TeleEye

www.TeleEye.com

TERZERBRBANTG
TeleEye Holdings Limited

(RESHESTMELZERAA)
(incorporated in the Cayman Islands with limited liability)
(BRZEAH : 8051)

(Stock Code: 8051)

“EERE ZEEAFHRHEERS
2005/2006 Interim Report

ERBERZMARAT (BRXMAM]) AER(TAXR]) 2Be

AEBRATESREABZARARBR LT 2WE - AEEAERRETZARNBEAEBERACE - FEEFRRRER o b5
ERARERETZARTEEFENERZSEAARKEXBR CTERBEIMETERAR FREREZATETRRERZSEATNZE
R YESBEHAFZZERASTHFHRERE - AIXRZESERREMBERTAXREBESEXRAMEREERE
% o

HRAXEBR LT ZARABRFTELE  FAXREEZEFTHEERREIREEZEFAZIBRAZTERDAR  AREERE
ERXREBEZEFSEIRBEEZTS °

RIRBRABA2ERNZEELT AR EBRIARAAZAMRAZEBRANPENE - LT QAR BEAEEBEERENBARLIMREE
BB ARREZATIEIZRSENEAXRAE  UERBGRAERLEITRITAZEHESR -

BRXFHABEZABHTRE @ Y EEBEIE X TR RRAEMEE - WHBER T 5N E & 2 LA B0 A B ME
L AKIRZ FE N B 5B Z ETIBRAE AR °

A EAEZER BRI (BIRRES LTHRADZREMBREATERERERAGZERN - TERZERERAFEE
FERALBRERFRMEFAEZEEME  WEEL R EEHEER  BEEHARNE (DA REFHEHNESEX T HY
BERRTE  BERIKS (AN BELEEREANAMEEXEAR RS EEMBHELRE  R(i)EBEAXEZEZ 1]
BRAIEEEEFZEETIIEL  LRRFEEZEEFRE B

CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM”) OF THE STOCK EXCHANGE OF HONG
KONG LIMITED (THE “STOCK 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 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.

The Stock Exchange takes no responsibility for the contents of this report, makes no representation as to its accuracy or
completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this report.

This report, for which the directors of TELEEYE HOLDINGS LIMITED collectively and individually accept full responsibility,
includes particulars given in compliance with Rules Governing the Listing of Securities on GEM for the purpose of giving
information with regard to TELEEYE HOLDINGS LIMITED. The directors, having made all reasonable enquiries, confirm that, to
the best of their knowledge and belief: (i) the information contained in this report is accurate and complete in all material
respects and not misleading, (ii) there are no other matters the omission of which would make any statement in this report
misleading, and (iii) all opinions expressed in this report have been arrived at after due and careful consideration and are
founded on bases and assumptions that are fair and reasonable.



BE

HE_ZTRE+_A=+—HIEXHEA &
EERELEREN17,6350008TT  W_EE

VO £ [B] BR8N 49289 ©

BE_ZZRF+-_A=+—HIEREAR K
SESZTARAKRERAEAEBMGRNQ

230,000/ T °

FEETRAENRE-FT

—HIERNEAZHEEE -

nE+-—RA=+

HIGHLIGHTS

. The Group recorded a turnover of approximately
HK$17,635,000 for the six months ended 31 December
2005, representing an increase of approximately 28%
when compared with the same period in 2004.

. The Group recorded a profit attributable to the equity
holders of the Company of approximately HK$230,000
for the six months ended 31 December 2005.

. The Board of Directors does not recommend the payment
of an interim dividend for the six months ended 31
December 2005.
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Revenue
Cost of sales

Gross profit

Other income

Distribution costs

Administrative expenses

Research and development
expenditure

(Loss) profit for the period

Attributable to:
Equity holders of the
Company
Minority interests

(Loss) earnings per share
(HK cent)
Basic

RESULTS

The Board of Directors (the “Board”) of TeleEye Holdings Limited
(the “Company”) hereby announces the unaudited consolidated
results of the Company and its subsidiaries (collectively referred
to as the “Group”) for the three months and six months ended 31
December 2005, together with the comparative unaudited figures
for the corresponding periods in 2004, as follows:

CONDENSED CONSOLIDATED INCOME STATEMENT

BE+-A=t—-HL BE+t=-A=+-BHLt
=@ A ~E A
Three months Six months
ended 31 December ended 31 December

“E2RIF _—TTIME —ZTRIF _—_TITMH

2005 2004 2005 2004
Kiat FER FAT TR FAT
Notes HK$000 HK$'000 HK3$°000 HK$'000

(REER) CREER) (RELER) (REER)
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

3 8,612 7,200 17,635 13,730
(3,875) (3,200) (8,125) (5,921)

4,737 4,000 9,510 7,809

265 116 392 209

(2,291) (2,065) (4,234) (3,944)

(1,822) (1,396) (3.560) (3,113)

(1,213) (1,078) (1,952) (2,261)

4 (324) (423) 156 (1,300)
(231) (363) 230 (1,204)
(93) (60) (74) (96)
(324) (423) 156 (1,300)

6 (0.13) (0.20) 0.13 (0.67)
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Non-current assets

Property, plant and equipment
Capitalised development costs

Interest in an associate
Investments in securities

Available-for-sale investments

Current assets
Inventories

Trade and other receivables
Amount due from an associate

Bank balances and cash

Current liabilities
Trade and other payables

Amounts due to minority shareholders

of subsidiaries
Amounts due to directors

Net current assets

Total assets less current liabilities

Capital and reserves
Share capital
Reserves

Equity attributable to equity holders

of the Company
Minority interests

Total equity

M &t
Notes

@
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As at

31 December
2005

FET
HKS$'000
(REER)
(Unaudited)

853
1,725

4,534

7,112

7,484
5,052
182
14,075

26,793

3,776

448
289

4,513
22,280

29,392

1,800
27,960

29,760
(368)

29,392

CONDENSED CONSOLIDATED BALANCE SHEET

RZEZTREF
~NHA=+H
As at

30 June

2005

FHET
HK$'000
(Fe&%)
(Audited)

1,080
1,661

4,379

7,120

6,341
3,362
129
16,339

26,171

3,779

377
92

4,248

21,923

29,043

1,800
27,539

29,339
(296)

