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Mission

AEON Co., Ltd. (“AEON Co.”) is a Japanese retailing and services group with 130* consolidated subsidiaries and 27
equity-method associated companies. These companies are active in four business areas: General Merchandise Store
(“GMS”) operations, specialty store operations, shopping centre development operations, along with service and other
operations.

AEON Co. operates not only in Japan, but also in Southeast Asia, the PRC and North America. Its activities in different
markets are guided at all times by its unwavering credo: “Everything we do, we do for our customers”.

AEON Stores (Hong Kong) Co., Limited (“AEON Stores”), a member of AEON Co., established its first store in Hong Kong
in 1987 and was listed on the Hong Kong Stock Exchange in 1994. AEON Stores now operates seven GMS, 11
independent JUSCO $10 Plaza and two independent supermarket facilities in densely populated districts of Hong Kong. It
also operates nine GMS and one shopping centre in Guangdong Province, the PRC.

Whether in Hong Kong or the PRC, AEON Stores is dedicated to providing customers with a wide-range of high quality daily
necessities at reasonable prices, and complemented by pleasant shopping experiences. Always seeking to guarantee
customer safety as well as provide peace of mind shopping, convenience and enjoyment, such objectives are consistent
with AEON Stores’ ongoing quest for total customer satisfaction.

At the very heart of AEON'’s basic principles are “the pursuit of peace”, “respect for humanity” and “contribution to local
communities”, all are customer-centric concerns. All staff members abide strictly by the “AEON Code of Conduct” which
aims to guarantee delivery of excellent services and prompt response to customers’ needs. Accordingly, great pride is
taken in the ability to provide customers with services that constantly exceed their expectations.

* As at February 2006
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Revenue (Hk$ miliion)

Profit for the Year (nks$ 000)

12 months ended 28 Feb 2003

—— 2,902

12 months ended 29 Feb 2004

— 3,340

10 months ended 31 Dec 2004

—— 2,867

12 months ended 31 Dec 2005

A — 8,920

12 months ended 31 Dec 2006

I ¢ 257

12 months ended 28 Feb 2003
I 57,766

12 months ended 29 Feb 2004
N 85,522
10 months ended 31 Dec 2004

I, 82,167

12 months ended 31 Dec 2005

12 months ended 31 Dec 2006

e 123,936
I 156,705

Profit Attributable to Equity Holders of

the Parent (ks 000

Dividend per Share (Hk cents)

12 months ended 28 Feb 2003
N 61,341

12 months ended 29 Feb 2004

. 85,844

10 months ended 31 Dec 2004

I 79,461

12 months ended 31 Dec 2005

A—— 124,532

12 months ended 31 Dec 2006

I, 148,347

12 months ended 28 Feb 2003

A e.0

12 months ended 29 Feb 2004

" 4.0

10 months ended 31 Dec 2004

A 12,5

12 months ended 31 Dec 2005

A 195

12 months ended 31 Dec 2006

N 23.0

12 months ended

12 months ended

10 months ended

12 months ended 12 months ended

28 Feb 2003 29 Feb 2004 31 Dec 2004 31 Dec 2005 31 Dec 2006
Revenue (HKS million) 2,902 3,349 2,867 3,920 4,287
Profit for the year (HK$’000) 57,766 85,522 82,167 123,936 156,705
Profit attributable to
equity holders of the
parent (HK$’000) 61,341 85,844 79,461 124,532 148,347
Dividend per share (HK cents) 9.0 14.0 12.5 19.5 23.0
Turnover breakdown (%)
Fashion 22 21 21 21 20
Food 30 33 34 35 38
Household 41 40 40 39 37
Catering 7 6 5 5 5
Total 100 100 100 100 100
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2006 was a particularly auspicious
year for us. Spurred by positive
sentiment in the regional markets,
particularly the vigour of China and
Hong Kong, AEON Stores successfully
rode the wave of consumer confidence
that followed - raising the Group’s
stature immeasurably.

This solid performance is especially gratifying as we realise
the most meaningful milestone thus far: the 20th
anniversary of AEON Stores’ operation in Hong Kong.
Indeed, the progress made in the year that was offers a
stark reminder of the startling transformation that the
Group has undergone since its formative years. Originally
operating a single store in the territory with a workforce of
200, the Group presently employs over 4,000 and has 30
outlets spanning across Hong Kong and southern China,
making AEON Stores an intimate and inseparable part of
many people’s lives.

Entering the sector solely as an operator of General
Merchandise Stores (“GMS”), we have since broadened
our business model and indeed our horizons through an
ongoing and meticulous review of the complex environment
in which we operate. Accordingly, the Group currently
includes the JUSCO $10 Plaza and JUSCO Supermarket as
intrinsic elements of its Hong Kong operations. What looks
certain to be another milestone for the Group is the AEON
Shunde Shopping Centre which was opened in January
2007, located in Guangdong Province. This latest initiative
underlines our capacity for seamlessly adapting to regional
market demands, and succeeding. Operating a shopping

TOKIWA Toshiji
Chairman

centre that is tenanted not only by a GMS but also a
diverse range of fashionable shops, the AEON Shunde
Shopping Centre is truly an integral element of the city, if
not its very heart. Consequently, we are bullish that such
an extensive business infrastructure project will pave the
way for our further penetration in the country. As of the
latest results, annual revenue was about HK$4.3 billion
and this growth looks set to continue.

While highly motivated to capture opportunities in China,
we have not reneged on our “Everything we do, we do for
our customers” commitment. Remaining firmly entrenched
in all our business pursuits, this philosophy is evident in
the quality merchandise and services that we provide and
extend to the warm shopping atmosphere that is
synonymous with AEON Stores. Accordingly, as we seek to
expand our scope of business still further, the Group will
continue to abide by its pledge as it welcomes clients from
diverse demographic backgrounds to the fold. Hence, such
factors as regional preferences and consumption patterns
are the very matrices from which specialised customer-
centric strategies will arise and evolve. Consistent with
this, all our staff members have continued to embrace the
“AEON Code of Conduct” which ensures the delivery of
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Chairman’s Statement (Continued)

excellent services and prompt response to customers’
needs. Having already established a solid reputation,
sound branding, full breadth of merchandise and
exceptional services, we are confident of our ability to
chart a prosperous course forward.

