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CHAU’S BROTHERS FINANCE COMPANY LIMITED
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2025

The directors have pleasure in presenting their report and the audited financial statements of Chau’s
Brothers Fiance Company Limited (the “Company®) for the year ended 31 December 2025,

Principal activities

The Company is a registered deposit taking company under the Banking Ordinance. The principal
activity of the Company is commercial lending and there was no change during the year.

Business review

The Company is a licensed authorised institution and principally engaged in commercial lending in Hong
Kong. The Hong Kong economy posted remarkable resilence in 2025, but the local loan market still had
a weak demand and keen competition with uncertainty. The Company adheres to the belief of seeking
progress while maintaining stability and sustainable driving force in the pursuit of customised and
professional services to customers. Management will continue to lead the Company to keep proper
compliance with the required legal requirements.

Local economy

The government’s statistics showed that the Hong Kong’s real GDP grew robustly by 3.5% in 2025, but

the global environment has been worsening with tremendous uncertainties by Gulf Wars started in
February 2026.

The management expects that economic growth of Hong Kong in 2026 may be adversely affected by
escalation of geopolitical tensions and global trade protectionism despite stable growth of GDP would
been taken place in mainland economy.

Having assessed the situation critically, the board of directors resolved to surrender the deposit taking
company license voluntarily and notified the Hong Kong Monetary Authority on 15 November 2023 with
a proposed action plan. Management is in the process of implementing the action plan and giving
necessary notice to customers for early recall of loans. It would take time for certain customers to make
refinancing arrangements. Therefore, it is expected that the action plan would be completed on or after
31 December 2026. In the meantime, management continues to monitor and strengthen the Company’s
risks management and internal control policies constantly to sustain compliance with required legal
requirements.



CHAU’S BROTHERS FINANCE COMPANY LIMITED
DIRECTORS’ REPORT
FOR THE YEAR ENDED 31 DECEMBER 2025
Results and profit analysis
2025 2024 Variance

HEK$'000 HKS$'000
Kev financial data

Profit and loss items

1. Net interest income 3,178 4,853 -35%
2. Other operating income 158 50 216%
3. Operating expenses 5,302 6,866 ~23%
4, Loss before impairment allowances (1,966) (1,964) 0%
Balance sheet items

1. Cash and balances with banks 46,930 27,810 69%
2. Advances to customers 18,191 39,488 -54%
3. Impairment allowances 1,789 956 87%
4, Total assets 64,413 67,619 -5%
5. Total liabilities 650 1,058 -39%

Key financial ratios

L. Average liquidity maintenance ratio 342% 199% 143% points
2. Common equity tier 1 capital ratio 199% 138% 61% points
3. Tier 1 capital ratio 199% 138% 61% points
4. Total capital ratto 200% 139% 61% points

Analysis of key financial data and ratios

In 20235, net interest income amounted to HK$3,178,000 which was 35% lower than that of last year.
Loss before impairment allowances amounted to HK$1,966,000 (2024: HK$1,964,000). Total assets
decreased by 5% to HK$64,413,000 of which cash and balances with banks increased by 69% to
HK$46,930,000 and advances to customers before impairment allowance decreased by 54% to
HK$18,191,000.

Total liabilities decreased by 39% during the year. Overall, the Company’s core business and financial
position were strong and the asset quality was sound. Both capital adequacy and liquidity maintenance
ratios were well above the relevant statutory requirements.

Environmental protection
To maintain the sustainable environmental protection, the Company always encourages employees to

cultivate environmental-friendly working practices such as recycling paper, efficient use of energy,
introducing more paperless digital solutions and so on.



CHAU’S BROTHERS FINANCE COMPANY LIMITED
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2025

Working conditions and staff benefits

The Company treasures its staff to be a key asset.  To further enhance competence of staff, the Company
organises various internal training programmes and encourages staff enrolling in external seminars to
keep abreast of new developments, and maintain a high professional and ethical standards,

Customer-oriented services

The Company strives to provide customer-oriented lending services, and has policies in place aiming at
minimizing customer complaints.

Further discussion and analysis including a description of the principal risks and the Company’s
compliance with the relevant laws and regulations that have a significant impact on the Company’s
operations are set out in the sections “Corporate Governance”, “Risk Management” and “Notes to
Financial Statements” of this Annual Report.

Segmental information

() By geographical area and class of business
The total operating income (net of interest expense), loss before tax and loss for the years ended 31
December 2025 and 2024 and total assets, liabilities and contingent liabilities and commitments of

the Company on those dates were attributable to the Company’s commercial lending business in
Hong Kong.

(b)  Gross advances to customers - by industry sectors and basis of classification

2025 2024
HKS HKS
Loans for use in Hong Kong
Industrial, commercial and financial sectors:
- Property development 9,100,000 29,562,118
- Property investment 5,856,151 5,949,916
- Others 500,000 500,000
Individuals:
- Others 2,734,558 3,475,500

18,190,709 39,487,534

Advances to customers classified by industry sectors are based on the industry in which the loans
granted were used. In those cases where loans cannot be classified with reasonable certainty, they

were classified according to the known principal activity of the borrowers or by reference to the
assets financed.

(¢)  Cross-border claims

There was no cross-border claim exposure in 2025.



CHAU’S BROTHERS FINANCE COMPANY LIMITED
DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2025

Corporate governance

The Company is a deposit taking company incorporated in Hong Kong and operates under the supervision
of the Hong Kong Monetary Authority (“HKMA™). The board of directors is fully committed to
ensuring that the principles and best practices of corporate governance set out in the guidelines on
“Corporate Governance of Locally Incorporated Authorised Institutions” issued by the HEKMA are
complied with. The following specialised committees with clear terms of reference and specific
authority delegated by the board of directors are established in monitoring the operations of the Company:

(a)

(b)

(©)

Executive committee

The executive committee is responsible for management of the Company’s business in all aspects
and implementation of strategic business plans and policies approved and formulated by the board
of directors. The members of the executive committee include the chief executive, two directors
and a deputy chief executive.

Audit committee

The audit committee is established by the Company to provide an independent review of the
effectiveness of the financial reporting process and internal control system of the Company and to
make recommendations to the board of directors. The audit committee presently has one
independent non-executive director and four executive directors.

Remuneration committee

The remuneration committee, which has one independent non-executive director and four executive
directors, is established by the board of directors for the design and operation of the Company’s
remuneration system. The committee has the general powers, duties and responsibilities to review
the company’s remuneration policy and make recommendations to the board, to determine the
specific remuneration packages of executive directors and the chief executive, to make
recommendations to the board on the remuneration of non-executive directors, and to report to the
board any material issues in relation to the remuneration system on a regular basis. Executive
directors have no involvement in making decisions in respect of their own remuneration. In
addition, the committee is responsible for ensuring consistency of the Company’s remuneration
system and practices with the guidelines of the Hong Kong Monetary Authority.

