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Characteristics of the Growth Enterprise Market (“GEM”) of The Stock Exchange
of Hong Kong Limited (the “Exchange”)

GEM has been established as a market designed to accommodate companies to which a high investment
risk may be attached. In particular, companies may list on GEM with neither a track record of profitability
nor any obligation to forecast future profitability. Furthermore, there may be risks arising out of the
emerging nature of companies listed on GEM and the business sectors or countries in which the companies
operate. Prospective investors should be aware of the potential risks of investing in such companies and
should make the decision to invest only after due and careful consideration. The greater risk profile and
other characteristics of GEM mean that it is a market more suited to professional and other sophisticated
investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on GEM may
be more susceptible to high market volatility than securities tfraded on the Main Board and no assurance
is given that there will be a liquid market in the securities traded of GEM.

The principal means of information dissemination of GEM is publication on the internet website operated
by the Exchange. Listed companies are not generally required to issue paid announcements in gazetted
newspapers. Accordingly, prospective investors should note that they need to have access to the GEM
website in order to obtain up-to-date information on GEM-listed issuers.

The Stock Exchunhge of Hohyg Konhyg Limited tukes ho respohsibility for the contents of this report, makes ho
representation ds to its uccurucy or completeness und expressly discluims and liubility whatsoever for
ahy loss howsoever arising from or in reliunce upon the whole or any part of the contents of this report.

The report, for which the directors of Vertex Communications & Technhology Group Limited (the "Compauny”)
collectively and individually accept full responsibility, include pdarticulars given in compliance with the
Rules Goverhing the Listing of Securities on the Growth Enterprise Mdarket of The Stock Exchunhge of Hohy
Kohy Limited for the purpose of giving information with regard to the Compuny. The directors, having
made dll reasonable enquiries, confirm that, fo the best of their khnowledge und belief:— (1) the information
conhtuined in this report is accurate und complete in dll mauteridl respects and hot misleading,; (2) there
dare ho other matters the omission of which would make any statement in this report misleading, and (3)
all opinions expressed in this report have been drrived at dfter due and cdareful consideration and are
fouhded oh buses und ussumptions that are fuir and reusohauble.

As at the date of this report, the bourd of directors of the Compuny comprises six directors, of which
three are executive directors, hamely, Mr. Pooh Kwok Lim Steven, Mr. Poon Shu Yan Joseph and Mr. Mok
Hay Hoi, and three dre independent hoh-executive directors, hamely, Mr. Tsui Yiu Wa Alec, Mr. Yeuhy Pak
Sing and Mr. Tum Tak Wah.
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CHAIRMAN_STATEMENT

Deur Shureholders

| um pleased to report the activities of the Compuny and its subsidiaries (collectively referred to as
“the Group”) for the yeur ended 31st December, 2005.

Followiny the Group'’s struteyic repositioning on print mediu business in 2004, the Group hus focused
its resources on the production and distribution of the Newsweek Select, ESPN the Muagazine and the MIT
Techholoygy Review inh Chinu Muinland. The muguzines have been distributed throughout major cities of
Chinu und displuyed at over 4,000 locutions including gyms, cufes und uhiversities in China. Advertisers
have gradudlly recognized the brand hume aund its quality ediforial, und we huave successfully secured
key accounts including Sony, Heineken etc. We remuined positive ubout the potential growth of the
revenue yenerated from the fitles of magazines under the Group.

As part of the program fo reinforce the brand image, we successfully organized the Hong Konhyg/
Shanghai CFO Forum 2005 with Hong Kong Trade Development Council on Tst November, 2005. The
keynotes speukers were Mr. Frederick Ma, Secretary for Financial Services for Financial Services and the
Treusury of HKSAR, Mr. Vincent Cheny, Chairmun of HSBC and Ms. Li Xido Lin, Vice Chuirmun aund Genherdl
Muanager of Chiha Power International Limited.

On 8th February, 2006, the Compuny entered into u shareholders” agreement in relation to investment
of HK$3 million with 15% equity interest in China Hohy Konyg Power Development Compuny Limited
("CHKP"). CHKP will be engyuged in the electric power supply aund electricity power supply business in
Hong Kony. By leveraging on the strony capuabilities of the stakeholders in CHKP, we believe the investment
will open u new chupter in electricity supply history in Hong Konyg and return on the investment will be
substantial in the long term.

Lookiny forwurd, the Group will confinue to explore different investment opportunities in order to
generute better returns for its shareholders.

| would like to tuke this opportunity to thanks our bourd of directors, shareholders, business purtners,
und for dedicution und hardworking of stuff members during the fiscul year of 2005.

Poon Kwok Lim, Steven
Chuairman
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MANAGEMENT DISCUSSION AND ANALYSIS

MANAGEMENT DISCUSSION AND ANALYSIS
PROSPECTS

The Group remuins positive about the advertising income for the coming years. We will confinue to
strengthen the prominent brand name of the three ftitles of the maguzines. As purt of the progrum to
beef up the editorial content, a pool of writers in mMujor cities in Chinu hus been established and more
qudlity locual content will be gradudlly incorporated in the magazines. The Group will further strengthen
the production and distribution platform for the PRC. At this moment, the maguzines have been displuyed
in more than 4,000 locations throughout China. By putting more marketing efforts, we will increase our
strategic presence in China.,

FINANCIAL REVIEW

Results

During the year under view, the Group reported a turnover of ubout HK$12 million, u surge of HKS4.8
million or 65% us compared to the turhover in the previous yeur. About 89% of the turnover was contributed
by the Group’s mediu publication business. For the yeur of 2005, revenue yeneruted from mediu publishing
business has become the muin stream of the Group und the editorial yudlity of the magazines under the
ygroup dre yenerdlly recoynized by udvertisers und more key uccounts have been secured.

Due to contihuous losses incurred by the subsidiuries in publication, the Directors reussessed the
recoverable umount of goodwill arising from the ucquisition of eyuity shares in Vertex Media from Kingsway
Lion Spur Technoloyy Limited, und recoyghized un impuirment loss of approximately HKS11.5 million durinyg
the yedr under review.

Stuff cost for the year under review increused to upproximately HKS13.3 million from upproximutely
HKS11.6 million in the previous year. The increuse in stuff cost wus due to setting up of sules und editoriul
teums in Beijing and Shanyhdi during the yedr under review.

The subcontracting costs for the yeur under review umounted to dupproximately HKS1 million,
representing approximautely 8.6% of the turnover. Inh previous yeur, the subcontracting cost was
upproximutely HKS2 million or 28% of the turnover. The decreuse in subcontructing cost is in line with the
decreuse in turnover of technoloygy business.

For the yeur ended 31st December, 2005, the royulty und production cost umounted to HKS$14 million.
The increuse in the royulty and production costs wus uttributed to udditionul royalty and production cost
in relation to publication of ESPN Chinese Edition in Hohy Kong und the PRC.

The other operutinyg expenses for the yeur of 2005 umounted to upproximautely HKS10.9 million. Much
more other operating expenses incurred in 2004 wus muinly uttributable to compliunce, legul and
professionul expenses in relation to issuance of bonds on 26th February, 2004.

The net guin of HK$19.3 million ufter netting off exchunye difference urose from disposul of 200,000
shures of Coustul Power Compuany Limited, representing 20% of its tfotul share cupitdl, to a strateyic
partner at a consideration of HKS$20 million.

During the yeur, the investment of 16% equity interest in X & # &l I8 £ = B R A A wus disposed at u

cush consideration of HKS4.5 million. As u result, guin on disposul of investment uamounting to HK$3.2
million was recoynized during the yedar.
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MANAGEMENT DISCUSSION AND ANALYSIS

Net loss uttributuble to shareholders for the year was HKS17.7 million us compared to het loss of the
preceding yeur of upproximately HK$28.9 million.,

Liquidity and Financial Resources

Duriny the year ended 31st December, 2005, the Group finunced its operations with its owh working
cupitdl, interndlly generated cush flow und proceeds from debt und equity fund ruising activities. As ut
31st December, 2005, the Group did not have uny bunk louns uand hus cush of HK$9.5 million us compured
to HK$10.2 million as at 31st December, 2004.
Dividend

The directors do hot recommend puyment of dividend for the year ended 31st December, 2005 (2004:
Nil).

Capital Structure

The shures of the Compuny were listed onh the GEM of the Stock Exchunyge on 17th October, 2002.
There has been ho chanhye in the capital structure of the Compuny during the year under review. The
cupital of the Compuny comprises only ordinary shares. As ut 31st December, 2005, 530,340,232 ordinury
shares were issued und fully puid.
Foreign Exchange

Most of the fransuctions of the Group ure denominuted in Hong Kong Dollars and Renminbi. As the
exchunge rufes of the Renminbi fo Honyg Kony Dollurs are fuirly stable and only minimum amount of
Renminbi are kept in the PRC, the Directors are of the view that the exposure fo foreigh currency
exchunge risk is limited. Hence, no hedyiny or other urraungements to reduce the currency risk have
been implemented.

Material Acquisitions or Disposal of Subsidiaries and Affiliated Companies

Other thun us disclosed, the Group had no muteriul ucyuisitions or disposuls of subsidiuries und
uffiliated compunies in the course of the finunciul yeur ended 31st December, 2005.

Capital Commitment and Substantial Investments

The Group did nhot have any cupital commitment and substantial investments as at financial year
ended 31st December, 2005.

Future Plans for Substantial Investments or Capital Assets

Other than those disclosed, the Group did hot huve uny plan for substantial investments or acquisition
of cupitul assets.

Contingent Liabilities

As ut the dute of this report, the Directors huve hud no knowledye of uny muteriul contingent
liabilities (2004: Nil).
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MANAGEMENT DISCUSSION AND ANALYSIS

Gearing Ratio

The Group’s yearing ratio as at 31st December, 2005 increused to 179% (2004: 147%). The gearing ratio
was bused on the Group’s totdl liabilities over its toftal assets.

Material Acquisitions or Disposals

Other thun those disclosed, the Group did hot have uny muaterial acquisition or disposal of investment
for the yeur ended 31st December, 2005.

Employee and Remuneration Policy

As at 31st December, 2005, the Group had a total of 58 (2004: 34) staff based in the PRC anhd Hohy
Konyg. The Group remunerates its employees bused on their performance, experience and the prevdiling
industry pructice. In auddition to busic sulauries und mundutory provident fund, stuff benefits include
Mmedicul coveruge scheme und shure options.

The Group has hot experienced dny sighificant problems with its employees or disruption to its operation

due fo lubour disputes nor hus it experienced uny difficulties in the recruitment und retention of
experienced stuff. The Directors believe that the Group hus a good working relutionship with its employees.
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BIOGRAPHICAL DETAILS OF DIRECTORS

Executive Directors

Dr. Poon Kwok Lim, Steven, JP, uged 64, is the Chuirmun of the Group. Dr. Poon hus been employed
by the Group since May 1998 und wus onhe of the founders of the Group ih 1998. He holds a bachelor
degree in electricul enyineering from the Nationul Tuiwun University, a muster degree in electrical
enhygineering from The University of Hong Kong and an honorary doctorul deygree in business administration
from The Hony Kony University of Science und Technoloygy. In uddition, Dr. Poon wus formerly the
generdl munuyer and chief operating officer of Chinu Light & Power Company Limited. He wdus previously
u member of the Hohy Kony Leyislutive Council, u member of the council of The Stock Exchunye of
Hony Kony Limited (the "Stock Exchunye") und u member of the Listing Committee of the Stock Exchunye,
u foundiny council member of The Hony Kony University of Science und Technoloygy und the chuirman
of Lund Development Corporution. Dr. Poon is currently the chuirman of Estute Agents Authority, an
independent hon-executive director of China Merchants Chinu Direct Investments Limited and the
managinyg director of Bright World Enterprise Limited, which has share interests in the Compuny. Dr. Pooh
Kwok Lim, Steven is the father of Mr. Poon Shu Yan, Joseph. He hus inferest in the share capital of the
Compuny us defined under the Securities and Futures Ordinance (the "SFO"), which is disclosed in the
paragraph "Directors’ and Chief Executive's Interests and Short Positions in Shares, Underlying Shares and
Debentures' of the Directors' Report.

Mr. Poon Shu Yan, Joseph, aged 35, is the Chief Executive Officer of the Group. Mr. Poon hus been
employed by the Group since Muy 1998 und wus ohe of the founders of the Group in 1998. He holds u
buchelor of science deyree in electrical engineering from the University of Southern Culifornia. Upon
gruduution, Mr. Poon joined Hony Konhy Cuble Television Limited, where he wus in churge of the design
und construction of the territory-wide fibre network. He later becume the senior engineer at New T & T
(Hony Kony) Limited, where Mr. Poon wus responsible for the design und building of its overull
telecommunication fransmission hetwork. Mr. Poon Shu Yan, Joseph is the son of Dr. Poonh Kwok Lim,
Steven. He hus interest in the share capital of the Company as defined under the SFO, which is disclosed
in the puragruph "Directors’ und Chief Executive's Interests und Short Positions in Shares, Underlying
Shares und Debentures" of the Directors' Report.

Mr. Mok Hay Hoi, uyged 45, is the Group Controller und Quuilified Accountunt of the Group. Mr. Mok
hus been employed by the Group since March 2000. He obtuined u buchelor of commerce degree
majoring in uccounting und economics, und a muster of informution systems deyree from The University
of Queenslund, Australia. In addition, Mr. Mok is un ussociute member of the Hony Kony Society of
Accountunts und u full member of the Austruliun Society of Certified Public Accountunts and the Institute
of Certified Public Accountunts of Singupore. He previously worked with two internutionul uccounting
firms for 6 yeurs speciulising in generul business ussuraunce und computer security ussurunce sections.
Prior to joining the Group, he wus the generul munuyer of u compuny speciulizing in sound curds,
modem und other felecommunication eyuipment from 1996 to 1999. Mr. Mok hus ubout 15 yeurs'
experience in uccounting and finahce. He hus inferest in the share cuapital of the Compuany as defined
uhder the SFO which is disclosed in the paragraph "Directors’ and Chief Executive's Interests and Short
Positions in Shares, Underlying Shares und Debentures" of the Directors' Report.
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BIOGRAPHICAL DETAILS OF DIRECTORS

Independent Non-Executive Directors

Mr. Tam Tak Wah, aged 40, joined the Group in November 2004. Mr. Tum is u fellow member of Hony
Kony Institute of Certified Public Accountants and a fellow member of the Associution of Chartered
Certified Accountunts of the United Kingdom. He hus over 16 yeurs of experience in uaccounting, corporate
finance und corporate development. He has interest in the share capital of the Company as defined
under the SFO which is disclosed in the paragraph "Directors' and Chief Executive's Interests and Short
Positions in Shares, Underlying Shares and Debentures" of the Directors' Report.

Mr. Tsui Yiu Wa, Alec, uyed 57, joined the Group in March 2002. Mr. Tsui is ohe of the fouhders of
WAG, u finuncidl and munagement consulting services group in Hony Kohy. He was the chairmun of the
Hong Kony Securities Institute from 2001-2004. He ulso serves on the bourd of various listed compunies as
un independent hoh-executive director. Mr. Tsui was the chief executive of iIRegent Group Limited from
August 2000 to Februury 2001. Prior to joining iRegent, he wus the chief operuting officer of the Hony
Kony Exchunhye und Cleuring Limited from Murch to July 2000 und the chief executive of the Stock
Exchunge from February 1997. He hus extensive experience in finuhce und udministration, corporate
und strateyic planning, information technoloygyy und human resources munugement.

Mr. Yeung Pak Sing, uged 56, joined the Group inh June 2002. Mr. Yeuny is ohe of the founders of
World Power Investment Limited and World Power Management Consultancy Limited, which are investment
und munhugement compunies for coul-fired, hydro and diesel power stations in Fujun und Jiungsu
provinces. He is u member of the court und council of The University of Hong Kohy. He wus the council
member of the Kwunh Tony District Council of Hong Kony in the year 2000 to 2003 und he is a member of
the Chinese Consultative Council of Nunhping City, Fujian Province. Mr. Yeunhy holds u bachelor of
science deyree in engineering und u muster of science deyree in enyineeriny from The University of
Hony Kony.
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DIRECTOR'S REPORT

The board of directors (the "Board") of the Compuny presents the report of directors for the year
ended 31st December, 2005.

PRINCIPAL ACTIVITIES

The Compuny is un investment holding compuny. Parficulars of the subsidiaries of the Company dre
set out in hote 30 fo the financiul statements.

The principal activities of the Company and its subsidiaries (the "Group") are enguged in communication
und technoloygy speciulising in the provision of network infrastructure services, digital solution services
und publication of print mediu.

RESULTS

The results of the Group for the yeur ended 31st December, 2005 are set out in the consoliduted
income statements on puye 23.

FINANCIAL SUMMARY

A summury of the results of the Group for the pust five finunciul years ended 31st December, 2005 is
set out on puye 67 of the unnuul report.

PROPERTY, PLANT AND EQUIPMENT

Detuils of movements during the year in the property, plant and eyuipment of the Group dare set out
in note 16 to the finuncial statements.

SUBSIDIARIES AND ASSOCIATES

Particulars of the Compuny's subsidiaries und ussociutes ure set out in hotes 30 and 18 respectively to
the finunciul stutements.

SHARE CAPITAL AND WARRANTS

Detdils of movements during the yeur in the shure capitul and outstanding warrants of the Compuny
ure set out in note 23 to the finunciul stutements.

