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CHARACTERISTICS OF GEM

i

GEM has been established as a market designed to accommodate companies to which a high
investment risk may be associated. 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 higher 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. GEM-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 at www.hkgem.com in order to obtain up-to-date
information on GEM-listed issuers.



CONTENTS

ii

Page

DEFINITIONS  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

LETTER FROM THE BOARD  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

APPENDIX I Ð FINANCIAL INFORMATION OF THE GROUP  . . . . . . . . . . . . . . . . . . . . . . 37

APPENDIX II Ð ACCOUNTANTÕS REPORTS ON TARGET GROUP  . . . . . . . . . . . . . . . . . . 109

APPENDIX III Ð ACCOUNTANTÕS REPORTS ON PRC SUBSIDIARY  . . . . . . . . . . . . . . . . . 122

APPENDIX IV Ð UNAUDITED PRO FORMA FINANCIAL
INFORMATION OF THE ENLARGED GROUP  . . . . . . . . . . . . . . . . . . . . 132

APPENDIX V Ð VALUATION REPORT ON PRC SUBSIDIARY  . . . . . . . . . . . . . . . . . . . . . . . 144

APPENDIX VI Ð LETTERS FROM CACHET AND CCBI  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 153

APPENDIX VII Ð GENERAL INFORMATION  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157

NOTICE OF SGM  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165



1

DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions shall have the
following meanings:

ÒAcquisitionÓ the acquisition of the Sale Shares and the Sale Loan pursuant to
the terms and conditions of the Agreement

ÒAgreementÓ the conditional sale and purchase agreement dated 12 March 2007
and entered into among Vendor, Purchaser and Guarantor in respect
of the Acquisition

ÒAnnouncementÓ the announcement of the Company dated 22 March 2007 in respect
of the Acquisition, Placing and Subscription, and the transactions
contemplated thereunder

ÒassociatesÓ has the meaning ascribed to this term under the GEM Listing
Rules

ÒBusiness DayÓ a day (other than a Saturday, Sunday and public holiday) on which
licensed banks are generally open for business in Hong Kong
throughout their normal business hours

ÒBeijing Run TongÓ Beijing Run Tong Transportation Consulting Company Limited
(���/�—�·�6�i�T���Þ�"�®�! ), a company established in the PRC
and an Independent Third Party

ÒBoardÓ the board of Directors

ÒCachetÓ Cachet Certified Public Accountants Limited

ÒCCASSÓ the Central Clearing and Settlement System established and
operated by the Hong Kong Securities Clearing Company Limited

ÒCCBIÓ CCB International Capital Limited, a licensed corporation for type
1 (dealing in securities) and type 6 (advising on corporate finance)
regulated activities under the SFO

ÒChina Railway Hong KongÓ China Railway Investments Group (Hong Kong) Limited (� • � › 
š
�ï�³��
«�  �€�0�¥�• �Þ�"�®�! ), (formerly known as China Railway
Television Media (Hong Kong) Limited � • � › 
V �& � �5X�0 �¥5Y�Þ� "
�® � ! ), a company incorporated in Hong Kong and 51% held by
Guangdong China Railway and 49% by Pacific Telecom

ÒCompanyÓ Proactive Technology Holdings Limited, a company incorporated
in Bermuda with limited liability and the issued shares of which
are listed on GEM
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ÒCompletionÓ completion of the sale and purchase of the Sale Shares and the
Sale Loan in accordance with the terms and conditions of the
Agreement

ÒCompletion DateÓ the date of Completion, being the date falling two business days
after all the conditions of the Agreement have been fulfilled or
such later date as may be agreed between Vendor and Purchaser

Òconnected person(s)Ó has the meaning ascribed to it under the GEM Listing Rules

ÒConsideration SharesÓ 95,000,000 new Shares to be allotted and issued by the Company
at the Issue Price as partial consideration for the Acquisition

ÒDepositÓ the deposit of HK$6,000,000 paid by Purchaser to Vendor on 5
December 2006, being the date of the MOU, as partial
consideration for the Acquisition

ÒDirector(s)Ó the director(s), including the independent non-executive directors,
of the Company

ÒEnlarged GroupÓ the Group as enlarged by the Acquisition

ÒGEMÓ the Growth Enterprise Market of the Stock Exchange

ÒGEM Listing RulesÓ the Rules Governing the Listing of Securities on GEM

ÒGrant ShermanÓ Grant Sherman Appraisal Limited

ÒGroupÓ the Company and its subsidiaries

ÒGuarantorÓ Cheung Yu Ching, an Independent Third Party

ÒGuangdong China RailwayÓ Guangdong China Railway Television Media Limited (�? � � � • � ›

 V � & � � � Þ � " � ® � ! ), a company established in the PRC and an
Independent Third Party

ÒHong KongÓ the Hong Kong Special Administrative Region of the PRC

ÒIndependent Third Party(ies)Ó any person(s) or company(ies) and their respective ultimate
beneficial owner(s), to the best of the DirectorsÕ knowledge,
information and belief, having made all reasonable enquiries, are
third parties independent of and not connected with any director,
chief executive or Substantial Shareholders of the Company or its
subsidiaries or any of their respective associates

ÒIssue PriceÓ the issue price of HK$7.11 per Consideration Share
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ÒJoint Venture PartnersÓ Guangdong Railway, Pacific Telecom, China Railway Hong Kong
and Beijing Run Tong

ÒJun HeÓ Jun He Law Offices

ÒJV Agreement AÓ the joint venture agreement dated 25 January 2007 entered into
between the Target and China Railway Hong Kong in relation to
JV Co. A

ÒJV Agreement BÓ the joint venture agreement dated 25 January 2007 entered into
by JV Co. A with Guangdong China Railway and Beijing Run
Tong

ÒJV Agreement CÓ the joint venture agreement dated 6 March 2007 entered into by
JV Co. A with Guangdong China Railway and Beijing Run Tong

ÒJV AgreementsÓ JV Agreement A, JV Agreement B and JV Agreement C

ÒJV Co. AÓ Onway Logistics Limited, a company incorporated in Hong Kong
pursuant to JV Agreement A

ÒLatest Practicable DateÓ 23 May 2007, being the latest practicable date for ascertaining
information contained in this circular prior to printing

ÒLiu & WangÓ Liu & Wang Attorney at Law

ÒMOCÓ Ministry of Commerce of the PRC

ÒMOC ApprovalÓ the approval granted by Beijing Municipal Bureau of Commerce
(� � � / �9 
  
 � �… ) on 9 April 2007 for the conversion of the PRC
Subsidiary into a Chinese-foreign cooperative joint venture
company

ÒMORÓ Ministry of Railways of the PRC

ÒMOUÓ the non-legally binding memorandum of understanding dated 5
December 2006 entered into between the Vendor and the Purchaser
in relation to the Acquisition

ÒNDRCÓ National Development and Reform Commission of the PRC

ÒPacific TelecomÓ Pacific Telecom and Networks Limited (IK 	Ã �c � ) �Þ � " �® � ! ), a
company incorporated in the British Virgin Islands with limited
liability and an Independent Third Party



4

DEFINITIONS

ÒPlacingÓ the placing of 55,000,000 existing Shares under the Placing
Agreement

ÒPlacing AgreementÓ the placing agreement dated 12 March 2007 entered into between
the Company, CCBI and Well Support Limited and Homerun
Business Development Limited in relation to the Placing and
Subscription

ÒPurchaserÓ Dragon Billion Limited, a company incorporated in Hong Kong
with limited liability and a wholly owned subsidiary of the
Company

ÒPRCÓ the PeopleÕs Republic of China which, for the purpose of the
circular, unless the context requires otherwise excludes Hong Kong,
the Macau Special Administrative Region of the PRC and Taiwan

ÒPRC SubsidiaryÓ China Railway Television Freight and Logistics Transport Co.
Ltd. (� • � › 
 V � � � ê � • � J � t � 6 � i � Þ � " � ® � ! ), a limited liability
company established in Beijing, the PRC, which is being converted
into a Chinese-foreign joint venture cooperative company, and
will, immediately following completion of the Reorganisation, be
80% owned by JV Co. A

ÒProposed Change of NameÓ the proposed change of the name of the Company from ÒProactive
Technology Holdings LimitedÓ to ÒChina Railway Logistics
LimitedÓ, and the new Chinese name Ò�• 
7 � › � ) �¬ �6 �Þ� " �®� ! Ó
to be adopted to replace Ò� � 	 Ã � Å � ¦ 
 › � p � Þ � " � ® � ! Ó for
identification

ÒReorganisationÓ the reorganization of Target Group pursuant to which PRC
Subsidiary is converted into a Chinese-foreign cooperative joint
venture company and is applying to the MOC for approval to
increase its registered capital to RMB200 million. When approved,
JV Co. A will own 80% of the equity interest of PRC Subsidiary,
while Guangdong China Railway and Beijing Run Tong will own
16% and 4% respectively. The Reorganisation shall be conducted
and completed in such manner as approved by Purchaser

ÒSale LoanÓ all obligations, liabilities and debts owing or incurred by the Target
to the Vendor on or at any time prior to Completion whether
actual, contingent or deferred and irrespective of whether or not
the same is due and payable on Completion

ÒSale SharesÓ 50,000 ordinary shares of US$1.00 each in the issued share capital
of Target, representing the entire issued share capital of Target
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ÒSFOÓ Securities and Futures Ordinance (Cap. 571 of the Laws of Hong
Kong)

ÒSGMÓ the special general meeting of the Company to be convened to
consider and, if thought fit, approve the Agreement and the
transactions contemplated thereunder including but not limited to
allotment and issue of the Consideration Shares, and the Proposed
Change of Name notice of which is set out in this circular

ÒShareholder(s)Ó holder(s) of Shares

ÒShare(s)Ó ordinary share(s) of HK$0.001 each in the capital of the Company

ÒSHINEWINGÓ SHINEWING (HK) CPA Limited, certified public accountants

ÒStock ExchangeÓ The Stock Exchange of Hong Kong Limited

ÒSubscriptionÓ the subscription of the Subscription Shares pursuant to the terms
of the Subscription Letters

ÒSubscription LettersÓ the subscription letters dated 12 March 2007 individually entered
into between the Company and Well Support Limited and Homerun
Business Development Limited respectively as stipulated under
the Placing Agreement in relation to the Subscription

ÒSubscription SharesÓ an aggregate of 55,000,000 Shares allotted and issued to Well
Support Limited and Homerun Business Development Limited
pursuant to the Subscription Letters

ÒSubstantial ShareholderÓ has the meaning ascribed to this term under the GEM Listing
Rules

ÒSupplemental MOUÓ the non-legal ly binding supplemental memorandum of
understanding to the MOU dated 15 February 2007 and entered
into between Vendor and Purchaser

ÒTakeovers CodeÓ the Hong Kong Code on Takeovers and Merges

ÒTargetÓ Eternity Profit Investments Limited, a company incorporated on
22 September 2006 in the British Virgin Islands with limited
liability and is wholly and beneficially owned by Vendor

ÒTarget GroupÓ Target, JV Co. A and (immediately after completion of the
Reorganisation) PRC Subsidiary
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ÒVendorÓ Shellybeach Investments Limited, a company incorporated in the
British Virgin Islands on 26 September 2006 with limited liability
and an Independent Third Party

ÒHK$Ó Hong Kong dollars, the lawful currency of Hong Kong

ÒRMBÓ Renminbi, the lawful currency of the PRC

Ò%Ó per cent.

# The English translation/transliteration of the Chinese names in this circular, where indicated, is included for information
only, and should not be regarded as the official English names of such Chinese names.
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25 May 2007

To the Shareholders,

Dear Sir/Madam,

VERY SUBSTANTIAL ACQUISITION
AND

PROPOSED CHANGE OF NAME

INTRODUCTION

On 22 March 2007, the Board announced that the Purchaser has entered into the Agreement to
acquire from Vendor, the Sale Shares and the Sale Loan, for a total consideration of HK$681,450,000.

The Purchaser has paid the Deposit to the Vendor on the date of the MOU and will satisfy the
balance of the consideration for the acquisition of the Sale Shares and the Sale Loan by procuring the
Company to allot and issue to Vendor the Consideration Shares, credited as fully paid at Completion. The
Consideration Shares represent approximately 28.49% of the existing issued share capital of the Company,
and approximately 22.18% of the issued share capital of the Company as enlarged by allotment and issue
of the Consideration Shares.
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Reference is also made to the announcement of the Company dated 14 May 2007 in which the
Board announced that it intended to put forward a proposal to the Shareholders to approve the change of
name of the Company from ÒProactive Technology Holdings LimitedÓ to ÒChina Railway Logistics
LimitedÓ, and upon the change of name becoming effective, a new Chinese name Ò�• 
7 � › � ) �¬ �6 �Þ�" �®
�! Ó will be adopted to replace Ò� � 	Ã�Å� ¦ 
 › �p �Þ�" �®� ! Ó for identification.

The purpose of this circular is to provide the Shareholders with further information on the
Acquisition and the Proposed Change of Name and seek the ShareholdersÕ approval on the Proposed
Change of Name the Acquisition and the transactions contemplated thereby, including but not limited to
the allotment and issue of the Consideration Shares.

THE AGREEMENT

Date: 12 March 2007

Parties:

Purchaser: Dragon Billion Limited, a wholly owned subsidiary of the Company

Guarantor: Cheung Yu Ching

Vendor: Shellybeach Investments Limited

The Vendor was incorporated on 26 September 2006. To the best of the DirectorsÕ knowledge,
information and belief, having made all reasonable enquiries, the Vendor and the Guarantor (who is the
sole director and ultimate beneficial owner of the Vendor) are Independent Third Parties. The Vendor is
principally an investment holding company and the Vendor has wholly and beneficially owned the Target
since the date of its incorporation.

The Guarantor has guaranteed under the Agreement the due and punctual performance of the
obligations of the Vendor subject to and upon the terms of the Agreement.

Assets to be acquired

Pursuant to the Agreement, the Purchaser has agreed to acquire, and the Vendor has agreed to sell,
the Sale Shares which represent the entire issued share capital of Target and the Sale Loan. The Target
will indirectly own a 49% equity interest in the PRC Subsidiary upon completion of the Reorganisation.
(For additional details relating to the Reorganisation and the Target Group, please refer to the sub-
sections headed ÒThe ReorganisationÓ and ÒInformation on the Target Group, including the PRC SubsidiaryÓ
below).

Although Guangdong China Railway is a subsidiary of the MOR and also a Joint Venture partner
in, JV Co. A and the PRC subsidiary, the assets to be acquired by the Purchaser are non-state owned
assets. For further details, please refer to the section headed ÒThe ReorganisationÓ in this letter.
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Consideration

Total consideration for the Sale Shares and the Sale Loan of HK$681,450,000 will be settled by
the Purchaser in the following manner:

(i) the Deposit which has been paid to Vendor on 5 December 2006 upon entering into of the
MOU; and

(ii) the balance of HK$675,450,000 will be satisfied by way of the Company allotting and
issuing to the Vendor the Consideration Shares, credited as fully paid, at Completion.

The Issue Price represented:

(i) a premium of approximately 5.33% over the closing price of HK$6.75 per Share as quoted
on the Stock Exchange on 12 March 2007, being the last trading day immediately prior to
the entering into of the Agreement;

(ii) a premium of approximately 22.59% over the average closing price of HK$5.80 per Share
as quoted on the Stock Exchange for the five consecutive trading days up to and including
12 March 2007, being the last trading day immediately prior to the entering into of the
Agreement;

(iii) a premium of approximately 45.99% over the average closing price of HK$4.87 per Share
as quoted on the Stock Exchange for the ten consecutive trading days up to and including 12
March 2007, being the last trading day immediately prior to the entering into of the
Agreement; and

(iv) a premium of approximately 124 times over the net asset value per Share of approximately
HK$0.057 as at 31 December 2006 based on the audited consolidated financial statements
of the Group.

Grant Sherman, an independent valuer appointed by the Purchaser, has appraised the business
enterprise value of the PRC Subsidiary at approximately RMB8.047 billion as at 28 February 2007 using
the discounted cash flow approach to valuation. The text of the valuation report is included in Appendix V
to this circular for your reference.

The discounted cash flow approach estimates the value of the future economic benefits a proposed
project is anticipated to generate. Indications of the value have been developed by discounting the
projected future net cash flows available for repayment of shareholdersÕ loans and payment of interest,
and in certain circumstances, repayment of registered capital plus interest, and dividends, to their present
worth at market-derived rates of return. Using the discounted cash flow approach to value the PRC
Subsidiary is considered to be a profit forecast in respect of Target. Cachet, the CompanyÕs reporting
accountants have confirmed that they have reviewed the accounting policies and calculations in respect of
the profit forecast, and confirmed that the profit forecast is presented on a basis consistent in all material
respects with the accounting policies normally adopted by the Group. CCBI, the CompanyÕs financial
adviser, has confirmed that they are satisfied that the profit forecast prepared by the Directors has been
made after due and careful consideration.
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Consideration for the Sale Shares and the Sale Loan was agreed after armÕs length negotiations
between the Purchaser and the Vendor having consider: i) the unprecedented opportunity for the Group,
being a non-PRC party, to enter into the railway transportation and logistics business in the PRC; ii) the
business enterprise value of the PRC Subsidiary of about RMB8.047 billion; and iii) the DirectorsÕ belief
that with optimization, the proposed Acquisition will generate a steady stream of future income as well
as diversify the overall business risks of the Group. The Directors consider the terms and conditions of
the Acquisition to be fair and reasonable. As such, the entering into of the Agreement is in the interests of
the Company and the Shareholders as a whole.