Enthused by two decades of balanced growth, we will
continue to explore and capture fresh business
opportunities. Based on this mandate, we will channel still
greater energies and resources on expanding our network
across southern China; introducing well proven business
models that include the GMS, JUSCO $10 Plaza, JUSCO
Supermarket and AEON Shopping Centre, thus fully
capitalising on the country’s burgeoning retail market.
Ahead of such objectives, |, on behalf of the Board of
Directors, would like to extend my sincerest gratitude to
our dynamic and resourceful workforce whom through their
professionalism and diligence has helped AEON Stores
achieve steady progress over the year, and undoubtedly in
the years to come. | would like to also thank my fellow
board members for their invaluable advice, guidance and
commitment. Through their unwavering drive for perfection,
the objectives that we have envisaged will unquestionably
be realised. As always, the Group will work as a cohesive
force, committed to elevating AEON Stores to new heights
and delivering greater returns for our shareholders.

-

TOKIWA Toshiji
Chairman

Hong Kong, 3 April 2007
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Management Discussion & Analysis

LAM Man Tin
Managing Director

Dividends

The Board of Directors has recommended a final dividend
of 17.5 HK cents per share (2005: 14.0 HK cents) which
will be payable on or before 18 June 2007, subject to
shareholders’ approval at the forthcoming annual general
meeting to be held on 23 May 2007. Together with the
interim dividend of 5.5 HK cents (2005: 5.5 HK cents), the
total dividend for the year will amount to 23.0 HK cents
(2005: 19.5 HK cents) per share.

Financial Review

Revenue increased by 9% to HK$4,287 million largely
driven by the sales growth of our stores in the PRC. Gross
margin was slightly down from 35.3% to 34.7% as the food
segment of the Group’s business was enlarged. The
opening of additional independent supermarkets also
placed a greater emphasis on the food sector, hence
affecting gross margin as well. The Group’s net profit
attributable to shareholders for the year rose by 19% to
HK$148 million.

Summary of Results

For the year ended 31 December
2006, the Group’s revenue grew by 9%
to HK$4,287 million (2005: HK$3,920
million). Profit attributable to
shareholders and earnings per share
rose by 19% to HK$148 million (2005:
HK$125 million) and 57.06 HK cents
(2005: 47.90 HK cents) respectively.

Staff costs to revenue ratio dipped slightly from 11.4% to
11.3% while rental costs to revenue ratio increased from
9.8% to 10.6%.

As at 31 December 2006, the Group maintained a net
cash position with bank balances and cash of HK$1,541
million (2005: HK$1,042 million) and short-term bank
loans of HK$60 million (2005: HK$14 million). The loans
were denominated in Renminbi, bearing interest at 5.02%
per annum.

Capital expenditures during the year amounted to HK$106
million, mainly used for the renovation of existing stores,
opening of an independent supermarket, three JUSCO $10
Plaza as well as a shopping centre in the PRC.

The Group had sufficient financial resources and will
continue to finance its capital expenditures by internal
resources and short-term bank borrowings.

Exchange rate fluctuations had no material impact on the
Group as less than 5% of its total purchases were settled
in foreign currencies.
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Business Review

Strong retail market sentiment in the PRC and steady
growth in Hong Kong provided a positive backdrop for the
Group’s business. During the year under review, the Hong
Kong economy made noticeable improvements and the
unemployment rate declined continuously. Encouraged by a
general increase in disposable income and a prosperous
stock market, consumers were more willing to spend,
particularly on quality merchandise, which boosted growth
of the retail sector. The PRC retail market also benefited
from the favourable macroeconomic environment as
consumer confidence surged during the year.

Hong Kong Operations

2006 is a year which presented favourable conditions for
the retail industry; hence, Hong Kong operations recorded
increased revenue of 5% to HK$2,903 million (2005:
HK$2,770 million), while the profit grew by 16% to
HK$195 million (2005: HK$168 million).

To replicate the success of the first JUSCO Supermarket in
apm, Kwun Tong, the Group opened its second
independent supermarket at the Kai Tin Shopping Centre
in Lam Tin in September 2006. The roughly 31,000 sq. ft.
JUSCO Supermarket adopts the theme: “Fun for the Whole
Family”, and features a mix of quality merchandise
imported from Japan along with diverse commodities under
the Group’s TOPVALU private brand. As one of the largest
supermarkets in Lam Tin, the JUSCO Supermarket will help
satisfy the needs of residents of a highly populated
district.

In the second half of the year, the Group opened three
more JUSCO $10 Plaza outlets, increasing the total
number of stores to 11. Following the Fanling and
Shamshuipo outlets opened in August and September, the
Group opened its Kowloon JUSCO $10 Plaza flagship store
in December. Located in Mongkok, one of the busiest and
most exciting districts in Hong Kong, the store comprises
of commercial, residential and entertainment elements.
Moreover, a brand new “J Valor Corner” was set up to
provide premium value products that are priced from
HK$15 to HK$200, thus offering more choices for
customers with greater means and are interested in more

than “value-for-money” goods and services. This is in
keeping with the Group’s development strategy to
broadening its product mix.

To keep pace with the changing needs of customers and
the community, the Group partially closed the Whampoa
Store for renovation work in April 2006. Embracing the
“Healthy Living” concept, the store now boasts an
enlarged Supermarket, Fashion Section, and Household
and Furniture Section; hence an ideal shopping destination
for nuclear families in the district.