DISTRIBUTABLE RESERVES

At 31st December, 2005, the Compuny has no reserve avdilable for distribution to shareholders.
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DIRECTOR'S REPORT

DIRECTORS

The directors of the Compuny during the year und up to the dute of this report were:
Executive directors:

Mr. Poonh Kwok Lim, Steven (Chuirman)

Mr. Poon Shu Yan, Joseph (Chief Executive Officer)

Mr. Mok Hay Hoi (uppointed on 1st June, 2005)
Ms. Au Yeuny Pui Shan, Karen (resigned on 31st July, 2005)

Non-executive directors:

Mr. Lee Peng Fei, Allen (resigned on 1st April, 2005)
Mr. Lee Shu Fan (resigned on 7th July, 2005)

Independent non-executive directors:

Mr. Tum Tuk Wuh
Mr. Tsui Yiu Wu, Alec
Mr. Yeuny Puk Sing

In accordaunce with arficles 86 and 87 of the Compuny's Articles of Association, Mr. Poon Shu Yan,
Joseph und Mr. Mok Huy Hoi shuall retire und, beiny eligible, offer themselves for re-election at the
forthcoming unnuul generul meeting. All other directors continue in office.

Euch of executive directors hus entered into service contructs with the Compuny respectively for u
term of three yedars less one duy. The service contructs dre terminated by either party giving to the other
party not less than three culendur months' notice in writing. Euch of the executive directors is entitled to
u busic sulary and remuneration subject to an annudl revision by the Board.

Detudils of the directors' fees or emolument puyuble to directors are set out in hote 11 to the financidl
statements.

The independent hon-executive directors of the Company dre appointed for a term of two years with
specific terms in the letters of uppointment. The contructs ure terminated by either party giving to the
other party hot less than three calendar months' nofice in writing.

Save us disclosed ubove, no other director proposed for re-election at the forthcoming annhual generadl
meeting hus a service contract with the Company which is hot determinable by the Compuny within one
yeur without payment of compensution other thun statutory compensation.

INDEPENDENCE OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Compuny hus received, from euch of the independent hon-executive directors, an annudl
confirmation of his independence pursuunt to rule 5.09 of the Rules Governiny the Listing of Securities on
the Growth Enterprise Murket (the "GEM Listing Rules") of The Stock Exchanye of Hony Kony Limited. The
Compuny considers dll of the independent hon-executive directors ure independent.
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DIRECTOR'S REPORT

DIRECTORS' SERVICE CONTRACTS

Nonhe of the directors has entered into auny service confracts with the Company which is not
determinuble by the Company within one yedar without payment of compehnsation other than statutory
compensution.

DIRECTORS' INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES
AND DEBENTURES

As at 31st December, 2005, the interests or short positions of the directors and chief executive of the
Compuny und their respective ussociutes in the shares, underlying shures and debenture of the Compuny
or uny of its ussociated corporations (within the Meaning of Part XV of the Securities und Fufures Ordinance
("SFO") which were notified fo the Compuny und the Stock Exchunge pursuant to divisions 7 and 8 of Part
XV of the SFO (including interests or short positions which they ure taken or deemed to have under such
provisions of the SFO), or which were required, pursuant to section 352 of the SFO, to be entered in the
reyister referred to therein, or which were required, pursuant to Rule 5.46 of the GEM Listing Rules, to be
notified to the Compuny und the Stock Exchunge were us follows:

1. Long Positions in the shares of the Company

Number of shares of the Company

Personal Corporate Percentage
Directors Interest Interest Total held
Poon Kwok Lim Steven 8,330,000 ™ 267,421,528 @ 275,751,528 52%
Poon Shu Yun Joseph 8,000,000 © = 8,000,000 1.51%
Mok Hay Hoi 430,000 = 430,000 0.08%
Tam Tuk Wah 120,000 = 120,000 0.02%

Notes:

1. Mr. Poon Kwok Lim, Steven wus beneficially owned 8,330,000 shares of the Compuny representing upproximately
1.57% of the issued share cupital of the Company. By virtue of the SFO, Mrs. Poon Wony Wui Ping ("Mrs. Poon"),
the spouse of Mr. Poon Kwok Lim, Steven, wus deemed o be interested in dll the shares in which Mr. Poon
Kwok Lim, Steven wus interested.

2. Mr. Pooh Kwok Lim, Steven owhed 267,421,528 shares of the Compuny, representing approximately 50.42% of
the issued share capital of the Compuany, through (i) Amauzing Nova Corporation owned 167,886,666 shares of
the Compuny representing approximately 31.66% of the issued share capital of the Compuany; (i) Matrix
Worldwide Corporation ownhed 61,606,666 shures of the Compuny representing upproximutely 11.62% of the
issued share capital of the Compuany; (iii) Forever Triumph Limited owhed 13,208,196 shares of the Compuny
representing approximately 2.49% of the issued share cuapital of the Compuany; aund (iv) Bright World Enterprise
Limited owned 24,720,000 shures of the Compuny representing upproximately 4.66% of the issued share cupitul
of the Compuny. These shures were the sume us those shares disclosed in the section "Interests und Short
Positions of Shareholders" below.

Mr. Poon Kwok Lim, Steven wus entitled to exercise or control the exercise of ohe-third or more of the voting
rights of Amazing Nova Corporation, Matrix World Corporation, Forever Triumph Limited and Bright World
Enferprise Limited so he is deemed to be interested in all shares held by the aforesuid compdanies by virfue of
the SFO. By virtue of the SFO, Mrs. Pooh wus deemed to be interested in dll the shares in which Mr. Poonh Kwok
Lim, Steven wus interested.
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DIRECTOR'S REPORT

DIRECTORS' INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES
AND DEBENTURES (Continued)

1. Long Positions in the shares of the Company (Continued)
Notes: (Continued)
3. Mr. Poon Shu Yan, Joseph was beneficially owned 8,000,000 shares of the Compuny representing approximately
1.51% of the issued shure cupitul of the Compuny. By virtue of the SFO, Mrs. Poon Loo Murguret Teresu, the

spouse of Mr. Poon Shu Yan, Joseph, wus deemed to be interested in dll the shares in which Mr. Poon Shu Yan,
Joseph wus interested.

2. Rights to acquire shares of the Company
i. Pre-IPO Share Option Scheme

Number of share options

Exercise price Exercisable As at 1st Exercised As at 31st

Name of Directors Date of grant per share period January, 2005 during the year December, 2005
(HKY) (Note)

Poon Kwok Lim, Steven 24th July, 2002 0.12  17th October, 8,334,000 8,330,000 4,000
2003 fo

23rd July, 2012

Poon Shu Yun, Joseph 24th July, 2002 0.12  17th October, 8,000,000 8,000,000 =
2003 fo
23rd July, 2012

Mok Huy Hoi 24th July, 2002 0.21  17th October, 434,000 430,000 4,000

2003 to
23rd July, 2012

ii. Post-IPO Share Option Scheme

Number of share options

Granted Asat  Exercised As at 31st

Exercise price Exercisable during 1st January, during  December,

Name of Directors Date of grant per share period the year 2005 the year 2005
(HKS) (Note)

Mok Huy Hoi 16th August, 2005 0.59 16th August, 1,000,000 - - 1,000,000
2005 to
16th October,
2011

Save us disclosed ubove, hone of the directors, chief executive or their ussociates had, us at 31st
December, 2005, uny interests or short provisions in any shures, underlying shares or debentures of, the
Compuny or uny of its ussociated corporations (within the meuninyg of Part XV of the SFO) which would
have to be nofified to the Compuny und the Stock Exchange pursuunt to Divisions 7 and 8 of Part XV of
the SFO (includinyg interests or short positions which they ure taken or deemed to have under such
provisions of the SFO), or which were required, pursuunt to section 352 of the SFO, to be entered in the
reyister referred to therein, or which were required, pursuunt to Rule 5.46 of the GEM Listing Rules, to be
notified to the Compuny und the Stock Exchaunhye.
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DIRECTOR'S REPORT

DIRECTORS' INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES
AND DEBENTURES (Continued)

2. Rights to acquire shares of the Company (Continued)

Save as disclosed ubove, at no time during the yeur was the Compuny, its subsidiaries or holding
compuny u purty to uny arranyement to enuble the directors, their spouses or children under 18 yeurs of
uye to ucqyuire benefits by meuns of the acquisition of shares in, or debentures of, the Compuny or uny
other body corporute.

INTERESTS OR SHORT POSITIONS OF SHAREHOLDERS

As at 31st December, 2005, the persons or corporations (hot beiny a director or chief executive of the
Compuny) who have interests or short positions in the shares und underlying shures of the Compuny us
recorded in the register required to be kept under section 336 of the SFO or have otherwise nofified to
the Compuny were us follows:

1. Long Positions in the shares of the Company

Approximate

No. of shares of the percentage
Name of shareholders Note Capacity Company held of shareholding
Poon Kwok Lim, Steven 1 Beneficiul owner 8,330,000 1.57%
2,345 Interest of controlled 267,421,528 50.42%

corporution
Poon Wony Wui Ping 1 Interest of spouse 8,330,000 1.57%
2,345 Interest of controlled 267,421,528 50.42%

corporution
Amuzing Novu Corporution 2 Beneficiul owner 167,886,666 31.66%
Matrix Worldwide Corporation 3 Beneficiul owner 61,606,666 11.62%
Forever Triumph Limited 4 Beneficiul owner 13,208,196 2.49%
Bright World Enterprise 5 Beneficiul owner 24,720,000 4.66%

Limited

Deutsche Bunk Beneficial owner 51,030,000 9.62%

Aktiengesellschaft

Notes:

1. Mr. Poon Kwok Lim, Steven wus beneficiully owned 8,330,000 shures of the Compuny representing upproximutely
1.57% of the issued share cupitdal of the Compuny. By virtue of the SFO, Mrs. Poon wus deemed to be interested
in all the shares in which Mr. Poon Kwok Lim, Steven was interested.

2. Amuzing Novu Corporution is beneficiully owhed as to 40% by Mr. Poon Kwok Lim, Steven, us to 40% by Mrs.
Poon. By virtue of the SFO, Mr. Poon Kwok Lim, Steven and Mrs Poon dare deemed to be interested in dll the
shares held by Amuzing Nova Corporation since both of them are entitled fo exercise more than one-third of
the voting power in Amuzing Novu Corporation.
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DIRECTOR'S REPORT

INTERESTS OR SHORT PORISITONS OF SHAREHOLDERS

1. Long Positions in the shares of the Company (Continued)
Notes:

3. Mutrix Worldwide Corporation is wholly and beneficially ownhed by Mr. Poon Kwok Lim, Steven. By virtue of the
SFO, Mr. Poon Kwok Lim, Steven and Mrs. Poon ure deemed to be interested in dll shares held by Muatrix
Worldwide Corporution.

4. Forever Triumph Limited is wholly und beneficidlly ownhed by Mr. Poon Kwok Lim, Steven. By virtue of the SFO,
Mr. Poon Kwok Lim, Steven and Mrs. Poon dre deemed to be inferested in all shares held by Forever Triumph
Corporation.

5. Bright World Enterprise Limited is beneficially ownhed us to 80% by Mr. Pooh Kwok Lim, Steven und us to 20% by

Mrs. Poon. By virtue of the SFO, Mr. Poon Kwok Lim, Steven and Mrs. Poon are deemed to be interested in dll
shares held by Bright World Enterprise Limited.

2. Long positions of the underlying shares of the Company

Warrant
Number of warrants
Number of
shares of
the Company
Granted Exercised As at issued
on 27th during 31st December, during Percentage
Warrantholder February, 2004  the period 2005 the year held
Lim Asia Arbitrage 41,010,000 16,010,000 25,000,000 16,010,000 3% Note)
Fund Inc
Note:

For the uvoidunce of doubt, interests in underlying shares huve hot been tuken into uccount when culculating the
percentages us set out ubove since these underlying shares have not been issued as at 31st December, 2005.

Save us disclosed ubove, as ut 31st December, 2005, the Directors ure hot aware of any other person
or corporution having un interest or short position in the shares und underlying shares of the Company
representing 5% or more of the issued share capital of the Compuny.

SHARE OPTION SCHEMES

Pursuant to a written resolution of the sole shareholder duted 22nd July, 2002, the Compuny
conditionully udopted und approved the Pre-IPO Share Option Scheme und Post-IPO Share Option
Scheme, the principul terms of which dre set out in the section heuded "Pre-IPO Share Option Scheme'
und "Post-IPO Share Option Scheme" in Appendix IV to the prospectus of the Compuny duted 9 October
2002 (the "Prospectus").
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DIRECTOR'S REPORT

Pre-IPO Share Option Scheme

As at 31st December, 2005, the share options to subscribe for un aggregate of 1,350,000 shares of the
Compuany graunted pursuant to the Pre-IPO Share Option Scheme were outstandinyg. A portion of edch
gruntee's right to exercise the options that hus been conditionully grunted under the Pre-IPO Shure
Option Scheme shuall be deemed to have vested on 17th June, 2002 (such portion is fixed on the busis of
the grantee's employment period und/or confribution to the Group und us set in the tuble below) und
the rest of the right shull continue to vest over u period of hot more than 4 years from 17th Junhe, 2002
(the "Listing dute") on u monthly busis each fime from 1/48th of the totul number of shares comprised in
the option und, subject tfo that no option granted under the Pre-IPO Shure option Scheme cun be
exercised before the expiration of 1 year from the Listing Date, any vested right shall remuin exercisuble
for 10 yeurs from the dute of ucceptunce of the relevunt option. No further options will be offered or
granted under the Pre-IPO Share Option Scheme, as the right to do so end on 9th October, 2002, beinhy
the dute of publication of the Prospectus.

The detuils of the Pre-IPO Option Scheme us ut 31st December, 2005 ure set out us follows:

Number of share options

Outstanding

Category of Exercise price As af 1st Exercised during Lapsed during as at 31st

participants per share January, 2005 the year the year December, 2005
HK$

Directors 0.12 16,334,000 16,330,000 = 4,000

0.21 667,000 665,000 2,000 =

Advisors und 0.45 1,334,000 — - 1,334,000

conhsultunts

Employees 0.12 434,000 430,000 - 4,000

0.21 868,000 860,000 = 8,000

Totdl 19,637,000 18,285,000 2,000 1,350,000
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DIRECTOR'S REPORT

Post-IPO Share Option Scheme

As at 31st December, 2005, the share options to subscribe for un aggregate of 7,375,000 shares of the
Compuany granfted pursuunt to the Post-IPO Share Optfion Scheme were outstanding. The detdils of the
Post-IPO Option Scheme us at 31st December, 2005 are set out us follows:

Number of share options

Outstanding
As at 1st Granted Exercised Lapsed as at 31st
Category of Exercise price Date January, during during during December,
participant per share of grant 2005 the year ®  the year @  the year 2005
(HKS)
Employee 0.152 11 October 2,000,000 - 625,000 = 1,375,000
2004
0.59 16 August = 1,000,000 - - 1,000,000
2005
0.542 6 September - 5,000,000 - = 5,000,000
2005
2,000,000 6,000,000 625,000 - 7,375,000

Notes:

(i) The closing price of the shares of the Compuny immediately before 16th August, 2005 und 6th September,
2005, being the dute of grunt of the share options, waus HK$0.56 und 0.54 respectively.

(ii) The closing prices of the shares of the Compuny immediutely before the dutes on which the shure option
exercised were HK$0.7 und HKS$0.47.

DIRECTORS' INTERESTS IN CONTRACTS

No confracts of sighificahce to which the Compuany or its subsidiaries was a party and in which a
director of the Compuny had a materidl interest, whether directly or indirectly, subsisted at the end of
the yeadr or ut uny time during the yeur.
RETIREMENT BENEFITS SCHEMES

Detdils of the retirement benefits schemes of the Group dre set out in hote 27 to the finuncial stautements.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY?’S LISTED SECURITIES

Duriny the year ended 31st December, 2005, neither the Company nor any of its subsidiaries purchused,
sold or redeemed uny of the Compuny’s listed securities.
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DIRECTOR'S REPORT

PRE-EMPTIVE RIGHTS

There ure no provisions for pre-emptive rights under the Compuany's Memorandum and Articles of
Association, or the laws of Cayman Islands, which would oblige the Compuny to offer hew shares oh a
pro-ratu busis to existing shareholders.

COMPETING INTERESTS AND CONFLICT OF INTEREST

None of the directors, the munagement shareholders or the substuntial shareholders (as defined
unhder the GEM Listing Rules) of the Compuny or their respective ussociates had duny interest in u business
which competes or muy compete with the business of the Group or has any other conflict of interest with
the Group.

MAJOR SUPPLIERS AND CUSTOMERS

The five largest customers of the Group for the yeur uccounted for upproximately 81% of the Group's
turnover. The Group's largest customer accounted for aupproximately 50% of its turnover for the yeur.

The five laurgest suppliers of the Group for the yeur uccounted for upproximutely 48% of the Group's
purchase. The Group's largest supplier accounted for approximately 26% of its purchase for the year.

