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CHAIRMAN'S STATEMENT

Group Results

During the year ended 31st March, 2006 (the “Financial Year”), the Group
recorded a turnover of approximately HK$135.3 million, representing an
increase of 22% as compared to approximately HK$110.6 million recorded
in last year. Gross profit margin achieved 32%, compared to 28% in last
year. The loss attributable to equity holders of the Company amounted to
HK$20.5 million compared to the profit attributable to equity holders of the
Company of HK$11.4 million (restated) last year.

Business Overview

Export Business

For the Financial Year, the management of the Company (“Management”) continued
the established strategy to focus on high-valued customers with better profit margins.
Although the export sales decreased by 28% to HK$73.6 million (2005: HK$100.8
million), the Export Business segment of the Group was able to maintain the gross
profit margin of 26% (2005:25%). This proves to be an effective and profitable
strategy whereby the Group can concentrate on those high-valued customers who
are willing to pay for quality products and services. However, intense competition
among suppliers of similar products remains the major threat, which may result in
severe price reductions.

Moving forward, the Group is prepared to continue its expansion in this area and
try to achieve reasonable gross profit margin in the coming years. Export sales still
represented a major source of the revenue of the Group. For the Financial Year,
the revenue derived from export sales amounted to 54% of the total turnover of
Group (2005: 91%). It is the Group’s vision to maintain a more balanced revenue
mix between the Export Business and the Licensee Business.
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CHAIRMAN'S STATEMENT

Licensee Business

The Licensee Business for sportswears of the Group in the PRC is considered to be
the most promising new business strategy for the Group in the future.

Since 2002, the Group has obtained the exclusive license for the manufacturing,
marketing and distribution of HEAD® apparels in the PRC, Hong Kong and Macau.
Starting from July 2005, the Group also becomes the exclusive distributor for
HEAD® hardware including HEAD® tennis racquets, HEAD® skis, and
other accessories in the Greater China market. This strategic move has
enabled the Group to become the exclusive licensee and distributor for
all HEAD® products in the Greater China Region (including the PRC,
Hong Kong and Macau) which makes the sales and marketing operations
much efficient and effective. As at 31st March, 2006, the Group has
established more than 150 outlets and retail shops operated by the
Group’s business partners in the Greater China Region for HEAD®'s
products. Sales increased significantly from HK$9.8 million for the year
ended 31st March, 2005 to HK$29.4 million for the Financial Year,
representing a significant increase of 200%.

For DIADORA, the second licensed brand of the Group, the year 2005
proves to be a very important first year whereby the Group has
established over 240 retail brand box shops operated by the Group’s
business partners in the PRC and Hong Kong. In line with our established
business strategy, the Group focused on product development and brand
building while our business partners continued to expand the network
of retail shop outlets. Various sales meetings were held in Shanghai
and the Group received encouraging feedbacks from the business partners. For the
Financial Year, we recorded a turnover of HK$32.3 million for the wholesales of
the products under the brand name of DIADORA.

During the Financial Year, the Group has invested intensively in product development,
advertising and promotion, retail shops design and fixtures installation, and market
channel establishment for HEAD® and DIADORA. Such expenditures were within
the estimates of the Management and we believe that it will be reduced significantly
in the coming year.
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CHAIRMAN'S STATEMENT

Financial Review

During the Financial Year, the Group has recorded a turnover of approximately
HK$135.3 million as compared to HK$110.6 million last year, representing an
increase of approximately 22%. The turnover for the Export Business was
approximately HK$73.6 million (2005: HK$100.8 million) while the turnover for the
Licensee Business was approximately HK$61.7 million (2005: HK$9.8 million). The
decrease in the turnover of the Export Business was the result of our strategy to
concentrate on a small number of high-valued customers who are willing
to pay for quality products and services. On the other hand, the
significant increase in the turnover of Licensee Business was mainly
brought about by the expansion of wholesales operations of HEAD®
and DIADORA in the PRC.

In terms of gross profit margin, the Export Business recorded a gross
profit margin of approximately 26% (2005: 25%) while the gross profit
margin of the Licensee Business was 39% (2005: 59%). The gross
profit margin for the Export Business was more or less the same as that
of last year as the Group continues to focus on high-valued customers.
As to the Licensee Business, the last year sales represented the retails
sales while the Financial Year's sales were mainly sales from wholesale
customers. Hence, the Group’s focus on wholesales customers rather
than retails shops had led to the drop in the overall gross profit margin
of the Licensee Business.
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Due to the continued expansion of licensee and distributorship business
of HEAD® and new establishment of licensee business of DIADORA,
administrative expenses increased by 31% to HK$52.5 million (2005 restated:
HK$40.0 million), while selling, distribution and marketing costs increased by 54%
to HK$18.1 million (2005 restated: HK$11.7 million).
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Prospects

Export Business

Although the gross profit margin was maintained at a fairly healthy level of 26%
for the Export Business, the Management is fully aware of the need to sustain a
higher revenue level in order to achieve a better result With the increasing demands
from certain long-term customers, the Group is diversifying its product range (e.g.
products other than outerwear) which can significantly increase revenue
but still contribute a reasonable gross profit margin to the Group. In
addition, the Group is endeavouring to undertake orders for more than
one season for the coming year. The Group believes that the additional
customer base will help the Group to achieve economies of scale by
fully utilizing the existing resources.

It is the Group's long-term vision to streamline its business and transfer
most of the operations to the PRC for better cost control and for
improving efficiency and effectiveness.

Licensee Business

With the rising consumer purchasing power and continued demand for
sports goods in the PRC, Hong Kong and Macau, the Management is of
the view that the Licensee Business will grow in a much faster scale
compared to other business segment of the Group.