If Completion does not take place other than as a result of the sole default of the Purchaser, the
Vendor shall forthwith refund the Deposit, without interest, together with an additional sum equivalent to
the Deposit, to the Purchaser as liquidated damages (but not as penalty). The amounts paid shall represent
payment in full and as final settlement of any and all liabilities of the Vendor under the Agreement.
Whereupon, the Purchaser shall not proceed with any further action to enforce specific performance or
any of its other rights and remedies under the Agreement for claimant of damages against the Vendor.

Conditions precedent

Completion is subject to the following conditions having been fulfilled:

(a) the Purchaser being satisfied with the results of the due diligence review conducted on the
assets, liabilities, operations and affairs and the feasibility of the business plan of the Target
Group;

(b) all necessary governmental consents and approvals and other consents and approvals required
have been obtained by the Vendor, the Purchaser and the Guarantor in respect of the
Agreement and the transactions contemplated thereby, including but not limited to the
approvals from the relevant PRC authorities, including (without limitation) the MOR and
the MOC;

(c) the passing, by the Shareholders, at the SGM to be convened and held, of an ordinary
resolution to approve the Agreement and the transactions contemplated thereunder, including
but not limited to the allotment and issue of the Consideration Shares;

(d) the obtaining of a legal opinion (in the form and substance satisfactory to the Purchaser)
from a PRC legal adviser appointed by the Purchaser in relation to the transactions
contemplated under the Agreement, including but not limited to the Reorganisation and the
business intended to be carried out by the Target Group;

(e) the obtaining of a valuation report (in the form and substance satisfactory to the Purchaser)
from a valuer appointed by the Purchaser valuing the PRC Subsidiary at a business enterprise
value of not less than RMB8.047 billion;

(f) the VendorÕs warranties contained in the Agreement remaining true and accurate in all
respects;
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(g) the GEM Listing Committee of the Stock Exchange granting the listing of, and permission
to deal in, the Consideration Shares;

(h) if necessary, the Bermuda Monetary Authority granting consent to the allotment and issue of
the Consideration Shares;

(i) completion of the Reorganisation to the satisfaction of the Purchaser; and

(j) the Stock Exchange not adopting the position that the transactions contemplated under the
Agreement as a Òreverse takeoverÓ as defined in the GEM Listing Rules.

The parties to the Agreement may by mutual agreement waive certain consents and/or approvals to
be obtained by the parties to the Agreement as set out in condition (b) and all other conditions are
incapable of being waived. As at the Latest Practicable Date, save for conditions (a), (d) and (e), no
conditions precedent has been fulfilled yet and there is no agreement by the parties to the Agreement to
waive any conditions precedent.

According to the Provisional Rules on Approval and Administration of Foreign Investment into
Railway Cargo Transportation, the conversion of the PRC Subsidiary from a domestic enterprise into a
Chinese-foreign cooperative joint venture company for the purpose of conducting a railway cargo
transportation business and be owned as to 80% by JV Co. A, a non-PRC party, (the successful conclusion
of which is a condition precedent to Completion) requires, among other things, JV Co. A to meet certain
qualifications in terms of relevant industry experience (i.e., at least 10 years of cargo transportation
experience) and financial strength. JV Co. A is a company established on 17 June 2006. It is therefore
unable to meet the relevant industry experience qualification. The qualification requirement in terms of
financial strength will be met by the Group with the net proceeds from the Placing and Subscription.

Notwithstanding the foregoing, the Company has been advised by its PRC legal advisor that if all
approvals from the relevant PRC authorities are obtained, including all necessary certificates and approvals
from MOR and MOC, the PRC Subsidiary can be legally converted into a Chinese-foreign cooperative
joint venture company set up to conduct the business of railway transportation in the PRC.

The Company has further been informed by its PRC legal advisor that the PRC Subsidiary has
already received all approvals needed to convert it into a Chinese-foreign cooperative joint venture
company, including the MOC approval dated 2 March 2007 which approved Target and China Railway
Hong Kong to set JV Co. A, the foreign investor, and the MOC Approval dated 9 April 2007 which
approved the PRC Subsidiary to be converted into a Chinese-foreign cooperative joint venture company
with JV Co. A, Guangdong China Railway, and Beijing Run Tong as their shareholders. The MOC
Approval set out their respective shareholding percentages in the PRC Subsidiary subject to the capital
contribution as stipulated in JV Agreement C. The Company does not commit to any capital contribution
requirements in the PRC subsidiary.

With the MOC Approval, the legal status of the PRC Subsidiary as a Chinese-foreign cooperative
joint venture company has been approved by the MOC despite the requirements set out in the Provisional
Rules on Approval and Administration of Foreign Investment. Thereafter, the PRC Subsidiary can proceed
to secure the operating and on-rail certificates from the MOR to engage in the business of railway
transportation in accordance with the approved business scope.
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Completion

Completion shall take place at 4:00 p.m. on the Completion Date.

Upon Completion, the Target will become an indirect wholly owned subsidiary of the Company.

Pursuant to the Agreement, the Purchaser can change the board composition of member companies
of the Target Group, including the Target and the PRC Subsidiary. As at the Latest Practicable Date, the
Purchaser has yet to decide on any changes in the board composition of any member company of the
Target Group. Further announcement will be made by the Group as and when appropriate.

There are no terms or provisions contained in the Agreement which permit the Vendor and its
ultimate beneficial owner to appoint any individual as a director to any members of the Group or to any
member company of the Target Group (including PRC Subsidiary).

Long-stop date

If all conditions precedent are not fulfilled on or before 4:00 p.m. 29 June 2007 or such later date
as the Vendor and the Purchaser may agree, the Agreement shall cease to have any effect and terminate.
Thereafter, the Vendor shall forthwith after such cessation and termination refund the Deposit, without
interest, to the Purchaser, and neither party shall have any obligations and liabilities towards each other
under the Agreement.

Force Majeure

The Purchaser may, in its reasonable opinion, after consultation with the Vendor, terminate this
Agreement by giving written notice to the Vendor at any time up to 3:30 p.m. on Completion Date if:

(1) there is any change in national, international, financial, exchange control, political, economic
conditions in the PRC and/or Hong Kong which would be materially adverse to the
consummation of the transactions contemplated under the Agreement, including but not
limited to due completion of the Reorganisation and such other matters in relation to the
business to be carried out by the Target Group; or

(2) there is any material change (whether or not forming part of a series of changes) in market
conditions which in the reasonable opinion of Purchaser would materially and prejudicially
affect the Agreement and the transactions contemplated thereunder or make it inadvisable or
inexpedient for any transactions contemplated thereunder to proceed; or

(3) there is occurrence of any local, regional, national or international event or change of a
political, military or economic nature which results in a material adverse change in the
political, economic or stock market conditions in the PRC and/or Hong Kong which materially
affects the transactions contemplated under the Agreement, including but not limited to due
completion of the Reorganisation and such other matter as may be reasonably required in
the business to be carried out by the Target Group; or
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(4) there is any modification, enactment or re-enactment of any statute, any statutory instrument
or other legislative act in any applicable jurisdiction which is reasonably expected to have
an adverse effect on the Agreement and/or the transactions contemplated thereunder.

Upon termination of the Agreement, the Vendor shall forthwith refund the Deposit, without interest,
to the Purchaser and thereafter all liabilities of the parties thereto shall cease and determine and no party
thereto shall have any claim against the other party in respect of any matter or thing arising out of or in
connection with the Agreement save in respect of any antecedent breach of any obligation under the
Agreement.

THE CONSIDERATION SHARES

The Consideration Shares will be allotted and issued to the Vendor, at the Issue Price, credited as
fully paid. The Consideration Shares, when allotted and issued, shall rank pari passu in all respects with
the Shares then in issue including the right to all dividends, distributions and other payments made or to
be made, on the record date which falls on or after the date of such allotment and issue.

The Consideration Shares will be allotted and issued on Completion Date pursuant to the specific
mandate to be sought at the SGM.

Based on the closing price of HK$6.75 per Share as quoted on the Stock Exchange on 12 March
2007 (being the trading day immediately prior to the entering into of the Agreement), the Consideration
Shares have a total market value of approximately HK$641,250,000.

The Consideration Shares represent approximately 28.49% of the existing issued share capital of
the Company as at the Latest Practicable Date, and approximately 22.18% of the enlarged issued share
capital of the Company immediately after Completion. Upon the allotment and issue of the Consideration
Shares to the Vendor, the Vendor will become the CompanyÕs single largest Shareholder. The Company
does not have any controlling Shareholder as at the Latest Practicable Date and there will not be any new
controlling Shareholders upon completion. Accordingly, based on the number of the Consideration Shares
to be allotted and issued, there will be no change in control (as defined under the Takeovers Code) upon
Completion.

The Vendor undertakes to and covenants with the Purchaser that it will not, within the period
commencing on the date of Completion and ending on the date falling 6 months thereafter, transfer or
otherwise dispose of or create any encumbrance or other rights in respect of any of the Consideration
Shares or any interests therein or grant any options or rights in respect of any of the Consideration
Shares.

The Vendor has further undertaken to and covenant with the Purchaser that it will not, within a
further 6 months commencing on the expiry of the 6 month period referred to in the above paragraph,
transfer or otherwise dispose of or create any encumbrance or other rights in respect of more than
40,000,000 Consideration Shares or any interests therein or grant any options or rights in respect of more
than 40,000,000 Consideration Shares.
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Application for listing

Application will be made by the Company to the GEM Listing Committee for the listing of, and
permission to deal in, the Consideration Shares.

THE REORGANISATION

On 5 December 2006, the Vendor and the Purchaser entered into the MOU, pursuant to which the
Purchaser may acquire not less than 51% of the issued share capital of the Target. The Target is an
investment holding company. As part of the Reorganisation, the Target and China Railway Hong Kong
would form a joint venture, JV Co. A, and JV Co. A, together with Guangdong China Railway and
Beijing Run Tong, would form another joint venture company, the PRC Subsidiary, to participate in a
project which involves the purchase of cargo trains, and management and operation of a railway
transportation and related logistics business in the PRC. To the best of the DirectorsÕ knowledge,
information and belief having made all reasonable enquiries, China Railway Hong Kong is held as to
51% by Guangdong China Railway and as to 49% by Pacific Telecom.

On 25 January 2007, the Target entered into JV Agreement A with China Railway Hong Kong to
form JV Co. A. Pursuant to JV Agreement A, JV Co. A would be owned as to 61.25% by the Target and
as to 38.75% by China Railway Hong Kong. JV Co. A has been duly incorporated as at the Latest
Practicable Date.

On the same date, JV Co. A entered into JV Agreement B with Guangdong China Railway and
Beijing Run Tong. In accordance with JV Agreement B, the PRC Subsidiary, which was owned as to 90%
by Guangdong China Railway and as to 10% by Beijing Run Tong at the time of establishment on 5
March 2007, will be owned as to 60% by JV CO. A once it has been converted into a Chinese-foreign
cooperative joint venture company subject to the approval from the MOC and other relevant PRC
authorities.

According to JV Agreement B, after such conversion, JV Co. A may increase its capital contribution
in accordance with the terms prescribed therein whereupon its equity interests in the PRC Subsidiary
would increase from 60% to 80%, and after 11 December 2007, JV Co. A may increase its capital
contribution whereupon it equity interests in the PRC Subsidiary would increase from 80% to 100%.

A general meeting among the shareholders of the PRC Subsidiary was held on 7 February 2007 to
confirm the 80%, 16% and 4% equity interests in PRC Subsidiary to be held by JV Co. A, Guangdong
China Railway and Beijing Run Tong respectively once the conversion is completed.

Further, on 15 February 2007, the Vendor and the Purchaser entered into the Supplemental MOU
to revise the possible acquisition to 100% of the issued share capital of Target.

On 2 March 2007, the MOC has given the approval for the Target and China Railway Hong Kong
to set up JV Co. A. On 6 March 2007, JV Co. A entered into JV Agreement C with Guangdong China
Railway and Beijing Run Tong to consolidate and confirm the partiesÕ intention as set out in JV Agreement
B whereupon 80%, 16%, 4% equity interests of PRC Subsidiary will be held by JV Co. A, Guangdong
China Railway and Beijing Run Tong respectively, and the registered capital will be increased to an
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amount of Renminbi equivalent to HK$200 million. Pursuant to JV Agreement C, JV Co. A will be
responsible for the capital contribution of the Renminbi equivalent of HK$200 million into PRC Subsidiary,
of which HK$100 million will be contributed within 3 month, while the remaining HK$100 million will
be contributed within 6 months of PRC Subsidiary after obtaining of its business license. Such arrangements
will be subject to the approval of MOC and other relevant PRC authorities.

 On 9 April, 2007, the MOC Approval based on JV Agreement C was granted with an approved
business scope of railway cargo transportation agency services, logistics and transportation management
and consultancy services, equipment rental, project investment and consultancy, storage services and
technology import and export (for business(es) falling under specific regulations, separate applications in
accordance with relevant State regulations are required). It is a term of the MOC Approval to JV Co. A,
and the registered capital of the PRC Subsidiary would contemporaneously be increased by RMB150
million to RMB200 million, whereby JV Co A will be entitled to a contribution of the entire RMB200
million. Upon completion of the increase in registered capital, the PRC Subsidiary will be converted into
a Chinese-foreign cooperative joint venture company with an enlarged registered capital of RMB200
million and be owned as to 80% by JV Co. A, 16% by Guangdong China Railway and 4% by Beijing Run
Tong. The interests of Guangdong China Railway and Beijing Run Tong in the PRC subsidiary are
represented in their contribution in the services as stipulated in JV Agreement C.

On 11 April 2007, the certificate of approval for the establishment of the PRC Subsidiary as a
Chinese-foreign cooperative joint venture company was issued by the PeopleÕs Government of Beijing.
Under the MOC Approval, JV Co. A shall enter into equity transfer agreement(s) to acquire 90% and
10% of the equity interest in the PRC Subsidiary from Guangdong China Railway and Beijing Run Tong
first. It is expected that JV Co. A will enter into equity transfer agreements with Guangdong China
Railway and Beijing Run Tong respectively for consideration of RMB45 million and RMB5 million
respectively.

On 12 April 2007, it was agreed among JV Co. A, Guangdong China Railway and Beijing Run
Tong that a non-interest bearing shareholderÕs advance in the amount of RMB50 million shall be provided
by Guangdong China Railway and Beijing Run Tong to the PRC Subsidiary after conversion of the PRC
Subsidiary into a Chinese-foreign cooperative joint venture company has been approved.

The existing restructuring of the PRC Subsidiary under the Reorganisation is based on the MOC
Approval granted on 9 April 2007, which is based on the content of JV Agreement C instead of JV
Agreement B. JV Co. A will accordingly have to contribute RMB 200 million to the registered capital of
the PRC Subsidiary for 80% equity interests in the PRC Subsidiary. The 16% and 4% of equity interests
in the PRC Subsidiary by Guangdong China Railway and Beijing Run Tong are represented by their
contribution in the services as provided in JV Agreement C. The original paid-up capital of RMB 50
million by Guangdong China Railway and Beijing Run Tong will be converted into shareholdersÕ loan to
the PRC Subsidiary. The source of financing of such contribution by JV Co. A would be through external
financing, including bank borrowing or third party financing, procured by the Vendor.
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Although it is not a condition to the Agreement, the capital contribution is necessary for the
completion of the Reorganisation. Completion of the Reorganisation is however one of the conditions to
the Agreement, in the event that the Vendor cannot arrange or procure the necessary bank borrowing or
third party financing, the Acquisition will not proceed further. The Vendor will be responsible for the
completion of the Reorganisation.

As at the Latest Practicable Date, the Company does not commit to the capital contribution
requirement of JV Co. A in the PRC Subsidiary.

Upon obtaining all relevant certificates and approvals outstanding (including those granted and to
be granted by MOR and MOC) which are currently expected to be obtained on or before Completion, the
PRC Subsidiary will be entitled to engage in a project which involves the purchase of cargoes trains, and
management and operation of a railway transportation and related logistics business in the PRC.

The Reorganisation entails a set of commercial business decisions which were previously agreed
upon by the parties concerned. The JV Agreements set forth in written form the terms and conditions of
those, say, commercial business decisions after they have been agreed upon by the parties concerned. As
the Reorganisation will involve the conversion of the PRC subsidiary into a Chinese-foreign co-operative
joint venture company. The Reorganisation will allow the Purchaser, as a non-PRC party, to tap into the
railway transport business in the PRC. JV Agreement A was the first of such agreements setting forth the
basis of the joint venture, which as to 61.25% is owned by the Target and as to the remaining 38.75% by
China Railway Hong Kong. All subsequent agreements represent further discussions and refinements.
The MOC Approval is ultimately predicated on JV Agreement C.

As shown on the group structure of the Target Group before completion of the Reorganisation, the
PRC Subsidiary, which will be responsible for the daily operation of the business of the Target Group, is
not part of the Target Group before the completion of Reorganisation. Immediately after completion of
Reorganisation, the PRC Subsidiary will become an 80% owned subsidiary of JV Co. A and thus allow
its results to be consolidated into that of the Target Group. This accounting treatment has been confirmed
by the company with SHINEWING. In addition, during the Reorganisation, the relevant approvals have
to be obtained from the MOC for the conversion of the PRC Subsidiary from a domestic PRC company
into a Chinese-foreign joint venture.

