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DEFINITIONS

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

following meanings when used herein:

“Acquisition” together the acquisition by the Purchaser of the Sale Shares
and the subscription by the Purchaser of the Convertible
Bonds subject to and upon the terms and conditions of the
Formal Agreement

“associates” has the meaning ascribed to this term under the Listing Rules
“Board” the board of Directors
“Business Day” any day (not being Saturday, Sunday or public holiday) on

which licensed banks are generally open for business in Hong
Kong throughout their normal business hours

“Company” Smart Union Group (Holdings) Limited, a company
incorporated in the Cayman Islands with limited liability and
the issued Shares of which are listed on the Stock Exchange

“Completion” completion of the Acquisition pursuant to the terms and
conditions of the Formal Agreement

“Consideration Share(s)” the 118,000,000 new Share(s) to be allotted and issued to the
Vendor credited as fully paid at the Issue Price in accordance
with the terms of the Formal Agreement

ER)

“Convertible Bonds the zero coupon convertible bonds with principal amount of
HK$40,000,000 to be issued by the Target to the Purchaser
pursuant to the terms of the Formal Agreement upon

Completion

“Conversion Price” the conversion price of approximately HK$11,837 per
Conversion Share

“Conversion Shares” a total of 3,379 shares of US$1.00 each in the share capital of
the Target to be allotted and issued to the Purchaser upon
conversion of the Convertible Bonds

“Directors” directors of the Company

“Deposit” the deposit of HK$8,000,000 in cash paid to the Vendor at the
time of entering into of the MOU

“EGM” an extraordinary general meeting of the Company to be
convened and held to approve, among other matters, the
Formal Agreement and the transactions contemplated
thereunder, including but not limited to the allotment and
issue of the Consideration Shares
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“Enlarged Group”

“Formal Agreement”

$‘Gr0up7’
“Hong Kong”

“Independent Third Party(ies)”

“Issue Price”

“Latest Practicable Date”

“Listing Committee”

“Listing Rules”

“Mine”

“MOU”

“No. 4 Geological Brigade”

the Group as enlarged by the Acquisition

the formal agreement dated 17 October 2007 and entered into
among the Vendor, the Target and the Purchaser for the sale
and purchase of the Sale Shares and the subscription of the
Convertible Bonds

the Company and its subsidiaries
the Hong Kong Special Administrative Region of the PRC

any person(s) or company(ies) and their respective ultimate
beneficial owner(s) whom, to the best of the Directors’
knowledge, information and belief having made all
reasonable enquiries, are third parties independent of the
Company and its connected persons of the Company in
accordance with the Listing Rules

the issue price of HK$1.67 per Consideration Share

7 December 2007, being the latest practicable date prior to the
printing of this circular ascertaining certain information
referred to in this circular

the listing committee of the Stock Exchange for considering
applications for listing and the granting of listing

the Rules Governing the Listing of Securities on the Stock
Exchange

Da An Silver Mine (K%##) located in Shouning County,
Ningde City, Fujian Province of the PRC which Tiancheng
holds the relevant exploration permit no. 3500000730170

the non-legally binding memorandum of understanding dated
16 July 2007 and entered into between the Company and the
Vendor

TR FHTIHE AR (No. 4 Geological Brigade, Fujian Bureau
of Geology and Mineral Resources), a subordinate to
BB (Fujian Provincial Bureau of Geology and
Mineral Resources), whose business is principally engaged in
the geological exploration, geotechnical engineering
investigation and construction work. No. 4 Geological
Brigade is an Independent Third Party of the Company
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“Placees”

“Placing”

“Placing Agent”

]

“Placing Shares’

“PRC”

“Purchaser”

“Sale Shares”

“SFO”

“Share(s)”

“Shareholder(s)”
“Stock Exchange”

“Target”

“Target Group”

“Tiancheng”

“Vendor”

the individuals, corporate, institutional investors or other
investors procured by the Placing Agent to subscribe for the
Placing Shares pursuant to the placing agreement between the
Company and the Placing Agent dated 17 July 2007

the placing of the Placing Shares by the Placing Agent to the
Placees as announced in the announcement of the Company
dated 18 July 2007 and completed on 19 November 2007

China Everbright Securities (HK) Limited, the placing agent
under the Placing

an aggregate of 70,000,000 new Shares allotted and issued
under the Placing

the People’s Republic of China

Smart Union Mining Investments Limited, formerly known as
Queen Glory Limited, a wholly owned subsidiary of the
Company

the 22,755 shares of US$1.00 each in the issued share capital
of the Target

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

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

holder(s) of the Share(s)
The Stock Exchange of Hong Kong Limited

China Mining Corporation Limited, a company incorporated
in the British Virgin Islands with limited liability and is
wholly beneficially owned by the Vendor

together the Target and Tiancheng

Fujian Tiancheng Mining Corporation (iR RKBEEGRAF ),
a company established in the PRC with limited liability. 95%
of its registered capital is beneficially owned by the Target
and 5% of its registered capital is beneficially owned by Tang
Xue Da, brother of the Vendor

Tang Xue Jin (BZ¥)), to the best of Directors’ knowledge,
information and belief having made all reasonable enquiries,
is an Independent Third Party
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“HK$” Hong Kong dollars, the lawful currency of Hong Kong

“RMB” Renminbi, the lawful currency of the PRC

“US$” United States dollars, the lawful currency of the United States
of America

“%” per cent.
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MAJOR TRANSACTION

INTRODUCTION

Reference is made to the announcement of the Company dated 26 October 2007 in which the
Board announced that on 17 October 2007, the Purchaser, being a wholly-owned subsidiary of the

Company, entered into the Formal Agreement with the Vendor and the Target pursuant to which (i) the

Purchaser has agreed to acquire and the Vendor has agreed to dispose of the Sale Shares for a total
consideration of HK$269,355,000; and (ii) the Purchaser has agreed to subscribe for and the Target
has agreed to issue the zero coupon Convertible Bonds at the principal amount of HK$40,000,000.

The entering into of the Formal Agreement constitutes a major transaction on the part of the
Company under Chapter 14 of the Listing Rules.
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The purpose of this circular is to provide you with further details regarding the Acquisition in
accordance with the Listing Rules.

THE FORMAL AGREEMENT

Date: 17 October 2007

Parties:

Vendor: Tang Xue Jin (F2%)), an Independent Third Party

Purchaser: Smart Union Mining Investments Limited, formerly known as Queen Glory

Limited, a wholly owned subsidiary of the Company
Target: China Mining Corporation Limited

The Vendor is a merchant. To the best of the Directors’ knowledge, information and belief having
made all reasonable enquiries, the Vendor is an Independent Third Party and as at the Latest
Practicable Date, the Vendor and his associates do not hold any Shares or other securities in the
Company.

The Purchaser, being a wholly owned subsidiary of the Company, is an investment holdings
company incorporated in the British Virgin Islands.

The Target is an investment holdings company incorporated in the British Virgin Islands. For
further information of the Target, please refer to the section headed “Information on the Target,
Tiancheng and the Mine” below.

Assets to be acquired

Pursuant to the Formal Agreement, the Purchaser has agreed to acquire and the Vendor has agreed
to dispose of the Sale Shares, representing approximately 45.51% of the total issued share capital of
the Target as at the date of the Formal Agreement.

