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

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

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

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

The Group recorded a turnover of approximately
HK$26,910,000 for the nine months ended 31 March
2006, representing an increase of approximately 35% when
compared with the same period in 2005.

The Group recorded a loss attributable to the equity holders
of the Company of approximately HK$75,000 for the nine
months ended 31 March 2006.

The Board of Directors does not recommend the payment
of an interim dividend for the nine months ended 31
March 2006.
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RESULTS

The Board of Directors (the “Board”) of TeleEye Holdings Limited
(the “Company”) hereby announces the unaudited consolidated
results of the Company and its subsidiaries (collectively referred
to as the “Group”) for the three months and nine months ended

31 March 2006, together with the comparative unaudited figures
for the corresponding periods in 2005, as follows:

CONDENSED CONSOLIDATED INCOME STATEMENT

Kiat
NOTES

Revenue 2
Cost of sales

Gross profit

Other income

Distribution costs

Administrative expenses

Research and development expenditure

Loss for the period 3

Attributable to:
Equity holders of the Company
Minority interests

Loss per share (HK cent)
Basic 5

HE=ZA=+—-HL
=@A
Three months
ended 31 March

BEE=HA=+—-H1L
h@A
Nine months
ended 31 March

ZEBRE —_ITTHF ZEBERE _—ITTIF
2006 2005 2006 2005
FET THET FET TET
HK$°000 HK$000 HK$°000 HK$'000
(REER) CREER) (RLER) (REER)
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
9,275 6,148 26,910 19,878
(4,723) (2,710) (12,848) (8,631)
4,552 3,438 14,062 11,247

176 137 569 346
(2,184) (1,760) (6,418) (5,704)
(1,800) (1,696) (5,360) (4,809)
(980) (868) (2,933) (3,129)
(236) (749) (80) (2,049)

(305) (673) (75) (1,877)

69 (76) (5) (172)

(236) (749) (80) (2,049)
(0.17) (0.37) (0.0) (1.04)
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS

BASIS OF PREPARATION AND ACCOUNTING POLICIES

The unaudited consolidated results have been prepared in
accordance with accounting principles generally accepted in
Hong Kong and the applicable disclosure requirements of
Chapter 18 of the Rules Governing the Listing of Securities on
the Growth Enterprise Market of The Stock Exchange of Hong
Kong Limited.

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

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

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

Share-based Payments

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

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

Classification and measurement of financial assets and financial
liabilities

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

financial assets and financial liabilities that are within the scope
of HKAS 39.

By 30 June 2005, the Group classified and measured its debt
and equity securities in accordance with the alternative treatment
of Statement of Standard Accounting Practice 24 ("SSAP 24").
Under SSAP 24, investments in debt or equity securities are

"o

classified as “trading securities”, “non-trading securities” or “held-
to-maturity investments” as appropriate. Both “trading securities”
and “non-trading securities” are measured at fair value.
Unrealised gains or losses of "trading securities” are reported
in the profit or loss for the period in which gains or losses
arise. Unrealised gains or losses of “non-trading securities” are
reported in equity until the securities are sold or determined to
be impaired, at which time the cumulative gain or loss previously
recognised in equity is included in the net profit or loss for that
period. From 1 July 2005 onwards, the Group classifies and
measures its debt and equity securities in accordance with
HKAS 39. Under HKAS 39, financial assets are classified as

nou

“financial assets at fair value through profit or loss”, “available-
for-sale financial assets”, “loans and receivables”, or "held-to-
maturity financial assets”. “Financial assets at fair value through
profit or loss” and “available-for-sale financial assets” are carried
at fair value, with changes in fair values recognised in profit or
loss and equity, respectively. “Loans and receivables” and "held-

to-maturity financial assets” are measured at amortised cost

"o

using the effective interest method after initial recognition.

On 1 July 2005, the Group classified and measured its debt
and equity securities in accordance with the transitional
provisions of HKAS 39 where the non-trading securities of
approximately HK$4,379,000 are classified as available-for-sale
financial assets and the cumulative unrealized gains or losses
previously reported in investment revaluation reserve under
equity section continue to be in equity.
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AHEBEE R Loss for the period has been
(stA) arrived at after charging
(crediting):
BRKRERE Amortisation of capitalized
2 development costs
e Depreciation
REFHEERE Dividends from available-for-sale
ZRE investments
EHRREZBRE Dividends from investments in
securities
FIEWA Interest income

Financial assets and financial liabilities other than debt and
equity securities

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

REVENUE

Revenue represents the amount received and receivable for
goods sold, less returns and allowances, to outside customers
during the period.