As the Reorganisation is to be completed before Completion and the Purchaser is not a party to the
JV Agreements, the JV Agreements would have no direct effect on the Purchaser save for the effect as a
result of the Acquisition of the Target Group by the Purchaser after completion of the Reorganisation. To
the best of the DirectorsÕ knowledge, JV Co. A, Guangdong China Railway and Beijing Run Tong are in
the course of negotiations such that JV Agreement B is to be cancelled.

As at the Latest Practicable Date, the Reorganisation is still in process and is yet to be completed.
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The following charts show the group structure of the Target Group (i) before completion of the
Reorganisation and as at the Latest Practicable Date; (ii) immediately after completion of the Reorganisation
but before Completion; and (iii) immediately after Completion:

Group structure of the Target Group before completion of the Reorganisation:

51%
49%

38.75%

10%

90%

61.25%

JV Co. A Beijing Run Tong

The PRC Subsidiary

The Target

The Vendor

Guangdong
China Railway Pacific Telecom

China Railway
Hong Kong

100%

China Railway Hong Kong, Guangdong China Railway, Beijing Run Tong, Pacific Telecom and
their respective ultimate beneficial owners are Independent Third Parties. To the best of the DirectorsÕ
knowledge, none of them have any interests in the Shares of the Company.

To the best of the DirectorsÕ knowledge, Guangdong China Railway and Beijing Run Tong are
subsidiaries of the MOR, while Guangdong China Railway has a controlling shareholding interest of 51%
in China Railway Hong Kong and Pacific Telecom is the other shareholder with a 49% shareholding
interest in China Railway Hong Kong. As a result, Guangdong China Railway, Pacific Telecom, Beijing
Run Tong and/or their respective ultimate beneficial owners are related to each other although they are
Independent Third Parties to the Company.

To the best of the DirectorsÕ knowledge, the Vendor and its ultimate beneficial owner is independent
of and not connected with each of the Joint Venture Partners and their respective ultimate beneficial
owners.
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MOR, Guangdong China Railway, Pacific Telecom and China Railway Hong Kong will become
connected persons of the Company after Completion as a result of their interests in the Target Group.
Future transactions between the Enlarged Group and these Joint Venture Partners after Completion,
including but not limited to the proposed payment of management fee from the PRC Subsidiary to the
MOR, will constitute connected transactions under Chapter 14A of the Listing Rules. The Company will
comply with the Listing Rules and make announcement(s) and seek independent ShareholdersÕ approval,
if necessary, as and when appropriate.

To the best of the DirectorsÕ knowledge, information and belief, JV Co. A was owned by an
Independent Third Party immediately prior to the incorporation of the Target.

Group structure of Target Group immediately after completion of the Reorganisation but
before Completion
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Group structure of Target Group immediately after Completion
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Upon Completion, Target, JV Co. A and PRC Subsidiary will become subsidiaries of the Company
and be consolidated into the financial accounts of the Group. It is expected that the completion of the
Reorganisation will take place prior to the Completion Date, i.e. on or before the end of June.

INFORMATION ON TARGET GROUP, INCLUDING THE PRC SUBSIDIARY

Background Information

According to the MOC Approval granted on 9 April 2007, the PRC Subsidiary has been approved
to conduct railway cargo transportation agency services, logistics and transportation management and
consultancy services, equipment rental, project investment and consultancy, storage services and technology
import and export (separate applications in accordance with relevant State regulations required for
business(es) falling under specific regulations) upon completion of its conversion into a Chinese-foreign
cooperative joint venture company. Other than the investment in PRC Subsidiary, there are no other
major assets within Target Group.
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According to the audited consolidated financial statements of the Target Group (excluding the PRC
Subsidiary) for the periods commencing from 22 September 2006 (being the date of incorporation) to 31
December 2006 and 1 January 2007 to 31 March 2007, no turnover was recorded and the net loss for the
respective periods were HK$25,694 and HK$147,674 respectively. Total equity of Target Group as at 31
December 2006 and 31 March 2007 were HK$364,306 and HK$133,704 respectively. The Target and JV
Co. A were duly incorporated on 22 September 2006 and 17 June 2006 respectively.

The PRC Subsidiary was established on 5 March 2007 with a registered capital of RMB50 million
which has been fully contributed as at the Latest Practicable Date. The PRC SubsidiaryÕs audited loss for
the period from 5 March 2007 to 31 March 2007 was HK$8,412. As at 31 March 2007, total equity of the
PRC Subsidiary was HK$50,753,009 without taking into account the appraised business enterprise value
of the PRC Subsidiary as described under the paragraphs headed ÒConsiderationÓ in this letter.

Upon Completion, the Target, JV Co. A and the PRC Subsidiary will become subsidiaries of the
Company and their accounts will be consolidated into the financial accounts of the Group. Further
financial information on the Target Group (excluding the PRC Subsidiary) and the Enlarged Group
(including the PRC Subsidiary) are set out under the sub-sections headed ÒAccountantÕs Reports on
Target GroupÓ, ÒAccountantÕs Reports on the PRC SubsidiaryÓ and ÒUnaudited Pro Forma Financial
Information of the Enlarged GroupÓ in Appendices II, III and IV to this circular.

BUSINESS OPERATING MODEL

The ÒBusiness Operating ModelÓ section and the ÒBusiness PlanÓ section in the letter are prepared
by the Director after discussion with Beijing Run Tong and Guangdong China Railway assuming that the
Acquisition would be completed in accordance with the terms and condition of the Agreement.

Rail freight transportation in respect of transportation of coal entails the shipper, the consignor,
providing the PRC Subsidiary, the consignment carrier, with a bill of lading specifying the type and
amount of cargo for transport. Proper forms and applications will be required to be filled out for
consignment delivery as well as the loading delivery transportation costs; while the general cargo documents
are forwarded to the consignee.

During the en route operations, the consignor, subject to the mutual agreement by the consignment
carrier, or visa versa, may make adjustments to, or cancel, the transportation contract due to changes in
the scheduling of the dispatch of the cargo train(s), changes in the type or amount of cargo for transport,
use of different types of cargo wagons, other unforeseen events.

On the arrival of the cargo train(s) at its intended destination, the consignee should inquire the
actual timing of its arrival, and follow the relevant procedures by filing the necessary paperwork and pick
up its cargo at the depot station or have the cargo transfer onto dedicated collection or pick-up trucks.

A general outline of the actual operations for transportation of coal is as follows:

¥ The consignor should have a good understanding of the loading capacity of the trains as it
relates to the type of cargo being shipped, whether the destination railway station has the
necessary ancillary facilities to handle the discharge of the cargo, and whether the cargo
consignments are unrestricted.
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¥ Application has to be made for the scheduling and dispatch of the cargo train(s) either on a
monthly or daily basis.

¥ Once the scheduling has been approved the Transport Bureau, the consignor needs to ensure
the consignment goods being shipped has been move into the loading yards adjacent to the
departing railway station.

¥ At that time, the consignment carrier will allocate the necessary wagons and/or trains needed
to transport the consignment goods either on a daily or monthly basis in accordance with the
scheduling approval provided by the Transport Bureau.

¥ Once the consignment carrierÕs wagons and/or trains arrived at the loading yards, the
consignment goods will upload on to the allocated wagons and/or trains.

¥ Thereafter, the wagons and/or trains connected to the locomotives for transport to the intended
designation.

The PRC Subsidiary will generate revenue based on the standard tariff in relation to the type of
cargo being transported on a per ton per kilometer basis.

Targeted clients are coal production enterprises that include Datang Coal, China Coal and Shenhua
Coal, and other relatively smaller or private coal production companies, as well as end users of the coal
such as those independent power producers located along the coastal regions of the PRC.

BUSINESS PLAN

Target Group, through PRC Subsidiary, intends to purchase cargo trains, and manage and operate a
railway transportation and related logistics business in the PRC. PRC Subsidiary has been established for
the purpose of owning, developing, and operating a logistics transportation network nationwide for the
promotion and facilitation of domestic trade. In due course, it is believed and hoped that the logistic
transportation network, when firmly established, will primarily be used as one of the principal means for
transporting basic raw materials providing a much needed supporting service to some of the countryÕs
pillar industries, namely, the coal, metal ores and oil industries.

PRC Subsidiary is privy to a trackage right to operate rail freight trains on the MORÕs existing
railway infrastructure network. The operational right extends the entitlement to cover upgraded tracks as
well as all new tracks which has already been built, in the process of being built or will be additionally
built in the future.

The proposed logistics transportation business is a pilot project and the first-of-its-kind in ChinaÕs
railway history. It may also serve to form an integral part of the MORÕs commitment to reform the
countryÕs railway transportation industry to be more in line with developments undertaken by other
governments and countries around the world.

During the first phase of business development, the plan requires PRC Subsidiary to purchase 300
trains over a 24 month period to kick start the business. It is expected that each train will cost approximately
RMB22 million. The total capital expenditure for the first phase will amount to approximately RMB 6.6
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billion. Although the Company has no concrete plan to meet such capital expenditure requirement, it is
expected that the Company will procure bank borrowing, debt financing and/or equity financing to meet
such capital expenditure requirement. Each train comprises of 55 wagons and will have a minimum
uploading capacity of 70 tons per wagon. In addition, PRC Subsidiary will need to set up the relevant
operations including the sales network. Based on the proposed allocated track routes on which the trains
will be traveling on, the Company estimates that at least 4 offices (near the major railway bureaus) in the
PRC will have to be set up to facilitate operations. The team in the Hong Kong office will oversee and
manage the business as well as being responsible for all aspects relating to financial matters.

PRC Subsidiary, operating in accordance with all laws and regulations governing the railway
industry in the PRC, is required to pay a fixed but significant portion of its gross revenues to MOR in the
form of a fee for having access and for using its railway network. The fee payment also covers most, if
not all, of the costs associated with the daily operations of the trains. This Light Assets Business Model
is an extremely favorable arrangement for two principal reasons: i) Target GroupÕs requirement capital
expenditures for development of the infrastructure needed in effect has been kept at a bare minimum; and
ii) PRC Subsidiary can leverage off of MORÕs wealth of experience in the actual management and
operations (particularly in terms of train scheduling on the worldÕs busiest railway network) of the trains.

Analysis of the services and client

The PRC Subsidiary will be tasked to deliver coal coke, metal ores and oil from the Western
region of China to the coastal cities where the largest demand exists.

i. Coal Coke Freight Business

China has the second largest coal depository reserves in the world. Coal is the principal raw
material in the generation of electrical power accounting for 76% of ChinaÕs total power supply in terms
of quantity and 67% of total power consumption in terms of value.

Potential clients of the PRC Subsidiary are principally the large and medium independent power
producers located along the coastal regions of China. They are predominantly coal-fired electricity
generators. In spite of being naturally endowed with rich resources in coal, most of these plants are
typically carrying or maintaining an inventory of coal, their principal raw material in producing electricity,
of between less than a day to one week. The problem in coal freight is largely due to the well publicized
shortages in railway capacity and available wagons needed to transport this natural resource to areas
where there is the greatest demand.

Approximately 35% of China RailwaysÕs network capacity is presently allocated to transport coal.
However, this capacity can only transport an estimated 20-25% of the countryÕs annual production of
coal. The niche of the PRC subsidiaryÕs  business derived from its ability to partially but directly meet
market demand.

ii. Iron Ore Freight Business

Producers of iron ore and importers of scrapped metal are also the PRC SubsidiaryÕs potential
clients. The main transportation routes are from coastal ports to steel manufacturers within Shanxi
Province. Iron ore is targeted for transportation on return trips after the coal cargo been delivered.
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iii. Fuel Oil Freight Business

In recent years, power companies and the automobile industryÕs demand for crude and fuel oil has
grown tremendously in line with ChinaÕs economic development. When expanding its business operations,
the PRC Subsidiary may consider to seek potential business opportunities by exploring the market of fuel
oil freight businesses in China.

Analysis of Business Strategy

The PRC Subsidiary is set up to develop a nationwide railway freight logistics services provider.
Its principal business will include railway freight and transportation, domestic trade, import and export
trades of goods and technology. The PRC Subsidiary will be offering rail freight transportation services
from major coal-production bases to major coastal cities, and back to the Western regions of the country.
The covered rail lines include those under six Railway Bureaus, say Zhengzhou Railway Bureau, Taiyuan
Railway Bureau, Sian Railway Bureau, Huhehaote Railway Bureau, Chengdu Railway Bureau, and Liuzhou
Railway Bureau. The PRC Subsidiary will be developed in two phases, according to its business plan.
During the first phase, the PRC Subsidiary will acquire a total of 300 trains each with 55 70-tons
capacity wagons, by the first quarter of 2009. It is expected that each train will cost approximately
RMB22 million and the total capital expenditure for the first phase is expected to be RMB6.6 billion. The
Joint Venture Partners and the Company will further negotiate in respect of the portion in the capital
expenditure for the first phase, the Company will consider appropriate fund raising activities including
but not limited to bank borrowing, debt financing and/or equity financing to meet such capital expenditure
requirement.

In the second phase of its business plan, the PRC Subsidiary intends to acquire an additional 250
55-wagon trains during the second phase of development for the rail freight transportation of oil and
metal ores. The second phase is subject to the first phase and as at the Latest Practicable Date, the
Company and the Joint Venture Partners have no concrete plan in relation to the capital expenditure for
the Second phase. According to the management of the PRC Subsidiary, train operation is targeted to
commence on July 1, 2007 on one or more of the 16 railway lines departing in 6 departing stations
(Zhengzhou Railway Bureau, Taiyuan Railway Bureau, Sian Railway Bureau, Huhehaote Railway Bureau,
Chengdu Railway Bureau, and Luizhou Railway Bureau). The average distance for the trains to travel,
among the various routes, is estimated to be 946 km. At such, it is estimated that it will not take more
than 5 days to complete a round trip journey, including loading and offloading time for the cargo as well
as idle time and time for repair and maintenance check. The annual coal transportation volume could
reach 76 million tons, and the estimated utilization rate is 91.4% and 45.7% for the onward and return
trip respectively. According to the MORÕs policy (
7 � • � ï � • � · � ' �‰�e  � › �8 �Å�ë � r � � �Æ�› � ) �¬ �J �6 � i
�¼�ø �Y� · � ] ), the unit transportation revenue is set at the standard rate of RMB 0.0905 per ton per km.
Also, under MORÕs pricing policy for return trips, if the trains are unable to secure contracts or users or
if the trains are emptied for some unforeseen reasons, the contracted users of the onward trip is obligated
to pay the rail freight provider the full amount of the return trip expenses.

The PRC Subsidiary intends to sign contracts with strategic partners to assist them to deliver their
coal coke, metal ores and oil production to designated areas. The delivery route is from Shanxi Province
and Inner Mongolia to coastal regions of the PRC. Also, the project provides rail freight transportation
services for imported commodities and the other cargos coming into the country via shipping routes. The
trains can pick up these goods at major seaports and delivered them to the end-users.
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Relationship and payout to the relevant railway authority

As the PRC Subsidiary cooperates with the China Railways, it shall be able to deliver mining
resources through the nationwide railway network. The duty is to ensure a sufficient number of trains/
wagons have been reserved to upload the purchased cargo ready to transport.

It is expected that the PRC Subsidiary will pay a sales tax of 5% of gross revenue and to pay the
railway authority a management/operating fee of 35% of gross revenue for operating the trains/wagons
and for using their rail infrastructure. This fee covers most of the associated costs related to the day-to-
day operations of the trains. The arrangement is favourable as it minimizes the CompanyÕs capital
expenditure on infrastructure development.

The PRC Subsidiary and its business

The PRC Subsidiary is set up to develop a nationwide railway freight logistics services provider. It
is among the first non-PRC parties to enter into the rail freight business in the PRC. The main activity of
the PRC Subsidiary is railway freight and transportation, domestic trade, import and export trades of
goods and technology.

 The PRC Subsidiary offers rail freight transportation services nationwide from major coal-
production basis to major coastal cities, and western regions of the country.

 The railway lines will be departing from (1) Zhengzhou Railway Bureau has onward destinations
Beijing, Shanghai, Wuhan, and Jinan, (2) Taiyuan Railway Burean has onward destinations Zhengzhou,
Jinan, Shanghai, Chengdu, and Guangzhou, (3) Ansi Railway Bureau has onward destinations Jinan,
Shanghai, Liuzhou, Chengdu, and Guangzhou, (4) Huhehaote Railway Bureau has onward destinations
Beijing, Jinan, Shenyang, and Guangzhou, (5) Chengdu Railway Bureau has onward destinations
Guangzhou, Liuzhou, and Shanghai, and (6) Liuzhou Railway Bureau has onward destinations Guangzhou
and Shanghai.

 The PRC Subsidiary will be developed in two phases, according to its business plan. During the
first phase, the PRC Subsidiary will acquire a total of 300 trains each with 55 70-tons capacity wagons,
by the first quarter of 2009.

 According to the Management of the PRC Subsidiary (the ÒPRC ManagementÓ), the PRC
Subsidiary will commence discussions with China Northern Locomotive and Rolling Stock Industry
(Group) Corporation (ÒCNR1Ó) and/or China Southern Locomotive and Rolling Stock Industry (Group)
Corporation (ÒCSR1Ó) regarding the purchase of trains and place the order for the initial batch of 30
trains on/before 16 April 2007.

 The cost will be around RMB400,000 per wagon or RMB 22 million per train. To cope with the
expanding business, the PRC Subsidiary will acquire an additional 250 trains and each train is made up
of 55 wagons during the second phase of development for the rail freight transportation of oil and metal
ores.
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 According to the PRC Management, train operation will commence on July 1, 2007, with 16
railway lines departing in 6 departing stations (Zhengzhou Railway Bureau, Taiyuan Railway Bureau,
Sian Railway Bureau, Huhehaote Railway Bureau, Chengdu Railway Bureau, and Liuzhou Railway Bureau).
The average distance for the trains to travel, among the various routes, is estimated to be 946 km and the
trains have a nominal speed of up to 90 km per hour.

