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Characteristics of GEM of the Stock Exchange
SENSTHAAMALE (B3] ) BRERE

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 traded on the Main Board
and no assurance is given that there will be a
liquid market in the securities traded on GEM.

The principal means of information
dissemination on GEM is publication on the
internet website operated by the Stock
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.

About DIGITALHONGKONG.COM HiB&B M (stock code i E#m5%: 8007)
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Financial Highlights

Results for the 30 Jun 02 31 Mar 02 31 Dec 01 30 Sep 01
Quarter ended HK$’000 HK$'000 HK$'000 HK$'000
Turnover 3,441 3,258 3,254 3,440
Operating costs (3,413) (3,245) (3,239) (3,338)
Net profit for the period 41 30 43 160
Results for the year 2002 2001 2000 1999
Ended 30 June HK$’000 HK$'000 HK$'000 HK$’000
Turnover 13,393 10,829 3,213 -
Operating costs (13,235) (15,109) (12,745) (2,609)
Net profit (loss) for the year 274 (3,350) (9,262) (2,609)
Assets and Liabilities 2002 2001 2000 1999
As at 30 June HK$’000 HK$'000 HK$'000 HK$'000
Total assets 16,554 16,368 20,412 115

Total liabilities (612) (700) (1,394) (2,836)
Balance (deficiency) of
shareholders’ funds 15,942 15,668 19,018 (2,721)
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Chairman’s Statement

To our shareholders,

The trauma and nerve wrecking experience for the technology sector continued in 2001. If anything, the period
from 1995 to 2001 was marked by the most spectacular of booms and busts. Hundreds of billions in venture
capital was invested and lost, most of it by people chasing the idea that the Internet could make miracles.

As a participant in the Internet industry, we are not immune to the meltdown which has driven many Net-based
businesses to closure, and worst hit have been the startups. Some of our business and strategic partners, even
though they have wonderful technologies and products, and some of whom were even achieving their milestones
towards commercialization, were forced to close down as the capital markets dry up. This is saddening, and has
naturally affected the progress of our projects.

Conserving Cash to

Ride out the Tide

| did not have a crystal ball,
but my thirty years in
computing and
telecommunications have
taught me some valuable
lessons.The enormous hype
and wild-wild-west
expectations followed by a
merciless ride down now look
all too familiar, except that
the current hangover
surrounding e-commerce
and the Internet is more
severe. As industries and
technologies converge, a
broad spectrum of industries
that were supposed to
benefit from the Internet’s
exponential growth turned
moribund.
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Over the years, experience
has also taught me that
consolidation is a way of life,
and the current
phenomenon is not unusual.
In light of the harsh market
conditions, our management
team has responded by
scaling back capital
expenditure, leveraging the
resources of business and
technology partners to
continue innovation and
product development, and
significantly altering our
business model to
accommodate maximum
flexibility.

We fared pretty well in our
business performance, as for
six consecutive quarters, we
were able to report a profit,
albeit a small one.
Management must maintain
sufficient liquidity and a
strong financial position to
meet its obligations at all
times, so that our customers
know that we will always be
around to deliver our
services.






Chairman’s Statement (Continued)

Undaunted and
Moving Forward

While we are cautious about
our spending, we have not
frozen our digital initiatives.
I am a strong believer that
no matter what happens
with the market, becoming
a digital business will still be
fundamental to the success
of all companies.That
success won't come from
technology alone. It will
come from using
technology to craft better
business designs.
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Some encouraging signs are
already in sight. As the
Internet is becoming
mainstream, corporates are
moving to revamp their
websites to support
transactions, rather than just
as a tool for information and
marketing. We are seeing
quite a steady flow of
business in this direction.
Meanwhile, we are moving
to niche markets such as
developing vending kiosks
which integrate with

electronic payment, multi-
media panel display, and
wireless Internet.We are
planning to add new
functionalities to enrich
users’ experience, and we
are in discussion with
prospective customers to
license our technology
which embraces end-to-end
solution and management
software.
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Chairman’s Statement (Continued)

No Sure Things

The Internet business
phenomenon is a volatile
one where uncertainty
looms large.In an age
where new technologies
advance by the minute, IT
companies wage wars
against one another to
provide customers with the
latest and most enhanced
services and applications.
More than ever, these
companies are emerging as
casualties instead of
winners in such battles...and
futile investments,
deteriorating profits, and
poor returns on investment
are often the results.
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Digital HK is still in the early
stages of learning how to
bring new value to our
customers through Internet
commerce and
merchandising. Amidst this
market of change and
uncertainty, we continue
our endeavours in search of
a revised business model
which promises sustained
profitability. We are actively
exploring new markets,
partnerships, and
opportunities to expand our
revenue base and product
offerings. In the meantime,
Digital HK will maintain
maximum strategic flexibility
to deal with an ever evolving
and competitive economy.

| would like to thank the
staff of the Group for their
consistent dedication, hard
work and loyalty through
what has been a difficult
year for the industry. | would
also like to thank my board
of directors, particularly the
independent directors, for
displaying similar fortitude
and continuing to provide
extremely valuable advice
and guidance.