PRC Operations

In 2006, the PRC operations recorded revenue totalling
HK$1,384 million (2005: HK$1,150 million), up 20%, and
was mainly attributed to the growth of existing stores
operating in a burgeoning retail sector.

As the retail industry in southern China continued to
prosper, most of the stores operated by the Group in
Guangdong Province duly recorded satisfactory sales
performance. With the Dragon Hill Store operated for a full
financial year, it too contributed to PRC sales. However,
there were some stores that remained in an investment
stage of development, consequently taking greater time to
adapt to local residents’ tastes and needs, hence affecting
profit contributions. In addition, costs arising from the
operation of AEON (China) Co., Ltd. (“AEON China”), which
is currently in a developmental stage, was also incurred. Of
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Management Discussion & Analysis (Continued)

further note, opening of the shopping mall in Shunde under
AEON China was postponed until January 2007 due to
construction delays. In all, the PRC operations generated a
profit of HK$14 million (2005: HK$5 million loss).

Achievements and Corporate Social Responsibility
Throughout the year, AEON Stores remained committed to
further enhancing the quality of merchandise and services
it provides and to fulfilling the motto: “Everything we do, we
do for our customers”. Such an endeavour duly gained
recognition and support from the public. Also in 2006, the
Group secured “The Third Hong Kong and Macau
Merchants of Integrity Award” under the “Department
Stores and Gifts” category for the third consecutive year
and was named “My Favourite Top Ten Brands of Hong
Kong” as well. Both awards were organised by the
Guangzhou Daily.

As an extension of its commitment to the public, AEON
Stores played an active role in community services, helping
the underprivileged. Reflecting this, the Group earned the
“Caring Company Award” for the fifth straight year. During
the period under review, the Group jointly organised the
“Used Book Recycling Campaign” with World Vision Hong
Kong - its fifteenth year of involvement. The activity led to
the collection of 280,000 books and the raising of
HK$1,530,000 which will go towards educating and
training disabled children in Ningxia Province, China.
Moreover, the Group coordinated a year-long “Corporate
Volunteer Campaign”. Staff members assisted the
community groups by way of personal visits, serving the
elderly, children’s homes, disabled and new immigrants
and hosting celebratory events.

AEON Stores is also committed to being a model of good
corporate citizenship, continuing to run the “Wall Calendar
Charity Sale”. With regards to the calendar sale, all
proceeds raised were subsequently donated to five
charitable organisations in the territory.

Human Resources

As at 31 December 2006, the Group employed about
4,100 fulltime and 2,800 part-time staff in Hong Kong and
the PRC. The Group remunerates employees based on
their performance, experience and prevailing practices in
the industry.

A team of excellent employees is vital to the success of a
corporation. The Group fully understands the importance of
staff training, and are committed to providing the very
best. The Group will continue to invest in human resources
in order to boost service quality and staff knowledge. By
providing the necessary mechanisms for upgrading the
professionalism and competence of staff members of all
levels, and creating a platform for knowledge exchanges
and experience sharing, synergy among the Group and its
parent company, AEON Co. will therefore be amplified.

Prospects

Hong Kong Operations

With an improving unemployment rate, rising salary levels
and healthy inflation, Hong Kong's economy appears to be
on the way back to steady growth. Holding a more
optimistic view towards the economy, consumers tend to
enhance their quality of life through the purchase of quality
merchandise. These factors will thereby facilitate
continuous growth of the retail sector in Hong Kong. Taking
into account that there may be other factors affecting the
economy including adjustments in the financial markets,
the Group is cautiously optimistic about its Hong Kong
operations for the near future.

The steady progress achieved in 2006 has added to the
positive spirit of the Group as it celebrates its 20th
anniversary in Hong Kong in 2007. Following the success
of the first two JUSCO Supermarket outlets, a third
supermarket is scheduled to open in Tokwawan by mid-
2007. Located in the Grand Waterfront Plaza, the roughly
31,000 sq. ft. supermarket will be the largest of its kind in
the district and will be fully capable of catering to the daily
needs of customers. Leveraging the Group’s strengths in
operating “Japanese Supermarket”, it will feature high
quality merchandise at reasonable prices, thus satisfying
the customers’ needs.
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The Group will continue its efforts to offer a diverse range
of high quality products to consumers. Towards this goal is
the “TOPVALU” private brand which covers a broad
spectrum of goods ranging from food to clothing and will
be featured prominently in stores.

As an extension of its commitment to patrons, the Group
will search for suitable locations to open more new stores,
especially JUSCO $10 Plaza and JUSCO Supermarket
which are more flexible in space requirements. To provide
more comprehensive services and further strengthen its
presence in Hong Kong, when opportunities arise, the
Group will also consider opening stores operated under
new business models so as to expand its sales network.

PRC Operations

Notwithstanding macroeconomic measures, the Chinese
economy maintained its remarkable growth. China’s GDP
continued to improve as did total retail sales of consumer
goods. Under an improving economic environment,
consumers were more motivated to shop, not only for daily
necessities, but also for quality products and services.
This duly opened exciting business prospects for the
Group.

With the renowned “JUSCO” brand and solid experience of
AEON Co. in the PRC, the Group is well equipped to extend
its business interests exponentially. To provide an
innovative shopping experience to customers, AEON
Shunde Shopping Centre, which has a GMS under AEON
China, started operations in January 2007. Occupying over
47,000 sq. m., the Centre represents the first complex of
its kind to be opened by the Group. The 18,500 sq. m.
GMS is the focus of the Centre, offering a pleasurable one-
stop leisure shopping experience. Among the attractions
that visitors can look forward to is the presence of several
retailers that are in Shunde for the first time. Indeed, 40
per cent of the 93 retail outlets present are new to the
city. The Group is confident that the Centre will become an
important landmark for the region and will further enhance
JUSCO'’s brand status in southern China.