As a long-term strategy, more focus will be placed on the development
of market presence in second and third tier cities in the PRC (e.g.
Hubei, Hangzhou, etc) for both HEAD® and DIADORA. We expect the
number of retail outlets for HEAD® and DIADORA will increase to 200 and 330
respectively by the end of next financial year. Although the rate of increase for
retail shops will not be very high, the Management expects that there will be
significant increase in the turnover in each retail shops for the coming year. Besides,
after taking into account the actual sales and delivery after the year ended 31st
March, 2006 and the present sales order on hand, the Management is confident
that the turnover of the Licensee Business in the PRC will increase in the coming
year as compared to the Financial Year.
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CHAIRMAN'S STATEMENT

Liquidity and Financial Resources

The Group generally finances its operations by its own working capital, trade facilities
and revolving bank loans provided by its principal bankers in Hong Kong. Total net
cash flow used in operation amounted to approximately HK$55.8 million for the
Financial Year (2005 restated: HK$18.6 million).

The Group’s net borrowings comprise bank loans, obligations under finance leases
and director’s loan amounted to approximately HK$57.3 million as at
31st March, 2006 (2005: HK$37.2 million). Among the total outstanding
amounts of bank loans, obligations under finance leases and director’s
loan as at 31st March, 2006, 82% (2005: 73%) are repayable within
the next year, 1% (2005: 6%) are repayable within the second year
and the remaining balance repayable in the third to fifth year. The
Group's bank loans are subject to floating interest rates while obligations
under finance leases are subject to fixed interest rates.

The ratio of current assets to current liabilities of the Group was 1.03
as at 31st March, 2006 compared to as 0.6 (restated) as at 31st March,
2005. The Group's gearing ratio as at 31st March, 2006 was 0.6 (2005
restated: 0.5) which is calculated based on the Group’s total liabilities
of HK$103.3 million (2005 restated: HK$72.2 million) and the Group’s
total assets of HK$157.8 million (2005 restated: HK$136.8 million). As
at 31st March, 2006, the Group's total cash and bank balances including
the pledged time deposit amounted to HK$18.2 million compared to
HK$10.3 million as at 31st March, 2005. The cash and bank balances
together with the available banking facilities can provide adequate
liquidity and capital resources for the ongoing operating requirements
of the Group. The Company has done a rights issue (one new share for every five
existing shares) in May 2005 resulting in the issue of 77,900,000 shares of HK$0.1
each for a total consideration HK$7,790,000 and a placing of new shares (50
million new shares at the placing price of HK$0.10 per new share for a total
consideration of HK$5,000,000 to not less than six placees) and have raised net
proceeds of about HK$7.2 million and HK$4.7 million respectively. Such proceeds
had been used for general working capital of the Group and for the business
expansion under the licensing agreements with HEAD® and DIADORA.

The 18th China International Sporting Goods Show
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CHAIRMAN'S STATEMENT

7

As the Group's earnings and borrowings are primarily denominated in United States
dollars, Hong Kong dollars and Renminbi, it has no significant exposure to foreign
exchange rate fluctuations.

Charge of Assets

As at 31st March, 2006, the investment properties and leasehold land and buildings
in Hong Kong held by the Group with an aggregate carrying value of HK$46.1
million (2005: HK$75.6 million) together with the time deposit of
HK$10.7 million (2005: Nil) were pledged as first legal charge for the
Group's banking facilities.

Employees

As of 31st March, 2006, the Group had a total of 219 employees
(2005: 200 employees). The increase in the number of employees was
due to the expansion of HEAD®'s distributorship and licensee business,
and DIADORA's licensee business. Total staff costs including directors’
remuneration were approximately HK$31.7 million and HK$22.2 million
for the Financial Year and the year ended 31st March, 2005 respectively.

The Group remunerates its employees primarily based on industry
practices, including contributory provident funds, insurance and medical
benefits. The Group has also adopted a discretionary bonus scheme for
the management and the staff with awards which are determined
annually based upon the performance of the Group and individual
employees. Moreover, the Group will propose at the forthcoming annual general
meeting of the Company to adopt a new share option scheme for the purpose of
providing incentives or rewards to the eligible employees for their contribution to
the Group.
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Appreciation
On behalf of the Board, | would like to thank our business partners and shareholders

for their continued support and to express my appreciation to all managers and

staff for their dedication.

Wong Tek Sun, Takson

Chairman

Hong Kong, 27th July, 2006
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REPORT OF THE DIRECTORS

9

The directors of the Company (the “Directors”) submit their report together with
the audited accounts for the year ended 31st March, 2006.

Principal Activities and Geographical Analysis of Operations
The principal activity of the Company is investment holding. The subsidiaries are
principally engaged in the sourcing, subcontracting, marketing and selling of

garments in export business and selling of sportswear products in licensee business.

An analysis of the Group’s results, assets and liabilities by business and geographical
segment is set out in note 5 to the accounts.

Major Customers and Suppliers

The percentages of sales and purchases for the year attributable to the Group’s
major customers and suppliers are as follows:

2006 2005
% %
Sales

— The largest customer 19 33
— Five largest customers combined 53 85

Purchases
— The largest supplier 19 29
— Five largest suppliers combined 65 74

None of the Directors, their associates or any shareholder (which to the knowledge
of the Directors owns more than 5% of the Company’s share capital) had an
interest in the major customers or suppliers as noted above.

Analysis of the Group’s Performance

An analysis of the Group's performance is shown in the Chairman’s Statement on
pages 2 to 8.
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REPORT OF THE DIRECTORS

Results and Appropriations

The results of the Group for the year are set out in the consolidated income
statement on page 30.

The Directors do not recommend the payment of a dividend in respect of the year
ended 31st March, 2006 (2005: HK$ Nil).

Reserves

Movements in the reserves of the Group and of the Company during the year are
set out in note 22 to the accounts.

Statement of Changes in Equity

The consolidated statement of changes in equity of the Group during the year is
shown on page 34.

Donations

Charitable and other donations made by the Group during the year amounted to
HK$47,400 (2005: HK$290,000).

Fixed Assets

Details of the movements in fixed assets of the Group are set out in note 15 to the
accounts.

Investment Properties
Details of the investment properties held by the Group are set out on page 89.
Share Capital

Details of the movements in share capital of the Company are set out in note 22 to
the accounts.
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REPORT OF THE DIRECTORS

11

Distributable Reserves

The Company had no distributable reserves as at 31st March, 2006 (2005: HK$
Nil).

