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ABOUT Kantone
(STOCK CODE: 1059)

Kantone Holdings Limited (“Kantone” or the
“Company”) (www.kantone.com) is a leading IT
solutions provider with proven track record of over 50
years in high security, high reliability and high integrity
communications networks and trusted relationships
with clients in the government and enterprise sectors.
It commands a dominant position in the provision

of command and control communications solutions
in the mission critical services sector, including
emergency and rescue operations, and has a global
presence in over 50 markets.

Kantone is also a market leader in China in the
provision of software and technology infrastructure
for one-stop electronic betting solutions. Kantone
builds on its long history of online telephone call
data handling systems and call centre software
applications, and is at the forefront of developing
integrated platforms with secure e-commerce
solutions for global gaming and entertainment
activities.

Kantone is listed on The Stock Exchange of Hong
Kong Limited and is a subsidiary of Champion
Technology Holdings Limited, the holding company
of a communications software group.
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FINANCIAL HIGHLIGHTS M##%

2008 2007 2006 2005 2004
—EENE  ZTTHF ZTTNE ZTTRE ZTITlE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR TiEn TR TR TR
Results (for the year ended 30 June) ¥&(BZ/ A=THLFE)
- Turnover —2¥8 1,613,048 1,426,505 1,346,894 1,127,326 1,014,640
~ Adjusted profit before taxation* —BEAER (FR%) * 473,710 466,036 389,774 276,349 204,049
- Adjusted EBITDA* —RETAFIE BB HER
B RA (5RE) 760,158 630,640 506,455 357,600 315,976
- EBITDA —KFARE BB HER
Bi52 27 (EBITDA) 425,254 574,859 448,351 349,603 267,136
- Profit — & 143,010 412,018 332,700 267,928 154,867
- Dividends —fRE 51,723 120,023 93,043 49,755 28,731
— Earnings per share (in HK cents) —BREFI(HE(L) 4.35 13.81 1245 1152 6.88
Financial Position (as at 30 June) BEMRR(RAA=TA)
- Cash and cash equivalents -ReRREER 105,896 100,099 251,947 138,854 78,313
- Total assets ~BENE 2,545,463 2,405,056 1,923,147 1,393,256 1,064,397
- Equity — s 2,279,155 2,124,524 1,668,550 1,082,740 827,046
Financial Ratios (as at 30 June) BELZE(RAB=1H)
- Current assets/Current liabilties -RYEE/RYEE 4.56 3.14 4.26 230 1.73
- Assets/Equity —EE/ s 1.12 113 115 129 129
- Sales/Assets ~BE8/AE 0.63 059 0.70 081 095
- Gearing ratio —EERLE 0.02 0.04 005 012 010
* Excluding impairment and fair value change of convertible bonds * Rt ABE R AR ES A L EBEEE

EARNINGS PROFILE (1996 — 2008)

B FIHE S (1996 —2008)

(in HK$ million) (B8#T)
Adjusted EBITDA
REFARE -~ BiE - ERBHEZ BN (KAR)
N EBITDA
REFAFIE - BIE - 8 RBHZ BT 760
Profit
R
631
506
358
316
251
187
150 167 162
129 130 133 -
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
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KANTONE HOLDINGS LIMITED

CHAIRMAN’S STATEMENT

Dear Shareholders,

Fiscal year 2008 was marked by great uncertainties as the
global financial crisis continues to unfold.

Viewed against this backdrop, the Group’s financial
performance was in line with expectations. We recorded
healthy growth in turnover and made progress in managing
our risks and finances during a difficult environment. Our
fundamentals remained strong, backed by a steady base
of recurrent revenue, and a range of products and services
that deliver value to clients worldwide.

Profit attributable to equity holders was impacted by
impairment losses arising from the Group’s investments
in compliance with international accounting standards
to review the carrying values of the financial assets as
compared to the estimated cash flow or recoverable
amounts from these assets. Excluding such impairment,
the Group's results registered satisfactory growth.

Our financial performance is summarised below:
. Turnover increased by 13% to HK$1.6 billion

. Adjusted profit before tax (before impairment and fair
value change of convertible bonds) went up 1.6% to

HK$474 million

. EBITDA (excluding one-off items) rose 21% to
HK$760 million

. Profit attributable to equity holders was HK$143
million

. Adjusted earnings per share (before impairment and
fair value change of convertible bonds) was HK14.54
cents, earnings per share was HK4.35 cents

The Group maintains a positive financial position with net
cash, adheres to a prudent financial management policy,
and does not enter into speculative derivatives or structured
product transactions

Investment in innovation holds the key to our sustained
growth. Throughout the years, the Group has adopted

a long-term commitment to ongoing investment and
development as the basis for the Group’s innovation. In
addition, through collaboration with partners, the Group
has secured several long-term contracts and launched a
number of new products based on a patented new wireless
technology with applications across a wide range of vertical
markets.

In anticipation of continuing tight liquidity and market
volatilities, as well as grim outlook for economic growth
based on estimates by economists, future corporate
earnings across the board are expected to come under
pressure. The Board has therefore opted for a prudent
cash management policy and recommends a final dividend
of HK0.15 cent per share. Taking into account the interim
dividend of HK1.35 cents per share, total dividend per
share would be HK1.5 cents; and total dividend for the year
would amount to HK$51.7 million. This translates into a
dividend yield of 6.1 percent which is competitive with the
market.

Kantone is widely recognised as a global leader in
providing integrated wired and wireless networking
solutions in the mission critical services sector. The
underlying demand for innovative communications systems
and integrated solutions has remained strong, especially

in the fast-growing China market. Globally, the increasing
concern about public safety and homeland security amid
recurrent terrorist attacks has resulted in pressing need for
defense quality radio systems and detection devices by
law enforcement organisations as well as the private sector
across the board, giving promise to new opportunities for
the Group’s products and services.

The Group has a proven track record in providing mission
critical communications systems to the healthcare and
emergency services sector. In particular, its command

and control communications (CCC) solutions over multiple
networks such as two-way radio, public safety radio (TETRA,
or terrestrial trunk radio), Wi-Fi, wireless messaging and
SMS (short messaging services) are well-received in

the public safety and secure communications sector. In
markets where comparable figures are published, Kantone
lays claim to some significant achievements. In the United
Kingdom, for example, it currently provides wireless
messaging solutions to around 60 percent of the National
Health Service hospitals, and around 85 percent of the fire
brigades. In emerging markets such as China, the Group
enjoyed a trusted relationship with its customers as a result
of its proven track record as a reliable technology partner
built over the last twenty years.
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KANTONE HOLDINGS LIMITED

CHAIRMAN’S STATEMENT

Given the uncertainty arising from the financial turmoil, the
global economy is expected to cool down further in the
months or even years to come. While the Group’s business
fundamentals remain strong, we anticipate that continuing
difficult conditions may further dampen consumer and
business confidence which will affect customer purchases.
Based on recent comments from economists and analysts
(see Wake-up Calls on Global Financial Turmoil), the
financial crisis is going to affect every sector and every
enterprise across the board. As such, the occurrence of
slowing payments and possibly investment delinquencies
and project cancellations on a worldwide basis may lead
to further industry consolidation, and few can expect their
performance not to be affected.

Meanwhile, the Group’s investments in privately held
companies may be subject to impairment, especially those
in the start-up or development stages. We'll continue to
exercise prudence in managing investment risks and take
a critical review of the Group's investment portfolio, making
provisions and write-downs where deemed appropriate, in
compliance with the requirements of the latest international
accounting standards. The rapidly deteriorating operating
environment and global financial markets may require
management to take greater caution with our financial
accounts in the future.

With Mainland China accounting for a significant portion

of our operations, we expect to benefit from its continued
economic growth. Infrastructure investment is likely to grow
with projects such as Sichuan earthquake reconstruction,
development of alternative energy resources, and continued
investment in the telecoms and related sectors brought on
by the success of the aerospace projects.

The Group’s business strategy going forward will focus
on high margin and high growth sectors to achieve
margin improvement. Such strategy naturally entails
further research and development, as well as investments,
especially in China which continues to present enormous
opportunities, in order to expand our portfolio of products
and services. The Group will also strive to strengthen

its position in the niche markets of providing wireless
integrated solutions tailored to customers’ specialised
requirements, as well as enhancing its value-added
services to help customers achieve significant savings. In
consolidating its leadership position in providing mission
critical communications systems and solutions, the Group
will focus on developing core platform technologies and
customised personal security solutions.

Against economic and market uncertainties at multiple
levels, we will strengthen efforts on cost management

and efficiency improvement, and will closely monitor the
operating environment. Prudent as we have always been,
there are nevertheless external factors which are beyond
our control. It is nevertheless comforting to note that the
Group’s management and directors are no strangers

to dealing with rough times. The past decade of our
establishment was marked by a series of disturbing events,
among which were the financial turmoil in Asia in 1997; the
burst of the Internet bubble in 2000; 911 terrorist attacks in
the US in 2001; the sudden outbreak of SARS in 2003, and
the beginning of the global credit crunch in late 2007, all of
which resulted in a confidence crisis and a slowdown of the
economy in the subsequent years.

For each of the previous crises, the Group has managed
to emerge relatively unscathed, a testament to how we
build on our solid foundations and manage business risks
on a long-term basis. We hope that our positive financial
position will enable us to cope with the current turbulent
environment, and most importantly, to continue to invest in
our businesses and serve our customers well.

Our accomplishments and solid performance over the
years are built upon fundamental relationships with all

of our stakeholders. | take this opportunity to thank our
shareholders, employees worldwide, customers, partners,
bankers, professional consultants, and our fellow directors
for their ongoing trust, confidence and support. As we forge
ahead in even greater uncertainties and turbulent operating
environment worldwide, such support and trust will prove
invaluable to our long-term development.

Paul KAN Man Lok
Chairman

24 October 2008
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KANTONE HOLDINGS LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

The Group’s core business performed well, and growth
was reported in both revenue and profit at the operating
level before impairment and other operating expenses.
Worldwide demand for customised solutions, especially in
China, continued. The Group’s profitability was largely offset
by impairment provisions in relation to some of the Group’s
investments and loss on fair value change of convertible
bonds.

The Group achieved a turnover of HK$1,613 million for the
year ended 30 June 2008 (the “Year”), an increase of 13
percent as compared with HK$1,427 million for the previous
year (the “Previous Year”). The stable growth in turnover
was a result of the Group’s continued investment in
product development and systems advancement, thereby
enhancing the value-added features of its products and
solutions. Gross profit increased by 8 percent to HK$647
million, while gross margin for the Year dropped to 40
percent compared with 42 percent of the Previous Year.

Profit for the year was HK$137 million, a drop of 67 percent,
and profit attributable to equity holders was HK$143 million,
a reduction of 65 percent compared with HK$412 million
for the Previous Year. Earnings per share for the Year was
HK4.35 cents (2007: HK13.81 cents). The decline in profit
was caused by a number of significant items, including:

. impairment losses of HK$17 million recognised for
available-for-sale investments
. impairment losses of HK$229 million recognised for

development costs for systems and networks

. impairment losses of HK$87 million recognised for
deposits and prepaid development costs

. loss of HK$2 million on fair value change of
convertible bonds

Impairment was provided for in compliance with
international accounting standards to review the carrying
values of the financial assets as compared to the estimated
cashflow or recoverable amounts from these assets.

In anticipation of the increasing volatilities in the global
markets arising from the financial turmoil, management has
exercised prudence to provide for impairment losses on
those investments where future income may be affected.

Excluding the above one-off items totalling HK$333 million
for impairment losses and HK$2 million in respect of loss
on fair value change of convertible bonds, adjusted profit
before tax was HK$474 million, an increase of 1.6 percent
from HK$466 million of Previous Year; and adjusted
EBITDA (earnings before interest, taxation, depreciation
and amortisation, impairment losses and loss of fair value
change of convertible bonds) was HK$760 million, an
increase of 21 percent from HK$631 million of Previous
Year.

In line with the increase in turnover, distribution costs
went up by 8 percent to HK$48 million while general and
administrative expenses increased 35 percent to HK$134
million, mainly attributable to increase in staff costs on
the back of rising inflation. Depreciation and amortisation
expenses went up by 78 percent to HK$282 million (2007:
HK$158 million) as a result of the roll-out of several new
projects.

Finance costs for the Year were HK$4.2 million, compared
with HK$6.1 million in the Previous Year.

The Group continued to benefit from China’s economic
growth, where sales maintained its momentum. The scope
of possibilities for IT applications has also expanded.

The success of China’s aerospace projects, the adoption
of higher speed and more spectrum-efficient telecom
technologies and standards, as well as projects in
connection with Sichuan earthquake reconstruction, led to
growth in investment in the telecoms and related sectors.

In response to new and increasing demand for a broad
range of IT and communications solutions across a number
of different public and business sectors, the Group has
expanded its product portfolio to embrace a comprehensive
range of integrated wireless solutions and web-based
monitoring systems designed for remote management and
security applications. For the Year, China sales accounted
for HK$1,023 million of the Group’s turnover, up 14 percent
(2007: HK$898 million).
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KANTONE HOLDINGS LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

In Europe, the Group reported satisfactory growth in
business due to strong performance in emergency services
and fire control projects, as well as the relaxation of
spending constraints on National Health Services projects
in the United Kingdom. Several long-term contracts related
to mobilising the communications systems for the fire
brigades in England and Scotland have been secured.
Some delays in systems delivery and project installation
were encountered as a result of certain vendors not
meeting the customers’ requirements. This situation has
led to revised schedules which may continue to impact

on the Group’s financial performance. Management is
closely monitoring the situation and will adopt appropriate
measures as and when required.

The Group’s Lone Worker and Personal Security solutions
reported satisfactory growth in light of the changes in
European legislations concerning corporate liability for
personal injuries which raised the level of responsibility
for protection of employees in the workplace. These new
personal security solutions, based on wireless mesh
technology and launched in 2007 under the brandname
Ekotek, won a prestigious innovation award in Stockholm
during the Year. Key distributors in Europe, North America,
the Middle East and Australia have signed up and the
Group expects further growth in sales.

The Group has also launched a new range of IP DECT
(Internet Protocol-based Digital Enhanced Cordless
Telecommunications) mobility solutions aiming at the VolP
PABX (Voice over Internet Protocol-based digital Private
Automatic Branch Exchange) market. These products
provide superior voice quality as the Group is able to
overlay messaging and alarm monitoring applications.
Deliveries and installation of these solutions have been
completed for the Irish Coast Guard and New South Wales
Fire Service in Australia.

Turnover attributable to the operations in Europe rose 10
percent to HK$451 million (2007: HK$408 million), partly
due to the strengthening of the Pound Sterling and Euro
during the year.

The Group continues to make major investments to enable
it to stay at the forefront of integrated platforms and
solutions development. Such investments are subject to
review periodically to determine if progress is in line with the
original plan and if anticipated benefits can be achieved.
Where appropriate, impairment provisions will be made.

Building on its expertise in integrated IT solutions and
telephone data management, the Group continued to
invest in betting software and CRM (customer relationship
management) solutions. Its paperless lottery project in
China is making progress with enhancement of integrated
gaming technology solutions and online payment channels.
In particular, the popularity of text messaging and the
increasingly user-friendly interfaces on mobile-phones has
gained much traction among young people and the more
well-off white-collar workers. In the arena of telephone-
based betting market in China, the Group commands a
leadership position. Its own e-lottery platform with secure
micropayment systems connected to banks facilitates one-
stop-shop automated betting transactions for multiple
lottery games.

The recent clampdown of lottery sales in Mainland China on
the Internet is designed to stop fraud and malpractices of
illegal websites. Such tightening measures are expected to
work to the benefit of the Group, being a legitimate provider
of online solutions and consultancy to some Mainland
authorities, in particular the regional Welfare Lottery Issue
Centres, in respect of telephone-based betting.

Directors are fully aware that globally lottery and gaming
business is fast growing, and such business commands
the level of risk and investment commensurate with the
higher return. In order to capitalise on existing expertise, the
Group is exploring further opportunities.

In September 2008, Kantone acquired some valuable
sports media and sports technology assets in China,
providing room in the development of gaming software,
sports content, sports websites and sports network
systems. The acquisition allows the Group to leverage its
IT solutions, information software expertise, and sports
and gaming endeavours for further development of the
sports media market. This is expected to open up to the
Group an attractive opportunity to expand its business to
new horizons and capture new businesses arising from the
growing popularity of sports and related activities. This is
particularly appropriate as the Group has a long history of
developing horse racing information channels and contents
for sports, online telephone call data handling systems
and call centre software applications, and has also been
developing integrated platforms with secure e-commerce
solutions for global gaming and entertainment activities.
(Details of the acquisition are provided in the Circular dated
20 August 2008.)
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KANTONE HOLDINGS LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

The Group continued to engage the services of professional
consultants whose broad experience in international gaming
and global strategy has proved to be of immense value in
the Group’s pursuit of e-Gaming and Online Entertainment
in the global arena. These consultants are:

. John Schreck, who had served as Chief Stipendiary
Steward of the Hong Kong Jockey Club, Director
of Racing in Macau, and Chief Stipendiary Steward
of the Australian Jockey Club. His expertise lies in
his great depth of knowledge of the global gaming
operations and the various regulatory frameworks.

. Michael Thornhill, who had served as a steward of
the Hong Kong Jockey Club and Senior Partner of
Johnson Stokes and Master, with particular expertise
in licensing arrangements and global strategy.

. Timothy McNally, who had served as Director of
Security and Corporate Legal Services of the Hong
Kong Jockey Club, and Assistant Director-In-
Charge of the Federal Bureau of Investigation (FBI),
Los Angeles, California. His expertise lies in risk
analyses and security management of global gaming
operations.

The Group maintained a positive financial position
throughout the year. It financed its operation and business
development with internally generated resources, capital
market instruments, and banking facilities provided by its
principal bankers.

As at 30 June 2008, the Group had HK$106 million (2007:
HK$100 million) liquid assets made up of deposits, bank
balances and cash. Current assets were approximately
HK$526 million (2007: HK$528 million) and current liabilities
amounted to approximately HK$115 million (2007: HK$168
million). With net current assets of HK$411 million (2007:
HK$360 million), the Group maintained a comfortable level
of liquidity. The gearing ratio of the Group, defined as the
Group’s total borrowings to equity attributable to equity
holders of the Company, was 0.02 (2007: 0.04).

Total borrowings comprised bank borrowings of HK$54.3
million (2007: HK$50.8 million); other borrowings, which
represented block discounting loans, of HK$0.7 million
(2007: HK$2.6 million); and convertible bonds of HK$35.9
million for 2007. No convertible bonds were outstanding as
at 30 June 2008. Finance costs for the Year amounted to
HK$4.2 million (2007: HK$6.1 million).

Total bank borrowings comprised bank loans of HK$53.9
million (2007: HK$49.6 million) and mortgage loan of
HK$0.4 million (2007: HK$1.2 million). During the year, the
bank loans were rearranged to provide different repayment
terms with HK$4.9 million (2007: HK$49.6 million) repayable
within one year, HK$4.7 million (2007: Nil) repayable in the
second year and HK$44.3 million (2007: Nil) repayable

in the third to fifth year. The mortgage loan of HK$0.4
million (2007: HK$0.8 million) was repayable within one
year and nil balance (2007: HK$0.4 million) was repayable
in the second year. The mortgage loan was secured by
the Group’s land and buildings with a net book value of
HK$12.6 million (2007: HK$12.9 million).

The other borrowings of HK$0.7 million (2007: HK$2.6
million) were unsecured, with HK$0.5 million (2007: HK$1.9
million) repayable within one year, HK$0.2 million (2007:
HK$0.5 million) repayable in the second year and nil
balance (2007: HK$0.2 million) repayable in the third year.

The Group is committed to financial prudence and
maintains a positive financial position with low gearing
and a net cash position. The Group finances its operation
and business development by a combination of internally
generated resources, capital markets instruments, and
banking facilities provided by its bankers.

All the borrowings were used by the subsidiaries of

the Company bearing interest at floating rate and were
denominated in its local currency. As such, the currency
risk exposure associated with the Group's borrowings was
insignificant.

The Group does not engage in any speculative derivatives
or structured product transactions, interest rate or foreign
exchange speculative activities. It is the Group’s policy to
manage foreign exchange risk through matching foreign
exchange income with expense, and where exposure

to foreign exchange is anticipated, appropriate hedging
instruments will be used.

As at 30 June 2008, the Group’s capital commitments
authorised but not contracted for was HK$110 million
(2007: HK$101 million). The Group has set aside sufficient
internally generated funds for the acquisition of property,
plant and equipment, and development of systems and
networks.
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KANTONE HOLDINGS LIMITED

MANAGEMENT DISCUSSION AND ANALYSIS

As at 30 June 2008, the Group employed over 800 staff
around the globe. Staff costs for the year under review
were HK$106 million (2007: HK$95 million). Remuneration
is determined with reference to market terms and the
performance, qualifications, and experience of the individual
employee. Remuneration includes monthly salaries,
performance-linked bonuses, share options, retirement
benefits under the Mandatory Provident Fund Scheme, and
other benefits such as medical scheme.

The Company has established a Human Resources and
Remuneration Committee. In determining the remuneration
of the directors, the committee will consider factors such as
the Company’s operating results, individual performance,
salaries paid by comparable companies, time commitment
and responsibilities of the directors, employment conditions
and desirability of performance-based remuneration.

Subject to the approval of shareholders at the forthcoming
annual general meeting, the directors have proposed a final
dividend of HKO.15 cent per share for the year ended 30
June 2008 (2007: HK2.5 cents per share) to shareholders
whose names appear on the register of members of the
Company on 27 November 2008. Taking into account the
interim dividend of HK1.35 cents per share paid on 13
June 2008, total dividend per share would be HK1.5 cents;
and total dividend for the year would be HK$51.7 million,
compared with HK$120 million of last year.

The final dividend will be satisfied by allotment of new
shares of the Company, credited as fully paid, by way of
scrip dividend, with an alternative to the shareholders to
elect to receive such dividend (or part thereof) in cash in
lieu of such allotment (the “Scrip Dividend Scheme”).

The Scrip Dividend Scheme is subject to the granting by the
Listing Committee of The Stock Exchange of Hong Kong
Limited of a listing of and permission to deal in the shares
to be issued pursuant thereto. A circular setting out the
details of the Scrip Dividend Scheme together with the form
of election will be sent to the shareholders of the Company
as soon as practicable.

It is expected that certificates for shares to be issued under
the Scrip Dividend Scheme and dividend warrants will

be despatched to those entitled thereto on or before 23
January 2009.

The register of members of the Company will be closed
from 20 November 2008 to 27 November 2008, both days
inclusive, during which period no transfer of shares of the
Company will be effected. In order to qualify for the above
final dividend and the Scrip Dividend Scheme, all transfers
of shares accompanied by the relevant share certificates,
and in the case of warrantholders, all duly completed
subscription forms accompanied by the relevant warrant
certificates and the appropriate subscription moneys, must
be lodged with the Company’s Branch Share Registrars

in Hong Kong, Tricor Secretaries Limited at 26th Floor,
Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong
Kong no later than 4:30 p.m. on 19 November 2008.
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KANTONE HOLDINGS LIMITED

WAKE-UP CALLS ON GLOBAL FINANCIAL TURMOIL

In light of the rapidly deteriorating operating environment in September and October, we have assembled a
few thought-provoking quotations from economists, analysts, bankers, corporate CEOs, entrepreneurs, and
celebrities on global economy, corporate performance, and general market uncertainties.