Paul KAN Man Lok
Chairman
19 September 2002



Management Discussion and Analysis

Operations Review

The technology sector remained
depressed in the year under review.
Amidst the Internet meltdown that hit
the global markets, Digital HK has proved
its agility and nimbleness in adjusting
and adapting to a rapidly changing
competitive market.

As mentioned in our last annual report,
the exuberance and ambitions
surrounding the Internet have proved to
be wrongly placed.Indeed, more and
more people, young and old, as well as
businesses, are using the Internet, yet
online advertising, commerce or
purchases has failed to pick up to the
same extent. This prompted us to take a
critical look at our business model, and
immediate decision was made to scale
down the development of our e-
payment platform, as well as exercising
strict control over operating and
marketing expenditure.

While we continued to provide e-
payment solutions and services through
our payment platform, and technical
consultation on e-commerce integration,
we have broadened our business scope
to embrace other prospective revenue-
generating activities by leveraging our
technological strengths.

Digital HK's expanded business scope
encompassed the areas of network and
e-business security products and
services; smart card and related
opportunities; systems development in
innovative merchandising and
advertising kiosks; and the provision of
IT consultancy services.

Operational Highlights:

« The Group continued its efforts in
obtaining business for technical
and consultation services in
relation to electronic payment
integration and e-commerce
solutions. Delay in the launch of a
B2B (business to business)
exchange by one of the Group's key
customers due to the global
slowdown in e-commerce
infrastructure spending was
however made up by demand from
new customers to revamp existing
web-sites to incorporate
transaction and payment enabled

functionalities in addition to being
pure information and marketing-
based sites.

As more shopping sites commence
business in the portal of our sister
company, Y28 Innovations, selling
such merchandise as souvenirs, ladies
cosmetics and healthcare products,
accessories, and decorative items,
Digital HK has recorded an increase in
transaction-based revenue as Y28
fans made purchases online through
credit cards.

The Group exhibited its Phone-a-
Drink™ vending kiosk system at the
Innovation Expo held at the
Convention and Exhibition Centre in
November 2001. Phone-a-Drink™
showcases state-of-the-art wireless
data technology in vending, and
through the unique integration of
hardware and software solution, the
system enables consumers to make
DIY (do-it-yourself) purchases
through mobile phones supported
by Digital HK’s e-commerce
payment infrastructure.

Phone-a-Drink™, dressed in a
bright colour and smartly designed
external paint, drew sponsorship
from a major drinks distributor and
was selected by BBCChinese.com as
one of the most innovative products
among all exhibits.

Different payment options for the
kiosk systems, including credit
cards, prepaid smart cards, and
debit to phone bills were tested
and developed.

New DIY mobile kiosk systems
selling snacks, souvenirs, music
clips, and photo prints using mobile
phones were being explored and
developed. Testing of contactless
smart card integration with a snack
kiosk system continued.
Prospective customers included
universities, shopping mall owners,
and sports clubs.

Meanwhile, ongoing discussion with
technology partners from Japan and
the US continued on joint
development and promotion of
multi-function kiosk systems.

»  Video Vision™, the Group's
innovation multimedia advertising
display solution which integrates the
Internet, wireless communication and
flat panel display technology to
empower a new generation of out-of-
home advertising, was showcased at
the Innovation Expo, and negotiation
with chain distribution outlets and
shopping mall owners aimed at
licensing our technology continued.

+  Both the vending kiosk systems and
Video Vision™ were targeted at
advertising as the primary source of
revenue. In view of the continuing
weak consumer market and
slowdown in advertising spending,
the Group has switched its strategy
to focus on licensing arrangements
for total customized solutions with
prospective customers.

»  Several prospective customers in
China have been identified to
collaborate on promoting the
Group's electronic payment and
mobile kiosk systems. Railway
stations and shopping arcades are
target locations for fun loving young
consumers who expect their mobile
phones to assume more
functionalities beyond voice and
SMS (short message services)
communications. Discussions
continued and co-operation plans
are being worked out.

* Interms of marketing and
promotion, expenditure was scaled
back in line with current market
environment, and the bulk of the
activities took the form of word-of-
mouth introductions, participation
at networking functions and
exhibitions, speaking at public
seminars, and attending interviews
at radio stations and media
broadcast programmes.