29,043
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES

IN EQUITY
B2 —TERF+=-H=+—HI @A For the Six months ended 31 December 2005
HAXRRESE AELR
Attributable to equity holders of the Company
RE
EfhfE SRR
fx  ROEE EXEE Investment HAIEE Ei
Share Share Translation revaluation Special Sk @i Minority @t
apital  premium  reserve  reserve  reserve Deficit Total  Interests Total
éﬁ FET FET FET FET FET Fib FAT FAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
WZEEMELA—H At July2004
(&%) (audited) 1,800 21,605 (81) (257) 14,990 (6179) 31878 (87) 31,791
RREBNEK KR Exchange differences on
mEEZEREE translation of overseas
o operations - - (26) - - - (26) (8) (34)
BERRECEMR Revaluation of investments
in securities - - - 823 - - 823 - 823
EREEENED Net income directly
#A% recognised in equity - - (26) 823 - - 797 (8) 789
AHHER Loss for the period - - - - - (1,204) (1,204) (96) (1,300)
ABHERA Total recognised loss
BRAE for the period - - (26) 823 - (1,204) (407) (104) (511)
R-ZZEMFL-F At 31 December 2004
SH-B(REER) (unaudited) 1800 21,605 (107) 566 14990  (7383) 31471 (191) 31,280
AREBNEBR KA Exchanfe differences on
MEEZELZE translation of overseas
i operations - - 89 - - - 89 15 104
BERECEMR Revaluation of investments
in securities - - - (141) - - (141) - (141)
ERERENER Net loss directly recognised
BRI in equity - - 89 (141) - - (52) 15 (37)
rHEEE Loss for the period - - - - - (2,080) (2,080) (120) (2,200)
THREHABELE  Total recognised loss
for the period - - 89 (141) - (2,080 (2,131 (105) (2,237)
RZZTRERA=TH At 30 June 2005
(#%%*Z) (audited) 1800 21,605 (18) 5 14990  (9463) 29,339 (296) 29,043
EREFNEBZIEE  Bchange differences on
MEEZERZE translation of overseas
‘ i operations - - 47 - - - 47 2 49
BERECER Revaluation of investments
in securities - - - 144 - - 144 - 144
ERERENRR Net income directly
R FE recognised in equity - - 47 144 - - 191 2 193
R A Profit for the period - - - - - 230 230 (74) 156
THMBRANEESE  Total recognised income
for the period - - 47 144 - 230 421 (72) 349
RZBBIF+-A At 31 December 2005
T-B(REER) (unaudited) 1,800 21,605 29 569 14,990 (9,233) 29,760 (368) 29,392
AEBZEHNREBEDERBER ST -—FOALETE The special reserve of the Group represents the difference between
ESsHAREEACHBARGH 2cRAEEEARRA the aggregate of the nominal value of share capital of the

BOBRAERKRBREZHEMEZEZSR

subsidiaries acquired pursuant to a group reorganisation in April
2001 and the nominal value of the share capital issued by the
Company as consideration for the acquisition.
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT

Net cash used in operating activities
Net cash used in investing activities

Net cash from financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at
beginning of the period

Cash and cash equivalents at end of the period,
representing bank balances and cash

BE+=-A=+—H
1ExEA
Six months ended
31 December

—Z2ERF
2005

FHET
HK$’000

(REEER)
(Unaudited)
(1,888)
(443)

67

(2,264)

16,339

14,075

—EETMEF
2004
FAET
HK§'000
(REgEZ)
(Unaudited)
(1,191)
(106)
45

(1,252)

18,967

17,715
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

BASIS OF PREPARATION

The condensed financial statements have been prepared in
accordance with the applicable disclosure requirements of
Chapter 18 of the Rules Governing the Listing of Securities on
the Growth Enterprise Market of The Stock Exchange of Hong
Kong Limited and with Hong Kong Accounting Standard 34
“Interim Financial Reporting”.

PRINCIPAL ACCOUNTING POLICIES

The condensed financial statements have been prepared on
the historical cost basis except for certain financial instruments,
which are measured at fair values, as appropriate.

The accounting policies adopted are consistent with those
followed in the preparation of the Group’s annual financial
statements for the year ended 30 June 2005 except as
described below.

In the current period, the Group has applied, for the first time,
a number of new Hong Kong Financial Reporting Standards
("HKFRSs"), Hong Kong Accounting Standards (HKASs) and
Interpretations (hereinafter collectively referred to as "new
HKFRSs") issued by the Hong Kong Institute of Certified Public
Accountants (the "HKICPA") that are effective for accounting
periods beginning on or after 1 January 2005. The application
of the new HKFRSs has resulted in a change in the presentation
of the income statement, balance sheet and the statement of
changes in equity. In particular, the presentation of minority
interests has been changed. The changes in presentation have
been applied retrospectively. The adoption of the new HKFRSs
has resulted in changes to the Group’s accounting policies in
the following areas but has had no material impact on how the
results for the current or prior accounting periods are prepared
and presented. Accordingly, no prior period adjustment has
been required.
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PRINCIPAL ACCOUNTING POLICIES (continued)
Share-based Payments

In the current period, the Group has applied HKFRS 2 Share-
based Payment which requires an expense to be recognised
where the Group buys goods or obtains services in exchange
for shares or rights over shares (“equity-settled transactions”),
or in exchange for other assets equivalent in value to a given
number of shares or rights over shares (“cash-settled
transactions”). The principal impact of HKFRS 2 on the Group
is in relation to the expensing of the fair value of directors’ and
employees' share options of the Company determined at the
date of grant of the share options over the vesting period. Prior
to the application of HKFRS 2, the Group did not recognise the
financial effect of these share options until they were exercised.
Since all the share options granted by the Company had been
vested before 1 January 2005, no prior period adjustment is
required.

Financial Instruments

In the current period, the Group has applied HKAS 32 Financial
Instruments: Disclosure and Presentation and HKAS 39 Financial
Instruments: Recognition and Measurement. HKAS 32 requires
retrospective application. The application of HKAS 32 has had
no material effect on the presentation of financial instruments
in the financial statements of the Group. HKAS 39, which is
effective for annual periods beginning on or after 1 January
2005, generally does not permit to recognise, derecognise or
measure financial assets and liabilities on a retrospective basis.
The principal effects resulting from the implementation of HKAS
32 and HKAS 39 are summarised below:

Classification and measurement of financial assets and financial
liabilities

The Group has applied the relevant transitional provisions in
HKAS 39 with respect to classification and measurement of

financial assets and financial liabilities that are within the scope
of HKAS 39.
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PRINCIPAL ACCOUNTING POLICIES (continued)

By 30 June 2005, the Group classified and measured its debt
and equity securities in accordance with the alternative treatment
of Statement of Standard Accounting Practice 24 ("SSAP 24").
Under SSAP 24, investments in debt or equity securities are
classified as “trading securities”, "non-trading securities” or "held-
to-maturity investments” as appropriate. Both “trading securities”
and “non-trading securities” are measured at fair value.
Unrealised gains or losses of “trading securities” are reported
in the profit or loss for the period in which gains or losses
arise. Unrealised gains or losses of “non-trading securities” are
reported in equity until the securities are sold or determined to
be impaired, at which time the cumulative gain or loss previously
recognised in equity is included in the net profit or loss for that
period. From 1 July 2005 onwards, the Group classifies and
measures its debt and equity securities in accordance with
HKAS 39. Under HKAS 39, financial assets are classified as
“financial assets at fair value through profit or loss”, “available-
for-sale financial assets”, “loans and receivables”, or "held-to-
maturity financial assets”. “Financial assets at fair value through
profit or loss” and "available-for-sale financial assets” are carried
at fair value, with changes in fair values recognised in profit or
loss and equity, respectively. “Loans and receivables” and “held-
to-maturity financial assets” are measured at amortised cost
using the effective interest method after initial recognition.

