if the Company carries on any “restricted business activity” within the definition

of section 4A of the Companies Act.

The Bye-laws will govern the Company’s administration and the relationship between its

members and the board of directors. The Bye-laws are required, pursuant to Section 13 of the

Companies Act, to make provision for a certain limited number of matters. It also provides that

certain additional matters may be included in the Bye-laws for the better regulation of the

Company.

The members of the Company are entitled to receive copies of the Memorandum of Association

and its Bye-laws upon request, which obligation is established by the provisions of the

Companies Act. The Companies Act provides that all persons who agree to become members

of the Company shall upon entry on the register of members, which shall include the branch

register, be deemed to be members of the Company.
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(c) Taxation

In Bermuda there are no taxes on profits, income or dividends, nor is there any capital gains

tax, estate duty or death duty. Profits can be accumulated and it is not obligatory for a company

to pay dividends. The Company is required to pay an annual government fee (the “Government

Fee”), which is determined on a sliding scale by reference to a company’s authorised share

capital and share premium account, with the minimum fee being BD$1,995 and the maximum

fee being BD$31,120 (the Bermuda dollar is treated at par with the U.S. dollar). The

Government Fee is payable at the end of January in every year and is based on the authorised

share capital and share premium account as they stood at 31 August in the preceding year.

The Bermuda government has enacted legislation under which the Minister is authorised to

give an assurance to an exempted company or a partnership that, in the event of there being

enacted in Bermuda any legislation imposing tax computed on profits or income or computed

on any capital asset, gain or appreciation, then the imposition of any such tax shall not be

applicable to such entities or any of their operations. In addition, there may be included an

assurance that any such tax or any tax in the nature of estate duty or inheritance tax, shall not

be applicable to the shares, debentures or other obligations of such entities. This assurance has

been obtained by the Company for a period ending 28 March 2016.

(d) Stamp Duty

The law relating to stamp duties has been fundamentally changed as a result of the enactment

of certain legislation that came into force on the 1st of April, 1990. Stamp duty is no longer

chargeable in respect of the incorporation, registration or licensing of an exempted company,

nor, subject to certain minor exceptions, on their transactions. Accordingly, no stamp duty will

be payable on the increase in or the issue or transfer of the share capital of the Company.

(e) Prospectus issues and public offers

The Companies Act regulates the issue of shares by way of public offer. It requires that, before

or as soon as reasonably practicable after an offer of shares to the public (defined in the case

of an exempted company as, inter alia, an offer calculated to result directly or indirectly in the

shares becoming available to more than thirty-five persons), the company shall have first

published, in writing, a prospectus signed by or on behalf of all the directors and shall have

filed a copy with the Registrar. It also requires that a certificate, signed by an attorney in

Bermuda, be filed with the prospectus, certifying: (i) that the prospectus contains certain

particulars required by the Companies Act and is accompanied by a written statement from the

auditor of the company wherein the auditor confirms his consent to the inclusion of his report
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in the prospectus to be issued by the company; or (ii) that an appointed stock exchange or a

competent regulatory authority has received or otherwise accepted the prospectus as a basis for

offering shares to the public. The following is a list of the stock exchanges and regulatory

authorities approved by the Minister:

Appointed Stock Exchanges

The Alberta Stock Exchange Societe de la Bourse de Luxembourg S.A.

American Stock Exchange, Inc. Bourse de Montreal

Australian Stock Exchange Ltd. The Nasdaq Stock Market, Inc. (NASDAQ)

The Bermuda Stock Exchange New York Stock Exchange, Inc.

The Bolsa de Madrid New Zealand Stock Exchange

Boston Stock Exchange, Inc. Nya Marknaden

Bursa Malaysia Securities Berhad Oslo BBrs

Canadian Dealing Network Paris Bourse

Canadian Venture Exchange PLUS Markets

The Commission de Surveillance du Secteur

Financier

Sao Paulo Stock Exchange

Dubai International Financial Exchange Shanghai Stock Exchange

The Euro MTF Market Singapore Exchange Securities Trading

Limited

The Euronext Exchange Specialist Fund Market

European Association of Security Dealers

Automated Quotation S.A. (EASDAQ)

Stockholm Stock Exchange

Frankfurt Stock Exchange Swiss Exchange

The Stock Exchange of Hong Kong Ltd. Tokyo Stock Exchange

The Irish Stock Exchange The Toronto Stock Exchange

JASDAQ Market The TSX Venture Exchange

The Johannesburg Stock Exchange Vancouver Stock Exchange

London Stock Exchange

London Stock Exchange – Alternative

Investment Market (AIM)

Competent Regulatory Authorities

Australian Securities and Investments Commission

Austrian Federal Ministry of Finance

Bermuda Monetary Authority

The Commission de Surveillance du Secteur Financier

Dubai Financial Services Authority

Financial Services Authority

Hong Kong Securities and Futures Commission

Japanese Financial Services Agency and its delegate, the Kanto Local Finance Bureau of the

Ministry of Finance of Japan

Luxembourg Commissariat aux Bourses
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The Monetary Authority of Singapore

Ontario Securities Commission

Securities and Exchange Commission of Brazil

Securities Commission, Malaysia

Swiss Exchange

United States Securities and Exchange Commission

Accordingly, where an appointed stock exchange or any competent regulatory authority has

received or otherwise accepted a prospectus as a basis for offering shares to the public, a

company need not comply with the requirements of the Companies Act as to the detailed

content of the prospectus, nor set out the minimum subscription which must be raised by the

issue of shares. Where this is not applicable, every prospectus shall contain particulars with

regard to the minimum subscription which must be raised by the issue of shares in order to

provide the sums, or, if any part thereof is to be defrayed in any other manner, the balance of

the sums required to be provided, in respect of each of the following matters:

(i) the purchase price of any assets purchased or to be purchased which is to be defrayed in

whole or in part out of the proceeds of the issue;

(ii) any preliminary expenses payable by the company, and any commission so payable to any

person in consideration of his agreeing to subscribe for, or if he is procuring or agreeing

to procure subscriptions for, any shares in the company;

(iii) the repayment of any monies borrowed by the company in respect of any of the foregoing

matters;

(iv) working capital; and

(v) the amounts to be provided in respect of the matters aforesaid otherwise than out of the

proceeds of the issue and the sources out of which those amounts are to be provided.

Furthermore where any company continuously over a period offers shares to the public it shall,

when any of the particulars in a prospectus issued by that company ceases to be accurate in a

material respect, as soon as reasonably practicable after becoming aware of that fact, publish

supplementary particulars disclosing the material changes and file a copy thereof with the

Registrar.

