NOTES TO FINANCIAL STATEMENTS

CORPORATE INFORMATION

During the year, the Group was engaged in the following principal activities:

o property investment

o property development

o sale of online English learning courses

o leasing of equipment

° provision of telecommunication and other related services

The provision of telecommunication and other related services were the new businesses for the
year.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Financial Reporting
Standards (which also include Statements of Standard Accounting Practice (“SSAPs”) and
interpretations) issued by the Hong Kong Institute of Certified Public Accountants, accounting
principles generally accepted in Hong Kong and the disclosure requirements of the Hong Kong
Companies Ordinance. They have been prepared under the historical cost convention, except for
the periodic remeasurement of investment properties, as further explained below.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its
subsidiaries for the year ended 31 December 2004. The results of the subsidiaries acquired or
disposed of during the year are consolidated from or to their effective dates of acquisition or
disposal, respectively. All significant intercompany transactions and balances within the Group are
eliminated on consolidation.

Minority interests represent the interests of outside shareholders in the results and net assets of
the Company’s subsidiaries.

Subsidiaries

A subsidiary is a company whose financial and operating policies the Company controls, directly or
indirectly, so as to obtain benefits from its activities.

The results of subsidiaries are included in the Company’s profit and loss account to the extent of
dividends received and receivable. The Company’s interests in subsidiaries are stated at cost less
any impairment losses.

Joint venture companies

A joint venture company is a company set up by contractual arrangement, whereby the Group and
other parties undertake an economic activity. The joint venture company operates as a separate
entity in which the Group and the other parties have an interest.

The joint venture agreement between the venturers stipulates the capital contributions of the joint
venture parties, the duration of the joint venture and the basis on which the assets are to be
realised upon its dissolution. The profits and losses from the joint venture company’s operations
and any distributions of surplus assets are shared by the venturers, either in proportion to their
respective capital contributions, or in accordance with the terms of the joint venture agreement.
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NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Joint venture companies (Continued)

A joint venture company is treated as:

(a) a subsidiary, if the Group has unilateral control, directly or indirectly, over the joint venture
company;

(b) a jointly-controlled entity, if the Group does not have unilateral control, but has joint
control, directly or indirectly, over the joint venture company;

(c) an associate, if the Group does not have unilateral or joint control, but holds, directly or
indirectly, generally not less than 20% of the joint venture company’s registered capital and
is in a position to exercise significant influence over the joint venture company; or

(d) a long term investment, if the Group holds, directly or indirectly, less than 20% of the joint
venture company’s registered capital and has neither joint control of, nor is in a position to
exercise significant influence over, the joint venture company.

Jointly-controlled entities

A jointly-controlled entity is a joint venture company which is subject to joint control, resulting in
none of the participating parties having unilateral control over the economic activity of the jointly-
controlled entity.

The Group’s share of the post-acquisition results and reserves of jointly-controlled entities is
included in the consolidated profit and loss account and consolidated reserves, respectively. Where
the profit sharing ratio is different to the Group’s equity interest, the share of post-acquisition
results of the jointly-controlled entities is determined based on the agreed profit sharing ratio. The
Group’s interests in jointly-controlled entities are stated in the consolidated balance sheet at the
Group's share of net assets under the equity method of accounting, less any impairment losses.

Goodwiill

Goodwill arising on the acquisition of subsidiaries and jointly-controlled entities represents the
excess of the cost of the acquisition over the Group’s share of the fair values of the identifiable
assets and liabilities acquired as at the date of acquisition.

Goodwill arising on acquisition is recognised in the consolidated balance sheet as an asset and
amortised on the straight-line basis over its estimated useful life. In the case of jointly-controlled
entities, any unamortised goodwill is included in the carrying amount thereof, rather than as a
separately identified asset on the consolidated balance sheet.

Prior to the adoption of SSAP 30 “Business combinations” in 2001, goodwill arising on acquisitions
was eliminated against consolidated reserves in the year of acquisition. On the adoption of SSAP
30, the Group applied the transitional provision of the SSAP that permitted such goodwill to
remain eliminated against consolidated reserves. Goodwill on acquisitions subsequent to the adoption
of the SSAP is treated according to the SSAP 30 goodwill accounting policy above.

On disposal of subsidiaries or jointly-controlled entities, the gain or loss on disposal is calculated
by reference to the net assets at the date of disposal, including the attributable amount of
goodwill which remains unamortised and any relevant reserves, as appropriate. Any attributable
goodwill previously eliminated against consolidated reserves at the time of acquisition is written
back and included in the calculation of the gain or loss on disposal.
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NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Goodwill (Continued)

The carrying amount of goodwill, including goodwill remaining eliminated against consolidated
reserves, is reviewed annually and written down for impairment when it is considered necessary. A
previously recognised impairment loss for goodwill is not reversed unless the impairment loss was
caused by a specific external event of an exceptional nature that was not expected to recur, and
subsequent external events have occurred which have reversed the effect of that event.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the
other party or exercise significant influence over the other party in making financial and operating
decisions. Parties are also considered to be related if they are subject to common control or
common significant influence. Related parties may be individuals or corporate entities.

Impairment of assets

An assessment is made at each balance sheet date of whether there is any indication of impairment
of any asset, or whether there is any indication that an impairment loss previously recognised for
an asset in prior years may no longer exist or may have decreased. If any such indication exists, the
asset’s recoverable amount is estimated. An asset’s recoverable amount is calculated as the higher
of the asset’s value in use or its net selling price.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable
amount. An impairment loss is charged to the profit and loss account in the period in which it
arises, unless the asset is carried at a revalued amount, when the impairment loss is accounted for
in accordance with the relevant accounting policy for that revalued asset.

A previously recognised impairment loss is reversed only if there has been a change in the estimates
used to determine the recoverable amount of an asset, however not to an amount higher than the
carrying amount that would have been determined (net of any depreciation/amortisation) had no
impairment loss been recognised for the asset in prior years.

A reversal of an impairment loss is credited to the profit and loss account in the period in which it
arises, unless the asset is carried at a revalued amount, when the reversal of the impairment loss is
accounted for in accordance with the relevant accounting policy for that revalued asset.

Fixed assets and depreciation

Fixed assets, other than investment properties, are stated at cost less accumulated depreciation
and any impairment losses.

The cost of an asset comprises its purchase price and any directly attributable costs of bringing the
asset to its working condition and location for its intended use. Expenditure incurred after fixed
assets have been put into operation, such as repairs and maintenance, is normally charged to the
profit and loss account in the period in which it is incurred. In situations where it can be clearly
demonstrated that the expenditure has resulted in an increase in the future economic benefits
expected to be obtained from the use of the fixed asset, the expenditure is capitalised as an
additional cost of that asset.
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NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Fixed assets and depreciation (Continued)

Depreciation is calculated on the straight-line basis to write off the cost of each asset over its
estimated useful life. The principal annual rates used for this purpose are as follows:

Telecommunication network and equipment 5% to 20%
Land and buildings Over the lease terms
Leasehold improvements 20%
Equipment 20%
Computer and office equipment,
furniture and fixtures 20%
Motor vehicles 20%

The gain or loss on disposal or retirement of a fixed asset recognised in the profit and loss account
is the difference between the net sale proceeds and the carrying amount of the relevant asset.

Leased assets

Leases that transfer substantially all the rewards and risks of ownership of assets to the Group,
other than legal title, are accounted for as finance leases. At the inception of a finance lease, the
cost of the leased asset is capitalised at the present value of the minimum lease payments and
recorded together with the obligation, excluding the interest element, to reflect the purchase and
financing. Assets held under capitalised finance leases are included in fixed assets and depreciated
over the shorter of the lease terms and the estimated useful lives of the assets. The finance costs
of such leases are charged to the profit and loss account so as to provide a constant periodic rate
of charge over the lease terms.

