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DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions have the following

meanings:

OAcquisitionO

OAcquisition AgreementO

OAnnouncementO

OassociateO

OBeijing WFCO

OCompanyO

OCompletionO

Oconnected personO
OConsiderationO

OConvertible NotesO

ODirectorsO
OEnlarged GroupO
OGroupO

OHK$0O

OHong Kong®

the acquisition by the Company from the Vendor of 30% equity
interest in Beijing WFC pursuant to the Acquisition Agreement

the agreement dated 16 October 2006 entered into by Strong Lead
and the Vendor in relation to the Acquisition

thenouncement dated 27 October 2006 made by the Company
in relation to the Acquisition

has the meaning ascribed to it in the Listing Rules

/I-,FE Uispb"®!5P (Beijing Wan Fu Chun Forest
Resources Development Company Limited), a company
incorporated in the PRC on 17 September 2001, a sino-foreign
joint venture beneficially owned as to 70% by Strong Lead and as
to 30% by the Vendor

China Grand Forestry Resources Group Limited (formerly known
as Good Fellow Group Limited), a company incorporated in

Bermuda whose securities are listed on the Stock Exchange

completion of the Acquisitiorrégment in accordance with the
terms thereof

has the meaning ascribed to it in the Listing Rules

consideration for the Acquisition, being in total of HK$300 million

collectively the Restricted Convertible Notes and the Unrestricted
Convertible Notes, issued by the Company in aggregate principal
amount of HK$210.4 million with an exercise price of HK$0.12
per Share

directors of the Company

the Group as enlarged after Completion

the Company and its subsidiaries

Hong Kong dollars, the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the PRC



DEFINITIONS

OIFAO or OVXLFSO

OlIndependent Board CommitteeO

OLatest Practicable DateO

OListing RulesO

OPRCO

OPrevious AcquisitionO

ORestricted Convertible NotesO

ORMBO

OSFOO

OShare(s)O

OShareholder(s)O

OSGMO

VXL Fircddal Services Limited, the independent financial adviser
appointed to advise the Independent Board Committee and the
Shareholders in respect of the Acquisition

inlependent board committee of the Board comprising all the
independent non-executive Directors, namely, Mr. Zou Zi Ping,
Mr. Lo Cheung Kin and Mr. Zhu Jian Hong

XZember 2006, being the latest practicable date for the purpose
of ascertaining certain information for inclusion in this circular

the Rul&overning the Listing of Securities on the Stock
Exchange

the PeopleOs Republic of China, which for the purpose of this
circular excludes Hong Kong, the Macau Special Administrative
Region and Taiwan

the previous acquisition of the entire issued share in Strong Lead
whose sole assets is 70% equity interest in Beijing WFC by the
Company (details of such previous acquisition has been set out in
the CompanyOs announcement dated 20 January 2006 and the
circular dated 18 April 2006)

the convertible notdse principal amount of HK$100 million

as part of the consideration for the Previous Acquisition which

was put under security to the Company for performance by the
vendors of the Previous Acquisition of the profit guaranteed given
by such vendors to the Company in the Previous Acquisition,

under which such vendors undertake not to exercise the rights
attaching on the Restricted Convertible Notes up to end of the
period of such profit guarantee

Renminbi, the lawful currency of the PRC

Securities and Futures Ordinance (Chapter 571 of the laws of
Hong Kong)

ordinary share(s) of HK$0.10 each in the existing share capital of
the Company

holder(s) of the Shares

apecial general meeting of the Company to be convened to
approve, amongst other things, the Acquisition
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OStock ExchangeO The Stock Exchange of Hong Kong Limited

OStrong LeadO sirg Lead Investment Limited, a wholly owned subsidiary of
the Company and incorporated on 8 August 2005 in the British
Virgin Islands

OVendorO FeiFei Seawy Resource Group Co., Ltd?(? E 6 U «
P " ® ! ), aPRC entity incorporated on 31 March 2004 and the
shareholders of which are all PRC enterprises

OUnrestricted Convertible NotesO tbavertible notes in the principal amount of HK$110.4 million
as part of the consideration for the Previous Acquisition under
which vendors of the Previous Acquisition shall have the rights at
any time and from time to time, following the date of issue of the
Convertible Notes, to convert the whole or any part of the
outstanding principal amount into Shares, subject to the conditions
set out in the agreement dated 26 October 2005 in respect of the
Previous Acquisition entered into by the Company and the vendors
of the Previous Acquisition

0%O0 or Oper centO percentage

Note: In this circular, unless otherwise stated, certain amounts denominated in RMB have been converted (for information only)
into HK$ using an exchange rate of HK$1.00 = RMB1.0161. Such conversion shall not be construed as a representation
that amounts of RMB were or may have been converted into HK$ (as the case may be) using such exchange rate or any
other.
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30 December 2006
To the Shareholders

Dear Sir or Madam,

VERY SUBSTANTIAL ACQUISITION AND CONNECTED TRANSACTION
RELATING TO THE ECOLOGICAL FORESTRY BUSINESS

INTRODUCTION

On 27 October 2006, the Board announced that Strong Lead, a wholly owned subsidiary of the
Company had entered into the Acquisition Agreement with the Vendor, pursuant to which Strong Lead
agreed to acquire from the Vendor the remaining 30% of the registered capital in Beijing WFC at a total
consideration of HK$300 million after the Previous Acquisition of 70% of the registered capital in
Beijing WFC through the acquisition of Strong Lead by the Company (details of the Previous Acquisition
had been set out in the CompanyOs announcement dated 20 January 2006 and the circular dated 18 April
2006). Upon completion of the Acquisition, the Company, together with the Previous Acquisition, will be
beneficially interested in the entire interest of Beijing WFC, a company principally engaged in the
business of tree planting and management, seedling propagation, manufacture and distribution of forest
products such as timber and wood chips. The Completion is expected to take place on or about
22 January 2007 (or such later date as may be agreed between Strong Lead and the Vendor).

* For identification purposes only
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The purpose of this circular is to provide you with further information regarding, among other
things, (i) the terms of the Acquisition and other disclosures in connection with the Acquisition required
pursuant to the Listing Rules; (ii) valuation reports issued by LCH (Asia-Pacific) Surveyors Limited, an
independent appraiser on the fair value of certain designated assets of Beijing WFC and the property
interests of the Group; (iii) a recommendation of the Independent Board Committee in respect of the
terms of the Acquisition; and (iv) an advice from VXLFS to the Independent Board Committee and the
Shareholders in respect of the Acquisition. This circular also contains a notice of SGM at which a
resolution in relation to the Acquisition will be proposed for the ShareholdersO approval.

VERY SUBSTANTIAL ACQUISITION

Acquisition Agreement

Date: 16 October 2006
Parties:
Purchaser: Strong Lead, a wholly owned subsidiary of the Company
Vendor: FeiFei Sen Wang Resource Group Co., £€t@.? E 6 U« P "® !+ | a

PRC entity incorporated on 31 March 2004 and the shareholders of which are all
PRC enterprises.

Assets to be acquired

30% equity interest in Beijing WFC, a sino-foreign joint venture company principally engaged in
the business of tree planting and management, seedling propagation, manufacture and distribution of
forest products as timber and wood chips, together with all rights attached to such equity interest as from
1 July 2006. The 30% equity interest in Beijing WFC was acquired by the Vendor for RMB15 million
(equivalent to approximately HK$14.76 million) on 8 August 2005. The remaining 70% equity interest in
Beijing WFC was acquired by the Company pursuant to the Previous Acquisition at a consideration of
HK$560 million.

For further information on Beijing WFC, please refer to the section headed Olnformation on
Beijing WFCO in this section.
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Consideration

The Consideration of HK$300 million in cash to the Vendor was determined with reference to the
asset back-up, profitability, business scale and market potential of Beijing WFC and after armOs length
negotiation between the Company and the Vendor and is payable as follows:D

(i) HK$30 million paid on the date of the Acquisition Agreement as a refundable deposit;

(i)  HK$30 million to be paid upon the Completion;

(i)  HK$100 million to be paid on 31 December 2007; and

(iv) the remaining balance of HK$140 million to be paid on 31 December 2008.

The Company intends to finance the Consideration with internal financial resources and future
profit distributable from Beijing WFC.

Conditions
The Completion is conditional upon fulfillment of, inter alia, the following conditions:

(i)  the passing of relevant resolution at the SGM by the Shareholders for approving the
Acquisition Agreement and the transactions contemplated therein;

(i)  the representations, warranties and undertakings given by the Vendor in the Acquisition
Agreement remain true, correct and not misleading in all respects as at the completion date
of the Acquisition;

(iii) approval from the board of directors of the Vendor in relation to the execution of the
Acquisition Agreement and other documents required for the consummation of the transactions
contemplated thereunder;

(iv) approval from the board of directors of Beijing WFC to apply for regulatory approval from
the original approving authority of the PRC for the Acquisition and the conversion of
Beijing WFC into a wholly-foreign owned enterprise;

(v) obtaining the regulatory approvals set out in (iv) above; and

(vi) no indication from the relevant regulatory authorities that the Acquisition may have an
adverse impact on the listing status of the Company.

In the event that the above conditions are not fulfilled on or about 22 January 2007 or such other
later date as may be agreed between the parties, the Acquisition Agreement shall forthwith be of no
further effect, in which all the obligations of the parties shall be released and the parties shall have no



LETTER FROM THE BOARD

claims against each other in respect of the Acquisition Agreement except that the deposit paid by the
Vendor on the date of the Acquisition Agreement shall be returned to Strong Lead within three business
days after the date on which the Acquisition Agreement lapses. The parties have agreed to extend the
Completion to on or about 22 January 2007.

Information on Beijing WFC

Beijing WFC, a company incorporated in the PRC on 17 September 2001, is principally engaged
in the business of tree planting and management, seedling propagation, manufacture and distribution of
forest products such as timber and wood chips since 26 September 2005. The business principal operations
of Beijing WFC prior to its acquisition by Strong Lead on 5 September 2005 are not related to tree
plantation and management, and such business operations have been fully discontinued.

Beijing WFC is a sino-foreign joint venture company beneficially owned as to 70% and 30%
respectively as at the Latest Practicable Date by Strong Lead and the Vendor, a PRC entity incorporated
on 31 March 2004 and the shareholders of which are all PRC enterprises. Immediately after the Acquisition,
the Company will be effectively interested in 100% equity interests in Beijing WFC.

Beijing WFC is the legitimate owner of the technical know-how underlying accelerated plant
growth and held, amongst other things, agricultural land premises under 50 yearsO lease term of
approximately 300,000 Chinese mu in the Shandong province and also stock of saplings of not less than
100 million in number that are intended to be utilized in planting the genetically modified tree species
Broussonetia Papyriferalvent. The Company has obtained a PRC legal opinion, confirming that the
validity of the land use right of Beijing WFC over the subject agricultural land premises does not
contravene PRC laws. Further details of the operation of Beijing WFC have been set out in the section
headed Olnformation on Beijing WFCO of the CompanyOs announcement dated 20 January 2006.

The following table sets out a summary of the audited financial results of Beijing WFC for the two
years ended 31 December 2005 and six months ended 30 June 2006 (on the basis of Generally Accepted
Accounting Principles of Hong Kong):

For the For the For the
year ended year ended six months ended
31 December 2004 31 December 2005 30 June 2006
(HK$0000) (HK$0000) (HK$0000)
(audited) (audited) (audited)
Turnover b b 219,230
Profit/(loss) before tax b 281,135 99,750
Profit/(loss) after tax 27) 276,295 99,232
As at As at As at
31 December 2004 31 December 2005 30 June 2006
(HK$0000) (HK$0000) (HK$0000)
Net assets 9,540 324,297 423,529
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The Previous Acquisition became unconditional and binding upon the approval by the Shareholders
on 8 May 2006, when consolidation of the assets, liabilities and post-acquisition results of Beijing WFC
into the Group accounts commenced. Beijing WFCOs active undertaking of its ecological forestry business,
including the plantation of the paper mulberry, the harvest of pine and the sale of paper mulberry
saplings, etc., commenced during the spring time, April 2006. Accordingly, the turnover of Beijing WFC
for the six months ended 30 June 2006 was substantially derived in full during the post-Previous Acquisition
period from 8 May 2006 to 30 June 2006, and has been fully consolidated into the GroupOs accounts for
the year ended 30 June 2006.

The above profit before/after tax derived by Beijing WFC for the six months ended 30 June 2006
has incorporated pre-Previous Acquisition losses of approximately HK$ 34 million which has not been
consolidated into the Group accounts for the year ended 30 June 2006. These pre-Previous Acquisition
losses include amortization charges for paper mulberry saplings and patent in application, etc., and were
incurred mainly at the stage of Beijing WFCOs pre-commencement of ecological forestry business.

Information on the Vendor

The Vendor is a PRC entity incorporated on 31 March 2004 and its principal activities are mainly
trading of timber products, the plantation business, and the development of forestry resources.

To the best knowledge of the Directors, save for the Vendor being the shareholder of Beijing WFC
before the Acquisition and there are two common directors, namely Mr. Yang Dongjun, who is also the
chairman of the Vendor and the legal representative of Beijing WFC, and Ms. Cao Chuan, serving both
the board of Beijing WFC and the Vendor, the Vendor did not have any other material business relationship
with the Company and/or Beijing WFC since the Previous Acquisition and as of the Latest Practicable
Date.

Reasons for and benefits of the Acquisition

The Group is principally engaged in design, manufacture and sale of quality menOs and ladiesO
wear and apparel items, manufacture uniforms for government authorities, state enterprises and other
corporate customers, and investment holding.

In order to complement with the highly competitive apparel market, the Directors consider that
diversification of business into new areas of high-growth potential will be in the best interest of its
Shareholders. The Company takes initiative in identifying business opportunities in new emerging industries
that will broaden its revenue sources and diversify its business into ecological forestry business in the
beginning of 2006 through the Previous Acquisition. With availability of adequate cash resources, the
Company is well positioned to make further acquisition of the remaining 30% equity interest in Beijing
WFC in view of its promising prospects. The Directors (including the independent non-executive Directors)
believe that the terms of the Acquisition are fair and reasonable and in the interests of the Company and
its Shareholders as a whole.
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At this stage, the Directors have no existing plan to discontinue the CompanyOs existing garment
business and expect that these businesses will continue into the foreseeable future. Accordingly, the
Directors confirm that there will be no change in principal business of the Company immediately
subsequent to Completion.

Mr. Ge Wen Hong from the management of Beijing WFC was appointed as an executive Director
and the director of Strong Lead by the Company on 18 May 2006 after completion of the Previous
Acquisition, for the purpose of providing expertise on the ecological forestry business. Mr. Ge was
previously the director of Beijing WFC but has resigned from directorship since 18 May 2006.

EFFECTS OF THE ACQUISITION ON THE ENLARGED GROUP

Immediately following Completion, Beijing WFC will become a wholly owned subsidiary of the
Group and the results of Beijing WFC will be fully consolidated into the accounts of the Group.

As set out in the consolidated balance sheet of the Group contained in Appendix | of this circular,
the Group had audited total assets of approximately HK$1,518 million as at 30 June 2006. Assuming
Completion had taken place on 30 June 2006, the unaudited pro forma total assets attributable to the
Shareholders will be approximately HK$1,494 million as shown in the unaudited pro forma consolidated
balance sheet of the Enlarged Group contained in Appendix Il to this circular.