During the period under review, a few of
the technology partners with whom we
have planned to collaborate on specific
technical and marketing areas were
unfortunately forced to close down or
suspend co-operation plans due to
shortage of funds as the capital markets
dried up.This affected the progress of
some of our projects, especially in the
area of online and mobile commerce



security, as well as smart card
integration. Alternative opportunities
are being identified.

Financial Performance

Results for the year

The Group recorded its first full year
profit since its commencement of
operation. Net profit for the year ended
30 June 2002 was HK$0.3 million,
compared with net loss of HK$3.4
million for the previous year.The
Group's audited consolidated turnover
for the year was HK$13.4 million,
representing an increase of 24 percent
over last year. For the quarter ended 30
June 2002, turnover was HK$3.4 million
and profit was HK$0.04 million. Inclusive
of the fourth quarter of financial year
2002, the Group had, for six consecutive
quarters, reported an operating profit,
albeit a small one.

The above results reflected the efforts
of the Group to obtain business for
technical and consultation services in
relation to electronic payment
integration and e-commerce solutions.
Management had also maintained
effective control over the Group'’s
operating costs, which totaled HK$13.2
million, compared to HK$15.1 million
for the previous year.Both staff costs
and general and administrative
expenses were maintained at a level
close to the previous year’s figures
despite an increase in turnover; and
marketing and promotion expenses
amounted to only HK$1.3 million, a
reduction of 43 percent from previous
year. Compared to the budget
proposed at Placing, the Group had
conserved valuable cash resources by
scaling back original development
programme in light of rapidly changing
market conditions (see the Chapter on
Use of Proceeds of Placing).

Liquidity and Financial Resources

As at 30 June 2002, shareholders’ funds
of the Group amounted to
approximately HK$15.9 million. Current
assets amounted to approximately
HK$16.5 million, of which approximately
HK$8.7 million were represented by
deposits, bank balances and cash.The
Group had no non-current liabilities and
its current liabilities amounted to
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approximately HK$0.6 million made up
mainly of other payables and accruals.

The Group did not have any bank
borrowings for the year ended 30 June
2002.The Group financed its operations
primarily with internally generated cash
flow and the net proceeds from the
Company'’s Placing. As at 30 June 2002,
the Group did not have any material
contingent liabilities nor any charges on
its assets. With net current assets of
HK$15.8 million, the Group was in a
financially liquid position at the end of
the financial year under review. As at 30
June 2002, the Group’s gearing ratio,
defined as the Group’s total borrowings
to the shareholders’ funds, is nil.

The Group made no acquisitions or
disposals of subsidiaries and affiliated
companies during the year. As at 30
June 2002, the Group has capital
expenditure of HK$0.8 million (2001: Nil)
contracted for but not provided in the
financial statements and capital
expenditure of HK$1 million (2001: HKS$1
million) authorized but not contracted
for.These commitments are set aside
for the acquisition of property, plant
and equipment.

The Group's foreign currency exposure is
limited and foreign exchange rate
fluctuation has no material impact on
the Group's results.

Itis envisaged that the Company’s
financial resources are sufficient to
provide for expenditure on operations
and the development of new software
solutions based on current plan.The
Directors do not foresee the need to
make any material borrowings or to
raise additional capital in the near term,
especially taking into consideration the
unfavourable conditions in the capital
markets. Management will carefully
review the market conditions and
available opportunities.

Human Resources

As at 30 June 2002, the Group employed
15 full-time staff (2001: 17), all of whom
are based in Hong Kong. Staff costs for
the year under review were HK$4.4
million (2001: HK$4.4 million).
Remuneration includes monthly salaries,
performance-linked year-end bonuses,
share options, and the retirement

benefits under Mandatory Provident
Fund Scheme and other benefits.

The Directors will continue to monitor
the staffing requirements in line with
the expected level of business activities,
and where appropriate, some members
of the team will be redeployed to take
on other jobs.

Prospects

The information technology sector is
expected to consolidate further,and the
IT Internet meltdown is by no means over.
The Directors are confident, however, in
the long-term future of the sector. Any
continuing weakness in the overall
economy will inevitably force businesses
to compete by operating more efficiently
and cost-effectively, and this will drive
fresh demands for IT and digital initiatives
to craft better business designs.

We look to 2003 with a strong measure
of caution regarding the business
environment. Signs of economic
recovery are not solid, and we want to
make sure that every step we take helps
us achieve economic value added on
our resources.To expand our revenue
base, the Group will continue to explore
new prospective business opportunities
and pursue partnerships to expand its
product offerings.