Five-Year Financial Summary

A summary of the results and of the assets and liabilities of the Group for the last
five financial years is set out on page 88.

Purchase, Sale or Redemption of Shares

The Company has not redeemed any of its shares during the Financial Year. Neither
the Company nor any of its subsidiaries has purchased or sold any of the Company’s
shares during the Financial Year.

Principal Subsidiaries

Particulars of the Company’s principal subsidiaries as at 31st March, 2006 are set
out in note 33 to the accounts.

Analysis of Bank Loans, Overdrafts and Other Borrowings

The Group's bank loans and other borrowings as at 31st March, 2006 were repayable
over the following periods:

Trust receipts

and other Other

bank loans borrowings

HK$'000 HK$'000

Within one year 46,625 261
In the second year 464 63
In the third to fifth year inclusive 7,754 —
54,843 324

Details of a loan from a director are set out in note 30(b) to the accounts.

TAKSON HOLDINGS LIMITED | ANNUAL REPORT 2005/06



REPORT OF THE DIRECTORS

Directors

The Directors during the year and up to the date of this report are as follow:

Mr. Wong Tek Sun, Takson (Chairman)

Ms. Pang Shu Yuk, Adeline Rita

Mr. Tsao Kwang Yung, Peter* (deceased on 5th June, 2005)
Mr. Lee Kwok Cheung*

Mr. Wong Tak Yuen**

Mr. Zheng Jie*

Mr. Chau Tsun Ming, Jimmy* (appointed on 21st July, 2005)

* independent non-executive directors
*x non-executive director

All the current Directors are subject to retirement by rotation and re-election at the
annual general meeting of the Company in accordance with Bye-law 87 of the
Company’s Bye-laws.

In accordance with the Company’s Bye-laws, Mr. Wong Tek Sun, Takson and Mr.
Lee Kwok Cheung will retire by rotation and, being eligible, offers themselves for
re-election at the forthcoming annual general meeting of the Company.

Directors’ Service Contracts

Each of Mr. Wong Tek Sun, Takson and Ms. Pang Shu Yuk, Adeline Rita has
entered into a service contract with the Company which is determinable within one
year without payment of compensation other than statutory compensation. Apart
from the aforesaid, none of the Directors, including the Directors proposed for re-
election at the forthcoming annual general meeting of the Company, has entered
into any service contract with the Company.

Details of the Directors’ emoluments are set out in note 13 to the accounts.
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REPORT OF THE DIRECTORS

13

Directors and Senior Management

Biographical details of Directors and senior management of the Group are set out
as below:

Executive Directors

Mr. Wong Tek Sun, Takson, aged 55, is Chairman and Chief Executive Officer of
the Group. He received his tertiary education in the PRC before he co-founded the
Group in 1972. He has over 30 years’ experience and in-depth knowledge of
marketing in the US and European markets and of the manufacturing of outerwear
garments in the PRC and Hong Kong. He is responsible for the development of
corporate planning and strategy, sales and marketing and overall management of
the Group. Mr. Wong is also the director of 12 subsidiaries of the Company.

Ms. Pang Shu Yuk, Adeline Rita, aged 47, is Deputy Chairman and Chief Operations
Officer of the Group and is responsible for overseeing merchandising, production
planning and control, and various operational and administrative matters of the
Group. She holds a higher diploma in fashion and clothing technology from the
Hong Kong Polytechnic University. She joined the Group in 1983 and is the wife of
Mr. Wong Tek Sun, Takson. Ms. Pang is also the director of 11 subsidiaries of the
Company.

Non-Executive Directors

Mr. Lee Kwok Cheung, aged 57, is a director of Management Capital Limited, a
company engaged in the business of direct investment and financial advisory. Mr.
Lee was the chief executive of Polytec Holdings Limited, a textile and real estate
group, from 1994 to 1995, and the chief executive of Giordano Holdings Limited
from 1991 to 1993. Mr. Lee has over eleven years’ of experience in banking. He
was appointed as an independent non-executive director of the Company in
September 1997.

Mr. Zheng Jie, aged 38, has extensive sales and marketing experience in the sports
market in PRC. He holds a bachelor’s degree of Management Science from Fudan
University. He was appointed as an independent non-executive director of the
Company in September 2004.
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Directors and Senior Management (continued)
Non-Executive Directors (continued)

Mr. Chau Tsun Ming, Jimmy, aged 33, was appointed as an independent non-
executive director of the company since July 2005. Mr. Chau is the Chief Financial
Officer and Chief Operation Officer of 6688.com, an e-commerce and m-commerce
service provider based in Beijing, China. He holds a Bachelor of Commerce degree
from the University of Toronto, Canada, and is a member of the American Institute
of Certified Public Accountants. Before becoming an entrepreneur, Mr. Chau had
spent five years in the Listing Division of Hong Kong Exchange and Clearing Limited.

Mr. Wong Tak Yuen, aged 50, has extensive experience in the PRC market for
more than 20 years. He is a brother of Mr. Wong Tek Sun, Takson. He was
appointed as a non-executive director of the Company in January, 2003.

Senior Management

Mr. Chan Siu Man, Barry, aged 38, is Chief Financial Officer and Company Secretary
of the Company and is responsible for the Group’s overall financial and company
secretarial matters. Mr. Chan holds a bachelor’'s degree in Accountancy from The
Hong Kong Polytechnic University. He also holds a master’s degree in Business
Administration from a university in Australia. He is an associate member of the
Hong Kong Institute of Certified Public Accountants and a fellow member of the
Association of Chartered Certified Accountants. He joined the Group in 2006. Prior
to joining the Group, he had more than 10 year’s experience in auditing, accounting
and financial matters in various commercial and industrial sectors.