As set out in the consolidated balance sheet of the Group contained in Appendix | of this circular,
the Group had audited total liabilities of approximately HK$583 million as at 30 June 2006. Since
settlement of the Consideration will be made by means of installments up to 31 December 2008, the
unaudited pro forma liabilities of the Group will accordingly increase to approximately HK$796 million
after Completion, as shown in the unaudited pro forma consolidated balance sheet of the Enlarged Group
contained in Appendix Ill to this circular.

Notwithstanding the decrease in total assets and increase in total liabilities, assuming Completion
on 30 June 2006, the previously applicable minorityOs interestOs share in net assets of the Group of
approximately HK$236.8 million will be fully attributed to the CompanyOs equity holders, as shown in
the unaudited pro forma consolidated balance sheet of the Enlarged Group contained in Appendix Il to
this circular, and there would have been no overall changes to the GroupOs net assets attributable to
equity holders of the Company.
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The Acquisition is expected to increase the earnings base of the Group. Nevertheless, since the
ecological forestry business of Beijing WFC was commenced only subsequent to 31 December 2005, the
unaudited pro forma consolidated income statement of the Enlarged Group contained in Appendix Il to
this circular (which was presented on the basis of the incorporation of Beijing WFCOs financial results
for the year ended 31 December 2005) therefore showed a reduction of turnover from the audited balance
of approximately HK$360 million to an unaudited pro forma balance of approximately HK$141 million;
and the profit attributable to equity holders for the year ended 30 June 2006 would increase from an
audited balance of approximately HK$83.2 million to an unaudited pro forma balance of approximately
HK$265.6 million. The profit increment was mainly due to the inclusion of approximately HK$245.9
million gain on extinguishment of indebtedness due to the minority equity holder of Beijing WFC; and
gain on re-measurement of fair value of biological assets of approximately HK$81.6 million. These
gains, which are of a non-recurrent nature, arose out of the execution of an overall arrangement for the
restructuring of assets and equity interests in Beijing WFC in preparation for its new business undertakings
in ecological forestry. These gains have not been reflected in the GroupOs audited result for the year
ended 30 June 2006 because of its pre-acquisition nature.

The CompanyOs intention after the Acquisition

There are three members on the board of Beijing WFC as at the Latest Practicable Date. In order
to strengthen the management of Beijing WFC, the Board intends to appoint at least two representatives
as directors into the board of Beijing WFC after the CompanyQOs forthcoming annual general meeting
which is expected to be held on 28 November 2006. Presently, two Directors, namely Mr. Ng Leung Ho
and Ms. Lee Ming Hin have indicated their preliminary willingness to be appointed as directors of
Beijing WFC.

The Directors intend to retain Mr. Yang Dongjun and Ms. Cao Chuan as directors of Beijing WFC
to share their respective in-depth experience and scientific research expertise in the forestry industry. The
Company intends to discuss with these directors of Beijing WFC for appropriate remuneration packages
including participation in share option schemes. Based on the CompanyOs preliminary discussion with
Mr. Yang and Ms. Cao, each of them has indicated their willingness to stay with Beijing WFC and the
Group on reasonable terms.

Notwithstanding the foregoing, the Directors are of the view that Beijing WFC has been endowed
with a competent management team and is able to weather potential transitional operational issues
brought about by the cessation of employment of one or two senior management members of Beijing
WFC.

10
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SHAREHOLDING STRUCTURE OF THE COMPANY

Shareholdings

immediately
after the
Convertible
Existing Notes have been
shareholdings exercised in full
(Number (Number
of Shares) of Shares)
(Note 3) % (Note 4) %
Mr. Ng Leung Ho and his
associategNote 1) 1,050,236,000 22.52 1,050,236,000 19.11
Leading Power International
Limited (Note 2) b b 500,000,000 9.10
Total Victory Investments
Limited (Note 2) b b 333,333,333 6.06
Other public Shareholders 3,612,571,600 77.48 3,612,571,600 65.73
Total 4,662,807,600 100.00 5,496,140,933 100.00
Notes:
1. As at the Latest Practicable Date, Mr. Ng Leung Ho is beneficially interested in an aggregate of 1,050,236,000

Shares comprising (i) corporate interest in 960,000,000 Shares held through Golden Prince Group Limited which
is wholly owned by Mr. Ng Leung Ho; and (ii) personal interest in 90,236,000 Shares.

The vendors of the Previous Acquisition. Neither the Vendor nor its associates holds any Shares. The Vendor and
its ultimate beneficial owners are also independent of and not connected with (i) Leading Power International
Limited and Total Victory Investments Limited and their respective ultimate beneficial owners and (ii) their
respective connected persons.

Shareholdings as at the Latest Practicable Date take into account completion of the Previous Acquisition and the
Acquisition and Restricted Convertible Notes not being exercised at all.

As at the Latest Practicable Date, all the Unrestricted Convertible Notes have been exercised in full and the
Restricted Convertible Notes with the principal amount of HK$100 million convertible into 833,333,333 Shares
at the conversion price of HK$0.12 per Share have not been exercised and are held by Leading Power International
Limited and Total Victory Investments Limited in the principal amount of HK$60 million and HK$40 million
respectively.

IMPLICATION OF THE LISTING RULES

The Vendor is a connected person of the Company by virtue of it being a substantial shareholder of
Beijing WFC, a non-wholly owned subsidiary of the Company, and the Acquisition therefore constitutes
a connected transaction of the Company under Chapter 14A of the Listing Rules. The Acquisition in
aggregate with the Previous Acquisition also constitutes a very substantial acquisition in respect of the
Company under the Listing Rules. The Acquisition is therefore subject to the requirements of reporting,
announcement and independent Shareholders® approval, voting by way of poll, under Rules 14A.45 to

11
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14A.48 of the Listing Rules. The Directors are of the view and confirm that no substantial Shareholder
has any material interest in the Acquisition and therefore no Shareholder is required to abstain from
voting for the approval of the Acquisition at the SGM.

RESTORATION OF PUBLIC FLOAT

The Stock Exchange has stated that if, upon Completion, less than 25% of the Shares are held by
the public or if the Stock Exchange believes that:

b a false market exists or may exist in the trading in the Shares; or
b there are too few Shares in public hands to maintain an orderly market;

then it will consider exercising its discretion to suspend trading in the Shares until a sufficient public
float is attained.

The Company undertakes that it will make appropriate arrangements to ensure minimum public
float of the Company in compliance with the relevant requirements of the Listing Rules.

RECENT DEVELOPMENT OF THE GROUP

Since 2005, to address the fierce competition of the garment business, the Group has rectified its
operational management and strengthened and intensified its marketing and promotional effort, with an
aim to foster a nationwide sales retail network and broaden the sales channel in the PRC. Through the
expansion of sales outlet network across the country on a regional franchised agency basis, the Group has
succeeded in setting up an increased number of sales outlets in provincial and municipal levels. The
series of promotional initiatives launched by the Group includes the appointment of renowned screen
celebrity as the brand image ambassador and rolled out a series of television advertisements to increase
customersO brand awareness. These promotional initiatives also attracted potential franchisers interested
in participating in the GroupOs garment retailing business. In addition, the Group has made appropriate
accommodating measures and successfully seasoned the impact from the retirement of Mr. Ng Leung
Tung, the CompanyOs former deputy chairman and executive director, from direct participation in the
GroupOs operational management as a result of his personal health concerns. The Directors are pleased to
report that signs of recovery are observed for the profit margin of the Group, which has returned to a
more satisfactory level as a result of the GroupOs efforts.

It is the GroupOs business objective to place primary importance to product quality and such
aspiration has continued to win recognition for the GroupOs products. In December 2005, the Group made
the landmark to be awarded the OChinese Well-known TrademarkO by the PRC State Administration for
Industry & Commerce. The recognition of the prestigious status for the GroupOs OGood FellowO branding
shall further confer competitive advantages in the GroupOs development of its garment businesses.

12
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To complement the fierce competition in the garment business, in May 2006, the Group diversified
into the ecological forestry business through the acquisition of a 70 per cent stake holding interests in
Beijing WFC. The modified tree specie planted and cultivated by Beijing WFC, Broussonetia
Papyriferalvent, has a wide range of usage, including making high quality paper and serving as general
paper-making raw materials and animalsO grains. The GroupOs forestry operation is undertaken under
various business methodologies, including (i) direct sale of saplings; (ii) self plantation; whereby the
Group plant the modified tree specie with its own resources and reap the full benefit; and (iii) subcontracted
plantation; whereby the Group entered into joint-venture undertakings with other agricultural units and
take advantage of their resources in planting the modified tree specie. Currently, the GroupOs forestry
business operation has its own saplings rearing facility and leased agricultural premise for direct plantation
of the modified tree specie.

The first plantation season has already commenced in April 2006 and harvest of the first batches
of forestry products will begin in the early of year 2007. It is foreseen that the majority of sales for this
newly diversified business will be made to downstream manufacturers of wood pulp and paper in the
PRC. The market price of quality raw materials to the paper making industry was generally on the soar
over the past few years. The Directors therefore foresee very large business opportunity ahead with this
new business. In view of the anticipated rapid expansion and to increase the GroupOs forestry resources,
the Group has entered into various cooperative framework agreements for plantation of the modified tree
specie in various regions of the PRC including Guangxi, Fujian, HuiBei and ChongQing. These cooperative
pursuit aims at availing additional forest land resources to the Group in expanding its ecological forestry
business. The relevant cooperative framework agreements are subject to execution of formal agreements.

In addition, the GroupOs forestry business also comprise a secondary operation in pinewoods
vested with two pine forest fields in Shanxi province in the PRC measuring approximately 47,090
Chinese mu in aggregate by area.

FINANCIAL AND TRADING PROSPECTS

The Directors anticipate that the existing garment business of the Group will be continued into the
foreseeable future immediately upon completion of the Acquisition. There are presently no plans for the
divestment of these businesses. Leveraging on its own branding; the substantial input in promotions and
advertisements over the recent years; and the backbone of the expanded regional franchise sales network,
the Directors are pleased to notice signs of recovery for the GroupOs core garment retailing business.

On the side of the GroupOs newly diversified ecological forestry business, the new business has
already generated profit for the Group for the post-acquisition up to 30 June 2006. The profit contribution
was mainly sourced from the sale of paper mulberry sapling and also quality pinewood by Beijing WFC.
The sale of paper mulberry sapling was undertaken in Beijing WFCOs initial stage of business launching
to avail working capital and cash resources for future large scale plantation of the modified tree specie
Broussonetia Papyriferalvent. The GroupOs turnover in respect of its forestry operations were entirely
derived from the PRC.
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In addition to the direct sale of saplings, during the post-acquisition period Beijing WFC has also
commenced the plantation of the modified tree specie Broussonetia Papyriferalvent. The plantation works
was carried out in a leasehold agricultural premise in the Shandong province and also certain other leased
premises in other regions of the PRC; mainly near the Beijing border. Based on professional survey
performed, as at 31 October 2006, the harvestable volume of Broussonetia Papyriferalvent being grown
was assessed as approximately 3,565 tons of bark and 32,082 tons of tree trunks. At this stage of new
commencement of plantation, however, the growth of the Broussonetia Papyriferalvent was still in
continuance and has not reached their optimal stage for harvest. Therefore, no harvesting of the modified
tree specie and sale of the collectible timber has been made during the year.

In respect of the GroupOs secondary forestry business operation in pinewoods, namely, since
completion of the Previous Acquisition, harvesting has been made of approximately 56,000 cubic meters
by volume of the pinewoods and sale of the collectible timber. Based on professional survey performed,
as at 31 October 2006, the flocks of living pine trees of different maturities grown thereon was assessed
to have an aggregate bulk volume of approximately 336,000 cubic meters. Amongst these, approximately
91 per cent by volume of the living pine trees has reached optimal harvestable stage of full maturity and
near-maturity. Of these wholesome living pine trees, the Group has vested interests in contracts for the
sale of portions of the flocks of approximately HK$ 49 million by sales value, the delivery of which has
not been completed as at the Latest Practicable Date.

The reform of the PRC forestry industry has reached the final stage of lifting previous confinements.
Along with the new development, the Group stands to benefit from opportunities arising from the
conversion of State-owned forest fields and the incentives provided to encourage domestic and foreign
participation in the industry. In particular, in view that the country is facing a serious unfulfilled market
demand with wood pulp materials, the hybridized advancement of the traditional tree specie Broussonetia
payriferalvent to its high growth variety suitable for frequent cyclic harvest methodologies; and the
forthcoming country-wise promotion of the modified tree specie as one of the major wood pulp sourcing
tree specie will confer immense development potential as well as generating increasing future revenue
sources for the Group.

THE SGM

The SGM will be held to consider and, if thought fit, pass the resolution to approve the Acquisition.
Notice of the SGM is set out on pages 201 to 202 of this circular. The SGM will be held at Room 1906,
Nanyang Plaza, 57 Hung To Road, Kwun Tong, Kowloon, Hong Kong on Wednesday, 17 January 2007 at
11:00 a.m. (or any adjournment thereof). The Directors are not aware of that any Shareholders and their
associates with a material interest in the transactions mentioned in this circular and therefore no
Shareholders is required to abstain from voting for the approval of the Acquisition at the SGM where
voting will be conducted by way of poll.

There was no (i) voting trust or other agreement or arrangement or understanding entered into by
or binding upon any Shareholders; or (ii) obligation or entittement whereby any Shareholders had or
might have temporarily or permanently passed control over the exercise of the voting rights in respect of
their Shares to a third party, either generally or on a case-by-case basis as at the Latest Practicable Date.
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There is no discrepancy between the beneficial shareholding interest of any Shareholders in the
Company as disclosed in this circular and the numbers of Shares in respect of which they will control or
will be entitled to exercise control over the voting rights at the SGM.

Form of proxy for use at the SGM is enclosed in this circular. Whether or not you are able to
attend the SGM in person, you are requested to complete and return the form of proxy in accordance with
the instructions printed thereon as soon as possible but in any event not later than 48 hours before the
time appointed for holding of the SGM. Completion of the form of proxy will not preclude you from
attending and voting at the SGM or any adjourned meeting thereof should you so wish.

GENERAL

An Independent Board Committee was established to advise the Shareholders of the Company in
relation to the Acquisition and VXLFS has been appointed as the independent financial adviser to advise
the Independent Board Committee and the Shareholders in respect of the Acquisition.

The Stock Exchange is concerned that the ultimate intention of the Company and the Vendor
and the vendors of the Previous Acquisition is to inject a business into a listed company which is
under the control of the Vendor and/or the vendors of the Previous Acquisition. The Stock Exchange
will closely monitor all future transactions, if any, between (i) the Company and (ii) the Vendor
and/or the vendors of the Previous Acquisition, and may aggregate such transactions and decide
whether the reverse takeover rule should apply. The Stock Exchange may also revisit this matter in
the event that there are evidences available to indicate that the Company is under the control of the
Vendor and/or the vendors of the Previous Acquisition. Shareholders and potential investors should
also note that the Acquisition, which is subject to a number of conditions precedent, may or may
not be completed. Shareholders and potential investors are reminded to exercise caution when
dealing in the securities of the Company and if they are in any doubt about their position, they
should consult their professional advisers.