The Companies Act provides for criminal offences in relation to the making of an untrue

statement in a prospectus and civil liability for misstatements in a prospectus.
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(f) Exchange Control

Although incorporated in Bermuda, the Company has been classified as non-resident in

Bermuda for exchange control purposes by the Bermuda Monetary Authority (the “BMA”).

Accordingly, the Company may convert currency (other than Bermudian currency) held for its

account to any other currency without restriction.

Persons, firms or companies regarded as residents of Bermuda for exchange control purposes

require specific consent under the Exchange Control Act 1972 of Bermuda, and regulations

thereunder, to purchase or sell shares or warrants of the Company which are regarded as

foreign currency securities by the BMA.

Under the terms of the consent given to the Company by the BMA, the issue of shares and

warrants up to the authorised share capital from time to time of the Company to and any

transactions in issued shares and warrants between persons, firms or companies regarded as

non-resident in Bermuda for exchange control purposes may be effected without further

permission from the BMA.

In granting such permission, the BMA accepts no responsibility for the financial soundness of

any proposals or for the correctness of any statements made or opinions expressed in this

document with regard to them.

(g) Share Capital

The Companies Act provides for the giving of financial assistance by a company for the

acquisition of its own or its holding company’s shares in specific circumstances.

The Companies Act provides that where a company issues shares at a premium whether for

cash or otherwise, a sum equal to the aggregate amount or value of the premium on those shares

shall be transferred to an account, to be called “the share premium account” and the provisions

of the Companies Act relating to a reduction of share capital of a company shall, except as

provided in Section 40 of the Companies Act, apply as if the share premium account were paid

up share capital of the company.

An exception is made to this rule in the case of an exchange of shares where the excess value

of the shares acquired over the nominal value of the shares being issued may be credited to a

contributed surplus account of the issuing company. Contributed surplus is a North American

concept recognised under the generally accepted accounting principles of the Canadian

Institute of Chartered Accountants which accounting principles are applied in Bermuda.

The Companies Act permits a company to issue preference shares and under certain

circumstances to convert those preference shares into redeemable preference shares.
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(h) Alteration of Share Capital

A company may, if authorised by a general meeting of the members of the company and by its

bye-laws, alter the conditions of its memorandum of association to increase its share capital,

divide its shares into several classes and attach thereto respectively any preferential, deferred,

qualified or special rights, privileges or conditions, consolidate and divide all or any of its

share capital into shares of a larger amount than its existing shares, subdivide its shares or any

of them into shares of a smaller amount than is fixed by the memorandum of association, make

provision for the issue and allotment of shares which do not carry any voting rights, cancel

shares which have not been taken or agreed to be taken by any person, diminish the amount

of its share capital by the amount of the shares so cancelled and change the currency

denomination of its share capital. With the exception of an increase of capital, cancellation of

shares and redenomination of currency of capital, there are no filing requirements for any of

the above-mentioned alterations.

Furthermore a company may, if authorised by a general meeting of the members, reduce its

share capital. There are certain requirements, including a requirement prior to the reduction to

publish a notice in an appointed newspaper stating the amount of the share capital as last

determined by the company, the amount to which the share capital is to be reduced and the date

on which the reduction is to have effect. The Companies Act provides that the Company shall

not reduce the amount of its share capital if on the date the reduction is to be effected there

are reasonable grounds for believing that the Company is, and after the reduction would be,

unable to pay its liabilities as they become due.

The Companies Act includes certain protections for holders of special classes of shares

requiring their consent to be obtained before their rights may be varied.

The Companies Act requires that as soon as practicable after the allotment of any of its shares

a company must complete and have ready for delivery share certificates in relation to those

shares allotted unless the conditions of issue of the shares otherwise provide. A certificate

under the common seal of the company shall be prima facie evidence of the title of the member

to the shares. The Companies Act prohibits bearer shares.

(i) Purchase by the Company of its own shares

The Companies Act permits a company, if authorised to do so by its memorandum of

association or by its bye-laws, to purchase its own shares. It should be noted that the Company

is authorised by its Memorandum of Association and its Bye-laws, subject to certain approvals,

to purchase its own shares. Such purchases may only be effected out of the capital paid up on

the purchased shares, profits otherwise available for dividend or distribution (see “Dividends

and Distributions” below) or out of the proceeds of a new issue of shares made for the purpose.

Any premium payable on a repurchase over the par value of the shares to be repurchased must

be provided for out of the profits otherwise available for dividends, out of the company’s share

premium account, or out of contributed surplus. A purchase by a company of its own shares
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may be authorised by its board of directors or otherwise by or in accordance with the provisions

of its Bye-laws. Further, the consideration payable to a member whose shares are repurchased

may be satisfied by cash and/or the transfer of any part of the undertaking or property of the

company or a combination of the foregoing.

The Companies Act provides that no purchase by a company of its own shares may be effected

if, on the date on which the purchase is to be effected, there are reasonable grounds for

believing that the company is, or after the purchase would be, unable to pay its liabilities as

they become due.

The shares purchased pursuant to the Companies Act shall be treated as cancelled and the

amount of the company’s issued capital shall be diminished by the nominal amount of those

shares accordingly. It shall not be taken as reducing the amount of the company’s authorised

share capital.

The Company is not prevented from purchasing and may purchase its own warrants. There is

no requirement of the Companies Act that the memorandum of association or the bye-laws

contain a specific enabling provision authorising any such purchase and the directors may rely

upon the general power to buy and sell and deal in personal property of all kinds.

A company has power to hold and purchase shares of its holding company. A distinction must

be drawn between the purchase of shares in the holding company by the holding company itself

and the purchase by a subsidiary. A holding company can only purchase its own shares in

accordance with the provisions referred to above. When a subsidiary acquires shares in its

holding company, the shares, once purchased, may be voted by the subsidiary for its own

benefit.

(j) Transfer of Securities

Title to securities of companies whose securities are traded or listed on an appointed stock

exchange may, where permitted by regulations made by the Minister or where such transfer is

effected through the mechanism required or permitted by an appointed stock exchange (as

defined in the Companies Act which includes The Stock Exchange of Hong Kong Ltd), be

evidenced and transferred without a written instrument.

(k) Dividends and Distributions

The Companies Act provides that a company shall not declare or pay a dividend or make a

distribution out of contributed surplus, if there are reasonable grounds for believing that (a) the

company is, or would after the payment be, unable to pay its liabilities as they became due; or

(b) the realisable value of the company’s assets would thereby be less than the aggregate of its

liabilities and its issued share capital and share premium accounts.
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Contributed surplus for these purposes is defined as including proceeds arising from donated

shares, credits resulting from the redemption or conversion of shares at less than the amount

set up as nominal capital and donations of cash and other assets to the company.