Mr. Peng Xin, aged 38, is the Group Operation Director of the Company and he is
responsible for sales and marketing strategy, business planning and operation control
of the Group’s licensee business in the PRC. He holds a bachelor degree of
engineering in Tianjian Science and Engineering University. Prior to joining the
Group in 2006, he had more than 13 years of experience in sales and marketing
experience in the PRC.
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Directors and Senior Management (continued)
Senior Management (continued)

Ms. Li Yuk Fong, Kerly, aged 48, is Operation Control Manager of the Group. She
holds an international diploma in computer studies from NCC The National Centre
for Information Technology in the United Kingdom and a diploma in management
studies awarded jointly by the Hong Kong Polytechnic University and the Hong
Kong Management Association. She is an associate member of the Hong Kong
Institute of Human Resource Management. Prior to joining the Group in 1990, she
had worked in the systems and control field for more than four years.

Ms. Shirley Sun, aged 35, is our General Manager of Administration in the PRC.
She graduated from the East China Normal University. She joined the Group in
1994 and she has held various senior administrative positions in the Group.

Directors’ Interests in Contracts

Except for the Directors’ service contracts as mentioned above, no contracts of
significance in relation to the Group's business to which the Company, its subsidiaries
its holding companies or its fellow subsidiaries, was a party and in which a Director
of the Company had a material interest, whether directly or indirectly, subsisted at
any time during the year.

Directors’ and Chief Executives’ Benefits from Rights to Acquire
Shares or Debentures

During the year, the Company, its subsidiaries, its holding companies or its fellow
subsidiaries were not a party to any arrangement to enable the Directors and chief
executives of the Company or their spouse or children under 18 years of age to
acquire benefits by means of the acquisition of shares in, or debentures of, the
Company or any other body corporate.
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Directors’ and Chief Executives’ Interests and short positions in
the Shares, Underlying Shares and Debentures of the Company
and Associated Corporations

As at 31st March, 2006, the interests and long positions of each Director, chief
executive in the shares, underlying shares and 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 required to be kept under Section
352 of the SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed issuers
(the “Model Code"”) were as follows:

Long positions Number of ordinary shares in the Company beneficially held

Name Personal Family  Corporate Other Total Percentage

of director interests  interests  interests  interests  interests of holding

Wong Tek Sun, 4,621,600 10,800,000 285,120,000 — 300,541,600 58.1%
Takson (Note 1)

Pang Shu Yuk, 10,800,000 4,621,600 285,120,000 — 300,541,600 58.1%
Adeline Rita (Note 1)

Note:

(M

Such shares are held by Takson International Holdings Limited, the entire issued share capital of
which is held by Wangkin Investments Inc. (“WII") as trustee of the Wangkin Investments Unit
Trust (the “Unit Trust”). All issued and outstanding units in the Unit Trust are beneficially held
by Guardian Trustee Limited as trustee of the Wang & Kin Family Trust (the “Family Trust”).
The discretionary beneficiaries of the Family Trust are, inter alia, Ms. Pang Shu Yuk, Adeline
Rita, Mr. Wong Chi Wang, Calvin, and Mr. Wong Chi Kin, Christopher, both the children of
Mr. Wong Tek Sun, Takson and Ms. Pang Shu Yuk, Adeline Rita.

Mr. Wong Tek Sun, Takson owns 50% of the issued share capital of WIl and his children as two
of the discretionary beneficiaries of the Family Trust are deemed to have interests in the
285,120,000 shares in the issued share capital of the Company under the SFO.

Ms. Pang Shu Yuk, Adeline Rita, owns 50% of the issued share capital of WII and she, as one
of the discretionary beneficiaries of the Family Trust is deemed to have interests in the
285,120,000 shares in the issued share capital of the Company under the SFO.
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Directors’ and Chief Executives’ Interests and short positions in
the Shares, Underlying Shares and Debentures of the Company
and Associated Corporations (continued)

Save as disclosed above, as at 31st March, 2006, none of the Directors and chief
executives of the Company (including their spouse and children under 18 years of
age) had any other interests or short positions in the shares or underlying shares in,
or debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) as recorded in the register required to be kept
under Section 352 of the SFO or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code.

Substantial Shareholders

As at 31st March, 2006, the interests and short positions of substantial shareholders
(other than the Directors and chief executive of the Company) in the shares and
underlying shares of the Company as recorded in the register required to be kept
under section 336 of the SFO were as follows:

Number of
ordinary
Name of substantial shareholders Capacity shares held Percentage
Wangkin Investments Inc. (Note) Interest of a controlled 285,120,000 55.1%
corporation
Takson International Beneficial owner 285,120,000 55.1%

Holdings Limited (Note)

Note:

Takson International Holdings Limited is a wholly-owned subsidiary of Wangkin Investments Inc.
Therefore, all of these shares are entirely duplicated.
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Substantial Shareholders (continued)

Save as disclosed herein, as at 31st March, 2006, no other person is recorded in
the register of substantial shareholders maintained under Section 336 of the SFO
as having an interest or short positions in 5% or more of the issued share capital of
the Company.

Compliance with the Code on Corporate Governance Practices

The Company has complied with all the Code provisions as set out in the Code on
Corporate Governance Practices contained in Appendix 14 to the Listing Rules
throughout the year ended 31st March, 2006, except for the deviations from Code
Provisions A.2.1, A.4.1, A.4.4 and B.1.1. Further details of the Company’s corporate
governance practices are set out in the Corporate Governance Report on pages 21
to 27.

Audit Committee

The written terms of reference which describe the authority and duties of the Audit
Committee were prepared and adopted with reference to “A Guide for The
Formation of An Audit Committee” published by the Hong Kong Institute of Certified
Public Accountants.

The Audit Committee provides an important link between the directors and the
Company’s auditors in matters coming within the scope of the audit of the Group.
It also reviews the effectiveness of the external audit and the internal controls and
risk evaluation. Currently, the Audit Committee comprises two independent non-
executive directors, namely, Mr. Lee Kwok Cheung and Mr. Chau Tsun Ming,
Jimmy, and a non-executive director, Mr. Wong Tak Yuen. Two meetings were held
during the year.
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19

Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s Bye-laws and
there are no restrictions against such rights under the laws of Bermuda.

Management Contracts

No contracts, other than contracts of service with person engaged in the full-time
employment of the Company, concerning the management and administration of
the whole or any substantial part of the business of the Company were entered
into or existed during the year.