In particular, we would like to pursue
opportunities presented by the dynamic
China market, which is rapidly opening
up with its accession to World Trade
Organisation (WTO) and Beijing’s
upcoming hosting of the 2008 Olympics.
We are sharpening our skills and
knowledge about promising niches in the
infotainment, education, media, and
multi-function mobile vending kiosk
arenas, especially where web-based
technology can be used as leverage.

The Internet is a long-term development,
and China market requires time and
patience to cultivate and experiment. For
the immediate future, we can only
promise to further strengthen the
Company'’s foundation in technology
development and service offerings for
supporting profitable growth well into
the future.



Comparison of Business Objectives
with Actual Business Progress

The following is a comparison of the Group’s business objectives as set out in the Company’s Prospectus dated 5 April 2000
to the actual business progress up to 30 June 2002. Digital HK will continue to monitor the economic environment and
review its business objectives, making adjustments as and when necessary.

Business objectives Actual business
for the period from 1 July 2001 progress for the year
to 31 December 2001 ended 30 June 2002

Payment Platform

+  Live with Smart Card, Pre-paid Card +  Continued testing and integration of pre-paid smart card with different mobile
and Telephone-based Payment vending kiosk systems, commencing with contactless smart cards.
systems

+  Phone-based payment systems on mobile kiosks fully functional, and feature
enhancement continued.

Electronic billing, system planning « Live with electronic billing system; continued development and enhancement of
and design, development and testing system planning and design using existing infrastructure.

The Group had revised its business plan in line with market conditions, with expansion
initiatives to follow improvement of overall economy and consumer sentiment.

Marketing and Promotion

+  On-going promotion of Digital HK’s +  The Group had participated in a number of marketing events held in Hong Kong including:
brandname and services

- Member of a bidding team to tender for Hong Kong'’s smart ID project in
September 2001

- Speech at Hong Kong General Chamber of Commerce WTO Workshop Series on
HK-China Technology Collaboration in October 2001

- Speech at Canadian Chamber of Commerce seminar on “Kaleidoscope of Smart
card Applications”in October 2001

- Exhibited both Phone-a-Drink™ and Video Vision™ at Innovation Expo held in
November 2001 at the Hong Kong Convention and Exhibition Centre; Phone-a-
Drink™ was selected by BBCChinese.com as one of the most innovative products
among all exhibits

- Speech at seminar on “Knowing More About GEM Listed Companies” sponsored
by HK Exchanges and Clearing Limited in November 2001

- Phone-a-Drink™ was pilot-run in January 2002 in a retail shop in Causeway Bay
in conjunction with promotion campaign of sister company, Y28 Innovations

- Interview at RTHK Radio 2 programme in May 2002 on the latest applications and
future development of smart cards

- Speech to Chinese Window Companies on IT Opportunities at a seminar
sponsored by the British Consulate-General in June 2002




Business objectives
for the period from 1 January
2002 to 30 June 2002

Actual business
progress for the year
ended 30 June 2002

Payment Platform

+  Live with electronic billing system

Marketing and Promotion

+ Electronic web-based billing system using credit card online and offline payment
options commenced operation at a number of merchant sites.

+  Continued enhancement and development of existing payment platform; expansion
plans for high volume transactions were deferred until market conditions improve.

Phone-based payment integrated with mobile vending kiosks commenced operation.

+  Smart card (both contact and contactless) payment integration with different mobile
vending kiosk systems underwent continued testing and development.

+ International marketing of web-
based payment system (WPS)

Promotion and marketing campaign
to build brandname in international
markets
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The Group used extensive web-based advertising to market and promote Digital HK’s
business and services.

The Group had participated in a number of events in China and the region as part of its
overall campaign to build its brandname and to identify co-operation partners:

Participated at the 8th Korea/ Hong Kong Business Roundtable Meeting in Cheiju in
Korea in September 2001 to promote IT co-operation opportunities. The event was
sponsored by the Hong Kong Trade Development Council

+ Attended a two-day smart card technology and applications seminar sponsored by
one of our technology partners in Taiwan in January 2002, and networking with
participants from different sectors such as banks, solutions partners, hardware
manufacturers, and secure card printers and makers

Visited prospective co-operation partners in Beijing in January 2002 to discuss kiosk
advertising opportunities

Visited 5th International Smart Card Conference in Beijing in June 2002 and
networked with various local and international exhibitors

+  Speech at a symposium in Xian in June 2002 on the Co-operation and Development
of Hi-tech Enterprises between Shaanxi Province and Hong Kong



Use of Proceeds of Placing

The Group raised approximately
HK$30 million through Placing
before listing of the Company’s
shares in April 2000. After
deducting related expenses, net
proceeds were approximately
HK$24 million.