LOSS FOR THE PERIOD

BZ=ZA=t+—-H1 BZ=ZA=t+—-B1L

=@A N @A
Three months ended Nine months ended
31 March 31 March
—EERE —ZETARF —EEXRE —ZEThHF
2006 2005 2006 2005
FET FET FERL FET
HK$'000 HK$'000 HK$'000 HK3'000
223 291 586 1,010
130 134 424 422
(39) - (103) -
- (23) - (79)
(84) (98) (275) (242)
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TAXATION

No provision for Hong Kong Profits Tax has been made in the
financial statements for the periods ended 31 March 2006 and
2005 as the Group's operations in Hong Kong incurred tax
losses for that periods.

BASIC LOSS PER SHARE

The calculation of basic loss per share is based on the loss
attributable to equity holders of the Company for the three
months and nine months ended 31 March 2006 of
approximately HK$305,000 and HK$75,000, respectively (three
months and nine months ended 31 March 2005: loss
attributable to equity holders of the Company of approximately
HK$673,000 and HK$1,877,000, respectively), and
180,000,000 ordinary shares in issue during the three months
and nine months ended 31 March 2006 (three months and
nine months ended 31 March 2005: 180,000,000 ordinary
shares).

No disclosure of diluted loss per share for the nine months
ended 31 March 2006 and 2005 is shown because the exercise
price of the Company’s options were higher than the average
market price for shares for the periods presented.
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THREZZRANEE

At 1 July 2004 (Audited)

Exchange differences on
translation of overseas operations
Revaluation of investments in
securities

Net income directly recognised
in equity
Loss for the period

Total recognised expense
for the period

At 31 March 2005
(Unaudited)

At 1 July 2005 (Audited)

Exchange differences on translation
of overseas operations

Revaluation of investments in
securities

Net income directly recognised
in equity
Loss for the period

Total recognised income
for the period

At 31 March 2006
(Unaudited)

6. MOVEMENT OF RESERVES

k&
ERRE

Ko iEE Ef%E  Investment BRIRE
Share  Translation revaluation Special B4 #ct
premium reserve reserve reserve Deficit Total
TET THT FET FET TET THT
HK$'000 HK$'000 HK$'000 HK$§'000 HK$'000 HK$'000
21,605 (81) (257) 14,990 (6,179) 30,078
- Q) - - - (an
- - 510 - - 510
- ) 510 - - 499
- - - - (1,877) (1,877)
- (n 510 - (1,877) (1378)
21,605 (92) 253 14,990 (8,056) 28,700
21,605 (18) 425 14,990 (9,463) 27,539
- 32 - - - 32
- - 214 - - 214
- 32 214 - - 246
- - - - (75) (75)
- 32 214 - (75) 171
21,605 14 639 14,990 (9,538) 27,7110
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INTERIM DIVIDEND

The Board does not recommend the payment of an interim
dividend for the three months and nine months ended 31 March
2006 (three months and nine months ended 31 March 2005:
Nil).

FINANCIAL AND BUSINESS REVIEW

The turnover of the Group for the three months and nine months
ended 31 March 2006 were approximately HK$9,275,000 and
HK$26,910,000 respectively, representing an increase of 51%
and 35% as compared to the turnover of approximately
HK$6,148,000 and HK$19,878,000 for the same periods last year.
In comparison with the previous quarter ended 31 December
2005, turnover for this quarter ended 31 March 2006 increased
by approximately 8% or approximately HK$663,000. The Group
recorded a loss attributable to the equity holders of the Company
of approximately HK$75,000 for the nine months ended 31 March
2006, as compared to the loss attributable to the equity holders
of the Company of approximately HK$1,877,000 for the same
period last year. Loss per share for the nine months ended 31
March 2006 was HK0.04 cent, compared to loss per share of
HK1.04 cent in the corresponding period in 2005.

The encouraging growth in turnover for the nine months ended
31 March 2006 reflected the Group's success in global expansion
and advanced product development strategies. For the nine months
ended 31 March 2006, turnover from TeleEye IlI+ VRB/VXB
Video Recording Transmitter accounted for approximately 27%
of the Group’s turnover (2005: 129%). Turnover from TeleEye RX
Video Recording Transmitter amounted for approximately 6%
of the Group's turnover (2005: Nil). TeleEye video surveillance
systems and TeleEye cameras generated approximately 59%
(2005: 78%) and approximately 30% (2005: 14%) of the Group's
turnover, respectively.