(l) Charges on the Assets of the Company

The Companies Act established a register of charges at the office of the Registrar permitting

any charges on the assets of a company to be registered. Registration is not mandatory but does

govern priority in Bermuda, giving a registered charge priority over any subsequently

registered charge and over all unregistered charges save those in effect prior to the coming into

effect of the Companies Act in July of 1983. The register of charges is available for inspection

by members of the public. The Companies Act also makes provision for the registration of a

series of debentures.

(m) Management and Administration

The management and administration of a Bermuda company is essentially governed by Part VI

of the Companies Act and provides that the management and administration of a Bermuda

company shall be vested in the hands of not less than two directors duly elected by the

members.

The Companies Act requires that a Bermuda exempted company maintain a minimum of one

resident representative, secretary or director (who is not an alternate director) that is ordinarily

resident in Bermuda. The resident representative may be an either an individual or a corporate

entity, whose statutory right, duties and obligations are established by the Companies Act.

Corporate directors are not permitted.

The Companies Act contains no specific restrictions on the power of the directors to resolve

to dispose of assets of a company although it specifically requires that every officer (which

includes a director and managing director and secretary) of a company, in exercising his

powers and discharging his duties, shall act honestly and in good faith with a view to the best

interests of the company and exercise the care, diligence and skill that a reasonably prudent

person would exercise in comparable circumstances. Furthermore it requires that every officer

should comply with the Companies Act, regulations passed pursuant to the Companies Act and

the bye-laws.

(n) Loans to Directors

The Companies Act prohibits the making of loans by a company to any of its directors or to

their families or companies in which they hold a 20 per cent interest, without the consent of

members of the company holding in the aggregate not less than nine-tenths of the total voting

rights of all members having the right to vote at any meeting of the members of the company.
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These prohibitions do not apply to anything done to provide a director with funds to meet

expenditure incurred or to be incurred by him for the purposes of the company, provided that

the company gives its prior approval at a general meeting or, if not, the loan is made on

condition that it shall be repaid within six months of the next annual general meeting if the loan

is not approved at such meeting. If the approval of the company is not given for a loan, the

directors who authorised it will be jointly and severally liable for any loss arising.

(o) The Investigation of the Affairs of a Company and the Protection of Minorities

The Companies Act makes specific provision with regard to the foregoing and provides that the

Minister may, at any time of his own volition, appoint one or more inspectors to investigate the

affairs of an exempted company and to report thereon in such manner as he may direct. The

Companies Act requires that such an investigation be made in private unless the company

requests that it be held in public. Furthermore any member of a company who complains that

the affairs of the company are being conducted or have been conducted in a manner oppressive

or prejudicial to the interests of some part of the members, including himself, or where a report

has been made to the Minister under the foregoing, the Registrar on behalf of the Minister, may

make an application to the court by petition for an order that the company’s affairs are being

conducted or have been conducted in a manner oppressive or prejudicial to the interests of

some part of the members and that to wind up the company would unfairly prejudice that part

of the members but otherwise the facts would justify the making of a winding up order on the

ground that it would be just and equitable that the company should be wound up. If the court

is of this opinion, then it may, with a view to bringing to an end the matters complained of,

make such order as it thinks fit whether for regulating the conduct of the company’s affairs in

future or for the purchase of shares of any members of the company by other members of the

company or by the company and in the case of a purchase by the company, for the reduction

accordingly of the company’s capital, or otherwise.

Class actions and derivative actions are generally not available to members under the laws of

Bermuda; however, the Bermuda courts ordinarily would expect to follow English case law

precedent which would permit a member to commence an action in the name of the company

to remedy a wrong done to the company where the act complained of is alleged to be beyond

the corporate power of the company or is illegal or would result in the violation of a company’s

memorandum of association and bye-laws. Furthermore consideration would be given by the

court to acts that are alleged to constitute a fraud against the minority members or, for instance,

where an act requires the approval of a greater percentage of the company’s members than that

which actually approved it.

In addition to the above, members may be able to bring claims against a company; such claims

must, however, be based on the general laws of contract or tort applicable in Bermuda.
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A statutory right of action is conferred on subscribers to shares of a company against persons

(including directors and officers) responsible for the issue of a prospectus in respect of damage

suffered by reason of an untrue statement therein (see above) but this confers no right of action

against the company itself. In addition, the company itself (as opposed to its members) may

take action against the officers (including directors) for breach of their statutory and fiduciary

duty to act honestly and in good faith with a view to the best interests of the company (as

mentioned above). Furthermore, a subscriber is not debarred from obtaining damages or other

compensation from a company by reason only of his holding or having held shares in that

company or any right to apply or subscribe for shares or to be included in the company’s

register of members in respect of shares.

(p) Inspection of Corporate Records

Members of the general public have the right to inspect the public documents of the company

available at the office of the Registrar which will include the company’s certificate of

incorporation, its memorandum of association (including its objects and powers) and any

alteration to the memorandum of association and documents relating to an increase or reduction

of authorised capital. The members have the additional right to inspect the bye-laws, minutes

of general (i.e. members’) meetings and audited financial statements of the company, which

must be presented to the annual general meeting of members.

A company is required to maintain its share register in Bermuda but may establish a branch

register outside Bermuda. The register of members of the company and any branch register are

also open to inspection by members without charge, and to general members of the public for

a fee. The Companies Act stipulates that where a member of the company or other person

requests a copy of the register of members or branch register of members, this must be provided

within 14 days of the request.

The company is required to keep at its registered office a register of its directors and officers

which is open for inspection by members of the public without charge.

(q) Restrictions on the Activities of Exempted Companies

Unless specifically authorised by its memorandum of association, an exempted company shall

not be permitted to:

(i) acquire or hold land in Bermuda except land required for its business held by way of a

lease or tenancy agreement for a term not exceeding fifty years;

(ii) take any mortgage of land in Bermuda (subject to certain exceptions); and

(iii) acquire any bonds or debentures secured on any land in Bermuda except bonds or

debentures issued by the Government or a public authority in Bermuda.
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Exempted companies are specifically permitted to carry on business with persons outside

Bermuda or to do business in Bermuda with an exempted company in furtherance only of the

business of the exempted company carried on exterior to Bermuda. It may buy, sell or

otherwise deal in shares, bonds, debenture stock obligations, mortgages or other securities

issued or created by an exempted undertaking or a local company or any partnership which is

not an exempted undertaking. It may transact banking business with a bank licensed in

Bermuda. It may effect or conclude contracts in Bermuda and exercise in Bermuda all other

powers so far as may be necessary for carrying on its business with persons outside Bermuda.

