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HONG KONG LEGAL ADVISORS
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George Town
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5th Floor, Block K
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Fo Tan

Shatin

Hong Kong

PRINCIPAL SHARE REGISTRAR
The Harbour Trust Co. Ltd.

3rd Floor

One Regis Place

P.O. Box 1787

George Town

Grand Cayman Islands

British West Indies

BRANCH SHARE REGISTRAR IN HONG KONG
Secretaries Limited
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FINANCIAL HIGHLIGHTS
(1000

Revenue
Profit Attributable to Equity

Holders of the Company

*

Pre-tax Profit Margin*

Equity Attributable to Equity

Holders of the Company

Basic Earnings Per Share*
(HK$)

Current Ratio

Return on Equity Attributable

to Equity Holders of the

Company*

gooo
gooooooo
oooo*
oooooooogx
gooooooo
oooo
gooooo*
ooood
gooo
oooooooo
ooooogo*

Year ended
31 December 2006
goooooa

Oo00oO0O0ooooo
HK$ Million OO OO
16,773

2,187
16.2%

15,969

2.756

2.90

22.6%

Year ended

31 December 2005
ogooooono
gooooooooOono
HK$ Million OO O O
13,098

1,436
13.6%

8,232
1.907

1.56

20.8%

*  Excluding the gain from the spin off of laminate business of HK$4.8 billion and discount on acquisition of HK$49.7 million
Y OoOooooooooooonn4800,000000000 000000 049,700,0000 O

Revenue Profit Attributable to Equity Holders of
ooo the Company
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*  Excluding the gain from the spin off of copper foil business of HK$178.4 million
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O  Excluding the gain from the spin off of laminate business of HK$4.8 billion and discount on acquisition of HK$49.7 million
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Note: changed financial year end to December from March 2002 onwards
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BUSINESS REVIEW

2006 was another successful year for Kingboard Chemical Holdings
Limited (the “Group”). Benefited from the buoyant global
economy, the Group's three core businesses, namely, laminate,
chemical and printed circuit board (“PCB") had continued to enjoy
strong growth. The Group achieved record revenue and profit for
the fourth year in a row with consolidated sales reaching HK$16.8
billion which was 28% higher than that of the previous year. The
Group's earnings before interest and tax (excluding the gain from
the spin off of laminate business and discount on acquisition)
exceeded HK$3,028.8 million which was 47% higher than the

previous year.

Beyond the delivery of a solid financial performance, the Group
reached another milestone following the spin off of the laminate
business under the name Kingboard Laminates Holdings Limited
("Kingboard Laminates”) on the main board of The Stock Exchange
of Hong Kong Limited (the “Stock Exchange"”) on 7 December
2006. The separate listing of Kingboard Laminates would enable
investors to appraise and assess the potential and performance
of the respective business units distinctly within the Group. In
addition, the success of the initial public offering of Kingboard
Laminates enables it to access to the international capital markets
so as to capture additional growth opportunities as they arise.
With a strong balance sheet, the Group is in a better position
than it has ever been to seize future growth opportunities for both

PCB and chemical divisions.
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As a diversified Group, Kingboard is mindful of the need for
management control over a wide geographic span with myriad
businesses, which in turn enhances corporate governance and
shareholders’ return. | shall now elaborate our continuous effort

to sustain the Group's earnings growth.
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FINANCIAL HIGHLIGHTS oooo

e Revenue surged to a record high of HK$16.8 billion — up
28%

e Profit attributable to equity holders of the Company grew
by 53% to HK$2.2 billion*

e Return on equity attributable to equity holders of the
Company improved to 22.6%* (2005: 20.8%)

¢ Solid financial position with net cash of HK$715 million

® Proposed final dividend per share up 36% to HK38 cents
plus special dividend per share of HK62 cents
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(2005: 20.8%)
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*  excluding the gain from the spin off of laminate business of HK$4.8 billion

and discount on acquisition of HK$49.7 million

Revenue Breakdown by Product 00000
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Performance oooo

We reported excellent results for 2006. Given our persistentfocus O000000000000000000OO0OOO
on capacity growth and capability upgradinginthe lastfewyears, O00000000000000000OOOOO
the Group had successfully ridden on the robust globaldemand O0OO0O0OO00000O0O00O00O0OODO0OOO
for the consumer electronics product. Being the largestlaminate 0000000000000 000O0O0OOOO
producer in the world, the Group was able to take fulladvantage 000000000000000O0O0OOOOO
of its vertically integrated business model with a competitivecost O0000000000000000000000OO
structure to continuously gain share in the global laminate markett. 00000000000 0000040%00000
As a result, revenue (including inter-segment sales) forthe O00000000000000O0OOOOOOO
laminate division recorded a 40% growth to HK$8,243.3 million. O0O0O00000O0O48.5%

Earnings before interest and tax (“EBIT") rose even higher by

48.5% to HK$1,807.4 million over previous year. Volume sales

were up by around 14% with the average monthly shipment

reaching 7.3 million square meters. Revenue growth had

outpaced volume growth because of tight supply of upstream

raw materials which resulted in higher average selling price of

laminate in the year. In addition, the capacity expansion located

in Fogang, Guangdong province with lower operational cost base

had contributed positively to our margin expansion.
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With regards to PCB division, we saw surging demand from most
key market segments due to upturn in emerging market
economies as well as the continuous business migration from
other parts of the world to China. As a result, our major
manufacturing sites had been operating near full capacities
during the year. Backed by a global customer base, revenue for
PCB division was up 25.8% to HK$6,650 million. Though oil and
commodities price increases had brought higher material costs,
EBIT had increased in tandem to HK$686.2 million as compared
to previous financial year. The outstanding performance of
Kingboard PCB division clearly demonstrated our unequivocal
position as the largest PCB manufacturer in China and one of

the top ten PCB manufacturers in the world.
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The chemical division achieved revenue and EBIT growth of 25.5%
to HK$4,011.4 million and 102.5% to HK$342.0 million respectively
in 2006. Benefited from increasing economies of scale and the

significant cost advantages we had by being an early mover in
certain chemical project investments, our EBIT margin expanded
by 3.2% to 8.5% in spite of higher feedstock costs. The newly
completed projects such as the caustic soda plant expansion at
Hengyang, Hunan province and the coke/methanol plant in
Hebei province had performed more profitably than previous
year. Our joint venture with China BlueChemical Limited in Hainan
province started commercial production in December 2006 and,
with its strategic location, is exporting methanol to south-east
Asian countries such as Malaysia in addition to domestic sales.
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Our methanol projects will be one of the key
revenue growth drivers in the next few years.
goboooooooooboooobooboooooo
oooooo

LIQUIDITY AND CAPITAL RESOURCES

The Group's consolidated financial position changed distinctly
following the successful listing of Kingboard Laminates on the
Stock Exchange on 7 December 2006. The Group received net
proceeds of approximately HK$6 billion from the spin off exercise
of Kingboard Laminates. In addition, the Group received about
HK$854.6 million from the conversion of around 42.7 million
warrants to new shares of the Company. As a result, the Group
had net cash of HK$715 million as at 31 December 2006 which
was contrary to last financial year's net gearing ratio (ratio of
interest bearing borrowings net of cash to total equity) of 58%.

Furthermore, the retained group (excluding Kingboard Laminates

and Elec & Eltek International Company Limited) was at a net
cash position of HK$3,060.3 million.
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The net working capital cycle improved from 103 days as at 31
December 2005 to 96 days as at 31 December 2006 on the
following key metrics:

- Inventories, in terms of stock turnover days, increased to
73 days as a result of more raw material being purchased
for the expanded production capacity across the core
businesses (31 December 2005 - 66 days)

- Trade receivables, in terms of debtors turnover days,
improved to 97 days (31 December 2005 — 106 days)

- Trade and bills payable, in terms of creditors turnover
days, improved to 74 days (31 December 2005 - 69 days)

As at 31 December 2006, net current assets and current ratio of
the Group were HK$9,467.1 million (31 December 2005 -
HK$2,857.3 million) and 2.90 (31 December 2005 — 1.56),
respectively. The mix of bank borrowings between short term
and long term bank borrowings stood at 24%:76% (31 December
2005 - 33%:67%). Around 2% of the bank borrowings was
denominated in Renminbi and the rest in Hong Kong or US

dollars.

Our recurrent operating cash inflow was strong and positive even
after funding working capital requirement, capital expenditure and
payment of interest and tax during the year. In 2006, the Group
had invested HK$2,393.2 million in new production facilities across

core businesses so as to ride on new business opportunities.

The Group continued to adopt prudent financial management
policy including the use of interest rate swap contract to minimize
the exposure to fluctuation in interest rates movement. There is
no material foreign exchange exposure to the Group during the
year under review. The Group's revenue, mostly dominated in

Hong Kong dollars, Renminbi and US dollars, was fairly matched

with the currency requirement of operating expenses.
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HUMAN RESOURCES

As at 31 December 2006, the Group had a global workforce of
over 42,900 (31 December 2005 — 37,600). The increase in
headcount was in line with our ongoing expansion blueprint.
Other than offering competitive salary package, the Group grants
share options and discretionary bonuses to eligible employees

based on our financial achievement and individual’s performance.

PROSPECTS

Our remarkable operating performance has put the Group in an
excellent position to invest in future earnings growth.
Nevertheless, the Group is not complacent and will continue its
relentless effort on cost management and efficiency

improvements.
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Our Chairman, Mr. Cheung Kwok Wing, was the winner of the DHL/SCMP Hong Kong Business Award,
accredited with the Owner-Operator Award in 2006.
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After some brief softness in demand for laminates at the start of
2007 due to seasonal effect of Chinese Lunar New Year, our
laminate order book has picked up since March 2007 and our
plants are operating near full capacity. The Group plans to further
expand production capacity of laminates and upstream
component materials so as to increase our market share and
capture new business opportunities in the global market place.
Our plant expansion in Fogang, Guangdong province and
Jiangyin, Jiangsu province would increase the glass epoxy

laminate monthly production capacity by 29% by the end of 2007.

For the PCB division, management experienced slower market
demand from the computer and peripherals segment over the
first two months of 2007 due to post-festival inventory correction
while demand from other business segments remained healthy.
Although the Group enjoys a significant presence in the single
side to 6-layer count product segment, we are now proactively
planning to extend our core competence into the higher profit
margin product segment including HDI and higher layer count
PCB. We plan to expand our multi-layer PCB production capacity
by about 20% in 2007. The co-operation and alliance of different
PCB shops within the Group, among others, will remain one of

the key objectives to move forward.
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The phenol/acetone plant in Huizhou, Guangdong province further enhances our vertical integration development.
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The Group will continue to expand the chemical division. The
methanol project in Chongging has progressed smoothly and
expects to be completed by end of 2007 which will provide an
additional methanol output of 37,500 tonnes per month. The other
two joint venture methanol projects in Shanxi province will add
another 16,700 tonnes monthly production by first half of 2008. With
the huge success of phase one of the coke/methanol plant in Hebei
province, we have recently commenced construction of phase two
with similar production capacity as phase one and expect it to be
operational in 2008. To capitalize on the lower cost structure of
caustic soda plant in Hengyang, Hunan province, capacity expansion
is underway with a targeted completion date by the first half of 2008.
In addition, the phenol/acetone plant in Huizhou, Guangdong
province shall commence operation in year 2007. With all these
chemical expansion projects coming on stream, the Group is well
poised to seize further growth opportunities in the chemical division

which will contribute greater value to the Group.
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APPRECIATION

Finally, on behalf of the board of Director (“Board”), | would like
to take this opportunity to express my sincere gratitude to our
shareholders, customers, banks, the management and

employees for their unreserved support to the Group.