PROCEDURES FOR DEMANDING A POLL BY SHAREHOLDERS

Bye-laws 73 to 78 of the Bye-laws of the Company set out the procedures under which a poll may
be demanded.

The demand for a poll shall not prevent the continuance of a meeting or the transaction of any
business other than the question on which the poll has been demanded, and, with the consent of the
chairman, it may be withdrawn at any time before the close of the meeting or the taking of the poll,
whichever is the earlier and a demand so withdrawn shall not be taken to have invalidated the result of a
show of hands declared before the demand was made.

RECOMMENDATION
The Directors consider that the terms and conditions of the Acquisition are fair and reasonable and

are in the best interests of the Company and its Shareholders as a whole. Accordingly, the Directors
recommend the Shareholders to vote in favour of the resolution to be proposed at the SGM.
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ADDITIONAL INFORMATION

Please refer to the appendices to this circular for additional information.

By order of the Board
China Grand Forestry Resources Group Limited
Ng Leung Ho
Chairman
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CHINA GRAND FORESTRY RESOURCES GROUP LIMITED
7 } U« b "®L
(Formerly known as Good Fellow Group Limitedp « >p b "® ! ¥

(incorporated in Bermuda with limited liability)
(Stock Code: 910)

30 December 2006
To the Shareholders

Dear Sir or Madam,

VERY SUBSTANTIAL ACQUISITION AND CONNECTED TRANSACTION
RELATING TO THE ECOLOGICAL FORESTRY BUSINESS

INTRODUCTION

We refer to the circular dated 30 December 2006 (the OCircularQO) of China Grand Forestry Resources
Group Limited (the OCompanyO) of which this letter forms part. Terms used in this letter shall have the
same meanings as defined in the Circular unless the context requires otherwise.

We being the independent non-executive Directors have been appointed to form the Independent
Board Committee to advise you as to whether the terms of the Acquisition Agreement are fair and
reasonable and whether the Acquisition is in the interests of the Company and the Shareholders as a
whole.

VXLFS has been appointed as the independent financial adviser to advise the Independent Board
Committee on the fairness and reasonableness of the terms of Acquisition.

We wish to draw your attention to the letter from the Board as set out on pages 4 to 16 of the
Circular and the letter from VXLFS as set out on pages 19 to 31 of the Circular which contains, inter
alia, its advice and recommendations to us regarding the terms of the Acquisition and the principal
factors and reasons taken into consideration for its advice and recommendations.

* For identification purposes only
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RECOMMENDATION

Having taken into account the advice and recommendations of VXLFS and the principal factors
and reasons taken into consideration by them in arriving at their opinion, we consider that the terms of
the Acquisition Agreement are fair and reasonable so far as the interests of the Company and the
Shareholders are concerned and the Acquisition is in the interests of the Company and the Shareholders
as a whole. Accordingly, we recommend the Shareholders to vote in favour of the ordinary resolution to
be proposed at the SGM to approve the terms of the Acquisition and the transactions contemplated
thereunder.

Yours faithfully,
For and on behalf of the
Independent Board Committee
Ms. Zou Zi Ping Mr. Lo Cheung Kin Mr. Zhu Jian Hong
Independent non-executive Director Independent non-executive Director Independent non-executive Director
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The following is the letter of advice from VXLFS to the Independent Board Committee and the
Shareholders in respect of the Acquisition, which has been prepared for the purpose of inclusion in this
circular.

VXL Financial Services Limited

Unit 3214, 32nd Floor

Cosco Tower

Grand Millennium Plaza (High Block)

183 QueenOs Road Central
Hong Kong

30 December 2006

To the Independent Board Committee and
the Shareholders of
China Grand Forestry Resources Group Limited

Dear Sirs,

VERY SUBSTANTIAL ACQUISITION AND CONNECTED TRANSACTION
RELATING TO THE ECOLOGICAL FORESTRY BUSINESS

INTRODUCTION

We refer to our appointment as the independent financial adviser to advise the Independent Board
Committee and Shareholders in respect of the Acquisition, details of which are set out in the OLetter from
the BoardO (OLetterO) contained in the circular to the Shareholders dated 30 December 2006 (OCircularO),
of which this letter forms part. Capitalized terms used in this letter shall have the same meanings as those
defined in the Circular unless the context otherwise requires.

As referred to in the Letter, Strong Lead, a wholly owned subsidiary of the Company had on 27
October 2006 entered into the Acquisition Agreement with the Vendor, pursuant to which Strong Lead
agreed to acquire from the Vendor the remaining 30% of the registered capital in Beijing WFC at a total
consideration of HK$300 million after the Previous Acquisition of 70% of the registered capital in
Beijing WFC through the acquisition of Strong Lead by the Company. Upon completion of the Acquisition,
the Company, together with the Previous Acquisition, will be beneficially interested in the entire interest
of Beijing WFC, a company principally engaged in the business of tree planting and management,
seedling propagation, manufacture and distribution of forest products such as timber and wood chips.
The Completion is expected to take place on or about 22 January 2007 (or such later date as may be
agreed between Strong Lead and the Vendor).
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The Vendor is a connected person of the Company by virtue of it being a substantial shareholder of
Beijing WFC, a non-wholly owned subsidiary of the Company, and the Acquisition therefore constitutes
a connected transaction of the Company under Chapter 14A of the Listing Rules. The Acquisition in
aggregate with the Previous Acquisition also constitutes a very substantial acquisition in respect of the
Company under the Listing Rules. The Acquisition is therefore subject to the requirements of reporting,
announcement and independent ShareholdersO approval, voting by way of poll, under Rules 14A.45 to
14A.48 of the Listing Rules. As referred to in the Letter, the Directors are of the view and confirm that
no substantial Shareholder has any material interest in the Acquisition and therefore no Shareholder is
required to abstain from voting for the approval of the Acquisition at the SGM. An Independent Board
Committee comprising all of the independent non-executive Directors, namely Ms. Zou Zi Ping, Mr. Lo
Cheung Kin and Mr. Zhu Jian Hong, was established to advise the Shareholders of the Company in
relation to the Acquisition. We have been appointed as the independent financial adviser to advise the
Independent Board Committee and the Shareholders in respect of the Acquisition.

BASES AND ASSUMPTIONS

In formulating our recommendation, we have relied on the information and facts contained or
referred to in the Circular and supplied to us by the Company and the opinions expressed by and the
representations of the directors and management of the Company. We have assumed that all statements of
belief and intention made by the Directors in the Circular were made after due enquiry and that all
information, representations and opinion made to us or referred to in the Circular were true, accurate and
complete in all respects at the time they were made and continued to be so as at the date of the Circular
and up to the date of the SGM and may be relied upon. We have also assumed that all statements of
beliefs, opinions, assumptions and intentions made by the Directors in the Circular were made reasonably
after due and careful enquiry and were based on honestly-held opinion. We have also relied on the
responsibility statement set out in Appendix VI to the Circular. We have no reason to doubt the truth,
accuracy and completeness of the information and representations provided to us by the Company and its
Directors and management and have been confirmed by the Directors that no material facts have been
withheld or omitted from the information provided and referred to in the Circular.

We consider that we have reviewed sufficient information to reach an informed view and to justify
our reliance on the accuracy of the information and representations contained in the Circular and to
provide a reasonable basis for our recommendation. We have no reason to suspect that any relevant
information or reports have been withheld, nor are we aware of any facts or circumstances which would
render the information provided and the representations made to us to be untrue, inaccurate, or misleading.
We have not, however, conducted any independent verification of the information included in the Circular
and the information provided by the Directors and the Company, nor have we conducted any form of in-
depth investigation into the businesses, affairs, financial positions or future prospects of the Company or
any of its subsidiaries or associates.
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In formulating our opinion in respect of the Acquisition, we have considered the following principal

factors and reasons:

Background for and reasons of the Acquisition
Business of the Group

The Group is principally engaged in design, manufacture and sale of quality menOs and
ladies® wear and apparel items, manufacture uniforms for government authorities, state enterprises

and other corporate customers, and investment holding.

The following is a summary of the financial results of the Group for each of the three
financial years ended 30 June 2006:

For the year ended 30 June
2006 2005 (restated) 2004 (restated)

HK$0O000 HK$0000 HK$O000
Turnover 360,770 138,262 189,026
Gross profit 193,918 11,486 60,107
Gross profit margin 53.8% 8.3% 31.8%
Profit/(loss) for the year 123,439 (150,189) 31,410

For the financial year ended 30 June 2005, the Group recorded a turnover and a gross profit
of approximately HK$138.3 million and HK$11.5 million respectively, represented decrease of
approximately 26.9% and 80.9% respectively over that of the financial year ended 30 June 2004.
As referred to in the annual report of the Company for the financial year ended 30 June 2005, the
decrease in turnover was mainly attributable to the increasingly fierce competition in the PRC
apparel and uniform market, while the severe drop in the gross profit margin was mainly due to
heavy pricing pressure and absorption of factory overhead over lesser units of production. For
each of the two financial years ended 30 June 2005, turnover of the Group represented solely the
manufacture and sale of garments.

For the financial year ended 30 June 2006, the Group recorded a turnover and a gross profit
of approximately HK$360.8 million and HK$193.9 million respectively, represented increase of
approximately 160.9% and 15.9 times respectively over that of the financial year ended 30 June
2005.

As referred to in the Letter, in order to complement with the highly competitive apparel
market, the Directors consider that diversification of business into new areas of high-growth
potential will be in the best interest of its Shareholders. The Company takes initiative in identifying
business opportunities in new emerging industries that will broaden its revenue sources and diversify
its business into ecological forestry business in the beginning of 2006 through the Previous
Acquisition.
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The following is a summary of the segmental financial results of the Group by business
segments for each of the two financial years ended 30 June 2006:

Ecological forestry business Garment business
2006 2005 2006 2005
HK$0000 HK$0000 HK$O000 HK$0000
Total sales 219,230 b 141,540 138,262
Segment results 133,602 b (2,705) (28,990)

For each of the two financial years ended 30 June 2006, the segmental results of the
garment business of the Group remained unsatisfactory although it shown improvement in the
financial year ended 30 June 2006 over the previous financial year. We further noted that the
ecological forestry business of the Group, for which has been commenced in the beginning of
2006 through the Previous Acquisition, has become the profit driver of the Group. Given the
above, we concur that it is reasonable for the Directors to broaden revenue sources of the Group
and diversify the business of the Group into ecological forestry business in order to complement
with the highly competitive apparel market. Furthermore, given the positive results derived from
the ecological forestry business to the Group so far since the Previous Acquisition, we consider it
reasonable for the Directors to consider increasing the stake of the Group in the ecological forestry
business through the Acquisition.

Business of Beijing WFC

Beijing WFC, a company incorporated in the PRC on 17 September 2001, is principally
engaged in the business of tree planting and management, seedling propagation, manufacture and
distribution of forest products such as timber and wood chips since 26 September 2005. Beijing
WFC is a sino-foreign joint venture company beneficially owned as to 70% and 30% respectively
as at the Latest Practicable Date by Strong Lead and the Vendor, a PRC entity incorporated on 31
March 2004 and the shareholders of which are all PRC enterprises. Immediately after the Acquisition,
the Company will be effectively interested in 100% equity interests in Beijing WFC.

As referred to in the Letter, Beijing WFC is the legitimate owner of the technical know-how
underlying accelerated plant growth and held, amongst other things, agricultural land premises
under 50 yearsO lease term of approximately 300,000 Chinese mu in the Shandong province and
also stock of saplings of not less than 100 million in number that are intended to be utilized in
planting the genetically modified tree species Broussonetia Papyriferalvent.

As referred to in the circular of the Company dated 18 April 2006 in relation to the Previous
Acquisition (OPrevious CircularQO), Beijing WFC operates by making use of the genetically modified
tree species Broussonetia Papyriferalvent in its plantation process that can be applied for ecological
and forestry purposes. The genetically modified tree specie Broussonetia Payriferalvent is a
Moraceae plant under the category of Deciduous Trees and its highly resistance characteristic of
the genetically modified tree species allow trees to grow in environments unfavourable to other
plants. This ability brings economic efficiency and better productivity to Beijing WFC for higher
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land utilization and lower labour costs. The trees also facilitate the growth of a kind of soil
microorganism that may serve to improve the quality of infertile and polluted land on which the
plantation is carried out, as well as lowering the carbon dioxide level in the surrounding atmosphere.

For the six months ended 30 June 2006, Beijing WFC recorded a turnover and net profit of
approximately HK$219.2 million and HK$99.2 million respectively. During the period, turnover
of Beijing WFC represented mainly the sale of paper mulberry sapling and quality pinewood.
Beijing WFC has also commenced the plantation of the modified tree specie Broussonetia
Papyriferalvent. At this stage of new commencement of plantation, however, the growth of the
Broussonetia Papyriferalvent was still in continuance and has not reached their optimal stage for
harvest. Therefore, no harvesting of the modified tree specie and sale of the collectible timber has
been made during the period. As referred to in the Letter, the harvestable volume of Broussonetia
Papyriferalvent being grown was assessed as approximately 3,565 tons of bark and 32,082 tons of
tree trunks while the flocks of living pine trees of different maturities grown thereon was assessed
to have an aggregate bulk volume of approximately 336,000 cubic meters as at 31 October 2006
based on professional survey commissioned by Beijing WFC.

Based on the track record of Beijing WFC for the six months ended 30 June 2006 and the
progress in the forestry operation made by Beijing WFC so far, we consider it reasonable for the
Director to take a positive view on the prospect of Beijing WFC and thus to consider the Acquisition.

Industry overview

China has experienced annual GDP growth of over 9 percent on average since 1990, and the
International Monetary Fund (IMF) projects that its economy will continue to expand by 6-8
percent a year. In the previous five years, the gross output value of the forest industry in the PRC
grew remarkably, reaching over RMB700 billion in 2005. Mr. Jia Zhibang (OMr. JiaO), Chief
Administrator of the State Forestry Administration, has made in his speech in February 2006
(OSpeechO) that forestry legislation and law enforcement system in China was improved. During
the 10th Five-Year Program period (2001-2005), certificates with clearly defined forest ownership
(or tenure) for over 90 percent of forest land were issued. The damage rate of forest fires was
brought under 0.1 percent.

As referred to in the report named OChina and the Global Market for Forest Products ;
Transforming Trade to Benefit Forests and LivelihoodsO issued by Forest Trend, an international
non-profit organization, China is now the worldOs largest consumer of many natural resources and
a dominant player in the global timber market. In just ten years, it moved from a ranking of
seventh to second among all nations in terms of the total value of its forest products imports, and
it is now the leading importer of industrial roundwood. Between 1997 and 2005, the value of its
forest product imports rose from $6.4 billion to $16.4 billion, and the volume more than tripled.
This was a reflection of three things: the countryOs own increasing consumption of forest products;
the rising international demand for low-cost forest products manufactured in China; and ChinaOs
inability to meet rising demand through production from its own forests.
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The National PeopleOs Congress in March 2006 endorsed the 11th Five-Year Program (2006-
2010) (OProgramO), which builds on a gradual shift in the GovernmentOs emphasis since 2003
toward policies aimed at achieving balanced, equitable, and sustainable development. The Program
generally gives attention to standards of living and the environment as well as to the economy.
The primary economic target is an average GDP growth rate of 7.5% over the next 5 years. Key
goals are to reduce both energy consumption and discharge of major pollutants. Of the 22 goals,
only two related to economic growth, while about one-third relate to use of resources and the
environment. Targets stipulated under the Program related to use of resources and the environment
included the reduction of total discharge of major pollutants by 10% and increase the forest
coverage in the country from 18.2% to 20%.