Pursuant to the Formal Agreement, the Purchaser has also agreed to subscribe and the Target has
agreed to issue the Convertible Bonds upon conversion of which a total of 3,379 Conversion Shares
of US$1.00 each will be allotted and issued to the Purchaser.

After Completion and full conversion of the Convertible Bonds, the Purchaser will hold an
aggregate of 26,134 shares of US$1.00 each in the then issued share capital of the Target, representing
approximately 48.96% of the enlarged issued share capital of the Target as enlarged by the allotment
and issue of the Conversion Shares.

Upon Completion, the Target will become an associate of the Group and the earnings, assets and
liabilities of the Target will be recorded in the accounts of the Company using equity method in the
consolidated financial statements of the Group.

The principal asset of the Target is its 95% beneficial interests in the registered capital of
Tiancheng. These 95% interests in the registered capital of Tiancheng are held by the Vendor on trust
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for the benefits of the Target. The remaining 5% interests in Tiancheng are held by Mr. Tang Xue Da
(JEEEK), an Independent Third Party and brother of the Vendor. Tiancheng is principally engaged in
the exploration and exploitation of precious metal and mineral resources in the PRC. Tiancheng

currently holds the exploration right of the Mine in the Fujian Province of the PRC.

Consideration

The total consideration for the Sale Shares is HK$269,355,000 and shall be settled by the

Purchaser in the following manner:

(i) as to the Deposit of HK$8,000,000 in cash paid to the Vendor at the time of entering into
of the MOU;

(ii) as to HK$197,060,000 shall be satisfied by the Purchaser procuring the Company to allot
and issue 118,000,000 Consideration Shares to the Vendor credited as fully paid at the Issue
Price at Completion; and

(iii) as to the balance of HK$64,295,000 shall be satisfied in cash by the Purchaser to the Vendor
at Completion.

The total consideration for the subscription of the Convertible Bonds is HK$40,000,000, which
is equivalent to the principal amount of the Convertible Bonds.

The consideration for the Sale Shares was determined after arm’s length negotiations between the
Vendor and the Purchaser after considering the estimation carried out by the No. 4 Geological Brigade
of the silver reserves for six mineral zones in the Mine of approximately 508.37 tonnes and the current
market price of silver. The sale price per Sale Share is approximately HK$11,837, which is equivalent
to the Conversion Price.

Conditions precedent

Completion is subject to the following conditions having been fulfilled or waived (as the case
may be):

(a) all necessary consents and approvals required to be obtained on the part of the Vendor, the
Purchaser and the Target in respect of the Acquisition and the transactions contemplated
thereunder having been obtained;

(b) the warranties provided by the Vendor under the Formal Agreement remaining true and
accurate in all material respects;

(c) the Listing Committee of the Stock Exchange granting listing of and permission to deal in
the Consideration Shares;
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(d) the passing by the Shareholders at a general meeting of the Company to be convened and
held of an ordinary resolution to approve the Acquisition and the transactions contemplated
thereunder, including but not limited to the allotment and issue of the Consideration Shares
to the Vendor credited as fully paid at the Issue Price;

(e) the obtaining of a PRC legal opinion (in form and substance satisfactory to the Purchaser)
from a PRC legal adviser appointed by the Purchaser or the Company in relation to the
legality and the validity in respect to the establishment and subsistence of Tiancheng and
the transactions contemplated under the Formal Agreement; and

(f) the Purchaser being satisfied with the results of the due diligence review to be conducted
on the assets, liabilities, operations and affairs of the Target Group.

Conditions (b) and (f) above are waivable by the Purchaser under the Formal Agreement. The
Purchaser has no current intention to waive such conditions. Other than conditions (b) and (f), the
other conditions cannot be waived. If the conditions are not fulfilled (or as the case may be, waived
by the Purchaser) on or before 31 December 2007 (or such later date as the parties to the Formal
Agreement may agree), the Formal Agreement shall cease and terminate and thereafter neither party
to the Formal Agreement shall have any obligations and liabilities towards each other thereunder save
for any antecedent breaches thereof.

As at the Latest Practicable Date, Conditions (e) and (f) have been fulfilled and the rest of the
conditions have not yet been fulfilled.

Completion

Completion shall take place on the date falling the third Business Day after all the conditions of
the Formal Agreement have been fulfilled or waived or such later date as may be agreed between the
parties thereto.

Upon Completion, the Purchaser shall be entitled to nominate one individual to the board of
directors of the Target. As at the Latest Practicable Date, the board of the directors of the Target
consists of only one director. It is expected that upon Completion, there will be two directors in the
Target, one of which shall be nominated by the Purchaser.

In the event that Completion does not take place as stipulated due to breach of terms by the
Purchaser, the Vendor shall be entitled to forfeit the Deposit without interest as liquidated damages.

In the event that Completion does not take place as stipulated due to breach of terms by the
Vendor, the Vendor shall refund the Deposit without interest to the Company and the Vendor shall pay
an additional amount equivalent to the Deposit to the Purchaser as liquidated damages.

In the event that Completion does not take place as stipulated and that is not due to breach of
terms by the Vendor and the Purchaser, the Vendor shall refund the Deposit without interest to the
Purchaser and neither party shall have any obligations and liabilities under the Formal Agreement.
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Consideration Shares

The Issue Price of HK$1.67 per Consideration Share represents:

(a) a discount of approximately 9.24% to the closing price of HK$1.84 per Share as quoted on
the Stock Exchange on 17 October 2007, being the last trading day immediately prior to the
entering into of the Formal Agreement;

(b) a discount of approximately 10.12% to the average of the closing prices of HK$1.858 per
Share as quoted on the Stock Exchange for the last five consecutive trading days up to and
including 17 October 2007, being the last trading day immediately prior to the entering into
of the Formal Agreement;

(c) the closing price of HK$1.67 per Share as quoted on the Stock Exchange on 7 December
2007, being the Latest Practicable Date; and

(d) a premium of approximately 172.43% over the net asset value per Share of approximately
HK$0.613 based on the audited net asset value of the Group of approximately HK$167
million as at 31 December 2006.

The Consideration Shares will be allotted and issued pursuant to the specific mandate to be
sought at the EGM and will be allotted and issued on the date of Completion.

The Consideration Shares represent approximately 43.31% of the existing issued share capital of
the Company and approximately 25.63% of the issued share capital of the Company as enlarged by the
allotment and issue of the Consideration Shares and the Placing Shares.

The Consideration Shares, when allotted and issued, will rank pari passu in all respects with each
other and with the Shares then in issue on the date of allotment and issue of the Consideration Shares.
Pursuant to the terms and conditions of the Formal Agreement, the Vendor undertakes that he will not
dispose of any of the Consideration Shares for a period of one year immediately after Completion
without the prior consent of the Purchaser.

Application will be made by the Company to the Stock Exchange for the listing of, and
permission to deal in, the Consideration Shares. There is no provision contained in the Formal
Agreement conferring rights to the Vendor to be appointed as a Director as a result of the Acquisition.
As at the Latest Practicable Date, the Company has no intention to appoint the Vendor and/or his
nominee as Director because of the Acquisition.