 At such, it is estimated that it will not take more than 5 days to complete a round trip journey,
including loading and offloading time for the cargo as well as idle time and time for repair and maintenance
check. In the first phase of development with 300 trains, the yearly coal loading volume could reach 76
million tons, and an estimated utilization rate will be 91.4% and 45.7% for the onward and return trip
respectively.

According to the Circular on Adjustment of Part of Railway Freight Rates (
7 � • � ï � • � · � ' �‰�e� ›
�8 �Å�ë �õ � � �Æ�› � ) �¬ �J �6 � i � � �ø �Y� · � ] ), the unit transportation revenue is set at the standard rate of
RMB 0.0905 per ton per km2. Also, under MORÕs pricing policy for return trips, if the trains are unable
to secure contracts or users or if the trains are emptied for some unforeseen reasons, the contracted users
who would have their cargo transported from Shaanxi Province and Inner Mongolia to their onward
destinations is obligated to pay the PRC Subsidiary the full amount of the return trip expenses.

 However, in market practice, the amount is usually negotiable and it is also highly unlikely that
the train would return empty. The type of cargo transported on the return trip is typically metal ores
which is associated with a lower tariff; therefore, the revenue for transport for the return trip is at a lower
rate of RMB 0.067 per ton per km, which is around 70% of the rate for onward trip.

 The PRC Subsidiary is also obliged to pay a Sales Tax of 5% of gross revenue and 35% of
management fee to MOR for the usage of rail networks, according to the document presented by the
Company.

MANAGEMENT DISCUSSION AND ANALYSIS OF THE RESULTS OF TARGET GROUP

The following management discussion and analysis of the Target GroupÕs business, financial results
and position covers the period commencing from 22 September 2006 to 31 March 2007.

Existing business of the Target Group

The Target and JV Co. A are investment holding companies. Other than the entering into of the
agreements set out in the paragraph headed ÒThe ReorganisationÓ in this circular, both the Target and JV
Co A did not carry on any other business.

Financial and business performance

During the period from 22 September 2006 to 31 March, 2007, the Target Group (excluding the
PRC Subsidiary) did not record any income and incurred operating expenses of HK$173,186 representing
set-up and development costs.

During the period from 5 March 2007 to 31 March 2007, the PRC Subsidiary did not record any
income and incurred operating expenses of HK$8,412 representing set-up and development costs.
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Financial resources and liquidity

None of the Target, JV Co. A, nor the PRC Subsidiary has any outstanding borrowings or contingent
liabilities as at the Latest Practicable Date.

Pursuant to the Reorganisation, the PRC Subsidiary is being converted into a Chinese-foreign
cooperative joint venture company. Pursuant to the MOC Approval granted based on the content of the
JV Agreement C, JV Co. A will contribute RMB200 million to the registered capital of the PRC Subsidiary
as approved by the MOC.

Save as disclosed above, the Target, JV Co. A, and the PRC Subsidiary had no other outstanding
commitments as at the Latest Practicable Date.

Cash and cash equivalent

The Target Group and the PRC Subsidiary had bank balances and cash of HK$388,381 and
HK$50,780,509 respectively as at 31 March 2007.

Number of employees and remuneration policies

The Target, JV Co. A and the PRC Subsidiary did not have any staff as at the Latest Practicable
Date.

Board representation of the Target Group

The directors of the Target included Ms. Cheng Yu Ching and Mr. Lau Chuk as at the Latest
Practicable Date.

The director of JV Co. A was Mr. Kwong Wai Ho Richard as at the Latest Practicable Date.

The directors of PRC Subsidiary included Mr. Han Qinxue, Mr. Zhou Fazhi and Mr. Shen Ying as
at the Latest Practicable Date.

RISK FACTORS RELATING TO THE ACQUISITION

In considering the Acquisition, the Shareholders are advised to take into account of all the
information contained in this circular including certain potential risk factors relating to the Acquisition as
set out below.

1. The PRC Subsidiary intends to operate and manage a bulk cargo transportation business.
Once the Reorganisation has been completed, its primary capital expenditure will be in the
purchase of 300 coal dedicated cargo trains. As such, practically all of the PRC SubsidiaryÕs
revenue is derived from the transportation of coal. The market demand for coal has increased
in tandem with the countryÕs rapid economic expansion. Although in recent years, ChinaÕs
national economy has recorded an average growth rate of not less than 8% per annum, there
are no assurances that the historical rates of growth are sustainable in the near future and
over the long term. Moreover, the Chinese government has already adopted a series of
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macro-control measures to reduce the countryÕs dependency on coal-fired energy and when
these measures are fully implemented, they may have a negative impact on the domestic
demand of coal.

2. The PRC Subsidiary has been approved to conduct railway cargo transportation agency
services, logistics and transportation management and consultancy services, equipment rental,
project investment and consultancy, storage services and technology import and export
(separate applications in accordance with the relevant state regulations required for the
business(es) falling under specific relevant regulations) upon completion of its conversion
into a Chinese-foreign cooperative joint venture company according to the MOC Approval
granted on 9 April 2007. To conduct such business(es), various PRC certificates are required
to be obtained by the PRC Subsidiary and despite the MOC Approval, there are no guarantees
that the PRC Subsidiary can obtain all such pending PRC certificate(s). In the event that the
relevant PRC certificates cannot be obtained by the PRC Subsidiary, the PRC Subsidiary
may not be able to conduct its business as intended.

It is a condition to the Agreement that all necessary governmental consents and approvals
and other consents and approvals required have been obtained by the Vendor, the Purchaser
and the Guarantor in respect of the Agreement and the transactions contemplated thereby.

3. It is conceivable a rapid increase in the cost of steel, the basic raw material in the manufacture
of the cargo trains, may proportionately increase the PRC SubsidiaryÕs total capital
expenditure in respect of purchasing the 300 coal dedicated cargo trains.

4. Although the MOC Approval on the Reorganisation has been granted on 9 April 2007, the
Reorganisation is still currently in process and may not necessarily complete accordingly.
The completion of the Reorganisation is subject to various factors, including but not limited
to the increase in registered capital of the PRC Subsidiary, the fulfillment of the capital
contribution requirement and also the obtaining of the relevant certificate. As completion of
the Reorganisation is one of the conditions to the Agreement, in the event that the
Reorganisation cannot complete by the last date of fulfillment of conditions to the Agreement,
the Agreement will cease and determine.

5. The business enterprise value of the PRC Subsidiary was appraised by Grant Sherman using
the discounted cash flow approach which estimates the value of the future economic benefits
the proposed project is anticipated to generate. Indication of value was developed by
discounting the projected future net cash flows to their present worth at market-derived
rates of return. Using the discounted cash flow approach to value the PRC Subsidiary is
considered to be a profit forecast in respect of Target. Profit forecasts or forward-looking
statements regarding the prospects of a business and the associated level of risks represent
an opinion by the writer. Such statements of opinion are based on certain assumptions
regarding present and future the business. Actual results or performance may differ materially
from forecasted scenarios, expressed or implied.
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6. The basis of the consideration for the Acquisition is on the business valuation of the PRC
Subsidiary prepared by Grant Sherman. As stated in the business valuation report, a number
of assumptions are adopted by Grant Sherman in their appraisal of the business value of the
PRC Subsidiary. Such major assumptions include but not limited to:

Ð There will be no major change in the existing political, legal and economic conditions
in the PRC, in which the PRC Subsidiary will carry on its business;

Ð The business plan and the projection have been prepared on a reasonable basis,
reflecting estimates which have been arrived after due and careful consideration; and

Ð The PRC Subsidiary will retain and have competent management, key personnel and
technical staff to implement its business plan

For further details of other assumptions, please refer to Appendix V of this circular which
set out the valuation report of Grant Sherman.

Such assumptions may be revoked in the future and there is no guarantee that such
assumptions will continue to be true and accurate in future. In the event that such assumptions
become no longer correct, the actual valuation of the PRC Subsidiary may significantly
adversely affected.

7. JV Co. A is responsible for the capital contribution in the PRC Subsidiary. Although it does
not have the requisite 10 years experience in cargo transportation, the MOC has already
approved the set up of JV Co. A and the PRC Subsidiary has already been granted the MOC
Approval with an approve business scope of railway cargo transportation agency services,
logistics and transportation management and consultancy services, equipment rental, project
investment and consultancy, storage services and technology import and export (for
business(es) falling under specific regulations, separate applications in accordance with
relevant State regulations are required).

8. Although Mr. Michael Koh Tat Lee, an executive Director, has extensive infrastructural
project experience in Asia and has previously involved in the development of satellite and
cellular network in China, Taiwan, India and the Philippines, the Board overall lack of
sufficient management skills and expertise in carrying out the new business to be engaged
by the Group. The Company is in the process of identifying and recruiting other suitable
experienced professionals to join the management team of the Group, including but not
limited to those senior and/or retired executives from the MOR and it is expected that the
joint venture partners will assist and participate in the management and operation of the
PRC Subsidiary.

In the event that the Company fails to recruit suitable personnel and it joint venture partners
refuse to assist the management and operation of the PRC Subsidiary, there is a risk that the
Company would lack of the necessary management experience and expertise in carrying out
the business of the PRC Subsidiary.
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9. In view of the PRC SubsidiaryÕs significant capital expenditure requirements over the near
to medium term as a result of the purchase of cargo trains for its operation of business, the
PRC Subsidiary is anticipated to finance a majority such capital expenditures through equity
capital raising and bank debt, with the balance coming from internal funds and internally
generated funds. Under prevailing equity and debt capital market conditions, there are no
assurances that such equity capital and/or bank debt can be raised. The inability to procure
the necessary funding will have a negative impact on the PRC SubsidiaryÕs overall business
development and thus, itÕs operating performance. It is expected that each train will cost
approximately RMB22 million. In relation to the details of the capital expenditure, please
refer to the section headed ÒBusiness PlanÓ in the letter.

10. From the perspective of the country needing to be more environmentally-friendly, it is clear
the State advocates the use of cleaner energy such as hydro, natural gas, and nuclear generated
electricity. If these forms of electric power are to be built and used on a large scale, the
domestic demand for coal will be reduced. This in turn will reduce the demand for rail
freight coal transport and have a negative impact on the PRC SubsidiaryÕs financial condition
and operating and operating performance.

11. When transporting coal, the points of origin primarily emanate from Shaanxi Province,
Shanxi Province, Inner Mongolia and in regions which renowned to be naturally and richly
endowed with resources in coal reserves. The PRC SubsidiaryÕs business development and
transport volume are directly lineated to these coal production enterprisesÕ production
capabilities and capacity, safety issues, operations, and success rate in exploration as well
as the industryÕs overall development. The occurrence of any adverse events and the
implications thereof to these coal production enterprises may have a direct bearing on the
PRC SubsidiaryÕs financial condition and operating performance. These coal production
enterprises include Datang Coal, China Coal and Shenhua Coal and other smaller or private
coal production companies.

12. Reforms within ChinaÕs railway industry are still very much in the infantile stage. During
the interim, near future and over the long term, there may be significant changes being made
to the railway transportation industryÕs overall structure, regulatory framework, or that the
prevailing regulatory policies may differ considerably. It is conceivable, and there are no
assurances, that the reforms taking place in the market and in the industry may not adversely
affect the PRC SubsidiaryÕs financial condition or operating performance.

13. The existing tariff structure was put forward by the MOR and approved by the State Council.
There are no assurances that the current tariff structure for the industry will not be adjusted
in a manner which may have a negative impact on the PRC SubsidiaryÕs financial condition
and operating performance.

14. The use of dedicated and utility trucks to transport coal cargo from the respective mining
companies to the relevant railway stations or bureaus is deployed under a unified management
system and provided by the MOR. Overall operations will be affected if the MOR does not
or is unable to procure an adequate number of trucks needed to meet the growing demand of
the PRC SubsidiaryÕs business development.
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15. The major competitor of the rail freight industry particular for coal transportation is from
road transport which historically has been estimated to account for some 10% of the total
transported volume. Without any significant improvements in the current market situation
with respect to network capacity and the available number of wagons for transport, the
market share of road transport within the coal transportation industry may further increase.
Additionally, if and when it is completed, the dedicated pipeline for coal transport is sure to
have a direct impact for the demand of rail freight coal transportation.

16. The fundamental need to upgrade the MORÕs fleet of locomotives in line with the railway
networkÕs development, rising energy and raw materials prices, and the possibility the PRC
Subsidiary may be required to contribute to the further development of railway network may
ultimately render the MOR, or the MOR through Guangdong China Railway and/or Beijing
Run Tong who ultimately will be minority shareholders of the PRC Subsidiary, to re-
negotiate the revenue sharing percentages between the MOR and the PRC Subsidiary. A
reduced percentage sharing accruing to the PRC Subsidiary may have an adverse impact to
the PRC SubsidiaryÕs financial condition and operating performance.

17. The MOR has always attached and promoted the importance of safety as the primary objective
in operating the railway network, the PRC Subsidiary, nonetheless, is subject to accidental
risks relating to train collisions, derailment, subversion, personal injury, death, damaged
goods, and other events relating to accidental risks. The PRC Subsidiary intends to purchase
adequate third party liability as well as property and casualty insurance coverage to mitigate
these risks to the extent possible. In cases of major transport accidents leading to loss of
corporate property, business interruption, or negligence (on the part of the PRC Subsidiary),
the PRC Subsidiary may be required to pay rail transport accident compensation and/or
corresponding fines under the MOR and other relevant regulatory authoritiesÕ rules and
regulations. These unforeseen operating contingent liabilities may adversely affect the PRC
SubsidiaryÕs business development, financial condition, and operating performance.

18. Natural disasters such as earthquakes and floods tend to simultaneously affect large areas of
the country as well as the economy as a whole. These events, when they occur, will have a
negative impact on the PRC SubsidiaryÕs business operations as a whole as railway lines
and other related rail facilities are likely to be disrupted and for indefinite periods of time.

REASONS FOR THE ACQUISITION AND THE REORGANISATION

The Group is engaged in the design, development and sale of value-added telecommunications
products and computer telephony products focusing on business applications. The GroupÕs
telecommunications products targets telecommunications carriers and services providers while its computer
telephony products are marketed mostly to corporate customers in different industries. As at the Latest
Practicable Date, the Enlarged Group does not have any facilities. After completion, the Company will
continue to operate its existing IT and telecom business along with the new railway logistic business.

For the year ended 31 December 2006, the Group recorded a net loss of approximately HK$3,611,000
and had a cash position of HK$4,773,000.



31

LETTER FROM THE BOARD

In view of the increasing competition in the market of telecommunications products and computer
telephony products, the Directors have been actively and consistently seeking new investment opportunities,
with an aim to increase the value of the Group .

The Directors consider railway transportation and logistics as a fast growing industry in light of
the PRCÕs continuous economic development and expansion. It is believed that the Acquisition will offer
an excellent entry point for the Group to be involved in this industry and will provide the Group with a
steady stream of income. Furthermore, the Directors consider the Acquisition as a good investment
opportunity in a sector that has significant growth potential.

The Directors believe the Acquisition will enhance the future growth of the GroupÕs business
activities and enable it to maximise returns to Shareholders. In view of the increasing competition in the
market for telecommunications products and computer telephony products, the Directors believe that
tapping into this new business line will broaden the GroupÕs revenue base and help to diversify the
overall business risks of the Group.

Taking into account the aforesaid benefits, the Board is of the view that the terms of the Acquisition
are fair and reasonable and the Acquisition is in the interests of the Company and Shareholders as a
whole.

The Directors consider the entering into of the Agreement and all other agreements as set out in
the paragraph headed ÒThe ReorganisationÓ to be commercial decisions undertaken by each respective
party and parties to the agreements. Prior to the entering of the Agreement, each of the respective parties
involved, including but not limited to the Vendor, China Railway Hong Kong, Guangdong China Railway
and Beijing Run Tong, has acted independently of each other. The Acquisition and the Reorganisation are
being consummated as commercial transactions predicated on various business discussions and meetings
held between and amongst these parties.

Mr. Michael Koh Tat Lee, an executive Director, has extensive infrastructural project experience in
Asia. He has previously been involved in the development of satellite and cellular network in the PRC,
Taiwan, India and Philippines.

Concurrent with the Acquisition, the Company, is in the process of identifying and recruiting other
suitable experienced professionals to join the management team of the Group upon Completion. Those
under consideration include senior and/or retired executives from the MOR. In addition, the CompanyÕs
joint venture partners, namely, China Railway Hong Kong, Guangdong China Railway and Beijing Run
Tong, are experienced operators in the rail freight transportation industry in the PRC, and will assist and
participate in the management and operation of PRC Subsidiary.

The structure of the Reorganisation was arrived at after armsÕ length negotiations among the
parties. The percentage equity interest in the PRC Subsidiary was determined with reference to the
enlarged registered capital of RMB200 million to be entitled by JV Co. A relative to the original registered
capital of RMB50 million contributed by Beijing Run Tong and Guangdong China Railway.
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The Board wishes to emphasize Completion is subject to various conditions to be fulfilled. In
the event that the conditions are not fulfilled by the long-stop date as stipulated in the Agreement,
the Agreement will cease and terminate. As such, Shareholders and investors are urged to exercise
caution when dealing in the securities of the Company.