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor
are accounted for as operating leases. Where the Group is the lessor, assets leased by the Group
under operating leases are included in non-current assets and rentals receivable under the operating
leases are credited to the profit and loss account on the straight-line basis over the lease terms.
Where the Group is the lessee, rentals payable under the operating leases are charged to the profit
and loss account on the straight-line basis over the lease terms.

Investment properties

Investment properties are interests in land and buildings in respect of which construction work and
development have been completed and which are intended to be held on a long term basis for
their investment potential, any rental income being negotiated at arm’s length. Such properties are
not depreciated and are stated at their open market values on the basis of annual professional
valuations performed at the end of each financial year. Changes in the values of investment
properties are dealt with as movements in the investment properties revaluation reserve. If the
total of this reserve is insufficient to cover a deficit, on a portfolio basis, the excess of the deficit is
charged to the profit and loss account. Any subsequent revaluation surplus is credited to the profit
and loss account to the extent of the deficit previously charged.

On disposal of an investment property, the relevant portion of the investment properties revaluation
reserve realised in respect of previous valuations is released to the profit and loss account.
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NOTES TO FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Intangible assets

Intangible assets represent the software purchased and developed for licencing, and the rights to
operate the leasing of equipment business. The software and the operating rights are stated at
cost less any accumulated amortisation and any impairment losses. The operating rights are amortised
on the straight-line basis, over the operating terms of the contractual arrangements of five years.
The software is amortised on the straight-line basis, over its estimated useful life of four years.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash
on hand and demand deposits, and short term highly liquid investments which are readily convertible
into known amounts of cash and which are subject to an insignificant risk of changes in value, and
have a short maturity of generally within three months when acquired, less bank overdrafts which
are repayable on demand and form an integral part of the Group’s cash management.

For the purpose of the balance sheet, cash and cash equivalents comprise cash on hand and at
banks, including term deposits which are not restricted as to use.

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in the profit and loss
account or in equity if it relates to items that are recognised in the same or a different period,
directly in equity.

Deferred tax is provided, using the liability method, on all temporary differences at the balance
sheet date between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences:

o except where the deferred tax liability arises from goodwill or the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss; and

o in respect of taxable temporary differences associated with investments in subsidiaries and
interests in joint ventures, except where the timing of the reversal of the temporary differences
can be controlled and it is probable that the temporary differences will not reverse in the
foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carryforward of unused
tax assets and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carryforward of unused tax
assets and unused tax losses can be utilised:

3 except where the deferred tax asset relating to the deductible temporary differences arises
from the initial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit nor
taxable profit or loss; and

. in respect of deductible temporary differences associated with investments in subsidiaries
and interests in joint ventures, deferred tax assets are only recognised to the extent that it
is probable that the temporary differences will reverse in the foreseeable future and taxable
profit will be available against which the temporary differences can be utilised.
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NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income tax (Continued)

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

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the
period when the asset is realised or the liability is settled, based on tax rates (and tax laws) that
have been enacted or substantively enacted at the balance sheet date.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and
when the revenue can be measured reliably, on the following bases:

(i) from the sale of completed properties held for sale, when all of the conditions of sale have
been met and the risks and rewards of ownership have been transferred to the buyer;

(i) from the sale of goods, when the significant risks and rewards of ownership have been
transferred to the buyer, provided that the Group maintains neither managerial involvement
to the degree usually associated with ownership, nor effective control over the goods sold;

(i)~ from the provision of telecommunication and other related services, based on usage of the
Group's fibre-optic network and related facilities are recognised when the services are
rendered;

(iv)  rental income, on a time proportion basis over the lease terms; and

(v) interest income, on a time proportion basis taking into account the principal outstanding
and the effective interest rate applicable.

Employee benefits
Retirement benefits scheme

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme
(the "MPF Scheme”) under the Mandatory Provident Fund Schemes Ordinance, for those employees
who are eligible to participate in the MPF Scheme. Contributions are made based on a percentage
of the employees’ basic salaries and are charged to the profit and loss account as they become
payable in accordance with the rules of the MPF Scheme. The assets of the MPF Scheme are held
separately from those of the Group in an independently administered fund. The Group’s employer
contributions vest fully with the employees when contributed into the MPF Scheme.

Share option scheme

The Company operates a share option scheme for the purpose of providing incentives and rewards
to eligible participants who contribute to the success of the Group’s operations. The financial
impact of share options granted under the share option scheme is not recorded in the Company’s
or the Group’s balance sheets until such time as the options are exercised, and no charge is
recorded in the profit and loss account or balance sheet for their cost. Upon the exercise of share
options, the resulting shares issued are recorded by the Company as additional share capital at the
nominal value of the shares, and the excess of the exercise price per share over the nominal value
of the shares is recorded by the Company in the share premium account. Options which are
cancelled prior to their exercise date, or which have lapsed, are deleted from the register of
outstanding options.
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NOTES TO FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Foreign currencies

Foreign currency transactions are recorded at the applicable exchange rates ruling at the transaction
dates. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date
are translated at the applicable exchange rates ruling at that date. Exchange differences are dealt
with in the profit and loss account.

On consolidation, the financial statements of overseas subsidiaries and jointly-controlled entities
are translated into Hong Kong dollars using the net investment method. The profit and loss
accounts of overseas subsidiaries and jointly-controlled entities are translated into Hong Kong
dollars at the weighted average exchange rates for the year, and their balance sheets are translated
into Hong Kong dollars at the exchange rates ruling at the balance sheet date. The resulting
translation differences are included in the exchange fluctuation reserve.

For the purpose of the consolidated cash flow statement, the cash flows of overseas subsidiaries
are translated into Hong Kong dollars at the exchange rates ruling at the dates of the cash flows.
Frequently recurring cash flows of overseas subsidiaries which arise throughout the year are
translated into Hong Kong dollars at the weighted average exchange rates for the year.

3. SEGMENT INFORMATION

Segment information is presented by way of two segment formats: (i) on a primary segment
reporting basis, by business segment; and (ii) on a secondary segment reporting basis, by
geographical segment.

The Group’s operating businesses are structured and managed separately, according to the nature
of their operations and the products and services they provide. Each of the Group’s business
segments represents a strategic business unit that offers products and services which are subject
to risks and returns that are different from those of the other business segments. Summary details
of the business segments are as follows:

(a) the property investment segment invests in shopping centres located in the Mainland China,
for rental income potential;

(b) the corporate and others segment comprises corporate income and expense items;

(c) the “sale of online English learning courses” segment engages in the sale of online English
learning courses;

(d) the leasing of equipment segment engages in the leasing of equipment; and

(e) the telecommunication and other related services segment engages in the provision of
telecommunication and other related services to online game developers and providers in
Mainland China.

In determining the Group’s geographical segments, revenues are attributed to the segments based
on the location of the customers, and assets are attributed to the segments based on the location
of the assets. No geographical segment information is presented as over 90% of the Group's
revenue is derived from customers based in Mainland China, and over 90% of the Group’s assets
are located in Mainland China.
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NOTES TO FINANCIAL STATEMENTS

SEGMENT INFORMATION (CONTINUED)

The following tables present revenue, profit/(loss) and certain asset, liability and expenditure
information for the Group’s business segments.