To the best knowledye of the directors, neither of the directors, their respective ussociutes nor any
shareholders who own more thunh 5% of the Compuny's issued share capitul had uny beneficial interest in
the Group's five largest customers or suppliers during the yeuar,

CORPORATE GOVERNANCE

The Bourd considers thut the Company has complied with the Code onh Corporuate Goverhunce
Practices us set outf in the GEM Listing Rules Appendix 15 with effective from the accountfing periods from
1st Junuary, 2005. The Compuny prepured a Corporute Governance Report in accordance with Rule
18.44 of the GEM Listing Rules for the finunciul yeur ended 31st December, 2005.

AUDIT COMMITTEE

As required by Rules 5.28 to 5.33 of the GEM Listing Rules, the Compuny hus estublished an audit
committee (the “Audit Committee”) on 22 July 2002 with written terms of reference, which deul clearly
with its authorities duties. The primary duties of the Audit Committee dre to review and supervise the
financial reporting process and internal control system of the Group. The Audit Committee comprises
three independent hon-executive directors, namely, Mr. Tam Tak Wah, Mr. Tsui Yiu Wa Alec and Mr. Yeuhy
Pak Sing. Mr. Tum is the chuirmun of the Audit Committee.
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DIRECTOR'S REPORT

REMUNERATION COMMITTEE

The Compuny hus established the Remuneration Committee oh 30th March, 2005 with written terms of
reference, which comprises three independent hon-executive directors of the Compuny, hamely, Mr.
Tam Tak Wah, Mr. Tsui Yiu Wa, Alec and Mr. Yeuhy Puk Sing.
POST BALANCE SHEET EVENTS

Detuils of the signhificunt events occurring ufter the bulaunce sheet dute are set out in hote 29 to the
finunciul stautements.

AUDITORS

Messrs. Deloitte Touche Tohmutsu will retire and will hot seek for re-uppointment us auditors of the
Compuny at the forthcominyg annhual generdl meeting.

On behulf of the Bourd

Poon Kwok Lim, Steven
CHAIRMAN

31st Murch, 2006
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CORPORAIE GOVERNANCE REPORT

A. Corporate governance practices

The Compuny hus udopted the code provisions set out in the Code on Corporate Goverhunce
contuined in Appendix 15 of the Rules Governinyg the Listing of Securities oh the Growth Enterprise Market
of The Stock Exchunye of Hony Kony Limited (the “GEM Listing Rules”), which becume effective on 1
Januury 2005 und in replucement of the bourd practices und procedures set out in rules 5.35 to 5.45 of
the GEM Listing Rules, us its own code of corporute governance practices.

The Compuny hus complied with the code provisions set out in the Code oh Corporute Governance
Practices contuined in Appendix 15 of the GEM Listing Rules during the yeur ended 31 December 2005.

B. Directors’ securities transactions

The Compuny hus udopted u code of conduct regurding directors’ securities fransactions on terms
no less exacting than the required standard of dedlings us set out in Rules 5.48 to 5.67 of the GEM Listing
Rules. Having made specific enquiry of dll directors of the Company (the “Directors”), the Compuny was
not aware of auny non-compliance with the reqyuired standard of deulings und its code of conduct
regarding securities transuctions by the Directors throughout the year ended 31 December 2005.

C. Board of directors

The board of the Compuny (the “Bourd”) currently comprises six Directors, of which three are executive
directors und three dre independent hon-executive directors, humely,

Executive Directors:

Dr. Poon Kwok Lim Steven (Chairman)

Mr. Poon Shu Yan Joseph (Chief Executive Officer)
Mr. Mok Hay Hoi

Independent Non-Executive Directors:
Mr. Tum Tuk Wah

Mr. Tsui Yiu Wa Alec

Mr. Yeuny Pdk Siny

The Bourd hus four scheduled meetings ut quarterly interval und meets us und when required. During
the year ended 31 December 2005, the Bourd held 5 meetings.

The uttendunce of the Directors ut the meetings is us follows:

Number of
Directors attendance
Dr. Poonh Kwok Lim Steven 5/5
Mr. Poon Shu Yun Joseph 5/5
Mr. Mok Hay Hoi (appointed on 1 Juhe 2005) 3/6
Mr. Tam Tuk Wah 5/5
Mr. Tsui Yiu Wa Alec 4/5
Mr. Yeuny Puk Siny 3/6
Mr. Lee Punyg Fei Allen (resighed on 1 April 2005) 0
Mr. Lee Shu Fun (resighed on 7 July 2005) 1/5
Ms. Au Yeuny Pui Shan Karen (resighed on 31 July 2005) 2/5
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CORPORAIE GOVERNANCE REPORT

The Board is responsible for the leudership and control of the Company and oversees the Company
and its subsidiaries (the “Group”)’s businesses, strategic planning and decisions making. The management
of the Group is deleguted the authority by the Board to take up the day-to-day operdations und
implementation of the different aspects of the Group’s businesses.

The Compuny dppointed three independent hon-executive directors ("INEDs”) who have sufficient
experience und yudlification to curry out their dutfies. The yudlification und experience of the INEDs set
out in the Biographical Detdils of Directors contuined in the 2005 Ahnual Report. In addition, the Company
hus received unnual confirmations of independence pursuunt to the rule 5.09 of the GEM Listing Rules.
from all the INED. The Bourd hus ussessed their independence und concluded that dll the INEDs dare
independent (us defined in the GEM Listing Rules).

D. The chairman and chief executive officer

The bourd appointed Dr. Pooh Kwok Lim Steven as the chairman and Mr. Poon Shu Yan Joseph us the
chief executive officer. Mr. Poon Shu Yan Joseph is a son of Dr. Poon Kwok Lim, Steven. The roles of the
chairmun and the chief executive officer are segregated und are hot exercised by the sume individual.

E. Remuneration of directors

The Compuny estublished the remuneration committee on 30 Murch 2005. The committee comprises
three INEDs.

The role und function of the remunerution committee is to muke recommendution to the Bourd on
the Compuny’s policy and structure for dll remuneration of Directors, to establish a formal and transparent
procedure for development the remunerution policy, to determine the specific remunerution puckuyes
of ull executive directors und senior munugement, to review und upprove the performaunce-bused
remunerution und the compensution puyuble to executive directors und senior munugement in
connhection with uny loss or terminution of their office, dismissul und removul, to ensure thut ho director
or his ussociutes is involved in decide his own remunerution, to consider other topics us defined by the
Board and fo ensure the chairman of the remuneration committee is uvdiluble to attend the unnudl
ygenerul meeting of the Compuny.

During the year under review, u meeting of the remuneration committee wus held oh 30 Murch 2005.
Detuils of the uttendunce of the remuneration commiftee meeting is us follows:

Number of
Directors attendance
Mr. Yeuny Puak Sing (Chairman) 1/1
Mr. Tam Tak Wah 1/1
Mr. Tsui Yiu Wu Alec 0
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CORPORAIE GOVERNANCE REPORT

F. Auditors’ remuneration

During the yeur, the remuneration paid to the auditors of the Compuny, Messer Deloitte Touche
Tohmutsu, is set out us follows:

Fee paid/

payable

HK$°000

Audit services rendered 550
Non-uudit services rendered 75

G. Audit Committee

The Compuny established un audit committee on 22 July 2002 with written terms of reference which
dedl clearly with its authority and duties in compliance with rules 5.28 and 5.33 of the GEM Listing Rules.
The primury duties of the audit committee dre to review und supervise the financidl reporting process
and internal controls system of the Group and to review the Company’s annual reports and accounts,
half-year reports und yudarterly reports and providing udvice und comments to the Bourd. The audit
committee comprises three members, namely, Mr. Tum Tuk Wah, Mr. Tsui Yiu Wa Alec und Mr, Yeunhy Puk
Sing. All of them are the INEDs of the Compuny.

The uudit committee held four meetings during the yeur ended 31 December 2005. Detuils of the
uttendunce of the audit committee Mmeetings ure us follows:

Number of
Members attendance
Mr. Tum Tuk Wuh (Chuirman) 5/5
Mr. Tsui Yiu Wa Alec 4/5
Mr. Yeuny Puk Sing 35
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AUDITORS' REPORT

Deloitte.
4an

T
TO THE MEMBERS OF

VERTEX COMMUNICATIONS & TECHNOLOGY GROUP LIMITED
(incorporated in Cayman Islands with limited liability)

We have audited the consolidated financial statements of Vertex Communication & Technology Group
Limited (the "Compuny”) und its subsididaries (fogether referred us the "Group”) on puyes 23 to 66 which
have been prepured in uccordunce with uccounting principles yenerdlly uccepted in Hony Kony.

Respective responsibilities of directors and auditors

The Compuny’s directors dre responsible for the prepuaration of consoliduted financial stutements
which give u frue aund fuir view. Inh preparing consolidated financial statements which give a true and fair
view it is fundumental that appropriate accounting policies are selected und applied consistently.

It is our responsibility to form un independent opinion, bused onh our audit, on those financiul statements
und to report our opinion solely to you, us u body, und for no other purpose. We do not ussume
responsibility fowards or accept liubility to any other person for the contents of this report.

Basis of opinion

We conducted our audit in accordunce with Hony Kong Standurds on Auditing issued by the Honhy
Kony Institute of Certified Public Accountunts. Ah audit includes examination, on u test basis, of evidence
relevunt to the umounts und disclosures in the consoliduted finunciul stutements. It dlso includes un
ussessment of the sighificunt estimates und judgments mude by the directors in the preparation of the
cohsoliduted financial statements, und of whether the daccounting policies dre uppropriate to the
circumstances of the Group, consistently applied and udequutely disclosed.

We plunned und performed our audit so us to obtain dll the information und explundations which we
considered necessury in order to provide us with sufficient evidence to ygive reusonuble ussurunce us to
whether the consoliduted finuncial stutements are free from material misstutement. In forming our opinion
we ulso evuluated the overdll adeyuacy of the presentation of information in the consoliduted finuncial
statements. We believe that our audit provides u reusonuble busis for our opinion.

Fundamental uncertainty relating to the going concern basis

In forming our opinion, we have considered the uadequucy of the disclosures made in hote 2 to the
financiual statements regarding the liquidity of the Group und the udditionul funding being secured by
the Group. At 31st December, 2005, the Group had net current liabilities and deficit in equity of
approximately HK$5,032,000 and HK$16,292,000 respectively. On the busis of the additional funding secured
by the Group us detuiled in hote 2 und 29 to the finunciul statements, the directors ure sutisfied thut the
Group will be uble to meet in full its financial obligations as they fall due for the foreseedble future. The
finuncial stutements huve been prepured on U yoiny concern busis, the validity of which depends upon
sufficient funding beiny avdiluble in the foreseeuble future. The financial stautements do hot include any
udjustments that may result from the fuilure to obtuin such funding. We consider thut the fundumentul
uncertuinty hus been udequutely disclosed in the financial stutements and our opinion is hot yualified in
this respect.

Opinion

In our opinion, the consoliduted financial statements yive a true aund fuir view of the state of the
affairs of the Group us at 31st December, 2005 and of the loss and cush flows of the Group for the year
then ended und huve been properly prepaured in uccordunce with the disclosure regyuirements of the
Hong Kohy Compunies Ordinhance.

Deloitte Touche Tohmatsu
Certified Public Accounhtants
Hony Kony

31st Murch, 2006
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CONSOLIDATED INCOME STATEMENT

For the yeur ended 31st December, 2005

2005 2004
NOTES HK$’000 HK$ 000
(restuted)
Turnover 6 12,036 7.283
Other operating income 400 25
Royulty und production costs (13,997) (10,294)
Stuff costs (13,277) (11.,565)
Subconfracting costs (1,037) (1,997)
Depreciution of property, plant and equipment (923) (1,088)
Other operuting expenses (10,885) (13.339)
Finance costs 8 (851) (723)
Impuirment loss recoynised in respect of property,
plant and eqyuipment 16 (233) -
Impuirment loss recoyghised in respect of goodwill 17 (11,482) (229)
Impuirment loss recoynised in respect of
investment securities - (4,600)
Impuirment loss recoynised in respect of deferred
expenditure for publication - (4,709)
Guin on disposal of avdilable-for-sale investment 3,189 -
Guin oh purtial disposul of u subsidiary 10 19,300 -
Guin oh deemed purtiul disposul of subsidiaries - 11.968
Loss before taxation 9 (17,760) (29,268)
Taxution 13 - -
Loss for the year (17,760) (29,268)
Attributable to:
Eguity holders of the Compuny (17,728) (28,860)
Minority interests 32) (408)
(17,760) (29.268)

Loss per shure

15

- Busic aund diluted

HK3.43 cents

HK5.83 cenfts

Anhnhuul
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CONSOLIDATED BALANCE SHEET

At 31st December, 2005

2005 2004
NOTES HK$°000 HK$’000
(restuted)
Non-current ussets
Property, plunt uand eyuipment 16 2,467 2,213
Goodwill 17 - -
Interests in associates 18 - -
Avuiluble-for-sule investments/
investment in securities 19 - 1,400
2,467 3,613
Current ussets
Trade receivubles 20 6,172 3,973
Amounts due from customers for contract work - 424
Prepuyments, deposits and other receivables 20 2,597 649
Bank bulances und cush 20 9,506 10,225
18,275 15,271
Current liubilities
Trude puyubles 21 3,401 1,789
Other puydbles und uccrued expenses 21 6,409 4,076
Amounts due to related compuanies 22 13,489 -
Taxation 8 8
23,307 5,873
Net current (liubilities) ussets (5,032) 9,398
(2,565) 13,011
Cupitdl and reserves
Share cupitdl 23 5,303 4,954
Reserves (21,763) (13.831)
Eqguity aftributable o equity holders of the parent (16,460) (8.877)
Minority interests 168 -
Total equity (16,292) (8,877)
Non-current lidbilities
Amount due to u reluted company 22 - 8,700
Bonds, secured 24 13,727 13,188
13,727 21,888
(2,565) 13,011

The finunciul statements oh puyes 23 to 66 were upproved und authorised for issue by the Bourd of
Directors on 31st March, 2006 und ure signed on its behulf by:

DIRECTOR DIRECTOR
POON KWOK LIM STEVEN POON SHU YAN JOSEPH
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Attributable to equity holders of the parent

For the yeur ended 31st December, 2005

Share  Accumu-
Share Share  Special ~ Warrant Translation  options lated Minority
capital premium  reserve  reserve  reserve  reserve losses Total inferest Total
HK$'000  HK$'000  HK$'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HKS'000  HK$'000

At Tst Jaunuary, 2004 s

originally stuted 4922 66,683 1,000 = = - (%5.882) 16723 - 16728
Reclussificution = = = = = = = = 408 408
At 1st Junuary, 2004 us restuted 4922 66,683 1,000 - - - (55.882) 16728 408 17,131
Net loss und fotal recoghised

expenses for the yeur - - - - - - (28,860)  (28,860) (408)  (29,268)
Recoynifion of equity component

of bonds - - - 2871 - - - 2871 - 2871
Exercise of share options 32 367 - - - - - 389 - 389
At 31st December, 2004 und
Ist Junuary, 2005 us restuted 4954 67,040 1,000 2871 - - (8474 (8877) - (8877)
Exchunge differences arising

on translation of foreign operations - - - - () - - () = (1)
Net expense recognised directly

in equity - - - - ) - - an - ()
Loss for the yeur - - - - - - (17728)  (17.728) (82)  (17,760)
Totul recognised expenses

for the yeur - - - - (1) - (17.728)  (17.799) (32) (17.831)
Confribution from a minority

shareholder - - - - - - - - 200 200
Recognition of eyuity-settled

share bused payments - - - - - 200 - 200 = 200
Exercise of share opfions 189 2,238 - - - - - 2427 = 2427
Exercise of warrants 160 8,550 - (1,121) - - - 7.589 - 7,589
At 31st December, 2005 5308 77828 1,000 1,750 (71) 200 (102,470)  (16,460) 168 (16,292)

The uccumuluted losses of the Group included uccumuluted losses of HKS1,967,000 (2004: HKS1,967,000)

uttributable to ussociutes of the Group.
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CONSOLIDATED CASH FLOW STATEMENT

For the yeur ended 31st December, 2005

2005 2004
HK$’000 HK$ 000
(restuted)
OPERATING ACTIVITIES
Loss before tuxation (17,760) (29.268)
Adjustments for:
Finunce costs 851 723
Intferest income (145) (14)
Amortisation of deferred expenditure for publication - 387
Amortisation of goodwill - 58
Allowunces for bud und doubtful debts 12 371
Depreciution 923 1,088
Guin on disposal of availuble-for-sale investment 3,189) -
Guin oh purtial disposal of u subsidiary (19,300) -
Guin oh deemed purtiul disposul of subsidiaries - (11.,968)
Impuirment loss recoynised in respect of yoodwill 11,482 229
Impuirment loss recoghised in respect of investment securities - 4,600
Impuirment loss recoynised in respect of deferred expenditure
for publication - 4,709
Impuirment loss recoynised in respect of property, plunt und
eyuipment 233 -
Loss on disposul of property, plunt und equipment 274 1,042
Share-buse puyment expenses 200 -
Operuting cush flows before movements in working cupitadl (26,419) (28,048)
Increuse in trade receivubles (2,211) (1,608)
Decreuse in umounts due from customers for contract work 424 815
(Increuse) decreuse in prepuyments, deposits und other receivables (1,948) 557
Increuse in umount due from un ussociute - (52)
Increuse in trade puyubles 1,612 1,448
Increuse in other puydbles und accrued exjpenses 2,333 2,351
Cush used in operutions (26,209) (24,537)
Income tuxes puid - =
NET CASH USED IN OPERATING ACTIVITIES (26,209) (24,537)
INVESTING ACTIVITIES
Acyuisition of udditionul reyistered cupitul in subsidiuries (11,482) -
Interest received 145 14
Purchuse of property, plunt and equipment (1,686) (848)
Proceeds on disposul of uvuiluble-for-sule investment 4,500 -
Proceeds from disposal of property, plant and equipment 2 903
Proceeds from partial disposul of a subsidiury 19,500 -
NET CASH FROM INVESTING ACTIVITIES 10,979 69
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CONSOLIDATED CASH FLOW STATEMENT

For the yeur ended 31st December, 2005

2005 2004
HK$°000 HK$000
(restuted)
FINANCING ACTIVITIES
Advance from a related company 4,789 5,500
Conftribution from g minority shareholder - 11.968
Proceeds from issue of bonds - 15,600
Interest puid 312) (264)
Proceeds from issue of shures 10,016 389
NET CASH FROM FINANCING ACTIVITIES 14,493 33,193
(DECREASE) INCREASE IN CASH AND CASH
EQUIVALENTS (737) 8,725
CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR 10,225 1,500
EFFECT OF FOREIGN EXCHANGE RATE
CHANGES 18 -
CASH AND CASH EQUIVALENTS AT
END OF YEAR 9,506 10,225
ANALYSIS OF THE BALANCES OF CASH
AND CASH EQUIVALENTS
Bunk balunces und cush 9,506 10,225
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

1. CORPORATION INFORMATION

Vertex Communications & Technology Group Limited (the "Company”) wus incorporated in the
Cayman Islands on 16th November, 2001 us an exempted company under the Companies Law,
Cap. 22 (Law 3 of 1961, us cohsoliduted und revised) of the Cayman Islands.