Mr. Jia has further pointed out in the Speech that, by the year 2010, the forest stock volume
in the PRC will reach 13.2 billion cubic metre, the gross output value of forest industry will reach
RMB1200 billion and the commercial timber output will reach 99.8 million cubic metre. The
country will strive for building the comparatively complete forest ecological system and developed
industrial system.

A variety of factors lie behind ChinaOs burgeoning demand for forest products. The most
obvious is the countryOs remarkable economic growth. China has had considerable success in
reducing poverty, while disposable income has steadily increased. All of this has stimulated a
sharp increase in the domestic demand for forest products.

Based on the aforesaid, we concur with the view of the management of the Company that
the Acquisition together with the Previous Acquisition will position the Group to benefit from the
continuous prosperity in the forest industry in the PRC.

Given that (i) the ecological forestry business generated positive results to the Group since
the Previous Acquisition; (ii) the progress made by Beijing WFC so far; and (iii) the prospect of
the forest industry in the PRC is expected to be promising in the forthcoming years and the
protection and management of forest resources in the country got on a legal track, we consider that
the Acquisition is in line with the GroupOs corporate strategy to diversify into business with high-
growth potential and concur with the DirectorsO view that, through increasing the CompanyOs stake
in Beijing WFC, the Acquisition will benefit the Group by the increase in sharing the profits
generated by Beijing WFC.
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1. Consideration

Pursuant to the Acquisition Agreement, the Consideration of HK$300 million in cash to the Vendor
was determined with reference to the asset back-up, profitability, business scalability and market potential
of Beijing WFC and after armOs length negotiation between the Company and the Vendor.

In order to assess the fairness and reasonableness of the Consideration, we have sought to compare
it with the market statistics of companies listed on the Stock Exchange which are principally engaged in
the forest industry. However, no company listed on the Stock Exchange is principally engaged in the
forest industry. Given the business of Beijing WFC has been constituted mainly tree planting and
management, seedling propagation, manufacture and distribution of forest products in the PRC, we
therefore, alternatively, sought to compare the Consideration with the market statistics of companies
listed on the Shanghai Stock Exchange and Shenzhen Stock Exchange in the PRC which are principally
engaged in the forest industry (the OComparable CompaniesO). Details of our findings on the Comparable
Companies are summarised in the table below.

Audited  Audited net

eamings  asset value Premium
per share  per share Closing represented
for the forthe  price of the by the
financial  financial ~ share as at Price/ closing price
yearended  yearended  the Latest  earnings over the net
Stock Year ontheyear ontheyear Practicable multiple  asset value
Company name Stock cod  exchange  enddate  enddate  end date Date (OPIEQ) (OP/BO)
(Note) (Note)
(RMB) (RMB) (RMB) (Times) (%)
y € "8p .. 600189 Shanghai 31 December 0.25 433 8.30 33 192
b"@! 2005
(Jilin Forest Industry
Co,, Ltd))
®I{ 8p.. 600265  Shanghai 31 December 0.06 3.48 4.34 72 125
p"@! 2005
(Yunnan Jinggu
Forestry Co., Ltd.)
E 2QA 8 €« 000663  Shenzhen 31 December 0.0268 1.9856 481 179 242
p.h"®! 2005
(Fujian Yongan Forestry
(Group) Joint-Stock Co., Ltd.)
Average 95 186

Note : The figures are extracted from the relevant published annual reports of the corresponding companies.
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Price/earnings multiple

Given that Beijing WFC has not recorded turnover in forestry business in the past until the
six months ended 30 June 2006, there were no full year results available so far to provide the
earnings per share figure for our assessment.

However, as referred to in the Previous Circular, Leading Power International Limited and
Total Victory Investments Limited, being the vendors to the Previous Acquisition, has undertaken
to the Company that the audited consolidated net profit after tax of Beijing WFC prepared in
accordance with Generally Accepted Accounting Principles in Hong Kong for the two financial
years ending 31 December 2006 and 31 December 2007 shall not be less than HK$200 million
(OProfit GuaranteeO). Despite that the Profit Guarantee may not necessary reflect the actual
financial performance of Beijing WFC, we consider it reasonable for us to regard it as an alternative
reference to assess the fairness and reasonableness of the Consideration given the net profit of
Beijing WFC of approximately HK$99 million for the six months ended 30 June 2006 already
represented almost half of the profit sum under the Profit Guarantee while only one-fourth of the
guarantee period under the Profit Guarantee has elapsed. However, Shareholders are reminded
that the actual financial results of Beijing WFC may be affected by various factors which would
result in Beijing WFC failing to achieve the profit sum under the Profit Guarantee during the
period.

Assuming Beijing WFC were to achieve HK$200 million net profit for the two financial
years ending 31 December 2006 and 31 December 2007 as stipulated under the Profit Guarantee
(or HK$100 million per annum), the P/E ratio represents by the Consideration is 10 times. As
shown in the above table, the P/E ratio of the Comparable Companies ranged from 33 times to 179
times with an average of 95 times. The P/E ratio for the Acquisition of 10 times falls below the
above range.

Price to book ratio

Based on the table above, the P/B ratios of the Comparable Companies ranged from 1.25
times to 2.42 times with an average of 1.86 times. The audited net asset value of Beijing WFC as
at 30 June 2006 was approximately HK$423.5 million. Thus the P/B ratio for the Acquisition is
approximately 2.36 times which falls within the above range.
Valuation on Beijing WFC

We are given to understand by the Company that the technology intangible asset and

agricultural property assets of Beijing WFC are recorded at amortised cost in the audited financial
statements of Beijing WFC for the six months ended 30 June 2006.
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As referred to in Appendix IV to the Circular, LCH (Asia-Pacific) Surveyors Limited (OLCHO)
has been commissioned by the Company to appraise the value of certain technology intangible
asset and agricultural property assets of Beijing WFC (OAppraised AssetsO) as at 31 October 2006.
The Appraised Assets comprise of the followings:

1. The land use rights of two forest farms in Xiyang County, Jinzhong City, Shanxi
Province;
2. Various parcels of leased land for Broussonetia Papyrifera (commonly known as

Paper Mulberry) propagation and farm at various places of China;

3. The inventory of stocks of two man-made standing forests of Pinus Tabulaeformis
(commonly known as Chinese Pine trees) on land in Item 1 above;

4. The inventory of stocks of various man-made standing forests of Paper Mulberry on
land in Item 2 above; and

5. A patent in relation to the coding protein and application of a Broussonetia Papyrifera
i.e. Paper Mulberry Dehydration-Responsive Element Binding transcription factor
gene (BpDREB2) to regulate and enhance the tolerance of Broussonetia Papyrifera to
stress conditions such as drought, low temperature and high salt in China.

As advised by the Company, the book value of the Appraised Assets in the audited financial
statements of Beijing WFC as at 30 June 2006 was approximately HK$338.9 million. As stated in
the valuation report set out in Appendix IV to the Circular, the valuation of the Appraised Assets
performed by LCH is based on their market values in continued use as part of a going-concern
business of Beijing WFC, which represent in the amount of RMB983.1 million (equivalent to
approximately HK$967.5 million) (OAppraised ValueO). In arriving at their opinion of values, LCH
had considered three approaches, namely (i) market approach; (ii) income approach; and (iii) cost
approach, which LCH considered to be generally accepted in the valuation of Appraised Assets.
We have reviewed the assumptions underlying the valuation of the Appraised Assets performed by
LCH and are of the view that the assumptions have been arrived at on a fair and reasonable basis.

We note that the Appraised Assets constitute major parts of the asset backing of Beijing
WFC. We further note that, assuming no material changes to the net asset value of Beijing WFC as
at the Latest Practicable Date to that as at 30 June 2006 of approximately HK$423.5 million, the
pro forma net asset value of Beijing WFC, if taken into account the Appraised Value of the
Appraised Assets, will be close to the valuation of Beijing WFC implied by the Consideration, i.e.
HK$1,000 million. As such, we are of the view that the Consideration paid/to be paid by the
Company is justified by the asset backing of Beijing WFC.

Given that (i) the Consideration was arrived at after armOs length negotiation between the
Company and the Vendor; (ii) the P/E ratio of the Acquisition falls below the range of that of the
Comparable Companies; (iii) the P/B ratio of the Acquisition falls within the range of the
Comparable Companies; and (iv) the Consideration is justified by the asset backing of Beijing
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WFC based on the valuation of the Appraised Assets, we are of the view that the basis of the
Consideration was fair and reasonable.

I1l.  Financial effects of the Acquisition on the Group
Earnings

Based on the pro forma financial information following Completion as set out in Appendix
Il to the Circular, the pro forma net profit of the Enlarged Group attributable to equity holders of
the Company will be approximately HK$265.6 million, representing approximately HK5.70 cents
per Share (based on 4,662,807,600 Shares in issue as at the Latest Practicable Date). The audited
net profit after taxation attributable to equity holders of the Company for the year ended 30 June
2006 was approximately HK$83.2 million, representing approximately HK2.72 cents (based on
weighted average number of ordinary shares in issue of 3,055,886,000 Shares during the year
ended 30 June 2006). The profit increment was mainly due to a non-recurrent gain arose out of the
execution of an overall arrangement for the restructuring of assets and equity interests in Beijing
WFC in preparation for its new business undertakings in ecological forestry.

Given the profitable track record of Beijing WFC for the six months ended 30 June 2006
and the promising future of the forest industry analyzed above, we consider that it is reasonable
for the Directors to expect that the Acquisition will have a favorable impact on the earning base of
the Group.

Net asset value

Based on the pro forma financial information following Completion as set out in Appendix
Il to the Circular, the pro forma net asset value of the Enlarged Group will be approximately
HK$698.1 million, representing approximately HK$0.15 per Share (based on 4,662,807,600 Shares
in issue as at the Latest Practicable Date). The pro forma net asset value per Share following
Completion represents a decrease of approximately 25% to the audited net asset value per Share of
approximately HK$0.20 as at 30 June 2006 (based on 4,662,807,600 Shares in issue as at the
Latest Practicable Date). The decrease in the net asset value per Share based on the pro forma net
asset value of the Enlarged Group arises because of adjustments represent the effect of the settlement
of the Consideration immediately upon the Completion including the creation of goodwill, the
settlement a portion of the Consideration upon Completion and the accrual of the remaining
unsettled portion of the Consideration.

Notwithstanding the decrease in the overall net asset value of the Group following
Completion, we note that the net asset value attributable to the equity holders of the Company
(excluding minority interests) of approximately HK$698.1 million as at 30 June 2006 for which is
the same as the pro forma net asset value attributable to the equity holders of the Company of the
Enlarged Group. Based on the foregoing, we consider that the decrease in the overall net asset
value of the Group following Completion to be acceptable.
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Gearing

According to the Acquisition Agreement, the Consideration is payable by the Company in
the following manner:-

(i) HK$30 million paid on the date of the Acquisition Agreement as a refundable deposit;
(i)  HK$30 million to be paid upon the Completion;

(iii)  HK$100 million to be paid on 31 December 2007; and

(iv) the remaining balance of HK$140 million to be paid on 31 December 2008.

As referred to in the Letter, the Company intends to finance the Consideration with internal
financial resources and future profit distributable from Beijing WFC.

We note that the Group has cash and bank balance of approximately HK$284.4 million as at
30 June 2006. Assuming the cash and bank balance of the Group as at the Latest Practicable Date
remains at similar level as that at 30 June 2006, the shortfall portion of the Consideration which
the Company has to rely on future profit distributable from Beijing WFC is approximately HK$15.6
million. Should the profit distributable from Beijing WFC prior to 31 December 2008 insufficient
to cover any shortfall portion of the Consideration, the Company may be required to seek, among
others, debt financing which may have an adverse effect to the gearing position of the Group.
Given the profitable track record of Beijing WFC so far, we concur that it is reasonable for the
Company to rely on future profit distributable from Beijing WFC to finance the aforesaid shortfall
portion of the Consideration without adversely affecting the gearing ratio of the Group.

Other areas for the attention of the Shareholders
Future expansion

As referred to in the announcement of the Company dated 18 December 2006 (OClarification
AnnouncementO), a number of cooperative framework agreements / letter of intents has been
entered into by Beijing WFC with governments/forestry bureaus of different cities/counties in the
PRC in accordance with which Beijing WFC shall acquire leasehold interests in forest lands
located in various provinces in the PRC for the plantation of the genetically modified tree specie
Broussonetia Payriferalvent with area totaling 10,400,000 Chinese Mu in aggregate. However,
formal transfer contract has been made for the portion of 89,697.5 Chinese Mu by area while the
rest are still under negotiation and subject to contract.

Shareholders should note that the future expansion of the forestry business of the Group
relies on, among other things, its ability to secure suitable forest land for the plantation of the
genetically modified tree specie Broussonetia Payriferalvent, failing which may result in the business
plan of the Group be adversely affected.

29



LETTER FROM VXLFS

Working capital

As referred to in Appendix | to the Circular, the Directors are of the opinion, that, based on
the present available facilities, internal resources of the Group, the banking facilities to be arranged
for the finance of the Acquisition and in the absence of unforeseeable circumstances, the Enlarged
Group will have sufficient working capital to satisfy its requirement for the next twelve months.
We note that such statement was made by the Directors based on the following assumptions:

(i) all the presently available banking facilities can be renewed in full on their respective
due dates and an additional credit facilities of not less than HK$20 million will be
obtained; and

(i)  the Group will finance its working capital by way of equity financing which may
include placement of new shares should the internal liquidity resources generated by
the GroupOs anticipated profitable operations cannot meet its funding requirements.

Given that the financing proposals assumed by the Directors may or may not succeed, there
is no assurance that the Group can obtain the relevant funding. As such, there can be no assurance
that the Enlarged Group will have sufficient cash flow to finance the development of its forestry
business as some of the factors are out of its control. Shareholders should note that should the
Company fail to satisfy its working capital requirement subsequent to the Acquisition, the business
and financial position of the Group may be adversely affected.

CONCLUSION AND ADVICE

Despite the fact that the Acquisition will involve certain business risk as detailed in the above
section headed OOther areas for the attention of the ShareholdersO, we, having taken into account the
above factors and reasons, in particular:

b the ecological forestry business generated positive results to the Group so far since the
Previous Acquisition;

b the Acquisition together with the Previous Acquisition will position the Group to benefit
from the continuous prosperity in the forest industry in the PRC;

b the Consideration arrived at after armOs length negotiation is fair and reasonable when
comparing its P/E ratio and P/B ratio with that of the Comparable Companies while the
Consideration is justified by the asset backing of Beijing WFC based on the valuation of the
Appraised Assets; and

b the Acquisition will have a favorable impact on the earning base of the Group without

giving material adverse effect to the gearing position of the Group while the decrease in net
asset value of the Group as a result of the Acquisition is acceptable;

30



LETTER FROM VXLFS

consider that the Acquisition is fair and reasonable so far as the interests of the Shareholders are concerned
and it is in the interest of the Company and the Shareholders as a whole. Accordingly, we advise the
Independent Board Committee to recommend the Shareholders to vote in favour of the resolution to be
proposed at the SGM to approve the Acquisition.

