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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 of the
Stock Exchange 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 on GEM 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
annual 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 annual report.

This annual report, for which the directors of Lang Chao
International Limited (the “Company”) collectively and individually
accept full responsibility, includes particulars given in compliance
with the Rules Governing the Listing of Securities on the GEM of
the Stock Exchange (the “GEM Listing Rules”) for the purpose of
giving information with regard to Lang Chao International
Limited. The directors of the Company, having made all reasonable
enquiries, confirm that, to the best of their knowledge and belief:
(1) the information contained in this annual report is accurate and
complete in all material respects and not misleading; (2) there are
no other matters the omission of which would make any
statement in this annual report misleading; and (3) all opinions
expressed in this annual report have been arrived at after due and
careful consideration and are founded on bases and assumptions
that are fair and reasonable.
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Corporation Information
NFER

EXECUTIVE DIRECTORS

Mr. Sun Pishu

Mr. Zhang Lei

Mr. Wang Miao
Mr. Leung Chi Ho

NON-EXECUTIVE DIRECTORS

Mr. Xin Wei Hua
Mr. Wang Hung, Alex

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Meng Xiang Xu
Mr. Liu Ping Yuan
Mr. Wong Lit Chor, Alexis

COMPANY SECRETARY AND QUALIFIED

ACCOUNTANT
Ms. Ng Mei Lin ACCA,CPA

COMPLIANCE OFFICER
Mr. Wang Miao

AUDIT COMMITTEE
Mr. Meng Xiang Xu

Mr. Liu Ping Yuan

Mr. Wong Lit Chor, Alexis

AUTHORIZED REPRESENTATIVES

Mr. Wang Miao
Ms. Ng Mei Lin ACCA,CPA

COMPLIANCE ADVISER

Guotai Junan Capital Limited

AUDITORS

Deloitte Touche Tohmatsu
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PRINCIPAL BANKERS

The Hong Kong and Shanghai Banking Corporation Limited
Bank of China (Hong Kong) Limited

PRINCIPAL SHARE REGISTRAR AND
TRANSFER OFFICE

Butterfield Fund Services (Cayman) Limited
Butterfield House

68 Fort Street

P.O. Box 705

George Town

Grand Cayman

Cayman Islands

British West Indies

HONG KONG BRANCH SHARE REGISTRAR AND

TRANSFER OFFICE

Computershare Hong Kong Investor Services Limited
46th Floor

Hopewell Centre

183 Queen’s Road East

Hong Kong

REGISTERED OFFICE

Century Yard
Cricket Square
Hutchins Drive
PO. Box 2681GT
George Town
Grand Cayman
British West Indies

PRINCIPAL PLACE OF BUSINESS IN HONG
KONG

Room 726

Nan Fung Commercial Centre

19 Lam Lok Street

Kowloon Bay

Kowloon

Hong Kong

GEM STOCK CODE
8141
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4  Financial Summary

B IS HLE

RESULTS

Turnover

(Loss) profit before
taxation
Taxation

(Loss) profit for the year

ASSETS AND LIABILITIES

Total assets
Total liabilities

(Capital deficiency)
shareholders’ funds

Notes:

BE+t-HA=1t—HLEE

For the year ended 31 December

2001 2002 2003 2004 2005
—EE—F —FTT_F —TT-—F —TIJE ZEBERF
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
FET FET FET FET FET
(restated)
B E &
S 133,076 390,232 548,087 635,827 729,561
ARl (E18)

i | (4,149) 2,528 22,331 22,330 29,158
I8 — — (3,962) (4,668) (4,943)
Bk 75 1& 48 7 (4,149) 2,528 18,369 17,662 24,215
EERERE
BEREB 10,384 48,321 72,498 106,422 288,939
BERE (12,992) (48,401) (54,109) (40,831) (167,234)
BART R

[ RE® (2,608) (80) 18,389 65,591 121,705

1. The Company was incorporated in Cayman Islands on 29 January
2003 and became the holding company of the Group with effect
from 20 February 2003 as a result of the group reorganisation,

details of which are set out in the Company’s prospectus dated 20

April 2004.

2. The results of the Group for the year ended 31 December 2001 and
2002 have been prepared on a combined basis as if the group

structure resulting from the group reorganisation had been in
existence throughout the years concerned and have been extracted
from the Company’s prospectus dated 20 April 2004.
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Chairman’s Statement
ETERE

On behalf of the Board of Directors of Lang Chao International
Limited (the “Company”), | am pleased to announce consolidated
the financial report of the Company and its subsidiaries
(collectively referred to as the “Group”) for the year ended 31
December 2005.

FINANCIAL HIGHLIGHTS

During the year under review, the Group recorded a turnover of
approximately HK$729,561,000, an increase of 14.74% when
compared with last year's HK$635,827,000. Profit attributable to
shareholders rose from HK$17,662,000 to HK$24,215,000, an
increase of 37.10%. Earnings per share increased by 11.48%,
from HK4.79 cents to HK5.34 cents. The Board of Directors
recommended the payment of a final dividend of HK3 cents per
ordinary share (2004: HK3 cents) for the year ended 31 December
2005. The final dividends will be payable on 20 June 2006 to those
shareholders whose names appear on the register of members of
the Company at 8 May 2006, subject to shareholders’ approval of
payment of the final dividends at the forthcoming annual general
meeting.

BUSINESS REVIEW

During the year under review, the Group maintained the steady
growth momentum of last year, recording continuous growth of
turnover and net profit. Thanks largely to the robust development
in the domestic information technology (“IT") industry, the Group
achieved satisfactory results during the year, with further increase
in market shares of the hardware products in the PRC market.
Moreover, the Group managed to improve its overall profitability
by providing customers with quality value-added services.

Apart from the Hong Kong head office, the Group has established
sales centre and liaison points in Jinan, PRC in order to tie up with
customers. This allows the Group to stay closer to its end-users,
thus enabling it to react rapidly to market needs and respond to
the fast-changing IT market and product development trend.
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Moreover, the Group has extended into the market of specialised
computer products, i.e. point-of-sales system in view of the fast
growing retail business in the PRC and thereby diversify its revenue
sources through the investment in Shandong Langchao Business
System Company Limited (“Shandong Shangyong”) (LLIZE
B AZ#ZABRAF) and Shandong Chaoyue Digital Electronics
Company Limited (“Shandong Chaoyue”) (ILERBHEITE T8
FRAFAD.

As Microsoft Corporation (“Microsoft”) is one of the largest
software developers in the world, the introduction of Microsoft as
a substantial Shareholder will enhance future cooperation
between the Group and Microsoft, resulting in common synergies
and benefit for both the Group and Microsoft.

As mentioned in the Circular dated 8 March 2006, the Group will
extend into the market of management software and the market
of e-government business through investment in Lang Chao
Group Shandong Genersoft Limited (“LC Genersoft”) and
Shandong Lang Chao E-Government Software Limited (“ LC E-
Government”) respectively and thereby diversify its revenue
sources and build up its reputation in the software industry. In view
of the customer profile of LC Genersoft and the future prospect of
the e-government business and thereby the potential of LC E-
Government, the Directors consider that the investment will
enhance the Group’s overall business performance, strengthen its
revenue base and diversify its business risk by enlarging its product
and service base.

Going forward, the Group will continue to develop and introduce
various products and to seek for new investment opportunities in
order to generate better returns for its shareholders.

APPRECIATION

| wish to take this opportunity to thank all fellow directors,
management and staff for their great efforts in realizing good
results of the Group. And | have to express my appreciation to all
the shareholders, business partners, bankers, customers and
suppliers of the Group for their continued support and trust over
the past years.

Sun Pishu
Chairman
Hong Kong, 24 March 2006
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Management Discussion and Analysis
EEEN W R D

FINANCIAL REVIEW

The Group’s turnover for the year ended 31 December 2005 was
approximately HK$729,561,000, which represented a increase of
14.74% as compared to the turnover of approximately
HK$635,827,000 for the year ended 31 December 2004. Such
increase was mainly attributable to the increase in sales of CPUs
and increase in market demands.

The Group recorded a gross profit of approximately HK$32,400,000
with the gross profit margin of approximately 4.44%, decrease of
approximately 16.19% as compared with last year. This decrease
was due to the decreasing of the selling price.

The administrative expenses for the year ended 31 December
2005 decreased by approximately HK$7,556,000 or 45.98% as
compared to last year. The decrease was due to advertising and
promotion expenses and apply HKAS 32, an adjustment of
approximately HK$5,180,000 relating to listing expense has been
reversed from share premium and included in administrative
expenses for the year ended 31 December 2004.

The net profit attributable to shareholders of the Company for the
year ended 31 December 2005 was approximately HK$24,215,000,
a 37.10% increase when compared to approximately
HK$17,662,000 for the year 2004. Such improvement was mainly
resulted from deduction of expenses and share of profit of
associates compared with the last corresponding year.

Capital structure

The Group intends to principally finance its operation with its
internal resources and net proceeds from fund raising activities.
On 1 June 2005 the Company placed 52,000,000 new shares at
the placing price of HK$0.36 per share for net proceeds of
approximately HK$18,574,000 of the Shares of the Company in
the GEM of the Stock Exchange.

On 1 June 2005, the Company issued 39,100,000 shares to the
vendors as consideration for the acquisition of the entire issued
share capital of Timeone.

The Company issued 132,964,342, 6% redeemable convertible
preferred shares to Microsoft Corporation at HK$0.76 each on 8
December 2005.
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Management Discussion and Analysis
EEENWR DT

Liquidity, financial resources and gearing

The Group generally finances its operation with generated cash
flow and remaining portion of the net proceeds from fund raising
activities. As at 31 December 2005, shareholders’ funds of the
Group amounted to approximately HK$121,705,000 (31
December 2004: HK$65,591,000). Current assets amount to
approximately HK$266,734,000 of which approximately
HK$165,405,000 were cash and bank balances. Current liabilities
of approximately HK$72,132,000 mainly comprised accounts
payable, tax payable and other payables and accrued liabilities.
The Group's current assets are approximately 3.7 times (31
December 2004: 2.6 times) over its current liabilities. As at 31
December 2005, the Group had no bank borrowings and its
gearing ratio should be zero (31 December 2004: Nil).

The Directors believe that the Group has a healthy financial
position and has sufficient resources to satisfy its capital
expenditure and working capital requirement.

Foreign exchange exposure

All of the Group’s sales and purchase are mainly denominated in
United States Dollars. The Group does not presently intend to use
any derivative instruments in the foreign currency market to hedge
the risk against fluctuations of foreign currencies. The Directors
believe that having regard to the working capital position of the
Group, the Group is able to meet its foreign exchange liabilities as
they become due.

Employee information

As at 31 December 2005, the Group had 22 employees (2004: 23
empolyees). The total of employee remuneration, including that of
the Directors and mandatory provident funds contributions, for
the year under review amounted to approximately HK$3,774,000
(2004: approximately HK$5,226,000).

Employees are remunerated according to their performance and
work experience. On top of basic salaries, discretionary bonus and
share option may be granted to eligible staff by reference to the
Group’s performance as well as individual’s performance. In
addition, the Group also provides mandatory provident fund
scheme, medical insurance scheme for its employees.
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Management Discussion and Analysis
EEEN W R D

Charges on assets

No assets of the Group were pledged for both years.

Material acquisition, disposals and significant
investment

The Group had increased to invest HK$40,000,000 to a wholly
owned subsidiary Lang Chao Shandong Electronic Information
Co.ltd. CR#E (WLWE) EFELAMRAF) tolaunch the
marketing platform to directly access PRC market.

The Group acquired Timeone Technology Limited (“Timeone”) by
way of allotment and issue of 39,100,000 shares of the Company.
Timeone is the registered owner of the entire share capital of Jinan
Langchao Technology Limited (former name: Jinan Ruien
Information Technology Co., Ltd.) (ERREBIE FEHEZAR AR |
which in turn holds 40% equity interests in Shandong Shangyong
and 49% equity interest in Shandong Chaoyue. Further details
regarding the acquisition is set out in the Company’s circular dated
13 May 2005.

The Group had invested US$13,000,000 to set up a new wholly
owned subsidiary Lang Chao (Jinan) Electronic Information
Limited CRZ (FERE) EERMARAD

registered capital of LC Genersoft and E-Government.

A]) to acquire the

On 17 February 2006, Lang Chao (Jinan) Electronic Information
Limited entered into the subscription agreement to subscribe for
approximately 30.05% of the enlarged registered capital of LC
Genersoft at a consideration of RMB40,200,000. The details of
the terms of subscription agreement are set out in the Company’s
circular dated 8 March 2006.
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Management Discussion and Analysis
EEENWR DT

On 17 February 2006, Lang Chao (Jinan) Electronic Information
Limited entered into the subscription agreement to subscribe for
approximately 53.3% of the enlarged registered capital of LC E-
Government at a consideration of RMB8,000,000. The details of
the terms of subscription agreement are set out in the Company’s
circular dated 8 March 2006.

Save as disclosed above, the Group has not made any material
acquisitions or disposals during the year. As 31 December 2005,
the Group had no material capital commitments and no future
plans for material investments or capital assets.

Contingent liabilities

The Company and a subsidiary have given cross guarantee
amounted HK$10,000,000 to a bank to secure general banking
facilities granted to companies.

Prospects

The IT sector has been one of the fastest growing industries and
the PRC will remain as one of the vital supply bases for the
semiconductor and IT industry in the world. Under the
development blueprint for the 11th Five-Year Plan of the PRC, the
mainland is set to fully open its market to foreign competitors
under the agreements it made to the World Trade Organization for
membership. Moreover, the organization of Beijing 2008 Olympic
Games, the Shanghai 2010 World Expo as well as the PRC
government’s determination to move the whole nation into the
“Digital Age”, the huge potential which has risen from this
burgeoning market has attracted many foreign as well as local
players to set foot in the mainland market to grab new business
opportunities.
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Management Discussion and
EEEFNWR D

“+

9

During the year, the Group has extended into the market of
specialised computer products, i.e. point-of-sales system in view of
the fast growing retail business in the PRC and thereby diversify its
revenue sources through the investment in Shandong Shangyong
and Shandong Chaoyue. Moreover, the Group will extend into the
market of management software and the market of e-
government business through investment in LC Genersoft and LC
E-Government respectively and thereby diversify its revenue
sources and build up its reputation in the software industry.

The Group will keep on exploring other suitable business
opportunities and diversifying its investment to other potential
industries with favourable investment return and prospect.
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Directors and Senior Management Profile
EEREREEREHEE

DIRECTORS

Mr. Sun Pishu (AR 28), aged 43, is the chairman of the Board. He
joined the Group in August 1998. Mr. Sun is currently a delegate
of the People’s Congress of the PRC. He graduated from
Shandong University with a Bachelor of Science degree in wireless
electronics in 1983 and Armstrong University in California, US
with a Master of Business Administration degree in 2002. He has
attained over 15 years’ experience in the IT industry particularly
with its service in the LC Group. He was a member of the State
863 Planning Expert Committee (%R 863 5I8|EXZEEE) and
was awarded the title of Key Award Technological Personnel (&
#2755 A B ) by the Shandong provincial government. He was
also awarded as The 13th Top Ten Outstanding Youth Award in
the PRC in 2002. He is a director of a number of members of the
LC Group as well as LC Corporation and is the chairman of Lang
Chao Electronic Information Industry Co., Ltd., a company listed
on the Shenzhen Stock Exchange. Mr. Sun is responsible for and
devotes a substantial part of his time and effort for the overall
planning and development of the Group.

Mr. Zhang Lei (3K %), aged 42, is the general manager of the
Group. He has overall responsibility and devotes a substantial part
of his time and effort for the finance, general administration and
technology departments. He joined the Group in February 2003.
Mr. Zhang graduated from Shandong University with a Bachelor of
Science degree in Wireless Electronics and a Master degree in
Economics in 1983 and 1992 respectively. Mr. Zhang has over 15
years' experience in financial and corporate management. Mr.
Zhang was responsible for the Business Department in Shenyang
People’s Bank Shenyang Securities Exchange (%[5 A RIE1T)%
f578%22 5 0. Before joining the LC Group in 2000, Mr. Zhang
was the vice-president of Shenyang Wanzhong Group (%5 & &
£ [&). He is a director of a number of subsidiaries of the LC Group
but has not undertaken any active role in the day-to-day
management of such companies.

Mr. Wang Miao (£ 8), aged 43, is the deputy general manager
and compliance officer of the Group, an executive Director and an
Initial Management Shareholder. He has overall responsibility for
the overall management planning, business development, sales
and marketing and purchasing. Mr. Wang graduated from
Shandong University in July 1984 with a Bachelor degree in
Computer Science. Mr. Wang is one of the founders of the Group.
Before joining the Group in August 1998, Mr. Wang worked in the
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LC Group since 1991 and assumed a senior management role in
the business of the LC Group. Through its services in the LC Group
and the Group, Mr. Wang has accumulated over 10 years of
experience in trading and management in IT industry.