Overall operating costs for the nine months ended 31 March
2006 were approximately HK$14,711,000, representing an increase
of approximately 8% or HK$1,069,000 as compared to
HK$13,642,000 for the same period in 2005. Such increase was
in line with the increase in turnover.
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The Group achieved growth under a highly competitive market
environment. Keen competitions mainly come from digital video
recorder and network camera manufacturers. Price pressure in
various markets reduced the Group's gross profit margin. In view
of this, the Group has introduced more new products, focused on
deeper penetration of existing market and expanded its distribution
networks. During the periods under review, the Group continued
to conduct exhibitions and seminars in various countries with a
view to enhance the TeleEye brand image globally. Moreover,
TeleEye Hrvatska and TeleEye Philippines Inc were established in
Croatia and Philippines respectively to further expand the Group's
sales network there.

The Group continued to strengthen its position to provide quality
products to the markets. Following the introduction of TeleEye
RX304 Video Recording Transmitter in October 2005, the Group
is now in the final stage of development of other RX series video
recording transmitters that possess superb performance in
transmission and recording speed, picture quality and functionality.
During the three months ended 31 March 2006, the Group
introduced TeleEye SF360 Ultra hi-resolution Color CCD
Camera to further expand the Group’s CCTV camera product line.

PROSPECTS

The Group will continue to maximize its core strength of developing
innovative and quality products to increase its product range and
strengthen its competitive position, and is planning to explore into
new markets in countries with substantial market potential. The
directors are optimistic of the future growth of the group and
believe that the Group can continue to be a pioneer in the global
digital video surveillance market.
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DIRECTORS’ AND CHIEF EXECUTIVES' INTERESTS IN
SHARES AND SHARE OPTIONS

At 31 March 2006, the interests of the directors and chief
executives and their associates in the shares and share options of
the Company or any of its associated corporations (within the
meaning of Part XV of the Securities and Future Ordinance (“SFQ"))
which were required pursuant to Section 352 of the SFO, or
which are required pursuant to Rule 5.46 of the GEM Listing
Rules, to be notified to the Company and the Stock Exchange,
were as follows:

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

BEE#T AARB BT

EERERE RAE G

Number of Percentage of

issued the issued

EspE g7} ordinary share capital

Name of director

Capacity shares held

of the Company

PRIEZE L MEEGEEFE (Fat1)
Dr. Chan Chok Ki Held by controlled corporation (Note 1) 104,000,000 57.8%
BRAEZHE L MXEEDEBEAE (K1)
Dr. Chan Cheung Fat Held by controlled corporation (Note 1) 104,000,000 57.8%
(b) B (b)  Share options
BEBREHE HERGCEE
Number of Number of
EspE g7} share underlying
Name of director Capacity options held shares
PRIEZE L BEmEB A (H2)
Dr. Chan Chok Ki Beneficial owner (Note 2) 2,700,000 2,700,000
BEAEL Em#ERA (Bat2)
Dr. Ma Chi Kit Beneficial owner (Note 2) 2,160,000 2,160,000
MERZFEE BEnlEA AN (Haz2)
Mr. Ho Ka Ho Beneficial owner (Note 2) 2,044,000 2,044,000
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Limited &2 5t K (b 2 B IR A & 53 5l #2 70%
3002 il #5 A o Etin Tech Limited Y B B
EEBL -  REEEL  SEEBLIREAR
SEED IR H144.3% ~ 34.3% + 14.3%K%
7% LI R - ARREES T KRR
EEHTERRNRRERE LT RIEH T
30%3k BA |+ 2 Etin Tech Limitedz & 224 -
MUK % 4% 18 {E ¥ 48 P B H Etin City Limited#F
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SEIME - ARABBEA S ZHBHENTX
BR8] — B -
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AU ER AR B S E AR ARBOR B 2 E A - 48
MEOKEFTREEANEAIRE °

Notes:

(1)  These shares, representing approximately 57.8% of the
issued share capital of the Company as at 31 March
2006, are held by Etin City Limited, which is owned by
Etin Tech Limited and CityU Enterprises Limited in the
proportion of 70% and 30%, respectively. Etin Tech
Limited is owned by Dr. Chan Chok Ki, Dr. Chan Cheung
Fat, Dr. Ma Chi Kit and Mr. Ho Ka Ho in the proportion
of approximately 44.3%, 34.3%, 14.3% and 7.1%,
respectively. As Dr. Chan Chok Ki and Dr. Chan Cheung
Fat are entitled to exercise or control the exercise of
30% or more of the voting power in general meetings
of Etin Tech Limited, they are deemed to be interested
in the entire shares in the Company held by Etin City
Limited.