CHEUNG Kwok Wing
Chairman

Hong Kong, 29 March 2007
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DIRecTORS’ AND SENIOR MANAGEMENT'S BIOGRAPHIES
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EXECUTIVE DIRECTORS

Mr. CHEUNG Kwok Wing, aged 51, is the chairman and a co-
founder of the Group, the chairman of Kingboard Copper Foil
Holdings Limited (“"KCFH") as well as Elec & Eltek International
Company Limited (“EEIC"), both of which are subsidiaries of the
Company listed on the Singapore Exchange Securities Trading
Limited (“SGX"). Mr. Cheung is the brother of Ms. Cheung Wai
Lin, Stephanie, the cousin of Mr. Cheung Kwong Kwan and the
brother-in-law of Mr. Chang Wing Yiu and Mr. Ho Yin Sang. Mr.
Cheung had over 13 years’ experience in the sales and
distribution of electronic components including laminates prior
to the establishment of the Group. Mr. Cheung is responsible
for the overall strategic planning of the Group and sets the
general direction and goals for the Group. Mr. Cheung won the
Young Industrialist Award of Hong Kong 1993, which was
organized by the Federation of Hong Kong Industries and was
described as "far-sighted, enterprising, and having insight in the
business”. Mr. Cheung was the winner of the DHL/SCMP Hong
Kong Business Award, accredited with the Owner-Operator
Award in 2006.

Mr. CHAN Wing Kwan, aged 61, is the managing director and a
co-founder of the Group, the managing director of KCFH and a
non-executive director of EEIC. Mr. Chan acquired a degree of
Doctor of Business Science from Pacific Western University L.A..
Prior to the establishment of the Group, Mr. Chan had over 22
years' experience in the sales and distribution of electronic
components, industrial chemicals and printed circuit boards. Mr.
Chan is responsible for the overall implementation of the
strategic plans and goals of the Group and supervises the

management in the day-to-day operations of the Group.

Mr. CHEUNG Kwong Kwan, aged 42, is the cousin of Mr. Cheung
Kwok Wing and Ms. Cheung Wai Lin, Stephanie. He joined the
Group in 1988 and has been working in the PCB industry since
1984 with particularly extensive experience in marketing
components and materials required for PCB production. Mr.
Cheung is responsible for the Group's chemical business

operations.
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Mr. TSE Kam Hung, aged 54, has over 30 years of experience in
the field of electronic industry. He was appointed as an

independent non-executive director of the Company in 2004.

Mr. Henry TAN, aged 53, is the chief executive officer and
president of Luen Thai Holdings Limited, a company listed on
the Stock Exchange. Mr. Tan has over 22 years of experience in
apparel and logistics industries. Mr. Tan is an active leader and
contributor to charity and community programmes. He is the
chairman of the Hong Kong General Chamber of Textiles Limited
and is the former chairman of the board of directors of Po Leung
Kuk of the year 2004-2005, an authorised charitable organization
in Hong Kong. He also acts as committee member of the Chinese
People’s Political Consultative Conference in Fujian Province, the
PRC and is a member of Election Committee (Textiles and
Garment Subsector). Mr. Tan obtained his Master’s Degree in
Business Administration in 1980 and Bachelor’s Degree in
Business Administration in 1975 from the University of Guam,
the United States of America. Mr. Tan was also an independent
non-executive director of China Resources Peoples Telephone
Company Limited, a company formerly listed on the Stock
Exchange. Mr. Tan was appointed as an independent non-

executive director of the Company in 2005.

SENIOR MANAGEMENT

Mr. LO Ka Leong, aged 33, the Company Secretary, joined the
Group in May 1999. Prior to that, he was an accountant at an
international accounting firm. Mr. Lo is a fellow member of Hong
Kong Institute of Certified Public Accountants. He holds a
Bachelor's Degree in Professional Accountancy from The Chinese
University of Hong Kong. He is in charge of the company

secretarial work and financial management of the Group. He is a

non-executive director of Kingboard Laminates Holdings Limited
("KLHL"), a 72.5%-owned subsidiary listed on the main board of
the Stock Exchange.
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The directors have pleasure in presenting their report and the
audited consolidated financial statements of the Group for the
year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. The activities
of associates, jointly controlled entities and principal subsidiaries
of the Company are set out in notes 21, 24 and 41 respectively

to the consolidated financial statements.

The Group maintains its head office in Hong Kong while its
production facilities are located in other areas of the People’s
Republic of China (the “PRC") and Thailand.

RESULTS AND DIVIDENDS

The results of the Group for the year are set out in the

consolidated income statement on page 51.

An interim dividend of HK20 cents per share was paid to the

shareholders of the Company during the year. The directors now
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RESERVES
Details of the movements during the year in the reserves of the
Group are set out in the consolidated statement of changes in

equity on pages 54 and 55.

In addition to the retained profits of the Company, the share
premium and the special surplus account of the Company are
also available for distribution to shareholders provided that the
Company will be able to pay its debts as they fall due in the
ordinary course of business immediately following the date on
which any such distribution is proposed to be paid.

At 31 December 2006, the sum of the retained profits, the share
premium and the special surplus account of the Company

amounted to approximately HK$6,251 million.

INVESTMENT PROPERTIES

The Group's investment properties were revalued as at 31
December 2006, resulting in an increase in fair value of
approximately HK$7,163,000 which has been credited to the
consolidated income statement.

PROPERTIES, PLANT AND EQUIPMENT

Expenditure of approximately HK$2,393.2 million was incurred
during the year primarily to expand the production capacity of
the Group. Details of all the changes during the year are set out

in note 18 to the consolidated financial statements.

PRINCIPAL SUBSIDIARIES
Details of the Company's principal subsidiaries as at 31 December
2006 are set out in note 41 to the consolidated financial

statements.

DONATIONS

During the year, the Group made charitable and other donations
totalling HK$5,311,000.
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DIRECTORS AND DIRECTORS’
CONTRACTS
The directors of the Company ("Directors”) during the year and

SERVICE

up to the date of this report were:

Executive Directors:
Mr. Cheung Kwok Wing (Chairman)
Mr. Chan Wing Kwan (Managing Director)
Mr. Cheung Kwong Kwan
Mr. Chang Wing Yiu
Mr. Mok Cham Hung, Chadwick
Mr. Ho Yin Sang

(appointed on 11 January 2007)
Ms. Cheung Wai Lin, Stephanie

(appointed on 11 January 2007)
Mr. Lam Ka Po

(resigned on 7 December 2006)
Mr. Cheung Kwok Keung

(resigned on 7 December 2006)
Mr. Cheung Kwok Wa

(resigned on 7 December 2006)
Mr. Cheung Kwok Ping

(resigned on 7 December 2006)

Non-executive Director:
Mr. Lum Gum Wun
(resigned on 9 February 2006)

Independent non-executive Directors:
Mr. Cheng Ming Fun, Paul

Mr. Tse Kam Hung

Mr. Henry Tan

In accordance with Article 92 of the Company’s Articles of
Association, Messrs. Cheung Kwong Kwan and Mok Cham Hung,
Chadwick, being the executive Directors, and Mr. Cheng Ming
Fun, Paul, being an independent non-executive Director, will
retire from directorship by rotation and will offer themselves for
re-election at the forthcoming annual general meeting of the

Company.

gooooooooo

ooooooooooOooooOoObOoDoOo
oao

ooood

ooooooooo

ooooooooooono

ooooo

ooooo

ooooo

ooooo
ooodooooooooooodgn

ooooo
oOooooobooocooobooOooon

ooooo
ooooooooocoooooo

ooooo
oooooooooooooon

ooooo
ooooooooocoooooo

ooooo
ooooooooocoooooo

oooooo
ooooo
cooooooooooooo

oooooooo
ooooo
ooooo
ooooo

ooooooooooooooonogoooood
oooooooooboOoOoOOOO0oO0oO0O0O000o
oooooooooooooooooooooo
oooooooo



Annual Report 2006 0 0 000 OO  Kingboard Chemical Holdings Limited D000 0O
¥ o

DIRECTORS’ REPORT
o000

DIRECTORS AND DIRECTORS’ SERVICE
CONTRACTS (continued)

In accordance with Article 84 of the Company's Articles of
Association, Mr. Ho Yin Sang and Ms. Cheung Wai Lin, Stephanie
will hold directorship only until the annual general meeting of
the Company following their respective appointment and will
be eligible for re-election. Accordingly, Mr. Ho Yin Sang and Ms.
Cheung Wai Lin, Stephanie will retire at the forthcoming annual
general meeting of the Company and will offer themselves for

re-election as executive Directors.

Biographical details of the above Directors are set out in the
section “Directors’ and Senior Management's Biographies” on

pages 15to 17.

No Director proposed for re-election at the forthcoming annual
general meeting of the Company has a service contract which is

not terminable by the Group within one year without payment

of compensation (other than statutory compensation).

goodouoouottooo
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DIRECTORS’ INTERESTS IN SHARES

At 31 December 2006, the interests or short positions of the
Directors and their associates in the shares, underlying shares or
debentures of the Company and its associated corporations
(within the meaning of Part XV of the Securities and Futures
Ordinance (“SFO")), as recorded in the register maintained by
the Company pursuant to Section 352 of the SFO, or as otherwise
notified to the Company and The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) pursuant to the Model Code for
Securities Transactions by Directors of Listed Issuers were as

follows:

googoooo
oooooocOooooboOoOoobobooooooo
oooooooooooboobooooooooo
OO0oO000oOooO0OODOoxXxvOoooooooooo
O00000000000000000003520
ooboooocoooobooooobooooooo
gooooooooOoOoOo0o0oooo0o0o0aod
oobobobooooOooODoooOooooooo
oood

Long position oo
(a) Ordinary shares of HK$0.10 each of the Company (a) oooooogoo.iooooonoooin
("Shares”) ood

Approximate

percentage of

the issued

Number share capital

of issued of the Company

Shares held oooo

Capacity ooooo oooooo

Name of Director gooo gooo oogno gogooao

Mr. Cheung Kwok Wing ooooo Beneficial owner 3,088,385 0.37
ooooo

Mr. Chan Wing Kwan goooo Beneficial owner 870,340 0.10
ooooo

Mr. Cheung Kwong Kwan ooooo Beneficial owner 393,509 0.05
ooooo

Mr. Chang Wing Yiu ooooog Beneficial owner 2,416,074 0.29
(Note) oooo ooooo

Mr. Mok Cham Hung, Chadwick ooooo Beneficial owner 660,000 0.08
ooooo

Mr. Cheng Ming Fun, Paul ooooo Beneficial owner 50,000 0.01
ooooo

Note: Out of the 2,416,074 Shares, 1,555,874 Shares were held by Mr.
Chang Wing Yiu and 860,200 Shares were held by his spouse as
at 31 December 2006.