Ben Bernanke, US Federal Reserve Chairman 16 October 2008

“By restricting flows of credit to households, businesses, state and local governments, the turmoil in financial
markets and the funding pressures on financial firms pose a significant threat to economic growth.”

This was despite consolidated responses by relevant authorities in US and Europe to cushion the downside
risk facing the global economy.

JP Morgan Asia Pacific Equity Research 10 October 2008
“Valuations are less important than safety in a credit crunch environment. We believe companies with a net

cash position, decent working capital level, free cash flow, solid fundamentals and customer base, are the
ones that will survive.”

Intel Corporation CEO on Third Quarter Results 14 October 2008
“Current uncertainty in global economic conditions makes it particularly difficult to predict product demand

and other related matters, and makes it more likely that our actual results could differ materially from
expectations.”

Bank of America Chairman on Third Quarter Results 6 October 2008
“The economy has moved to a recessionary environment and the risk of a prolonged recession has

increased.” “We have announced two initiatives to raise capital, which are to sell stock, and to reduce
dividend payment.”

George Soros, Billionaire Investor October 2008

“This is the crisis of my lifetime. | haven’t seen anything like it and | won't see anything like it again.”

Director of a Securities Brokerage Company October 2008

“The stocks are dirt cheap. That's really a vote of no confidence.”

John Tsang, Hong Kong Financial Secretary 13 October 2008

“The chance that Hong Kong's economy will fall into recession next year is getting higher and higher.”

Justin Lin, World Bank Chief Economist 12 October 2008

“China may come through the global financial crisis in better shape than other countries. First, China has
the world’s largest foreign exchange reserve; second, the nation’s capital control policy has helped set up a
financial firewall against the contagion; third, China has a sound financial position, with surpluses recorded
in the past four years. China can bolster the economy by boosting domestic consumption and implementing
such measures as spending on education and health care.”

Bill Gates, ex-Chairman of Microsoft 6 October 2008

“This is a very interesting crisis,” stressing that he believed “increased innovation and investment would be
the answer to the current crisis.”
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Paul KAN Man Lok, 61, is the founder and Chairman.

He is also the Chairman and an executive director

of both Champion Technology Holdings Limited
(“Champion Technology”), which is the holding company
of the Company listed on the Main Board of The Stock
Exchange of Hong Kong Limited (the “Exchange”), and
DIGITALHONGKONG.COM (“Digital HK"), which is a
fellow subsidiary of the Company and is listed on the GEM
Board of the Exchange. Mr. Kan holds a Master’s degree
in Business Administration from the Chinese University of
Hong Kong, and has over 40 years of experience in the
computing and telecommunications industries. Prior to
setting up the Champion Technology group in 1987, he was
the general manager in charge of Asiadata Limited, a joint
venture computing services company of Cable & Wireless
Group, HSBC, Jardines and Barclays.

Mr. Kan has received a number of prestigious awards
from local and international professional bodies as well

as governments in recognition of his contribution to

the community and the industry. These include Young
Industrialist Award (1992); Hong Kong Business Award-
Enterprise Trophy (1993); Governor’'s Award for Hong
Kong Industries (1989); Honorary Doctor of Humane
Letters Degree by the University of Northern Virginia,
United States (2005); Honorary Fellow of the Academy

of Chinese Studies (2005); Commander of the most
Excellent Order of the British Empire (CBE) by Her Majesty
Queen Elizabeth Il (2006); Commendatore dell’Ordine
della Stella della Solidarieta Italiana by the Italian Prime
Minister Hon. Romano Prodi (2006); the Hong Kong SAR
Government'’s appointment as a Justice of the Peace (2006);
and Chevalier de I'Ordre de la Légion d’Honneur by the
Government of France (2007).

In civic duties, Mr. Kan served twice on the Exchange
Corporate Governance Working Group during 1994-1995
and 1999-2000, and was a member of the Listing
Committee of the Exchange for the period 1999-2003. He
is currently the Chairman for the fourth successive term of
the Hong Kong Information Technology Industry Council;
Chairman of Hong Kong IT Alliance; Chairman of the

Hong Kong Trade Development Council Information and
Communications Technology Services Advisory Committee;
Chairman of ICT Working Group, Hong Kong — United
Kingdom Business Partnership; Convener of Hungarian

— Hong Kong Innovative Business Council; Council
Committee Member of the Federation of Hong Kong
Industries; and Member of HKSAR Chief Executive Election
Committee for the IT sector. Other memberships include
the Chinese People’s Political Consultative Conference of
Anhui Province in the PRC, and the Election Committee

for the Hong Kong representatives of National People’s
Congress of China.

Mr. Kan also sits on the board of CLP Holdings Limited as
an independent non-executive director.

LAl Yat Kwong, 60, is the Acting Chief Executive Officer
and Chief Financial Officer of the Company. He is also

the Chief Financial Officer and an executive director of
Champion Technology, as well as a non-executive director
of Digital HK. He joined the Champion Technology group in
March 1994 as Vice President of Internal Audit and Control.
In July 1997, he took on responsibility as the Chief Financial
Officer of the Company. He holds a Bachelor's degree

in Business Administration from the Chinese University

of Hong Kong and has over 36 years of experience in
accounting, auditing and company secretarial matters. He
is a fellow member of the Association of Chartered Certified
Accountants and the Hong Kong Institute of Certified Public
Accountants (Practising).

Leo KAN Kin Leung, 52, is a non-executive director of the
Company. He is also the Chief Executive Officer and an
executive director of Champion Technology, as well as a
non-executive director of Digital HK. He is a brother of Paul
Kan Man Lok, Chairman of the Company. He is responsible
for formulating the Champion Technology group’s overall
policy and development strategy as well as its global
operations and management. Prior to joining the Champion
Technology group in 1988, Mr. Kan held management
positions in several international companies in Hong Kong.
He holds a Master’s degree in Business Administration
from Dalhousie University in Canada and a Master's
degree in Economics from the University of Alberta in
Canada. In 2006, Mr. Kan completed the Oxford Advanced
Management Programme at the Said Business School of
the University of Oxford.

Mr. Kan is the Chairman of the IT Committee of the Hong
Kong IT Alliance; Honorary Secretary and Council Member
of Internet Professional Association and Co-Chairman of
Special Interest Group in Venture Capital and New Business
Development; Member of the Telecommunications
Standards Advisory Committee at the Office of the
Telecommunications Authority; and Member of the Ad Hoc
Committee for International Outreach and Multi-national
Corporations of the Federation of Hong Kong Industries.
He serves on a number of sub-committees of the Hong
Kong Information Technology Industry Council of the
Federation of Hong Kong Industries, including International
Development and Co-operation Sub-committee and Sub-
vented Funding Sub-committee. He is also the Convener
of China Investment, Development and Co-operation Sub-
committee.
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Shirley HA Suk Ling, 52, has been a non-executive
director of the Company since November 2004. She is

the Chief Executive Officer and an executive director of
Digital HK, as well as a non-executive director of Champion
Technology. She joined Champion Technology in 1992

as its Executive Vice President with responsibility for its
corporate development. She has over 25 years of business
experience including 10 years in investment banking.

Ms. Ha holds a Bachelor’s degree in Arts from the
University of Hong Kong and a Master’s degree in Business
Administration from the Chinese University of Hong Kong.
She is a General Committee Member of the Federation

of Hong Kong Industries and Vice Chairman of the Hong
Kong Information Technology Industry Council; Executive
Committee Member of Internet Professional Association
and Co-Chairman of Special Interest Group in Venture
Capital and New Business Development; Member of
Information and Communications Technology Industry
Training Advisory Committee of Education and Manpower
Bureau of HKSAR; Honorary Secretary of Hungarian —
Hong Kong Innovative Business Council; and Mentor under
the Mentorship Programme of the Hong Kong Science and
Technology Parks Corporation. She is also a member of the
Hong Kong Corporate Counsel Association.

Paul Michael James KIRBY, 61, was appointed as a non-
executive director of the Company in November 2004. He
is a non-executive director of Multitone Electronics Plc,

a subsidiary of the Company. He has over 30 years of
experience in the telecommunications industry of which 17
years were with Cable & Wireless PLC (“C&W”"). He was
formerly the Head of Corporate Affairs and a member of the
Executive Management Committee, with responsibility for
all aspects of investor relations and public affairs of C&W.
Since 1991, Mr. Kirby has been acting as an independent
Telecommunications Management Consultant specialising
in business development and flotation strategy.

Professor LIANG Xiong Jian, 74, has been an
independent non-executive director of the Company since
November 2001. He is also an independent non-executive
director of Champion Technology. He has over 30 years of
experience in telecommunications in China. He is presently
a professor of the School of Economics and Management
at the Beijing University of Posts and Telecommunications
(BUPT) and Director of the Research Institute of
Telecommunications Management of BUPT. From 1986

to 1993, he was the Dean of Management Engineering
Department of BUPT. His other positions include member
of National Committee of Chinese People’s Palitical
Consultative Conference (CPPCC); Deputy to the People’s

Congress, Beijing Municipality; General Committee
Member of China Institute of Communications and Director
of Communication Economy & Management Committee.
He was also an independent director of PRC company
China Satcom Guomai Communications Company Limited,
which is listed on the Shanghai Stock Exchange with its
main businesses in data communications, messaging, and
wireless telecommunications.

Professor Liang is well-known to the telecom community in
Hong Kong, having been invited on numerous occasions
to chair and lecture at major wireless and various other
telecom conferences held in Hong Kong and the Region.

Professor YE Pei Da, 93, has been an independent
non-executive director of the Company since November
2001. He is also an independent non-executive director
of Champion Technology. He is a professor and
Honorary President of Beijing University of Posts &
Telecommunications in China, and a director of Lucent
Technologies Fibre Optic Cable Company. He is also a
senior member of the Chinese Academy of Science.

Frank BLEACKLEY, 71, has been an independent non-
executive director of the Company since November 2001.
He is also an independent non-executive director of
Champion Technology. He was formerly Managing Director
of Chubb China Holdings Limited, a subsidiary of the
Chubb Security Group, a manufacturer and distributor of
security and safety products and systems headquartered
in the United Kingdom. He has more than 30 years of
experience in the management and business development
of joint venture companies in Hong Kong and Mainland
China.

Professor Julia TSUEI Jo, 81, has been an independent
non-executive director and a member of the audit
committee of the Company since October 2003. She has
over 40 years of experience in medicine and biomedical
research, in particular, Traditional Chinese Medicine.

She had taught in the various medical schools in USA,
Taiwan and China and is therefore well-acclaimed in the
Chinese community of biological medicine research. Her
research achievements in bridging east-west medicine also
earned her much recognition in the international arena,

as demonstrated by the numerous awards she received

in the past. These include the Lifetime Achievement

Award granted by the International Institute for Advanced
Studies in Systems Research and Cybernetics, Baden-
Baden, Germany in 2001; the Founding Patron and
Lifetime Member conferred by the American Association of
Acupuncture and Oriental Medicine in 1991; Chairman of
Acupuncture Research Foundation of the Acupuncture and
Moxibustion Society of China during 1995-2005; as well

as founder of the International Medical Science Research
Foundation in the US and Taiwan in 1988.
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Professor Tsuei is presently President of Foundation for
East-West Medicine, USA; Board member of Chinese
Acupuncture and Medical Science Research Foundation;
Professor Emeritus of School of Public Health, University
of Hawaii, USA; Director of Clinic for East-West Medicine,
Taiwan; Founding Director of Graduate Institute of
Traditional Chinese Medicine, National Yang-Ming
University, Taiwan; and Consultant of China Medical
University.

Miranda HO Mo Han, 38, has been an independent non-
executive director, a member and the Chairman of the
Audit Committee, the Human Resources & Remuneration
Committee and the Nomination Committee; and a member
of the Finance and General Committee of the Company
since 28 January 2008. She is the sole-proprietor of Billy
Ho and Company and is a Certified Public Accountant
(Practising) of the Hong Kong Institute of Certified Public
Accountants; a Fellow Member of the Hong Kong Institute
of Directors; and an Associate Member of the American
Institute of Certified Public Accountants. She holds a
Master's degree in Business Administration from Oklahoma
City University, USA. Ms Ho has participated in community
services as a member of the Hong Kong Federation of
Zhong Shan Unions & Association Limited for years.

Jennifer CHEUNG Mei Ha, 52, has been the Company
Secretary since January 2005. She is a solicitor practising
in Hong Kong. She is also the Company Secretary of
Champion Technology and Digital HK.

FUNG Kin Leung, 47, is the Group's Head of Innovation
with responsibilities for managing the Group’s research and
development capacity to facilitate its global operations. He
is also a director of several of the Group'’s subsidiaries and
a Senior Vice President of Microelectronics of Champion
Technology. Mr. Fung has over 20 years’ experience

in software and product development. He joined the
Champion Technology group in 1987 as Technical
Manager, and was promoted through the ranks to his
current position. In recent years, he has been focusing on
the development of information delivery systems to enhance
wireless Internet applications. He holds a Bachelor’s degree
in Science and Electronics from the Hong Kong Polytechnic
University and a Master’s degree in Electronics Engineering
from the University of Hong Kong. He is a Chartered
Engineer as well as a member of the Institution of Electrical
Engineers and the Hong Kong Institution of Engineers.

Stephen GENTRY, 52, is the Group’s Head of
International Businesses and Chief Executive of Multitone,
with responsibilities for formulating the overall policy

and development strategy for the Group’s international
operations. He is also a director of several of the Group’s
subsidiaries. He joined the Group in 1988 as financial
accountant of the UK operations, and has considerable
experience working for the Group’s various European and
American operations. He was promoted to the position of
Chief Executive of Multitone in 2003 and is a member of the
Institute of Directors.

Detlef KRULL, 62, is Managing Director of the Group’s
German operations, responsible for Central European
activities. He joined the Group in 1974 and concentrated on
project management. He became the Managing Director
of the German operation in 1993 and was promoted to the
Multitone Board in 1995. He holds a degree (Diplom-Ing)

in both Electronics and Business Administration and has
significant experience in wireless messaging.

Frank ROTTHOFF, 45, is Managing Director Designate

of the Group’s German operations. He joined the Group in
2008 and has extensive experience in sales and marketing
management within the electronics industry. His earlier
career covered international sales of industrial machinery
and process technology before entering the semiconductor
sector in 1989. He was responsible for the sales
organisation of a leading European distributor of electronic
components before joining the Group.

Ron WRAY, 47, is Technical Director, with responsibilities
for overseeing the Group’s technical operations as well

as developing the strategy for the Group’s investment

in research and development. He has over 25 years of
experience in the Radio and the Electronics Industry and
the Royal Navy. He is an associate member of the Institute
of Sales and Marketing Managers and a member of the
Institute of Directors.

Neil GRIFFITHS, 52, is Operations Director with
responsibilities for overseeing the Group’s production
facilities in Europe and Asia. He holds a Master of Science
degree in business management and further qualifications
in management studies. He has considerable experience
in electronic component manufacturing and continuous
improvement techniques, and is qualified in using the six
sigma philosophy. He has extensive experience in a wide
range of manufacturing philosophies such as JIT (Just in
Time), Kan Ban plus lean techniques as well as budgetary
control, product testing, new product introduction, cost-
reduction and profitability initiatives within leading-edge
markets.

13



KANTONE HOLDINGS LIMITED

DIRECTORS AND SENIOR MANAGEMENT PROFILE

Philip LAWRENCE, 50, is Head of Finance for the Group’s
European operations. He is a Fellow of the Chartered
Institute of Management Accountants and has worked

in finance for over 30 years. He has worked in various
companies ranging from large international company in

the world to SMEs (small medium enterprises) covering
engineering, fast moving consumer goods, power,
transport, care, warehousing and distribution.

lan MACFARLANE, 59, re-joined Multitone in January
2007 as Head of Global Sales and Marketing having
previously been Commercial Director and Managing
Director of Multitone Communication Systems between
1984 and 1991. A qualified Accountant and Avionics
Engineer he brings with him a wealth of experience in sales,
marketing and general management gained whilst working
for the Smurfit Group in the Home Counties of the UK, Blick
plc (now Stanley Works) in the UK and South Africa and
Vislink plc in the USA, Norway and the UK.

David McLEISH, 61, is the UK Sales Manager and has
over 30 years’ experience in both the private and public
sectors specialising in healthcare market and emergency
services. Qualified as a metallurgist he worked extensively
throughout the UK Steel industry before joining Multitone.

Helen BROWN, 54, joined the Group in 1991 and is
Head of Human Resources for the Group’s international
operations. She is qualified with the Institute of Personnel
Development and has extensive experience covering
employment legislation, industrial relations, change
management, recruitment and human resources policy.

Graeme HULL, 44, is Head of International Sales and has
over 20 years’ experience in the telecommunications and
radio communications industry, especially in managing
large multi-national accounts and building reseller and
distribution channels. Mr. Hull is particularly knowledgeable
in the marketing and sales of products to clients in the USA
and also holds the position of Vice-President of Multitone
North America, Inc.

Luiz Octavio VILLA-LOBOS, 47, is Managing Director

of the Group’s Brazilian operations. He is responsible for
running and developing business in South America. He is
also Vice President of Interactive Knowledge Delivery for
Champion Technology Group International Operations,
overseeing international clients’ requirements for enterprise
solutions. He joined the Group in 1997 and set up from its
inception the business in Brazil. He holds a Master’s degree
in Aerospace Engineering from Sup’Aero in France and a
MBA from the London Business School.

WANG Yu Peng, 43, was appointed as Chief Operating
Officer, e-Lottery Business of the Company in September
2005. He is the founder of a member company of the Group
which is a pioneer systems developer and service provider
in paperless betting systems in China, and a graduate of
Tsing Hua University in Computer Science. He owns two
invention patents in telephone betting systems.

Roy GOSS, 65, is Director of International Business, with
responsibility for the Group’s contract negotiation, licensee
management, agency distribution and customer liaison.
He is based in Macau and is also a director of several of
the Group’s subsidiaries. Mr. Goss is a seasoned expert

in finance and telecommunications, having served in the
Middle East and Macau with Cable and Wireless companies
for almost 20 years. He is a fellow member of the Institute
of Chartered Accountants in England and Wales. Prior

to joining the Champion Technology group, he was the
Finance Director of Macau Telecommunications Company,
a subsidiary of Cable and Wireless PLC, where he worked
for more than 17 years.

Sl Ya Qing, 45, is Head of Systems Team for China
operation, with responsibility for the Group’s software
project development in the region. He oversees outsourcing
and distribution activities and manages customer and
licensee relationship. He started working for the Group

in 1985 after graduating from the Beijing University of

Posts and Telecommunications, where he majored

in communication and computers. He has extensive
experience in research and development of network and
information security and communication.

Ben CHAN Ping Yim, 44, is Head of Logistics and
Distribution in China. He regularly liaises with licensees,
agents and distributors, and coordinates the Group'’s
licensing operations in the region. Prior to joining the Group
in 1994, Mr. Chan had worked in the field of marketing and
advertising in China. He has wide experience in logistics
and distribution of electronic products.

WAN Yan Chang, 56, is Head of Administration and
Accounting in China responsible for overseeing the day-
to-day administrative procedures for the Group’s quality
control, assurance of logistics operations, as well as
licensee and customer relationship in the territory. Ms. Wan
joined the Group in 1993. She has extensive experience in
China trade.
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SOCIAL REINVESTMENT AND CORPORATE CITIZENSHIP

NP ELTEE S giIETE YN

The Group is proud of its people and the way that Kantone
commits to acting as a good corporate citizen. Underlying
the Group’s business pursuits is a strong sense to work for
good causes, for more loving care, for peace and harmony,
and ultimately for a better tomorrow. Our business
solutions revolve around the themes of safety, security,
systems integrity and reliability, probity, philanthropy, and
community.

To be truly global today, a company has to do a lot more
than set up sales offices or research facilities in multiple
markets. Doing business is about relationships, not just
transactions. It is the Group’s strong belief that we have
to engage at the level of culture, as well as process. We
have to build trust, to be integrated with other civilizations
and communities, and to understand their point of view on
business and innovation.

During the year, in co-operation with other members of
the Champion Technology group, we have continued
to support educational and cultural events as well as
exhibitions such as:

The 40th Joint School Science Exhibition;

“Peace and Harmony: The Divine Spectra of
Avalokitesvara from Tibet, China — with 108 pieces of
Avalokitesvara and related artifacts” exhibition;

China Space Expo cum Space Odyssey (jointly
organised by the various aerospace related
organisations from China);

“Treasures of the World’s Cultures from the British
Museum” exhibition;

“Fascinated by the Orient: Life and Works of Marc
Aurel Stein” exhibition;

“Paris 1730-1930: A Taste for China” exhibition.

Subsequent to the balance sheet date, we have supported
two further events as follows:

“Otium Ludens Leisure and Play: Ancient Relics of the
Roman Empire” exhibition; and

“Visions of the Celestial Empire: China’s Image in
Western Cartography” exhibition (open to the public
till November 2008)

We intend to continue with this meaningful corporate
initiative in the years to come.

Another area of passion for Kantone is the importance of
environmental sustainability. The Group is committed to
developing its “green” vision and strategy, working closely
with our suppliers to implement “green” initiatives, and
supporting environmental events such as Greening for the
Chest. The Group also participated in the project in relation
to Sichuan earthquake relief in June this year.
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The directors present their annual report and the audited
consolidated financial statements for the year ended 30 June 2008.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries
are principally engaged in sale of general systems products,
provision of services (including software customisation and
provision of e-lottery services) and software licensing, leasing

of systems products, development and provision of IT solutions
for e-gaming, leisure and entertainment and holding strategic
investments in advanced technology product development
companies.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 30 June 2008 are set
out in the consolidated income statement on page 32 and in the
accompanying notes to the consolidated financial statements. An
interim dividend in scrip form equivalent to HK1.35 cents per share,
with a cash option, was distributed to the shareholders during the
year. A final dividend in scrip form equivalent to HK0.15 cents per
share, with a cash option, is proposed by the directors.

SHARE CAPITAL AND WARRANTS

Details of movements in the share capital and warrants of the
Company during the year are set out in note 30 to the consolidated
financial statements.