On 1 July 2005, the Group classified and measured its debt
and equity securities in accordance with the transitional
provisions of HKAS 39 where the non-trading securities of
approximately HK$4,379,000 are classified as available-for-sale
financial assets and the cumulative unrealized gains or losses
previously reported in investment revaluation reserve under
equity section continue to be in equity.

Financial assets and financial liabilities other than debt and
equity securities

From 1 July 2005 onwards, the Group has classified and
measured its financial assets and financial liabilities other than
debt and equity securities (which were previously outside the
scope of SSAP 24) in accordance with the requirements of
HKAS 39. As mentioned above, financial assets under HKAS 39
are classified as “financial assets at fair value through profit or
loss”, “available-for-sale financial assets”, “loans and receivables”
or "held-to-maturity financial assets”. Financial liabilities are
generally classified as “financial liabilities at fair value through
profit or loss” or “other financial liabilities”. Financial liabilities
at fair value through profit or loss are measured at fair value,
with changes in fair value being recognised in profit or loss
directly. Other financial liabilities are carried at amortised cost
using the effective interest method after initial recognition.
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PRINCIPAL ACCOUNTING POLICIES (continued)

The Group has not early applied the following new standards

and interpretations that have been issued but are not yet

effective.

HKAS 1 (Amendment)
HKAS 19 (Amendment)
HKAS 21 (Amendment)

HKAS 39 (Amendment)

HKAS 39 (Amendment)

HKAS 39 & HKFRS 4
(Amendments)

HKFRS 6
HKFRS 7

HK(IFRIC)-Int 4

HK(IFRIC)-Int 5

HK(IFRIC)-Int 6

HK(IFRIC)-Int 7

Capital Disclosures!

Actuarial Gains and Losses, Group
Plans and Disclosures?

Net Investment in a Foreign
Operations?

Cash Flow Hedge Accounting of
Forecast Intragroup Transactions?

The Fair Value Option?

Financial Guarantee Contracts?

Exploration for and Evaluation of
Mineral Resources?

Financial Instruments:
Disclosures'

Determining whether an

Arrangement Contains a Lease?

Rights to Interests Arising from
Decommissioning, Restoration
And Environmental
Rehabilitation  Funds?

Liabilities arising from Participating
in a Specific Market — Waste
Electrical and Electronic
Equipment®

Applying the Restatement
Approach under HKAS 29
Financial Reporting in
Hyperinflationary Economies*

' Effective for annual periods beginning on or after 1 January

2007.

2 Effective for annual periods beginning on or after 1 January

2006.

3 Effective for annual periods beginning on or after 1

December 2005.

4 Effective for annual periods beginning on or after 1 March

2006.

The Group commenced considering the potential impact of
these new standards and interpretations but is not yet in a
position to determine whether these new standards and
interpretations would have a significant impact on how its results
of operations and financial position are prepared and presented.



PEER 3. SEGMENT INFORMATION
AREBFENSREERRB 2R LHAEHR The Group is principally engaged in research and development
BE  REASEZANITBHRE  REBR and trading of audio and video monitoring systems. In
EANEPZHRE 2 MEDHIEREEEZZR accordance with the Group's internal financial reporting, the
AR e Group has determined that geographical segments by location
of customers is its primary reporting format.
@ 53 30 Geographical segments
REBNERP (AEPEEMNEE « 51 The Group reports its primary segment information by
B HbMBEIR - AR BUNREM 2 FE geographical location of its customers who are principally located
ME2HRATEXEBEN - LT RIZLAWE in Hong Kong, Singapore, other Asian countries, Middle East,
BlpzmisznEER Europe and the Americas. Segment information about these
geographical markets is presented below:
BE-ZZEAF+=-A=+—-BLXER Six months ended 31 December 2005
Hitr
SNER PR EY
R FMiE  Other Asian Middle B The Hit Eif G4
Hong Kong  Singapore  countries East Europe  Americas Others Eliminations Consolidated
T TEL T Tt Tt Tt T T Tt
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
KA REVENUE
RENRZHE External sales 3,581 1,847 2,177 2,266 4,719 1,975 1,010 - 17,635
PHEZEE Inter-segment sales - 758 117 - 2,845 - - (3,720) -
BIA Total revenue 3,581 2,605 2,204 2,266 7,624 1,975 1,00 (37200 17,635
PHEE SEGMENT RESULT 1,843 (190) 660 936 705 321 423 (318) 4,380
REAHRAUA  Unallocated corporate
income 392
REAMLRTER Unallocated corporate
expenses
-THREMER - Administrative and
other expenses (2,664)
-HRRER - Research and
development
expenditure (1,952)
REE T Profit for the period 156

10
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3. SEGMENT INFORMATION (continued)
E_EZEENME+-A=+—HLEXEA Six months ended 31 December 2004
it
THER R EM
BE FME  Other Asian Middle B The it B g8
Hong Kong  Singapore  countries East Europe  Americas Others Eliminations Consolidated
FET TFAT FAL FAL FEL FEL FET FET FAL
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
REVENUE

External sales 3,606 1,605 1,875 939 4,637 789 279 - 13,730
Inter-segment sales - 501 89 - 2,272 - - (2,862) -
Total revenue 3,606 2,106 1,964 939 6,909 789 279 (2,862) 13,730
SEGMENT RESULT 1519 65 244 414 740 252 30 (307) 2,957

Unallocated corporate
income 209

Unallocated corporate

expenses
- Administrative and
other expenses (2,205)
- Research and development

expenditure (2,261)
Loss for the period (1,300)