Mr. Leung Chi Ho (2% %), aged 46, is the chief technology
officer of the Group responsible for the overall planning and
development of IT advisory services. Mr. Leung graduated from the
University of Hong Kong with a degree in Bachelor of Science
(Engineering) majoring in electrical engineering in 1982. Before
joining the Group in September 2002, Mr. Leung has worked for a
number of companies in Hong Kong engaged in IT industry,
focusing on the research and development of computer products
and assuming senior engineer role, through which he has
accumulated over 20 years of experience in IT industry.

Mr. Xin Wei Hua (3£ &7 %), aged 50, is a non-executive Director.
He joined the Group in September 1999. Mr. Xin graduated from
Shandong University with an Adult Higher Education Professional
Certificate in Micro-computer Applications in 1990. Mr. Xin has
assumed research supervisor and manager roles in the LC Group
during its service in the LC Group since 1989, through which he
has accumulated over 15 years experience in management and
research and development for electronics and computer products.
Mr. Xin has engaged extensively in technological research in Hong
Kong and Singapore, and has been granted the First Grade
Advancement Award of provincial level (& & B 5 — 5 4%).
He is a director of a number of companies of the LC Group. He is
also the general manager of Lang Chao Electronic Information
Industry Co., Ltd., a company listed on the Shenzhen Stock
Exchange and a member of the LC Group.

Mr. Wang Hung, Alex (E7), aged 43, is a non-executive Director
and an Initial Management Shareholder. He joined the Group in
August 1998. Mr. Wang graduated in 1991 from Louisiana Tech
University in the US with a Master of Science degree in Electrical
Engineering and has over 15 years experience in the IT industry.
Before joining the Group in August 1998, Mr. Wang has been a
design expert and an experienced engineer in Synchrous Group
Inc., deputy general manager of the engineering department of
Pacific Information Inc., technical deputy general manager of
Mighty Micro Inc. and general manager of Pacific Information Inc..
He is the technical controller of Lang Chao Electronic Information
Industry Co., Ltd., a company listed on the Shenzhen Stock
Exchange and a member of the LC Group.
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Mr. Meng Xiang Xu ( # #£ /B ), aged 43, is an independent non-
executive Director and joined the Group in March 2003. Mr. Meng
graduated from Calculator Institute of Academy of Science (
FF 285 5+ & BT ), majoring in computer application, and has
obtained a Doctorate degree in 1998. He currently holds a senior
position in a number of universities and committees including the
dean of Computer Science and Technology College of Shandong
University ( LB KBS E MR BB {iTE205 ), dean, professor and
PhD tutor of Shandong University Qilu Software College ( L5 X
B &S 420 ), head of the expert group for the digitalization
of Shandong province (LR &5 BL THEERE/NAEZRAE ) and
supervisor of Shandong Province Manufacturing Information
Technical Engineering Technology Research Center ( |15 Sk 2
= BAb T TREEATAIZEA L)), He is mainly engaged in the research
and development of computer-aided design and graphics, and
human interaction with computers.

Mr. Liu Ping Yuan (2R ), aged 70, is an independent non-
executive Director and joined the Group in March 2003. Mr. Liu has
been in the IT related industry for over 40 years. He has undertaken
a number of important positions in the PRC government including,
vice minister of the Ministry of Telecommunications of the PRC (
#= A\ RIEMBFE L), deputy chairman and secretary general of
the Chinese Committee of the 22nd Meeting of the International
Postal Association ( & B %8 BBt B A & BI4HZ € ) and member
of the Ninth National Political Consultative Committee (R # A &
HAMBEBUAW R 5 ). He is currently Chairman of Chinese Postal
Association (FE2BHEHB S E ).
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Mr. Wong Lit Chor, Alexis (24 #% ), aged 47, is an independent
non-executive Director and joined the Group in March 2003. Mr.
Wong graduated from University of Toronto, Canada with a
bachelor degree in arts (economics and commerce) and has
obtained a master of business administration degree from the
Chinese University of Hong Kong. He has over 20 years of
banking, investment, corporate finance and securities dealing
experience gained by working as a senior executive in a number of
listed local and PRC financial services companies. He is currently a
director of Quam Capital Holdings Limited, a subsidiary of Quam
Limited which in turn is a company listed on the Main Board of the
Stock Exchange providing comprehensive financial services both
through conventional and on-line platforms. Mr. Wong is also an
independent non-executive director of Wing Hing International
(Holdings) Limited, a company listed on the Main Board of the
Stock Exchange engaged in construction and waste water
treatment businesses and Argos Enterprises Holdings Limited, a
company listed on GEM engaged in bus operation, city touring
and sightseeing business in China.

SENIOR MANAGEMENT

Ms. Ng Mei Lin ({ii353% ), aged 45, is the Company Secretary and
Qualified Accountant of the Company. Ms. Ng joined the
Company in August 2003. She is responsible for the daily accounts
and financial management related operation. Ms. Ng is a member
of the Hong Kong Institute of Certified Public Accountants and the
Association of Chartered Certified Accountants. She has extensive
experience in finance and accounting.

Mr. Dong Hailong (Z /8 8 ), aged 28, is the manager of the
purchasing department responsible for maintaining and improving
the relationship between the Group and its suppliers. Mr. Dong
was graduated from Southwest Jiaotong University with a
Bachelor degree in Telecommunication Engineering in 1999. Mr.
Dong joined the Group in 2002.

Mr. Zoubo, aged 27, is the manager of marketing department
responsible for sales and marketing activities of the Group, in
particular in maintaining relationship with existing customers, and
identifying and soliciting new customers. He has extensive
experience in business operation, Mr. Zou was graduated from
Huazhong University of Science and technology with a bachelor
degree in management and law in 2001. Mr Zou joined the Group
in 2006.
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Comparison of Business Progress and Use of Proceeds

COMPARISON OF THE BUSINESS OBJECTIVES
WITH THE ACTUAL BUSINESS PROGRESS FOR
THE YEAR UNDER REVIEW

Business objectives as stated in the Prospectus
REREBRAZEKEE

Revenue

Y 75

Pa~

To continue generating revenue from its sourcing and
distribution business in the PRC, Hong Kong and other
overseas markets

BBCETE - HEREMEIINTSHRE R D HEBR
Sl s

To generate revenue from the distribution of LC Group's
products
R 9 88 R 9 &8 B 2 mm RS U s

To generate revenue from IT advisory services

TR P AR 7% BUAS U &

To generate revenue from the distribution of computer
components sourced from new suppliers

e 2 55 20 6 (54 78 P PR R O B R T AR BUIS W R

Business development
RBEER

To establish a sales centre in Shenzhen
PRI BK 37 & 88 R /0

To procure no less than 4 new and independent customers
for distribution business
ROBEEBRERD PR RBILEP

To start distribution of Linux-based servers in Hong Kong and
the PRC
F6 70 & R B 5 85 A Linux 2 2 B9 7] AR 28

AEEHEBTEHEEEERL

Ly

RBEERERSREARARZLER

Actual business progress
EREBEE

Revenue

Y 75

The had recorded
approximately HK$729.6 million
BELEETNORT2.6EEHET

revenue

Negotiation with potential customers
on sales and distribution of LC
Group’s products in overseas market is
in progress
EHEBEERFETHENESKEIN
3% 55 85 R ¥ 55 [ & o

The Group has recorded revenue
approximately HK$2.8 million
BISEEBELNR2808B T

Identified 3 new suppliers in Hong
Kong and Taiwan
mes3LHmtEn  BREE

AN =
" /=

Business development
RBEER

Conducted a feasibility study to
establish a sales centre in Shenzhen
WIERRLFRYIK L E PO 21T
f

Identified 6 new customers including
in PRC, Korea and Taiwan
MERIBEREEFTES - BFEFE -
FERAE

Conducted a feasibility study to
distribute of Linux-based servers
& T B 5 85 DA Linux 2 28 B9 f7]
B eSEFT R AT B 5T
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18 Comparison of Business Progress and Use of Proceeds
EREREMSANEARZLER

To start distribution of LC Group’s products in overseas
markets in addition to Hong Kong
BRNBERSN - TRF I EINT 5 D R & B ZE m

To launch the supply chain management system and provide
logistic and delivery services initially to customers in Jinan,
Beijing and nearby areas

HEHEERETIERS  WERARMEN SR bR ki
& 5= PR KA E R

To strengthen the area of provision of IT advisory services to
enhance the expansion of the Group’s business in the PRC
with the establishment of IT advisory service teams in Jinan
and Beijing

B & P R b A S I TR R RS Bk (- LA Dnag £2 441 T RS
RS - MBER R EEFRAE B EXR

To procure no less than 2 new contracts for IT advisory
services provided by the Group
RAEERENITEBRBEX T DRMHHE L

Suppliers and products
R FE K o R 3

Annual Report 2005

To continue with the diversification of the Group’s range of
products, including but not limited to, the sales and
distribution of LC Group’s products
BEBEAEBNERRINZ T (BEETRR) HERD
4R ¥ 5 B 1) B m

To begin negotiation with medium-sized software developers
in Hong Kong and the PRC to expand its business into
application softwares
FaEEERPHET A EREEASEZEIEBER
ZEAEATMY

To continue identifying potential new suppliers and sourcing
of new computer components and IT products from no less
than 2 new suppliers

BEYEEFUEER R RSO MG ESRERE M
T RITE

Lang Chao International Limited

Negotiation with potential customers
on sales and distribution of LC
Group’s products in overseas market is
in progress
BEEEREPETHRNESEIN
3% 5 iHR ¥ 5% B E m

Conducted a feasibility study the
supply chain management system
HERE IR EETAIITIENERT
a3

The Group has established the IT
advisory service teams in Jinan

B 7 A AL ITRE ) AR 7% B (R

Negotiation with potential customers
for IT advisory services
EEREERPETHE

Suppliers and products
R FE K o R 3

Started selling new products including
Celeron 2.8 GHz, 2.93 GHz and Xeon
3.4 GHz, 3.60 GHz to the Group’s
existing customers
HHETERGRETPEREELT
REEBERARER  BEE
2.8GHz + 2.93GHz % Z 3% 1 R 7 12
22 REEE3.4GHzM3.6GHz

Conducted a feasibility study to
expand the business into application
software

JE AR B EIT R AT IE A 5T

Identified 3 new suppliers of IT
products
MEILHEER  EREBERAE



Sales and marketing

HERTSEE

To officially launch the Group's corporate website

EREHAEE R F M

To continue to identify and solicit potential customers,
primarily PC manufacturers and end users in the PRC,
through the Group’s sales and marketing team in Hong Kong
and the newly established sales centres in the PRC
FERAEEBENHERTSHEREREL - LA RRP B
MHVEHEFL  EBMERBERETP (FEATEMNRFR
wEER)

To continue the marketing and promotion campaign for the
distribution of LC Group’s products

MERDHRIEEERETNSHEEREEEH

To participate in industry seminars and trade exhibitions held
in Hong Kong and the PRC
SERNEBERTEBETHNTEARSREIRES

Human resources, operation and administration

ADER - EHERITH

To complete the computerization of the Group’s operational,
management and control systems to complement the
development of the supply chain management system
TEREREBNEE  ERREHNRRERAE - Ui #
JERERHIENER

RBERNEMNS

ess Progress and Use of Proceeds
SRIEABRZLER

Sales and marketing

HERTSEE

The corporate website have been
postponed due to the design and
contents have not finalized
BRI RABTREEE -
B QA BRI ET S

rEED

Identified 6 new customers including
in PRC, Korea and Taiwan
meRmweaHmEs
BELAE

BEPE -

Negotiation with potential customers

on sales and distribution of LC

Group’s products
BEBERFPETHERES RGN
15 5 1R ¥ & B E m

Participated Annual Meeting of China
IT Market (FE ITHHFEE) and
3rd China International Software and
Information Service Exhibition (2=
[EF EEREGAEERBRZSE)
SERBETHSEERE=EHEE
BRHENEERERXSE

Human resources, operation and

administration

Aﬁﬁ/i\ N

EERITH

Since the group postponed the
development of supply chain
system, the

computerization of the operational,

management

management and control system
would be delayed

R HEEEEHENERRF - &
AEEDHELE  EENENRR
BN - e
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Comparison of Business Progress and Use of Proceeds
EREREMSANEARZLER

e To increase number of existing employees to 31 to facilitate e The group had 22 employees to
the Group’s business development facilitate the Group’s business
e BMREEEHBENENG  UREEAEENEBRLRE development and management
e EEHEBER2%  NREREASEHE
BERRERE
USE OF PROCEEDS FROM ISSUANCE OF NEW B-Z2ENFINA=TABZE
SHARES FOR THE PERIOD FROM 29 APRIL 2004 —EFERF+-A=1T—H#%

TO 31 DECEMBER 2005

THRAEREZER

Proposed fund Actual fund
required during  spent during

the period the period
2 BB

REZHEH REZHEH
EcERBER BELERER

HK$'000 HK$°000
FE&T FET
Establishing sales centres AN & SE A 1 2,700 1,700
Developing supply chain ERMEERERGE
management system 2 1,200 —
Establishing IT advisory RN IT EREE B
service teams ARB B D 1,200 1,200
Expanding product scope EEEmSEE R
and sourcing with products REBE R 6,000 6,000
Establishing distribution network BOREEEm
for LC Group's products #) 7 SH A8 48 3 1,000 —
General sales and —RIHE RT5
marketing purpose HEERS 1,200 1,200
Total wBEt 13,300 10,100
Notes: MIsE -
1. The Group has postponed to establish a sales centre in Shenzhen. 1. ANEESHEERIIKEHF O

2. The Group has postponed the development of supply chain 2. FREECDHEZFRHERERESE BV
management system because the result of first feasibility study was FHETKME ©

not satisfactory.

3. The Group is still in negotiation with the potential customers and 3. AEBEEFHREBEZFLOHBBESD @ &
distributor for LC Group’s product. Therefore the Group has B DIHBRETEIDHE -
postponed to establish the distribution network.

Lang Chao International Limited



Corporate Governance Report
TERER/RRE

The Company has always recognized the importance of the
shareholders’ transparency and accountability. It is the belief of the
Board of Directors that shareholders can maximize their benefits
from good corporate governance.

The Company has adopted the code provisions set out in the Code
of Corporate Governance Practices (the “New CG Code”)
contained in Appendix 15 of the Rules Governing the Listing of
Securities on the GEM of the Stock Exchange, which became
effective on 1 January 2005 and in replacement of the Code of
Best Practice, as its own code of corporate governance practices.

THE BOARD

The Board is responsible for the leadership and control of the
Company and oversees the Group’s businesses, strategic decisions
and performances. The Management was delegated the authority
and responsibility by the Board for the management of the Group.
In addition, the Board has also delegated various responsibilities to
the Board Committees. Further details of these committees are set
out in this report.

The Board has four regular meetings a year at quarterly interval
and meets as and when required. During the financial year ended
31 December 2005, the Board held twenty four meetings. The
attendance of the directors at the board meetings are as follows:

Directors’ attendance at Board meetings

Directors Number of attendance
Mr. Sun Pishu 14
Mr. Zhang Lei 16
Mr. Wang Miao 22
Mr. Leung Chi Ho 20
Mr. Xin Wei Hua 17
Mr. Wang Hung, Alex 16
Mr. Meng Xiang Xu 18
Mr. Liu Ping Yuan 18
Mr. Wong Lit Chor, Alexis 16

Board Minutes are kept by the Company Secretary of the
Company and are sent to the Directors for records and are open
for inspection by the Directors.

The directors enable, upon the reasonable request, to seek
independent professional advice in appropriate circumstances, at
the Company’s expenses. The Board shall resolve to provide
separate appropriate independent professional advice to the
directors to assist the relevant directors to discharge their duties.
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T4t 22
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22 Corporate Governance Report
TEERBE

CHAIRMAN AND GENERAL MANAGER (CHIEF
EXECUTIVE OFFICER) (“CEQ")

In the Board, the Chairman and CEO are separate persons in order
to preserve independence and have a balanced judgement of
views. The Board has appointed a Chairman, Mr. Sun Pishu, who
has executive responsibilities and provides leadership to the Board
so that the Board works effectively and discharges its
responsibilities and that all key and appropriate issues are
discussed by the Board in a timely manner, The general manager
(CEO), Mr. Zhang Lei is an Executive Director has executive
responsibilities over the business directions and operational
decisions of the management and performance of the Group. The
Board also comprises Independent Non-Executive Directors who
bring strong independent judgement, knowledge and experience
to the Board. As noted below, all the Audit Committee members
are Independent Non-Executive Directors. This structure is to
ensure a sufficient balance of power and authority in place within
the Group.

BOARD COMPOSITION

The Board comprises four Executive Directors, being Mr. Sun Pishu,
Zhang Lei, Wang Miao and Mr. Leung Chi Ho, two Non-Executive
Directors, being Mr. Xin Wei Hua and Mr. Wang Hung, Alex and
three Independent Non-Executive Directors, being Mr. Meng
Xiang Xu, Mr. Liu Ping Yuan and Mr. Wong Lit Chor, Alexis. Each
Non-Executive Directors was appointed for a term of two years
subject to the retirement and re-election in accordance with the
articles of association of the Company.