During the period from 5 April
2000 to 30 June 2002, the Group
has applied the net proceeds as
follows:

Use of proceeds
As stated in the
Prospectus
HK$

Actual amount
used up to 30
June 2002
HK$

Payment Platform

10 million

13 million

Web-based Payment System
including merchant interface
development and testing

Smart Card, Pre-Paid Card and
Telephone-based Payment System
development and testing

Electronic billing, system planning
and design, development and testing

Marketing and Promotion

10 million

7 million

Participate at local and
overseas events

Prepare marketing and
advertising materials

Ongoing promotion of Digital
HK’s brandname and services

Total 20 million

20 million

The budget of HK$10 million on payment platform development and HK$10 million on marketing and
promotion scheduled to be spent by 31 December 2000 was spread over a longer period of time as a result
of revised policy to conserve cash in light of rapidly changing market conditions. Altogether HK$13 million
and HK$7 million were spent in the respective areas for the two-year period up to 30 June 2002.

In view of the positive cash balance of HK$9 million and HK$9 million at 30 June 2001 and 30 June 2002
respectively, and the adoption of a revised business programme, the Group did not seek new financing
from the capital markets as proposed in the prospectus.

The difference of HK$4 million between Placing of shares proceeds of HK$24 million and actual amount
used up to 30 June 2002 of HK$20 million was used as additional working capital for the Group.



Directors and Senior Management Profile

Executive Directors

Paul KAN Man Lok is the Chairman and
Executive Director with responsibility for
Digital HK’s visionary planning and
development.He is also the Chairman of
both Champion Technology and Kantone
Holdings Limited, the shares of which are
listed on the Main Board of the Stock
Exchange. Mr.Kan holds a Master’s
degree in Business Administration from
the Chinese University of Hong Kong, and
brings over 30 years of experience in the
computing and telecommunications
industries to bear on fully leveraging the
e-commerce technology that is a key
success factor for business today. As
author of the books in The Hong Kong e-
Commerce Studies Series published by
Digital HK, he has forged a strong link
between his IT legacy and the promise of
an online-assisted life. Prior to setting up
the Champion Technology group in 1987,
he was the general manager of Asiadata
Limited, a computing services subsidiary
of Cable & Wireless PLC.

In civic duties, Mr. Kan has served twice
on the Stock Exchange Working Group
on Corporate Governance during 1994-
95 and 1999-2000, and is currently a
member of the Listing Committee of the
GEM Board. He is also the Chairman of
the Hong Kong Information Technology
Industry Council of the Federation of
Hong Kong Industries, and member of
the Hong Kong Legislative Council
Election Committee for the IT sector.

Mr.Kan also sits on the board of CLP
Holdings Limited as an independent
non-executive director.

John WONG Yuk Lung, Executive
Director and Chief Financial Officer, has
extensive financial and management
experience in the information technology
field, having previously served in various
senior positions including Chief Financial
Officer of the Champion Technology
group between June 1992 and August
1994, and having served in similar
capacities for 16 years with the Cable and
Wireless Group. He stayed on as advisor
to the Champion Technology group after
his departure, and rejoined the Group in
early 2000. He is a Fellow Member of the
Hong Kong Society of Accountants and
the Australian Society of Certified
Practising Accountants, and an associate
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member of the Australian Institute of
Banking and Finance.

Shirley HA Suk Ling is responsible for
spearheading the Group’s business
activities including corporate finance
and strategic development. She also
focuses on building strategic
partnerships and alliances for the Group,
liaising with government departments,
solutions and business partners,
different sectors of the business and
academic communities in driving the e-
revolution. Prior to joining the Group,
she was the Executive Vice President of
Corporate Development for Champion
Technology which she joined in March
1992, and oversaw the listing and
corporate development of three listed
companies within Champion Technology
group. She holds a Bachelor’s degree in
Arts from the University of Hong Kong
and a Master’s degree in Business
Administration from the Chinese
University of Hong Kong. She is a
member of the Advisory Committee of
the Division of Computer Studies at the
City University of Hong Kong, and
Convenor of IDC (International
Development and Co-operation)
Subcommittee of Information
Technology Industry Council of the
Federation of Hong Kong Industries.

Independent Non-executive
Directors

Billy HO Yiu Ming joined the Board in
November 2001.He is the senior partner
of an accountant firm and has extensive
management experience in various
industries. He is a chartered certified
accountant,and is a fellow member of
Hong Kong Society of Accountants,a
member of Chartered Institute of
Arbitrators, and a fellow member of the
Hong Kong Association of the
Advancement of Science and Technology.
He holds a Master’s degree in Business
Administration.He is also an independent
non-executive director of Prosper eVision
Limited, whose shares are listed on the
Main Board of the Stock Exchange.