It may act as manager or agent for or consultant or advisor to the business of another exempted

company, provided that the company has an object in its memorandum of association to enable

it to carry on such type of business.

The Company has been incorporated as an “exempted company”. Accordingly the Company is

authorised to carry on business outside Bermuda from a place of business in Bermuda but may

not, without a specific licence granted by the Minister, conduct business within Bermuda. The

Company is, therefore, permitted to establish a place of business in Bermuda in order to

conduct business outside Bermuda or with other exempted companies in Bermuda. However,

it may not engage in trading or other business activities (e.g. the provision of services) in

Bermuda. Furthermore, as an exempted company, the Company has been designated as “non

resident” for exchange control purposes and is authorised to deal in any currency of its

choosing, other than Bermuda dollars.

The Company will, under the provisions of the Companies Act, be required to file in January

of every year a declaration in writing stating what is the principal business of the Company and

to pay the Government Fee.

(r) Accounting Requirements

The Companies Act requires that a company shall cause to be kept proper records of account

with respect to:

(i) all sums of money received and expended by the company and the matters in respect of

which the receipt and expenditure take place;

(ii) all sales and purchases of goods by the company; and

(iii) the assets and liabilities of the company.

It furthermore requires that the records of account shall be kept at the registered office of the

company or at such other place as the directors think fit and shall at all times be open to

inspection by the directors or by a resident representative. The Companies Act also requires

that, these records of account also be maintained at the office of the resident representative

where the company is listed on an appointed stock exchange and the company has appointed

a resident representative. There is a proviso in the Companies Act to the effect that if the

APPENDIX III SUMMARY OF THE CONSTITUTION OF

THE COMPANY AND BERMUDA COMPANY LAW

– 99 –



records of account are kept at some place outside Bermuda, there shall be kept at an office of

the company in Bermuda such records as will enable the directors or the resident representative

to ascertain with reasonable accuracy the financial position of the company at the end of each

three month period (or each six month period, where the company is listed on an appointed

stock exchange). Power is vested in the courts of Bermuda to order the company to make

available the records of account to any of the directors of the company should the company for

some reason refuse to do so. Furthermore, the Companies Act imposes a fine in the event of

failure to comply with the aforementioned requirements which fine is limited to the sum of

BD$500.00 (approximately equivalent in value to US$500.00), for the time being.

(s) Auditing Requirements

The Companies Act requires that the board of every company shall, at least once in every year,

lay before the company in general meeting:

(i) financial statements for the period, which shall include:

(A) a statement of the results of operations for such period;

(B) a statement of retained earnings or deficits;

(C) a balance sheet at the end of such period;

(D) a statement of changes in the financial position for the period;

(E) notes to the financial statements;

(F) such further information as required by the Companies Act and the company’s

memorandum of association and its bye-laws;

(ii) the report of the auditor in respect of the financial statements described above based upon

the results of the audit made in accordance with generally accepted accounting principles;

and

(iii) the notes referred to in paragraph (E) above shall include a description of the generally

accepted accounting principles used in the preparation of the financial statements and

where the accounting principles used are those of a country or jurisdiction other than

Bermuda the notes shall disclose this fact and shall name the country or jurisdiction.

Financial Statements to be laid before the members in general meeting shall be signed on the

balance sheet by two of the directors of the company.

If for some reason it becomes impossible, for reasons beyond the reasonable control of the

directors, to lay the financial statements before the members, it shall be lawful for the

Chairman to adjourn the meeting for a period of up to ninety days or such longer period as the

members may agree.
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All members of a company are entitled to receive a copy of the financial statements prepared

in accordance with the aforementioned requirements, at least five days before the general

meeting of the company at which the financial statements would be tabled.

The Companies Act also provides that companies listed on an appointed stock exchange may

send summarized financial statements instead of the unabridged financial statements

mentioned above. Each member can elect to receive unabridged financial statements for that

period and/or any subsequent period. The summarized financial statements together with

auditors report and notice to elect to receive the unabridged financial statements must be sent

to members twenty-one days before the general meeting. A company shall send the full

financial statements to a member within seven days of receipt of the member’s election to

receive the full financial statements.

The summarized financial statements must be derived from the company’s financial statements

and shall include:

(i) a summarized report of the unabridged financial statements;

(ii) such further information extracted from the financial statements as the board of directors

considers appropriate; and

(iii) a statement that it is only a summarized version of the company’s financial statements and

does not contain sufficient information to allow as full an understanding of the financial

position, results of operations or changes in financial position or cash flows of the

company as would be provided by unabridged financial statements.

There are certain exceptions in the case of members not entitled to receive notices of general

meetings, joint holders of shares or where the address for a person is not known to the

company.

The Companies Act also makes provision vesting power in the members in general meeting to

waive the laying of the financial statements and auditors’ report and to waive the appointment

of an auditor. In order to do so it is required that all members and directors of the company

agree either in writing or at a general meeting, that in respect of a particular interval no

financial statement or auditors’ report thereon need be laid before a general meeting.

The Companies Act contains specific requirements in Section 89 in relation to the appointment

and disqualification of an auditor.

By way of general reference, the provisions of Sections 83, 84, 87, 87A, 87B, 87C, 88, 89 and

90 of the Companies Act govern the preparation and maintenance of accounting records and

audited financial statements.
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(t) Continuation and Discontinuation of Companies

(i) A company incorporated outside Bermuda may be continued in Bermuda as an exempted

company to which the provisions of the Companies Act and any other relevant laws of

Bermuda may apply. The consent of the Minister will be required if the company’s

Memorandum of Continuance includes special objects enabling it to carry on any

“restricted business activity” within the definition of section 4A of the Companies Act;

and

(ii) An exempted company may be continued in a country or jurisdiction outside Bermuda as

if it had been incorporated under the laws of that other jurisdiction and be discontinued

under the Companies Act, provided that, inter alia, it is an appointed jurisdiction pursuant

to the Companies Act, or has been approved by the Minister, upon application by the

Company for the purpose of the discontinuance of the Company out of Bermuda.

(u) Winding-Up and Liquidation Provisions of Bermuda Legislation

The winding-up of Bermuda companies is governed by the provisions of the Companies Act

and by the Companies (Winding-Up) Rules 1982 (the “Rules”) and may be divided into the

following two types:

(i) Voluntary winding-up which commences with the members’ resolution or upon the

happening of a specified event (fixed or limited life company) and which itself can be

sub-divided into a members’ voluntary winding-up and a creditors’ voluntary winding-up;

and

(ii) Compulsory winding-up, by petition presented to the courts of Bermuda followed by

winding-up order.