The Board members have no financial, business, family or other
material/relevant relationships with each other. Such balanced
board composition is formed to ensure strong independence exists
across the Board. The biographies of the Directors are set out in
Directors and Senior Management Profile section to the annual
report, which demonstrates a diversity of skills, expertise,
experience and qualifications.

The Company has received annual confirmation of independence
from the three Independent Non-Executive Directors in
accordance with Rule 5.09 of the GEM Listing Rules. The Board
has assessed their independence and concluded that all the
Independent Non-Executive Directors are independent within the
definition of the GEM Listing Rules.
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APPOINTMENTS, RE-ELECTION AND REMOVAL

The Board has established a Nomination Committee (the “NC”) in
August 2005. The committee consists of one Non-Executive
Director, Mr. Xin Wei Hua, and two Independent Non-Executive
Directors, Mr. Meng Xiang Xu and Mr. Wong Lit Chor, Alexis. The
primary purpose of the NC is to review the structure, size and
composition (including the skills, knowledge and experiences) of
the Board on a regular basis and make recommendations to the
Board regarding any proposed changes. The Committee identified
suitable individual qualified to become board members and makes
recommendation to the Board on relevant matters relating to the
appointment or reappointment of directors if necessary, in
particular, candidates who can add value to the management
through their contributions in the relevant strategic business areas
and which appointments will result on the constitution of strong
and diverse Board.

The meetings of the NC shall be held when necessary.

RESPONSIBILITIES OF DIRECTORS

Every newly appointed director is ensured to have a proper
understanding of the operations and business of the Group and
that he is fully aware of his responsibilities under statute and
common law, the GEM Listing Rules, applicable legal requirements
and other regulatory requirements and the business and
governance policies of the Company. The Directors are continually
updated with legal and regulatory developments, business and
market changes and the strategic development of the Group to
facilitate the discharge of their responsibilities.

The Independent Non-Executive Directors take an active role in
board meetings, contribute to the development of strategies and
policies and make sound judgement on issues of strategy, policy,
performance, accountability, resources, key appointments and
standard of conduct. They will take lead where potential conflicts
of interests arise. They are also members of various board
committees and scrutinize the overall performance of the Group in
achieving agreed corporate goals and objectives, and monitoring
the reporting of performance.

ZEE -EBRER

EFEER_ZETRFN\ARIRESER
BEg ZZEeRNERBINTES
FHERENMEBLIFRATEETLHA
BRERBREERE - RBZEE
ZEIZENAERRTNESTSZRE
ANBR AR (BRI~ J# R &)
W EMBEELZEHRNE=TSREEZ
@ AREBEBNERERKARESRTEN
BZHEENE YERZEXEHZRL
EXZABFEERNESRLERBES
(M) LEEBBEBBREIEE
BRECEMARNEEEREE CIKE
EF o OERSFZZEBAELE—ERAR
ZHIEZEFE -

REZBEEEZEFERARN -

EECZERE

AHARBUNTBEZTHARE 2 L&
REBBEBEEER UNRT2ATRE
ERRERE - BIFREMARR - BB
ZERBREREMEEREALAKNAF
ZEBREABRTZBE - EFER
FRELRBREEE  ZHRMBEH AR
AEEZRBRRE  BEEEZHABA
BHoONERTTREZEE -

BUFATEZTEES SR LESR
BAG AIRHIRERBRELE
B WHLEE B - KRB HE A
R BRRERTAEINEZEELA S
ZHE o WEGRNBENZEHREIRE
RIEEWES| SR - RETHEZEE
EZEEIKE  BERAKEEERR
TEXEERESEH CBEBRE Y&
BRRZE2HH -

ROEBAERAA | —SFAFFERE



24

Corporate Governance Report
TEERBE

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct rules (the “Model
Code"”) regarding securities transactions by Directors on terms no
less exacting than the required standard set out in Rules 5.48 to
5.670of the GEM Listing Rules, and that having made specific
enquiry of all Directors, the Company confirms that all the
Directors have complied with the Model Code.

SUPPLY OF AND ACCESS TO INFORMATION

In respect of regular board meetings, an agenda and the
accompanying board papers are sent in full to all Directors at least
3 days before the intended date of a meeting. Board papers are
circulated to the Directors to ensure they have adequate
information before the meeting for the ad hoc projects.

The Management has the obligation to supply the Board and its
committees with adequate information in a timely manner to
enable it to make informed decisions. Where any director requires
more information than is volunteered by the Management, each
director has separate and independent access to the issuer’s senior
management to make further enquires if necessary.

All Directors are entitled to have unlimited access to the board
papers and relevant materials. Such information is prepared to
enable the Board to make an informed decision on matters placed
before it.

REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The Company established a remuneration committee in August
2005. Its terms of reference are summarized as follows:

i) To make recommendations with respect to the remuneration
of the Executive Directors and the senior management of the
Company for approval by the Board;

i) To review the remuneration package and recommend
salaries, bonuses, including the incentive awards for Directors
and the senior management; and

iii)  To administer and make determinations with regard to the
Company’s share option scheme.
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The committee consists of one Non-Executive Director, Mr. Xin Wei
Hua, and two Independent Non-Executive Directors, Mr. Meng
Xiang Xu and Mr. Wong Lit Chor, Alexis. The committee has held
two meetings during the year. The attendance of each member is
set out as follows:

Directors Number of attendance
Xin Wei Hua 2
Meng Xiang Xu 2
Wong Lit Chor, Alexis 2

The remuneration committee is to consider and approve the
remuneration plans and policies for all executive directors of the
Company and senior management of the Group by reference to
the prevailing rate with companies listed on the GEM of the Stock
Exchange in Hong Kong.

In order to attract, retain, and motivate executives and key
employees serving for the Group, the Company has adopted a
share option scheme in 2004. Such incentive schemes enable the
eligible persons to obtain an ownership interest in the Company
and thus to rewards to the participants who contribute to the
success of the Group’s operations.

ACCOUNTABILITY AND AUDIT

The Management provides such explanation and information to
the Board so as to enable the Board to make an informed
assessment of the financial and other information put before the
approval by the Board.

The Directors acknowledge their responsibility to prepare financial
statements for each financial year which give a true and fair view
of the state of affairs of the Group and in presenting the quarterly
results, interim and annual financial statements, and
announcements to shareholders. The Directors aim to present a
balanced and understandable assessment of the Group's, position
and prospects. The Board is not aware of any material
uncertainties relating to events or conditions that may cast
significant doubt upon the Group’s ability to continue as a going
concern, the Board therefore continues to adopt the going
concern approach in preparing the accounts.

The Board acknowledges its responsibility to present a balanced,
clear and understandable assessment in the Company’s quarterly
result, annual and interim reports, other price-sensitive
announcement and other financial disclosures required under the
GEM Listing Rules, and reports to the regulators.
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AUDIT COMMITTEE

The Audit Committee currently comprises all three Independent
Non-Executive Directors of the Company, Mr. Meng Xiang Xu, Mr.
Liu Ping Yuan and Mr. Wong Lit Chor, Alexis as the members, who
among themselves possess a wealth of management experience in
the accounting profession, commercial sectors. The Audit
Committee has held four meetings during the year.

Directors’ attendance at Audit Committee meetings

Directors Number of attendance

Mr. Wong Lit Chor, Alexis

(Chairman of the Audit Committee) 4
Mr. Meng Xiang Xu 4
Mr. Liu Ping Yuan 4

The Audit Committee meets the external auditors at least once a
year to discuss any areas of concerns during the audits without the
presence of the management. The Audit Committee reviews the
quarterly results, interim and annual reports before submission to
the Board. The Committee focuses not only on the impact of the
changes in accounting policies and practices but also on the
compliance with accounting standards, the GEM Listing Rules and
the legal requirements in the review of the Company’s quarterly
results, interim and annual reports.

AUDITORS’ REMUNERATION

During the year under review, the remuneration paid to the
Company’s auditors, Messrs Deloitte Touche Tohmatsu, is set out
as follows:

Fee paid/payable

Services rendered HK$'000
Audit services 950
Review on interim report 95
Agreed upon procedure engagements 40

COMMUNICATIONS WITH SHAREHOLDERS

The Company’s annual general meeting provides a good
opportunity for communication between the Board and the
Company’s shareholders. Chairman of the Board and Committees
are normally present to answer queries raised by shareholders.
External auditors also attend the annual general meeting every
year. Notice of the annual general meeting and related papers are
sent ot shareholders at least 21 calendar days before the meeting.
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VOTING BY POLL

The Company informs the shareholders (in its circulars convening
a general meeting) the procedures for voting by poll and the rights
of shareholders to demand a poll to ensure compliance with the
requirements on the poll voting procedures. In accordance with
the articles of association of the Company, a resolution put to the
vote of a general meeting shall be decided on a show of hands
unless (before or on the declaration of the result of the show of
hands or on the withdrawal of any other demand for a poll) a poll
is demanded:

i) by the chairman of such meeting; or

i) by at least three Shareholders present in person or in the case
of a Shareholder being a corporation by its duly authorised
representative or by proxy for the time being entitled to vote
at the meeting; or

i) by a Shareholder or Shareholders present in person or in the
case of a Shareholder being a corporation by its duly
authorised representative or by proxy and representing not
less than one-tenth of the total voting rights of all
Shareholders having the right to vote at the meeting; or

iv) by a Shareholder or Shareholders present in person or in the
case of a Shareholder being a corporation by its duly
authorised representative or by proxy and holding shares in
the Company conferring a right to vote at the meeting being
shares on which an aggregate sum has been paid up equal to
not less than one-tenth of the total sum paid up on all the
shares conferring that right.

The Company should count all proxy votes, and except where a
poll is required, the chairman of a meeting should indicate to the
meeting the level of proxies lodged on each resolution, and the
balance for and against the resolution, after it has been dealt with
on a show of hands. The Company should ensure that votes cast
are properly counted and recorded.

The chairman of a meeting has also at the commencement of the
meeting ensured that an explanation is provided of:

i) the procedure for demanding a poll by shareholders before
putting a resolution to the vote on a show of hands; and

i) the detailed procedures for conducting a poll and then
answer any questions from shareholders whenever voting by
way of a poll is required.
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The directors have pleasure in presenting their annual report and
the audited consolidated financial statements for the year ended
31 December 2005.

PRINCIPAL ACTIVITY

The Company is an investment holding company. The principal
activity of the Group is trading in computer components.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 December 2005, the five largest customers
accounted for approximately 81.8% of the Group’s total turnover.
The five largest suppliers accounted for approximately 99.5% of
the Group’s total purchases. In addition, the largest customer
accounted for approximately 43.3% of the Group’s total turnover
while the largest supplier accounted for approximately 92.0% of
the Group’s total purchases.

Except for Lang Chao Group Limited (“LC Corporation”), the
controlling shareholders of the Company, and its subsidiaries (“the
LC Group”) (sales to the LC Group amounting to approximately
14.8% of the total sales of the Group for the year ended 31
December 2005), none of the directors, their associates or any
shareholders (which, to the knowledge of the directors, own more
than 5% of the Company’s issued share capital) had any interest in
the Group’s five largest customers and suppliers.

SHARE CAPITAL

Details of the Company’s share capital are set out in note 19 to the
consolidated financial statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2005 are
set out in the consolidated income statement on page 43.

The directors recommended the payment of a final dividend of
HK3 cents per share for the year ended 31 December 2005,
subject to shareholders’ approval of payment of the final dividends
at the forthcoming annual general meeting.
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PURCHASE, SALES OR REDEMPTION OF LISTED
SECURITIES

During the year ended 31 December 2005, neither the Company
nor any of its subsidiaries had purchased, sold or redeemed any of
the Company’s listed shares.

PRE-EMPTIVE RIGHTS

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

RETIREMENT BENEFIT SCHEME

Details of the Group’s retirement benefit scheme are set out in
note 24 to the consolidated financial statements.

SUBSIDIARIES

Particulars of the Company’s subsidiaries are set out in note 26 to
the consolidated financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements during the year in the property, plant and
equipment of the Group are set out in note 14 to the consolidated
financial statements.
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CONNECTED TRANSACTIONS

Particulars of the Group’s related party transactions are set out in
note 25 to the consolidated financial statements, which constitute
connected transactions under Chapter 20 of the GEM Listing
Rules. The connected transactions are as follows:

1. On 8 April 2004, the Company and the LC Group entered
into a trademark licence agreement (the “Trademark Licence
Agreement”) allowed the Group to use the trademark “Lang
Chao” in Hong Kong, Taiwan and the People’s Republic of
China free of charge.

Further details of such continuing connected transaction was
disclosed in the Company’s Prospectus dated 20 April 2004.

The Independent non-directors have reviewed the above
connected transaction and confirmed that the above
transaction was in accordance with the relevant agreements
governing the terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.
Such transaction was exempted from the reporting,
announcement and shareholders’ approval requirement
pursuant to Rule 20.33(3) of the GEM Listing Rules.

2. On 1 April 2004, the Group entered into a distributorship
agreement (the “Distributorship Agreement”) with the LC
Group pursuant to which the Group became the exclusive
distributor of the products of the LC Group, including
personal computer and servers, in Hong Kong and overseas
markets such as Japan and US for a period of three years
commencing 1 April 2004. The Group will receive a
commission of 5% of the total value of the sales of the
products of the LC Group as procured by the Group.

Further details of such continuing connected transaction was
disclosed in the Company’s Prospectus dated 20 April 2004.

During the year, the Group has not received any commission
from the LC Group.
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On 1 April 2004 the Group and the LC Group entered into a
sourcing agent agreement that LC Corporation appointed
the Group as the exclusive agent for the LC Group for the
overseas sourcing of computer components for a period of
two years and nine months from 1 April 2004 to 31
December 2006 (the “Sourcing Agent Agreement”). The LC
Group will, with reference to the then market prices, pay a
premium of not less than 1.5% above the purchase price
paid by the Group, without taking into account of rebates
received from suppliers, for all computer components
sourced overseas by the Group on their behalf. The Company
and the LC Group agreed that the maximum annual caps of
the sales of goods by the Group to the LC Group pursuant to
the Sourcing Agent Agreement (”the Sales”) will not exceed
HK$110 million, HK$130 million and HK$150 million for
each of the financial year ended 2004, 2005 and 2006
respectively.

Further details of such continuing connected transaction was
disclosed in the Company’s Prospectus dated 20 April 2004.

The Sales for the period from 1 January 2005 to 31 December
2005 amounted to HK$108,502,000.

The Independent non-directors have reviewed the Sales for
the year ended 31 December 2005 and confirmed that the
Sales were (i) in the ordinary course and usual course of the
Group's business; (ii) on terms no less favourable to the
Group than terms available from independent third parties
who are not connected persons of the Group as defined in
the GEM listing rules; and (iii) in accordance with the relevant
agreements governing the Sales on terms that are fair and
reasonable and in the interests of the shareholders of the
Company as a whole.
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During the year, the Group paid commission amounting to
approximately HK$916,000 to a company in which the
ultimate holding company is one of the shareholders. The
commission paid was for the referral of business to the Group

The Independent non-Directors have reviewed the
commission for the year ended 31 December 2005 and
confirmed that the commission was (i) in the ordinary course
and usual course of the Group’s business; (i) on terms no less
favourable to the Group than terms available from
independent third parties who are not connected persons of
the Group as defined in the GEM listing rules; and (iii) the
commission on terms that are fair and reasonable and in the
interests of the shareholders of the Company as a whole.

On 1 June 2005, the Group acquired Timeone by way of
allotment and issue of 39,100,000 shares of the Company.
Timeone is the registered owner of the entire share capital of
Jinan Langchao Technology Limited (former name: Jinan
Ruien Information Technology Co., Ltd) (ERRBETEHRA
[R 2 &), which in turn holds 40% equity interests in
Shandong Shangyong and 49% equity interest in Shandong
Chaoyue. Further details regarding the acquisition is set out
in the Company’s circular dated 13 May 2005.

The Independent non-Directors have reviewed the
transaction and confirmed that the transaction on terms that
are fair and reasonable and in the interests of the
shareholders of the Company as a whole.
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DISTRIBUTABLE RESERVES OF THE COMPANY

As at 31 December 2005, the Company's reserves available for
distribution are set out as below:

Special reserve FERR I 1
Share premium &1 aE
Preferred shares equity reserve BRI E
Accumulated losses RIEEE

Under the Companies Law, Cap. 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands, the share
premium of the Company may be distributed subject to the
provision of the Company's Memorandum and Articles of
Association and provided that immediately following the date on
which the dividend is proposed to be distributed, the Company
will be in a position to pay off its debts as and when they fall due in
the ordinary course of business. This share premium account may
also be distributed in the form of fully paid bonus shares.