DISTRIBUTABLE RESERVE OF THE
COMPANY

The Company’s reserves available for distribution represent the
aggregate of dividend reserve, special reserve and retained profits
of HK$247,228,000.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Group
during the year are set out in note 13 to the consolidated financial
statements.
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DIRECTORS AND SERVICE CONTRACTS
The directors of the Company during the year and up to the date of
this report were:

Executive directors:
Mr. Paul Kan Man Lok
Mr. Lai Yat Kwong

Non-executive directors:
Mr. Leo Kan Kin Leung

Prof. Liang Xiong Jian*

Prof. Ye Pei Da*

Mr. Frank Bleackley*

Prof. Julia Tsuei Jo*

Mr. Paul Michael James Kirby
Ms. Shirley Ha Suk Ling

Mr. Ho Yiu Ming*

Ms. Miranda Ho Mo Han*

(deceased on 9 December 2007)
(appointed on 28 January 2008)

* Being independent non-executive directors

In accordance with Article 87 of the Company’s Articles of
Association, Mr. Paul Kan Man Lok, Prof. Julia Tsuei Jo and Prof.
Ye Pei Da will retire by rotation, and Ms. Miranda Ho Mo Han will
retire pursuant to Article 86 of the Articles of Association, at the
forthcoming annual general meeting and being eligible, Mr. Paul
Kan Man Lok, Prof. Julia Tsuei Jo and Ms. Miranda Ho Mo Han
have offered themselves for re-election.

No director being proposed for re-election at the forthcoming
annual general meeting has a service contract with the Company or
any of its subsidiaries which is not determinable by the Group within
one year without payment of compensation other than statutory
compensation.

The non-executive directors have been appointed for a term of one
year subject to retirement by rotation as required by the Company’s
Articles of Association.

The executive directors do not have any service contract with the
Company.

CONFIRMATION OF INDEPENDENCE

The Company confirms it has received from each of its independent
non-executive directors an annual confirmation of his/her
independence pursuant to Rule 3.13 of the Rules Governing the
Listing of Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”), and considers that the independent non-
executive directors are independent.

Ms. Miranda Ho Mo Han is a daughter of Mr. Ho Yiu Ming, an
independent non-executive director of the Company prior to

his decease on 9 December 2007. Notwithstanding the said
relationship, the Company considers that she is independent as
she complies with Rule 3.13 of the Listing Rules and she has acted
independently in the discharge of her duties to the Company.
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SHARE OPTIONS AND DIRECTORS’ RIGHTS
TO ACQUIRE SHARES OR DEBENTURES

The Company, its ultimate holding company, Champion Technology
Holdings Limited (“Champion”), and a fellow subsidiary,
DIGITALHONGKONG.COM (“Digital HK"), each has a share

option scheme under which eligible persons, including directors

of the Company, Champion, Digital HK or any of their respective
subsidiaries may be granted options to subscribe for shares of the
Company, Champion and Digital HK respectively.

)

(ii)

The Company

On 29 November 2002, the Company adopted the share
option scheme (the “Scheme”) which will expire on 28
November 2012. No option has been granted by the Company
under the Scheme. Particulars of the Scheme are set out in
note 31 to the consolidated financial statements.

Champion

On 29 November 2002, Champion adopted a share option
scheme (the “Champion Option Scheme”). The purpose

of the Champion Option Scheme is to attract and to retain
quality personnel and other persons and to provide them
with incentive to contribute to the business and operation

of Champion and its subsidiaries other than the Group and
Digital HK and its subsidiaries (the “Digital HK Group”) (the
“Champion Group”). Under the Champion Option Scheme,
the directors may grant options to any directors, employees,
consultants, advisors in respect of business, operation,
management, technology, legal, accounting and financial
matters of Champion, its subsidiaries or affiliates or any
discretionary trust whose discretionary objects include the
aforesaid persons or a company beneficially owned by the
aforesaid persons as well as customers and suppliers of the
Champion Group, to subscribe for shares of Champion. The
option granted by Champion is exercisable at any time for a
period determined by its directors which will be less than ten
years from the date of grant. The exercise price per share
(subject to adjustment as provided therein) of the option
under the Champion Option Scheme is the highest of (i) the
nominal value of one share; (i) the closing price per share
as stated in the daily quotation sheet of The Stock Exchange
of Hong Kong Limited (the “Stock Exchange”) on the date
of grant, which must be a business day; and (iii) the average
closing price per share as stated in the Stock Exchange'’s
daily quotation sheet for the five business days immediately
preceding the date of grant of the options. No option

under the Champion Option Scheme has been granted by
Champion since its adoption.
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SHARE OPTIONS AND DIRECTORS’ RIGHTS i B WE B o =R I L B A B AR R 2 BE A

TO ACQUIRE SHARES OR DEBENTURES

(Continued)

(iii) DIGITAL HK (iii)
On 29 November 2002, Digital HK adopted a share option
scheme (the “DHK Option Scheme”). The purpose of the DHK
Option Scheme is to attract and to retain quality personnel
and other persons and to provide them with incentive to
contribute to the business and operation of the Digital HK
Group. Under the DHK Option Scheme, the directors may
grant options to any directors, employees, consultants,
advisors in respect of business, operation, management,
technology, legal, accounting and financial matters of Digital
HK, its subsidiaries or affiliates or any discretionary trust
whose discretionary objects include the aforesaid persons or
a company beneficially owned by the aforesaid persons as
well as customers and suppliers of the Digital HK Group, to
subscribe for shares of Digital HK. Options granted by Digital
HK are exercisable at any time for a period determined by its
directors which will be less than ten years from the date of
grant. The exercise price per share (subject to adjustment as
provided therein) of the option under the DHK Option Scheme
is the highest of (i) the nominal value of one share; (i) the
closing price of the shares on the date of grant; and (jii) the
average closing price of the shares on the five business days
immediately preceding the date of grant of the options. No
option under the DHK Option Scheme has been granted by
Digital HK since its adoption.
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Other than the share option schemes described above, at no time B b SCRTi 2 BERR AT EISN - ARE] - HERAF]
during the year was the Company, its holding company, any of its H A A{a] [7) B A B 3k BT B A BIAE A F B AT A
fellow subsidiaries or subsidiaries a party to any arrangement to MEEL28IMLTH  BEARREEAABEA
enable the directors of the Company to acquire benefits by means RAR BT HMEABRE 2 RMDKEHMER -

of acquisition of shares in, or debentures of, the Company or any
other body corporate.
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POSITIONS IN SECURITIES

As at 30 June 2008, the interests and short positions of the directors
of the Company in the shares, underlying shares or debentures

of the Company or any of its associated corporation (within the
meaning of Part XV of the Securities and Futures Ordinance (the
“SFQ”)) which were recorded in the register required to be kept by
the Company pursuant to Section 352 of the SFO, or as otherwise
notified to the Company and the Stock Exchange pursuant to the

2 W R AR M <|

Model Code for Securities Transactions by Directors of Listed

Issuers, were as follows:

Long position:

Name of director

BEsgs

Capacity

g1

RZZZENFENA=Z1TH  BARBAREZ 7 LM
EEO(TESRBEG ) FEB2GFEZKRRS
MM R ARB(ETREITAERETESRR
SIERESTADAAR DR MR S TER 2B
ARAREFEARARASEEFBEZRE(EERT
7 BB R (T3 75 MBS 0] DEXVER) Z B fn
HERDRESTEE 2 ESRARNT

Approximate

percentage
Number of the issued Number
of shares share capital of warrants
HERTRA

K& E ZHREE AREEHA

Securities of the Company Mr. Paul Kan Man Lok Corporate interest Note 1 59.79% Note 1
KRR ZEH X g5 & NG 3 B 51 Lk
Securities of Champion Mr. Paul Kan Man Lok Corporate interest Note 2 26.06% Note 2
BEZE Ep°¢ 3/v:2 NGIE £ M &E2 B 552
Securities of Digital HK Mr. Paul Kan Man Lok Corporate interest Note 3 79.98% -
BIEAEESR X &5 & NG 3 B &E3
Notes: B 5
1. 1,740,200,873 shares and 300,278,027 units of warrants of the 1. AR Z1,740,200,873 i ik 17 K2 300,278,027 {7
Company were held by Champion while 299,290,629 shares and RREFHBEERAE - M AR A2 299,290,629
82,058,443 units of warrants of the Company were held by Lawnside % 8 1 Bz 82,058,443 17 32 I 1 7 A f1 Lawnside
International Limited (“Lawnside”). Lawnside is beneficially wholly International Limited([ Lawnside ) #§7%& © Lawnside
owned by Mr. Paul Kan Man Lok. As at 30 June 2008, Lawnside had HEXEEE2EERERS - RZEZENFRX
interests in approximately 26.06% of the entire issued share capital A=+1H8 Lawnside BB E 2 HME HITRAL
of Champion. Mr. Paul Kan Man Lok was deemed to have corporate 26.06% 2 a4 o BXELEEWRAHEZEAT
interest in the shares of the Company owned by Champion and F RlawnsidelE B 2 AR FRRMD < REER ° R
Lawnside. The warrants were issued by the Company pursuant to a BEEDHAARRER -ZTZF t¢+ —REM
bonus issue effected in December 2007, all of which will expire on 8 Zﬁlﬂﬂéﬁﬁ'ﬁﬁfﬁ FIERREFHIN_ZTAN
January 2009. These warrants have not been taken into account in F—ANBER- - RFtHE fBZgE%EZZF YNGR
calculating the percentage of the issued share capital of the Company TR A DRI R RZ SRREE -
held by them.
2. 514,491,761 shares and 100,701,319 units of warrants of Champion 2. BE z514,491,761 % i {5 5 100,701,31915 R A

were held by Lawnside. The warrants were issued by Champion
pursuant to a bonus issue effected in March 2008, all of which will
expire on 16 April 2009. These warrants have not been taken into
account in calculating the percentage of the issued share capital of

Champion held by Lawnside.

3. 117,300,000 shares of Digital HK were held by Champion and 2,669,171 3.
shares of Digital HK were held by Lawnside.
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DIRECTORS’ INTERESTS AND SHORT
POSITIONS IN SECURITIES (Continued)

Save as disclosed above, none of the directors or chief executives
of the Company had any interest or short position in the shares,
underlying shares or debentures of the Company or any of its
associated corporations (as defined in Part XV of the SFO) as at
30 June 2008 as recorded in the register required to be kept by the
Company under Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model Code
for Securities Transactions by Directors of Listed Shares.

DIRECTORS’ INTERESTS IN CONTRACTS
AND CONNECTED TRANSACTIONS

ib‘J'lénﬁalfﬁl:ﬁnA(fkﬁ iz )
R EXATIREEN  RZEZENFRA=Z+AH &

ARBIRERE 5 KB E GHE 352K E N AR B
FEZERREM 37 JETF?LFEQT%%LH #
R G2 BFESFAIMAAR g P Z B A
ZA/N T%§$&ﬁﬂli@§k1ﬂ%ﬁ$ Al E AT
HEEE(ER R B 5 B EPIEXVED) Z B -
HEAROHER 2 ERTRA -

During the year ended 30 June 2008, the Group had the following RBE-_ZZEN\EA=1H EJ"W AN E
transactions with Champion and its subsidiaries (other than the BERHMBRAR(REERINGET IS
Group):
HK$°000
Nature of transactions RZEH FEx
Fees paid by the Group to Champion for the provision of office REE ﬂmi%ﬁz&$%ﬁ”3‘iﬁ@iﬁ
premises and facilities, and management services, on cost basis MAERRERERR 2 BB 100

In the opinion of the independent non-executive directors, the above
transactions were carried out in the usual course of business and on
normal commercial terms and are in accordance with the relevant
agreement governing them on terms that are fair and reasonable
and in the interests of the shareholders of the Company as a whole.
Details of such connected transactions are set out in note 36 to the
consolidated financial statements.

The aforesaid transactions constitute continuing connected
transactions under Listing Rules and are exempt from the reporting,
announcement and shareholders’ approval requirements under
Chapter 14A of the Listing Rules.

Save as disclosed above, no contract of significance to which the
Company, its holding company, any of its fellow subsidiaries or
subsidiaries was a party and in which a director of the Company
had a material interest, whether directly or indirectly, subsisted at
the end of the year or at any time during the year.

Save as disclosed above, there is no contract of significance
between the Group and a controlling shareholder of the Company
(as defined in the Listing Rules) or any of its subsidiaries, including
for the provision of services by the controlling shareholders to the
Group.
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RZZBZENFRAZTH  REFHFLBEKRHE
BIFEMERNRAAFE 2MRAMEE - THA
T(RDREERITRERBINR AR E 20 &
RN HEE SRR

As at 30 June 2008, the following persons (other than a director or
chief executive of the Company) had interests or short positions in
the shares and underlying shares of the Company as recorded in
the register required to be kept by the Company under Section 336

of the SFO:
Approximate
Number of  percentage
Number Description of underlying of issued
Name of shareholders Capacity of shares derivatives shares share capital
HERTRAE
BRRER 64 RABE fTET AN HERHHA ZHR =
Champion (note 1) Beneficial owner 1,740,200,873 - - 51.02%
BE (M) ExBAA
Beneficial owner = Warrants to subscribe for shares 300,278,027 8.80%
ERBAA RERG 2 RRIEE
Lawnside (note 1) Beneficial owner 299,290,629 - - 8.77%
Lawnside (Fff£E1) ExBAA
Beneficial owner = Warrants to subscribe for shares 82,058,443 2.41%
ERBAA RERG 2 RRIEE
Shanghai Industrial Corporate interest 521,910,000 - - 15.30%
Investment (Holdings) NG
Company Limited
(note 2) Corporate interest - Warrants to subscribe for shares 84,728,392 2.48%
FEEX(KB)ERAQA NGIE- £ RN 2 RIRIEE
(HizE2)
Notes: B 5
1. Seenote 1 to the “Directors’ Interests and Short Positions in Securities” 1. RIEREZEHFEERAR M E -
section.
2. Shanghai Industrial Investment (Holdings) Company Limited had 2. FEEBEXEE)ERQFEBEHNSARARGZ

interest in 606,638,392 shares and underlying shares of the Company
through control over 100% interest in the shares of various companies.
These companies include SIIC Treasury (B.V.l.) Ltd., which had

direct interest in 384,861,854 shares and underlying shares of the
Company; SIIC CM Development Funds Ltd., which had direct interest
in 140,588,523 shares and underlying shares of the Company; SIIC
Asset Management Co., Ltd. which had direct interest in 74,027,160
shares and underlying shares of the Company; and Billion More, which
had direct interest in 7,160,855 shares and underlying shares of the
Company.

2 P4 A A A B1606,638,3920% A% 17 K #H 8 A
MFREERER - 25 AR BFESIC Treasury (B.V.1)
Ltd. (AR 51384,861,854 0% A% 1 K AR BA RS 7 7
B HEEHEZ) - SIIC CM Development Funds Ltd.
(A A1140,588 523 i 19 K fE R RS (0 R B B
HZM#) - SIIC Asset Management Co. Ltd. (7
NA F174,027,160% AR 15 R ABRA AR (0 R BB B
# %) K& Billion More(FAZ8 A 717,160,855 A 19 K&
HEROFEEERERER)

Saved as disclosed herein and disclosed above under the section BAN R EX[EF 2 EHERORE IFTHREEIN
on directors’ interests or short positions in securities, as at 30 June RZZTTZNFEARNA=TH BAQAIREES K
2008, according to the register of interests required to be kept by E&PIE36EGFE 2B LM - BEEAEMAL
the Company under Section 336 of the SFO, there was no other RARR RN HBERG R EERSIOAR
person who had any interest or short position in the shares or

underlying shares of the Company.
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CONVERTIBLE SECURITIES, OPTIONS,
WARRANTS OR SIMILAR RIGHTS

Other than the convertible bonds and warrants set out in notes

27 and 30 respectively to the consolidated financial statements,
the Company had no outstanding convertible securities, options,
warrants or other similar rights as at 30 June 2008. Particulars of
conversion of the convertible bonds, the exercise of warrants or the
exercise of similar rights during the year are set out in the aforesaid
notes.

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

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s listed securities during the year.

PRE-EMPTIVE RIGHTS

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

MAJOR CUSTOMERS AND SUPPLIERS
The Group sells its products to customers who act as its
distributors, and purchases materials and components from
suppliers who act as its merchandisers.

For the year ended 30 June 2008, the aggregate amount of turnover
and purchases attributable to the five largest ultimate customers
and suppliers through these distributors and merchandisers
respectively represented less than 30% of the Group’s total turnover
and purchases.

None of the directors, their associates or any shareholders, which to
the knowledge of the directors own more than 5% of the Company’s
issued share capital, had any interest in the share capital of the five
largest customers or suppliers of the Company.

POST BALANCE SHEET EVENT
Details of significant post balance sheet event are set out in note 35
to the consolidated financial statements.
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REMUNERATION POLICY
The remuneration policy of the Group for its employees takes into
account of the individuals’ merit, qualifications and competence.

The emoluments of the directors of the Company are decided

by the Human Resources and Remuneration Committee of the
Company, having regard to the Company’s operating results,
individual performance and comparable market statistics. Details of
the directors’ emoluments for the year ended 30 June 2008 are set
out in note 9 to the consolidated financial statements.

The Company has adopted a share option scheme as an incentive
to directors and eligible employees. Details of the scheme are set
out in note 31 to the consolidated financial statements.

PUBLIC FLOAT

Based on the information that is publicly available to the Company
and within the knowledge of the directors, as at the date of this
report, there is sufficient public float of not less than 25% of the
Company’s issued shares as required under the Listing Rules.

AUDITOR
A resolution will be proposed at the annual general meeting to re-
appoint Deloitte Touche Tohmatsu as auditor of the Company.

On behalf of the Board

Paul KAN Man Lok
CHAIRMAN

Hong Kong
24 October 2008
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CORPORATE GOVERNANCE PRACTICES

The Company is committed to maintaining a high standard of
corporate governance practices. It met all the code provisions in
the Code on Corporate Governance Practices (the “Code”) set out
in Appendix 14 of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing Rules”) in
the year ended 30 June 2008 save that since the decease of Mr.
HO Yiu Ming on 9 December 2007, the Company did not have an
independent non-executive director and one member of the audit
committee with appropriate professional qualifications or accounting
or related financial management expertise until the appointment of
Ms. Miranda HO Mo Han as an independent non-executive director
on 28 January 2008.

DIRECTORS’ SECURITIES TRANSACTIONS
The Company has adopted a code of conduct regarding directors’
securities transactions on terms set out in the Model Code for
Securities Transactions by Directors of Listed Issuers (the “Model
Code”) contained in Appendix 10 to the Listing Rules.

The Company has made specific enquiry of all directors of the
Company and they have confirmed compliance with the required
standard set out in the Model Code during the year ended 30 June
2008.

BOARD OF DIRECTORS

The Company is governed by a board of directors (the “Board”)
which has the responsibility for leadership and control of the
Company. The directors are collectively responsible for promoting
the success of the Group by directing and supervising the Group’s
affairs. The Board set strategies and directions for the Group’s
activities with a view to developing its business and enhancing
shareholders value.
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The Board met 5 times during the year ended 30 June 2008. Its
composition and the attendance of individual directors at these

board meetings were as follows:

HHch

EFEeREBE_TZ/\FAA=THLFE
SR & o ELAARMRE %&Xi%ﬁ’\éi%ﬁéigg

HREERESSINT

égﬁ

=

Number of meetings Number of
held during the meetings
director’s term of office attended
RESEH
Name HE BT ZEBRE SRR
Executive directors HTES
Paul KAN Man Lok (Chairman) X (/) 5 5
LAl Yat Kwong (Acting Chief Executive Officer) 22 B 3¢ (ZIE7 T #2%E) 5 5
Non-executive directors FHITES
Leo KAN Kin Leung* FHER R * 5 5
Shirley HA Suk Ling B 5 4
Paul Michael James KIRBY Paul Michael James KIRBY 5 5
Independent non-executive directors MFHITES
Frank BLEACKLEY Frank BLEACKLEY 5 5
Prof. Julia TSUEI Jo ERHR 5 5
Prof. LIANG Xiong Jian R EHR 5 5
Prof. YE Pei Da B R HOR 5 5
Miranda HO Mo Han* [OE sk 3 3
HO Yiu Ming* AT R AR 1 1
* Mr. Leo KAN Kin Leung is a brother of Mr. Paul KAN Man Lok. * B REERBXEEEZIRS -
# Ms. Miranda HO Mo Han was appointed as an independent non- # AIRMEZETR_ZZNF-A T\ BEZERELR

executive director of the Company; a member and the Chairperson

of the Audit Committee, the Human Resources & Remuneration
Committee, and the Nomination Committee; and a member of the
Finance and General Committee of the Company on 28 January 2008.

BRRFWEZEE  RREAZBENBRER

MRAZENR —TTLF+ - ANHMtY -

She is a daughter of Mr. HO Yiu Ming who deceased on 9 December

2007.

The roles of Chairman and Chief Executive Officer of the Company
are segregated, with a clear division of responsibilities.

The Chairman is responsible for the leadership of the Board,
ensuring its effectiveness in all aspects of its role and for setting

mEZRE -

FEARREESS  RREFSHEYEM
HE ﬁﬁzf\"ﬁ% VAR EEFHE  UREE

its agenda and taking into account any matters proposed by other
directors for inclusion in the agenda. Through the Board, he is
responsible for ensuring that good corporate governance practices
and procedures are followed by the Group.

The Acting Chief Executive Officer is responsible for the day-to-day
management of the Group’s business.
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All the non-executive directors of the Company are appointed
for a term of 1 year and are subject to retirement by rotation and
re-election at the Company’s annual general meetings every
three years in accordance with the Articles of Association of the
Company.

The Human Resources & Remuneration Committee (the
“Remuneration Committee”) has 5 members, currently comprising
Ms. Miranda HO Mo Han, Mr. Frank BLEACKLEY and Prof. Julia
TSUEI Jo (independent non-executive directors); and Mr. Leo KAN
Kin Leung and Ms. Shirley HA Suk Ling (non-executive directors).
The Remuneration Committee is chaired by Ms. Miranda HO Mo
Han.

The terms of reference of the Remuneration Committee follow the
guidelines set out in the Code and it is responsible for, among other
things, making recommendations to the Board on the Company’s
policy for the remuneration of directors and senior management.

During the year ended 30 June 2008, the Remuneration Committee
met 2 times and work performed by the committee includes
reviewing the Group’s remuneration policy for its executive directors
and senior management and their levels of remuneration. The
attendance of individual members at these meetings was as
follows:

ARABABFPTES 2ERHR—F  WARER
AAZEHERANEIFRARAZBRBFRE
EEHFRERERBE -

ANEREFHZES([HNEES])msRKEBHE
% BRIBIERMZ L » Frank BLEACKLEY St 4 K&
ERHE (BLIFTES) - URBBRRLERER
BRETGFITES) - (IRHAEIAFHEE S 2
o

ARRERETFRIE 2SI HME B 2 B
HE - HRGE —ARARREERSREEASRN
FBRnEESROES -

FMEESNEE—TT/\FAA=ZTHILEFEAH
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RETEAB 2 FNBR R 2 FrKF o SRR
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Number of meetings Number of

held during the meetings

director’s term of office attended

REEEH

Name HA B ZERRE FLEERRE
Independent non-executive directors BYFHTES

Frank BLEACKLEY Frank BLEACKLEY 2 2

Julia TSUEI Jo ER 2 2

Miranda HO Mo Han CES 1 1

HO Yiu Ming Gy 1 1

Non-executive directors FHITES
Leo KAN Kin Leung LSS 2 2
Shirley HA Suk Ling BRR 2 2

The Nomination Committee has 7 members, currently comprising
Ms. Miranda HO Mo Han, Mr. Frank BLEACKLEY, Prof. YE Pei Da
and Prof. Julia TSUEI Jo (independent non-executive directors); and
Ms. Shirley HA Suk Ling and Mr. Paul Michael James KIRBY (non-
executive directors); and Mr. Paul KAN Man Lok (executive director).
This committee is chaired by Ms. Miranda HO Mo Han.

