DIRECTORS’ REPORT
A

DIRECTORS’ REPORT

The directors present their annual report and the audited consolidated
financial statements of the Company and its subsidiaries (hereinafter
collectively referred to as the “Group”) for the year ended 30 June 2006.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are
principally engaged in sales of general systems products, provision of
services and software licensing, leasing of systems products, investments
in e-commerce projects and holding strategic investments in advanced
technology product development companies.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 30 June 2006 are set out in
the consolidated income statement on page 33 and in the accompanying
notes to the consolidated financial statements. An interim dividend in
scrip form equivalent to HK1.1 cents per share, with a cash option, was
distributed to the shareholders during the year. A final dividend in scrip
form equivalent to HK2 cents per share, with a cash option, is proposed
by the directors.

SHARE CAPITAL

Details of movements in the share capital of the Company during the year
are set out in note 34 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$207,088,000.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group acquired additional property, plant and
equipment of approximately HK$7 million to expand its continuing business.
Details of movements in property, plant and equipment of the Group during
the year are set out in note 14 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. Ho Yiu Ming*

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

* Being independent non-executive directors

In accordance with Article 87 of the Company’s Articles of Association,
Mr. Paul Kan Man Lok, Mr. Lai Yat Kwong, Mr. Leo Kan Kin Leung and
Prof. Ye Pei Da retire by rotation at the forthcoming annual general meeting
and being eligible, 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 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 Listing Rules, and it still considers that the
independent non-executive directors are independent.
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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, each has a share option scheme under which
eligible persons, including directors of the Company, Champion,
DIGITALHONGKONG.COM or any of their respective subsidiaries may be
granted options to subscribe for shares in the Company, Champion and
DIGITALHONGKONG.COM respectively.

(1

(I

THE COMPANY

On 29 November 2002, the Company adopted the share option
scheme (the “Scheme”) which will expire on 28 November 2012. No
share option has been granted by the Company under the Scheme.
Particulars of the Scheme are set out in note 35 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 DIGITALHONGKONG.COM and its subsidiaries (the
“DIGITALHK 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 share option granted by Champion is
exercisable at any time of 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. The exercise price (subject to adjustment as provided therein)
of the option under the Champion Option Scheme is equal to the
highest of (i) the nominal value of the shares; (ii) 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
option. No share option under the Champion Option Scheme has
been granted by Champion since its adoption.
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SHARE OPTIONS AND DIRECTORS’
RIGHTS TO ACQUIRE SHARES OR
DEBENTURES (Continued)

(ln) DIGITALHONGKONG.COM

On 29 November 2002, DIGITALHONGKONG.COM 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 DIGITALHK 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 DIGITALHONGKONG.COM, 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 DIGITALHK Group, to
subscribe for shares of DIGITALHONGKONG.COM. QOptions granted
by DIGITALHONGKONG.COM are exercisable at any time of a period
determined by its directors which will be less than ten years from
the date of grant. The exercise price of the option shares is the
highest of (i) the nominal value of the shares; (ii) the closing price of
the shares on the date of grant; and (iii) the average closing price of
the shares on the five business days immediately preceding the date
of grant of the options. No share option under the DHK Option Scheme
was granted by DIGITALHONGKONG.COM since its adoption.

Other than the share options described above, at no time during the year
was the Company, its holding company, any of its fellow subsidiaries or
subsidiaries a party to any arrangement to enable the directors of the
Company to acquire benefits by means of acquisition of shares in, or
debentures of, the Company or any other body corporate.
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DIRECTORS’ INTERESTS AND SHORT
POSITIONS IN SECURITIES

As at 30 June 2006, 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 Model Code for Securities Transactions by Directors of
Listed Issuers, were as follows:
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Percentage
Number of the issued Number
Name of director Capacity of shares  share capital of warrants
EEHE 514 RHEE BB RBREZFSE
Securities of the Company Mr. Paul Kan Man Lok Corporate interest Note 1 65.99% -
PN (L€ Siten NGIL: 2 ik
Securities of Champion Mr. Paul Kan Man Lok Corporate interest Note 2 28.49% Note 2
B 3 5 B E Tt NRER BiEE2 B 52
Securities of Mr. Paul Kan Man Lok Corporate interest Note 3 79.98% -
DIGITALHONGKONG.COM R~ &5 4+ NRER BiEE3
HIEEER S
Notes: BT

1. 1,493,700,388 shares were held by Champion and 428,156,578 shares were held
by Lawnside International Limited (“Lawnside”). Lawnside is beneficially wholly
owned by Mr. Paul Kan Man Lok. As at 30 June 2006, Lawnside held interests in
approximately 28.49% of the entire interest of Champion and Mr. Paul Kan Man
Lok was deemed to have corporate interest in the shares which were owned by
Champion and Lawnside. Lawnside’s interests in the shares and underlying shares
of the Company are required to be disclosed under the provision of Divisions 2
and 3 of Part XV of the SFO. Mr. Paul Kan Man Lok and Mr. Leo Kan Kin Leung
are directors of Lawnside.