Confirmation of Independent Non-Executive Directors

The Company has received, from each of the independent non-executive directors,
namely. Mr. Lee Kwok Cheung, Mr. Zheng Jie, Mr. Chau Tsun Ming, Jimmy, an
annual confirmation of his independence pursuant to Rule 3.13 of the Listing
Rules. The Company considers that all of the independent non-executive directors
are independent.

Connected Transaction

During the year, a subsidiary of the Company disposed 25% interest in Takson
(Suzhou) Garment Manufacturing Co Ltd to Chongging Union-4 at a consideration
of RMB1,837,000. Chongging Union-4, by virtue of its substantial ownership in
Takson (Suzhou) Garment Manufacturing Co Ltd and thus is a connected person of
the Company.

Sufficiency of Public Float

The Company has maintained a sufficient public float throughout the year ended
31st March, 2006.
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Auditors

The accounts have been audited by PricewaterhouseCoopers who will retire and,
being eligible, offer themselves for re-appointment at the forthcoming annual general
meeting.

For and on behalf of the Board

Wong Tek Sun, Takson
Chairman

Hong Kong, 27th July, 2006
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21

Corporate Governance Practices

The Board of Directors of the Company (the “Board”) is committed to maintaining
good corporate governance practices. The Company has applied the principles and
complied with all the applicable code provisions of the Code on Corporate
Governance Practices (the “Code”) as set out in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing
Rules”) for the year ended 31st March, 2006, except for the deviations discussed
below. The Board will continuously review and improve the corporate governance
practices and standards of the Company to ensure that its business activities are
regulated in a proper and prudent manner.

Chairman and Chief Executive Officer

Code provision A.2.1 stipulates that the roles of the chairman and chief executive
officer of the Company should be separate and should not be performed by the
same individual.

The Company has deviated from the Code provision A.2.1 and the roles of chairman
and chief executive officer of the Company are now performed by the same person.
Mr. Wong Tek Sun, Takson now assumes the roles of both the chairman and chief
executive officer of the Company. The Board intends to maintain this structure for
the time being as it believes that this structure can provide the Group with strong
and consistent leadership and allows for more effective planning and execution of
long-term business strategies.

Directors’ Securities Transactions

Code provision A.5.4 stipulates that directors must comply with their obligations
under the Model Code for Securities Transactions by Directors of Listed Issuers (the
“Model Code”) as set out in Appendix 10 of the Listing Rules and, in addition, the
Board should establish written guidelines for relevant employees in respect of their
dealings in the securities of the Company.
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Directors’ Securities Transactions (continued)

The Company has adopted a code of conduct (the “Company’s Code”) regarding
directors’ securities transactions on terms no less exacting than the required standard
as set out in the Model Code. None of the Directors is aware of any information
that would indicate that the Company or any of its Directors is not or was not in
compliance with the Model Code and the Company’s Code. Upon specific enquiry
of all Directors, the Directors confirmed that they have complied with the Model
Code and the Company’s Code for the year ended 31st March, 2006. The Company’s
Code also applies to other specified senior management of the Group, including
those as set out in the paragraph headed Directors and Senior Management in the
Report of Directors on pages 9 to 20.

The Board of Directors

The Board comprises two executive Directors, three independent non-executive
Directors and one non-executive Director as follows:

Executive Directors:

Mr. Wong Tek Sun, Takson (Chairman)
Ms. Pang Shu Yuk, Adeline Rita

Independent non-executive Directors:

Mr. Tsao Kwang Yung, Peter (deceased on 5th June, 2005)
Mr. Lee Kwok Cheung

Mr. Zheng lJie

Mr. Chau Tsun Ming, Jimmy (appointed on 21st July, 2005)

Non-executive Director:

Mr. Wong Tak Yuen
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The Board of Directors (continued)

One of the independent non-executive Directors possesses appropriate professional
accounting qualifications and financial management expertise. Biographical details
of the Directors and the relationships among the current members of the Board are
set out in the paragraph of Directors and Senior Management in the Report of the
Directors on pages 9 to 20.

Code provision A.4.1 stipulates that non-executive directors should be appointed
for a specific term and are subject to re-election.

The Company has deviated from the Code provision A.4.1. The non-executive
Directors are not appointed for a specific term but are subject to retirement by
rotation and re-election at the annual general meeting pursuant to Bye-law 87 of
the Company’s Bye-laws.

The Board believes that, despite the absence of specified term of non-executive
Directors, the Directors are committed to represent the long-term interests of the
shareholders of the Company.

Independent Non-Executive Directors

The independent non-executive Directors are professionals with a broad range of
expertise and experience in the fields of accounting, finance and business. Their
skills and expertise can ensure strong independent views and judgment on the
Board. They also serve important function of ensuring and monitoring the
effectiveness of the corporate governance framework of the Company. The Board
considers each of the independent non-executive Directors independent and that
they all meet the independence criteria as set out under Rule 3.13 of the Listing
Rules.
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Role and Function of the Board

The main role and function of the Board include the formulation of overall strategies
and policies of the Group. The Board also monitors the financial performance and
the internal controls of the Group’s business operations. The day-to-day operational
matters of the Group are delegated by the Board to the management. The Board
has conducted a review of the effectiveness of the system of internal control of the

Company and its subsidiaries.