Voluntary Winding-Up:

(i) Members’ Voluntary Winding-up – A members’ voluntary winding-up is only possible if

a company is solvent. A Statutory Declaration of Solvency to the effect that a company

is able to meet its debts within 12 months from the date of the commencement of its

winding-up is sworn by a majority of the company’s directors and filed with the Registrar.

A general meeting of members is then convened which resolves that the company be

wound-up voluntarily and that a liquidator (responsible for collecting in the assets of the

company, determining its liabilities and distributing its assets amongst its creditors and

the surplus to the members) be appointed.

Once the affairs of the company are fully wound-up the liquidator prepares a full account

of the liquidation which he then presents to the company’s members at a special general

meeting called for that purpose. This special general meeting must be advertised in an

appointed newspaper in Bermuda at least one month before it is held. Within one week

after this special general meeting is held, the liquidator shall notify the Registrar that the

company has been dissolved.
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(ii) Creditors’ Voluntary Winding-up – A creditors’ voluntary winding-up may occur where a

company is insolvent and a Declaration of Solvency cannot be sworn.

A board meeting is convened which resolves to recommend to the members of the

company that the company be placed into a creditors’ voluntary winding-up. This

recommendation is then considered and, if thought fit, approved at a special general

meeting of the company’s members and, subsequently, at a meeting of the company’s

creditors.

Notice of the creditors’ meeting must appear in an appointed newspaper on at least two

occasions and the directors must provide this meeting with a list of the company’s

creditors and a full report of the position of the company’s affairs.

At their respective meetings, the creditors and members are entitled to nominate a person

or persons to serve as liquidator(s) and whose responsibilities include collecting in the

assets of the company, ascertaining its liabilities and distributing its assets ratably

amongst its creditors in accordance with their proofs of debt. In addition to the liquidator,

the creditors are entitled to appoint a Committee of Inspection which, under Bermuda law,

is a representative body of creditors who assist the liquidator during the liquidation.

As soon as the affairs of the company are fully wound-up, the liquidator prepares his final

account explaining the liquidation of the company and the distribution of its assets which

he then presents to the company’s members in a special general meeting and to the

company’s creditors in a meeting. Within one week after the last of these meetings, the

liquidator sends a copy of the account to the Registrar who proceeds to register it in the

appropriate public records and the company is deemed dissolved three months after the

registration of this account.

Compulsory Winding-Up

The courts of Bermuda may wind-up a Bermuda company on a petition presented by persons

specified in the Companies Act and which include the company itself and any creditor or

creditors of the company (including contingent or prospective creditors) and any member or

members of the company.

Any such petition must state the grounds upon which the Bermuda court has been asked to

wind-up the company and may include either one of the following:

(A) that the company has by resolution resolved that it be wound-up by the Bermuda court;

(B) that the company is unable to pay its debts;

(C) that the Bermuda court is of the opinion that it is just and equitable that the company be

wound-up.
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The winding-up petition seeks a winding-up order and may include a request for the

appointment of a provisional liquidator.

Prior to the winding-up order being granted and the appointment of the provisional liquidator,

(who under Bermuda law, may or may not be the Official Receiver – a government appointed

officer) an interim provisional liquidator may be appointed to administer the affairs of the

company with a view to its winding-up until he is relieved of these duties by the appointment

of the provisional liquidator. Often, the interim provisional liquidator is also appointed the

provisional liquidator.

As soon as the winding-up order has been made, the provisional liquidator summons separate

meetings of the company’s creditors and members in order to determine whether or not he

should serve as the permanent liquidator or be replaced by some other person who will serve

as the permanent liquidator and also to determine whether or not a Committee of Inspection

should be appointed and, if appointed, the members of that Committee. The provisional

liquidator notifies the Court of the decisions made at these meetings and the Court makes the

appropriate orders.

A permanent liquidator’s powers are prescribed by the Companies Act and include the power

to bring or defend actions or other legal proceedings in the name and on behalf of the company

and the power to carry on the business so far as may be necessary for the beneficial winding-up

of the company. His primary role and duties are the same as a liquidator in a creditors’

voluntary winding-up i.e. to distribute the company’s assets ratably amongst its creditors

whose debts have been admitted.

As soon as the affairs have been completely wound-up, the liquidator applies to the courts of

Bermuda for an order that the company be dissolved and the company is deemed dissolved

from the date of this order being made.
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1. RESPONSIBILITY STATEMENT

This Prospectus, for which the Directors collectively and individually accept full

responsibility, includes particular given in compliance with the GEM Listing Rules for the

purpose of giving information with regard to the Group. The Directors, having made all

reasonable enquiries, confirm that, to the best of their knowledge and belief:

(a) the information contained in this Prospectus is accurate and complete in all material

respects and is not misleading;

(b) there are no other matters the omission of which would make any statement in this

Prospectus misleading; and

(c) all opinions expressed in this Prospectus have been arrived at after due and careful

consideration and are founded on bases and assumptions that are fair and reasonable.

2. SHARE CAPITAL

The authorised and issued share capital of the Company as at the Latest Practicable Date and

immediately following completion of the Open Offer is set out below:

Authorised HK$

5,000,000,000 Shares as at the Latest Practicable Date 50,000,000

5,000,000,000 50,000,000

Issued and to be issued HK$

1,905,000,000 Shares in issue as at the Latest Practicable Date 19,050,000

762,000,000 Offer Shares to be issued (note) 7,620,000

2,667,000,000 Shares in issue upon completion of the Open Offer (note) 26,670,000

Note: Based on the maximum number of Offer Shares to be issued pursuant to the Open Offer

All the issued Shares rank pari passu with each other in all respects including the rights as to

voting, dividends and return of capital. The Offer Shares to be allotted and issued will, when

issued and fully paid, rank pari passu in all respects with the existing Shares as at the date of

allotment. There are no arrangements under which future dividends will be waived or agreed

to be waived.
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3. DISCLOSURE OF INTERESTS

(a) Directors’ interests and short positions in the securities of the Company and its

associated corporations

As at the Latest Practicable Date, the interests and short positions of the Directors and the chief

executive of the Company in the shares, underlying shares and debentures of the Company and

its associated corporations (within the meaning of Part XV of the SFO), which were required

to be notified to the Company and the Stock Exchange pursuant to the provisions of Divisions