DIRECTORS

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

Executive directors:

Mr. Wang Miao
Mr. Sun Pishu

Mr. Zhang Lei

Mr. Leung Chi Ho

Non-executive directors:

Mr. Wang Hung, Alex
Mr. Xin Wei Hua

Independent non-executive directors:

Mr. Meng Xiang Xu
Mr. Liu Ping Yuan
Mr. Wong Lit Chor, Alexis

In accordance with the Company’s Articles of Association, Messrs.
Zhang Lei and Wong Lit Chor, Alexis will retire and, being eligible,
offer themselves for re-election at the forthcoming annual general
meeting.
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DIRECTORS’ SERVICE CONTRACTS

None of the directors has a service contract with the Company
which is not determinable by the Group within one year without
payment of compensation, other than the statutory
compensation.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

No contract of significance to which the Company, 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’ AND CHIEF EXECUTIVE’S
INTERESTS AND SHORT POSITIONS IN THE
SHARES OF THE COMPANY

As at 31 December 2005, the interests and short positions of the
directors and the chief executive and their associates in the shares
and underlying shares of the Company or any of its associated
corporations, as recorded in the register required to be kept by the
Company pursuant to Section 352 of the Securities and Futures
Ordinance (“SFO"), or as otherwise notified to the Company and
The Stock Exchange of Hong Kong Limited pursuant to the Rules
5.46 to 5.68 of the Rules Governing the Listing of Securities on
GEM of the Stock Exchange (the “GEM Listing Rules”) were as
follows:

(a) Long positions in shares of the Company

Name of Director Capacity
EEnE 56

Wang Miao Beneficial owner
By ERBERA
Wang Hung, Alex Beneficial owner
% EREBA
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(a) ARFRDHRE

Number Percentage of
of issued the issued
ordinary share capital

shares held of the Company
BALER HERITEER
ZHE 2B
15,000,000 3.05%
15,000,000 3.05%



(b) Long positions in underlying shares of
equity derivatives of the Company

(©)

Name of Director

EEnS

Sun Pishu

BRAR

Zhang Lei

R

Leung Chi Ho
Wang Miao

By

Wang Hung, Alex
Rl

Xin Wei Hua

=7 /ho
R ES

Capacity
8%

Beneficial owner
EnEAA
Beneficial owner
EnEEA
Beneficial owner
EnEEA
Beneficial owner
EnEEA
Beneficial owner
EnEEA
Beneficial owner

EmfEA A
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(b) AR B
BROWER

Description of
equity derivates
BASTET AR
R

(Note)

(Krat)

Share option
B
Share option
BB
Share option
E e
Share option
L
Share option
RE R
Share option

BB

Note: The share options were granted under the Pre-IPO Share

Option Scheme as disclosed in the prospectus of the
Company dated 20 April 2004. These options will expire ten
years from the date of grant.

Short positions in shares and underlying

shares of equity derivatives of the Company

As at 31 December 2005, none of the Directors or the chief
executive nor their associates had any interests or short

positions in any shares or underlying shares of equity

derivatives of the Company or any of its associated

corporations.

Number of
underlying
shares
HER %
WE A

4,000,000

4,000,000

4,000,000

4,000,000

4,000,000

4,000,000

st - BRERRETINR_-_ZTME
MA-tTRZBBRERZER
NGEEEEGIE T ke g
ZEBRERR D B R
FrIE -

P /A

T

4+ TEHHIEE

ARRZEBRECGEETREYRUZRASTELR)
Options in the Company (Unlisted and physically settled equity derivatives)

Subscription
price per
share
BRTEE
HK$

BT

0.324

0.324

0.324

0.324

0.324

0.324

() XRalROERASTETR
HERGOHAE

WZEERF+-_A=+—8  #
BMEENARNTROIBRAITET

ARBARNBEEARE -

REEBEARLA
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS FERREREMALTARS R
AND OTHER PERSONS’ INTERESTS AND SHORT HERD ZEZRKXE
POSITIONS IN SHARES AND UNDERLYING

SHARES

As at 31 December 2005, the following persons or companies RZZETZRF+A=+—H8  &ERQ
(other than the directors or chief executive of the Company) had AIRIRRE 77 L ERE R 01 336k E 7 2 12
an interest or short position in the shares or underlying shares of mERMATREE - TIATHAA (KA
the Company as recorded in the register of interests required to be BEZIRRITERABRIN RARQ B K

kept by the Company pursuant to Section 336 of SFO, and were DREAROERERIOARE » HEE
directly or indirectly, interest in 5% or more of the nominal value of sk [ 4 9 75 {1 (] Bt 7% 4 A AT FME 1B R

any class of share capital carrying rights to vote on all TEASEAMKEARRRAGERERE
circumstances as general meeting of any other members of the 2RI AT A% A i

Group were as follows:

(a) Long positions in shares of the Company (@) AR ARMOHRE
Number Percentage of
of issued the issued
ordinary share capital
shares held of the Company
Name of shareholder Capacity BHEERIT HERTEER
R & g7 EZEREE 2B
LC Corporation Corporate (Note) 270,000,000 54.98%
RBEEBR AT ~al (M)
Lang Chao Electronics (HK) Limited Beneficial owner 270,000,000 54.98%
REET (BF) BRARA EmFAA
Note: LC Corporation is taken to be interested in 270,000,000 MIEE - RAORFISEARDEES R
shares due to its 100% shareholdings in the issued share BT (BB BRARBEITHRA
capital of Lang Chao Electronics (HK) Limited. BI100% A HE - Bt - RS E

BBR A B 1% &7 270,000,000
R P HEE#ER -

(b) Short positions in shares and underlying (b) =1 A IR 10 & 1B RE AR 10 BE iR
shares and equity derivatives of the KTETAENKR
Company
As at 31 December 2005, no persons have short positions in RZZEZRF+T_A=+—080 I
shares or underlying shares of equity derivatives of the EALTRARBBRGKBAITET
Company. BB R HEBXE °
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(c) Long positions in series A senior
redeemable convertible voting preferred
shares of the Company

Name of shareholder Capacity

B Rt & 4%

Beneficial owner

Em#EA A

Microsoft Corporation

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of
the whole or any substantial part of the business of the Company
were entered into or existed during the year.

SHARE OPTIONS

Details of the Company’s share option schemes are set out in note
20 to the consolidated financial statements.

COMPETING INTEREST

None of the directors, chief executive, initial management
shareholders nor substantial shareholders of the Company or their
respective associates (as defined in the GEM Listing Rules) had any
interests in a business which competes with or may compete with
the business of the Group.

COMPLIANCE ADVISER'S INTEREST

The Company and ICEA Capital Limited (“ICEA") have mutually
agreed to terminate their sponsorship agreement dated 16 April
2004 with effect from 31 August 2005 and Guotai Junan Capital
Limited (“the Compliance Adviser”) has been appointed as the
new sponsor to the Company from 1 September 2005.

The Company has been notified by the Compliance Adviser that as
at 31 December 2005, neither the Compliance Adviser nor any of
their respective directors, employees or associates had any
interests in the Company’s share capital as at 31 December 2005.
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Pursuant to the agreement dated 31 August 2005 entered into
between the Company and the Compliance Adviser, the
Compliance Adviser will receive a fee for acting as the Company’s
retained sponsor for the period from 1 September 2005 to 31
December 2006.

AUDIT COMMITTEE

The Company established an audit committee on 8 April 2004
with written terms of reference in compliance with Rules 5.28 to
5.33 of the GEM Listing Rules. The primary duties of the audit
committee are to review and supervise the financial reporting
process and internal control systems of the Group. The audit
committee comprises three independent non-executive directors,
Messrs. Meng Xiang Xu, Liu Ping Yuan and Wong Lit Chor, Alexis.
Mr. Wong Lit Chor, Alexis is the chairman of the audit committee.

Up to the date of approval of these financial statements, the audit
committee has held four meetings and has reviewed the
Company’s draft annual, interim and quarterly financial reports
and financial statements prior to recommending such reports and
financial statements to the Board for approval.

The Group’s audited results for the year ended 31 December 2005
have been reviewed by the audit committee, which was of the
opinion that the preparation of such results complied with the
applicable accounting standards and requirements and that
adequate disclosures have been made.

CODE ON CORPORATE GOVERNANCE
PRACTICES

The Code on Corporate Governance Practice set out in Appendix
15 of the GEM Listing Rules (the “Code on Corporate Governance
Practices”) effective for accounting periods commencing on or
after 1st January, 2005 has replaced the minimum standard of
good practice for issuers and their directors stated in GEM Listing
Rules 5.35 to 5.45 relating to the general administrative
obligations of board of directors and relevant matters. The
Company has applied the principles set out in the Code on
Corporate Governance Practices and complied with all the code
provisions, details of which please refer to the Corporate
Governance Report set out in pages 21 to 27 of this annual report.
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INDEPENDENCE OF INDEPENDENT NON-
EXECUTIVE DIRECTORS

The Company confirmed that annual confirmations of
independence were received from each of the Company’s
independent non-executive directors pursuant to Rules 5.09 of the
GEM Listing Rules and all independent non-executive directors are
considered to be independent.

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

During the financial year ended 31 December 2005, the Company
had 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.
The Company also had made specific enquiry of all directors and
the Company was not aware of any non-compliance with the
required standard of dealings and its code of conduct regarding
securities transactions by directors.

EMOLUMENT POLICY

The emolument policy of the employees of the Group is set up by
the Remuneration Committee on the basis of their merit,
qualifications and competence.

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

The Company has adopted a share option scheme as an incentive
to directors and eligible employees, details of the scheme is set out
in note 20 to the consolidated financial statements.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members will be closed from 3 May 2006 to 8 May
2006, both days inclusive, during which period no transfer of
shares will be effected. In order to qualify for the final dividend, all
transfers accompanied by the relevant share certificates must be
lodged with the Company’s Hong Kong branch registrar,
Computershare Hong Kong Investor Services Limited, 46th Floor,
Hopewell Centre, 183 Queen’s Road East, Hong Kong not later
than 4:00 p.m. on 2 May 2006.
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SUFFICIENCY OF PUBLIC FLOAT EHRABERE
The Company has maintained a sufficient public float throughout AARREBETSTERF+_A=+—
the year ended 31 December 2005. HIEFERNEOBRFBRADTRFERE -
POST BALANCE SHEET EVENTS HEBRERSHE
Details of significant events occurring after the balance sheet date FRREERRZERFEFBHNGS
are set out in note 27 to the consolidated financial statements. BTSRRI 527 -
AUDITORS 3 4
A resolution will be submitted to the annual general meeting to re- BMRBFRG FHRERBRENERE

appoint Messrs. Deloitte Touche Tohmatsu as auditors of the ZH e ER A GHMIT AR AINZ
Company. There has been no change in the auditors of the B - BZEE=F—A=-1+NAAEXR

Company since its incorporation on 29 January 2003. BIKSZBRE - WR B FHRAZEED -
On behalf of the Board AEEGW

SUN PISHU FE

CHAIRMAN BAER

Hong Kong, 24 March 2006 HE ZEEXRNF=ZA=+THA
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Deloitte.
=2

TO THE SHAREHOLDERS OF LANG CHAO
INTERNATIONAL LIMITED

(incorporated in Cayman Islands with limited liability)

We have audited the consolidated financial statements of Lang
Chao International Limited (the “Company”) and its subsidiaries
(hereafter collectively referred to as the “Group”) from pages 43
to 88 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
consolidated financial statements which give a true and fair view.
In preparing consolidated 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 consolidated financial statements and to
report our opinion solely to you, as a body, in accordance with our
agreed terms of engagement, and for no other purpose. We do
not assume responsibility towards or accept liability to any other
person for the contents of this report.

BASIS OF OPINION

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

Auditors’ Report
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42 Auditors’ Report
BB R &

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 consolidated financial statements are
free from material misstatement. In forming our opinion, we also
evaluated the overall adequacy of the presentation of information
in the consolidated financial statements. We believe that our audit
provides a reasonable basis for our opinion.

OPINION

In our opinion the consolidated financial statements give a true
and fair view of the state of affairs of the Group as at 31 December
2005 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
Certified Public Accountants

Hong Kong, 24 March 2006
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Turnover

Cost of sales

Cost of sales before deduction

of purchase rebates
Purchase rebates

Gross profit

Other income
Administrative expenses
Interest expenses

Share of profit of associates

Profit before taxation
Taxation

Profit for the year
Dividend

Earnings per share
Basic

Diluted

Consolidated Income Statement 43

HIBR ZRAE B AT A
5 &R A
BRI [ 4]

EF

H AU A
TR
FMEXH
FE(RERE R B FER

B 5 A AL R
IR

F AR

NOTES
B &

12

13

e W R

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

2005 2004
—EERE —EEPNE
HK$'000 HK$°000
FETT FAET
(restated)

(&E2l)

729,561 635,827
(697,161) (616,619)
— 19,449
(697,161) (597,170)
32,400 38,657
3,626 124
(8,879) (16,435)
(436) (16)
2,447 —
29,158 22,330
(4,943) (4,668)
24,215 17,662
14,733 12,000
5.34 &1L 4.79 A1l
4.87 #EAl 4.79 #1l
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44  Consolidated Balance Sheet

REEERMER

At 31 December 2005
A—ETR+-A=+—H

Non-current assets
Property, plant and equipment
Interests in associates

Current assets

Inventories

Trade receivables

Prepayments, deposits and
other receivables

Amount due from a fellow
subsidiary

Amount due from ultimate
holding company

Bank balances and cash

Current liabilities
Trade payables
Other payables and accrued
liabilities
Amount due to ultimate
holding company
Amount due to a fellow subsidiary

Taxation payable

Net current assets

Capital and reserves
Share capital
Reserves

Total equity

Non-current liability
Redeemable convertible
preferred shares
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14
15

16
17

17

17

17
17

18

18

18

18

19

21

2005
—EZTRF
HK$°000
FHET

603

21,602

22,205

88,126
2,966

35
10,200

2
165,405

266,734

64,294

5,349

916
1,573

72,132
194,602

216,807

4,911
116,794

121,705

95,102

216,807

2004
—ETF
HK$'000
FET

1,039

1,039

45,098
18,494

759

7,440

33,592
105,383
35,967
2,695

391

1,778
40,831
64,552

65,591

4,000
61,591

65,591

65,591
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MEEZSEHHRE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

Preferred
shares
equity
Share Share Special  reserve Translation Retained
capital premium  reserve BER  reserve profits Total
BRE RORE BHEE BREAREE ERGE ZRLA @t
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
+Er  FErT FETL FErT  FET  TAET  TAEL
At 1 January 2004 RZETNF
—H—H 1,000 = 92 = = 17,297 18,389
Profit for the year and EREF R
total recognised gain KEEE
for the year TR 2 Fl
(restated) (ER) — — — — — 17662 17,662
Placing of shares Rl &l 1,000 35,000 — — — = 36,000
Issue of shares by Wi BETR M
capitalisation of
share premium
account 2,000 (2,000) — — — — —
Share issue expenses BOIRNER
(restated) (B]) —  (2,960) — — — —  (2,960)
Dividend paid Bkt E — — — — — (3,500)  (3,500)
At 31 December 2004 RZETNF
as restated +-R=+—-H
(BH) 4,000 30,040 92 — — 31459 65591
Exchange differences I E R
arising on translation EXZ
of foreign operations ERZE — — — — (221) — 221)
Profit for the year FRmF — — — — — 24215 24215
Total recognise (l0ss) AEEEHERZ
gain for the year B FIE — — — — 221) 24,215 23,994
Placing of shares fe &M {n 520 18,200 — — — = 18,720
Share issue expenses BIRHER — (146) — — — — (146)
Issue of shares for the kM2
acquisition of Timeone Y88 Timeone
Technology Limited 391 18,768 = = = = 19,159
Equity component of the ~ AIf&[E] A
redeemable convertible  # A% 8 £ A%
preferred shares (note 21) 2% (KizE 21) — — — 6,387 — — 6,387
Dividend paid Bk E — — — — —  (12,000)  (12,000)
At 31 December 2005 RZZTRF
+-A=+—H 4911 66,862 92 6,387 (221) 43,674 121,705

AEENBRHEERENB QR R EE
LR AR B T A & B E AR B
mEHTHARE KW EERE ZHE
HZEH e

The special reserve of the Group represents the difference
between the nominal value of the shares of the subsidiaries and
the nominal amount of the Company’s shares issued for the
acquisition at the time of the reorganisation prior to the listing of
the Company’s shares.
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OPERATING ACTIVITIES
Profit before taxation
Adjustments for:
Share of profit of asssociates
Interestincome
Interest expense
Depreciation
Write-down of inventories

Operating cash flows before
movements in working capital
Increase in inventories

Decrease (increase) in trade receivables

Decrease in prepayments,
deposits and other receivables
(Increase) decrease in amount due
from a fellow subsidiary
Decrease in amount due
from immediate holding company
Increase (decrease) in trade payables
Increase in other payables and
accrued liabilities
Decrease in amount due to
ultimate holding company
Increase in amount due to
a fellow subsidiary

Cash generated from
(used in) operations

Interest paid

Income taxes paid

NET CASH FROM (USED IN)
OPERATING ACTIVITIES

INVESTING ACTIVITIES

Purchase of property, plant and
equipment

Interest received

NET CASH FROM (USED IN)
INVESTING ACTIVITIES

Lang Chao International Limited

Consolidated Cash Flow Statement
GEREREWRE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

RER®B

B A5t Al 4L 7
BT SAFE
FEAR B = R B AL R
B A
MBI

e

7 & OB

LEESEIFA
RERTRE
FER

B2 RUERFOR D (B h0)
BNHIA -~ e hEA
P& W5 P R ORR,

FEUy — ] R &R B P 8 2 =)
A (4B0) R

e B IR LA R BUR

b
B S ERE ()
AL R R
2R EE

FE AT AR AR PRI 2 B SR IR R

e — R BB A
R

RE (BR) 2EELRS

ERHE
Ef AT

FRE (BR) ¢BEBELN
REFH

REXK

BEYE  EE
e

2 WERF B

BB (BR) REXBH
REFHE

2005
—EREF
HK$°000
FRT

29,158
(2,447)
(569)

436

439
2,382

29,399
(45,410)
15,528

724
(2,760)

28,327

2,640
(393)

916

28,971

(5,148)

23,823

(3
569

566

2004
—EETFE
HK$'000
FET
(restated)
(E#)

22,330

(25)
16
266
146

22,733
(14,968)
(15,060)

1,179
64

9,334
(11,982)

2,138

(622)

(7,184)
(16)
(6,852)

(14,052)

(1,273)
25

(1,248)



FINANCING ACTIVITIES
Acquisition of a subsidiary

Proceeds from placement of shares
Proceeds from issuance of redeemable

convertible preferred shares
Share issue expenses
Dividend paid

Decrease in amounts due to directors

NET CASH FROM
FINANCING ACTIVITIES

NET INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

Effect of foreign exchange
rate changes

CASH AND CASH EQUIVALENTS
AT END OF YEAR
Bank balances and cash

Consolidated Cash Flow Statement 47
GERERERRK

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

BMEXK
Y B — R FT BB 2 =)
BITRO PR
1T Al = AT
18 ST B P 1S 3K
tWmER
e B IR 3
ENEERERD

REMEXEBH
REFHE

ReEkBREEEY
3200 HR

FNRER
REeEEY

IEERXB 2R

FERAER
REEEY
RITEH LIRS

NOTE
B &

22

2005

—g%ng
HK$°000

FET

18
18,720

101,053
(146)
(12,000)

107,645

132,034

33,592

(221)

165,405

2004
—EEF
HK$'000
FHET
(restated)
(E#)

36,000

(2,960)
(3,500)
(628)

28,912

13,612

19,980

33,592
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GENERAL

The Company is a public listed company and the shares of the
Company have been listed on the Growth Enterprise Market
("GEM") since 29 April 2004. The Company was
incorporated in the Cayman Islands on 29 January 2003 as an
exempted company with limited liability under the
Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands. Its ultimate holding
company is Lang Chao Group Limited (“LC Corporation”), a
company established in the People’s Republic of China
("PRC").