Oo0o0o ooooo0oo0o0oOoooooooooo
0002416,0740 0 0 0 000 O 1,555,8740
000000000000 DOoosso, 20000
oooOoooooo
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DIRECTORS’ INTERESTS IN SHARES (continued)
(b) Share options

Interest in
underlying Shares
pursuant to

share options

Capacity ooood
Name of Director oooo oooo oooooooo
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DIRECTORS’ INTERESTS IN SHARES (continued) ooouoddooo

(d) Non-voting deferred shares of HK$1 each in the share  (d) ooooooooooooooooon
capital of Kingboard Laminates Limited, a non poooooooiooooooooon
wholly-owned subsidiary of the Company 0

Number of non-voting
deferred shares held

Capacity ooooog

Name of Director gooo gooo gooooa

Mr. Cheung Kwok Wing ooooo Beneficial owner 1,904,400
ooooo

Mr. Chan Wing Kwan goooo Beneficial owner 1,481,200
ooooo

Mr. Cheung Kwong Kwan ooooo Beneficial owner 846,400
ooooo

Mr. Chang Wing Yiu ooooo Beneficial owner 423,200
ooooo

(e) Ordinary shares (“EEIC Shares”) in the share capital of  (e) O00007089%0000000000
Elec & Eltek International Company Limited (“"EEIC”), a O00000000EEICOOOO0O00000O
70.89% owned subsidiary of the Company. OO EEICO O 00

Approximate

percentage

of the issued

Number of share capital

issued EEIC of EEIC

Shares held OEEICOOO

Capacity ooooo ooooo

Name of Director gooo gooo EEICOO0ODO ooog

Mr. Cheung Kwok Wing ooooo Beneficial owner 177,600 0.10
ooooo

Mr. Mok Cham Hung, Chadwick ooooog Beneficial owner 74,000 0.04

oooono
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DIRECTORS’ INTERESTS IN SHARES (continued) ooouoddooo
() Share options of EEIC 1t} EEICOOOOOO

Interest in

underlying EEIC

Shares pursuant

to share options

ooooooo

OOEEICOOO0O

Capacity (Note)

Name of Director ooog ooog oood

Mr. Cheung Kwok Wing ooooo Beneficial owner 973,200
ooooo

Mr. Chan Wing Kwan goooo Beneficial owner 973,200
ooooo

Mr. Chang Wing Yiu ooooo Beneficial owner 973,200
ooooo

Mr. Mok Cham Hung, ooooo Beneficial owner 973,200
Chadwick ooooo

3,892,800

Note: The interests are by virtue of an aggregate of 3,244,000 share OO0 000000000O0O0O0oooooooo

options of EEIC accepted by the Directors on 24 June 2005. The
number of share options were subsequently adjusted pursuant to
the 1 for 5 bonus issue effected on 13 October 2005. The relevant
Directors are entitled to subscribe for EEIC Shares at an adjusted
subscription price of US$2.033 per EEIC Share. The share options
are exercisable in whole or in part at the staggered manner within
5 option periods, commencing on 26 November 2006, 26
November 2007, 26 November 2008, 26 November 2009 and 26
March 2010 respectively and all ending on 24 May 2010.

00D03,244,0000 EEICODODODOOOO
gooooooooboooooooOooooao
gooooboO0ooO0oboOO0000O0000o0a0
O000000D0OOO0EEICODO20330000
EEICO000000O00O000O0D0000D0OO0
gooobooooOoOo0oooOoOoOooooo
gobooooooooooooooooooo
goooooooooOooooOoOooooa
gooooOoooOoOoO0ObOOoOO0O0b0OOO
oooOooooooo

Other than as disclosed above, none of the Directors nor 0000000D0o0000o0ooooo
their associates had any interests or short positions in any ogooODO0o0oOoo0OooOooooooo
shares, underlying shares or debentures of the Company oooooo0oOoooooooooooo
or any of its associated corporations (within the meaning OXvoooooooobooooooooo
of Part XV of the SFO) as at 31 December 2006. ooooooooo
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SHARE OPTIONS

Particulars of the share option schemes of the Company and of

EEIC are set out in note 33 to the consolidated financial

statements.

The following table discloses movements in the Company's share

options during the year:

googd
OO0OOOERICOOO0O000O0O0OOOODBOO
oooo3x

oooooocooooooooooooo

Outstanding Outstanding

as at Exercised as at

1.1.2006 during 31.12.2006

gooooa the year gooooo

gooo 00000 Reclassifications 0000000

Category 1: Directors 010000 oooo oo oooo 0ooo
Mr. Cheung Kwok Wing goooo 2,091,400 (946,400) - 1,145,000
Mr. Chan Wing Kwan 0oooo 3,499,200 (473,200) - 3,026,000
Mr. Cheung Kwong Kwan goooo 3,892,200 (473,200) - 3,419,000
Mr. Chang Wing Yiu 0oooo 4,116,200 (473,200) - 3,643,000
Mr. Cheung Kwok Ping (Note) goooooooo 3,836,200 (473,200) (3,363,000) -
Mr. Lam Ka Po (Note) ooooooooo 4,032,200 (473,200) (3,559,000) -
Mr. Cheung Kwok Keung (Note) goooooooo 4,032,200 (473,200) (3,559,000) -
Mr. Cheung Kwok Wa (Note) goooooooo 3,781,200 (473,200) (3,308,000) -
29,280,800 (4,258,800) (13,789,000) 11,233,000

Category 2: Employees 020000 7,241,200 (1,041,200) 13,789,000 19,989,000
Total all categories gooooo 36,522,000 (5,300,000) - 31,222,000

The weighted average closing price of the Shares on the five

trading days immediately before the date on which the options

were exercised was HK$27.75.

oobooooooooooooobooooood
ooooooo2z7.75000
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SHARE OPTIONS (continued)
The following table discloses movements in EEIC's share options

during the year:

U000 Udooo
OUOOOEEICODO0O0OOOOOONO

Outstanding Outstanding
as at Granted Exercised as at
1.1.2006 during during Lapsed 31.12.2006
oooooo the year the year during oooooo
gooo ooooo goooo the year Reclassification 0000000
oooo 0o 00 ooooo oooo oooo
Category 1: Directors 010000
Mr. Cheung Kwok Wing ooooo 973,200 - - - - 973,200
Mr. Chan Wing Kwan 00ooo 973,200 - - - - 973,200
Mr. Chang Wing Yiu 00ooo 973,200 - - - - 973,200
Mr. Mok Cham Hung, 0oooao
Chadwick 973,200 - - - - 973,200
Mr. Cheung Kwok Wa (Note) 000000000 973,200 - - - (973,200) -
4,866,000 - - - (973,200) 3,892,800
Category 2: Employees 020000 6,798,000 1,020,000 (9,600) (768,000) 973,200 8,013,600
Total all categories 0ooooo 11,664,000 1,020,000 (9,600) (768,000) - 11,906,400

Note: Messrs. Cheung Kwok Wa, Cheung Kwok Ping, Cheung Kwok Keung and
Lam Ka Po resigned as executive Directors with effect from 7 December
2006.

ARRANGEMENTS TO PURCHASE SHARES

Other than the option holdings disclosed above and the warrants
of the Company (which had expired on 31 December 2006), at
no time during the year was the Company or any of its subsidiaries
a party to any arrangements to enable the Directors to acquire

benefits by means of the acquisition of shares in, or debentures

of, the Company or any other body corporate.

000 0000000000000 000000000000O0
Ooo0000O0000000000000
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DIRECTORS’ INTEREST IN CONTRACTS OF
SIGNIFICANCE

No contract of significance to which the Company or any of its
subsidiaries was a party and in which a director of the Company
had a material interest, whether directly or indirectly, subsisted

at the end of the year or at any time during the year.

SUBSTANTIAL SHAREHOLDERS

As at 31 December 2006, the register of substantial shareholders
maintained by the Company pursuant to Section 336 of the SFO
shows that, other than the interests disclosed above in respect
of certain Directors, the following shareholders had notified the
Company of relevant interests in the issued share capital of the

Company.

Long position
Ordinary shares of HK$0.10 each of the Company (“Shares”)

Name of shareholder Note Nature of interest

oooo oo

Approximate

percentage
of the issued
share capital

issued of the Company

oooo
ooooono
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SUBSTANTIAL SHAREHOLDERS (continued)
Other than as disclosed above, the Company has not been
notified of any other relevant interests or short positions in the

issued share capital of the Company as at 31 December 2006.

CORPORATE GOVERNANCE

In the opinion of the Directors, the Company has complied with
the Code on Corporate Governance Practices as set out in
Appendix 14 of the Rules Governing the Listing of Securities (the
"Listing Rules”) on the Stock Exchange throughout the year
ended 31 December 2006 save for the deviation that all
independent non-executive Directors were not appointed for
specific terms but are subject to retirement by rotation and will
be eligible for re-election at the Company’s annual general
meeting in accordance with the Company's Articles of

Association.

The Company has adopted a code of conduct regarding
securities transactions by directors on terms no less exacting than
the required standard set out in Appendix 10 to the Listing Rules
(the “Model Code"). Having made specific enquiry of all
Directors, all Directors confirmed that they have complied with
the required standard set out in the Model Code and the code
of conduct regarding securities transactions by directors adopted
by the Company.

The Company has received from each of the independent non-
executive Directors an annual confirmation of his independence
pursuant to Rule 3.13 of the Listing Rules. The Company considers
all of the independent non-executive Directors are independent
for the purposes of Rule 3.13 of the Listing Rules.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, the aggregate sales or purchases attributable
to the Group's five largest customers combined or suppliers
combined were less than 30% of the Group's sales or purchases

respectively.
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CONNECTED TRANSACTIONS

During the year, Techwise Circuits Company Limited (“Techwise”)
and its subsidiaries (" Techwise Group”) sold printed circuit boards
("PCBs") to and purchased laminates from Shirai Electronics
Industrial Co., Ltd. (“Shirai”) and its subsidiaries (" Shirai Group”)
amounting to approximately HK$486,661,000 and
HK$110,683,000 respectively. The Techwise Group also sub-
contracted the services of the Shirai Group, namely the drilling
of laminates by the Shirai Group on Techwise Group's behalf,
amounting to approximately HK$18,693,000 during the year.
Techwise is a non-wholly owned subsidiary of the Company, while
Shirai is a substantial shareholder of Techwise Shirai Circuits
Limited (a 70% owned subsidiary of Techwise). As such, Shirai

and its subsidiaries are connected persons of the Company

pursuant to Chapter 14A of the Listing Rules.

The sale of PCBs to the Shirai Group did not exceed the
corresponding annual cap for the financial year ended 31
December 2006 which was approved by the shareholders of the
Company at an extraordinary general meeting held on 22
December 2004, namely an amount of HK$489,000,000, while
the purchase of laminates from the Shirai Group and the
subcontracting transactions with the Shirai Group during the year
did not exceed the corresponding annual caps for the financial
year ended 31 December 2006 as announced by the Company
on 27 October 2006, namely an amount of HK$115,000,000 and

HK$19,000,000 respectively.

The Directors have engaged the auditors of the Company to
perform certain agreed upon procedures in respect of the
continuing connected transactions of the Group. The auditor of
the Company has reported its factual findings on these
procedures to the board of Directors (“Board"”). The independent
non-executive Directors have, for the purpose of Rule 14A.37 of
the Listing Rules, reviewed the continuing connected transactions
and the report of the auditor and have confirmed that the
aforesaid continuing connected transactions have been entered
into by the Group in the ordinary course of its business, on normal
commercial terms, and in accordance with the terms of the
agreements governing such transactions that are fair and

reasonable and in the interests of the shareholders of the

Company as a whole.
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CONNECTED TRANSACTIONS (continued)

Other than as disclosed above, the Company has also provided
guarantees to financial institutions to secure general credit
facilities for a non-wholly owned subsidiary, namely Techwise, in
the amounts of approximately HK$70 million during the year.

EMOLUMENT POLICY
The emolument policy of the employees of the Group is set up
by the Remuneration Committee on the basis of their merit,

qualifications and competence.

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

statistics.

The Company has adopted a share option scheme as an incentive

to Directors and eligible employees. Details of the scheme is set




e

Annual Report 2006 0 000000 Kingboard Chemical Holdings Limited 000000
e

DIRECTORS’ REPORT
o000

AUDITOR

A resolution to re-appoint Deloitte Touche Tohmatsu as auditor
of the Company will be proposed for approval by shareholders
of the Company at the forthcoming annual general meeting of

the Company.