7 and 8 of Part XV of the SFO, including interests or short positions which they were deemed

or taken to have under such provisions of the SFO, or which were required, pursuant to section

352 of the SFO, to be entered in the register to therein, or which were required, pursuant to the

rules 5.46 to 5.67 of the GEM Listing Rules relating to securities transactions by Directors, to

be notified to the Company and the Stock Exchange, were as follows:

(i) Interests in Shares:

Name of Director

Number of

Shares held Nature of interets

Approximate

percentage of

shareholding

(%)

Zhang Zhenzhong 97,600,000 (L) Beneficial owner 5.12

Leung Sze Yuan, Alan 39,000,000 (L) Beneficial owner 2.05

Li Nga Kuk, James 32,800,000 (L) Beneficial owner 1.72

Li Tai To, Titus 16,400,000 (L) Beneficial owner 0.86

(L) denotes long position
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(ii) Interests in Share Options under the Share Option Scheme:

Name of

Director

Number of

options held

Date of

grant Exercise period

Exercise

price per

share

Nature of

Interest

Approximate

percentage

of the issued

share capital

of the

Company

(HK$) (%)

Leung Sze

Yuan, Alan

8,000,000 12 Oct 2007 12 Oct 2009

– 12 Oct 2011

0.45 Beneficial owner 0.42

9,000,000 31 Mar 2008 31 Mar 2010

– 31 Mar 2012

0.21 Beneficial owner 0.47

Zhang

Zhenzhong

8,000,000 12 Oct 2007 12 Oct 2009

–12 Oct 2011

0.45 Beneficial owner 0.42

9,000,000 31 Mar 2008 31 Mar 2010

– 31 Mar 2012

0.21 Beneficial owner 0.47

Save as disclosed above, as at the Latest Practicable Date, none of the Directors nor the chief

executive of the Company had or was deemed to have any interests or short positions in the

Shares, underlying Shares or debentures of the Company and its associated corporations

(within the meaning of Part XV of the SFO) (i) which were required to be notified to the

Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO

(including interests or short positions which they were taken or deemed to have under such

provisions of the SFO); or (ii) which were required, pursuant to section 352 of the SFO, to be

entered in the register referred to therein; or (iii) which were, pursuant to rules 5.46 to 5.67 of

the GEM Listing Rules relating to securities transactions by Directors to be notified to the

Company and the Stock Exchange.
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(b) Persons who have an interest or short position which is discloseable under

Divisions 2 and 3 of Part XV of the SFO and substantial shareholders

So far as is known to the Directors, as at the Latest Practicable Date, the following persons (not

being Directors or chief executive of the Company) had, or were deemed to have, interests or

short positions in the Shares or underlying Shares which would fall to be disclosed to the

Company and the Stock Exchange under the provisions of Divisions 2 and 3 of Part XV of the

SFO or who were directly or indirectly interested in 10% or more of the nominal value of any

class of share capital carrying rights to vote in all circumstances at general meetings of any

member of the Group:

Substantial Shareholders:

Name of Shareholder

Number of

Shares held Nature of interests

Approximate

percentage of

shareholding

(%)

Li Wo Hing 24,300,000 (L) Beneficial owner 1.28

193,360,000 (L)

(Note)

Interest of a

controlled

corporation

10.15

Total: 217,660,000 (L) 11.43

PMM (Note) 193,360,000 (L) Beneficial owner 10.15

(L) denotes Long Position

Notes: PMM owned 193,360,000 shares, representing approximately 10.15% of the issued share capital of the

Company. The issued share capital of PMM is owned as to 70.58% by Mr. Li Wo Hing, as to 19.61% by Dr.

Li Nga Kuk, James, as to 9.81% by Mr. Li Tai To, Titus. Accordingly, Mr. Li Wo Hing is deemed to be

interested in 193,360,000 shares through PMM under the SFO.

Save as disclosed above, as at the Latest Practicable Date, the Directors were not aware of any

other person (other than the Directors and the chief executive of the Company) who had, or was

deemed to have, interests or short positions in the Shares or underlying Shares (including any

interests in options in respect of such capital), which would fall to be disclosed to the Company

and the Stock Exchange under the provisions of Divisions 2 and 3 of Part XV of the SFO, or

who was directly or indirectly interested in 10% or more of the nominal value of any class of

share capital carrying rights to vote in all circumstances at general meetings of any member of

the Group.
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(c) Share options

Pursuant to a written resolution passed by all the shareholders of the Company on 14 December

2001, the Company had conditionally approved and adopted a share option scheme (the “Share

Option Scheme”).

The principal terms of the Share Option Scheme are set out in the Company’s Prospectus dated

19 December 2001.

Pursuant to a resolution passed at a meeting of all independent non-executive directors on 12

October 2007 and 31 March 2008, the Group has granted 40,000,000 and 36,000,000 share

options to the directors and employees of the Group at exercise prices of HK$0.45 and

HK$0.21 per share respectively for exercise during the 3rd and the 4th year from the date of

grant pursuant to the Share Option Scheme. Subsequently, 4,000,000 share options granted to

a former director and 14,500,000 share options granted to the senior employees have been

cancelled after their resignation.

4. DIRECTORS’ SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors had any existing or proposed service

contract with any member of the Group (excluding contracts expiring or determinable by the

employer within one year without payment of compensation (other than statutory

compensation)).

5. COMPETING INTERESTS

As at the Latest Practicable Date, none of the Directors, the management Shareholders, the

substantial Shareholders or any of their respective associates had any interest in business which

competes with or may compete with the business of the Group or has any other conflict of

interests which any person has or may have with the Group.

6. DIRECTORS’ INTEREST IN ASSETS AND CONTRACTS

As at the Latest Practicable Date, none of the Directors had any direct or indirect interests in

any assets which had been acquired or disposed of by, or leased to, or which were proposed

to be acquired or disposed of by, or leased to, any member of the Group since 31 December

2008 being the date to which the latest published audited accounts of the Group were made up.

None of the Directors was materially interested in any contract or arrangement entered into by

any member of the Group subsisting at the Latest Practicable Date which was significant in

relation to the businesses of the Group.
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7. LITIGATION

As announced in the Company’s announcements dated 9 June 2009 and 26 March 2009 relating

to the unauthorized disposal (the “Unauthorized Disposal”) of the Company’s 65% interest in

Sinnowa Medical Science & Technology Co., Ltd ( )

(“Sinnowa”), the Company has lodged a request for administrative review for scrutinizing the

governmental approval of the Unauthorised Disposal and registration of the unauthorised sale

and purchase agreements. In the midst of the administrative review, the Company was notified

in October 2009 that one of the current registered owners of Sinnowa filed a civil claim against

the Group in the courts of Nanjing, PRC so as to seek the court’s declaration that the transfer

of the Company’s 65% interest in Sinnowa is legal and valid. Both the administrative review

lodged by the Company and the civil claim against the Company are in progress, but no

judgment has been issued by the relevant PRC authorities or courts yet.