Yours faithfully,
For and on behalf of
VXL Financial Services Limited
Gary Mui
Director
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SUMMARY OF FINANCIAL RESULTS FOR THE THREE YEARS ENDED 30 JUNE 2006

The following financial information has been extracted from the audited financial statements of
the Group for each of the three years ended 30 June 2006:

Consolidated Income Statement
for the year ended 30 June 2006

2006 2005 2004
HK$0000 HK$0000 HK$0000
(restated) (restated)
Turnover 360,770 138,262 189,026
Cost of sales (166,852) (126,776) (128,919)
Gross profit 193,918 11,486 60,107
Other revenue 4,435 2,722 1,523
Other net gain/(loss) 8,752 (8,580) 146
Selling and distribution expenses (25,839) (13,035) (9,803)
Administrative expenses (15,992) (14,885) (15,544)
Other operating expenses (40,714) (96,486) (13,898)
Profit/(loss) from operating activities 124,560 (118,778) 22,531
Finance costs (3,295) (152) (141)
Share of profits/(losses) of jointly-controlled entities 1,640 (30,838) 10,509
Profit/(loss) before taxation 122,905 (149,768) 32,899
Taxation 534 (421) (1,489)
Profit/(loss) for the year 123,439 (150,189) 31,410
Attributable to:
b Equity holders of the Company 83,208 (150,189) 29,614
D Minority interests 40,231 b 1,796
123,439 (150,189) 31,410

Earnings/(loss) per share for result attributable
to the equity holders of the Company
during the year
b basic

b diluted
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AUDITED CONSOLIDATED FINANCIAL STATEMENTS OF THE GROUP FOR THE YEAR
ENDED 30 JUNE 2006

Consolidated Income Statement
for the year ended 30 June 2006

2006 2005
Notes HK$0000 HK$O000
(restated)
Turnover 7 360,770 138,262
Cost of sales (166,852) (126,776)
Gross profit 193,918 11,486
Other revenue 7 4,435 2,722
Other net gain/(loss) 9 8,752 (8,580)
Selling and distribution expenses (25,839) (13,035)
Administrative expenses (15,992) (14,885)
Other operating expenses (40,714) (96,486)
Profit/(loss) from operating activities 10 124,560 (118,778)
Finance costs 13 (3,295) (152)
Share of profits/(losses) of
jointly-controlled entities 1,640 (30,838)
Profit/(loss) before taxation 122,905 (149,768)
Taxation 14 534 (421)
Profit/(loss) for the year 123,439 (150,189)
Attributable to:
b Equity holders of the Company 83,208 (150,189)
b Minority interests 40,231 b
123,439 (150,189)
Earnings/(loss) per share for result attributable
to the equity holders of the Company
during the year
b basic 16 HK2.72 cents (HK5.61 cents)
b diluted 16 HK2.56 cents N/A
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Consolidated Balance Sheet
at 30 June 2006

ASSETS

Non-current assets

Property, plant and equipment
Construction in progress

Prepaid lease payments

Investment properties

Intangible assets

Interests in jointly-controlled entities
Biological assets

Current assets
Inventories
Trade receivables
Prepaid lease payments
Prepayments, deposits and other receivables
Financial assets at fair value through
profit or loss
Non-current asset held for sale
Pledged bank deposits
Bank and cash balances

Total assets

EQUITY AND LIABILITIES

Capital and reserves attributable to
the CompanyQs equity holders

Share capital

Reserves

Minority interests

Total equity
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Notes

17
18
19
20
21
23
24

25
26
19
27

28
29
40
30

31

2006 2005
HK$O000 HK$O000
(restated)
64,232 63,897
11,240 5]
13,122 4,620
2,500 10,909
594,479 5]
28,282 19,509
241,691 5]
955,546 98,935
38,264 33,021
207,344 40,719
301 125
24,350 40,465
4,992 14,140
2,735 5]
10,988 14,760
273,421 217,382
562,395 360,612
1,517,941 459,547
387,981 294,149
310,138 148,443
698,119 442 592
236,818 5]
934,937 442 592
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Non-current liabilities
Promissory notes payable
Convertible notes payable
Deferred taxation

Current liabilities

Trade payables

Other payables and accruals
Promissory notes payable
Amount due to minority interests
Interest-bearing bank borrowings
Finance lease payable

Provision for taxation

Deferred revenue

Total liabilities

Total equity and liabilities

Net current assets

Total assets less current liabilities

35

Notes

34
35
36

37

34
38
39
41

42

2006 2005
HK$O000 HK$O000
(restated)
46,146 5]
150,858 15}
63,000 691
260,004 691
2,926 2,869
25,829 8,031
174,452 5]
56,005 5]
21 88
o) 120
5,235 5,156
58,532 5]
323,000 16,264
583,004 16,955
1,517,941 459,547
239,395 344,348
1,194,941 443,283
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Consolidated Statement of Changes in Equity
for the year ended 30 June 2006

Attributable to Shareholders

Fixed Invesiment
Share Subscription ~~asset  property  Statutory Exchange Conversion Proposed
Share  premum  right revaluation revaluation  reseve  Capital fluctuaion opfion  Retained final  Minoriy
Capital ~ Account  reserve  reserve  reserve fnd  reserve  reserve  reseve  profis  dividends  Inferest  Total
HKSOOOD  HK$O000  HKSOODD  HKSOOOD  HKSO00D  HKSOODD  HKSOOOD  HKQOO  HKSOODD  HKSOOOD  HKSO0DD  HKSOO0D  HKSO0OO

(note ) (note i) (note i
At 1 July 2004
As originally stated U5058 26239 U5 5761 126 189 (419 (L68) b 101819 4919 b 49919
Effect of changes in
accounting poliies ) ) b 2550 (126) ) ) ) D (349 ) b (302
As restated W98 B89 UM 309 b 189 (19 (1613 b191410 4919 b 496165
Arising on exercise of share options 2780 382 D ) ) ) ) ) ) ) ) b 6m
Issue of shares 4890 48900 ) ) ) ) ) ) ) ) ) b 97800
Expenses incurred in connection
ith issue of shares b 280 ) ) ) ) ) ) ) ) ) B (2850)
Repurchase of shares (3489 (2683) B ) ) ) ) ) ) ) ) b (6132
Surplus on revaluation,
net of deferred taxation ) ) ) 2101 ] ] ] ] b ] ] ] 2101
Net loss for the year ) ) ) ) ) ) ) ) B (150,189) ) b (150,189)
Final dividends in respect
of the previous year
approved and paid ) ) ) ) ) ) ) ) ) B (4919 B (@99
Share in reserve movement
of jointly-contralled entities ) ) ) ) ) b3 15 ) ) ) b 3%
At 30 June 2005 and
1July 2005
As originally stated 04149 T3S UM3 13716 08189 3504 (15%) b d16% b b 451504
Effect of changes in
accounting policies ) ) bBa0 (08 ) ) ) b (31 ) D (8%

As restated 04149 T3EB UM3 536 B 189 354 (1599) Il ) b 459
Currency translation difference ) ) ) ) ) ) ) 495 ) ) ) ) 495
Atising on exercise ofhare options 0060 21860 ) ) ) ) ) ) ) ) ) b 48480
Arising on business combination 5,000 11,600 ) ) ) ) ) ) ) ) D 106587 266,187
Arising from issuance of

convertble notes ] ] ] ] ] ] ] D 37949 ) ) D 37949
Arising upon conversion of

convertile notes info new shares,

net of deferredaxation 5550 3100 ) ) ) ) ) b (33 ) ) p15m
Repurchase of shares (268) 2 B ) ) ) ) ) ) ) ) B (309)
Surplus on revaluation,

net of deferred taxation b b b16% D ) ) ) ) ) ) B 16%
Transfer upon asset reclassification

s held for sale ) ) ) @ b ) ) ) ) 3 ) ) )
Net profitfor the year ] ] ] ] ] ] ] ] D 83208 D 40231 123439
Share in reserve movement of

jointly-controlled entiies ) ) B (1180) ) ) ) 316 ) ) ) B (8
Reserve appropriation ) ) ) ) b 18R ) ) b 18 ) ) )
At 30 June 2006 37081 U607 2453 5699 b B3 350 (1n) el 112,680 D 236818 934937
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Attributable to Shareholders

Fived Investment
Share Subscription ~~ asset ~ property  Statutory Exchange Conversion Proposed
Share  premium  right revaluation revaluation  reserve  Capital fluctuation  option  Refained final  Minority
Capial ~ Account  reseve  reseve  resenve fnd  reseve  reseve  reseve  profs  dividends  Interest  Total
HKSO00D  HKSOOOD  HKSOOOD  HKSOO00  HKSOODD  HKSOOD  HKSOOOD  HKOOD  HKSGOOD HKSOOOD  HKSOOOD  HKSOO0D  HKSOOOO

(note 1) (note i) (note i
Reserves and equity retained by:
Company and subsidiaries X781 16077 453 3639 KN b (118 Men 13054 ) B 710026
Minorty shareholder ) ) ) ) ) ) ) ) ) ) D236818 236,618
Jointly-controlled entities ] ] B 2060 ) D35 Bl b (17862) ) B (1L907)
At 30 June 2006 J7981 16011 24543 569 b B 35U (1) g2l 112,680 D 236818 93497
Company and subsidies 04149 73N 453 2076 b 189 b (1613 b 60783 ) D 4553%
Jointly-controlled entities ) ) D30 ) b 35 15 b (19502) ) VAR
At 30 June 2005, as restated 04149 738 UM3 5316 D189 3504 (L599) D48l ) D 44259
Notes:
(i) Subscription right reserve represents net proceeds received from issue of warrants.
(i) In accordame with the relevant People®s Republic of China (OPRCO) regulations, the subsidiaries of the Group

established in the PRC are required to transfer a certain percentage of the profit after taxation, if any, to a
statutory reserve fund. Subject to certain restrictions as set out in the relevant PRC regulations, the statutory
reserve fund may be used to offset the accumulated losses, if any, of the subsidiaries.

(iii) Conversion option reserve represents equity portion of convertible notes issued by the Company and are transferred

to the share premium account upon exercise of the conversion rights vested with the convertible note instruments;
or directly released to retained profits when the convertible notes are redeemed.

37



APPENDIX |

FINANCIAL INFORMATION OF THE GROUP

Consolidated Cash Flow Statement
for the year ended 30 June 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Profit/(loss) before taxation

Interest income
Dividend income from listed and unlisted investments
Finance costs
Amortisation of goodwill
Amortisation of patent in application
Amortisation of paper mulberry saplings
Depreciation on property, plant and equipment
Net realised loss on disposal of financial assets
at fair value through profit or loss
Net loss on re-measurement of financial assets
at fair value through profit or loss
Surplus on revaluation of leasehold properties, net
(Surplus)/deficit on revaluation of
investment properties, net
Release of prepaid lease payments
Gain on changes in fair value less estimated
point-of sale costs of biological assets
Impairment loss on goodwill
Impairment loss on long term investment
Share of profits/(losses) of jointly-controlled entities

Operating profit/(loss) before working
capital changes

Decrease in biological assets
(Increase)/Decrease in inventories
(Increase)/Decrease in trade receivables
Decrease in prepayments, deposits

and other receivables
Increase/(Decrease) in trade payables
Increase in other payables and accruals
Increase in deferred revenue

Cash generated from/(used in) operations

Hong Kong profits tax refunded
Overseas taxes paid

NET CASH INFLOW/(OUTFLOW)
FROM OPERATING ACTIVITIES

38

2006 2005
HK$O000 HK$0000
(restated)
122,905 (149,768)
(3,644) (1,517)
(148) (67)
3,295 152
15} 10,694
9,064 5}
17,833 5}
6,810 6,517
450 b
3,611 4,951
(43) (252)
(850) 3,881
154 125
(11,920) b
5} 61,942
5} 6,667
(1,640) 30,838
145,877 (25,837)
26,665 b
(5,243) 13,125
(166,804) 5,437
17,175 626
57 (342)
14,841 122
9,616 15}
42,184 (6,869)
79 147
15} (8)
42,263 (6,730)
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Consolidated Cash Flow Statemen{Continued)
for the year ended 30 June 2006

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received
Dividend received from listed and unlisted investments
Acquisition of financial assets at fair value

through profit or loss
Capital contribution to jointly-controlled entities
Purchases of fixed assets
Increase in construction in process

Net cash outflow on business combination B note (43(c))

Proceeds from disposal of investment properties

Proceeds from disposal of financial assets at fair value
through profit or loss

Decrease in pledged bank deposits

Net cash (outflow)/inflow from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Interest paid

Dividends paid

Other loans advanced by the Group

Repayment of other loans to the Group

Advance from minority interests

Repayment to minority interests

Repayment of bank loans

Capital element of finance lease rental payments
Proceeds from issue of shares

Proceeds from exercise of share options and warrants
Repurchase of shares

Expenses on issue of shares

Net cash inflow from financing activities

NET INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

ANALYSIS OF BALANCES OF CASH AND
CASH EQUIVALENTS AT END OF YEAR

Bank and cash balances

Bank overdrafts, secured
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2006 2005
HK$0000 HK$O000
(restated)
3,644 1,517
148 67
b (8,270)
(7,936) 15}
(1,000) (761)
(11,240) b
(47,092) b
9,259 b
5,087 b
3,772 21,930
(45,358) 14,483
(77) (152)
b (4,919)
b (6,500)
b 16,570
32,365 b
(21,138) b
b (2,102)
(120) (195)
b 97,800
48,480 6,672
(309) (6,132)
b (2,850)
59,201 98,192
56,106 105,945
217,294 111,349
273,400 217,294
273,421 217,382
(21) (88)
273,400 217,294
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Balance Sheet
at 30 June 2006

ASSETS
Non-current assets
Interests in subsidiaries

Current assets

Notes

22

Prepayments, deposits and other receivables 27

Bank and cash balances

Total assets

EQUITY AND LIABILITIES

Capital and reserves attributable to
the CompanyQs equity holders

Share capital

Reserves

Total equity

Non-current liabilities
Promissory notes payable
Convertible notes payable
Deferred taxation

Current liabilities
Other payables and accruals
Promissory notes payable

Total liabilities

Total equity and liabilities
Net current (liabilities)/assets

Total assets less current liabilities

31
33

34
35
36

34

40

2006 2005
HK$0000 HK$O000
930,052 350,838
484
8,706 44,314
9,190 44,314
939,242 395,152
387,981 294,149
170,653 100,965
558,634 395,114
46,146 15}
150,858 15}
7,165 15}
204,169 5}
1,987 38
174,452 15}
176,439 38
380,608 38
939,242 395,152
(167,249) 44,276
762,803 395,114
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Notes to the Financial Statements
for the year ended 30 June 2006

1.

GENERAL

The Company was incorporated in Bermuda as an exempted company with limited liability and its shares are
listed on The Stock Exchange of Hong Kong Limited. The address of registered office and principal place of
business of the Company are disclosed in corporate information to the annual report.

The principal activity of the Company is investment holding. The principal activities of the CompanyOs subsidiaries
are set out in note 22 to the financial statements.