On behalf of the Board
Cheung Kwok Wing
CHAIRMAN

29 March 2007
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The board of directors (the “Board”) of Kingboard Chemical
Holdings Limited (the "Company”, together with its subsidiaries,
the "Group"”) recognises the importance of corporate
governance practice of a listed company. It is in the interest of
the stakeholders and shareholders for a listed company to
operate in a transparent manner with the adoptions of various
self-regulatory policies, procedures and monitoring mechanisms
and a clear definition of accountability of directors and

management.

During the year under review, the Board has complied with the
provisions of the Code on Corporate Governance Practices (the
"Code") contained in Appendix 14 to the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”) except with a deviation from code
provision A.4.1 of the Code. Under code provision A.4.1 of the
Code, non-executive directors should be appointed for a specific
term, subject to re-election. Currently, the Company does not
have any non-executive director and the independent non-
executive directors of the Company were not appointed for
specific terms but are subject to retirement by rotation and are

eligible for re-election.

In addition to the Code, which is mandatory in nature, the Board
also observes certain recommended best practices
("Recommended Best Practices”) contained in Appendix 14 to
the Listing Rules and has adopted certain Recommended Best
Practices which are suitable to the Company’s current situation.
The Board will continuously enhance the corporate governance
standard of the Company by reference to the Recommended

Best Practices whenever suitable and appropriate.

The Company has adopted a code of conduct regarding
directors’ securities transactions on terms no less exacting than
the required standard set out in Appendix 10 to the Listing Rules
(the "Model Code”). Having made specific enquiry of all
directors, all directors confirmed that they have complied with
the required standard set out in the Model Code and the code
of conduct regarding directors’ securities transactions adopted

by the Company.
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DIRECTORS

The Board

The Board is responsible for the leadership and control
of the Group and is entrusted with the responsibility to
supervise the management of the business and the affairs
of the Group. The Group has adopted internal guidelines
in setting forth matters that require the Board's approval.
Apart from its statutory responsibilities, the Board
approves the Group's strategic plan, annual budget, key
operational initiatives, major investments and funding
decisions. It also reviews the Group’s financial
performance, identifies principal risks of the Group's
business and ensures implementation of appropriate
systems to manage these risks. Daily business operations
and administrative functions of the Group are delegated

to the management.

The Board meets regularly and as warranted by particular
circumstances. Notices and agendas are prepared by the
Company Secretary as delegated by the Chairman of the
Board and distributed to the Board members within
reasonable time before the meetings. Relevant meeting
papers are also sent to directors well before the meetings,
informing them of the background and giving explanation
on matters to be brought before the Board. All directors
are given the opportunity to include matters in the
agendas for Board meetings. To ensure the directors make
decisions objectively and in the interests of the Company,
the Company’s articles of association provide that any
director shall abstain from voting on any resolutions in
which he or his associates is/are materially interested nor
be counted in the quorum of the meeting. Draft and final
versions of the minutes of Board meetings are sent to all
directors for their comment and records respectively

within a reasonable time after the Board meetings and

are kept by the Company Secretary.
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During the year under review, the Board had held five
meetings and the directors’ attendance at Board meetings

and Board committees’ meetings are as follows:

Audit Nomination ~ Remuneration
Board Committee Committee Committee
Meeting Meeting Meeting Meeting
0ooo ooooo ooooo goooo
0o 0o oo oo
Number of Meeting oooo 5 3 2 2
Executive directors oooo
Cheung Kwok Wing (Chairman) ooooooo 5 - - -
Chan Wing Kwan (Managing Director) oo00ooooooo 5 3 2 2
Cheung Kwong Kwan ooo 5 - - -
Chang Wing Yiu ooo 5 - - -
Mok Cham Hung, Chadwick ooo 5 3 2 2
Ho Yin Sang oooooooooo
(appointed on 11 January 2007) goooooooo 1 - - -
Cheung Wai Lin, Stephanie oooooooooo
(appointed on 11 January 2007) goooooooo 1 - - -
Lam Ka Po oooooooooo
(resigned on 7 December 2006) gooooooo 4 - - -
Cheung Kwok Wa 00o0oooooo
(resigned on 7 December 2006) gooooooo 4 - - -
Cheung Kwok Ping gooooooooo
(resigned on 7 December 2006) gooooooo 4 - - -
Cheung Kwok Keung 00o0oooooo
(resigned on 7 December 2006) gooooooo 4 - - -
Independent non-executive directors 00ooooo
Cheng Ming Fun, Paul ooo 5 3 2 2
Tse Kam Hung ooo 5 3 2 2
Henry Tan 000 5 3 2 2

The directors have observed the importance of directing OO0O0O0O00O0O00O0OO0OOOOOOOOOO
goobooooooboboobooobobooo

oooooooooooooooooond

and supervising the Company'’s affairs at a more regular
interval. After consulting all directors, Board meetings
have been preliminarily scheduled to be held at quarterly

interval and no less than four times in the coming year.
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Division and responsibilities

The Board of the Company is headed by the Chairman
whose role differs from that of the Managing Director of
the Company. The roles of the Chairman and Managing
Director are segregated and are not exercised by the same

individual.

The duties of the Chairman include (but not limited to)

the following:

J schedule meetings that enable the Board to
perform its duties and responsibilities and to
ensure all key and appropriate issues are discussed
by the Board in a timely manner without interfering

the Company's operations;

] prepare meeting agenda after consultation with

the Managing Director;

] exercise control over quality, quantity and
timeliness of the flow of information between
Management and the Board and to ensure
decisions made by the directors are made on a

fully informed basis; and

J assist in ensuring compliance with the Listing Rules
and the Company’s guidelines on corporate

governance.

The Managing Director is mainly responsible for the

overall strategic planning and day-to-day management

of the Group.
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Board composition

The Board currently comprises ten members, three of
whom are independent non-executive directors who are
expressly identified in all corporate communications that
disclose the names of directors of the Company. One of
the independent non-executive directors possesses
appropriate professional qualifications (or accounting or
related financial management expertise) as required by
the Listing Rules. The composition of the Board is as

follows:

Executive directors
Cheung Kwok Wing (Chairman)
Chan Wing Kwan (Managing Director)
Cheung Kwong Kwan
Chang Wing Yiu
Mok Cham Hung, Chadwick
Ho Yin Sang
(appointed on 11 January 2007)
Cheung Wai Lin, Stephanie
(appointed on 11 January 2007)
Lam Ka Po (resigned on 7 December 2006)
Cheung Kwok Wa (resigned on 7 December 2006)
Cheung Kwok Ping (resigned on 7 December 2006)
Cheung Kwok Keung (resigned on 7 December 2006)

Independent non-executive directors
Cheng Ming Fun, Paul

Tse Kam Hung

Henry Tan

Mr. Cheung Kwok Wing, Mr. Cheung Kwok Keung, Mr.
Cheung Kwok Wa, Mr. Cheung Kwok Ping and Ms.
Cheung Wai Lin, Stephanie (together, the “Cheung

Family”) are siblings. Mr. Cheung Kwong Kwan is a cousin
of the Cheung Family. Mr. Chang Wing Yiu and Mr. Ho
Yin Sang are brothers-in-law of the Cheung Family.
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Currently, the Company does not have any non-executive
director and the independent non-executive directors of
the Company were not appointed for specific terms but
are subject to retirement by rotation and are eligible for
re-election. The Company has received from each of the
independent non-executive directors an annual
confirmation of his independence as required under Rule
3.13 of the Listing Rules.

The Board comprises directors who collectively provide
core competencies, sales and marketing experience and
technical knowledge in laminates, printed circuit boards
and chemical products, administration and management
experience in the PRC factories, financial and accounting
skills, as well as in-house advices to comply with
international laws and regulations. The current Board size
of ten directors with a balance of skills and experience is
appropriate for effective decision making, taking into
account the nature and scope of the operations of the
Company.

Appointment, re-election and removal

The Company's Articles of Association set out a formal,
considered and transparent procedure for the
appointment of new directors to the Board. Any director
appointed by the Board either to fill a casual vacancy or
as addition to the Board, shall retire and be eligible for
re-appointment at the next following annual general
meeting after appointment. The appointment of directors
are not fixed for a specified term, but at every annual
general meeting one-third of the directors, including the
Chairman, shall be subject to retirement by rotation and
re-appointment by shareholders. The directors appointed
by the Board who are subject to retirement and re-
appointment as mentioned above shall be taken into
account in calculating the total number of directors for
the time being but shall not be taken into account in
calculating the number of directors who are to retire by
rotation. All directors eligible for re-appointment shall
have their biographical details made available to the
shareholders to enable them to make an informed
decision on their re-appointment. Any appointment,
resignation, removal or re-designation of director shall
be timely disclosed to the shareholders by announcement
and shall include in such announcement, the reasons given
by the director for his resignation.
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Responsibilities of Directors

The Company and the Board require each director to keep
abreast of his responsibilities as a director of the Company
and of the conduct, business activities and development
of the Company. Every director is required to devote
sufficient time and involvement in the affairs of the Board
and the material matters of the Company and to serve
the Board with such degree of care and due diligence

given his own expertise, qualification and professionalism.

Every newly appointed director shall receive a
comprehensive, formal and tailored induction on the first
occasion of his appointment. All directors shall be
updated and briefed on continuing professional
development as is necessary to ensure that they have a
proper understanding of the operations and the business
of the Company and that they are fully aware of their
responsibilities under the applicable laws and regulations.
The Board has a procedure for directors, either individually
or as a group, in the furtherance of their duties, to take
independent professional advice, if necessary, at the
Company's expenses to enable and facilitate the directors
to make well considered decisions. Appropriate insurance
coverage for directors’ and officers’ liability has been
arranged against possibility of legal action to be taken

against the directors and the management.

Supply of and access to information

The management of the Company has an obligation to
furnish the Board with complete, adequate and
appropriate information in such form and such quality in
a timely manner so as to enable them to make an informed
decision and to discharge their duties and responsibilities
as directors of the Company. All the directors are given

separate and independent access to the Company'’s senior

management.
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All the directors are given separate and independent
access to the Company Secretary, whose role includes
ensuring that Board procedures are observed and
followed, and that applicable rules and regulations are
complied with. The Company Secretary attends all the
meetings of the Board and Board committees and is
responsible for drafting minutes and keeping minutes
records which can be accessed by any director for

inspection.

REMUNERATION OF DIRECTORS AND
SENIOR MANAGEMENT

The level and make-up of remuneration and disclosure
The Board has set up a remuneration committee (the
“Remuneration Committee”) which comprises three
independent non-executive directors, namely Mr. Tse Kam
Hung (Chairman), Mr. Cheng Ming Fun, Paul and Mr.
Henry Tan, to formulate policies and procedures for
determining the remuneration of directors and senior
management and other remuneration related matters.
The Remuneration Committee is set up with written terms
of reference which set out clearly its duties and authorities
delegated by the Board of directors, including the
following specific duties:—

] formulate the framework or Board policy for
determining the remuneration of the Company’s
Board and senior management. The objective of
such policy should ensure that members of the
senior management of the Company are provided
with appropriate incentives to encourage
enhanced performance and are, in a fair and
reasonable manner, rewarded for their individual

contributions to the success of the Company;

. recommend specific remuneration packages
including, where appropriate, allowances,
bonuses, benefits in kind, incentive payments, and
share options, if any, for each executive director
and the Managing Director and such other
members of senior management as it is designated

to consider;
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o recommend targets for any performance-linked
pay schemes operated by the Company, taking
into account remuneration and employment
conditions within the industry and in comparable

companies; and

o recommend to the Board the remuneration of
independent non-executive directors (including
non-executive directors, if any), taking into account
factors such as effort, time spent and

responsibilities.