Undertakings by the Vendor

Pursuant to the terms and conditions of the Formal Agreement, the Vendor undertakes to and
covenants with the Purchaser that it will procure (i) the Target to become the legal and beneficial
owner of the 95% interests in the registered capital of Tiancheng on or before 30 April 2008 (or such
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other date as may be agreed in writing between the parties thereto); and (ii) Tiancheng to obtain the
mining licence and any other necessary approvals and consents for the mining of the Mine on or before
30 April 2008 (or such other date as may be agreed in writing between the parties thereto) (the
“Vendor’s Undertakings”).

The Vendor further undertakes that immediately after Completion, it will deposit the
Consideration Shares to an escrow agent pursuant to the terms and conditions of an escrow letter of
which the form and substance are to be agreed by the relevant parties. The certificate(s) of the
Consideration Shares will not be released to the Vendor until the fulfillment of the Vendor’s
Undertakings on or before 30 April 2008 (or such other date as may be agreed in writing between the
parties thereto).

In the event that the Vendor’s Undertakings cannot be fulfilled on or before 30 April 2008 (or
such other date as may be agreed in writing between the parties thereto), (i) the Vendor shall within
fourteen Business Days thereafter refund the cash consideration paid by the Purchaser under the
Formal Agreement; and (ii) the Purchaser will be entitled to instruct the escrow agent to arrange or
procure the sale or placing of the Consideration Shares at the reasonable market price obtainable at
that time and any proceeds from the sale of the Consideration Shares will be used to set off the
remaining consideration paid by the Purchaser in Consideration Shares. In the event that the proceeds
from the sale or placing of the Consideration Shares is less than the remaining consideration paid by
the Purchaser for the Acquisition in Consideration Shares, the Vendor shall within fourteen Business
Days immediately after the sale of all Consideration Shares pay the shortfall in cash to the Purchaser.

Undertakings by the Target

Pursuant to the terms and conditions of the Formal Agreement, the Target undertakes to and
covenants with the Purchaser that (i) the Target will become the legal and beneficial owner of the 95%
interests in the registered capital of Tiancheng on or before 30 April 2008 (or such other date as may
be agreed in writing between the parties thereto); and (ii) it will procure Tiancheng to obtain the
mining licence and any other necessary approvals and consents for the mining of the Mine on or before
30 April 2008 (or such other date as may be agreed in writing between the parties thereto) (the
“Target’s Undertakings”).

In the event that any of the Target’s Undertaking cannot be fulfilled on or before 30 April 2008
(or such other date as may be agreed in writing between the parties thereto), the Target shall within
fourteen Business Days thereafter redeem from the Purchaser the Convertible Bonds in its principal
amount in full. In the event that all the Target’s Undertakings have been fulfilled on or before 30 April
2008 (or such other date as may be agreed in writing between the parties thereto), the Purchaser shall
convert the Convertible Bonds in full at the Conversion Price and the Target shall allot and issue the
Conversion Shares to the Purchaser in accordance with the terms and conditions of the Convertible
Bonds to be issued.

Upon full redemption of the Convertible Bonds and full refund of the consideration paid by the
Purchaser for the Sale Shares, the Purchaser shall return all the Sale Shares to the Vendor and shall
cease to hold any interests in the Target thereafter.
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Further announcement(s) will be made in the event that any of the Vendor’s Undertakings and/or
Target’s Undertakings fails to be fulfilled.

The Convertible Bonds

The Purchaser has agreed to subscribe and the Target has agreed to issue the zero coupon
Convertible Bonds at the principal amount of HK$40,000,000. Subject to agreement of the parties to
the Formal Agreement, the principal terms of the Convertible Bonds are set out below:

Interest

The Convertible Bonds shall bear no interest.

Mandatory conversion

Subject to the fulfillment of the Target’s Undertakings, the Convertible Bonds shall be
mandatorily converted into 3,379 Conversion Shares of US$1.00 each in the share capital of the
Target.

The conversion of the Convertible Bonds is subject to the fulfillment of the Target’s
Undertakings. As such, the Purchaser might not exercise the conversion rights until fulfillment of the
Target’s Undertakings.

Maturity Date

30 April 2008 or such other date as may be agreed between the parties thereto.

Redemption

In the event that the Target’s Undertakings cannot be fulfilled on or before the maturity date, the
Purchaser shall be entitled to demand the Target to redeem the Convertible Bonds at its principal

amount in full.

Transferability

The Convertible Bonds shall not be transferable.

GROUP STRUCTURE

The following graph shows the group structure immediately prior to the entering into of the
Formal Agreement and after Completion and conversion of the Convertible Bonds into Conversion
Shares.
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Immediately prior to the entering into of the Formal Agreement

Vendor
100%
Target Tang Xue Da
95% (Note) 5%

Tiancheng

Note: The 95% interests in the registered capital of Tiancheng are held by the Vendor on trust for the benefits of the Target.

After Completion and conversion of the Convertible Bonds into Conversion Shares

Purchaser Vendor
48.96% 51.04%
Target Tang Xue Da
95% (Note) 5%
Tiancheng

Note: The 95% interests in the registered capital of Tiancheng are currently held by the Vendor on trust for the benefits of
the Target. Pursuant to the terms and conditions of the Formal Agreement, the Vendor undertakes that the Target will
become the legal and beneficial owner of the 95% interests in Tiancheng on or before 30 April 2008 (or such other date

as may be agreed between the parties in writing).

INFORMATION ON THE TARGET, TIANCHENG AND THE MINE

The Target

The Target is a company incorporated in the British Virgin Islands and is wholly and beneficially
owned by the Vendor. The Target is principally engaged in investment holdings. Currently, the

principal assets of the Target is its 95% beneficial interest in the registered capital of Tiancheng.
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Tiancheng

Tiancheng is a company established on 12 March 2004 in the PRC and currently holds the
exploration right of the Mine. Tiancheng is principally engaged in the exploration and exploitation of
precious metals and mineral resources in the PRC. Currently, Tiancheng is focused on the exploration
of the Mine and the preparation of the necessary documents for the application of the mining license
of the Mine. Up to the Latest Practicable Date, no mining operation for the purpose of commercial
production has yet been commenced by Tiancheng.

The Mine

The Mine is located in Daan Township, Shouning County, Ningde City, Fujian Province of the
PRC, which is accessible from about 20 kilometers from Shouning County from county level highway.
According to historical records, mining of silver was conducted during the Ming Dynasty (1368-1644)
in the Shouning Daan region, and a number of ancient mining tunnels over the Shouning Daan region
probably belong to this period of activity. No. 4 Geological Brigade conducted geological exploration
work in the region from 1972 to 1993. A stream sediment survey was conducted between the years of
2000 and 2002. Immediately after Tiancheng obtaining the exploration right of the Mine, Tiancheng
engaged No. 4 Geological Brigade to conduct exploration programs on the Mine.

According to the exploration license issued by Fujian provincial Department of Land Resources
(e - #EE ) on 25 April 2007, Tiancheng is allowed to explore the Mine with an area of 83.75
square kilometers for a period of two years to 9 May 2009. No. 4 Geological Brigade estimated that
the silver reserves of six mineral zones in the Mine with an area of approximately 5 square kilometers
are approximately 508.37 tonnes. The Mine also contains deposits including gold, zinc, lead and
copper. Tiancheng intends to engage No. 4 Geological Brigade to conduct any further exploration
program on the Mine if there is any further necessity.