Francis Gilbert KNIGHT has been an
independent non-executive director since
March 2000. Mr.Knight is the Chairman
and Managing Director of Asian Security
and Investigation Services Limited which
is a private company. A fellow of each of
the British Institute of Directors and the
British Institute of Management, the
American Society for Industrial Security
and the International Association of
Police Chiefs, Mr.Knight has over 17 years’
experience in the field of copyright
protection, security and commercial
investigations, and acts as security adviser
to a number of major organizations.

Senior Management

Cindy MAK Man Yee is V.P.e-Commerce.
She oversees the day-to-day e-
operations, and leads and coordinates
staff support.

Gary CHOY Kin Chung is V.P. Project
Management.He is responsible for
project implementation and directs the
technical staff and engineers to develop
innovative network and system solutions.

Joanne CHIU Yim Fan is V.P.
Administration and Logistics. She is the
primary liaison point with external
organisations and co-ordinates a wide
range of e-mall operations.

Robert SIA Chun Chung is V.P.e-
Commerce Operation. He oversees the
technical management and systems
support of the Group’s e-Commerce and
Internet operations.



Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the annual general meeting of
DIGITALHONGKONG.COM (the “Company”) will be held at Room 1702 One
Exchange Square, 8 Connaught Place, Hong Kong on 29 November 2002 at
10:00 a.m. for the following purposes:

1. Toreceive and consider the audited financial statements and the reports of
the directors and auditors for the year ended 30 June 2002.

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

3. To appoint auditors and to authorise the board of directors to fix their
remuneration.

By Order of the Board
Jennifer CHEUNG Mei Ha
Company Secretary

Hong Kong, 27 September 2002

Principal Office:

Room 1702 One Exchange Square
8 Connaught Place

Hong Kong

Notes:

(1) A member entitled to attend and vote at the meeting convened by the above notice is entitled to
appoint proxies to attend and, in the event of a poll, vote in his stead. A proxy need not be a member
of the Company.

(2) In order to be valid, the form of proxy must be deposited at the Company's principal office in Hong
Kong together with a power of attorney or other authority, if any, under which it is signed or a
notarially certified copy of that power or authority, not less than 48 hours before the time for holding
the meeting or adjourned meeting.
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The directors present their annual report and the audited financial statements for the
year ended 30 June 2002.

Principal Activities
The Company is an investment holding company.The principal activities of its
subsidiaries are set out in note 11 to the financial statements.

Results
The results of the Group for the year ended 30 June 2002 are set out in the consolidated
income statement on page 29.

The directors do not recommend the payment of a dividend.

Financial Summary
A summary of the results of the Group for each of the five years ended 30 June 2002 and
of the assets and liabilities as at 30 June 1999,2000, 2001 and 2002 is set out on page 44.

Reserves
Movements in the reserves of the Group and of the Company during the year are set out
in note 16 to the financial statements.

Property, Plant And Equipment

During the year, the Group incurred an aggregate of approximately HK$30,000 in the
acquisition of property, plant and equipment. Details of the movements in property, plant
and equipment of the Group during the year are set out in note 10 to the financial statements.

Subsidiaries
Details of the Company'’s subsidiaries at 30 June 2002 are set out in note 11 to the
financial statements.

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

BTES:
BXERL (TF)
Bt

BYFHITES:
Mr. Francis Gilbert Knight 5t 4
@A % 4
(RZZEZE—F+—A=THEZMF)
SBEEEsE
(R=ZZEZE—F+—A=1+HER)

Executive directors:
Mr. Paul Kan Man Lok, Chairman
Mr. John Wong Yuk Lung
Ms. Shirley Ha Suk Ling

Independent non-executive directors:
Mr. Francis Gilbert Knight
Mr.Ho Yiu Ming (appointed on 30 November 2001)

Mr. Fan Sheung Tak (retired on 30 November 2001)
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In accordance with provisions of the Company’s Articles of Association, Mr. John Wong
Yuk Lung and Mr.Ho Yiu Ming retire and, being eligible, offer themselves for re-election.

No director proposed for re-election at the forthcoming annual general meeting has a
service contract which is not determinable by the Group within one year without
payment of compensation (other than statutory compensation).