Apart from setting up the first shopping centre in Shunde,
the Group will introduce the first ever independent
supermarket and one additional GMS in Shenzhen in April
and late 2007 respectively, thus capturing vast market
opportunities available in the region.

While committed to uncovering new prospects, the Group
will continue its efforts to respond promptly to the needs
and concerns of customers, thus providing excellent
products and services that exceed all expectations.

LAM Man Tin
Managing Director

Hong Kong, 3 April 2007
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Senior Management Profile

Executive Directors

Mr. LAM Man Tin

Mr. Lam (aged 48) has been the Managing Director of the Company since May 2006. He was previously the Director of
the Company’s South China Business Development Division. Mr. Lam joined the Company in 1992 and has over 20 years
of retail and services experience. He graduated from The University of Hull in the United Kingdom with a master’s degree
in Strategic Marketing.

Mr. FUKUMOTO Yutaka

Mr. Fukumoto (aged 50) is the Deputy Managing Director of the Company. He was the Managing Director of Guangdong
JUSCO Teem Stores Co., Ltd. from 2002 to 2003 and was the Leader of the Asia Business Strategy team of AEON Co.
from September 2003 to May 2006. Mr. Fukumoto joined AEON Co. in 1979 and has over 10 years of experience in the
PRC retail industry. He graduated from Osaka University in Japan with a bachelor’s degree in Engineering.

Mr. WONG Mun Yu

Mr. Wong (aged 49) is the Director of Accounts and Finance and has been with the Company since 1988. He is a fellow of
the Association of Chartered Certified Accountants and a Certified Public Accountant of the Hong Kong Institute of
Certified Public Accountants.

Non-executive Directors

Mr. TOKIWA Toshiji

Mr. Tokiwa (aged 67) is the Chairman of the Company, having joined AEON Co. in 1999. Mr. Tokiwa previously served as
Senior Managing Director of the Dai-Ichi Kangyo Bank in Japan from May 1995 to June 1996. He graduated from Keio
University in Japan with a bachelor’s degree in Law.

Mr. TANAKA Akihito

Mr. Tanaka (aged 59) is the Executive Vice President of AEON Co. Joining AEON Co. in 1970, he was a Director of the
Company from 1996 to 2003 and the Managing Director of the Company from 1997 to 1998. Mr. Tanaka graduated from
the Kansai University in Japan with a bachelor’s degree in Journalism.

Mr. YAMAGUCHI Tatsuichi
Mr. Yamaguchi (aged 61) is a Director of the Company. He joined AEON Co. in 1969. Mr. Yamaguchi is a graduate of the
Meiji University in Japan and holds a bachelor’s degree in Business Administration.

Mr. MIYASHITA Naoyuki

Mr. Miyashita (aged 54) is the Managing Director of AEON China. He was the Managing Director of the Company from
June 2005 to May 2006 and was also the Managing Director of Qingdao AEON Dongtai Co., Ltd. and Guangdong JUSCO
Teem Stores Co., Ltd. Mr. Miyashita has 9 years of experience in the PRC retail industry and has been with AEON Co.
since 1975. He graduated from Kyoto Sangyo University in Japan with a bachelor’s degree in Business Administration.
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Senior Management Profile (Continued)

Independent Non-executive Directors

Mrs. LAM PEI, Peggy, G.B.S., S.B.S., 0.B.E., J.R

Mrs. Lam (aged 78) has been a Director of the Company since 1994. Mrs. Lam is a fellow of the Family Planning of
American University, the United States of America. She was the Chairman of the Wan Chai District Council from 1985 to
2003 and was a member of the Preparatory Committee for the Hong Kong Special Administrative Region. She is the
founding Chairman of the Hong Kong Federation of Women. Mrs. Lam has also served as a Hong Kong Affairs Advisor to
the People’s Republic of China, a member of the Legijslative Council from 1988 to 1995 and a member of the Provisional
Legislature of the Hong Kong Special Administrative Region. She was previously a member of the 7th, 8th and 9th
Chinese People’s Political Consultative Conference. Mrs. Lam was awarded with the Order of the British Empire (O.B.E.) in
1993, the Silver Bauhinia Star (S.B.S.) and the Gold Bauhinia Star (G.B.S.) by the Government of the Hong Kong Special
Administrative Region in 1998 and 2003 respectively.

She graduated from The University of Shanghai with a bachelor’'s degree in Arts . She received a certificate in family
planning from The University of Chicago and a certificate in Public Health Administration from The University of Michigan in
the United States of America. She was also awarded as Honorary Professor by University of Shanghai for Science and
Technology in 2006.

Mr. SHAM Sui Leung, Daniel

Mr. Sham (aged 51) has been a Director of the Company since 2004. He is an associate member of The Institute of
Chartered Accountants in England and Wales and also a Certified Public Accountant of the Hong Kong Institute of Certified
Public Accountants (HKICPA). He was a partner with Moores Rowland Mazars from 1988 to 2003. He was a committee
member of the Expert Panel on Listing, the Expert Panel on Securities and the Accountants’ Report Task Force of the
HKICPA. Mr. Sham was also a committee member of the Disciplinary Panel of the HKICPA. A graduate from Leeds
University in England, he holds a bachelor’'s degree in Economics.

Ms. CHENG Yin Ching, Anna

Ms. Cheng (aged 37) is a fellow of the Association of Chartered Certified Accountants and also a Certified Public
Accountant of the Hong Kong Institute of Certified Public Accountants. From 1997 to 2004, she was the Finance Director
of Rosedale Hotel Group Limited (now renamed as China Velocity Group Limited), a company listed on the Hong Kong
Stock Exchange. She is currently the Chief Financial Officer of Peterson Holdings Company Limited.
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Senior Management

Mr. AGAWA Yutaka

Mr. Agawa (aged 50) is the General Manager of Buying Division of the Company and AEON China. He joined AEON Co. in
1980. He has over 25 years of experience in retail industry. Mr. Agawa graduated from Daito-Bunka University with a
bachelor’s degree in Arts.