When recommending the remuneration package for each
individual director, the Remuneration Committee will
consider his qualification and experience, specific duties
and responsibilities assigned to him by the Board and
the prevailing market packages available for similar
position. The emolument of the Directors on a named
basis for the year under review is set out on page 98 and
99 in note 14 to the financial statements. Review and
comparison in terms of Directors’ emolument package
and net profits of the Group are made from time to time
with comparable listed industrial companies with similar
capitalisation to the Group. Considering all such factors,
the Remuneration Committee would make
recommendation on the remuneration package for each

Director after consultation with the Chairman.

During the year under review, the Remuneration
Committee had convened two meetings during which,
among other things, the remuneration packages for all
Directors, including Mr. Ho Yin Sang and Ms. Cheung Wai

Lin, Stephanie, who were newly appointed to the Board

on 11 January 2007, were considered.
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ACCOUNTABILITY AND AUDIT

Financial reporting

The directors acknowledge their responsibilities for
preparing the Company’s account which gives a true and
fair view of the financial position of the Group. The
Company deploys appropriate and sufficient resources
to prepare unaudited half-yearly account and audited
yearly account. Senior management is required to present
and explain the financial reporting and matters that
materially affect or may have material impact on the
financial performance and operations of the Company to
the Audit Committee and the Board and respond to the
queries and concerns raised by the Audit Committee and
the Board to their satisfaction. The statement of the
auditor of the Company about their reporting
responsibilities on the financial statements is set out in
Independent Auditor's Report on pages 49 and 50 of this

annual report.

Internal controls
The Group has in place a system of internal controls, the

key elements of which are as follows:—

J formal policies and procedures are in place,
including the documentation of key processes,
procedures and rules relating to the delegation of
authorities. These allow the monitoring of controls
and restrict the unauthorised use of the Group

assets;

. experienced and suitably qualified staff take
responsibility for important business functions.
Annual appraisal procedures have been

established to maintain standards of performance;

J monthly business and financial reports are
prepared, providing relevant, timely, reliable and
up-to-date financial and other information; budget

variances are investigated as appropriate; and

] an internal audit function, which reports directly
to the Audit Committee, is in place to determine
whether the above procedures are properly carried

out.
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The Board has conducted a review on the effectiveness
of the above internal control system of the Group
including financial, operational and compliance controls
and risk managements and will conduct such review at
least once a year, so as to ensure the shareholders’
investment and the Group's assets are properly
safeguarded. The Board is satisfied that, based on the
information supplied, coupled with its own observations
and with the assistance of the Audit Committee, the
present internal controls and risk management processes
are satisfactory for the nature and size of the Group’s

operations and business.

In addition to the internal control system, the Board has
established an internal audit team that reports directly to
the Audit Committee. The internal audit team will
independently audit various functions, operations and
systems existed in the Company according to their weight
of significance to the Company as well as the priority list
recommended by the Audit Committee. The internal audit
team will prepare an internal audit report highlighting the
deficiencies and weaknesses in existing audit functions,
operations and systems for discussion by the Audit
Committee and the Board, and based on these findings
the Board will instruct senior management to take

appropriate corrective and improvement actions.

Audit Committee

The Board has established the Audit Committee with
specific written terms of reference setting out duties,
responsibilities and authorities delegated to them by the
Board of directors. The major duties and responsibilities

of the Audit Committee include the following:-
. review with the external auditor, the audit plan;

. review with the external auditor, their evaluation

of the system of internal accounting controls;

o review the scope and results of the internal audit

procedures;
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o review the balance sheet and profit and loss
account of the Company and the consolidated
balance sheet and profit and loss account of the

Group and submit them to the Board;
. nominate persons as auditor;

J review with the internal and external auditors their
findings on their evaluation of the Company’s
system of internal controls for the purpose of
assisting the Board in developing policies that
would enhance the controls and operating systems

of the Company; and

. review connected transactions and examine the
adequacy of internal controls of the Group as part

of the standard procedures.

The duties of the Audit Committee include reviewing the
scope and results of the audit and its cost effectiveness,
and the independence and objectivity of the Company’s
auditor, Deloitte Touche Tohmatsu. The Audit Committee
will review the independence of the Company’s auditor,
the resources and adequacy of the internal audit function,
at least once a year. Where the auditor also supply non-
audit services to the Company, the Committee will keep
the nature and extent of such services under review,
seeking to balance between the maintenance of
objectivity and value for money. During the year under
review, the fees paid/payable to the Company’s auditor
in respect of audit and non-audit services provided by

the Company’s auditor to the Group were as follows:
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Amount (HK$)
Nature of services oooo oooooo
Audit services oooo 7,800,000
Non-audit services ooooo
(i) Tax services (i) oooo 1,490,900
(i) Other services (Note) (i) oo0oooooo 14,606,000

Note: The amount represented largely the fees paid to the reporting
accountants of Kingboard Laminates Holdings Limited in its listing

on the Main Board of the Stock Exchange.
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The Audit Committee has undertaken a review of all the
non-audited services provided by the Company’s auditor
and concluded that in their opinion such services did not
affect the independence of the auditor. The Board has
appointed an accountant to be responsible for the
accounting and financial matters of the Group and the
Audit Committee has free access to the accountant and
senior management of the Group and to any financial and
relevant information which enable them to discharge their
audit committee function effectively and efficiently.
Besides internal assistance being available, the Audit
Committee may request for assistance and advice from
external auditor as and when they think necessary at the
expenses of the Company. The Audit Committee shall
meet with external auditor without the presence of
executive directors to discuss the Group's financial
reporting and any major and financial matters arising

during the year under review at least once a year.

In addition, the Audit Committee is authorized:

o to investigate any matter within its written terms

of reference;

o to have full access to and co-operation by the
management;
o to have full discretion to invite any director or

executive officer to attend its meetings; and

. to have reasonable resources to enable it to

discharge its functions properly.

The Board will ensure that the members of the Audit
Committee are appropriately qualified to discharge their
responsibilities and at least one member has accounting
and related financial management expertise or
experience. The Audit Committee comprises three
independent non-executive directors, namely Mr. Cheng
Ming Fun, Paul (Chairman), Mr. Tse Kam Hung and Mr.
Henry Tan.
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The Audit Committee has reviewed with the management
the accounting principles and practices adopted by the
Group and discussed auditing, internal control and
financial reporting matters, including the review of the
audited annual financial statements for the year ended
31 December 2006.

DELEGATION BY THE BOARD

Management function

The Company's articles of association set out matters
which are specifically reserved to the Board for its decision.
Executive directors normally meet on an informal basis
every two weeks and participate in senior management
meetings on a regular basis to keep abreast of the latest
operations and performance of the Group and to monitor
and ensure the management carry out the directions and
strategies set by the Board of directors correctly and
appropriately. Clear instructions are given to the
management as to the matters which should bring to the
attention and be determined by the Board on behalf of
the Company.

Board committees

The Board has set up three Board committees, namely
Audit Committee, Nomination Committee and
Remuneration Committee, each chaired by different
independent non-executive director, to assist the Board
in discharging functions specific to each committee. Each
Board committee has its own written terms of reference
setting out the principles, procedures and arrangements

which are substantially the same as those for the Board.

The Nomination Committee comprises three members
who are independent non-executive directors, namely Mr.
Henry Tan (Chairman), Mr. Cheng Ming Fun, Paul, and
Mr. Tse Kam Hung. According to the written terms of
reference of the Nomination Committee, the major

responsibilities of the Nomination Committee include:—

J regularly review the structure, size and composition
of the Board and make recommendations to the
Board with regard to any adjustments that are

deemed necessary;
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o review whether or not an independent non-
executive director is independent for the purpose

of the Listing Rules on annual basis;

J be responsible for identifying and nominating for
the approval of the Board, candidates to fill board
vacancies as and when they arise;

. assess the effectiveness of the Board as a whole
and the contribution by each individual director

to the effectiveness of the Board; and

o be responsible for re-nomination having regard to
the director’s contribution and performance,
including, if applicable, as an independent

director.

During the year under review, the Nomination Committee
had convened two meetings during which, among other
things, the nomination of Mr. Ho Yin Sang and Ms.
Cheung Wai Lin, Stephanie as additional directors of the
Company were considered. Mr. Ho Yin Sang and Ms.
Cheung Wai Lin, Stephanie were appointed as executive
directors by the Board with effect from 11 January 2007
and pursuant to the Company'’s articles of association, Mr.
Ho Yin Sang and Ms. Cheung Wai Lin, Stephanie, will
retire, and be eligible for re-election at the forthcoming
annual general meeting. The Nomination Committee had
also considered the directors who should retire by rotation
pursuant to the Company’s articles of association and the
Code. The Nomination Committee had resolved that Mr.
Cheung Kwong Kwan, Mr. Mok Cham Hung, Chadwick
and Mr. Cheng Ming Fun, Paul shall be subject to
retirement by rotation at the forthcoming annual general
meeting of the Company. All the above-named directors
were nominated by the Nomination Committee to stand
for re-election at the forthcoming annual general meeting
of the Company.
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COMMUNICATION WITH SHAREHOLDERS

The Board endeavours to maintain an on-going dialogue
with shareholders. All directors are encouraged to attend
the general meetings to have personal communication
with shareholders. In annual general meeting, Chairman
of the Board and the chairman of each committee are
required to attend and answer questions from
shareholders in respect of the matters that they are
responsible and accountable for. The external auditor is
also required to be present to assist the directors in
addressing any relevant queries by shareholders. The
Company has also set up a public relations website which
enables the shareholders and public to post their
questions, comments and opinions in relation to the

Group to the Board.

The Company'’s annual general meeting ("AGM") and
extraordinary general meeting ("EGM") provide good
opportunities for shareholders to air their views and ask
directors and management questions regarding the
Company. All shareholders of the Company receive the
annual report, circulars and notices of AGM and EGM and
other corporate communications. The notices are also
published in newspapers. Separate resolutions are
required at general meetings on each distinct issue. Each
shareholder is permitted to appoint a proxy to attend and

vote in his stead.

Voting by poll

Pursuant to the articles of association of the Company,
the Chairman shall demand a poll in the Company’s
general meetings whenever voting by poll is required
under the Listing Rules. The Company'’s articles of
association has set out the procedures, requirements and
circumstances where voting by poll is required, and in
corporate communications to shareholders for matters
where shareholders’ voting are required, the procedures
for and shareholders’ right to demand a poll shall be
specified. Such procedure and shareholders’ right would
be reiterated and explained by the Chairman at the

commencement of the general meeting of shareholders.