As at the Latest Practicable Date, no mining license with respect to the exploitation has been
obtained by Tiancheng and no exploitation of the Mine has been commenced. Tiancheng is currently
in the process of preparing the necessary documents for the application of the mining license of the
Mine and the application of the mining license is expected to be submitted before the end of 2007. As
advised by the PRC legal advisers to the Company, there is no material legal obstacle barring
Tiancheng from obtaining the mining license of the Mine.

The Group has engaged SRK Consulting, an independent mining and geological consultancy firm
with extensive experience in mining related projects, to compile a technical report in compliance with
Rule 18.09 of the Listing Rules for the Mine. Please refer to the technical report as set out in Appendix
IV to this circular for further details.

REASONS FOR THE ACQUISITION

The Group is principally engaged in manufacturing and trading of toys and recreational products
on an OEM basis. The Group will continue to carry on its existing business after Completion.
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The Directors consider that the Acquisition represents an excellent investment opportunity. In
view of the continuous economic growth in the PRC and the worldwide growing demand for natural
resources as a result of the development of the global economy, the Directors believe that there will
be sustainable demand for precious metals including silver.

Silver has long been valued as a precious metal and used in currency, ornaments and jewellery,
as well as utensils. It is also used in photographic film, electrical contacts and mirrors. The spot price
of silver quoted on the London Metal Exchange has almost tripled since 2001, rising from an average
of US$4.37 per ounce in 2001 to an average of US$11.57 per ounce in 2006, and the average of which
for the seven months ended 31 July 2007 is US$13.27 per ounce.

The Group intends to hold the Sale Shares and the Conversion Shares upon the conversion of the
Convertible Bonds as long term investment. The Directors consider that the value of investments in
a company lies in its future potential growth. In view of the growing demand for precious metals in
the PRC, the Directors are of the view that the upside potential for the investment in the Target will
be promising.

In light of the growing potential of the Target, the Directors (including the independent
non-executive Directors) consider that the terms and conditions of the Acquisition, including but not
limited to the allotment and issue of the Consideration Shares, are fair and reasonable and are in the
interests of the Company and the Shareholders as a whole.

RISK FACTORS

Set out below are some of the risk factors which may be associated with the Acquisition:

Fluctuations in supply and demand of precious metals

There can be fluctuations in supply and demand of precious metals. The fluctuations in supply
and demand are caused by numerous factors beyond control of the Group, which include but not
limited to global and domestic economic and political conditions.

There is no assurance that the demand for precious metals in the PRC will continue to grow, or
that the demand for precious metals will not experience excess supply.

Policies and regulations

The mining business of Tiancheng is subject to extensive government regulations, policies and
controls. There can be no assurance that the relevant government will not change such laws and
regulations or impose additional or more stringent policies.

Country risk

The Mine is located in the PRC. There can be risks that changes of political and economical
conditions in the PRC may adversely affect the business of Tiancheng.

— 14 —
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Mining rights

The mining activities in the Mine are subject to the obtaining and renewal of the mining rights
of the Mine from the relevant government authorities. Should Tiancheng fail to obtain or renew the

mining rights of the Mine, Tiancheng will have no right to conduct mining activities in the Mine.

Up to the Latest Practicable Date, there are no claims in relation to the exploration rights or
mining rights of the Mine made or notified either by third parties against any member of the Group

and the Target Group or vice versa.

Risks associated with Vendor’s Undertakings and Target’s Undertakings

Completion will take place prior to the fulfillment of the Vendor’s Undertakings and the Target’s
Undertakings. As disclosed in the sections headed “Undertakings by the Vendor” and “Undertakings
by the Target” above, should the undertakings cannot be fulfilled, the escrowed Consideration Shares
will be sold and the Purchaser will seek refund from the Vendor for consideration paid. Given the
uncertainty of fulfillment of the undertakings and the sale price of the escrowed Consideration Shares,
there are risks associated in procuring the Vendor to refund the consideration paid and indemnify the

Purchaser in full.

CHANGES IN SHAREHOLDING STRUCTURE OF THE COMPANY

The changes in the shareholding structure of the Company as a result of the allotment and issue

of the Consideration Shares are as follows:

Shareholders

Smart Place Investments
Limited and its associates
The Vendor
Public Shareholders
Placees
Other public Shareholders

Total

Issued share capital as at
the Latest Practicable Date
but before the allotment
and issue of the
Consideration Shares
No. of Approximate
Shares Percentage

176,842,000 51.64%
70,000,000 20.44%
95,638,000 27.92%

342,480,000 100%

Issued share capital
immediately after
allotment and issue of the
Consideration Shares and
the Placing Shares
No. of Approximate
Shares Percentage

176,842,000 38.40%
118,000,000 25.63%
70,000,000 15.20%
95,638,000 20.77%
460,480,000 100.00%

As shown in the table, there will be no change in control as a result of the Acquisition.
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MANAGEMENT DISCUSSION AND ANALYSIS OF THE RESULTS OF THE TARGET
GROUP

Set out below is a summary of the audited consolidated financial information of the Target Group
prepared in accordance with the Hong Kong Financial Reporting Standards. The information of which

is extracted from the accountants’ report of the Target Group as set out in Appendix I to this circular.

From 16 November

2004 (date of Six months
incorporation) to Year ended ended 30
31 December 31 December June
2004 2005 2006 2007

RMB’000  RMB’000  RMB’000  RMB’000

Turnover — — — —

(Loss) attributable to equity

holders of China Mining (30) (276) (2,296) (898)
As at

As at 31 December 30 June

2004 2005 2006 2007

RMB’000  RMB’000  RMB’000 RMB’000

Total assets 414 880 2,552 2,635
Total liabilities 30 772 797 1,808
Total equity 384 108 1,755 827

Since the Target Group did not commence mining operation during the period from 16 November
2004 to 30 June 2007 (the “Period”), no turnover had been recorded. The loss attributable to the equity
holders for the Period was mainly due to the exploration expenses and general and administrative
expenses. The gearing ratio of the Target Group by dividing the total liabilities with its total equity,
was approximately 219% as at 30 June 2007.

As at 30 June 2007, total assets of the Target Group mainly comprised of prepayments, deposits
and other receivables of approximately RMB2.03 million, plant and equipment of approximately
RMBO0.4 million and bank balances and cash of approximately RMB204,000. Total liabilities of the
Target Group of approximately RMB1.81 million was mainly accruals and other payables. As at the
Latest Practicable Date, the Target Group did not have any bank borrowings and contingent liabilities.
In addition, no assets of the Target Group is being charged or pledged. On 1 October 2006, the Target
acquired 95% equity interests in Tiancheng. Save for the said acquisition, there was no other material
acquisition by the Target.

The estimated working capital requirement for the Mine is approximately RMB54.3 million,
which is principally applied in the application of the mining license, the construction of processing
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plant and the purchase of necessary equipment. Commercial mining operation is expected to be
commenced in 2009. The Directors consider that the principal amount of HK$40 million invested in
the Convertible Bonds will satisfy part of the estimated working capital requirement for the Mine and
the remaining portion will be satisfied by Vendor in the form of shareholders’ loan.