Board Meeting

The number of the Board meetings held during the year ended 31st March, 2006
and the attendance of each of the Directors is as follows:

Directors

Executive Directors
Mr. Wong Tek Sun, Takson
Ms. Pang Shu Yuk, Adeline Rita

Independent non-executive Directors
Mr. Tsao Kwang Yung, Peter
(deceased on 5th June, 2005)
Mr. Lee Kwok Cheung
Mr. Zheng lJie
Mr. Chau Tsun Ming, Jimmy
(appointed on 21st July, 2005)

Non-executive Director
Mr. Wong Tak Yuen

Number of
Board Meetings
attended

11/11
11/11
1711
7/11

7/11
4/11

6/11

Attendance rate

100%

100%

9%

64%

64%
36%

55%
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Audit Committee

The Audit Committee was responsible for overseeing the audit process and reviewing
the effectiveness of both financial reporting process, internal control and risk
management systems of the Company. The Audit Committee has reviewed the
half-yearly results of the Company for the six months ended 30th September, 2005
and the annual consolidated results of the Company for the year ended 31st
March, 2006. The Audit Committee also carried out and discharged its other duties
as set out in the Code. Two of the members of the Audit Committee are independent
non-executive Directors and the other one is the non-executive Director, comprising:

Mr. Lee Kwok Cheung (Chairman of the Audit Committee)
Mr. Tsao Kwang Yung, Peter (deceased on 5th June, 2005)
Mr. Chau Tsun Ming, Jimmy (appointed on 21st July, 2005)
Mr. Wong Tak Yuen

During the year ended 31st March, 2006, two meetings have been held by the
Audit Committee and the attendance of each of the committee members at the
Audit Committee meeting during the year ended 31st March, 2006 is set out as

follows:
Number of

Directors meetings attended  Attendance rate

Mr. Lee Kwok Cheung 2/2 100%
(Chairman of the Audit Committee)

Mr. Tsao Kwang Yung, Peter 172 50%
(deceased on 5th June, 2005)

Mr. Chau Tsun Ming, Jimmy 1/2 50%
(appointed on 21st July, 2005)

Mr. Wong Tak Yuen 2/2 100%
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Remuneration Committee

Code provision B.1.1 stipulates that the Company should establish a remuneration
committee with specific written terms of reference.

The Company has deviated from the Code provision B.1.1 as the Company did not
establish a remuneration committee. It is the responsibility of the Board to formulate
the Company’s policy and structure for all remuneration of Directors and members
of senior management of the Company and to determine the specific remuneration
packages of all Directors and members of the senior management of the Company.
Hence, the remuneration of the Directors are now determined by all members of
the Board from time to time. All Directors are required to be present at the Board
meeting held for the purpose of determining the remuneration of the Directors.
The Directors consider that the present arrangement is adequate to determine the
remuneration of the Directors. During the year ended 31st March, 2006, all the
Board members (including Mr. Wong Tek Sun Takson, Ms. Pang Shu Yuk Adeline
Rita, Mr. Lee Kwok Cheung, Mr. Zheng Jie, Mr. Chau Tsun Ming Jimmy and Mr.
Wong Tak Yuen) have attended one Board meeting for the purpose of determining
the remuneration of the Directors with reference to the respective expertise,
experience, performance of the each of the Directors as well as the market practice
and condition. The Directors did not participate in determining his/her own
remuneration. The Board will consider to set up a remuneration committee with
specific terms of reference in the next fiscal year.

Nomination of Directors

Code provision A.4.4 stipulates that the Company should establish a nomination
committee. A majority of the members of the nomination committee should be
independent non-executive directors.
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Nomination of Directors (continued)

The Company has deviated from the Code provision A.4.4 as the Company did not
establish a normalisation committee. The Board has not established the nomination
committee at the present moment. It is the responsibility of the Board to review
the structure, size and composition (including the skills, knowledge and experience)
of the Board on a regular basis. Appointment of new Directors is required to be
considered by all members of the Board and all Directors are required to be present
at the Board meeting held for the purpose of considering the nomination of new
Directors. A new Director is expected to possess such expertise to qualify him/her
to make positive contribution to the Company and to give sufficient time and
attention to the affairs of the Company. All Directors are subject to retirement by
rotation and re-election by shareholders of the Company at the annual general
meetings in accordance with the Bye-laws of the Company. A new Director will be
informed of the role of the Board and his/her duties and obligation of being a
director of a listed company.

During the Board meeting held on 21st July, 2005, all the Board members at that
time (including Mr. Wong Tek Sun Takson, Ms. Pang Shu Yuk Adeline Rita, Mr. Lee
Kwok Cheung, Mr. Zheng Jie and Mr. Wong Tak Yuen) approved to appoint Mr.
Chau Tsun Ming, Jimmy, as an independent non-executive Director. The Board
considered that Mr. Chau possessed appropriate professional accounting qualification
and financial management expertise and believed that Mr. Chau could make positive
contribution to the Group.

Auditor’'s Remuneration

For the year ended 31st March, 2006, the total remuneration of the Group’s
auditors for the provision of statutory audit service and non-audit service amounted
to HK$879,000 and HK$24,000 respectively.

Respective Responsibilities of Directors and Auditors

The Directors acknowledge that they are responsible for the preparation of the
accounts. The Auditors acknowledge their responsibilities for forming an independent
opinion, based on the audit, on the accounts prepared by the Directors and report
the opinion solely to the shareholders of the Company.
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PRICENATERHOUSE(COPERS

BERKEEMERR PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone (852) 2289 8888
Facsimile (852) 2810 9888
www.pwchk.com

TO THE SHAREHOLDERS OF
TAKSON HOLDINGS LIMITED
(incorporated in Bermuda with limited liability)

We have audited the accounts on pages 30 to 87 which have been prepared in
accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of Directors and auditors

The Company’s Directors are responsible for the preparation of accounts which
give a true and fair view. In preparing accounts which give a true and fair view it is
fundamental that appropriate accounting policies are selected and applied
consistently.

It is our responsibility to form an independent opinion, based on our audit, on
those accounts and to report our opinion solely to you, as a body, in accordance
with section 90 of the Companies Act 1981 of Bermuda, and for no other purpose.
We do not assume responsibility towards or accept liability to any other person for
the contents of this report.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures
in the accounts. It also includes an assessment of the significant estimates and
judgements made by the Directors in the preparation of the accounts, and of
whether the accounting policies are appropriate to the circumstances of the Company
and the Group, consistently applied and adequately disclosed.
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We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the accounts are free from
material misstatement. In forming our opinion we also evaluated the overall adequacy
of the presentation of information in the accounts. We believe that our audit
provides a reasonable basis for our opinion.