The non-executive directors have been appointed for a period up to their retirement by
rotation as required by the Company’s Articles of Association.
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Directors’ Interest in Contracts and Connected Transactions

During the year ended 30 June 2002, the Group had the following transactions with
Champion Technology Holdings Limited (“Champion’; the Company’s ultimate holding
company) and Champion Technology Limited (a subsidiary of Champion) which are
deemed to be connected parties pursuant to the Rules Governing the Listing of
Securities on the Growth Enterprise Market of The Stock Exchange of Hong Kong Limited
(the “GEM Listing Rules”):
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Registration fee, annual fee and technical fee received
from Champion Technology Limited 6,687
Administration fees paid by the Group to Champion 3,000
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The Company and Champion entered into a fee sharing agreement dated 27 March 2000
whereby Champion agrees to employ the payment platform services of the Group.The

Group shares the transaction amount received by using the payment platform at a rate to
be agreed between the Group and Champion and its subsidiaries (other than the Group).

In the opinion of the independent non-executive directors, the above transactions were
carried out in the ordinary and usual course of business under normal commercial terms
and are in accordance with the relevant agreements governing them and on terms that
are fair and reasonable and in the interests of the shareholders of the Company as a
whole. Details of connected transactions are set out in note 21 to the financial
statements.

Save as disclosed above, no contracts of significance to which the Company, any of its
holding companies, fellow subsidiaries or subsidiaries was a party and in which a director
of the Company had a material interest, whether directly or indirectly, subsisted at the
end of the year or at any time during the year.

Directors’ Interests in Securities

At 30 June 2002, the interests of the directors and their associates in the securities of the
Company and its associated corporations as recorded in the register maintained by the
Company pursuant to Section 29 of the Securities (Disclosure of Interests) Ordinance (the
“SDI Ordinance”) were as follows:
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Number Number
of shares of warrants
Name of director BRoEE AREFHE

Securities of the Company
Mr. Paul Kan Man Lok Note 1 FifE1 -
Securities of Champion

Mr. Paul Kan Man Lok Note 2 ffE2 Note 2 FffzE2

Securities of Kantone Holdings Limited
(“Kantone’ a subsidiary of Champion)

Mr. Paul Kan Man Lok Note 3 {3 -
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Notes:

1. 117,300,000 shares were held by Champion and 2,669,171 shares were held by Lawnside International
Limited (“Lawnside”). Lawnside is wholly owned by Lanchester Limited which is a company beneficially
owned by a discretionary trust, the eligible discretionary objects of which include Mr. Paul Kan Man
Lok and his family members and staff of Champion and its subsidiaries. Currently, only Mr. Paul Kan
Man Lok and his family members are discretionary objects of the trust. As at 30 June 2002, Lawnside
had interests in approximately 40% of the entire interest of Champion and was accordingly deemed to
have an interest in these shares which were owned by Champion.These are classified as other interests
under the GEM Listing Rules.

2. 227,901,601 shares and 1,043,056,835 warrants were held by Lawnside.The warrants issued by
Champion will be expired on 6 January 2003.These are classified as other interests under the GEM
Listing Rules.

3. 1,265,940,702 shares were held by the Champion and 399,084,420 shares were held by Lawnside.
These are classified as other interests under the GEM Listing Rules.

Save as disclosed above, none of the directors or any of their associates had any interest
in the securities of the Company or any of its associated corporations as defined in the
SDI Ordinance as at 30 June 2002.

Substantial Shareholders

As at 30 June 2002, the register of substantial shareholders maintained under Section
16(1) of the SDI Ordinance showed that, other than the interests disclosed above under
directors’interests in securities, the Company has not been notified of any other interests
representing 10% or more of the Company'’s issued share capital.

Convertible Securities, Options, Warrants or Similar Rights

Other than the share option scheme as set out in the report, the Company had no
outstanding convertible securities, options, warrants or other similar rights as at 30 June
2002 and there was no exercise of convertible securities, options, warrants or similar
rights during the year.

Share Options and Directors’ Rights to Acquire Shares or Debentures
Pursuant to the Company’s share option scheme (the “Share Option Scheme”) adopted
on 27 March 2000, the Company may grant options to executive directors and employees
of the Company or its subsidiaries, for the primary purpose of providing incentives to its
employees, to subscribe for shares in the Company without initial payment at a
subscription price. Options granted are exercisable at any time during a period as may be
determined by the directors, which shall be not less than three years and not more than
ten years from the date of issue of the relevant options.The subscription price (subject to
adjustments as provided therein) is equal to the higher of (i) the nominal value of the
shares; (ii) the closing price per share as stated in the daily quotations sheet of The Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) on the date of grant, which must
be a business day; and (iii) the average closing price per share as stated in the Stock
Exchange’s daily quotations sheets for the five business days immediately preceding the
date of grant. The maximum number of shares in respect of which options may be
granted under the Share Option Scheme shall not exceed 10% of the share capital of the
Company in issue from time to time (except (i) shares issued pursuant to the Share
Option Scheme and (ii) any pro rata entitlements to further shares issued in respect of
those shares mentioned in (i) during the period of the Share Option Scheme) and the
maximum number of shares in respect of which options may be granted to any one
employee shall not exceed 25% of the maximum number of shares in respect of which
options may be granted under the Share Option Scheme. Unless otherwise terminated or
altered, the Share Option Scheme will remain in force for a period of ten years from the
date of adoption.
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No share option was granted by the Company under the Share Option Scheme since
its adoption.