As at the Latest Practical Date, the Target Group had 6 full-time employees and 2 part-time
employees in the PRC. All of the employees are paid in accordance with their duty and work in the
Target Group. The Target Group had made pension contributions for its PRC employees in accordance
with the relevant PRC laws.

Financial Risk

Target Group’s principal financial instruments to raise finance for Target Group’s operations
comprise bank balances and cash. Target Group has various other financial instruments such as
prepayments, deposits and other receivables and accruals and other payables which arise directly from
its operations.

The main risks arising from Target Group’s financial instruments are credit risk. The directors
of the Target review and agree policies for managing each of these risks and they are summarised
below.

Credit risk

Target Group’s maximum exposure to credit risk in the event of the counterparties failure to
perform their obligations as at 31 December 2004, 2005 and 2006 and at 30 June 2007 in relation to
each class of recognised financial assets is the carrying amount of those assets as stated in the
consolidated balance sheets.

With respect to credit risk arising from the other financial assets of Target Group which comprise
cash and cash equivalents and other receivables, Target Group’s exposure to credit risk arising from
default of the counter parties is limited as the counter parties have good credit standing and the Group
does not expect to incur significant loss for uncollected advances / receivables from these entities.

Capital management

The primary objective of Target’s capital management is to safeguard the entity’s ability to
continue as a going concern, so that it can continue to provide returns for shareholders and benefits
for other stakeholders.

Target Group manages the capital structure and makes adjustments to it in the light of changes
in economic conditions. In order to maintain or adjust the capital structure, Target Group may raise
capital and borrowings. Target Group monitors capital by maintaining cash flows from operating
activities, investing activities and financing activities. Capital of Target comprises all components of
equity.
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Fair value

The fair values of financial assets and financial liabilities reported in the balance sheets of the
Target Group and Target approximate their carrying amounts due to their immediate or short-term

maturities.

For details of the financial information of the Target Group during the Period, please refer to

Appendix I to this circular.

FINANCIAL EFFECT OF THE ACQUISITION

Immediately after Completion but before conversion of the Convertible Bonds (“Completion but
before Conversion”), the Company owns approximately 45.51% equity interest in the Target. After
Completion and conversion of the Convertible Bonds (“After Completion and Conversion”), in effect,
the Target becomes the legal and beneficial owner of the 95% interests in the registered capital of
Tiancheng and Tiancheng obtains the mining license and any other necessary approvals and consents
for the mining of the Mine, the Company owns approximately 48.96% equity interest in the Target.
In both scenarios, the Target is treated as an associate of the Group and the earnings, assets and
liabilities of the Target will be recorded in the accounts of the Company using equity method in the
consolidated financial statements of the Group.

Assets and liabilities

Set out below is a summary of the unaudited pro forma consolidated balance sheet of the
Enlarged Group under different scenarios as at 30 June 2007. The information of which is extracted
from the unaudited pro forma consolidated balance sheet of the Enlarged Group as set out in Appendix

III to this circular:

Pro forma

Enlarged
Group after

Pro forma
Enlarged

The Group Completion Group after

before but before Completion and

Completion Conversion Conversion

(Unaudited) (Unaudited) (Unaudited)

(HK$’000) (HK$’000) (HK$°000)

Non-current assets 72,417 341,772 397,438
Current assets 560,670 488,375 448,375
Total liabilities 438,461 438,461 438,461
Total equity 194,626 391,686 407,352

The increase of non-current assets of the Enlarged Group to (i) approximately HK$341,772,000
after Completion but before Conversion is due to the recognition of the investment cost of
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HK$269,355,000 for the Sale Shares of the Target as interest in associate; and (ii) approximately
HK$397,438,000 after Completion and Conversion is due to the conversion of the Convertible Bonds
in the principal of HK$40,000,000 to shares of the Target and the recognition of negative goodwill of
HK$15,666,000, altogether as interest in associate.

The decrease of current assets of the Enlarged Group to (i) approximately HK$488,375,000 upon
Completion but before Conversion is mainly due to the reduction in cash as a result of the payment
of cash deposit of HK$8,000,000 and payment of cash portion of consideration of HK$64,295,000, and
the offset of HK$40,000,000 between the investment in the Convertible Bonds and the cash payment
for subscription of the Convertible Bonds; and (ii) approximately HK$448,375,000 after Completion
and Conversion is due to the conversion of the Convertible Bonds into shares of the Target.

Total liabilities of the Enlarged Group as at 30 June 2007 remained the same as HK$438,461,000
since no liabilities of the Target Group would be consolidated to the accounts of the Enlarged Group.

The increase of the total equity of the Enlarged Group to (i) approximately HK$391,686,800
after Completion but before Conversion is mainly due to the issue of 118,000,000 Consideration
Shares at the price of HK$1.67 each; and (ii) approximately HK$407,352,000 after Completion and
Conversion is mainly due to the increase in reserves as a result of the recognition of the negative
goodwill of approximately HK$15,666,000.

For details of the unaudited pro forma consolidated balance sheet of the Enlarged Group, please
refer to Appendix III to this circular.

Earnings

Upon Completion, the Acquisition will not have any material adverse effect on the net profit of
the Group since the cost of Acquisition will be accounted for as an investment in associates. The profit
and loss recorded from the Target Group after Completion will be presented as share of profit/(loss)
from associate under the income statement of the consolidated Enlarged Group.

FINANCIAL AND TRADING PROSPECTS OF THE ENLARGED GROUP

The Group has long been engaging in the business of manufacturing of toys and recreational
products and has established a strong fundamental in the toys industry. The recent massive recall of
toys from North America and the increasing trade dispute and tension between the western countries
and China remind the Directors to further strengthen the internal quality control system and explore
other business or investment opportunities.

With a view to maximize the return of Shareholders and diversify the single business risk, the
Directors consider the Acquisition represents an excellent investment opportunity due to the
continuous global demand for precious metals including silver and the different nature of mining
business. The Directors expect the Acquisition will enhance the performance and returns to
Shareholders upon commencement of the mining operation of the Mine.
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LISTING RULES IMPLICATION

The Acquisition constitutes a major transaction on the part of the Company under the Listing
Rules and the Acquisition and the transactions contemplated thereby, including but not limited to the
allotment and issue of Consideration Shares, are subject to the approval of the Shareholders at the
EGM. To the best of the Directors’ knowledge, information and belief having made all reasonable
enquiries, no Shareholders have material interest in the Acquisition and are required to abstain from
voting at the EGM.

EGM

A notice convening the EGM to be held at Pacific Place Conference Centre, Vinson Room, Level
5, One Pacific Place, 88 Queensway, Hong Kong on Friday, 28 December 2007 at 10:00 a.m. is set
out on pages 155 to 156 of this circular.

A form of proxy for use at the EGM is enclosed with this circular. Whether or not you intend to
attend and vote at such meeting, you are requested to complete and return the enclosed form of proxy
to the Company’s branch share registrar in Hong Kong, Tricor Investor Services Limited at 26th Floor,
Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong in accordance with the instructions
printed thereon as soon as possible and in any event not less than 48 hours before the time appointed
for holding the EGM or any adjournment thereof. Completion and return of the form of proxy will not
preclude you from attending and voting in person at the EGM or any adjournment thereof should you
so wish.