DEEZHETDRBBE TR EZIGTET

1

Inter-segment sales are charged at terms agreed between

the relevant parties.
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=t+t—HLE=MEARNEAZARBIRIEZE AR
165 (B5148) 5% F 9 Bl #7(231,000) 7 7T }.230,00078 7T
(BTN E+_-_A=+—B1=@A &NE
A« RRBIRERFB AEGEED B4 4363,000
PEIT 1,204,000 7L) FREBEZTERF+ZA
Tt HLEZEARANEARCEHITERR
180,000,000/% (HZEZ—ZZWMF+—-_A=+—H1t
=& A &/~E A : 180,000,0004% & @AY & -

bl

BE+-A=+—H8H1L

=@A

Three months ended
31 December

—EERF
2005
FET
HK$°000
(Loss) profit for the period has been
arrived at after charging (crediting):
Amortisation of capitalized
development costs 231
Depreciation 144
Dividends from available-for-sale
investments (26)
Dividends from investments in
securities -
Interest income (102)

—ETEMF

2004
THET
HK$'000

341
146

(32)
(79)

(LOSS) PROFIT FOR THE PERIOD

BE+=-HB=+—-HL
AN E A
Six months ended
31 December

S L
2005
FHT

HK$°000

362
295

(64)

(190)

—ZETMF
2004
F&L
HK3'000

718
294

(56)
(144)

5. TAXATION

AF+-A=+—HILH

No tax is payable for the profit for the period ended 31
December 2005 arising in Hong Kong since the estimated
assessable profit is wholly absorbed by tax losses brought
forward. No provision for Hong Kong Profits Tax has been made
in the financial statements for the period ended 31 December

2004 as the Group's incurred tax losses for that period.

6. BASIC (LOSS) EARNINGS PER SHARE

months and six months ended 31
180,000,000 ordinary shares).

The calculation of basic (loss) earnings per share is based on
the (loss) profit attributable to equity holders of the Company
for the three months and six months ended 31 December
2005 of approximately HK$(231,000) and HK$230,000,
respectively (three months and six months ended 31 December
2004: loss attributable to equity holders of the Company of
approximately HK$363,000 and HK$1,204,000, respectively),
and 180,000,000 ordinary shares in issue during the three
months and six months ended 31 December 2005 (three
December 2004:

No disclosure of diluted (loss) earnings per share for the six
months ended 31 December 2005 and 2004 is shown because
the exercise price of the Company’s options were higher than

the average market price for shares for the periods presented.
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7. PROPERTY, PLANT AND EQUIPMENT

During the six months ended 31 December 2005, the Group
spent approximately HK$69,000 on furniture, fixtures and office
equipment.

TRADE AND OTHER RECEIVABLES

The Group allows an average credit period of 30 days to its
trade customers.

BREEWE SRR
ETERAERNA=TAH

Included in trade and other receivables are trade receivables of
approximately HK$3,511,000 (30 June 2005: HK$1,887,000).
The following is an aged analysis of trade receivables at the
balance sheet date prepared on the basis of due payment date
of sales invoice:

—EETEF —ETTRF
+=ZA=+—H ~NA=+H
31 December 2005 30 June 2005
FET FAET
HK$'000 HKg'000
Bl HA 15 3K Current 1,874 1,111
WmEI1E3MEA 1 to 3 months overdue 1,339 555
mEAHRE 3EAEE More than 3 months but less than

1218 A AR 12 months overdue 298 221
3,511 1,887

e QT ZRE 9.  AMOUNT DUE FROM AN ASSOCIATE
—ETEF —ETTRHF
+=—A=+—8H NA=+H
31 December 2005 30 June 2005
FET FAET
HK$000 HKg'000
ERIRE Loan account 92 92
H 5HR1A Trade account 90 37
182 129
EE gﬁg;@ﬂﬁﬁ W EBS AR ERBEmE The loan account is unsecured, bears interest at 1% per annum
B o BEEEARNFS - AN E @54 P and is repayable on demand. The trade account is non-interest
n Tﬁéﬁzréﬁﬂﬁwsa o bearing and the Group allows an average credit period of 45

BEAZESRBARRON FAKEARTZE
Y HE P o

=

m; %

13

days for sales made to the associate.

The trade account at the balance sheet date are aged within
the credit period granted by Group.
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TRADE AND OTHER PAYABLES

Included in trade and other payables are trade payables of
approximately HK$976,000 (30 June 2005: HK$592,000). The
following is an aged analysis of trade payables at the balance
sheet date prepared on the basis of due payment date of
supplier's invoice:

—ETEF —EERF

+=ZA=+—H ~NA=T+H

31 December 2005 30 June 2005

FET FAET

HK$000 HKE'000

BIVER 15 3k Current 497 396

mEA1E3(EA 1 to 3 months overdue 129 58
wEBBE 3@ AEE More than 3 months but less than

1218 A AR 12 months overdue 350 138

976 592

EAHMBLARLERERE 11. AMOUNTS DUE TO MINORITY SHAREHOLDERS OF

ZEBERBEER - T F S RARERME

-,
EREERE 12
ZEEBAEERWT RN ERBARERME

SUBSIDIARIES

The balance are unsecured, non-interest bearing and repayable
on demand.

AMOUNTS DUE TO DIRECTORS

The balances are unsecured, non-interest bearing and repayable

2 o on demand.
BEALRS 13. RELATED PARTY TRANSACTIONS
BZ+=-A=+-—8H
1EX1EA
Six months ended
31 December
—E2RF —ZETNWEF
2005 2004
FET FET
HK$°000 HKZ'000
MEE AR ZHE Sales to an associate 280 134
REBE R BERZFBEKRA Interest income from loan to an associate 2 2
mMEBWETAE ([HAL) Service fee to The City University of Hong Kong
X BR 75 B ("City University") 10 12

A Etin City Limited (R AR 2 T 2B EZ —)
30%ERZHALEBRARD/PKRZ2EN
BAaE -

14

CityU Enterprises Limited, a wholly owned subsidiary of City
University, holds a 30% interest in Etin City Limited, a substantial
shareholder of the Company.
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HE-_ZETRAF+-_A=1+—BL~EAA r AEE
B ¥EBEL17,6350008 0 0 BEFRBY
13,730,000/8 708 IN28% - BB E—_FTTHF LA =
TRz F—ZFERER  #E2E_FTFTRF+-_A=+
—HIEARFE 2 & EBEHR D 45% @ 5#4411,000
B e BEZZETZRAF+_A=+T—HBLEAEA K
SEESARRIRERB ARG RT 4230,000/ T
REFRBZARTRERFB AEGETEL1,204,000
BIRERZE HE_ZZTRAFT_A=1+—HIERX
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B8R &0.678 1 -