The Compuany is un investment holding company. The principal activities of the Group include the
provision of hetwork infrastructure services, digital solution services us well as publication of print
media.

The finunciul stutements dre presented in Hohy Kony dollurs, which is also the functionul currency
of the Compuny.

2. BASIS OF PREPARATION OF FINANCIAL STATEMENTS

In preparing the financial statements, the directors of the Compuny have given cureful consideration
to the future liquidity of the Group in light of the Group’s net current liabilities and deficit in eguity
of upproximutely HK$5,032,000 und HK$16,292,000 respectively us ut 31st December, 2005. On 24th
Muarch, 2006, u subscription agreement was entered into by the Coustal Power Company Limited
("Coustul Power”), u subsidiary of the Compuny, und other third parties to issue US dollar
denominuted Convertible Bonds at par by Coustul Power ut the ugyreygute principal amount of
USS$4,000,000. On this busis, the directors of the Compuny believe that the Group will be uble to
meet in full its finuncial obligutions as they full due for the foreseeuble future. Accordingly, the
financidal statements have been prepdred on u gyoing concern busis.

3. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES
IN ACCOUNTING POLICIES

In the current yeur, the Group hus applied, for the first fime, a humber of hew Hohy Konyg Finuncial
Reporting Stundurds ("HKFRSs”), Hony Konyg Accounting Standards ("HKASs”) und Interpretations
(hereinafter collectively referred to as “new HKFRSs”) issued by the Hong Kony Institute of Certified
Public Accountunts that are effective for uccounting periods beginning on or ufter 1st Junuary,
2005. The applicution of the nhew HKFRSs hus resulted in o change in the presentation of the
cohsoliduted income statement, consoliduted balance sheet und consolidated statement of
changes in equity. In puarticuluar, the presentation of minority interests has been chunyed. The
changes in presentation have been upplied refrospectively. The udoption of the new HKFRSs hus
resulted in chanhyges to the Group’s uccounting policies in the following areas that have an effect
onh how the results for the current or prior uccounting yeurs ure prepured und presented:

Business combinations
In the current year, the Group has applied HKFRS 3 Business Combinations which is effective for

business combinutions for which the ugreement dute is on or ufter 1st Junuury, 2005. The principal
effects of the application of HKFRS 3 fo the Group dre summarised below:
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

3. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES
IN ACCOUNTING POLICIES (Continued)

Business combinations (Continued)
Goodwill

In previous years, goodwill arising oh acyuisitions wus cupitalised and amortised over its estimated
useful life. The Group hus upplied the relevant transitional provisions in HKFRS 3. On 1st January,
2005, the Group eliminated the currying amount of the related uccumuluted umortisution of
upproximutely HK$743,000 with u correspondiny decreuse in the cost of yoodwill. The Group hus
discontinued umortising such goodwill from 1st January, 2005 onwurds aund such goodwill will be
tested for impdairment at leust unnuully. Goodwill arising on acqyuisitions after 1st Junuary, 2005 is
meusured ut cost less uccumuluted impairment losses (if any) ufter initiul recognition. As u result of
this change in accounting policy, ho umortisation of goodwill has been churged in the current
yeur, Compurutive figures for 2004 have hot been restuted.

Financial instruments

In the current year, the Group hus gpplied HKAS 32 “Financial instruments: Disclosure and
Presentation” and HKAS 39 “Finunciul instruments: Recoyghition und Meusurement”. HKAS 32 requires
retrospective upplicution. HKAS 39, which is effective for unnual periods beyinning on or ufter 1st
Januury, 2005, generdlly does not permit the recoynition, derecoynition or meusurement of finuncial
ussets and liabilities on a retrospective busis. The principul effects resulting from the implementation
of HKAS 32 and HKAS 39 ure summarised below:

Clussification und meusurement of finuncial ussets and financidl liubilities

The Group hus upplied the relevant transitional provisions in HKAS 39 with respect to the clussification
und meusurement of finunciul ussets and financial liabilities that are within the scope of HKAS 39.

Debt and equity securities previously accounted for under the benchmark treatment of Statement
of Standard Accouhnting Practice ("SSAP”) 24

By 31st December, 2004, the Group clussified und meusured its debt and eqyuity securities in
uccordunce with the benchmauark treutment of Stutement of Standard Accounting Practice 24
(SSAP 24). Under SSAP 24, investments in debt or eyuity securities are clussified as “investment
securities”, “other investments” or “held-to-muaturity investments” as gppropriute. “Investment
securities” are cdarried at cost less impuirment losses (if any) while “other investments” ure meusured
ut fair value, with unreulised yguins or losses included in profit or loss. Held-to-muaturity investments
are carried ut amortised cost less impuirment losses (if any). From 1st January, 2005 onwards, the
Group hus clussified und meusured its debt and eqyuity securities in uccordunce with HKAS 39.
Under HKAS 39, financial ussets are classified as “finuncial assets ut fair value through profit or
loss”, “avuilable-for-sule financial ussets”, “louns and receivables”, or “held-to-maturity financial
ussets”. “Financidal ussets at fair value through profit or loss” und “avdiluble-for-sule finunciul assets”
dre cdrried at fuir value, with changes in fair values recoygnised in profit or loss und eqyuity
respectively. Avdiluble-for-sule equity investments thut do hot have yuoted market prices in an
uctive market and whose fuir value cunnot be reliably medsured und derivatives that are linked to
und must be settled by delivery of such unquoted equity instruments ure measured at cost less
impairment after initial recognition. “Lodns und receivables” and “held-to-muturity financial ussets”
ure meusured ut umortised cost using the effective interest method dfter initial recognition.
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

3. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES
IN ACCOUNTING POLICIES (Continued)

Financial instruments (Continued)

All investment in securities of the Group us ut 31st December, 2004 umounting to HK$1,400,000
have been reclassified to avdilable-for-sale investments in accordaunce with HKAS 39 on 1st January,
2005.

The adoption of this hew standurd has had no muaterial effect on how the results for the prior
accounting yedrs ure prepured und presented. According, ho udjustment has been reyuired on
st Junuary, 2005.

Financial assets and financidl liabilities other than debt and equity securities

From Tst January, 2005 onhwuards, the Group has clussified and medasured its financial ussets und
financial liabilities other than debt und equity securities (which were previously outside the scope
of SSAP 24) in uccordunce with the requirements of HKAS 39. As mentioned ubove, financiul ussets
under HKAS 39 are clussified us “financial ussets at fuir value through profit or loss”, “avdailable-for-
sule finunciul assets”, “louns und receivubles” or “held-to-maturity financial ussets”. Financial
liabilities are generully clussified us “finuncial liabilities at fair value through profit or loss” or “other
financidl liabilities”. Financiul liabilities ut fair value through profit or loss ure meusured at fuir value,
with chunges in fdir value beiny recoynised in profit or loss directly. Other finunciul liabilities are
curried ut umortised cost usinyg the effective interest method ufter initial recoygnition. This chunge
hus had no materiul effect on the results for the current und prior accounting periods.

Bonds issued with warrants

Previously, the bonds were classified us liabilities on the bulance sheet. HKAS 32 reqyuires an issuer
of u compound financiul instrument to sepurute the compound financial instrument into, liability
component and eyuity component on initial recognition and HKAS 39 requires derivutive embedded
in u financiul instrument to be tredated us sepurate derivative when its economic risk und
churacteristic ure not closely related to those of the host contract (the ligability component) and
the host contract is not carried at fuir value through profit or loss. HKAS 32 requires the cuarrying
umount of the eyuity component to be determined by deducting the fuir value of the finuncial
liability (including the euarly redemption option derivative embedded in the liability component)
from the fuir value of the compound finuncidl instrument us a whole. The liubility component
(including the eurly redemption option derivative) is estimated using the prevailing market rate for
similar non-convertible debt ut the dute of issue. Issue costs ure upportioned between the
components of the bonds bused on their relative fuir value ut the date of issue, the portion
relating to the derivative (which is required to be sepurated from the host contruct) is charged
directly to profit or loss. In subsequent periods, the liability component is meusured ut umortised
cost, using the effective interest rute method. The interest charged on the liability component is
culculuted by upplying the originul effective interest rate. The difference between this amount
und the interest puid is added to the carrying amount of the liability component. The eurly
redemption option derivative is subseyuently meusured at fuir value ut euch balunce sheet dute.
Because HKAS 32 reqyuires retrospective applicution, compurative figures for 2004 have been
restuted to sepurately present the liubility component (including the early redemption option
derivative) and equity component. Compurative profit for 2004 has been restated in order to
reflect the increuse in effective interest on the liability component. (See note 3A for the finuncial
impact)
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

3. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES
IN ACCOUNTING POLICIES (Continued)

Bonds issued with warrants (Continued)

The Group hus upplied the relevant fransitional provisions in HKAS39. For the derivatives do not
meet the reyuirements of hedye uccounting in accordunce with HKAS39, the Group hus, from 1st
Januuary, 2005 onwurds, deemed such derivatives us held for tfrading. The application of transitional
provisions has had ho material effect on how the results for the prior uccounting yeurs are prepured
und presented. According, no udjustment has been reyuired on 1st January, 2005.

Share-based payments

In the current year, the Group hus upplied HKFRS 2 “Share-bused payment” which requires un
expense to be recoynised where the Group buys yoods or obtuins services in exchunyge for shures
or rights over shures (“eqyuity-settled transuctions”), or in exchunye for other ussets eguivulent in
vdlue to u givenh humber of shures or rights over shures (“cush-settled fransactions”). The principul
impuct of HKFRS 2 on the Group is in relution to the expensing of the fair value of share options
grunted to directors und employees of the Compuny, determined ut the dute of grunt of the
share options, over the vesting period. Prior to the dpplication of HKFRS 2, the Group did not
recoghise the finunciul effect of these share options until they were exercised. The Group hus
upplied HKFRS 2 to share options grunted on or ufter 1st Junuary, 2005 und recoynised share
option expense of HK$200,000, in the income stutement for the current yeur. The Group is required
to apply HKFRS 2 retrospectively to shure options that were granted ufter 7th November, 2002 und
had not yet vested on 1st Junuary, 2005. The udoption of this new stundurd hus hud no muterial
effect on how the results for the prior uccounting yeurs dre prepdred und presented us dll share
options granted prior to 1st Junuary, 2005 were either grunted before 7th November, 2002 or
vested before 1st Januury, 2005. Accordingly, ho prior yedar udjustment hus beehn required.

3A. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

The effects of the chunyes in the uccounting policies described ubove on the results for the
current and prior yeurs ure us follows:

2005 2004
HK$’000 HKS$"000

Increuse in effective interest on liubility component of the

bonds issued with warrants 539 459
Expenses in relution to share options yranted fto directors

und employees 200 -
Increuse in loss for the year 739 459

Attributable to:
Equity holders of the parent 739 459
Minority interest - -

739 459
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

3A. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

(Continued)

The cumulutive effects of the application of the hew HKFRSs on 31st December, 2004 and st

January, 2005 ure summurised below:

At At At
31st 31st 1st
December, December, January,
2004 Adjustment 2004 Adjustment 2005
HKS$’000 HKS$’000 HKS$'000 HKS’000 HK$°000
(originally (restated) (restated)

stuted)
Investment in securities 1,400 - 1,400 (1,400) -
Avuiluble-for-sule investments - - - 1,400 1,400
Bonds, secured (15,600) 2,412 (13,188) - (13,188)
Other ussets/liubilities 2,911 - 2911 - 2,911
Net liubilities (11,289) 2,412 (8,877) - (8,877)
Share capital 4,954 - 4,954 - 4,954
Warrant reserve - 2,871 2,871 - 2,871
Accumuluted losses (84,283) (459) (84,742) - (84,742)
Other reserve 68,040 - 68,040 - 68,040
(11,289) 2,412 (8,877) - (8,877)

The financial effects of the upplicution of the new HKFRSs to the Group’s equity on 1st Junuary,

2004 are summurised below:

As originally As
stated Adjustment restated
HK$'000 HK$’000 HK$’000
Minority interests - 408 408
Total effects on equity - 408 408
Vertex Communicutions & Technoloyy Group Limited 32 Annuul Report 2005




NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

3A. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES
(Continued)

The Group hus not edarly gpplied the followinyg hew standurds interpretations and amendments
that have been issued but are hot yet effective. The directors of the Company anticipute that the
upplicution of these stundurds, interpretations or umendments will have ho material impact on the
financial statements of the Group.

HKAS 1 (Amendment)
HKAS 19 (Amendment)
HKAS 39 (Amendment)

HKAS 39 (Amendment)

HKAS 39 und HKFRS 4
(Amendments)

HKFRS 6

HKFRS 7

HK(IFRIC) - INT 4

HK(FRIC) = INT &

HK(FRIC) - INT 6

HK{FRIC) - INT 7

Cupitul disclosure!

Actuariul gains and losses, group pluns und disclosures?

Cush flow hedye uccounting of forecust intrugroup
fransactions®

The fair value option?

Finunciul guuruntee contracts?

Exploration for und evuluution of mineral resources?

Finuncial instruments: Disclosures'

Determining whether un urrangement contuins u leuse?

Rights to inferests urising from decommissioniny, restorution
und environmentul rehubilitation funds?

Liabilities arising from participuting in u specific market —
wuste electricul und electronic equipment?

Applying the restatement upproach under HKAS 29 Finuncial

Reporting in Hyperinflutionury Economies?

Effective for unnudl periods beyinning on or uffer 1st Junuary, 2007.
Effective for unnudl periods beyginning on or ufter 1st Junuary, 2006.
Effective for unnuul periods beyinning on or ufter 1st December, 2005.
Effective for unnudl periods beyinning on or uffer 1st March, 2006.

4. SIGNIFICANT ACCOUNTING POLICIES

PO -

The consoliduted financiul statements have been prepdred on the historical cost busis except for
certain financial instruments, which are measured ut fair values at initial recognition, us explained
in the accounting policies set out below.

The consolidated finunciul stutements have been prepured in uccordunce with HKFRSs issued by
the Hony Kony Institute of Certified Public Accountunts. In addition, the consoliduted finuncial
stutements include applicuble disclosures required by the Rules Governing the Listing of Securities
oh the Growth Enterprise Murket of The Stock Exchanyge of Honyg Kony Limited und by the Compunies
Ordinunce.

Basis of consolidation

The consoliduted financiul statements incorporute the finuncial statements of the Compuny und
its subsidiaries made up to 31st December euch yeur.

The results of subsidiuries ucyuired or disposed of during the year are included in the consoliduted
income statement from the effective dute of aucquisition or up to the effective dute of disposul, us
uppropriate. Where necessuary, adjustments are mude to the financiul stautements of subsidiaries to
bring the uccounting policies used into line with those used by other members of the Company.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of consolidation (Continued)

On acyuisition, the assets and liabilities of the relevant subsidiaries are meusured at their fair
vulues ut the date of ucyuisition.

All significunt intra-group transactions, balunces, income und expehses dre eliminated on
consolidution.

Minority inferests in the net ussets of consoliduted subsidiaries are presented sepurately from the
Group’s equity therein. Minority interests in the het assets consist of the umount of those interests at
the dute of the originul business combinaution und the minority’s share of chanyes in equity since
the dute of the combinution. Losses upplicuble to the minority in excess of the minority’s interest in
the subsidiary’s equity are dllocated aguainst the inferests of the Group except to the extent that
the minority hus u binding obligution und is uble to muke an udditionul investment to cover the
losses.

Goodwill

Goodwill arising on an acquisition of a subsidiary for which the ugreement dute is before st
Januuary, 2005 represents the excess of the cost of acqyuisition over the Group’s inferest in the fair
vualue of the identfifiable ussets und liabilities of the relevant subsidiary at the dute of aucquisition.