E.
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INDEPENDENT AUDITOR’S REPORT
Od0ooodod

TO THE SHAREHOLDERS OF
KINGBOARD CHEMICAL HOLDINGS LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of
Kingboard Chemical Holdings Limited (the "Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on
pages 51 to 147, which comprise the consolidated balance sheet
as at 31 December 2006, and the consolidated income statement,
the consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and

a summary of significant accounting policies and other

explanatory notes.
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INDEPENDENT AUDITOR’S REPORT
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AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit and to report our opinion
solely to you, as a body, and for no other purpose. We do not
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CONSOLIDATED INCOME STATEMENT
HRERNREEN

For the year ended 31 December 2006 OO0 O00O0000000000000

2006 2005
ooooo ooooo
NOTES HK$'000 HK$'000
oo oono ooao
Revenue oon 6 16,773,348 13,098,354
Cost of sales oooao (12,495,937) (9,918,457)
Gross profit oo 4,277,411 3,179,897
Other income oooo 8 50,275 13,380
Investment income gooo 9 144,597 53,737
Distribution costs gooao (457,526) (384,879)
Administrative costs oooo (1,024,102) (790,900)
Gain on disposal and deemed disposal of 000000000
partial interest in a subsidiary ooooooooooo 10 4,830,916 =
Discount on acquisition of an associate 0pooooooboo 48,182 -
Discount on acquisition of oooooooooo
additional interest in a subsidiary gooo 1,498 6,305
Finance costs oooo 11 (313,266) (274,418)
Share of results of associates oooooooo 39,924 =
Share of results of jointly controlled oooooooo (1,755) (14,320)
entities o0
Profit before taxation gooooo 7,596,154 1,788,802
Income tax expense ooooo 12 (240,435) (139,970)
Profit for the year gooooo 13 7,355,719 1,648,832
Attributable to: oooao
Equity holders of the Company 00000000 7,068,015 1,435,809
Minority interests gooooo 287,704 213,023
7,355,719 1,648,832
Dividends oo 15 382,648 238,525
Earnings per share oooao 16
Basic oo HK$8.904 HK$1.915
Diluted oo HK$8.527 HK$1.826
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CONSOLIDATED BALANCE SHEET
000000

At 31 December 2006 OOO0OOOO0O0O0O00000

2006 2005
ooooo 00000
NOTES HK$'000 HK$'000
oo gooo goo
Non-current assets gooog
Investment properties oooo 17 40,220 33,057
Properties, plant and equipment oooooooo 18 10,254,325 8,690,274
Prepaid lease payments gooooo 19 471,727 351,374
Goodwill oo 20 1,717,519 1,659,354
Investments in associates gooooooo 21 486,929 188,137
Available-for-sale investments oooooo 22 395,150 121,281
Derivative financial instruments gooooo 23 - 60,697
Interests in jointly controlled entities 0000000000 24 15,354 17,109
Non-current deposits goooo 25 265,430 250,978
Intangible assets oooo 26 2,185 1,778
Deferred tax assets goooooo 31 19,499 11,606
13,668,338 11,385,645
Current assets oooa
Inventories oo 27 2,498,354 1,785,809
Trade and other receivables and 000000000
prepayments gooooo 28 5,805,993 4,894,221
Prepaid lease payments 0oo0ooo0n 19 9,513 7,669
Derivative financial instruments gooooo 23 39,183 56,496
Taxation recoverable ooooo 2,439 4,054
Bank balances and cash goooooo 28 6,097,231 1,226,928
14,452,713 7,975,177
Current liabilities o000
Trade and other payables ooooooooo 29 2,751,777 2,355,179
Bills payable oooo 29 653,608 409,311
Derivative financial instruments oooooo 23 195 -
Taxation payable gooo 283,583 121,656
Bank borrowings — amount due within o00ooooo 30 1,296,421 2,231,728
one year ooooo
4,985,584 5,117,874
Net current assets goooooo 9,467,129 2,857,303
Total assets less current liabilities goooooooo 23,135,467 14,242,948
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CONSOLIDATED BALANCE SHEET
000000

At 31 December 2006 OOO0OOOO0O0O0O00000

2006 2005
ooooo ooooo
NOTES HK$'000 HK$'000
oo oono ooao
Non-current liabilities ooooo
Deferred tax liabilities oooooo 31 36,323 46,960
Bank borrowings — amount due 00000000
after one year gooooo 30 4,086,223 4,549 245
4,122,546 4,596,205
19,012,921 9,646,743
Capital and reserves 00000
Share capital oo 32 83,280 78,477
Reserves oo 15,875,645 8,153,690
Equity attributable to equity holders oooooooo
of the Company 0o0oo0o 15,958,925 8,232,167
Equity component of share option oooooooo
reserve of a subsidiary o0oooOooo 33 9,764 3,047
Minority interests goooooo 3,044,232 1,411,529
Total equity oooa 19,012,921 9,646,743

The consolidated financial statements on pages 51to 147 were 0510001470 0000000000000
approved and authorised for issue by the Board of Directorson 0000000000000 00O0OODOOOO

29 March 2007 and are signed on its behalf by: 00O0O00o0OOoOOoo
Cheung Kwok Wing Chan Wing Kwan
ooo ooog
DIRECTOR DIRECTOR
oo oo
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CoNsoOLIDATED STATEMENT OF CHANGES IN EouiTy

Jootoot

For the year ended 31 December 2006

ooooooooooooooooo

Attributable to equity holders of the Company

pooooooooooo
Capital Special Investment Share option
Share Share redemption  Goodwill  surplus  Statutory  Hedging revaluation Translation  Retained reserveof  Minority Total
capital  premium  reserve  reserve  account  reserve  reserve  reserve  reserve profits Total asubsidiary interests equity
oooo
oo 0o 0o goooo oo
00 0000 QOO0 0000 OOOOD DOOOD 0OOO  OOOO  DOOO OOOO 00 00000 0000 DOOO
HKS'000  HKF000  HKS000  HKFO00  HKS000  HKSO00  HK$000  HKS'000  HKF000  HKS000  HKF000  HKS'000  HKS000  HK$000
ooo goo goo ooo goo goo ooo ooo goo ooo ooo poo ooo ooo
Balance at 1 January 2005 000000
ooooooo 71948 2324661 897 1) 105% 3466 (89795)  (41465) 3168 3091121 5373804 - 1638440 701244
Increase in fair value 0000000
changes of derivatives 0oooooo
under cash flow hedge 0oo - - - - - - 20698 - - - 20698 - - 206988
Increase in fair value 00000000
changes of available- 0ooooo
for-sale investments - - - - - - - 16,602 - - 16,602 - - 16,602
Exchange differences 000000000
on translation of foreign 0oooo
operations - - - - - - - - 1M - UM - H06 148227
Net income recognised ooooooooo
directly in equity 0oooo - - - - - - 20698 16602 124211 - 3780 - ue  INg
Profitfor the year 0oooo - - - - - - - - - 1435809 1435809 - 1303 1648832
Investment revaluation 000000000
resenve released 0ooooooo
on disposal of available-
for-sale investments - - - - - - - 14,531 - - 14,531 - - 14,531
Total recognisedincome 000000000
and expenses for theyear 00000 - - - - - - 20698 3133 14N 1435809 1798141 - 0% 203,180
Issue of new shares goooo
- from share subscription goooo 4000 886,000 = = = = = = = - 890,000 = - 890,000
-from exercise of warrants 0000000 19 397817 - - - - - - - - 39816 - - 399816
- from exercise of 0000oooo
share options 50 19.292 - - - - - - - - 19822 - - 19822
Expensesincurred in ooooooo
connection with issue goo
of new shares - (10.891) - - - - - - - - (10,891) - - (10.891)
Recognition of equity- oopoooooo
settled share based
payments - - - - - - - - - - - 3047 - 3047
Final dividend for the nooooaoo
year ended oooooaoo
31 December 2004 00000000

year ended nooooaoo
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CoNsOLIDATED STATEMENT OF CHANGES IN EQuiTy
OOo0oood

For the year ended 31 December 2006 OO0 O00O0000000000000

Attributable to equity holders of the Company

pooooooooooo
Capital Special Investment Share option
Share Share redemption ~ Goodwill  surplus  Statutory  Hedging revaluation  Translation  Retained reseveof  Minority Total
capital  premium  reseve  reseve  account  feseve  fesenve  feserveTesene profits Total asubsidiary  interests equity

oooo
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ConNsoLIDATED CAsH FLow STATEMENT

Jootoot

For the year ended 31 December 2006 OO0 O00O0000000000000

2006 2005
ooooo oooono
HK$'000 HK$'000
ooo ooo
OPERATING ACTIVITIES oooao
Profit before taxation ooooo 7,596,154 1,788,802
Adjustments for: ooo
Share of results of associates 0ooooooo (39,924) =
Share of results of jointly controlled entities oooooooooo 1,755 14,320
Amortisation of intangible assets 000000 500 460
Depreciation of properties, plant and equipment 0DoooOooooo 1,031,198 817,258
Dividends from available-for-sale investments 0oooooooo (1,002) (6,862)
Interest expenses and other finance charges 00000000000 313,266 274,418
Gain on disposal and deemed disposal of 0000000000000
partial interest in a subsidiary 00ooooo (4,830,916) =
Gain on disposal of investments held for trading 00000D0oooo (85,197) =
Gain on disposal of available-for-sale investments 00000D0oooo (6,876) (35,724)
Gain on fair value changes of investment properties pooooooooooo (7,163) (77)
(Gain) loss on disposal and write off of properties, 0000000000000
plant and equipment ooooooo (144) 1,669
Gain on fair value changes of foreign currency oooCooooODOOooooo
forward contracts (23) =
Loss on closure of a jointly-controlled entity 0000000000000 - 5,344
Discount on acquisition of additional interest 00000000000OOO
in a subsidiary (1,498) (6,305)
Discount on acquisition of an associate oooooooooo (48,182) -
Release of prepaid lease payments 00000000 8,595 6,513
Interest income oooo (51,499) (11,151)
Share based payment expense 00000000 6,717 3,047
Operating cash flows before movement in working capital 0o0o0o0o0ooOoOoooOoC 3,885,761 2,851,072
Increase in inventories 0ooo (627,438) (250,750)
Increase in trade and other receivables and prepayments 000O00oOo0OoOooooOoCo (603,236) (853,897)
Increase in trade and other payables oo0o0ooooOoo 103,123 369,097
Increase (decrease) in bills payable 0o0ooooooo 244,297 (205,978)
Cash generated from operations oooooooCo 3,002,507 1,909,544
Hong Kong Profits Tax paid ooooooa (14,411) (12,957)
Hong Kong Profits Tax refunded goooooo 1,301 128
Other taxes paid oooooo (81,935) (79.342)
NET CASH FROM OPERATING ACTIVITIES gooooooooo 2,907,462 1,817,373
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CoNsoOLIDATED CAsH FLow STATEMENT
OOo0oood

For the year ended 31 December 2006 OO0 O00O0000000000000

2006 2005
00o0ono ooooo
HK$'000 HK$'000
0oo 0oo
NET INCREASE IN CASH AND CASH EQUIVALENTS 0000000000000 5,007,171 247 444
CASH AND CASH EQUIVALENTS AT THE BEGINNING 0o0ooooooooo
OF THE YEAR 1,087,234 839,790
CASH AND CASH EQUIVALENTS AT THE END 000ooooooooo
OF THE YEAR 6,094,405 1,087,234
ANALYSIS OF THE BALANCES OF CASH AND ooooooOooooooo
CASH EQUIVALENTS
Bank balances and cash ooooooa 6,097,231 1,226,928
Bank overdrafts oooao (2,826) (139,694)

6,094,405 1,087,234




Annual Report 2006 [ 01 1 L1001 0101 Kingboard Chemical Holdings Limited D00 00 00O
T — .

NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

1. GENERAL 1. 0OO0OOO

The Company was incorporated in the Cayman Islands
as an exempted company with limited liability and its
shares are listed on the main board of The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”). The
addresses of the registered office and principal place of
business of the Company are disclosed in the “Corporate

Information” section of the annual report.

The consolidated financial statements are presented in
Hong Kong Dollars, which is the same as the functional

currency of the Company.

The principal activities of the Group are the manufacture
of laminates, copper foil, glass fabric, glass yarn, bleached
kraft paper, printed circuit boards (“PCBs"), chemicals,
liquid crystal displays (“LCDs") and magnetic products.

APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
(“HKFRSs")

In the current year, the Group has applied, for the first
time, a number of new standard, amendments and
interpretations (“new HKFRSs") issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA"),
which are either effective for accounting periods
beginning on or after 1 December 2005 or 1 January 2006.
The adoption of the new HKFRSs had no material effect
on how the results and financial position for the current
or prior accounting periods have been prepared and

presented. Accordingly, no prior period adjustment has

been required.
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NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

2. APPLICATION OF NEW AND REVISED HONG
KONG FINANCIAL REPORTING STANDARDS
("HKFRSs") (continued)

The Group has not early applied the following new

standards, amendment or interpretations that have been

issued but are not yet effective. The directors of the

Company anticipate that the application of these

standards, amendment or interpretations will have no

material impact on the results and the financial position

of the Group.