The consolidated financial statements are presented in Hong
Kong dollars, which is the same as the functional currency of
the Company.

The Company is an investment holding company. The
principal activity of the Group is trading of computer
components.

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS

In the current year, 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 (“HKICPA") that are effective
for accounting periods beginning on or after 1 January 2005.
The application of the new HKFRSs has resulted in changes in
the presentation of the consolidated income statement,
consolidated balance sheet and consolidated statement of
changes in equity. In particular, the presentation of share of
tax of associates has been changed. The adoption of the new
HKFRSs has resulted in changes to the Group’s accounting
policies in the following areas that have an effect on how the
results for the current and prior accounting years are
prepared and presented:

Annual Report 2005 | Lang Chao International Limited

Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

—REH

ARAB—RARBRAA + iR
MR_ZZEZENFNA=+ABESR
BHERZHMAIFERLET - XA
RIEFE RS EFIE2E R A (&
BRA RIEFTH— NN —FEHI3) R
—EE=F-A-t+NBEHR=H
SEMKIAEREBRAR - H
BERERABARBAR  RHRE
v /NI

RGEMBHRAETIR - BT
MRARRRZNEER °

Apmle—HREERATF - A&
BI2XBRESEMITM -

RABTEBMBRELER

RAEE  AEEERKAZHEA
FEEMAg ([FEGFEAA
T)HMBEM T REMB RS LA
(IBERMBRELER]) - FEG
HR([EEEHEA]) 2B (ET
NRE R EEMBREER]) -
ZEENBERAN _TTRF—A—
B AR FIe 2 &5t B - BAX
FERMBREENRSHEAEBAR
xR HAEEREREGARDE
BRZENTABEE - FHZE
EHBE QR ZHANKE - KN
MEAMBH RS ERSI RS HE
BEMARRERNFREFEH
R RE N 2520



Notes to the Consolidated Financial Statements
e M IERRMEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

2. RABRMBREEN @

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (continued)

Share-based payments

In the current year, the Group has applied HKFRS 2 “Share-
based payment” (“HKFRS 2") 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. The Group’s share options
were all vested before 1 January 2005 and the Group had
applied the transitional provision of HKFRS 2. Hence, no prior
period adjustment has been required and there is no effect
on the financial statements in both years.

Financial instruments

In the current year, the Group has applied HKAS 32 “Financial
instruments: Disclosure and presentation” (“HKAS 32").
HKAS 32 requires retrospective application. HKAS 39
“Financial instruments: Recognition and measurement”,
which is effective for annual periods beginning on or after 1
January 2005, generally does not permit the recognition,
derecognition or measurement of financial assets and
liabilities on a retrospective basis. The principal effects
resulting from the implementation of HKAS 32 are
summarised below:

Redeemable convertible preferred shares

The principal impact of HKAS 32 on the Group is in relation to
the redeemable convertible preferred shares (“Preferred
Shares”) issued by the Company that contain both liability
and equity components. The impact of the application of
HKAS 32 is an increase in finance cost of approximately
HK$54,000 and the recognition of preferred shares equity
reserve of approximately HK$6,387,000 in the current year.

LU 10 B B2 2 5K

REE  AEBEERABBEHR
ERRIF 257 [ AR BEE 2 45K
(THKFRS 2]) - EFHREAREER
IR EREEARREBEER
SMBRE ([BAEERS]) » &
T EBEMEERNEE S B RHD KR
BEsHUEE([(BefERS])
- BATHERZMAX o HKFRS 2%
REBETEXERFARLEER
EEARARRESRIESERE
ZAFEREBHIARI 2K
Eeo AKEBE EREHERZ=ZZZ
FFE—A—BRIEE  MASEED
£ FA HKFRS 2.7 & & 1 & 3 o
bt - BAEL R - i E
FEZHBHRRIUBELE -

EWMIA

RNEE  AEBE D HAHKAS 32 °
HKAS 32 EZA{EH B ER -
HH-—ZTTRAF—A—HAsz’kHA
1A 2 FEHIR £ R Z HKAS 39 © —
MTETHUBEERBENED
MEERRAKTUEER - ARE
HKAS 32imMEA 2 EEZ Ef
T

AJ fi& [o] A] #2 A% 18 5t iR

HKAS 28 ANEB 2 xEXE A
BARRIETMEEBBERRAE
B AR 2 B e Bk o SR A HKAS 322 %
2R RN E A AN 1 54,0004
ThREREIBRBRAZERLD
6,387,000/ 7T °
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e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

2.

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (continued)

Financial instruments (continued)

Cost of equity transactions

Under HKAS 32, the Group records transaction costs of an
equity transaction as a deduction from equity. The
transaction costs of an equity transaction are accounted for
as a deduction from equity to the extent they are incremental
costs directly attributable to the equity transaction that
otherwise would have been avoided. Transaction costs that
relate jointly to more than one transaction (for example, costs
of a concurrent offering of some shares and a stock exchange
listing of other shares) are allocated to these transactions
using a basis of allocation that is rational and consistent with
similar transactions.

On applying HKAS 32, an adjustment of approximately
HK$5,180,000 relating to listing expenses has been reversed
from share premium and included in administrative expenses
for the year ended 31 December 2004.

Goodwill

Goodwill arising on acquisitions is measured at cost less
accumulated impairment losses (if any) after initial
recognition. As a result of this change in accounting policy,
no amortisation of goodwill has been charged in the current
year.

Lang Chao International Limited

2.
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APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (continued)

The Group has not early applied the following new standards
and interpretations (“INTs”) 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 and HKFRS 4
(Amendments)

HKFRS 6

HKFRS 7

HK(IFRIC) - INT 4

HK(FRIC) - INT 5

HK(IFRIC) - INT 6

HK(IFRIC) - INT 7

Capital disclosure'

Actuarial gains and losses, group plans and
disclosures®
Net investment in a foreign operation

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?

1 Effective for annual periods beginning on or after 1 January

2007.

2 Effective for annual periods beginning on or after 1 March

2006.

3 Effective for annual periods beginning on or after 1 June 2006.

Effective for annual periods beginning on or after 1 May 2006.

5  Effective for annual periods beginning on or after 1 January

2006.

6  Effective for annual periods beginning on or after 1 December

2005.

e MR MEE

For the year ended 31 December 2005
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2. XABERMBHREEN @

AEBEWBEARAATZEFDH
REDRERZNEBHEHRS A
ARBEMBHREEAZE ([2
Bl -

ER G2 BARE'

F15 (B3]

BB EL REEL  SEHEREES
E19% (B3])

BAe A ROMBE & % &R 5
F215 (B3T)

BAe A BASENRAER AL
F395 (B3] BemedhestREs
BB EL EENATEAR
F39%: (B3])

BAe A FHBERE LS
FRREE

BgmEEs

F45 (B3])

EAVEREEN BEARMEFRIMG
F 6%

EAMBREEN SREE: BE

FT%

EAYBREEN - BEERHRTRERE®
2B

BEMBREREN - KILEE BERRBEER
28D HOES R R

BRMBREEN - 2EKENS BEENR
3 ETRBELCAR

BRMBREEN - REFE G ENF 2%
2 [EHERPRE R
BBRE I RAEIE

O RIERLFE A -HIEZERR
ZFEHABER -

2 RIZEIERF=ZA—HI2BFHR
ZFEHABER -

¢ O RIEIRFAA BRI ZBFER
ZFEHABER -

¢ RTETIRFRA-—BRZBFHR
ZFEHABER -

S RIETRF-A-HIZERR
ZFEHABER -

¢ RIZEERF+_A—BRZEHA
2 FEHRER -

REAEBERAR | —STAEFERE



52

Annual Report 2005

Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

2.

APPLICATION OF HONG KONG FINANCIAL
REPORTING STANDARDS (continued)

The Group has considered these standards, interpretations
and amendments but does not expect they will have material
effect on how the results of the operations and financial
position of the Group are prepared and presented.

SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition,
the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of
Securities on GEM of The Stock Exchange of Hong Kong
Limited and by the Hong Kong Companies Ordinance.

The consolidated financial statements have been prepared on
the historical cost basis except for certain financial
instruments, which are initially measured at revalued
amounts or fair values, as explained in the accounting policies
set out below.

Basis of consolidation

The consolidated financial statements incorporate the
financial statements of the Company and its subsidiaries.

The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from
the effective date of acquisition or up to the effective date of
disposal, as appropriate.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies
into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses
are eliminated on consolidation.

Lang Chao International Limited
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For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Investments in associates

The results and assets and liabilities of associates are
incorporated in these financial statements using the equity
method of accounting. Under the equity method,
investments in associates are carried in the consolidated
balance sheet at cost as adjusted for post-acquisition
changes in the Group’s share of the profit or loss and of
changes in equity of the associates, less any identified
impairment loss. When the Group’s share of losses of an
associate equals or exceeds its interest in that associate
(which includes any long-term interests that, in substance,
form part of the Group's net investment in the associate), the
Group discontinues recognising its share of further losses. An
additional share of losses is provided for and a liability is
recognised only to the extent that the Group has incurred
legal or constructive obligations or made payments on behalf
of that associate.

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

Goodwill

Goodwill arising on an acquisition of a subsidiary or an
associate represents the excess of the cost of acquisition over
the Group's interest in the fair value of the identifiable assets,
liabilities and contingent liabilities of the relevant subsidiary
or associate at the date of acquisition. Such goodwill is
carried at cost less any accumulated impairment loss.

Goodwill arising on an acquisition of a subsidiary is presented
separately in the balance sheet. Goodwill arising on an
acquisition of an associate is included in the cost of the
investment of the associate.
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For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

3.

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Goodwill (continued)

For the purposes of impairment testing, goodwill arising from
an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated is
tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising
on an acquisition in a financial year, the cash-generating unit
to which goodwill has been allocated is tested for impairment
before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated to reduce
the carrying amount of any goodwill allocated to the unit
first, and then to the other assets of the unit pro rata on the
basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the
income statement. An impairment loss for goodwill is not
reversed in subsequent periods.

On subsequent disposal of a subsidiary or an associate, the
attributable amount of goodwill capitalised is included in the
determination of the amount of profit or loss on disposal.
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For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Revenue recognition

Revenue is measured at the fair value of the consideration
received or receivable and represents amounts receivable for
goods and services provided in the normal course of business,
net of discounts.

Sales of goods are recognised when goods are delivered and
title has been passed.

Interest income from a financial asset is accrued on a time
basis by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly
discounts the estimated future cash receipts through the
expected life of the financial asset to that asset’s net carrying
amount.

Service income is recognised when services are provided.

Purchase rebates are recognised when entitlement to the
rebates has been established.

Property, plant and equipment

Property, plant and equipment are stated at cost less
subsequent accumulated depreciation and accumulated
impairment loss.

Depreciation is provided to write off the cost of items of
property, plant and equipment over their estimated useful
lives and after taking into account their estimated residual
value, using the straight line method.

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any
gain or loss arising on derecognition of the asset (calculated
as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the income
statement in the year in which the item is derecognised.
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For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

3.

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Impairment

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any
indication that those assets have suffered an impairment loss.
If the recoverable amount of an asset is estimated to be less
than its carrying amount, the carrying amount of the asset is
reduced to its recoverable amount. An impairment loss is
recognised as an expense immediately.

Where an impairment loss subsequently reverses, the
carrying amount of the asset is increased to the revised
estimate of its recoverable amount, such that the increased
carrying amount does not exceed the carrying amount that
would have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of an
impairment loss is recognised as income immediately.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the first-in, first-out method.
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For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Foreign currencies

In preparing the financial statements of each individual group
entity, transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded in its
functional currency (i.e. the currency of the primary economic
environment in which the entity operates) at the rates of
exchanges prevailing on the dates of the transactions. At
each balance sheet date, monetary items denominated in
foreign currencies are re-translated at the rates prevailing on
the balance sheet date. Non-monetary items carried at fair
value that are denominated in foreign currencies are re-
translated at the rates prevailing on the date when the fair
value was determined. Non-monetary items that are
measured in terms of historical cost in a foreign currency are
not retranslated.

Exchange differences arising on the settlement of monetary
items, and on the translation of monetary items, are
recognised in profit or loss in the year in which they arise,
except for exchange differences arising on a monetary item
that forms part of the Group’s net investment in a foreign
operation, in which case, such exchange differences are
recognised in equity in the consolidated financials
statements. Exchange differences arising on the re-
translation of non-monetary items carried at fair value are
included in profit or loss for the year except for differences
arising on the re-translation of non-monetary items in respect
of which gains and losses are recognised directly in equity, in
which cases, the exchange differences are also recognised
directly in equity.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency of
the Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for the
year, unless exchange rates fluctuate significantly during the
year, in which case, the exchange rates prevailing at the dates
of transactions are used. Exchange differences arising, if any,
are recognised as translation reserve. Such exchange
differences are recognised in profit or loss in the year in which
the foreign operation is disposed of.
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Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

3.

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Borrowing costs

All borrowing costs are recognised as and included in interest
expense in the income statement in the year in which they
are incurred.

Taxation

Income tax expense represents the sum of the tax currently
payable and deferred tax.

The tax currently payable is based on taxable profit for the
year. Taxable profit differs from profit as reported in the
income statement because it excludes items of income and
expense that are taxable or deductible in other years, and it
further excludes items that are never taxable and deductible.
The Group’s liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the
balance sheet date.

Deferred tax is recognised on differences between the
carrying amounts of assets and liabilities in the consolidated
financial statements and the corresponding tax base used in
the computation of taxable profit, and is accounted for using
the balance sheet liability method. Deferred tax liabilities are
generally recognised for all taxable temporary differences,
and deferred tax assets are recognised to the extent that it is
probable that taxable profit will be available against which
deductible temporary differences can be utilised. Such assets
and liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recognition (other
than in a business combination) of other assets and liabilities
in a transaction that affects neither the tax profit nor the
accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and
associates, except where the Group is able to control the
reversal of the temporary difference and it is probable that
the temporary difference will not reverse in the foreseeable
future.