CHANGES IN SHAREHOLDING STRUCTURE

The following table sets out the shareholding structure of the Company (i) as at the Latest Practicable
Date; and (ii) immediately the allotment and issue of the Consideration Shares:

Immediately after the
As at the Latest allotment and issue of
Practicable Date the Consideration Shares

Number of Approximate Number of Approximate
Shareholders Shares % Shares %

Well Support Limited 52,415,466 15.70% 52,415,466 12.23%
(Note 1)

Gorgeous Overseas Limited 22,898,000 6.87% 22,898,000 5.35%
(Note 2)

Century Dragon Development 27,000,000 8.11% 27,000,000 6.30%
Limited (Note 3)

Homerun Business 11,736,000 3.52% 11,736,000 2.74%
Development Limited
(Note 4)

The Vendor (Note 5) Ð Ð 95,000,000 22.18%

Public Shareholders 219,350,534 65.80% 219,350,534 51.20%

Total: 333,400,000 100.00% 428,400,000 100.00%

Note:

1. Well Support Limited is beneficially owned by Liu Yi Dong Family Trust and the beneficiaries of which are Mr.
Liu Yi Dong and his family members.

2. Gorgeous Overseas Limited is wholly-owned by Mr. Yang Yongxia.

3. Century Dragon Development Limited is wholly-owned by Mr. Wu Wai Leung.

4. Homerun Business Development Limited is wholly-owned by Mr. So Chi Ming.

5. To the best of the DirectorsÕ knowledge and belief, the Vendor and its ultimate beneficial owner are not parties
acting in concert (has the meaning ascribed under the Hong Kong Code of Takeovers and Mergers) with any of
the Shareholders and (in the case of being incorporations) their ultimate beneficial owners.
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Well Support Limited, Gorgeous Overseas Limited, Century Dragon Limited, Homerun Business
Development Limited and their respective ultimate beneficial owners, are passive investors and they are
not directors of any member of the Group. The Vendor has also confirmed that it and its ultimate
beneficial owner are not parties acting in concert (has the meaning ascribed under the Takeover Code)
with all the Shareholders and (in the case of being incorporation) their ultimate beneficial owners.

To the best of the DirectorsÕ knowledge, each of the Joint Venture Partners and their respective
ultimate beneficial owner is independent of and not connect with Well Support Limited, Gorgeous Overseas
Limited, Century Dragon Development Limited, Homerun Business Development Limited and their
respective ultimate beneficial owners.

To the best of the DirectorsÕ knowledge, belief and information, each of Well Support Limited,
Gorgeous Overseas Limited, Century Dragon Limited, Homerun Business Development Limited, and
their respective ultimate beneficial owners are independent of and not connected with the Vendor and its
ultimate beneficial owner.

FINANCIAL EFFECT OF THE ACQUISITION

Upon Completion, the Company will indirectly hold 100% of the equity interest in the Target, and
a controlling stake in JV Co. A and PRC Subsidiary. Accordingly, the financial accounts of the Target, JV
Co. A, and the PRC Subsidiary will be consolidated with into that of the Group.

The Group recorded an audited consolidated net loss attributable to equity holders of the parent of
approximately HK$3,611,000 for the year ended 31 December 2006. Based on the unaudited pro forma
financial information of the Enlarged Group set out in Appendix IV to this circular, the unaudited
consolidated loss attributable to equity holders of the parent of the Enlarged Group would be increased
by approximately HK$41,148,000, assuming the completion of the Acquisition, including the allotment
and issue of the Consideration Shares, had taken place on 1 January 2006.

As at 31 December 2006, the audited consolidated total assets of the Group were approximately
HK$19,526,000. Based on the unaudited pro forma consolidated balance sheet of the Enlarged Group as
set out in Appendix IV to this circular, total assets as at 31 December 2006 would increase by approximately
HK$731,939,000, mainly resulted from goodwill of approximately HK$686,770,000 arising from the
Acquisition. For further details, please refer to Appendix IV to this circular.

The Group recorded audited consolidated total liabilities of approximately HK$3,542,000 as at 31
December 2006. Based on the unaudited pro forma consolidated balance sheet of the Enlarged Group as
out set out in Appendix IV to this circular, the unaudited pro forma total liabilities of the Enlarged Group
would increase by approximately HK$7,198,000, on the assumption that the Acquisition had been completed
on 31 December 2006.
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PROSPECT OF THE ENLARGED GROUP

Prospect of the Group

The difficult operating environment in recent years for the IT and telecommunications industry
continues to persist. In the absence of any new or more advance technology, the products and services
offered by the telecommunications industry have become very much price driven. There were at times
marked improvements, albeit sporadic, in various regional market segments and sub-markets. However,
the pace at which reforms are progressing, and the rate at which the overall market is recovering are far
from optimistic. These negative implications and the direct impact it has had on the CompanyÕs Hong
Kong operations was even more apparent during the financial year ended 31 December 2006.

In 2006, the senior management undertook a comprehensive reassessment of its existing business
model to ascertain whether it should continue to operate as an IT and telecommunications company.
Despite the CompanyÕs initial success, the Directors consider that the Company no longer have the
capital nor the human resources needed to compete at the next level with the larger domestic and/or
international players. In retrospect, the senior management adopted a very pragmatic perspective. It was
believed it is in the minority shareholdersÕ best interest that the Company stems its losses and exits the
market as and when appropriate, although the Company will continue to operate its existing IT and
telecom business in a pragmatic may after completion. The Company instead would, and has already
commenced to, focus on a new and exciting opportunity in the growing field of logistics transportation in
the PRC.

Prospect of the Target Group

The PRC Subsidiary has been approved to conduct railway cargo transportation agency services,
logistics and transportation management and consultancy services, equipment rental, project investment
and consultancy, storage services and technology import and export (separate applications in accordance
with relevant State regulations required for business(es) falling under specific regulations) upon completion
of its conversion into a Chinese-foreign cooperative joint venture company. It is believed and hoped that
as the logistics transportation network of the PRC become more firmly established, it will primarily be
used as one of the principal means for transporting basic raw materials providing a much needed supporting
service to some of the countryÕs pillar industries, namely, the coal, metal ores and oil industries.

IMPLICATIONS UNDER THE GEM LISTING RULES

The Acquisition constitutes a very substantial acquisition on the part of the Company pursuant to
Rule 19.06(5) of the GEM Listing Rules. Accordingly, the Acquisition and any transactions contemplated
thereby, including allotment and issue of the Consideration Shares are subject to the approval of the
Shareholders at the SGM. The Directors are not aware of any Shareholder who is interested in the
Acquisition and is required to abstain from voting at the SGM.
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CHANGE OF NAME OF THE COMPANY

Reference is made to the announcement of the Company dated 14 May 2007 in which the Board
announces that it intended to put forward a proposal to the Shareholders to approve the change of name
of the Company from ÒProactive Technology Holdings LimitedÓ to ÒChina Railway Logistics LimitedÓ,
and upon the change of name becoming effective, a new Chinese name Ò�• 
7 � › � ) �¬ �6 �Þ � " �®� ! Ó will
be adopted to replace Ò� � 	Ã�Å� ¦ 
 › �p �Þ�" �®� ! Ó for identification.

Conditions

The proposed change of name is subject to the satisfaction of the following conditions:

1. the passing of a special resolution by the Shareholders approving the change of name of the
Company at the SGM of the Company; and

2. the Registrar of Companies in Bermuda approving the change of name of the Company.

Reasons for the Proposed Change of Name

Reference is made to the announcement of the Company dated 22 March 2007 in relation to the
Acquisition. Due to the expansion and diversification in the scope of business of the Company, the Board
considers that the proposed new name will more accurately reflect the corporate nature of the Company.
In addition, the new name can also refresh the CompanyÕs corporate image and identity.

The Board is therefore of the view that the proposed change of name of the Company is in the
interests of the Company and the Shareholders as a whole.

Effects on change of name

The Proposed Change of Name will not affect any of the rights of the Shareholders or the CompanyÕs
daily business operation and its financial position.

Once the change of name becomes effective, share certificates of the Company will be issued in
the new name of the Company. However, all existing share certificates in issue bearing the existing name
of the Company will, after the Proposed Change of Name has become effective, continue to be effective
as documents of title to and be valid for trading, settlement and registration purposes. There will not be
any arrangement for the exchange of the existing share certificates of the Company for new share
certificates bearing the new name of the Company. Relevant filing(s) will also be made to the Companies
Registry in Hong Kong for the change of name.

Further announcement(s) will be made by the Company to inform the Shareholders of results of
the SGM, the effective dates of the change of name of the Company and the new stock short name of the
shares of the Company.
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SGM

The SGM will be held at Chatham Room, Level 7, Conrad Hong Kong, Pacific Place, 88 Queensway,
Hong Kong on Wednesday, 20 June 2007, at 2:00 p.m. or any adjournments thereof, for the purpose of
considering and, if thought fit, passing the resolutions to approve, among other matters, the Acquisition,
the Proposed Change of Name and the allotment and issue of the Consideration Shares. A notice convening
the SGM is set out on pages 165 to 166 of this circular.

A form of proxy for use at the SGM is enclosed. Whether or not you are able to attend the SGM,
you are requested to complete the proxy form in accordance with the instructions printed thereon and
return the same to the office of the CompanyÕs branch share registrar and transfer office in Hong Kong,
Union Registrars Limited, at Room 1803, Fook Lee Commercial Centre Town Place, 33 Lockhart Road,
Wanchai, Hong Kong as soon as possible but in any event not less than 48 hours before the time
appointed for the holding of the SGM or any adjournment thereof. Completion and return of the proxy
form will not preclude you from attending and voting in person at the SGM or any adjournment thereof
should you so wish.

As at the Latest Practicable Date, to the best of the DirectorsÕ knowledge, information and belief,
no Shareholder is required to abstain from voting at the SGM.

RECOMMENDATION

Having considered the aforementioned factors and reasons, the Directors are of the opinion the
entering into of the Agreement was in the interest of the Group and Shareholders as a whole, and that the
terms of the Agreement including the issue of the Consideration Shares are fair and reasonable so far as
the Group is concerned. The Board recommends Shareholders to vote in favour of resolutions to be
sought at the SGM for the approval of the Acquisition and the transactions contemplated thereby, including
but not limited to the issue of the Consideration Shares.

The Directors are also of the view that the Proposed Change of Name is in the interests of the
Company and the Shareholders as a whole and accordingly recommend the Shareholders to vote in favour
of the special resolution to be sought at the SGM for the approval of the Proposed Change of Name.

ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in the appendices to this circular.

Yours faithfully,
For and on behalf of

Proactive Technology Holdings Limited
Koh Tat Lee, Michael

Director
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1. SUMMARY OF FINANCIAL INFORMATION FOR THE THREE YEARS ENDED 31ST
DECEMBER 2006

The following financial information has been extracted from the unqualified audited consolidated
financial statements of the Group for each of the three years ended 31st December 2006 as shown in the
annual report of the Company.

RESULTS

2006 2005 2004
HK$Õ000 HK$Õ000 HK$Õ000

Turnover 11,880 20,982 17,515
Cost of sales (5,049) (11,524) (9,386)

Gross profit 6,831 9,458 8,129
58% 45% 46%

Other operating income 1,249 633 14
Distribution and selling expenses (23) (34) (20)
General and administrative expenses (11,656) (11,536) (15,479)
Finance costs (12) (87) (39)
Share of result of an associate Ð (198) 198

Loss before tax (3,611) (1,764)  (7,197)
Income tax expenses Ð Ð (51)

Loss for the year (3,611) (1,764) (7,248)

Attributable to:-
Equity holders of the parent (3,611) (1,764) (7,248)
Minority interests Ð Ð Ð

(3,611) (1,764) (7,248)

ASSETS AND LIABILITIES

2006 2005 2004
HK$Õ000 HK$Õ000 HK$Õ000

Total non-current assets 1,522 1,155 2,475
Total current assets 18,004 12,196 15,274
Total current liabilities (3,542) (4,616) (7,347)
Equity attributable to equity holders of the parent 15,984 8,735 10,402
Minority interests Ð Ð Ð
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2. THE AUDITED CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED
31ST DECEMBER 2006

The following information has been extracted from the annual report of the Company for the year
ended 31st December 2006.

Consolidated income statement
For the year ended 31st December 2006

2006 2005
NOTES HK$Õ000 HK$Õ000

Turnover (6) 11,880 20,982
Cost of sales (5,049) (11,524)

Gross profit 6,831 9,458
Other operating income 1,249 633
Distribution and selling expenses (23) (34)
General and administrative expenses (11,656) (11,536)
Finance costs (8) (12) (87)
Share of result of an associate Ð (198)

Loss for the year attributable to equity holders
of the parent (9) (3,611) (1,764)

Loss per share
Basic (14) 1.5 cent 0.8 cent
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Consolidated balance sheet
As at 31st December 2006

2006 2005
NOTES HK$Õ000 HK$Õ000

Non-current assets
Machinery and equipment (15) 1,236 869
Interest in an associate (16) Ð Ð
Available-for-sale financial asset (17) 286 286

1,522 1,155

Current assets
Inventories (18) 210 293
Trade receivables (19) 1,982 1,940
Amount due from an associate (20) 17 706
Prepayments, deposits and other receivables (21) 11,022 708
Pledged bank deposits (22) Ð 2,000
Bank balances and cash 4,773 6,549

18,004 12,196

Current liabilities
Trade payables (23) 878 741
Accruals and other payables 2,112 2,153
Receipts in advance 552 636
Short-term bank borrowings (24) Ð 1,086

3,542 4,616

Net current assets 14,462 7,580

Net assets 15,984 8,735

Capital and reserves
Share capital (25) 278 23,200
Reserves 15,706 (14,465)

Equity attributable to equity holders of the parent 15,984 8,735
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Consolidated statement of changes in equity
For the year ended 31st December 2006

Attributable to equity holders of the parent

Share Exchange
capital Share Contributed translation Accumulated

(Note 25) premium surplus reserve losses Total
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

At 1st January 2005 23,200 29,135 Ð (24) (41,909) 10,402
Loss for the year Ð Ð Ð Ð (1,764) (1,764)
Release of translation reserve on

deregistered subsidiaries Ð Ð Ð 72 22 94
Exchange differences arising on translation

of foreign operations Ð Ð Ð 3 Ð 3

At 31st December 2005 and
1st January 2006 23,200 29,135 Ð 51 (43,651) 8,735

Capital Reduction (22,968) Ð 22,968 Ð Ð Ð
Share Premium Reduction Ð (29,135) 29,135 Ð Ð Ð
Elimination of accumulated losses of

the Company Ð Ð (44,189) Ð 44,189 Ð
Issue of shares during the year, net of

shares issued expenses 46 10,719 Ð Ð Ð 10,765
Loss for the year Ð Ð Ð Ð (3,611) (3,611)
Exchange differences arising on translation

of foreign operations Ð Ð Ð 95 Ð 95

At 31st December 2006 278 10,719 7,914 146 (3,073) 15,984
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Consolidated cash flow statement
For the year ended 31st December 2006

2006 2005
HK$Õ000 HK$Õ000

Operating activities
Loss for the year (3,611) (1,764)
Adjustments for:Ð

Interest income (148) (144)
Finance costs 12 87
Depreciation of machinery and equipment 296 627
Net loss on disposal of machinery and equipment 179 22
Allowance for amount due from an associate 234 Ð
Share of result of an associate Ð 198
(Recovery of) / allowance for bad and doubtful receivables (201) 698
Allowance for obsolete and slow-moving inventories 249 1,159

Operating cash flows before movements in working capital (2,990) 883
Decrease in inventories 50 229
Decrease / (increase) in trade receivables 159 (177)
(Increase) / decrease in prepayments, deposits and

other receivables (10,314) 511
Decrease / (increase) in amount due from an associate 455 (43)
Increase / (decrease) in trade payables 137 (363)
Decrease in accruals and other payables (41) (974)
Decrease in receipts in advance (84) (1,606)

Cash used in operations (12,628) (1,540)
Interest paid (12) (87)

Net cash used in operating activities (12,640) (1,627)

Investing activities
Decrease in pledged bank deposits 2,000 3,002
Purchase of machinery and equipment (1,057) (45)
Interest received 148 144
Proceeds on disposal of machinery and equipment Ð 5

Net cash from investing activities 1,091 3,106
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Consolidated cash flow statement (continued)
For the year ended 31st December 2006

2006 2005
HK$Õ000 HK$Õ000

Financing activities
Proceeds from issue of shares, net of shares issued expenses 10,765 Ð
(Decrease) / increase in trust receipts bank loans (576) 95

Net cash from financing activities 10,189 95

Net (decrease) / increase in cash and cash equivalents (1,360) 1,574

Cash and cash equivalents at the beginning of the year 6,039 4,368

Effect of changes in foreign exchange rate 94 97

Cash and cash equivalents at the end of the year 4,773 6,039

Cash and cash equivalents at 31st December, represented by:Ð
Bank balances and cash 4,773 6,549
Bank overdrafts Ð (510)

4,773 6,039
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Notes to the consolidated financial statements
For the year ended 31st December 2006

1. GENERAL

Proactive Technology Holdings Limited (the ÒCompanyÓ) was incorporated in Bermuda on 25th February 2000 as
an exempted company with limited liability under the Companies Act 1981 of Bermuda. Its shares are listed on
the Growth Enterprise Market (ÒGEMÓ) of The Stock Exchange of Hong Kong Limited since 18th May 2000.

The addresses of registered office and principal place of business of the Company are disclosed in the section of
ÒCorporate InformationÓ to the annual report.