HE-_ZTZRF+-_A=1+—BILNEAR Z & EHER
BLOANFENER  KMAEEZRER S BESD
FIEC B BE 2 BT © TeleEye Il + VRB/VXBE 15 % 15 1=
RBCEEBRNAEBZ EETLH27% (ZEZNEF -
5%) © TeleEyelR R BE R L4t K TeleEye @ G 2 & 58
DRAMEAREREZ & EREH58% (T ZTPNF : 80%) &
H31% (ZFFMME : 12%) ©

HE-_ZFZRAF T _A=Z+—HLARNEARZEELS
XA #) 59,746,000 0 - RZZEZTWMFEREH 2
9,318,000/8 L L8+ F§ AL M15%3%428,000/8 7T ° A
TEERF+ZA=1+—8  AEEZFHEKRDA
BE BEXTZREME - 45 14,000,000/%8 7T 2 B1T
HEH MRS o  AEBENIR EBE NN EHEEIREE
LRI E -

REBRFEN RRAEEATSREREERZEZH
SBHRERREFPRBEZKY » ARAEEZKER
EEBRFHNNREDEMES - REEHHE - A%
BEBEZHABRBTHANSRREES - #EARM
TeleEyem M2 & o

INTERIM DIVIDEND

The Board does not recommend the payment of an interim
dividend for the three months and six months ended 31 December
2005 (2004: Nil).

FINANCIAL REVIEW

For the six months ended 31 December 2005, the Group recorded
a turnover of approximately HK$17,635,000, representing an
increase of 28% as compared with approximately HK$13,730,000
of the same period last year. In comparison with the previous
quarter ended 30 September 2005, turnover for this quarter ended
31 December 2005 slightly reduced by approximately 5% or
approximately HK$411,000. The Group recorded a profit
attributable to the equity holders of the Company of approximately
HK$230,000 for the six months ended 31 December 2005, a
turnaround from the loss attributable to the equity holders of the
Company of approximately HK$1,204,000 for the same period
last year. Earnings per share for the six months ended 31 December
2005 was HKO0.13 cent, compared with loss per share of HK0.67
cent in the corresponding period in 2004.

The encouraging growth in turnover for the six months ended 31
December 2005 reflected the Group's success in global expansion
and advanced product development strategies. Turnover from
TeleEye I+ VRB/VXB Video Recording Transmitter accounted
for approximately 27% of the Group's turnover (2004: 5%).
TeleEye video surveillance systems and TeleEye cameras generated
approximately 58% (2004: 80%) and approximately 31% (2004:
12%) of the Group's turnover, respectively.

Overall operating costs for the six months ended 31 December
2005 were approximately HK$9,746,000, representing a slightly
increase of 5% or HK$428,000 as compared to HK$9,318,000
for the same period in 2004. As at 31 December 2005, the
Group's financial position remained liquid and healthy with
approximately HK$14 million of bank balances and cash. The Group
is financially able to make necessary investments as and when
opportunities arise.

The achievement of profitability reflected the Group’s success of
offering a wide range of high-tech products and customer services
to the market, and the optimisation of the Group's operational
efficiency in a competitive environment. During the period under
review, the Group continued to conduct seminars and exhibitions
in various countries with a view to enhance the TeleEye brand
image globally.
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BUSINESS REVIEW

The Group launched TeleEye 3G Mobile Video Surveillance
Solution (“TeleEye 3G”) and TeleEye RX304 Video Recording
Transmitter (“RX304") in October 2005.

TeleEye 3G is a one-plug module of mobile camera providing
remote viewing over 3G mobile network. Apart from the 3G network
in Hong Kong, the TeleEye 3G is also compatible with UMTS in
other countries. The TeleEye 3G had won the Gold Award in the
3G Application Category in the First Hong Kong Wireless Technology
Excellence Awards co-organized by the Hong Kong Wireless
Technology Industry Association and the Hong Kong Productivity
Council.

RX304 is a 4-channel all-in-one video recording transmitter, using
the Group's second generation proprietary compression technology
that allows users to conduct simultaneous recording and remote
access to live video with no degradation in video quality and
image update rate. It is compliant to the recognized British Standard
BS8418:2003. RX304 had won the Gold Award in the 2005
Hong Kong Electronic Industries Association (HKEIA) Award for
Outstanding Innovation and Technology Products in the security
category during the Hong Kong Electronics Fair 2005, the largest
electronic product exhibitions in Asia and the second largest in
the world.

During the period under review, the Group introduced a series of
TeleEye RN Series Digital Video Recorder (“TeleEye RN").
TeleEye RN is a complete recording solution with CD writer for
video extraction purpose. Available with IR remote control, TeleEye
RN provides users with convenient front panel control without
additional wires or cabling. It provides reliable performance which
is suitable for a wide range of surveillance applications from retail
outlets, factory, shopping mall and property management
installations.

PROSPECTS

The recent economic upturn creates an improving market sentiment
for the industries. However, competitions in the CCTV field remain
intense because of the global increase in supply. The Group will
strengthen its core businesses of developing innovative and quality
products to increase its product range and strengthen its
competitive position. The Group is planning to explore into new
markets and establish overseas branches in countries with good
market potential. Accumulated with more than 10 years of solid
experience in the CCTV field, the Group is agile enough to grasp
the new market trends and business requirements emerged from
the latest economic rebound. The directors are optimistic of the
future growth of the group and believe that the Group can continue
to be a pioneer in the global digital video surveillance market.
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SEGMENT INFORMATION

Europe

Europe was still the largest market of the Group, whose turnover
for the six months ended 31 December 2005 amounted to
approximately HK$4,779,000 (2004: HK$4,637,000) or 27%
(2004: 349%) of the Group's turnover. TeleEye Europe Limited (a
subsidiary in the UK) operates as a direct selling office commencing
from April 2004. It contributed significant effort in the provision of
technical and marketing support in the region. Segment profits
slightly reduced to approximately HK$705,000 (2004:
HK$740,000). It was due to the increase of sales and marketing
expenses as well as drop in profit margin of products.

Hong Kong

Hong Kong was the second largest market of the Group. Turnover
for the six months ended 31 December 2005 amounted to
approximately HK$3,581,000 (2004: HK$3,606,000) or 20%
(2004: 26%) of the Group's turnover. Segment profits increased
to approximately HK$1,843,000 (2004: HK$1,519,000). It was
due to the reduction in operating costs resulting from the
implementation of effective cost control measures.

Middle East

As a result of the Group's global marketing efforts, turnover
generated for the six months ended 31 December 2005 from
Middle East amounted to approximately HK$2,266,000 (2004:
HK$939,000) or 13% (2004: 7%) of the Group's turnover.
Segment profits increased by 126% to approximately HK$936,000
(2004: HK$414,000).