In general, remuneration packages of all staff, including the directors, comprise fixed remuneration
only. Individual staff’s basic salaries are reviewed annually, which takes into account of both
financial and non-financial factors such as individual’s and company’s performance, business
development, and compliance with legal, regulatory and ethical standards.

During the year ended 31 December 2025, total fixed remuneration paid to the directors of the
Company, comprising MPF contributions and other staff benefits amounted to HK$1,778,413.



CHAU’S BROTHERS FINANCE COMPANY LIMITED
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FOR THE YEAR ENDED 31 DECEMBER 2025

Risk management

The board of directors has the responsibility for managing the Company’s risk exposure to six types of
risk, being credit, liquidity, operational, market, currency and interest rate risks through the establishment
and close monitoring of adherence to policies, procedures and Jimits.

()

(b)

(©)

(d)

Credit risk

Credit risk is the possibility of loss in the event that a borrower or counterparty fails to perform
under the terms of a loan or a contract. The board of directors has established policies, limits and
detailed guidelines for the granting and continuous monitoring of credits. The executive
committee and responsible personnel are responsible for carrying out credit approval and
monitoring procedures in accordance with company policies and guidelines. The majority of
credit granted are secured by collaterals which are subject to review and valuation update on a
regular basis to reflect current circumstances. Customer creditability, repayment history and

overdue reports are regularly reviewed by responsible personnel and senior management to monitor
the risk of credit default.

Liquidity risk

Liquidity risk is the possibility that the Company’s cash flows may not be adequate to fund
operations and meet commitments on a timely and cost-effective basis. Information on cash flows
and daily liquidity ratio computed by responsible personnel are reviewed by senior management for
monitoring liquidity. In case that liquidity ratio and cash flows appear to drop down towards the
minimum level, the Company will suspend the loan growth, transfer the matured long-term bank
placement to short-term and draw on standby bank facilities. The Company relies principally on
its internally generated capital as well as deposits from its shareholders. A contingency plan is
prepared to deal with any possible liquidity crisis in the future.

Operational risk

Operational risk is the potential for direct or indirect loss arising from events such as breakdown of
processes and internal controls, human errors, faulty internal and exiernal reporting and
non-compliance with regulations and laws. The board of directors has established effective
internal control systems to manage operational risk, and senior management and responsible
personnel are charged for maintaining a strong and disciplined control environment and the
enforcement of internal control procedures.

Market risk

Tn the normal course of its commercial lending activities, the Company engages in transactions that
give rise to market risks which are principally interest rate risk. Market risk is the risk of loss
arising from adverse changes in value as a result of movements in market rates or prices.
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DIRECTORS’ REPORT

FOR THE YEAR ENDED 31 DECEMBER 2025

Risk management (Cont’d)

{e)  Currency risk

During the year, the Company did not trade in any cwrency risk related financial instruments.
Currency risk exposure of the Company from both on and off balance sheet activities was
considered immaterial. Accordingly, quantitative currency risk information is not disclosed.

(f)  Interest rate risk

Interest rate risk is monitored by regular sensitivity analyses to assess the impact of changes in
market condition or interest rates and the results of these analyses are reported to management.
The Company did not trade in market risk sensitive instruments and, accordingly, no quantitative

market risk information is presented.

Capital adequacy and liquidity ratios

Capital adequacy ratio as at 31 December
Average liquidity maintenance ratio for the financial year

Compdnents of total capital base after deduction

Common equity tier 1 (“CET 1”) capital -
CET 1 capital instruments/paid up ordinary share capital
Retained profits/reserves (eligible for inclusion in core capital)
Intangible assets

Tier 2 capital
Allowance for expected credit losses and regulatory reserve,
limited to 1.25% of risk-weighted amount for credit risks

Total capital base before deductions
Deductions from total capital base

Total capital base after deductions

2025 2024
199.63% 138.50%
341.67% 198.77%
2025 2024
HKS$ HKS$

50,000,000 50,000,000

13,554,308 16,074.403
(425.,000) (425,000)

63,129,308 65,649,403

289,685 477 458

63,418,993 66,126,861

63,418,993 66,126,861
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Results and financial position

The results for the year ended 31 December 2025 are set out in the statement of profit or loss and other
comprebensive income on page 12.

The financial position of the Company as at 31 December 2025 is set out in the statement of financial
position on page 13.

Dividend paid
The directors do not recommend the payment of a dividend for the year.
Property, plant and equipment

Details of movements in the property, plant and equipment of the Company are set out in note 11 to the
financial statements.

Statement of compliance

The Company is exempt from the application of the Banking (Disclosure) Rules under the Banking
Ordinance.

Directors

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

Chau Chun Wing, William

Tsang Chui Hing

Woo Kwok Yin

Choy Kin Chung

Ma Shun Ling {Deceased on 10 July 2025)

Management contracts -

The Company has not entered into any contract whereby the management and administration of the whole
or any substantial part of the Company’s business have been undertaken by a party other than the
Company’s directors or employees.

Directors’ interests in shares and debentures

At no time during the year was the Company a party to any arrangements to enable the Company’s
directors to acquire benefits by means of the acquisition of shares in or debentures of the Company or any
other body corporate.
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Permitted indemnity provisions

A permiited indemnity provision (as defined in section 469 of the Hong Kong Companies Ordinance Cap
622) for the benefit of the directors of the Company is currently in force and was in force throughout the
year.

Auditors

A resolution proposing that Wong Brothers CPA Limited, Certified Public Accountants (Practising), be
re-appointed as auditors of the Company will be put to the Annual General Meeting.

On behalf of the board

Tsang Chui Hing
Director
Datedd 1 MR 7028



Wong Brothers CPA Limited
Certifigl Public Accountants (Practising) RAEGH M ERA RN T

Independent Auditors’ Report to the Shareholders of

CHAU’S BROTHERS FINANCE COMPANY LIMITED
(Incorporated in Hong Kong with limited liability)

Opinion

We have audited the financial statements of Chau’s Brothers Finance Company Limited (the “Company™)
set out on pages 12 to 37, which comprise the statement of financial position as at 31 December 2025, and
the statement of profit or loss and other comprehensive income, the statement of changes in equity and
the statement of cash flows for the year then ended, and notes to the financial statements, including
material accounting policy information.

In our opinion, the financial statements give a true and fair view of the financial position of the Company
as at 31 December 2025, and of its financial performance and cash flows for the year then ended in
accordance with HKFRS Accounting Standards (“HKFRSs™) as issued by the Hong Kong Institute of
Certified Public Accountants (“HKICPA™) and have been properly prepared in compliance with the Hong
Kong Companies Ordinance Cap 622.