Opinion
In our opinion the accounts give a true and fair view of the state of affairs of the
Company and of the Group as at 31st March, 2006 and of the loss and cash flows

of the Group for the year then ended and have been properly prepared in accordance
with the disclosure requirements of the Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 27th July, 2006
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CONSOLIDATED BALANCE SHEET

As at 31st March, 2006
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OF CHANGES IN EQUITY

For the year ended 31st March, 2006
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For the year ended 31st March, 2006
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67

Property, plant and equipment

Machinery, Office and
Leasehold Furniture  equipment Motor computer
Buildings improvement and fixtures and tools vehicles  equipment Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$000 HK$'000

As at 1st April, 2004
Cost or valuation 40,583 3,167 5,036 440 3,350 9,423 61,999
Accumulated depreciation (23,908) (2,015) (3,614) (265) (1,303) (7,739) (38,844)
Net book amount 16,675 1,152 1,422 175 2,047 1,684 23,155
Year ended 31st March, 2005
Opening net book amount 16,675 1,152 1,422 175 2,047 1,684 23,155
Effect on adoption HKAS 17 (11,133) — — — — — (11,133)
As restated 5,542 1,152 1,422 175 2,047 1,684 12,022
Additions 7,853 1,590 382 182 315 349 10,671
Disposals — (170) — — — — (170)
Reversal of impairment loss 6,672 — — — — — 6,672
Depreciation (353) (714) (267) (35) (335) (413) (2,117)
Closing net book amount 19,714 1,858 1,537 322 2,027 1,620 27,078
As at 31st March, 2005
Cost or valuation 21,578 4,472 5,418 622 3,664 9,772 45,526
Accumulated depreciation (1,864) (2,614) (3,881) (300) (1,637) (8,152) (18,448)
Net book amount 19,714 1,858 1,537 322 2,027 1,620 27,078
As at 1st April, 2005
Cost or valuation 55,895 4,472 5418 622 3,664 9,772 79,843
Accumulated depreciation (5,121) (2,614) (3,881) (300) (1,637) (8,152) (21,705)
Net book amount 50,774 1,858 1,537 322 2,027 1,620 58,138
Year ended 31st March, 2006
Opening net book amount 50,774 1,858 1,537 322 2,027 1,620 58,138
Effect on adoption HKAS 17 (31,060) — — — — — (31,060)
As restated 19,714 1,858 1,537 322 2,027 1,620 27,078
Exchange differences — 20 18 4 7 5 54
Transfer to investment properties (685) — — — — — (685)
Revaluation surplus 330 — — — — — 330
Reversal of impairment loss 26 — — — — — 26
Additions = 325 3,155 58 = 1,267 4,805
Disposal (2,255) (75) — (11) — (14) (2,355)
Depreciation (400) (674) (491) (37) (329) (573) (2,504)
Closing net book amount 16,730 1,454 4,219 336 1,705 2,305 26,749
At 31st March, 2006
Cost or valuation 18,582 4,642 8,584 612 3,673 10,779 46,872
Accumulated depreciation (1,852) (3,188) (4,365) (276) (1,968) (8,474) (20,123)
Net book amount 16,730 1,454 4,219 336 1,705 2,305 26,749

TAKSON HOLDINGS LIMITED
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NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the annual general meeting of Takson Holdings Limited (the “Company”)
will be held at Ming |, 4th Floor, Sheraton Hong Kong Hotel & Towers, 20 Nathan Road, Tsimshatsui,
Kowloon, Hong Kong on Friday, 25th August, 2006 at 4:00 p.m. for the following purposes:

ORDINARY BUSINESS

1. To receive and consider the audited accounts and the reports of the directors and the auditors for the
year ended 31st March, 2006.

2. To re-elect directors and to authorise the board of directors to fix their remuneration.

3. To re-appoint the auditors and to authorise the directors to fix their remuneration.

SPECIAL BUSINESS

4, To consider as special business and, if thought fit, pass with or without modification the following
resolutions as ordinary resolutions:

(A)  "THAT:

(a)

subject to paragraph (c) of this resolution, the exercise by the directors of the Company
during the Relevant Period (as hereinafter defined) of all the powers of the Company to
allot, issue and deal with additional shares in the capital of the Company and to make or
grant offers, agreements and options (including warrants, bonds, debentures, notes and
other securities which carry rights to subscribe for or are convertible into shares of the
Company) which would or might require shares to be allotted be and is hereby generally
and unconditionally approved,;

the approval in paragraph (a) of this resolution shall authorise the directors of the Company
during the Relevant Period to make or grant offers, agreements and options (including
warrants, bonds, debentures, notes and other securities which carry rights to subscribe
for or are convertible into shares of the Company) which would or might require shares
to be allotted after the end of the Relevant Period;
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the aggregate nominal amount of the share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) by the directors
of the Company pursuant to the approval in paragraph (a) of this resolution, otherwise
than pursuant to (i) a rights issue (as hereinafter defined) or (ii) an issue of shares
pursuant to the exercise of rights of subscription or conversion under the terms of any
existing warrants, bonds, debentures, notes or other securities of the Company or (iii) an
issue of shares upon the exercise of subscription rights under any option scheme or
similar arrangement of shares or rights to acquire shares of the Company or (iv) an issue
of shares pursuant to any scrip dividend or similar arrangement providing for the allotment
of shares in lieu of the whole or part of a dividend on shares of the Company in
accordance with the memorandum of association and the bye-laws of the Company, shall
not exceed 20 per cent. of the aggregate nominal amount of the issued share capital of
the Company as at the date of passing of this resolution and the said approval shall be
limited accordingly; and

for the purpose of this resolution, “Relevant Period” means the period from the passing
of this resolution until whichever is the earliest of:

(i) the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of the
Company is required by the bye-laws of the Company or the Companies Act 1981
of Bermuda or any other applicable laws of Bermuda to be held; and

(iii)  the passing of an ordinary resolution by the shareholders of the Company in general
meeting revoking or varying the authority given to the directors of the Company by
this resolution; and