To the best of the Directors’ knowledge, information and belief having making all reasonable
enquiries, no Shareholders have a material interest in the Acquisition and therefore required to abstain
from voting at the EGM.

PROCEDURES FOR DEMANDING A POLL

Pursuant to articles 66 of the articles of association of the Company, every resolution submitted
to a general meeting shall be determined on a show of hands in the first instance by the Shareholders
present in person, but a poll may be demanded (before or upon the declaration of the result of the show
of hands or on the withdrawal of any other demand for a poll):

(a) by the chairman of such meeting;

(b) by at least three Shareholders present in person or in the case of a Shareholder being a
corporation by its duly authorised representative or by proxy for the time being entitled to
vote at the meeting;

(c) by a Shareholder or Shareholders present in person or in the case of a Shareholder being
a corporation by its duly authorised representative or by proxy and representing not less
than one-tenth of the total voting rights of all Shareholders having the right to vote at the
meeting;
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(d) by a Shareholder or Shareholders present in person or in the case of a Shareholder being
a corporation by its duly authorised representative or by proxy and holding shares in the
Company conferring a right to vote at the meeting being shares on which an aggregate sum
has been paid up equal to not less than one-tenth of the total sum paid up on all the Shares
conferring that right; or

(e) if required by the rules of the designated stock exchange, by any Director or Directors who,
individually or collectively, hold proxies in respect of Shares representing 5% or more of

the total voting rights at such meeting.

RECOMMENDATION

The Board considers that the terms of the Acquisition are fair and reasonable and are in the
interests of the Company and the Shareholders as a whole. Accordingly, the Board recommends the
Shareholders to vote in favour of the resolution as set out in the notice of the EGM.

ADDITIONAL INFORMATION

Your attention is also drawn to the additional information as set out in the appendices to this
circular.

By order of the Board
Smart Union Group (Holdings) Limited
Wu Kam Bun
Chairman
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The following is the text of a report, prepared for the sole purpose of inclusion in this circular,
received from the Company’s reporting accountants, SHINEWING (HK) CPA Limited, Certified
Public Accountants, Hong Kong.

[ [N
{§7Mﬁo SHINEWING (HK) CPA Limited

16/F., United Centre

Shineﬂ)iné 95 Queensway, Hong Kong

10 December 2007

The Directors

Smart Union Group (Holdings) Limited
Rooms 217-222

Advanced Technology Centre

2 Chi Fat Street

Sheung Shui

New Territories

HONG KONG

Dear Sirs,

We set out below our report on the financial information (the “Financial Information”) regarding
China Mining Corporation Limited (“China Mining”) and its subsidiary (hereinafter collectively
referred to as the “China Mining Group”) for the period from 16 November 2004 (date of
incorporation) to 31 December 2004 and for each of the two years ended 31 December 2006 and for
the six months ended 30 June 2007 (the “Relevant Periods”) for inclusion in the circular of Smart
Union Group (Holdings) Limited (the “Company”) dated 10 December 2007 (the “Circular”) in
connection with a major transaction in respect of a proposed acquisition by Smart Union Mining
Investments Limited (formerly known as Queen Glory Limited) (“SUMI”), the Company’s wholly-
owned subsidiary, of an aggregate of 22,755 shares of US$1 each in the issued share capital of China
Mining, representing approximately 45.51% of the existing issued share capital of China Mining, from
Mr. Tang Xue Jin (the “Vendor”) and a proposed subscription of the convertible bonds (“Convertible
Bonds”) issued by China Mining to SUMI (the “Proposed Acquisition”).

China Mining was incorporated in the British Virgin Island (“BVI”) on 16 November 2004 as a
company with limited liability and authorised share capital of US$50,000 divided into 50,000 ordinary
shares of US$1 each. The registered office of China Mining is at P.O. Box 957, Road Town, Tortola,
BVI and its principal place of business is located at Room 19, No. 53 Jing Tang Road, Yu Zhong Qing
Shi, Chong Qing, the People’s Republic of China (the “PRC”).
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China Mining is an investment holding company. No audited financial statements of China Mining or
the China Mining Group have been prepared for the period from incorporation to present as it is not
subject to any statutory audit requirements. The China Mining Group has adopted 31 December as
their financial year end date. The principal activities and other particulars of its subsidiary are set out
below.

As at the date of this report, China Mining has beneficial interests in the following subsidiary:

Proportion
of equity
Place and interest
date of Registered directly
Name of subsidiary establishment capital held Principal activities
Fujian Tiancheng The PRC RMB 7,652,900 95% Exploration and
Mining Corporation®* 12 March 2004 exploitation of
TR R R ESE A IR A F] precious metals and
(“Tiancheng”) mineral resources in

the PRC

Note: During the year ended 31 December 2006, the Vendor acquired 95% equity interests in Tiancheng. These 95%
equity interests in Tiancheng are held by the Vendor on trust for the benefits of China Mining. The remaining 5%
equity interests in Tiancheng are held by Mr. Tang Xue Da, an independent third party to the Company and a close
family member of the Vendor.

Pursuant to the terms and conditions of the formal agreement dated 17 October 2007 entered into among the
Vendor, China Mining and SUMI for the Proposed Acquisition, the Vendor undertook that China Mining will
become the legal and beneficial owner of the 95% interests in Tiancheng on or before 30 April 2008 (or such other
date as may be agreed between the parties in writing).

Tiancheng currently holds the exploration right of the Mine in the Fujian Province of the PRC. No audited
financial statements of Tiancheng have been issued as Tiancheng was not subject to any statutory audit

requirements for the three years ended 31 December 2006.
* for identification purpose only

For the purpose of this report, the directors of China Mining had prepared the Financial Information
of the China Mining Group for the Relevant Periods in accordance with the Hong Kong Financial
Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants
(the “HKICPA”).

Respective responsibilities of directors and reporting accountants

The directors of China Mining are responsible for preparing the Financial Information of the China
Mining Group which give a true and fair view. The directors of the Company are responsible for the
contents of the Circular in which this report is included. In preparing the Financial Information which
give a true and fair view, it is fundamental that appropriate accounting policies are selected and
applied consistently.
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It is our responsibility to express an independent opinion, based on our examination, on the Financial
Information and to report our opinion to you. We have examined the Financial Information for the
Relevant Periods, and carried out such additional procedures as are necessary in accordance with
Auditing Guideline 3.340 “Prospectus and the Reporting Accountant” issued by the HKICPA.

We have not audited any financial statements of the companies comprising the China Mining Group

in respect of any period subsequent to 30 June 2007.

The comparative consolidated income statement, consolidated statement of changes in equity and
consolidated cash flow statement of the China Mining Group for the six months ended 30 June 2006
together with the notes thereon have been extracted from the China Mining Group’s unaudited
consolidated financial information for the same period (the “30 June 2006 Financial Information™)
which was prepared by the directors of China Mining solely for the purpose of this report. It is our
responsibility to form an independent conclusion, based on our review, and to report our conclusion

to you.