Mr. CHAK Kam Yuen

Mr. Chak (aged 44) is the General Manager of Operations of the Company. Since joining the Company in 1987, Mr. Chak
has amassed over 20 years of solid experience in the retail industry, specifically in store management. Mr. Chak
graduated from The Open University of Hong Kong with a master’s degree in Business Administration.

Mr. SASAKI Masahiro

Mr. Sasaki (aged 40) is the General Manager of Administration of the Company. He joined AEON Co. in 1989 and the
Company in 2005. Mr. Sasaki has solid experience in human resources and training. A graduate from Josai University in
Japan, Mr. Sasaki earned a Bachelor of Arts degree, majoring in Economics and Business Administration.

Ms. CHAN Suk Jing
Ms. Chan (aged 47) is the Assistant General Manager of the General Merchandise Store of the Company. Having joined
the Company in 1995, she now possesses over 20 years of experience in the retail industry.

Ms. CHAN Pui Man, Christine

Ms. Chan (aged 55) is the Assistant General Manager of the Buying Division of the Company. She joined the Company in
1998 and has over 20 years of experience in the buying field as well as operations. Ms. Chan graduated from the State of
Washington University with a bachelor’s degree in Business Administration.
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Corporate Governance Report

Corporate Governance Practice

The Board of Directors (the “Board”) of the Company is committed to maintaining high standards of corporate governance.
The Company has adopted the code provisions set out in the Code on Corporate Governance Practices (“the Code”) in
Appendix 14 of the Listing Rules as its own code of corporate governance practice.

In the opinion of the directors, the Company has complied with the Code throughout the year.
Directors’ Securities Transactions

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (“Model Code”) set
out in Appendix 10 to the Listing Rules as the code of conduct regarding securities transactions by directors. Having
made specific enquiry of all existing directors, the Company confirms that they have fully complied with the required
standard set out in the Model Code throughout the year.

Board of Directors

The Board is responsible for the leadership and control of the Company and oversees the Group’s businesses, strategic
decisions and performance. The Board has delegated the day-to-day responsibility to the Executive Directors and senior
management who perform their duties under the leadership of the Managing Director.

The Board has scheduled at least four meetings a year and meets as and when required. During the year, the Board held
seven meetings. The Company Secretary assists the Chairman in establishing the meeting agenda, and each director may
request inclusion of other items in the agenda. For all such meetings, at least 14 days’ notice is given to all directors.
Adequate and appropriate information are circulated normally three days in advance of board meetings to the directors.
The attendance of the directors at the board meetings are as follows:

Directors’ attendance at board meetings

Directors Number of attendance
Executive Directors Lam Man Tin (Managing Director) (Note 1) 7/7
Yutaka Fukumoto (Deputy Managing Director) (Note 2) 3/7
Wong Mun Yu 7/7
Non-executive Directors Toshiji Tokiwa (Chairman) 6/7
Akihito Tanaka (Note 3) 2/7
Tatsuichi Yamaguchi 6/7
Naoyuki Miyashita (Note 4) /7
Motoya Okada (Note 5) o/7
Kazumasa Ishii (Note 5) 4/7
Independent Non-executive Directors Shao You Bao (Note 6) 1/7
Lam Pei Peggy 6/7
Sham Sui Leung Daniel 7/7
Cheng Yin Ching Anna (Note 7) 3/7
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Notes:

1. Mr. Lam Man Tin was appointed as the Managing Director of the Company on 19 May 2006.

2. Mr. Yutaka Fukumoto was appointed as the Deputy Managing Director of the Company on 2 June 2006 and there have been three board
meetings held after his appointment.

3. Mr. Akihito Tanaka was appointed as a Non-executive Director of the Company on 2 June 2006 and there have been three board meetings
held after his appointment.

4. Mr. Naoyuki Miyashita resigned as the Managing Director and was appointed as a Non-executive Director of the Company on 19 May
2006.
5. Mr. Motoya Okada and Mr. Kazumasa Ishii resigned as Non-executive Directors on 2 June 2006.

6. Dr. Shao You Bao passed away on 12 March 2006.

7. Ms. Cheng Yin Ching Anna was appointed as an Independent Non-executive Director of the Company on 2 June 2006 and there have been
three board meetings held after her appointment.

Board and committee minutes are recorded in appropriate detail and draft minutes are circulated to all directors and
committee members for comments before being approved by the Board and committees respectively at the next
immediate meeting. All minutes are kept by the Company Secretary and are open for inspection by the directors.

The directors are entitled, upon the reasonable request, to seek independent professional advice in appropriate
circumstances, at the Company’s expenses. The Board shall resolve to provide separate appropriate independent
professional advice to the directors to assist the relevant directors to discharge their duties.

The Company has received annual confirmations of independence from all existing Independent Non-executive Directors
and considers them to be independent.

The Board members have no financial, business, family or other material/relevant relationship with each other. Given the
nature and business objectives of the Company, the Board has a balance of skill and experience appropriate for the
requirements of the business of the Company. The list of directors and their respective biographies are set out on pages
13 to 14 of this annual report respectively.

The Company has not fixed the terms of appointment for all directors but they are subject to retirement and are entitled to
re-election at each annual general meeting of the Company.
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Chairman and Chief Executive Officer

The Board considered that the duties of the Managing Director (“MD”) were no difference from that required of a chief
executive officer stipulated under the code provision A.2 of the Code. The management would regard that the term MD will
have the same meaning as the chief executive officer of the Company.

The Chairman of the Board is a Non-executive Director, who is responsible for the leadership and effective running of the
Board, and ensuring that all significant and key issues are discussed and where required, resolved by the Board timely
and constructively.