HKAS 1 (Amendment)

HKFRS 7

HKFRS 8
HK(IFRIC) — INT 7

HK(IFRIC) — INT 8

HK(IFRIC) — INT 9

HK(IFRIC) — INT 10

HK(IFRIC) — INT 11

HK(IFRIC) - INT 12

Capital disclosures'

Financial instruments:
Disclosures’

Operating segments?

Applying the restatement
approach under HKAS 29
Financial Reporting in
Hyperinflationary
Economies®

Scope of HKFRS 2

Reassessment of embedded
derivatives®

Interim financial reporting
and impairment?

HKFRS 2 — Group and
treasury share
transactions’

Service concession
arrangements®

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

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

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

Effective for annual periods beginning on or after 1 May 2006.
Effective for annual periods beginning on or after 1 June 2006.
Effective for annual periods beginning on or after 1 November 2006.
Effective for annual periods beginning on or after 1 March 2007.

Effective for annual periods beginning on or after 1 January 2008.
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SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been
prepared on the historical cost basis except for certain
properties and certain financial instruments, which are
measured at fair values, as explained in the accounting

policies set out below.

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

Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the
financial statements of the Company and entities
controlled by the Company (its subsidiaries) made up to
31 December each year. Control is achieved where the
Company has the power to govern the financial and
operating policies of an entity so as to obtain benefits

from its activities.

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

the effective date of disposal, as appropriate.

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

the Group.

All intra-group transactions, balances, income and

expenses are eliminated on consolidation.

3.

NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Business combinations (continued)

Goodwill arising on acquisition is recognised as an asset
and initially measured at cost, being the excess of the
cost of the business combination over the Group's interest
in the net fair value of the identifiable assets, liabilities
and contingent liabilities recognised. If, after
reassessment, the Group's interest in the net fair value of
the acquiree's identifiable assets, liabilities and contingent
liabilities exceeds the cost of the business combination,

the excess is recognised immediately in profit or loss.

The interest of minority shareholders in the acquiree is
initially measured at the minority’s proportion of the net
fair value of the assets, liabilities and contingent liabilities

recognised.

Investments in associates

An associate is an entity over which the Group has
significant influence and that is neither a subsidiary nor
an interest in a joint venture. Significant influence is the
power to participate in the financial and operating policy
decisions of the investee but is not control or jointly

control over those policies.

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

obligations or made payments on behalf of that associate.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Investments in associates (continued)

Any excess of the cost of acquisition over the Group's
share of the net fair value of the identifiable assets,
liabilities and contingent liabilities of the associate
recognised at the date of acquisition is recognised as
goodwill. The goodwill is included within the carrying
amount of the investment and is assessed for impairment

as part of the investment.

Any excess of the Group's share of the net fair value of
the identifiable assets, liabilities and contingent liabilities
over the cost of acquisition after reassessment, is

recognised immediately in profit or loss.

Where a group entity transacts with an associate of the
Group, profits and losses are eliminated to the extent of

the Group's interest in the relevant associate.

Jointly controlled entities

Joint venture arrangements that involve the establishment
of a separate entity in which venturers have joint control
over the economic activity of the entity are referred to as

jointly controlled entities.

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

controlled entity.
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NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododoogogo

For the year ended 31 December 2006 OO0 O00O0000000000000

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)
Jointly controlled entities (continued)
Any excess of the Group's share of the net fair value of
the identifiable assets, liabilities and contingent liabilities
over the cost of acquisition after reassessment, is

recognised immediately in profit or loss.

When a group entity transacts with a jointly controlled
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NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Goodwill (continued)

Capitalised goodwill arising on an acquisition of a
subsidiary is presented separately in the consolidated

balance sheet.

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

periods.

On subsequent disposal of a subsidiary, the attributable
amount of goodwill capitalised is included in the

determination of the amount of profit or loss on disposal.

Investment properties

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

which they arise.

0000 dooo

ooooo
ooboooooooooooooooo
oooooocOoooooooono

toooooOobooooooooooo
cobooooooooooooooono
oobooooooooooooooooa
cobooooooooooooooono
ooooooooooooooooooo
ooooooooooooooooood
cobooooooooooooooono
toooooOobooooooooooo
ooooooooooonoooooooa
toooooooooooooooooo
oobooboooooooooooooo
ooooooooooooooooood
cobooooooooooooooono
cooooOooO0o0Ooooooooooo

ooooooooooonooooooo
Ooooooooooooooooooo

oooo
oobooooooooooooooood
cobooooooOooocoooonoooo
ooooooooooooooooooo
ooooooOoooooooooood



Annual Report 2006 [ 01 1 L1001 0101 Kingboard Chemical Holdings Limited D00 00 00O
T — .

NoTEs TO THE CONSOLIDATED FINANCIAL STATEMENTS
Ododogodn

For the year ended 31 December 2006 OO0 O00O0000000000000

3. SIGNIFICANT ACCOUNTING POLICIES
(continued)
Investment properties (continued)
An investment property is derecognised upon disposal
or when the investment property is permanently
withdrawn from use or no future economic benefits are
expected to arise from the continued use of the asset.
Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal
proceeds and the carrying amount of the asset) is included
in the consolidated income statement in the year in which

the item is derecognised.

Properties, plant and equipment

Properties, plant and equipment (other than properties,
plant and equipment under construction) used in the
production or supply of goods or services, or for
administrative purposes, are stated in the consolidated
balance sheet at cost less subsequent accumulated

depreciation and any accumulated impairment losses.

Depreciation is provided to write off the cost of items of
properties, plant and equipment other than the
properties, plant and equipment under construction over
their estimated useful lives and after taking into account
of their estimated residual value, using the straight-line

method, at the following rates per annum:

Freehold land Nil
Properties for own use Over the remaining unexpired
terms of the leases or fifty

years, whichever is the

shorter
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Properties, plant and equipment (continued)
Properties, plant and equipment under construction,
representing property, plant and equipment in the course
of construction for production or for its own use purposes,
are carried at cost less any recognised impairment loss.
Properties, plant and equipment under construction is
classified to the appropriate category of property, plant
and equipment when completed and ready for intended
use. Depreciation of these assets, on the same basis as
other property assets, commences when the assets are

ready for their intended use.

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

the item is derecognised.

Leasehold land and buildings under development for
future owner-occupied purpose

When the leasehold land and buildings are in the course
of development for production, rental or for administrative
purposes, the leasehold land component is classified as
a prepaid lease payment and amortised over a straight-
line basis over the lease term. During the construction
period, the amortisation charge provided for the
leasehold land is included as part of costs of buildings
under construction. Buildings under construction are
carried at cost, less any identified impairment losses.
Depreciation of buildings commences when they are
available for use (i.e. when they are in the location and
condition necessary for them to be capable of operating

in the manner intended by management).
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3. SIGNIFICANT ACCOUNTING POLICIES
(continued)
Inventories
Inventories are stated at the lower of cost and net
realisable value. Cost comprises direct materials and,
where applicable, direct labour costs and those overheads
that have been incurred in bringing the inventories to their
present location and condition. Cost is calculated using
the weighted average method. Net realisable value
represents the estimated selling price less all estimated
costs of completion and costs to be incurred in marketing,

selling and distribution.

Intangible assets

Intangible assets acquired separately

Intangible assets acquired separately and with finite useful
lives are carried at costs less accumulated amortisation
and any accumulated impairment losses. Amortisation for
intangible assets with finite useful lives is provided on a

straight-line basis over their estimated useful lives.

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net
disposal proceeds and the carrying amount of the asset
and are recognised in the consolidated income statement

when the asset is derecognised.

Research and development expenditure expenditures
Expenditure on research activities is recognised as an

expense in the period in which it is incurred.

An internally-generated intangible asset arising from
development expenditure is recognised only if it is

anticipated that the development costs incurred on a

clearly-defined project will be recovered through future
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Intangible assets (continued)

The amount initially recognised for internally-generated
intangible asset is the sum of the expenditure incurred
from the date when the intangible asset first meets the
recognition criteria. Where no internally generated
intangible asset can be recognised, development
expenditure is charged to profit or loss in the period in

which it is incurred.

Subsequent to initial recognition, internally-generated
intangible asset is reported at cost less accumulated
amortisation and accumulated impairment losses, on the

same basis as intangible assets acquired separately.

Impairment

Intangible assets with finite useful lives are tested for
impairment when there is an indication that an asset may
be impaired (see the accounting policies in respect of
impairment losses for tangible and intangible assets

below).

Impairment losses (other than goodwill (see the
accounting policies in respect of goodwill))

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

as an expense immediately.

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

income immediately.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Leasing

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

as operating leases.

The Group as lessor

Rental income from operating leases is recognised in the
consolidated income statement on a straight-line basis
over the term of the relevant lease. Initial direct costs
incurred in negotiating and arranging an operating lease
are added to the carrying amount of the leased asset and
recognised as an expense on a straight-line basis over

the lease term.

The Group as lessee

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

over the term of the relevant lease.

The land and building elements of a lease of land and
building are considered separately for the purpose of
lease classification, leasehold land which title is not
expected to pass to the lessee by the end of the lease
term is classified as an operating lease unless the lease
payments cannot be allocated reliably between the land

and building elements, in which case, the entire lease is

classified as a finance lease.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Foreign currencies

In preparing the financial statements of each individual
group entity, transactions in currencies other than the
functional currency of that entity (foreign currencies) are
recorded in the respective functional currency (i.e. the
currency of the primary economic environment in which
the entity operates) at the rates of exchange prevailing
on the dates of the transactions. At each balance sheet
date, monetary items denominated in foreign currencies
are retranslated at the rates prevailing on the balance
sheet date. Non-monetary items carried at fair value that
are denominated in foreign currencies are retranslated 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

retranslated.

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

recognised directly in equity, in which cases, the exchange

differences are also recognised directly in equity.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Foreign currencies (continued)

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

foreign operation is disposed of.

Goodwill and fair value adjustments on identifiable assets
acquired arising on an acquisition of a foreign operation
on or after 1 January 2005 are treated as assets and
liabilities of that foreign operation and translated at the
rate of exchange prevailing at the balance sheet date.
Exchange differences arising are recognised in the

translation reserve.

Borrowing costs

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 capitalisation.

All other borrowing costs are recognised in profit or loss

in the period in which they are incurred.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Retirement benefit costs

Payments to defined contribution retirement benefit
plans, state-managed retirement benefit schemes and the
Mandatory Provident Fund Schemes are charged as an
expense when employees have rendered service entitling

them to the contributions.

Taxation
Income tax expense represents the sum of the tax

currently payable and deferred tax.

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

substantively enacted by the balance sheet date.

Deferred tax is recognised on differences between the
carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding
tax bases used in the computation of taxable profit, and
is accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all
taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable
profits will be available against which deductible
temporary differences can be utilised. Such assets and
liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recognition (other
than in a business combination) of assets and liabilities in

a transaction that affects neither the taxable profit nor

the accounting profit.
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3. SIGNIFICANT ACCOUNTING POLICIES
(continued)
Taxation (continued)
Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in
subsidiaries and associates, and interests in joint ventures,
except where the Group is able to control the reversal of
the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable

future.

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

recovered.

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

tax is also dealt with in equity.