Save as disclosed above, as at the Latest Practicable Date, no member of the Group was

engaged in any litigation or arbitration of material importance and no litigation or claim of

material importance was known to the Directors to be pending or threatened against any

member of the Group.

8. MATERIAL CONTRACTS

The following contracts were entered into by the Group (not being contracts entered into in the

ordinary course of business) during the period of two years immediately preceding the date of

this Prospectus and are or may be material:

(a) the master sale and purchase agreement dated 2 March 2010 entered into between the

Company as vendor and Chen Guoqiang as purchaser in relation to the disposal

of the entire equity interests in CB Pharmaceutical (Nanjing) Co., Ltd.

( ) and 75% equity interests in Medical China Technology

Limited at an aggregate consideration of HK$12,000,000, together with (i) the individual

sale and purchase agreement dated 2 March 2010 entered into between the Company as

vendor and Chen Guoqiang as purchaser in relation to the disposal of the entire equity

interests in CB Pharmaceutical (Nanjing) Co., Ltd. ( ) at a

consideration of HK$11,999,990; and (ii) the individual sale and purchase agreement

dated 2 March 2010 entered into between the Company as vendor and Chen Guoqiang as

purchaser in relation to the disposal of 75% equity interests in Medical China Technology

Limited at an aggregate consideration of HK$10.
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9. QUALIFICATION AND CONSENT OF EXPERT

(a) The following is the qualification of the expert who has given opinion or advice which

is contained or referred to in this Prospectus:

Name Qualification

KLC Kennic Lui & Co. Ltd. (“KLC”) Certified Public Accountants

(b) As at the Latest Practicable Date, KLC did not have direct or indirect shareholding

interest in any member of the Group or any right (whether legally enforceable or not) to

subscribe for or to nominate persons to subscribe for securities of any member of the

Group.

(c) KLC has given and has not withdrawn its written consent to the issue of this Prospectus

with the inclusion of its letter and references to its name in the form and context in which

it is included.

(d) As at the Latest Practicable Date, KLC did not have any direct or indirect interest in any

asset which had been acquired, or disposed of by, or leased to any member of the Group,

or was proposed to be acquired, or disposed of by, or leased to any member of the Group

since 31 December 2008 the date to which the latest published audited consolidated

financial statements of the Group were made up.

10. PARTIES INVOLVED IN THE OPEN OFFER AND CORPORATE

INFORMATION

Head office and principle place

of business in Hong Kong

8th Floor

Teda Building

87 Wing Lok Street

Sheung Wan

Hong Kong

Registered office Canon’s Court

22 Victoria Street

Hamilton, HM12

Bermuda
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Principal share registrar and

transfer office in Bermuda

Appleby Management (Bermuda) Ltd.

Argyle House

41a Cedar Ave

Hamilton HM 12

Bermuda

Hong Kong branch share

registrar and transfer office

Computershare Hong Kong Investor Services

Limited

Shops 1712 – 1716, 17th Floor

Hopewell Centre

183 Queen’s Road East

Wanchai

Hong Kong

Auditors KLC Kennic Lui & Co. Ltd.,

Certified Public Accountants (Practising)

5th Floor

Ho Lee Commercial Building

38-44 D’Aguilar Street

Central

Hong Kong

Financial adviser Ample Capital Limited

Unit A, 14/F.

Two Chinachem Plaza

135 Des Voeux Road Central

Central

Hong Kong

Legal advisers As to Hong Kong law

Michael Li & Co.

14/F.

Printing House

6 Duddell Street

Central

Hong Kong

As to Bermuda law

Appleby

8th Floor

Bank of America Tower

12 Harcourt Road

Central

Hong Kong
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As to PRC law

Hills & Co.

11th Floor

Central Tower

No. 88 Fu Hua 1st Road

Fu Tian District

Shenzhen

PRC

Principal banker The Hongkong and Shanghai Banking

Corporation

1 Queen’s Road Central

Central

Hong Kong

Authorised representative Mr. Lam Kam Ming, Simon

Compliance officer Mr. Leung Sze Yuan, Alan

Company secretary Mr. Lam Kam Ming, Simon,

Certified Public Accountant

11. DIRECTORS AND SENIOR MANAGEMENT

Directors

Executive directors

Mr. Leung Sze Yuan, Alan, aged 41, is an Executive Director and Chairman of the Company,

and is responsible for the overall strategic development, financial management and investor

relationship of the Group. Mr. Leung is a member of the Institute of Chartered Accountants in

Australia and the Hong Kong Institute of Certified Public Accountants. He holds a bachelor

degree in commerce from the University of New South Wales, Australia and a master degree

in business administration from the Chinese University of Hong Kong. Before joining the

Company in 2007, Mr. Leung was an Associate Director of AIG Investment Corporation

responsible for private equity investments in Asia. Mr. Leung was appointed a Director of the

Company on 23 May 2008.

Mr. Zhang Zhenzhong, aged 63, is an Executive Director and Chief Executive Officer of the

Company, and is responsible for the day-to-day management of the Group’s businesses in

Cambodia. Mr. Zhang has extensive business experience in Cambodia, including export of

timber products from Cambodia and import of equipment and machinery into Cambodia, and

together with his management team, have substantial experience in managing forestry business

including rubber plantation, timber logging, the transportation and trading of timber products,

financial management and business planning, as well as factory management. Mr. Zhang was

appointed a Director of the Company on 23 May 2008.
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Non-executive directors

Dr. Li Nga Kuk, James, aged 64, is a Non-Executive Director. Dr. Li graduated from

in 1970. He was granted medical doctor’s licenses in Hong Kong and

doctor qualification in the United States in 1981 and 1987 respectively and worked as a

medical doctor in the PRC and Hong Kong during 1975 to 1985. Dr. Li was appointed a

Director of the Company on 7 September 2001.

Mr. Li Tai To, Titus, aged 70, is a Non-Executive Director. Mr. Li graduated from

and has obtained a medical diploma in Taiwan. He was a surgeon in

(Zhenjian Jiaxing No. 2 Hospital). Mr. Li is the elder brother of Dr. Li

Nga Kuk, James, a Non-Executive Director of the Company. Mr. Li was appointed a Director

of the Company on 7 September 2001.