The MD of the Board is delegated with the authority and responsibility to run the Group’s business and day-to-day
operation, and implement the Group’s strategy with respect to the achievement of its business objectives with the
assistance of the Executive Directors and senior management.

Remuneration Committee

The Remuneration Committee is responsible for ensuring that the Company has formal and transparent procedures for
developing and overseeing its policies on the remuneration of the directors and senior management. The Committee’s

authorities and duties are set out in written terms of reference, which are posted on the Company’s website.

Members of the Remuneration Committee and the attendance of each member are set out as follows:

Directors Number of attendance
Non-executive Directors Tatsuichi Yamaguchi (Chairman) (Note 1) 3/4
Akihito Tanaka (Chairman) (Note 1) 0/4
Independent Non-executive Directors Shao You Bao (Note 2) 0/4
Lam Pei Peggy 4/4
Sham Sui Leung Daniel (Note 2) 3/4
Notes:
1. Mr. Akihito Tanaka was appointed to replace Mr. Tatsuichi Yamaguchi as a member and the Chairman of the Committee on 2 June 2006

and there has been one committee meeting held after his appointment.

2. Mr. Sham Sui Leung Daniel was appointed as a member of the Committee on 24 March 2006 to replace Dr. Shao You Bao, who passed
away on 12 March 2006 and there have been three committee meetings held after his appointment.

During 2006, the Remuneration Committee reviewed the remuneration of the Executive Directors (including the Managing
Director and the Deputy Managing Director) and the senior management and recommended the Board to approve their
remuneration.
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Nomination of Directors

The Company has not established a Nomination Committee. The duties and functions of the Nomination Committee
recommended in the Code are performed by the Board collectively with no director being involved in fixing his/her own
terms of appointment and no independent non-executive director being involved in assessing his/her own independence.
New directors are sought mainly through internal promotions and referrals. In assessing whether a candidate is suitable
for appointment as a director, the Board will consider relevant factors including the independence, experience, skills,
personal ethics, integrity and time commitment.

Auditors’ Remuneration

During the year under review, the remuneration payable to the Company’s auditors, Deloitte Touche Tohmatsu, is set out

as follows:
Services rendered Fees payable
HK$’000
Audit services 2,204
Non-audit services:
Review of interim results 541
Taxation services 540
Audit of occupational retirement scheme 18
Other services 6
3,309
Audit Committee

The Audit Committee is responsible for ensuring the objectivity and credibility of the Group’s financial reporting. The
Committee’s authority and duties are set out in written terms of reference, which are posted on the Company’s website.

The Audit Committee is responsible to review the Group’s financial statements, internal financial reports, and internal
control systems. The Audit Committee meets at least twice a year with management and external auditors and reviews

their reports.

Members of the Audit Committee and the attendance of each member are set out as follows:

Directors Number of attendance
Non-executive Directors Akihito Tanaka (Note 1) 0/2
Tatsuichi Yamaguchi (Note 1) 1/2
Independent Non-executive Directors Shao You Bao (Note 2) 0/2
Sham Sui Leung Daniel (Chairman) (Note 2) 2/2
Lam Pei Peggy 2/2

Cheng Yin Ching Anna (Note 3) 1/2
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Notes:

1. Mr. Akihito Tanaka was appointed as a member of the Committee on 2 June 2006 to replace Mr. Tatsuichi Yamaguchi and there has been
one committee meeting held after his appointment.

2. Mr. Sham Sui Leung Daniel was appointed as the Chairman of the Committee on 24 March 2006 to replace Dr. Shao You Bao, who
passed away on 12 March 2006.

3. Ms. Cheng Yin Ching Anna was appointed as a member of the Committee on 2 June 2006 and there has been one committee meeting

held after her appointment.

During 2006, the Audit Committee performed the following duties:

reviewed the audited financial statements for the year ended 31 December 2005 with a recommendation to the
Board for approval;

- reviewed the un-audited financial statements for the six months ended 30 June 2006 with a recommendation to the
Board for approval;

- reviewed various reports on internal control system covering financial, operational, procedural compliance and risk
management functions;

- met the external auditors and reviewed their reports to the Committee in respect of the audit of the annual results
and review of interim results of the Company; and

met the management and reviewed their reports on connected transactions of the Company.

All members of the Audit Committee possess in-depth experience in their own profession. At least one of the committee
members possesses appropriate professional qualifications in finance and accounting and meets the requirements of
rule 3.21 of the Listing Rules. No member of the Audit Committee is a former partner of the existing auditing firm of the
Company.

Accountability

The directors are responsible for the preparation of the accounts of the Group for the relevant accounting periods under
applicable statutory and regulatory requirements which give a true and fair view of the state of affairs, the results of
operations and cashflows of the Group. In preparing the accounts for the six months ended 30 June 2006 and for the
year ended 31 December 2006, the directors have adopted suitable accounting policies and applied them consistently.
The accounts for the reporting year have been prepared on a going concern basis.

Internal Controls

The Board has, through the Audit Committee, conducted interim and annual review of the effectiveness of the internal
control system of the Group covering the financial, operational, procedural compliance and risk management functions.
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Report of the Directors

The directors have pleasure in presenting their annual report and the audited financial statements for the year ended 31
December 2006.

Principal Activities

The Company and its subsidiaries are engaged in the operation of general merchandise stores.
Subsidiaries

Details of the Company’s subsidiaries at 31 December 2006 are set out in note 17 to the financial statements.
Results and Appropriations

The results of the Group for the year ended 31 December 2006 are set out in the consolidated income statement on
page 31.

An interim dividend of 5.5 HK cents per share amounting to HK$14,300,000 was paid to the shareholders during the year.

The directors recommend the payment of a final dividend of 17.5 HK cents per share to the shareholders on the register of
members on 23 May 2007, amounting to HK$45,500,000, and the retention of the remaining profit for the year.