Basis for opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (“HKSAs”) as issued by
the HKICPA. Our responsibilities under those standards are further described in the auditors’
responsibilities for the audit of the financial statements section of our report. We are independent of the
Company in accordance with the HKICPA’s Code of Ethics for Professional Accountants (“the Code”) as
applicable to audits of financial statements of public interest entities. We have fulfilled our other ethical
responsibilities in accordance with the Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion. '

Information other than the financial statements and auditors’report thereon

The directors are responsible for the other information. The other information comprises all the
information included in the directors’ report set out on pages 1 to 8, but does not include the financial
statements and our auditors’ report thereon.

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. 1If,
based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

FRENR A Y2 OnelslandSouth 25 AT
Unit A, 25/F,, One Island South, 2 Heung Yip Road, Wong Chuk Hang, Hong Kong
Tel: (852) 2520 2701 Fax; (852) 2861 3757 Email: info@wongbros.comhk URL http: /fwww.wongbros.com.hk



WONG BROTHERS CPALIMITED

CERTIFIED PUBLICACCOUNTANTS (PRACTISING)

Independent Auditors’ Report to the Shareholders of

CHAU’S BROTHERS FINANCE COMPANY LIMITED
(Incorporated in Hong Kong with limited liability)

Responsibilities of directors for the financial statements

The directors are responsible for the preparation of financial statements that give a true and fair view in
accordance with HKFRS Accounting Standards as issued by the HKICPA and the Hong Kong Companies
Ordinance Cap 622, and for such internal control as the directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the directors either intend to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

The directors are responsible for overseeing the Company’s financial reporting process.
Auditors’ responsibilities for the audit of the financial statemenis

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. This report is made solely to you, as a body, in accordance with section 405 of the
Hong Kong Companies Ordinance Cap 622, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with HKSAs will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they could

reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

As part of an audit in accordance with HKSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

- Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

- Obtain an understanding of internal control relevant to the audit 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 Company’s internal control.

- DEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

-10-



WONG BROTHERS CPALIMITED

CERTIFIED PUBLIC ACCOUNTANTS (PRACTISING)

Independent Auditors’ Report to the Shareholders of

CHAU’S BROTHERS FINANCE COMPANY LIMITED
(Incorporated in Hong Kong with limited liability)

Auditors ' responsibilities for the audit of the financial statements (Cont’d)

- Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concem.
If we conclude that a material uncertainty exists, we are required to draw aitention in our auditors’
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditors’ report. However, future events or conditions may cause the Company to cease to continue
as a going concern.

- Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with the directors regarding, among other matters, the planned scope and timing of the

audit and significant audit findings, including any significant deficiencies in internal control, if any, that
we identify during our audit.

Ua-aa By CP0

Wong Brothers CPA Limited
Certified Public Accountants (Practising)

Tso Ping Cheong, Brian

Practising Certificate Number: P05381
Hong Kong, 3§71 MAR 2026

-11-



CHAU’S BROTHERS FINANCE COMPANY LIMITED
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2025

Notes 2025 2024

HKS HKS$
Interest income : 3,178,028 4,852,515
Fees and commission income, net 158,281 49,514

3,336,309 4,902,029

Administrative and other expenses 5 (5,302,341) (6,866,102)
Loss before provision for impairment on credit losses

and tax (1,966,032) (1,964,073)
Provision for impairment on credit losses {charged)/

written back 9 (832,773) 119,896
Loss before tax (2,798,805) (1,844,171
Income tax 7 - ..
Loss for the year (2,798,805) (1,844,177)

Other comprehensive income -- -

Total comprehensive income for the yeax (2,798,805) (1,844,177)

-12-



CHAU’S BROTHERS FINANCE COMPANY LIMITED

STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2025

ASSETS

Cash and bank balances
Advances and other accounts

Deposits, prepayments and other receivables

Intangible asset
Property, plant and equipment

Total assets

Liabilities
Accruals and other payables

Total current liabilities

Net assets

EQUITY

Equity attributable to equity holders
Share capital

Reserves

Total equity

Approved by the board of directors
on 31 MAR 2026

Tsang (Hui Hing
Directgr

Notes 2025 2024
HKS HKS
46,930,025 27,810,328
8 16,662,074 39,046,934
350,683 291,187
10 425,000 425,000
i1 44,811 46,015
64,412,593 67,619,464
649,651 1,057,717
(649,651) {1,057,717)
63,762,942 66,561,747
12 50,000,000 50,000,000
13,762,942 16,561,747
63,762,942 66,561,747

’Choy Kin ung
Director]

- 13-



CHAU’S BROTHERS FINANCE COMPANY LIMITED
STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2025

Share Regulatory Retained
capital reserve * profits Total
HKS$ HKS HKS HK$
At 1 January 2024 50,000,000 687,171 17,718,753 68,405,924
Appropriation to regulatory reserve -~ (199,827) 199,827 --
Total comprehensive income
for the year - - - - (1,844,177) (1,844,177)
At 31 December 2024 and
1 January 2025 50,000,000 487,344 16,074,403 66,561,747
Appropriation to regulatory reserve -- (278,710) 278,710 --
Total comprehensive income
for the year - - - - (2,798,805) (2,798,805)
At 31 December 2025 50,000,000 208,634 13,554,308 63,762,942

* The regulatory reserve is an appropriation from retained profits to set aside amounts in respect of
losses which the Company will or may incur on advances in addition to expected credit losses
recognised under Hong Kong Financial Reporting Standard 9 “Financial Instruments”. The
regulatory reserve is maintained to satisfy the provisions of the Hong Kong Banking Ordinance for
prudential supervision.

-14-



CHAU’S BROTHERS FINANCE COMPANY LIMITED

STATEMENT OF CASHFLOWS

FOR THE YEAR ENDED 31 DECEMBER 2025

Cash flows from operating activities

Loss before tax

Adjustments for:
Depreciation
Provision for impairment on credit losses (charged)/written back
Loss on disposals of property, plant and equipment

Operating loss before working capital changes

Decrease in advances to customers

Decrease in accrued interest receivable on advances to customers
(Increase)/decrease in deposits and other receivables

Decrease in accruals and other payables

Net cash generated from operations

Cash flows from investing activities
Payment to purchase property, plant and equipment

Net cash used in investing activities

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year, representing
cash and balances at banks

-15-

2025 2024
HKS HKS$
(2,798,805)  (1,844,177)
21,796 25,808
832,773 (119,896)
2,269 -
(1,941,967)  (1,938,265)
21,296,825 15,986,168
255262 1,190,132
(59,496) 966,981
(408,066) (56,713)
19,142,558 16,148,303
(22,861) (6,185)
(22,861) (6,185)
19,119,697 16,142,118
27,810,328 11,668,210
46,930,025 27,810,328




CHAU’S BROTHERS FINANCE COMPANY LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

CORPORATE INFORMATION

The Company is a limited liability company incorporated in Hong Kong and its registered office 1s
located at 6/F., Chau’s Commercial Centre, 284 Sha Tsui Road, Tsuen Wan.