Property
investment

2004

2003

Sale of
Corporate online English
and others learning courses
2004 2003 2004 2003 2004

Leasing
of equipment
2003

Telecommunication

and other
Consolidated
2004 2003

related services
2004 2003

HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HKS$'000

Segment revenue:
Sales to external
customers
Other revenue and gains
- note 5

5,804

3,219

85,763

= 320 1,379 3,639

22,568 - = -

909 15,382 - 25145 5507

85,763 22,568

Total

5,804

3,219

85,763

22,568 320 1,379 3,639

909 15,382 - 110,908 28,075

Segment results

4,940

2,049

76,202

6,699  (7,056) (20,825) (13,047)

(781) (12,782) - 48,257 (12,858)

Interest income

Profit/(loss) from operating
activities

Finance costs

Amortisation and
impairment of goodwill
on acquisition of
jointly-controlled entities

Profit/(loss) before tax
Tax

Profit/(loss) before minority
interests
Minority interests

Net profit/(loss) from
ordinary activities
attributable to shareholders

1,157 315

49,414
(4,407)

(12,543)
(2,563)

- (133,030)

45,007 (148,136)
(2,320 (126)

42,687 (148,262)
3,577 =

46,264 (148,262)
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NOTES TO FINANCIAL STATEMENTS

3. SEGMENT INFORMATION (CONTINUED)

Sale of Telecommunication
Property Corporate online English Leasing and other
investment and others learning courses  of equipment  related services Consolidated

2004 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS$'000 HK$'000 HKS$'000 HK$'000

Segment assets 310,623 266,053 133,405 285,864 - 249 33,958 46,644 280,456 - 758,442 598810
Unallocated assets - 249
Total assets 758,442 599,059
Segment liabilities 38,387 43,939 154,080 176,333 1 36 118 - 1,134 - 193,720 220,308
Unallocated liabilities 36,960 23,164

230,680 243,472

Other segment information:
Capital expenditure 6 9 9 15 - - 210 47,424 101 - 326 47,448

Depreciation and
amortisation 239 273 1,797 122 1 3 9373 1689 7,055 - 18,465 2,087

Unallocated amounts 5281 21,350

23,746 23,437

Impairment of goodwill
recognised in the
profit and loss account - - - - 7,000 21,000 - - - - 7,000 21,000

Unallocated amounts 111,680

7,000 132,680

Other non-cash expenses - - - 186 - _ - _ - _ 186
Provision for doubtful debts - - - - - - - - 459 - .

Provision for a deposit paid

for a telecommunication
project - - - - - - - - 15,978 - 15,978 -
Provision for amounts due

from-jointly-controlled

entities - - - 5813 - = - = - =
Impairment of intangible

assets - - - - -

6,806 = - =
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NOTES TO FINANCIAL STATEMENTS

4. TURNOVER

Turnover represents the telecommunication and other related services income, the net invoiced
value of goods sold, after allowances for returns and trade discounts, and gross rental income,
after elimination of all significant intra-group transactions less any applicable turnover taxes.

2004 2003

HK$'000 HK$'000

Rental income from investment properties 5,804 3,219

Sale of online English learning courses 320 1,379
Rental income from equipments held for

operating lease purposes 3,639 909

Telecommunication and other related services 15,382 -

25,145 5,507

5. PROFIT/(LOSS) FROM OPERATING ACTIVITIES

The Group’s profit/(loss) from operating activities is arrived at after charging/(crediting):

2004 2003
HK$'000 HK$'000
Cost of inventories sold 220 920
Cost of services provided* 19,325 -
Depreciation 9,456 769
Amortisation of intangible assets*** 8,429 1,318
Amortisation of goodwill on acquisition of subsidiaries** 5,281 -
Amortisation of prepaid rental 580 -
Impairment of goodwill arising during the year** 7,000 21,000
Impairment of intangible assets** 6,806 =
Minimum lease payments under operating leases
on land and buildings 663 1,784
Staff costs (including directors’ remuneration — note 7):
Pension scheme contributions* 213 127
Wages and salaries 3,652 3,858
3,865 3,985
Auditors’ remuneration 1,000 893
Loss on disposal of fixed assets** 7 3
Write off of fixed assets** - 183
Provision for amounts due from
jointly-controlled entities** - 5,873
Provision for doubtful debts** 4,592 -
Provision for a deposit paid for
a telecommunication project** 15,978 -
Write back of other receivables** (3,232) -
Waiver of accrued directors’ remuneration** (5,299) —
Gross and net rental income from investment properties (5,804) (3,219)
Exchange losses/(gains), net (11) 691
Gain on disposal of interests in subsidiaries (85,763) (22,568)
Interest income (1,157) (315)
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NOTES TO FINANCIAL STATEMENTS

5. PROFIT/(LOSS) FROM OPERATING ACTIVITIES (CONTINUED)

* The cost of services provided includes amounts aggregating HK$16,467,000 (2003: Nil) relating to
direct staff costs, amortisation of intangible assets, amortisation of prepaid rentals, operating lease
rentals of land and buildings, and depreciation of which also included in the respective total amounts
disclosed above for each of these types of expenses.

* Included in “Other operating expenses” on the face of the consolidated profit and loss account.

**%  Included in “Cost of sales” on the face of the consolidated profit and loss account.

# At 31 December 2004, the Group had no forfeited contributions available to reduce its contributions
to the pension scheme in future years (2003: Nil).

6. FINANCE COSTS

Group
2004 2003
HK$'000 HK$'000
Interest expense on bank loans and overdrafts 4,043 2,563
Interest on finance lease 64 -
Interest on convertible bonds 300 -
4,407 2,563

7. DIRECTORS’ REMUNERATION AND FIVE HIGHEST PAID EMPLOYEES

Directors’ remuneration for the year, disclosed pursuant to the Rules (the “Listing Rules”) Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) and
Section 161 of the Hong Kong Companies Ordinance, is as follows:

Group
2004 2003
HK$'000 HK$'000
Fees:

Executive directors 720 720
Independent non-executive directors 250 180
970 900

Other executive directors’ emoluments:
Salaries, allowances and benefits in kind - 647
Pension scheme contributions 36 36
1,006 1,583
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NOTES TO FINANCIAL STATEMENTS

DIRECTORS’ REMUNERATION AND FIVE HIGHEST PAID EMPLOYEES
(CONTINUED)

The number of directors whose remuneration fell within the following band is as follows:

Number of directors
2004 2003

Nil - HK$ 1,000,000 6 6

Five highest paid employees

The five highest paid employees during the year included two (2003: two) directors, details of
whose remuneration are set out above. Details of the remuneration of the remaining three (2003:
three) non-director, highest paid employees for the year are as follows:

Group
2004 2003
HK$'000 HK$'000
Salaries, allowances and benefits in kind 1,241 1,108
Pension scheme contributions 35 36
1,276 1,144

The remuneration of the remaining three (2003: three) non-director, highest paid employees fell
within the following band:

Number of employees
2004 2003

Nil - HK$1,000,000 3 3

Pursuant to a waiver agreement dated 31 December 2004 entered into by certain directors of the
Company, a total remuneration of HK$5,299,000 in respect of the prior years and current year
was waived during the year. There was no arrangement under which a director waived or agreed
to waive any remuneration in the prior year.

During the year, no share options were granted to the directors or the three non-director, highest
paid employees in respect of their services to the Group. Further details of the share option
schemes of the Company are set out in note 29 to the financial statements.

During the year, no emoluments were paid by the Group to the directors or the three non-director,
highest paid employees as an inducement to join or upon joining the Group, or as compensation
for loss of office.
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NOTES TO FINANCIAL STATEMENTS

8. TAX
Group

2004 2003
HK$'000 HK$'000

Provision for the year:
Current — Hong Kong - 22
— Elsewhere 2,071 -
Deferred (note 27) 249 104
Total tax charge for the year 2,320 126

No provision for Hong Kong profits tax has been made as the Group did not generate any taxable
profits in Hong Kong during the year. Hong Kong profits tax had been provided at the rate of
17.5% on the estimated assessable profits arising in Hong Kong during the year ended 31 December
2003.

Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the
countries in which the Group operates, based on existing legislation, interpretations and practices
in respect thereof. The subsidiaries established in Mainland China are subject to income taxes at
the tax rate of 33%. Pursuant to a tax concession granted, the income tax rate applicable to Sky
City Network Communication Limited (“Sky City”), a subsidiary of the Group registered in Mainland
China, is 15% for the calendar year of 2004.

A reconciliation of the tax expense applicable to profit/(loss) before tax using the statutory rates
for the countries in which the Company and its subsidiaries are domiciled to the tax expense at the
effective tax rates, are as follows:

Group - 2004

Hong Kong Mainland China Total
HK$'000 HK$'000 HK$'000
Profit/(loss) before tax 76,674 (31,667) 45,007
Calculated at the statutory tax rate 13,418 (10,450) 2,968

Lower tax rate for specific provinces or
local authority - 3,283 3,283
Income not subject to tax (16,957) - (16,957)
Expenses not deductible for tax 2,757 5,439 8,196
Tax losses not recognised 782 4,297 5,079
Tax losses utilised from previous periods - (249) (249)
Tax charge at the Group’s effective rate - 2,320 2,320
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10.

NOTES TO FINANCIAL STATEMENTS

TAX (CONTINUED)

Group - 2003
Hong Kong Mainland China Total
HK$'000 HK$'000 HK$'000
Loss before tax (147,670) (466) (148,136)
Calculated at the statutory tax rate (25,842) (154) (25,996)
Income not subject to tax (4,012) - (4,012)
Expenses not deductible for tax 28,166 362 28,528
Tax losses not recognised 1,710 - 1,710
Tax losses utilised from previous periods - (104) (104)
Tax charge at the Group’s effective rate 22 104 126

NET PROFIT/(LOSS) FROM ORDINARY ACTIVITIES ATTRIBUTABLE TO
SHAREHOLDERS

The net loss from ordinary activities attributable to shareholders for the year ended 31 December
2004 dealt with in the financial statements of the Company was HK$2,144,000 (2003:
HK$138,832,000) (note 30).

EARNINGS/(LOSS) PER SHARE

The calculation of basic earnings per share is based on the net profit attributable to shareholders
for the year of HK$46,264,000 (net loss attributable to shareholder for the year 2003:
HK$148,262,000) and the weighted average of 3,299,857,823 (2003: 2,980,016,725) ordinary
shares in issue during the year.

The calculation of the diluted earnings per share for the year is based on the adjusted net profit
attributable to shareholders for the year of HK$46,514,000 and the weighted average of
3,370,312,751 ordinary shares in issue during the year.

A reconciliation of the weighted average number of shares used in the basic earnings per share
calculation for the year ended 31 December 2004 to that used in the diluted earnings per share
calculation is as follows:

Weighted average number of shares used in the basic earnings
per share calculation 3,299,857,823

Weighted average number of shares assumed to have been issued
on the conversion of bonds 70,454,928

Weighted average number of shares used in the diluted earnings
per share calculation 3,370,312,751
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10. EARNINGS/(LOSS) PER SHARE (CONTINUED)

The effect of the Company’s share options has not been included in the computation of diluted
earnings per share as the exercise price of the Company’s outstanding share options is higher than
the average market price of the Company’s ordinary shares during the year.

Diluted loss per share for the year ended 31 December 2003 was not shown as the dilutive

potential ordinary shares outstanding during that year had an anti-dilutive effect on the basic loss
per share for that year.

11. FIXED ASSETS

Group
Computer
and office
Telecom- equipment,
munication furniture
network and land and  Leasehold and Motor
equipment buildings improvements  Equipment fixtures vehicles Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At cost:
At 1 January 2004 - 7,614 37 11,074 688 637 20,050
Additions 73 - 186 39 28 - 326
Acquisition of
subsidiaries
(note 31) 120,655 = 686 = 476 149 121,966
Disposals - - - - (13) (501) (514)
Exchange realignment 149 12 1 - 1 - 163
At 31 December 2004 120,877 7,626 910 11,113 1,180 285 141,991

Accumulated depreciation:

At 1 January 2004 - 720 29 862 627 611 2,849
Provided during

the year 6,573 212 255 2,088 232 9% 9,456
Disposals - - - - (6) (501) (507)
Exchange realignment 5 1 - - 1 - 7
At 31 December 2004 6,578 933 284 2,950 854 206 11,805

Net book value:
At 31 December 2004 114,299 6,693 626 8,163 326 79 130,186

At 31 December 2003 - 6,894 8 10,212 61 26 17,201
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11. FIXED ASSETS (CONTINUED)

Company
Computer and
office equipment,
Leasehold furniture
improvements and fixtures Total
HK$'000 HK$'000 HK$'000
At cost:
At 1 January 2004 37 973 1,010
Additions - 9 9
At 31 December 2004 37 982 1,019
Accumulated depreciation:
At 1 January 2004 29 820 849
Provided during the year 6 65 71
At 31 December 2004 35 885 920
Net book value:
At 31 December 2004 2 97 99
At 31 December 2003 8 153 161

Included in the total amount of the Group’s equipment are 2,482 point-of-sale equipment (the
“POS Equipment”) held for leasing purposes with an aggregate cost of HK$10,424,000 (2003:
HK$10,424,000) and accumulated depreciation of HK$2,459,000 (2003: HK$371,000). The POS
Equipment was transferred from Easy-Link Technology Services Co., Ltd. (“Easy-Link"”) to the Group,
and was installed by Guangzhou Easylink Pay Network Co., Ltd. in the department stores and
shops located in Mainland China, during the year ended 31 December 2003.

The net book value of the Group’s fixed assets held under finance leases included in the total
amount of telecommunication network and equipment at 31 December 2004 amounted to
HK$1,057,000 (2003: Nil).

The Group’s land and buildings included above are held under medium term leases in Mainland
China.
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12. INVESTMENT PROPERTIES

Group
2004 2003
HK$'000 HK$'000
At 1 January and 31 December, at valuation 183,600 183,600

The investment properties are held under medium term land use rights in Mainland China.

The investment properties were revalued by Chesterton Petty Limited, an independent firm of
professionally qualified valuers, on an open market value, existing use basis as at 31 December 2004.

At the balance sheet date, the Group’s investment properties were pledged to secure general banking
facilities granted to the Group as set out in note 23 to the financial statements.

13. INTANGIBLE ASSETS

Group
Operating
Software rights Total
HK$'000 HK$'000 HK$'000
Cost:
At beginning of year - 37,000 37,000
Acquisition of subsidiaries (note 37) 2,856 - 2,856
At 31 December 2004 2,856 37,000 39,856
Accumulated amortisation and impairment:
At beginning of year - 1,318 1,318
Amortisation provided during the year 1,173 7,256 8,429
Impairment during the year recognised
in the profit and loss account* - 6,806 6,806
At 31 December 2004 1,173 15,380 16,553
Net book value:
At 31 December 2004 1,683 21,620 23,303
At 31 December 2003 - 35,682 35,682

The operating rights were revalued by an independent firm of professionally qualified valuers on a
discounted cash flow basis at HK$21,620,000 as at 31 December 2004. Accordingly, an impairment
loss for intangible assets of HK$6,806,000 was charged to the profit and loss account for the year
ended 31 December 2004.
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14. GOODWILL

The amounts of the goodwill capitalised as an asset in the consolidated balance sheet, arising from
the acquisition of subsidiaries, are as follows:

Group
HK$'000
Cost:
Acquisition of subsidiaries (note 31) and at 31 December 2004 90,163
Accumulated amortisation:
Amortisation provided during the year and at 31 December 2004 5,281
Net book value:
At 31 December 2004 84,882
15. INTERESTS IN SUBSIDIARIES
Company
2004 2003
HK$°000 HK$'000
Unlisted shares, at cost 467,158 467,158
Provision for impairment (176,940) (176,940)
290,218 290,218
Due from subsidiaries 416,492 286,875
Provision against amounts due from subsidiaries (215,841) (215,841)
200,651 71,034
490,869 361,252

The amounts due from subsidiaries are unsecured, interest-free and have no fixed terms of
repayment.
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15. INTERESTS IN SUBSIDIARIES (CONTINUED)

Particulars of the principal subsidiaries are as follows:

Nominal
Place of value of Percentage
incorporation/ issued share/ of equity
registration registered attributable to  Principal
Name and operations capital  the Company activities
2004 2003
Directly held
China Land Realty British Virgin Us$11,204 100 100 Investment holding
Investment (BVI) Islands/Hong Kong Ordinary
Limited (“CLRIL")
Indirectly held
Chongqing Smart Mainland China US$2,000,000 100 100  Property
Hero Real Estate Registered capital development,
Development (Note a) holding and
Company Limited management
("CQ Smart Hero")
Ever Brian Inc. British Virgin US$1 Ordinary 100 100  Sale of online
("Ever Brian") [slands/ English learning
Mainland China courses
I-Action Agents British Virgin US$1 Ordinary 100 100 Investment holding
Limited Islands/
Hong Kong
Smart Hero (Holdings) Hong Kong HK$2 Ordinary, 100 100 Investment holding
Limited HK$300 Non-voting
deferred (Note b)
Proland International Hong Kong HK$2 100 100 Investment holding
Technology Limited
Guangzhou Proland Mainland China HK$1,500,000 100 100  Leasing of equipment
Electrical Technology Registered capital
Limited (“GZ Proland”) (Note a)
Telesuccess International British Virgin Us$1 100 - Investment holding
Limited (“Telesuccess”) [slands Ordinary
(Note ¢)
Sky City Network Mainland China RMB110,000,000  80.9 - Provision of
Communication Limited Registered capital telecommunication
(“Sky City") (Note c) (Note a) and other related

services
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NOTES TO FINANCIAL STATEMENTS

INTERESTS IN SUBSIDIARIES (CONTINUED)

Notes:

a. CQ Smart Hero, GZ Proland and Sky City are wholly foreign owned enterprises established in Mainland
China.

b. The non-voting deferred shares carry no rights to dividends, to receive notice of or to attend or vote at
any general meeting of the company, or to participate in any distribution on winding-up.

C. The Group acquired the entire interest of Telesuccess during the year. Through the acquisition of

Telesuccess, the Group indirectly acquired 80.9% equity interest in Sky City.

The above table lists the subsidiaries of the Company as at 31 December 2004 which, in the
opinion of the directors, principally affected the results for the year or formed a substantial
portion of the assets and liabilities of the Group. To give details of other subsidiaries would, in the
opinion of the directors, result in particulars of excessive length.

As detailed in note 2 to the financial statements, upon the adoption of SSAP 30 in 2001, the
Group applied the transitional provision of SSAP 30 that permitted goodwill in respect of acquisition
which occurred prior to the adoption of the SSAP, to remain eliminated against consolidated
retained profits/accumulated losses.

The movements of the goodwill remaining in consolidated retained profits as at 31 December
2004, arising from the acquisition of a subsidiary prior to the adoption of SSAP 30 in 2001, are as
follows:

HK$'000
Cost:
At 1 January and 31 December 2004 35,000
Accumulated impairment:
At 1 January 2004 28,000
Impairment provided during the year 7,000
At 31 December 2004 35,000

Net amount:
At 31 December 2004 -

At 31 December 2003 7,000

Ever Brian, an indirectly held wholly-owned subsidiary of the Company, is engaged in the sale of
online English courses in Mainland China.

The distribution agreement to sale of online English courses in Mainland China expired during the
year ended 31 December 2004. The Group has recognised an impairment loss for goodwill
attributable to the Group’s equity interest in Ever Brian of HK$7,000,000 in the profit and loss
account for the year ended 31 December 2004.
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16. INTERESTS IN JOINTLY-CONTROLLED ENTITIES

Group
2004 2003
HK$'000 HK$'000
Share of net assets - -
Due from jointly-controlled entities 11,873 11,873
Less: Provision against amounts due from
jointly-controlled entities (11,873) (11,873)

The amounts due from jointly-controlled entities are unsecured, interest-free and have no fixed
terms of repayment.

B [ 38 {5 B B AR 2 A (“Shi Lian”), an indirectly held jointly-controlled entity of the Group,
is engaged in the provision of technology consultancy services for a phone payment system operating

in Mainland China.

Particulars of the jointly-controlled entities are as follows:

Place of
incorporation/ Percentage of
Business registration Ownership  Voting Profit  Principal
Name structure and operations interest  power  sharing activities
I-Mall Investments Corporate British Virgin 68.6 333 68.6  Investment
Limited Islands holding
B2B Market Investments ~ Corporate British Virgin 35.0 333 35.0  Investment
Limited Islands holding
Cyber Union Enterprise  Corporate Hong Kong 35.0 50.0 35.0 Investment
Limited holding
Shi Lian Corporate Mainland 35.0 333 35.0  Provision of
China technology
consultancy
services

All of the above investments in jointly-controlled entities are indirectly held by the Company.

The above jointly-controlled entities were held through I-Action Agents Limited, a company
incorporated in the British Virgin Islands with limited liability and a wholly-owned subsidiary of the
Company. Amortisation of goodwill arising on acquisition of the above jointly-controlled entities
of HK$21,350,000 was charged to the consolidated profit and loss account for the year ended 31
December 2003.
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17. TRADE RECEIVABLES

An aged analysis of the trade receivables at the balance sheet date, based on the agreed repayment
term, is as follows:

Group
2004 2003
HK$'000 Percentage HK$'000 Percentage
Within 6 months 17,639 39 3,957 20
More than 6 months but

within 1 year 11,735 26 - -
More than 1 year but within 2 years 3,847 8 3,956 20
More than 2 years 4,598 10 - -
Not due as at 31 December 7,925 17 11,869 60
45,744 100 19,782 100

Portion classified as current assets (35,689) (11,869)

Non-current assets 10,055 7,913

The Group generally grants credit terms of 3 months to 12 months to its customers.

The age of the Group’s trade receivables are based on the date of recognition of turnover and the
due date of instalments as stipulated in the sales contracts.

The legal titles of the properties sold are retained by the Group until the contracted amounts and
the related expenses of the property have been fully settled.

18. PREPAID RENTAL

Group
HK$'000
At cost:

Acquisition of subsidiaries (note 37) 18,455
Exchange realignment (68)
At end of year 18,387

Amortisation:
Provided during the year 580
Exchange realignment (1)
At end of year 579

Net book value:
At end of year 17,808
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NOTES TO FINANCIAL STATEMENTS

18. PREPAID RENTAL (CONTINUED)

The prepared rental represents the prepayment made for the leasing of transmission lines with
lease terms of 20 years. The prepaid rental is amortised on the straight-line basis over the lease
terms of 20 years.

PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

Group Company

2004 2003 2004 2003
HK$'000 HK$'000 HK$'000 HK$'000

Non-current assets:
Deposit paid* 64,003 - - -
Other receivable® - 230,000 - -
64,003 230,000 - -

Current assets:

Prepayments 298 93 92 89
Deposits and other receivables* 101,588 70,587 369 449
101,886 70,680 461 538
* Balance represents deposits paid for an online game platform and internet cafe project of HK$28,003,000

as at 31 December 2004 and deposit for the acquisition of the remaining 19.1% equity interest in Sky
City of HK$36,000,000. Details of the acquisition are set out in note 34(c) to the financial statements.