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

Save as disclosed above, and other than a nominee share in a
subsidiary held by a director in trust for the Group, at 31 March
2006, none of the directors, the chief executives of the Company
nor their associates had any interests or short positions in any
shares, underlying shares or debentures of the Company or any of
its associated corporations.

11



BR
(i)

5 &
BRABRESS ((BRABRESS])

ARARBER-_ZZ—FNA+_HBBAZ &
REREANBRATBARERTE  BUAHEARFR
ENMBARIZHITESREEHASE KNI K
SRARBRDREIER ETATEHZERB T UL
BIE o REBFTEMBEE 2 EBRERTHE AR
AREBREBROOBELRBANG ZH LR
f% - MBBFTEAIFREZERES R &K
M ELE &14,400,0000% ° AJ &% F(EMA AL ZBR
2R mE B T5Hi#E3,6000000 -

BN A TR L FIBZIER T HARA
FHEE o B2 B AR B D R A2 R 5
AEE%  AoRERANER FAEA - =1
BARMN+=—EA % EMEEA - IBXFIT
FAERXNEMRELEE Z25%  50% * 75% K%
100% ° ZEWBRERSENITFE 2 BB T
FRNBY -

BARBIRMNR-ZFZT-—FRA/\BERIZERL
mig - RIBARABERETE - ARFBIEH
RHOBEAE - MM ARNERBREZFE AR
FHRZEGBTIEXITE  REFI ZERZ
FCROZBRESDABRILA FIAITE -

TREERBE_ZTZRF=ZA=+—HINHE
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R AH

Date of grant

RARARZES

Directors of the Company

BRIEE® L —ZT-FHMA+ZH
Dr. Chan Chok Ki 12 April 2001
BHEEEL —ZT-FHMA+ZH
Dr. Ma Chi Kit 12 April 2001
ARZEE —ZT-FHMA+ZH
Mr. Ho Ka Ho 12 April 2001
AEEESR —EZ-FMA+=H
Employees of the Group 12 April 2001

SHARE OPTION SCHEMES

@

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

Options might be granted without any initial payment.
Options granted are exercisable to the extent of an aggregate
total of 259%, 50%, 75% and 100% at anytime after 6
months, 18 months, 30 months and 42 months, respectively,
from the commencement of the trading of the shares of
the Company on the GEM, and have a duration of 10 years
from their respective vesting dates.

Upon the listing of the Company's shares on the GEM on 8
May 2001 no further options could be granted by the
Company under the Pre-IPO Scheme. The rights of the
holders of the share options granted prior thereto are not
affected and such options granted continue to remain valid
and exercisable in accordance with the terms of the scheme.

The following table discloses movements in the Company’s
share options under the Pre-IPO Scheme during the nine
months ended 31 March 2006:

R-ZZB2XE
=3 R-ZZLF REEMAE =ZA=+-H
ERE tA—H KB BRE e % 2 B AR A
TEE e 8 2 B8 IR A Lapsed Balance
Exercise price Balance at during at 31
per share 1 July 2005 the period  March 2006
BT (B at)
HK3 (Note)
0.60 1,800,000 -~ 1,800,000
0.60 1,440,000 - 1,440,000
0.60 1,364,000 - 1,364,000
4,604,000 - 4,604,000
0.60 3,912,000 (1,856,000) 2,056,000
8,516,000 (1,856,000) 6,660,000
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Note: These options lapsed upon the resignation of the
grantees.

No options had been exercised since the date of grant. At
31 March 2006, the number of shares in respect of which
options had been granted under the Pre-IPO Scheme
represents 3.7% of the shares of the Company in issue at
that date.

Share Option Scheme adopted on 12 April 2001 (the
“Option Scheme”)

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

The option holder may subscribe for shares in the Company
during such period as may be determined by the directors
(which shall be not less than three years and not more
than ten years from the date of grant). The maximum
number of shares in respect of which options may be granted
cannot exceed 10% of the issued share capital of the
Company from time to time.