Independent non-executive directors

Mr. Fan Wan Tat, aged 65, is an Independent Non-Executive Director. Mr. Fan is a medical

doctor in Hong Kong. Mr. Fan was appointed on 10 December 2001.

Mr. Tam Wai Leung, Joseph, aged 44, is an Independent Non-Executive Director. Mr. Tam

is the President to the Executive Committee of the Hong Kong Institute of Business

Management Limited. He holds a Doctor of philosophy degree from Preston University, USA.

Mr. Tam was appointed on 30 September 2004.

Mr. Chan Kim Chung, Daniel, aged 46, is an Independent Non-Executive Director. Mr. Chan

is the General Manager of Royal Media Limited that is specialized in the provision of

consultancy services in software testing and quality assessment. He holds a doctor of

philosophy degree in computer science from the University of Glasgow, United Kingdom. Mr.

Chan was appointed on 16 June 2006.

Senior Management

Mr. Zhang Xiaoguang, aged 55, the Deputy General Manager of (Cambodia) Tong Min, is

responsible for the wood flooring manufacturing operations. Mr. Zhang holds a bachelor

degree in automation system from Shanghai Second Polytechnic University and a master

degree of business administration from Macau Open University. Before joining the Group, Mr.

Zhang was the Deputy General Manager of Shanghai Nanyang Veneer Company Limited, a

subsidiary of the Shanghai Industrial Group. Mr. Zhang joined the Group in October 2007.

Mr. Shu Jianhua, aged 47, the Deputy General Manager of (Cambodia) Tong Min, is

responsible for field operations in the forest and the sales and marketing of timber. Mr. Shu

graduated from Shanghai Normal University. After graduation, he was a lecturer at the

Shanghai Normal University and the East China Normal University. Before joining the Group,

Mr. Shu held a number of senior management positions in various import and export industries.

Mr. Shu was actively engaged in sports management as a senior manager of Shanghai Football

Association and the Shanghai Shenhua Foorball Club. Mr. Shu joined the Group in October

2007.
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Ms. Guo Ping, aged 50, is the General Manager of China Best Drug, a subsidiary of the

Company. Ms. Guo is a recognized research analyst of medicine in the PRC. She joined the

Group in December 2002.

Ms. Lai Tin Yin, Fion (resigned on 22 December 2009), aged 47, joined the Group in

September 2007 as the Company Secretary and Qualified Accountant of the Company. Ms. Lai

holds a master of business administration degree from the City University of Hong Kong. She

is an associate member of Hong Kong Institute of Certified Public Accountants and a fellow

member of The Hong Kong Institute of Chartered Secretaries. She has over 10 years experience

in auditing and accounting fields by working for a firm of certified public accountants and

several private companies.

Mr. Lam Kam Ming, Simon, aged 35, joined the Group in January 2010 as the Company

Secretary and authorised representative of the Company. Mr. Lam holds a Bachelor of Business

(Accounting) degree from Australia’s Monash University and is a member of the Hong Kong

Institute of Certified Public Accountants. Mr. Lam has over 10 years of experience in auditing,

accounting and finance fields. Before joining the Company, he worked for several private

companies as financial controller.

Business address of Directors and senior management of the Group

The business address of the Directors and senior management is the same as the Company’s

head office and principal place of business in Hong Kong located at 8th Floor, Teda Building,

87 Wing Lok Street, Sheung Wan, Hong Kong.

12. AUDIT COMMITTEE

As required by Rules 5.28 to 5.33 of the GEM Listing Rules, the Company has established an

audit committee (the “Committee”) with written terms of reference which deal with its

authority and duties. The Committee’s primary duties are to review and to supervise the

financial reporting process and internal control systems of the Group and to provide advice and

comments to the directors.

As at the Latest Practicable Date, the Committee was composed of the three independent

non-executive directors, namely, Messrs. Fan Wan Tat, Tam Wai Leung, Joseph and Chan Kim

Chung, Daniel.
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13. MISCELLANEOUS

As at the Latest Practicable Date,

(a) there was no restriction affecting the remittance of profits or repatriation of capital into

Hong Kong from outside Hong Kong;

(b) the Company has no exposure to foreign exchange liabilities; and

(c) none of any part of the equity or debt securities of the Company is listed or dealt in or

on which listing or permission to deal is being or is proposed to be sought on any stock

exchange other than the Stock Exchange.

14. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection during normal business hours

at the principal place of business of the Company located at 8th Floor, Teda Building, 87 Wing

Lok Street, Sheung Wan, Hong Kong up to and including 13 April 2010:

(a) the memorandum of association and bye-laws of the Company;

(b) the annual reports of the Company for the two years ended 31 December 2007 and 2008;

(c) the Company’s annual results announcement for the year ended 31 December 2009 dated

24 March 2010;

(d) the material contract(s) referred to under the paragraph headed “Material Contracts” in

this appendix;

(e) the unaudited pro forma statement of adjusted consolidated net tangible asset of the

Group together with the report from KLC set out on pages 67 to 70 of this Prospectus;

(f) the consent from KLC referred to under the paragraph headed “Qualification and Consent

of Expert” in this appendix;

(g) each of the Company’s circular issued pursuant to Chapter 19 and/or 20 of the GEM

Listing Rules since 31 December 2008;

(h) this Prospectus; and

(i) summary of the constitution of the Company and Bermuda company laws in Appendix III

of this Prospectus.
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15. LEGAL EFFECT

This Prospectus, the Application Form, the EAF and all applications for the Offer Shares

contained in such documents, are governed by and shall be construed in accordance with the

laws of Hong Kong. This Prospectus shall have the effect, if an application is made in

pursuance hereof, of rendering all persons concerned bound by all the provisions (other than

the penal provisions) of sections 44A and 44B of the Companies Ordinance so far as applicable.

The English text of the Prospectus Documents shall prevail over the Chinese text in the case

of inconsistency.

16. DOCUMENTS DELIVERED TO THE REGISTRARS OF COMPANIES IN

HONG KONG AND BERMUDA

A copy of each of the Prospectus Documents and the consent letter referred to in the paragraph

headed “Qualification and Consent of Expert” in this Appendix have been registered with the

Registrar of Companies in Hong Kong pursuant to Section 342C of the Companies Ordinance.

Prior to or as soon as reasonably practicable after publication, a copy of the Prospectus will be

filed with the Registrar of Companies in Bermuda in accordance with the Companies Act.

17. EXPENSES

The expenses in connected with the Open Offer, including the financial advisory fee, printing,

registration, translation, legal and accounting fees, are estimated to be approximately HK$0.7

million and will be payable by the Company.
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