# Other receivables of HK$230,000,000 as at 31 December 2003 represented the fifth instalment
receivables arising on the disposal of certain subsidiaries (the “Disposed Subsidiaries”) during the year
ended 31 December 2002. As detailed in note 25 below, the fifth instalment was agreed to be settled
in two instalments of HK$140,000,000 and HK$90,000,000. HK$140,000,000 was due and repaid
during the year ended 31 December 2004. HK$90,000,000 is not yet due and was included under
current deposits and other receivables as at 31 December 2004. Subsequent to the balance sheet date,
as set out in more details in note 25 below, the repayment date of HK$90,000,000 was rescheduled
from 26 January 2005 to 26 July 2005.

CASH AND BANK BALANCES AND PLEDGED DEPOSITS

At 31 December 2004, bank deposits of approximately HK$776,000 (2003: HK$553,000) were
pledged to a bank to secure mortgage loans granted by the bank to certain purchasers of the
Group’s properties.

At the balance sheet date, the cash and bank balances of the Group denominated in Renminbi
("RMB") amounted to HK$100,955,000 (2003: HK$38,259,000). RMB is not freely convertible into
other currencies. However, under Mainland China’s Foreign Exchange Control Regulations and
Administration of Settlement, Sale and Payment of Foreign Exchange Regulations, the Group is
permitted to exchange RMB for other currencies through banks authorised to conduct foreign
exchange business.
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NOTES TO FINANCIAL STATEMENTS

TRADE PAYABLES

An aged analysis of the trade payables at the balance sheet date is as follows:

Group
2004 2003
HK$'000 Percentage HK$'000 Percentage
Within 6 months 195 1 251 1
More than 6 months but

within 1 year 343 1 5 -
More than 1 year but

within 2 years 3 - 204 1
More than 2 years but

within 3 years 195 1 8,092 23

Over 3 years 30,750 97 26,373 75

31,486 100 34,925 100

The age Group's trade payables are based on the date of the goods received or services rendered.

OTHER PAYABLES AND ACCRUALS

Group Company
2004 2003 2004 2003
HK$'000 HK$°000 HK$'000 HK$°000
Other payables 8,207 8,242 583 583
Accruals 8,858 9,708 3,641 5,272
17,065 17,950 4,224 5,855
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23. INTEREST-BEARING BANK LOANS

Group
2004 2003
HK$’000 HK$'000
Bank loans:

Secured 32,180 36,657
Unsecured 45,120 4,388
77,300 41,045

Bank loans repayable:
Within one year or on demand 49,830 8,857
In the second year 4,963 4,710
In the third to fifth years, inclusive 16,550 15,706
Beyond five years 5,957 11,772
77,300 41,045
Current portion (49,830) (8,857)
Non-current portion 27,470 32,188

The Group had bank loan facilities amounting to HK$77,300,000 (2003: HK$41,045,000), of
which approximately HK$77,300,000 (2003: HK$41,045,000) had been utilised at the balance
sheet date. The bank loans were supported by the Group’s investment properties (note 12), a
corporate guarantee executed by the Company and corporate guarantees provided by entities in
Mainland China.
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25.

NOTES TO FINANCIAL STATEMENTS

FINANCE LEASE PAYABLES

The Group leases certain of its telecommunication equipment for its business use. These leases are
classified as finance leases and have remaining lease terms of three years.

The total future minimum lease payments under finance leases and their present values at the
balance sheet date were as follows:

Group
Present Present
value of value of
Minimum minimum Minimum minimum
lease lease lease lease
payments payments payments payments
2004 2004 2003 2003
HK$'000 HK$'000 HK$'000 HK$'000
Amounts payable:
Within one year 536 492 - -
In the second year 134 131 - -
Total minimum finance
lease payments 670 623 - -
Future finance charges (47) -
Total net finance lease payables 623 -
Portion classified as current liabilities (492) —
Non-current portion 131 =

DEFERRED INCOME

The total consideration of HK$350 million in respect of the disposal of the Disposed Subsidiaries
for the year ended 31 December 2002 was to be settled in five instalments. The first and the
second instalments of a total of HK$20,000,000 were settled in cash before 31 December 2002.
The third instalment of HK$50,000,000 was settled in cash before 31 December 2003 and the
fourth instalment of HK$50,000,000 was settled in cash on 31 March 2004. The fifth instalment
of HK$230,000,000 was to be settled on or before a date falling on the first day immediately after
expiration of the thirtieth month after 31 December 2002. The total gain on disposal of
HK$157,984,000 was recognised in line with the settlement schedule of the consideration. A total
gain of HK$22,568,000 was recongnised in the consolidated profit and loss account in the prior
year. On 26 March 2004, the Group entered into a supplementary agreement with the purchaser
of the Disposed Subsidiaries (the “Purchaser”), pursuant to which the fifth instalment of
HK$230,000,000, instead of being satisfied by delivering certain completed units of the properties
under development of the Disposed Subsidiaries, shall be satisfied by the Purchaser on two
instalments of HK$140,000,000 and HK$90,000,000, namely the Revised Fifth Instalment and the
Sixth Instalment, respectively, in cash. The Revised Fifth Instalment was paid on 23 April 2004 and
the Sixth Instalment will be paid on or before 26 January 2005.
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25.

26.

27.

DEFERRED INCOME (CONTINUED)

Subsequent to the balance sheet date, the repayment date of the Sixth Instalment was mutually
agreed between the Group and the Purchaser to be rescheduled from 26 January 2005 to 26 July
2005. The gain on disposal of the Disposed Subsidiaries recognised in the consolidated profit and
loss account during the year is HK$85,763,000 (2003: HK$22,568,000). The remaining deferred
income was included in the consolidated balance sheet as to current and non-current portions of
HK$40,625,000 (2003: HK$22,568,000) and nil (2003: HK$103,820,000), respectively.

CONVERTIBLE BONDS

Group and Company

2004 2003
HK$'000 HK$'000
Issued during the year and at end of year 30,000 -

The convertible bonds (the “Bonds”) bear interest at 2.75% per annum and are due for repayment
on 18 August 2006. The Bonds are convertible into a total of 200,000,000 shares with a par value
of HK$0.02 each of the Company, at the conversion price of HK$0.15 per share at any time from
19 November 2004 up to the day falling fourteen days prior to the maturity date of these convertible
bonds on 18 August 2006. Further details of the terms and conditions of the Bonds are set out in
the announcement of the Company dated 19 July 2004.

DEFERRED TAX

The movement in deferred tax liabilities and assets during the year is as follows:

Deferred tax liabilities

Group
2004

Revaluation of

Revaluation of investment
fixed assets properties Total
HK$'000 HK$'000 HK$'000
At 1 January 2004 - 14,497 14,497
Acquisition of subsidiaries (note 37) 4,200 - 4,200
At 31 December 2004 4,200 14,497 18,697
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DEFERRED TAX (CONTINUED)
Deferred tax assets

Group

2004

Losses available

for offset against
future taxable profit

HK$°000
At 1 January 2004 249
Deferred tax charged to the profit and loss account (note 8) (249)

At 31 December 2004

Net deferred tax liabilities at 31 December 2004

Deferred tax liabilities

Group

18,697

2003
Revaluation of

investment properties

HK$'000
At 1 January 2003 and 31 December 2003 14,497
Deferred tax assets
Group
2003

Losses available
for offset against
future taxable profit

HK$'000
At 1 January 2003 353
Deferred tax charged to the profit and loss account (note 8) (104)
At 31 December 2003 249
Net deferred tax liabilities at 31 December 2003 14,248
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27. DEFERRED TAX (CONTINUED)

The Group has tax losses arising in Hong Kong of HK$9,771,000 (2003: HK$9,771,000) that are
available indefinitely for offsetting against future taxable profits of the companies in which the
losses arose. Deferred tax assets have not been recognised in respect of these losses as they have
arisen in Group companies that have been loss-making for some time.