2. 374,479,439 shares and 72,276,861 units of warrants were held by Lawnside.
The warrants were issued by Champion pursuant to a bonus issue effected in
February 2006, all of which will expire on 26 February 2007.

3. 117,300,000 shares were held by Champion and 2,669,171 shares were held by
Lawnside.

Save as disclosed above and other than certain nominee shares in
subsidiaries held by directors in trust for the Company or its subsidiaries,
none of the directors or any of their associates had any interest or short
position in the securities, 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 2006.
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DIRECTORS' INTERESTS IN CONTRACTS
AND CONNECTED TRANSACTIONS

EEREARBERS 2
#

o]

During the year ended 30 June 2008, the Group had transactions with ~REE-ZTT FEXAZ+HIEFER NEBET
Champion and its subsidiaries other than the Group as follows: EREMBAT (REERIN BHEITTIIRS:
HK$'000
Nature of transactions X585 FET
Fees paid by the Group to Champion for the provision of office N B (A) 7 B R R AN R S A< A
premises and facilities, and management services, on cost basis MAERHZEREBRE2ER 100

In the opinion of the independent non-executive directors of the Company,
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.

The aforesaid transactions constitute connected transactions under the
Listing Rules and are exempted from the disclosure requirements under
Chapter 14A of the Listing Rules.

Save as disclosed above, no contracts 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 to the Group.
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DIRECTORS’ REPORT EE &R &

SUBSTANTIAL SHAREHOLDERS FERR

As at 30 June 2006, the following persons (other than a director and chief R ZEEXNENA=+H BRIEZLERBEEHE
executive of the Company disclosed under directors’ interests or short  336{&R E AR TAGFEZ WEAMES T AL
positions in securities) that had interests and short positions in the shares (A [EZE - BA RSB AR |FIRBEs ANTIES
and underlying shares of the Company as recorded in the register required  s{47 B £ B4 RA DT 2 I8 RABERHHES

to be kept by the Company under Section 336 of the SFO: R AA:
Approximate
Description of Number of percentage
Number equity underlying of issued
Name of shareholder Capacity of shares derivatives shares share capital
RALTE MRS HEBTREZ
REERB 54 RHEE gt BB BHAED
Champion Beneficial owner 1,493,700,388 - - 51.29%
BE EmBAA
Lawnside Beneficial owner 428,156,578 - - 14.70%
ERERA
Credit Suisse (Hong Kong) Interest of controlled - Convertible bonds 162,330,905 -
Limited (Note Bfi%E) corporation and subscription
| VNG rights to subscribe
for shares
AR ER R

BB 2 REE

Note: As at 30 June 2006, Credit Suisse (Hong Kong) Limited was also deemed to ~ Ffizt: B =ZZ X7 B = H  Credit Suisse (Hong Kong) Limited
have long interest in 162,330,905 underlying shares of the Company. TR B S 22 71162,330, 905 A% HEBARR (D 2 7 & e

Saved as disclosed herein and disclosed under directors” interests or short ~ BRANX N [EE 2 & 5ERSOAR | REEN B
positions in securities, as at 30 June 2006, according to the register —FZNENH =1 B IBAARIBEE SN BAEK
required to be kept by the Company under Section 336 of the SFO, there 5] 3361512 B 2 M BEE(T (T AT A TR
was no person who had any interest or short position in the shares or {3 st ABRERR D HE A (EfARERS S KR o

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

Other than the convertible bonds and share options as set out in notes 31
and 35 respectively to the consolidated financial statements, the Company
had no outstanding convertible securities, options, warrants or other similar
rights as at 30 June 2006. Particulars of conversion of the convertible
bonds or the exercise of similar rights during the year are set out in the
aforesaid notes.

PURCHASE, SALE OR REDEMPTION OF
LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of its 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.

DONATION

During the year, the Group made charitable and other donations amounting
to HK$512,000.
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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 2006, 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 39 to
the consolidated financial statements.

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, 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 2006 are
set out in note 10 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
35 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.
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AUDITORS 2 ELRm

A resolution will be proposed at the annual general meeting to re-appoint BB =L B ER S ST AR A RIZERT 2

Messrs. Deloitte Touche Tohmatsu as auditors of the Company. RERBPRRRBAFAE LIR2-
On behalf of the Board EEZgD

Paul KAN Man Lok a3

CHAIRMAN fay S ¢

Hong Kong BB

23 October 2006 —EERFTAZTZ=R
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