For previously capitalised goodwill, the Group has discontinued amortisation from 1st January, 2005
onhwuards, und such goodwill is tested for impairment annually, and whenever there is an indicution
that the cush genherating unit to which the goodwill relutes may be impuired (see the uccounting
policy below).

Goodwill arising on an acyuisition of a subsidiary or an associate for which the agreement date is
on or ufter 1st January, 2005 represents the excess of the cost of acqyuisition over the Group’s
inferest in the fair value of the identifiable assets, liubilities und contingent liabilities of the relevant
subsidiary or associute ut the dute of ucquisition. Such goodwill is carried at cost less any
uccumuluted impuirment losses.

Cupitdlised yoodwill arising on un ucquisition of u subsidiury is presented sepurautely in the bulunce
sheet us un infanygible usset. Capitalised goodwill arising on an acquisition of an associate (which
is uccounted for using the eyuity method) is included in the cost of the investment of the relevant
ussociute.

For the purposes of impuirment testing, goodwill arising from an acquisition is allocuted to euch of
the relevant cush-gyenerating units ("CGUs”), or groups of cush-generating units, that are expected
to benefit from the synergies of the ucqyuisition. A cush-generuting unit to which goodwill hus been
dllocuted is tested for impuirment annuully, und whenever there is an indication that the unit may
be impuired. For goodwill arising on aun acquisition in a financidal year, the cush-generating unit to
which goodwill hus been ullocuted is tested for impuirment before the end of that finunciul year,
When the recoveruble amount of the cush-generating unit is less than the carrying umount of the
uhit, the impuirment loss is ullocuted to reduce the cuarrying amount of uny goodwill allocuted to
the unit first, and then to the other assets of the unit pro ratu on the busis of the carrying amount
of euch usset in the unit. Ahy impuirment loss for goodwill is recoynised directly in the income
statement. An impuirment loss for goodwill is hot reversed in subsequent periods.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Goodwill (Continued)

On subseyuent disposal of u subsidiary or an ussociate, the atftributable umount of goodwill
cupitdlised is included in the determinution of the umount of profit or loss on disposul.

Interests in associates

The results und assets und liubilities of ussociutes ure incorporuted in these finuncial statements
using the equity method of uccounting. Under the equity method, investments in ussociutes ure
curried in the consoliduted bulance sheet ut cost us adjusted for post-ucquisition changes in the
Group’s share of the profit or loss and of chanyes in equity of the ussociate, less uny identified
impairment loss. When the Group’s share of losses of an ussociate equals or exceeds its inferest in
that associute (which includes uny long-term interests that, in substance, form part of the Group’s
net investment in the associate), the Group discontinues recoghnising its share of further losses. An
udditionul shure of losses is provided for und u liubility is recoghised only to the extent thut the
Group hus incurred legal or constructive obligations or made payments on behdalf of that associate.

Where u group entity fransacts with an associate of the Group, profits and losses are eliminated to
the extent of the Group’s interest in the relevant associate.

Property, plant and equipment

Property, plunt and eyuipment are stated at cost less accumulated depreciution and accumulated
impuirment losses.

Depreciution is provided to write off the cost of items of property, plant and eyuipment over their
estimauted useful lives und ufter taking into uccount their estimated residual value, using the straight-
line method.

An item of property, plunt und eyuipment is derecoynised upon disposul or when ho future
ecohomic benefits ure expected to urise from the continued use of the usset. Any guin or loss
arising on derecoynition of the usset (culculated us the difference between the net disposul
proceeds und the currying umount of the item) is included in the income stutement in the year in
which the item is derecognised.

Financial instruments

Finunciul ussets und finunciul liubilities are recognised on the bulunce sheet when u group entity
becomes u party to the contfractudl provisions of the instrument. Finuncial ussets und financiul
ligbilities are initiully meusured ut fair value. Transaction costs that are directly attributable to the
ucyuisition or issue of financiul ussets und financial liabilities (other than finuncial ussets and finunciual
ligubilities ut fair value through profit or loss) ure udded to or deducted from the fair value of the
financiul ussets or financiul liabilities, us uppropriute, on initial recoynition. Trunsuction costs directly
attributable to the acyuisition of financial ussets or financial liabilities at fair value through profit or
loss ure recoyhised immediately in profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial assets

The Group’s financiul ussets are clussified into one of the two cuateyories, includinyg louns und
receivubles und uvdiluble-for-sule finunciul ussets. All regular way purchuses or sules of finunciul
ussets ure recoyhised und derecoyhised on u trade dute busis. Regyular way purchuses or sules
are purchases or sules of finunciul assets thut require delivery of ussets within the fime frame
established by regulation or convention in the marketplace. The accounting policies udopted in
respect of each cutegory of financial assets are set out below.

Louns und receivubles

Louns und receivubles ure non-derivutive financiul ussets with fixed or determinuble puyments
that are not yuoted in an uactive muarket. At each bulance sheet date subsequent to initial
recoghifion, louns und receivables including trade receivubles and prepayments, deposits and
other receivubles ure carried ut amortised cost using the effective interest method, less uny identified
impuirment losses. An impuirment loss is recoynised in profit or loss when there is objective evidence
that the usset is impuired, und is meusured us the difference between the usset’s carrying umount
und the present vdlue of the estimuted future cush flows discounted ut the origindl effective
inferest rate. Impuirment losses dre reversed in subsequent periods when an increuse in the usset’s
recoveruble umount cun be reluted objectively to an event occurring ufter the impuirment waus
recoyhised, subject to u restriction that the currying umount of the usset ut the dute the impuirment
is reversed does hot exceed whut the umortised cost would huve been hud the impuirment not
been recoynised.

Avdilable-for-sdle financial assets

Avdiluble-for-sule financiul ussets are hon-derivatives that dre either designated or not clussified us
uny of the other cuteyories (set out ubove). At euch bulunce sheet dute subsequent to initiul
recoghnition, avdilable-for-sale financial ussets are measured at fair value. Changes in fair value
ure recoyhised in eyuity, until the financiul usset is disposed of or is determined to be impuired, ut
which fime, the cumuldtive guin or loss previously recoyghnised in eyuity is removed from equity und
recoyhised in profit or loss. Any impuirment losses on uvuiluble-for-sule finunciul ussets dre
recoghised in profit or loss. Impairment losses on avdilable-for-sale equity investments will not be
reversed through profit or loss in subsequent periods.

For uvdiluble-for-sule eyuity investments thut do not have u yuoted murket price in an uctive
murket und whose fuir value cannot be reliubly medsured, they ure meusured ut cost less uny
identified impuirment losses ut euch balunce sheet dute subsequent to initiul recognition. An
impuirment loss is recoyghised in profit or loss when there is objective evidence that the dsset is
impuired. The umount of the impuirment loss is meusured us the difference between the carrying
amount of the dusset und the present value of the estimuted future cush flows discounted dat the
current market rate of returh for a similar financial usset. Such impdairment losses will not be reversed
in subseyuent periods.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial liabilities and equity

Finunciul liubilities and equity instruments issued by d group entity are clussified uccording to the
substance of the contractudl arrangements entered info and the definitions of a financial liability
und un eyuity instrument.

An equity instrument is any confract that evidences d residudl interest in the ussets of the group
after deducting dll of its ligbilities. The uccounting policies adopted in respect of finuncial liabilities
und eyuity instruments dre set out below.

Financial liabilities

Financiul liubilities including trude puyubles, und other puyubles und uccrued expenses ure
subseyuently meusured ut umortised cost, using the effective interest rate method.

Equity instruments

Equity instruments issued by the Compuny are recorded dat the proceeds received, het of direct
issue costs.

Provisions

Provisions are recoghised when the Group has g present obligation as d result of u pust event, and
it is probuble that the Group will be required to settle thut obligution. Provisions are meusured at
the directors’ best estimute of the expenditure reyuired to settle the obligution at the bulunce
sheet dute, und dare discounted to present value where the effect is muterial.

Equity share-based payment transactions

The fuir vulue of services received determined by reference to the fuir value of share options
grunted at the ygrunt dute is expensed on u struight-line busis over the vesting period, with a
correspondiny increuse in equity (shure options reserve).

At the time when the share options dre exercised, the umount previously recognised in share
options reserve will be transferred to share premium. When the shure options ure still not exercised
ut the expiry dute, the amount previously recognised in share options reserve will be transferred to
retauined edrnings.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Contract costs

When the outcome of a confract cun be estimated reliably, contract costs are charged to the
income statement by reference to the stuge of completion of the contract activity ut the bulance
sheet dute, us meusured by the proportion that costs incurred to dute beudr to estimuted totul
costs for the contract.

When the outcome of u construction contract cunnot be estimuted reliably, contract costs are
recoyhised us un expense in which they ure incurred.

When it is probable that total contract costs will exceed total contract revenue, the expected loss
is recoyhised us un expense immediutely.

Where contruct costs incurred to dute plus recoynised losses exceed proyress billings, the surplus is
showh us un umount due from customers for contract work. For contracts where proyress billings
exceed contract costs incurred to dute plus recoynised profits less recoynised losses, the surplus is
shown us un umount due to customers for contract work. Amounts received before the related
work is performed ure included in the bulunce sheet, us a liubility, us advunces received under
other puyubles und uccrued expenses. Amounts billed for work performed but not yet puid by the
customer ure included in the bulance sheet under prepauyments, deposits and other receivables.

Revenue recognition

Income derived from network infrustructure services und digital solution services is recoynised in
uccordunce with the policy us set out for construction contracts.

Revenue from sules of muyuzines is recoyhised when the mayazines aure delivered and title hus
pussed.

Advertising income is recoynised when the udvertisements are published.

Interest income from bunk deposits is accrued on a fime busis, by reference to the principul
outstanding and ut the effective interest rate applicable.

Advertising barter tfransactions

Revenue und expense from un advertising burter transuction are recoynised at fuir value only if
the fuir value of the advertising services surrendered in the traunsaction cun be determined by
reference to non-bdrter fransactions that involves cash of similar advertising services that occurs
frequently with buyers unrelated to the counter-party in the barter transaction.

When the fair value of the services received cannot be measured reliably, barter revenue and
exjpenses ure meusured ut the fuir value of the services yiven up, udjusted by the umount of uny
cush or cush equivalents transferred. If the outcome of the transaction cunnot be medasured
reliubly, revenue should only be recognised to the extent of costs that are recoveruble.
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4. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign currencies

In prepuring the finuncial statements of euch individual group entity, transactions in currencies
other thun the functionul currency of thut entity (foreigh currencies) ure recorded in its functionul
currency (i.e. the currency of the primury economic environment in which the entity operutes) at
the rates of exchunyes prevdiling on the dutes of the fransactions. At each bulance sheet dute,
monetury items denominuted in foreign currencies ure retransluted at the rates prevailing on the
bulance sheet dute. Non-monetury items carried at fair value that are denominuted in foreign
currencies dre retrunsluted at the rutes prevuiling on the date when the fair value was determined.
Non-monetary items that are meusured in tferms of historical cost in a foreigh currency dare not
retranslated.

Exchunye differences urising on the settlement of monetury items, and on the translation of
monetury items, dure recognised in profit or loss in the period in which they arise, except for exchanye
differences arising on a monetary item that forms part of the Company’s het investment in a
foreign operution, in which cuse, such exchunye differences ure recoygnised in equity in the
conhsoliduted financials statements.

For the purposes of presenting the consoliduted finunciul stutements, the ussets und liubilities of
the Group’s foreigh operations are translated into the presentation currency of the Company (i.e.
Hong Kony dollars) at the rate of exchunyge prevuiling ut the balunce sheet date, und their
income und expenses dre translated at the average exchange rates for the year, unless exchange
rates fluctuate significantly during the period, in which cuse, the exchunge rates prevdiling at the
dutes of transuctions are used. Exchunge differences arising, if any, dre recognised us u sepurdate
compohnent of eyuity (the franslation reserve). Such exchange differences are recoyghised in profit
or loss in the period in which the foreigh operution is disposed of.

Goodwill and fuir value adjustments on identifiable assets acqyuired arising on an acquisition of G
foreign operation on or ufter 1st January, 2005 are treated us ussets und liabilities of that foreign
operution und trunslated ut the rate of exchunyge prevuiling ut the bulunce sheet dute. Exchunge
differences arising are recoynised in the franslation reserve.

Leasing

Leuses are clussified us finunce leuses whenever the terms of the lease transfer substantially all the
risks and rewdards of owhership to the lessee. All other leuses ure clussified as operdating leuses.

Rentuls payuble under operuting leuses dre churged to profit or loss on a struight-line busis over
the tferm of the relevunt leuse. Benefits received und receivuble us an incentive to enter info un
operuting leuse dre recoynised us u reduction of rentdl expense over the leuse term on u straight-
line busis.
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SIGNIFICANT ACCOUNTING POLICIES (Continued)

Taxation
Income tux expense represents the sum of the tux currently puyuble und deferred tux.

The tux currently puyuble is bused on tuxuble profit for the year. Tuxuble profit differs from net
profit us reported in the income stutement becuuse it excludes items of income und expense that
ure taxuble or deductible in other years, und it further excludes items of income und expehnse thut
are hever tuxuble und deductible.

Deferred tux is the tux expected to be puyuble or recoveruble on differences between the currying
umounts of ussets und liubilities in the consolidation finunciul stutements und the correspondinyg
tax buses used in the computation of tuxable profit, and is uccounted for using the bulunce sheet
ligbility method. Deferred tux liubilities ure yenerally recoynised for ull fuxuble temporury differences,
und deferred tux assets are recoygnised to the extent that it is probuble that taxable profits will be
availuble aguinst which deductible temporary differences can be utilised. Such assets and liabilities
are hot recoynised if the temporury difference urises from goodwill or from the initial recoynition
(other thun in a business combinution) of other ussets und liabilities in a transaction that affects
neither the taxable profit hor the accounting profit.

Deferred tax liubilities are recoynised for tuxuble temporary differences urising on investments in
subsidiaries und associutes, except where the Group is able to control the reversal of the temporary
difference and it is probuble thut the temporury difference will not reverse in the foreseeuble
future.

The currying umount of deferred tux ussets is reviewed ut euch balunce sheet dute und reduced
to the extent that it is no lonyer probuble that sufficient tauxable profits will be avdiluble to dllow dll
or purt of the usset to be recovered.

Deferred tux is culculuted ut the tux rates that dre expected to upply in the yeur when the liability
is seftled or the usset is reulised. Deferred tux is charged or credited in the income stutement,
except when it relates to items churged or credited directly to equity, in which cuse the deferred
tux is ulso deult with in equity.

Retirement benefits costs

Payments to state-maunuged retirement benefit scheme and the Mandatory Provident Fund Scheme
dre churged us un expense us they full due.

Impairment losses (other than goodwill)

At euch bulance sheet date, the Group reviews the carrying amounts of its tangible and intfangible
ussets to determine whether there is uny indicution thut those ussets have suffered un impuirment
loss. If the recoveruble amount of un usset is estimated to be less than its carrying amount, the
currying umount of the usset is reduced to its recoveruble amount. An impuirment loss is recognised
us un expense immediutely.

Where an impdirment loss subsequently reverses, the carrying amount of the dsset is increused to
the revised estimute of its recoveruble umount, but so that the increused currying umount does
not exceed the currying umount thut would have been determined hud ho impuirment loss been
recoghised for the asset in prior years. A reversal of an impdairment loss is recoghised ds income
immediutely.
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5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s major financial instruments include bonds, amounts due to related parties, trade
receivubles, tfrade payubles und bunk bulaunces. Detdils of these financial instruments are disclosed
in respective notes. The risks ussociated with these finuncial instruments und the policies on how to
mitigate these risks are set out below. The mMunagement manages and monitors these exposures to
ensure uppropriute meusures dre implemented on u timely und effective munner.

Currency risk

Several subsidiaries of the Compuany have foreigh currency sales and purchases, which expose the
Group to foreigh currency risk. Certain trade receivubles, trade puyubles und the bonds issued by
the Group are dehominuted in foreigh currencies. The Group currently does hot have u foreign
currency hedying policy. However, the manugement monitors foreigh exchunye exposure and will
consider hedyiny significant foreign currency exposure should the need urises.

Credit risk

The Group’s maximum exposure to credit risk in the event of the counterparties failure to perform
their obligations us at 31st December, 2005 in relation to euch cluss of recoynised finuncial ussets
is the currying umount of those ussets us stuted in the consoliduted bulunce sheet. In order to
minimise the credit risk, the maunagement of the Group hus deleguted a teum responsible for
determinution of credit limits, credit upprovuls und other monitoring procedures to ensure that
follow-up uction is faken fo recover overdue debts. In addition, the Group reviews the recoveruble
amount of euch individudl trade debt ut each bulance sheet dute to ensure that adequute
impuirment losses are made for irrecoverable umounts. The Group’s bunk balahces und cash are
deposited with banks in Hong Kong and PRC und the Group hus limited the exposure fo uny single
finunciul institution. The credit risk on liquid funds is limited becuuse the counterparties ure banks
with good credit-rating. The Group hus concentration of credit risks on trade receivables with
exposure limited to certain counterparties and customers. The manugement closely monitors the
subseyuent settlement of the customers und does not grant lony credit period to the counterpdarties.
In this regard, the directors of the Company consider that the Group’s credit risk is sighificantly
reduced.