The Company’s principal activity is commercial lending.
BASIS OF PREPARATION

Statement of compliance

The financial statements have been prepared in accordance with all HKFRS Accounting Standards
(which include all Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretations) as issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA™) and the provisions of the Hong Kong Companies Ordinance with
concern the preparation of financial statements. The measurement basis used in preparing the
financial statements is historical cost.

Application of new and amendments to HKFRS Accounting Standards

(i) Amendments to an HKFRS Accounting Standards that are mandatorily effective for current
year

In the current year, the Company adopted all amendments to an HKFRS Accounting Standards
as issued by BKICPA that are relevant to its operations and effective for its accounting year
beginning on 1 January 2025. The application of the amendments to an BKFRS Accounting
Standards in the current year has had no material impact on the Company’s financial positions
and performance for the current and prior years and/or on the disclosures set out in these
financial statements.

(i) New and amendments to HKFRS Accounting Standards in issue but not yet effective

The Company has not early applied new and amendments to HKFRS Accounting Standards
that have been issued but are not yet effective. The directors are in the process of making
an assessment and are not yet in a position to determine the impact of these new and
amendments to HKFRS Accounting Standards on results and financial position of the
Company.

.16 -



CHAU’S BROTHERS FINANCE COMPANY LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

SUMMARY OF MATERJAL ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these financial statements are set
out below. These policies were consistently applied during the year, unless otherwise stated.

Financial assets

Financial assets of the Company within the scope of HKFRS 9 “Financial Instruments” are mainly
advances and receivables which are held by the Company within a business model whose objective
is to hold them in order to collect contractual cash flows and their contractual terms give rise on
specified dates to cash flows that are solely payments of principal and interest on the principal
amount outstanding. The Company recognises such financial assets in the statement of financial

position when, and only when, the Company becomes a party to the contractual provisions of the
instrument.

When such financial assets are initially recognised, they are measured at fair value, plus directly
attributable transaction costs. They are subsequently carried at amortised costs using effective
interest method. Amortised cost is calculated taking into account any discount or premium on
acquisition and includes fees that are an integral part of the effective interest rate and transaction
costs. Gains and losses are recognised in profit or loss when the advances and receivables are
derecognised or impaired, as well as through the amortisation process.

Impairment of financial assets

The Company performs impairment assessment under expected credit losses (“ECLs”) on financial
assets which are subject to impairment assessment under HKFRS 9. ECLs are based on the
difference between the contractual cash flows due in accordance with the contract and all the cash
flows that the Company expects to receive, discounted at an approximation of the original effective
interest rate. The expected cash flows will include cash flows from the sale of collateral held, if any,
that are integral to the contractual terms.

ECLs are recognised in two stages. For credit exposures for which there has not been a significant
increase in credit risk since initial recognition, ECLs are provided for credit losses that result from
default events that are possible within the next 12 months (“a 12-month ECL”). For those credit
exposures for which there has been a significant increase in credit risk since initial recognition, a
loss allowance is required for credit losses expected over the remaining life of the exposure,
irrespective of the timing of the default (“a lifetime ECL").

The directors conmsider the following constituting an event of default for internal credit risk
management purposes as historical experience indicates that financial assets that meet either of the
following criteria are generally not recoverable:

(a) When there is a breach of financial covenants by the debtor; or

(b) Information developed internally or obtained from external sources indicates that the debtor
is unlikely to pay its debts in full (without taking into account any collateral held by the
Company).

-17 -



CHAU’S BROTHERS FINANCE COMPANY LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Impairment of financial assets (Cont’d)

Irrespective of the above, the directors consider that default has occurred when a financial asset is

more than 90 days past due unless the Company has reasonable and supportable information to

demonstrate that a more lagging default criterion is more appropriate.

A financial asset is credit-impaired when one or more events that have a detrimental impact on the

estimated future cash flows of that financial asset have occurred. Evidence that a financial asset is

credit-impaired includes observable data about the following events:

(a) Significant financial difficulty of the issuer or the borrower;

(b) A breach of contract, such as a default or past due event;

(¢) The lender(s) of the borrower, for economic or contractual reasons relating to the borrower’s
financial difficulty, having granted to the borrower a concession(s) that the lender(s) would

not otherwise consider;

(d) It is becoming probable that the borrower will enter bankruptcy or other financial
reorganisation; or

(e) The disappearance of an active market for that financial asset because of financial
difficulties.

A financial asset is written off when there is no reasonable expectation of recovering the
contractual cash flows.

Derecognition of financial assets

The Company derecognises a financial asset when the contractual rights to the future cash flows in
relation to the financial asset expire or when the financial asset has been transferred and the transfer
meets the criteria for derecognition in accordance with HKFRS 9.

Financial liabilities at amortised cost (including interest-bearing loans and borrowings)

Financial liabilities are initially stated at fair value less directly attributable transaction costs and
are subsequently measured at amortised cost, using the effective interest method unless the effect of
discounting would be immaterial, in which case they are stated at cost.

Gains and losses are recognised in profit or loss when the liabilities are derecognised as well as
through the amortisation process.

Derecognition of financial liabilities

A financial liability is removed from the statement of financial position when, and only when, it is
extinguished, i.e. when the obligation specified in the contract is discharged or cancelled or expires.
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SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Financial guarantees

Financial guarantees are contracts that require the issuer (i.e. the guarantor) to make specified
payments to reimburse the beneficiary of the guarantee (the “holder”) for a loss the holder incurs
because a specified debtor fails to make payment when due in accordance with the terms of a debt
instrument.

Financial guarantees issued are initially recognised at fair value, which is determined by reference
to fees charged in an arm’s length transaction for similar services, when such information is
obtainable, or to interest rate differentials, by comparing the actual rates charged by lenders when
the guarantee is made available with the estimated rates that lenders would have charged, had the
guarantees not been available, where reliable estimates of such information can be made. Where
consideration is received or receivable for the issuance of the guarantee, the consideration is
recognised in accordance with the Company’s policies applicable to that category of asset. Where
no such consideration is received or receivable, an immediate expense is recognised in profit or
loss.

Subsequent to initial recognition, the amount initially recognised as deferred income is amortised in
profit or loss over the term of the guarantee as income from financial guarantees issued. ECLs on
the financial guarantees is recognised of risk of default by a specified debtor has been increased
substantially.