Financial instruments

Financial assets and financial liabilities are recognised on
the balance sheet when a group entity becomes a party
to the contractual provisions of the instrument. Financial
assets and financial liabilities are initially measured at fair

value. Transaction costs that are directly attributable to

the acquisition or issue of financial assets and financial
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Financial assets

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

Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss has two
subcategories, including financial assets held for trading
and those designated at fair value through profit or loss
on initial recognition.

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

Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market. At each balance sheet date
subsequent to initial recognition, loans and receivables
(including trade and other receivables 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 asset’s carrying
amount and the present value of the estimated future cash
flows discounted at the original effective interest rate.
Impairment losses are reversed in subsequent periods
when an increase in the asset’s recoverable amount can
be related objectively to an event occurring after the
impairment was recognised, subject to a restriction that
the carrying amount of the asset at the date the
impairment is reversed does not exceed what the
amortised cost would have been had the impairment not
been recognised.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Financial assets (continued)

Available-for-sale financial assets

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

occurring after the recognition of the impairment loss.

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

subsequent periods.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Financial liabilities and equity

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

definitions of a financial liability and an equity instrument.

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

liabilities and equity instruments are set out below.

Financial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss has
two subcategories, including financial liabilities held for
trading and those designated at fair value through profit
or loss on initial recognition.

At each balance sheet date subsequent to initial
recognition, financial liabilities at fair value through profit
or loss are measured at fair value, with changes in fair
value recognised directly in profit or loss in the period in

which they arise.

Other financial liabilities

Other financial liabilities including trade and other
payables, bills payable and bank borrowings are
subsequently measured at amortised cost, using the

effective interest method.

Equity instruments
Equity instruments issued by the Company are recorded

at the proceeds received, net of direct issue costs.

0000 dooo

ooooooo

ooooooo
cobooooooooooooooono
ooooooooooooooooooo
oooooooood

oooooooooOOOOO0O000000
cobooOoobooocoOoOooooooono
cobooooooooooooooono
ooooooooooonoooooooa
ooooooOooooooooOOooo

oooooooooocoooo
ooboooooooooooooooo
ooooooooooooooooooo
ooooOooOoOoooooooocooo

ooooooooooooooooooo
oooooooooooonooooooa
ooooOooOoooooooooo

oooood
ooboooooooooooooooo
ooooooooooooooooooo
ooooooo

ooon
ooboooooooooooooooo
oooooocooobOoooo



T S .

Annual Report 2006 [ 01 1 L1001 0101 Kingboard Chemical Holdings Limited D00 00 00O

SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Derivative financial instruments and hedging
Derivatives are initially recognised at fair value at the date
a derivative contract is entered into and are subsequently
remeasured to their fair value at each balance sheet date.
The resulting gain or loss is recognised in profit or loss
immediately unless the derivative is designated and
effective as a hedging instrument, in which event the
timing of the recognition in profit or loss depends on the

nature of the hedge relationship.

Derivatives that do not qualify for hedge accounting are
deemed as financial assets held for trading or financial
liabilities held for trading.

The Group designates certain derivatives as hedges of
the cash flow of floating-rate bank borrowings (i.e. interest

rate swaps).

Hedge accounting
The Group designates certain derivatives as hedging

instruments as cash flow hedges.

At the inception of the hedge relationship the entity
documents the relationship between the hedging
instrument and hedged item, along with its risk
management objectives and its strategy for undertaking
various hedge transactions. Furthermore, at the inception
of the hedge and on an ongoing basis, the Group
documents whether the hedging instrument that is used
in a hedging relationship is highly effective in offsetting
changes in fair values or cash flows of the hedged item.

Cash flow hedge

The effective portion of changes in the fair value of
derivatives that are designated and qualify as cash flow
hedges are deferred in equity. The gain or loss relating
to the ineffective portion is recognised immediately in

profit or loss as part of other expenses or other income.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Financial instruments (continued)

Cash flow hedge (continued)

Amounts deferred in equity are recycled in profit or loss
in the periods when the hedged item is recognised in

profit or loss.

Hedge accounting is discontinued when the Group
revokes the hedging relationship, the hedging instrument
expires or is sold, terminated, or exercised, or no longer
qualifies for hedge accounting. Any cumulative gain or
loss deferred in equity at that time remains in equity and
is recognised when the forecast transaction is ultimately
recognised in profit or loss. When a forecast transaction
is no longer expected to occur, the cumulative gain or
loss that was deferred in equity is recognised immediately

in profit or loss.

Derecognition

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

in equity is recognised in profit or loss.

Financial liabilities are derecognised when the obligation
specified in the relevant contract is discharged, cancelled
or expires. The difference between the carrying amount
of the financial liability derecognised and the

consideration paid and payable is recognised in profit or

loss.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Share-based payment transactions

Share options granted and vested prior to 1 January 2005

The Group did not recognise the financial effect of share
options until they were exercised. Upon the exercise of
the share options, the resulting shares issued are recorded
as additional share capital at the nominal value of the
shares, and the excess of the exercise price per share over
the nominal value of the shares is recorded in the share
premium account. Options which lapsed or cancelled
prior to their exercise date are deleted from the register

of outstanding options.

Share options granted and vested on or after 1 January
2005

Equity-settled share-based payment transactions

Share options granted to directors and employees of the
Group

The fair value of services received determined by
reference to the fair value of share options granted at the
grant date is recognised as an expense in full at the grant
date when the share options granted vest immediately,

with a corresponding increase in the share option reserve.

At each balance sheet date, the Group revises its
estimates of the number of options that are expected to
ultimately vest. The impact of the revision of the original
estimates, if any, is recognised in profit or loss with a

corresponding adjustment to share options reserve.

At the time when the share options are exercised, the
amount previously recognised in the share option reserve
will be transferred to share premium. When the share
options are forfeited after vesting date or are still not
exercised at the expiry date, the amount previously
recognised in share option reserve will transfer to retained

profits.
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SIGNIFICANT ACCOUNTING POLICIES
(continued)

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable for goods and services provided
in the normal course of business, net of discounts and

sales related taxes.

Income from sales of goods are recognised when goods

are delivered and title has passed.
Service income is recognised when services are provided.

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

Rental income is recognised on a straight-line basis over

the term of the relevant lease.

Dividend income from available-for-sale investments is

recognised when the shareholders’ rights to receive

payment have been established.
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FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES

The Group's major financial instruments include equity
instruments, derivative financial instruments, bank
balances and cash, bank borrowings, trade and other
receivables, trade and other payables and bills payable.
Details of these financial instruments are disclosed in
respective notes. The risks associated with these financial
instruments and the policies on how to mitigate these
risks are set out below. The management manages and
monitors these exposures to ensure appropriate measures

are implemented on a timely and effective manner.

Market risk

(i) Currency risk
Several subsidiaries of the Company have foreign
currency sales/purchases denominated in
currencies other than their functional currencies
of the relevant group entities, which expose the
Group to foreign currency risk. During the year,
the Group has entered into certain foreign currency
forward contracts to hedge against part of its
exposure to potential variability of foreign currency
risk arising from changes in foreign exchange
exposure. The management continuously monitors
the foreign exchange exposure and will consider
further hedging foreign currency risk should the
need arises.

The Group also had foreign currency exposure
arising from the bank borrowings denominated in
US dollars and Japanese Yen which are not the
functional currencies of the relevant group entities.

The management will consider hedging significant

foreign currency exposure should the need arises.
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5. FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)
Market risk (continued)

(ii) Cash flow interest rate risk
The Group's cash flow interest rate risk relates
primarily to floating-rate bank borrowings (see
Note 30 for details of these borrowings). In relation
to these floating-rate borrowings, the Group aims
at keeping certain borrowings at fixed rates. In
order to achieve this result, the Group entered into
interest rate swaps to hedge against part of its
exposure to potential variability of cash flows
arising from changes in floating rate (see Note 23
for details). The management continuously
monitors interest rate fluctuation and will consider
further hedging interest rate risk should the need

arises.

The Group's bank balances have exposure to cash
flow interest rate risk due to the fluctuation of the
prevailing market interest rate on bank balances.
The directors consider the Group's exposure of the
short-term bank deposits to interest rate risk is not
significant as interest bearing bank balances are

within short maturity period.

(iii) Fair value interest rate risk
The Group is exposed to fair value interest rate
risk from the fixed rate debt securities (see Note
22 for details). However, the management

considered the risk is insignificant to the Group.

(iv)  Equity price risk
The Group is exposed to equity price risk. The
management manages this exposure by

maintaining a portfolio of investments with

different risk profiles.
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FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

Credit risk

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

The credit risk for bank deposits and bank balances
exposed is considered minimal as such amounts are
placed with banks with good credit ratings.

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

and customers.

Fair value
The fair value of financial assets and financial liabilities

are determined as follows:

. the fair value of financial assets and financial
liabilities with standard terms and conditions and
traded on active liquid markets are determined
with reference to quoted market bid prices; and

. the fair value of derivative instruments are
determined in accordance with generally accepted
pricing models.

The directors consider that the carrying amounts of
financial assets and financial liabilities recorded at
amortised cost in the consolidated financial statements
approximate their fair values.
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6. REVENUE 6.

Revenue represents the net amounts received and
receivable by the Group from the sale of goods to outside
customers, less returns and allowances, and services
rendered by the Group, for the year and is analysed as

ggdd
ocoocoooooODOOOOOOOO0O
cooooooOOooooooooooOo
ooooooooooood

follows:
2006 2005
gooono gooono
HK$'000 HK$'000
oood ooo
Sale of laminates oDoooo 6,288,922 4,788,387
Sale of PCBs goooooa 6,649,997 5,284,203
Sale of chemicals gooooog 2,725,653 2,023,404
Others 00 1,108,776 1,002,360

16,773,348 13,098,354
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS
Business segments
For management purposes, the Group is currently
organised into four operating divisions — laminates, PCBs,
chemicals and others. These divisions are the basis on

which the Group reports its primary segment information.

gooooon

oooo
cooooooooOooOooOoooo
ooooO0O0O0O00o0o0ooo0oooo0ooa
ocoooocooooooOoooooo
ooooOoooo

Laminates PCBs Chemicals Others  Eliminations  Consolidated
oooo goooo 0ooo oo oo 0o
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
0oo ooo ooo ooo ooo 0oo
Year ended goooooo
31 December 2006 goooooa
aoo
Segment revenue oooo
External sales ooooo 6,288,922 6,649,997 2,725,653 1,108,776 - 16,773,348
Inter-segment sales oooooon 1,954,390 - 1,285,722 15,571 (3,255,683) -
Total 0o 8,243,312 6,649,997 4,011,375 1,124,347 (3,255,683) 16,773,348
Result 0o
Segment result oooa 1,807,375 686,182 342,027 80,248 - 2,915,832
Gain on disposal and oooooon
deemed disposal opooooo
of partial interest in 0ood
a subsidiary ooo 4,830,916 - - - - 4,830,916
Discount on acquisition gooooo
of an associate oooo - 48,182 - - - 48,182
Discount on acquisition gooooo
of additional interest oooo
in a subsidiary oooo 1,498 - - - - 1,498
Unallocated corporate 0ooooo
income 0o 156,853
Unallocated corporate 0ooooo
expenses 0o (82,030)
Finance costs ooon (313,266)
Share of results of gooooooo
associates - 90 39,834 - - 39,924
Share of results of jointly 0oooond
controlled entities oooo - - - (1,755) - (1,755)
Profit before taxation onooo 7,596,154
Income tax expense goooa (240,435)
Profit for the year oooo 7,355,719

Inter-segment sales are charged by reference to market

prices.
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS

(continued)

Business segments (continued)

Laminates PCBs Chemicals Others Consolidated
gooo goood gooo oo oo
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
aod goo goo god goo
Year ended oooo