The terms of reference of the Nomination Committee have been
determined with reference to the Code.
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The Nomination Committee is responsible for identifying potential
new directors and recommending to the Board for decision.

A director appointed by the Board is subject to re-election by
shareholders at the first annual general meeting after his/her
appointment. Under the Company'’s Articles of Association, all
directors are subject to retirement by rotation and re-election by
shareholders every 3 years.

Potential new directors are selected on the basis of their
qualifications, skills and experience which the Nomination
Committee considers will make a positive contribution to the
performance of the Board.

During the year ended 30 June 2008, Ms. Miranda HO Mo Han
had been appointed as an independent non-executive director of
the Company. A resolution will be proposed to re-elect Ms. HO
as an independent non-executive director of the Company at the
forthcoming annual general meeting of the Company.

The Nomination Committee met 3 times during the year ended 30
June 2008 and work performed by the committee includes reviewing
the structure, size and composition of the Board; and reviewing the
independence of the independent non-executive directors of the
Company. The attendance of individual members at these meetings
was as follows:

REZBEEARVMERBEEAR/MTIEF AL XL
REESELATCRIERRS -HEFSRMEL
BERANEEZ R BERRAFRE LERERE
B RBEARNRZABERRMA - IBEESRESIF
FERE—R R EIREE -

WEEEERATEEEZALR  REZEGHIU
REANLZARE  BRENEBRRBREEREG R
R IEH B RME RROEEAE

REBEE-ZZ)N\EFRNA=ZTREFER - MRBZL
BZERNATBULIFNTES - RARRRELR
BEREG L BERIABREERMLEIR/RARAFTE
SIERITES -

TNFERA=ZTHLFERN TE%§§
IREH AHTFERENESEZR
K LA&*ﬁ%EZlS/&T%_L#%ﬂé%Z?%_L
BERZEeRcHEBERERIMT

NEE T
HE173)

YL
=

o

7

> I K

[

[

4

Number of meetings Number of
held during the meetings
director’s term of office attended
RESEH
Name #®H BOCEEIE FIEEEHRRE
Independent non-executive directors BIUFHITES
Frank BLEACKLEY Frank BLEACKLEY 3 3
YE Pei Da 3PN 3 3
Julia TSUEI Jo BER 3 3
Miranda HO Mo Han (BEY 1 1
HO Yiu Ming {AI 2R 1 1
Non-executive directors FETES
Shirley HA Suk Ling B 3 2
Paul Michael James KIRBY Paul Michael James KIRBY 3 3
Executive director HiTES
Paul KAN Man Lok [EpES 3 3

The directors acknowledge their responsibility for preparing the
accounts of the Company. As at 30 June 2008, the directors are not
aware of any material uncertainties relating to events or conditions
which may cast significant doubt upon the Company’s ability to
continue as a going concern. Accordingly, the directors have
prepared the financial statements of the Company on a going-
concern basis.
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The responsibilities of the external auditors about their financial
reporting are set out in the Independent Auditor’s Report attached
to the Company’s Financial Statements for the year ended 30 June
2008.

The Board has conducted a review of the effectiveness of the
Group’s internal control system with an aim to safeguard the
shareholders’ investment and the Company’s assets. The purpose is
to provide reasonable, but not absolute, assurance against material
misstatements, errors, losses or fraud, and to manage rather

than eliminate risks of failure in achieving the Group’s business
objectives.

For the year ended 30 June 2008, fee for the Company's external
auditors for audit services was HK$2,314,000 (2007: HK$2,002,000)
and that for non-audit services mainly relating to taxation matters
and other services was HK$206,000 (2007: HK$271,000).

The Audit Committee has 5 members, currently comprising Ms.
Miranda HO Mo Han, Mr. Frank BLEACKLEY and Prof. Julia TSUEI
Jo (independent non-executive directors); and Mr. Leo KAN Kin
Leung and Mr. Paul Michael James KIRBY (non-executive directors).
The Chairperson of this committee is Ms. Miranda HO Mo Han.

The terms of reference of the Audit Committee follow the guidelines
set out in the Code.

During the year ended 30 June 2008, the Audit Committee met 2
times and work performed by the committee includes reviewing
the Group's interim and annual results as well as its internal control
system. The attendance of individual members at these meetings
was as follows:
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Number of meetings Number of

held during the meetings

director’s term of office attended

RESEH

Name H®E BETZEBRE FREEEERRE
Independent non-executive directors BIYFHTES

Frank BLEACKLEY Frank BLEACKLEY 2 2

Julia TSUEI Jo ER 2 2

Miranda HO Mo Han GIE] 1 1

HO Yiu Ming fa]2RA 1 1

Non-executive directors FHTES
Leo KAN Kin Leung 5 2 2
Paul Michael James KIRBY Paul Michael James KIRBY 2 2
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Deloitte.
=20

TO THE SHAREHOLDERS OF KANTONE HOLDINGS LIMITED
(incorporated in the Cayman Islands with limited liability)

We have audited the consolidated financial statements of Kantone
Holdings Limited (the “Company”) and its subsidiaries (collectively
referred to as the “Group”) set out on pages 32 to 93, which
comprise the consolidated balance sheet as at 30 June 2008, and
the consolidated income statement, the consolidated statement of
changes in equity and the consolidated cash flow statement for the
year then ended, and a summary of significant accounting policies
and other explanatory notes.

The directors of the Company are responsible for the preparation
and the true and fair presentation of these consolidated financial
statements in accordance with Hong Kong Financial Reporting
Standards issued by the Hong Kong Institute of Certified Public
Accountants and the disclosure requirements of the Hong Kong
Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the
preparation and the true and fair presentation of the consolidated
financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are
reasonable in the circumstances.

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit and to report our opinion
solely to you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other
person for the contents of this report. We conducted our audit in
accordance with Hong Kong Standards on Auditing issued by
the Hong Kong Institute of Certified Public Accountants. Those
standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance as to
whether the consolidated financial statements are free from material
misstatement.
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AUDITOR’S RESPONSIBILITY (Continued)

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether
due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and
true and fair presentation of the consolidated financial statements
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by
the directors, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

OPINION

In our opinion, the consolidated financial statements give a true
and fair view of the state of affairs of the Group as at 30 June 2008
and of the Group’s profit and cash flows for the year then ended
in accordance with Hong Kong Financial Reporting Standards and
have been properly prepared in accordance with the disclosure
requirements of the Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

24 October 2008
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KANTONE HOLDINGS LIMITED

CONSOLIDATED INCOME STATEMENT #ifiH#is%

for the year ended 30 June 2008 # F —FFE/NFANH =+ H IFFE

2008 2007
—E2EN\F —TTLF
NOTES HK$’000 HK$'000
k=3 FERT FHET
Turnover EEE 6 1,613,048 1,426,505
Cost of sales SHE A (965,712) (827,941)
Gross profit EFEEE 647,336 598,564
Other income H A 7 13,110 17,935
Distribution costs 28R AR (48,149) (44,721)
General and administrative expenses —RRITHEZ (134,355) (99,637)
Impairment losses recognised for MAHHEREFER
available-for-sale investments BB EE 17 (16,527) (22,952)
Impairment losses recognised for development 5t 4t M 4845 2 FI B AR AR
costs for systems and networks TR 2 A (B 5 18 14 (229,125) -
Impairment losses recognised for deposits iz e KB R A
and prepaid development costs FrgEsR 2 B E &5 18 (86,970) =
Loss on fair value change of convertible bonds "I REH QA FEEE ) 2 EIE (2,282) (32,829)
Finance costs B T AR AR 8 (4,232) (6,105)
Profit before taxation B 351 Al g A 9 138,806 410,255
Taxation BiE 10 (1,842) )
Profit for the year REE R 136,964 410,254
Attributable to: JEAESE ) -
Equity holders of the Company RARBRAERTE A 143,010 412,018
Minority interests LEAR RS (6,046) (1,764)
136,964 410,254
Earnings per share BREF
— Basic — ®HAK 12 HK4.35 HK13.81
centsiE 1l centsi&
— Diluted — ieHE HK4.32 HK13.74
centsi il centsi#B 1Ll
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CONSOLIDATED BALANCE SHEET #%a&EAMEE

at 30 June 2008 A = FEEFENENH =1 H

2008 2007
—EENEF ZTTLF
NOTES HK$’000 HK$'000
Pt FH& T FHT
Non-current assets EMEBEE
Property, plant and equipment Y% - B R& 13 37,101 44,481
Development costs for systems and networks — Z#t & #84% ~ 5 86 Ak < 14 961,980 840,746
Goodwill EES 15 36,795 36,795
Intangible assets EWEAE 16 5,310 7,670
Available-for-sale investments A HERE 17 225,631 250,636
Deposits and prepaid development costs BE REMHBEKA 18 752,700 696,540
2,019,517 1,876,868
Current assets mENEE
Inventories FE 19 24,351 29,204
Trade and other receivables FEU R 5 N H A BR K 20 395,670 398,751
Amount due from ultimate holding company JE W AT IR A R IR 24 = 7
Taxation recoverable A] Yz [B] £ 18 29 127
Deposits, bank balances and cash TR RITEFLRRES 21 105,896 100,099
525,946 528,188
Current liabilities REEE
Trade and other payables FERT B 5 R H A BR R 22 105,229 78,391
Warranty provision REREE 23 2,136 1,860
Amount due to ultimate holding company & AR AR A ) B 24 47 -
Taxation payable FEfIBETE 2,009 20
Bank borrowings — amount due RITEE-—R—FRIH
within one year 25 5,313 50,408
Other borrowings — amount due HitnfgBE-R—FREH
within one year 26 489 1,861
Convertible bonds AR ES 27 - 35,880
115,223 168,420
Net current assets mBEEFE 410,723 359,768
Total assets less current liabilities BEMLBERRESEE 2,430,240 2,236,636
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CONSOLIDATED BALANCE SHEET #&®EAfERE
at 30 June 2008 A = FEENFENH=A4H

2008 2007
—EENE —ETLF
NOTES HK$’000 HK$'000
B 5 FExT FHET
Non-current liabilities EMBEE
Bank borrowings — amount due RITHEE-R—FRIH
after one year 25 48,952 7
Other borrowings — amount due Hi e -—RN—F1% 35
after one year 26 193 716
Retirement benefit obligations RIRTEF A 28 92,283 95,985
Deferred taxation ERERL IR 29 157 149
141,585 97,223
Net assets BEFE 2,288,655 2,139,413
Capital and reserves A& 7R I 15
Share capital A& 7R 30 341,106 319,993
Reserves R 1,938,049 1,804,531
Equity attributable to equity holders RARIBRAERHTE A
of the Company FEAG AR AR 2,279,155 2,124,524
Minority interests DER R 9,500 14,889
2,288,655 2,139,413

The consolidated financial statements on pages 32 to 93 were
approved and authorised for issue by the Board of Directors on 24

October 2008 and are signed on its behalf by:

Paul KAN Man Lok f&3z £
DIRECTOR &%

SIEERRESE
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

AR IR A RE SR A B R

Sfor the year ended 30 June 2008 #F _—FFE/NFANH =+ H ILFE

Attributable to equity holders of the Company

KARARFERHEAER
Sub-
scription
Share Share  Dividend right Translation  Retained Minority
capital premium  reserve  reserve reserve  profits Total interests Total
BE  RHEE RERE fE ERRE RBEA At BEER &t
HK$000 HK$000 HK$000 HK$000 HKE000 HK$000 HK$000 HK$000  HK$000
Thr TEr  TAT  TEr  TEAxr  TEx  TExr  TEr  TEn
At1 July 2006 RZEZR EtA-B 291225 294,581 58,245 1,850 (8,046) 1,030,695 1,668,550 16,281 1,684,831
Exchange difference arising RAEEEUNES
on franslation of operations MEETERER
outside Hong Kong RAERARED
recognised directly in equity ZERER - - - - (8833 - (8,833) 3 (8,461)
Profitfor the year ERET - - = = - 42018 412018 (1764) 410254
Total recognised income and ~~ FREEARR
expense for the year ek = = = = (8,833) 412,018 403,185 (1392) 401,793
Onissue of subscription rights ~~ EREEEEITR 7 - - - 2,789 - - 2,789 - 2,789
On conversion of convertiole AR AR E5E
bonds BIRH 11,574 63,235 - - - - 74,809 - 74,809
Dividends for the year FRRE
~interim ~HH - - 40,025 - - (40,025 - - -
final %8 - - 79998 - - (719.9%) - - -
Dividends paid aHkE = - (24809) - - - (4809) - (4809)
Issue of shares as scrip dividend  E TR 1E ALK & 17,194 56,267  (73,461) - - - - - -
28,768 119,502 21,753 2,789 - (120023) 52,789 - 52,789
At 30 June 2007 WZETLEXA=+H 319993 414083 79,998 4639 (16,879) 1322690 2,124,524 14889 2,139,413
Exchange difference arising RGBERBINES
on translation of operations FEETERR
outside Hong Kong N Fal
recognised directly in equity ZERER = - - - 2,756 - 2,756 657 343
Profit for the year FREH = - - - - 143010 143,010 (6,046) 136,964
Total recognised income and ~~ £RE AU K
expense for the year BE = = - - 2796 143010 145766 (5,389) 140377
On exercise of subscription rights 17 2B 8 3544 12,388 - (2310 - - 1362 - 1362
Lapse of subscription rights RBELN - - - (239 - 2,329 - - -
On exercise of warrants iE G 28 202 - - - - 230 - 230
On conversion of convertiole AR AR E5E
bonds BIRH 4,659 32,692 - - - - 37,351 - 37,351
Dividends for the year FRRE
- underprovision ~BETR - - 1,290 - - (1,290) - - -
- interim —$ - - 45316 - - (45316) - - -
~final —%8 - - 517 - - ) - - -
Dividends paid BHRE - - 4233%) - - - (423%) - (#23%)
Issue of shares as scrip dividend  Z 7RI 1E BIARA & 12882 71,384 (84,266) - - - - - -
21113 116666 (74881)  (46%9) - 49394 8865 - 8865
At 30 June 2008 RZEEN\ERA=+H 341,106 530,749 5117 - (14123) 1,416,306 2,279,155 9,500 2,288,655
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CONSOLIDATED CASH FLOW STATEMENT

A BlaiiR

Sfor the year ended 30 June 2008 # £ _FFE/NFANH =+ H ILFE

2008 2007
—E2EN\F —TTLF
HK$’000 HK$'000
FExT FHET
Cash flows from operating activities KEXBZHReENRE
Profit before taxation R 250 A1 4 A 138,806 410,255
Adjustments for: AR
Gain on disposal of property, plant HEME  BEREE
and equipment 2 Was (164) (1,940)
Interest income FEUA (8,546) (11,112)
Interest on bank and other borrowings RITREMEE ZF B 4,232 3,975
Issue costs of convertible bonds ARRESETER = 2,130
Amortisation of development costs for systems R R A4 2 B R 2
and networks 269,895 145,751
Amortisation of intangible assets B EE 2,360 2,360
Depreciation of property, plant and equipment ME  BEEREZITE 9,961 10,388
Loss on fair value change of convertible bonds AREESAFEEEZS ZER 2,282 32,829
Impairment losses recognised for MA I EREFRER
available-for-sale investments B E 18 16,527 22,952
Impairment losses recognised for development MEG R B 2 FERAR
costs for systems and networks FREER 2 ME R 229,125 -
Impairment losses recognised for deposits MRS RN HEKA
and prepaid development costs FrigER 2 B E 18 86,970 -
Impairment loss recognised for property, plant MIE - BRE K& PR R
and equipment B 5,085 -
Impairment loss recognised for inventories REEMERZBEESE 7,699 =
Trade receivables written off FEU R 5 FRIB M S 3,354 -
Operating cash flows before movements in CEREBA 2 KE
working capital REmE 767,586 617,588
Increase in inventories FEZEm (2,846) (2,432)
Increase in trade and other receivables FEWE 5 & H fth BR 2 32N (464) (40,556)
Increase in trade and other payables JERTE 5 R H A AR 2 3 AN 26,838 8,392
Increase in warranty provision RERE 2N 129 39
Increase (decrease) in amount due to ultimate FEN SR ER AR RIBZ
holding company BN A) 54 (110)
Net cash generated from operations EEEEZREFHE 791,297 582,921
Taxation in other jurisdictions refunded (paid) BRI (DM H b 5k & 2 B8 222 (44)
Hong Kong Profits Tax refunded (paid) ERE(BHNBBFIER 54 a7)
Net cash from operating activities REFXBMEZHEFH 791,573 582,860
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CONSOLIDATED CASH FLOW STATEMENT #F &8l &imBE
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

2008 2007
—BENF —TTLF
HK$’000 HK$'000
FERT FHET
Cash flows from investing activities KEEHZRERE
Deposits and prepayment paid in respect of B RS R A ARG
development costs for systems and ARz BfRRE
networks RIERFRIE (703,170) (528,840)
Payments for development costs for systems R R ABAE 2 B R AR
and networks (132,600) (140,560)
Purchase of property, plant and equipment BEYE  WEREH (7,753) (9,026)
Capital receipts from available-for-sale AIHEEREMKZ ER
investments 81,209 48,333
Interest received B UFLE 8,546 11,112
Proceeds from disposal of property, plant HEWE - BE REEFRS
and equipment Z I 366 2,811
Purchase of available-for-sale investments BARHHERE = (139,428)
Net cash used in investing activities REFRDERSFHE (753,402) (755,598)
Cash flows from financing activities MEETH RERE
Net cash receipt from issue of convertible bonds BT mRESAK R FE
(2007: net of issue costs of HK$2,130,000) (ZZZTLF - NBRBITAAE
2,130,000/ 7T.) - 60,270
Cash receipts from exercise of subscription rights ~ {T{# 2k~ IR & WX 13,622 =
Cash receipts from exercise of warrants T RIRRE R 2 B & WK 230 =
New bank loans raised IR ITER 4,283 -
Dividends paid ERBRE (42,338) (24,809)
Interest paid BAFLE (4,232) (3,975)
Repayment of block discounting loans EERNRITHER (1,895) (2,422)
Repayment of bank loans EEIBITER = (3,719)
Repayment of mortgage loan EERIBER (799) (580)
Redemption of convertible bonds 7 [B] AT L PR (B 55 (780) -
Net cash (used in) from financing activities MEEB(FTA B 2RSS FE (31,909) 24,765
Net increase (decrease) in cash and cash ReRFASEFHEEMORD)FHE
equivalents 6,262 (147,973)
Cash and cash equivalents at beginning of the year E#3E 4 MR & %4 100,099 251,947
Effect of foreign exchange rate changes EREFH B (465) (3,875)
Cash and cash equivalents at end of the year FREe MR SER 105,896 100,099
Represented by: ek
Deposits, bank balances and cash B RTESRIES 105,896 100,099
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KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
fo o B 25 Aty H

Sfor the year ended 30 June 2008 # £ _FFE/NFANH =+ H ILFE

The Company is incorporated in the Cayman Islands as an
exempted company with limited liability under the Companies
Law (Revised) Chapter 22 of the Cayman Islands and its
shares listed on The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”). Its ultimate holding company is
Champion Technology Holdings Limited (“Champion”), a
company which was originally incorporated in the Cayman
Islands but subsequently re-domiciled to Bermuda, and its
shares are also listed on the Stock Exchange. The addresses
of the registered office and principal place of business of the
Company are disclosed in the Corporate Information section
of 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. The
principal activities of its subsidiaries are set out in note 38.

In the current year, the Group has applied, for the first time, a
number of new Hong Kong Financial Reporting Standards (the
“HKFRSs”), Hong Kong Accounting Standards (the *HKASs”)
and Interpretations (hereinafter collectively referred to as “new
HKFRSs”") issued by the Hong Kong Institute of Certified Public
Accountants (the “HKICPA”) that are effective for accounting
periods beginning on or after 1 July 2007.

HKAS 1 (Amendment) Capital disclosures

HKFRS 7 Financial instruments: Disclosures

HK(IFRIC)-INT 10 Interim financial reporting and
impairment

HKFRS 2 — Group and treasury
share transactions

HK(IFRIC)-INT 11

The adoption of the new HKFRSs has no material effect on
how the results of the Group are prepared and presented for
the current and prior accounting years. Accordingly, no prior
year adjustment is required.

The Group has applied the disclosure requirements under
HKAS 1 (Amendment) and HKFRS 7 retrospectively. Certain
information presented in prior year under the requirements
of HKAS 32 has been removed and the relevant comparative
information based on the requirements of HKAS 1
(Amendment) and HKFRS 7 has been presented for the first
time in the current year.
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ABEEARAF

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4% & B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

The Group has not early adopted the following new standards,

amendments and interpretations that have been issued but

are not yet effective.
HKAS 1 (Revised)
HKAS 23 (Revised)
HKAS 27 (Revised)

HKAS 32 &1
(Amendments)

HKAS 39 & HKFRS 7
(Amendments)

HKFRS 2
(Amendment)
HKFRS 3 (Revised)

HKFRS 8

HK(IFRIC)-INT 12

HK(IFRIC)-INT 13

HK(FRIC)-INT 14

HK(FRIC)-INT 15

HK(IFRIC)-INT 16

Presentation of financial statements !
Borrowing costs !
Consolidated and separate financial
statements ?
Puttable financial instruments and
obligations arising on liquidation !
Reclassification of financial assets ¢
Vesting conditions and
cancellations !
Business combinations 2

Operating segments !

Service concession arrangements 3

Customer loyalty programmes *

HKAS 19 — The limit on a defined
benefit asset, minimum funding
requirements and their interaction 2

Agreements for the construction of
real estate '

Hedges of a net investment in
a foreign operation 5
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Effective for annual periods beginning on or after
1 January 2009.

Effective for annual periods beginning on or after
1 July 2009.

Effective for annual periods beginning on or after
1 January 2008.

Effective for annual periods beginning on or after
1 July 2008.

Effective for annual periods beginning on or after
1 October 2008.

Effective from 1 July 2008.
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KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %% & BA % 8t % Bt ik
for the year ended 30 June 2008 #F —EE/NAFNH =+ H I F/F

The adoption of HKFRS 3 (Revised) may affect the accounting
for business combination for which the acquisition date is

on or after the beginning of the first annual reporting period
beginning on or after 1 July 2009. The adoption of HKAS 27
(Revised) will affect the accounting treatment for changes

in a parent’s ownership interest in a subsidiary that do not
result in a loss of control, which will be accounted for as
equity transactions. The directors of the Company anticipate
that the application of the other new or revised standards,
amendments and interpretations will have no material impact
on the results and the financial position of the Group.

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

The consolidated financial statements have been prepared in
accordance with HKFRSs issued by the HKICPA. In addition,
the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing

of Securities on the Stock Exchange and the Hong Kong
Companies Ordinance. The principal accounting policies
adopted are set out below:

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the
Company. 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.