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. Its subsidiaries are principally engaged in investment holding,
design, development and sale of value-added telecommunications products and computer telephony products.

2. APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS

In the current year, the Group has applied, for the first time, a number of new standards, amendments and
interpretations (Ònew HKFRSsÓ) issued by the Hong Kong Institute of Certified Public Accountants (ÒHKICPAÓ),
which are either effective for accounting periods beginning on or after 1st December 2005 or 1st January 2006.
The adoption of the new HKFRSs had no material effect on how the results for the current or prior accounting
periods have been prepared and presented. Accordingly, no prior period adjustment has been required.

The Group has not early applied the following new standard, amendment and interpretations that have been issued
but are not yet effective as at 31st December 2006. The directors of the Company anticipate that the application
of these standard, amendment or interpretations will have no material impact on the results and the financial
position of the Group.

Hong Kong Accounting Standard Capital Disclosures1

(ÒHKASÓ) 1 (Amendment)
HKFRS 7 Financial Instruments: Disclosures1

HK(IFRIC)-Int 7 Applying the Restatement Approach under HKAS 29 Financial Reporting
in Hyperinflationary Economies2

HK(IFRIC)-Int 8 Scope of HKFRS 23

HK(IFRIC)-Int 9 Reassessment of Embedded Derivatives4

HK(IFRIC)-Int 10 Interim Financial Reporting and Impairment5

HK(IFRIC)-Int 11 HKFRS 2 Ð Group and Treasury Share Transactions6

1 Effective for annual periods beginning on or after 1st January 2007.
2 Effective for annual periods beginning on or after 1st March 2006.
3 Effective for annual periods beginning on or after 1st May 2006.
4 Effective for annual periods beginning on or after 1st June 2006.
5 Effective for annual periods beginning on or after 1st November 2006.
6 Effective for annual periods beginning on or after 1st March 2007.
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3. SIGNIFICANT ACCOUNTING POLICIES

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

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

(a) Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (its subsidiaries). Control is achieved where the Company has the power to
govern the financial and operating policies of an entity so as to obtain benefits from its activities.

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.

(b) Investments in associates

The results and assets and liabilities of associates are incorporated in these consolidated 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 GroupÕs share of the
profit or loss and of changes in equity of the associate, less any identified impairment loss. When the
GroupÕs 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 GroupÕs 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 GroupÕs interest in the relevant associate.

(c) 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 and sales
related taxes.

(i) Revenue from the supply, development and integration of telecommunication and computer
telephony systems

Revenue from the supply, development and integration of telecommunication and computer
telephony systems is recognised when the merchandise is delivered and the significant risks and
rewards of ownership are transferred to buyers; and the related development and integration
services are completed.

(ii) Rental income from leasing of telecommunication and computer telephony equipment

Rental income from leasing of telecommunication and computer telephony equipment is recognised
on a straight-line basis over the respective period of the leases.
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(iii) Consulting and maintenance service fees

Consulting and maintenance service fees are recognised when the services are rendered.

(iv) Interest income from a financial asset

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 assetÕs
net carrying amount.

(d) 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 consolidated income statement because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or deductible. The
GroupÕs 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 profits 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 taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in
subsidiaries and an associate, 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.

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 profits 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 period when the liability is
settled or the asset is realised. Deferred tax is charged or credited to profit or loss, except when it relates
to items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.

(e) Borrowing costs

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

(f) Retirement benefit costs

Payments to the Mandatory Provident Fund Scheme and state-managed retirement benefit scheme are
charged as expense when employees have rendered service entitling them to the contributions.
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(g) Machinery and equipment

Machinery and equipment are stated at cost less subsequent accumulated depreciation and accumulated
impairment losses.

Depreciation is provided to write off the cost of items of machinery and equipment over their estimated
useful lives and after taking into account of their estimated residual value, using the straight-line method,
at the following rates per annum:Ð

Furniture, fixtures and office equipment 20%
Computer equipment 30%
Equipment on lease to customers 30%
Equipment for development 30%

An item of machinery 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 consolidated income statement in the year in which the item is derecognised.

(h) 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 instruments. 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

The GroupÕs financial assets are mainly loans and receivables and available-for-sale financial assets. All
regular way purchases or sales of financial assets are recognised and derecognised on a trade date basis.
Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets
within the time frame established by regulation or convention in the marketplace. The accounting policies
adopted in respect of each category of financial assets are set out below.

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 receivables, amount due from an associate and other receivables 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 assetÕs 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 assetÕs 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.
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Available-for-sale financial assets

Available-for-sale financial assets are investments in unlisted equity securities which are intended to be
held for a continuing strategic or long term purpose and are stated at fair value, except for those equity
securities that do not have a quoted market price in an active market and whose fair value cannot be
reliably measured, when they are measured at cost less any accumulated impairment losses.

In respect of available-for-sale financial assets carried at cost less any accumulated impairment losses,
when there is objective evidence that an impairment loss has been incurred on an investment, the carrying
amount of the investment should be reduced to the present value of estimated future cash flows discounted
at the current market rate of return for a similar financial asset and the amount of the impairment is
charged to the consolidated income statement in the year in which it arises. Any impairment losses
recognised shall not be reversed in the subsequent periods.

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. The GroupÕs financial liabilities are generally classified into financial
liabilities at fair value through profit or loss and other financial liabilities. The accounting policies
adopted in respect of financial liabilities and equity instruments are set out below.

Other financial liabilities

Other financial liabilities including bank borrowings, trade payables, accruals and other payables and
receipts in advance are subsequently measured at amortised cost, using the effective interest method.

Equity investments

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

(i) Share-based payment transactions

Equity-settled share-based payment transactions

Share options granted to employee 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 expensed on a straight-line basis over the vesting period, 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.

(j) 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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(k) 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 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 expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the
revised estimate of its recoverable amount, but so 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.

(l) Provisions

Provision are recognised when the Group has a present obligation as a result of a past event, and it is
probable that the Group will be required to settle that obligation. Provisions are measured at the directorsÕ
best estimate of the expenditure required to settle the obligation at the balance sheet date, and are
discounted to present value where the effect is material.

(m) Leases

Rentals payable under operating leases are charged to profit or loss on a straight-line basis over the term
of the relevant lease. Benefits received and receivable as an incentive to enter into an operating lease are
recognised as a reduction of rental expense over the lease term on a straight-line basis.

(n) 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 retranslated at the rates prevailing on the balance sheet date. Non-monetary items
carried at fair value that are denominated in foreign currencies are retranslated 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 GroupÕs net investment in a foreign operation, in which
case, such exchange differences are recognised in equity in the consolidated financial statements. Exchange
differences arising on the retranslation of non-monetary items carried at fair value are included in profit
or loss for the year except for differences arising on the retranslation 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
GroupÕs 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 a separate component of equity (the exchange translation
reserve). Such exchange differences are recognised in profit or loss in the year in which the foreign
operating is disposed of.
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4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the GroupÕs accounting policies which are described in note 3, management has made
the following judgments that have significant effect on the amounts recognised in the consolidated financial
statements. The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year, are also discussed below.

Depreciation

The GroupÕs net book value of machinery and equipment as at 31st December 2006 was approximately
HK$1,236,000 (2005: HK$869,000). The Group depreciates the machinery and equipment on a straight-line basis
over the estimated useful life of three to five years, and after taking into account of their estimated residual value,
using the straight-line method, at the rate of 20 Ð 30% per annum, commencing from the date the equipment is
placed into productive use. The estimated useful life and dates that the Group places the equipment into productive
use reflects the directorsÕ estimate of the periods that the Group intend to derive future economic benefits from
the use of the GroupÕs machinery and equipment.

Allowance for bad and doubtful debts

The policy for allowance for bad and doubtful debts of the Group is based on the evaluation of collectability and
aging analysis of accounts and on managementÕs judgment. A considerable amount of judgment is required in
assessing the ultimate realisation of these receivables, including the current creditworthiness and the past collection
history of each customer. If the financial conditions of customers of the Group were to deteriorate, resulting in an
impairment of their ability to make payments, additional allowances may be required.

Allowance 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 finished goods 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.

5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The GroupÕs major financial instruments include trade receivables, amount due from an associate, other receivables,
bank borrowings, trade payables, accruals and other payables and receipts in advance. 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

Certain receivables and payables of the Group are denominated in foreign currencies. 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.
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Interest rate risk

The Group is exposed to interest rate risk through the impact of rate changes on interest bearing bank borrowings.

Credit risk

The GroupÕs maximum exposure to credit risk in the event of the counterparties failure to perform their obligations
as at 31st December 2006 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 receivables at each balance sheet date to ensure that adequate
impairment losses are made for irrecoverable amounts. In this regard, the directors of the Company consider that
the GroupÕs credit risk is significantly reduced.

6. TURNOVER

Turnover comprises:Ð

2006 2005
HK$Õ000 HK$Õ000

Sales of goods 4,703 9,690
Rental income from leasing of telecommunication and

computer telephony equipment 1,177 1,294
Service fees income 6,000 9,998

11,880 20,982
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7. SEGMENT INFORMATION

The primary segment is defined by major product and operational units, while secondary segment is defined by
geographical location of customers.

(a) Primary segment

The Group is organised into two products and operational units Ð telecommunications products and
computer telephony products. The telecommunications products and computer telephony products units
derive revenue from supply, development and integration of telecommunications and computer telephony
system and solutions, respectively. They also earn rental income from leasing telecommunications
equipments and computer telephony systems and earn fees for consulting and maintenance services.

Analysis by business segment is as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Turnover
Ð Telecommunications 3,404 7,228
Ð Computer telephony 8,476 13,754

11,880 20,982

Segment results
Ð Telecommunications 1,108 2,242
Ð Computer telephony 4,496 4,034

5,604 6,276
Unallocated corporate expenses (9,117) (7,805)

(3,513) (1,529)
Interest income 148 144
Finance costs (12) (87)
Net loss on write-off of deregistered subsidiaries Ð (94)
Share of result of an associate Ð (198)
Allowance for amount due from an associate (234) Ð

Loss for the year (3,611) (1,764)
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2006 2005
HK$Õ000 HK$Õ000

Other information:Ð

Depreciation of machinery and equipment
Ð Telecommunications 98 388
Ð Computer telephony 174 80
Ð Unallocated 24 159

296 627

Capital expenditures of machinery and equipment
Ð Telecommunications 88 21
Ð Computer telephony 147 Ð
Ð Unallocated 822 24

1,057 45

(Recovery of) / allowance for bad and doubtful receivables
Ð Telecommunications 123 255
Ð Computer telephony (330) 433
Ð Unallocated 6 10

(201) 698

Allowance for obsolete and slow-moving inventories
Ð Telecommunications 195 335
Ð Computer telephony 54 97
Ð Unallocated Ð 727

249 1,159

Net loss on disposal of machinery and equipment
Ð Telecommunications 179 11
Ð Computer telephony Ð 11
Ð Unallocated Ð Ð

179 22
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2006 2005
HK$Õ000 HK$Õ000

Segment assets
Ð Telecommunications 184 1,389
Ð Computer telephony 2,721 2,549

Unallocated corporate assets 16,621 9,413

Consolidated total assets 19,526 13,351

Segment liabilities
Ð Telecommunications 472 1,134
Ð Computer telephony 1,610 1,406

Unallocated corporate liabilities 1,460 2,076

Consolidated total liabilities 3,542 4,616

(b) Secondary segment

Analysis by geographical location is as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Turnover
Ð Hong Kong 11,346 20,796
Ð The PeopleÕs Republic of China (ÒPRCÓ) 534 186

11,880 20,982

Segment assets
Ð Hong Kong 18,076 11,212
Ð PRC 1,450 2,139

19,526 13,351

Additions to machinery and equipment
Ð Hong Kong 969 24
Ð PRC 88 21

1,057 45

8. FINANCE COSTS

The amount represents interest on bank overdrafts and trust receipt bank loans wholly repayable within five
years.
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9. LOSS FOR THE YEAR ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT

2006 2005
HK$Õ000 HK$Õ000

Loss for the year has been arrived at after charging / (crediting):Ð

Staff costs including directorsÕ emoluments (Note 10):Ð
Salaries and allowances 4,003 5,800
Contributions to retirement benefits scheme 160 212

4,163 6,012

AuditorsÕ remuneration
Ð current year 203 153
Ð over-provision in previous year Ð (47)

Depreciation of machinery and equipment 296 627
(Recovery of) / allowance for bad and doubtful receivables (201) 698
Allowance for amount due from an associate 234 Ð
Minimum lease payments under operating leases 880 622
Net loss on disposal of machinery and equipment 179 22
Allowance for obsolete and slow-moving inventories 249 1,159
Cost of inventories recognised as an expense 4,505 10,934
Net exchange loss 25 8
Net loss on write-off of deregistered subsidiaries Ð 94
Interest income (148) (144)
Rental income from leasing of telecommunication and

computer telephony equipment (1,177) (1,294)

10. DIRECTORSÕ EMOLUMENTS

The emoluments paid or payable to each of the 12 (2005: 11) directors were as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Executive Directors:Ð
Fees Ð Ð
Salaries and other benefits (Note (i)) 736 1,933
Contributions to retirement benefits scheme 24 52

760 1,985
Independent Non-Executive Directors:Ð

Fees 60 74

820 2,059
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Note:

(i) Other benefits include housing allowance.

One director (2005: One director) waived his emoluments in the years ended 31st December 2006 and
2005. No incentive payment for joining the Group or compensation for loss of office was paid or payable
to any director for the year.

The details of directorsÕ remuneration of each director for the years ended 31st December 2006 and 2005 are set
out below:Ð

2006

Non- executive Executive Contributions
directorsÕ directorsÕ Housing to retirement

Name of director fees salaries allowance scheme Total
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

Tsang Chi Hin Ð 264 192 12 468
Li Siu Ming (Note 8) Ð 60 Ð 3 63
Zeng Bangjian (Note 7) Ð 30 Ð 1 31
Ng Kam Wing (Note 7) Ð 30 Ð 1 31
Lam Kim Chau (Note 4) Ð 100 Ð 4 104
Wong Wai Ho (Note 5) Ð 60 Ð 3 63
Leung Lok Ming (Note 9) 20 Ð Ð Ð 20
Chong Cha Hwa (Notes 6 & 9) 4 Ð Ð Ð 4
Chan Ho Wah, Terence (Note 9) 20 Ð Ð Ð 20
Chow Dah Jen, David

(Notes 1 & 9) Ð Ð Ð Ð Ð
Lo Wa Kei, Roy (Notes 3 & 9) 5 Ð Ð Ð 5
Szeto Yat Kong (Notes 2 & 9) 11 Ð Ð Ð 11

60 544 192 24 820

Notes:

1. Resigned on 17th February 2006.

2. Appointed on 1st April 2006 and resigned on 26th October 2006.

3. Resigned on 1st April 2006.

4. Resigned on 30th April 2006.

5. Resigned on 10th May 2006.

6. Appointed on 26th October 2006.

7. Appointed on 1st December 2006.

8. Resigned on 1st January 2007.

9. The employees are independent non-executive directors.
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2005

Non- executive Executive Contributions
directorsÕ directorsÕ Housing to retirement

Name of director fees salaries allowance scheme Total
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

Tsang Chi Hin Ð 264 198 12 474
Lam Kim Chau Ð 487 Ð 12 499
Lau Kai Shun, Barry (Note 3) Ð 196 Ð 8 204
Wong Wai Ho Ð 270 Ð 11 281
Pong Kam Wah (Note 3) Ð 478 Ð 7 485
Li Siu Ming (Note 1) Ð 40 Ð 2 42
Yang Zhenhan (Notes 2 & 3) 12 Ð Ð Ð 12
Robert Brainin Issenman

(Notes 2 & 3) 14 Ð Ð Ð 14
Chan Ho Wah, Terence

(Notes 1 & 2) 8 Ð Ð Ð 8
Leung Lok Ming (Note 2) 20 Ð Ð Ð 20
Lo Wa Kei, Roy (Note 2) 20 Ð Ð Ð 20
Chow Dah Jen, David (Note 4) Ð Ð Ð Ð Ð

74 1,735 198 52 2,059

Notes:

1. Appointed on 12th August 2005.

2. The employees are independent non-executive directors.

3. Resigned on 12th August 2005.

4. Resigned on 17th February 2006.

11. EMPLOYEESÕ EMOLUMENTS

During the year, the five highest paid individuals included one director (2005: three directors) of the Company,
whose emoluments have been included in Note 10 above. However, one of the three highest paid executive
directors of the Company resigned and remained as an employee of the Group during the year 2005, whose
emoluments as directors are set out in Note 10 above. The emoluments of the four (2005: three (including the
resigned director)) individuals were as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Salaries and allowances 1,326 1,386
Contributions to retirement benefits scheme 46 34

1,372 1,420

During the year, no emoluments were paid to the five highest paid individuals (including directors and other
employees) as inducement to join or upon joining the Group or as compensation for loss of office.
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Their emoluments were within the following bands:Ð

No. of employees
2006 2005

Ð Nil to HK$1,000,000 4 3

12. INCOME TAX EXPENSES

(a) The Company is not subject to tax in Bermuda on its assessable profits or capital gains until March 2016.
Hong Kong Profits tax has not been provided as the Group had no assessable profit arising in nor derived
from Hong Kong. Overseas income tax has been provided by subsidiaries based on their estimated
taxable profits at the rates of taxation applicable in the respective jurisdictions in which they operate.