Annual Report 2005 | Lang Chao International Limited

FESHBE®

fE B RN
B B AR A 1 00 E A AR 1 M AR
ne -

Bi1E
FIT 15 5 B 2 45 B A1 FE 3 B2 B OB AE
BIAM AR -

BATEM R BERBEAFREAERD
A E o BERRPURE A B B R Y
RAFMERDFE  REARETE
BEMFENERB K ANFILA
kFAXER  BE—-FTEEKDN
RREMBOKRKREAR - AKE
ZEBMHRERENREERCETT
FABMECETZHEGE -

BIERIBERAE M EREREER
BEREE R E ERE S A
MHERERZ ZBMER - LIAE
ERERBEZRE - BEXEHREAR
BB & 5L PT A B AR T e B £ AR I
R MEEHAEENR A LR
JI& SR Bt g A1) LA 4K 85 R A0 R 2 B B =
BERE ER-—EHRXSZT BB
BRAEBSHFUIIREF K ER
HMEERABEMIIBEETZER
AR A IR B G R A 2 bR
Z8 AT EHRAZFTEERA

f& °

BB AEBETZERHE QR R
BERNRZWEMS| R ERT R
REBMER  EEANEET SR
By 22 B 4 0 % B B 2 B A AT RE R 44
W] RS SRR 2 BRI -



Notes to the Consolidated Financial Statements
A B BRMEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Taxation (continued)

The carrying amount of deferred tax assets is reviewed at
each balance sheet date and reduced to the extent that it is
no longer probable that sufficient taxable profit will be
available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the year when the liability is settled or the asset
realised based on tax rates that have been enacted or
substantially enacted by the balance sheet date. Deferred tax
is charged or credited in the income statement, except when
it relates to items charged or credited directly to equity, in
which case the deferred tax is also dealt with in equity.

Financial instruments

Financial assets and financial liabilities are recognised on the
balance sheet when a group entity becomes a party to the
contractual provisions of the instrument. Financial assets and
financial liabilities are initially measured at fair value.
Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities
(other than financial assets and financial liabilities at fair value
through profit or loss) are added to or deducted from the fair
value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial
liabilities at fair value through profit or loss are recognised
immediately in profit or loss.

Financial assets

Financial assets are classified into one of the four categories,
including financial assets at fair value through profit or loss,
loans and receivables, held-to-maturity investments and
available-for-sale financial assets. The Group’s financial assets
comprise loans and receivables and the accounting policies
are set out below.
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Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

3.

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in
an active market. At each balance sheet date subsequent to
initial recognition, loans and receivables including trade,
other receivables and amounts due from related companies
are carried at amortised cost using the effective interest
method, less any identified impairment losses. An
impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is
measured as the difference between the asset's carrying
amount and the present value of the estimated future cash
flows discounted at the original effective interest rate.
Impairment losses are reversed in subsequent periods when
an increase in the asset’s recoverable amount can be related
objectively to an event occurring after the impairment was
recognised, subject to a restriction that the carrying amount
of the asset at the date the impairment is reversed does not
exceed what the amortised cost would have been had the
impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group
entity are classified according to the substance of the
contractual arrangements entered into and the definitions
of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a
residual interest in the assets of the group after deducting all
of its liabilities. Financial liabilities are generally classified into
financial liabilities at fair value through profit or loss and
other financial liabilities. The Group’s financial liabilities
comprise of other financial liabilities. The accounting
policies adopted in respect of other financial liabilities and
equity instruments are set out below.
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Notes to the Consolidated Financial Statements
A B BRMEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial liabilities and equity (continued)

Other financial liabilities

Other financial liabilities including, trade and other payable
and amount due to related companies are subsequently
measured at amortised cost, using the effective interest rate
method.

Redeemable convertible preferred shares

Preferred Shares issued by the Company that contain both
financial liability and equity components are classified
separately into respective liability and equity components on
initial recognition. On initial recognition, the fair value of the
liability component is determined using the prevailing market
interest of similar convertible debts. The difference between
the proceeds of the issue of the Preferred Shares and the fair
value assigned to the liability component, representing the
embedded call option for the holder to convert the Preferred
Shares into equity, is included in equity (Preferred Shares
equity reserve).

In subsequent periods, the liability component of the
Preferred Shares is carried at amortised cost using the
effective interest method. The equity component,
represented by the option to convert the liability component
into ordinary shares of the Company, will remain in Preferred
shares equity reserve until the embedded option is exercised
in which case the balance stated in Preferred shares equity
reserve will be transferred to share premium. Where the
option remains unexercised at the expiry date, the balance
stated in Preferred shares equity reserve will remain in the
Preferred shares equity reserve. No gain or loss is recognised
in profit or loss upon conversion or expiration of the option.
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Notes to the Consolidated Financial Statements

me

BB R R A

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

3.

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Financial instruments (continued)

Financial liabilities and equity (continued)

Transaction costs that relate to the issue of the Preferred
Shares are allocated to the liability and equity components in
proportion to the allocation of the proceeds. Transaction
costs relating to the equity component are charged directly to
equity. Transaction costs relating to the liability component
are included in the carrying amount of the liability portion
and amortised over the period of the Preferred Shares using
the effective interest method.

Equity instruments
Equity instruments issued by the Company are recorded at
the proceeds received, net of direct issue costs.

Derecognition

Financial assets are derecognised when the rights to receive
cash flows from the assets expire or, the financial assets are
transferred and the Group has transferred substantially all the
risks and rewards of ownership of the financial assets. On
derecognition of a financial asset, the difference between the
asset’s carrying amount and the sum of the consideration
received and the cumulative gain or loss that had been
recognised directly in equity is recognised in profit or loss.

For financial liabilities, they are removed from the Group’s
balance sheet (i.e. when the obligation specified in the
relevant contract is discharged, cancelled or expires). The
difference between the carrying amount of the financial
liability derecognised and the consideration received or
receivable is recognised in profit or loss.

Operating leases

Rentals payable under operating leases are charged to the
income statement on a straight line basis over the relevant
lease terms. Benefits received and receivable as an incentive
to enter into an operating lease are recognised as a reduction
of rental expenses over the lease term on a straight line basis.
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Notes to the Consolidated Financial Statements
e M IERRMEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Share-based payment transactions

Equity-settled share-based payment transactions

Share options granted to employees of the Company

The fair value of services received determined by reference to
the fair value of share options granted at the grant date is
recognised as an expense in full at the grant date when the
share options granted vest immediately, with a
corresponding increase in equity (share option reserve).

At the time when the share options are exercised, the
amount previously recognised in share option reserve will be
transferred to share premium. When the share options are
forfeited or are still not exercised at the expiry date, the
amount previously recognised in share option reserve will
continue to be held in share option reserve/will be transferred
to retained profits/other reserve.

Retirement benefits costs

Payments to the Mandatory Provident Fund Scheme are
charged as expenses as they fall due.

CRITICAL ACCOUNTING JUDGEMENTS
AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet dates,
that have a significant risk of causing a material adjustment
to the carrying amounts of assets and liabilities within the
next financial year, are discussed below.

Allowances for inventories

The management of the Group reviews an aging analysis at
each balance sheet date, and makes allowance for obsolete
and slow-moving inventory items identified that are no
longer suitable for sales. The management estimates the net
realisable value for such inventories based primarily on the
latest invoice prices and current market conditions. The
Group carries out an inventory review on a product-by-
product basis at each balance sheet date and makes
allowance for obsolete and slow moving items.
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Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

5.

FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES

The Group’s major financial instruments include amount due
from/to a fellow subsidiary, trade receivables, trade payables
and bank balances. Details of these financial instruments are
disclosed in respective notes. The risks associated with these
financial instruments and the policies on how to mitigate
these risks are set out below. The management manages and
monitors these exposures to ensure appropriate measures are
implemented on a timely and effective manner.

Currency risk

The Group’s transactions are mainly denominated in United
States dollars and Hong Kong dollars and is therefore
exposed to foreign currency risk of US dollars. The Group
currently does not have a foreign currency hedging policy.
However, the management monitors foreign exchange
exposure and will consider hedging significant foreign
currency exposure should the need arises.

Credit risk

The Group’s maximum exposure to credit risk in the event of
the counterparties’ failure to perform their obligations as at
31 December 2005 in relation to each class of recognised
financial assets is the carrying amount of those assets as
stated in the consolidated balance sheet. In order to minimise
the credit risk, the management of the Group has delegated
a team responsible for determination of credit limits, credit
approvals and other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In
addition, the Group reviews the recoverable amount of each
individual trade receivable at each balance sheet date to
ensure that adequate impairment losses are made for
irrecoverable amounts. The Group’s trade receivables as at 31
December 2005 are mainly due from a few customers. The
management closely monitors the subsequent settlement of
the customers and does not grant long credit period to them.
In this regard, the directors of the Company consider that the
Group’s credit risk is significantly reduced.
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Notes to the Consolidated Financial Statements &5
e M IERRMEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES (continued)

Credit risk (continued)

The Group’s time deposits are deposited with banks in the
PRC including Hong Kong and the Group has limited
exposure to any single financial institution.

Fair value interest rate risk

The Group's fair value interest rate risk relates primarily to
fixed-rate bank borrowings.

The Group currently does not have a interest rate hedging
policy. However, the management monitors interest rate
exposure and will consider hedging significant interest rate
exposure should the need arises.

TURNOVER

Turnover represents the net amounts received and receivable
for goods sold less returns and allowances.

SEGMENT INFORMATION

Business segment

The Group is principally engaged in trading of computer
components. Accordingly, no business segment analysis is
presented.

Geographical segment

The Group’s operations are principally carried out in Hong
Kong and the Group’s assets are substantially located in Hong
Kong. Accordingly, no analysis of the carrying amount of
segment assets and additions to property, plant and
equipment by geographical segment is presented.
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8. TAXATION

Hong Kong Profits Tax
Provision for the year
Overprovision in prior year

Notes to the Consolidated Financial Statements
e MIEBRMEE

For the year ended 31 December 2005
BE-ZTRF+-A=1+—BULEE

8. HIE
2005
—EEREF
HK$'000
FET
ERNEH
RERIE 4,943
AIFE R —

Hong Kong Profits Tax is calculated at 17.5% of the

estimated assessable profit for both years.

The taxation for the year can be reconciled to the profit
before taxation per the consolidated income statement as

follows:

Profit before taxation

Tax at the prevailing
profits tax rate of 17.5%
Tax effect of share of
profit of associates
Tax effect of expenses that are not
deductible in determining taxable profit
Tax effect of income not taxable
for tax purpose
Overprovision in respect of prior years
Others

Taxation for the year

B 5 i A8 R

BHBRBE17.5%
B2 BIE
iy
MR BT
AR R 32
B E
TR A
B E
A B R G
HAh

AERBIA

No provision for deferred taxation has been recognised in the
financial statements as the amount involved is insignificant.
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Notes to the Consolidated Financial Statements

PROFIT FOR THE YEAR

Profit for the year has been arrived
at after charging:
Auditors’ remuneration
Less: Amount reimbursed by the associates

Cost of inventories recognised as expenses
Depreciation for property,
plant and equipment
Directors’ remuneration (Note 10)
Fee
Other emoluments
Other staff costs
Salaries and other benefits
Retirement benefit scheme contributions

Interest expense on:
- redeemable convertible preferred
shares wholly repayable after five years

- bank overdraft wholly repayable within
five years
Operating lease rentals in respect of
office premises and staff quarters
Share of tax of associates
(included in share of profit of associates)

Write-down of inventories
and after crediting:

Interest income

Net foreign exchange gain

Net consultancy service income, (net of
expenses of approximately
HK$2,473,000, including a director’s
emolument of approximately HK$762,000)
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3,774 5,226
436 —
— 16
270 417
347 —
2,382 146
569 25
257 —
327 —

RABBARLAA | —ETAEEERE
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9. PROFIT FOR THE YEAR (continued)

Operating lease rentals in respect of a director’s
accommodation amounting to HK$60,000
HK$61,200) for the year are included under directors’ other

emoluments.

10. DIRECTORS' EMOLUMENTS

(2004:

The emoluments paid or payable to each of the nine (2004:

nine) directors were as follows:

Fees
Other emoluments
Salaries and
other benefits
Contributions to
retirement
benefits scheme

Total emoluments

9. AREFEEFHMF )

FAR—ZEFRHEIB2LER
EFEE60,000/8 T (ZTTPME ¢
61,200/67T) - BREEESHMIME
2R e

EEWE

AAB(ZTTNF : LBESFX
N/ NS ZMEFENT :

Non-executive Independent
Executive director director non-executive director
BiEs F4nES BUF4TES
Xin Liu  Meng  Wong
Leung Sun  Wang  Zhang Wei Ping  Xiang Lit Chor,
Chi Ho Pishu Miao Lei Hua Yuan Xu  Alexis 2005
RER RAA W (3 TEE  HVR  EZHM EZY) —21f
HK$'000  HK$'000 HK$'000 HKS$'000 HK$'000  HK$'000 HK$'000 HK$'000 HK$'000
Fhrx TET  TEL T FEr TET TEr FEr  TEn
ik — — — — — — — — —
A&
He Rk
i fadl 884 450 240 280 — 60 60 68 2,042
RN
B
12 = = = = 12
AtEe 896 450 240 280 = 60 60 68 2,054

Lang Chao International Limited
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10. DIRECTORS’ EMOLUMENTS (continued)

11.

Fees
Other emoluments
Salaries and
other benefits
Contributions to
retirement
benefits scheme
Performance related

incentive payments

Total emoluments

2B
H2R
AftfEr
i N Tl
st

iy

BILAL

I

10.E5M <€ @
Non-executive Independent
Executive director director non-executive director
BITES FATES BUEHTES
Wong Xin liu  Meng  Wong
Leung Sun  Wang Zhang  Hung, Wei Ping  Xiang Lit Chor,
Chi Ho Pishu Miao Lei Alex Hua Yuan Xu  Alexis 2004
REE  KAR W " I FEE OATR  EHM B —BEmE
HK$'000  HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HKS'000 HK$'000
FEr TAET  TEr TET  TErT  FEr  TAT  FAEr  TET AR
886 300 240 187 - — 40 40 40 1,733
12 = = = = = = = = 12
— — 510 — — — — — — 510
898 300 750 187 — — 40 40 40 2,255

No directors of the Company waived any remuneration
during both years.

EMPLOYEES' REMUNERATION

Of the five individuals with the highest emoluments in the

Group, four (2004: three) were directors of the Company

whose emoluments are set out in note 10 above. The

emoluments of the remaining one (2004: two) highest paid

individuals were as follows:

Salaries and other benefits

Retirement benefit scheme contributions

RMEER  YEARAEZTRE

WEREAT B & -

1M.EEME

REE  ERAEERAUKSHEHA
T BREEE(ZETOF: =
) 2EE - FBEHN EXMEE100
Hp—2 (CZZWF : —R) &S

FALTHMESHBOT :

2005 2004
—2BRF -TTHEF

HK$°000 HK$’000

FET FEIT

e REMER 364 718
AR RAE I ET B R 12 12
376 730

The emoluments of the five highest paid individuals are
within the band from nil to HK$1,000,000.

AEENFRUSSEMA LT ES
4 EZT 1,000,000 7T 7 #E o

REEBEARSA

CERHAEFERE
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12.

13.

DIVIDEND

Final dividend proposed HK3 cents
(2004: HK3 cents) per share

EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share is

based on the following data:

Earnings
Earnings for the purpose
of basic earnings per share
Interest on redeemable
convertible preferred shares

Earnings for the purposes of
diluted earnings per share

Number of shares
Weighted average number of ordinary
shares for the purpose of basic
earnings per share
Effect of dilutive
potential ordinary shares:
- options
- redeemable convertible preferred shares

Weighted average number
of ordinary shares for the purpose
of diluted earnings per share

Lang Chao International Limited

12. R E
2005
—EERF
HK$’000
FETT
¥R 2 REARE B =B R%
3B (ZEEmE
3L 14,733
13.5REF
BEHHE -
2005
—EBHF
HK$°000
FET
Z 7
STEERERET
FTER B 2 & 7| 24,215
A B (O] AT 4
BB ZHE 436
STEEREERT
PR < Z 7| 24,651
BAEH
STE B EREF
FTEe A 2 hisEF 5
Rl 4= 453,519
BEEEERE 2 E
— BB fR 44,168
— 7] B O] A #A AR 48 S X 8,743
STEEREERT
P 2 hnE
FHEEEREE

506,430

2004
—EETNF
HK$°000
FET

12,000

BRERNLEERNIRE T 58

2004
—TTNEF
HK$'000
FH#ET
(restated)
(&%)

17,662

17,662

368,493

52

368,545
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13.BREF @

TERBARTRREASERERNR
REERN &

13. EARNINGS PER SHARE (continued)

The following table summaries the impact on both basic and
diluted earnings per share as a result of:

2004
—ZENF

Impact on Impact on

basic earning diluted earning

per share per share

cents cents

SRER Shi#s

BRzgE BRzgE

AL AL

Reported figures before adjustments AEA ZERET 6.20 6.20
Adjustments arising from HETBREY
changes in accounting FREE A 2 %

policies (see Note 2) (R KIEE 2) (1.41) (1.41)

Restated Ex]l 4.79 4.79

The computation of diluted earnings per share for the year
ended 31 December 2004 does not assume the exercise of
the Company’s outstanding share options under the
Company’s pre-initial public offering share option scheme as
the exercise price of those options is higher than the average
market price for shares for the period from 29 April 2004,
date of listing of share on the GEM, to 31 December 2004
and offer price of the placing of shares.