Where necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies in

line with those used by other members of the Group.

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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4% & B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group's equity therein.
Minority interests in the net assets consist of the amount of
those interests at the date of the original business combination
and the minority’s share of changes in equity since the date of
the combination. Losses applicable to the minority in excess
of the minority’s interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that

the minority has a binding obligation and is able to make an
additional investment to cover the losses.

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

Capitalised goodwill arising on an acquisition of a business is
presented separately in the consolidated balance sheet.

For the purposes of impairment testing, goodwill arising

from an acquisition is allocated to each of the relevant cash-
generating units, or groups of cash-generating units, that are
expected to benefit from the synergies of the acquisition. A
cash-generating unit to which goodwill has been allocated

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

On subsequent disposal of the relevant cash-generating units,
the attributable amount of goodwill capitalised is included in
the determination of the amount of profit or loss on disposal.

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

Revenue from sales of goods is recognised when goods are
delivered and title has passed.
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KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 #F —EE/NAFNH =+ H I F/F

Service income is recognised when the services are rendered.

Income from licensing is recognised when the relevant
licensing agreements are formally concluded.

Income from certain available-for-sale investments where the
Group is contracted to receive a pre-determined minimum
sum over the period of the projects is allocated to accounting
periods so as to reflect a constant periodic rate of return on
the investment in these available-for-sale investments. Income
from other available-for-sale investments are recognised
when the Group’s right to receive the distributions has been
established.

Rental income, including rental invoiced in advance from
assets under operating leases, is recognised on a straight line
basis over the relevant lease term.

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

Dividend income is recognised when the Group’s right to
receive payment has been established.

Property, plant and equipment including land and buildings
held for use in the production or supply of goods or services,
or for administrative purposes are stated at cost less
subsequent accumulated depreciation and amortisation and
accumulated impairment losses.

Depreciation is provided to write off the cost of property, plant
and equipment over their estimated useful lives, using the
straight line method, at the following rates per annum:

Freehold land Nil
Leasehold land and Over the shorter of the remaining
buildings remaining unexpired terms of
the relevant leases or 50 years
Plant and machinery and ~ 10% — 50%
telecommunications
networks

An item of property, plant and equipment is derecognised
upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any gain
or loss arising on derecognition of the asset (calculated as the
difference between the net disposal proceeds and the carrying
amount of the item) is included in the consolidated income
statement in the year in which the item is derecognised.
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ABEEARAF

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS % & B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

Leases are classified as finance leases whenever the terms
of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified as
operating leases.

Rental income from operating leases is recognised in the
consolidated income statement on a straight line basis over
the term of the relevant lease.

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.

Deposits and prepaid development costs represent the
development costs for systems and networks projects under
construction. Deposits and prepaid development costs are
transferred to development costs for systems and networks
when it is implemented for its intended use. Deposits and
prepaid development costs are stated at cost less impairment.

Development costs for systems and networks are stated
at cost less amortisation and any accumulated impairment
losses.

Development costs for systems and networks represent all
direct costs incurred by the Group in setting up systems and
networks, including the cost of equipment, development cost
and subcontracting expenditure. Such assets are recognised
only if all of the following conditions are met:

- the technical feasibility of completing the asset so that it
will be available for use or sale.

- its intention to complete the asset and use or sell it.
- its ability to use or sell the asset.

- how the asset will generate probable future economic
benefits. Among other things, the entity can demonstrate
the existence of a market for the output of the asset
or the asset itself or, if it is to be used internally, the
usefulness of the asset.

- the availability of adequate technical, financial and other
resources to complete the development and to use or

sell the asset.

- its ability to measure reliably the expenditure attributable
to the asset during its development.
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KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 # F —FE /NN H =1 H I/

Development costs that cannot fulfil the above conditions

are recognised as expenses in the period in which it is
incurred. Development costs for systems and networks which
are implemented for its intended use and fulfil the above
conditions are amortised on a straight line basis over their
estimated useful lives, subject to a maximum of five years.
Where the recoverable amount of development costs for
systems and networks has declined below their carrying
amount, the carrying amount is reduced to reflect the decline
in value.

Development costs for systems and networks that are not
yet available for intended use are stated at cost less any
accumulated impairment losses. Impairment testing is
performed at least annually.

An item of development costs for systems and networks 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.

On initial recognition, intangible assets acquired separately
and in business combinations are recognised at cost and

at fair value at the acquisition date respectively. After initial
recognition, intangible assets with finite useful lives are carried
at costs less accumulated amortisation and any accumulated
impairment losses. Amortisation for intangible assets with
finite useful lives is provided on a straight-line basis over their
estimated useful lives.

Gains or losses arising from derecognition of an intangible
asset are measured at the difference between the net disposal
proceeds and the carrying amount of the asset and are
recognised in the consolidated income statement when the
asset is derecognised.

Financial assets and financial liabilities are recognised on the
consolidated balance sheet when a group entity becomes a
party to the contractual provisions of the instrument. Financial
assets and financial liabilities are initially measured at fair
value. Transaction costs that are directly attributable to the
acquisition or issue of financial assets and financial liabilities
(other than financial assets and financial liabilities at fair
value through profit or loss) are added to or deducted from
the fair value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or financial
liabilities at fair value through profit or loss are recognised
immediately in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

The Group’s financial assets are mainly classified into one

of the two categories, including 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 effective interest method is a method of calculating the
amortised cost of a financial asset and of allocating interest
income over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash receipts
(including all fees and points paid or received that form an
integral part of the effective interest rate, transaction costs and
other premiums or discounts) through the expected life of the
financial asset, or, where appropriate, a shorter period.

Income is recognised on an effective interest basis for debt
instruments.

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 and other
receivables, amount due from ultimate holding company,
deposits, bank balances and cash) are carried at amortised
cost using the effective interest method, less any identified
impairment losses (see accounting policy on impairment of
financial assets below).

Available-for-sale financial assets are non-derivatives that
are either designated or not classified as any of the other
categories.

For available-for-sale debt investments with guaranteed
return, payments receivables each year for investments are
apportioned between income and reduction of the carrying
value of the investments so as to reflect a constant periodic
rate of return. At each balance sheet date subsequent to initial
recognition, available-for-sale financial assets are measured
at fair value. Changes in fair value are recognised in equity,
until the financial asset is disposed of or is determined to be
impaired, at which time, the cumulative gain or loss previously
recognised in equity is removed from equity and recognised in
profit or loss (see accounting policy on impairment of financial
assets below).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 # F —FFE/NFANH =+ H IFFE

For available-for-sale equity investments that do not have a
quoted market price in an active market and whose fair value
cannot be reliably measured, they are measured at cost less
any identified impairment losses at each balance sheet date
subsequent to initial recognition (see accounting policy on
impairment of financial assets below).

Financial assets are assessed for indicators of impairment at
each balance sheet date. Financial assets are impaired where
there is objective evidence that, as a result of one or more
events that occurred after the initial recognition of the financial
asset, the estimated future cash flows of the financial assets
have been impacted.

For loans and receivables, objective evidence of impairment
could include:

. significant financial difficulty of the issuer or counterparty;
or

. default or delinquency in interest or principal payments;
or

. it is becoming probable that the borrower will enter
bankruptcy or financial re-organisation.

For certain categories of financial assets, such as trade
receivables, assets that are assessed not to be impaired
individually are subsequently assessed for impairment on
a collective basis. Objective evidence of impairment for

a portfolio of receivables could include the Group’s past
experience of collecting payments and an increase in the
number of delayed payments.

For financial assets carried at amortised cost, an impairment
loss is recognised in income statement when there is objective
evidence that the asset is impaired, and is measured as

the difference between the asset’s carrying amount and the
present value of the estimated future cash flows discounted at
the original effective interest rate.

For financial assets carried at cost, the amount of the
impairment loss is measured as the difference between the
asset’s carrying amount and the present value of the estimated
future cash flows discounted at the current market rate of
return for a similar financial asset. Such impairment loss will
not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the
impairment loss directly for all financial assets.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS % & B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

For financial assets measured at amortised cost, if, in a
subsequent period, the amount of impairment loss decreases
and the decrease can be related objectively to an event
occurring after the impairment losses was recognised, the
previously recognised impairment loss is reversed through
income statement to the extent 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.

For available-for-sale debt investments, impairment losses are
subsequently reversed if an increase in the fair value of the
investment can be objectively related to an event occurring
after the recognition of the impairment loss.

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 effective interest method is a method of calculating the
amortised cost of a financial liability and of allocating interest
expense over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments
through the expected life of the financial liability, or, where
appropriate, a shorter period.

Interest expense is recognised on an effective interest basis.

Financial liabilities including trade and other payables,
amount due to ultimate holding company and bank and other
borrowings are subsequently measured at amortised cost,
using the effective interest method.

The convertible bonds issued by the Group include a liability
component, a conversion option, a call and put option and
an early redemption option. Convertible bonds that will not be
settled other than by the exchange of a fixed amount of cash
for a fixed number of the Company’s own equity instruments
are financial liabilities with embedded derivatives. Derivatives
embedded in a financial instrument are treated as separate
derivatives when their economic risks and characteristics are
not closely related to those of the host contract (the liability
component) and the host contract is not carried at fair value
through profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 # F —FE /NN H =1 H I/

The convertible bonds (including the liability component,

the conversion option, the call and put option and an early
redemption option) as a whole are designated as financial
liabilities at fair value through profit or loss on initial recognition.
At each subsequent balance sheet date, the entire convertible
bond will be measured at fair value, with changes in fair value
recognised directly in profit or loss in the period in which they
arise.

Transaction costs that are directly attributable to the issue

of the convertible bonds designated as financial liabilities at
fair value through profit or loss are recognised immediately in
profit or loss.

Subscription rights granted to the convertible bond holders
to subscribe for the ordinary shares of the Company are
recognised at fair value on initial recognition and will remain
in subscription right reserve until the subscription rights are
exercised (in which case the balance in the subscription right
reserve will be transferred to share premium). Where the
subscription rights remain unexercised at the expiry date, the
balance in the subscription right reserve will be released to
retained profits. No gain or loss is recognised in profit or loss
upon conversion or expiration of the subscription rights.

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

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

Financial liabilities are derecognised when the obligation
specified in the relevant contract is discharged, cancelled or
expires. The difference between the carrying amount of the
financial liability derecognised and the consideration paid or
payable is recognised in profit or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

Inventories are stated at the lower of cost and net realisable
value. Cost is calculated using the first-in, first-out method.

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 and expense that are taxable or deductible in other
years, and it further excludes income statement items that are
never taxable and deductible.

Deferred tax is the tax expected to be payable or recoverable
on differences between the carrying amounts of assets and
liabilities in the consolidated financial statements and the
corresponding tax bases used in the computation of taxable
profit, and is accounted for using the balance sheet liability
method. Deferred tax liabilities are generally recognised for
all taxable temporary differences, and deferred tax assets
are recognised to the extent that it is probable that taxable
profit will be available against which deductible temporary
differences can be utilised. Such assets and liabilities are not
recognised if the temporary difference arises from goodwill
or from the initial recognition (other than in a business
combination) of 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, 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 profit will be available to
allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected
to apply in the period when the liability is settled or the

asset realised. Deferred tax is charged or credited to the
consolidated income statement, except when it relates to
items charged or credited directly to equity, in which case the
deferred tax is also dealt with in equity.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 # F —FFE/NFANH =1 H IFFE

At each balance sheet date, the Group reviews the carrying
amounts of its assets to determine whether there is any
indication that those assets have suffered an impairment
loss. In addition, intangible assets with indefinite useful lives
and intangible assets not yet available for use are tested for
impairment annually, and whenever there is an indication that
they may be impaired. If the recoverable amount of an asset
is estimated to be less than its carrying amount, the carrying
amount of the asset is reduced to its recoverable amount. An
impairment loss is recognised as an expense immediately.

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

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 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 period in which they arise.

For the purposes of presenting the consolidated financial
statements, the assets and liabilities of the Group’s foreign
operations are translated into the presentation currency of the
Company (i.e. Hong Kong dollars) at the rate of exchange
prevailing at the balance sheet date, and their income and
expenses are translated at the average exchange rates for
the year, unless exchange rates fluctuate significantly during
the period, 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 translation reserve). Such exchange differences are
recognised in profit or loss in the period in which the foreign
operation is disposed of.

50

REFER  AEEeEHNEEEZREE
NEEERAEABABRTRZEEEDHR
BEEE - s BRAIEAFHELE
EAREARAHRERZELEEDEF %
REREER A LR EZ B0 T /TR E A
# e b ErEE TN RSB NEREE
RIEE 2 BREE S &R 2 H r] W[ 208 o
BRI ER R X -

MERBERRESE  IEEZREAESH
SEEHMGE 2 AT WE B - ARAIE N
FREHETEENHUAETFELEREERR
BRI T R EEE < BREE - FTEE 2R
ER B ERIERA -

RASKREERZMBREE  UZEBY
BEREUIN2EEONE)ETZRS - TR
RPEBHZEMERIAN T (% ‘“%%%ié“
P2 TREERFER)IR - NEHEER -

ASMEFIE 2 EH# IR B THiRD \%ﬁBZ% i
EREREHRRE - BINEELKATEZ
FEWIHE MEEIRE

1

BHEKRBERRESKEAMEE ZERL
ERINELNMAEIBRRRER -

REIEAMBRE  AEEBINEBZE
ERAE DERNEERERERZEXR
HREARBZEHREEOET) MEZEEH
ZWARRXZ T RBFEEFGERBE - &
FEHNERRNERE)  RZBERT - AlIEA
ZHEHMZEREAER -MELAZERLE
BB DR RB LD (MREFERE) -
ZEERZBINHEBIIEBRARER

=7
a ©



ABEEARAF

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B 7% & Bt
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

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

Payments to defined contribution retirement benefit schemes
are charged as expense when employees have rendered
service entitling them to contributions.

For defined benefit retirement benefit schemes, the cost of
providing benefits is determined using the projected unit
credit method, with actuarial valuation being carried out at
each balance sheet date. Actuarial gains and losses which
exceed 10% of the greater of the present value of the Group’s
pension obligations and the fair value of scheme assets are
amortised over the expected average remaining working lives
of the participating employees. Past service cost is recognised
immediately to the extent that the benefits are already vested,
and otherwise is amortised on a straight line basis over the
average period until the amended benefits become vested.

The amount recognised in the consolidated balance sheet
represents the present value of the defined benefit obligation
as adjusted for unrecognised actuarial gains and losses and
unrecognised past service cost, and as reduced by the fair
value of scheme assets.

Any assets resulting from this calculation is limited to
unrecognised actuarial losses and past service cost, plus the
present value of available refunds and reductions in future
contribution to the scheme.

The following are 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.

Determining whether goodwill is impaired requires an
estimation of the value in use of the cash-generating units

to which goodwill has been allocated. The value in use
calculation requires the Group to estimate the future cash
flows expected to arise from the cash-generating unit and a
suitable discount rate in order to calculate the present value. As
at both balance sheet dates, the carrying amount of goodwill
was HK$36,795,000. Details of the recoverable amount
calculation are disclosed in note 15.
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for the year ended 30 June 2008 # F —FFE/NFANH =1 H IFFE

As at 30 June 2008, the carrying value of development
costs for systems and networks amounts to
HK$961,980,000 (2007: HK$840,746,000). The estimated
useful life of the assets reflects the directors’ estimate

of the periods that the Group intends to derive future
economic benefits from the use of the development.

Determining whether development costs for systems
and networks and deposits and prepaid development
costs are impaired requires an estimation of the value
in use. The value in use calculation requires the Group
to estimate the future cash flow expected to arise

from the continuing use of the assets and a suitable
discount rate in order to calculate the present value. As
at 30 June 2008, the carrying amounts of development
costs for systems and networks and deposits and
prepaid development costs were HK$961,980,000
(2007: HK$840,746,000) and HK$752,700,000 (2007:
HK$696,540,000), respectively.

RZZEZENENA=1+H8  ZHERBE
2 FE RN 2 BR 1B £961,980,0007%8 7T
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Determining whether available-for-sale investments are
impaired requires an estimation of future cash flows
discounted at the current market rate of return of similar assets.
As at 30 June 2008, the carrying amount of available-for-sale
investments was HK$225,631,000 (2007: HK$250,636,000).

52



ABEEARAF

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 456 B 7% & Bt i
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

2008 2007
—EBEN\E —TTLRF
HK$’000 HK$'000
FExT FHTT
Financial assets MISEE
Available-for-sale investments A ERE 225,631 250,636
Loans and receivables Bk K R SRR
(including deposits, bank balances (BIEFR - RITEFRIRS)
and cash) 501,566 498,857
Financial liabilities HMBaE
Amortised cost BESHRK AR 160,223 131,749
Financial liabilities at fair value BATEENERSRZ
through profit or loss M aE = 35,880

The Group’s major financial instruments include available-
for-sale investments, trade and other receivables, deposits,
bank balances and cash, trade and other payables, bank
and other borrowings and convertible bonds. 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.

As at 30 June 2008, the Group’s maximum exposure to credit
risk which will cause a financial loss to the Group due to failure
to discharge an obligation by the counterparties is arising from
the carrying amount of the respective recognised financial
assets as stated in the consolidated balance sheet.

In order to minimise the credit risk in relation to trade
receivables, the management of the Group will only advance
credit to customers with good credit history. In addition,

the management reviews the recoverable amount of each
individual debt at each balance sheet date, taking into account
of future discounted cash flows, to ensure that adequate
impairment losses are made for irrecoverable amounts. In

this regard, the directors of the Company consider that the
Group’s credit risk is significantly reduced.
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The credit risk on trade receivables is concentrated on a few
distributors. Receivables from top five distributors represented
approximately 79% of trade receivables at the balance sheet
date. In addition, the credit risk on guaranteed distribution
receivable is also concentrated on a number of guarantors

of investments. Receivables from the top five guarantors of
investments represented approximately 69% of guaranteed
distribution receivables at the balance sheet date. The
management considers that there are no significant credit
risks due to the long and good credit history of these debtors.

As at 30 June 2008, the Group maintains approximately
HK$37,125,000 (2007: Nil) of deposits with certain overseas
financial institutions. The management considers there are

no significant credit risks due to the long and good credit
history with these financial institutions. The credit risk on other
liquid funds is limited because the counterparties are banks
with high credit ratings assigned by international credit-rating
agencies.

The Group is exposed to cash flow interest rate risk in relation
to variable-rate deposits, bank balances, bank and other
borrowings. The Group currently does not have a policy

on cash flow hedges of interest rate risk. However, the
management monitors interest rate exposure and will consider
hedging significant interest rate risk should the need arises.

The sensitivity analysis below has been determined based

on the exposure to interest rates for variable-rate deposits,
bank balances, bank and other borrowings at the balance
sheet date. The analysis is prepared assuming the balances
outstanding at the balance sheet date were outstanding for
the whole year. A 50 basis point increase or decrease is used
when reporting interest rate risk internally to key management
personnel and represents management’s assessment of the
reasonably possible change in interest rates.

If interest rates had been 50 basis points higher or lower and
all other variables were held constant, the Group’s profit for
the year ended 30 June 2008 would increase or decrease by
approximately HK$253,000 (2007: increase or decrease by
HK$232,000).

In the management’s opinion, the sensitivity analysis is

unpresentative of the inherent interest rate risk as the year end
exposure does not reflect the exposure during the year.
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Several subsidiaries of the Company have foreign currency
denominated monetary assets and liabilities, which expose the
Group to foreign currency risk.

The carrying amounts of the group entities’ foreign currency
denominated monetary assets and monetary liabilities
(including intra-group current accounts) at the reporting date

ARBAZRMBRB 2 EBEERA GBI
BI(E - BREREEEHINERE o

REEUNEHES BREEREEEE(E
EEEAATMADER)REEE Y REE
mF -

are as follows:

2008 2007

—EENF —ETEF
Assets Liabilities Assets Liabilities
BE =N BE =L
HK$°000 HK$°000 HK$’000 HK$'000
FHET FHET FHT FAET
Euro BT 5,381 167 6,455 1,187
Pound Sterling HhE 325 - 155 -
Macao Pataca JBFITT 436 67 133 -
United States dollar E7T 513,688 20,172 259,114 37,411

The Group currently does not engage in any foreign currency
hedging instruments. It is the Group’s policy to manage foreign
exchange risk through matching foreign currency income

with expense, and where exposure to foreign exchange is
anticipated, appropriate hedging instruments will be used.

The group entities are mainly exposed to foreign currency
risk from Euro and United States dollar. Under the pegged
exchange rate system, the financial impact on exchange
difference between Hong Kong dollars and United States
dollars will be immaterial and therefore no sensitivity analysis
has been prepared.
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The following table details the group entities’ sensitivity to a
5% increase and decrease in Euro against each group entity’s
functional currency. 5% is the sensitivity rate used when
reporting foreign currency risk internally to key management
personnel and represents management’s assessment of the
reasonably possible change in foreign exchange rates. The
sensitivity analysis includes only outstanding foreign currency
denominated monetary items and adjusts their translation

at the year end for a 5% change in foreign currency rates. A
positive number below indicates an increase in profit where
Euro strengthen 5% against each group entity’s functional
currency. For a 5% weakening of Euro against each group
entity’s functional currency, there would be an equal and
opposite impact on the profit.

TRAMNAEEERER TS EEE R
e a2 ER FIR T 5% 2 BURE -
5%Ty IRFEAERA = BE IR A 8 HESNE R R
RARANEREL R  HRREEEH I
[EE XS IR L H BT (4 - BUREDMTE
FJELA’JI\ FHENRENEBIRE - LA
PE R B Eo%H N FRNBE(EHFE -
LATETE%EE)%EIER%%@EEED‘J% 5 Tt
{E5%H )it FIl 2 SE ANME © W BT 5 & SR E B 88
UJ‘@E%‘ME?TE5% CRIEENEFIEKEEAE

E/Z
rE

2008 2007

—EENFE —ETF

HK$’000 HK$'000

FHT FHT

Euro BLT 261 263

In the management’s opinion, the sensitivity analysis is
unrepresentative of the inherent foreign exchange risk as the
year end exposure does not reflect the exposure during the
year.

The Company is exposed to equity price risk on the
convertible bonds issued by the Company (see note 27).
The management manages this exposure by providing
measures in the subscription agreement to allow
redemption of the convertible bonds at the option of the
Company, see note 27 for details.

The convertible bonds issued by the Company were
either fully converted or redeemed in 2008, hence
management considers the Company is not exposed to
any price risk at the balance sheet date.

The following sensitivity analysis has been determined
based on the exposure to equity price risks at the
balance sheet date. If the share price of the Company
had been 5% higher, profit for the year ended 30 June
2007 would decrease by HK$1,686,000 as a result of the
changes in fair value of convertible bonds. Conversely,

if the share price of the Company had been 5% lower,
profit for the year ended 30 June 2007 would increase by
HK$1,996,000 as a result of the changes in fair value of
convertible bonds.