Liquidity risk

As mentfioned in hote 2, the Group had deficit in equity of approximately HK$16,292,000 as at 31st
December, 2005. Since the bulance sheet dute, the directors of the Compuny have taken various
active steps to obtuin additional fuhding to the Group. Provided that the udditional funding can
be secured, the directors of the Compuny ure sutisfied that the Group will be uble to meet in full
its finuncial obligutions us they fall due for the foreseeuble future. Accordingly, the financial
statements have been prepured on U goiny concern busis,
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6. TURNOVER

An analysis of the Group’s turnover is us follows:

2005 2004
HK$°000 HK$ 000

Income from publicution of print mediu

Advertising income 10,703 4,586
Sules of Maguzines 17 662
Service income from digitul solution services 1,316 1,722
Network infrastructure service income - SHkS
12,036 7,283

During the yeur, the Group’s revenue from udvertising barter tfransactions wus HKS1,295,000 (2004:
Nil).

The fair value of the advertising barter fransactions cun be determined by reference to non-barter
fransuctions thut involves cush of similur udvertising services that occurs frequently with buyers
unreluted to the counter-purty in the barter transaction.

7. BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

For management purposes, the Group is currently organised info three operating segments, hamely
network infrastructure services (formerly described us “communication infrastructure”), digital solution
services (formerly described us "upplicution und development of content delivery technology”)
und publicution of print mediu (formerly described us “content production, procurement und
delivery”). These segments are the busis on which the Group reports its primary segment information.
The principul uctivities of these segments ure us follows:

Network infrastructure services = provision of hetwork infrustructure services

Diyitul solution services - provision of informution technoloyy solutions
including web solufions and system infegration

Publicution of print mediu - production und procurement of mediu contents
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Business segments (Continued)

Segment informution about these businesses is presented below.

Income statement for the year ended 31st December, 2005

Network Digital
infrastructure solution Print
services services media Consolidated
HK$’000 HK$°000 HK$°000 HK$’000
TURNOVER - 1,316 10,720 12,036
RESULTS
Segment results (113) 432) (13,868) (14,413)
Other operating income 400
Unullocuted corporute expenses (13,670)
Finance costs (851)
Guin on purtiul disposul of u
subsidiary 19,300
Guin on disposal of avuiluble-
for-sule investment - - 3,189 3,189
Impuirment loss recoynised in
respect of goodwill - (112) (11,370) (11,482)
Impuirment loss recoynised in
respect of property, plunt and
eyuipment - - (233) (233)
Loss before tuxution (17,760)
Tuxation -
Loss for the year (17,760)
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Business segments (Continued)

Balance sheet as at 31st December, 2005

Network Digital
infrastructure solution Print

services services media Consolidated

HK$’000 HK$°000 HK$°000 HK$’000
ASSETS
Segment ussets 66 875 7,034 7,975
Unullocuted corporute ussets 12,767
Consoliduted totul ussets 20,742
LIABILITIES
Segment liabilities 10 540 7,646 8,196
Unullocuted corporute liabilities 28,838
Consoliduted total liabilities 37,034

Other information for the year ended 31st December, 2005

Network Digital
infrastructure solution Print
services services media Unallocated Consolidated
HK$°000 HK$°000 HK$°000 HK$°000 HK$°000
Allowances for bud und
doubtful debts 12 - - - 12
Additions fo property,
plant and eyuipment - - 543 1,143 1,686
Depreciation - - 138 785 923
Loss on disposal of property,
plant and eyuipment - - 1 273 274
Impuirment losses
recoyhised for goodwill - 112 11,370 - 11,482
Impuirment loss recoynised for
property, plunt
and equipment - - 233 = 233
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Income statement for the year ended 31st December, 2004

For the yeur ended 31st December, 2005

Network Digital
infrastructure solution Print
services services mediu Consolidated
HKS$’000 HK$’000 HKS$ 000 HKS$"000
(restuted)
TURNOVER 818 1,722 5,248 7,283
RESULTS
Segment results (2,571) (1.243) (22,530) (26,344)
Other operauting income 25
Unullocuted corporute expenses (14,194)
Finance costs (723)
Guih oh deemed purtidl
disposul of subsidiaries - - 11,968 11,968
Loss before tuxation (29,268)
Tuxution -
Loss ufter tuxution and before
minority interests (29,268)
Bulance sheet us ut 31st December, 2004
Network Diyitul
infrastructure solution Print
services services mediu  Conhsoliduted
HKS$’000 HKS$’000 HKS$ 000 HKS$’000
(restuted)
ASSETS
Segment ussets 832 1,675 13,422 15,929
Unullocuted corporute ussets 2,955
Consoliduted totul ussets 18,884
LIABILITIES
Segment liabilities 438 640 4,215 5,293
Undllocuted corporute liubilities 22,468
Consoliduted total liabilities 27,761
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7. BUSINESS AND GEOGRAPHICAL SEGMENTS (Continued)

Other information for the year ended 31st December, 2004

Network Digital
infrastructure solution Print
services services mediu Unallocuted Consoliduted
HK$"000 HK$’000 HK$*000 HK$’000 HK$’000
Allowunces for bad and
doubtful debts 319 - - 52 371
Additions fo property,
plant and equipment 57 - 95 696 848
Amortisation of deferred
expenditure for publication - - 387 - 387
Amortisation of goodwill - - 59 - &8
Depreciation 485 588 58 17 1,088
Loss on disposal of property,
plant and eqyuipment 762 280 - = 1,042
Impuairment losses recoygnised - - 9.538 = 9.538

Geographical segments

The Group’s operutions dre locuted in the People’s Republic of China ("PRC”) including Hony
Kony und Mucuau und its turnover is substuntidlly derived in the PRC including Hony Konhyg und
Macau und its ussets ure ulso substuntially located in the PRC including Honyg Kohy und Macdau.
Accordingly, ho unalysis by geoyraphicul segment is presented.

FINANCE COSTS

2005 2004

HK$°000 HK$"000

(restated)

Interest on bonds wholly repuyable within five yeurs 851 723
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9. LOSS BEFORE TAXATION

2005 2004
HK$°000 HK$"000

Loss before tfuxution has been arrived at after charging (crediting):

Allowdnces for bad and doubftful debts 12 371
Amortisation of deferred expenditure for publication (included

in other operating expenses) - 387
Amortisation of goodwill (included in other operuting expenses) - 58
Auditors’ remuneration 550 400
Loss on disposual of property, plant and equipment 274 1,042
Operating leuse rentuls in respect of land and buildings 2,064 1,798
Stuff costs, including directors” remuneration

Retirement benefits schemes contributions 380 365

Suluries und ullowunces 12,897 11,200

13,277 11.565

Interest income on bunk deposits (145) (14

10. GAIN ON PARTIAL DISPOSAL OF A SUBSIDIARY

During the yeuar, 20% issued shure cupital of Coustul Power, u wholly owhed subsidiary of the
Compuny wus disposed to Ali Khali Athb A-Sabah, an independent third party, for a consideration
of HK$19,500,000.
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11.

Vertex Communicutions & Technoloyy Group Limited

DIRECTORS’ EMOLUMENTS

The emoluments puid or puyuble to each of the 9 (2004: 8) directors were us follows:

Poon Poon Au Yeung Lee Tsui
Kwok Lim,  Shu Yon, Pui Shan, Peng Fei, lee  YiuWa,  Yeung Tam Mok Total
Steven  Joseph Karen Allen  Shu Fan Alec  Pak Sing Tak Wah  Hay Hoi 2005
HK$000  HK$'000  HK$'000  HKY'000  HK$000  HK$000  HK$'000  HK$'000  HK$'000  HK$000
Fees 100 100 58 38 78 200 200 120 58 952
Other emoluments
- Executive directors:
- suluries und other
benefifs 1,080 984 246 - - - - - 350 2,660
- refirement benefifs
schemes contributions 12 12 1 - - - - - 1 38
- share bused puyments - - - - - - - - 83 83
Totul emoluments 1,192 1,096 3N 38 18 200 200 120 498 3,133
Poon Poon Au Yeuny Lee Tsui
Kwok Lim, Shu Yun, PuiShun, Peny Fei, lee  YiuWu, Yeuny Tam Total
Steven  Joseph Karen Allen  Shu Fun Alec  Pak Sing  Tuk Wah 2004
HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000 HKS'000  HKS'000
Fees 100 100 100 150 142 200 200 18 1,010
Other emoluments
- Executive directors:
- suluries und other
benefits 1,080 984 492 - 160 - - - 2,716
- retirement benefits
schemes
contributions 12 12 12 - 2 - - - 38
Totul emoluments 1,192 1,096 604 150 304 200 200 18 3.764
N Mr. Mok Hay Hoi wus appointed us the director of the Company on 1st June, 2005.

No directors of the Compuny wdived uny emoluments in the years ended 31st December, 2004

and 2005.
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12. EMPLOYEES’ EMOLUMENTS

Of the five highest pudid individuuls with the highest emoluments in the Group, three (2004: three)
were directors of the Compuny, whose emoluments dre included in the ubove disclosures. The
emoluments of the remuining two (2004: two) individudls were set out us follows:

2005 2004
HK$°000 HKS$"000

Suluries und other benefits 1,200 1,080
Retirement benefits schemes conftributions 24 24
1,224 1,104

Their emoluments were within the followinyg bunds:

2005 2004
HK$°000 HK$’000

HKS$1,000,000 or less 2 2

During the year, no emoluments were puid by the Group to the directors und the five highest puid
individuuls us un inducement to joinh or upon joining the Group or us compensaution for loss of office.

13. TAXATION

No provision for Hohy Kony Profits Tux was made for both years as the Compuny and its subsididries
had ho estimated ussessuble profits.

Taxution cun be reconciled to the loss per the income statement us follows:

2005 2004
HK$°000 HK$’000
(restuted)
Loss before tfuxation (17,760) (29,268)
Tuxation ut income tux rate of 17.5% (3,108) (5.,122)
Tax effect of income that is hot tuxuble in determining
tuxuble profit (3,863) (2,097)
Tax effect of estimuted tax losses for which deferred
tux ussets huve not been recoynised 4,807 5,926
Tux effect of expenses thut ure not deductible in
determininy tuxuble profit 2,164 1,293

Taxation for the yeur - =

At the bualance sheet date, the Group had unused estimuted tux losses of dapproximately
HKS$103,269,000 (2004: HK$75,800,000) uvuiluble for offset aguinst future profits. No deferred tax
usset hus been recoyhised due to the unpredictability of future profit streams.
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14. DIVIDEND

No dividend wus puid or proposed for 2004 and 2005, nor has uny dividend been proposed since

the bulance sheet date.

15. LOSS PER SHARE

2005 2004
HK$°000 HKS$’000
(restuted)
Loss uttributuble to eyuity holders of the Compuny
for the purpose of busic und diluted loss per share (17,728) (28,860)
Weighted averuye number of ordinury shures for the
purpose of basic und diluted loss per share 516,863,109 495,064,029

The computation of diluted loss per share did hot ussume the exercise of the Company’s potential
ordinury shures gyranted under the Compuny’s share option scheme und warrants since their

exercises would result in g reduction in net loss per shure.

Impact of changes in accounting policies

Changes in the Group’s accounting policies during the year are described in details in hote 3. To
the extent that those changes have had an impact oh results reported for the year ended 31st
December, 2005 und 31st December, 2004, they huve had un impuct on the umounts reported for
loss per share. The followiny tuble summuaries that impuct on busic und diluted loss per shure:

2005 2004
Increuse in effective interest on liubility component
of the bonds issued with warrants 0.10 0.09
Expenses in relation to shure options yrunted to
directors und employees 0.04 =
0.14 0.09
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16. PROPERTY, PLANT AND EQUIPMENT
Furniture,
fixtures
Leasehold and office Motor
improvements equipment vehicles Total
HK$ 000 HK$’000 HK$"000 HK$ 000
COST
At 1st Junhuary, 2004 395 6,401 205 7,001
Additions - 848 - 848
Disposuls (263) (2.802) (205) (3,270)
At 31st December, 2004 132 4,447 - 4,579
Additions 863 623 200 1,686
Disposuls (186) (856) - (1,042)
At 31st December, 2005 809 4,214 200 5,223
DEPRECIATION
At 1st Junuary, 2004 53 2,503 47 2,603
Provided for the yeur 57 1,014 17 1,088
Eliminated on disposuls 89 1,172) (64) (1,325)
At 31st December, 2004 21 2,345 - 2,366
Impuirment loss recognised in
profit or loss - 233 - 233

Provided for the yeur 79 817 27 923
Eliminated on disposuls (44) (722) - (766)
At 31st December, 2005 56 2,673 27 2,756
NET BOOK VALUES
At 31st December, 2005 753 1,541 173 2,467
At 31st December, 2004 111 2,102 - 2,213
The dubove items of property, pluant and eqyuipment are depreciated on a straight-line busis at 20%
per unnum.,
During the yedar, the directors conducted u review of the Group’s furniture, fixtures and office
eyuipment und defermined that u number of those ussets were impuired. Accordingly, un
impairment loss of upproximately HK$233,000 hus been recognised in respect of the furniture,
fixtures und office eyuipment, which dre used in the group print media segment. The recoveruble
amounts of the relevant ussets have been determined on the busis of their value in use. The
discount rates in meusuring the amounts of value in use wus 7%.
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17. GOODWILL

THE GROUP
HK$ 000
COST
At 1st January, 2004 and 1st Junuary, 2005 3,585
Elimination of accumuluted amortisution upon the dpplication
of HKFRS 3 (see Note 3) (743)
Arising onh acquisition of addifional interest in a subsidiary 11,482
AT 31st December, 2005 14,324
AMORTISATION AND IMPAIRMENT
At 1st January, 2004 3,303
Churged for the yeur 58]
Impuirment loss recoynised 229
At 1st Junuary, 2005 3,585
Elimination of accumuluted umortisation upon the
upplication of HKFRS 3 (743)
Impuirment loss recoygnised for the year 11.482
AT 31st December, 2005 14,324

CARRYING VALUES
At 31st December, 2005 -

At 31st December, 2004 -

until 31st December, 2004, yoodwill hud been umortised over its estimuted useful life, ranging from
5 to 10 yeurs.

The Group tests annuully whether gyoodwill hus suffered any impuairment, in uccordunce with the
accounting policy stated in Note 4. The cuarrying amount of goodwill acquired through acquisitions
ure dllocuted to the CGUs represented by following segments for impairment testing:

THE GROUP

HK$’000

Digital solution services 112
Print mediu 11,370
11,482

The recoveruble amounts of the ubove CGUs huve been determined bused on d value-in-use
culculation which in turn is bused on financial projections of the Group. The discounted rute
upplied to the cush flow projections is 7%. Bused on the impdirment testing of goodwill, in the
opinion of the Directors, impuirment loss of upproximutely HK$11,482,000 is recoynised in the current
yedar.
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17. GOODWILL (Continued)
Key assumptions used in value-in-use culculations:
The key ussumptions oh which munuygement hus bused its cush flow projections of three yeurs to
uhdertake impuirment testing of goodwill are set out below:
(u) Budyeted turnover wus projected with reference to the expected eurninygs from educh
segment;
(b) Budgeted operating expenses with reference to the latest management accounts;
(©) Budyeted finunce costs were projected with reference to i) the expected future interest
rates und ii) the expected level of borrowings; und
(d)  For the business environment, there will be ho material chunyge in the existing politicul, legul,
regulutory, fiscul or economic conditions, buses or rates of tuxation or duties in Hony Kony,
or uny of the counfries in which the Group operates or in which the Group compunies dre
incorporuted or reyistered.
18. INTERESTS IN ASSOCIATES
2005 2004
HK$’000 HK$000
Cost of investment in associutes — unlisted 1,967 1,967
Shure of post-ucqyuisition losses (1,967) (1,967)
At 31st December, 2005, the Group had interests in the followinyg dssociutes:
Country/ Proportion of
place of nominal value of
registration/ registered issued
Form of incorporation Class of capital indirectly
Name of entity business structure  and operation share held held by the Group  Principal activity
Beijing CAV Vertex Digital Incorporated PRC Reyistered 51% Inactive
Technology Compuny Limited (hote i)
("Beijing CAV Vertex")
S b S A A A A
Eust Art International Limited Incorporated Honyg Kony Ordinary 31% Inactive
Sino Eust Oil Services Limited Incorporated British Virgin Ordinary 50% Inuctive
(*Sino East Qil") Islands (note ii)
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18.

19.

INTERESTS IN ASSOCIATES (Continued)

Notes:

0] The Group holds u 51% interest in Beijing CAV Vertex. However, under the ugreement enfered into between
the Group und the other shareholder, the other shareholder controls the composition of the bourd of directors
of Beijing CAV Vertex und therefore the Group does not control Beijing CAV Vertex. The directors consider
that the Group does exercise significunt influence over Beijing CAV Vertex und it is therefore clussified us un
ussociute of the Group.

(i) The directors consider thut the Group merely exercises significunt influence over Sino Eust Oil und it is therefore
clussified us un ussociute of the Group.

iii) The principul pluce of operution of the ussociutes is Hony Kony except Beijing CAV Vertex which is operuted
in other regions in the PRC.

(iv) The ussociutes of the Group were inactive during the year. The directors consider thut the ussets, liubilities
und umounts of unrecoynised share of losses of those ussociutes ure insignificant.