Intangible assets

Joining fee to credit search institution is stated at cost less accumulated impairment loss, if any.

Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost less accumulated depreciation and any impairment
losses. The cost of an item of property, plant and equipment comprise its purchase price and any
directly attributable costs of bringing the asset to its working condition and location for its intended
use. Expenditure incurred after items of property, plant and equipment have been put into
operation, such as repairs and maintenance, is normally charged to profit or loss in the period in
which it is incurred. In situations where it can be clearly demonstrated that the expenditure has
resulted in an increase in the future economic benefits expected to be obtained from the use of an
item of property, plant and equipment and the cost of the item can be measured reliably, the
expenditure is capitalised as an additional cost of that asset.

Depreciation is calculated on the straight-line basis to write off the cost of each item of property,
plant and equipment to its residual value over its estimated economic useful life. The principal
annual rates used for this purpose are as follows:

Leasehold improvements - 20%
Furniture and fixtures - 20%
Machinery and office equipment - 20%
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SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Property, plant and equipment and depreciation (Cont’d)

Where parts of an item of property, plant and equipment have different useful lives, the cost of that
item is allocated on a reasonable basis among the parts and each part is depreciated separately.

Residual values, useful lives and depreciation method are reviewed, and adjusted if appropriate, at
the end of each reporting period.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or loss on disposal or
retirement recognised in profit or loss in the year the asset is derecognised is the difference between
the net sales proceeds and the carrying amount of the relevant asset.

Impairment of non-financial assets

Where an indication of impairment exists, or when annual impairment testing for an asset (other
than deferred tax assets and financial assets) is required, the asset’s recoverable amount is
estimated. An asset’s recoverable amount is calculated as the higher of the asset’s or
cash-generating unit’s value in use or its fair value less costs to sell, and is determined on
individual asset, unless the asset does not generate cash inflow that is largely independent of those
from other assets or groups of assets, in which case, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable
amount. In assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of

money and the risks specific to the asset. An impairment loss is charged to profit or loss in the
period in which it arises.

An assessment is made at the end of each reporting period as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If such
indication exists, the recoverable amount is estimated. A previously recognised impairment loss
of an asset other than goodwill is reversed only if there has been a change in the estimates used to
determine the recoverable amount of an asset, however not to an amount higher than the carrying
amount that would have been determined (net of any depreciation), had no impairment loss been
recognised for the asset in prior years. A reversal of an impairment loss is credited to profit or
loss in the period in which it arises.

Provisions

A provision is recognised when a present obligation (legal or constructive) has arisen as a result of
a past event and it is probable that a future outflow of resources will be required to setile the
obligation, provided that a reliable estimate can be made of the amount of the obligation.

When the effect of discounting is material, the amount recognised for a provision is the present
value at the end of the reporting period of the future expenditures expected to be required to settle
the obligation. The increase in the discounted present value amount arising from the passage of
time is included in finance cost in profit or loss.
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FOR THE YEAR ENDED 31 DECEMBER 2025

SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in profit or loss, or in
equity if it relates to items that are recognised in the same or a different period directly in equity.

Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or paid to the taxation authority.

Deferred tax is provided using the liability method, on temporary differences at the end of the
reporting period arising between the tax bases of assets and liabilities and their carrying amounts
for the financial reporting purposes. Tax rates enacted or substantially enacted by the end of the
reporting period are used to determine the deferred tax.

Deferred tax liabilities are provided in full while deferred tax assets are recognised to the extent

that it is probable that future taxable profit will be available against which the temporary
differences can be utilised.

Revenue recognition

Revemue is recognised when control over a product or service is transferred to the customer, at the
amount of promised consideration to which the Company is expected to be entitled in exchange for
those goods or services. Revenue is net of trade discounts.

Revenue is recognised at a point in time when the customer obtains control of the distinct good or
service. If control of the good or service is transferred over time, revenue is recognised over time
by reference to the progress towards complete satisfaction of the relevant performance obligation if
one of the following criteria is met:

- the customer simultancously receives and consumes the benefits provided by the Company’s
performance as the Company performs;

- the Company’s performance creates and enhances an asset that the customer controls as the
Company performs; or

- the Company’s performance does not create an asset with an alternative use to the Company and
the Company has an enforceable right to payment for performance completed to date.

(a) Fees and commissions are recognised at a point in time when performance obligation is
satisfied by the transfer of promised services to a customer which is the time the relevant
services are rendered. Invoices are issued to customers before or upon completion of
services and consideration is payable when invoiced.

(b) Interest income is accrued on a time basis using the effective interest method by applying the

rate that discounts the estimated future cash receipts and through the expected life of the
financial instrument to the net carrying amount of the financial asset.
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FOR THE YEAR ENDED 31 DECEMBER 2025

SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Foreign currency translation

Transactions in foreign currencies are translated into the functional currency of the Company using
the exchange rates prevailing at the dates of the transactions. Exchange differences arising from
the settlement of such transactions and from the translation at the year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in profit or loss.

Emplovee benefits

(2)

(b)

Retirement benefits scheme

The Company operates a defined contribution Mandatory Provident Fund retirement benefits
scheme (the “MPF Scheme”) under the Mandatory Provident Fund Schemes Ordinance, for
its employees. Contributions are made based on a percentage of the employees’ basic
salaries and are charged to profit or loss as they become payable in accordance with the rules
of the MPF Scheme. The assets of the MPF Scheme are held separately from those of the
Company in an independently administered fund. The Company’s employer contributions
vest fully with the employees when contributed into the MPF Scheme, except for the
Company’s employer voluntary contributions, which are refunded to the Company when the
employee leaves employment prior to the contributions vesting fully, in accordance with the
rules of the MPF Scheme.

In addition to the MPF Scheme, the Company operates a separate defined contribution
retirement benefits scheme for those employees who are eligible to participate in this scheme.
This scheme operates in a similar way to the MPF Scheme, except that when an employee
leaves this scheme before his/her interest in the Company’s employer contribution vesting

fully, the ongoing contributions payable by the Company are reduced by the relevant amount
of the forfeited employer contributions.

Prior to 1 May 2025, the Company offsets part of its LSP obligations against the accrued
benefits derived from employers’ mandatory contributions to the Mandatory Provident Fund
(“MPEF”), in accordance with the Employment and Retirement Schemes Legislation
(Offsetting Arrangement) (Amendment) Ordinance 2022, From 1 May 2025 onwards, such
offsetting is abolished. Accordingly, the company recognises the full amount of LSP
payable for service periods on or after the transition date, i.e. 1 May 2025.