Champion and Kantone each has an executive share option scheme which enables the
directors of Champion and Kantone to grant options to directors and employees, for the
primary purpose of providing incentives to their employees, to subscribe for shares in
Champion and Kantone respectively. The share options granted by the Champion and
Kantone are exercisable at any time for a period as it may be determined by its directors.
The subscription price of the option shares is the higher of the nominal value of the
shares and an amount which is 80% of the average of the closing prices of the shares on
the five trading days immediately preceding the date of grant of the options.No share
option was granted by Champion and Kantone to directors of the Company for the year
ended 30 June 2002. As the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) relating to share option schemes
were amended on 1 September 2001, share option can be granted under these share
option schemes provided that the existing Listing Rules on share option schemes are
complied with.

Other than the share option schemes as described above, at no time during the year
was the Company, any of its holding companies, fellow subsidiaries or subsidiaries a
party to any arrangement to enable the directors of the Company to acquire benefits
by means of the acquisition of shares in, or debentures of, the Company or any other
body corporate and none of the directors, or their spouses or children under the age
of 18, had any right to subscribe for the securities of the Company, or had exercised
any such rights during the year.

Major Customers and Suppliers

During the year, the five largest customers of the Group accounted for about 99.8% of
the turnover of the Group and the largest customer is a subsidiary of Champion which
accounted for about 49.9% of the total turnover.

Save as disclosed above, none of the directors, their respective associates and
shareholders of the Company (which to the knowledge of the directors own more than
5% of the issued capital of the Company) had any interest in any of the five largest
customers of the Group for the financial year ended 30 June 2002.

For each of the two years ended 30 June 2002, no party has been classified as a supplier
of the Group.

Purchase, Sale or Redemption of the Company’s Listed Securities
During the year, neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company'’s listed securities.

Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s Articles of
Association or the laws of the Cayman Islands, which would oblige the Company to offer
new shares on a pro-rata basis to existing shareholders.

Competing Interests

None of the directors or the management shareholders of the Company (as defined in
the GEM Listing Rules) had an interest in a business which competes with the Company
or may compete with the business of the Group.
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Sponsor’s Interests

None of the Company’s sponsor, Dao Heng Securities Limited (“Dao Heng Securities”), its
directors, employees nor associates (as referred to in Note 3 to the Rule 6.35 of the GEM
Listing Rules) had any interests in any class of securities of the Company or any other
company in the Group (including options or rights to subscribe for such securities) as at
30 June 2002.

Pursuant to the agreement dated 17 April 2000 entered into between the Company and
Dao Heng Securities, Dao Heng Securities has been retained to act as the Company’s
sponsor for the period from 17 April 2000 to 30 June 2002 in return for a monthly
advisory fee.

Corporate Governance
The Company has complied with the board practices and procedures as set out in Rules
5.28 to 5.39 of the GEM Listing Rules during the year.

The Company’s audit committee formerly comprised Messrs. John Wong Yuk Lung,
Francis Gilbert Knight and Fan Sheung Tak. Mr.Fan Sheung Tak retired as an
independent non-executive director and resigned as a member of the audit committee
on 30 November 2001. Mr.Ho Yiu Ming was appointed as an independent non-executive
director and as a member of the audit committee on the same day.

During the year, the audit committee held five meetings.The primary duties of the audit
committee are to review and supervise the financial reporting process and internal
control system of the Group.

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

On behalf of the Board

Paul KAN Man Lok
Chairman
19 September 2002
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(incorporated in the Cayman Islands with limited liability)

We have audited the financial statements on pages 29 to 43 which have been prepared
in accordance with accounting principles generally accepted in Hong Kong.

Respective Responsibilities of Directors and Auditors

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

It is our responsibility to form an independent opinion, based on our audit, on those
statements and to report our opinion to you.

Basis of Opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by
the Hong Kong Society of Accountants. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the financial statements. It also
includes an assessment of the significant estimates and judgments made by the directors
in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the circumstances of the Company and the Group, consistently applied
and adequately disclosed.

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance as to whether the financial statements are free
from material misstatement. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements. We believe that
our audit provides a reasonable basis for our opinion.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of
the Company and the Group as at 30 June 2002 and of the profit and cash flows of the
Group for the year then ended and have been properly prepared in accordance with the
disclosure requirements of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Hong Kong
19 September 2002
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