AVAILABLE-FOR-SALE INVESTMENTS/INVESTMENT IN SECURITIES

THE GROUP
2005 2004
HK$°000 HK$ 000
Non-current:

Unlisted equity securities - 6,000
Impairment loss recoghised - (4,600)
- 1,400

The umount represents the Group’s investments held in & & 2E A 1§ i 5 A R /A 7, o private company
registered in the PRC. The Group held u 16% equity interest in this compuny. This investment is
classified as avdilable-for-sule investments upon the dapplication of HKAS 39 (see note 3) und
continue to be carried at cost less impuirment.

During the year, the Group disposed of the unlisted equity securities with carrying amount of
HKS$1,400,000. A guin on disposul of HK$3,189,000 wus recoynised in the income stutement.
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20. CURRENT FINANCIAL ASSETS

The credit terms offered by the Group fo its customers is 60 fo 90 days. The aged anualysis of trade
receivubles is stated us follows:

THE GROUP
2005 2004
HK$°000 HKS$"000

0 fo 60 days 1,986 2,601
61 to 90 days 1,185 749
91 to 180 duys 2,999 186
Over 180 days 2 437
Trade receivubles 6,172 3,973

The baunk bulances and cush of the Group ure muinly denominated in Hohy Konhyg dollars.

The directors consider that the carrying amounts of trude receivables, other receivables and bunk
bulances and cush approximute their fair value.

21. CURRENT FINANCIAL LIABILITIES
The aged anualysis of trade payubles is stated as follows:
THE GROUP

2005 2004
HK$’000 HKS$"000

0 fo 30 days 1,315 1,292
31 to 60 days 333 342
61 to 90 days 757 49
91 to 180 days 904 =
Over 180 days 92 106

3,401 1,789

Other puydbles und accrued expenses principally comprise umounts outstanding for tfrade purposes
und onygoiny costs. The directors consider that the carrying umount of frude puyubles, other
puydbles und duccrued expehnses upproximute their fair value.
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22. AMOUNTS DUE TO RELATED COMPANIES

The umounts represent udvunces from Bright World Enterprise Limited und Forever Triumph Limited,
in which Mr. Poon Kwok Lim, Steven hus a beneficidl interest and Messrs. Poon Kwok Lim, Steven
and Poon Shu Yan, Joseph are dlso directors. The amounts dre uhsecured, hon-interest beadring
and have ho fixed repayment terms.

The directors consider thut the cdarrying umount of the umounts due to reluted compunies
upproximutes their fuir value.

In 2004, the amount represented udvance from Bright World Enterprise Limited. In the opinion of

the directors, the amount would not be required fo repuy in the next twelve months aund the
umount wus clussified us u hon-current liubility.

23. SHARE CAPITAL OF THE COMPANY

Number of shares Share capital
2005 2004 2005 2004
’000 ‘000 HK$’000 HKS$"000
Ordinury shares of HKS0.01 euch
Authorised:
At 1st Juhuary und 31st December 60,000,000 60,000,000 600,000 600,000
Issued und fully puid:
At 1st Junuary 495,420 492,196 4,954 4,922
Exercise of shure options 18,910 3.224 189 32
Exercise of warrants 16,010 - 160 -
At 31st December 530,340 495,420 5,303 4,954

Warrants
During the year, 16,010,000 wurrunts were exercised. At the bulunce sheet dute, the Compuny

had outstunding 25,000,000 wurrants, The exercise in full of such warrants would result in the issue
of 25,000,000 udditional ordinary shares of HKS0.01 euch.
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24. BONDS, SECURED

On 27th February, 2004, the Compuany issued bonds in an aggregate amount of US$2,000,000 (the
"Bonds”) to LIM Asia Arbitrage Fund Inc. ("LIM Fund”), together with wdarrants which entitled the
Bondholder to subscribe for the ordinary shares of the Company.

The Company has the right to repay euarly part or the entire amount und the accrued interest of
the bonds ut uny time prior to the maturity date. The Directors had ussessed the fuir value of the
eurly redemption right und considered the fair value is insighificant,

The bonds, which are transferable, bear a coupon of 2 per cent. per annum which will be paydble
bi-annudlly oh the last business day in June und December of edach year and will mature on 27th
February, 2009. The Compauny muy, at any time by yiving 30 duys prior hotfice to the bondholders,
redeem the bonds prior to the muturity dute. The bondholders huve no right to request for early
repdayment.

The bonds are secured by u charge of 10,000 ordinary shares in Vertex Mediu Ltd, 160,000 ordinary
shares in Vertex (Gulf) Enferprises Holdings Limited and 2 ordinary shares in Vertex TRC Publishing
Compuny Limited, being the Compuny’s entire interests in these compuanies, in favour of LIM Fund.

The warrants entitled the Bondholder to subscribe for 41,010,000 ordinary shares of HK$0.10 euch of
the Compuny ut a subscription price of HKS0.474 euch at uny time between 27th February, 2004 to
27th Februury, 2009, both dutes inclusive.

The net proceeds received from the issue of Bonds uttuching the warrants therefore contain u
liability element and an equity element which are required to be sepuarutely accounted for in
accordance with HKAS 32 retrospectively. An effective rate of 6.4% p.q. is used to determine the
fair value of the liability element at initial recoygnition.

2005 2004
HK$°000 HK$"000

Liability component at date of issue 13,188 12,729
Interest charged (Notfe 9) 851 723
Interest puid 312) (264)
Liubility component ut 31st December, 2005 13,727 13,188

Durinyg the year, 16,010,000 warrunts were exercised. At the balunce sheet date, the Company
had outstanding 25,000,000 warrants.

The fuir value of the bonds wus approximate to the cuarrying umount at the balunce sheet date.
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25. LEASE COMMITMENTS

At the bulance sheet dute, the Group hud the following future minimum payments under hon-
cuncelluble operuting leuses which fall due us follows:

THE GROUP
2005 2004
HK$°000 HK$ 000

Within one year 1,596 1,085
In the second to fifth yeur inclusive 1,991 330
3,587 1,415

Operuting leuse puyments represent rentuls puyuble by the Group for its office premises. Leuses
ure muinly heyotiuted for un uverage term of three yeurs and rentals are fixed for un uverage of

three yedars.

26. SHARE-BASED PAYMENT TRANSACTIONS

(a) Post initial public offering share option scheme

The post inifial public offering share option scheme (“Post-IPO Option Scheme”) waus
conditionally approved by a written resolution of the sole shareholder dated 22nd July, 2002
(the “Effective Dute”). The mujor terms of the Post-IPO Option Scheme dre summarised ds
follows:

0]

i)

iii)

@iv)

()

The Post-IPO Option Scheme enubles the Compuny fo grant share options to selected
persons ds incentives or rewards for their contribution to the Group.

The participants of the Post-IPO Optfion Scheme include uny employee, director, advisor
and consultant, supplier, customer and shareholder of any member of the Group us
well us uny provider of financial ussistance to uny member of the Group.

HKS$1 is puyuble by the grantee to the Compuny on ucceptunce of the share option
offer. The share option offer will be offered for ucceptunce for u period of 14 duys
from the date on which the offer is granted.

Share optiohs may be granted on such tferms and conditions in relation to their vesting,
exercise or otherwise us the board of directors of the Company may deftermine,
provided such terms and conditions shall hot be inconsistent with any other terms aund
conditions of the Post-IPO Option Scheme. The gruntees ure hot required to hold any
share options or any shares dllotted pursuant to uny share options for any minimum
period.

The subscriptfion price for shares under the Post-IPO Option Scheme will be determined
by the board of directors of the Company und nofified to each grantee and will be
ut leust the highest of (u) the closing price of the shures as stated ih The Stock
Exchanhyge of Honyg Kohy Limited (the “Stock Exchange’s”) duily quotutions sheet on
the date of grunt of the share opfion, which must be a business duy, (b) the average
closing price of the shares s stated in the Stock Exchanhge’s daily quotdtions sheets
for the five business duys immediutely precediny the date of grant und (c) the nominal
vualue of u share.
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26. SHARE-BASED PAYMENT TRANSACTIONS (Continued)

()

Anhnhuul

Post initial public offering share option scheme (Continued)

(vi)  The limit on the humber of shares which mauy be issued upon exercise of ull outstunding
share options granted aund yet to be exercised under the Post-IPO Option Scheme
and other share option schemes must hot exceed 30% of the shares in issue from fime
to fime.

(vii)  The totdul number of shares which may be issued upon exercise of dll share options to
be granted under the Post-IPO Option Scheme and any other share option schemes
must not in agyregute exceed 10% of the shares in issue as at 17th October, 2002,
amounting fo 49,219,623 shares (the “Scheme Mandute Limited”). The Compuny may
renew the Scheme Munduate Limit at any time subject to prior shareholders’ approval.
However, the Scheme Mandute Limit as renewed must hot exceed 10% of the shares
in issue us ut the dute of the uforesuid shureholders” upproval.

(viii)  The totul humber of shares issued und to be issued upon exercise of the shure options
granted under the Post-IPO Option Scheme to each grantee (including both exercised
and outstanding options) in any 12-month period must hot exceed 1% of the shares in
issue from time to time. Any further grunt of share options to such grantee which
would result in the shares issued und to be issued upon exercise of dll shure options
grunted und to be grunted to such yruntee (including exercised, cuncelled and
outstanding options) in the 12-month period up to und ihcludiny the date of such
further grant representing in aggregate over 1% of the shares in issue, must be subject
to shureholders” upprovul with such grantee und his ussociutes ubstuining from voting.

(ix) A share optionh may be exercised in accordaunce with the terms of the Post-IPO Option
Scheme at any time during the period notified by the board of directors of the
Compuny to each grantee provided that the period within which the share option
must be exercised shall not be more than 10 years from the date of grant of the share
option.

x) The Post-IPO Option Scheme will remain valid for u period of 10 years commencing on
the Effective Dutfe. In addition, the Company may, by ordinary resolution in general
meeting or the bourd of directors of the Compuany may at any time terminate the
operation of the Post-IPO Option Scheme. Share options which are granted during the
life of the Post-IPO Option Scheme may confinue to be exercisuble in uccordunce
with their terms of issue.
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26. SHARE-BASED PAYMENT TRANSACTIONS (Continued)

(b) Pre-initial public offering share option scheme

As ut 31st December, 2005, the purpose of the pre-initial public offering share option scheme
(“Pre-IPO Option Scheme”) is to recoygnise the contribution of certain directors, employees,
adyvisors und consultants of the Compuany to the growth of the Compuny and/or to the
listing of the Compuny’s shures oh the GEM. The principul terms of the Pre-IPO Option
Scheme, which conditiondlly approved by a written resolution of the sole shareholder dated
22nd July, 2002, ure substuntiadlly the sume us the terms of the Post-IPO Option Scheme
except thut:

0] the subscription price per share ranged from HKS0.12 to HKS$0.45, depending on the
employment period of the grantee and/or the grantee’s contribution to the Group;

(i) the totdl humber of shares subject to the Pre-IPO Option Scheme is 1,350,000 (2004:
19.637,000) eqyuivalent to approximately 0.25% (2004: 3.96%) of the issued share capital
of the Compuny us of the bulunce sheet dute;

(i)  save for the shure options which were granted on 24th July, 2002, ho further share
options would be offered or granted under the Pre-IPO Option Scheme, us the right to
do so ended on 9th October, 2002;

(iv)  no shure option gyranted under the Pre-IPO Share Optfion Scheme cuh be exercised
before 17th October, 2003; und

(v)  the Pre-IPO Option Scheme contuins no provisions on (a) the granting of share options
fo conhected persons (us defined in the Rules Goverhing the Listing of Securities on
the Growth Enterprise Market of the Stock Exchange); (b) the restrictions of the totadl
number of shares which may be issued upon exercise of dll the share options to be
grunted; und (c) the muximum enfitlement of u grantee under the Pre-IPO Option
Scheme.

As at 31st December, 2005, the share options to subscribe for un aggregate of 1,350,000 (2004:
19,637.,000) shares of the Compuny ut a subscription price ranging from HKS$0.12 to HKS0.45 were
grunted by the Compuny to the directors, advisors und consultants and employees under the Pre-
IPO Option Scheme euch for HKS1 and in return for each of the grantee’s surrender of their share
options previously granted by SART under a shure option scheme for subscription of shares in SART.
A portion of euch grantee’s right to exercise the shure option that hus been grunted under the
Pre-IPO Option Scheme wus deemed to have vested on 17th Junhe, 2002 and the rest of the right
shall confinue to vest over a period of hot more than 4 years from 17th Juhe, 2002 on a monthly
basis euch time for 1/48th of the total number of shares comprised in the share option and, subject
to that no share option grunted under the Pre-IPO Option Scheme cun be exercised before 17th
October, 2003, any vested right shall remuain exercisable onh or before 23rd July, 2012.

The share options to subscribe for un aggreygyute of 6,000,000 (2004: 2,000,000) shares of the Company
were granted by the Company under the Post-IPO Option Scheme during the year. The share
options granted shall vest over a period of 4 yedrs on a monthly basis each fime for 1/48th of the
totul number of shares comprised in the shure option und, subject to that no share option yranted
under the Post-IPO Optfion Scheme cun be exercised before 12 months affer the vesting
commencement dute, uny vested right shall remuin exercisuble on or before 10th October, 2014.
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26. SHARE-BASED PAYMENT TRANSACTIONS (Continued)
The following tables disclose detuils of the Compuany’s share options held by directors, employees
us well us udvisors und consultunts und movements in such holdings:
Number of share options
Outstanding Granted Exercised Lapsed Outstanding
at during during during at
Option type 1.1.2005 the year the year the year 31.12.2005
(Note ii) (Note iii) (Note i)
Pre-IPO option scheme 19,637,000 - (18,285,000) (2,000) 1,350,000
Post-IPO option scheme 2,000,000 6,000,000 (625,000) = 7,375,000
21,637,000 6,000,000 (18,910,000) (2,000) 8,725,000
Exercisuble ut the end
of the year 2,266,667
Weighted averuge
exercise price 0.15 0.29 0.29 0.21 0.29
Notes:
0) These options were lupsed us the employees were resighed from the Group.
(i) The closinyg prices of the Compuny’s shures immediately before 16th August, 2005 und 6th September, 2005,
the dutes of yrunt of the shure options were HK$0.56 und HKS$0.54 respectively.
iii) The closing price of the Compuny’s shares immediutely before the dutes on which the shure options were
exercised were HKS$0.58, HK$0.49, HK$0.7, HKS$0.69, HK$0.56 und HK$0.46 respectively.
The followinyg tuble discloses movements of the Compuny’s shure options held by the Directors
employees us well us udvisors und consultants in prior yeur:
Number of share options
Outstanding Granted Exercised Lapsed Outstanding
at during during during at
Option type 1.1.2004 the year the year the year 31.12.2004
Pre-IPO option scheme 25,630,000 - (3,224,000) (2,769,000) 19,637,000
Post-IPO option scheme - 2,000,000 = = 2,000,000
25,630,000 2,000,000 (3.224,000) (2,769,000) 21,637,000
Exercisuble ut the end
of the yeur 19,637,000
Weighted averuye exercise
price 0.15 0.15 0.12 0.21 0.15
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26.

SHARE-BASED PAYMENT TRANSACTIONS (Continued)

As mentioned in hote 3, the Group hus, for the first fime, applied HKFRS 2 “Share-based Payments”
tfo account for its share options in the current year. In accordunce with HKFRS 2, fair value of share
options yrunted to employees determined ut the dute of gyrunt is expensed over the vesting
period, with a corresponding adjustment to the Group’s share option reserve. In the current yeuar,
the Group recoygnised the share option expenses of HK$200,000 in relation to share options granted
by the Compuny (HK$83,000 related to u Director, see hote 11), with a corresponding adjustment
recoghised in the Group’s share opfion reserve.

The Compuny has used the Black-Scholes option pricing model (the “Model”) to value the share
options ygranted during the yeur. The Model is one of the commonly used models to estimute the
fair value of an option. The value of an option varies with different variables of certuin subjective
ussumptions. Any chanyge in the variubles so udopted muy muteriully uffect the estimation of the
fair value of un option.

These fair values were culculuted using The Black-Scholes pricing model. The inputs info the model
were us follows:

16.8.2005 6.9.2005

Share price on dute of grant HK$0.56 HK$0.54
Exercise price HK$0.59  HKS$0.542
Expected volutility (Note u) 23% 23.4%
Expected life of option (Notfe b) 10 years 10 yeurs
Risk-free rate (Note c) 4.0% 4.0%

The estimated fair value of the options granted on 16th August, 2005 und 6th September, 2005 ure
HK$257,000 und HK$1,170,000 respectively.

Notes:

() Expected volatility: being the approximate historical volatility of closing prices of the share of the Compuany
in the pust one yeur immediutely before the dute of grunt.

b) Expected life of option: being the period of 10 yeurs commencing on the date of grant,

©) Risk free rate: beiny the upproximute yields of 10-yeur Hony Kony Exchunye Fund Notes truded on the dute
of grunt, mutching the expected life of euch option.
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27. RETIREMENT BENEFITS SCHEMES

Before 30th November, 2000, the Group did hot contribute to uny retirement benefits scheme for
either its employees or its directors in Hong Kony. With effect from 1st December, 2000, the Group
had joined the Mandatory Provident Fund Scheme under the rules and regulations of the Mandatory
Provident Fund Schemes Authority. The Group’s employees in Hohyg Konhyg dre required to joih the
scheme. The Group hus followed the minimum statutory contribution requirement of 5% of eligible
employees’ relevunt uyyreyute income.