The Group is also exposed to price risk on its available-
for-sale investments. The risk is mainly concentrated on
equity instruments operating in the advanced technology
development industry sector. The Group has an
investment committee dedicated to monitor this risk.
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In the management of the liquidity risk, the Group monitors
and maintains a level of cash and cash equivalents deemed
adequate by the management to finance the Group’s
operations and mitigate the effects of fluctuations in cash
flows. The management monitors the utilisation of borrowings
and ensures compliance with loan covenants.

The following table details the Group’s remaining contractual
maturity for its financial liabilities. The table has been drawn
up based on the undiscounted cash flows of financial liabilities
based on the earliest date on which the Group can be required
to pay. The table includes both interest and principal cash
flows.

BREERDESRRME  AEEERERE
FASIBASEERARERERAGELZ
KFE - BRAREEGREES  WRERS
MERzwE EREEREEZHARB
W WHER B ST EREZL

TRBEAEEEBREBEZFBANFHH
18 - BERESRTIIRBEN A KB A g ER AT
FZERFAMZERBERURASRER
HeTHHEFNERIERERE °

Total Carrying
Interest 0-6 7-12 Over undiscounted  amount at
rate months months 1year  cashflows 30 June 2008
RZZ2ENE
KBRS  AR=TRH
A= 2Z6fHR T212(88 meE RELHE ZIREE
% HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TFHER TEx FEx THER TR

2008 ZBRN\E
Trade and other payables BB S REMER - 105,229 - - 105,229 105,229

Amount due to ultimate ERREERAR

holding company Fro| - a7 - - a7 47
Bank borrowings RITEE 5.8 4,956 3,302 57,758 66,016 54,265
Other borrowings HftfEE 9.0 523 14 205 742 682
110,755 3,316 57,963 172,034 160,223
Total Camying
Interest 0-6 7-12 Over  undiscounted amount at
rate months months Tyear  cashflows 30 June 2007
RZZTLE
FEBRRE A=A
kS TZ6EA 7Z12{8R meE mERH ZEEE
% HK$'000 HK$000 HK$'000 HK$'000 HK$000
TAT TET TR TAT TET

2007 b > 2
Trade and other payables [EFTE S REMER - 78,391 - - 78,391 78,391
Bank borrowings BITHRE 79 1,076 53,427 382 54,885 50,781
Other borrowings A 8.0 2,042 14 752 2808 2577
Convertible bonds ARES 1.0 - 18,860 - 18,860 35,880
81,509 72,301 1,134 154,944 167,629

The fair value of other financial assets and financial liabilities

are determined in accordance with generally accepted pricing
models based on discounted cash flows analysis using prices
or rates from observable current market transactions as input.

The directors consider the carrying amounts of financial assets

and liabilities recorded at amortised cost in the consolidated
financial statements approximate their fair values.
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Turnover represents the net amounts received and receivable
for goods sold and services provided by the Group to
outside customers, licensing fees received and receivable
and distribution/dividends received and receivable from the
Group’s investments in e-commerce projects and strategic
investments during the year.

For management purposes, the Group is currently
organised into five main operating businesses — sales
of general systems products, provision of services
(including software customisation and provision of
e-lottery services) and software licensing, leasing

of systems products, investments in e-commerce
projects and holding strategic investments in advanced
technology product development companies. These
businesses are the basis on which the Group reports its
primary segment information.

Sales of  Provision of
general  services and
systems software

EEBREFALAEERLEER KRR
FRERBZERREBRKIBFEE BRR
EWRFRER URBREEYRE A%
BEFHERAZRERKBUEREZ D
BB o

RAEERE  AKEZEBRHIRARA
TEREEY - HE-RAREMR
REUERT (BERFITRRERETY
SRS KB EETE  MERRER
BEFHEEE 2KRE  URRERIEE
mABEARRERKERE - WEEB
DAREEETEDREMZERE -

Leasing of Investments in
systems  e-commerce Strategic

products licensing products projects investments Consolidated
HE-RR RERBR BEAR EFHE
ARER RitfsorE Em BRZRE RRMHRE &e
HK$°000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR TERL TERL TERT TET TER
Year ended 30 June 2008 BECBENE
AAZTALEE
TURNOVER BEE
External and total revenue HIMEE RN 928,681 651,121 10,158 2,770 20,318 1,613,048
RESULTS %5
Segment result MERE 33,859 115,763 4,993 1,723 3,791 160,129
Interest income FISMA 8,546
Loss on fair value change of THREFATER
convertible bonds 22 ER (2,282)
Finance costs BB (4,232)
Unallocated corporate RABAA
expenses, net B 58 (23,355)
Profit before taxation B ALE R 138,806
Taxation BB (1,842)
Profit for the year AERGE 136,964
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6. TURNOVER AND SEGMENT 6.
INFORMATION (Continued)

BEBLSBER @)

(a) Business segments (Continued)

(a) ¥EBDBE)

As at 30 June 2008 R=Z2BNE
bay: =t =
ASSETS &
Segment assets PEEE
Unallocated corporate assets RARAFEE
Consolidated total assets malEE
LIABILITIES a8
Segment liabilities HEEE
Unallocated corporate liabiities ~ &AEARIEE
Consolidated total liabilties malaE
OTHER INFORMATION HiEH
Capital additions of property, VERY G
plant and equipment ZENEM
Additions of deposits and &% RERRERA
prepaid development costs ZEm
Capital additions of development ~ Z4 R84 2 BEmA
costs for systems and networks 2 BAIE
Depreciation and amortisation &R #H
Gain on disposal of property, HENE  BER
plant and equipment EGre
Impairment losses recognised G FERZ
for investments REESR
Impairment losses recognised ~ BLAG BRI
for development costs for KAMHRZ
systems and networks HERR
Impairment losses recognised ke KB
for deposits and prepaid BARRERL
development costs HEEE
Impairment losses it
recognised for inventories HESE
Impairment losses AE  BER
recognised for property, AR
plant and equipment REEE
Trade receivables ERB 73R
written off His
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6. TURNOVER AND SEGMENT 6. BIEHRSH]
INFORMATION (Continued)
(a) Business segments (Continued) (a) B2 E¥ (&

Salesof  Provision of
general  services and Leasing of  Investments in

systems software systems  e-commerce Strategic

products licensing products projects investments  Consolidated
HER RARBER BEZR EFHE

ZoER FMrE Em BRZRE REHRE e

HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TAL TRL T T TAL TAL

Year ended 30 June 2007 BE-23tE

AAZTHLEE

TURNOVER e
External and total revenue HIMEE RIBIA 711,482 684,813 9,537 489 15,778 1,426,505
RESULTS #
Segment result HERE 76,252 368,128 4,055 4234 (7174) 445,495
Interest income FISMA 1,112
Loss on fair value change TARES LT EE

of convertible bonds 2H7ER (32,829)
Finance costs B (6,105)
Unallocated corporate N NG|

expenses, net B2 38 (7.418)
Profit before taxation KRR R 410,255
Taxation HE (1)
Profit for the year REEET 410,254
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Salesof  Provision of
general  services and Leasing of  Investments in
systems software systems  e-commerce Strategic
products licensing products projects  investments  Consolidated
HE—R RARBER HERS EFHE
FHEm ST Em BRZRE REMRE e
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TEL TR TAL TEL TEL TAT
As at 30 June 2007 Ro2BtE
~A=tHE
ASSETS 4E
Segment assets PEEE 1,385,363 616,892 7823 46,090 248,410 2,304,578
Unallocated corporate assets RALAREE 100,478
Consolidated total assets mRlAE 2,405,056
LIABILITIES =l
Segment liabilities HEEE 117,821 48,936 8,023 = - 174,780
Unallocated corporate liabiities ~ &AEARIEE 90,863
Consolidated total liabilties malaE 265,643
OTHER INFORMATION Hit &R
Capital additions of property, g BELRE
plant and equipment ZEREM 5315 3210 44 = = 9,026
Capital additions of AREEREZ
available-for-sale investments AN = - - - 139,428 139,428
Additions of deposits and EeRERERRA
prepaid development costs ZEM 528,840 - - - - 528,840
Capital additions of development R84 2 FEMA
costs for systems and networks 2 EAIEN 140,400 160 - - = 140,560
Depreciation and amortisation 7% R #8# 6,543 151,410 546 - - 158,499
Gain on disposal of property, HENE - BEREE
plant and equipment pd 63 (1,317) (533) (90) - - (1,940)
Impairment losses recognised SR EFTHER
for investments REBR - - - - 22,952 22,952
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(i)  The following table provides an analysis of the (i)
Group’s revenue by geographical market, by
location of customers, irrespective of the origin of

the goods/services:

TRHIIAEB IR ETIHE D
ZWAREFALER D) (H
e M RS2 RIRM)

Revenue by
geographical segment
RLESEE D Z WA
Year ended 30 June
BEAA=+THLFEE

2008 2007
—EENF ZTTLF
HK$’000 HK$'000
F#ET FAT

People’s Republic of China REARARMB([HE]) -

(the “PRC"), including BIEEE KRR

Hong Kong and Macau 1,023,107 897,932
Europe B M 450,954 408,447
Others HAh 138,987 120,126
1,613,048 1,426,505

(i) The following is an analysis of the carrying amount
of segment assets, and capital additions to
property, plant and equipment, development cost
for systems and networks, interest in e-commerce

(i) TREIAEEZREEMEHE

D DBEEZREENN - M
MZRBERA  EFHERBERE

projects and strategic investments in advanced
technology product development companies,
analysed by the geographical location to which the

assets are located:

Carrying amount
of segment assets

mARRSMREMRAELRZ
KGR E B ARIE 2 DA -

Capital additions

PEEEZREE EREM
30 June 30 June
NA=1+H ANA=1+H
2008 2007 2008 2007
—EENEF —ETLF —EENF ZETHF
HK$’000 HK$'000 HK$’000 HK$'000
FET FHET FET FAT
PRC, including HRE - BIE
Hong Kong BB R
and Macau 2,258,537 2,072,394 836,901 809,783
Europe BOM 135,939 138,981 6,520 7,692
Others Hbb 45,643 93,203 102 379
2,440,119 2,304,578 843,523 817,854

Included in other income is interest income of HK$8,546,000
(2007: HK$11,112,000).
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2008 2007
—EEN\F B
HK$’000 HK$'000
FExT FHT
Interest on bank and other borrowings ARAFANBEEERE ZRIT
wholly repayable within five years REMEEZFIL 4,232 3,975
Issue costs of convertible bonds AMRERZETER = 2,130
4,232 6,105
2008 2007
—EEN\FE —ETLF
HK$’000 HK$'000
FHExT FHT
Profit before taxation has been arrived at BR %5 Al A 2 0B
after charging:
Directors’ remuneration (Note) sxe (3 1,222 1,217
Staff costs B TR AR 97,679 86,860
Retirement benefit scheme contributions RIRAE RIS B
other than directors (BEZRIM) 6,674 7,131
Total staff costs B TRk A 4858 105,575 95,208
Amortisation on: e
Development costs for systems and networks, R R A4 2 BRI
included in cost of sales GTASHERARN) 269,895 145,751
Intangible assets, included in general and BREEGIA—RR
administrative expenses TTEZHEA) 2,360 2,360
Depreciation of property, plant and equipment, Y- BERREBEZITE
included in general and administrative GIA—RETERZEA)
expenses 9,961 10,388
Total depreciation and amortisation e REHAE 282,216 158,499
Auditor’s remuneration % BN B & 2,314 2,002
Cost of inventories recognised as expense ERRARI 2 FEERA 668,916 674,483
Impairment losses recognised for inventories SEFEFHER RERER 7,699 -
Impairment losses recognised for property, Y - BB R EATTER
plant and equipment A EE 5,085 -
Minimum lease payments paid under RBEEHEE N2
operating leases in respect of: RS BIE -
Rented premises HEWE 2,590 1,791
Motor vehicles RE 5,010 4,325
Research and development it 75 & B 8% 9,066 7,970
Trade receivables written off FEW B 5 7R I8 2 i 3 3,354 -
and after crediting: RBEEFTA :
Net foreign exchange gain B 4, SN Wb 2 5 R 6,082 3,797
Gain on disposal of property, plant HEME - BERZE
and equipment 2 Mg 164 1,940
Rental income from leasing of machinery THEWBRRZERS
and equipment e WA 10,158 9,537
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Note: B3
Information regarding directors’ and employees’ emoluments FHESHEEMES2EHN

Year ended 30 June 2008 BZE-ZEZN\EAB=1HLEE

Retirement
Salaries benefit Total
and other scheme directors’
Fees benefits  contributions emoluments
HFER BRIEF EEHS
e Hittm =T &I b
HK$°000 HK$’000 HK$’000 HK$’000
FTET FET FET FHET
Name of executive directors PITESHA
Mr. Paul Kan Man Lok &S - 57 3 60
Mr. Lai Yat Kwong RANEE - 57 3 60
Name of non-executive directors ~ JEHITE R LS
Mr. Leo Kan Kin Leung ERR A 5 20 - 25
Prof. Liang Xiong Jian R IR 50 50 - 100
Prof. Ye Pei Da BERERHIR 50 50 - 100
Mr. Frank Bleackley Frank Bleackley5t 4 50 50 100
Prof. Julia Tsuei Jo ERFIE 50 50 100
Mr. Ho Yiu Ming Al HREA o 22 22 44
Ms. Miranda Ho Mo Han AR+ 21 21 42
Mr. Paul Michael James Paul Michael James
Kirby Kirby 4t 4 50 521 = 571
Ms. Shirley Ha Suk Ling B+ 5 15 - 20
303 913 6 1,222
Year ended 30 June 2007 HE-_ZTH+FXA=ZTHIEFE
Retirement
Salaries benefit Total
and other scheme directors’
Fees benefits contributions emoluments
Fak RKET EEHe
piak ) Hhias HE G #aga
HK$'000 HK$'000 HK$'000 HK$’000
FHET FHET FHET FHET
Name of executive directors WITESUE
Mr. Paul Kan Man Lok L& - 57 60
Mr. Lai Yat Kwong RAMNEE - 57 60
Name of non-executive directors ~ JEETTE B4
Mr. Leo Kan Kin Leung ERR 4 5 20 25
Prof. Liang Xiong Jian DI RHIR 50 50 100
Prof. Ye Pei Da BERRHIR 50 50 100
Mr. Frank Bleackley Frank Bleackley5t 4 50 50 100
Prof. Julia Tsuei Jo ERHR 50 50 100
Mr. Ho Yiu Ming AHRAE 4 50 50 100
Mr. Paul Michael James Paul Michael James
Kirby Kirby 5t 50 502 552
Ms. Shirley Ha Suk Ling Bt 5 15 20
310 901 1,217
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Note: (Continued)
Information regarding directors’ and employees’ emoluments
(Continued)

The five highest paid individuals of the Group did not include any
directors of the Company for both years. The aggregate emoluments of
the five highest paid employees of the Group, not being directors of the

MieE : (&)
FRESREEME2ERE)

RREFE  FAEBRURSHFALTEPLER
RAEF - ARBREBRRIHFAL(LIFARF
ZER)ZMSEBEMT :

Company, are as follows:

2008 2007

—2ENF —TTLF

HK$’000 HK$'000

FET FHBT

Salaries and other benefits TN R E A e 7,492 6,248
Performance related incentive payments BIERBRERZEES 260 301
Retirement benefit scheme contribution RIKE R T EIE K 757 717
8,509 7,266

Emoluments of these employees were within the following band:

IEEE 2MEN FTIIEE :

Number of employee(s)

EEAH
2008 2007
—EEN\FE —TELF
HK$1,000,001 — HK$1,500,000 1,000,001 7T —1,500,000/% 7T 1 2
HK$1,500,001 — HK$2,000,000 1,500,001 7T —2,000,0007% 7T 4 8
2008 2007
—gENE T
HK$’000 HK$'000
FHET FHT
The charge comprises: TIES KA E
Taxation in other jurisdictions Eth Bl AN R 2 FIE
— current year —RNFE 2,015 26
— overprovision in prior years — B FEBEEE (173) @
1,842 24
Deferred taxation (note 29) PRI TE (P 7E29) - (23)
1,842 1

65



KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %56 B % 8t % Bt ik
for the year ended 30 June 2008 #F —EE/NAFNH =+ H I F/F

Hong Kong Profits Tax is calculated at 16.5% (2007: 17.5%) on
the estimated assessable profits derived from Hong Kong. No
provision for taxation has been made as the Group’s income
neither arises in, nor is derived from Hong Kong. On 26 June
2008, the Hong Kong Legislative Council passed the Revenue
Bill 2008 which includes the reduction in corporate profit tax
rate by 1% to 16.5% effective from the year of assessment
2008-2009. Taxation in other jurisdictions is calculated at the
rates prevailing in the respective jurisdictions.

The low effective tax rate is attributable to the fact that a
substantial portion of the Group’s profit neither arises in, nor

is derived from, Hong Kong and is accordingly not subject to
Hong Kong Profits Tax and such profit is either exempt from or
not subject to taxation in any other jurisdictions.

Details of deferred taxation for the year are set out in note 29.

The tax charge for the year can be reconciled to the profit per
the consolidated income statement as follows:

EAFNEBHRIARE BB Z Gt ERFEF
1£16.5%( —FTtF  175%) 2T ER:1E -
HARAEE 2 WABLIER BEBBRE - IRIEIR
BES WU KRELBERE RZTTN
FRAZ+ARB  BBELEGRBIZZTEZTN
FRANEBIER] - ZEPREBZSZN\F
EZTTNFRERHFEERARFEHAEI%
F16.5% o H At AliE M@ 2 B8 TR E Bl 7l0%
WEEBRAZHETE -

BB R R K 2 R B 2 78 S B K & 20 )i 71U BE
FEREERN - MEREER - WEAHR
ERNEH - MULEENE#H R EAYR
NE B AR BAMR Z A

RERREHIAZ FBEHN K29

REREZHAS HEEA RSE RN E
mF -

2008 2007
—EENFE —TTLF
HK$’000 HK$'000
FHERT FATT
Profit before taxation R 758 Al g A 138,806 410,255
Tax at Hong Kong Profits Tax rate of 16.5% BB BT S E16.5%TE 2 Fi 1A
(2007: 17.5%) (ZETHF  17.5%) 22,903 71,795
Tax effect of profits exempted or not subject to TR EL A 5] 0 b 58 JE FA 5 SR B B
taxation in other jurisdictions BARBZ RN BHBEE (27,402) (84,034)
Effect of different tax rates of subsidiaries BB X A1 At 7] V5 b [ A
operating in other jurisdictions 2R E 2 E 906 1
Tax effect of income not taxable for EETRES B MR 2 A
tax purposes 2GR E (4,798) (4,904)
Tax effect of expenses not deductible for AR B R B
tax purposes 2B E 10,705 16,825
Utilisation of tax loss previously not recognised BB RIER 2 B E 18 (1,054) -
Tax losses not recognised KRz HEEE 755 725
Overprovision in prior years BEFE 2 BERE (173) @)
Others Hitb = (405)
Taxation for the year REFEZRHIEA 1,842 1
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2008 2007
ZBENF B
HK$°000 HK$’000
FERT FHT
Final dividend proposed in scrip form TARRK B NREEER
equivalent to HKO0.15 cents G RRO0.15% 1l 2 Bk R B AR 2
(2007: HK2.5 cents) per share, ZETHF 258 )
with a cash option AEERE 5,117 79,998
Interim dividend paid in scrip form RARREFIREEER
equivalent to HK1.35 cents G135l 2 F EAAR 2
(2007: HK1.3 cents) per share, (ZZTEF 1.38() -
with a cash option AEERE 45316 40,025
Underprovision in prior year FEEREHTR 1,290 -
51,723 120,023

The proposed final dividend for 2008 is calculated on the basis

of 3,411,059,678 shares in issue at 30 June 2008.

The calculation of the basic and diluted earnings per share is

based on the following data:

“EENFERRRPRETDER-_ZEN

FRA=1+HZBE17MR1H3,411,059,678 %

ES T

EARREHEE AN TR T BIEAE

2008 2007
ZBENF i
HK$°000 HK$'000
FERT FHET
Earnings attributable to equity holders of N EERREHEGRETN 2
the Company for the purpose of calculating RARRAESFEE A
basic and diluted earnings per share FE(G & F 143,010 412,018

Number of shares (’000)

REHE (AT R
2008 2007
—EEN\E —TTEF
Weighted average number of shares NErEEARGREN 2
for the purpose of calculating basic i RGH BE
earnings per share 3,285,864 2,983,497
Effect of dilutive potential ordinary shares: ATHERR BEETTE -
Subscription rights attached to AIHR AR & 25 P T 4
convertible bonds 27,469 14,629
Weighted average number of shares N ER#ETRET 2
for the purpose of calculating diluted IR RGH BR
earnings per share 3,313,333 2,998,126

No diluted earnings per share is presented in respect of the
convertible bonds in both years as the conversion of convertible
bonds would result in an increase in earnings per share.

No diluted earnings per share is presented in respect of
warrants in both years as the exercise price was higher than

the average market price for shares.

A e
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Plant and
machinery and
telecom-
Land and munications
buildings networks Total
BE - #ER
T KT REGREK st
HK$'000 HK$'000 HK$'000
FET FET FHET
COST RAME
At 1 July 2006 RZZET R FLA—H 22,380 326,979 349,359
Currency realignment b A 1,794 29,269 31,063
Additions NE = 9,026 9,026
Disposals & (261) (11,627) (11,888)
At 30 June 2007 RZZZT+FA=1+H 23,913 353,647 377,560
Currency realignment b A= (231) (2,067) (2,298)
Additions NE - 7,753 7,753
Disposals HE - (2,362) (2,362)
At 30 June 2008 RZZEZEN\FAA=1H 23,682 356,971 380,653
DEPRECIATION AND WEREE
IMPAIRMENT
At 1 July 2006 RZZETRFLHA—H 6,024 300,255 306,279
Currency realignment HE 5 R 248 27,181 27,429
Provided for the year FREE 272 10,116 10,388
Eliminated on disposals o B IBR (54) (10,963) (11,017)
At 30 June 2007 RZZET+FA=1H 6,490 326,589 333,079
Currency realignment b AR (44) (2,369) (2,413)
Provided for the year FREE 182 9,779 9,961
Impairment loss recognised in R RERZREEE
income statement - 5,085 5,085
Eliminated on disposals H & B iR = (2,160) (2,160)
At 30 June 2008 R_ZEZEN\FA=1H 6,628 336,924 343,552
CARRYING VALUES RREE
At 30 June 2008 RZZZEN\FAA=1H 17,054 20,047 37,101
At 30 June 2007 RZZBZLFA=1H 17,423 27,058 44,481
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2008 2007
—EEN\E ZETEF
HK$’000 HK$’000
FExT FHAT
The carrying values of the Group’s property NEE Y FE kR
interests comprise: FREERE :
Freehold properties held outside REBUIMRIEE
Hong Kong KAEMEZ W 16,752 17,131
Properties held outside Hong Kong under REBAIMEFEE R
long leases (Note) 2 () 302 292
17,054 17,423

The Group leases equipment to customers on operating
lease terms. The carrying value of such equipment, which
is included in plant and machinery and telecommunications
networks, is as follows:

AEENREHESTABESMTEP - A
Mo REEDSBEERE B RER
BEAN - ZDHIMT

2008 2007

ZBENF B

HK$°000 HK$’000

FHERT FHT

Customer equipment at cost B 8MORKARE) 99,110 100,505
Less: Accumulated depreciation W BEHTE (97,696) (99,004)
Carrying value AREE 1,414 1,501

At 30 June 2008, certain land and buildings of the Group with
a carrying value of HK$12,636,000 (2007: HK$12,915,000)
were pledged to a bank as security for banking facilities
granted to the Group.