Paid leave carried forward

The Company provides paid annual leave to its employees under their employment contracts
on a calendar year basis. Under certain circumstances, such leave which remains untaken
as at the end of the reporting period is permitted to be carried forward and utilised by the
respective employees in the following year. An accrual is made at the end of the reporting

period for the expected future cost of such paid leave eamed during the year by the
employees and carried forward.
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SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Leases

At inception of a contract, the Company assesses whether the contract is, or contains, a lease. A
contract is, or contains, a lease if the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration. Control is conveyed where the customer
has both the right to direct the use of the identified asset and to obtain substantially all of the
economic benefits from that use.

As a lessee

At the lease commencement date, the Company recognizes a right-of-use asset and a lease liability,
except for short-term leases that have a lease term of 12 months or less and leases of low-value
assets. When the Company enters into a lease in respect of a low-value asset, the Company
decides whether to capitalize the lease on a lease-by-lease basis. The lease payments associated
with those leases which are not capitalized are recognised as an expense on a systematic basis over
the lease term.

For short-term leases or low-value asset leases, the lease payments are expensed on a straight-line
basis over the terms of the leases. '

Dividends

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

Cash and cash equivalents

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

For the purpose of the statement of financial position, cash and bank balances comprise cash on
hand and at banks, including term deposits, which are not restricted as to use.
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SUMMARY OF MATERIAL ACCOUNTING POLICIES (Cont’d)

Related parties

A related party is:-

(a)

(b)

A person or a close member of that person’s family if that person:

(1)
(i1)
(iii)

Has control or joint control over the Company;
Has significant influence over the Company; or
Is a member of key management personnel of the Company.

An entity if any of the following conditions applies:

(@)
(if)

(i)
(iv)

™)

(vi)
(vii)

(viif)

The entity and the Company are members of the same group.

One entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).

Both the Company and the entity are joint ventures of the same third party.

One entity is a joint venture of a third entity and the other entity is an associate of the
third entity.

The entity is a post-employment benefit plan for the benefit of the employees of the
Company or an entity related to the Company.

The entity is controlled or jointly controlled by a person identified in (a).

A person. identified in (a)(i) has significant influence over the entity or is a member of
key management personnel of the entity.

The entity, or any member of a group of which it is a part, provides key management
personnel services to the Company.
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CHAU’S BROTHERS FINANCE COMPANY LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The presentation of financial statements in conforming with HKFRSs requires the use of certain
critical accounting estimates and judgements in applying the accounting policies. These estimates
and judgements are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
The following are the significant accounting estimates and assumptions and judgements in applying
the Company’s accounting policies for preparation of the financial statements.

Impairment allowances on advances and other accounts

The measurement of impairment losses under HKFRS 9 across advances and other accounts
requires judgement, in particular, the estimation of the amount, timing of future cash flows and
collateral values when determining impairment losses and the assessment of a significant increase
in credit risk. These estimates are driven by a number of factors, changes in which can result in
different levels of allowances.

Management reviews the Company’s loan portfolios to assess impairment on a regular basis. In
determining whether an impairment loss should be recognised, management makes judgements as
to whether there is any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfolio of loans before the decrease can be identified with an
individual loan in that portfolio. This evidence may include observable data indicating that there
has been an adverse change in the payment status of borrowers in a group, or local economic
conditions that correlate with defanlts on assets in the group.

Management uses estimates based on historical loss experience for assets with credit risk
characteristics and objective evidence of impairment similar to those in the portfolio when
estimating its future cash flows. In estimating the future cash flows, management uses
professional valuer’s valuation to assess the market value of properties mortgaged to the Company.
The methodology and assumptions used for estimating both the amount and timing of future cash
flows are reviewed régularly to reduce any differences between loss estimates and actual loss

experience. Changes in the assumptions used would affect the reported allowances on advances
and other accounts.
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FOR THE YEAR ENDED 31 DECEMBER 2025

ADMINISTRATIVE AND OTHER EXPENSES

2025 2024
HK$ HKS$
Auditors’ remuneration 156,656 156,705
Employee benefits expense (including directors’ remuneration)
Salaries and other benefits 3,398,800 3,931,960
Expense on defined coniribution scheme 133,331 134,540
Short-term lease payments on office premises 828,360 828,360
Depreciation 21,796 25,808
Write-off of intangible asset -- 1,000,000
License fees 145,000 129,010
Professional fees 75,330 71,095
Other operating expenses 543,068 588,624

5,302,341 6,866,102

DIRECTORS’ REMUNERATION

(2) Remuneration

Remuneration of the Company’s directors disclosed pursuant to section 383 of the Hong
Kong Companies Ordinance (Cap 622) and the Hong Kong Companies (Disclosure of
Information about Benefits of Directors) Regulation (Cap 622G) is as follows:-

2025 2024
HKS HKS
Directors’ emoluments for services as directors of the
Company -- --
Other emoluments in connection with the management
of the affairs of the Company:
Salaries, allowance and benefits in kind 1,730,308 1,838,434
Expense on defined contribution scheme 48,105 48,265

1,778,413 1,886,699

The key management personnel of the Company are all the executive directors.
(b) Directors’ interests in contracts, transactions and arrangements

Except for the related party transactions disclosed in note 13 to the financial statements, no
other contract, transaction, and arrangement of significance in relation to the Company’s
business in which the Company was a party, and in which a director of the Company had a
material interest, whether directly or indirectly, subsisted at end of the year of at any time
during the year.



CHAU’S BROTHERS FINANCE COMPANY LIMITED
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

INCOME TAX

Provision for Hong Kong Profits Tax is not required as the Company sustained a taxation loss
during the year.

A reconciliation of the income tax applicable to loss before tax at the effective tax rate is as
follows:-

2025 2024
HKS % HKS Y

Loss before tax (2,798,805) (1,844,177)
Tax at applicable tax rate {461,803) (16.50) (304,289) (16.50)
Tax effect of income not taxable

for tax purpose -- -- (19,783) (1.07)
Tax effect of non-deducible items 137,782 492 165,000 8.95
Tax effect of unused tax losses

and deductible temporary
. differences not recognised (341 (0.01) 2,891 0.16
Tax effect of tax loss not

recognised 324,362 11.59 156,181 8.46

Income tax and effective rate - .- .. .-

Deferred tax assets unrecognised

Deferred tax asset in respect of the following is not recognised as future profit stream to realise the
benefit is unpredictable:-

2025 2024
HKS$ HKS
Net deductible temporary differences arising from decelerated
tax depreciation and expected credit losses 1,091,321 258,347
Unused tax losses 4,665,015 2,699,183
5,756,336 2,957,530
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ADVANCES AND OTHER ACCOUNTS