Other Asian Countries

Turnover for other Asia countries for the six months ended 31
December 2005 amounted to approximately HK$2,177,000 (2004:
HK$1,875,000) or 12% (2004: 13%) of the Group's turnover.
Segment profits increased by 170% to approximately HK$660,000
(2004: HK$244,000). Because of increasing marketing efforts in
these markets, both turnover and segment results for the six
months ended 31 December 2005 increased as compared with
last corresponding period.

Singapore

Turnover for Singapore for the six months ended 31 December
2005 amounted to approximately HK$1,847,000 (2004:
HK$1,605,000) or 11% (2004: 12%) of the Group's turnover.
The segment reported a loss of approximately HK§190,000 (2004:
a profit of approximately HK$65,000).

The Americas

Due to the Group's extensive marketing efforts in the Americas,
turnover for this segment for the six months ended 31 December
2005 amounted to approximately HK$1,975,000 (2004:
HK$789,000) or 11% (2004: 6%) of the Group’s turnover.
Segment profits increased by 27% to approximately HK$321,000
(2004: HK$252,000).
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Others

Other geographical segments included Africa and Australia. Turnover
for the six months ended 31 December 2005 amounted to
approximately HK$1,010,000 (2004: HK$279,000) or 6% (2004:
200) of the Group's total turnover. The growth in turnover can be
attributable to the Group's aggressive sales and marketing efforts
and increased competitiveness of new products launched last year.
Segment profits increased to approximately HK$423,000 (2004:
HK$30,000).

EMPLOYEE INFORMATION

As at 31 December 2005, the Group employed 38 (2004: 37)
full time employees in Hong Kong and 17 (2004: 17) full time
employees in the PRC and overseas offices. The Group's staff
costs, including directors’ emoluments, employees’ salaries and
retirement benefits scheme contribution amounted to approximately
HK$6,383,000 (2004: HK$6,407,000).

Employees’ remuneration is in accordance with individual's
responsibility and performance and remains competitive with the
prevailing market rates. Other fringe benefits such as medical
insurance, retirement benefit scheme and discretionary bonus are
offered to all employees. Share options are granted at the directors’
discretion and under the terms and conditions of share options
schemes.

LIQUIDITY, FINANCIAL RESOURCES AND GEARING RATIO

During the six months ended 31 December 2005, the Group
continued to obtain a non-interest bearing loan from a minority
shareholder to finance the operation of TeleEye Europe Limited,
which is denominated a British pounds and repayable on demand.

In addition, a non-interest bearing short-term advances was
outstanding to a minority shareholder as at 31 December 2005.
The loan was to finance the operation of TeleEye (S) Pte Limited
and was denominated in Singapore dollars and repayable on
demand. There was no drawing and repayment of this loan during
the period.

Other than the above, the Group mainly used its internal resources
to finance its operations during the six months ended 31 December
2005. The Group has available banking facilities of HK$5 million
from Hang Seng Bank and none of them has been utilised as at
31 December 2005 (30 June 2005: Nil). Consequently, the
Group's gearing ratio, as a percentage of bank and other borrowings
and long-term debt over total assets, as at 31 December 2005
was approximately 1% (30 June 2005: 19).

The Group had bank balances and cash of approximately

HK$14,075,000 as at 31 December 2005 (30 June 2005:
HK$16,339,000).
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CAPITAL STRUCTURE

Apart from the aforesaid non-interest bearing advances from
minority shareholders, the Group did not have any borrowings
during the period under review.

There was no change in the Company’s share capital during the
six months ended 31 December 2005. The details of change of
share options are set out under the header of “Share Option
Schemes” below.

SIGNIFICANT INVESTMENT
The Group did not entered into any new significant investment
during the six months ended 31 December 2005.

MATERIAL ACQUISITIONS AND DISPOSALS OF
SUBSIDIARIES AND AFFILIATED COMPANIES

The Group did not make any material acquisitions and disposals
of subsidiaries and affiliated companies.

CHARGE ON ASSETS
As at 31 December 2005, the Group did not have any charge on
its assets (30 June 2005: Nil).

FUTURE PLANS FOR MATERIAL INVESTMENTS OR
CAPITAL ASSETS

Other than those disclosed in the Company's prospectus dated
24 April 2001, the Group does not have any other plan for material
investments or capital assets for the coming year.

EXPOSURE TO FLUCTUATIONS IN EXCHANGE RATES
AND RELATED HEDGES

During the period under review, the Group's transactions were
substantially denominated in Hong Kong, US dollars and British
Pounds. Since the Hong Kong dollars are pegged to the US dollars,
the Board considers that the potential foreign exchange exposure
of the Group is limited. During the period under review, the Group
did not use any financial instruments for hedging purposes (30
June 2005: Nil). The Group closely monitors its foreign currency
exposure from time to time and will engage appropriate hedging
activities should needs arise.

CONTINGENT LIABILITIES
As at 31 December 2005, the Group did not have any contingent
liabilities (30 June 2005: Nil).
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(a) ARAIEREEOO]IE T EHK

EEns

Name of director

RIEEE L+

Dr. Chan Chok Ki
RAF 1B+

Dr. Chan Cheung Fat

(b) BR#E

Esns

Name of director

PRIEZEE

Dr. Chan Chok Ki
AIRZFEE

Dr. Ma Chi Kit
BEGELT

Mr. Ho Ka Ho

DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS IN
SHARES AND SHARE OPTIONS

At 31 December 2005, the interests of the directors and chief
executives and their associates in the shares and share options of
the Company or any of its associated corporations (within the
meaning of Part XV of the Securities and Future Ordinance (“SFQ"))
which were required pursuant to Section 352 of the SFO, or
which are required pursuant to Rule 5.46 of the GEM Listing
Rules, to be notified to the Company and the Stock Exchange,

were as follows:

Long position in shares
(a)  Ordinary shares of HK80.01 each of the Company

BEE#T KAT BT

ZTER#E RAE G

Number of Percentage of

issued the issued

&6 ordinary share capital

Capacity shares held of the Company

mEEHEBISE (K1) 104,000,000 57.8%
Held by controlled corporation (note 1)

mEESEBSE (A1) 104,000,000 57.8%
Held by controlled corporation (note 1)

(b)  Share options

BEBREHE HEROEE

Number of Number of

g7} share underlying

Capacity options held shares

BB A (HiE2) 2,700,000 2,700,000

Beneficial owner (note 2)
BB A (BiE2) 2,160,000 2,160,000
Beneficial owner (note 2)
BEDlEA AN (Haz2) 2,044,000 2,044,000

Beneficial owner (note 2)
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Notes:

M

()

These shares, representing approximately 57.8% of the issued
share capital of the Company as at 31 December 2005, are
held by Etin City Limited, which is owned by Etin Tech Limited
and CityU Enterprises Limited in the proportion of 70% and
30%, respectively. Etin Tech Limited is owned by Dr. Chan
Chok Ki, Dr. Chan Cheung Fat, Dr. Ma Chi Kit and Mr. Ho Ka
Ho in the proportion of approximately 44.3%, 34.3%, 14.3%
and 7.19%, respectively. As Dr. Chan Chok Ki and Dr. Chan
Cheung Fat are entitled to exercise or control the exercise of
30% or more of the voting power in general meetings of Etin
Tech Limited, they are deemed to be interested in the entire
shares in the Company held by Etin City Limited.