Major Customers and Suppliers

The aggregate sales and purchases attributable to the Group’s five largest customers and suppliers respectively were less
than 30 per cent of the Group’s total sales and purchases for the year.

Property, Plant and Equipment

During the year, the Group spent approximately HK$106 million on property, plant and equipment to renovate its stores
and expand its operations. Details of these and other movements in the property, plant and equipment of the Group and
the Company during the year are set out in note 16 to the financial statements.

Distributable Reserves of the Company

The Company’s reserves available for distribution to shareholders as at 31 December 2006 comprised the retained profits
of HK$596,222,000 (2005: HK$518,207,000).
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Report of the Directors (Continued)

Directors
The directors of the Company during the year and up to the date of this report were:

Executive directors

LAM Man Tin (Managing Director)

Yutaka FUKUMOTO (Deputy Managing Director) (appointed on 2 June 2006)
WONG Mun Yu

Non-executive directors

Toshiji TOKIWA (Chairman)

Tatsuichi YAMAGUCHI

Naoyuki MIYASHITA (redesignated from executive director on 19 May 2006)
Akihito TANAKA (appointed on 2 June 2006)
Motoya OKADA (resigned on 2 June 2006)
Kazumasa ISHII (resigned on 2 June 2006)

Independent non-executive directors

LAM PEI Peggy

SHAM Sui Leung Daniel

CHENG Yin Ching Anna (appointed on 2 June 2006)
SHAO You Bao (deceased on 12 March 2006)

In accordance with Articles 85 and 101 of the Company’s Articles of Association, all remaining directors shall retire from
office at the forthcoming annual general meeting and may offer themselves for re-election.

The term of office for directors is the period up to their retirement in accordance with the above Articles.
Directors’ Service Contracts

None of the directors proposed for re-election at the forthcoming annual general meeting has a service contract which is
not determinable by the Group within one year without payment of compensation, other than statutory compensation.



IEEZY Acton stores (Hong Kong) Co., Limited Annual Report 2006

Report of the Directors (Continued)

Directors’ Interests in Shares

At 31 December 2006, the interests of the directors and their associates in the shares of the Company and its associated
corporations, as recorded in the register maintained by the Company pursuant to Section 352 of the Securities and
Futures Ordinance (“SFO”), or as otherwise notified to the Company and The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) pursuant to the Model Code for Securities Transactions by Directors of Listed Companies, were as
follows:

(a) The Company
Approximate
percentage of the

Number of ordinary shares issued share capital

Name of directors held as personal interests of the Company
%

LAM Man Tin 20,000 0.008
Yutaka FUKUMOTO 70,000 0.027
WONG Mun Yu 18,000 0.007
Akihito TANAKA 50,000 0.019
Tatsuichi YAMAGUCHI 22,000 0.008
LAM PEI Peggy 200,000 0.077

(b) AEON Co., Ltd., the Company’s ultimate holding company

Approximate

Number of ordinary shares percentage

Name of directors held as personal interests of interest
%

Toshiji TOKIWA 17,700 0.0024
Akihito TANAKA 13,900 0.0019

Tatsuichi YAMAGUCHI 24,000 0.0033
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Directors’ Interests in Shares (continued)

(c) Other associated corporations

Toshiji Akihito

TOKIWA TANAKA
Approximate Approximate
Number percentage Number percentage
of shares of interest of shares of interest
% %
ACS Credit Management Co., Ltd. 10 0.083 - -
AEON Credit Service (M) Sdn. Bhd. 20,000 0.167 - -
AEON Fantasy Co., Ltd. - - 3,194 0.021
AEON Thana Sinsap (Thailand) Plc. 500,000 0.200 20,000 0.008
Aeonmall Co., Ltd. - - 2,000 0.003
AEON Co. (M) Bhd. - - 300,000 0.170
Maxvalu Tokai Co., Ltd. 7,500 0.043 - -
Ryukyu JUSCO Co., Ltd. - - 100 0.018
Zwei Co., Ltd. 1,000 0.026 - -

All the shares held are personal interests.

Other than as disclosed above, at 31 December 2006, none of the directors, chief executives nor their associates

had any interests or short positions in any shares, underlying shares and convertible bonds of the Company or any of

its associated corporations.

Directors’ Interests in Contracts of Significance and Connected Transactions

During the year, the Group had the following material transactions with AEON Co., Ltd. and its subsidiaries, namely AEON

Credit Service (Asia) Company Limited (“ACS”) and subsidiaries of AIC Inc.. The former and existing directors of the
Company, Messrs. Kazumasa ISHII, Toshiji TOKIWA, Motoya OKADA, Akihito TANAKA and Tatsuichi YAMAGUCHI, have
beneficial interests in AEON Co., Ltd. The former directors, Messrs. Motoya OKADA and Dr. SHAO You Bao, have beneficial

interests in ACS.

(i) The Group made purchases from subsidiaries of AIC Inc. amounting to a total of HK$67,453,000.

(i)  Royalties payable to AEON Co., Ltd. for the year pursuant to a technical assistance agreement amounted to
HK$43,901,000. Changes on the technical assistance agreement and details are set out in note 32 to the financial

statements.
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Directors’ Interests in Contracts of Significance and Connected Transactions (continued)

(i)

(iv)

ACS and the Company have entered into agreements under which the Company pays commission to ACS in respect
of certain purchases made by customers of the Company with the use of the Company’s various co-brand cards and
certain purchases which are financed by interest-free hire purchase credit facilities provided by ACS to customers of
the Company.