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

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

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

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

The subscription price shall not be less than the highest of
(i) the closing price of the shares of the Company as stated
in the Daily Quotation Sheet on the date of grant, which
must be a trading day; (i) the average closing price of the
shares of the Company as stated in the Daily Quotation
Sheets for the five trading days immediately preceding the
date of grant; or (iii) the nominal value of a share. Without
prejudice to the generality of the above, the board of
directors of the Company may grant options in respect of
which the subscription price is fixed at different price.
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Dr. Chan Chok Ki 4 August 2004
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Dr. Ma Chi Kit 4 August 2004
ARZFEE “EENENANA
Mr. Ho Ka Ho 4 August 2004
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Employees of the Group 4 August 2004
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The following table discloses movements in the Company's
share options under the 2003 Option Scheme during the
nine months ended 31 March 2006:

e R-ZBEXRE
R tA—H REBRE ZA=+-H
BRE ie] B 2 B PR KB BRE fel B 2 B AR A
TRE Balance Lapsed Balance at
Exercise price at during 31 March
per share 1 July 2005 the period 2006
BT (K it)
HK3 (Note)
0.145 900,000 - 900,000
0.145 720,000 - 720,000
0.145 680,000 - 680,000
2,300,000 - 2,300,000
0.145 700,000 (260,000) 440,000
3,000,000 (260,000) 2,740,000
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Note: These options lapsed upon the resignation of the
grantees.

No options had been exercised since the date of grant. The
closing price of the Company's shares immediately before
4 August 2004 (date of grant of the above options) was
HK$0.145. At 31 March 2006, the number of shares in
respect of which options had been granted under the 2003
Option Scheme represents 1.5% of the shares of the
Company in issue at that date.

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

Other than the interests disclosed in the paragraph headed
“Directors’ and Chief Executives’ Interests in Shares and Share
Options”, the register of substantial shareholders maintained by
the Company pursuant to Section 336 of the SFO discloses no
person as having a notifiable interest or short position in the
issued share capital of the Company as at 31 March 2006.

COMPETING INTERESTS

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

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

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

CODE OF CONDUCT REGARDING SECURITIES
TRANSACTIONS BY DIRECTORS

For the nine months ended 31 March 2006, the Company
continued to adopt a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard of dealings set out in Rules 5.48 to 5.67 of the GEM
Listing Rules. Having made specific enquiry of all directors, all
directors confirmed they have complied with the required standard
of dealings and the code of conduct regarding securities
transactions by directors adopted by the Company.

CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has complied with the code provisions set out in
the Code on Corporate Governance Practices contained in Appendix
15 of the GEM Listing Rules for the nine months ended 31 March
2006, except for the following deviations:

1. Code Provision A.2.1 stipulates that the roles of Chairman
and Chief Executive Officer should be separate and should
not be performed by the same individual. The division of
responsibilities between the Chairman and Chief Executive
Officer should be clearly established and set out in writing.
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At present, Dr. Chan Chok Ki is both the Chairman and
Chief Executive Officer of the Company who is responsible
for managing the Board and the Group's business. Dr. Chan
has been both the Chairman and Chief Executive Officer of
the Company since its incorporation. The Group consider
that Dr. Chan has in-depth knowledge in the Group's
business and can make appropriate decisions promptly and
efficiently. The combination of the roles of Chairman and
Chief Executive Officer can effectively formulate and
implement the Group's strategies. The Group also consider
that this structure will not impair the balance of power and
authority between the Board and the management of the
Company as the board of directors, which comprises
experienced and high caliber individuals, meets regularly to
discuss issues affecting the operations of the Group. The
Group considered that, at its present size, there is no
imminent need to segregate the role of Chairman and Chief
Executive Officer.

Code Provision A.4.1 stipulates that non-executive directors
should be appointed for a specific term, subject to re-
election. Code Provision A.4.2 stipulates that all directors
appointed to fill a causal vacancy should be subject to
election by shareholders at the first general meeting after
their appointment, and every director, including those
appointed for a specific term, should be subject to retirement
by rotation at least once every three years.

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

The Company has established a remuneration committee with
written terms of reference in compliance with the GEM Listing
Rules. The Remuneration Committee comprises three members,
one of which is non-executive director, namely, Dr. Chan Cheung
Fat, and two are independent non-executive directors, namely,
Professor Siu Wan Chi and Professor Ching Pak Chung. Dr. Chan
Chenug Fat is the Chairman of the remuneration committee.

AUDIT COMMITTEE

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

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

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

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

Hong Kong, 12 May 2006

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