The share options are granted to the directors pursuant to the
share option schemes adopted by the Company, details of
which are set out under the header of “Share Option Schemes”
below.

Save as disclosed above, and other than a nominee share in a
subsidiary held by a director in trust for the Group, at 31 December

2005,

none of the directors, the chief executives of the Company

nor their associates had any interests or short positions in any
shares, underlying shares or debentures of the Company or any of

its ass

ociated corporations.

SHARE OPTION SCHEMES

(@
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Pre-IPO Share Option Scheme (the “Pre-IPO Scheme”)
The Pre-IPO Scheme was adopted pursuant to a resolution
passed on 12 April 2001 to recognise the contribution of
executive directors and employees of the Company and its
subsidiaries to the growth of the Group and/or the listing of
the Company's shares on the GEM. The options granted
under the scheme grant the right to the holder to subscribe
for new ordinary shares of the Company at HK$0.60 per
ordinary share and the maximum number of shares in respect
of which options might be granted under the scheme was
14,400,000. The number of shares in respect of which
options might be granted to any individual was not permitted
to exceed 3,600,000.

Options might be granted without any initial payment.
Options granted are exercisable to the extent of an aggregate
total of 25%, 50%, 75% and 100% at anytime after 6
months, 18 months, 30 months and 42 months, respectively,
from the commencement of the trading of the shares of
the Company on the GEM, and have a duration of 10 years
from their respective vesting dates.
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BB H
Date of grant

ARBES

Directors of the Company

BRIEEE L —EE-FMA+Z
Dr. Chan Chok Ki 12 April 2001
BEREL —EE-FMA+Z
Dr. Ma Chi Kit 12 April 2001
ARFELEE —TE-FMA+Z
Mr. Ho Ka Ho 12 April 2001
rEBEES —EE-FMA+Z
Employees of the Group 12 April 2001
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Upon the listing of the Company’s shares on the GEM on 8
May 2001 no further options could be granted by the
Company under the Pre-IPO Scheme. The rights of the
holders of the share options granted prior thereto are not
affected and such options granted continue to remain valid
and exercisable in accordance with the terms of the scheme.

The following table discloses movements in the Company’s
share options under the Pre-IPO Scheme during the six
months ended 31 December 2005:

R-ZZ0&E
BR R-BTIRHE REBRE +t=-R=+—-H
BRE tA—H KB 2BERAE e B 2 BB IR 1
TEE e & 2 BB IR R Lapsed Balance
Exercise price Balance at during at 31
per share 1 July 2005 the period December 2005
BT (Kt zt)
HK$ (Note)
H 0.60 1,800,000 - 1,800,000
H 0.60 1,440,000 - 1,440,000
H 0.60 1,364,000 - 1,364,000
4,604,000 - 4,604,000
H 0.60 3,912,000 (676,000) 3,236,000
8,516,000 (676,000) 7,840,000
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Note: These options lapsed upon the resignation of the
grantees.

No options had been exercised since the date of grant. At
31 December 2005, the number of shares in respect of
which options had been granted under the Pre-IPO Scheme
represents 4.4% of the shares of the Company in issue at
that date.
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Share Option Scheme adopted on 12 April 2001 (the
“Option Scheme”)

The Option Scheme was adopted on 12 April 2001 for the
primary purpose of providing incentives to directors and
eligible employees for a term of ten years. Option may be
granted without any initial payment and should be accepted
within 21 days from the date of grant. The subscription
price, subject to adjustment, is the highest of (i) the nominal
value of the shares of the Company; (ii) the closing price of
the Company’s shares as stated in the GEM of the Stock
Exchange's daily quotation sheet (“Daily Quotation Sheet")
on the date of grant; and (iii) the average closing price of
the Company'’s shares as stated in the Daily Quotation Sheet
for the five business days immediately preceding the date
of grant.

The option holder may subscribe for shares in the Company
during such 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 grant). The maximum
number of shares in respect of which options may be granted
cannot exceed 10% of the issued share capital of the
Company from time to time.

No employee or director shall be granted an option which,
if exercised in full, would result in such employee or director
becoming entitled to subscribe for more than 25% of the
aggregate number of shares for the time being issued and
issuable under the Option Scheme.

Pursuant to a resolution passed on 28 October 2003, the
Option Scheme was terminated. No options had been
granted since the adoption of the Option Scheme.
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(iii) Share Option Scheme adopted on 28 October 2003
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(the “2003 Option Scheme”)

Pursuant to a resolution passed on 28 October 2003, the
2003 Option Scheme was adopted to recognise and motivate
the contribution of the employees and to provide incentives
and help the Company in retaining its existing employees
and recruiting additional employees for a term of ten years.
The board of directors of the Company may at its discretion
grant options to any employees, including executive and
non-executive directors, advisers, consultants, agents,
contractors, customers and suppliers of the Group to
subscribe for shares in the Company. Option may be granted
at a consideration of HK$1 and should be accepted within
5 business days from the date of grant. The option granted
is exercisable upon acceptance and payment of consideration
by the grantee.

The maximum number of shares in respect of which options
may be granted cannot exceed 10% of the issued share
capital of the Company on 28 October 2003. No option
shall be granted to a grantee if the total number of shares
issued and to be issued upon exercise of options granted
and to be granted under the 2003 Option Scheme in any
twelve months period up to and including the date of grant
to such grantee would exceed 1% of the issued share capital
of the Company for the time being in issue.