(b) The tax charge for the years can be reconciled to the loss per the consolidated income statement as
follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Loss for the year (3,611) (1,764)

Tax at the domestic income tax rate of 17.5% (632) (309)
Tax effect of expenses not deductible for tax purpose 485 1,182
Tax effect of income not taxable for tax purpose (15) (916)
Tax effect of tax losses and other temporary differences

not recognised 146 38
Effect of different tax rates of subsidiaries operating

in other jurisdictions 16 5

Tax charge for the year Ð Ð

(c) The principal components of the GroupÕs deferred tax assets not provided for, on the cumulative temporary
differences at the balance sheet date are as follows:Ð

Other Estimated
temporary tax
differences losses Total

HK$Õ000 HK$Õ000 HK$Õ000

At 1st January 2005 291 6,266 6,557
Movement for the year 34 4 38

At 31st December 2005 and 1st January 2006 325 6,270 6,595
Overprovision in prior years Ð (17) (17)
Movement for the year (15) 161 146

At 31st December 2006 310 6,414 6,724

No potential tax benefit and other temporary differences attributable to tax losses of the Group has been
recognised due to unpredictability of future profit streams (2005: Nil).
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13. DIVIDEND

No dividend was paid or proposed during the years ended 31st December 2006 and 2005, nor has any dividend
been proposed since the balance sheet date.

14. LOSS PER SHARE

The calculation of basic loss per share for the year is based on the loss for the year attributable to equity holders
of the parent of approximately HK$3,611,000 (2005: HK$1,764,000) and the weighted average of 235,432,329
(2005: 232,000,000) ordinary shares in issue during the year.

No diluted loss per share have been presented for two years ended 31st December 2006 and 2005 as there were no
diluting events existed during those years.

15. MACHINERY AND EQUIPMENT

Furniture, Equipment
fixtures on Equipment

and office Computer leased to for
equipment equipment customers development Total

HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

Cost
At 1st January 2005 1,050 3,387 2,264 1,674 8,375
Additions 32 13 Ð Ð 45
Disposals Ð Ð (271) Ð (271)
Transferred from inventories Ð 114 112 377 603
Transferred to inventories Ð (8) (1,258) (728) (1,994)
Reclassification Ð 36 Ð (36) Ð

At 31st December 2005 and
1st January 2006 1,082 3,542 847 1,287 6,758

Exchange adjustments 1 Ð Ð Ð 1
Additions 894 37 120 6 1,057
Disposals Ð Ð (274) Ð (274)
Transferred to inventories Ð Ð (464) Ð (464)

At 31st December 2006 1,977 3,579 229 1,293 7,078

Accumulated depreciation
At 1st January 2005 980 3,211 1,388 1,468 7,047
Charge for the year 72 152 256 147 627
Written back on disposals Ð Ð (244) Ð (244)
Transferred to inventories Ð Ð (1,036) (505) (1,541)
Reclassification Ð 1 Ð (1) Ð

At 31st December 2005 and
1st January 2006 1,052 3,364 364 1,109 5,889

Charge for the year 38 99 81 78 296
Written back on disposals Ð Ð (95) Ð (95)
Transferred to inventories Ð Ð (248) Ð (248)

At 31st December 2006 1,090 3,463 102 1,187 5,842

Carrying values
At 31st December 2006 887 116 127 106 1,236

At 31st December 2005 30 178 483 178 869
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16. INTEREST IN AN ASSOCIATE

2006 2005
HK$Õ000 HK$Õ000

Cost of investment in an associate Ð unlisted in PRC 377 377
Share of post-acquisition losses and reserves, net of dividends received (377) (377)

Ð Ð

Details of the associate are as follow:Ð

Percentage of
Form of Place of equity interest
business incorporation/ Class of attributable

Name structure operations share held to the Group Principal activity

Beijing Teletron Incorporated PRC Ordinary 40% Provision of
System Integration telecommunications
Company Limited and computer
(ÒBeijing TeletronÓ) telephony solutions

There were no other associate held by the Group as at 31st December 2006.

The summarised financial information in respect of the GroupÕs associate is set out below:Ð

2006 2005
HK$Õ000 HK$Õ000

Total assets 514 1,670
Total liabilities (3,038) (3,368)

Net liabilities (2,524) (1,698)

GroupÕs share of net asset of the associate Ð Ð

Revenue 1,559 2,789

Loss for the year (826) (474)

GroupÕs share of result of the associate for the year Ð (198)

The Group has discontinued recognising of its share of loss of an associate since the GroupÕs share of loss of
Beijing Teletron in the year equals or exceeds its interest in this associate. The amounts of unrecognised share of
an associate, extracted from the summarised financial information in respect of the GroupÕs associate is set out
below:

2006 2005
HK$Õ000 HK$Õ000

Unrecognised share of loss of an associate for the year 330 276

Accumulated unrecognised share of loss of an associate 1,009 679



60

APPENDIX I FINANCIAL INFORMATION OF THE GROUP

17. AVAILABLE-FOR-SALE FINANCIAL ASSET

The asset represents a nominee membership in a golf club in the PRC. It is measured at cost less impairment at
each balance sheet date. In the opinion of the directors, the fair value was approximated to the corresponding
carrying amount.

18. INVENTORIES

2006 2005
HK$Õ000 HK$Õ000

Inventories consisted of:Ð
Telecommunication and computer telephony hardware products 320 1,999
Less: Allowance for obsolete and slow-moving inventories (110) (1,706)

210 293

As at 31st December 2006, inventories of approximately HK$192,000 (2005: HK$143,000) were stated at net
realisable value.

19. TRADE RECEIVABLES

Trade receivables consisted of:Ð

2006 2005
HK$Õ000 HK$Õ000

Account receivables 2,513 3,087
Retention receivables 1,195 1,355

3,708 4,442
Less: Accumulated impairment (1,726) (2,502)

1,982 1,940

The Group normally grants to its customers credit period ranging from 30 days to 60 days. Aging analysis of
trade receivables is as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

0 to 1 month 1,771 1,597
1 to 2 months 114 391
2 to 3 months 46 197
3 to 6 months 26 747
6 to 9 months 50 65
9 to 12 months 219 32
Over 12 months 1,482 1,413

3,708 4,442

The fair value of the GroupÕs trade receivables at the balance sheet date approximates the corresponding carrying
amount.
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20. AMOUNT DUE FROM AN ASSOCIATE

The amount is unsecured, non-interest bearing and repayable on demand. The directors consider that the carrying
value of the amount at the balance sheet date approximates its fair value.

21. PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

2006 2005
HK$Õ000 HK$Õ000

Prepayments, deposits and other receivables consisted of:Ð
Prepayments 1,549 203
Rental and utility deposits 327 260
Other receivables 3,146 245
Other deposit (note a) 6,000 Ð

11,022 708

Note a: Other deposit represents deposit paid by a wholly-owned subsidiary of the Company which entered
into a non-legally binding memorandum of understanding (ÒMOUÓ) on 5th December 2006 with an
independent third party in relation to the possible acquisition of a subsidiary. According to the MOU,
if no formal sales and purchases agreement has been entered into within 120 days from the date of the
MOU (or such date to be agreed by the parties thereto), the deposit will be refunded to the Group in
full. Details of the MOU are set out in the Circulars of the Company dated 6th December 2006 and
15th February 2007.

The fair values of the GroupÕs prepayments, deposits and other receivables at the balance sheet date approximate
the corresponding carrying amounts.

22. PLEDGED BANK DEPOSITS

The amount represents deposits pledged to banks to secure bank overdrafts and undrawn facilities granted to the
Group. The deposits carry variable interest rates. The pledged bank deposits had been released during the year as
the Group has repaid the bank borrowings in full and cancelled all banking facilities as at 31st December 2006.

23. TRADE PAYABLES

The Group is normally granted by its vendors credit periods ranging from 0 day to 30 days. Aging analysis of
trade payables is as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

0 to 1 month 178 362
1 to 2 months 351 161
2 to 3 months 297 82
3 to 6 months Ð Ð
6 to 12 months Ð 90
Over 12 months 52 46

878 741

The fair value of the GroupÕs trade payables at the balance sheet date approximates the corresponding carrying
amount.
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24. SHORT-TERM BANK BORROWINGS

Short-term bank borrowings consisted of:Ð

2006 2005
HK$Õ000 HK$Õ000

Bank overdrafts Ð secured Ð 510
Trust receipts bank loans Ð secured Ð 576

Ð 1,086

At 31st December 2006 and 2005, all short-term bank borrowings are variable-rate borrowings which carry
interest per annum as follows:Ð

2005 and 2006

Bank overdrafts Ð secured Hong Kong Prime-rate
Trust receipts bank loans Ð secured Standard bills rate plus 1.25%

25. SHARE CAPITAL

Number of shares Nominal value
Ô000 HK$Õ000

Authorised:
Ordinary shares of HK$0.1 each at 1st January 2005 and

31st December 2005 1,000,000 100,000
Shares sub-divided upon capital reduction (note a) 99,000,000 Ð

Ordinary shares of HK$0.001 each at 31st December 2006 100,000,000 100,000

Issued and fully paid:
Ordinary shares of HK$0.1 each at 1st January 2005 and

31st December 2005 232,000 23,200
Capital reduction (note a) Ð (22,968)
Issue of new shares of HK$0.001 each (note b) 46,400 46

Ordinary shares of HK$0.001 each at 31st December 2006 278,400 278

The movements in the ordinary share capital for the year ended 31st December 2006 are as follows:

(a) By a resolution passed at the special general meeting of the Company held on 31st October 2006, it was
resolved that with effect from 1st November 2006:

(i) the nominal value of the shares in issue was reduced from HK$0.10 each to HK$0.001 each by
canceling the issued share capital to the extent of HK$0.099 paid up on each of the issued shares
(ÒCapital ReductionÓ);

(ii) all the authorised share capital of the Company of HK$100,000,000 will be divided into
100,000,000,000 shares of HK$0.001 each in the share capital of the Company upon the Capital
Reduction which rank pari passu with the then existing shares of the Company;
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(iii) the credit arising from the Capital Reduction was entirely transferred to the contributed surplus
account of the Company;

(iv) the entire amount standing to the credit of the share premium account of the Company as at 30th
June 2006 was cancelled (ÒShare Premium ReductionÓ) and the credit arising from the Share
Premium Reduction was entirely transferred to the contributed surplus account of the Company;
and

(v) an amount equivalent to the amount of the accumulated losses of the Company as at 30th June
2006 was applied from the contributed surplus account against such accumulated losses in full.

Details of the above are set out in the Circular of the Company dated 6th October 2006.

(b) 46,400,000 shares of HK$0.001 each were issued and allotted to a third party at HK$0.241 per share,
representing a discount of approximately 19.67% on the closing price of HK$0.30 per share on 20th
November 2006 under a private share placement. The shares issued expenses amounting to HK$417,000
had been deducted from the share premium account.

Shares were issued under the general mandate granted to the directors on 28th April 2006.

All the new ordinary shares issued during the year ended 31st December 2006 rank pari passu in all respects with
the existing ordinary shares of the Company.

26. SHARE OPTION SCHEME

The Company has adopted a Share Option Scheme on 3rd May 2000 (ÒShare Option SchemeÓ), pursuant to which
it may grant options to employees (including executive directors) of the Group to subscribe for shares in the
Company. Pursuant to the Share Option Scheme, options were granted on 30th June 2000 to executive directors
and other employees of the Group to subscribe for an aggregate of 19,420,000 shares in the Company at a price of
HK$1.30 per share, during the exercise period from 1st July 2003 to 30th June 2010. No options were granted
during the year ended 31st December 2006 under the Share Option Scheme.

Pursuant to resolutions passed at a special general meeting of the shareholders held on 13th November 2002, the
Company terminated the Share Option Scheme and adopted a new share option scheme (ÒNew Share Option
SchemeÓ) in order to comply with the new requirements of Chapter 23 of GEM Listing Rules effected on 1st
October 2001. Under the terms of the New Share Option Scheme, the board of directors of the Company may, at
their discretion, grant options to the participants fall within the definition prescribed in the New Share Option
Scheme including the employees, non-executive directors of the Company or its subsidiaries, etc., to subscribe
for shares in the Company at a price determined by the CompanyÕs board of directors, and will not be less than
the highest of (i) the nominal value of the shares; (ii) the average closing price of the shares quoted on the GEM
on the five trading days immediately preceding the date of grant; and (iii) the closing price of the shares quoted
on the GEM on the date of grant, subject to a maximum of 10% of the issued share capital of the Company from
time to time. The number of shares in respect of which options may be granted to any individual in any one year
is not permitted to exceed 1% of the shares of the Company in issue at any point in time, without prior approval
from the CompanyÕs shareholders. Options granted to substantial shareholders or independent non-executive
directors in excess of 0.1% of the CompanyÕs share capital in issue and with an aggregate value (based on the
closing price of the shares on the date of grant) in excess of HK$5 million must be approved by the CompanyÕs
shareholders.

The New Share Option Scheme will remain in force for a period of 10 years from 13th November 2002. A
nominal consideration of HK$1 is payable on acceptance of the grant of an option.

There were no options granted to any directors and employees of the Group under the New Share Option Scheme
in respect of services provided to the Group for the two years ended 31st December 2005 and 2006. There is no
effect to the GroupÕs results and financial position upon the adoption of HKFRS 2.
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Movements of employee share options during the two years ended 31st December 2006 and 2005, were:Ð

2006
Number of share options

Outstanding Cancelled/ Outstanding
at 1st Granted Exercised lapsed at 31st

Exercisable Subscription January during during during December
Date of grant period Price per share 2006 the year the year the year 2006

HK$

Directors 30/6/2000 1/7/2003 to 30/6/2010 1.30 3,000,000 Ð Ð (3,000,000 ) Ð
Employees 30/6/2000 1/7/2003 to 30/6/2010 1.30 660,000 Ð Ð (660,000 ) Ð

3,660,000 Ð Ð (3,660,000 ) Ð

2005
Number of share options

Outstanding Cancelled/ Outstanding
at 1st Granted Exercised lapsed at 31st

Exercisable Subscription January during during during December
Date of grant period Price per share 2005 the year the year the year 2005

HK$

Directors 30/6/2000 1/7/2003 to 30/6/2010 1.30 9,800,000 Ð Ð (6,800,000 ) 3,000,000
Employees 30/6/2000 1/7/2003 to 30/6/2010 1.30 760,000 Ð Ð (100,000 ) 660,000

10,560,000 Ð Ð (6,900,000 ) 3,660,000

27. BALANCE SHEET OF THE COMPANY

2006 2005
HK$Õ000 HK$Õ000

Non-current asset
Interests in subsidiaries 8,801 8,791

Current assets
Amounts due from subsidiaries 18,143 7,756
Prepayments 173 173
Bank balances 39 53

18,355 7,982

Current liability
Accruals 809 342

Net current assets 17,546 7,640

Net assets 26,347 16,431

Capital and reserves
Share capital 278 23,200
Reserves (Note 28) 26,069 (6,769)

ShareholdersÕ fund 26,347 16,431
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28. RESERVES OF THE COMPANY

Share Contributed Accumulated
premium surplus loss Total
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

At 1st January 2005 29,135 8,585 (43,890) (6,170)
Loss for the year Ð Ð (599) (599)

At 31st December 2005 and
1st January 2006 29,135 8,585 (44,489) (6,769)

Capital Reduction Ð 22,968 Ð 22,968
Share Premium Reduction (29,135) 29,135 Ð Ð
Elimination of accumulated losses

of the Company Ð (44,189) 44,189 Ð
Issue of shares during the year 10,719 Ð Ð 10,719
Loss for the year Ð Ð (849) (849)

At 31st December 2006 10,719 16,499 (1,149) 26,069

Note:Ð

Under the Companies Act 1981 of Bermuda, the contributed surplus account of the Company is available for
distribution. However, the Company cannot declare or pay a dividend, or make a distribution out of contributed
surplus if

(a) it is, or would after the payment be, unable to pay its liabilities as they become due; or

(b) the realisable value of its assets would thereby be less than the aggregate of its liabilities and its issued
share capital and share premium account.

In the opinion of the directors, no reserves are available for distribution to shareholders at 31st December 2006
and 2005.

29. OPERATING LEASE COMMITMENTS

The Group had commitments for future minimum lease payments in respect of premises under various non-
cancellable operating leases which fall due as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Within one year 1,412 511
In the second to fifth year inclusive 1,073 102

2,485 613

Operating lease payments represent rentals payable by the Group for certain of its office properties and staff
quarters. Both leases are negotiated and rental are fixed for an average of 2 years.
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30. RETIREMENT BENEFITS SCHEMES

The Group maintains various retirement schemes for its employees. The retirement scheme for employees of PRC
representative office is a mandatory central pension scheme organised by the PRC government, the assets of
which are held separatively from those of the Group. Contributions made are based on a percentage of the eligible
employeesÕ salaries and are charged to the income statement as they became payable, in accordance with the rules
of the scheme. The employer contributions vest fully once they are made. The GroupÕs Hong Kong employees are
covered by the mandatory provident fund, which is managed by an independent trustee. The Group and its Hong
Kong employees each make monthly contributions to the scheme at 5% of the employeesÕ cash income with the
maximum contribution by each of the Group and the employees limited to HK$1,000 per month.

During the year, the aggregate contributions made by the Group to the retirement schemes were approximately
HK$160,000 (2005: HK$212,000). During the year, there were no material forfeitures available to offset the
GroupÕs future contributions (2005: Nil).