On 8 May 2006, the Company completed the acquisition of 100% shareholding interests in Strong Lead Investment
Limited (OStrong LeadO), a company incorporated in the British Virgin Islands, whose sole asset is a 70% equity
interest in Beijing Wan Fu Chun Forest Resources Development Company Limited (OBeijing WFCO), a sino-
foreign joint venture company, which is principally engaged in the business of tree planting and management,
manufacture and distribution of forest products of timber and bark materials in the PRC. Other than the foregoing,
there has been no substantial change from prior years in respect of the GroupOs business undertakings. Further
details of the acquisition are included in note 43 below.

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS/
CHANGES IN ACCOUNTING POLICIES

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

Owner-occupied leasehold interest in land

In previous years, owner-occupied leasehold land and buildings were included in property, plant and equipment
and measured using the cost model. In the current year, the Group has applied HKAS 17 OLeasesO. Under HKAS
17, the land and buildings elements of a lease of land and buildings are considered separately for the purpose of
lease classification, unless the lease payments cannot be allocated reliably between the land and buildings elements,
in which case, the entire lease in generally treated as a finance lease. To the extent that the allocation of the lease
payments between the land and buildings elements can be made reliably, the leasehold interests in land are
reclassified to prepaid lease payments under operating leases, which are carried at cost and amortised over the
lease term on a straight-line basis. This change in accounting policy has been applied retrospectively (Note 3).

Investment properties

In the current year, the Group has, for the first time, applied HKAS 40 Olnvestment PropertyOQ. The Group has
elected to use the fair value model to account for its investment properties which requires gains or losses arising
from changes in the fair values of investment properties to be recognised directly in profit or loss for the year in
which they arise. In previous years, investment properties under the predecessor accounting standard were measured
at open market values, with revaluation surplus or deficits credited or charged to investment property revaluation
reserve unless the balance on this reserve was insufficient to cover a revaluation decrease, in which case the
excess of the revaluation decrease over the balance on the investment property revaluation reserve was charged to
the consolidated income statement. Where a decrease had previously been charged to the consolidated income
statement and a revaluation surplus subsequently arose, that increase was credited to the consolidated income
statement to the extent of the decrease previously charged. As a result of the adoption of the new accounting
standard, the amount recorded in investment properties revaluation reserve at 1 July 2005 has been transferred to
the GroupOs retained profits (Note 3).
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Financial instruments

In the current year, the Group has applied HKAS 32 OFinancial Instruments: Disclosure and PresentationO and
HKAS 39 OFinancial Instruments: Recognition and MeasurementO. The adoption of these new HKASs has resulted
in a change in accounting policy for the recognition, measurement, de-recognition and disclosure of financial
instruments. Upon the adoption of HKASs 32 and 39, the financial assets of the Group have been classified into
the respective categories of financial assets at fair value through profit and loss; available-for-sale financial
assets; loans and receivables; and held-to-maturity financial assets. The classification depends on the purpose for
which the assets are held.

b Held-to-maturity investments comprised of non-derivative financial assets with fixed or determinable
payments and fixed maturity that the Group has the positive intention and ability to hold to maturity. The
investments are carried at amortised cost using the effective interest method less provision for impairment.

b Financial assets at fair value through profit or loss, including those held for trading, are designated at
inception and measured at fair value. Changes in fair value are recognised in the income statement in the
period in which they arise. The fair value is based on the quoted market price without any deduction for
estimated future selling costs and provisions. Derivatives are also categorised as held for trading unless
they are designated as hedges.

b Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market and are carried at amortised cost using effective interest method, less
provision for impairment, if any which is accounted for in the consolidated income statement.

b Available-for-sale financial assets are non-derivative financial assets so designated and not classified
under any of the above categories. These financial assets are carried at fair value and changes in fair
value are recognised directly in the equity until the relevant financial asset is derecognised, at which time
the cumulative gain or loss previously recognised in equity shall be recognised in the consolidated
income statement.

At 30 June 2005, the Group owned short term securities investment that are stated at their fair values on the basis
of quoted market prices at the balance sheet date, on an individual investment basis. The gains or losses arising
from changes in fair values of the securities were credited or charged to the consolidated income statement in the
period in which they arise. Commencing the current financial year, as a result of the adoption of the new HKASSs,
the Group has reclassified these securities investment as Ofinancial assets at fair value through profit or lossO. The
reclassification has no material effect on the results of the Group for the current and prior year.

Convertible notes

Previously, convertible notes were classified as liabilities and carried at proceeds received. In accordance with
HKAS 32 and HKAS 39, convertible notes are regarded as compound instruments, consisting of a liability
component and an equity component, unless in certain circumstances when the issuer is required to recognise the
instrument as a whole as financial liability with embedded derivatives. Derivatives embedded in a financial
instrument are treated as separate components when their economic risks and characteristics are not closely
related to those of the host contract (the liability component) and the host contract is not carried at fair value
through profit or loss. Upon first time adoption of HKAS 32 and HKAS 39, convertible notes issued by the
Company are split into their liability and equity components at initial recognition. The liability component is
subsequently carried at amortised cost. The equity component is recognised as conversion option reserve, a
separate component of equity, until the convertible notes are either converted (in which case it is transferred to
share premium account) or redeemed (in which case it is released directly to retained profits).
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Share-based payments

In the current year, the Group has applied HKFRS 2 OShare-based PaymentsO which requires an expense to be
recognised where the Group buys goods or obtain services in exchange for shares or rights over shares (Oequity-
settled transactionsO), or in exchange for other assets equivalent in value to a given number of shares or rights
over shares (Ocash-settled transactionsO). Prior to the application of HKFRS 2, the Group did not recognise the
financial effect of share options until they are exercised. As a result of the adoption of this new HKFRS, the
GroupOs accounting policy has been revised for the recognition of the fair value of share options granted as an
expense. In respect of share options outstanding as at 30 June 2005, the Group was not required to account for
these outstanding share options in accordance with the relevant transitional provisions of this new HKFRS, as
they were either granted on or before 7 November 2002 or granted after 7 November 2002 and fully vested before
1 July 2005. The impact of HKFRS 2 on the results of the Group for current or prior accounting periods has been
evaluated and determined to be not material.

The Group has not early applied the following new standards, amendments and interpretation that have been
issued but are not yet effective. The group is in the process of making an assessment of the potential impact of
these standards, amendments and interpretations. These may result in changes in the future as to how the results
and financial position are prepared and presented.

HKAS 1 (Amendment) Capital disclosurfes

HKAS 19 (Amendment) Actuarial gains and losses, group plans and disclosures

HKAS 21 (Amendment) Net investment in a foreign oper&tion

HKAS 39 (Amendment) Cash flow hedge accounting of forecast intragroup transactions

HKAS 39 (Amendment) The fair value optibn

HKAS 21 & HKFRS 4

(Amendments) Financial guarantee contracts

HKFRS 6 Exploration for and evaluation of mineral resoutces

HKFRS 7 Financial instruments: disclosures

HK(IFRIC) B INT 4 Determining whether an arrangement contains a?lease

HK(IFRIC) B INT 5 Rights to interests arising from decommissioning, restoration and
environmental rehabilitation funéls

HK(IFRIC) B INT 6 Liabilities arising from participating in a specific market B waste electrical
end electronic equipment

HK(IFRIC) B INT 7 Applying the restatement approach under HKAS 29 financial reporting in

hyperinflationary economiés

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

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

3 Effective for annual periods beginning on or after 1 December 2005.
4 Effective for annual periods beginning on or after 1 March 2006.
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3. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

(i) The effects of the changes in the accounting policies described in Note 2 on the GroupOs results for the
current and prior year are as follows:

Year ended Year ended
30 June 2006 30 June 2005
HK$0000 HK$O000
Increase/(decrease) in result
Increase in surplus/decrease in deficit arising on
revaluation of investment properties 850 172
Increase/(decrease) in revaluation surplus of
leasehold properties (93) 37
Increase in release of prepaid lease payments (154) (125)
Increase in convertible note interest (1,023) b
Increase in promissory note interest (1,878) b
Increase in deferred tax charges b (142)
Decrease in depreciation charges 103 33
(2,195) (25)
(ii) The cumulative effects of the application of the new HKFRSs on the consolidated income statement for
the year ended 30 June 2005 are summarised below:
Year ended Adjustments on
30 June 2005 adoption adoption adoption Year ended
(originally of of of HKAS 30 June 2005
stated) HKAS 17 HKAS 40 32&39 (restated)
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000
Income statement items
Increase/(decrease) in result
Depreciation (6,550) 33 b b (6,517)
Release of prepaid lease payments b (125) b b (125)
Surplus on revaluation of
leasehold properties 215 37 b b 252
Deficit on revaluation of
investment properties (4,053) b 172 b (3,881)
Deferred tax charges b (53) (89) b (142)
Net unrealised loss on
short term investments (4,951) b b 4,951 b
Net loss on re-measurement of
financial assets at fair value
through profit or loss b b b (4,951) (4,951)
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The cumulative effects of the application of the new HKFRSs on the consolidated balance sheet as at 30
June 2005 and 1 July 2005 are summarised below:

At Adjustments on At
30 June 2005 adoption adoption adoption 30 June 2005
(originally of of of HKAS and 1 July 2005
stated) HKAS 17 HKAS 40 32&39 (restated)
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Balance sheet items
Increase/(decrease) in assets
Property, plant and equipment 79,887 (15,990) b b 63,897
Prepaid lease payments

(non-current portion) b 4,620 b b 4,620
Prepaid lease payments

(current portion) b 125 b b 125
Short term investment 14,140 b b (14,140) b
Financial assets at fair value

through profit or loss b b b 14,140 14,140
Increase/(decrease) in liabilities
Deferred taxation 2,954 (2,263) b b 691
Increase/(decrease) in equity
Retained profits 41,655 (582) 208 b 41,281
Investment property

revaluation reserve 208 b (208) b b
Fixed asset revaluation reserve 13,716 (8,400) b b 5,316

4. BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
(OHKFRSsO) (which also include Hong Kong Accounting Standards (OHKASsO) and Interpretations) issued by the
Hong Kong Institute of Certified Public Accountants, accounting principles generally accepted in Hong Kong and
the disclosure requirements of the Hong Kong Companies Ordinance. They have been prepared under the historical
cost convention, except for the periodic re-measurement of leasehold properties, investment properties, financial
assets at fair value through profit or loss, as well as certain biological assets as further explained below. These
financial statements are presented in Hong Kong dollar and all values are rounded to the nearest thousand
(HK$D000) except when otherwise indicated.

The presentation of financial information in conformity with HKFRSs requires management to make judgments,
estimates and assumptions that affect the application of policies and reported amounts to assets, liabilities,
income and expenses. The estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making the judgments about carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from those 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 revision and future periods if the revision
affects both current and future periods.
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Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries
made up to 30 June each year.

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

All significant inter-company transactions and balances within the Group are eliminated on consolidation. Unrealised
losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.
Effects of different accounting policies of subsidiaries are adjusted for where necessary to ensure consistency
with the policies adopted by the Company.

Minority interests in the net assets of consolidated subsidiaries are identified separately from the GroupOs equity
therein. Minority interests consist of the amount of those interests at the date of the original business combinations
(see below) and the minorityOs share of changes in equity since the date of the combination. Losses applicable to
the minority in excess of the minorityOs interest in the subsidiaryOs equity are allocated against the interests of the
Group except to the extent that the minority has a binding obligation and is able to make an additional investment
to cover the losses.

A summary of the significant accounting policies adopted by the Group is set out below.
(a) Subsidiaries

Subsidiaries are entities (including special purpose entities) over which the Group has the power to
govern the financial and operating policies generally accompanying a shareholding or equity holding of
more than one half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Group controls another
entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.
The cost of an acquisition is measured as the fair value of the assets given, equity instruments issued and
liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition.
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at their fair values at the acquisition date, irrespective of the extent of any minority
interest. The excess of the cost of acquisition over fair value of the acquirorOs interest in the identifiable
net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net
assets of the subsidiary acquired, the difference is recognised directly in the consolidated income statement.

In the CompanyOs balance sheet interests in subsidiaries are stated at cost together with advances from the
Company which are neither planned nor likely to be settled in the foreseeable future, less provision for
any impairment losses. The results of subsidiaries are included in the CompanyOs income statement to the
extent of dividends received and receivable.

(b) Jointly-controlled entities

A joint venture company is a company set up by contractual arrangement, whereby the Group and other
parties undertake an economic activity. The joint venture company operates as a separate entity in which
the Group and the other parties have an interest. A jointly-controlled entity is a joint venture company
which is subject to joint control, resulting in none of the participating parties having unilateral control
over the economic activity of the jointly-controlled entity.

The joint venture agreement between the venturers stipulates the capital contributions of the joint venture
parties, the duration of the joint venture and the basis on which the assets are to be realised upon its
dissolution. The profits or losses from the joint venture companyOs operations and any distributions of
surplus assets are shared by the venturers, either in proportion to their respective capital contributions, or
in accordance with the terms of the joint venture agreement.

The GroupOs share of the post-acquisition results and reserves of jointly-controlled entities is included in
the consolidated income statement and consolidated reserves, respectively. The GroupOs interests in jointly-
controlled entities are stated in the consolidated balance sheet at the GroupOs share of net assets under the
equity method of accounting, less any impairment losses.
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Intangible assets
Goodwill

Goodwill arising on acquisition of subsidiaries represents the excess of the cost of the acquisition over
the GroupOs share of the fair values of the identifiable assets and liabilities acquired as at the date of
acquisition.

The carrying amount of goodwill is reviewed annually and written down for impairment when it is
considered necessary. Goodwill is allocated to cash-generating units (OCGUsO) for the purpose of
impairment testing. The allocation is made to those CGUs or groups of CGUs that are expected to benefit
from the business combination in which the goodwill arose. A previously recognised impairment loss for
goodwill is not reversed unless the impairment loss was caused by a specific external event of an
exceptional nature that was not expected to recur, and subsequent external events have occurred which
have reversed the effect of that event.

Patent in application

Patent in application is stated in the balance sheet at cost less accumulated amortisation (where the
estimated useful life is other than indefinite) and impairment losses. Amortisation of patent in application
is charged to consolidated income statement on a straight line basis over its estimated useful life unless
such life is indefinite. The patent in application is amortised from the date they are available for use and
its estimated useful life is 10 years. Both the period and method of amortisation and any conclusion
drawn about the useful life of the patent in application are reviewed annually.

Property, plant and equipment

Property, plant and equipment, other than construction in progress, are stated at historical cost less
subsequent accumulated depreciation and accumulated impairment losses. Historical cost includes
expenditure that is directly attributable to the acquisition of the items.

Subsequent costs are included in the assetsO carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to

the Group and the cost of the item can be measured reliably. All other repairs and maintenance are
charged to the consolidated income statement during the period in which they are incurred.

Depreciation is provided to write off the cost of the property, plant and equipment, less their estimated
residual values, using the straight line method over their estimated useful lives as follows:

Leasehold properties b The shorter of 50 years and the lease term
Plant and machinery b 10 years
Furniture, office equipment

and motor vehicles b 10 years

The carrying amounts of fixed assets are reviewed regularly to assess whether their recoverable amounts
have declined below their carrying amounts. Expected future cash flows have been discounted in
determining the recoverable amount. An assetOs carrying amount is written down immediately to its
recoverable amount if the assetsOs carrying amount is greater than its estimated recoverable amount.

The gain or loss on disposal of a fixed asset is the difference between the net sales proceeds and the
carrying amount of the relevant asset, and is recognised in the consolidated income statement. Any
revaluation reserve balance remaining attributable to the relevant asset is transferred to retained earnings
and is shown as a movement in reserves.