2025 2024
HKS HKS
Advances to customers 18,190,709 39,487,534
Impairment allowances:
- Individually assessed (note 9) (1,500,000) (500,000)
- Collectively assessed (note 9) (125,180) (292,407)
16,565,529 38,695,127
Accrued interest receivable on advances to customers 231,920 487,182
Impairment allowance on accrued interest receivable on advances
to customers (note 9) (135,375) (135,375)
Subtotal 96,545 351,807
Total 16,662,074 39,046,934

The maturity profile of advances to customers analysed by their remaining periods at the end of the

reporting period to their contractual maturity dates is as follows:-

2025 2024
HKS$ HKS$
Repayable:
Stage 1 for measurement of ECL
On demand 14,685 26,362
Three months or less 9,250,639 25,985,003
One year or less but over three months 450,105 2,561,217
Five years or less but over one year 2,010,078 3,013,435
After five years 5,965,202 7,401,427
Stage 3 for measurement of ECI,
Undated 500,000 500,000
18,190,709 39,487,534

Except for an advance to a customer which was classified as “undated” was fully provided for
impairment allowance was made, all other advances were performing.
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ADVANCES AND OTHER ACCOUNTS (Cont’d)

Gross amounts of advances which have been overdue and their impairment allowances are as
follows:

2025 2024

Percentage Collectively Individual Percentage Collectively Individual
of total assessed assessed of total assessed assessed
Gross advances to impairment impairment Gross advances to impairment  impairment
amount customers allowance allowance amount customers allowance allowance
HK3 % HK?$ HKS HK$ % HK% HK3$
Overdue more
than one
month and
up to twe
months -- -- -- -- 5,940,916 15.10 44,624
Overdue over
one year 500,000 * 275 - - 300,600 500,000 * 1.30 -- 500,000
500,000 2.75 -- 500,000 5,449,916 16.40 44,624 500,000

* Individual impairment allowance was fully made in respect of this advance.

PROVISION FOR IMPAIRMENT ON CREDIT LOSSES

The ECL is measured on either a 12-month or lifetime basis depending on whether a significant
increase in credit risk has occurred since initial recognition or whether an asset is considered to be
credit-impaired. Expected credit losses are the discounted product of the Probability of Default
(“PD™), Exposure at Default (“EAD™), and Loss Given Default (“LGD”}). PD, EAD and LGD are
defined as follows:

- The PD represents the likelihood of a borrower defaulting on its financial obligation, either over
the next 12 months, or over the remaining lifetime of the obligation.

- EAD is based on the amounts of the Company expects to be owed at the time of default, over
the next 12 months (“12M PD"), or the remaining lifetime (“Lifetime EAD”).

- LGD represents the Company’s expectation of the extent of loss on a defaulted exposure.
LGD varies by type of counterparty, type and seniority of claim and availability of coliateral or
other credit support. LGD is expressed as a percentage loss per unit of EAD.

' The ECL is determined by projecting the PD, L.GD and EAD for 12-month or lifetime and for each
individual exposure or collective segment. These three components are multiplied together.
This effectively calculates the ECL for 12-month or lifetime, which is then discounted back to the

reporting date and summed. The discount rate used in the ECL calculation is the effective interest
rate or an approximation thereof.
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PROVISION FOR IMPAIRMENT ON CREDIT 1.OSSES (Cont’d)

Reconciliation of impairment allowances for credit losses against advances to customers, accrued
interest receivables on advances to customers and other receivables on advances to customers is
presented as follows:-

Accrued
interest Other
receivables on receivables on
advances fo advances to
Advances to customers customers customers
Individually Collectively Individually Individually
assessed assessed assessed assessed Total
BKS HKS$ HKS HKS HKS
At Januvary 2024 500,000 412,303 135,375 27,983 1,075,661
Charged to profit or
loss - - (119,896} - - - - (119.896)
At 31 December 2024 500,000 292,407 135,375 27,983 955,765
Charged/(credited) to
profit or loss 1,000,000 {167,227) - -- 832,773
At 31 December 2025 1,500,000 125,180 135,375 27,983 1,788,538

Analysis of net impairment for credit losses for the year is as follows:-

2025 2024
HKS HKS
Net increase/(decrease) in impairment allowances 832,773 (119,896)

The rate for impairment allowances on advances to customers collectively assessed was 0.75%.

INTANGIBLE ASSET
2025 2024
HKS$ HKS
Joining fee to credit search institutions, at cost 425,000 425,000

The joining fee entitles the Company to use the credit evaluation services provided by the credit
search institutions perpetually and paid on every search afterwards.
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11. PROPERTY, PLANT AND EQUIPMENT

Machinery
Leasehold Furniture and office
improvements  and fixtures equipment Total
HKS HKS HKS HKS
Cost
At 1 January 2024 60,000 553,072 371,552 084,624
Additions - - -- 6,185 6,185
At 31 December 2024 and
1 January 2025 60,000 553,072 377,737 990,809
Additions -- 1,998 20,863 22,861
Disposals -- - (45,680) (45,680)
At 31 December 2025 60,000 555,070 352,920 967,990
Aggregate depreciation
At 1 January 2024 and
1 January 2025 60,000 552,517 306,469 918,986
Charge for the year -- 128 25,680 25,808
At 31 December 2024 and
1 Janvary 2023 60,000 552,645 332,149 944,794
Charge for the year -- 311 21,485 21,796
Eliminated on disposals -- -- (43,411 {43,411)
At 31 December 2025 (60,000) (552,956) (310,223) (923,179)
Net book value
At 31 December 2025 - 2,114 42,697 44 811
At 31 December 2024 - - 427 45,588 46,015
12. SHARE CAPITAL
2025 2024
HK$ HKS$
Issued and fully paid
50,000 ordinary shares 50,000,000 50,000,000

The HKMA sets and meonitors capital requirements for the Company. The Company has met the
capital requirements by maintaining the prescribed ratio of total capital to total risk-weighted assets,
based on the Banking (Capital) Rule of the Hong Kong Banking Ordinance.

In addition to fulfill the regulatory requirements, the Company’s primary objectives is managing
capital to uphold the principle of going concern, so that it can maximise returns for shareholders
and other stakeholders, by reasonable risks and returns.
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13. RELATED PARTY TRANSACTIONS

(a)

(b)

In addition to the transactions disclosed elsewhere in these financial statements, the
Company had the following material transactions with related parties or a related company
during the year:-

Notes 2025 2024
HKS HKS$
Rental expenses (1) & (ii) 828,360 828,360

(i)  The directors consider that the rental expenses were charged based on open market
value.

(ii) Mr. Chau Chun Wing and Madam Ma Shun Ling are the common directors of the
Company and Cosmos Asset Group Limited, which provides the rental premise of the
Company.