For the purpose of this report, we have reviewed the 30 June 2006 Financial Information in accordance
with the Statement of Auditing Standard 700 “Engagements to review interim financial reports” issued
by the HKICPA. Our review consisted principally of making enquires of the China Mining Group’s
management and applying analytical procedures to the 30 June 2006 Financial Information and based
thereon, assessing whether the accounting policies and presentation have been consistently applied
unless otherwise disclosed. A review excludes audit procedures such as tests of controls and
verification of assets, liabilities and transactions. It is substantially less in scope than an audit and
therefore provides a lower level of assurance than an audit. Accordingly, we do not express an audit

opinion on the 30 June 2006 Financial Information.

OPINION AND REVIEW CONCLUSION

In our opinion, the Financial Information together with the notes thereon, for the purpose of this
report, give a true and fair view of the state of affairs of the China Mining Group and China Mining
as at 31 December 2004, 31 December 2005, 31 December 2006 and 30 June 2007 and of the
consolidated results and cash flows of the China Mining Group for each of the Relevant Periods.

Moreover, on the basis of our review, which does not constitute an audit, we are not aware of any
material modification that should be made to the 30 June 2006 Financial Information.

— 24 —
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ACCOUNTANTS’ REPORT ON THE TARGET GROUP

I.

FINANCIAL INFORMATION OF THE CHINA MINING GROUP

CONSOLIDATED INCOME STATEMENTS

From
16 November
2004 (date of

incorporation) Year ended Six months ended
to 31 December 31 December 30 June
2004 2005 2006 2006 2007
NOTES RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Turnover 5 —

(Unaudited)

Other operating income — 6 — — 1
Administrative and other
operating expenses (30) (282) (2,307) (673) (929)
Loss before taxation 6 (30) (276) (2,307) (673) (928)
Taxation 8 — — — — —
Loss for the year/ period (30) (276) (2,307) (673) (928)
Loss attributable to:
Equity holders of China
Mining (30) (276) (2,296) (673) (898)
Minority interests — — (11) — (30)
(30) (276) (2,307) (673) (928)

— 25 —
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CONSOLIDATED BALANCE SHEETS

At 31 December At 30 June

2004 2005 2006 2007
NOTES RMB’000  RMB’000  RMB’000  RMB’000

Non-current assets
Plant and equipment 9 — 118 414 400

Current assets

Prepayments, deposits and

other receivables — 300 2,031 2,031
Bank balances and cash 11 414 462 107 204
414 762 2,138 2,235

Current liabilities

Accruals and other payables (30) (772) (797) (1,808)
Net current assets/ (liabilities) 384 (10) 1,341 427
384 108 1,755 827

Represented by:
Equity attributable to equity
holders of China Mining

Share capital 12 414 414 414 414
Reserves (30) (3006) 1,154 256
384 108 1,568 670

Minority interests — — 187 157
384 108 1,755 827
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BALANCE SHEETS

At 31 December At 30 June
2004 2005 2006 2007
NOTES RMB’000 RMB’000 RMB’000 RMB’000
Non-current assets
Plant and equipment 9 — 118 123 115
Investment in a subsidiary 10 — — 3,756 3,756
— 118 3,879 3,871
Current assets
Prepayments, deposits and
other receivables — 300 40 49
Bank balances and cash 11 414 462 39 106
414 762 79 155
Current liabilities
Accruals and other payables (30) (772) (2,188) (2,577)
Net current assets/ (liabilities) 384 (10) (2,109) (2,422)
384 108 1,770 1,449
Represented by:
Equity attributable to equity
holders of China Mining
Share capital 12 414 414 414 414
Reserves 13 (30) (306) 1,356 1,035
384 108 1,770 1,449

27 —
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable
to equity
Other holders of
Share reserve Accumulated China Minority
capital (note) losses Mining interests Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
At 16 November
2004 (date of
incorporation) 414 — — 414 — 414
Loss for the period — — (30) (30) — (30)
At 31 December
2004 and
1 January 2005 414 — (30) 384 — 384
Loss for the year — — (276) (276) — (276)
At 31 December
2005 and
1 January 2006 414 — (306) 108 — 108
Loss for the period — — (673) (673) — (673)
At 30 June 2006
and 1 July 2007 414 — (979) (565) — (565)
Loss for the period — — (1,623) (1,623) (11) (1,634)
Shareholder’s
contribution — 3,756 — 3,756 — 3,756
Acquisition of a
subsidiary
(Note 14) — — — — 198 198
At 31 December
2006 and
1 January 2007 414 3,756 (2,602) 1,568 187 1,755
Loss for the period — — (898) (898) (30) (928)
At 30 June 2007 414 3,756 (3,500) 670 157 827

Note: Other reserve represents the consideration for acquisition of a subsidiary satisfied by the shareholder (note 14).
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CONSOLIDATED CASH FLOW STATEMENTS

From

16 November
2004 (date of
incorporation)
to 31 December

Year ended
31 December

Six months ended

30 June

NOTE 2004
RMB’000

OPERATING
ACTIVITIES

Loss before taxation (30)
Adjustments for :

Bank interest

income —
Depreciation of

plant and

equipment —

2005

2006

2006

2007

RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

(276)

(6)

(2,307)

20

(673)

(928)

(D

20

Operating cash

flows before

movements in

working capital (30)
(Increase) decrease

in prepayments,

deposits and other

receivables —
Increase (decrease)

in accruals and

other payables 30

(274)

(300)

742

(2,287)

1,960

(141)

(666)

(4)

751

(909)

1,011

NET CASH FROM
(USED IN)
OPERATING
ACTIVITIES —

168

(468)

81

102

INVESTING

ACTIVITIES
Purchases of plant

and equipment —
Bank interest

received —
Acquisition of a

subsidiary 14 —

(126)

(18)

131

(16)

(6)
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From
16 November
2004 (date of

incorporation) Year ended Six months ended
to 31 December 31 December 30 June
2004 2005 2006 2006 2007

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

NET CASH (USED
IN) FROM
INVESTING
ACTIVITIES — (120) 113 (16) (5)

NET CASH FROM
FINANCING
ACTIVITY
Issue of shares upon
incorporation 414 — — — —

NET INCREASE
(DECREASE) IN
CASH AND
CASH
EQUIVALENTS 414 48 (355) 65 97

CASH AND CASH
EQUIVALENTS
AT BEGINNING
OF THE PERIOD/
YEAR — 414 462 462 107

CASH AND CASH
EQUIVALENTS
AT END OF THE
PERIOD / YEAR,
represented by
bank balances and
cash
414 462 107 527 204
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II.

NOTES TO THE FINANCIAL INFORMATION

CORPORATION INFORMATION

China Mining was incorporated in the BVI on 16 November 2004 as a company with limited liability and authorised share
capital of US$50,000 divided into 50,000 ordinary shares of US$1 each. China Mining is an investment holding company
and the principal activities of its subsidiary are exploration and exploitation of precious metals and mineral resources

in the PRC.

The address of its registered office is at P.O. Box 957, Road Town, Tortola, BVI and its principal place of business is
located at Room 19, No. 53 Jing Tang Road, Yu Zhong Qing Shi, Chong Qing, the PRC.

The Financial Information is presented in Reminbi, which is the same as the functional currency of China Mining.
APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS

For the purposes of preparing and presenting the Financial Information for the Relevant Periods, China Mining Group
has consistently applied all of new or revised Hong Kong Accounting Standards (“HKASs”), HKFRSs, amendments and
Interpretations (“INTs”) (herein collectively referred to as “New HKFRSs”) issued by the HKICPA, which are effective

for the accounting periods beginning on 1 January 2005, 1 January 2006 and 1 January 2007.