The total amount of commission paid and payable by the Company for the year was HK$11,787,000. This amount
does not exceed the cap amount of HK$20,900,000 as shown in the announcement of the Company dated 20 April
2005. Pursuant to Rule 14A.38 of the Rules Governing the Listing Securities on the Stock Exchange of Hong Kong
Limited (the “Listing Rules”), the board of directors engaged the auditors of the Company to perform certain agreed
upon procedures in respect of the continuing connected transactions in respect of this commission of the Group. The
auditors have reported their factual findings on these procedures to the board of directors. The independent non-
executive directors have reviewed the continuing connected transactions and the report of the auditors and have
confirmed that the transactions have been entered into by the Company in the ordinary and usual course of its
business, on normal commercial terms or on terms no less favorable than terms available from independent third
parties, and in accordance with the terms of the agreement governing such transactions that are fair and reasonable
and in the interests of the shareholders of the Company as a whole.

ACS and the Company have entered into a number of licence agreements under which ACS pays to the Company a
fixed monthly rental in respect of service counters, cash dispensing machines and cash repayment machines
operated by ACS in the stores of the Company. The total amount of rentals paid and payable by ACS for the year was
HK$6,700,000.

Other than as disclosed above, no contracts of significance to which the Company, its subsidiaries, its ultimate holding

company or any of its fellow subsidiaries was a party and in which a director of the Company had a material interest

whether directly or indirectly, subsisted at the end of the year or at any time during the year.

Appointment of Independent Non-executive Directors

The Company has received, from each of the existing independent non-executive directors, an annual confirmation of his

independence pursuant to Rule 3.13 of the Listing Rules. The Company considers all of the independent non-executive

directors are independent.
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Substantial Shareholders

At 31 December 2006, shareholders (other than directors or chief executive of the Company) who had interests or short
positions in the shares or underlying shares of the Company which would fall to be disclosed to the Company under the
SFO, or which were recorded in the register required to be kept by the Company pursuant to Section 336 of the SFO, or had
otherwise notified the Company were as follows:

Approximate

percentage

Long Positions of the issued

Name of substantial shareholders Number of shares share capital

%

AEON Co., Ltd. 186,276,000 (Note 1) 71.64

Aberdeen Asset Management Plc and its 23,410,000 (Note 2) 9.00

Associates (together “the Aberdeen Group”)

on behalf of Accounts managed by the Aberdeen Group

Commonwealth Bank of Australia 13,088,000 (Note 3) 5.03

Note

1: These shares are held as to 177,500,000 shares by AEON Co., Ltd., 7,000,000 shares by AEON (U.S.A.), Inc., and 1,776,000
shares by ACS.

AEON (U.S.A.), Inc. is a wholly-owned subsidiary of AEON Co., Ltd. and AEON Co., Ltd. is deemed to be interested in the 7,000,000
shares owned by AEON (U.S.A.), Inc.

ACS is owned by AEON Co., Ltd., AEON Credit Service Co., Ltd. and the Company as to 55,990,000 shares representing 13.37%,
217,514,000 shares representing 51.94%, and 3,784,000 shares representing 0.90% respectively of the issued share capital of
ACS.

By virtue of its ownership of 45.28% and 71.64% of the issued share capital of AEON Credit Service Co., Ltd. and the Company
respectively, AEON Co., Ltd. is deemed to be interested in the 1,776,000 shares owned by ACS.

2: These shares are held by Aberdeen Asset Management Plc and its Associates (together “the Aberdeen Group”) on behalf of
Accounts managed by the Aberdeen Group in the capacity of an investment manager.

3: These shares are held as to 11,838,000 shares by First State Investments (Hong Kong) Limited (“FSIHK”) and 2,746,000 shares
by First State Investment Management (UK) Limited (“FSIUK”) of which shares 1,496,000 shares are jointly held by FSIHK and
FSIUK, in their capacity of investment managers. Both FSIHK and FSIUK are indirect wholly owned subsidiaries of Commonwealth
Bank of Australia.

Other than as disclosed above, the Company has not been notified of any other relevant interests or short positions in the
shares or underlying shares of the Company as at 31 December 2006.
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Arrangements to Purchase Shares or Debentures

At no time during the year was the Company, its subsidiaries, its ultimate holding company, or any of its fellow
subsidiaries, a party to any arrangements to enable the directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other body corporate.

Purchase, Sale or Redemption of Listed Securities

During the year, neither the Company nor its subsidiaries purchased, sold or redeemed any of the Company’s listed
securities.

Donations
During the year, the Group made charitable and other donations amounting to HK$478,000.
Emolument Policy

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

Sufficiency of Public Float
The Company has maintained a sufficient public float throughout the year.

Auditors

A resolution will be submitted to the annual general meeting to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of
the Company.

On behalf of the Board

LAM Man Tin
Managing Director

Hong Kong, 3 April 2007
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Independent Auditor’s Report

Deloitte.
=2

TO THE SHAREHOLDERS OF AEON STORES (HONG KONG) CO., LIMITED
KE (BE) BERRAT

(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of AEON Stores (Hong Kong) Co., Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out on pages 31 to 63, which comprise the consolidated and
Company balance sheets as at 31 December 2006, and the consolidated income statement, the consolidated statement
of changes in equity and the consolidated cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Directors’ responsibility for the consolidated financial statements

The directors of the Company are responsible for the preparation and the true and fair presentation of these consolidated
financial statements in accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of
Certified Public Accountants and the Hong Kong Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the preparation and the true and fair presentation of the
consolidated financial statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report our
opinion solely to you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance, and for no other
purpose. We do not assume responsibility towards or accept liability to any other person for the contents of this report. We
conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified
Public Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance as to whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and true and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by the
directors, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Opinion

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company and of
the Group as at 31 December 2006 and of the Group’s profit and cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards and have been properly prepared in accordance with the Hong Kong Companies
Ordinance.

B [t Tbotg -(T(/‘-d-\/

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

3 April 2007
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Consolidated Income Statement

For the year ended 31 December 2006

2006 2005
Notes HK$’000 HK$'000
Revenue 6 4,286,972 3,919,741
Other inc