Compensation of key management personnel of the Company:-

2025 2024

HKS$ HKS
Salaries, allowance and benefits in kind 1,730,308 1,838,434
Expense on defined contribution scheme 48,105 48,265

1,778,413 1,886,699
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CHAU’S BROTHERS FINANCE COMPANY LIMITED
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FOR THE YEAR ENDED 31 DECEMBER 2025

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company has various financial assets and liabilities such as advances and other accounts and
fixed deposits, which arise directly from its operations.

The main risks arising from the Company’s financial instruments are credit risk, liquidity,
operational, market, currency and interest rate risk. The directors review and agree policies for
managing each of these risks and they are summarised below.

Categories of financial assets and liabilities

2025 2024
HKS HKS$S
Financial assets at amortised cost:
Advances and other accounts 18,422,629 39,974,716
Deposits and other receivables 38,401 44,245
Cash and balances at bank 46,930,025 27,810,328

65,391,055 67,829,289

Financial liabilities at amortised cost:

Other payables and accrued expenses 251,401 251,417

(2)

Credit risk

Credit risk is the risk of counterparty defaulting. The carrying amounts of advances and
other accounts and other receivables, and bank balances represent the maximum exposure of
the Company to credit risk attributable to these financial assets.

The board of directors has established policies, limits and detailed guidelines for the granting
and continuous monitoring of credits. The executive committee and responsible personnel
are delegated for carrying out credit approval and monitoring procedures in accordance with
Company’s policies and guidelines. The majority of credit granted are secured by
collaterals which are subject to review and valuation update on a regular basis to reflect
current circumstances. Customer creditability, repayment history and overdue reports are

regularly reviewed by responsible personnel and senior management to monitor the risk of
credit default.

At the end of the reporting period, the Company did not have significant concentration of
credit risk in respect of any single customer or a group of customers.
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14. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (Cont’d)

(2)

CHAU’S BROTHERS FINANCE COMPANY LIMITED

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2025

Credit risk (Cont’d)

The following tables below detail the credit risk exposure of the Company’s financial assets

which are subject to ECL assessment:

Note to
the
financial
statement
Advances and other accounts 9 12m ECL or
Lifetime ECL
Other receivables 9 12m ECL or
Lifetime ECL
Cash and balances at bank 12m ECL

2025 2024
HKS HKS
18,422,629 39,974,716

38,401 44,245
46,930,025 27,810,328
65,391,055 67,829,289

The credit risk of bank balances are limited because the counterparties are banks with high

credit ratings and quality.

Details of ECL assessment on the advance and other accounts and other receivables are set

out in the note 9 to the financial statements.
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(b)

()

Liquidity risk

Information on cash flow and daily liquidity ratio computed by responsible personnel are
reviewed by senior management for monitoring liquidity. In case that liquidity ratio and
cash flow appear to drop down towards the minimum level, the Company will suspend the
loan growth, transfer the matured long-term1 bank placement to short-term and draw on
standby bank facilities. The Company relies principally on its internally generated capital
as well as deposits from its shareholders. A contingency plan is prepared to deal with any
possible liquidity crisis in the future.

The following table indicates the remaining contractual maturities of the financial liabilities
of the Company at the end of the reporting period. The amounts of repayments are based
on undiscounted cash flows and the earliest date of repayments.

Total Repayable
contractual within
Carrying undiscounted 1 year or
2025 value cash flows on demand
HKS HKS HKS
Accruals and other payables 649,651 645,651 649,651
Total Repayable
contractual within
Carrying undiscounted 1 year or
2024 value cash flows on demand
HK$ HK$ HKS$
Accruals and other payables 1,057,717 1,057,717 1,057,717

Operational risk

Operational risk is the potential for direct or indirect loss from events such as breakdown of
processes and internal controls, human errors, faulty intermal and external reporting and
non-compliance with regulations and laws. The board of directors has established effective
internal control systems to manage operational risk and senior management and responsible
personnel are charged for maintaining a strong and disciplined control environment and the
enforcement of internal control procedures.
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(d)

(e)

®

Market risk

In the normal course of commercial lending activities, market risk of the Company is
principally interest rate risk. Market risk is the risk of loss arising from adverse changes in
value as a result of movements in market rates or prices.

Currency risk

The currency risk exposure of the Company from both on and off balance sheet activities is
considered immaterial.

Interest rate risk

Interest rate risk is monitored by regular sensitivity analyses to assess the impact of changes
in market condition or interest rates and the results of these analyses are reported to
management, The Company does not trade in market risk sensitive instruments and,
accordingly, no quantitative market risk information in this regard is presented.

The carrying amounts of financial instruments exposed to interest rate risk based on maturity
or repricing are detailed as follows:-

At 31 December 2025
More than  More than Morethan More than
1yearbut 2 years but 3 yearsbut 4 years but

not more not more not more not more Non-
One year than than than than Over interest
or less 2 years 3 years 4 years 5 years 5 years bearing Total
HKS HKE HKS HKS HKS HKS HX$§ HX$
Assets
Cash and balances at banks 46,319,901 -- .- . .. -- 610,124 46,930,025
Advances to customers 17.680.709 -- -- -- - - .- 500,000 18,150,709
- Total assets 64,010,610 -- -~ -- -- -- 1,110,124 65,120,734
Total interest sensitivity gap 64,010,610 -- -- -- -- -- 1.110,124 65,120,734
At 31 December 2024
More than  More than More than  More than
1yearbut 2 years but 3 years but 4 years but
not more not more nol more not more Non-
One year than than than than Over interest
or less 2 years 3 years 4 years 5 years 5 years bearing Total
HKS HK3S HKS HK3 HKS HKS HXS HKS
Assels -
Cash and balances at banks 27,359,394 -- -- -- -- -- 450,934 27,810,328
Advances to customers 38.987.534 .- - .. -- - - 500,000  39,487.534
Total assels 66,346,528 -- -- -- .. .. 950,934 67.297.862
Total interest sensitivity gap 66,396,928 -- -- -- -- .- 950,834 _ 67.297.862
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(0

Interest rate risk (Cont’d)

The table below summaries the effective average interest rates at the end of the reporting
period for monetary financial instruments:-

2025 2024
% %
Assets
Cash and balances at banks -- 0.25
Advances to customers 8.97 9.09

At 31 December 2025, it was estimated that a general increase/decrease of 100 basis points
in interest rates, with all other variables held constant, would increase/decrease the profit or
loss and equity by HK$534,000 (2024: HK$554,000) approximately. The sensitivity
analysis for interest rate risk has been determined assuming that the change in interest rates
occurred at the end of the reporting period. The increase/decrease of basis points is based
on management’s assessment of a reasonably possible change in interest rates over the period
until the end of the next annual reporting period. The analysis is performed on the same
basis for 2024,
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