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REBZPHBREDREFSLBEMZEEHEE]  The Group's financial statements are prepared in accordance with
([BBEFRA) RE - MEBSFRANAEETE  generally accepted accounting principles applicable in Hong Kong
AT EANREREBHEAETRA ([EEHEE (HKGAAP), which differ in certain significant respects from accounting
FRA) - B RAEERSHREIRAR ZZ  principles generally accepted in the United States (USGAAP). Differences
EHREE 7 REEEEN (WA FERE) RRFEES between HKGAAP and USGAAP which have significant effects on the profit
(R #Em) N ERTE - ZaiaT - attributable to shareholders (net income) and shareholders’ funds

(shareholders’ equity) of the Group are summarised as follows:

BENA=+—HLEE
Year ended 31st August
2001 2000 1999
[ff 5 Note FHET HK$000 TET HK$000 F&EL HK$ 000

B R PEERE R (AR PROFIT ATTRIBUTABLE TO
SHAREHOLDERS (NET INCOME)

REFEG R As stated under HKGAAP 53,927 70,001 27,481
SEeRACAE USGAAP adjustments:
HEBREREZEEER Compensation cost for share options (a) (184) (8,460) (825)
k3 Amortisation of goodwill (b (1,019) (1,018) (679)
EREES R Deferred advertising and
HEEA promotional expenses [c) - 6,753 (6,753)
BREBEHRAAE ZRERIE  Deferred tax on USGAAP adjustment - (1,080) 1,080
BEMRMEFEZ Deferred tax on accelerated
RIERIR depreciation (d) 1,242 (46) (4,038)
BEEEEHRAGEZ Profit attributable to shareholders
BR AR (WA FER) (net income) under USGAAP 53,966 66,150 16,266

REZEHSHRAEE 2 SRAF] Earnings per share under USGAAP
BN Basic le) 11.0 cents 14.1 cents 4.1 cents

CEE Diluted le] 10.9 cents 13.8 cents 4.0 cents
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J\B=+—H 31st August

2001 2000
#f & Note Tt HK$'000 FAITL HK$'000
SHAREHOLDERS’ FUNDS (SHAREHOLDERS’
EQUITY)
As stated under HKGAAP 805,306 753,424
USGAAP adjustments:
Goodwill [c] 5,092 5,092
Accumulated amortisation of goodwill (c] (2,716) (1,697)
Deferred tax liabilities (d) (4,571) (5,813)
Shareholders’ funds
(shareholders’ equity) under USGAAP 803,111 751,006

(a] Compensation cost for share options
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Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” ("APB 25”) and related interpretations have been
applied in the computation of the compensation cost for the
outstanding share options granted to the Group’s employees.

Under HKGAAP, no compensation cost to staff is required to be
recognised in respect of the grant of share options. Proceeds from
issue of shares upon the exercise of share options are credited to
share capital and share premium account respectively and there is
no effect on the results of the Company in connection with any share
option schemes.

On 19th September 1997, the Company issued 1,500,000 options to
certain executive directors of the Group at an exercise price fixed at
HK$1.20 on 19th September 1997. The difference of HK$0.30 per share
between the exercise price of HK$1.20 and the market value of the
shares on 19th September 1997 of HK$1.50 is being amortised to the
statements of income over the vesting period of the options of three
years up to 18th September 2000. Pursuant to a board resolution
passed on 20th October 2000, the options were cancelled and on the
same date, 1,500,000 options were issued to the same executive
directors at an exercise price fixed at HK$0.58 per share. Because of
this repricing arrangement, the 1,500,000 options shall be accounted
for as variable options since that date in accordance with Financial
Accounting Standards Board ("FASB”) Interpretation No. 44,
“Accounting for Certain Transactions Involving Stock Compensation”
(“FIN 447), an interpretation of APB 25. Compensation expense is
recognised based on the difference between the exercise price of
HK$0.58 and the Company’s share price at the date on which they are
exercised or at each balance sheet date if they are still outstanding.
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(a) BRIEZEIEEH (&) (a] Compensation cost for share options (Cont’d]
EETES (BEZZHITES) RETZF X Pursuant to a board resolution passed on 20th October 2000,
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20,908,000 options out of 21,030,000 options granted to certain
employees including three executive directors on 2nd June 2000 at
an exercise price of HK$1.50 were cancelled. On the same date,
20,908,000 new options were issued to the same employees including

the three executive directors at an exercise price fixed at HK$0.58.