Construction in progress

Construction in progress represents property, plant and equipment under construction and pending
installation and is stated at cost less accumulated impairment losses, if any. Cost includes the costs of
construction of buildings, the cost of plant and machinery and interest charges arising from borrowings
used to finance these assets during the period of construction or installation and testing, if any. No
provision for depreciation is made on construction in progress until such time as the relevant assets are
completed and are available for intended use. When the assets concerned are brought into use, the costs
are transferred to property, plant and equipment and depreciated in accordance with the policy as stated in
the preceding paragraphs.
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Prepaid lease payment

Prepaid lease payments represent upfront premium paid for use of land. Prepaid lease payments are
released to the consolidated income statement over the lease term on a straight-line basis.

Investment properties

Investment properties are land and/or buildings which are held to earn rental income or for capital
appreciation. These include land held for a currently undetermined future use.

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

An investment property is derecognised upon disposal or when the investment property is permanently
withdrawn from use or no future economic benefits are expected from its disposal. Any gain or loss
arising on de-recognition of the asset (calculated as the difference between the net disposal proceeds and
the carrying amount of the asset) is included in the consolidated income statement in the period in which
the item is derecognised.

Biological assets

Biological assets are living plants involved in the agricultural activities of the transformation of biological
assets into agricultural produce for sale or into additional biological assets. Biological assets and agricultural
produce, other than paper mulberry saplings, are measured at fair value less estimated point-of-sale costs
at initial recognition and at each balance sheet date. The fair value less estimated point-of-sale costs at
the time of harvest is deemed as the cost of agricultural produce for further processing, if applicable.

If an active market exists for a biological asset or agricultural produce with reference to comparable
specie, growing condition and expected yield of the crops, the quoted price in that market is adopted for
determining the fair value of that asset. If an active market does not exist, the Group uses the most recent
market transaction price, provided that there has not been a significant change in economic circumstances
between the transaction date and the balance sheet date, or the market prices for similar assets adjusted to
reflect differences to determine fair values. The gain or loss arising on initial recognition and subsequent
changes in fair values less estimated point-of-sale costs of biological assets is recognised in the consolidated
income statement in the period in which it arise. Upon the sale of the agricultural produce as forestry
products, the carrying amount is transferred to cost of sales in the consolidated income statement.

Paper mulberry saplings in the absence of an active open market in which they are traded are stated at
their initial cost of acquisition and amortised on a straight-line basis over the estimated life hood of two
years under appropriate rearing and maintenance conditions. The amortised cost of paper mulberry saplings
is transferred to the carrying value of growing paper mulberry trees upon commencement of plantation.

Deposits/proceeds received from the sale of pre-harvest biological assets are accrued as liability of
deferred revenue and are recognised as revenue in the consolidated income statement upon the transfer to
the customers of the risks and rewards associated with ownership when the harvest and delivery of the
forestry products have been made.

Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to amortisation, which are at least tested annually
for impairment and are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amounts may not be recoverable. Assets that are subject to amortisation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amounts by which the assetOs carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an assetOs fair value less costs to
sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (CGUs). Non-financial assets other than goodwill that
suffered an impairment are reviewed for possible reversal of the impairment at each reporting date.
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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 instruments. Financial assets and financial liabilities are
initially measured at fair value. Transaction costs that are directly attributable to the acquisition or issue
of financial assets and financial liabilities (other than financial assets and financial liabilities at fair value
through profit or loss) are added to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the acquisition

of financial assets or financial liabilities at fair value through profit or loss are recognised immediately in
profit or loss.

All regular way purchases or sales of financial assets are recognised and derecognised on a trade date
basis. Regular way purchases or sales are purchases or sales of financial assets that require delivery of
assets within the time frame established by regulation or convention in the market place.

(i) Loans and receivables

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

(i) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss has two sub-categories, including financial
assets held for trading and those designated at fair value through profit or loss on initial recognition.
At each balance sheet date subsequent to initial recognition, financial assets at fair value through
profit or loss are measured at fair value, with changes in fair value recognised directly in profit or
loss in the period in which they arise.

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 GroupOs financial liabilities are generally classified into financial
liabilities at fair value through profit or loss and other financial liabilities. The accounting policies
adopted in respect of financial liabilities and equity instruments are set out below.

(iii) Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss of the Group are those designated at fair
value through profit or loss on initial recognition. At each balance sheet date subsequent to initial
recognition, financial liabilities at fair value through profit or loss are measured at fair value,
with changes in fair value recognised directly in profit or loss in the period in which they arise.
The Group does not have financial liabilities at fair value through profit or loss as at the balance
sheet.
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(iv) Other financial liabilities

Other financial liabilities (including trade and other payables, bank borrowings, promissory notes
and financial liability portion of convertible notes) are subsequently measured at amortised cost,
using the effective interest method.

(v) Equity instruments

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

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 assetOs
carrying amount and the sum of the consideration received is recognised in profit or loss in the period
during which the derecognition arises.

For financial liabilities, they are removed from the GroupOs balance sheet, i.e., 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 is recognised in
profit or loss in the period during which the derecognition arises.

Inventories

Inventories are stated at the lower of cost and net realisable value after allowance for obsolete or slow-
moving items. Cost is determined on the first-in, first-out basis and, in the case of work in progress and
finished goods, comprises direct materials, direct labour and an appropriate proportion of overheads
based on a normal level of operating activities. Net realisable value is based on estimated selling prices
less any estimated costs to be incurred to completion and disposal.

Non-current assets held for sale

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be
recovered through a sale transaction rather than through continuing use. This condition is regarded as met
only when the sale is highly probable and the asset (or disposal group) is available for immediate sale in
its present condition. Management must be committed to the sale, which should be expected to qualify for
recognition as a completed sale within one year from the date of classification.

Non-current assets (and disposal groups) classified as held for sale are measured at the lower of the
assetsO previous carrying amount and fair value less costs to sell.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the
revenue can be measured reliably, on the following bases:

(i) from the sale of goods and forestry products, on the transfer of risks and rewards of ownership,
which generally coincides with the time the goods and forestry products are delivered to customers
and title has passed;

(i) rental income, on a time proportion basis over the lease terms;

(iii) interest income, on a time proportion basis, taking into account the principal outstanding and the
effective interest rate applicable; and

(iv) dividend income, when the shareholdersO right to receive payment has been established.
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Leases

Assets that are held by the Group under leases which transfer to the Group substantially all the risks and
rewards of ownership are classified as being held under finance leases. Leases which do not transfer
substantially all the risks and rewards of ownership to the Group are classified as operating leases, with
the following exceptions:

b property held under operating leases that would otherwise meet the definition of an investment
property in HKAS 40 is classified as an investment property on a property-by-property basis and,
if classified as investment property, is accounted for as if held under a finance lease; and

b land held for own use under an operating lease, the fair value of which cannot be measured
separately from the fair value of a building situated thereon at the inception of the lease, is
accounted for as being held under a finance lease, unless the building is also clearly held under
an operating lease. For these purposes, the inception of the lease is the time that the lease was
first entered into by the company, or taken over from the previous lessee, or at the date of
construction of those buildings, if later.

Finance leases are capitalised at the commencement of the lease at the lower of the fair value of the
leased asset and the present value of the minimum lease payments. The corresponding rental liabilities,
net of finance charges, are recorded as obligations under finance leases. Finance charges are charged to
the consolidated income statement over the period of the leases so as to produce a constant periodic rate
of charge on the finance balance outstanding.

Payments made under operating leases are charged to the consolidated income statement in equal instalments
over the period of the leases. Lease incentives received are recognised to the consolidated income statement
as an integral part of the aggregate lease payments made. Contingent rentals are charged to the consolidated
income statement when incurred.

Foreign currencies

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

Exchange differences arising on the settlement of monetary items, and on the translation of monetary
items, are recognised in profit or loss in the period in which they arise, except for exchange differences

arising on a monetary item that forms part of the GroupOs net investment in a foreign operation, in which
case, such exchange differences are re-cognised in equity in the consolidated financials statements.
Exchange differences arising on the retranslation of non-monetary items carried at fair value are recognised
in the consolidated income statement for the period.

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

Employee entitlements to annual leave and long service leave are recognised when they accrue to
employees. A provision is made for the estimated liability for annual leave and long service leave
as a result of services rendered by employees up to the balance sheet date.

Employee entitlements to sick leave and maternity or paternity leave are not recognised until the
time of leave.

(i) Retirement benefits scheme

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme
(the OSchemeO) under the Mandatory Provident Fund Schemes Ordinance for all those employees
who are eligible to participate in the Scheme. Contributions are made based on a percentage of
the employeesO basic salaries and are charged to the consolidated income statement as they
become payable in accordance with the rules of the Scheme. The contributions are recognised as
employee benefit expense when they are due and not reduced by contributions forfeited by those
employees who leave the Scheme prior to vesting fully in the contributions.

The assets of the Scheme are held separately from those of the Group in an independently
administered fund. The GroupOs employer contributions vest fully with the employees when

contributed into the Scheme. The Group has no legal or constructive obligations to make further

payments once the required contributions have been paid, even if the Scheme does not hold
sufficient assets to discharge all employee benefits relating to employee service in the current and
prior periods.

(iii) Share-based compensation

The Group operates an equity-settled, share-based compensation plan. The fair value of the
employee services received in exchange for the grant of the options is recognised as an expense.
The total amount to be expensed over the vesting period is determined by reference to the fair
value of options granted, excluding the impact of any non-market vesting conditions (for example,
profitability and sales growth targets). Non-market vesting conditions are included in assumptions
about the number of options that are expected to become exercisable. At each balance sheet date,
the Group revises its estimates of the number of options that are expected to become exercisable.
It recognises the impact of the revision of original estimates, if any, in the consolidated income
statement with a corresponding adjustment to equity.

The proceeds received net of any directly attributable transaction costs are credited to share
capital (nominal value) and share premium when the options are exercised.

(q) Research and development costs

Research costs are charged to the consolidated income statement in the period in which they are incurred.
Development costs are expensed as incurred, except where a specific project is undertaken, the technical
feasibility of the product under development has been demonstrated, costs are identifiable and a market
exists for the product such that the development costs are expected to be recoverable from related future
economic benefit. Such development costs are recognised as deferred development costs in the balance
sheet and amortised on a straight-line basis over period over which the deferred development costs is
expected to confer economic benefits, commencing from the date the product is available for sale.
Development costs previously recognised as an expense are not recognised as an asset in a subsequent
period.
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Borrowing cost

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

All other borrowings costs are recognized in profit or loss in the period in which they are incurred.
Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group has a present legal
or constructive obligation arising as a result of a past event, it is probable that an outflow of economic

benefits will be required to settle the obligation and a reliable estimate can be made. Where the time
value of money is material, provisions are stated at the present value of the expenditures expected to
settle the obligation.

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

Deferred taxation

Deferred taxation is provided in full, using the balance sheet liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
Taxation rates enacted or substantively enacted by the balance sheet date are used to determine deferred
taxation. Deferred tax assets are recognised to the extent that it is probable that future taxable profit will
be available against which the temporary differences can be utilised.

Deferred taxation is provided on temporary differences arising on investments in subsidiaries and jointly-
controlled entities, except where the timing of the reversal of the temporary difference can be controlled
and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred taxation is charged or credited to the consolidated income statement, except when it relates to
items charged or credited directly to equity, in which case the deferred taxation is also dealt with in
equity.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are
subject to risks and returns that are different from those of other business segments. A geographical
segment is engaged in providing products or services within a particular economic environment that are
subject to risks and return that are different from those of segments operating in other economic
environments.

Segment revenue, expenses, results, assets and liabilities include items directly attributable to a segment
as well as those that can be allocated on a reasonable basis to that segment. Segment revenue, expenses,
results, assets and liabilities are determined before intra-group balances and intra-group transactions are
eliminated as part of the consolidation process, except to the extent that such intra-group balances and
transactions are between group enterprises within a single segment.

Segment capital expenditure is the total cost incurred during the period to acquire segment assets that are
expected to be used for more than one year.

Unallocated items mainly comprise financial and corporate assets, interest-bearing loans, borrowings,
corporate and financing expenses and minority interests.
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Dividends

Final dividends proposed by the directors are classified as a separate allocation of retained profits within
the capital and reserves section of the balance sheet, until they have been approved by the shareholders in
a general meeting. When these dividends have been approved by the shareholders and declared, they are
recognised as a liability.

Interim dividends are simultaneously proposed and declared, because the CompanyOs bye-laws grant the
directors the authority to declare interim dividends. Consequently, interim dividends are recognised
immediately as a liability when they are proposed and declared.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash at
banks and on hand, demand deposits and short term highly liquid investments which are readily convertible
into known amounts of cash and which are subject to an insignificant risk of changes in value, and have a
short maturity of generally within three months when acquired, less bank overdrafts which are repayable
on demand and form an integral part of the GroupOs cash management.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other
party or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant
influence. Related parties may be individuals or corporate entities.

5. KEY SOURCE OF ESTIMATION OF UNCERTAINTY

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

(a)

(b)

()

Estimated impairment of goodwill

Management tests annually whether goodwill has suffered any impairment, in accordance with the
accounting policy stated in note 4(c). The recoverable amounts of cash-generating units have been
determined based on value-in-use calculations. These calculations require the use of estimates. Management
has not identified any indications that the goodwill has or would have suffered any impairment in term of

its value to the Group.

Estimated impairment of patent in application

Management assesses periodically whether the patent in application has suffered any impairment due to
change of technologies. As at the financial statements date, management has not identified any indications
that the patent in application has or would has suffered any impairment in term of its value to the Group.

Fair values of biological assets

Management estimates the balance sheet date fair values less estimated point-of-sale costs of biological
assets of paper mulberry trees and pine trees with reference to market prices and professional valuations.
Management considers that there are presently an absence of effective financial instruments for hedging
against the pricing risks with the underlying agricultural produce. Un-anticipated volatile changes in
market prices of the underlying agricultural produce could significantly affect the fair values of these
biological assets and result in fair value re-measurement losses in future accounting periods.

The GroupOs forestry business is subject to the usual agricultural hazards from fire, wind and insects.
Forces of nature such as temperature and rainfall may also affect harvest efficiency. Management considers
adequate preventive measures are in place and the relevant legislation under forestry laws in the PRC will
assist in minimizing exposure. Nevertheless, to the extent that un-anticipated factors affecting harvestable
agricultural produce may result in re-measurement or harvest losses in future accounting periods.
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®

(9)

Accounting policy and estimated useful lives of paper mulberry saplings

Management estimates the expected live-hood for its biological assets of paper mulberry saplings and
determines the related amortisation policy. Management concluded that the estimate would not be
significantly affected in the foreseeable future under conditions of maintenance with appropriate rearing
faculties.

In ascertaining the accounting policy suited for the biological assets of paper mulberry saplings,
management have taken into consideration the currently absence of an active open market in which these
biological assets are traded and decided that the adoption of an amortisation policy will be appropriate.

Useful lives of property, plant and equipment

Management estimates the expected useful lives for its property, plant and equipment and determines the
related depreciation policy. The estimated useful life of the property, plant and equipment and the residual
value reflects managementOs estimates of the number of years that the Group intends to derive future
economic benefits from the use of property, plant and equipment. It could change significantly as a result
of technological innovations in response to industry cycles. The depreciation expenses in future accounting
periods may be adjusted if there are significant changes in those estimates.