At the date of this report, HKICPA has issued the following standards, amendment and INTs that are not yet effective.

HKAS 23 (Revised) Borrowing Costs'

HKFRS 8 Operating Segments'

HKIFRIC)-Int 11 HKFRS 2 - Group and Treasury Share Transactons?®

HK(IFRIC)-Int 12 Service Concession Arrangements>

HK(IFRIC)-Int 13 Customer Loyalty Programmes*

HK(IFRIC)-Int 14 HKAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and

their Interaction?®

! Effective for annual periods beginning on or after 1 January 2009.
2 Effective for annual periods beginning on or after 1 March 2007.
3 Effective for annual periods beginning on or after 1 January 2008.
+ Effective for annual periods beginning on or after 1 July 2008.

The directors of China Mining expect that the application of these new HKFRSs listed above will not have any significant

impact on the financial position and operating results of China Mining Group.

SIGNIFICANT ACCOUNTING POLICIES

The Financial Information has been prepared on the historical cost basis and in accordance with the accounting policies
adopted by Smart Union Group (Holdings) Limited as set out below, which conform with HKFRSs issued by the
HKICPA.

These accounting policies have been consistently applied to all the Relevant Periods presented, unless otherwise stated.
Basis of consolidation

The Financial Information incorporates the financial statements of the China Mining and its subsidiary (i.e. entity

controlled by China Mining) made up to 31 December. Control is achieved where China Mining has the power to govern

the financial and operating policies of an entity so as to obtain benefits from its activities.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of consolidation (Continued)

The result of a subsidiary acquired during the Relevant Periods is included in the Financial Information from the effective

date of acquisition as appropriate.

Where necessary, adjustments are made to the financial statements of the subsidiary to bring its accounting policies into
line with those used by China Mining.

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

Minority interests in the net assets of consolidated subsidiary are presented separately from the China Mining Group’s
equity therein. Minority interests consist of the amount of those interests at the date of original business combination
(see below) and the minority’s share of changes in equity since the date of the combination. Losses applicable to the
minority in excess of the minority’s interest in the subsidiary’s equity are allocated against the interests of China Mining
Group except to the extent that the minority has a binding obligation and is able to make an additional investment to

cover the losses.

Business combinations

The acquisition of a subsidiary is accounted for using the purchase method. The cost of the acquisition is measured as
the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity
instruments issued by the China Mining Group in exchange for control of the acquiree, plus any costs directly attributable
to the business combination. The acquiree’s identifiable assets, liabilities and contingent liabilities meet the conditions

for recognition under HKFRS 3 “Business Combinations” are recognised at their fair values at the acquisition date.

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.

Subsidiary

A subsidiary is an entity whose financial and operating policies the Company controls, directly or indirectly, so as to

obtain benefits from its activities.

In the China Mining’s financial statements, investment in a subsidiary is stated at cost less any impairment loss. An
assessment of investment in a subsidiary is performed when there is an indication that the asset has been impaired. The
result of a subsidiary is included in China Mining’s income statement to the extent of dividends received and receivable.

Goodwill

Goodwill is initially recognised as an asset at cost and is subsequently measured at cost less any accumulated impairment
losses. Capitalised goodwill on an acquisition of a subsidiary is presented separately in the consolidated balance sheets.

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of the acquisition over the China
Mining Group’s interest in the net fair values of the identifiable assets, liabilities and contingent liabilities of the
subsidiary recognised at the date of acquisition.

For the purpose of impairment testing, goodwill is allocated to each of the China Mining Group’s cash-generating units
expected to benefit from the synergies of the combination. Cash-generating units to which goodwill has been allocated
are tested for impairment annually and whenever there is an indication that the unit may be impaired. For goodwill
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Goodwill (Continued)

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 year. If the recoverable amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the
unit 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 statements. An impairment loss

recognised for goodwill is not reversed in subsequent consolidated periods.

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

or loss on disposal.

Revenue recognition

Revenue is recognised at the fair value of the consideration received or receivables and represents amounts receivable

from goods sold in the normal course of business, net of discounts and sales related taxes.

Interest income from a financial asset is accrued on a time basis, by reference to the principal outstanding and at the
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.

Leasing

Rental payables under operating leases are charged to the consolidated income statement on a straight-line basis over the

terms of the relevant lease.

Retirement benefit costs

Payments to defined contribution retirement benefit plans are charged as an expense as they fall due. Payments made to
state-managed retirement benefit schemes are dealt with as payments to defined contribution plans where the China
Mining Group’s obligations under the plans are equivalent to those arising in a defined contribution retirement benefit

plan.

Taxation

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

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

date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of assets and
liabilities in the 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
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation (Continued)

temporary differences, and deferred tax assets are recognised to the extent that it is probable that taxable profit will be
available against which deductible temporary differences can be utilised. Such assets and liabilities are not recognised
if the temporary difference are related to goodwill or from the initial recognition (other than in a business combination)

of other assets and liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

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 profit 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 to the period when the asset is realised or the liability
is settled. Deferred tax is charged or credited to the consolidated income statement, except when it relates to items

credited or charged directly to equity, in which case the deferred tax is also dealt with in equity.

Plant and equipment

Plant and equipment are stated at cost less any subsequent accumulated depreciation and accumulated impairment losses.

Depreciation is provided to write off the cost of items of plant and equipment over their estimated useful lives and after

taking into account their estimated residual values, using the straight-line method.

An item of 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 Relevant Periods in which the item is derecognised.

Impairment of tangible assets

At each balance sheet date, China Mining Group reviews the carrying amounts of its tangible 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 an income immediately.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments

Financial assets and financial liabilities are recognised on China Mining Group’s balance sheet when China Mining
Group’s entities become a party to the contractual provisions of the instrument. Financial assets and financial liabilities
are initially measured at fair value. Transaction costs that are directly attributable to the acquisition or issue of financial
assets and financial liabilities (other than financial assets and financial liabilities at fair value through profit or loss) are
added to or deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial
recognition, transaction costs directly attributable to the acquisition of financial assets or financial liabilities at fair value

through profit or loss are recognised immediately in profit or loss.

Prepayments, deposits and other receivables

Prepayments, deposits and other receivables are measured at initial recognition at fair value, and are subsequently
measured at amortised cost using the effective interest rate method. Appropriate allowances for estimated irrecoverable
amounts are recognised in profit or loss when there is objective evidence that the asset is impaired. The allowance
recognised is measured as the difference between the asset’s carrying amount and the present value of estimated future

cash flows discounted at the effective interest rate computed at initial recognition.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, demand deposits and other short-term highly liquid investments that

are readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value.

Financial liabilities and equity

Financial liabilities and equity instruments issued by China Mining Group 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 China Mining Group after deducting all
of its liabilities. The accounting policies adopted for specific financial liabilities and equity instruments are set out

below.

Accruals and other payables

Accruals and other payables are initially measured at fair value, and are subsequently measured at amortised cost, using

the effective interest rate method.

Equity instruments

Equity instruments issued by China Mining are recorded at the proceeds received, net of direct issue costs.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the assets expire or, the financial assets are
transferred and China Mining has transferred substantially all the risks and rewards