BHEERHE - I ZRERE AR IEFIN 440 2 ) Because of this repricing arrangement, these options shall also be
B R REF 2CABE - MRS B A TR IE TS (B 0.58 accounted for as variable options in accordance with FIN 44 and
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(b

compensation expense is recognised based on the difference between
the exercise price of HK$0.58 and the Company’s share price at the
date on which they are exercised or at each balance sheet date if they
are still outstanding. This compensation expense is amortised to the
profit and loss account over the vesting period of the options pursuant
to the guidance in FASB Interpretation No.28, “Accounting for Stock
Appreciation Rights and Other Variable Stock Option or Award Plans”,
an interpretation of APB 25.

Goodwill
Under HKGAAP, the Group charges goodwill on acquisition of a

business, which represents the excess of the cost of investment over

BEERe R - Wi ERAEL Y EEE the fair value ascribed to the net underlying assets acquired, against

AMe - WHRE A2 7 R o Bt available reserves

mE - HBREMRE  KRAFREH - Under USGAAP, goodwill on acquisition of a business should be

T capitalised and amortised to the profit and loss account over its useful
=] =

EReH BN ESEEE L EEE S e life. For such purpose, the goodwill is amortised on a straight line
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(c]

basis over five years.

Advertising and promotional costs

There is no accounting standard under HKGAAP on the accounting
for advertising and promotional costs. Prior to 1st September 1999,
the Group adopted the policy that advertising costs incurred for the
launch of trade names of new services which are expected to be
profitable in the near future were deferred and amortised on a
straight-line basis over a period of twelve months, and the cost of
gifts given to internet subscribers as inducements to enter into
internet access service agreements was deferred and amortised over
the life of the related agreements. All other advertising and
promotional costs were charged to the profit and loss account as

incurred.
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(d]
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Advertising and promotional costs (Cont’d]
Since 1st September 1999, all advertising and promotional costs have

been charged to the profit and loss account as incurred.

Under USGAAP, advertising and promotional costs other than certain
direct response advertising as defined in Statement of Position 93-7
should be charged to the profit and loss account as incurred and

should not be deferred.

Deferred tax liabilities

Under HKGAAP, deferred taxation is accounted for at the current
taxation rate with respect to timing differences between profit as
computed for taxation purposes and profit as stated in the accounts
to the extent that a liability or an asset is expected to be payable or

receivable in the foreseeable future.

Under USGAAP, the Group is required to recognise deferred tax assets
and liabilities for the expected future tax consequences of all events
that have been included in the accounts or tax returns. Under this
method, deferred tax assets and liabilities are determined based on
the temporary differences between the financing reporting basis and
tax basis of assets and liabilities using enacted tax rates in effect for
the year in which the differences are expected to reverse. Future tax
benefits in respect of tax losses carry forwards are also required to
be recognised in full. A valuation allowance is required to be
established for such assets if it is more likely than not that the Group

will not be able to utilise such benefits in the future.

As of 31st August 2001, the Company had accumulated tax losses
amounting to HK$534,600,000 (2000: HK$298,608,000). The tax effect
on the accumulated tax losses amounted to HK$92,801,000 (2000:
HK$54,525,000)) may be carried forward and applied to reduce future
taxable income which is earned in or derived from Hong Kong, Japan,

Canada and the United States.
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(d) JEEFHIAA Z ()
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(d] Deferred tax liabilities (Cont'd)

The tax losses of the Hong Kong subsidiaries can be carried forward
indefinitely while the overseas tax losses expire within periods ranging
from 5 to 20 years. Realization of deferred tax assets associated with
tax loss carry forwards is dependent upon generating sufficient taxable
income. To the extent that companies with tax losses also have
deferred tax liabilities, a valuation allowance is not considered
necessary since it is more likely than not that the losses can be utilised
to offset the liabilities in full. At 31st August 2001, a valuation
allowance of HK$49,409,000 (2000: HK$32,227,000) had been provided
for against the remaining tax losses since management believes it is
more likely than not that insufficient taxable income will be generated

in the foreseeable future to utilise the tax loss carry forwards.