During the year ended 30 June 2008, the directors had
determined an impairment loss of HK$5,085,000 to be made
for property, plant and equipment in Brazil in view of its decline
in value in use.

Note: Owner-occupied leasehold land is included in property, plant
and equipment as the allocations between the land and buildings
elements cannot be made reliably.
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for the year ended 30 June 2008 # F —FE /NN H =1 H I/

2008 2007
—EEN\E ZTTLF
HK$°000 HK$’000
FExT FAET
COST RAE
At beginning of the year F9 1,217,697 780,856
Currency realignment P& 5 5% 154 (119)
Transferred from deposits and prepaid e RIEFERERAZ BT
development costs 487,500 296,400
Additions B 132,600 140,560
At end of the year FE 1,837,951 1,217,697
AMORTISATION AND IMPAIRMENT 88 RORE
At beginning of the year F 376,951 231,200
Provided for the year REFEE 269,895 145,751
Impairment loss recognised BRI EEE 229,125 -
At end of the year FiE 875,971 376,951
CARRYING VALUE REE
At end of the year FE 961,980 840,746

Development costs for systems and networks include all direct
costs incurred in setting up and development of systems

and networks. The Group’s development costs for systems
and networks (other than those that are not yet available for
intended use) are amortised over the estimated lives of a
maximum of five years.

The management conducted a review of the Group’s
development costs for systems and networks in light of

the current market condition and determined that certain
development costs for systems and networks were impaired
based on the estimated recoverable amounts with reference
to their values in use. The value in use was determined
based on the estimated future cash flows discounted at a
rate of 10% per annum. Accordingly, impairment losses of
HK$229,125,000 have been recognised.
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for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

Goodwill acquired in a business combination is allocated, at
acquisition, to the cash generating units (“CGU”s) that are
expected to benefit from that business combination which is

EBARB BB IR EER D KSR
M BN R 6 0 at ARSARTS RIS
MHREEBOBR T 2E#REM([HREM]) -

included in the business segment of provision of services and HBZEREESREAT :
software licensing. The carrying amount of goodwill had been
allocated as follows:
2008 & 2007
—ETENFR_FTLF
HK$’000
FHET
Provision of e-lottery services RMEFHERES 36,795

During the year ended 30 June 2008, management of the
Group determines that there are no impairment of any of its
CGUs containing goodwill.

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

For the year, the Group performed impairment review for
goodwill based on cash flow forecasts derived from the most
recent financial budgets for the next four years approved by
management using the same discount rate of 10% which
reflects current market assessments of the time value of
money and the risks specific to the CGUs. The growth rates
are based on industry growth forecasts. No impairment loss
was considered necessary.
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for the year ended 30 June 2008 # F —FFE/NFANH =1 H IFFE

License
rights
TR
HK$’000
FHET
COST A
Balance at 1 July 2006, 30 June 2007 RZTZERFELA—RB ZETLFA=1H
and 30 June 2008 RZZZNFRNA=1TBZH#&H% 11,800
AMORTISATION ey
Balance at 1 July 2006 RZZTERFLA—B2Z&H 1,770
Charge for the year FAEE 2,360
Balance at 30 June 2007 RZZBZ+FNA=THZ&H 4,130
Charge for the year F R #E 5H 2,360
Balance at 30 June 2008 RZBZENFNA=THZ&H 6,490
CARRYING VALUE BRE{E
At 30 June 2008 RZZTENFA=TH 5,310
At 30 June 2007 R=ZZEZ+FA=1H 7,670
The license rights for provision of e-lottery services were RBAFE  ARAERBRHEEFELE?
acquired as part of a business combination in the previous B BT EIERERE M2 — 501D KT
years. The license rights have definite useful lives and are BERERRAES  WRARERNZ AFEs R
amortised on a straight-line basis over the period of the right FUABREERE)AEREHEN -

granted or 5 years, whichever is shorter.
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2008 2007
ZBENF —ETAF
HK$’000 HK$'000
FHERT FHAT
Unlisted equity securities, in respect of: EEMRAFES - BN :
— Interest in e-commerce projects —BEFHEEAER 28,094 28,094
— Others —HA 54,238 37,711
Impairment loss recognised FriER 2 BB 18 (82,332) (65,805)
Unlisted debt securities with guaranteed BREER I LTEHES
return, in respect of: AR
— Interest in e-commerce projects —EFHEBERE#ER 98,957 98,957
— Others —HAh 358,998 302,985
Capital receipt from the investments BB 2B RN = (232,324) (151,306)
225,631 250,636

The unlisted debt securities with guaranteed return represent
the Group’s investments in certain securities which have
guaranteed a pre-determined return to the Group over a fixed
period of time. The pre-determined returns are non-interest
bearing. Payments receivables each year for investments with
pre-determined return are apportioned between income and
reduction of the carrying value of the investments so as to
reflect a constant periodic rate of return. The pre-determined
sums will be received for a period of 5 years by half-yearly
instalments and are discounted at the effective interest rate of
10% per annum.

The unlisted equity investments represent investments

in unlisted equity securities issued by private entities
incorporated outside Hong Kong. They are measured at cost
less impairment losses at each balance sheet date because
the range of reasonable fair value estimates is so significant
that the directors of the Company are of the opinion that their
fair values cannot be measured reliably.

During the year, the directors of the Company reviewed the
carrying amount of the unlisted securities in light of the current
market condition with reference to the financial results and
business operated by the investees. The directors identified
an impairment loss of HK$16,527,000 (2007: HK$22,952,000)
estimated based on expected cash flows projection from such
investments.
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for the year ended 30 June 2008 #F —FE /NN H =1 H Il

During the year, the management conducted a review of the
Group’s deposits and prepaid development costs in light

of the current market condition and determined that certain
deposits and prepaid development costs were impaired
based on the estimated recoverable amounts with reference
to their values in use. The value in use was determined based
on the estimated future cash flows discounted at a rate of 10%
per annum. Accordingly, impairment losses of HK$86,970,000

have been recognised.

FRERENMR EEEBYAEBRZZ
S REMMAEKNETER  URESLEH
FHEEESEZAFIKESENETS
FikeRBARAEKREAZRE -FHEED
1R 5 78 20 oK SR 3R & i 2 12 F F R 10% /638
EE o ALtk - B #E5286,970,0007 7T 2 I8 (E &5

18-

2008 2007

—EENF ZETLF

HK$’000 HK$'000

FBxT FHT

Raw materials R 13,658 11,883

Work in progress peeyn 3,212 2,277

Finished goods FUK 7,481 15,044

24,351 29,204

2008 2007

—EENF —TELF

HK$’000 HK$'000

FBx FHT

Trade receivables FEWE 5 IR X 248,302 225,053

Guaranteed distribution receivables JE W (R 7B R 43,672 43,863
Advance to suppliers and TE 0 it B R SR IE [

other receivables FE U EL M AR 5K 103,696 129,835

395,670 398,751
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The Group maintains a well-defined credit policy regarding its
trade customers dependent on their credit worthiness, nature
of services and products, industry practice and condition of
the market with credit period ranging from 30 to 180 days. The
guaranteed distribution receivables, advances to suppliers
and other receivables are unsecured, non-interest bearing and
repayable on demand. The aged analysis of trade receivables
at the reporting date is as follows:

AEBBEZESRFETHBZEEREK -
BERSEZEA BRERERZEE TR
HRERTHBERMEE TFTELNT0E180H 2
EEH - EURE DR T8 404 i 3R M e
WHAMRRAERE - Tt B RIZAAERE -
FEWB ZERFNREBRZRESTAT

2008 2007

—EENF —TELF

HK$°000 HK$'000

FET FHET

0 - 60 days 0 — 60H 200,344 169,073
61 -90 days 61 — 90H 38,392 50,136
91 - 180 days 91 — 180H 7,535 1,137
> 180 days > 180H 2,031 4,707
248,302 225,053

Before accepting any new customer, the Group’s finance

and sales management team would assess the potential
customer’s credit quality and defines credit limits by customer.
Limits attributable to customers are reviewed regularly with
reference to past settlement history.

Included in the Group’s trade receivable balance are debtors
with aggregate carrying amount of HK$2,031,000 (2007:
HK$4,707,000) which are past due at the reporting date for
which the Group has not provided for impairment loss. The
Group does not hold any collateral over these balances. The
age of these receivables is ranged from 180 days to 320 days
in both years.

The Group has provided fully for all receivables over 320 days
because historical experience is such that receivables that are
past due beyond 320 days are generally not recoverable.

The deposits, bank balances and cash comprises short-term
deposits with maturity of three months or less and cash held
by the Group. The deposits carry interest at a variable rate at
an average rate of 1.5% (2007: 0.1%).

Certain bank balances and cash of HK$3,328,000 (2007:
HK$4,024,000) were denominated in Renminbi which is not
freely convertible currency in the international market. The
exchange rate of Renminbi is determined by the Government
of the PRC and the remittance of these funds out of the PRC is
subject to exchange restrictions imposed by the Government
of the PRC.
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As at 30 June 2008, the balance of trade and other
payables included trade payables of HK$28,748,000 (2007:
HK$14,188,000). The aged analysis of trade payables at the
reporting date is as follows:

REZZZENFNA=1+H ENHESZREAM
BRI Z FE 8RB 528,748,000 L (Z T2 £ F -
14,188,000 L) 2 BN B B ER - B E S
BRI E BB 2 BRER AT T -

2008 2007
ZBENF —TT+F
HK$’000 HK$’000
FTERT FHET
0-60 days 0 — 60H 5,591 9,874
61 -90 days 61 — 90H 9,422 642
91 - 180 days 91 — 180H 10,794 1,061
> 180 days > 180H 2,941 2,611
28,748 14,188
The credit period on purchases of goods is ranged from 30 BEEY 2 EE 8N F30£60R -
days to 60 days.
2008 2007
—EEN\F —TELF
HK$’000 HK$'000
FERT FET
At 1 July ®ntRA—AH 1,860 1,683
Currency realignment R 147 138
Provided during the year FADREE 2,798 2,492
Utilised during the year FRNEEHA (2,669) (2,453)
At 30 June RKANA=+H 2,136 1,860

The warranty provision represents the management’s best
estimate of the Group’s liability under 12-month warranties
granted on manufactured products, based on prior experience
and industry average for defective products.

The amount is unsecured, interest-free and repayable on
demand.
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2008 2007
—EEN\F —ZTTtHF
HK$’000 HK$'000
FHET FHAT

Bank borrowings comprise the following: BITEERETIEE :
Bank loans (Unsecured) RITER(EER) 53,893 49,610
Mortgage loan (Secured) RIRER(BER) 372 1,171
54,265 50,781

Included in above were bank borrowings of HK$372,000 (2007:
HK$1,171,000), which were secured by the Group’s land
and buildings with a net book value of HK$12,636,000 (2007:

BHER Bl

T4 1,171,000 7C)
R H ) £ 12,636,000 T ( T T L& -

1B A R1TE B 372,000 T (=
BB ANE B

HK$12,915,000). 12,915,000/ 7)) 2 L 3t RAEFEE A o
2008 2007
—EEN\E —ZTAF
HK$°000 HK$’000
FET FHET
Bank borrowings bear interest at variable-rates REBZRITIEEZ
and are repayable as follows: BT
On demand or within one year BB —F R 5,313 50,408
More than one year but not exceeding BB —FERMERNEH
two years 4,647 B8]
More than two years but not exceeding HR B M SRR B F N B H
five years 44,305 -
54,265 50,781
Less: Amount due within one year shown B — FEAEIENE B S ER ED
under current liabilities BfEz&H (5,313) (50,408)
Amount due after one year —FRIBzEHE 48,952 373

The above bank borrowings bear variable interest at an

average rate of 7.3% (2007: 7.1%).

E(_Egti CT7AE) e
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2008 2007
—ETN\F —TTHF
HK$°000 HK$'000
FHERT FHET
The other borrowings represent block discounting  E i f& B3 AR E K -
loans and are repayable as follows: ﬁi AT
Within one year —F AR 489 1,861
More than one year but not exceeding il —FERME R
two years 193 506
More than two years but not exceeding HBiBmEER=FANHH
three years - 210
682 2,577
Less: Amount due within one year shown B —FEREEELSE
under current liabilities REREZ KB (489) (1.861)
Amount due after one year —FRERZFE 193 716
The above other borrowings bear variable interest at an FREEF R ZEMBE - THAXRAIE
average rate of 9% (2007: 8%). (ZZTLF :8F) -
HK$’000
FHET
As at 1 July 2006 R=TTXELHA—A 18,219
Currency realignment HE N AR 30
Issue of 1% convertible bonds BEAT1E AR E S 62,400
Issue of subscription rights 1T Hﬂ& (2,789)
Change in fair value during the year FRNRFEEZ 32,829
Converted during the year FRH B (74,809)
As at 30 June 2007 RZBZ+FSA=TH 35,880
Currency realignment [E 5 % 31)
Change in fair value during the year FANRFEEEZH 2,282
Converted during the year FRHER (37,351)
Redeemed during the year FAER (780)

As at 30 June 2008

R=FENFAA=+A

NEFOA—B—@E

The convertible bonds were convertible any time up to one Gk Hx%%ﬂfi@:;ﬁ =z
week prior to 1 April 2008 and thus classified as current HAT AR LG WO BEARDEE -

liabilities.
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On 1 April 2005, the Company entered into a subscription
agreement (the “Subscription Agreement”) with an
independent third party (the “Bondholder”) for the subscription
of an aggregate principal amount of up to US$24,000,000 1%
convertible bonds due 2008 (the “Convertible Bonds”) issued
by the Company. The principal terms of the Convertible Bonds
were as follows:

(@)  The outstanding principal amount of the Convertible
Bonds might be converted at the option of the
Bondholders in whole or in part into shares of HK$0.1
each in the Company at any time from the date of
issue of the Convertible Bonds up to one week prior
to 1 April 2008, the maturity date of the Convertible
Bonds, at a price equal to either 125% of the average
of the closing prices per share for the 30 consecutive
business days immediately prior to the date of the
Subscription Agreement, subject to adjustment (the
“Fixed Conversion Price”) or 93% of the average of any
five consecutive closing prices per share as selected
by the Bondholder during the 30 consecutive business
days immediately prior to the date on which notice of
exercise of the bondholder is received by the Company
(the “Floating Conversion Price”), provided that both
the Fixed Conversion Price and the Floating Conversion
Price shall not be less than the par value of the
Company'’s shares.

(b)  The Convertible Bonds bore interest at the rate of 1%
per annum and interest would be payable biannually in
arrears in June and December in each year.

(c)  Unless previously redeemed, converted or purchased
and cancelled, the Convertible Bonds would be
redeemed at 100% of the principal amount at maturity.

(d)  The Convertible Bonds might be early redeemed at any
time up to one week prior to 1 April 2008, at the option of
the Company at the principal amount of the Convertible
Bonds, subject to certain conditions.

Pursuant to the Subscription Agreement: the Company issued
Convertible Bonds with an aggregate principal amount of
US$8,000,000 in April 2005; the Bondholder had an option to
require the Company to issue additional Convertible Bonds

of US$8,000,000 (the “Call Option”) within a defined period;
and the Company was also granted an option to require the
Bondholder to subscribe an aggregate principal amount of
Convertible Bonds of US$8,000,000 (the “Put Option”) within
a defined period.

On 23 August 2006, the Bondholder exercised the Call Option

and the Company issued additional Convertible Bonds of
US$8,000,000.
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As the conversion price was not fixed and the conversion
option of the Convertible Bonds would not result in settlement
by the exchange of a fixed amount for fixed number of

equity instruments, the conversion option was regarded as
derivative.

The convertible bonds included the liability component and
embedded derivative (including the conversion option, the
Call and Put Option and an early redemption option). On
application of HKAS 39 on 1 July 2005, the Group had elected
to designate the entire convertible bonds as financial liabilities
at fair value through profit or loss.

The fair value of the liability component of the convertible
bonds at 30 June 2007 was determined based on the present
value of the estimated future cash flows discounted at the
expected borrowing rate of the Company of Hong Kong Inter-
bank Offered Rate (“HIBOR”) plus 1.9%.

The fair value of the conversion option and early redemption
option embedded was calculated using the Binomial model.
The inputs into the model were as follows:

RN EIREL R E - WA RBRES 2L #]
TSR NETEEIRBETERE 2K
ATREMTANK - WA BRERRBITET
B

AgRESFEEAERS RABITETAR
RSN - R N h M DA K R A B (5 12
) - R-_ZEZRFLA-ARAEEGHE
AIFE395R 1% - AEBEREE K2 A ARRES
EEREATEEEBEERIIKIHMBA

& e

R-ZZEZLENA=1+B " ARELZE
BB 2 AFEENRGFARRERES
REET MZBSRENERAARESRZ
ERRTAEFRE((BABRITRERED S
1.9E Z fEEFIRALE o

HBRERRAERRERE AFEBEINUZ
BAHEEEENGE - WEXMPRZEH
ABHET -

30.6.2008 30.6.2007
—ZEENF ZTTLF
NA=1+H ~NA=1+H
Stock price &0 B - HK$0.767% 7T
Exercise price TEE - HK$0.38447% 7T
Expected volatility TR 18 - 40%
Maturity life B BA4F A - 0.76 years4E
Risk-free rate TR Lt = 4.10%
Expected dividend yield TEHAE B % - 5%

The fair value of the Put Option in the prior year was calculated
using the Binomial model. The inputs into the model were as
follows:

EFEREE 2 AFEEDA_RABEE
EBRAGFE - ZEAMS R ZBAZENAT

Put Option
R
30.6.2008 30.6.2007
—E2EN\E ZTTtHF
AA=tAH NA=TH
Underlying asset price HFEEEER - HK$73,730,000/% 7T
Exercise price 1B - HK$62,240,000/ 7T
Expected volatility & HRK 08 - 11.1%
Maturity life T HA 4 HA - 0.92 years4
Risk free rate TR = - 4.10%
Expected dividend yield TRHIE S X - 1%
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In 2005, under the Subscription Agreement, the Company
granted to the Bondholder an additional right to subscribe for
up to 30,437,073 new shares in the Company at a subscription
price of HK$0.3844 per share, exercisable for a period of three
years from the date of issue (the “2005 Subscription Rights”).
In 2006, on exercise of the Call Option by the Bondholder, the
Company also granted an additional right to the Bondholder
to subscribe for up to 30,347,707 new shares in the Company
at a subscription price of HK$0.3844 per share, exercisable
until 31 March 2008 (the “2006 Subscription Rights”). In 2008,
certain rights were exercised to subscribe for 35,437,073 new
shares of the Company at a subscription price of HK$0.3844
per share and the remaining right were lapsed.

As the 2005 Subscription Rights and 2006 Subscription
Rights granted to the Bondholder would result in settlement
by the exchange of a fixed amount for fixed number of equity
instrument, the fair value of the 2005 Subscription Rights and
2006 Subscription Rights granted was recognised in equity as
subscription right reserve on initial recognition.

The fair values of the 2005 Subscription Rights and 2006
Subscription Rights at the respective date of grants were

BERERSE  X2AR-_ZEZTRAFS B
BT EHHEARETN - LREESRR.3844
B ITTRIE 2 £30,437,073 AN R BIF A © M
ZIEF A R EAT AR = FHE T UITE
([2005R8EH#]) - RZZTTAF - BEFI
BEATEREE  RAQRIFDEINE T EFH
FB AR - LREETRR3844BTRES
30,347, 707BA A R B ARAD - sz R IT6E
BT N\E=ZA=+—B(2006:RHE#]) °
RZTTN\F  ETEINCERBEESR
0.38447% 7T R 535,437,073 AN A A T %19
MR THEF B R -

AR FESFEFAE A 220052 5 # K% 2006:2
BREGEHNETSEIRETHE 2B
TAZAFRMR - AR 2200520 # &
2006 RBEHEZ AN FEBEDIRY S ERRFIEE
HAERAEREE -

20053 BB 2006 R BN E L BB AT
BEEDUZEASRECEEGE - HERX

calculated using the Binomial model. The inputs into the s Rz MABIRIT
model were as follows:

2006 2005
Subscription Subscription
Rights Rights
2006 3 5 & 2005 335
Stock price A1 B4 HK$0.42% 7T HK$0.33/8 7T
Exercise price 1TEE HK$0.3844%5 7T HK$0.3844% 7T
Expected volatility T8 HK 18 40% 40%
Maturity life 2 Hy & B 1.61 years4 3 years4F
Risk-free rate TR b 3.88% 3.57%
Expected dividend yield SELIFERSRS 5% 5%

During the year, US$2,300,000 (2007: US$5,700,000) of the
issued Convertible Bonds were converted into 46,590,000
(2007: 115,740,000) shares of HK$0.1 each of the Company
at a price of HK$0.3844 (2007: HK$0.3844) per share. In
addition, US$100,000 (2007: Nil) of the issued Convertible
Bonds were redeemed by the Company during the year. At 30
June 2008, no Conversion Bonds remained outstanding.
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Certain subsidiaries of the Company participate in a retirement
benefit scheme covering a portion of their employees. The
assets of the scheme are held separately from those of the
Group in funds under the control of independent trustees.

The retirement benefit scheme contributions charged to

the consolidated income statement represent contributions
payable to the funds by the Group at rates specified in the
rules of the scheme. Where there are employees who leave
the scheme prior to vesting fully in the contributions, the
contribution payable by the Group is reduced by the amount
of forfeited contributions.

Commencing from December 2000, the Group enrolled all
eligible employees in Hong Kong into a mandatory provident
fund (the “MPF”) scheme. The retirement benefit cost of the
MPF scheme charged to the consolidated income statement
represents contributions to the MPF scheme by the Group at
rates specified in the rules of the MPF scheme.

During the year, retirement benefit scheme contributions
paid for the above scheme, net of nil (2007: Nil) forfeited
contributions, amounted to HK$299,000 (2007: HK$586,000).

Certain subsidiaries of the Company operate a self-
administered, funded pension scheme. The scheme provides
defined pension benefits related to service, and final earnings
and capital sums on death. Membership is optional for all staff
paid monthly and aged over 21 years.