Recoverability of trade receivables

Recoverability of the trade receivable are reviewed by management based on the receivablesO aging
characteristics, management evaluation of the current creditworthiness and past collection history of each
customer. Judgement is required in assessing the ultimate realisation of these receivables, and the financial
conditions of the debtors may undergo adverse changes since the last management evaluation. If the
financial conditions of the customers were to deteriorate, resulting in an impairment of their ability to
make payments, additional provision may be required in future accounting periods.

Net realisable value of inventories

Management reviews the conditions of garment inventories at each balance sheet date, and make allowances
for obsolete and slow-moving inventory items identified that are no longer suitable for use in production
and/or sales in the market. These estimates are based on current market conditions and the historical
experience of selling goods of similar nature. It could change significantly as a result of change in market
condition. Management will reassess the estimations at each balance sheet date.

6. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The GroupOs maijor financial instruments include trade receivables, financial assets at fair value through profit or
loss, bank deposits, bank and cash balances, trade payables, promissory notes and convertible notes. Details of
these financial instruments are disclosed in the respective notes. The GroupOs activities expose certain of these
financial instruments to a variety of financial risks which are discussed below.

()

(b)

Foreign exchange risk

The Group mainly operates in the PeopleOs Republic of China (the OPRCO) with most of the transactions
denominated and settled in Renminbi (the ORMBO) which is not freely convertible into other foreign
currencies. Conversion of RMB into foreign currencies is subject to rules and regulations of foreign
exchange control promulgated by the PRC government. The PRC subsidiaries of the Company transact in
their functional currency and therefore no currency risk is expected to arise in respect of these subsidiaries.
The CompanyOs financial statements are presented in Hong Kong dollar (OHKDO) and fluctuations of
RMB against HKD will result in adjustment to financial amounts. The Group currently does not utilise
any forward contracts, currency borrowings or other means to hedge against its foreign currency exposure.

Credit risk

The carrying amounts of cash and cash equivalents, trade and other receivables except for prepayments,
present the Group with credit risk regarding its financial assets. The maximum exposure is the carrying
amounts of the respective financial assets at the balance sheet date. The Group has a concentration of
credit risk in relation to certain of its major customers.

The Group has a credit policy in place and the exposure to credit risk is managed through the application
of credit approvals, credit limits and monitoring procedures. In addition, the Group reviews the recoverable
amount of each individual trade receivable at each balance sheet date to ensure that adequate impairment
losses are made for balances with recoverability problem.
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(d)

(e)

Interest rate risk

The GroupOs financial instruments issued at fixed interest rate terms include principally convertible notes
and promissory notes. These financial instruments expose the Group to fair value interest rate risk. The
Group currently does not have a policy to hedge against the interest rate risk, as management considers
that the changes in interest rate will not have a significant impact on the carrying amounts of these
financial instruments having regard to their maturity profile and share conversion option.

The financial instruments which expose the Group to cash flow interest rate risk principally include
variable-rate bank borrowings, mainly utilised for short term trade financing. The cash flow interest rate
risk exposure of the Group is minimal as the Group principally finances its operations by internally
generated funds with only limited use of external financing.

Market price risk

The Group invested its surplus fund in listed securities in Hong Kong which are classified in the balance
sheet as financial assets at fair value through profit or loss and subject to the usual equity security price
risk. The Group is not exposed to any commaodity price risk.

Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and cash equivalents and the
availability of funding through an adequate amount of committed credit facilities. Due to the dynamic
nature of the underlying business, the Group aims to maintain flexibility in funding by keeping committed
credit lines available.

7. TURNOVER AND REVENUE

Turnover represents the net invoiced value of goods, forestry products and paper mulberry saplings sold, after
allowances for returns and trade discounts.

Group
2006 2005
HK$0000 HK$0000
Turnover
Sale of goods antbrestry products 233,847 138,262
Sale of paper mulbiey sapings 126,923 b
360,770 138,262
Other revenue
Dividend income from listed investments 148 67
Interest income 3,644 1,517
Rental income 93 259
Others 550 879
4,435 2,722
Total revenue 365,205 140,984
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8. SEGMENTAL INFORMATION

Segmental information is presented by way of two segment formats: (a) on a primary segment reporting basis, by
business segment; and (b) on a secondary segment reporting basis, by geographical segment.

For management purpose, the GroupOs operations are currently organised into the ecological forestry business and
the manufacture and sale of garment. The following tables represent revenue and profit/(loss) information on each
of the above business segments for the year ended 30 June 2006 and certain assets and liabilities information
regarding business segments at 30 June 2006:

(a) Primary Reporting Format B Business segments
Revenue and profit/(loss) information
Ecological forestry
Business Garment Business Elimination Consolidated

2006 2005 2006 2005 2006 2005 2006 2005
HK$0000 HK$0000 HK$O000 HK$O000 HK$O000 HK$SO000 HK$O000 — HKO000

(restated)

Revenue:
External sales 219,230 b 141,540 138,262 b b 360,770 138,262
Inter-segment sales b b b b b b b b
Total sales 219,230 b 141,540 138,262 b D 360,770 138,262
Segment results 133,602 b (2,705)  (28,990) b b 130,897  (28,990)
Unallocated revenue and

net gain/(loss) 1,276 (5,858)
Unallocated expenses (7,613)  (83,930)
Profit/(loss) from

operating activities 124,560 (118,778)
Finance costs (3,295) (152)
Share of profits/(losses) of

jointly controlled entities 1,640  (30,838)

122,905 (149,768)

Taxation 534 (421)
Profit/(loss) for the year 123,439 (150,189)
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Assets and liabilities information

Ecological forestry

Business Garment Business Unallocated Consolidated

2006 2005 2006 2005 2006 2005 2006 2005
HK$0000  HK$O000 HK$O000 HK$O000 HK$D000 HK$O000 HK$O000  HKO00O

(restated) (restated) (restated)

Segment assets 1,088,593 b 364375 336,275 64,973 123,272 1,517,941 459,547
Segment liabilities 171,980 b 26,673 10,582 384,351 6,373 583,004 16,955
Other information
Capital Expenditure 29 b 12,211 761 b b 12,240 761
Depreciation and

amortisation 26,951 b 6,757 6,642 b 10,694 33,708 17,336
Provision for doubtful

debts b b b 3,522 b b b 3,522
Provision for obsolete

inventories b b b 13,421 b b b 13,421
Impairment losses b b b b b 68,609 b 68,609

Note:

The GroupOs ecological forestry business was acquired during the year ended 30 June 2006. In ascertaining
the capital expenditure attributable to the GroupOs ecological forestry business, the effect of business
combination had been excluded. These effects are summarised in note 43 to the financial statements.

(b) Secondary Reporting Format B geographical segments

In presenting information on the basis of geographical segments, segment revenue is based on the
geographic location of customers, whereas segment assets and capital expenditure are based on the
geographical location of the assets.

The following is the analysis of the GroupOs turnover by geographic markets based on geographic location
of customers:

The PRC
(excluding Hong Kong) Hong Kong Elimination Consolidated
2006 2005 2006 2005 2006 2005 2006 2005
HK$0000 HK$O000 HK$O000 HK$0000 HK$O000 HK$O000 HK$O000  HKO000

Segment revenue:
External sales 352,903 %5522 7,867 22,740 b b 360,770 138,262
Inter-segment sales 8,106 19,025 b 1,271 (8,106)  (20,296) b b

361,009 134,547 7,867 24,011 (8,106)  (20,296) 360,770 138,262
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Additional information in respect of segment assets and cost for capital expenditure, based on the geographic
location of assets, is as follows:

The PRC
(excluding Hong Kong

and Macau) Hong Kong Macau Unallocated Consolidated

2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
HK$0000 HK$O000 HK$O000 HK$O000 HK$O000 HK$DO000 HK$D000 HK$O000 HK$D000 HK$D0O0O

(restated) (restated) (restated) (restated) (restated)
Segment assets 756,350 255,724 73,898 119456 93,214 84,367 b D 923,462 459,547
Goodwill b b b b b b 91,421 b 91421 b
Patent in application b b b b ) b 3058 D 503,058 b
756,350 255,724 73,898 119,456 93,214 84,367 594,479 D 1517941 459547
The PRC
(excluding Hong Kong
and Macau) Hong Kong Macau Unallocated Consolidated

2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
HK$0000 HK$0000 HK$O000 HK$O000 HK$O000 HK$O000 HK$O000 HK$O000 HK$O000 HK$O000

Capital expenditure 11,471 734 769 24 3] 3 3] b 12,240 761
9. OTHER NET GAIN/(LOSS)
Group
2006 2005
HK$0000 HK$O000
(restated)
Surplus on revaluation of leasehold properties, net 43 252
Surplus/(deficit) on revaluation of investment
properties, net 850 (3,881)
Net realised loss on disposal of financial assets
at fair value through profit or loss (450) b
Net unrealised loss on financial assets
at fair value through profit or loss (3,611) (4,951)
Gain arising from changes in fair value less estimated
point-of-sale costs of biological assets 11,920 b
8,752 (8,580)
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10.

PROFIT/(LOSS) FROM OPERATING ACTIVITIES

The GroupOs profit/(loss) from operating activities is arrived at after charging/(crediting) the following:

Amortisation of goodwill
Amortisation of patent in application
Amortisation of paper mulberry saplings
AuditorsO remuneration
Cost of goods and forestry products sold
Cost of saplings sold
Depreciation on property, plant & equipment
b owned assets
b leased assets
Exchange loss/(gain)
Gross rental income
Less: Outgoings
Net rental income
Impairment loss on goodwill
(included in other operatingxpenses)
Impairment loss on long term investment
(included in other operating expenses)
Minimum lease payments under operating leases
Release of prepaid lease payments
Research and development cost
Provision for doubtful debts
Provision for obsolete inventories
Staff costs (excluding directors® emoluments)
Wages and salaries
Retirement benefits scheme contributions
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Group

2006
HK$5000

9,064
17,833
800
140,019
26,833

6,810

(64)
(93)

(91)

1,664
154
10,577
1,923

11,353
295

2005
HK$0000
(restated)

10,694
b
b
735
126,776

6,407
110
(259)
(251)
61,942
6,667
544

125

3,522
13,421

9,472
338
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11. DIRECTORSO EMOLUMENTS

Emoluments paid and payable to the CompanyOs directors for the years ended 30 June 2006 and 2005 were as

follows:
2006
Basic Retirement
salaries, benefic 2005
allowances scheme Total Total
Fees and bonuses  contributions emoluments emoluments
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000
Executive Directors
Ng Leung Ho b 830 12 842 837
Lee Ming Hin b 625 12 637 687
Hu Xiaoming b 144 b 144 144
Wang Weining b 240 b 240 240
Ge Wen Hong b 50 b 50 b
Non-Executive Directors
Ng Leung Tung b 560 12 572 687
Independent Non-executive Directors
Lo Cheung Kin 48 b b 48 33
Zou Zi Ping 33 b b 33 33
Zhu Jian Hong 12 b b 12 3
93 2,449 36 2,578 2,664

12. DIRECTORSO AND FIVE HIGHEST PAID INDIVIDUALSO EMOLUMENTS
(a) DirectorsO emoluments

There was no arrangement under which a director of the Company waived or agreed to waive any
remuneration during the year.

During the year, no emoluments were paid by the Group to the directors of the Company as an inducement
to join, or upon joining the Group, or as compensation for loss of office.

(b) Five highest paid individuals

The emoluments of the five individuals with highest emoluments in the Group for the year included three
(2005: three) directors, details of whose emoluments have been disclosed above.

Details of the emoluments of the remaining two (2005: two) non-director, highest paid individuals for the
year are as follows:

Salaries, allowances and benefits in kind

Discretionary bonuses

Retirement benefits scheme contributions

2006 2005
HK$0000 HK$0000
1,141 1,175
15} 1)
24 24
1,165 1,199

The emoluments of each of the remaining two (2005: two) non-director, highest paid employees fell
within the band of HK$Nil B HK$1,000,000.
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13.

14.

FINANCE COSTS

Interest on bank loans and overdrafts
Interest on a finance lease

Interest on convertible notes

Interest on promissory notes

Total finance costs

TAXATION

Hong Kong profits tax
b current
D over provision in previous year
b deferred tax credit/(charge)

Overseas tax
b current
B under provision in previous year
b deferred tax credit

Group
2006 2005
HK$0000 HK$0000
74 135
3 17
1,340 5]
1,878 1)
3,295 152
Group
2006 2005
HK$O000 HK$0000
(restated)
5] (6)
1) 1)
42 (142)
15) b
5] (273)
492 b
534 (421)

Hong Kong profits tax had been provided at 17.5 per cent based on the estimated assessable profit for the year.
Taxes on profits assessable elsewhere had been calculated at the rates of tax prevailing in the jurisdictions in
which the Group operates, based on existing legislation, interpretations and practices in respect thereof.

In accordance with the relevant applicable tax regulations of the PRC, Beijing WFC, the CompanyOs principal
operating subsidiary engaged in the forestry business, is entitled to full exemption from PRC enterprise income
tax for the first three years and 50 per cent reduction in enterprise income tax for the next three years, commencing
from the first profitable year after offsetting all unexpired tax losses carried forward from the previous years.
Local income tax is exempted during the tax concession years. Currently, Beijing WFC is under the full tax
exemption period and accordingly no PRC tax provision has been made in respect of the operating results derived

by Beijing WFC during the post-acquisition period.
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The taxation on the GroupOs profit/(loss) before taxation differs from the theoretical amount that would arise
using the Hong Kong profits tax rate is as follows:

Group
2006 2005
HK$0000 HK$0000
(restated)
Profit/(loss) before taxation 122,905 (149,768)
Tax at Hong Kong profits tax rate of 17.5% 21,508 (26,209)
Tax effect of income that is not taxable
in determining taxable profit (3,249) (273)
Tax effect of expenses that are not
deductible in determining taxabjgofit 8,514 25,664
Tax effect of temporary difference not recognised (10,365) b
Tax effect of temporary difference realised
through harvest of biologicassets (2,094) b
Tax effect of utilisation of tax losses not
previously recognised (8) b
Tax effect of unused tax loss not recognised 1,121 1,725
Tax effect of equity portion of convertible notes (179) b
Under-provision of tax in previous year b 273
Effect of tax concessionary treatment (15,512) b
Effect of different tax rates of subsidiaries
operating in other jurisdictions (1,708) (759)
Effect of revision of applicable tax rate 1,438 b
Taxation charge/(credit) (534) 421

15. NET LOSS ATTRIBUTABLE TO SHAREHOLDERS

The net loss attributable to shareholders for the year ended 30 June 2006 dealt with in the financial statements of
the Company was approximately HK$7,472,000 (2005: loss of HK$1,403,000).

16. EARNINGS/(LOSS) PER SHARE
(a) Basic earnings/(loss) per share
Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company

by the weighted average number of ordinary shares in issue during the year. The calculation of the basic
earnings per share is based on the following data:

2006 2005
HK$O000 HK$O000
(restated)
Profit/(loss) attributable to
equity holders of the Gopany 83,208 (150,189)
Weighted average number of ordinary shares
in issue (thousands) 3,0886 2,677,388
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