At 31 December 2004, there was no significant unrecognised deferred tax liability (2003: Nil) for
taxes that would have been payable on the unremitted earnings of certain of the Group's subsidiaries
or jointly-controlled entities as the Group had no liability to additional tax should such amounts be
remitted.

There are no income tax consequences attaching to the payment of dividends by the Company to
its shareholders.

28. SHARE CAPITAL

Shares
2004 2003
HK$’000 HK$'000
Authorised:
6,000,000,000 ordinary shares of HK$0.02 each 120,000 120,000
Issued and fully paid:
3,919,413,009 (2003: 2,980,016,725) ordinary shares
of HK$0.02 each 78,388 59,600

During the year, 464,396,284 new shares of the Company were allotted and issued at HK$0.1292
resulting in an amount of approximately HK$60 million, as part of the consideration of acquiring
Telesuccess as further detailed in note 31 to the financial statements.

Pursuant to a subscription agreement dated 1 November 2004, 475,000,000 new shares of HK$0.02
each were allotted and issued to Cheer Faith Limited (“Cheer Faith”), an independent third party,
at an issue price of HK$0.09 per share, payable in cash, on 15 November 2004. The placement
raised net cash proceeds of approximately HK$42.5 million for the Group’s online game business
and general working capital purposes. The placing price of HK$0.09 per share equaled to the
closing price per share as quoted on the Stock Exchange on 1 November 2004.
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SHARE OPTION SCHEMES

The Company’s share option scheme which was adopted on 19 September 1997 (the “Old Scheme”)
was terminated and replaced by a new share option scheme at the special general meeting held on
11 June 2002 (the “New Scheme”). The options granted under the Old Scheme remain exercisable
within the respective exercise period. During the year, no share options were granted or exercised
under the Old Scheme or the New Scheme.

Summaries of the Old Scheme and the New Scheme are set out below:

(1

Old Scheme

The principal purpose of the Old Scheme is to recognise the significant contributions of the
directors and employees of the Group to the growth of the Group, by rewarding them with
opportunities to obtain an ownership interest in the Company and to further motivate and
give an incentive to these persons to continue to contribute to the Group’s long term
success and prosperity.

Eligible participants of the Old Scheme are the executive directors and full-time employees
of the Group. The Old Scheme became effective on 19 September 1997 and, unless otherwise
cancelled or amended, will remain in force for ten years from that date. These share options
granted under the Old Scheme are exercisable at any time for a period from the
commencement date and expiring on the last day of the period to be determined by the
board of directors, or the tenth anniversary of the adoption date on 19 September 1997,
whichever is the earlier.

The maximum number of shares issuable under share options to each eligible participant in
the Old Scheme within any 12-month period, is limited to 2.5% of the shares of the
Company in issue at any time. Any further grant of share options in excess of this limit is
subject to shareholders’ approval in a general meeting.

The offer of a grant of share options may be accepted in writing within 28 days from the
date of the offer, upon payment of a nominal consideration of HK$1 in total by the
grantee. The exercise period of the share options granted is determinable by the directors,
and commences after a certain vesting period and ends on a date which is not later than
three years from the date of the commencement of the exercise period of the share options
or the expiry date of the Old Scheme, if earlier.

The exercise price of the share options is determinable by the directors, but may not be less
than 80% of the average closing price of the Company’s shares on the Stock Exchange for
the five trading days immediately preceding the date of offer or the nominal value of the
Company'’s shares, whichever is higher.
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29. SHARE OPTION SCHEMES (CONTINUED)

Summaries of the Old Scheme and the New Scheme are set out below: (Continued)

(1) Old Scheme (Continued)

The following share options were outstanding under the Old Scheme during the year:

Number of share options

Date of Exercise
Name or At 1 Lapsed At 31 grant of Exercise price
category of January during  December share period of  of share
participant 2004 the year 2004 options* share options options**
HKS
Directors
Ho Tsam Hung 27,500,000 (27,500,000) - 1 June 2001 1 December 2001 to 0.1395
1 December 2004
Ho Pak Hung 27,500,000 (27,500,000) - 1 June 2001 1 December 2001 to 0.1395
1 December 2004
Ho Kam Hung 27,500,000 (27,500,000) - 1 June 2001 1 December 2001 to 0.1395

1 December 2004

82,500,000 (82,500,000) =

Other employees
In aggregate 8,000,000 (8,000,000) - 1 June 2001 1 December 2001 to 0.1395
1 December 2004

90,500,000 (90,500,000) =

* The vesting period of the share options is from the date of the grant until the commencement
of the exercise period.

* The exercise price of the share options is subject to adjustment in the case of rights or bonus
issues, or other similar changes in the Company’s share capital.

I ZHONG HUA INTERNATIONAL HOLDINGS LIMITED Annual Report 2004




NOTES TO FINANCIAL STATEMENTS

29. SHARE OPTION SCHEMES (CONTINUED)

(2)

New Scheme

The principal purpose of the New Scheme is to provide eligible participants with the
opportunity to acquire proprietary interests in the Company and as an incentive to work
towards enhancing the value of the Company and its shares for the benefit of the Company
and its shareholders as a whole.

Eligible participants of the New Scheme include all directors, employees, any entity in which
the Group holds an equity interest (the “Invested Entity”), consultants, advisors, suppliers
and customers of the Group or any Invested Entity, any person or entity that provides
research, development or other technological support to the Group or any Invested Entity,
any shareholder of any member of the Group or any Invested Entity and holders of securities
issued by the Group or any Invested Entity. The New Scheme became effective on 11 June
2003 and, unless otherwise cancelled or amended, will remain in force for 10 years from
that date.

The maximum number of unexercised share options currently permitted to be granted under
the New Scheme is an amount equivalent, upon their exercise, to 30% of the shares of the
Company in issue at any time. The maximum number of shares issuable under share options
to each eligible participant in the New Scheme within any 12-month period, is limited to
1% of the shares of the Company in issue at any time. Any further grant of share options in
excess of this limit is subject to shareholders’ approval in a general meeting.

Share options granted to a director, chief executive or substantial shareholder of the
Company, or to any of their associates, are subject to approval in advance by the independent
non-executive directors. In addition, any share options granted to a director, chief executive,
a substantial shareholder or an independent non-executive director of the Company, or to
any of their associates, in excess of 0.1% of the shares of the Company in issue at any time
and with an aggregate value (based on the closing price of the Company’s shares at the
date of the grant) in excess of HK$5 million, within any 12-month period, are subject to
shareholders’ approval in advance in a general meeting.

The offer of a grant of share options may be accepted within 28 days from the date of the
offer, upon payment of a nominal consideration of HK$1 in total by the grantee. The
exercise period of the share options granted is determinable by the directors. No options
will be exercisable ten years after the date of the offer of the share options or the expiry
date of the New Scheme, if earlier.

The exercise price of the share options is determinable by the directors, but may not be less
than the highest of (i) the nominal value of the ordinary shares of the Company on the date
of grant; (ii) the closing price of the Company’s shares as stated in the daily quotation
sheets issued by the Stock Exchange on the date of grant; and (iii) the average closing price
of the Company’s shares as stated in the daily quotation sheets issued by the Stock Exchange
for the five business days immediately preceding the date of grant.