BE_ZTTMF+_A=+t—HL
FEZEREERNZAEL TR
RARBZARITEZEBERRREK
IR ETE  ERZTERE
ZITEERRAFEZRNHBE-F
ZHEMA -+ A AMNESZERE
MAME_FTENFE+_A=+—
AREERD ZAEZFHAME -

REAEBERAR | —STAEFERE
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14. PROPERTY, PLANT AND EQUIPMENT

COST
At 1 January 2004
Additions

At 31 December 2004

Additions
Write-off

At 31 December 2005

DEPRECIATION
At 1 January 2004
Charge for the year

At 31 December 2004

Charge for the year
Eliminated as write-off

At 31 December 2005

NET BOOK VALUES
At 31 December 2005

At 31 December 2004

Leasehold
improvement
HEHE K
HK$'000
FET
2%
RZEETNF—H—H —
1 70
R_ZEZNF
+=A=+—8 70
B —
e (70)
RZEZETRF
+=-A=+—H —
e
RZZEETNFE—H—H —
PINCS 3 47
R-_TZTOF
+=-—A=+—8 47
RERE 23
o 6 B i (70)
N EERF
+=A=+—~ —
REFE
R_ZETRF
+=-HA=+—H —
R_EZNF
+=-—A=+—H 23

Lang Chao International Limited
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For the year ended 31 December 2005
BE_ZTRF+_A=T—HLEE

14.9% - BMERRKRE

Furniture,
fixtures
and office
equipment
BHRREE
HK$’000
T#ET

210
1,203

1,405

178
219

397
416

(1)

802

603

1,016

Total
aft
HK$'000
FHET

210

1,273

1,405

178
266

802

603

1,039
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14. PROPERTY, PLANT AND EQUIPMENT

(continued)

The above items of property, plant and equipment are
depreciated on a straight line basis at the following rates per
annum:

Leasehold improvements Over the lease term

Furniture, fixtures and office equipment 33'5%

15. INTERESTS IN ASSOCIATES (continued)

Cost of investment in associates
Share of post-acquisition profits

Included in the cost of investment in associates is goodwill of
approximately HK$1,105,000 (2004: Nil) arising on
acquisition of associates during the year.

Goodwill acquired in a business combination is allocated, at
acquisition, to the cash generating units (“CGU") arising
from the associates that is expected to benefit from that
business combination.

The Group tests goodwill annually for impairment, or more
frequently if there are indications that goodwill might be
impaired.

The recoverable amount of the CGUs is determined from
value in use calculations. The key assumptions for the value in
use calculations are those regarding the discount rates,
growth rates and expected changes to selling prices and
direct costs during the period. Management estimates
discount rates using pre-tax rates that reflect current market
assessments of the time value of money and the risks specific
to the CGU. The growth rates are based on industry growth
forecast. Changes in selling prices and direct costs are based
on past practices and expectations of future changes in the
market.

REE DB 2 REKAR
P B 12 B A 0 B8

e MR MEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

14.9% - BERKE®

NEWME - BEERRENFTENE
MOREEFERAT

AERE SRR
REREE 3314%
15. BERNT 2B

2005 2004

—BBRFE —TITEF
HK$’000 HKS$000

FT Fib 7

19,155 _

2,447 _

21,602 —

REERRIRE K ABIEREE
U B Bk = A Rl EE 4 2 1,105,000/ 7T
—EEF  E) 2HE o

RIBEHESEAAMERSZE
2 HABHEZERZEBES
ZHMERNRIZHRSELEMN ([RE
EEB]) o

AEEEENRELERRE - Y
ERRABBERE  AAREE
FIEE -

ReEEBMN 2 e & 58 IR E
AP EEFEmMEE - FAFRER
HECFERZAEBMBRE - E
REREBURRBREEKEAZ
TEHAEE - EEEMET %ﬁ*ﬁ
FRARMEERRME RTINS

%Z%MW%E$M&ﬁﬁ$§i
BANBBZEAR - BREDRET
EREEANGE -EEBREERA
gEHRBEBTEMNRERBET

BEDHE

REAEBERAR | —STAEFERE
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For the year ended 31 December 2005
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15. INTERESTS IN ASSOCIATES

The Group prepares cash flow forecast derived from the most
recent financial budget approved by management for the
next five years and extrapolates cash flows for the following
three years based on an estimated growth rate of 4%. This
rate does not exceed the average long-term growth rate for
the relevant markets.

The rate used to discount the forecast cash flow is 21%.

As at 31 December 2005, the Group had interests in the
following associates:

15.BENT 2R 5

Proportion of

nominal value
of registered
capital held
Form of Country of by the Group
business registration HAKERSE
Name of entity structure and operation ~ ZFERE
ERsH BREBRTX dMREEER HERIL
I RBHEEE Incorporated PRC 49%
ARAT RAIPAENS] HE
(TR EH])
L R R BT A R At Incorporated PRC 40%
BRAT RRIPAINS] e
(M)

The summarised financial information in respect of the
Group's associates is set out below:

AEEBREEBHERARAFZ&
MM B RERNASRERAR -
RARBEFIERRARERE R =F
ZHERE - ZERXLTEBE
AmSEc FHORPERE -

ARHEARARSREZLEXR
21% °

RZZETAF+-_A=+—H0" ' K
KERTHIBE B EEER

Proportion
of voting

power held

BEREE Principal activities
ZEDL FEEK

49%  Development, production
and sale of computer
hardware for special usages

R EERHERT
REBMEN

40%  Development, production
and sale of computer
software and computer
peripherals

¥R EERHEEHR
B REREAERE

AEEBERRZMBEERBENR

2005

—E2ZhHF

HK$°'000

FET

Total assets MEE 77,641
Total liabilities BEE (30,182)
Net assets BEFE 47,459
Group’s share of net assets of associates AEEELBERRZEETFE 20,497
Revenue for the period after acquisition W i 1% AR W 2 68,391
Profit for the period after acquisition U i 1% BRI AL F 5,575

Group’s share of profit of associates RERBREBREMLBENRZ

for the year ol 2,447

Annual Report 2005 | Lang Chao International Limited
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For the year ended 31 December 2005
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INVENTORIES

The amount represents finished goods held for sale.

TRADE RECEIVABLES AND OTHER
CURRENT FINANCIAL ASSETS

The Group allows an average credit period of 30 to 90 days to
its trade customers and a credit period of 30 days to its fellow
subsidiary, the following is an aged analysis of trade
receivables and amount due from a fellow subsidiary at the
reporting date:

Trade receivables 2 5 EEBER
0 - 30 days 0Z30H

31 - 60 days 31 £ 60H

61 - 90 days 612 90 H
Over 90 days 90 H A E

Amount due from a fellow subsidiary

0 - 30 days
31 - 60 days

16. 7 &
SHEEERSD

17.E5BBRR Rt E

BE

AEEREBESEF Kk —HRE B
BRI R TFE308E90R &
0EMIRERE - LA N AR 5 EWE
R e — R & B 8 A R A
REZEBRBRR DT

2005
—ZERF
HK$’000
FET

2,896

70

2,966

& Y — [ [F) &2 [ P /88 2 ) 2 5K0R

0£ 30H
31 % 60 H

Other receivables are repayable on demand.

Amount due from ultimate holding company is unsecured,
interest free and repayable on demand.

The directors consider that the fair values of the current
financial assets approximate to the corresponding carrying

amounts.

Bank balances and cash comprise cash held by the Group and
short-term bank deposits with an original maturity of three
months or less. The carrying amount of these assets
approximates their fair value. Bank balances and cash of
approximately HK$156,400,000 (2004: HK$15,000,000)
were denominated in Renminbi which is not freely
convertible into other currencies.

8,773

1,427

10,200

2004
—ETNF
HK$'000
FET

7,216
6,930
4,348

18,494

7,425
15

7,440

it fE B2 BB -

JE U B AR YRR N R SR IR AR AR
BN R -

EXZgZRRnDEeRmEEZATE
EEEREERS

REBZROTERERSBPERS
R=(ERAATZEBHRITE
EATEEREEEBERES - 4
156,400,000 ;. (Z T T I F :
15,000,000/ 7T) 2 $R1T#5 68 IR &
RBUARKESE RTATBEBRLKE

REMEE -

REEBEARSA

75

CERHAEFERE
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18. TRADE PAYABLES AND OTHER CURRENT 18.EZENRR R EAMER
FINANCIAL LIABILITIES TREE
The following is an aged analysis of trade payables at the NTREZEMNERNEE BN
balance sheet date: B AT
2005 2004
—ETRF —TTNEF
HK$’000 HK$'000
FHET T
0 - 30 days 0Z 30 H 64,224 35,967
31 - 60 days 31 &£ 60 H 70 —
64,294 35,967
Trade payables, other payables and accrued liabilities BHRMER  HMEMRK R
principally comprise amounts outstanding for trade purposes BREFEAREESRAERARTEE
and ongoing costs. The average credit period taken for trade B - ZE5BEHTHRI0K -

purchases is up to 30 days.

The amounts due to ultimate holding company and a fellow JE - B £ 128 x| Je — i [R) & [ (Y
subsidiary are unsecured, interest free and repayable on BARARIZFIEAEERR 2RI
demand. & R o

The directors consider that the fair values of the current EEgZREnDemAGCIATE
financial liabilities approximate to the corresponding carrying HHFAREERES -

amounts.
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19. SHARE CAPITAL OF THE COMPANY

Ordinary shares

Authorised:
At 1 January 2004, at HK$0.01 each

Increase during the year

At 31 December 2004 and 2005,
at HK$0.01 each

Issued:
At 1 January 2004, at HK$0.01 each

Issue of shares by capitalisation of
share premium account
Placing of shares

At 31 December 2004, at HK$0.01 each

Placing of shares (note a)

Issue of shares for the acquisition
of Timeone Technology Limited
(“Timeone”) (note b)

At 31 December 2005,
at HK$0.01 each

19. IR 2
Number
of shares
KRHEE
'000
5 A
SARE ¢
RReEfM A B HE -

HFHREE 0.01 BT 100,000
F 12 N AR 900,000
RN ER T RF

+=A=+—8

BFAXEE 0.01 & TT 1,000,000
B 31T

R_EFMFE—HF—H

FAXEE 0.01 BT 100,000
BP9 58 (B & A1

200,000

VARR & 2 B fn 100,000

R POF

+=H=+—8 -

HFIREE 0.01 BT 400,000
AR 2 B tn (BdEE a) 52,000
BT 2 W BE

Timeone (FizEb)

39,100

R_EZERF

F=H=F=E

HFIEMEO. T

01787 491,100

HK$'000

1,000

9,000

10,000

1,000

2,000

1,000

4,000
520

391

4,911

REAEBERAR | —STAEFERE
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19.

20.

SHARE CAPITAL OF THE COMPANY

(continued)

Notes:

(@ Pursuant to the meeting of the Board of Directors of the
Company on 13 May 2005, the issue of 52,000,000 new
shares of HK$0.01 each for cash at HK$0.36 per share by the
way of placing was approved and the new shares were
allotted to independent third parties on 1 June 2005. The
proceeds were used to provide additional working capital for
the Company.

(b) On 1 June 2005, the Company issued 39,100,000 shares at a
market price of HK$0.49 per share to the vendors as
consideration for the acquisition of the entire issued share
capital of Timeone (Note 22).

All the shares which were issued during the year rank pari
passu with the then existing shares in all respects.

SHARE OPTION SCHEME

Equity-settled share options scheme

The Pre-IPO Share Option Scheme (the “Pre-IPO Scheme”)
and Share Option Scheme (the “Option Scheme”) of the
Company were adopted by the Company pursuant to the
written resolutions of all shareholders passed on 8 April 2004
for the primary purpose of providing incentives or rewards to
selected participants for their contribution to the Group and/
or to enable the Group to recruit and retain high-calibre
employees and attract human resources that are valuable to
the Group and any Invested Entity. The Pre-IPO Scheme and
the Option Scheme shall be valid and effective for a period of
ten years after the date of its adoption. Under the Pre-IPO
Scheme and the Option Scheme, the board of directors of the
Company may grant options to eligible participants including
employees, executives or officers and directors (including
executive and non-executive directors) of the Company or
any of its subsidiaries, and any suppliers, consultants and
advisers who will contribute or have contributed to the
Group to subscribe for shares in the Company.

Lang Chao International Limited

19.

20.

N

GEE

(a) REARREZGN_TTLFH
At=RBBHERTREERNDE
BBl & B2 17 0.36/ B TR & (B - 3
17 52,000,0008% % A 7 & BX M (&
00187 YR-ZFZERFRA—
HEEETBYRESE - HFXAEE
MRBAZEEES -

(b) RZTTRFSA—HB KA
£739,100,0000% LA T 35 € 0.497% JT
RERM 2 77 X E B ATimeone
2R EHITRA (FF5E22) ©

SR ASENREEZRAS

-

ey
Bk =2

BlEsra

REXNRS
ARAREEZEERR_ZZMF
MANBEREERZERE G
ZERARBRAERES (&
R R B A R A AT 81 1) KRB X
st 8 (BT El)) =288
RAKEEZ2RERREFHAE
Cird=y %7333 ATk -t
EOAKEHERBRBEREREER
BIAHAEERZEREER - BX
2 7 1R A A B R R A &) I BB AR R
NEME BEF T FRABUIT
8 o RIEE IR AR AR IR T
g MBRERE - ARRESFEAH
REER2EE (BEARAREE
AMBARZER - 1TBRAR - &
FBERER (BRATRIENITE
F)  BEXEEUAKEELER
ZAEIHRER - R RFEAA) K
EAHE - URBARRKD -
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20. SHARE OPTION SCHEME (continued) 20. BB REEH 8l ()

At the date of this report, the number of shares available for
issue and remained outstanding under the Pre-IPO Scheme
are 33,200,000 (2004: 40,000,000) representing 6.8%
(2004: 10.0%) of the issued share capital of the Company.
The number of shares under the Option Scheme are
40,000,000 (2004: 40,000,000) representing 8.1% (2004:
10%) of the issued share capital of the Company.

The total number of shares in respect of which options may
be granted under each of the Pre-IPO Scheme and the Option
Scheme is not permitted to exceed 10% of the shares of the
Company of the adoption date of the Pre-IPO Scheme and
the Option Scheme unless prior approval from the Company’s
shareholders in general meeting has been obtained. The
number of shares which may be issued upon exercise of all
outstanding options granted and yet to be exercised under
the Pre-IPO Scheme and the Option Scheme and any other
share option schemes of the Company must not exceed 30%
of the shares in issue from time to time. The total number of
shares in respect of which options may be granted to any
eligible participant in any twelve-month period is not
permitted to exceed 1% of the shares of the Company in
issue at any point in time, unless prior approval from the
Company’s shareholders in general meeting has been
obtained. Options granted to substantial shareholder or an
independent non-executive director of the Company in
excess of 0.1% of the Company’s share in issue and with a
value in excess of HK$5 million must be approved in advance
by the Company’s shareholders in general meeting.

RAFERH  BEERXARBR
ATRE AR E AT Bl PT BT R M RITEE
%15 2 8 B A&33,200,000 (==Y
£ :40,000,000) @ HERERALD
BITRANZ268% (T PUF :
10.0%) ° RIEBEIRETE T 2’ HD
# B /440,000,000 = =T Y £ :
40,000,000) * HHE R AR RE AT
EARZ81% (ZFZTWWF : 10%) °

BB E X AFRBRAERE S R
BRET SRR E 2R BRET
B HBB R IR B X A B R A% B BB A%
EirEl R EREGEER - XA
BTN 10%  BRIEEBLER
RAES FEAQARRELE - RIB
BRARABIRAERER S RER
REFT B LA 2 2N A A) A o] £ b B AR e
BT BT i Al REBE 1T 2 IR 17 4R BX
TRBBTREETRMNI0% ° 5t
RER+ =@ A HE AR T EM
EER2HEEZRMNBE - T5HE
BARNAREMEREEZETRG
1% RIEEBAERRAE LEX
REIREIAE - BRTFEERERAE
REBUFNTESBAARAD
TR MD0I%K, HEE BB
5,000,000/ T 2 B AR E M H E K1
BEAE FEAABRRELE -

REAEBERAR | —STAEFERE
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20. SHARE OPTION SCHEME (continued)

There is no general requirement that an option must be held
to any minimum period before it can be exercised but the
board of directors is empowered to impose at its discretion
any such minimum period at the time of grant of any
particular option. Options offered must be taken up not later
than 28 days after the date of offer. A non-refundable
remittance of HK$1 is payable as consideration by the
grantee upon acceptance of every grant of option under the
Pre-IPO Scheme and the Option Scheme. The period during
which an option may be exercised will be determined by the
board of directors at its absolute discretion, save that such
period of time shall not exceed a period of ten years
commencing on the date which the option is granted. The
exercise price is determined by the board of directors of the
Company, and will not be less than the highest of (i) the
closing price of the share on the Stock Exchange’s daily
quotation sheet on the date of offer (ii) the average closing
price of the shares on the Stock Exchange’s daily quotation
sheet for the five business days immediately preceding the
date of offer and (iii) the nominal value of a share of the
Company.

On 8 April 2004, a total of 40,000,000 share options were
granted to certain employees and directors of the Group
under the Pre-IPO Scheme entitling the holders thereof to
subscribe for shares of the Company at an exercise price of
HK$0.324 per share.