The subscription price shall not be less than the highest of
(i) the closing price of the shares of the Company as stated
in the Daily Quotation Sheet on the date of grant, which
must be a trading day; (i) the average closing price of the
shares of the Company as stated in the Daily Quotation
Sheets for the five trading days immediately preceding the
date of grant; or (iii) the nominal value of a share. Without
prejudice to the generality of the above, the board of
directors of the Company may grant options in respect of
which the subscription price is fixed at different price.
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The following table discloses movements in the Company's
share options under the 2003 Option Scheme during the
six months ended 31 December 2005:

R-ZEZERF R-EZRRF
tHA—H REEBAE +=ZHA=+-—8H
5 & 2 i AR R KBz BRAE e Bk 2 B AR R
Balance Lapsed Balance at
at during 31 December
1 July 2005 the period 2005
(Bt at)
(Note)
900,000 - 900,000
720,000 - 720,000
680,000 - 680,000
2,300,000 - 2,300,000
700,000 (80,000) 620,000
3,000,000 (80,000) 2,920,000

Note: These options lapsed upon the resignation of the
grantees.

No options had been exercised since the date of grant. The
closing price of the Company's shares immediately before
4 August 2004 (date of grant of the above options) was
HK$0.145. At 31 December 2005, the number of shares in
respect of which options had been granted under the 2003
Option Scheme represents 1.6% of the shares of the
Company in issue at that date.

The financial impact of share options granted is not recorded
in the Company's or the Group's balance sheet until such
time as the options are exercised, and no charge had been
recognised in the income statement in respect of the value
of options granted. Upon the exercise of the share options,
the resulting shares issued are recorded by the Company as
additional share capital at the nominal value of the shares,
and the excess of the exercise price per share over the
nominal value of the shares is recorded by the Company in
the share premium account. Options which lapse or are
cancelled prior to their exercise date are deleted from the
register of outstanding options.
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SUBSTANTIAL SHAREHOLDERS

Other than the interests disclosed in the paragraph headed
“Directors’ and Chief Executives’ Interests in Shares and Share
Options”, the register of substantial shareholders maintained by
the Company pursuant to Section 336 of the SFO discloses no
person as having a notifiable interest or short position in the
issued share capital of the Company as at 31 December 2005.

COMPETING INTERESTS

The directors believe that none of the directors nor the
management shareholders of the Company (as defined in the
GEM Listing Rules) had an interest in a business, which competes
or may compete with the business of the Group.

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

During the period under review, neither the Company nor any of
its subsidiaries purchased, sold or redeemed any of the Company's
listed securities.

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

For the six months ended 31 December 2005, the Company has
adopted a code of conduct regarding securities transactions by
directors on terms no less exacting than the required standard of
dealings set out in Rules 5.48 to 5.67 of the GEM Listing Rules.
Having made specific enquiry of all directors, all directors confirmed
they have complied with the required standard of dealings and
the code of conduct regarding securities transactions by directors
adopted by the Company.

REMUNERATION COMMITTEE

The Company has established a remuneration committee with
written terms of reference in compliance with the GEM Listing
Rules. The Remuneration Committee comprises three members,
one of which is non-executive director, namely, Dr. Chan Cheung
Fat, and two are independent non-executive directors, namely,
Professor Siu Wan Chi and Professor Ching Pak Chung. Dr. Chan
Chenug Fat is the Chairman of the remuneration committee.
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CODE ON CORPORATE GOVERNANCE PRACTICES
The Company has complied with the code provisions set out in
the Code on Corporate Governance Practices contained in Appendix
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15 of the GEM Listing Rules for the six months ended 31 December
2005, except for the following deviations:

1.
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Code Provision A.2.1 stipulates that the roles of Chairman
and Chief Executive Officer should be separate and should
not be performed by the same individual. The division of
responsibilities between the Chairman and Chief Executive
Officer should be clearly established and set out in writing.

At present, Dr. Chan Chok Ki is both the Chairman and
Chief Executive Officer of the Company who is responsible
for managing the Board and the Group's business. Dr. Chan
has been both the Chairman and Chief Executive Officer of
the Company since its incorporation. The Group consider
that Dr. Chan has in-depth knowledge in the Group's
business and can make appropriate decisions promptly and
efficiently. The combination of the roles of Chairman and
Chief Executive Officer can effectively formulate and
implement the Group's strategies. The Group also consider
that this structure will not impair the balance of power and
authority between the Board and the management of the
Company as the board of directors, which comprises
experienced and high caliber individuals, meets regularly to
discuss issues affecting the operations of the Group. The
Group considered that, at its present size, there is no
imminent need to segregate the role of Chairman and Chief
Executive Officer.

Code Provision A.4.1 stipulates that non-executive directors
should be appointed for a specific term, subject to re-
election. Code Provision A.4.2 stipulates that all directors
appointed to fill a causal vacancy should be subject to
election by shareholders at the first general meeting after
their appointment, and every director, including those
appointed for a specific term, should be subject to retirement
by rotation at least once every three years.
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At present, the independent non-executive directors are not
appointed for a specific term, but are subject to retirement
by rotation and re-election in accordance with the Company's
Articles of Association. In addition, not every director is
subject to retirement by rotation at least once every three
years. Directors are subject to rotation in accordance with
the Articles of Association of the Company (that at each
annual general meeting, one-third of the directors for the
time being or, if their number is not a multiple of three, the
number nearest to but not greater than one-third, shall retire
from office) provided that notwithstanding anything herein,
the chairman of the Board and/or the managing director of
the Company shall not, whilst holding such office, be subject
to retirement by rotation or be taken into account in
determining the number of directors to retire in each year.
At such, with the exception of the Chairman, all directors
are subject to retirement by rotation in accordance with the
Company'’s Articles of Association. The Group considered
that for stability reasons, the Chairman do not need to be
subject to retirement by rotation and there is no imminent
need to amend the Atrticles of Association of the Company.

AUDIT COMMITTEE

The audit committee has three members comprising three
independent non-executive directors, namely Professor Siu Wan
Chi, Professor Ching Pak Chung and Mr. Yeung Kwok Ki, JP.

The primary duties of the audit committee are to review the
company's annual report and financial statements, quarterly reports
and half-yearly report and to provide advice and comment thereon
to the board of directors. The audit committee will also be
responsible for reviewing and supervising the financial reporting
and internal control procedures of the Group.

The audit committee has reviewed the draft of this report and has
provided advice and comments thereon.

By order of the Board
DR. CHAN CHOK Kl
Chairman and Chief Executive Officer

Hong Kong, 13 February 2006

As at the date hereof, the executive Directors are Dr. Chan Chok
Ki (Chairman of the Company), Dr. Ma Chi Kit and Mr. Ho Ka Ho;
the non-executive Director is Dr. Chan Cheung Fat; and the
independent non-executive Directors are Prof. Siu Wan Chi, Mr.
Yeung Kwok Ki, JP and Professor Ching Pak Chung.
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