The Group’s subsidiary in the PRC, in compliance with the gpplicable regulations of the PRC,
participuted in socidl insurance schemes (including retirement benefits scheme, medicul insurance
scheme and unemployment benefit scheme) operated by the relevant local government authorities.
The Group is required fo muke conftribution fo the socidl insurance schemes on behualf of employees
who are reygistered permanent residents in the PRC. The insurance premium is borne by the Company
and the employees on u specified proportion of the employees’ suldaries laid down under the
relevant PRC law.

The employer’s contributions to the retirement benefits scheme churged to the income stutement

and umounted to approximately HK$380,000 (2004: HK$365,000) for the yeur ended 31 December
2005.

28. CAPITAL COMMITMENTS

2005 2004
HK$°000 HK$’000

Commitment to subscribe for shares - 980
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29. POST BALANCE SHEET EVENTS

@

(i)

During the year, the Compuany entered into the shareholders’ agreement with China Power
Internationul Holding Limited ("CPI”) to form u joint venture compuny (the “JV Compuny”),
in which CPIl and the Company will hold 70% and 30% interest respectively. The JV Company
will be hamed us China Hong Kong Power Development Company Limited and enguged in
the electric power generution und electricity supply business in Hong Kony including the
power generation und fransmission, supply of electricity to Hong Kony consumers, sourcing
of electric power from PRC und building of electric genherating facilities in PRC for electricity
supply in Honyg Kony.

On 4th Januuary, 2006, China Southern Power Grid Co., Ltd. ("CSG”), an independent party
concluded a framework shareholders’ agreement to puarticipate in the JV compuny. CPI,
CSG und the Compuny hus taken up 50%, 35% and 15% of the equity inferest in JV Company.

Further to the framework shareholders’ agreement, CPI, CSG and the Compuny entered into
u further shareholders” agreement on 8th February, 2006 (the “Shareholders’ Agreement”).

Under the Shureholders’ Agreement, the authorised share capital of the JV Compuny is
HK$1,000,000,000 und the issued share cupital of the JV Compuny will initially be
HK$20,000,000, beinyg 20,000,000 ordinury shares of HKS1 euch, which was commercially
agreed between CPI, CSG und the Compuny. CPI, CSG und the Compuany will take up
10,000,000 shares, 7,000,000 shares und 3,000,000 shares respectively, representing 50%, 35%
and 15% of the equity interest in JV Compuny, respectively. The investment amount of the
JV Compuny will be puid to the JV Compuny by euch shareholder by cash within two
months from the dute of the Shareholders’” Agreement.

A subscription ugreement wus entered into by u subsidiary of the Compuny, Coustul Power,
Ali Khali Athbi Al-Sabah and LIM Fund on 24th March, 2006. LIM Funhd will subscribe for the US
dollar denominated Convertible Bonds (the “Bonds”) to be issued at par by Coustul Power
at the agygreguate principal amount of US$4,000,000 due March 2011, Pursuant to the
Subscription Agreement, the Bonds will beur u coupon interest of 6% per annum with u
maturity value of 133.8% at principul amount. Assuming full conversion of the Bonds utf the
initial Conversion Price of US$36, the Bonds will be convertible into 10% issued shares of
Coustal Power.
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30. SUBSIDIARIES

Particulars of the subsidiaries of the Compuny dare us follows:

Name

Place/country
of incorporation
or registration

Network Engineeriny Hony Kony
Limited

VCTG Advertising Hony Konhy
Services Limited

VCTG Technoloyy Limited Hony Kony

Optimum Cyber Limited British Virgin

[slands

Shanghui Vertex PRC
Communicutions &
Technology Group Limited
LAl — 1 BT R

Vertex Mediu Ltd. British Virgin

[slands

VCTG Amonic Solutions Mucau
(Macau) Limited

Vertex Digitial Mediu British Virgin
Limited [slands

SinoWorld Mediu Hony Konhy
Compuany Limited

SinoWorld CNW Honhy Kony
Publishing Limited

Vertex TRC Publishinyg Hony Konhy
Compuany Limited

China Sports Hong Konyg
Enterprises
Limited
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Issued and
fully paid/
registered
share capital

Ordinary
HK$1,000,000

Ordinary
HK$2

Ordinary
HK$2

Ordinary
US$157,844

Reyistered
US$140,000

Ordinary
US$19,860

Ordinary
MOP$50,000
Ordinary
Us$1

Ordinary
HK$5,165,000

Ordinary
HK$2,050,000

Ordinary
HK$2

Ordinary
HK$2

For the yeur ended 31st December, 2005

Attributable
equity
interest held
by the Company
Directly Indirectly

100% -
100% -
100% -
100% -
- 100%
100% -
- 100%
- 100%
- 80%
- 72%
- 100%
- 100%

Principal activities

Provision of hetwork
infrastructure
services

Inactive

Provision of
digital solution
services

Investment holdiny

Softwure und

hardware
development

Investment holdiny

Provision of
digital solution
services

Investment holdiny

Investment holdiny

Publicution of

muguzine

Publicution of
mugyuzine

Publicution of
muguzine
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NOTES TO THE FINANCIAL STATEMENTS

For the yeur ended 31st December, 2005

30. SUBSIDIARIES (Continued)

Name

Vertex (Gulf) Enterprises
Holdinys Limited

Coustal Power Company
Limited

China Honyg Konhy Power
Development Company
Limited

Star Mediu Investments
Limited

Place/country
of incorporation
or registration

British Virgin
[slunds

Hony Konhy

Hony Konhy

British Virgin
[slunds

Issued and
fully paid/
registered
share capital

Ordinary
US$160,000

Ordinary
HK$1,000,000

Ordinary
HK$2

Ordinary
US$1

Attributable
equity
interest held

by the Company
Directly
100% -

80% =

100% =

100% =

Indirectly

Principal activities

Investment holdiny

Investment holdiny

Inactive

Investment holdiny

Note: The principul pluce of operution of ull the compunies is in Hony Kony except Shunghui Vertex Communicutions
& Technology Group Limited und VCTG Amonic Solutions (Mucau) Limited which dare operuted in other

regions in the PRC und Mucuu respectively.

None of the subsidiuries hud issued uny list securities ut the end of the yeur.
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FINANCIAL SUMMARY

RESULTS
2005 2004 2003 2002 2001
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(restuted)

(Note 2)
Turnover 12,036 7,283 6,586 13.366 12,380
(Loss) profit before taxation (17,760) (29,268) (36,010) (22,863) 465
Taxution credit (churyge) - - - 81 (52)
Net (loss) profit for the yeur (17,760) (29,268) (36,010) (22,782) 413
Afttributuble to:

Eqguity holders of the parent (17,728) (28,860) (35,552) (22,007) 440
Minority interests 32) (408) (458) (775) 27
(17,760) (29,268) (36,010) (22,782) 413
ASSETS AND LIABILITIES
2005 2004 2003 2002
HK$°000 HKS$"000 HKS’000 HKS$’000
(restuted) (Note 1) (Note 1)
(Note 1, 2)

Total ussets 20,742 18,884 22,405 55,841
Totadl liubilities (37,034) (27,761) (5,274) (2,782)

(16,292) (8,877) 17,131 53,059
Equity aftributuble to equity holders
of the parent (16,460) (8,877) 16,723 52,275
Minority interests 168 - 408 784

(16,292) (8,877) 17,131 53,059

Notes:

1. The Compuny wus incorporated in Cuymuan Islunds on 16th November, 2001 und becume the holding compuny of
the Group with effect from 18th December, 2001 us d result of the group reorygunisution, detuils of which are set out
in the Compuny’s prospectus dated 9th October, 2002. Accordingly, the bulunce sheets of the Group thut have
been prepured are those set out ubove.

2. In the current yeur, the Group hus udopted the new HKFRSs which resulted in chunges in uccounting policies for the
current und prior uccounting yeuars. The finuncial summary for prior yeur hus been udjusted o tuke up the retrospective
effect of HKAS 32 us mentfioned in note 3.
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NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN THAT the annuadl genheral meeting (the “Meeting”) of Vertex Communications
& Technholoygy Group Limited (the *Compuny”) will be held at Plaza 1V, Lower Lobby, Novotel Century
Hong Konhy, 238 Juffe Roud, Wanchuai, Hong Kong on Tuesduy, 30 May, 2006 at 3:30 p.m. for the following
purposes:—

1. tfo receive und consider the audited financial statements of the Company for the yeur ended 31
December, 2005 togyether with the reports of the board of directors of the Compuny (the “Board”)
and the auditors of the Compuny;

2. to re-elect directors of the Compuny (the “Directors”) und uuthorise the Board to fix the Director’s
remuneration;

3. to re-uppoint the auditors of the Compuny und uuthorise the Bourd to fix their remuneration;

4. to consider us speciul business und, if thought fit, puss, with or without modificution, the followiny
resolution as un ordinary resolution:

"THAT:

(a)subject to paragraph (c) of this resolufion, and pursuunt to the Rules Governing the Listing of
Securities on the Growth Enterprise Murket ("GEM”) of The Stock Exchange of Honyg Kony Limited
(“Stock Exchunge”), the exercise by the Directors of the Company during the Relevant Period
(us hereinufter defined) of dll the powers of the Compuany to dllot, issue and deul with additiondl
shures in the shure cupitul of the Compuny und to muke or gyrunt offers, ugreements und
options (including but not limited to warrunts, bonds und debentures convertibles into shures of
the Compuny) which might require the exercise of such power be and is hereby generdlly and
uhconditiondlly upproved;

(b)the upprovdl in paragraph () of this resolution shall authorise the Directors during the Relevunt
Period to muke or grunt offers, ugreements und options (including but not limited to wurrunts,
bonds and debentures convertibles info shares of the Company) which might require the exercise
of such powers ufter the end of the Relevunt Period;

(c) the aggreygyate nominal value of share capital ullotted or uyreed conditiondlly or unconditionully
to be dllotted or issued (whether pursuunt to options or otherwise) by the Directors pursuunt to
the approvdl in paragraph (u) of this resolution, otherwise than pursuunt to (i) u Rights Issue (us
hereinufter defined); or (ii) the grant or exercise of any option under the share option scheme
of the Compuny or any other option scheme or similar arrahgement for the time beiny udopted
for the grunt or issue to uny officers und/or other purticipunts of such scheme or urrungement
of shares or rights to ucquire shares of the Compuny; or (iii) any scrip dividend scheme or similar
arrungement providing for the dllotment and issue of shares in lieu of the whole or part of u
dividend on shares of the Compuny in accordunce with the articles of ussociution of the
Compuny in force from fime to fime; or (iv) un issue of shares in the Compuany upon the
exercise of subscription or conversion rights aftaching to any warrants which may be issued by
the Compuny from time to fime or uny existing securities of the Compuny which carry rights to
subscribe for or ure convertible intfo shares of the Company, shall hot exceed 20% of the
uyyreygate hominal value of the share cupital of the Compuany in issue ut the date of pussing of
this resolution, and the authority pursuant tfo paragraph (a) of this resolution shall be limited
accordingly; und

(d)for the purpose of this resolution,

"Relevunt Period” meuns the period from the date of the pussing of this resolution until whichever
is the eurliest of:

(i) the conclusion of the hext aunnual general meeting of the Company:;
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NOTICE OF ANNUAL GENERAL MEETING

(ii) the expiration of the period within which the next annuual general meeting of the Company
is required by the articles of association of the Compuny, or uny applicuble law of the
Cuymun Islunds to be held; und

(i) the passing of un ordinary resolution by the shareholders of the Compuny in generdl meeting
revoking, varying or renewiny the uuthority given to the Directors by this resolution; and

"Rights Issue” means un offer of shares in the Compuny, or offer or issue of warrants, options or
other securities yivinyg the right to subscribe for shures, open for u period fixed by the Directors
to holders of shares whose names uppeur on the register of shureholders of the Compauny on u
fixed record dute in proportion to their then holdinygs of such shures (subject to such exclusion
or other urrahyements us the Directors muy deem hecessdry or expedient in relation to fractional
entitlements, or having regurd to uny restrictions or obligutions under the laws of, or the
reyuirements of, or the expense or delay which may be involved inh determining the existence
or extent of uny restrictions or obligutions under the laws of, or the requirements of, uny jurisdiction
upplicauble to the Compuny, or uny recoyhised regulatory body or uny stock exchunye
upplicuble to the Compuany).”

5. to consider us speciul business und, if thought fit, puss, with or without modification, the following
resolution us un ordinury resolution:

"THAT:

(W) subject to paragraph (b) of this resolution, the exercise by the Directors during the Relevant
Period (us hereinafter defined) of dll powers of the Company to repurchase its shares on the
GEM or uny other stock exchunyge on which the shares of the Compuny muy be listed und
recoyhised by The Securities und Futures Commission of Hong Konyg (*SFC”) and the Stock
Exchange for such purpose, und otherwise in accordunce with the rules and reguldtions of the
SFC, the Stock Exchunyge or of uny other stock exchanye us umended from time to time and dll
applicable laws in this regurd, be and is hereby generdlly und unconditionally approved;

(b)the ugygreyute nominul value of shares of the Compuny authorised to be repurchused by the
Compuny pursuunt to the approval in paragraph (a) of this resolution during the Relevant
Period shull hot exceed 10% of the aggregute of the tfotal nominal vulue of the issued share
cupital of the Compuny ut the date of the pussing of this resolution, and the authority pursuant
to puraygraph () of this resolution shall be limited uccordingly; and

(o) for the purpose of this resolution, “Relevunt Period” meuns the period from the dute of the
pussing of this resolution until whichever is the eurliest of:

(i) the conclusion of the next unnuul generul meeting of the Compuny:;

(ii) the expiration of the period within which the next annuual genheral meeting of the Company
is required by the Articles of Associution of the Company, or uny dupplicuble law of the
Cuymun Islunds to be held; und

(i) the passing of un ordinary resolution by the shareholders of the Compuny in generdl meeting
revokinyg, vdrying or renewiny the uuthority given to the Directors by this resolution.”
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6. to consider us speciul business und, if thought fit, puss, with or without modification, the following
resolution us un ordinury resolution:

“THAT conditional upon resolutions hos. 4 and 5 beinyg pussed, the unconditional general mundate
ygranted to the Directors und for the time being in force to exercise the powers of the Compuny to
dllot, issue und deul with any additionul shares in the share capitul of the Compuny und to muke
or grunt offers, agreements and options (including but not limited to warrants, bonds and debentures
convertibles into shares of the Company) which might require the exercise of such power pursuant
to resolution no. 4 ubove be und is hereby extended by the uddifion thereto of un umount
representing the uggreyute hominul value of the share cupitul of the Compuny repurchused by
the Compuny under the uuthority grunted pursuaunt to resolution no. 5 aubove, provided thut such
extended umount shuall hot exceed 10% of the uygyreygyute nominal value of the issued share
capital of the Compuny ut the dute of the pussing of the said resolutfion.”

By Order of the Bourd
Vertex Communications & Technology Group Limited
MAK Tak Ping
Compuny Secretary
Hong Kony, 31 March, 2006

Principal place of business in Hong Kohy:
Units 3103-5, 31st Floor

West Tower, Shun Tuk Centre

168-200 Connuuyht Roud Central

Hony Konhy

Reyistered office:
Century Yard
Cricket Squure
Hutchins Drive

P. O. Box 2681GT
Georye Town
Grund Cuyman
British West Indies

Noftes:

1. Every shareholder of the Compuny entitled to uttend und vote ut the Meeting is entitled to uppoint one or more
proxies to uttend und, on u poll, vote in his stfeud. A proxy heed not be u shareholder of the Compuny.

2. A form of proxy in respect of the unhuul generul meetiny is enclosed herewith. Whether or not you intend to
attend the unhuul generul meeting in person, you dure reyuested to complete und return the form of proxy in
accordunce with the instructions printed thereon.

3. In order to be vdlid, the form of proxy und the power of attorney or other uuthority (if uny) under which it is sighed
or u noturidlly certified copy thereof, must be deposited with the principul place of business of the Compuny in
Honyg Konyg at Units 3103-5, 31st Floor, West Tower, Shun Tuk Centre, 168-200 Connhuught Roud Centrul, Hong Kony
not less than 48 hours before the time uppointed for holding the Meeting or, us the cuse muy be, uny adjournment
thereof.

4. Delivery of un instrument uppointing u proxy shall hot preclude u shareholder from uttending und voting in person
at the meetiny if the shareholder of the Compuny so desires und in such event, the instrument appointing u proxy
shall be deemed to be revoked.

5. Where there ure joint reyistered holders of uny shares of the Compuny ("Shures”), any one of such holders muy
vote ut the unnuul generul meeting, either personally or by proxy, in respect of such Shares us if he were solely
entitled thereto, but if more than one of such joint holders be present ut the unnuul generdl meeting personally or
by proxy, that one of the suid persons so present whose hame stands first on the reyister of members of the
Compuny in respect of such Shures shall ulone be entitled to vote ih respect thereof. Severdl executors or
administrators of u deceused member in whose hame any Share stands shall for this purpose be deemed joint
holders thereof.
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