“Rights Issue” means an offer of shares in the Company or issue of options, warrants or
other securities giving the right to subscribe for shares of the Company, open for a
period fixed by the directors of the Company to holders of shares in the Company, or any
class of shares of the Company, whose names appear on the register of members of the
Company (and, where appropriate, to holders of other securities of the Company entitled
to the offer) on a fixed record date in proportion to their then holdings of such shares (or
where appropriate such other securities) as at the date (subject to such exclusions or
other arrangements as the directors of the Company may deem necessary or expedient in
relation to fractional entitlements, or having regard to any restrictions or obligations
under the laws of, or the requirements of any recognized regulatory body or any stock
exchange in, any territory applicable to the Company).”
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(B) "THAT:

(a)

subject to paragraph (b) of this resolution, the exercise by the directors of the Company
during the Relevant Period (as hereinafter defined) of all the powers of the Company to
repurchase shares in the share capital of the Company on The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) or on any other stock exchange on which the
shares of the Company may be listed and is recognized by the Securities and Futures
Commission of Hong Kong and the Stock Exchange for this purpose, subject to and in
accordance with all applicable laws and/or the requirements of the Rules Governing the
Listing of Securities on the Stock Exchange or of any other stock exchange as amended
from time to time, be and is hereby generally and unconditionally approved;

the aggregate nominal amount of shares of the Company which may be repurchased by
the Company pursuant to the approval in paragraph (a) above shall not exceed 10 per
cent. of the aggregate nominal amount of the share capital of the Company in issue at
the date of passing of the resolution and the said approval shall be limited accordingly;
and

for the purpose of this resolution, “Relevant Period” means the period from the passing
of this resolution until whichever is the earliest of:

(i) the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of the
Company is required by the bye-laws of the Company or the Companies Act 1981
of Bermuda or any other applicable laws of Bermuda to be held; and

(iii)  the passing of an ordinary resolution by the shareholders of the Company in general

meeting revoking or varying the authority given to the directors of the Company by
this resolution.”
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“THAT subject to the passing of the resolutions pursuant to Ordinary Resolution nos. 4(A) and
4(B) of the notice convening this meeting, the general mandate granted to the directors of the
Company to exercise the powers of the Company to allot, issue and deal with additional shares
in the Company pursuant to Ordinary Resolution no. 4(A) as set out in the notice convening
this meeting be and is hereby extended by the addition thereto of an amount representing the
aggregate nominal amount of the share capital of the Company repurchased by the Company
under the authority granted pursuant to Ordinary Resolution no. 4(B) as set out in the notice
convening this meeting, provided that such extended amount shall not exceed 10 per cent. of
the aggregate nominal amount of the issued share capital of the Company as at the date of the
passing of the said Ordinary Resolution.”

“THAT

(@)  subject to and conditional upon the Listing Committee of the Stock Exchange granting
the approval for the listing of, and permission to deal in, the shares of the Company (the
“Shares”) to be issued pursuant to the exercise of any such options granted under the
share option scheme of the Company (the “New Share Option Scheme”), (the rules of
the New Share Option Scheme are contained in the document marked “A” produced to
the meeting and for the purposes of identification signed by the Chairman thereof), the
New Share Option Scheme be and is hereby approved and adopted and the directors of
the Company be and is hereby authorised to do all acts and to enter into all such
transactions, arrangements and agreements as may be necessary or expedient in order to
give full effect to the New Share Option Scheme, including without limitation:

(i) to administer the New Share Option Scheme under which options will be granted
to participants eligible under the New Share Option Scheme to subscribe for the
Shares;

(i) to modify and/or amend the New Share Option Scheme from time to time provided
that such modification and/or amendment is effected in accordance with the
provisions of the New Share Option Scheme relating to the modification and/or
amendment;

(iii)  to issue and allot from time to time such number of Shares as may be required to
be issued pursuant to the exercise of the options under the New Share Option
Scheme and subject to the Rules Governing the Listing of Securities on the Stock
Exchange;
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(iv)  to make application at appropriate time or times to the Stock Exchange and any
other stock exchange upon which the issued Shares may for the time being listed,
for listing of and permission to deal in any Shares which may hereafter from time
to time be issued and allotted pursuant to the exercise of options under the New
Share Option Scheme; and

(v) to consent, if he/she so deems fit and expedient, to such conditions, modifications
and/or variations as may be required or imposed by the relevant authorities in
relation to the New Share Option Scheme.

(b)  subject to the adoption of the New Share Option Scheme, the existing share option
scheme (the “Existing Share Option Scheme”) of the Company which was adopted by the
Company and approved by ordinary resolution of the Company dated 23rd September,
1997 be and is hereby terminated with effect from the adoption of the New Share
Option Scheme.”

By order of the Board
Chan Siu Man
Company Secretary

Hong Kong, 31st July, 2006

Registered Office:
Clarendon House
2 Church Street
Hamilton HM 11
Bermuda

Head office and Principal Place
of Business in Hong Kong:

5th Floor, South Wing

Harbour Centre

Tower One

1 Hok Cheung Street

Hunghom, Kowloon

Hong Kong
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A member of the Company entitled to attend and vote at the above meeting is entitled to appoint one or, if he is the holder
of two or more shares, more than one proxy to attend and to vote instead of him. A proxy need not be a member of the
Company.

In order to be valid, the proxy form together with the power of attorney of other authority (if any) under which it is signed or
a certified copy of that power of authority, must be deposited at the Company’s branch share registrar in Hong Kong, Abacus
Share Registrars Limited, at 26/F, Tesbury Centre, 28 Queen’s Road East, Hong Kong not less than 48 hours before the time
appointed for holding the meeting or any adjourned meeting (as the case may be).

Completion and return of the proxy form will not preclude members from attending and voting at the aforesaid meeting.

The register of members will be closed from 23rd August, 2006 (Wednesday) to 25th August, 2006 (Friday) (both dates
inclusive), during which period no transfer of shares will be effected. In order to be eligible to attend and vote at the annual
general meeting of the Company to be held on 25th August, 2006, all transfers of shares accompanied by the relevant share
certificates must be lodged with the Hong Kong branch share registrars of the Company, Abacus Share Registrars Limited at
26/F Tesbury Centre, 28 Queen’s Road East, Hong Kong for registration no later than 4:00 p.m. on 22nd August, 2006
(Tuesday) 2006.
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