Up to the date of approval of the financial statements, no share options have been granted
under the New Scheme.
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NOTES TO FINANCIAL STATEMENTS

30. RESERVES

Group
Investment Retained
Share properties  Exchange profits/
premium Contributed revaluation fluctuation (accumulated
account surplus reserve reserve loss) Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1 January 2003 220,002 80,258 40,964 128 81,661 423,013

Exchange adjustment on

translation of the financial

statements of overseas

subsidiaries - - - 236 - 236
Impairment of goodwill remaining

eliminated against consolidated

retained profits - - - - 21,000 21,000
Net loss for the year - - - - (148,262) (148,262)

At 31 December 2003 and
at 1 January 2004 220,002 80,258 40,964 364 (45,601) 295,987

Issue of shares 83,962 - - - - 83,962
Exchange adjustment on translation

of the financial statements of

overseas subsidiaries - - - 78 - 78
Impairment of goodwill

remaining eliminated against

consolidated retained profits/

(accumulated loss) - - - - 7,000 7,000
Net profit for the year - - - - 46,264 46,264
At 31 December 2004 303,964 80,258 40,964 442 7,663 433,291

Reserves retained by/
(loss accumulated in):

Company and subsidiaries 303,964 80,258 40,964 442 7,931 433,559
Jointly-controlled entities - - - - (268) (268)
At 31 December 2004 303,964 80,258 40,964 442 7,663 433,291
Company and subsidiaries 220,002 80,258 40,964 364 (45,333) 296,255
Jointly-controlled entities - - - - (268) (268)
At 31 December 2003 220,002 80,258 40,964 364 (45,601) 295,987
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NOTES TO FINANCIAL STATEMENTS

30. RESERVES (CONTINUED)

Notes:

(a) The amount of goodwill arising on the acquisition of a subsidiary in prior years of HK$35,000,000,
after provision for impairment of HK$35,000,000, as at 31 December 2004 remained eliminated
against consolidated retained profits as explained in note 15 to the financial statements.

(b) The contributed surplus of the Group represents the difference between the nominal value of the
shares of the subsidiaries acquired pursuant to the Group reorganisation in 1997, over the nominal
value of the Company’s shares issued in exchange therefor.

Company
Share premium Contributed Accumulated
account surplus losses Total
HK$'000 HK$'000 HK$000 HK$'000
At 1 January 2003 220,002 547,326 (332,509) 434,819
Net loss for the year - - (138,832) (138,832)
At 31 December 2003 and
1 January 2004 220,002 547,326 (471,341) 295,987
Issue of shares 83,962 - - 83,962
Net loss for the year - - (2,144) (2,144)
At 31 December 2004 303,964 547,326 (473,485) 377,805

The contributed surplus of the Company represents the excess of the fair value of the shares of the
subsidiaries acquired pursuant to the Group reorganisation in 1997, over the nominal value of the
Company’s shares issued in exchange therefor. Under the Companies Act 1981 of Bermuda (as
amended), the Company may make distributions to its members out of the contributed surplus
under certain circumstances.
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NOTES TO FINANCIAL STATEMENTS

31. NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT

Acquisition of subsidiaries

2004 2003
Notes HK$'000 HK$'000
Net assets acquired:
Fixed assets 11 121,966 -
Intangible assets 13 2,856 -
Cash and bank balances 5,612 -
Trade receivables 24,175 -
Prepaid rental 18 18,455 -
Prepayments, deposits and
other receivables 29,278 -
Interest bearing bank loans (56,310) -
Other payables and accruals (5,679) -
Finance lease payables (959) -
Tax payable (4,129) -
Deferred tax liabilities 27 (4,200) =
Minority interests (19,660) -
111,405 -
Goodwill on acquisition 14 90,163 -
201,568 =
Satisfied by:
Cash 140,000 -
Costs associated with the acquisition 1,568 -
Issue of share capital, at fair value 60,000 -
201,568 =

On 26 March 2004, the Group entered into a conditional agreement with an independent third
party for the acquisition of 100% equity interest in Telesuccess at a consideration of
HK$200,000,000, with related expenses of HK$1,568,000. Telesuccess was incorporated on 12
February 2002 in the British Virgin Islands. The major assets of Telesuccess is its 80.9% equity
interest in Sky City, a company registered and operating in Mainland China. The principal activities
of Sky City are the provision of telecommunication and other related services. The acquisition was
completed on 11 June 2004. The purchase consideration for the acquisition was settled by cash of
HK$140,000,000 and allotment and issuance of 464,396,284 new shares at an issue price of
HK$0.1292 per share.
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31.

32.

33.

NOTES TO FINANCIAL STATEMENTS

NOTE TO THE CONSOLIDATED CASH FLOW STATEMENT (CONTINUED)

An analysis of the net outflow of cash and cash equivalents in respect of the acquisition of
subsidiaries is as follows:

2004 2003

HK$’000 HK$'000

Cash consideration (140,000) -

Costs associated with the acquisition (1,568) -

Cash and bank balances acquired 5,612 -
Net outflow of cash and cash equivalents

in respect of the acquisition of subsidiaries (135,956) -

The results of the subsidiaries acquired during the year ended 31 December 2004 contributed
turnover and loss after tax of HK$15 million and HK$16 million to the Group for that year,
respectively.

CONTINGENT LIABILITIES

At the balance sheet date, contingent liabilities not provided for in the financial statements were
as follows:

Group Company
2004 2003 2004 2003
HK$000 HK$'000 HK$'000 HK$°000
Guarantees given for mortgage
loans granted by banks to
certain purchasers of the
Group’s properties 7,763 5,529 - -
Guarantees given to a bank in
respect of facilities utilised
by a subsidiary - - 41,000 41,045
7,763 5,529 41,000 41,045

PLEDGE OF ASSETS

Details of the Group’s bank loans secured by the assets of the Group are included in note 23 to
the financial statements.
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NOTES TO FINANCIAL STATEMENTS

34. COMMITMENTS

(a) Capital commitments

Group Company

2004 2003 2004 2003
HK$°000 HK$'000 HK$°000 HK$'000

Contracted, but not

provide for:

Property Development project 35,902 35,902 - —
Internet cafe project 17,080 - - =
52,982 35,902 - -

(b) Commitments under operating leases
(i) As lessor

The Group leases certain of its investment properties and the POS Equipment under
operating lease arrangements with leases negotiated for terms of two years and five
years, respectively.

At 31 December 2004, the Group had total future minimum lease receivables under
non-cancellable operating leases with its tenants falling due as follows:

Group
2004 2003
HK$'000 HK$'000
Within one year 9,736 9,736
In the second to fifth years, inclusive 10,326 20,038
20,062 29,774
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NOTES TO FINANCIAL STATEMENTS

34. COMMITMENTS (CONTINUED)

35.

36.

(b) Commitments under operating leases (Continued)
(ii) As lessee

The Group leases its office properties in Hong Kong under operating lease
arrangements with leases negotiated for terms ranging from one to two years.

At 31 December 2004, the Company and the Group had total future minimum lease
payments under non-cancellable operating leases falling due as follows:

Group Company
2004 2003 2004 2003
HK$'000 HK$'000 HK$'000 HK$'000
Within one year 437 549 - =
In the second to
fifth years, inclusive 834 183 - -
1,271 732 - -

(c) On 14 December 2004, Telesuccess entered into an agreement with the existing shareholder
of Sky City, Guangdong Zhang Xun Technology Limited (/& & 2 s &l 5 A R A A]) to acquire
the remaining 19.1% equity interest in Sky City at a cash consideration of HK$60,000,000.
Such acquisition was completed in February 2005. As at 31 December 2004, the Group had
paid a deposit of HK$36,000,000 for such acquisition (note 19). The remaining balance of
the consideration of HK$24,000,000 was paid in February 2005 upon the completion of the
acquisition.

POST BALANCE SHEET EVENTS

Save as disclosed in notes 25 and 34(c) in the financial statements, no other significant events
took place subsequent to the balance sheet date.

APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the board of directors on
26 April 2005.
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