On 28 December 2004, a total of 40,000,000 share options
were granted to certain employees of the Group under the
Option Scheme entitling the holders thereof to subscribe for
shares of the Company at an exercise price of HK$0.28 per
share. The fair value of the Company’s shares at 28 December
2004 was HK$0.28.
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20. R HEST &l )

—RUEREERBTENATE
ZRLHME BEFEREAINE
A 1A R AR B BV 1B B DN T % 55
ROHME - TEBREZEONA
MEAEH%E28H 2 NERE - 10
BB E IR AR B REERERT
B BRI ER L cBEERE
B ARAAIXNEERRIETZD
Al E ERAERRME - BRER 1T
EZHESHETS2REE
ZHRAITSEARLBREE AR
AT F - TEERAAREZSE

E'ﬁ%$9%MTZEE%‘%%
MEH BARBRFAEEBES
tZWmFu% EH A B A E

BER 'Hﬁi“ﬁﬁtai&{ﬁ%LZHx
D FE T E R (iA 2 E R 2
& o

R_ZZENFMANE » KD

KRB E X ARBARAT ﬁ%ﬂﬂ%&‘a‘Jr%U
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20. SHARE OPTION SCHEME (continued) 20. B fERT & ()
All the share options do not have any vesting conditions and FT B B AR #E 15 1 BT 75 1 7] 55 /8B {5
are fully vested on the grant date. During the year, a total of " WHAREHE AERHE
6,800,000 share options under Pre-IPO Scheme were B -FRAN BEEEBERBKS
cancelled upon resignation of an employee. 6,800,000/% % 17 2 & IR A F 48 I Al

BB EUH ©

Details of specific categories of options are as follows: AT EBREZFHE :
Exercise
Date of grant Exercise period price
R BH TEH TEE
HK$
BT
Pre-IPO Scheme 8 April 2004 8 April 2004 to 7 April 2014 0.324
BRAFRBRAE —ETTEFHEANB —ZTEMFEMANR 0.324
st Z_E-NFMA+LH
Option Scheme 28 December 2004 28 December 2004 to 27 December 2014 0.280
Bt El —EEMFE+-_A=-+N\H —EEMFE+-_A=-+N\H 0.280
E-T-WOFE+-_A-++tH
The following table discloses details of the Company’s share FA - ARAZ1EB 2 BREE
options held by employees and movements in such holdings BT
during the year:
Outstanding Outstanding Outstanding
at at at
1.1.2004 Granted 1.1.2005 Granted Cancelled 31.12.2005
R=ZZME  duringthe W=ZZTHF  duringthe  duringthe R-ZEREF
Option type —R—H year —A—H year year t—A=1—H
RER fef K AT 62 EREH fef K 47 FREM FREUH fef K AT 68

Pre-IPO Scheme

EySNEH S e — 40,000,000 40,000,000 — 6,800,000 33,200,000
Option Scheme
ka2 — 40,000,000 40,000,000 — — 40,000,000

= 80,000,000 80,000,000 6,800,000 73,200,000

REAEBERAR | —STAEFERE
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20. SHARE OPTION SCHEME (continued)

21.

Details of the share options held by the directors included in

20. B R ESTEl ()

EEzBREFE (ERELIIX

the above table are as follows: R)EAT
Outstanding Outstanding Outstanding
at at at
1.1.2004 Granted 1.1.2005 Granted Cancelled 31.12.2005
R-ZZWF  duringthe R-ZZEHEF  duringthe  duringthe R-ZEZREF
Option type —H—H year —A—H year year t—A=t—H
RAEER e RAT B FRARHE e RATE ERRE FREUH i RAT B
Pre-IPO Scheme
BRAF BB A B E 2 — 24,000,000 24,000,000 — — 24,000,000
Save as disclosed above, no share options had been granted, br Bt BRHN - FRBERAERTEIFT

cancelled, lapsed or exercised during the year.

REDEEMABLE CONVERTIBLE PREFERRED
SHARES

The Company issued 132,964,342, 6% Preferred Shares
at HK$0.76 each on 8 December 2005. The Preferred
Shares are denominated in Hong Kong dollars. The
holder of the Preferred Shares shall have the right to
convert the Preferred Shares, at any time from the date of
allotment of the Preferred Shares and up to the maturity
date, which is the sixth anniversary of 8 December 2005
and without payment of any additional consideration at
the conversion rate of one Preferred Share to one
ordinary share. If the Preferred Shares have not been
converted, they will be redeemed on 8 December 2011 at
par. Interest of 6% will be paid annually up until the
settlement date. The details of terms of the Preference
Shares are set out in the Company’s circular dated 28
October 2005.

The Preferred Shares contain two components, liability and
equity elements. Upon the application of HKAS 32 (see Note
3 for details), the proceeds from issue of Preferred Shares
have been allocated between the liability and equity
elements. Since the Preferred Shares were issued during the
year, there was no impact to last year's financial statements.
The equity element is presented in equity heading “Preferred
shares equity reserve”.

Lang Chao International Limited

21.

BHZBREY RKITE - BUBHK
1ERE -

LR CEE: Y8 ¥

RZZEZRF+ANR - ARA]
LA 180.767% 7T 817 132,964,326/%
6% B - BERNETREMN -
BABRZEAEABEARLEZRELK
B -_ZTAF+ _AN\BREE
BB (ONF) BAX N EFEINMUE

BEIZ — Lt — 2 VIR B L B S 1B 5k
REm ARG - RINBERREE
BmEky  gR_TE——F+=A
NBEUFEHEEER - FR6%NEE
A FRAELERZFBENER

ARRE—_ZSETERF+A -+ N\H
ZHBHA o

BEARBERLBY r 2RlAEAER
kﬁ%no%%%ﬁﬁ EHI32%
BTE: HEXREE (GFERWES)

EREEIRSBSBEMRA - AR

BEABRSFSHIT  HHLEFE
MRHRERRIEZE - ALY ER

ABEMEERKRNEEIFZR -
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REDEEMABLE CONVERTIBLE PREFERRED
SHARES (continued)

The movement of the liability component of the Preferred
Shares for the year is set out below:

Liability component MRERNERZ BEED
recognised during the year

Interest charge

MEFX

The effective interest rate of the liability component is
7.38%.

The fair value of the liability component of the Preferred
Shares at 31 December 2005 approximates the carrying
amount.

The net proceeds from the issue of Preferred Shares have
been issued between the liability element and an equity
component, representing the fair value of the embedded
option to convert the liability into equity of the Group as
follows:

Liability component BERS
Equity component RAE 5

ACQUISITION OF A SUBSIDIARY

On 1 June 2005, the Group acquired 100% issued share
capital of Timeone by the issuance of 39,100,000 shares of
the Company to the vendors. This transaction has been
accounted for using the acquisition method of accounting.

A] BE [ Al A IR 1B SR IR (@)

RAEE  BERAEHIIZ2EH
AT ¢

2005 2004
—ZEERF —EETNE
HK$'000 HK$'000
FET FHET
94,666 —

436 —

95,102 —

BEBO2ERANER7.38% -

R-BERE+=—A=+—0
SR EESS s ATEELEERE
e
XQ?HE%&Z%HMI 2
BIEREDD RBRALS - i8R
h$%-zauaa&$zaﬁ%
BT ATEMT

HK$°000
T
94,666
6,387
101,053
22. WEE K B A =)

RZZTEZTRFANA—HB  A&EEE
ATimeone® 2 B 3 17 2 PA 2217
39,100,000/% X (& ix 3 2 77 = &
5o R ZABEIEFIER o
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22. ACQUISITION OF A SUBSIDIARY (continued)

The net assets acquired in the transaction, are as follows:

Net assets acquired:
Interest in associates
Bank balances and cash
Other payable

Goodwill

Total consideration, satisfied by issuance of
39,100,000 shares of the Company

Net cash inflow arising on acquisition:
Cash and cash equivalents acquired

22. WEHTE QR @
UMTRERGZHRBEBEEFENRE
2
Acquiree’s
carrying amount
before combination
and fair value
EREORAIKRES
ZERAERAFE
HK$'000
BT
BEESCEEFHE:
REtE R 2 18,050
IRITHEBR RS 18
H b B 588 (14)
18,054
EBE 1,105
19,159
BRE - BRBITARRT]
39,100,000 A& %15 2 +F 19,159
RUBEREE RS RAFEE

ERZRE MNREFEY 18

Note: As the consideration for the acquisition of Timeone,

39,100,000 ordinary share of the Company with par value of

HK$0.01 each were issued. The fair value of the ordinary
shares of the Company, determined using the published
price available at the date of the acquisition amounted to

HK$19,159,000.

The goodwiill of approximately HK$ 1,105,000 represents the

goodwill arising on acquisition of interest in associates during

the year.

Annual Report 2005 | Lang Chao International Limited

Mzt : EBUW EE TimeoneZ R 1B » AR
7] % 17 39,100,000 & ¥ & &
0.01B L2 L@ - AN FFH
WEEAZEAMEREEZY
BRAFEAE19,159,000/8 T °

#)1,105,000/8 7T 2 & /N F AU
BHMEAPEEMELEZEHE -
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22. ACQUISITION OF A SUBSIDIARY (continued)

Timeone contributed nil revenue and approximately
HK$2,794,000 to the Group's profit before tax for the period
between the date of acquisition and the balance sheet date.

If the acquisition had been completed on 1 January 2005,
total Group profit for the period would have been
approximately HK$24,124,000 and there would be no
impact to group’s turnover. The proforma information is for
illustrative purposes only and is not necessarily an indication
of revenue and results of operations of the Group that
actually would have been achieved had the acquisition been
completed on 1 January 2005, nor is it intended to be a
projection of future results.

23. LEASE COMMITMENTS

At the balance sheet date, the Group had commitments for
future minimum lease payments under operating leases in
respect of rented premises which fall due as follows:

e MR MEE

For the year ended 31 December 2005
HE-_ZTRF+-_A=+—HLEE

22. WEEK B 2 | (@)

Timeone & AN & B HE 2R Z W A K &
RKIWEHBHEEZEABA 2 HY
2,794,000/ 7T 2 BR Bt Al 4 Al ©

WEEER-_ZERAF—A—H=E
K BIARS B EIA 2 i A 48 58 e
#497524,124,000% T+ ¥ A& E
LEXBEELE ZEEZEEHR
MR WIEERNASEERZ
TZERF—A—HEXKEmER
FEERMZIMARKEEE 25
2 MERIERRBERZTEA -

23. FHE&IE
REEH  REBZEKLEHERX
REFEEENRE 2 A EHHER
mr

2005 2004

—g2EF —TTN4H

HK$'000 HK$'000

FET FA&T

Within one year R—FA 252 196
In the second to fifth years inclusive F-_ZFR1F (BEHEREMF) 96 —

Operating lease payments represent rentals payable by the
Group for its office premises. Leases are negotiated for an
average term of two years and rentals are fixed for an
average of two years.

24. RETIREMENT BENEFIT SCHEME

The Group operates the Mandatory Provident Fund Scheme
under the rules and regulations of the Mandatory Provident
Fund Schemes Authority. The Group’s employees are required
to join the scheme. The Group has followed the minimum
statutory contribution requirement of 5% of eligible
employees’ relevant aggregated income.

348 196

HEHSEASERERDZ=EMN
ZHE  HEFHEMERT KX
ML TR FEFHRFETE -

24. RIR@E R 52

AEEREBERHELTBESFTEER
PORAERERTRBERES
FHEl - AEEE THAZ MG
2 SECEREZEREHREE
HAEREENBRBBANLLIE
B -
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25. RELATED PARTY TRANSACTIONS

Apart from the amounts due from and to related parties as
disclosed in notes 17 and 18 respectively, the Group had

entered into the following related party transactions during
the year ended 31 December 2005:

Sales of goods (Note a) EYHE (M5 a)
Commission paid (Note b) EfmE (KMizEb)
Notes:

(a)

(b)

(0

Annual Report 2005

The Group sold the goods at cost before the deduction of
purchase rebate to a fellow subsidiary of the Company, at an
amount of approximately HK$13,381,000 for the period from
1 January 2004 to 31 March 2004. During the year 2005, no
such sale was noted.

On 1 April 2004, LC Corporation appointed the Group as the
exclusive agent for the LC Group for the overseas sourcing of
computer components for a period of two years and nine
months from 1 April 2004 to 31 December 2006. The LC
Group will, with reference to the then market prices, pay a
premium of not less than 1.5% above the purchase price paid
by the Group, without taking into account of rebates received
from suppliers, for all computer components sourced overseas
by the Group on their behalf. The sales made under this
arrangement to the ultimate holding company and a fellow
subsidiary for the year ended 31 December 2005 amounted to
approximately HK$2,338,000 (2004: HK$25,691,000) and
HK$106,164,000 (2004: HK$65,547,000) respectively.

During the year, the Group paid commission amounting to
approximately HK$916,000 (2004: Nil) to a company in which
the ultimate holding company is one of the shareholders. The
commission paid was for the referral of business to the Group.

During the year ended 31 December 2004 and 2005, Lang
Chao Electronic Information Industry Co., Ltd., a fellow
subsidiary of the Company, allowed the Group to use the
trademark “Lang Chao” in Hong Kong, Taiwan and the PRC

free of charge.

Lang Chao International Limited

2. FBEALRS

BR &R & B 75 3R R MY 5517 R 18 BT 4%

EMREWRENSTEEALTRE

S

C ARERAFEREARNDRL N
&

GEE

(a)

AERS :
HK$'000 HK$'000
FET TET
108,502 104,619
916 =
BE-ZZNE-—A—HE-_ZZTN
F=ZA=+—HL - $‘il?;zﬁﬁz$

fﬁﬂiui'@mﬁuﬂ’]fﬁ%tﬂ%%’ifu

A *F'EEJH%@W%AE%TEZ%
13,381,000 7 ° M T HF I
EIIEHE o

RZZZTMEMA—A  RHBAA
ZAAEEARPAEEBINEES
TR BRAE AT TNFE
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EHE2EEROmE  BREEE
REEEESHEN  IHAEH
FARKAMMIEEINEE R FT A T
THEZNHEEBT D 11.5%5
FHHEE HWEBEE_ZTTRF+=
A=+—H&EI  XEERE
R ERRRIERARLEN A
2,338,000/ ;& (= T = [ F :
25,691,000/ 7T) & — & [ & = B
B A 748 {E 49 4 106,164,000 T
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OF THE COMPANY

Particulars of the subsidiaries of the Company are as follows:

Name of company

AREH

Lang Chao Electronics Limited

RAETERAA

Lang Chano (HK) Electronics Limited
BE (B5) ETERAR

R (UR) EFERERAR

Timeone

EERAETHRERAA

A (Fm) FERMARAR

Form of
business
structure

BEERIA

Incorporated
R AT

Incorporated
AMALAT

Incorporated
KRR

Incorporated
BN

Incorporated
R AT

Incorporated
HEMRLAT

Place of
incorporation/
registration
Place of
HEMELR
BRBE

British Virgin
Islands

RERES

Hong Kong
B

PRC

el
British Virgin
Islands

RERARS

PRC
HH

PRC
il

Paid up

issued ordinary

share capital/

Classof registered capital
share held HRERT
] LERE/
B EMER
Ordinary Us$1
TAR 127
Ordinary HK$1,000,000
3 1,000,000 78
Ordinary HK$55,000,000
LRk 55,000,000 % 70
Ordinary US§50,000
TRk 50,000% 7T
Ordinary RMB5,000,000
TRR AR 50000007
Ordinary US13,000,000
LRk 13,000,000 % 0

26. A DB EEMBLTFERE

ARRAEBWBARFBET ;

Proportion

of voting

Proportion power

ownership  held by the

interest held Company

by the Company NG

ARH HERER

EERAER LB
Directly  Indirectly
B 3

100% = 100%

= 100% 100%

—  100% 100%

= 100% 100%

= 100% 100%

100% —  100%

REEBEARSA

Principal activities

TEEH

Investment holding
REZRK

Trading of computer
components
PHEEMTH

[nactive

BEWRED
Investment holding
REZR
Investment holding
REZR

Inactive

BEBED

CERHAEFERE
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27. POST BALANCE SHEET EVENTS

On 17 February 2006, the Group entered into a subscription
agreement to subscribe for approximately 30.05% of the
enlarged registered capital of JR#SEE LR BRAREBRA
A at a consideration of RMB40,200,000. The details of the
terms of subscription agreement are set out in the Company’s
circular dated 8 March 2006.

On 17 February 2006, the Group entered into a subscription
agreement to subscribe for approximately 53.3% of the
enlarged registered capital of | BRI E FBSEHERA
7] at a consideration of RMB8,000,000. The details of the
terms of subscription agreement are set out in the Company’s
circular dated 8 March 2006.

Pursuant to an Extraordinary General Meeting held on 24
March 2006, the above transactions were approved by the
shareholders of the Company.

Annual Report 2005 | Lang Chao International Limited
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RZEEF_A++EH A&EH
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30.05% * 7R ﬁ%ka{ﬁﬁ}\E%
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