The contributions which are determined by a qualified actuary
on the basis of triennial valuations using the projected unit
credit method are charged to the consolidated income
statement. Under the scheme, the employees are entitled

to a pension between 1.67% and 2.50% of final salary for
each year of pensionable service at an age of 65. No other
post-retirement benefits are provided. The most recent
actuarial valuations of scheme assets and the present value
of the defined benefit obligations were carried out at 31
December 2005 by Ms. Alison Bostock, Fellow of the Institute
of Actuaries, and were updated to 30 June 2008 for the
accounting reporting purpose. The assumptions which have
the most significant effect on the results of the valuation are
those relating to the rate of return on investments and the
rates of increase in salaries, pensions and share dividends.
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The main actuarial assumptions used were as follows:

A2 TRRBERRMT

30.6.2008 30.6.2007
—BENF —TTLF
NA=1+H ~NA=1H
Discount rate BLIR & 6.60% 5.90%
Expected return on scheme assets TRz st 8B E R W 7.50% 7.20%
Expected rate of salary increase Tz He AR 3.80% 3.10%
Future pension increases RIRZ BN TR 3.80% 3.10%

The actuarial valuation updated to 30 June 2008 showed that
the market value of the scheme assets was HK$261,287,000
(2007: HK$247,495,000) and that the actuarial value of these
assets represented 75% (2007: 70%) of the benefits that

had accrued to members. The shortfall of HK$87,096,000
(2007: HK$106,069,000) is to be cleared over the estimated
remaining service period of the current membership.

Amounts recognised in the consolidated income statement in
respect of the defined benefit pension scheme are as follows:

BHE_ZTENEFEANAZTHAZREGHER
T~ T8l 2 B E M {E A261,287,0007% 7T ( =
T AF 1 247,495000870) * MZSEE
ZREBEAEEESREANZR(ZZEZ
£ F : 70%) ° 87,096,000 L (ZEZF L F :
106,096,000/ 7T) 2 IR T 1% B Al & 58 2 (&5t
BT RIS EAEE -

HEERABRATE NGRS BeERTER
SR

2008 2007

—EENE —EELF

HK$’000 HK$'000

F#ExT FHT

Current service cost 01T ARFS B AN 3,449 3,388
Interest on obligation AEZFE 20,489 18,929
Expected return on plan assets T8 E E 2 TE BB 1R (17,557) (15,766)

6,381 6,551

The charge for the year has been included in cost of sales.

The amount included in the consolidated balance sheet
arising from the Group’s obligations in respect of its defined

REEXHEFAHERA

EAEE s EEEANRARAEAEMEEZ
RO AGAEERER LW T :

benefit pension scheme is as follows:

2008 2007

—EEN\E —ETF

HK$’000 HK$'000

FH&xT FHT

Fair value of scheme assets TEIEEZ AFEE 261,287 247,495
Present value of funded obligations BEeRECRE (346,394) (353,421)
Net unrecognised actuarial (gain) loss RERZBE (W) EEF8 (7,176) 9,941
(92,283) (95,985)
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Movements in the present value of the defined benefit

obligation are as follows:

ERBEMNAEZREZHNT

2008 2007

—EBEBN\F ZETEF

HK$’000 HK$’000

FHET FAET

At beginning of the year F4) 353,421 344,682
Currency realignment HE X B (4,879) 32,411
Service cost R 75 5 AR 3,449 3,388
Interest cost T Bk A 20,489 18,929
Actuarial gain EE kS (15,143) (82,587)
Contributions %74 2,054 2,078
Benefits paid ZENE =R (12,997) (15,480)
At end of the year Fik 346,394 353,421

Movements in the fair value of plan assets are as follows: FTEIEEZ AFEEESHET :

2008 2007

—E2EN\F —ETEF

HK$’000 HK$’000

THET FHAT

At beginning of the year FH 247,495 229,349
Currency realignment HE B (3,641) 22,076
Expected return on plan assets FTEIEE 2 T E R 17,557 15,766
Actuarial gain (loss) B % (B518) 4,186 (13,387)
Contributions H 10,832 9,171
Benefits paid TENE =R (15,142) (15,480)
At end of the year FiE 261,287 247,495

84



ABEEARAF

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS %5 B % 35 Bt i
for the year ended 30 June 2008 # % —FEENAFNH =+ H I F &

The fair value of plan assets and the expected rate of return at
the balance sheet date is analysed as follows:

HEEERAZEERAZATFEEREHERE
DT :

Expected return Fair value of plan assets
AHEERE SAEEEZAFEE

2008 2007 2008 2007
—EBNFE —ETLEF ZBENF —ZBTLF
HK$’000 HK$’000
FHET FET
Equity instruments RATA 7.80% 7.90% 233,991 188,162
Debt instruments B TR 4.80% 4.90% 26,645 59,097
Other assets HiEE 5.00% 5.50% 651 236
261,287 247,495

The weighted average rate of return of assets held is 7.50%
(2007: 7.20%). The overall expected rate of return is a
weighted average of the expected returns of the various
categories of plan assets held. The assumptions used in
determining the overall expected return of the scheme have
been set with reference to yields available on government
bonds and appropriate risk margins.

The actual return on plan assets was HK$22,354,000 (2007:
HK$2,379,000).

The history of the plan for the current and prior period is as
follows:

FBEEZ MEFHBHRERAE750%(ZFF
+F 1 720%) c HHAEBRIFRETIEFEE TR
HAGTEIEETBE R 2 MEFE - AR
EETE 2 EHEEE R RETI2BEBUT
EEZWERREE RRREMET

FTEIEE 2 BB 522,354,000 T (=%
T4 2,379,000 7T) ©

SR IR AR EIR KB HIf 2 RRs T

2008 2007 2006
—EENF —TELF ZETRF
HK$°000 HK$'000 HK$'000
FERT FHT FHET
Present value of defined benefit ERBAAEZRE
obligation 346,394 353,421 344,682

Fair value of plan assets TEIEEZ AFEE (261,287) (247,495) (229,349)
Deficit &5 4t 85,107 105,926 115,333
Experience adjustments on plan liabilities 521 & & 2 @ 5% (15,143) (32,587) (15,015)
Experience adjustments on plan assets &/ & E 2 BEHE 4,186 (13,387) 4,146

85



KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS &z BA % i btk
for the year ended 30 June 2008 # F —FFE/NFANH =1 H IFFE

The following is the deferred taxation liability recognised and
movement thereon:

ERRZEEHERBEIEESHMT

Accelerated tax depreciation

INEBIIETE

2008 2007

ZBENF ZETHF

HK$’000 HK$’000

FExT FAET

Balance at beginning of the year FEERR 149 206
Currency realignment [E 5 % 8 (34)
Movement for the year (note 10) F R (KIFE10) - (23)
Balance at end of the year FIREE R 157 149

At the balance sheet date, the Group has unused tax losses
of approximately HK$33,606,000 (2007: HK$35,418,000)
available for offset against future profits. No deferred tax asset
has been recognised due to the unpredictability of future profit
streams. These tax losses may be carried forward indefinitely.
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Number
of shares Amount
RHHE -]
‘000 HK$'000
AT RS FHAT
Authorised share capital of HK$0.10 each: BREE0A0B T ZETERA
Balance at 1 July 2006, 30 June 2007 RZTZTFLA—AH-
and 30 June 2008 —ETLFRA=ZTHER
—EEN\FANA=ZtTHZEH 12,000,000 1,200,000
Issued and fully paid share capital of BREBECIBTZEETR
HK$0.10 each: BRI
Balance at 1 July 2006 RZTZTRNFLA—B &% 2,912,253 291,225
Issue of shares as 2006 final BITRODER-ZZTRFERH
scrip dividend PARZ RS 111,778 11,178
Issue of shares as 2007 interim BIIRMDER-ZZTLFHH
scrip dividend BARRA 2 60,161 6,016
Issue of shares upon conversion of REBRAIRRERK
convertible bonds BITRG 115,740 11,574
Balance at 30 June 2007 RZEELFNA=ZTHZERH 3,199,932 319,993
Issue of shares as 2007 final BIIRMDIER-ZZZTLFRE
scrip dividend BARRA 2 74,539 7,454
Issue of shares as 2008 interim BIIRNDERZZEZENFHH
scrip dividend ARG S 54,276 5,428
Issue of shares upon exercise of warrants TR R ITAR D 285 28
Issue of shares upon exercise of TERIEREREITRG
subscription rights 35,437 3,544
Issue of shares upon conversion of RERARRERK
convertible bonds BITIR 46,590 4,659
Balance at 30 June 2008 RZZBENFRNA=ZTRHZER 3,411,059 341,106
During the year, the following changes in the share capital of REENRN @ KRR ZRANHIR R &F) :

the Company took place:

(@ InJanuary 2008, 74,538,825 shares of HK$0.1 each (a)
were issued at a price of HK$0.73 per share upon
election by shareholders to receive shares in the
Company in lieu of the 2007 final dividend in cash
pursuant to the scrip dividend scheme as detailed in a
circular dated 17 December 2007;

(b)  InJune 2008, 54,276,190 shares of HK$0.1 each were (b)
issued at a price of HK$0.55 per share upon election by
shareholders to receive shares in the Company in lieu of
the 2008 interim dividend in cash pursuant to the scrip
dividend scheme as detailed in a circular dated 15 May
2008;
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(c)  During the year, HK$2,310,000 of the issued
subscription rights were exercised into 35,437,073
shares of HK$0.1 each of the Company at a price of
HK$0.3844 per share;

(d)  During the year, 285,554 shares of HK$0.1 each were
issued at HK$0.81 per share as a result of warrants of
the Company by the warrantholders; and

(e) During the year, US$2,300,000 of the issued Convertible
Bonds were converted into 46,590,000 shares of HK$0.1
each of the Company at a price of HK$0.3844 per share.

All shares issued rank pari passu with the then existing shares
in issue in all respects.

On 26 October 2007, the Company proposed a bonus issue
of new warrants (the “Warrants”) to subscribe for shares equal
to 20% of the issued number of shares of HK$0.1 each on 23
November 2007, less 60,784,780 shares if the outstanding
subscription right granted to a bondholder to subscribe for
total 60,784,780 shares at HK$0.3844 per share had not been
exercised by 1 April 2008, to the shareholders of the Company
whose names appeared on the register of members on 23
November 2007. Pursuant to an ordinary resolution passed
on 23 November 2007, 594,519,627 units of the Warrants
were issued to the shareholders of the Company at an initial
subscription price of HK$0.81 per share of HK$0.1 each of the
Company as a result of the bonus issue of new warrants. The
Warrants will expire on 8 January 2009.

During the year, the Warrants carrying subscription rights of
HK$231,299 were exercised.

On 29 November 2002, the Company adopted the share
option scheme (the “Scheme”) which, with a remaining life
of about 5 years, will expire on 28 November 2012. The
purpose of the Scheme is to attract and to retain quality
personnel and to provide them with incentive to contribute to
the business and operation of the Group. Under the Scheme,
the directors may grant options to any eligible persons of the
Group, including directors, employees, consultants, advisors
in respect of business, operation, management, technology,
legal, accounting and financial matters of the Company,

its subsidiaries or affiliates or any discretionary trust whose
discretionary objects include the aforesaid persons or a
company beneficially owned by the aforesaid persons as
well as customers and suppliers of the Group, to subscribe
for shares of the Company. Options granted are exercisable
at any time for a period determined by its directors which

will be less than ten years from the date of grant, where the
acceptance date should not be later than 21 days after the
date of offer.
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The exercise price (subject to adjustment as provided
therein) of the option under the Scheme is the highest of

(i) the nominal value of the shares; (ii) the closing price per
share as stated in the Stock Exchange’s daily quotation
sheet on the date of grant, which must be a business day;
or (i) the average closing price per share as stated in the
Stock Exchange’s daily quotation sheet for the five business
days immediately preceding the date of grant. The maximum
number of shares in respect of which the options may be
granted under the Scheme shall not exceed 10% of the issued
share capital of the Company at the date of approval of the
Scheme. However, the total maximum number of shares
which may be issued upon exercise of all outstanding share
options must not exceed 30% 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 12-month period is not permitted to exceed 1% of

the shares of the Company in issue on the last date of such
12-month period, without prior approval from the Company’s
shareholders. No share option under the Scheme has been
granted since its adoption.

The Group manages its capital to ensure that entities in the
Group will be able to continue as a going concern while
maximising the return to stakeholders through the optimisation
of the debt and equity balance. The Group’s overall strategy
remains unchanged from prior year.

The capital structure of the Group consists of equity
attributable to equity holders of the Company, comprising
issued share capital, reserves and retained profits.

The directors of the Company review the capital structure on
a biannual basis. As part of this review, the directors consider
the cost of capital and the risks associates with each class

of capital. Based on recommendations of the directors, the
Group will balance its overall capital structure through the new
share issues and share buy-backs as well as the issue of new
debt or the redemption of existing debt.
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2008 2007
—EEN\F —EEAF
HK$°000 HK$'000
FHET FHET
Capital expenditure in respect of property, BRAME  BERZEHERS R
plant and equipment and development costs MR 2 ABERAZERE
for systems and networks authorised but not BRFTEHNERHAL
contracted for 109,512 101,400
At the balance sheet date, the Group had future minimum REEH  AEBZEEBERAYDEESE
lease payments payable under non-cancellable operating AN HENBEENZHERE
leases in respect of rented premises and motor vehicles which tEhEE s BIEBRIm T
fall due as follows:
2008 2007
—2ENF —TTLF
Land and Motor Land and Motor
buildings vehicles buildings vehicles
T REF RE T RETF B
HK$’000 HK$’000 HK$'000 HK$'000
FTHER FTHET FHET FHET
Within one year —FR 979 3,432 365 3,226
In two to four years F_EZENF 4,141 3,592 2578 4,699
5,120 7,024 2,943 7,925
Leases are negotiated for terms of one to four years and Kipme s HEFHE - ENETE - Ml
rentals are fixed for terms of one to three years. SR —E=F 2 FHEL -
At the balance sheet date, the Group contracted with REER  ASEEHRHEERE  HRERE
tenants in respect of leasing of plant and machinery and EMREBPEIER  HEBBNT :
telecommunications networks which fall due as follows:
2008 2007
—EEN\F —ETLF
HK$’000 HK$'000
FHET FHET
Within one year —&FR 1,960 13,902
In the second to fifth years inclusive E_ZERLF(BEREBEEN) 29,842 26,721
Over five years RAFE 7,211 1,601
39,013 42,224
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On 28 July 2008, the Group entered into an agreement to
acquire the entire issued share capital of Good Holdings
Limited (“GHL") by issue of 620,000,000 shares of the
Company to the independent vendors. GHL is an investment
holding company and its subsidiary is engaged in the
development of gaming software contents, sports websites
and sports network systems. The acquisition of GHL was
completed in September 2008. The fair value of the shares
issued at completion date was HK$328,600,000.

At the date of this report, because of the short period of time
from the date of completion of the acquisition, management
of the Group is still in the midst of determining the fair value
of the business acquired and the financial effect of the
acquisition.

During the year, the Group has transactions with Champion
and its subsidiaries other than the Group as follows:

RZZEZENFLAZ+NB  "EEF]Z
U Good Holdings Limited([GHL]) &
BEBRITRA  WEHBBRABMYE S HT
620,000,000/% A8 A 8] Z BR D # 1T ° GHLA —
Fﬁ&ﬁhﬂ"“? HIfE AR EEE RS -
BREPUREERRRAGRE - WEGHLE
F_?vﬂiﬂﬂnﬁ REKHE @ 2317
f& 7 2 2 F & {8 £328,600,000% 7T ©

RAREEH  ARBRBZXKBHEER
MEAHELA—BRERE  "EEEEE
DEBETERBEBER 2 A TEBERKE 2
BRE -

REFA  AEEEETERENE AR (RE
BERINBETTIIIRS

2008 2007
—EEN\E —ZTAF
HK$°000 HK$’000
FET FET
Nature of transactions X585
Fees paid by the Group to Champion for the AEBZKARTE X
provision of office premises and facilities, and FERANAEREREBER
management services, on cost basis EBRGZER 100 100
These transactions were carried out after negotiation between hERXRFHARERZGHMERNRAEBE

the Group and the respective related parties. The fees

paid for the provision of office premises and facilities, and
management services were in accordance to the management
agreement entered into with Champion dated 20 December
1996, which was renewed on 1 December 1999, 29 November
2002 and 1 November 2003 as well as other management
agreements entered into with a subsidiary of Champion dated
2 July 2002. The sales and purchases were determined on a
cost plus basis.

The key management personnel are the executive directors
of the Company and the five highest paid individuals. The
aggregate amount paid to them was HK$8,629,000 (2007:
HK$7,386,000) details of which are set out in note 9.

During the year, the Group disposed of its deposits and
prepaid development costs of HK$72,540,000 (2007:
HK$971,000) in return for equity interests in certain available-
for-sale investments.
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KANTONE HOLDINGS LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS &z BA % i bt sk
for the year ended 30 June 2008 # F —FFE/NFANH =1 H IFFE

Details of the Company’s principal subsidiaries at 30 June

N

—EENERA=TH RRAREEEM
2008 are as follows: BRBZEHBHAT :
Proportion of
Nominal value nominal value
Place of of issued of issued share
incorporation/ share capital/ capital held
Name of company operations registered capital by the Company Principal activities
FMRL/ BRITRAEE KRAEEZ
DEER BEhy /RMES BRORAEELA TEXK
Aspire Management Limited British Virgin Islands Ordinary US$1,500,000 60% Investment holding
RBARRRS &iBAk—1500,000% T RERR
Bingo Profits Limited British Virgin Islands Ordinary US$1 100% Investment holding
RELBRES LER—1ET REER
Kantone (UK) Limited United Kingdom Ordinary £ 5,500,000 100% Investment holding
£ &8k —5,500,0005 & RERR
Keen Pacific Limited* Samoa Ordinary US$1 100% Provision of treasury services
BEGHES LER—1ET REE TR
M.C. Holdings Limited* Cayman Islands Ordinary £ 5,500,002 100% Investment holding
HEEs &8k —5,500,0025 & RERR
Multitone Electronica Brazil Ordinary R$300,000 100% Distribution of
Limitada ER EER— 30000055/ telecommunications
equipment
PHEREMN
Muttitone Electronics PLC United Kingdom Ordinary £ 3,830,107 100% Investment holding, design
2 LRR—3,830,1075 % and manufacture of paging
and telecommunications
equipment
REER Rt REEENR
=)
Multitone Electronics Malaysia Ordinary MR285,000 100% Manufacturing of paging
Sdn. Bhd. BRAR 3B —285,0005 KA T equipment
EEET T
Muttiton Elektronik GmbH Germany Ordinary €1,022,584 100% Distribution of paging
&E LRR—1,022584E0 % equipment
DIEETEH
Multitone Rentals Limited United Kingdom Ordinary £ 100 100% Leasing of paging systems
B LR 10058 BHAGHE
Peak Vantage Limited* British Virgin Islands/ Ordinary US$1 100% Provision of treasury
Macau EER—1ET services
EBEMRAES/ RN REE TR
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS % B i btk
for the year ended 30 June 2008 # F —FFENFANH =1 H IFFE

Proportion of

Nominal value nominal value
Place of of issued of issued share
incorporation/ share capital/ capital held
Name of company operations registered capital by the Company Principal activities
EMRL/ BRITRAEE VNG| 32
DEER BEHY /EmEr BRTRAEELAH TEER
Shenzhen Hengyu Science PRC Ordinary RMB21,000,000 60% Investment holding
and Technology Company $ LEBR— AR™21,000,0007T RERK
Limited*
EERR(RIBR AR
Smart (Macao Commercial Macau Ordinary MOP100,000 100% Provision of services, software
Offshore) Limited B R 100,002 % licensing and trading in
telecommunications
equipment
RERS  BHETER
BEERHEN
Success (Macao Commercial Macau QOrdinary MOP100,000 100% Provision of consultancy
Offshore) Limited pdn 3R —100,0002 9% services, research and
KN CRAEFEERS) development, and selling
BRATF activities
REBERRE  BRERAZ
MHEES
Zonal Care Incorporated* British Virgin Islands/ Ordinary US$2 100% Investments in
Macau L@k 2% g-commerce projects

LBERRES/ R
* Directly held by the Company

# Wholly owned foreign enterprise for a term of 20 years
commencing 17 October 2003.

The above table lists the subsidiaries of the Company which,
in the opinion of the directors, principally affected the results
of the year or constituted a substantial portion of the net assets
of the Group. To give details of other subsidiaries would, in
the opinion of the directors, result in particulars of excessive
length.

None of the subsidiaries had any debt securities subsisting at
30 June 2008 or at any time during the year.
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KANTONE HOLDINGS LIMITED

FINANCIAL SUMMARY M#H%

Year ended 30 June
BERR=THLEE
2008 2007 2006 2005 2004 2003 2002 2001 2000 1999
“BENE -TTtE CSTAF CTERF CEEME CETSF -T%5CfF ZTT-F CIETE A
HK$'000  HK$000  HK$000  HK$000  HKS000  HKS000  HK$000  HK$000  HK$000  HK$000
TEn Thzr TAxr TEr  fExr  TEr  TEr  TEr TR TEn
TURNOVER EXR 1,613,048 1426505 1346804 1127326 1014,640 814,73 722,360 699,790 776,432 694,481
PROFIT FROM ORDINARY ACTVITIES  Br%tai B %
BEFORE TAXATION ek
Continuing operations excluding FEMEET R
ofher operating expenses FREEEH 473710 466036 389774 276349 204049 126356 67221 102668 135058 86,921
Other operating expenses Efpmay Y (334904)  (B781)  (8104)  (1007) (8840) (5345) (69727)  (55T3)  (4440)  (27419)
PROFIT BEFORE TAXATION RBATER 138806 410255 331670 268352 155209 111,011 (2506)  970% 110618 59,502
TAXATION BE (1,842) M) (05) () @) (66) ) (84 () (198)
PROFIT FOR THE YEAR REERA 136,964 410254 33155 267,928 154952 110,350 (578) 96,311 110,065 50,344
ATTRIBUTABLE TO: s
EQUITY HOLDERS OF THE KRARAER
COMPANY BEA 143010 412018 332700 267928 154867 110,340 (2578) 96259 110,188 50,842
MINORITY INTERESTS HERERS (6046)  (1764)  (1.145) - % 1 - 5 (128)  (498)
136,964 410254 33155 267,928 154952 110,350 (2578) 96,311 110,06 50,344
DIVIDENDS RE 51,728 120,023 93,043 49,755 28,731 13,326 = = = =
At 30 June
RAR=1A
2008 2007 2006 2005 2004 2003 2002 2001 2000 1999
SBENE -T3tE -ETAF CTERF CEEMEF CEESF -T%5CfF ZTT-F CIETFE -G
HK$'000  HK$000  HK$000  HK$000  HKS000  HKS000  HKS000  HK$000  HK$000  HK$000
TEx | TEr T T FhL FhL FhL TRt  TEr  TER
TOTALASSETS EEGE 2545463 2405056 1923147 1393256 1,064,397 1022672 927409 849940 772644 633162
TOTAL LIABILITIES SE4E 256,808 265043 238316 310428 237267 330506 338550 261,059 279723 250,008
SHAREHOLDERS' FUNDS -6 2,288,655 2139413 1684831 1082833 827,140 692166 588859 588,881 492,921 383,154
EQUITY ATTRIBUTABLE RRARAER
TO EQUITY HOLDERS OF BEAEEES
THE COMPANY 2219155 2124524 1668550 1082740 827046 692156 588859 588,881 492869 383,154
MINORITY INTERESTS DERRER 9,500 14,889 16,281 9% % 10 - - 5 -
2288655 2139413 1684831 1082833 827140 692166 588859 588,881 492,921 383,154
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