31. BANKING FACILITIES AND PLEDGE OF ASSETS

As at 31st December 2005, the Group had aggregate banking facilities of approximately HK$7,000,000 from
several banks for overdrafts, loans, and trade financing. Unused facilities as at the balance sheet date amounted to
approximately HK$5,914,000. These facilities were secured by the GroupÕs bank deposits of approximately
HK$2,000,000.

The Group did not have any charges on other assets as at 31st December 2006 and 2005.

32. RELATED PARTY TRANSACTIONS

(a) Compensation of directors and key management personnel

The remuneration of directors and other members of key management during the year was as follows:Ð

2006 2005
HK$Õ000 HK$Õ000

Short-term benefits 796 2,007
Other long-term benefits 24 52

820 2,059

The remuneration of directors and key executives is determined by the Remuneration Committee having
regard to the performance of individuals and market trends.

(b) Amount due from an associate

The amount due from an associate is set out in the consolidated balance sheet on page 41. The term is set
out in note 20.
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33. SUBSIDIARIES

Details of the CompanyÕs subsidiaries as at 31st December 2006 are as follows:Ð

Proportion of
Place of Issued and ownership
incorporation/ Class of fully paid interest held by Principal

Name operations shares held share capital the Company activity
Directly Indirectly

CentreWorld Holding British Virgin Ordinary US$1,029 100% Ð Investment holding
Limited Islands

(ÒBVIÓ)

Interworth, Inc BVI Ordinary US$100 Ð 100% Investment holding

Proactive Technology Hong Kong Ordinary HK$1,000,000 Ð 100% Provision of
Limited telecommunications

and computer
telephony solutions

Proactive International Hong Kong Ordinary HK$100,000 Ð 100% Trading of
Limited telecommunications

products and
provision of
management
consultancy
services

Netwin Worldwide Limited BVI Ordinary US$100 Ð 100% Investment holding

Proactive Technology PRC Ordinary RMB5,000,000 Ð 100% Trading of
Development (Beijing) telecommunications
Limited (Note a) products and

provision of
tele-commerce
services

Proactive Multimedia Hong Kong Ordinary HK$2 Ð 100% Provision of
Marketing Agency telecommunications
Limited and computer

telephony solutions

Money Holder Limited Hong Kong Ordinary HK$10,000 100% Ð Not yet commenced
business

Dragon Billion Limited Hong Kong Ordinary HK$1 100% Ð Not yet commenced
 business

China Railway Logistic Hong Kong Ordinary HK$1 100% Ð Not yet commenced
Limited business

Note a: The Company is a wholly foreign owned enterprise in the PRC.

None of the subsidiaries had any debt securities subsisting at end of the year or at any time during the year.
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3. THE AUDITED CONSOLIATED FINANCIAL STATEMENTS FOR THE YEAR ENDED
31ST DECEMBER 2005

The following financial information has been extracted from the annual report of the Company for
the year ended 31st December 2005.

Consolidated income statement
For the year ended 31st December 2005

2005 2004
NOTES HK$Õ000 HK$Õ000

Turnover (7) 20,982 17,515
Cost of sales (11,524) (9,386)

Gross profit 9,458 8,129
Other operating income 633 14
Distribution and selling expenses (34) (20)
General and administrative expenses (11,536) (15,479)
Finance costs (9) (87) (39)
Share of result of an associate (198) 198

Loss before tax (10) (1,764) (7,197)
Income tax expenses (13) Ð (51)

Loss for the year attributable to
equity holders of the parent (1,764) (7,248)

Loss per share
Basic (14) 0.8 cents 3.1 cents
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Consolidated balance sheet
As at 31st December 2005

2005 2004
NOTES HK$Õ000 HK$Õ000

Non-current assets
Machinery and equipment (15) 869 1,328
Development expenditures (16) Ð Ð
Interest in an associate (17) Ð 861
Available-for-sale financial asset (18) 286 Ð
Other investment (19) Ð 286

1,155 2,475

Current assets
Inventories (20) 293 1,831
Trade receivables (21) 1,940 2,461
Amount due from an associate (22) 706 Ð
Prepayments, deposits and other receivables (23) 708 1,219
Pledged bank deposits (24) 2,000 5,002
Bank balances and cash 6,549 4,761

12,196 15,274
Current liabilities

Short-term bank borrowings (25) 1,086 874
Trade payables (26) 741 1,104
Accruals and other payables 2,153 3,127
Receipts in advance 636 2,242

4,616 7,347

Net current assets 7,580 7,927

Net assets 8,735 10,402

Capital and reserves
Share capital (27) 23,200 23,200
Reserves (14,465) (12,798)

Equity attributable to equity holders of the parent 8,735 10,402
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Consolidated statement of changes in equity
For the year ended 31st December 2005

Attributable to equity holders of the parent

Exchange
Share Share Capital translation Accumulated

capital premium reserve reserve losses Total
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

(Note 29)

At 1st January 2004 23,200 29,135 3,530 (37) (38,191) 17,637
Exchange differences arising on

translation of foreign operations Ð Ð Ð 13 Ð 13
Loss for the year Ð Ð Ð Ð (7,248) (7,248)

At 31st December 2004 and
1st January 2005
As originally stated 23,200 29,135 3,530 (24) (45,439) 10,402
Effect of changes in accounting

policies (see Note 3) Ð Ð (3,530) Ð 3,530 Ð

As restated 23,200 29,135 Ð (24) (41,909) 10,402
Loss for the year Ð Ð Ð Ð (1,764) (1,764)
Release of translation reserve

on dissolve of subsidiaries Ð Ð Ð 72 22 94
Exchange differences arising

on translation of foreign
operations Ð Ð Ð 3 Ð 3

At 31st December 2005 23,200 29,135 Ð 51 (43,651) 8,735
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Consolidated cash flow statement
For the year ended 31st December 2005

2005 2004
HK$Õ000 HK$Õ000

Operating activities
Loss before tax (1,764) (7,197)
Adjustments for:Ð

Interest income (144) (14)
Finance costs 87 39
Depreciation of machinery and equipment 627 1,469
Net loss on disposal of machinery and equipment 22 75
Write off of development expenditures Ð 292
Share of result of an associate 198 (198)
Allowance for bad and doubtful receivables 698 161
Allowance for obsolete and slow-moving inventories 1,159 1,894

Operating cash flows before movements in working capital 883 (3,479)
Decrease / (increase) in inventories 229 (1,510)
(Increase) / decrease in trade receivables (177) 527
Decrease in prepayments, deposits and other receivables 511 31
Increase in amount due from an associate (43) (429)
Decrease in trade payables (363) (53)
(Decrease) / increase in accruals and other payables (974) 63
(Decrease) / increase in receipts in advance (1,606) 1,009

Cash used in operations (1,540) (3,841)
Interest paid (87) (39)
Overseas taxes paid Ð (51)

Net cash used in operating activities (1,627) (3,931)

Investing activities
Decrease in pledged bank deposits 3,002 Ð
Purchase of machinery and equipment (45) (19)
Proceeds on disposal of machinery and equipments 5 Ð
Interest received 144 14

Net cash from / (used in) investing activities 3,106 (5)

Cash from financing activity
Increase in trust receipts bank loans 95 167

Net increase / (decrease) in cash and cash equivalents 1,574 (3,769)
Cash and cash equivalents at the beginning of the year 4,368 8,124
Effect of changes in foreign exchange rate 97 13

Cash and cash equivalents at the end of the year 6,039 4,368

Cash and cash equivalents at 31st December, represented by:Ð
Bank balances and cash 6,549 4,761
Bank overdrafts (510) (393)

6,039 4,368
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Notes to the consolidated financial statements
For the year ended 31st December 2005

1. GENERAL

Proactive Technology Holdings Limited (Òthe CompanyÓ) was incorporated in Bermuda on 25th February 2000 as
an exempted company with limited liability under the Companies Act 1981 of Bermuda. Its shares are listed on
the Growth Enterprise Market (ÒGEMÓ) of The Stock Exchange of Hong Kong Limited since 18th May 2000.

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

The Company is an investment holding company. Its subsidiaries are principally engaged in investment holding,
design, development and sale of value-added telecommunications products and computer telephony products.

2. 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 (ÒHKFRSsÓ), Hong Kong Accounting Standards (ÒHKASsÓ) and Interpretations (hereinafter collectively
referred to as Ònew HKFRSsÓ) issued by the Hong Kong Institute of Certified Public Accountants (ÒHKICPAÓ)
that are effective for accounting periods beginning on or after 1st January 2005. The application of the new
HKFRSs has resulted in a change in the presentation of the consolidated income statement, consolidated balance
sheet, and consolidated statement of changes in equity. In particular, the presentation of minority interests and
share of tax of an associate have been changed. The changes in presentation have been applied retrospectively.
The adoption of the new HKFRSs has resulted in changes to the GroupÕs 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:Ð

Business combinations

In the current year, the Group has applied HKFRS 3 ÒBusiness CombinationsÓ which is effective for business
combinations for which the agreement date is on or after 1st January 2005. The principal effects of the application
of HKFRS 3 to the Group are summarised below:Ð

Excess of the GroupÕs interest in the net fair value of acquireeÕs identifiable assets, liabilities and contingent
liabilities over cost (previously known as Ònegative goodwillÓ)

In accordance with HKFRS 3, any excess of the GroupÕs interest in the net fair value of acquireeÕs identifiable
assets, liabilities and contingent liabilities over the cost of acquisition (Òdiscount on acquisitionÓ) is recognised
immediately in profit or loss in the year in which the acquisition takes place. In previous years, negative goodwill
arising on acquisitions prior to 1st January 2001 was held in reserves. In accordance with the relevant transitional
provisions in HKFRS 3, the Group derecognised all negative goodwill on 1st January 2005, of which HK$3,530,000
was previously recorded in reserves. A corresponding decrease to the GroupÕs accumulated losses has been made
(see Note 3 for the financial impact).

Financial instruments

In the current year, the Group has applied HKAS 32 Ò Financial Instruments: Disclosure and PresentationÓ and
HKAS 39 ÒFinancial Instruments: Recognition and MeasurementÓ. HKAS 32 requires retrospective application.
HKAS 39, which is effective for accounting periods beginning on or after 1st January 2005, generally does not
permit the recognition, derecognition or measurement of financial assets and liabilities on a retrospective basis.
The application of HKAS 32 has had no material impact on how financial instruments of the Group are presented
for current and prior accounting periods. The principal effects resulting from the implementation of HKAS 39 are
summarised below:Ð

Classification and measurement of financial assets and financial liabilities

The Group has applied the relevant transitional provisions in HKAS 39 with respect to classification and
measurement of financial assets and financial liabilities that are within the scope of HKAS 39.
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By 31st December 2004, the Group classified and measured its debt and equity securities in accordance with the
benchmark treatment of Statement of Standard Accounting Practice 24 (ÒSSAP 24Ó). Under SSAP 24, investments
in debt or equity securities are classified as Òinvestment securitiesÓ, Òother investmentsÓ or Òheld-to-maturity
investmentsÓ as appropriate. ÒInvestment securitiesÓ are carried at cost less impairment losses (if any) while
Òother investmentsÓ are measured at fair value, with unrealised gains or losses included in profit or loss. Held-to-
maturity investments are carried at amortised cost less impairment losses (if any). From 1st January 2005 onwards,
the Group has classified and measured its debt and equity securities in accordance with HKAS 39. Under HKAS
39, financial assets are classified as Òfinancial assets at fair value through profit or lossÓ, Òavailable-for-sale
financial assetsÓ, Òloans and receivablesÓ, or Òheld-to-maturity financial assetsÓ. The classification depends on
the purpose for which the assets are acquired. ÒFinancial assets at fair value through profit or lossÓ and Òavailable-
for-sale financial assetsÓ are carried at fair value, with changes in fair values recognised in profit or loss and
equity respectively. Available-for-sale equity investments that do not have quoted market prices in an active
market and whose fair value cannot be reliably measured and derivates that are linked to and must be settled by
delivery of such unquoted equity instruments are measured at cost less impairment after initial recognition.
ÒLoans and receivablesÓ and Òheld-to-maturity financial assetsÓ are measured at amortised cost using the effective
interest method after initial recognition.

On 1st January 2005, the Group classified and measured its debt and equity securities in accordance with the
transitional provisions of HKAS 39. As a result, Òother investmentÓ amounted to HK$286,000 has been classified
as available-for-sale financial assets on 1st January 2005 (see Note 3 for the financial impact).

Financial assets and financial liabilities other than debt and equity securities

From 1st January 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 Òfinancial
assets at fair value through profit or lossÓ, Òavailable-for-sale financial assetsÓ, Òloans and receivablesÓ or Òheld-
to-maturity financial assetsÓ. Financial liabilities are generally classified as Òfinancial liabilities at fair value
through profit or lossÓ or Òother financial liabilitiesÓ. 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. ÒOther financial
liabilitiesÓ are carried at amortised cost using the effective interest method after initial recognition. The Group
has applied the relevant transitional provisions in HKAS 39. However, there has been no material effect on how
the results for the current accounting year are prepared and presented.

Share-based payments

In the current year, the Group has applied HKFRS 2 ÒShare-based PaymentÓ which requires an expense to be
recognised where the Group buys goods or obtains services in exchange for shares or rights over shares (Òequity-
settled transactionsÓ), or in exchange for other assets equivalent in value to a given number of shares or rights
over shares (Òcash-settled transactionsÓ). The principal impact of HKFRS 2 on the Group is in relation to the
expensing of the fair value of share options granted to directors and employees 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. The Group has applied HKFRS 2 to
share options granted on or after 1st January 2005. In relation to share options granted before 1st January 2005,
the Group chooses not to apply HKFRS 2 with respect to share options granted on or before 7th November 2002
and vested before 1st January 2005. The application of HKFRS 2 has had no material impact on how financial
instruments of the Group are presented for current and prior accounting years.
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3. SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES

The cumulative effects of the application of the new HKFRSs on 31st December 2004 and 1st January 2005 are
summarised below:Ð

As at As at
31st December 2004 1st January 2005

(originally stated) Prospective adjustments (restated)
HK$Õ000 HK$Õ000 HK$Õ000 HK$Õ000

HKFRS 3 HKAS 39

Other investment 286 Ð (286) Ð
Available-for-sale

financial asset Ð Ð 286 286
Other assets / liabilities 10,116 Ð Ð 10,116

Total effects on assets
and liabilities 10,402 Ð Ð 10,402

Share capital 23,200 Ð Ð 23,200
Accumulated losses (45,439) 3,530 Ð (41,909)
Capital reserve 3,530 (3,530) Ð Ð
Other reserves 29,111 Ð Ð 29,111

Total effects on equity 10,402 Ð Ð 10,402

The Group has not early applied the following new standards and interpretations that have been issued but are not
yet effective. The directors of the Company anticipate that the application of these standards or interpretations
will have no or any material impact on the financial statements of the Group.

HKAS 1 (Amendment) Capital Disclosures1

HKAS 19 (Amendment) Actuarial Gains or Losses, Group Plans and Disclosures2

HKAS 21 (Amendment) Net Investment in a Foreign Operation2

HKAS 39 (Amendment) Cash Flow Hedge Accounting of Forecast Intragroup Transactions2

HKAS 39 (Amendment) The Fair Value Option2

HKAS 39 & HKFRS 4 (Amendments) Financial Guarantee Contracts2

HKFRS 6 Exploration for and Evaluation of Mineral Resources2

HKFRS 7 Financial Instruments: Disclosures1

HK(IFRIC)-Int 4 Determining whether an Arrangement Contains a Lease2

HK(IFRIC)-Int 5 Rights to Interests arising from Decommissioning, Restoration and
Environmental Rehabilitation Funds2

HK(IFRIC)-Int 6 Liabilities arising from Participating in a Specific Market, Waste
Electrical and Electronic Equipment3

HK(IFRIC)-Int 7 Applying the Restatement Approach under HKAS 29 Financial Reporting
in Hyperinflationary Economies4

1 Effective for annual periods beginning on or after 1st January 2007.
2 Effective for annual periods beginning on or after 1st January 2006.
3 Effective for annual periods beginning on or after 1st December 2005.
4 Effective for annual periods beginning on or after 1st March 2006.
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4. PRINCIPAL ACCOUNTING POLICIES

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

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

(a) 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.

(b) Excess of an acquirerÕs interest in the net fair value of an acquireeÕs identifiable assets, liabilities
and contingent liabilities over cost (Òdiscount on acquisitionsÓ)

A discount on acquisition arising on an acquisition of a subsidiary or an associate for which an agreement
date is on or after 1st January 2005 represents the excess of the net fair value of an acquireeÕs identifiable
assets, liabilities and contingent liabilities over the cost of the business combination. Discount on acquisition
is recognised immediately in profit or loss. A discount on acquisition arising on an acquisition of an
associate (which is accounted for using the equity method) is included as income in the determination of
the investorÕs share of results of the associate in the year in which the investment is acquired.

As explained in note 3 above, all negative goodwill as at 1st January 2005 has been derecognised with a
corresponding adjustment to the GroupÕs accumulated losses.

(c) 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 GroupÕs share of the
profit or loss and of changes in equity of the associate, less any identified impairment loss. When the
GroupÕs 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 GroupÕs 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 GroupÕs interest in the relevant associate.

(d) Revenue recognition

(i) Revenue from the supply, development and integration of telecommunication and computer
telephony systems

Revenue from the supply, development and integration of telecommunication and computer
telephony systems is recognised when the merchandise is delivered and the related development
and integration services are completed.

(ii) Rental income from leasing of telecommunication and computer telephony equipment

Rental income from leasing of telecommunication and computer telephony equipment is recognised
on a straight-line basis over the respective period of the leases.
























































































































































