(e] Earnings per share

BEN\A=t—-BHLEE
Year ended 31st August
2001 2000 1999
FHBT HK$'000 T HK$000 F7T HK$ 000

RiEZESTRAEE > Profit attributable to shareholders

R RS (WAFRE)  (netincome) under USGAAP 53,966 66,150 16,266
BT INHE T 9B Weighted average shares issued 490,679 468,946 401,448
BRR B ARAETTRE ML AN Incremental shares from assumed

ZI&1n exercise of share options 3,770 9,105 8,276
AEEE N I AR B Diluted weighted average shares 494,449 478,051 409,274

RBEE ST RAEE

2 FRR &R Earnings per share under USGAAP
AR Basic 11.0 cents 14.1 cents 4.1 cents
SEE Diluted 10.9 cents 13.8 cents 4.0 cents

BRENTRESBRFE 2 23175 BBIE
FHEE (HER) KL RREERBRY
ABEERTE - BRBARRETER T AN A
MBS REBTEERE °

Earnings per share is calculated based on the weighted average
number of issued ordinary shares and, as appropriate, diluted ordinary
share equivalent outstanding for each of the relevant years and the
related income amounts. The number of incremental shares from
assumed exercise of stock options has been determined using the

treasury method.
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(e] Earnings per share [Cont’d)

(f]

As 31st August 2001, 126,000 (2000 and 1999: Nil) options to purchase
shares of the Company have not been included in the calculation of
diluted earnings per share because the exercise price was greater
than the then average market price of the Company’s shares and the

effect of exercise would therefore be anti-dilutive.

Recent accounting pronouncement
The Financial Accounting Standards Board (“FASB”) has issued certain
pronouncements which are not effective with respect to the fiscal years

or periods presented in the consolidated financial statements.

In July 2001, the FASB issued Statement of Financial Accounting
Standard (SFAS) Nos. 141, 142, and 143 (SFAS 141, SFAS 142 and SFAS
143),

Assets”, and “Accounting for Asset Retirement Obligations”.

“Business Combinations” and “Goodwill and Other Intangible

SFAS 141 replaces APB 16 and eliminates pooling-of-interests
accounting prospectively. It also provides guidance on purchase
accounting related to the recognition of intangible assets and
accounting for negative goodwill. SFAS 142 changes the accounting
for goodwill from an amortisation method to an impairment-only
approach. Under SFAS 142, goodwill will be tested annually and
whenever events or circumstances occur indicating that goodwill
might be impaired. SFAS 141 and SFAS 142 are effective for all
business combinations completed after 30th June 2001. Upon
adoption of SFAS 142, amortisation of goodwill recorded for business
combinations consummated prior to 1st July 2001 will cease, and
intangible assets acquired prior to 1st July 2001 that do not meet the
criteria for recognition under SFAS 141 will be reclassified to goodwill.
Companies are required to adopt SFAS 142 for fiscal years beginning
after 15th December 2001, but early adoption is permitted. The Group

Ll adopt SFAS 142 on 1st September 2002, the beginning of fiscal
2002. In connection with the adoption of SFAS 142, the Group will be

required to perform a transitional goodwill impairment assessment.
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[f] Recent accounting pronouncement [Cont'd]

SFAS 143 requires entities to record the fair value of a liability for an
asset retirement obligation in the period in which it is incurred. When
the liability is initially recorded, the entity capitalises a cost by
increasing the carrying amount of the related long-lived asset. Over
time, the liability is accreted to its present value each period, and the
capitalised cost is depreciated over the useful life of the related asset.
Upon settlement of the liability, an entity either settles the obligation
for its recorded amount or incurs a gain or loss upon settlement.

SFAS 143 is effective for fiscal years beginning after 15th June 2002.

In October 2001, the FASB issued SFAS 144, “Accounting for the
Impairment on Disposal of Long-lived Assets” (SAS 144). SFAS 144
supersedes SFAS 121, “Accounting for the Impairment of Long-lived
Assets and for Long-lived Assets to Be Disposed of”, and APB 30,
“Reporting Results of Operations- Reporting the Effects of Disposal
of a Segment of a Business”. SFAS 144 requires that those long-lived
assets to be measured at the lower of carrying amount or fair value
less cost to sell, whether reported in continued operations or in
discontinued operations. Under this statement, discontinued
operations will no longer be measured at net realisable value or
include amounts for operating leases that have not yet occurred. The
provisions of SFAS 144 are effective for financial statements issued
for fiscal years beginning after 15th December 2001 and generally,

are to be applied prospectively.

The Group has evaluated the requirements of the above statements
and believes that the adoption of these new standards would not have

a material impact on its consolidated accounts.



